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H TIVE SECRETARIAY
THRU: ES‘ECU

THRU: AA/PPC, John % 1ton\('v S WAY 27 1983 .
, ;
[ s . I ad
FROM:  AA/ATR, Alexa;h«iemb,ww—(mm{gj _FD B AL ?&’@
SUBJECT: Sudan: Commodity Import Proéram,(SBO-K?6Q4) Amendment-

Problem: Your approval is required to authorize a grant Commodity
Import Program (CIP) Amendment of $18,000,000 from Economic Support
Funds for the FY 1983 CIP (650-K—604) to the Govermment of the '
Republic of Sudan (G0S). It is planned that the entire amount will
be obligated in FY 1983 in accordance with commitments made at the
recent Consultative Group (CG) meeting. This $18 million brings the
total FY 1983 CIP to $48 million, and total FY 1983 ESF to $68
million.

Background: The action memorandum to you dated 12/8/82 (Attachment
2) on the original Program Assistance Agreement Document (PAAD) for
the FY 83 Commodity Import Program (CIP) details at length the
Sudanese need for stabilization support and numerous GOS efforts at
policy reform.

These efforts led up to two important meetings on Sudan since your
approval of the original FY 83 PAAD. The Consultative Group meeting
held in Paris on January 12 through 14, 1953 generated extraordinary -
bilateral assistance, and the meeting among Sudan's creditor
governments on February 3 and 4, 1983 undertook unprecedented debt
rescheduling that was sufficient to allow the IMF 1983 Standby
Agreement to be signed. At the CG meeting, donors agreed that B
their commitments would have to be quickly approved and disbursed in
order to effectively support the IMF/GOS stabilization and the CG =~
recovery program.

The constant endeavors by our USAID Mission and Embassy at the
‘working levels and the U.S. Ambassador at the highest levels
culminated in President Reagan's letter to President Nimeiri in
October assuring the GOS of deep USG concern at our highest levels.
Through President Reagan's letter, and all our efforts, we have
committed ourselves to ensuring that Sudan will continue to be
supported once it had made its public commitment on a tough reform
package.

Since the current economic situation has dictated that even more
stringent economic reforms will be necessary--in addition to those
already implemented--it is essential that the GOS conform to the .
package of reforms in the recent IMF Agreement as the next but by no ..
means final step. Thus, the USG has linked the original and this
gsecond tranche of its ESF assistance with progress on this front.

The amended PAAD contains the standard conditions precedent and - ,1;4, : ()
covenants for a CIV, i.e., the sama as those in the original 83u /51 :
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‘PAAD. In addition, the minutes of the negotiations between the .
GOS and the USG for this commitment will again reflect GOS
commitment to examine, with AID, the structure and behavior of
‘Sudan's parallel economy, in an effort to accomplish the
objectives set up by reforms under the IMF Standby Agreement.

For this amendment the GOS will include a review of its progress .
on achieving the original PAAD covenants. .

On December 2, 1982, the Executive Committee for Project Review
reviewed and recommended the CIP for approval. Because of the
initial FY 19835 Continuing Resolution which placed a $50 million
ceiling on the ESF level to Sudan only $50 million in CIP and
Program grant was approved and authorized.

This $18 million increment will complete funding of the CIP for E
FY 1983 and fulfill our US commitment at the January )
Consultative Group Meeting in Paris to assure quick approval and*‘
disbursement of program assistance to Sudan. S

In concert with on-going disbursements from the Standby
Agreement the CIP will alleviate those shortages of foreign
exchange vesulting from GOS foreign exchange budget restrictions
which threaten to preclude the timely import of its most
essential and politically sensitive commodities. Given the
timing of the announcement by Sudan to undertake the reforms
included in the IMF Standby, such shortages are expected to
coincide with the implementation of politically difficult budget
and pricing reforms.

Discussion: Consistent with the original PAAD, the principal

" objective of the amended FY 198% Commodity Import Prograa is to

provide Sudan with urgently needed imports of highest sconomic
importance and political sensitivity, thereby permitting the
Government of Sudan to undertake the array of difficult policy
reforms. The second objective of the CIP as amended is to
increase support to the private sector where feasible. '
Procurement under the Program will be restricted to commodities
of AID Geographic Code 941 source and origin. Recognizing the
urgent need to continue supporting irrigated agriculture and
industrial infrastructure rehabilitation, as has been
reconfirmed at the recent Consultative Group and Paris Club
meetings, the ~ommodities procured will be drawn from the same
$200 million positive list of commodities used for the original
FY 1983 CIP of $30 million. The specific list will be agreed
upon by the GOS and AID with the understanding that the
commodities should be selected so as to maximize the development
impact of the financial and economic recovery program. The
breakout below represents a positive list illustrative of items -
which reflect recovery priorities and may be procured under the:
CIP:

}:?1; Telecommunications spare parts and’ equipment ($5-10

million),
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2. -Railroad spare parts ($3-4 million),

3. Flight safety equipment for Civil Aviation Authority ($l
million),

4. Chemicals and tinplate ($2.5 million),

5. Fertilizer-making equipment ($0.5 million), and ) -

6. Spare parts and equipment for Kenana Sugar Co. ($3 million).‘

AID proposes to allot and obligate the $18 million to conform
to our commitments to the Paris Consultative Group to provide
timely disbursements of our pledge.

Sudanese local currency generated as counterpart funds by
public and private imports will accrue to the GOS for use in
agreed priority development areas, including expansion of food
production in traditional rain-fed farming areas of Sudan;
agricultural research; production and marketing; railway

- rehabilitation; road construction; and river transport
development. Small amounts of local currency will also be ueed
to cover some of the program/administrative costs of
USAID/Sudan and general budget costs of the GOS.

The proposed amended grant of $18 million is to be obligated
entirely in Fiscal Year 1983. The commodity eligibility date
will be the date on which the Agreement officially takes
effect. As in the past, AID R~sulation 1 (22 CFR, Part 201)
will apply to the procurement of commodities but not to the
procurement of technical services.

:Section 203 of the International Security and Development
Cooperation Act of 1981 requires that at least 15 percent of
ESF funds made available each fiscal year for CIP's be used to
finance the procurement of agricultural commodities or
agricultural-related products which are of U.S. origin. .
Fertilizers procuredi by GOS from the United States will meet
this requirement.

The Executive Committee for Project Review (ECPR) considered.
the original PAAD and recommended approval on December 2, .
1982. The full CIP request, of which this Amendment is part,
was included in the 1983 Conzressional Presentation and a
Congressional Notification is therefore not required.

No special problems in the negotiations of the Program
Agreement, or in reaching agreement on the implementation plan
are foreseen. Government officials, including the Minister of
Finance and Economic Planning, have been active in the
development of the grant, and the GOS will be able to sign the
amendment to the Program Assistance Agreement within a very
short period of time after the program grant is approved.

The ECPR was satisfied that implementation arrangements
outlined in the PAAD are fully adequate, and that no special
problems are anticipated in disbursing the grant.
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The Committee, however, has been made aware of a GAO review, which
pointed out problems in last year's CIP. The first $25 million
tranche of the 1982 CIP was disbursed in July 1982 under expedited
procedures (i.e. predisbursement review of documents by field only)
in order to meet a severe foreign exchange crisis in Sudan. 1In
October 1982 AID/W discovered deficiencies in the documentation used
to support earlier direct reimbursement to the GOS, and actions were
begun to rectify those deficiencies,

The draft GAO report, dated March 29, 1983, states that AID did not
follow "normal procedures” in disbursing the first FY 82 CIP tranche
and did not promptly take followup action after discovering the
deficiencies. The draft report contains no comment on AID's
managcaent of subsequent tranches of the $100 million FY 82 CIP,
which followed AID's "normal procedures”. USAID and the GOS have
stepped up efforts to supply satisfacvory documentation and recent
progress has been promising. USAID/Sudan has been requested by
AID/W to inform the GOS that a bill for collection will be issued
for the amcunt of the unsupported portion of the disbursement if
adequate documentation is not received within a reasonable time
period, :

In addition, a GAO interim memo on Sudan's FY 1980-82 CIP's from
GAO's International Division to USAID Director Mudge dated March 10,
1983 (attached) has now been generally distributed. The memo
identified three major issues concerning these CIP's: first, that
arrival accounting and disposition of commodities were not properly
monitored; second, that a system for monitoring and tracking
deposits and usage of local currency generations was inadequate,
particularly for the FY 1980 CIP and that the GAO felt the approach
of using local currencies for unspecified general budget support was
unsatisfactory; and thirdly, that AID/W approval may have been
required for procurement of sugar industry commodities under the FY
1982 CIP pursuant to Policy Directive 71 (attached), which states
that such procurement should be subject to “review with SER/COM
participation when the Mission is aware that the commodities will
contribute to establishing or expanding production, processing or
marketing or these products (citrus, palm oil and/or sugar) for
export"”,

The management concerns related to the first and second issues are
being dealt with in four fundamental ways: first, because of a
difficult logistical sitution in Sudan compounded by GOS manpower
limitations, a Foreign Direct-Hire and a Third Country i
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National have been hired to monitor CIP-related matters while a
second U.S. Direct-Hire Supply Management Officer is expected on
board in two weeks. Second, two local private shipping forwarders =
one a joint American/Sudanese firm - are being considered for a’
local currency-funded contract designed to help the USAID
Controller's Office resolve site-specific commodity management
concerns such as those raised in the GAO memo. Third, the USAID has
approved a GOS request for use of CIP local currency for improving
office operations and administration related to loucal currency
monitoring requirements. Fourth, a project implementation letter
was issued last January followed by a meeting with the Ministry of
Finance and Economic Planning and GOS directors of local
currency-funded projects, establishing a mutually acceptable system
of semi-annual financial and physical progress reports in addition"
to GOS audited quarterly reports on the status of the special
account holding CIP local currency generations. The additional
Mission staff will work with the GOS to help finalize the systems
and assure accurate and timely implementation. e

As for the issue of using local currencies for unspecified general -
budget support, under the present CIP, the USAID and GOS will agree’
to use local currency proceeds for mutually identified, specific
development activities in addition to the standard Trust Fund and
other CIP management-related uses.

Since the USAID has demonstrated in its CDSS and previous CIP's that
it is aware Sudan is a sugar importer and %**1 be unable to produce
~enough for export for at least two more years when Sudan's sugar
schemes are expected to be fully rehabilitated, we believe that we
are in compliance with PD 71 as it is stated. This CIP Amendment
includes a statement regarding the PD 71 restriction.

The Committee, in reviewing the current CIP (including the present
Amendment) found that it utilizes standard CIP disbursement
procedures. The Committee is convinced that the modifications and
additions of these procedures and the measures described above are
now adequate to address AID's concern over satisfactory program
management and implementation.

The original PAAD contains an Initial Environmental Examination
which determines that this activity qualifies for a categorical
exclusion from environmental procedures. This finding is concurred
in by the Africa Bureau Environmentel Officer. '

_USAID's Supply Management Officer has direct'responsibilitytfdg"
program administration u-1er the direction of the USAID - %
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Director and in cooperation with support officers in AID/W and
REDSO/EA. The Supply Management Qfficer is responsible for preparing
implementation documents, establishing and maintaining necessary
records, and advertising and assisting eligible CIP importers, both
public and private, as required The Africa Bureau Prcject Officer.
responsible for the program is Allan Reed, AFR/PD/EAP. The SER/COM/ALI
officer responsible for the program is Georgia Fuller., The
USAID/Khartoum officer responsible for the project is Pierre Elissabide.

The major GOS entities responsible for implementing and administering
the amended grant are the Ministry of Finance and Economic Planning
(MINFEP), the Ministry of Cooperation, Commerce and Supply (MCCS), and
the Bank of Sudan, The MINFEP will allocate the grant proceeds and has
overall responsibility for grant administration. The MCCS establishes
G0S import controls and issues trade regulations required to support
the program. It is also responsible for issuing import licenses. The
primary role of the Bank of Sudan will be to approve import iicenses,
allocate foreign exchange and manage the special account for
counterpart funds generation. Counterpart funds gemerated by this
activity will be jointly programmed by USAID/Sudan and the GOS.

No waivers are deemed necessary to implement this CIP grant amendment,
Since Sudan is recognized as a least developed country, commodities
from Code 941 source and origin are eligible without waivers., All CIP
vehicles will be of U.S. source manufacture,

Recommendation: That you sign the attached PAAD Amendment, thereby
authorizing an amendment to the FY 1983 CIP PAAD in the amount of $18
million from the requested FY 1983 ESF grant program for Sudan.

‘Attachments:

1. . PA4D Amendment

2. . Original FY 1983 PA...

3. ESF cables series

4, Nimeiri to Reagan letter dated Sep. 25, 1982
5. Reagan to Nimeiri letter date Oct. 22, 1982
6. State 091557 on FY 82 CIP problems

7. GAO memo to Director Mudge dated 3/10/83

8. Policy Determination 71
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CLASSIFICATION:

Att 1 to App 3B, Ch 3, HB 4

AID 11201 1. PAAD NO.

(o8 DEPARTMENT OF STATE Grant No. 650-K-604

AGENCY FOR 3. COUNTRY
INTERNATIONAL DEVELOPMENT Democratic Republic of the Sudan
'_ T 3. CATEGORNY

- PAAD - PROGRAM ASSISTANCE Commodity Financing - Standard Procedure

RPN APPROVAL DOCUMENT 605-K-604 ' K

4. DATE

Lo AMENDMENT

NS LR 6. OYP CHANGE NO.

' Administrator, A.I.D.

-

N/A

8. OYB INCREASRE

7. FROM: None
X TO BE TAKEN FROM!
AA/ARR, Alexander R. Love (Acting) N/A
9. APPAOVAL ACQUESTED FOR COMMITMENT OF: 10. APPROPAIATION = ALLDTMENT

$ 18,000,000

ESF

1%, TYPE FUNDING

[Jroan X)enant [T)inromuar [Xjrormar [CJNoNE J

12. LOCAL CURRENCY ARAANGEMENT l'). ESTIMATED OELIVERY PERIOD

pnl5,1983-0ct 15, 1984

14. TRANSACTION ELIGIBILITY

PATE April 15, 1983

15. COMMODITIES FINANCED

Commodities declared eligible under the A.I.D. Commodity Eligibility Listing:

(1978 as revised) will be eligible for A.I.D. finan~ing.

K

Note: - Latest revision - TM 15:49 (January 1, 1980)

o 6. PERMITTED SOURCE

17. EBTIMATED SOURCE
u.S.:

U.S. only: $18,000, 0000

Limited F.W.: $18 000,000 (Code 941) Industriclized Countrias:

Free World: : Local: :
Cosh: Other:

18, BUMMARY DESCRIPTION

This grant represents U.S. assistance to the Sudan being made available to the
Government of the Democratic Republic of the Sudan (GOS) to help overcome a

serious balance of payments protlem.

The proposed grant will provide foreign exchange for essential public and private
sector imports and related technical services to be agreed upon by the GOS and

A.I1.D.

A grant to the Govermment of the Democratic Republic of the Sudan is hereby
authorized in the amount of $18,000,000 for financing the items described above,
subject to the following terms and conditions:

1. Procurement will be restricted to A.I.D. Geographic Code %41 scurces.

2. Up to $1,000,000 of the Grant may be used to finance technical assistance
activities directly related to commodity purchases and PAAD covenants, which
assistance may occur both prior and subsequent to the procurement of such
commodities according to A.I.D. CIP standard regulations.

19. CLEARANCES DAT

i:A-R,_Love (Actg)|™

20. ACTION

AfRmOVED [ oisaPPr )
WO IR S
(o~ \
AUTHORIZED SIGNATURE ° DATK
M. Peter McPherson
- - Administrator
TITLE

CLASSIFICATION:



The technical assistance may include, but not be limited to: defining scopes of worl
for each procurement; preparation of drawings defining required commcdities; re-
viewing designs ~f suppliers to insure compliance with the requirements of: the pro-
curement contract; installation or erection of A.I.D.-financed equipment or the
training of personnel in the maintenance, operation, and use of the equipment in
excess of $50,000 or 25 percent of a particular total purchase contract; services
facilitating the entry of goods into Sudan as well as the proper distribution of
the commodities once inside the country; and assistance to the Government of Sudan
in monitoring and arrival accounting. Regulation 1 will not be applicable to the
procurement of technical assistance services. A.I.D. direct contracting procedures
will be used. :

3. Commodities procured under the Grant may not be used in the production of palm

- 0il or citrus products.

4, Not more than $1,000,000 from the proceeds of this Grant shall be used for the
purchase of commodities or commodity-related services for use in the constructionm,
expansion, equipping, or alteration of any physical facility or related physical
facilities without prior A.I.D./W approval, in addition to approvals required by
A.1.D. Regulation 1, except as A.I.D./W may otherwise agree in writing. "Related
Physical facilities'" shall mean those facilities which, taking into account such
factors as functional interdependence, geographic proximity, and ownership, con-
stitute a single enterprise in the judgment of A.I.D.

5. Such other tei. . and conditions as USAID may deem advisable.
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'Progran’ Assistance (650-K-604). Amendment; FY 1983

Summary and Recommendations

The accompanying analysis is presented in support of a request
by the Government of Sudan (GOS) for the second tranche of $18
million of an Economic Support Fund (ESF) grant in FY 1983.
Consistent with the original PAAD this Amendment would be used
to help ease Sudan's immediate foreign exchange crisis by
financing essential commodity imports from Geographic Code 941
sources thereby enabling the GOS to embark immediately on
another series of difficult economic reforms. Also, any
technical assistance for delivery services, in accordance with
AID CIP regulations, will be provided to ensure the proper
transfer and use of commodities.

Since independence, Sudan has been making a difficult
transition, originally from under an Anglo-Egyptian Condominiu:
and more recently from a Soviet-styled and supported econonmy.
With the rise of o0il and manufactured goods prices after 1973
and the exodus of more than 500,000 skilled Sudanese workers t«
the Gulf states--coupled with some ill-advised policy and
program decisions and poor project implementation--Sudan began
to move from a balance of payments surplus to a deficit. By
1977, Sudan's irrigated sector, which is the basis of its
foreign exchange earnings and monetized sector, began to
collapse. This situation has continued until the point where
Sudan's total accumulation of debt currently approximates its
GNP. Arrears could reach $2.4 billion, or three years of
exports. Debt service each year is expected to reach 150
percent of exports. Imports for 1982/83 are estimated at $1.8
billion while exports for the year are estimated to rise to
only $900 million leaving a Balance of Payments deficit of $900
million.

Since 1978, the GOS, with the assistance of the World Bank, IMF
and bilateral donors, has been working to reverse the economic
deterioration and change the macro-economic policy framework
particularly in key areas such as exchange rates and credit.

Since June 1978, the GOS has engaged in a series of exchange
rate moves resulting in considerable devaluation of the
Sudanese pound (LS or Lsd). By the time of the resumption of
the IMF negotiations on a new Standby Agreement in 1982, Sudan
had devalued its pound by 55 percent from (LS 1.00 = $2.50) to
(LS 1.00 = $1.12) . Recently, as part of the GOS effort to
reach a new agreement with the IMF on exchange rate reform, GOS
announced on Novembser 15, 1982 a further devaluation of the Lsad
by 44 percent from (LS 1.00 = $1.12) to (LS 1.00 = $0.76).
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Thus, the total devaluation o* the Sudanese pound since 1978
‘has amounted to almost a 7O percent devaluation. ,

In an effort to balance its budget, increase revenues and ati *
the same time improve the external trade balance by providing
better export incentives and discouraging imports, the GOS has
revised many of its taxes including numerous changes in tax
rates on imports, exports and domestic sales.

Addressing internal price distortions which have historically
promoted consumption at the expense of productive investment,
the GOS has embarked on a dramatic upward adjustment of prices,
including those of politically sensitive urban consumer items
such as wheat, sugar and petroleum. At the new exchange rate
and current world prices, direct budget subtsidies on all
consumer items are eliminated. The GOS has announced its
intention to avoid the recurrence of subsidies by passing
international price increases onto the consumer.

Sudan has also agreed upon a Three Year Recovery Progranm

(Public Investment Program) with the World Bank which will give
highest priority to completion of ongoing projects with the E
best promise of quick foreign exchange benefits; rehatbtilitation
of projects, particularly those in the irrigated subscator,

that have high potential for economic viability; and
infrastructure facilities to support cxport-oriented

production. This represents a substantiul change from the Six
Year Plan for 1977 to 1982 where emphasis was on creation on

new rather than better utilization of existing capacity.

In the area of agricultural rehabilitation, major efforts have
been made by the GOS to restructure the agricultural secior, to
improve export performance and to reduce imports of important
food products. Particularly notable have been measures that
have increased the financial incentives to farmers, both within
and outside the public irrigated ..chemes, by removing or
reducing export taxes, by offering a more favorable exchange
rate and by liberalizing the marketing of export products.
Further steps to improve the incentives to export production
include measures such as replacement of the joint account
system by a system of land and water charges specific to
individual crops and farmers.

Steps have also been taken to improve the efficiency of the
industrial sector by upgrading management of industrial
entities, rehabilitate key industrial enterprises such as
sugar, to actively prusue domestic 0.l production and to
reschedule the nation's foreign debt.

Within the last two years, the Government of Sudan has shown a
strong and growing commitment to undertaking the difficult ‘
macro-economic and sectoral policy reforms. With assistance of
other major donors, Sudan has embarked upon its Export Action
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Program aimed at increasing public and private investment in
the agricultural, mainly irrigated, sector. The whole system
of pricing and supplying inputs to the sector was restructured
and a host of new incentives for improved production were
introduced. Despite considerable political risk, in recent
months Sudan has initiated a number of mesasures aimed at
rectifying some of the economy's more glaring deficiencies.
Most notable, of course, was the second exchange rate _
devaluation of 44 percent, and significant increases in prices.
of the highly sensitive commodities such as wheat, petroleum
and sugar.

These efforts culminated in Sudan's signing a Letter of Intent
with the IMF in December 1982, followed by an extraordinary
bilateral donor response in January and February of 1983 when
the Consultative Group and Sudan's creditor governments met
separately to agree on additional, quick-disbursing bilateral
assistance and sufficient debt relief to satisfy the IMF and
effect a 1983 Standby program.

Since the current economic situation dictates even more
stringent economic reforms will be necessary, it has become
essential that the GOS conform to the package of reforms in the
IMP Standby Agreement as a next but by no means final step.
Thus, the USG has linked this second tranche of its ESF
assistance to Sudan with progress on this reform front. The
basic overall strategy for Sudan's economic recovery remains to
concentrate on establishing production in the irrigated sector
to levels achieved in the early 1970's. To address the shorter
term implications engendered by this economic crisis, the IMF
Agreement engenders a series of reforms including exchange rate
devalnation with periodic review, budget austerity measures and
a series of fiscal and monetary adjustments. To address the
longer-term aspects of the economic criasis, Sudan has been
preparing, in collaboration with the World Bank, an intensive
three year Recovery Program, encompassing a strict investment
portfolio and a series of sectoral and macro-economic policy
reforms. The Recovery Program document was submitted to the
donors' Consultative Group and is being reviewed.

The USG has played an active role in encouraging Sudan to adopt
an aggressive approach to macro-economic policy reform and a
positive attitude to the IMF reform process. The constant
endeavors by our USAID Mission and Embassy at the working
levels and by the U.S. Ambassador at the highest levels were
culminated by President Reagan's letter to President Nimeiri in
October assuring the GOS of deep USG concern at the highest
levels. Through President Reagan's letter, and all our
efforts, we have committed ourselves to ensuring that Sudan
will not be abandoned after it has made its commitment on a
tough reform package.
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Now, for the third successive year, Sudan is faced with a trade
deficit of over $1.1 billion and a current account deficit of
some $800 million. Even after allowing for a continued high
level of capital inflows from past loans and the successful
renogotiation of current debt payments, a large financing gap
remains. Sudan has virtually no foreign c¢xchange. Some $2.4
billion of Sudan's current $8 billion foreign debt is in
arrears, and the country's access to commercial sources of
import credit is nil.

Even with disbursements from the new Standby Agreement Sudan
will continue to be faced with severe shortages of foreign
exchange due to GOS foreign exchange budget restrictions which
threaten to preclude the timely import of its most essential
and politically sensitive commodities. Given the timing of an
announcement by Sudan to undertake the reforms included in the
IMF Standby, such shortages could well coincide with the
politically difficult budget and pricing reforms.

The USG has been providing balance of payments support to the
Sudan through PL 480 Title I/III and ESF-financed commodity
import programs since resumption of the AID program in FY

1978. The justification for such substantial and continued
U.S. support, including the current ESF grant amendment
proposed herein for FY 1983, is the belief that Sudan can
attain a sustainable balance of payments position within the
next several years provided that it continues to pursue
vigorously its current economic stabilization and reform
efforts. For this year, reform efforts will include adherence
to the provisions of the latest IMF Standby Arrangement and the
formulation of a rational medium-term public investment and
reform program. It also will require that Sudan strengthen and
broaden its capacity to manage productive enterprises
efficiently and in a manner that will result in greater
financial returns and marketable surpluses.

It is very much in the interest of the USG to continue to
provide balance of payments support to Sudan. Because of its
location astride the Nile Valley and along the Red Sea,
developments in the Sudan are of prime importance to the
security of Egypt and the Arab states. Also, the GOS has been
supportive of the Middle East peace process in recent years and
has played a constructive role in a number of African problem
areas.

The commodities to he financed under the FY 1983 CIP grant
amendment will be largely similar to those financed under the
original FY 83 CIP and previous ESF grants in FY 1980, 1981 and
1982, which included some petroleum given Sudan's total current
lack of foreign exchange and the country's urgent need to
continue production in its modern irrigated egricultural
sector. Also, technical assistance for delivery services will

<



be provided where:needed in accordancde with present AID.
regulations.

The U.S. Mission strongly recommends’ .authorigation. ot thy
proposed grant.

General Considerations

.A. Sudan's Current Foreign Exchange Crisis ‘and’ Need for
Balance of Payments Support .

Sudan is presently experiencing a severe and chronic foreign
exchange crisis, having registered sizeable current account
deficits in its balance of payments since the mid-1970's. A
deficit of $853 million occurred in 1982. These perennial
deficits have wiped out the country's foreign exchange reserves
and have led to a heavy foreign debt burden, much of which is
in arrears and has had to be rescheduled twice before, and may
have to be rescheduled once again. Outstanding external debt
was estimated at U.S. $3.7 billion by the end of 198l1. Between
1976 and 1981, external debt grew at a compounded rate of 16
percent per annum. Despite rescheduling, the debt service
ratio for 1980 (actual principal and interest payments as a
percentage of exports) was approximately 30 percent. For 1982,
this debt service ratio has grown to a phenomenal 150 percent.
Gross foreign exchange reserves currently average less than one
week of imports.

The shortage of foreign exchange has seriously affected the
economy. Imports have been cut back severely, including
agricultural inputs, industrial machinery and equipment, raw
materials, fuel and spare parts. This has contributed to the
deterioration of power, transport and communications
facilities, the curtailment of industrial production, and
stagnation in the agricultural sector. The decline of
agriculture has been especially serious, since this sector
accounts for nearly all of the Sudan's exports.

In its most recent published report on the economy, the IBRD
projects a continuation of the Sudan's balance of payments
difficulties through 1990. The report cites as principal
contributing factors the presently severe trade imbalance,
comparatively slow growth of exports, and continued heavy debt
service payments. The report indicates that the government
will have to continue its strenuous economic recovery program.
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for about a decade to approach a more manageable balance of
payments position. An essential component of the recovery
program will continue to be the provision of substantial
amounts of quick-disbursing balance of payments assistance bj
the Sudan's principal donors.

A recent update of the IBRD analysis includes an "optimistic -
case"” balance of payments projection which shows a closing of
the current account gap by 1990. To achieve this objective
would require that commitments of donor assistance to the Sudan
be more than doubled, from the present level of $850-$900
million to $1.8-$1.9 billion annually from 1985 through to the
end of the decade. While the IBRD analysis does not ,
differentiate between balance of payments support and other
forms of assistance, it clearly implies that a substantial
proportion of donor assistance through 1990 will need to be
commodity import grants.

Most importantly, although it is estimated that Sudan had
immediate requirements for approximately $135 million worth of
essential import commodities to cover the months of December
and January 1982/83, the country had no foreign exchange
reserves with which to pay for the commodities. Foreign
exchange receipts for last December and January are estimated
at only $50 million. Even with the new Standty Agreement's
disbursements Sudan will continue to be faced with severe
restricted, minimal levels of foreign exchange which threaten
to preclude the timely import of its most essential and
politically sensitive commodities.

B. The Causes of the Crisis and the Government's Response

The initial causes of the current crisis date back to the early
1970's, when the government undertook an overly-ambitious
public sector development program and borrowed heavily from
abroad to finance the program. This, coupled with
unprecedented increases in petroleum import prices starting in
1973, drove the economy into a tailspin from which it has still
not recovered. Lagging exports, a steadily widening trade gap,
and growing budgetsry deficiencies have compounded the -
country's economic difficulties. Cotton exports, which
accounted for 60 percent of total exports and averaged $300

million annually during the 1970's, fell to $158 million and 32

percent of total exports in 1981. Non-cotton exports have
taken up the slack to some degree; however, there has been
virtually no increase in total exports since the mid-1970's.

Conversely, imports, led by petroleum and sugar, rose fronm $1.0,

billion in 1976 to $1.7 billion in 1981, an increase of TO
percent.



1. ‘The GOS/IMF Three: Year Stabilization Program

In response to the worsening economic situation, the
government, with IMF assistance, embarked upon a three-year
economic stabilization program beginning in July 1979. The ,
program was aimed primarily at reducing the recurring balance
of payments deficits and reatoring an element of growth to the
economy. The principal targets were to raise the growth rate
of real GDP from a negative rate in 1978/79(a) to 4 percent per
annum; (b) to lower the rate of inflation from the 26.7 percent
registered in 1978/79 to 10 percent by 1981/82; (c¢) to hold the
current account deficit to US $400 million by 1981/82 (vs. $458
million in 1978/79); and (d) to eliminate external arrears.

Key measures included fiscal and monetary restraints, periodic
exchange rate adjustments, the elimination of import price
subsidies, reduced taxes on exports, and the restructuring of
agricultural incentives to encourage the increased production
of export crops, primarily cotton.

On the basis of its assessment of GOS performance during the
first year of the three-year program, the IMF forecast gradual
improvement in the Sudan's balance of payments, beginning
around 1983. Mixed results during the second year, however,
specifically the poor performance of cotton, led the IMF to
alter its assessment and to shift the basis of its support for
further GOS stabilization efforts to a more flexible, annual
stand-by arrangement.

2. The 1982 Stand-By Program

The failure of the Sudan's economy to respond more positively
and immediately to the reform measures initiated under the
three~-year stabilization program was due in part to unfavorable
external developments, such as higher world prices for
petroleum and sugar imports, and political tensions in
neighboring countries, giving rise to additional security
measures and inflows of refugees which necessitated increased
government expenditures. But there were also prolonged delays
in the implementation of the reforms. At the core of the
three-year program was an anticipated large expansion of cotton
production. This was to have resulted in a substantial
increase in export volume, which would have improved the
balance of payments, strengthened the budget, and helped in
restraining credit expansion. However, delay in removing
distortions in the cost structure of cotton production relative
to other crops, along with labor shortages and management
deficiencies, contributed to reduced acreage and declining
yields. As a result, cotton production and exports in 1981
fell to their lowest levels in 25 years and were barely
one-half of the levels reached four years ago. In the case of
sugar, the three~year program had assumed a virtual cessation
of sugar imports with the projected coming on stream of three

\1
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new sugar mills in 1979/80. Problems with the completion of
the mills prevented the expected increases in domestic outyut
and necessitated a continued high volume of sugar imports.
This was compounded by delays in the adjustment of the exchange
rate and by domestic price policies which sought to insulate
the prices of basic consumer commodities such as sugar from
international price changes. Increases in import prices were
not always passed on to the consumer, and this resulted in
either an outright subsidy or a deficit in the account of the
importing public agency which was financed by credit extension
from the central bank.

In recent months, the Sudan has taken a number of measures to
overcome these deficiencies. In the irrigated agricultural
sector, the joint account and profit-sharing system which
distorted agricultural incentive against cotton cultivation has
been replaced by an individual account system and by the
imposition of land and water charges on all crops in irrigated
schemes. The GOS has undertaken to collect such charges in the
course of the current season. Progress on the rehabilitation
of the capital stock in the largest schemes has been
accelerated with technical and financial assistance from the
World Bank. Management of the agricultural schemes has been
strengthened through decentraligzation and financial autonomy at
the level of each scheme. In the manufacturing sector, steps
have been taken to improve capacity utilization in the sugar
refining mills. These steps have included management
reorganization, reliance on foreign expertise, and special
allocations to huild up inventories of fuel and spare parts in
order to reduce disruptions. The budget has been significantly
strengthened by new revenue measures and by price adjustments;
for the first time in years, current revenues are expected to
exceed current expenditures. In particular, petroleum prices
have besn increased sharply to bring them into line with
internal and external prices. The GOS has moved to increase
the prices of the two most basic consumption commodities, sugar
and wheat; the price of sugar was increased sharply in January
1982 and action on the price of wheat is planned for the near
future. Budgetary control has been strengthened in order to
prevent the recurrence of expenditure overruns outside the
jurisdiction of the Ministry of Finance. In the area of credit
policy, interest rates on deposits and borrowing have been
increased and penalty rates imposed on commercial banks that do
not observe ceilings on credit extension. In the external
sector, the unification of the official and parallel exchange
markets has resulted in a depreciation of 80 percent for nearly
half of imports and of 12.5 percent for other imports and all
exports.

The Stand-By Program for 1982 attempted to build on the reform
momentum generated in recent montha. The main policy changes
focussed on the further restructuring of financial incentives
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in agriculture, along with proper maintenance of physical
capital and timely provision of management services, and
attempted to bring about substantial reductions in both the
overall and bank-financed deficits (as ratios to GDP) of the
government budget; more effective control over the expansion of
domestic credit in order to bring down the underlying rate of
inflation from 35-40 percent at present to about 25 percent;
and maintenance of an exchange system that would encourage
remittances and exports. While it was expected that the
deficit in the current account of the balance of payments would
continue to be large, the Stand-By Program aimed to contain the
size of the deficit through demand restraint and the expansion
of non-cotton exports.

In May 1982, Sudan was not able to make its second purchase
under the 1982 Stand-By Arrangement, because certain
performance criteria had not been observed by the GOS. As a
result, the arrangement broke down. However, the IMF and GOS
were able to negotiate a 1983 Standby in February because of
extraordinary donor assistance and debt rescheduling.

To gain greater control over the allocation of scarce capital
rescurces, the GOS with IBRD assistance has promulgated a
current version of its rolling three-year public investment
program. The program, which is updated annually, is designed
to ensure that proposed projects are consistent with overall
GOS development priorities and kept within the limits of
available resources. The priorities of the three-year progranm
are: (1) completion of ongoing projects; (2) implementation of
structural reforms to improve capacity utilization in
agriculture and industry; (3) recuction of bottlenecks in
transport and power generation; (4) development of traditional
agriculture and other productive activities with relatively
small reliance on imported inputs;(5) development of petroleum
extraction; and (6) improvement of social services and water
availability in rural areas.

c. The 1983 Standby Agreement

Because of extraordinary bilateral assistance pledging and
guaranteed debt rescheduling in January and February of 1983,
respectively, and the recent GOS policy reform progress the IMF
entered into 2 1983 Standby with the GOS in January/February
1982. Better performance under the Agreement is expected due
to fthe donor governments' response, GOS policy reforms to date,
the Agreement's incorporation of the previous Standby

experience, and the use of more accurate assumptions about the .

world economy vis a vis Sudanese capacity to respond
economically.

Based on a series of policy reforms already undertaken by Sudan
in line with IMF recommendations the following are the series
of economic targets to which Sudan must conform in order to
make the 1983 Standby tranche drawdowns: :
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(a) to-'ensure the attainment of the monetary targes a
limitation on the domestic assetes of the banking system from
Oct. 31, 1982 to Dec. 31, 1983 through the imposition of ,
ceiling of 26% on net domestic assets on the banking system and
a sub-ceiling of only 9% on net claims on the Government;

(b) to alleviate the external payments situation pricing
policies and licensing mechanisms aimed at import policy
targets, which facilitate essential consumer and producer
imports and import substitution;

(c) a flexible exchange rate policy incorporating periodic

reviews of the US dollar rate, inflationary pressures in Sudan,

the relative profitability of major exports and import
subgtitute activities, and balance of payments developments,
and studies on linking the Sudanese pound to a currency basket;

(d) to provide for the proper allocation of production costs
among the various crops in the irrigated schemes a minimum

level of collection from land and water charges by May 31, 1983;

(e) progress on and performance under debt restructuring,
specifically progress on avoiding arrears of the most recent
debt rescheduling and on payments and transfers for current
international transactions otner than external debt service
will be reviewed by May 31, 1983;

(f) GOS refrains from concluding bilateral payments agreements
inconsistent with the economic recovery program ;

(g) elimination of subsidies on key public sector imports by
adjusting prices according to changes in international pricee
during the Standby period; and Ll

(h) G0S refrains from any new nonconcessional public or
publicly guaranteed foreign borrowing with a maturity range of
over one year and up to and including ten years. -

D. Other Donor Assistance

Data compiled by the IMF and the Bank of Sudan indicate that
total official receipts of the GOS in 1980/81 from foreign
sources (capital inflows), excluding IMF drawings, amounted to
$636 million. Of this amount, approximately $364 million
represented balance of payments assistance, including cash
loans and grants and donor-financed commodity imports. Saudi
Arabia was the main contributor, accounting for approximately
40 percent of the total, followed by the U.S., 20 percent; Abu
Dhabi, 15 pervent; “he Islamic Bank, 10 percent; France, the
EEC, and others, 15 percent. Most of the funds contributed by
the Arab donors were provided through loans and were used to
finance 0il imports.
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The nature and distribution of official receipts by the GOS: -
have remained relatively constant although absolute levels of
assistance by other donors has increased in FY 1982 to '
approximately $957 million.

Despite an expected slight narrowing in the trade gap from
$1,127 million in 1981 to $1,114 million in 1982, the Sudan's
current account deficit is projected to increase from $742
million in 1981 to $853 million in 1982 mainly as a result of
higher requirements for interest payments on rescheduled
debts. As net capital inflows are expected to decline to $287
million, also reflecting higher debt servicing obligations, the
overall financing requirement is projected at $566 million.
Inasmuch as the maximum net support from the IMF will total
about $l93 million, the Sudan will have needed to cover the
remaining $373 million gap through increased balance of
payments support from donor countries.

At the Consultative Group meeting in January 1983 about $300
million in project assistance, $489 million in fast-disbursing
program assistance, and $40 million in suppliers' credit were
pledged. At the Paris Club meeting the following month 100% of
principai and interest falling due in calendar year 1983 was
agreed to be rescheduled over a 16 year period of which 6 years
would be grace. The fast-disbursing assistance amounted to $69
million more than that needed, according to IBRD/IMF
projections, so that the debt relief could technically close
the projected balance of payments gap for 1983.

E. U.S. Contributions to Date

The U.S. has been providing balance of payments support to the
Sudan since resumption of the AID program in FY 1978.
Concessional sales of PL 480 Title I wheat have averaged $10
million annually since FY 1978, and were augmented in FY 1980
with the signing of a five-year, $100 million Title III
program. Combined Title I/III wheat imports for FY 1983 are
programmed at $45.5 million.

U.S. balance of payments assistance has also been provided
since FY 1980 through annual ESF-financed commodity import
programs (CIPs). ESF grants for CIP imports amounted to $40.0
million in FY 1980, $50.0 million in FY 1981, and $100.0
million in FY 1982. 1In addition to the recent ESF-funded cash
grant of $20 million, a grant of $18 million is hereby being
proposed as the second tranche of a total $48 million CIP
program for FY 1983.
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III-; ‘Rationale for CohtinﬁédfU”Sﬁ*aaalsvance

The justification for continued U. S. balance of payments
support for the Sudan is predicated on the belief that the
country can attain a sustainable balance of payments position
within the next several years provided that it continues to
pursue vigorously its current economic stabilization and
recovery efforts. For 1983, this includes adherence to the
provisions of the IMF Standby Arrangement, specifically the
reduction of government expenditures and borrowing, the
establishment and maintenance of a more realistic exchange
rate, and the alignment of administered prices and interest
rates at realistic, market-determined levels. It also includes
the formulation and implementation of a rational medium-term
public investment program that will lay a basis for longer-ternm
growth, such as the three-year program being develaoped by the
GOS in conjunction with the IBRD.

The experience of the past four years has made it abundantly
clear, however, that in the case of the Sudan, earnest
commitmente to reform and rational planning are not enough.
There also needs to be a strengthening and broadening of the
country's capacity to manage its productive enterprises
efficiently and in a manner that will result in greater
financial returns and marketable surpluses. Thus, if the Sudan
is to achieve a viable balance of payments position over the
next several years, the GOS will need to take a number of
specific steps to improve overall management performance. To
this end, the Amendment is predicated on GOS adherence to the
covenants agreed to in the original Program Agreement, that is:

A. Execute to the best of its ability the economic
cstabilization program associated with its Stand-By
Agreement with the IMF under which the government will
reduce government expenditures and borrowing, establish and
maintain more realisti: exchange rates, and align prices
and interest rates to realistic market rates.

B. Review the management of public enterprises in the
agriculture and agro-industrial sector in order to
determine ways to improve efficiency in operations and
investment policy decisions.

C. Where indicated by such reviews and where considered
necessary to achieve development objectives, make progress
toward phasing out inefficieat public enterprises with
- first priority in the agriculture sector which is vital to
economic growth.

D. 1Issue regulations in implementation of new investmenf
code and undertake other measures in order to encourage -
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fforeign and domestic private investment in developing the 1
‘economy, particularly in agriculture. :

B« Increase emphasis on management and technical training
programs and establish economic incentives to encourage
retention of technically qualified personnel in agriculture
and related industries.

F. Undertake a review of government policy reforms
‘necessary to encourage increased private savings and
investment, particularly from Sudanese working abroad.

G. Review foreign exchange and import licensing eysteme to
assure that they function efficiently and fairly in
addressing the needs of the private sector, consistent with
public policy in stabilizing priorities for use of limited
resources.

In order to encourage GOS follow-through with regard to the
foregoing, the USAID Mission is incorporating in the original
CIP agreement and will incorporate in this amendment,
appropriate linkages between the allocation and disbursement of
ESF funds and GOS progress toward improved management
performance.

While the primary Justification for continued US balance of
payments assistance to the Sudan is the likelihood that such
assistance will contribute significantly to the eventual
resolution of the Sudan's balance of payments problem, there
are several other equally important purposes to be served.

l. US Interests and Overall Assistance Strategy

The Sudan has major significance for US interests in Africa and
the Middle East. Because of its location astride the Nile
Valley and along the Red Sea, developments in the Sudan are of
prime importance to the security of Egypt and the Arab States.
Under President Nimieri, the GOS has been supportive of the
Mi2dle East peace process and has played a constructive role in
a number of African problem areas. Sudan's support for Egypt
has reduced the reliability and perhaps the level of assistance
fron other Arab States. A clear threat from Libya has obliged
thns Sudan to strengthen its defense forces. This has imposed
additional import requirements on the country, adding to the
balance of payments problem. The proposed US assistance will
help to ofrset the costs of these additional requirements and
encourage the GOS to continue its constructive moderating role
in Middle-Eastern and African affairs.

In view of the Sudan's importance to US interests in Africa and .

the Middle East, and its critical need for foreign exchange,
the AID country strategy gives highest priority to balance of
payments and budget
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support programs, such as the CIP, that finance eﬂsential
inports and help to cover the local costs of devnlopment
programs.‘

2. Providing an incentive for improvea €cConomic
management and reform

As noted earlier, delays in the implementation of the economic
reforms espoused under the three-year stabilization prozram was
an important contributing factor to the joint GOS/IMF decision
to terminate the program after the second year. By
incorporating in the ESF Grant Agreement appropriate linkages
between the allocation and disbursement of ESF funds and GOS
progress toward improved policy-related management performance,
the ESF grant will serve as a spur to the GOS to carry out more
expeditiously much needed policy and structural reforms.

3. Contributing to private sector participation in
development

The current shortage of foreign exchange in the Sudan is
acutely felt by private sector firms who either obtain needed
foreign exchange from uncfficial sources at high cost or cut
back on their operations. In either case, there is a net cost
to the economy. It is estimated that privately-owned
industrial firms in the Sudan are presently operating at 25-30
rercent of capacity, primarily because of the lack of raw
materials and spare parts. Although the initial tranche of the
FY 1983 CIP concentrates on the urgent imports needed to keep
the economy going in sensitive sectors which are currently
administered by the public sector, it is planned that this and
future tranches of this CIP as well as any future year programs
will continue U.S. emphasis on assisting in the rebuilding of
and support to the Sudanese private sector.

The priority given to private sector uses reflects AID's
appreciation of the sector's potential importance to the
economy. To a large extent the government's efforts to reduce
its balance of payments deficits through expanded exports have
been frustrated by the inefficient use of scarce foreign
exchange and excessive public control of productive
enterprise. The allocation of a substantial proportion of CIP
funds to private firms overcomes these obstacles and will
enable these firms to contribute significantly to the Sudan's
development through increased production and export.

4. GOS budget support

Funds will be deposited into a special account at the Bank of
Sudan, and their use jointly determined by AID and the GOS.
Priority in the allocation of CIP counterpart funds will be
given to AID and other donor-assisted projects in the
traditional rainfed farming areas of Sudan, for agricultural
research, production and marketing projects, railway
rehabilitation, road construction, and river transport
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development. An appropriate amount, as agreed by AID and the
G0S, will also be channelled through the US/GOS Trust Fund
established in FY 1981, to cover some of the program and
administrative costs of the US Mission in the Sudan. The
balance of the counterpart funds generated under the FY 1983
CIP will be used for general budget support.

The GOS' need for budget support is clearly evident from a
review of the government's FY 1981 and FY 1982 budgets. '
Against total expenditures of Lsd 1.3 billion in FY 1981, for
example, the budget shows a deficit of Lsd 545 million, or over
40 percent. More recent data indicate that the actual ratio
may be closer to 50 percent. By comparison development
expenditures in FY 1982 were estimated at LS 371 million.
Foreign borrowings to finance budgetary expenditures were
around LS 400 million. In effect, total GOS expenditures for
development are now being financed by foreign borrowing.

5 Development uses and relation to other components of
the US assistance progrem

As in past years, the goods to be imported under the Amendment
will contribute directly to GOS development efforts. Perhaps
the most direct link is in the agriculture processing sector,
where imported spare parts and machinery will help maintain
production efficiency in the face of decreasing agriculture
prices for exports/import-substitutes. For example, sugar is a
highly sensitive food commodity which would otherwise be
imported if not produced domestically. With donor assistance
the sugar industry has proven it can he one of the most
efficient operations in the world. Upon recovery of sugar
prices the industry expects to be exporting significant
quantities to oil-rich Mid-East nations. Under an earlier CIP,
A.I.D. provided mechanical cotton pickers and vehicles to
facilitate the mechanization of field operations.
Telecommunication parts and tools are considered prime
commodities for this program assistance since the size of Sudan
and its poor infrastructure serve as severe bottlenecks not
only for government but especially domestic business, and as a
significant disincentive in attracting foreign investment.

A pervasive lack of spare parts is generally considered to be
one of the key constraints in the Sudan to the increased
production and marketing of goods in both industry and
agriculture. Shortages of replacement machinery and equipment,

“\
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industrisl raw materials, agricultural inputs and transport
vehicles are also major obstacles. As indicated in Section
VII-A below, a substantial share of the funds provided for the
FY 1983 CIP will be used to help overcome such shortages. AID
is also trying to help increase agricultural output in the
Sudan through project-financed technical assistance

deliveries. The agricultural inputs and equipment brought in .
under the CIP, combined with the use of CII-generated e
counterpart for local cost support, will effactively complementj
and considerably strengthen AID's technical assistance to the B
agricultural sector.

CIP imports of chemicals and tin plate will help to sustain
labor-intensive local manufacturing industries. Tin. plate is
used mainly in food processing industries.

IV.' Economic Analysis

A. Balance of Payments and Trade

Since the mid-1970's, the Sudan's balance of payments has been
characterized by steadily widening trade gaps and perennial
current account deficits. Increased import costs, particularly
for petroleum products and sugar, together with rapidly rising
debt service payments, have severely strained the Sudan's
inadequate foreign exchange resources. Lagging export sales
and the government's inability to attract private remittances
through official channels forced the government to rely heavily
ocn borrowings and donor grants to finance essential import
commodities and related services. A summary of the Sudan's
balance of payments from 1977/78 to 1982 is set forth in Table
1 below.

As indicated in Table 1, the total value of the Sudan's exports
has hardly changed in recent years, rising from $551 million in
1977/78 to a projected $592 million in 1982. The primary
reason for the lagging expo:rt trade is the decline of cotton
imports. In 1977/78, cotton exports were valued at $296
million and accounted for 54 percent of total exports. By
1981, cotton exports had dropped to $158 million, representing
only 32 percent of total exports. The poor performance of
cotton in recent years has been attributed primarily to the
lack of adequate price incentives for production and export,
and a burdensome system for allocating production costs on the
larger irrigated schemes, whereby cotton bore a
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disproportionate share of land preparation charges and fees.
These distortiors have now been corrected and a modest increas
in cotton exports is projected for 1982. 1In Tact the overall
trade gap is expected to narrow slightly in the years ahead,
decreasing from $1,127 million in 1981 to $1,114 million in
1982. In addition to a projected 14 percent increase in cotto:
exports, key factors include a 23 percenv increase in
non-cotton exports coupled with a comparatively modest 15
percent increase in the value of petroleum imports and a 20
percent drop in sugar imports.

Table 2 below contains a projection of the Sudan's balance of
payments through 1990, taken from the IBRD's memorandum report
on the Sudan's economy, published in October 1979. As
indicated in the table, the Sudan is expected to continue

to experience a widening trade gap and sizeable recurrent
account deficits through 1990. Further, despite projected
increases in private remittances and official grants and loans,
the country will continue to face recurring financial gaps and
arrearages on past loans throughout the decade.

A more recently completed IBRD analysis, published in February
1982 includes an "optimistic case" projection which shows a o
closing of the current account gap by 1990. However, this
would require more rapid export expansion and slower import
growth than is generally expected, and grea.ly \ncreased
private remittances. The "optimistic case" projection also
incorporates substantial debt relief through 1985/86 and vould
require that commitments of donor assistance to the Sudan be
more than doubled, from $850-$900 million annually in the early
1980's to $1.8 to $1.9 billion annually from 1985/86 through to
the end of the decade.

The Sudan's other major export crops include sorghum, sesame,
gum arabic, groundnuts, vegetable oil and livestock. As noted
below in Table 3, except for livestock products which have
recorded steady increases, all of the non-cotton export crops
have shown erratic growth patterns since the mid-1970's.
Sorghum exports to Saudi Arabia have increased appreciably in
receut years and have helped to offset the decline in cotton
earnings.

Because of run-down irrigation facilities, the lack of foreign
exchange for agricultural inputs, inadequate transport, storage
and other infrastructural facilities, and price distortions, '
prospects for rapid increases in exports over the next several
years are dim. The government is currently giving priority in
the allocation of developmental resources to revitaligation of
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Tabla 1

- Balance of Payzants, 1977/78-1982

“Sudans
(In millions of U.S. dollars)
: , Proj. Proi.
Year Znding % Brol. ~ Jan-Dec Jan-Dec Prof.*
~ June 30 1977/178 1978/79 1979/80 1981/82 1981 1982 1942/83
Zxports s sz 581 392 _ers
- Cotton L+ 296 k}31 333 18 240
Othar . 258 206 248 412 435
Iaports 1,188 <1,138  -1,340 -1,706  -1,800
Petroleua -118 =178 =234 ~418 -490
Sugar =4l -28 «123 51 =60
Other -1,026 =932 =963 -1,240 1,250
Trade Balance -637 =611 =139 1,113 -1,125
Services «73 =104 =63 -249 I3
Receipts 159 181 229 379 H/A
Payaencs =172 =207 =221 =329 W/A
Interest =60 =78 -1 . =299 W/A
Transfers 264 237 293 310 380
Private 221 2460 209 380 430
0ffdcial 23 17 - 84 130 150
Curreat Account 466 -us8 =329 853 410
Capital 85 - 348 .éi!, 3713 - 287 323
Receipts 132 405 832 - 53§ 472 R/A
Payments =67 -57 =90 =160 =185 H/A
Alloczcicn of SDRs : ‘13 ""i‘}‘;llii'. ; = 30
Erzors and omissions 123 3._9_;_ ;6_ ._._ 139 se
Monetary movements e |
(increase =) 18 48 oo 19 ase
Financing gap . 436 366
Overall Balance LL]
S , pe.iJ Finan7in5 (Net) 50
(1a per caent) Special B/P Assiscance 30
:"2"""" Avallable for debt servicing = 155
Memorandum items: o
Growth saces S
Exports «? e 10 16 -1 20
Impores 20 -4 18 2 - |
Curent scecount C ety
daficit as per ceac of CDP 6 L 10 n.oou o1

Sources:

Bank of Sudan. Ministrv af Finance and Economic Planning, and I
* Assumes increased levels of donor assistance aand no debt-servicing. '
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Exports (including NFS)
Imports (including NFS)
Resource Balance T

Investmeént Income, net of
which Interest Public MLT loans
Interest Arrears

Private Transfers
Balance on Current Account

Private Direéct Inveatment
Short-term, net : 'fﬁﬁ,»u»

Public Grants and MLT Loans:
Grants, disbursements . :
MLT Loans, disbursements
MLT Loans,_ Repayments “
Disbursements, net

Increase/Decrease Arrears

Use of IMF Resources

Change in Reserves (- = increase)

Errors and Omissions

“Gap Financing Needed
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Table 2: Balance of Payments Projections, 1982-1990
“ ($,Million)

1082 1983 . 1984 1985 1986 1987 1988 1989 1990
1369 1557 1768 - 2012 2270 2573 2889 3243 3641
2199 2448 - 2727 =3037 -3365 =3730 -4138 4584  -5080
830 -B91 -959 . 1025 -1095 -1157 -1249 -1341. -1439
-267  -279 -287 -301 =316 -334 -350 -366 —388
(CisD) (-161) (-179) (=202) (=226) (=254) (=281) (=309) (-338)

(-84)  (-84) (~72) (-61) (-50) (-37)  (324) . (-10)

459 498 539 585 635 698 748 ;811iﬂ~*1g§b*

638 =672 =707 =741 -776_ - -g02  -851 ';,754947}

s e e - 73 s m e oms
91 100, 110 133 146 161 177 © 195
608 626 649 772 847 930 1023 1120
305 =341  —423 —423 =398 =406 -448 =509
394 385 336 <39 482 - 595 . 685 752 .~ 806

o ;170'

Source:

|
@
|

" IBRD Memoranduﬁmoﬁftﬁé;éébﬁ;ﬁj;ﬁfﬁﬁﬁéfgﬁdeﬁ;e”Vf:f”'h

) w26 T T340




- Composition of Exports, 1977/78-1981

illions of U.S. dollars) 1/

Cotton

Groundnuts

Sesame

Gum arabic

Dura (sorghﬁm)  L
Vegetable oilxaﬁﬂ€¢§g§
Castor seeﬂgﬁf;%f}
'Livestdgk;ﬁ;ﬁéﬁgfé

Other

L —— ! eAng————

Subtotal 5318 509.5 5815 418.9 1545

Re—exports 2 Ef}é,é‘?i ?°‘17;5 B ‘jig4ﬁ‘ i¢?;;4 --

Total . ss10 0 521.0 581.5  478.9.  496.9  454.5

Sources: IMF,-Sudan~- Recent Economic Developments, August 30; 1982,

1/ Converted from data in Sudanese pounds at- the following exchange rates: for
..77/78, Lsd 1.00 = US$2.87; for 1978/79, Lsd 1.00 = US$2.50; for 1979/80, Lsd 1.00 =
US$2.50, July-September 1979; and for October 1979-September 1980, 1Sd 1.67 = 0S$2.00;
October 1980-June 1981, LSd 1 - US$1.25 or US$2.00 depending on the commodity; from
June 1981 to September 1981, LSd 1 = US$1.25; and from October 1981 to December 1981,
Lsd = US§1.18.

2/ Exclusive of petroleum re-exports.

2;?
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the agricultural sector, which currently accounts for some 95 -
percent of the Sudan's exports. It could be several years, '
however, before this emphasis pays off in significantly
increased exports.

While exports have been stagnating, the Sudan's imports have
been increasing steadily over the past six years. From a level
of $1.0 billion in 1976/77, total imports are expected to . :
increase to $1.7 billion in 1981/82. Tables 4 and 5 below show
breakdowns of recent imports by type of commodity and country
of origin.

The Sudan's principal imports are wheat, sugar, petroleunm
products, chemicals, pharmaceuticals, machinery and transport
equipment, manufactured goods and textiles. Of these,
petroleum products have shown the most dramatic increase during
the past six years, from $117.8 million or only 10 percent of
total imports in 1977/78 to a projected $420.0 million or 25
percent in 1981/82.

Since the mid-1970's, the value of wheat and wheat flour
imports has more than doubled, as has that of sugar imports.
Manufactured goods have shown a sizeable inecreace; however,
machinery and transport equipment imports have declined while
chemicals, pharmaceuticals and textiles have remained
relatively unchanged.

Petroleum imports are expected to continue to increase over the
next several years although at a slower rate than in the past
until the Sudan's own recently-discovered reserves are brought
into production. Current estimates indicate that the Sudan
will be able to meet some 60 percent of its own requirements by
the late 1980's. GOS officials also expect to be able to
substitute domestically-produced sugar for imports within the
next two or three years, as the newly-constructed ¥enana sugar
mill reaches full production. These reduced requirements are
not expected to bring down the level of total imports, however,
as there is considerable pent-up demand for other imported
commodities such as construction materials, agricultural
inputs, machinery, transport and power system equipment, and
spare parts, that will need to be met before the overall level
can be expected to taper off.

In view of the rteady and rising demand for imports and the
poor performance to date and modest prospects for increased
exports, the Sudan can be expected to continue to record trade
deficits over the next several years comparable to the $1.1
billion deficit projected for 1982.

B. Services and Capital Accounts

In addition to its sizeable and growing trade deficits, the

Sudan has also regularly been registering annual deficits in
its services account. Though modest to date, these

‘jb



Table 4%
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Sudan.

“Composition of Imports, 1977/78- -1981/82

‘1n millions'of U.S, dollare) 1/ .

1977/78. . 1978175

L

- - Prelim,
_‘1980 81

Proj.
1981/82

FToodstuffs

Beverages aud tobacco

Crude material and
petroleun products
Of which:
products 2/

Chemicéls and medicine
Manufactured goods -

ﬁichinery and eqﬁipﬁéﬁgi

Transport eQuipmoogj
Textiles

Total

petroleun

1218

17.8 . 12,0

124 1 183 9

(117 s) (177 6’

:f106 g 109 51 122 s

5213 8 _,213.9‘ 240 5

369 3f’ 234 z

, 124 9' .;13717‘

1065

(25450”

31446

C 232

30.0°

azo o;

(405 0)

7150 of

250.0

;fsso 0

150.0

’ 5000

ﬁffO;O

1,188.0  ,137.9° .

e

1,670.0.

Sources: .

Bank.of Sudan and staff estimoféff

1/ See Table 3,

footnote 1, for convers1on rates.

2/ Net of petroleum re-exports.
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Tabhle 8° . Sudan:  Origin 'of Imports, 1976/77-1980/81

‘(In'millions of U.S. dollars)

Western Europe
United Kingdom
Germany, Federal

Republic of
France
Italy
Belgium
Others

China and Eastern'Europé'

China, People's
Republic of
Czechoslovakia
Yugoslavia

Octhers

Western Hemisphere
United States
Others

Africa and Asia,
Japan
India
Pakistan
Others

Arab countries -

Total .'

Source: ,‘Infgﬁsgdﬁhgg;3e¢ént'Ecdnomic Developments August 30, 1982.

1976/77  1977/73 . 1978/79  1979/80° . 1980/81
472.9 622.0 .567.5 624.9 .\ 687.6.
162.8 173.2 173.5 162.4 219.4 3

—
- 85.9 149.9 114.0 123.8 103.0
54.0 97.6 - - .84.8 106.4  112.8
63.2 60.9 54,3 33.4- 43.6
30.8 41,3 21,3 44.8: 29.4
6.2 99.1 1196 1541 179.4
65.2 9.8  105.8 9.2  130.6
31.6. 45.9  50.8 41.6 57.2
4,9 10.3 13.0 15.2 9.0
8.0 10.1 16.5 13.2 0 15.8
20.7- 28,5 25.5 29.2 48.6
©130.8 110.6 73.3 143.8 198.4
4.6 57, %2.3 125.2 120.6
364 52.9 11,0 . 18.6  77.8.
2134 - 217.3 181.6 196.8 259.4
T97.1 T 99.4 “77.8  TS1.8 74.6
629 36.8 41.8 33,4 3.6
15,5 26.7 3.8 . 22.6 10.4i
1235 143.3 -~ 209.7 215.2  355.4
985.8  1,188.0 °1,137.9  1,339.9  1,63l.4
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deficits could increase appreciably within the next several
years because of higher interest payments, unless the
government is able to continue negotiating substantial debt
relief. As indicated in Table 1 above, interest payments

projected for 1982 would represent a three-fold increase over-
the level paid just four years ago.

There is some scope for mitigating the adverse¢ economic impact
of the higher interest payments through increased remittances
from abroad, although the Sudan's performance so far in this
area has not been very satisfactory. Despite the growing
numbers of Sudanese known to be working abroad, of which
current estimates range between 400,000 and 500,000, private
rerittances have shown almost no change ovar the past four
Years and are projected to reach only some $380 million in
1982, or $760 to $950 rer worker. This is well below the
average for other labor-exporting countries.

Primarily because of the high interest payments and low
remittances, coupled with the large annual trade deficits, the
Sudan continues to register sizeable deficits in its current
account and must look to foreign donors for the financial '
resources to offset these deficits, which have nearly tripled
in the past six years.

The Sudan's principal donors at present are Saudi Arabia, the

US, the IBRD, the Arab Monetary Fund, West Germany, France, the .

EEC, Italy, Great Britain and Holland. Excluding IMT drawings,
gross inflows from foreign donors in 1980/81 were estimated to
be $636 million. See Table 6 below. Of these, approximately
$364.0 million represent cash transfers or commodity loans,
while the balance of $272 million represents loan and
grant-financed project assistance activities.

C. Financing Gaps

Even with considerable help from the donors, it should be noted

per Tables 1 and 2 above that the Sudan continues to be faced
annually with financing gaps. Halfway through FY 1981 (which
ran from July 1960 to June 1981), a gap of $450 million was
8till being projected for the year. With one half of
(Sudanese) FY 1982 gone, the GOS was still projecting a gap of
some $340 million for the yYyear. Recent calculations by the IHF
and the Bank of Sudan indicate a $566 million financing gap in
CY 1982. The Consultative Group meeting of January 1983
produced extraordinary non-project assistance of $107 million
such that an unfinanced external BOP gap of $752 million
remained for consideration at the Paris Club debt rescheduling
meeting in February 1983. At that meeting 100% of all debt and
arrears falling due in calender year 1983 was liberally
rescheduled such that the IMF 1983 Standby was allowed to b
undertaken. ‘



7 Conmodity -

Qféyle 6 Sudan: Forelgn Financing of Central Government Budget, 1975/76-1980/081

“(In mi1lions of Sudanese pounds)

Prov. * " Revised ﬁrov.Actua]f ”
I o ' Actual - Budget  DBudget July-Dec.
1975/76 ~ 1976/77  1977/78  1978/79 " 1979780 - T980/8T  T980/87 1/ T 1980

Grants . .. e 7 iead el 1.2 2.0+ 60.0  79.0 - 512
Project - wiea e, ‘ i¢;,§“; e n.s A '41€0£l/573

Loans. - L ce.  86.0 . 162,0  266.0 399.8 321.0 ©  118.6
Cash | Cee e . C1g9.9 ) waa.02/) 092
-,45.-{, "_ S eee 29.0 ) ) S )  '~‘.,:

eme e e 108.5 - 209.9 177.03/ -

 fotal 845 535 497 169:2  300.0 | 459.8 100.0

- project

less: Repayments  -19.7 9.7 3.3 2.8 704 a2 3100

‘ '\Equais: Foreign ' SUREE e . L
.~ financing - 64.8 33.8 264 146.4 237.6

Sources: Ministry of Finance and National Economy, the Bink:offsudah.ﬂébﬂf?ﬁéﬁgiﬁfftgggiﬁéfééé
_lj The 1980/81 estimates as agreed with GOS authorities.

2| Commodity grants and loans valued at the official market exchqnge"rate.f*ﬁ'

3| Project grants and loans are valued at the parallel market exchange rate;(dtftﬁé 6ff{§idiftité;éprjgﬁﬁi
grants would be LSd 25.5 mi1lion and project loans LSd 106 million). ST B
4/ Equivalent to $636 million at exchange rates cited footnotes 2/. and 3/ above.-
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Table 7. Gross Reserves of Bank of Sudan
R (In million of U.S. dollars)

1977/78  1978/79  1979/80 -

‘1980781 &

Reseryes level — 21.9 27.4 40,5‘;;

Ioport equiv.  7days . 9 days 13 days

2.5

Sfégié
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Table 8. Sudan: Gross Reserves and Net Foreign Assets,1977-80
(In millions of U.S, 'dollars)

| | sume  Dec. | June Dec Jwme  Dec. | June . D
End of Period | aerr e agre o | 19790 | 19807

| Monetary authorities - 588 -625 o603 " -600° w602 =692 | =751 Coaoeh |
Convertible foreign A P SRR S R
exchange 1/ 25 28| 22 32| 3 80| 6 -
| Net bilaterzl claims 2/ | =36 . -45| -41 =36 =37 .52 -58 <777
: Net IMF position 3/ - 134 -117 | -92 . -130°| -145 © -212 | -235  -346.
j - Bank of Sudan short-term B - - o
+  liabilities to foreign R0 IR (R | R
. banks -341  -385'| -301 . -309| -384  -445] -456- 830 |
: Liabilities from Kuwaiti | S f L R R B
{  loan l <104 -105 | -102 . -67 | -67 = -63| -65  -76
, Commercial banks | 38 27| s8 61| 99 121} 1ol - 201
Assets | s - I®| ¥ 18| 120 4| S .45
Liabilities - | 17 --50| 23 -07| -22 75| -74 144

i Net foreign assets ~ |.-S51  -508 | '-545 539 | -505 571} -S60 . -673

o

Source: Da'ta‘prov:lde‘d by the Sudznese authorities,
1/ The Bank of Sudan is required to maintzin at 21l times gold and ex‘cemal assets
(including SDRs) of not less than the equivalent of 1Sd 7 million. : :

2/ Includes balances on accounts established under loan agresments with ;ei-fta::n
Eastern Bloc countries. .

_/ As reported by Bank of Sudm
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. :Table 9, = 'Sudan: Medium- and Long-Term External
Eg:hpgblicgbeb;&apd?beht’Service Payments, 1976-81

End of Period 1976 1977 1978 1979 1980 1981

(In-millions of U.S. dollars)

Total outstanding debt
(disbursed only) 1 722.4 1 949.0 2,250.2 2,856.9 3,487.0 3,694.2

International organizatipnéaf': 374.4 . 408 5 534 8 655.7  863.2 1,133,5
O0f which: net use of - - o = ' o

Fund credit 1/ » (157.1) (140 4) (176.3) (2&3 4)’ (341 7) - (482.3)

Foreign governments 762.2 ,issz 3 865.7 1,362.6 1,785 9; 1’897‘0

Financial institution§  SR '560 0 | 377 6  ; 573.6if?7380 9f? }567 9; 453 2

Suppliers' credits - 275 8' ‘ 300.6’f 1i8$;1{;?yu/Jﬁ(ﬁ ifZIO;d 210 5.

Debt service payments (during e E T B R T N A ‘ffﬂ,wg
period) . 259.0 - 124.1 130.9 ‘140.0l7’~163‘4f§3;234.8

Principal 80,9 62.6 . 72.5 'ﬁii;ifj"loo 8 9
Interest . 781 6l.5 S84 88,9 - 62.6 138.l

(In per cenmt)
Memorandum item:

" .Debt service fayments/exports, - R T s T c TR
of goodé and services 23,5 +15.1 . .15.2 . 13.4 20,6 - 27.5

Sources: IBRD IMF, and Bank of Sudan, Econom1c ‘and F;nanc1a1 Statlstlcs Rev1ew,
various issues. . . , 'v~“f1 '

1/ Total repurchase obligations to the Fund required to return Fund hold;ngs
of Sudanese pounds to 100 per cent of quota. :
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Teble 10: Sudan:  hwounc and Average Terms of
" Debr Commitments, 1976-80 1/

e e wmw By s

-Suppliers' credits L e
Amount (US$ millions) w33 :
Interest (per cent) S
Maturity (years) R b
Grace period (yeatrs) 3
Grant element (per cen 13

‘Financiel institutions
Aoount (US$ millions) “160.9.
Interest (per cent) - 8.3
Metuzity (years) - 10,2
Grace period (years) 4S5
Grant elewent (per cent) 7.1

Interrational organizations e
Amount. (US$-willion) - 83.9.
Interest (per cent) 3
Haturity (years) 28

7
2

Grace period (years) .
Grent element (per cemt? = 5

Goverament loans o
Amount (US$ millioms) 310.0 9.6 4
Interest (per cent) R 11 9.2 bl
Maturity (years) - 21.5 ~14.0 22,300
Grace period (years) R S 3,00 1.6
Grant element (per cent)’ 43,6 7.1 1

Total ) A
Amount (US$ millions) . ..608,1 8.8
Interest (per cent) " “'" "'+ 5.0 . 5.0
Maturity (years) - T 18.6 “15.7
Grace period (years) : 5.8 3.6
Grant element (per cent) 32,6 9.6

Source: IBRD~-Debtor Reporting System (DRS).

1/ Weighted average terms of contracted external debts, including.’
undisbursed amounts, with a maturity of over one year and repayable in
foreign currency. |
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D. Reserves Position and Net Foreign Assets

The Sudan drew down virtually all of its foreign exchange
reserves during the mid-1970's to pay off mounting debts. By
June 1978, gross reserves of the Bank of Sudan were equivalent
to only one week's imports. Despite a slight improvement in
1979/80, the country's reserve position has remained
practically unchanged since 1978, as Table 7 below illustrates

Table 7. Gross Reserves of the Bank of Sudan
(Millions of US dollars)

1977/178 1978/79 1979/80 1980/81°

Reserves level 21.9  27.4 40.5 = 24.5
'Import equivalence 7 dayé ' 9 days ‘13 days 5 days

As indicated in Table 8 below, due mainly to a steady buiid-up
of short-term liabilities to foreign banks and continuous
drawings under various IMF credit facilities, the Sudan has
been burdened w'th a negative position on net foreign assets
over the past five years. There was further deterioration of
its position in 1980.

E. External Debt and Annual Services Payments

The Sudan's total outstanding external debt amounted to $3.7
billion at the end of 1981, having nearly doubled since 1976.
As shown in Table 9, about $1.9 billion of the total is owed tu
bilateral creditors, primarily Saudi Arabia, Kuwait, and the
United Arab Emirates. Approximately $1.1 billion is owed to
multilateral institutions such as the IBRD/IDA, the Arabd Fund
for Economic and Social Development and the Arab African Bank.
The remaining $0.7 billion is owed to various private
commercial banks and other financial institutions, and tc
suppliers.

The cverall weighted average terms of the Sudan's external debt
(wkich currently reflects an average maturity of 33 years,
including a 7-year grace period; an average interest of 2%; and
an overall grant element of 63 percent) are considered to be
relatively concessional (see Table 10). Nevertheless, a
significant portion of the outstanding debt is in the fecrm of
suppliers' credits and loans contracted at commercial terms.

As a consequence, according to the IMF, debt service payments
for 1980 should have amounted to around $280 million. This
would have represented a ratio to tota. exvorts for that ysar
of around 41 percent. Such a high payment ratio would have
been unmanageable. Actually, as reflected in Table 9, the
annual payments were virtually cut in half as a result of the
dett relief (on official ioans) obtained from Paris Club donors
and through the accumulation of arrears on payments due to Arabd
and private creditors.

v
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F. Payments in Arrears

As of the end of 1980, as shown in Table 11, the Sudan was in
arrears on some $1.2 billion of its scheduled principal and
interest payments. Coupled with payments coming due on
existing loans, the Sudan will have no recourse over ths next
several years but to continue to seek refinancing of its
sizeable debt burden.

V. Budget Support Requirements

A. Overall Deficit

Total GOS hudgetary expenditures in 1980/81 were estimated at
LSd 1.3 billion; total revenues at LSd 768 million. Including
other fiscal operations (primarily extra budgetary
expenditures), the overall budgetary deficit was an estimated
LSd 63C million, or some 48 percent of total expenditures. As
reflected in Table 12, a somewhat lower ratio is being
projected for 1981/82; however, this is predicated upon an
epproximate 42 percent increase in revenues as against a modest
16 percent increase in expenditures. The slower increase in
expenditures takes into account the proposed elimination during
this fiscal year of current government subsidies on wheat,
sugar, petroleum, pharmaceuticals, and milk.

B. Development Expenditures

- Development expenditures in 1980/81 were estimated at LSd 356
million. An increase to LSd 514 million is projected for
1981/82. 1In 1980/81, more than one-half of the overall
budgetary deficit, or LSd 346 million, was financed through net
foreign borrowings. This amount is roughly equivalent to total
GOS development expenditures for the year. A similar situation
is projected for 1981/82. 1In effect, during the past five
years the GOS has become totally dependent on foreign sources
to finance its development programs. .

VI. Market Analysis

- Ae U.S. Chare of Total Imports

« -The U.S. has accounted for approximately 8 percent of the

Sudan's imports during the past five years. In 1979/80, the
U.S. share was increased to 10 percent of total imports and
amounted to approximately $130 million (see Table 5 above){

The principal commodities currently being,imporfed from'%hé‘
U.S. are as follows: . - S ‘ )
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Agrigultqpa;;pbmmqqities:‘Wheat, wheat flour and tallow

auioment: Medium and large tractors, spare
.. parts: plows, harrows, cultivators,
- cotton and peanut planters,
and harvesters, pumps and
vater drilling equipment

Agfibuiiﬁ;éi

Industrial raw materials: Tin piate, equipment for machinery,
' A and spare parts, spinning and weavin;
0il, seed crushing and processing,
clay brick and cement block

manufacturing
Transportation equipment Primarily heavy trucks, air-
and spare parts: ‘ craft parts, and materiual

handling equipment

In addition, significant market opportunities exist for
telecommunications equipment, electric power generation and
distribution equipment, and sugar-cane harvesters and refining
equipment. The key to capitalizing on these opportunities is
concessional financing. Straight commercial sales are limited
by the Sudan's lack of foreign exchange and increasing
inability to obtain supplier credits or loans from commercial
sources.

“he import community in the Sudan consists of approximately
2,000 private importers who are registered with the GOS'
Ministry of Cooperation, Commerce and Supply (MCCS). Publiec
sector and parastatal enterprises are also key importers,
primarily of commodities and equipment related to the
construction and maintenance of infrastructural and publi
service facilities, and the operation of the Sudan's
larga-scale agricultural scheme.

The official exchange rate in the Sudan is presently U.S.
$1.00= LSd 1.2961. The unofficial (market) rate is L
approximately US $1.00= LSd 1.90. .

B. CIP Pipeline

Following is a summary of the status of the FY 1980,v FY#i9§fﬁi

and FY 1982 CIP programs through the end of FY 1982, Alsc
shown are projected disbursements in FY 1983 for the two{
earlier programs as well as the proposed FY 1983 program.,..

W



Prograh
FY 1980
FY 1961
T 1962

Propose

FY 1983

-3%.

(In millions of U.S. dollqrs)
Thru FY 61 ~ Thru FY 82

Est FY 83

Aﬁoﬁnt5 +
5040

100.0 . .

Oblig. Expn. Oblig. Expn.

50.0 -

. . T

40.0 33.0 | e . T.0

‘Oblig. Expn.
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VII. Proposed FY 1983 C.I.P. Amendment

A. Positive List and Tentative Allocation of Commodities to be Procured

Following preliminary discussions with representatives of the Government of
Sudan (GOS), USAID has constructed a positive list of commodities with upper
limits of value from which commodities funded under both the first ($30
million) and second ($18 million) tranches of the FY 1983 CIP will be drawn.
It is expected that the $18 million will be allocated for the procurement of
telecommunication and railroad spare parts and maintenance equipment ($8-10
million), flight safety equipment ($1-2 million), fertilizer-making equipment
($O.5—1 million); chemicals and tinplate ($2.5-5 million); and agro-industrial
parts and equipment ($3-6 million).

Pogitive List of Commodities Upper Limit of Value
($ million)
Fertilizer 40
Jute/baling hoops 9
Petroleum products o 30
Tallow BRUR 16
Spare parts 14
Agricultural machinery, equip- b
ment and other inputs - 34
Road maintenance equipment T
Railroad equipment and o
spare parts , 4
Telecommunications equipment 6
Industrial inputs and ‘ Y
equipment S 15
Chemicals and tinplate : 5.
PTrucks, trailers and : A
buses - 5.
Drilling equipment and , o
pumps R 15
Total $ 200 million.

Please note that procurement actions financed under this grant will be
for commodities which have already been approved for financing within

the Austere Recovery Recurrent and Development Program Budgets of the

Government of Sudan.

B. Implementation Procedures

1. GOS

The major GOS entities responsible for administering and
implementing the C.I.P. grant will be the Ministry of Finance and
Economic Planning (MOFEP), the Ministry of Cooperation, Commerce
and Supply (MCCS), and the Bank of Sudan. The MOFEP will allocate
the grant proceeds and will have overall responsibility for grant
administration. The MCCS will establish GOS import controls and

N\
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will issue trade regulations as required to aﬁppbrt‘the prdgram. It will also
be responsible for issuing import licenses. The primary role of the Bank of
Sudan will be to manage the special account for counterpart generations.-

2. A.I.D.

The USAID/Sudan Supply Management Officer under the direction of
the USAID/Sudan Mission Director and in cooperation with support

 officers in AID/Washington and REDSO/EA, will have direct
responsibility for USAID coordination with MCCS in monitoring and
expediting procurement of commodities and related services under
the Commodity Import Program. The USAID/Sudan Program Officer
under the direction of the Mission Director, and in consultation
with the Embassy Economic Counselor; will be responsible for
negotiations with the GOS concerning the allocation of foreign
exchange and local currency under the CIP.

C. Procurement and Financing Procedures

Procurement and financing procedures under this u.r will be thoae set
forth in A.I.D. Regulation 1. A review of GOS and Sudan

private sector purchasing practices indicates that procurement will
include a mixture of formal competitive-bidding, negotiated
solicitations and proprietary procurement. The financing of
procurement will be through the use of Bank Letters of Commitment :
and/or Direct Ietters of Commitments.

D. FEligible Commodities

Commodities eligible under the A.I.D. Commodity Eligibility Listing
(1978 as revised) will be eligible for A.I.D. financing and will be
included in all Commodity Procurement Instructions. However,
commodities actually financed will be determined largely by the

allocations made by the Economic Group and transmitted to A.I.D. by the

Ministry of Finance and National Planning. As noted above, the
Ministry has already provided an indicative list of allocations for the
FY 83 Commodity Import Program .

The Ministry of Cooperation, Commerce and Supply, in coordination with
the Ministry of Industry, has existing guidelines that prohibit the use
of GOS foreign exchange resources and foreign aid funds for importing
luxury goods, non-essentials, household appliances and consumer goods
normally considered ineligible under A.I.D. eligibility criteria.
Review of these procedures and their application to past CIP programs
has revealed that they are extremely effective in combination with the
additional requirement that a separate import license must be approved
for each CIP funded import.
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E. Procurement Restrictions/Iimitations

This grant will be restricted to Code 941 sources and origins for
commodities and related incidential services. U.S. flag vessel
service to Sudan is supplied by two U S. vessel operators, one on an
inducement basis and the other providing monthly Lash and Charter
transportation. Because of the relatively small U.S. vessel
participation in U.S. to Sudan ocean transportation, U.S. vessels may
not always be available.

Local agents are not required by Sudanese regulation. Thus, there is
no conflict with the A.I.D. Regulation 1 requirement that U.S.
suppliers may sell direct to importers. All provisions of A.I.D.
Regulation 1 regarding commodity eligibility review, price eligibility,
~and both prior review and post audit will apply to all transactions.

Since the Sudan does not now and is not expected to export sugar in the
near future, AID Policy Determination 71 does not apply to any
~commodities that may be made available to Sudan's sugar industry.

F. Commodity Eligibility Date
The Eligibility Date for Commodities and Commodity Related Services
procured under this FY 83 CIP will be the date on which this Agreement
" officially takes effect.

‘Ge Terminal Disbursement Date

The grant's Terminal Disbursement Date (TDD) will be 24 months from the
date Conditions Precedent are met. Recognizing an urgent need to
provide balance of payments support, efforts will be made by the
Sudanese and USAID authorities to channel A.I.D. funding into short
leadtime, large value procurements. The bulk of the grant will be
committed to individual purchases in the first 12 months.

H. Port Clearance and Inland Transportation

Sudan has a critical problem in both port clearance and inland
transportation of all but the highest priority imports. This problem
will be alleviated but not fully resolved with the recent opening of
the highway to Khartoum. The past port situation is partially the
result of a lack of cargo handling equipment and reliance on railroad
freight cars both within the port and for inland transportation.

A.I.D. will apply the standard 90 days port clearance and the 12 months
utilization period requirements. These, with constant follow-up and
pressure on both buyers and transportation cf{icials, should serve to
expedite the movement of A.I.D. financed cargo. At present, the
formerly large backlog of GOS public sectcr iuporis awaiting inland
trensportation in holding areas outside the port nas been reduced
significantly by the new Port Sudan to Khartou: highway.
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I. Arrival Accounting and End-use Monitoring

At present, the GOS has an arrival and cargo clwurance unit established
at Port Sudan for many, but not all public sector imports. This office
serves as a "Customs Broker" and forwarding agent for the public
sector, In addition, many public sector agencies have their own
representative offices at Port Sudan that are charged with expediting
their own organizational carg. through the port and on to inward
transportation. The Ministry of Cooperation, Commerce and Supply also
maintains a cargo accounting unit at both the port and Khartoum for
monitoring imports within the Ministry's concerns,

There has been a need under the previous CIP grants to augment the GOS
monitoring capabilities. The public sector allottees under the earlier
CIP's have been greatly interested in receiving and using their A.I.D.
imports in the most efficient and timely manaer possible. As the
volume of arriving cargo increases, there may be a need to establish a
monitoring unit outside the GOS. In this respect, USAID has held
discussions with two foreign freight forwarders active in the Sudan,
One of these, an American corporation joint venture with a Sudanese
freight forwarder has indicated that if the need arises, an agreement
funded in local currency can be established that will suit the needs of
A.I.D. in the areas of arrival accounting and port clearances.

For end-use monitoring related to the utilization of A.I.D. financed
imports within 12 months of clearing the port, USAID/Sudan will carry '
out inspections and evaluations with available staffing. '

J. Import Controls

l, Private Sector

The MCCS is responsible for establishing and implementing an annual
(July 1 - June 30) import program in coordination with the Ministry of
Finance, the Bank of Sudan, and various other government units., The
annual program consists essentially of estimates of types and classes
of imports, estimates of foreign exchange requirements, and a balancing
between anticipated needs and anticipated purchasing power (foreign
exchange availability).

Import licensing approval, a control against exceeding specific
annual quotas and foreign exchange availabilities, 1s shared between
the McCS, the Bank of Sudan and Minstries having national jurisdiction
over a specific economic sector, For the public sector, import
approval depends mainly upon whether the import is included in an
approved foreign exchange budget and foreign exchange is available.

For the private sector there is a more elaborate system consisting of
annual quotas, usually by commcdity, but sometimes by trade protocol or
country of origin, and occasionally by importer,



K.

L.

- 7,«;3841

-2+ Import Iicense Systems

-There are three licensing systems currently operating.

‘a. The "Open General lLicensing System" (OGL) permits
unrestricted or restricted imports of any commodity or product.
Iimitations and classes of commodities or products change
frequently and are dependent upon decisions of the governing
"Economic Group" chaired by the Minister of Finance and National.
Planning.

b. A new version of the old "Consultation System" (CS) whereby
import licenses for a specific purchase are issued in accordance
with guidelines provided and administered by the Ministry of

" Cooperation, Commerce and Supnly.

c¢e "Special"” Import Licences issued by the Ministry of
Cooperation, Commerce and Supply for either a class of commodities
or a specific purchase when funding of international payments is
not a demand on GOS owned resources. It is this system that is.
used for all Commodity Import Program purchasing. It permits the
Ministry to both monitor grant implementation beyond the purchase-
order stage and to control allocationa-

COS Allocation and Control of CIP Funds

As indicated above, specific dollar amounts are allocated by the GOS to. -

individual governmental units and a single dollar amount for specific
commodities designated for private sector use. Control of the A.I.D.
foreign exchange accounts/allocations will be maintained by the
Ministry of Cooperation, Commerce and Supply in coordination with the
MOFNP which is responsihle 7-i approval of GOS import licenses.

Actual disbursement of any funds will be dependent upon the U.S.
supplier providing a full set of payment documentation, including both
the Form IT (Commodity and Price Eligibility Approval), the A.I.D.

" Supplier's Certificate attesting to compliance with a number of A.I.D.,i

regulatory concerns, and evidence that the cargo has actually been
shipped. Concurrent follow-up by both USAID and the importer
concerning arrivals will match received goods with paid shipments.
This will assure that CIP-financed commodities are received and,

' ultimately through end-use checks, that the commodities are used as

intended for the benefit of the Sudan's economy.

Tentative Implementation Schedule

June 1983 Amendment Signed 5
fay 1983 Conditions Precedent Met -
June 1983 . . First Letter of Commitment Issued

July 1983 - First Shipment Made



July 1983 " First Shipment Arrives Sudan
September 198 . Grant Fully Committed (L/COMS) .
February 1984 ‘Final Shipment

May 1984 Final Disbursement

VIII. Other Considerations

.'7ihpact of U.S. Balance of Payments

Some long-term positive impact of the U.S. balance of payments is
likely, as U.S. suppliers and exporters reestablish old trade :
relationships and create new ones. Some long-term benefits can also
be expected as a result of follow-up commercial. orders.

This Commodity Import Program should help to increase the market i

share of U.S. suppliers, Trends in Sudanese trade with the U.S. .

and other major suppliers are presented above in Table 5. At

present the U.S. accounts for cbout 10 percent of the Sudan's totalfif,!

imports,

B. Counterpart Generations

Under GOS budgetary/financial procedures, counterpart funds will be
generated by both public and private sector importers, although
only the private sector generations are actually made available for
joint programming. The Bank of Sudan will establish a separate
account for the counterpart funds generated and importers will
deposit their counterpart funds when the foreign exchange is
disbursed. Use of the counterpart funds will be limited to
specific development activities, Trust Fund expenses, and CIP
management support activities as determined by consultation between
USAID and the GOS.

Management support activities include meeting the public sector
costs for port clearance, duties and inland transportation costs
for GIP goods., Costs for other public sector goods at Port Sudan
whose movement could be facilitated may also be considered. While
most public sector importers have sufficient: funds in approved
budgets for the costs, these budgets are often unfunded because of
insufficient government revenues, However, they virtually never
have sufficient funds available to finance road hauling, which runs
two to three times as much as rail transport to rural areas and 70
purrent higher than rail costs on paralleling all weather roads.
Another possible activity will be to pay a private firm active in
Port Sudan co conduct arrival accounting functions and expedite
inland transportation. USAID does not have the necessary
site-specific support staff to perform this function itself,

C, Trust Account Deposit

The Government will make deposits of local currency to a Trust

'Account in the name of the U.S. Disbursing Officer upon requeSt‘of }“

A
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‘A.I.D. and subject to approval by the Government. Deposits in this
Trust Account will be in local currency and equal to 10 percent of
the value of this tranche of the CIP grant. Disbursements from the
Trust Account may be made by the Government of the United States to
cover the program and administrative costs of the United States
Assistance Program, and administrative costs of other elements of
the U.S. Mission in the Sudan.

D. Internal Financial Effects

The counterpart expenditures should not have an added inflationary
impact, as they will be used only for items already in the
Development Budget of the GOS. To the extent budget provisions
have not been allowed for ccmmodities financed under the CIP
program, reallocations will be undertaken so that all quantitative
targets established under the GOS' current stabilizaton program are
maintained.

E. Use of U.S. Government Excess Property

Given the nature of the items for which the GOS has allocated
funds, it is unlikely that U.S. Government excess property would be
appropriate for financing under this grant. However, USAID will review.
the possibilities for such financing. '

F. Relation to Export-Import (Ex-Im) Bank Credits

The Ex-Im Bank currently has an exposure in the Sudan of about §20
million. This total includes $16 million in project loans and $4
million in guarantees and insurance. Past delinquencies of $2 7
million, which caused the suspension of further U.S. supplier
credits to the Sudan were rescheduled early in 1980. Ex-Im
activity toward increased exposure is to be determined subsequent
to a review of the Sudanese ability to meet the rescheduled debt
commi {tments.

There were two small Foreign Credit Insurance Association (FCIA)
loans completed in 1980, based upon long standing past
acceptances. However, there has been nothing new considered for
1981. The CIP grant for FY 1983 will complement, not conflict,
with Ex-Im Bank activities.

G. Relation to the Overseas Private Investment Corporation (0PIC)
Program

OPIC was established to promote U.S. private investment in
developing countries by making loans to overseas ventures and
providing insurance against war, currency inconvertability and
expropriation. For Sudan, OPIC emphasizes +ranangrtation and
agricultural projects.

Before 1979, OPIC had issued four insurance policies covering $12:5Q
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Ceg1-
million in investments in the Sudan. Dufingxthe period 1979-1981,
~additional OPIC coverage Of'$20 miilion was issued for activities
in transportation. ' '

This CIP grant should complement OPIC's increased activity in the
Sudan. o ‘ '

Recommendation

It is recommended that an amended grant to the Government of the
Democraiic Republic of the Sudan of eighteen million dollars _
($18,000,000) be authorized for financing the importation of selected.
commodities, and commodity related services.

A. Terms and Conditions

l. Conditions Precedent !. Grant Disbursement.

--The Government of Sudan will provide the United States Government
with a list of its essential import needs for the next four months
and indicate thereon the expected szourcss of finance for these
imports.

~-The Government of Sudan will provide the United States Government
with a list of the eligible items it proposes to procure with this
grant.

--In accordance with the conditions precedent under the first
tranche, the Government of Sudan will provide the United States
Government with an updated report on the status of the Counterpart
Accounts generated by this Commodity Import Program Grant.

2. Terms and Covenants of the Grant.

-~To the extent that the Government of Sudan controls the prices of
import related goods and services, and with the exception of
certain essential commodities previously imported at the official
exchange rate, for which controlled prices will be increased
gradually, the controlled prices will be maintained at levels that
reflect the prevailing rate of exchange.

--The Government of Sudan will continue its review of revenue
policy and procedure and initiate measures to reform its tax
structure (especially with regards to indirect taxes, such as
customs tariffs, excise and consumption taxes, development sales
taxes, and related levies) to ensure the collection of adequate
domestic revenues to meet the Government's economic stabilization
objectives.

--The Government of Sudan will continue to review its foreign

exchange and import licensing systems to ensure that they function
effectively in meeting the needs of the private sector, consistent
with the priorities established for the use of the Sudan's limited

foreign exchange resources.

6%
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--The Government of Sudan will determine and institute policy

reforms necessary to encourage increased private savings and

investment, particularly from Sudanese working abroad.

-=The Government of Sudan will issue regulations in implementation
of its investment code and undertake other measures necessary to
encourage foreign and domestic private investment in developing the
economy, particularly in the agricultural sector.

--The Government of Sudan will review its policies and procedures
relating to the import and distribution of petroleum products, and
as determined appropiate, increase private sector participation in
the importation and distribution thereof.

-~Procurement will be restricted to A.I.D. Geographic Code 941.

-~Commodities procured under this grant may not be used in the
production of palm 0il or citrva products.

--An equivalent of 10 percent of the local currencies generated by
this grant shall be depositied by the Government of Sudan into a
Trust Acount for use by the Government of the United State to cover
program and administrative costs of the United States Assistance
Program and administrative costs of elements of the U.S. Mission in
the Sudan.

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

Authorities

Approval is given USAID/Sudan to sign and - issue implementatibn P
letters and Commodity Procurement Instructions under this amendment..

o
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5C(1) - COUNTRY CEECKLIST

Listed below are statutory
cciteria applicable generally to
F22 fuanés, and criteria
applicable to individual fund
.souzces: Development Assistance
2nd Zconomic Support Fund.

.Ae CENZRAL CRITZRIA FOR COURTRY

1. P2\ Sec., 481, Eas it been
determined that the
government of the
recipient country has
failed to take adeguate
steps to prevent narcotie No
drucs and other ’
controlled substances (as
defined by the
Comprehensive Drug Abuse
®revention and Control
Act of 1970) produced or
processed, in whole or in
part, in such countrv, or,
transported through such
countrya from being sold
illecally within the
Jurisdiction of sueh
country to U.S.

Government personnel or
their dependents, or from
entering the U.S.
unlawfully?

2. FAA Sec. 620(c). 1If
a2ssistance is to 2
government, is the
government liable as
debtor or unconditional
guarantor on any debt to
a U.S. citizen for goods
or services furnished or
ordered where (2) such
citizen has exhausted
available leg2l remedies
and (b) the debt is not
denied ot contested by
such government?
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TAx Sec. 620(e)(1). 1f
assistance is to a
government, has it
(including government
agencies or subdivisions)
taken any action which’
has the effect of
nationalizing,
expropriating, or
otherwise seizing
ownership or control of
property of U.S. citizens
or eatities beneficially
owned by them without
taking steps to discharge
its obligations toward
such citizens or entities?

. PAA Sec..532(c), 620(a),

620(f), 620D; FY 1982
ADDropriation Act Secs.,

512 ang 513, - Is

24< 8ang oi3
Tecipient country a

Communist country? Will
assistance be provided to
Angola,,Cambodia, Cuba,
Laos, Vietnam, Syria,
Libya, Iraqg, or South
Yemen? Will assistance
be provided to
Afghanistan or Mozambigue
without a waiver?

ISDCA of 19381 Secs. 724,

727 and 730, rfor
specific restrictions on

assistance to Nicaragua,
see Sec, 724 of the ISDCA
of 1981, For specific
restrictions on
assistance to £l
salvador, see Secs. 727
and 730 of the ISDCA of
198l.

FAA Sec. 620(j). Has the

counzry permitted, oL
failed to take adeguate
measures to prevent, the
damage .or destruction by
mob action of U.:.
Froperty?

No

?Q;A;
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' FAA Sec. 620(1). 3Zas the

country failed to enter
into an agreement with
0?IC? .

FAA Sec. 620(0);
Fishermen's Protective
Act of 1%67, as amenaed,
Sec. 5, (a) Has the
country seized, or
imposed any penalty or
sanction against, any
U.S. fishing activities
in international waters?

(b) 1If so, has any
deduction required by the
Pishermen's Protective
Act been made?

" TAk Sec. 620(q): FY- 1982

Appropriation Act See.
217. (a) Bas the
government of the
recipient country been in
defaunlt for more em:siyx
nonths on interest or
princip2l of any AID loan
to the country? (b) Bas
the count:ry been in .
default for more than one
year on interest or
principal on any U.S.
loan under a2 prngram for
which the a2ppropriation
bill appropriates £funds?

FAX Sec, 620(s)., 1If
contemplated assistance °
is development loan or
£rom Economic Support
fund, has the
Aéministrator taken into
a2ccount the amount of
foreign exchange or other
resources which the
country has spent on
military. eguipment?

(Reference may be made 'to .

the annual "Taking into

o

At present Sudan is not
in arrears on loan’

‘repayments to A.I.D.

No

Yes

5
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13.

‘Consideration” memo:

"Yes, taken into account
by the acministrator .at
time of approval of
Agency 0¥3." This
approval by the
Aédministrator of the
Operational Year Budget
can be the basis for an
affirmative answer during
the f£iscal year unless
significant changes in
circumstances occur.)

TAA Sec., 620(t). Eas the
country severed
diplomatic relations with
the United States? 1If
so, have they been
resumed 2nd have new
bilateral assistance

‘ agreements been

negotiated and entered
into since such
resunption?

TAA Sec., 620(u). What is
the payment status of the
countryws U.N.
obligations? If the
countsy is in arrears,
were such arrearages
taken into account by the
AID Administrator in
deternining the current
AID Operational Year
Budget? (Reference may
be made to the Taking
into Consideratioa memo.)

PAA Sec. 620A:; FY 1882
ADDrODr12tion Act Sec.
520. Has the country
2ided or abetted, by
granting sanctuary from
prosecution to, any
individual or group which
has committed an act of
international terrorism?
ga2s the country aided or

‘The Sudan Government severed

diplomatic relations with the
U.S. in 1967, but such relations
were resumed in 1972. The 1958
Bilateral Assistance Agreement
was reconfirmed in 1971 and
remains in effect.

Sudan was-not considered to have
been in arrears on payments of
its U.N. obligations at the time

. that the A.I.D. administration

approved the FY 82 OYB.

No
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‘abetted, by granting

sanctuary £rom
prosecution to, any
individual or group which
bas committed a war crime?

™LA Sec. 666. Does the

councry object, on the
basis of race, religion,
national origin or sex,
to the presence of any
officer or employee of
the U.S. who is present
in such country to carcy
out economic development
programs under ‘the FAA?

FAA Sec. 665, 670, BEas

the country, after August
3, 1977, delivered or
receivad nuclear
enrichment or ,
reprocessing eguipment,
materials, or technology,
without specified
arrangements or
safeguards? Eas it
trzansferred a 'nuclear
explosive device to a
pon-nuclear weapon state,
or if such 2 state,
either received or
detonated a nuclear ’
explosive device, after
august 3, 19777 (FAA
Sec, 620Z permits a _
special waiver of Sec.
669 for >akistan.)

ISDCA of 1981 Sec. 720, .

Was the country
represented at the
Meeting of Ministers of
Poreign Affairs and Eeads
of Delegations of the
Non-2aligned Countries to
the 36th General Session
of the Generzl Assembly
of the U.N. of sept., 25
and 28, 1981, and failed

Fo

1?ﬁ§;ﬂ

- Sudan was represented at this

meeting and to date has not
disassociated itself with the
communique in question. - This
action on the part of Sudan
has been considered by the
U.S. Government (see Taking
into account memo dated
January 15, 1982) in approving
the Agency's FY 82 OYB.
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' ko disassocizte ‘itself
_£rom the comnunique '
issued? 1I£ so, has the

President taken it inte
account? (Reference may
be made to the Taking °
into Consideration memo.

ISDCA of 1981 seec. 721.
See specr2l recquirements
£or assistance to Baiti.

B. ZIFUNDING SOURCZ CRITERIA FOR
COUNTRY ZLIGI3ILITY

l.

Development Assistance
country Criteria,

2. FAA Sec. 116. Has the -

- Department of. State

determined that this
government has engaged in
2 consistent patterpn, of
gross violations of '
internationally
recognized human rights
If so, gan it be -
édemonstrated that
contemplated assistance
will directly benefit the
needy? :

Economic Support rund

country Criteraa

a., FAX Sec, 5023, 3zas
it been dectermined that
the country has engaged
in a consistent pattern No
of gross violations of
internationally
recognized human rights?
If so, has the country
made such sicnificant
inprovements in its human
rights record that
furnishing such
2ssistance is in the
national interest?

(©
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" be ISDCA of 195., sec.
725(b). 1f ZSF is =o be
furnisbed to Argentina,
has the President
cectified that (1) the
Gov:. ©0f Argentinz bas °
made significant progress
in buman rights: and (2)
that the provision of
such assistance is in the
national initerests of the
U.S.?2°

726(b). 1f ESF
assistance is to be
furnished to Chile, has
the President certified
that (1) the Govt., of
,Chile bhas made .
significant progress in
human. rights; - (2) it is
in the national interest
* of the U.S.; and (3) the
Govt. of Chile is not
aiding international .
terrorism and has taken
steps £b bring to justice
those indicted in
connection with the
nurder of Orlandeo
Letelier?

This activity will provide

assistance using-FY '83 ESF to
Sudan.:

.This°activity provides assistance
using FY 83 ESF té Sudan.’ i

W\



Initial Environmental Examination
“ .77 or Cdategorical Exclusion. -

COﬁntf&f «Sudan
Titlef“ Sudan Commodity Import Prog:Aﬁ Grant
Funding: jFY 83 (ESF Account) $18million

Period of Assistaﬁce: iiThe terminal date for requesting disbursement
‘ authorization is 12 months from the date of

the Grant Agreement. The terminal disbursement -

date is 24 months from the date Conditions
Precedent were met, )

1EE Prepéted'by: . Thomas F. Cornell, AFR/EA

Enviroﬁﬁenfal'Action Recommended: Categorical Exclusion under AID
' Regulation 16, paragraph 216.2(c)(2)(ix).,

Concurrence:

Edward JN Spr
Director, AFR/

Bu:eaﬁjEnvirbnﬁental Officerjpggééision:

Approved:

ﬁisap;roved:_j( -/ ,
G 4

.~ 'Date:

Clearance 77/
~ AFR/PD/EAP:AReed / / //’
GC/AFR:DRobertsorY &Z2)€



Examination of Nature, :Scope and Magnitude of Environment Impacts’

~I. Description of the Project

'The project proposes to provide an amendment of $18 million to an
original commodity import grant of $30 million to the Government
of Sudan (GOS) from the Economic Support Fund on standard A.I.D.
terms. The principal objective of this amendment is the same as
the original grant, to provide Sudan with urgently needed imports:
of the highest economic importance and political sensitivity,
thereby permitting the GOS to undertake an array of difficult
policy reforms. A second objective is to increase support to the
private sector where feasible.

Commodities will be selected from the list of eligible commodities
(Handbook 15, Appendix B), all of which have been screened for any
adverse effects they may have on the environment. No pesticides
will be imported under the proposed grant and USAID/Sudan will in-
form the GOS and AID/W prior to the purchase of any potentially
hazardous materials or uses once these become known.

1I. Recomménded Environmental Action

In accordance with AID Regulation 16, Section 216.2(c) (ix),
assistance under a Commodity Import Program is eligible for cate-
gorical exclusion from environmental procedures when, "prior to
approval, AID does not have knowledge of the specific commodities

to be financed and when the objective in furnishing such assistance
requires neither knowledge, at the time the assistance is authorized,
nor control, during implementation, of the commodities or their use
in the host country."

As the contemplated grant assistance fulfills both the qualifications
cited above, it should be granted a categorical exclusion.
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DEG14 1082
ACTION MEMORANDUM FOR THE ADMINISTRATOR

‘THRU: “ES .

THRU:. ;“AA/PPC John R Bolt:on W;W

,nou'::'_—. o v':IA‘A/AVFR, \&_, \\ :
stm.na:(:'r:“ff.v‘T Sudan: commodity Import Program (650 K-604)

Problem: ' Your approval is required for a grant to the‘ ,
Government of the Republic of Sudan (GOS) in the amount of $30
million from Economic Support Funds for what is expected to be
the first tranche of the FY 1983 Commodity Import Program
(650-K-604), It is planned that the entire amount will be
obligated early in FY 1983 upon the signing of the Letter of
Intent by the Government of Sudan to enter into the newest IMF
Standby Agreement,

Background: Despite recent attempts to reform basic economic
policies and structures, Sudan continues to be plagued by a
severe economic crisis., This situation has continued to the
point where Sudan's total accumulation of debt approximately
equals its GNP. Arrears could reach $2.4 billion or three

years of exports. Debt service 1s expected to reach 150

percent of annual export earnings. Official imports for FY
1982/83 are estimated at $1.8 billion with official exports for
the year reaching only $900 million leaving a Balance of ‘
Payments deficit of $900 million.

The USG has played an active role in encouraging Sudan to adopt
an aggressive view to macro—~economic policy reform and a
positive attitude to the IMF reform process.

Since 1978, the GOS, with the assistance of the World Bank, the
IMF and bilateral donors, has been working to reverse the
economic deterioration and change the macro-economic policy
framework, particularly in key areas such as exchange rates,
budget and credit. Since June of 1978, the GOS has engaged in
a serles of exchange rate moves resulting in considerable
devaluation of the Sudanese pound. The recent announcement of
a 44 percent devaluation brings the total devaluation since
1978 to almost 70 percent. The GOS has revised many of 1its
taxes including numerous changes in tax rates on imports,
exports and domestic sales in an effort to balance its budget,
increase needed government revenues and at the same time L
improve the external trade balance. To address the internal -

Q‘



price distortions which have historically promoted consumption
at the expense of productive investment, the GOS has embarked
‘'on a dramatic upward adjustment of prices, including those of
politically sensitive urban consumer items such as wheat, sugar
and petroleum, The GOS has been eliminating all budget
subsidies and has announced its intention to avoid recurrence
of subsidies by passing international price increases onto the.
consumer. :

In addition, Sudan has recently agreed upon a strict Three Year
Recovery Program with the World Bank which will give highest
priority to completion of on-going projects with the best
promise of quick foreign exchange benefits.

In particular within the last two years, the GOS has shown a
strong and growing commitment to undertake the difficult
macro-economic and sectoral policy reforms. With the
asslstance of other major donors, Sudan has embarked upon its
Export Action Program aimed at increasing public and private
investment in the agricultural, mainly irrigated sector. The
whole system of pricing and supplying inputs to the sector was
restructured and a host of new incentives for improved
production were introduced. Despite the considerable political
risk, Sudan has in recent months initiated a number of measures
aimed at rectifying some of the economy's more glaring
deficiencies. Most notable, of course, was the latest exchange
rate devaluation of 44 percent and the significant increases in
the prices of the highly sensitive commodities such as wheat,
petroleum and sugar,

Since the current economic situation dictates that even more
stringent economic reforms will be necessary, it has become
essential that the GOS adopt the package of reforms in the IMF
Agreement as a next and probably not final step. Thus the USG
has linked this first tranche of its ESF assistance closely
with progress on this front,

The constant endeavors by our USAID Mission and Embassy at the
working levels and the U.S. Ambassador at the highest levels
were culminated by President Reagan's letter to President
Nimeiri in October assuring the GOS of deep USG concern at our
highest levels. Through President Reazan's letter, and all our
efforts, we have committed ourselves 2o ensuring that Sudan
will continue to be supported once it has made its public
commitment on a tough reform package.

Until disbursements from the latest Standby Agreement are made
as expected within the next two or three months, Sudan will
continue to be faced with severe shortages of foreign exchange
which threaten to preclude the timely import of its most
essential and politically sensitive commodities. Given the
timing of an announcement by Sudan to undertake the reforms
included in the IMF Standby, such shortages could well coincide
with the politically difficult budget and pricing reforms.
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The USG has continually iried to allay GOS fears and encourage
Sudan to enter into the reforms agreement by assuring them of
our political and economic support. We have also let the GOS
know that we would be prepared to provide our first tranche of
Economic Support Fund as soon as the GOS signed its Letter of
Intent with the IMF to enter into the 1982 Standby Agreement.

Discussion: The pr:ncipal objective of the initial tranche of
the FY 1983 Commodity Import Program is to provide Sudan with
urgently needed imports of highest economic importance and
political sensitivity, thereby permitting the Government of
Sudan to undertake the array of difficult policy reforms,
Procurement under the Program will be restricted to commodities
of A.I.D. Geographic Code 941 source and origin. Although
discussions with the GOS have indicated that the most urgent
items financeable under a CIP would be fertilizers ($20
million), jute and lubricants (up to $10 million), the breakout
below represents an illustrative list of items which may be
procured under this CIP:

Fartilizers

Jute/Baling hoops

Petroleum products

Tallow

Spare parts

Agricultural machinery and equipment
Road maintenance equipment
Telecommunications equipment
Industrial inputs and equipment
Chemicals and tinplate

Trucks, trailers and buses
Drilling equipment and pumps
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Sudanese local currency generated as counterpart by public and
private imports will accrue to the GOS for use in agreed
priority development areas, including expansion of food
production in traditional rainfed farming areas of Sudan;
agricultural research; production and marketing; railway
rehabilitation; road construction; and river transport
development. Ten percent of the local currency generated by
the CIP will also be used to cover some of the
program/administrative costs of USAID/Sudan and general budget
costs of the GOS,



In addition to the standard conditions precedent and covenants
for a CIP, the PAAD will contain three Conditions Precedent to
‘Grant Disbursement and eight covenants to assure optimal
effectiveness of the Program. . As Conditions Precedent, the GOS
"will provide the U,S., with a 1list of its essential import needs
for the next four months and indicate expected sources of
financing for these; provide a 1ist of the eligivle items it
proposes to procure with the CIP; and provide an updated
report on the status of the Counterpart Accounts generated by
past U.S. CIP's.

As covenants, the GOS will agre=2 in substance to continue its
work in assuring that controlled prices for commodities will be
maintained at levels that reflect the prevailing rate of
exchange; to continue its review of revenue policy and
procedures and initiate measures to reform tax structures to
ensure the collection of adequate domestic revenues to meet GOS
economic stabilization objectives; to review its foreign
exchange and import licensing systems to ensure that they
function effectively in meeting the needs of the private
sector; determine and institute policy reforms necessary to
encourage increased private savings and investment,
particularly from Sudanese working abroad; to issue
regulations concerning the import and distribution of petroleum
products and, as determined appropriate, increase private
sector participation in the importation and distribution
thereof; and issue regulations in implementation of the
investment code as necessary to encourage foreign and domestic
private investment,.

Finally, the minutes of the negotiations between the GOS and
the USG will reflect GOS commitment to examine, with A.I,.D.,
the structure and behavior of Sudan's parallel economy in an
effort to accomplish the objectives established under the IMF
Standby Agreement. The proposed grant of $30 million is to be
obligated entirely in Fiscal Year 1983. The commodity
eligibility date is June 30, 1982, to enable the GOS to
disburse the grant as fast as possible. A.I.D. Regulation 1
(22 AFR, Part 201) will apply to the procurement of commodities
but not to the procurement of technical services.

Section 203 of the International Security and Development
Cooperation Act of 1981 requires that at least 15 percent of
ESF funds made available each fiscal year for CIP's be used to
finance the procurement of agricultural commodities or
agricultural-related products which are of U.S. origin.
Fetilizers procured by GOS from the United States will meet
this requirement.

The Executive Committee for Project Review (ECPR) considered
this program and recommended approval on December 2, 1982, The
CIP was included in the 1983 Congressional Presentation and a
Congressional Notification was therefore not required.



No special problems in the negotiations of the Program
Agreement, or in reaching agreement on the implementation plan
are foreseen. Government officials, including the Minister of
Finance and Economic Planning, have been active in the
development of the grant, and the GOS will be able to sign the
Program Assistance Agreement within a very short period of time
after the program grant is approved and the Letter of Intent
with the IMF is signed.

The ECPR is satisfied that implementation arrangements outlined
in the PAAD are fully adequate, and that no special problems
are anticipated in disbursing the grant.

The PAAD contains an Initial Environmental Examination which
determines that this activity qualifies for a categorical
exclusion from environmental procedures. This finding is
concurred in by the Africa Bureau Environmental Officer.

USAID's Supply Manageaent Officer has direct responsibility for
program administration under the direction of the USAID Director
and in cooperation with support officers in AID/W and

REDSO/EA. The Supply Management Officer is responsible for
preparing implementation documents, rstablishing and
maintaining necessary records, and advertising and assisting
eligible CIP importers, both public and private, as required.
The Africa Bureau Project Officer responsible for the program
is Allan Reed, AFR/PD/EAP. The SER/COM/ALI officer responsible
for the program 1s Georgia Fuller. The USAID/Khartoum officer
responsible for the program is Pierre Elissabide.

The major GOS entities responsible for implementing and
administering the grant are the Ministry of Finance and
Economic Planning (MINFEP), the Ministry of Cooperation,
Commerce and Supply (MCCS), and the Bank of Sudan. The MINFEP
will allocate the grant proceeds and has overall responsibility
for grant administration, The MCCS established GOS import
controls and issues trade regulations required to support the
program. It is also responsible for issuing import licenses.
The primary role of the Bank of Sudan will be to approve import
licenses, allocate foreign exchange and manage the special
account for counterpart generation. Counterpart funds
generated by this activity will be jointly programmed by
USAID/Sudan and the GOS.

No waivers are deemed necessary to implement this CIP grant.
Since Sudan is recognized as a least developed country,
commodities from Code 941 source and origin are eligible
without waivers. Any CIP vehicles will be of U.S. source
manufacture,.
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' 'SUDAN -

Cémmodity Import~Progtam*(650-K-604)nFY~19831

‘Suhﬁaty and Recommendations

The accompanying analysis is presentea in support or a request.
by the Government of Sudan (GOS) for the first tranche of § 30
million of an Economic Support Fund (ESF) grant in FY 1983,

The CIP would be used to help case Sudan's immediate foreign
exchange crisis by financing essential commodity imports fro*
Geographic Code 941 sources thereby enabling the GOS to embark
immediately on another series of difficult economic reforms.

Since independence, Sudan has been making the difficult
transition, originally from under an Anglo-Egyptian Condominium
and more recently from a Soviet-styled and supported economy.
With the riev of o0il and manufactured goods prices after 1973
and the exodus of more than 500,000 skilled Sudanese workers to
the Gulf states--coupled with come ill-advised policy and
program decisions and poor project implementation-~Sudan began
to move from a Balance of Payments surplus to a deficit., By
1977, Sudan's irrigated sector, which i1is the basis of its
foreign exchange earnings and monetized sector, began to
collapse. This situation has continued until the point where
Sudan's total accumulation of debt currently approximates its
GNP. Arrears could reach $ 2.4 billion, or three years of
exports. Debt service each year i1s expected to reach 150
percent of exports. Imports for 1982/83 are estimated at $1.8
billion while exports for the year are estimated to rise to
only $900 million leaving a Balance of Payments deficit of $900
million,

Since 1978, the GOS, with the assistance of the World Bank, IMF'
and bilateral donors, has been working to reverse the economic
deterioration and change the macro-economic policy framework '
particularly in key areas such as exchange rates and credit.

Since June 1978, the GOS has engaged in a series of exchange
rate moves resulting in considerable devaluation of the

Sudanese pound (LS). By the time of the resumption of the IMF
negotiations on a new Standby Agreement in 1982, Sudan had.
devalued its pound by 55 percent from (LS 1,00 = $2.50) to (LS
1.00 = $1.12) . Recently, as part of the GOS effort to reach a .
new agreement with the IMF on exchange rate reform, GOS '
announced on November 15, 1982 a further devaluation of the LS
by 44 percent from (LS 1.00 = $1.12) to (LS 1.00 = $0.76)., .
Thus, the total devaluation of the Sudanese pound since 1978 R
has amounted to almost a 70 percent devaluation. , '

In an effort to balance its budget, increase revenues and at
the same time improve the external trade balance by providing

otk



better export incentives and. discouraging imports, the GOS has
'revised many of its taxes including numerous changea in tax
‘rates on imports, exporta and domestic sales.,

Addressing internal price distortions which have historically
promoted consumption at the expense of productive investment,
the GOS has embarked on a dramatic upward adjustment of prices,
including those of politically sensitive urban consumer items
such as wheat, sugar and petroleum. At the new exchange rate
and current world prices, direct budget subsidies on all
consumer items are eliminated. The GOS has announced its
intention to avoid the recurrence of subsidies by passing
international price increases onto the consumer.

Sudan has also agreed upon a Three Year Recovery Program :
(Public Investment Program) with the World Bank which will give
highest priority to completion of ongoing projects with the ;
best promise of quick foreign exchange benefits; rehabilitation
of projects, particularly those in the irrigated subsector, '
that have high potential for economic viability; and
infrastructure facilities to support export-oriented o
production. This represents a substantial change from the Six
Year Plan for 1977 to 1982 where emphasis was on the creation

of new rather than better utilization of existing capacity.

In the area of agricultural rehabilitation, major efforts have
been made by the GOS to restructure the agricultural sector, to
improve export performance and to reduce imports of important
food products, Particularly notable have been measures that }
have' increased the financial incentives to farmers, both within
and outside the public irrigated schemes, by removing or
reducing export taxes, by offering a more favorable exchange
rate and by liberalizing the marketing of =xport products.
Further steps to improve the incentives to export production
include measures such as replacement of the joint account
system by a system of land and water charges specific to
individual crops and farmers.

Steps have also been taken to improve the efficiency of the
industrial sector by upgrading management of industrial
entities, rehabilitate key industrial enterprises such as
sugar, to actively pursue domestic oil production and to
reschedule the nation's foreign debt,

Within the last two years, the Government of Sudan has showu a
strong and growing commitment to undertaking the difficult
macro-economic and sectoral policy reforms. With assistance of
other major donors, Sudan has embarked upon its Export Action
Program aimed at increasing public and private investment in
the agricultural, mainly irrigated, sector. The whole system
of pricing and supplying inputs to che sector was restructured
and a host of new incentives for improved production were
introduced. Despite considerable political risk, in recent
months Sudan has initiated a number of measures aimed at
rectifying some of the economy's more glaring deficiencies.



Most notable, of course, was the second exchange rate
devaluation of 44 percent, and significant increases in _

of the highly sensitive commodities such as wheat, petroleum
and sugar, ' :

Since the current economic situation dictates even more
stringent economic reforms will be necessary, it has become
essential that the GOS adopt the package of reforms in the IMF
Agreement as a next but by no means final step. Thus, the USG
has linked this first tranche of its ESPF assistance to Sudan
with progiess on this reform front. The basic overall strategy
for Sudan's economic recovery, remains to concentrate on
establishing production in the irrigated sector to levels
achieved in the early 1970's. To address the shorter term
implications engendered by this economic crisis, Sudan has been
negotiating the new 1982 Standby Agreement with the IMF and
will have signed its Letter of Intent by the time of obligation
of the CIP. The IMF Agreement will engender a scries of
reforms including exchange rate devalu~tion with periodic
review, budget austerity measures and a series of fiscal and
monetary adjustments. To address the longer-~term aspects of
the economic crisis, Sudan has been preparing, in collaboration
with the World Bank, an intensive three year Recovery Program,
encompassing a strict investment portfolio and a series of
gsectoral and macro-economic policy reforms. The Recovery
Program document has been submitted to the donors' Consultative
Group and is being reviewed prior to the CG meetiag currently
planned for early January, 1903,

The USG has played an active role in encouraging Sudan to adopt
an aggressive approach to macro—-economic policy reform and a
positive attitude to the IMF reform process. The constant
endeavors by our USAID Mission and Embassy at the working
levels and by the U.S. Ambassador at the highest levels were
culminated by President Reagan's letter to President Nimeiri in
October assuring the GOS of deep USG concern at the highest
levels. Through President Reagan's letter, and all our
efforts, we have committed ourselves to ensuring that Sudan
will not be abandioned after it has made its commitment on a
tough reform package.

Now, for the third successive year, Sudan is faced with a trade
deficit of over $ 1.1 billion and a current account deficit of
some $§ 800 million. Evan after allowing for a continued high
level of capital inflows from past loans and the successful
renogotiation of current debt payments, a large financing gap
will remain. Sudan has virtually no foreign exchange. Some
$2.4 billion of Sudan's current $8 billion foreign debt is in
arrears, and the country's access to commcrcial sources of
import credit is nil,

Until the disbursements from the new Standby Agreement are made ,

as expected w: hin the next two or three months, Sudan will v
continue to be faced with severe shortages of foreign exchange

which threaten to preclude the timely import of its most

essential and politically sensitive commodities. Given the

timing of an announcement by Sudan to undertake the reforms {
included in the IMF Standby, A



‘JBuch shortages could well coincide with the politically

difficult budget and pricing reforms.

ThevUSG has been providing balance of payments support to the
Sudan through PL 480 Title I/III and ESF-financed coumodity
import programs since resumption of the AID program in FY
1978. The justification for such substantial and continued
U.S. supp.rt, including the current ESF grant proposed herein
for FY 1985, 1is the belief that Sudan can attain a sustainable
balance of payments position within the next several years
provided that it continues to pursue vigorously its current
economic stabilization and reform efforts., For this year,
reform efforts will include adherence to the provisions of the
latest IMF Standby Arrangement and the formulation of a
rational medium-term public investment and reform program. It
also will require that Sudan strengthen and broaden its

capacity to manage productive enterprises efficiently and in a

manner that will result in greater financial returns and
marketable surpluses.

It i8 very much in the interest of the USG to continue to
provide balzrce of payments support to Sudan, Because of its
location astride the Nile Valley and along the Red Sea,
developments in the Sudan are of prime importance to the

security of Egypt and the Arab states. Also, the GOS has been
supportive of the Middle East peace process in recent years and

has played a constructive role in a number of African problem jf .

areas,

The commodities to be financed under the FY 1983 CIP grant will

be largely similar to those financed under the previous ESF
grants in FY 1980, 1981 and 1982, However, given Sudan's total
current lack of foreign exchange and the country's urgent need
for key consumer commodities essential for a stable and orderly
continuation of economic activity, it is expected that

petroleum will be included as a commodity to be financed under.‘f

the current tranche of the Program.

The U.S. Mission strongly recommends authorization of the
proposed grant.

General Considerations

A. Sudan's Current Foreign Exchange Crisis and Need for
Balance of Payments Support

Sudan 1s presently experiencing a severe and chronic foreign
exchange crisis, having registered sizeable current account
deficits in its balance of payments since the mid-1970's. A
deficit of $853 million occurred in 1982. These perennial

deficits have wiped out the country's foreign exchange reserves

and have led to a heavy foreign debt burden, much of which is
in arrears, has had to be rescheduled twice before and will



have to be rescheduled once again, Outstanding external debt

was estimated at U.S. $3.7 billion by the end of 1981. Between

1976 and 1981. external debt grew at a compounded rate of 16
percent per annum. Despite rescheduling, the debt service ratio
for 1980 (actual principal and interest payments as a
percentage of exports) was approximately 30 percent. For 1982,
this debt service ratio has grown to a phenomenal 150 percent,

Gross foreign exchange reserves currently average less than one

week of imports.

The shortage of foreign exchange has seriously affected the
economy. Imports have been cut back severely, including
agriculturel inputs, industrial machinery and equipment, raw
materials, fuel and spare parts., This has contributed to the
deterioration of power, transport and communications
facilities, the curtailment of industrial production, and
stagnation in the agricultural sector. The decline of
agriculture has been especially serious, since this sector
accounts for nearly all of the Sudan's exports.

In its most recent published report on the economy, the IBRD
projects a continuation of the Sudan's balance of payments
difficulties through 1990. The report cites as principal
contributing factors the presently severe trade imbalance,
comparatively slow growth of exports, and continued heavy debt
service payments. The report indicates that the government
will have to continue its strenuous economic recovery program
for about a decade to approach a more manageable balancc of
payments position. An essential component of the recovery
program will continue to be the provision of substantial
amounts of quick-disbursing balance of payments assistance by
the Sudan's principal donors.

A recent update of the IBRD analysis includes an "optimistic
case” balance of payments projection which shows a closing of
the current account gap by 1990, To achieve this objective
would require that commitments of donor assistance to the Sudan
be more than doubled, from the present level of $850-$900
million to $1.8-$1.9 billion annually from 1985 through to the
end of the decade. While the IBRD analysis does not
differentiate between balance of payments support and other -
forms of assistance, it clearly implies that a substantial
proportion of donor assistance through 1990 will need to be
commodity import grants.

Most importantly, although it is estimated that Sudan has
immediate requirements for approximately $135 million worth of
egsential import commodities to cover the months of December
and January, the country currently has no foreign exchange
reserves with which to pay for the commodities. Anticipated
foreign exchange receipts for the period of December and
January are estimated at only $ 50 million. Until a new

Standby Agreement is signed with the IMF and disbursements made
as expected within the next few months, Sudan will continue to

.be faced with severe shortages of foreign exchange which
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threaten to preclude the timely import of its most essential
andjpolitically,sensitive’c@mﬁbditigé;f“' R R R TSR

B.JQThe Caugses of the Criéib and the Government's Response

The initial causes of the current crisis date back to the early"

1970's, when the government undertook an overly-ambitious
public sector development program and borrowed heavily from
abroad to finance the program. Tbis, coupled with
unprecedented increases in petroleum import prices starting in

1973, drove the economy into a tailspin from which it has still:
not recovered. Lagging exports, a steadily widening tvade gap,

and growing budgetary deficiencies have compounded the
country's economic difficulties. Cotton exports, which
accounted for 60 percent of total exports and averaged $300
million annually during the 1970's, fell to $158 million and 32
percent of total exports in 198l. Non-cotton exports have
taken up the slack to some degree; however, there has been
virtually no increase in total exports since the wmid-1970's.

Conversely, imports, led by petroleum and sugar, rose from $l.O

billion in 1976 to $1.7 billion in 1981, an increase of 70
percent.

1. The GOS/IMF Three Year Stabilization Program

In response to the worsening economic situation, the
government, with IMF assistance, embarked upon a three-year
economic stabilization program beginning in July 1979. The
program was almed primarily at reducing the recurring balance
of payments deficits and restoring an element of growth to the
economy. The principal targets were to raise the growth rate
of real GDP from a negative rate in 1978/79(a) to 4 percent per
annum; (b) to lower the rate of inflation from the 26.7 percent
registered in 1978/79 to 10 percent by 1981/82; (c) to hold the
current account deficit to US $400 million by 1981/82 (vs. $458
million in 1978/79); and (d) to eliminate external arrears.

Key measures included fiscal and monetary restraints, periodic
exchange rate adjustments, the elimination of import price
subsidies, reduced taxes on exports, and the restructuring of
agricultural iucentives to encourage the increased production
of export crops, primarily cotton.

On the basis of its assessment of GOS performance during the
first year of the three-year program, the IMF forecast gradual
improvement in the Sudan's balance of payments, beginning
around 1983, Mixed results during the second year, however,
specifically the poor performance of cotton, led the IMF to
alter its assessment and to shift the basis of its support for
further GOS stabilization efforts to a more flexible, annual
stand-by arrangement,

2, The 1982 Stand-By Program

The failure of the Sudan's economy to respond mote~positive1y*jgm

‘and immediately to the reform measures initiated under the

24



three-year stabilization program was due in part to unfavorable
external developments, such as higher world prices for '
petroleum and sugar imports, and political tensions in -
neighboring countries, giving rise to additional security v
measures and inflows of refugees which necessitated increased
government expenditures., But there were also prolonged delays
in the implementation of the reforms. At the core of the
three-year program was an anticipated large expansion of cotton
production. This was to have resulted in a substantial :
increase in export volume, which would have improved the
balance of payments, strengthened the budget, and helped in
restraining credit expansion. However, delay in removing -
distortions in the cost structure of cotton production relative
to other crops, along with labor shortages and management
deficiencies, contributed to reduced acreage and declining
ylelds., As a result, cotton production and exports ir 1981
fell to their lowest levels in 25 years and were barely
one-half of the levels reached four years ago. In the case of
sugar, the three-year program had assumed a virtual cessation
of sugar imports with the projected coming on stream of three
new sugar mills in 1979/80. Problems with the completion of
the mills prevented the expected increases in domestic output
and necessitated a continued high volume of sugar imports.

This was compounded by delays in the adjustment of the exchange
rate and by domestic price policies which sought to *nsulate
the prices of basic consumer commodities such as sugar from
international price changes. Increases in import prices were
not always passed on to the consumer, and this resulted in
either an outright subsidy or a deficit in the account of the
importing public agency which was financed by credit extension
from the central bank.

In recent months, the Sudan has taken a number of measures to
overcome these deficiencies. 1In the irrigated agricultural
sector, the joint account and profit-sharing system which
distorted agricultural incentive against cotton cultivation has
been replaced by an individual account system and by the
imposition of land and water charges on all crops in irrigated
schemes. The GOS has undertaken to collect such charges in the
course of the current season. Progress on the rehabilitation
of the capital stock in the largest schemes has been
accelerated with technical and financial assistance from the
World Bank. Management of the agricultural schemes has been
strengthened through decentralization and financial autonomy at
the level of each scheme. 1In the manufacturing sez:tor, steps
have been taken to improve capacity utilization in the sugar
refining mills., These steps have included management
reorganization, reliance on foreign expertise, and special
allocations to build up inventories of fuel and spare parts in
order to reduce disruptions, The budget has been significantly
strengthened by new revenue measures and by price adjustments;
for the first time in years, current revenues are expected to
exceed current expenditures. In particular, petroleum prices
have been increased sharply to bring them into line with
internal and external prices. The GOS has moved to increase



the prices of the two most basic consumption commodities, sugar
and wheat; the price of sugar was increased sharply in January
1982 and action on the price of wheat is planned for the near
future. Budgetary control has been strengthened in order to
prevent the recurrence of expenditure overruns outside the
jurisdiction of the Ministry of Finance. In the area of credit
policy, interest rates on deposits and borrowing have been
increased and penalty rates imposed on commercial banks that do
not observe ceilings on credit extension. In the external
sector, the unification of the official and parallel exchange
markets has resulted in a depreciation of 80 percent for nearly
half of imports and of 12.5 percent for other imports and all
exports.

The Stand-By Program for 1982 attempted to built on the reform
momentum generated in recent months, The main policy changes
focussed on the further restructuring of financial incentives

in agriculture, along with proper maintenance of physical
capital and timely provision of management services, and
attempted to bring about substantial reductions in both the
overall and bank-financed deficits (as ratios to GDP) of the
government budget; more effective control over the expansion of
domestic credit in order to bring down the underlying rate of
inflation from 35-40 percent at present to about 25 percent;

and maintenance of an exchange system that would encourage
remittances and exports. While it was expected that the -
deficit in the current account of the balance of payments would
continue to be large, the Stand-By Program aimed to contain the :
size of the deficit through demand restraint and the expansion
of non-cotton exports.

In May 1982, Sudan was not able to make its second purchase
under the 1982 Stand-By Arrangement, because certain T
performance criteria had not been observed by the GOS. As a =~
result, the arrangement broke down. Presently IMF and GOS are .=
negotiating a 1983 standby. : '

To gain greater control over the allocation of scarce capital
regsources, the GOS with IBRD assistance has promulgated a
current version of its rolling three-year public investment
program. The program, which is updated annually, is designed
to ensure that proposed projects are consistent with overall
GOS development priorities and kept within the limits of
avalilable resources. The priorities of the three~year program
are: (1) completion of ongoing projects; (2) implementation of
structural reforms to improve capacity utilization in
agriculture and industry; (3) reductior of bottlenecks in
transport and power generation; (4) development of traditional
agriculture and other productive activities with relatively
small reliance on imported inputs;(5) development of petroleum
extraction; and (6) improvement of social services and water
availability in rural areas.



C. Other Donor Assistance

Data compiled by the IMF and the Bank of Sudan indicate that
total official receipts of the GOS in 1980/81 from foreign
sources (capital inflows), excluding IMF drawings, amounted to
$636 million. Of this amount, approximately $364 million
represented balance of payments assistance, including cash
loans and grants and donor-financed commodity imports. Saudi
Arabia was the main contributor, accounting for approximately
40 percent of the total, followed by the U.S., 20 percent; Abu
Dhabi, 15 pe~cent; the Islamic Bank, 10 percent; France, the
EEC, and others, 15 percent., Most of the funds contributed by
the Arab donors were provided through lcans and were used to
finance o0il imports.

The nature and distribution of official receipts by the GOS
have remained relatively constant although absolute levels of
assistance by other donors has increased in FY 1982 to
approximately $957 million.

Despite an expected slight narrowing in the trade gap from
$1,127 million in 1981 to $1,114 million in 1982, the Sudan's
current account deficit is projected to increase from $742
million in 1981 to $853 million in 1982 mainly as a result of
higher requirements for interest payments on rescheduled
debts. As net capital inflows are expected to decline to $287
million, also reflecting higher debt servicing obligationms, the
overall financing requirement is projected at $566 million.
Inasmuch as the maximum net support from the IMF will total
about $193 million, the Sudan will need to cover the remaining
$373 million gap through increased balance of payments support
from donor countries,

At a meeting convened in Paris in late January 1982, the Sudan
received pledges of additional balance of payments support
amounting to an estimated $250 million. If fulfilled, this
would still leave an unfinanced gap of $123 million. The GOS
is now recanvassing the donor group to identify potential
sources for these residual requirements

D. U.S.Contributions to Date

The U.S. has been providing balance of payments support to the
Sudan since resumption of the AID program in FY 1978,
Concessjonal sales of PL 480 Title I wheat have averaged $10
million annually since FY 1978, and were augmented in FY 1980
with the signing of a five-year, $100 million Title III
program. Combined Title I/III wheat imports for FY 1982 are
programmed at $25.0 million.

U.S. balance of payments assistance has also been provided
since FY 1980 through annual ESF-financed commodity import
programs (CIPs). ESF grants for CIP imports amounted to $40.0
million in FY 1980, $50.0 million in FY 1981, and $100.0

o
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million in FY 1982. A grant of '$ 50 million is hereby being
nrannred as a first tranche for FY 1983, ' o

III. Rationale for Continued U.S. Assistance

The justification for continued U.S. balance of payments

support for the Sudan, including the proposed $30.0 million ESF
grant for FY 1982, is predicated on the belief that the e
country can attain a sustainable balance of payments position
within the next several years provided that it continues to
pursue vigorously its current economic stabilizaticn and
recovery efforts. For 1983, this includes adherence to the
provisions of the IMF Standby Arrangement, specifically the
reduction of government expenditures and borreowing, the
establishment and maintenance of a more realistic exchange

rate, and the alignment of administered prices and interest
rates at realistic, market levels. It also includes the ,
formulation and i3iplementation of a rational medium~term public
investment program that will lay a basis for longer-term

growth, such ac the three-year program being developed by the
GOS in conjunction with the IBRD.

The experience of the past four years has made it abundantly
clear, however, that in the case of the Sudan, earnest
commitments to reform and ratiornal planning are not enough,
There also needs to be a strengthening and broadening of the
country's capacity to manage its productive enterprises
efficiently and in a manner that will result in greater ‘
financial returns and marketable surpluses. Thus, if the Sudan
is to achieve a viable balance of payments position over the
next several years, the GOS will need to take a number of ‘
specific steps to improve overall management performance. To
this end, the GOS will covenant in the Program Agreement to:

A. Execute to the best of its ability the economic
stabilization program associated with its Stand-By

Agreement with the IMF under which the government will
reduce government expenditures and borrowing, establish and
maintain more realistic exchange rates, and align prices

and interest rates to realistic market rates.

B. Review the management of public enterprises in the
agriculture and agro-industrial sector in order to
determine ways to improve efficiency in operations and
investment policy decisions.

C. Where indicated by such reviews and where considered
necessary to achieve development objectives, make progress
toward phasing out inefficient public enterprises with
first priority in the agriculture sector which is vital to
economic growth,.

D. Issue regulations in implementation of new investment
code and undertake cther measures in order to encourage

q?
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foreign and domeétic'pfivaté investment in .developing tne
economy, particularly in agriculture, - S

E. Increase emphasis on management and technical training
programs and establish economic incentives to encourage
retention of technically qualified personnel in agriculture
and related industries.

F. Undertake a review of government policy reforms
necessary to encourage increased private savings and
investment, particularly from Sudanese working abroad.

G. Review foreign exchange and import licensing system to
assure that they function efficiently and fairly im o
addressing the needs of the private sector, consistent with
public policy in stabilizing priorities for use of limited
resources.

In order to encourage GOS follow-through with regard to the
foregoing, the USAID Mission proposes to incorporate in the ESF
Grant Agreement appropriate linkages between the allocation and
disbursement of ESF funds and GOS progress toward improved
management performance. '

While the primary justification for continued US balance of
payments assistance to the Sudan is the likelihood that such
assistance will contribute significantly to the eventual
resolution of the Sudan's balance of payments problem, there
are several other equally important purposes to be served.

1. US Interests and Overall Assistance Strategy

The Sudan has major significance for US interests im
Africa and the Middle. East. Because of its location
astride the Nile Valley and along the Red Sea,
developments in the Sudan are of prime importance te
the security of Egypt and the Arab States. Under
~ President Nimieri, the GOS has been supportive of the
RN P Middle East peace process and has played a -
Ty constructive role in a number of Africamn problem
e areas., Sudan's support for Egypt has reduced the
reliability and perhaps the level of assistance from
other Arab States. A clear threat from Libya has
obliged the Sudan to strengthen its defense forces.
" This has imposed additional import requirements on the
country, adding to the balance of payments problem.
The proposed US assistance will help to offset the
costs of these additional requirements and encourage
: the GOS to continue its constructive moderating role
" in Middle-~Eastern and African affairs.

In view of the Sudan's importance to US interests in
Africa and the Middle East, and its critical need for
foreign exchange, the AID country strategy gives
highest priority to balance of payments and budget

41
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support programe, such as the CIP, that finance essential
imports and help to cover the local costs of development
programs.

g,

Providing an incentive for improved economic
management and reform

As noted earlier, delays in the implementation of the
econornic reforms espoused under the three-year
stabilization program was an important contributing
factor to the joint GOS/IMF decision to terminate the
program after the second year. By incorporating in
the ESF Grant Agreement appropriate linkages between
the allocation and disbursement of ESF funds and GOS
progress toward improved policy-related management
performance, the ESF grant will serve as a spur to the
GOS to carry out more expeditiously much needed policy
and structural reforms,

Contributing to private sector participation in
development

The current shortage of foreign exchange in the Sudan
is acutely felt by private sector firms who either
obtain needed foreign exchange from unofficial sources
at high cost or cut back on their operations., In
either case, there is a net cost to the economy. It
is estimated that privately-owned industrial firms in
the Sudan are presently operating at 25-30 percent of
capacity, primarily because o9f the lack of raw
materials and spare parts. Although the initial
tranche of the FY 1983 CIP concentrates on the urgent
imports needed to keep the economy going in sensitive
sectors which are currently administered by the publiec
sector, it 1s planned that future tranches of this CIP
as well as any future year programs will continue U.S.
emphasis on assisting in the rebuilding of and support
to the Sudanese private sector.

The priority given to private sector uses reflects
AID's appreciation of the sector's potential
importance to the economy. To a large extent the
government's efforts to reduce its balance of payments
daficits through expanded exports heve been frustrated
by the inefficient use of scarce foreign exchange and
excessive public control of productive enterprise.

The allocation of a substantial proportion of CIP
funds to private firms overcomes these obstacles and
will enable these firms to contribute significantly to
the Sudan's development through increased production
and export.

COS budget support

Punds vill be deposited into a special account at the

Bank of Sudan, and their use jointly determined by AID
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and the G0S. Priority in the allocation of CIP counterpart
funds will be given to AID and other donor-assisted projects 1n
the traditional rainfed farming areas of Sudan, for
agricultural research, production and marketing projects,
railway rehabilitation, road construction, and river transport
development. An appropriate amount, as agreed by AID and the
GOS, will also be channelled through the US/G0OS Trust Fund
established in FY 1981, to cover some of the program and
administrative costs of the US Misslon in the Sudan. The
balance of the counterpart funds generated under the FY 1983
CIP will be used for general budget support.

The GOS' need for budget support is clearly evident
from a review of the government's FY 1981 and FY 1982
budgets., Against total expenditures of LS 1,3 billion
in FY 1981, for example, the budget shows a deficit of
LS 545 million, or over 40 percent. More recent data
indicate that the actual ratio may be closer to 50
percent. By comparison development expenditures in FY
1982 were estimated at LS 371 million. Foreign
borrowings to finance budgetary expenditures were
around LS 400 million. 1In effect, total GOS
expenditures for development are now being financed by -
foreign borrowing.

. Development uses and relation to other components of
the US assistance program

As in past years, the goods to be imported under the
FY 1983 CIP will contribute directly to GOS
development efforts, Perhaps the most direct link 1is
in the agricultural sector, where the $20 million in
fertilizer will ke used. The Rahad Irrigation Scheme,
where the largest percentage of the fertilizer
procured under this program will be utilized, 1s a key
element in expanding the production of export crops
primarily sorghum and groundnuts,. The A.I.D.
contribution to the overall Rahad Project began in
February 1973 with a $11.0 million loan. This loan
supplied heavy equipment and spare parts for
construction of the irrigation works and for land
preparation., Under an earlier CIP, A.I.D. provided
mechanical cotton pickers and vehicles to facilitate
the mechanization of field operations. Fertilizer
has been identifed as a prime commodity for this
program assistance for the following reasons: (1) it
will have a direct effect on increasing food
production; (2) it 18 easily procured in the U.S. and
distributed in Sudan; and (3) there would otherwise be
a substantial shortfall in donor-supplied fertilizer
imports beginning in 1983,

There is also a liklihood that GOS would procure its immediate
needs in petroleum under this CIP., The transport sector is
most affected by short term shortages in supply of petroleum,
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accounting for 54 percent of total petroleum consumption. AID
is also contributing to the efficient use of such imports '
through jits project level support of GOS efforts to improve
energy policy and planning procedures.

A pervasive lack of spare parts is generally considered to be
one of the key constraints in the Sudan to the increased
production and marketing of goods in both industry and

agriculture. Shortages of replacement machinery and equipment,

industrial raw materials, agricultural inputs and transport
vehicles are also major obstacles. As indicated in Section
VII-A below, a substantial share of the funds provided for the
FY 1983 CIP will be used to help overcome such shortazes. AID
is also trying to help increase agricultural output in the
Sudan through project-financed technical assistance
deliveries. The agricultural inputs and equipment brecught in
under the CIP, combined with the use of CIP-generated

counterpart for local cost support, will effectively complement

and considerably strengthen AID's technical assistance to the
agricultural sector,

CIP imports of tallow, chemicals and tin plate will help to

sustain labor-intensive local manufacturing industries. Tallow

is used primarily in soap-making, as a low-cost substitute for

exportable cottonseed oil, and is a particularly vital consumer
item in the Sudan, Tin plate is used mainly in food processing

industries.

IV. Economic Analysis

A. Balance of Payments and Trade

Since the mid-1970's, the Sudan's balance of payments
has been characterized by steadily widening trade gaps
and perennial current account deficits. Increased
import costs, particularly for petroleum products and
sugar, together with rapidly rising debt service
payments, have severely strained the Sudan's
inadequate foreign exchange resources, Lagging export
sales and the government's inability to attract
private remittances through official channels forced
the government to rely heavily on borrowings and donor
grants to finance essential import commodities and
related services. A summary of the Sudan's balance of
payments from 1977/78 to 1982 is set forth in Table 1
below. .

As indicated in Table 1, the total value of the Sudan's
exports has hardly changed in recent years, rising from
$551 million in 1977/78 to a projected $592 million {a
1982, The primary reason for the lagging export trade is
the decline of cotton {mports., In 1977/78, cotton exvorts
were valued at $296 millicn and accounted for 54 percent of
total exports. By 1981, cotton exports had dropped to $158
uillion, representing only 32 percent of total exports.
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The poor performance of cotton in recent years has been
attributed primarily to the lack of adegquate price incentives’
for production and export, and a burdensome system for o
allocating production costs on the larger irrigated schemes,
‘'whereby cotton bore a disproportionate share of land
preparation charges and fees. These distortions have now been
corrected and a modest increase in cotton exports is projected
for 1982. 1In fact the overall trade gap 1s expected to narrow
slightly in the years ahead, decreasing from $1,127 million in
1981 to $1,114 million in 1982. 1In addition to a projected 14
percent increase in cotton exports, key factors include a 23
percent increase in non-cotton exports coupled with a
comparatively modest 15 percent increase in the value of
petroleum imports and a 20 percent drop in sugar imports.

Table 2 below contains a projection of the Sudan's balance
of payments through 1990, taken from the IBRD's memorandum
report on the Sudan's economy, published in October 1979,

As indicated in the table, the Sudan is expected to continue
to experience a widening trade gap and sizeable recurrent
account deficits through 1990. Further, despite projected
increases in private remittances and official grants and
loans, the country will continue to face recurring

finencial gaps and arrearages on past loans throughout the
decade.

A more recently completed IBRD analysis, published in
February 1982 includes an "optimistic case” projection
which shows a closiang of the current account gap by 1990,
However, this would require more rapid export expansion and
slower import growth than is generally expected, and
greatly increased private remittances. The "optimistic
-case” projection also incorporates substantial debt relief
through 1985/86 and would require that commitments of donor
assistance to the Sudan be more than doubled, from
$850-$900 million annually in the early 1980's to $1.8 to
$1.9 billion annually from 1985/86 through to the end of
the decade.

The Sudan's other major export crops include sorghunm,
sesame, gum arabic, groundnuts, vegetable oil and
livestock. As noted below in Table 3, except for livestock
products which have recorded steady increases, all of the
non~cotton export crops have shown erratic growth patterns
since the mid-1970's. Sorghum exports to Saudi Arabia have
increased appreciably in recent years and have helped to
offset the decline in cotton earnings.

Because of run-down irrigation facilities, the lack of
foreign exchange for agricultural inputs, inadequate
transport, storage and other infrastructural facilities,
and price distortions, prospects for rapid increases in
exports over the next several years are dim. The
government is currently giving priority in the allocation
of developmental resources to revitalization of the
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Table 1

Sudan: Balance of Payrents, 1977/78-1982
" (In mifllions of U.S. dollars)

Proi. Proj.

Year Ending o Proi. Jan-Dec  Jan-Dec Proi.*
June 30 1977778 1978/79 1979/80 1981/82 1981 1982 1982783
Exports 581 5 38 560 493 52 615
- Cotzon 296 321 333 160 158 160 240
Other ‘283 206 248 400 kX 1) 412 435
Iaports 1,188 -1,138 «1,340 -3,670 -1,620 -1,706 -1,800
Petroleua - Te118 =178 «254 ons «362 =415 =490
Sugar =44 «2% =123 1) =64 -5 -60
Other =1,026 =932 =963 =1,200 «1,194 1,260 =1,250
Trade Balance =537 -611 <789  -1,110 1,127 1,114 1,125
Services «73 =104 -63 -206 =40 =249 215
Receipts 159 181 229 ass 342 379 N/A
Pavaents - =172 «207 =221 =300 =280 =329 N/A
Incerest -0 -78 -Nn -261 «102 . =299 N/A
Transfers 264 as7 293 305 428 310 380
Private 221 240 7z 209 38 328 380 430
Official 23 17 84 150 100 130 150'
Current Account . ~466 -458 -529 -811 742 =853 =470
Capital 63 442 3718 382 87 325
Receipts 132 332 35 430 %z WA
Payments -67 -90 ~160 -98 -185 N/A
Allocation of SDRs - 13 - o - 50
Erzors and omissions 323 2_6 soe }2_ s
Monetary movements . e S |
(increase =) 26 R R 90 e
Financing gap | 436 566
Overail Salance 55
S IMF Financing (Net) 50
(In per caent) Special B/P Assistance 30
NaR.per ot Availabla for debt servicing 133
Menorandum items:
Growth rates RS
Exports R S 10 16 -l .20
Inporcs 20 -4 18 2 3 S
Current account : , Co
deficit as per ceat of GDP 6 [ 10 11 . 11,;if;ffi?1

Sources:

Bank of Sudan. Ministrv af Finance and Economic Plannin
% Assumes increased levels of donnr assistance and no debt-sarvicing.

49
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Exports (includiag NFS)
lmports (including NFS)
Resource Balance

Investment Income, net of

which Interest Public MLT loans

Interest Arrears
Private Transfers
Balance on Current Account

Private Direct Invescaent
Short-term, net

Publtc Crants and MLT Loans
Granta, disburscments

#il.T Loans, disbursements
f.T Loanz, Repayments
Diaburscments, net

Increase/Decrease Axrears.

Usa of Li{F Resources

Change in Reserves (- = inctenuc)

Ecrors and Omissions

Cap Pinancing Needed

Table 2:

~17-

Balance of Payments Projections, 1982-1990

($ Million)

1982 1983 1984 1985 1986 1987 1988 1989 1990
1369 1557 1768 2012 2270 2573 2889 - 3243 364l
2199 -2448 =-2721 =3037 =3365 =-3730 =-4i38 -4584 -SO8Q
2830 —-891 950 ~-1025 ~-1095 ~-1157 ~-1249 1341 -1439
267  -279 -287 ~301  -316  -334 =350  -366  -388
CBD Clen (C179) (-202) (=226) (=254) (=281) (-309) (-338)

T(=B4) (-88) (-72) (-61) (500 (37) (=24) (-10) -
459 498 539 585 635 698 748 BLL 880
638 -672 =707 -1 =776 -B02  -851 -896 ~ -947
ss 61 67 73 81 .89 9 107 18-
36 40 44 - 48 53 58 64 71 18
91 100 110 121 133 146 161 177 195
608 626 649 704 772 847 930 1023 1120
-305  -341 -423 -433 -423 =398  -406  -h48  -509
39 385 336 392 482 595 685 752  BU6

- -136  -148  -}59  -170 -182 . -196  -209 -
3% 4 . 41 -50 =50 . =43 =26 -9
- 41 46 kB . -54 60 =66
19 469 426" 340 298 20

Source?

IBRD He-orandu; ou ‘the economy of the Sudhﬂ;chtobgt51919ﬁ
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f{?gﬁi?jﬁ;&;;;éﬁdan: Composition of Exports, 1977]78-1981‘

(In millions of U.S. dollars) 1/

1977/78  1978/79  1979/80  1980/81 - 1980  T9BT

Cotton o 205.8 3207 333.4  182.0  230.6 114.0
Groundnuts e 255 132 656 107 82,6
Sesame . 55.4 27.8 40.6 32,2 4.3 43

Gum arabic 49;§i ;ﬁ:ﬁ?: * } 43.9

Durg (sorghum) ﬁéi7 .V;If52.8

Vegetable oil and cakes ﬂé;é; 7”??&'33.6

Castor seeds 0.4

Livestock prodqqtsffﬁifff 26:? ‘ :36;9 © 545

other - 0.2 6.8  29.6

. subtotal . 531.8 509.5 456.5

Re-exports 2/ 19.2  11.5

Total T 551.0 5270 581.3 478.9  496.9  454.5

Sources: IMF, Sudan - Recent Economic Developments, August 30, 1982.

1/ Converted from data in Sudanese pounds at- the following exchange rates: for
.1977/78, 1Sd 1,00 = US$2.87; for 1978/79, LSd 1.00 = US$2.50; for 1979/80, Lsd 1.00 =
11S$2.50, July-September 1979; and for October 1979-September 1980, LSd 1.00 = US$2.00;
Detober 1980-June 1981, LSd 1 - US$1.25 or US$2.00 depending on the commodity; from
Juse 1981 to September 1981, LSd 1 = US$1.25; and from October 1981 to December 1981,
1Sd » Us$1.18.

2/ Exclusive of petroleum re-exports.

a
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agricultural sector, which currentiy accounts for some 95
percent of the Sudan's exports. It could be several years,
however, before this emphasis pays off in significantly
increased exports.

While exports have been stagnating, the Sudan's imports
have been increasing steadily over the past six years,
From a level of $1.0 billion in 1976/77, total imports are
expected te increase to $1.7 billion in 1981/82. Tables 4
and S below show breakdowns of recent imports by type of
commodity and country of origin, '

The Sudan's principal (mports are wheat, sugar, petroleum
products, chemicals, pharmaceuticals, machinery and
transport equipment, manufactured goods and textiles, Of
these, petroleum products have shown the most dramatic
increase during the past six years, from $117.8 million or
only 10 percent of total imports in 1977/78 to a projected
$420.0 million or 25 percent in 1981/82,

Since the mid-1970's, the value of wheat and wheat flour
imports has more than doubled, as has that of sugar
imports. Manufactured goods have shown a sizeakle
increase; however, machinery and transport equipment
imports have declined while chemicals, pharmaceuticals and
textiles have remained relatively unchanged.

Petroleum imports are expected to continue to increase over
the next several years although at a slower rate than in
the past until the Sudan's own recently-discovered reserves
are brought into production. Current estimates ind.cate
that the Sudan will be able to meet scme 60 percent of 1its
own requirements by the late 1980's. GOS officials also
expect to be able to substitute domestically-produced sugar
for imports within the next two or three years, as %he
newly-conestructed Kenana sugar mill reaches full
production. These reduced requirements are not expected to
bring down the level of total imports, however, as there is
congsiderable pent-up demand for other imported commodities
guch as construction materials, agricultural inputs,
machinery, transport and power system equipment, and spare
parts, that will need to be met before the overall level
can be expected to taper off,

In view of the steady and rising demand for imports and the
poor performance tou date and modest prospects for increased
expnrty, the Sudan can be expected to continue to record trade
deficits over the next several years comparable to the $1.1
‘billion deficit projected for 1982,

B. Services and Caplctal Accounts

In addition to {ts sizeable and groving tradeo deficits, the
Sudan has alao regularly been registering snnual deficity
io its services account. Though modest to date, these
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'TQBigflEﬁf'§ﬁdéﬁf Cdmposiﬁibh‘of Iﬁpbrtt,'1977/78¥1§81A§25

In. millions of U.S. dollars) 1/

T o , Prelim. Proj.
}977{78 ) 1978/79 ;,11979/80 1980/81 1981}82

Foodstuffs | 121 I 98 8 2662 346 270.0
jeverages and tobacco 17 8_ 12 0_ ﬁ'19 8,‘ 1;2§3?t - ”30;95-

srude material and : : -‘:
petroleum products . 12& 1‘ 183 9
0f which: petroleunm . :

'Lzo oj

oroduets B/ - (117, s) (177“61 (aos o)
_chem;cals and med:cxne'.f~xilos 8 iglos s, ”;150 ot
- Hanufactured goods :';,§ }{218 8 ‘:218 O  ;350 01
Machinery and equxpm;nt_"f:369.3 :§28&'7 _1.25030'

Transport equipment I:"124:§ ,  { £170$5 v i}id;é‘
Textiles =~ '3*1oa 5 | _60.5 50,0

?SOutces. Bank oi Sudan aud staff estxmates.

| fSee Tdble 3 - footnote 1, for conversion rates.;
22/ Net of petroleun Te-exports.
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itghiéasgﬁﬁffSﬁdani Origin of Imports, 1976/77-1980/81

In millions of U.S. dollars).

1976/77 1977/78 + 1978/79 1979/80 1980/81

, —— » .
Western Europe 472.9 \ 687.6.
United Kingdom 162.8 219.4 4 -
Germany, Federal o —
Republic of 85.9 103.0
France . 25%.0 112.8
Italy : 63.2 43.6
Belgium 30.8 29.4
Others 76.2 179.4 .
China and Eastern Europe; “ 65.2. '130.6-
China, People's o I
.Republic of \ 31.6 57.2
Czechoslovakia . 4,9 - 9.0
Yugoslavia : o 8.0 - 15.8
Others - 20.7 48.6
Western Hemisphere ' 110.8 198.4
United States © 7404 120,6 .
Others 36,4 1.0 . 77.8.
Africa and Asia 213.4 217.3 181.6
.Japan 97.1 99.4 77.8
India 62.9 36.8 41,8
- Pakistan 15.5 26.7 - 3.8
Others 37.9 54.4 58.2
* Arab countries 123.5  143.3  209.7
Total  985.8  1,188.0  1,137.9

Source: Iur;gsgdgdﬁ;}kecéﬁt Economic Developments Augﬁsﬁ 30; 1982.
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deficits could increase appreciably within the next several
"years because of higher interest payments, unless the
government is able to continue negotiating substantial debt
relief. As indicated in Table 1 above, interest payments
projected for 1982 would represent a three-fold increase over
the level paid just four years ago.

There is some scope for mitigating the adverse economic
impact of the higher interest payments through increased
remittances from abroad, although the Sudan's performance
so far in this area has not been very satisfactory.
Despite the growing numbers of Sudanese known to be working
abroad, of which current estimates range between 400,000
and 500,000, private remittances have shown almost no
change over the past four years and are projected to reach
only some $380 million in 1982, or $760 to $950 per
worker., This 1is well below the average for other
labor—-exporting countries.

Primarily because of the high interest payments and low
remittances, coupled with the large annual trade deficits,
the Sudan continues to register sizeable deficits in its
current account and must look to foreign donors for the
financial resources to offset these deficits, which have
nearly tripled in the past six years.

The Sudan's principal donors at present are Saudi Arabia,
the US, the IBRD, the Arab Monetary Fund, West Germany,
France, the BEC, Italy, Great Britain and Holland.
Excluding IMF drawings, gross inflows from foreign donors
in 1980/81 were estimated to be $636 million. See Table 6
below. Of these, approximately $364.0 million represent
cash transfers or commodity loans, while the balance of
$272 million represents loan and grant-financed project
assistance ac*ivities.

€, Financing Gaps

Even with considerable help from the donors, it should be
noted per Tables 1 and 2 above that the Sudan continues to
be faced annually with financing gaps. Halfway through FY
1981 (which ran from July 1980 to June 1981), a gap of $450
million was still being projected for the year, With one
half of (Sudanese) FY 1982 gone, the GOS was still
projecting a gap of some $340 million for the year. Recent
calculations by the IMF and the Bank of Sudan indicate a
$566 million financing gap in CY 1982, The upcoming
Consultative Group meetings will discuss, among other
things, debt rescheduling and balance of payments
assistance for 1983,

"D, Reserves Position and Net Foreign Assets

The Sudan drew down virtually all of its foreign exchange
reserves during the mid-1970's to pay off mounting debts.

a



TableiG;’SUdanzi

(In millions of Sudanese pounds)

fForeign Financing of fentral Government Budget. 1975176-1980181

Prov. ReQised Prov.Actqaj
SRR Actual Budget Budget July-Dec.
1975/76  1976/77 1971/73 1978[79 ‘Tg79/60  1980/81  Y980/01 1/ T 1980
Grants 42.0 60,0 79.0  57.2
Conmodi ty 30.5 L eed 1 38.02/ .o
Project ose 11.5 ces . 41,03/ cee
Loans. ese 266.0 - 399.8 - .
Cash 128.5 )  qgg.
Conmodity ees 29.0 )
Project . 108.5
Total ’ 84 5 : 308.0
Less: Repayments +19;7> -22.8°  -70.4
Equals: Foreign ,fh.f} L
financing 64.8 338 ~  26.4 146.4  237.6

Sources: Ministry of Finance and National Economy.

1) The 1980/81 estimates as agreed with GOS authorities.

2] Conmodity grants and loans valued

3] Project grants and loans are value
grants would be LSd 25.5 miilion and project

4/ Equivalent to

loans 1.Sd 106 million).

$636 million at exchange rates cited

at the official market exchange rate.
d at the parallel market exchange rate (at the official rate, project. .

footnotas 2/. and 3/ above.

the Bank of Sudan.,ahqfiﬂfiéﬁeff;e§§1ﬁ5§§$}?i



" Table 7. Gross Reserves of Bank of Sudan
o (In million of U.S. dollars)

1977/78 1978/79 1979/80 HiQSOZBI i

" Reserves level 219 214  40.5 2.5

Imore squiv,  Tdays. Sdws. 1idys S



Table 8. Sudan: Gross Reserves and Net Foreign Assets, 1977-80
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(In milliens of U.S, dollars)

End of Pericd

June

1978

b . e

Monetary authorities -

Convertible foreign
exchange 1/

Net bilateral claims 2/
Net IMF position 3/

Bank of Sudan short-term
liabilities to foreign
banks

Liabilities from Kuwaiti -

loan

Commercial banks
Assets
Liabilities -

Net foreign assets

104
'},iss' :
le

.603 -

. =964

551

Bastern Bloc countries.

3/ As-reported by Bank of Sudan. -

Source: Data provided by ths Sudanese anthorities.

1/ 'I'he Bank of Sudan is required to mamtai.n at all t:unes gold and external assets
~ (including SDRs) of not less than the equivalent of 1Sd 7 million. :

2/ Includes balances cn accounts established under loan ag'reemmts with certa.in




Table 9. . 'Sudani’ Hedzum- and Long-rerm External
Publxc Debt and Debt Setvxce Payments, 1976-81

End of Perio 1976 V1977 1978 1979 © 1980

(In millions of U.S. dollars)

Total outstanding debt

(disbursed only) o 1,722, 4 1 949 0 2,250.2 2,856.9 3,487.0 3 696 z
International organizatioms 374 4 . 408 5 -534 8 655 7 = 863 2 1 133 5

0f which: net use of

Fund credit 1/ . (157 1) (140 4) (176 3) (243 4) (341 7) (482;3)

Foreign governments B 762 z”v"sszlsf?;gses 7 1 362 6 1 785 9; fq j 0
Financial institutions 3600 377.5:;f’573 69“[faso o 5619 4832
Suppliers' credits o 275.8 3006  285.1  257.7  270.0
Debt service payments (dur;ng .‘ o ‘

period) o 259.0 w1za 1. 130.9 1400 163.4  234.8

Principal 809 62.6  72.5 Sl 100.8 96,7

Interest | 78,1 61,5  58.4 88.9  62.6 1381

(In per cenmt)
Memorandum ifeﬁ; h

.Debt service payments/exporcs R e
of goods and services 23,5 15.1 15.2 13.4 20.6  27.5

Sources: IBRD, IHF, and Bank of Sudan, Economic and Financial Statistics Revxev,;'
varxous issues. '

‘ 1/ Total repurchase obligations to the Fund required to return Fund holdxngs,, R
of Sudanese pounds to 100 per cent of quoca. ‘ e
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Amount and Average Terms of
Debt Coumitments, 1976-80 1/

1976 1977 -

RO

a0

Suppl;ers credits
Amount (US$ millieas)
Interest (per cent)
Maturity (years)

Grace period (yeazs)

Grant element (per cent:

‘Financial institutioms
Amount (US$ millioms)
Interest (per cent)
Maturity (years)

Grace period (years)
Crant element (per cent

International organizations

Amount. (US$-million)
Interest (per cent)
Maturity (years)

Grace period (years)
Grent element (per cent)

Goverament loans
Amount (US$ millions)
Interest (per cenmt)
Maturity (years)
Grace period (years)

Grant elemen: (per cent)”

Total
Amount (US$ mzllzons)
Interest (per ce.t):
Maturity (years)
Grace period (years)

Grant elezment (per cent)

$
U 00
RO~ O DO

8.1
5.0
18.6 1
5.8
2.6

o .
W W\

e e
N W
*

B U
e e
W &m0 o

28
4
8

-_I. ;I l 1

L )

(= M =N o
.

Source:

o1/ HWeighted average terms of contra
" undisbursed amounts, with a maturity o

- foreign currency.

IBRD-Debtot Reportzng System (DRS).

cted external debts, 1nc1ud1ng
£ over one year and repayable in
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By June 1978, gross reserves of the Bank of Sudan were _

equivalent to only one week's imports. Despite a slight
improvement in 1979/80, the country's reserve position has
remained practically unchanged since 1978, as Table 7 below:
illustrates. ' ’

Table 7., Gross Reserves of the Bank of Sudan
(Millions of US dollars).

— L 1977/78 1978/79 1979/80Q~ 1980/81
Reaetves'ievel o 21.9 27.4‘- -~ 40.5 ~ Vg’ 24 5
Import equivalence 7'daya 9'days' " 13‘dajé4 5 daye

['As 1ndicated in Table 8 below, due mainly to a steady

_ build~up of short-term liabilities to foreign banks and:
continuous drawings under various IMF credit facilities,
the Sudan has been burdened with a negative position on net

foreign assets over the past five years. There was further
deterioration of its position in 1980, B

E. External Debt and Annual Services Payments

The Sudan's total outstanding external debt amounted to -
$3.7 billion at the en! of 1981, having nearly doubled ,
since 1976, As shown in Table 9 about $1.9 billion of the
total is owed to bilateral creditors, primarily Saudi
Arabia, Kuwait, and the United Arab Emirates.
Approximately $1.1 billion is owed to multilateral
institutions such as the IBRD/IDA, the Arab Fund for
Economic and Social Development and the Arab African Bank.
The remaining $0.7 billion is owed to various private
commercial banks and other financial institutions, and to
suppliers,

The overall weighted average terms of the Sudan's external
debt (which currently reflects an average maturity of 33
years, including a 7-year grace period; an average interest
of 2%; and an overall grant element of 63 percent) are
considered to be relatively concessional (see Table 10).
Nevertheless, a significant portion of the outstanding debt
is in the form of suppliers' credits and loans contracted
at commercial terms. As a consequence, according to the
IMF, debt service payments for 1980 should have amounted to
around $280 million. This would have represented a ratio
to total exports for that year of arcund 41 percent. Such
a high payment ratio would have been unmanageable,
Actually, as reflected in Table 9, the annual payments were
virtually cut in half as a result of the debt relief (on
official loans) obtained from Paris Club donors and through
the accumulation of arrears on payments due to Arab and

- .private creditors,
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~;QPayments in Arrears

uifAs of the end of 1980, as shown in Table 11, the Sudan was
~"in arrears on some $1.2 billion of its scheduled principal
"and interest payments. Coupled with payments coming due on

‘existing loans, the Sudan will have no recourse over the

"next several years but to continue to seek refinancing of

its sizeable debt burden,

| Budget Support Requirements

A, Overall Deficit

“‘Total GOS budgetary expenditures in 1980181 were estimated

at LSd 1.3 billion; total revenues at LSd 768 million.
Including other fiscal operations (primarily extra
budgetary expenditures), tae overall budgetary deficit was
an estimated LSd 630 million, or some 48 percent of total
expenditures. As reflected in Table 12, a somewhat lower
ratio is being projected for 1981/82; however, this is
predicated vpon an approximate 42 percent increase in
revenues as against a modest 16 percent increase in
expenditures. The slower increase in expenditures takes
into account the proposed elimination during this fiscal
year of current government subsidies on wheat, sugar,
petroleum, pharmaceuticals, and milk,

B. Development Expenditures

Development expenditures in 1980/81 were estimated at LSd

‘1356 million. An increase to LSd 514 million is projected

VI,

for 1981/82, In 1980/81, more than one-half of the overall
budgetary deficit, or LSd 346 million, was financed through
net foreign borrowings. This amount is roughly equivalent
to total GOS development expenditures for the year. A
similar situation is projected for 1981/82, 1In effect,
during the past five years the GOS has become totally
dependent on foreign sources to finance its development
programs,

Market Analysis

A U.S. Share of Total Imports

The U.S. has accounted for approximately 8 pefcent of the
Sudan's imports during the past five years. In 1979/80,

.the U.S. share was increased to 10 percent of total imports

and amounted to approximately $130 million (see Table 5
above).

" The principal commodities currently being imported from the}?
..U.S. are as follows: ; A ‘ . - R
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ngfiCﬁiturdl(commﬁditiéé{;; Wheat, wheat flour and tallow
1Agri¢uitﬁra1;equipﬁéhtgéﬁd? ﬁedium and large tractors,
‘gpare parts: -plows, harrows, cultivators,

cotton and peanut planters,
and harvesters, pumps and
water drilling equipment

4indudtrial:réﬁﬁmaterials, "Tin plate, equipment for
machinery and spare parts: spinning and weaving, oil
: ‘ seed crushing and processing,

clay brick and cement block

manufacturing
Transportation equipment Primarily heavy trucks, air- .
and spare parts: craft parts, and material

handling equipment

In addition, significant market opportunities exist for
telecommunications equipment, electric power generation and
distribution equipment, and sugar-cane harvesters and
refining equipment. The key to capitalizing on these
opportunities is concessional financing. Straight ;
commercial sales are limited by the Sudan's lack of foreign
exchange and increasing inability to obtain supplier
credits or loans from commercial sources.

The import community in the Suda~ consists of approximately

2,000 private importers who are registered with the GOS'
Ministry of Cooperation, Commerce and Supply (MCCS).

Public sector and parastatal enterprises are also key
importers, primarily of commodities and equipment related
to the construction and maintenance of infrastructural and
public service facilities, and the operation of the Sudan's
large-scale agricultural scheme,

The official exchange rate in the Sudan is presently U.S.1
$1.00= LSd 1.2961., The unofficial (market) rate is o
approximately US $1.00= LSd 1.90. - 2

B. CIP Pipeline

Following is a summary of the status of the FY 1980, FY
1981 and FY 1982 CIP programs through the end of FY 1982.
Also shown are projected disbursements in FY 1983 for the
two earlier programs as well as the proposed FY 1983
program,



ﬁ3¥
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' Program ' ' Amount: Thry' FY 81 ° Thru PY 82 . " iEst FY 83\,
R i Oblig,v Exgp..* Oblig., Expn-f&sf o

ry"ibsd;L”’ 330 - 39.7

FY 1981"'(f?7’

Fy 1982_'7 Lom= 0100000 3413

Proposed S e T Lt
FY 1983 70.0 70.0 70.0
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' PrOposedxFY 1983 C.I.P.

A. Positive List and Tentative Allocation of Commodities to be Procured

Following preliminary discussions with representatives of the
Government of Sudan (GOS), USAID has constructed a positive 1list of
commodities with upper limits of value from which commodities funded
under the first tranche of the FY 1983 CIP ($30 million) will be
drawn, It is expected that the $30 million will be allocated for the

procurement of fertilizer ($20 million), jute products ($3 million) and -

other commodities ($2 million).

Posgitive List of Commodities Upper Limit of Value
($ million)
Fertilizer e 40
Jute/baling hoops - 9
Petroleum products - , 30
Tallow 16
Spare parts B /X
Agricultural machinery, equip~- SO
ment and other inputs T 34
Road maintenance equipment IR At
Railroad equipment and O LA
spare parts R
Telecommunications equirment U
Industrial inputs and o
equipment oo 15
Chemicals and tinplate -
" Trucks, trailers and o o Co
buses R - B
Drilling equipment and : PR
pumps , 1
Total $ 200 million.

Please note that procurment actions financed under this grant will be
for commodities which have already been approved for financing within
the Austere Recovery Recurrent and Development Program Budgets of the
Govermment of Sudan. .

B. Implementation Procedures

1. GOS

The major GOS entities responsible for administrating and
implementing the C.I.P, grant will be the Ministry of Finance and
National Planning (MOFNP), the Ministry of Cooperation, Commerce
and Supply (MCCS), anu the Bank of Sudan. The MOFNP will allocate
the grunt proceeds and will have overall responsibility for grant
administratfon. The MCCS will establish GOS import controls and
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willfigaue trade regulations as required to support the program. It will
also be responsible for issuing import licenses. The primary role of the Banl
of Sudan will be to manage the special account for counterpart generationms,

R

A.I.D.

The USAID/Sudan Supply Management Officer under the direction of
the USAID/Sudan Mission Director and in cooperation with support
officers in AID/Washington and REDSO/EA, will have direct
responsibility for USAID coordination with MCCS in monitoring and
expediting procurement of commodities and related services under
the Commodity Import Program. The USAID/Sudan Prograa Officer
under the direction of the Mission Director, and in consultation
with the Embassy Economic Counselor, will be responsible for
negotiations with the GOS concerning the allocation of foreign
exchange and local currency under the CIP.

C. Procurement and Financing Procedures

Procurement and finaming procedures under this CIP will be those
set forth in A.I.D. Regulation 1. A review of GOS and Sudan
private sector purchasing practices indicates that procurement will
include a mixture of formal competitive-bidding, negotiated
solicitations and proprietary procurement. The financing of
procurement will be through the use of Bank Letters of Commitment
and/or Direct Letters of Commitments,

D. El;g}ble Commodities

Commodities eligible under the A.I.D, Commodity Eligibility Listing
(1978 as revised) will be eligible for A.I.D. financing and will be
included in all Commodity Procurement Instructions. However,
commodities actually financed will be determined largely by the
allocations made by the Economic Group and transmitted to A.I.D. by
the Ministry of Finance and National Planning. As noted above, the
Ministry has already provided an indicative 1list of allocations for
the FY 83 Commodity Import Program .

The Ministry of Cooperation, Commerce and Supply, in coordination
with the Ministry of Industry, has existing guidelines that
prohibit the use of GOS foreign exchange resources and foreign aid
funds for importing luxury goods, non-essentials, household
appliances and consumer goods normally considered ineligible under
A.I.D., eligibility criteria. Review of these procedures and their
application to past CIP programs has revealed that they are
extremely effective in combination with the additional requirement
that a separate import license must be approved for each CIP funded
import. :
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f3é.  Procurement Restrictions/Limitations

This grant will be restricted to Code 941 sources and origins for
commodities and related incidential services. U,S. flag vessel
service to Sudan is supplied by two U S. vessel operators, omne on
" an inducement basis and the other providing monthly Lash and

. Charter transportation. Because of the relatively small U.S.
vessel participation in U.S. to Sudan ocean transportation, U.S.
vessels may not always be available.

Local agents are not required by Sudanese regulation. Thus, there
is no conflict with the A.I.D. Regulation 1 requirement that U.S.
suppliers may sell direct to importers. All provisions of A.I.D.
Regulation 1 regarding commodity eligibility review, price

eligibility, and both prior review and post audit will apply to all

transactions.

F. Commodity Eligibility Date

The Eligibility Date for Commodities and Commodity Related Servicest

procured under this FY 83 CIP will be June 30, 1982,

G. Terminal Disbursement Date

The grant's Terminal Disbursement Date (TDD) will be 24 months from
the date Conditions Precedent are r-t. Recognizing an urgent need
to provide balance of payments support, efforts will be made by the
Sudanesec and USAID authorities to channel A.I.D. funding into short
leadtime, large value procurements. The bulk of the grant will be
committed to individual purchases in the first 12 months.

H. Port Clearance and Inland Transportation

Sudan has a critical problem in both port clearance and inland
transportation of all but the highest priority imports. This
problem wil. be alleviated but not fully resolved within the next
few years. The present port situation is partially the result of a
lack of cargo handling equipment and reliance on railroad freight
cars both within the port and for inland transportation.

A.I.D, will apply the standard 90 days port clearance and the 12
months utilization period requirements, These, with constant
follow-up and pressure on both buyers and transportation officials,
should serve to expedite the movement of A.I.D. financed cargo. At
pregent, there is an extremely large backlog of GOS public sector
imports awaitirg inland transportation in holding areas outside the
port.
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1, Arrival Accounting and End-use Monitoring

At present, the GOS has an arrival and cargo clearance unit
established at Port Sudan for many, but not all public sector
imports. This office serves as a "Customs Broker” and forwarding
agent for the public sector. In addition, many public sector
agencies have their own representative offices at Port Sudan that
are charged with expediting their own organizational cargo through
the port and on to inward transportation. The Minlietry of
Cooperation, Commerce and Supply also maintains a cargo accounting
unit at both =he port and Khartoum for monitoring imports within
the Ministry's concerns.

There has not been a need under the previous CIP grants tc augment
the GOS monitoring capabilities. The public sector allottees under
the earlier CIP's have been greatly interested in receiving and
using their A.I1I.D. imports. As the volume of arriving cargo
increases, there may be a need to establish a monitoring unit
outside the GOS. In this respect, USAID has held discussions with
two foreign freight forwarders active in the Sudan., One of these,
an American corporation joint venture with a Sudanese freight
forwarder has indicated that if the need arises, an agreement
funded in local currency can be establigshed that will suit the
needs of A.I.D. in the areas of arrival accounting and port
clearances,

For end-use monitoring related to the utilization of A.I.D.
financed imports within 12 months of clearing the port, USAID/Sudan

will carry out inspections and evaluations with available staffing. .

J. Import Controls

1. Private Sector

The MCCS is responsible for establishing and implementing an.
annual (July 1 - June 30) import program in coordination with the
Ministry of Finance the Bank of Sudan, and various other government
units., The annual program consists essentially of estimates of
types and classes of imports, estimates of foreign exchange
requirements, and a balancing between anticipated needr and
anticipated purchasing power (foreign exchange availability).

Import licensing approval, a control against exceeding specific
annual quotas and foreign exchange availabilities, is shared
between the MCCS, the Bank of Sudan and Minstries having national
jurisdiction over a specific economic sector. For the public
sector, import approval depends mainly upon whether the import is
included in an approved foreign exchange budget and foreign
exchange 18 available., For the private sector there is a more
elaborate system consisting of annual quotas, usually by commodity,
but sometimes by trade protocol or country of origin, and
occasionally by importer.
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m2fﬁ;Import License Systems
EThere are three licensing systems currently operating.

—a., The "Open General Licensing System" (OGL) permits

S unrestricted or restricted imports of any commodity or
product. Limitations and classes of commodities or
products change frequently and are dependent upon decisions
of the governing "Economic Group"” chaired by the Minister
of Finance and National Planning.

b. A new version of the old "Consultation System” (CS) wucicuy

' import licenses for a specific purchase are issued
accordance with guidelines provided and administered by the
Ministry of Cooperation, Commerce and Supply.

c. "Special” Import Licences issued by the Ministry of
Cooperation, Commerce and Supply for either a class of
commodities or a specific purchase when funding of
international payments is not a demand on GOS owmed
resources. It is this system that is used for all
Commodity Import Program purchasing. It permits the
Ministry to both monitor grant implementation beyond the
purchase order stage and to control allocations.

K.H GOS Allocation and Control of CIP Funds

As indicated above, specific dollar amounts are allocated by the
GOS to individual governmental units and a single dollar amount for
specific commodities designated for private sector use, Control of
~the A.I.D. foreign exchange accounts/allocations will be maintained
by the Ministry of Cooperation, Commerce and Supply in coordination
with the MOFNP which i1s responsible for approval of GOS import
licenses.

Actual disbursement of any funds will be dependent upon the U.S.
supplier providing a full set of payment documentation, including
both the Form II (Commodity and Price Eligibility Approval), the
A.I.D. Supplier's Certificate attesting to compliance with a number
of A.I.D. regulatory concerns, and evidence that the cargo has
actually been shipped. Concurrent follow-up by both USAID and the
importer concerning arrivals will match received goods with paid
shipments., This will assure that CIP-financed commodities are
received and, ultimately through end-use checks, that the
comnodities are used as intended for the benefit of the Sudan's
economy.

L. Tentative Implementation Schedule

December 1982 Agreement Signed

December 1983 Conditions Precedent Met L
January 1983 First Letter of Commitment Issued
February 1983 ' First Shipment Made “ ,

o
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February 1983 First Shipment Arrives Sudan

June 1983 Grant Fully Committed (L/COMS)
October 1983 Final Shipment

January 1984 Final Disbursement

VIII. Other Considerations

A.

Impact of U.S. Balance of Payments

Some long-term positive impact of the U.S. balance of payments is
likely, as U.S. suppliers and exporters reestablish old trade
relaticnships and create new ones. Some long-temm benefits can also
be expected as a result of follow-up commercial orders.

This Commodity Import Program should help to increase the market -
share of U.S. suppliers. Trends in Sudanese trade with the U.S.
and other major suppliers are presented above in Table 5. At

present the U.S. accounts for about 10 percent of the Sudan's total.

imports.

B. Counterpart Generations

Under GOS budgetary/financial procedures, counterpart funds will be
generated by both public and private sector importers, although
only the private sector generations are actually made available for
joint programming. The Bank of Sudan will establish a separate
account for the counterpart funds generated and importers will
depoeit their counterpart funds when the foreign exchange 1is
disbursed. Use of the ccunterpart funds will be determined in
consultation between USALL and the GOS.

One probable use of the counterpart funds will be to meet the
public sector costs for port clearance, duties and inland
transportation costs for CIP goods., Costs for other public sector
goods at Port Sudan whose movement could be facilitated may also be
considered. While most public sector importers have sufficient
funds in approved budgets for the costs, these budgets are often
unfunded because of insufficient government revenues. However,
they virtually never have sufficient funds available to finance
road hauling, which runs two to three times as much as rail
transport to rural arcas and 70 percent higher than rail costs on
paralleling all weather roads. Another possible use will be to pay
a private fim active in Port Sudan to conduct arrival accounting
functions and expedite inland transportation. USAID does not have
the necessary staff to perform this function itself.

C. Trust Account Deposit

The Government will make deposits of local currency to a Trust
Account in the name of the U.S. Disbursing Officer upon request of
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b A.I.D. and subject to approval by the Government. Deposits in this
Trust Account will be in local currency and equal to 10 percent of
" the value of this grant. Disbursements from the Trust Account may
be made by the Govermment of the United States to cover the program
and administrative costs of the United States Assistance Program,
and administrative costs of other elements of the U.S. Mission in
the Sudan,

D. Internal Financial Effects

The counterpart expenditures should not have an added inflationary

impact, as they will be used only for items already in the
Development Budget of the GOS. To the extent budget provisions
have not been allowed for commodities financed under the CIP
program, reallocations will be undertaken so that all quantitative
targets estzblished under the GOS' current stabilizaton program are
maintained.

E. Use of U.S. Government Excess Property

Given the nature of the items for which the GOS has allocated
funds, it is unlikely that U,S. Government excess property would be

appropriate for financing under this grant, However, USAID will reviéﬁ“;

the possibilities for such financing.

F. Relation to Export-Import (Ex-Im) Bank Credits

The Ex-Im Bank currently has an exposure in the Sudan of about $20
million. this total includes $16 million in project loans and $4
million in guarantees and insurance. Past delinquencies of $2.7
million, which caused the suspension of further U.S, supplier
credits to the Sudan were rescheduled eurly in 1980, Ex-Im
activity toward increased exposure is to be deterined subsequent to
a review of the Sudanese ability to meet the rescheduled debt
commitments.

There were two small Foreign Credit Insurance Association (FCIA)
loans completed in 1980, based upon long standing past ,
acceptances., However, there has been nothing new considered for
1981. The CIP grant for FY 1983 will complement, not conflict,
with Ex-Im Bank activities,

G. Relation to the Overseas Private Investment Corporation (OPIC)
Program

OPIC was established to promote U.S. private investment in
developing countries by making loans to overseas ventures and
providing insurance against war, currency inconvertability and
expropriation. For Sudan, OPIC emphasizes transportation and
agricultural projects.

- Before 1979, OPIC had issued four insurance policies covering_$12;$f]f
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39
million in investments in the Sudan., During the period 1979-1981,
‘additional OPIC coverage of $20 million was issued for activities ,
‘in transportation.’ , ;

This CIP grant should complement OPIC' increased activity;in the'
Sudan, - o ) :

Recommendation

It 18 recommended that a grant to the Government of the Democratic
Republic of the Sudan of thirty million dollars ($30,000,000) be
authorized for financing the importation of selected commodities, and
commodity related sarvices.

A. Terms and Conditions

1, Conditions Precedent to Grant Disbursement.

--The Government of Sudan will provide the United States Government

~with a 1ist of its essential import needs for the next four months
and indicate thereon the expected sources of finance for these
imports.

—~The Government of %5udan will provide the United States Government
with a 1ist of the eligible items it proposes to procure with this
grant.

=~The Government of Sudan will provide the United States Goveinment
with an updated report on the status of theo Counterpart Arccuats
generated by this Commodity Import Program Grant,

2. Terms and Covenants of the Grant.

~=To the extent that the Government of Sudan controls the prices of
import related goods and services, and with the exception of
certain ess:ntial commodities previourly importcd at the official
exchange rate, for which controlled prices will be increased
gradually, the controlled prices will be maintained at levels that
reflect the prevailing rate of exchange.

The Government of Sudan will ccutinue its review of revenue policy
and procedure and initiate measures to reform its tax structure
(especlally with regards to indirect taxes, such as customs

tariffs, excise and consumption taxes, development sales taxes, and
related levies) to ensure the collection of adequate domestic
revenues tc meet the Govermment's economic stabilization objectives.

—~The Government of Sudan will continue to review its foreign
exchange and import licensing systems to ensure that they function
effectively in meeting the needs of the private sector, consistent
with the priorities estatlished for the use of the Sudan's limited
foreign exchange rescurces.
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”? f--The Governrient of Sudan will determine and institute poliéy
- reforms necessary to encourage increcsed private savings and

investment, particularly from Sudanese working abroad.

-~The Govermment of Sudan will issue regulations in implementation
of 1its investment code and undertake other measures necessary to
encourage foreign and domestic private investment in developing the
economy, particularly in the agricultural sector.

-~The Government of Sudan will review its policies and procedures
relating to the import and distribution of petroleum products, and

as determined appropiate, increase privi _e sector participation in

the importation and distribution thereof.
~—Procurement will be restricted to A.I.D. Geographic Code 941, .

--Commodities procured under this grant may not be used in the

. production of palm oil or citrus products.

- ==An equivalent of 10 percent of the local currencies generated by
‘this grant shall be deposited by the Govermment of Sudan into a

Trust Acount for use by the Government of the United State to cover
program and administrative costs of the United States Assistance

Program and administrative costs of elements of the U.S. Mission in

the Sudan.

--Such other terms and couditions as A.I.D. may deem advisable.

Authorities

Approval 1s given USAID/Sudan’to-sign and ‘issue implementation:
letters and Commodity Procur:ment ‘Instructions’ under this grant



 5€(1) - COUNTRY CEECKLIST

Listed below are statutory ‘
criteria applicable generally to
FAA funds, and criteria
applicable to individual fund
souzces: Development Assistance
and Economic Support Fund.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBLITY

1. FAA Sec. 481. BHas it been
determined that the :
government of the
recipient country has
failed to take adequate
steps to prevent narcotie
drugs and other -
controlled substances (as
dafined by the .
Comprehensive Drug Abuses
Prevention and Contrel
Act of 1970) produced or
processed, in whole or in
part, in such countrv, or,
transported through such
country, from being sold
illegally within the
jurisdiction of such
country to U.S.
Government personnel) or
their dependents, or from
entering the U.S.
unlawfully?

2. FAA Sec. 620(c). 1If
assistance is to a
government, is the
government liable as
debtor or unconditional
guarantor on any debt to
a U.S. citizen for goods
or services furnished or
ordered where (a) such
eitizen has exhausted
available legal remedies
and (b) the debt is not
denied or contested by .
such government?
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-2-
FAA Sec. 620(e)(1). 1If

assistance 15 to a
government, has it
(including government
agencies or subdivisions)
taken any action whiech’
has the effect of
nationalizing,
expropriating, or
otherwise seizing
ownership or control of
property of U.S. citizens
or entities beneficially
owned by them without
taking steps to discharge
its obligations toward
such citizens or entities?

. PAA Seq, .532(c), 620(a),

20(£), 620D; FY 19
Approvriation Act Secs,

2 and 513, . Is
recipient country a
Communist country? Wwill
assistance be provided to
angola, Cambodia, Cuba,
Laos, Vietnam, Syria,
Libya, Irag, or South
Yemen? Will assistance
be provided to
Afghanistan or Mozambique
without a waiver?

ISDCA of 1981 Secs. 724,
727 and 730. Fot
specific restrictions on
assistance to Nicaraqua,
see S2c. 724 of the ISDCA
of 1981, For specific
restrictions on
assistance to El1
salvador, see Secs. 727
and 730 of the ISDCA of
1981.

PAA Sec., 620(4). BHas the
country permitted, or
failed to take adegquate
measures to prevent, the
damage .or dessruction by
mob action of U.s.
property?

No

N.4.

Mo


http:damage.or

7.

.
8.

-3-

FAA Sec, 620(1l). BHas the
‘country failed to enter

into an agreement with
oPIC?

FAA Sec. 620(9); .
Fishermen's Protective
ACt of 1267, as amended,
Sec. 5. (a) Has the
country seized, or
imposed any penalty or
sanction against, any
U.S. fishing activities
in international waters?

(b) 1If so, has any
deduction required by the
Fishermen's Protective
Act been made?

" FAR Sec. 620(g): FY 1982

ADDrooriation Act See.
l17. (&) Eas the

- government of the

10.

recipient country been in
default for more tiram’ six
months on interest or
principal of any AID loan
to the country? (b) BHas
the country been in
default for more than one
year on interest or
principal on any 0.S.
loan under a program for
which the appropriation
bill appropriates funds?

FAA Sec. 620(s). 1If
contemplated assistance
is development loan or
from Economic Support
Fund, has the
Administrator taken into
gccount the amount of
foreign exchange or other
resources which the
country has spent on
nilitary equipment?
(Reference may be made to,
the annual "Taking into

" No

Mo,

‘Atfpreéent_Sudan'ie not
- in arrears op loan

repayments to A.I.D.

._Nb

 Yes:
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12.

i3.

-4,

Consid.ration® memo:
*Yes, taken into account
by the administrator .at
time of approval of
Agency OY3." This
approval by the
Administrator of the
Operational Year Budget
can be the basis for an
affirmative answer during
the fiscal year unless
significant changes in
circumstances oceur.)

PAAL Sec. 620(t). Bas the
country severed
diplomatic relations with
the United States? 1f
80, have they been
resumed and have new
bilateral assistance
agreements been
negotiated and entered
into since such
resumption?

FAA Sec. 620(u). What is
the payment status of the
country's U.N.
obligations? 1If the
country is in arrears,
were such arrearages
taken into account by the
AID Administrator in
determining the current
AID Operational Year
Budget? (Reference may
be made to the Taking
into Consideration memo.)

FAA Sec. 620A: FY 1982
ADDLODr1a=10n AcCt Sec.
520. Has the country
aided or abetted, by
granting sanctuary from
prosecution to, any
individual or group which
has committed an act of
internaticnal terrorism?
gas the country aided or

~The Sudan Government severed

diplomatic relations with the
U.S. in 1967, but such relations
were resumed in 1972. The 1958
Bilateral Assistance Agreement
was reconfirmed in 1971 and
remains in effect.

Sudan was- not considered to have
been in arrears on payments of
its U.N. obligations at the time
that the A.I.D. administratinn
approved the FY 82 OYB.
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5.

6.

abetted, by granting

; sanctuary from

prosecution to, any

. individual or group which
has committed a war ecrime?

PAA Sec. 666. Does the
country object, on the
basis of race, religion,
national origin or sex,
to the presence of any
officer or employee of
the U.S5. who is present
in such country to carry
out economic development
programs under the PAA?

PAA Sec. 669, 670. Bas
the country, atter August
3, 1977, delivered or
received nuclear
enrichment or
reprocessing equipment,
materials, or technology,
without specified
arrangements or
safeguards? BHas it
transferred a nuclear
explosive device to a
non=-nuclear weapon state,
or if such a state,
either received or
detonated a nuclear -
explosive device, aftar
August 3, 19772 (FAA
Sec. 620E permits a
special waiver of Sec,
669 for Pakistan.)

&

IspcA of 1981 Sec. 720.
was the country
represented at the
Meeting of Ministers of
Poreign Affairs and Heads
of Delegations of the
Non-Aligned Countries to
the 36th General Session
of the General Assembly
of the U.N. of Sept. 25

and 28, 1981, and failed

{pr

‘No

Mo

Sudan was represented at this
meeting and to date has not
disassociated itself with the
communique in question. - This
action on the part of Sudan
has been considered by the
U.S. Government (see Taking
into account memo dated
January 15, 1982) in approving
the Agency's EY 82 OYB.

.U%
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‘to disassociate itself
‘from the communique

issued? 1If so, has the
President taken it into
account? (Reference may
be made to the Taking
into Consideration memo. )

ISDCA of 198]1 Sec. 721.
See special requirements
Zor assistance to Haiti.

B. TFUNDING SOURCE CRITERIA FOR
- - COUNTRY ELIGI3ILITY

1.

Development Assistance

country Criteria,

2. FAA Sec. 116. Has the

- Department of. State

determined that this
government has engaged in

2 consistent patter °£a;.

gross violatiens o
internationally
recognized human :ights?
If so, can it be
demonstrated that
contemplated assistance
will di:ectly benefit the
needy?

geconomic Support Fund
country Criteria

a. Sec, 502B. BHas
it been determined that
the country has engaged
in a consistent pattern
of gross violations of
internationally
recognized human rights?
if so, has the country
made such significant
improvements in its human
rights record that
furnishing such
assistance is in the
national interest?

No



b. ISDCA of 1981, Sec.

7251b). 1f ESF 1S to be  This activity will:provide
uraished to Argentina, aséistance ‘using FY 83 ESF. to
has the President Sudéﬁ””f” e s e
certified that (1) the (O

Govt. of Argentina has -
made significant progress
in human rights; and (2)
that the provision of
such assistance is in the
national interests of the
U.S.?°

€. ISDCA of 1981, See.
J26(b). If ESF
assistance is to be
furnished to Chile, has
the President certified
that (1) the Govt. of

gg;ﬁ;ﬁ?zzn?aggogresé ‘n This activity provides assistance
bumen rights;-(2) it is .“9133‘E¥{83‘E33“96f8“§gn‘

in the national interest
of the U.,5.; and (3) the
Govt., of Chile is ng$
aiding international
terrorism and has taken
steps to bring to justice
those indicted in
connection with the
murder of Orlando
Letelier?



%InitillTEnvironmental Examination’
S .or Categorical Exclusion

Country Sudan N
'Title.¢ fSudan Commodity Import Program Grant
Funding ;Fy -83 (ESF Account) $30 million. |

PeriodAof“Assiatance:~anThe terminal date for requesting
.disbursement authorization is 12 months from
. the date of the Grant Agreement. The
‘terminal disbursement date is 24 months from
" the date Conditions Precedent were met. :

IEzrptéigfégfhfifﬁug,ﬁ Thomas F. Cornell, AFR/EA.

Environmental Action Recommended. ‘Categorical Exclusion under AID
. regulation 16, Paragraph 216. 2(c)(2)(ix)

Conéugrgﬁéégmﬁ,***
BRI o Edward Spriggs,
Director, AFR/EA.

Bureau Environmental Officer a Decia

" arvroveds, ZJ, Y M,Mu

Disapproved'
- Date: /e

‘Cloarance. R

:‘.‘,’. "‘5‘;"" R " | S
 AFR/PD/EAP: MBakerW
GC/AFR DRobertson )




Examination of Nature, Scope and Magnitude of Environmental Impacts.

VI.,Dééériptidn of the Project.

"The project proposes to provide a commodity import grant of

~ $30 million to the Government of Sudan (GOS) from the .
-Economic Support Fund on standard A.I.D. terms. The
‘principle objective of this grant is to provide Sudan with
urgently needed imports of the highest economic importance
and political sensivity, thereby permitting the GOS to
undertake an array of difficult policy refo:ms. A second
objective is to increase support to the private sector
where feasible.

Commodities will be selected from the list of eligible
commodities (Handbook 15, Appendix B), all of which have
been screened for any adverse effects they may have on the
environment. No pesticides will be imported under the
proposed grant and USAID/Sudan will inform the GOS and
AID/W prior to the purchase of any potentially hazardous
materials or uses once these become known.

‘II. Recommended Environmental Action.

In accordance with AID Regulation 16, Section 216.2(c)(ix),
~assistance under a Commodity Import Program is eligible for
categorical exclusion from environmental procedures when,

"prior to approval, AID does not have knowledge of the
specific commodities to be financed and when the objective
in furnishing such assistance requires neither knowledge,
at the time the assistance is authorized, nor control,
during implementation, of the commodities or their use in
the host country"”.

As the contemplated grant assistance fulfills both the

qualifications cited above, it should be granted a _*¥ f
~categorical exclusion. - '
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Country Development Strategy Statement - FY 1983.
‘ Sudan, January 1981 -

Agency for International Deve]opment Annual Budget Submission - FY 1983
Sudan, June 1981 -

Bank of Sudan, 21st Annual Report’'- 1980
- March 1981 ‘ '

,Economic and Financiai Statistics Review,.
' January-March and Apri]-aune 1981 .

Foreign Trade Statisticai Digest,
January-March and April-Jdune 1981
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Sudan M1n1stry of Agricu]ture - Current Agricu]tura] Statistics.‘ i
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. Nor'ld Bank Memorandum on; ‘the ‘Economy OT >uaan,
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- 56 -



The . origmnal document contained the ESF Cable Series,(lqu)

':1ncluded the_following.

1‘Kharto 1095Q;
‘]State 319146
Knaxgq 10056

~ Kharto 10056
‘Khérto 10056

Kharto 09744

State 301723
‘stagelzseeee
Knérto_leBS
Khafto‘10822
Kharto 10501

Kharto 10822;

Kharto 10501

KConfidential)
‘(Limzted Off1c1a1 Use)
(Limzted Official Use)
(Limited 0ff1cia1 Use)
(Limited Official Usef
(Confldential);
f(Confldentialr
(confidential)
(Unclassified)

(Unclassified)

(Unclassified)

(UnclaSSLfled)
(Unclasszfied)



THE PRESIDENT

“Khartoum 25.9.1982

~ Mr. President and Dear Friend,

Last November I announced anveconomié reform and fiscal austrity
program which inciuded, inter alia, a'significant devaluation of

the Sudanese pound of 80%, removal of all subsidies on commodities,
production incentives, control of public expenditure, rehabilitation
of existing capital stock.. etc. This program was formulated in
coordination with both World Bank and International Monetary Fund.

Some of the measures have been harsh on our people and have naturally
given the disruptive elements in our country a chance for political
exploitation, at a time we so much needed stability to support the
peace efforts and forces in the area; and at a time our country is

receiving increasing influx of refugees from six neighbouring countries.

Mr. President and Dear Friend.

At present we are conducting a further dialogde with both the World

~ Bank and the Fund for a recovery program on which we have reached an
agreement on all the basic issues. Our only difference with the Fund
is on the EXTENT of another adjustment in the rate of exchange which
we believe should not, at present, exceed 30%, whereas the Fund insists
on 45%. Such an issue we believe should not, in the circumstances, be
considered on purely technical basis, void of social and political
constraints. We are therefore seeking your support.

We also seek such support in an increased level of US aid particularly
in wheat imports over the next few years in addition to the present
level until our current plans with the World Bank for restructuring
the agricultural sector are fully implemented.




v,Hé take this opportunity to thank you personally and to express 
our gratitude for the members of your esteemed government and |
the American People for their continuous support to Sudan in the
past and we look forward to more coaneration under vour abla
1eadership in the future,

With our best wishes of good health and continued happiness.
please, accept, Dear Friend the assurances offpur highest
consideration and gratitude. |

Sincerely

=

GAAFAR MOHAMMED NIMEIRI
PRESIDENT OF THE DEMOCRATIC
o REPUBLIC OF THE SUDAN.
"H.E. RONALD REAGAN

PRESIDENT OF THE UNITED

STATES OF AMERICA,

WHITE HOUSE,

WASHINGTON.

\'PV
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THE WHITE HOUSE
' WASHINGTON

October 22..:1982:

" ‘Dear Mr. President:

- I read your letter of September 25 with great
interest and concern. Virtually all countries,
including my own, are experiencing economic
difficulties but Sudan's burden has been a
particularly heavy one.

Let me express my admiration for the courageous
course of economic reform you have taken for the
betterment of the Sudanese people. The United
States Government has enthusiastically supported
the efforts already undertaken, and I want to
assure you that you can expect the continued full
support of the United States as you work to
consolidate the gains alreudy attained and continue
on the difficult and treacherous path towzrds a
rejuvenated economy. In this regard, while it is

" contrary to longstanding USG policy to intervene

in International Monetary Fund negotiations with
member nations, the United States has been working
hard to foster the sort of broad support within

the creditor and donor communities that Sudan
needs. If we are to succeed in this effort, however,
it is crucial that Sudan and the International
Monetary Fund reach agreement on an appropriate set
of economic policies that will not only provide the
basis for sustained economic growth, but will also
serve as a focal pbint around which Sudan's friends
can rally with the complementary debt relief and
other balance of payments assistance.

Finally, mindful of Sudan's difficult times, my
Administration has allocated over $30 million in
assistance this fiscal year under our Food for Peace


http:Governmf.nt

- program, an increase in funding over previous Years.,

I hope this will ease some of the burden of your
people. ‘

Sincerely,

( EcmhoSCL.{QEU1iSn»\
- His Excellency

Gaafar Mohammed Nimeiri

President of the Democratic Republic
of the Sudan
Khartoum
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ACTION AID-@0 ‘
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"FM-AMEMBASSY KHARTOUM

TO SECSTATE WASHDC IMMEDIATE ooo2
UNCLAS KHARTOUM 18935

AIDAC

. E.O. 12356: N/A : - LA :
"SUBJECT; PROPOSED scowom1c supponr FOR THE SUDAN: FY 83 CIP

REFi A} KHARTOUM 18822, B) STATE 333728 ‘=nv7-enfetew

.1, -WITHIN DOLS 200 MILLION CIP REQUIREMENTS LIST PROVIDED

REF A, USAID CONSIDERS FOLLOWING LIST TOTALING DOLS 50 MIL-~
LION TO REPRESENT THE SUDAN'S MOST URGENT NEEDS, EXCLUDING
OF COURSE PETROLEUM/PRODUCT WHICH GOS HAS REPORTEDLY
COVERED UNTIL FEBRUARY BY WRINGING LAST AVAILABLE FX CREDIT
FROM BANKING SYSTEM. IN THE ABSENCE OF DEFINITIVE GOS
PRIORITY LISTS WITHIN DOLS 5@ MILLION AND DOLS 150 MILLION
AVAILABILITIES, WHICH ARE STILL AWAITING FINANCE MINISTER
MANSOUR' S RETURN TO SUDAN, ETA DECEMBER 3, THIS IS BEST WE
CAN DO NOW TO MEET AID/W NEED CITED PARAS 1 AND 3 REF B.
WILL ADVISE FURTHER FOLLOWING MANSOUR RETURN,

2. COMMODITY AMOUNT SOURCE
- ©OOLS MIiLION)

-  FERTILIZER 20,8 u. S.

-~  JUTE - g. 4 BANGLADESH
-  PUMPS 1.0 u. S,

-  BALING HOOPS 8. 9 u. S.

~+ SPARE PARTS - 4.0 u. S.

-~  TELECOMMUNICATIONS EOMT, 3.0 u. S.

-~  ROAD MAINTENANCE EQMT, 3.0 u. S.

-  PETROLEUM PROD. (LUBRICANTS) 7.8 u. S.

-~ INDUSTRIAL RAW MARERIALS 2.7 u. S.

"KONTOS

f@étiethffioe ‘
;Da’ e Received /2/3
‘e Action Due //;2//37 B

Date Action Tzken

UNCLASSIFIED
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P£SS TO AT/E AND AFR/ES

£.0. 12356: DECL OADB
TLGS: EBaID,. SU,.
803 VCONOMIC SUPPOBT ?OR'SUDAN

1. ZINTIRE TEXT CONFID NTIAL.

2. OUR OBJECTIVE IS T0 BE AS HEELPFUL-AS- POSSIBLE TO THE
SUDAN -TOVARD AVAILABICITY OF. SUFY¥ICIENT FORKIGN EXCHANGE
TOR ESSENTIAL IMPORTS OVER CRUCIAL NEXT TwO-THREE MONTHS,
PENDING DISBURSEMENT UNDER IMF-STANDBY... TEE QUESTION 'NOW
PRESENTED IS WHETHER .THERE -ARE. ENOUGH SUCH BSSENTIAL .
IMPORTS ELIGIBLE FOR FINANCING -UNDER THE CIP AND READILY
PrOCURLBLE THEKEUNDER TO MACE NPTIMUM .USE OF $5¢ MILLION

NOW AVAILAXLE,

3. PER DECEMBER 2 XHARTOUM:CABLE.ON CIP, IT IS APPARENT.
THET 2¢ MILLION OF FPERTILIZER -8 MILLION.OF JUTE PRODOCTS
AND -LISELY $7.MILLION OF -LUBRICANTS FITS ‘TEIS "DESCRIPTION
IN £DDITION, THERE ARE .PHARMACEUTICAL AND PESTICIDE..
R¥QUIRXMENTS THAT ARE EQUALLY URGENTLY NEEEED BUT VOULD

LT BEST BE SLOW MOVING UNDER CIP. i
- "CONEIDENTILL -

Bact mmﬂmm@ Documem oy


http:HELPFUL.AS
http:031715Z:"/.41

CONFIDWNTIAL’

PAGE ¥2 ABARTO 1vyS5p 0317122

L. . BELATIVE TO OIL, MINISTER OF ENERGY SHARILF L TUHAN]
05T SNTORMED USAID DIRECTOR TBAT SUPPLY IS TILL NOI
SSURED. HE SAID THAT SMALL OIL TRADING FIRMS OPERATING
FroM THE SPOT: MARCET ARE WORLING ON THEIR Own BANKS 10
PROTIDE SUPPLYEZE CREDITS. IF ALL CREDITS ComE THROUGE,
TRERF SHOULD BE SUFFICIENT SUPPLY FOR ABOUT THREE MONTHS.
TUHAMI THUS CONFIEMS STATEMENT OF ACTING FINANCE MINISIER
%2SEIR ISHAG REPORTED SEPTEL THAT ¥UEL SUPPLY FOR NEXT
V4RTE MONTHS FAR FROM SECURE. ACCORDINGLY, CIP FINANCING
OF SOME OIL MIGHT BE RIGELY USEFUL, BUT TUHAMI AGHEES
T:8T £8 LONG AS SUPPLIEKR CREDITS ARE AVAILABLE FOR OIL,
725y, RAT4ER THAN CIP SHOULD BE USED, LEAVING CIP FOR NEEDS
v¥1CH COULD NOT OTEERWISE BE FINANCED. '

5., "IF¥ AT LEAST $15 TO 2¢ MILLION. OF OIL Wigk T0 BE
wINANCED UNDER CIP, 1BERE WOULD BE NO NEED ¥OR ADVANCE
MECHANISM. I¥, BOWEVER, AS APPEARS #MORE LIKELY, OIL NEEL
«0T BE FINANCED BY CIP, THXRE WOULD REMAIN ABOUT %15 TO

»¢ MILLION-OF TEX CIP WHICE wOULD 3£ USE¥UL FOR URGENT ¥Y
RFPQUIREMENYS NOT READILY PROCURED UNDEXR cip, .£E.G., PESTI-.
CIDES, PHARMACEUTICALS, SPARY PARTS, ETC. PROPOSED ADVANCE
»ECHEANISM WOULD NOT ONLY ASSURE OPTIMUM UTILITY OF $50
#ILIION IN SUCH CONTINGYNCY, BUT wOULD PROVIDE CLEAR C
SIGNLL TO GOS|LEADERSHIP TAAT VU.S. WAS TAKING EXTRAORDINARY
MPASURES TO HELP GOS IN ITS TIME OF NEED. AT & TIME WHEN
TuTRNTIONS O¥ilU.S. 4S5 WXLL 'AS 1MF ARx BEING QUESTIONED,
C€UCE SIGNAL wOULD BE EELPYUL IN ENCOURRGING GOS T0 TALE
DTAPISARY DIFRICULT MeaQURRS TNNER_JHF _STaNDRY. LEREPMBNT

6. £CCORDINGLY, EMBASSY AND USAID STRONGLY RECOMMEND THAT
CIP AUTHORIZATION INCLUDE PROVISION ¥OR UP TO 320 MILLION |
ciep sNYANCE BGAINST. EQUIYALENT BANK OF SUDAN 1/COM ¥OR %
PKOCUREMEINT OF CIP ‘ELISIBLE COMMODITIES OVER SUBSEQUENT 12
MONTES. aONTOCS ' '
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PAGE M) _ SHARTO 18122 EN2ANSL 3326 811515 AIDBIAS KKARTO 19122 132851 3326 91318 AID!
ACTION AlD-08 . EMBASSY, POSSIBLY BY DECEMBER 2.KONTOS :
ACTION CFFICE  &FEA-B)

INFO Azaf-D2 &FCP-D1 Fn-B2 C-B1 CALI-G2 CPI-82 AFDA-B1 RELO-BL

JEeTey macvear sp10 AY 1201

INFO_ OCT-BD  INR=1@ 4F-UD  CIAL-CD EB-Di  INPE-BO /86D V
ceeesseccreeoacaacfi§227 8112082 /30

D £110527 BEC &2
FM LUERERZTY KHARICUN
T0 SECSTATE WASaDL INMEDIATE 9943

* UNCIAS KNARTOUM 10022 ' - - A,F'Eﬁ-

.. 0 i e W - | PN

_RIDAL e‘:’ . Z‘:: e t‘—-- ~ .
E.0. 12256 N/A ’ ’-’?_-;3- P
SUBJECT: ECONDHIC SUPPORT FOR THE sum ﬁ (R AT
: i W & s “ IR
REFIRENCES: (A) STATE 338368 @) STATE 2191, " ‘B'{?‘ﬁﬁ‘a%" SLLiA
() KHARTOUM 18056 () MUDGE/CORNELL § E; Y N C ;y
- TELECON OF NOV 24 : (] u’ﬁg Wréa’s 8

1.. BASED OH DISCUSSIONS WITH OFFICIALS OF THE COS MINIST-
RIES OF FINANCE AKD COMMERCE, FOLLOWING IS TENTATIVE EXPA=-.
ROED CIP L1ST REQUESTED REFS (A) RND (B). LIST 1S ARRANG=
ED BY CATEGORIES 1N APPROXINATE ORDER OF PRIORITY, GOS
STILL WORKING ON NMORE REFINED ALSIGHMENT OF PRIORITIES,
WEIGHING LESS ESSENTIAL PORTION OF HIGHER PRIORITY CATEG-
ORIES RGAINST MORE ESSENTIAL PORTION OF LOVER RAMKED CAT-

- EGORIES, VITHIN TVO LEVELS OF CIP AVAILRBILITY: 358 MIlL{-
OR AKD 3159 PILLION, FIGURES CITED ARE IN DOLS MILLION:

- FERTILIZER . 4
- = JUTE/BALING HOOPS. s
- PRARRACEUTICALS , ]
C - PETROLEUN 3
- WHERT/WHEAT FLOUR ' 38
- TALLOV 16
- SPARE PARTS 14
- AGRI MACHINERY AND EQUIPNENT 1
= ROAD MAINTEMANCE EQUIPHENT ]
= RAILVAY [O4T. AND SPARE PARTS 4
=7 7 TELECONMUNICAT IONS EONT, 6
-. IKDUSTRIAL INPUTS AND ECMT, 15
- CHERMICALS AMD TINPLATE * H
- TRUCKS, TRAILERS AND BUSES s
- CRILLING ECHT. AND PUMPS PR |
- .28

2. DURING DISCUSSIONS, USAID OFFICIALS NOTED THAT DUE 10
PROSURENENT DIFFICULTIES UNDER CIP REGULATIONS PHRRMACEU-

TICALS WOULD BETTER BE PURCHASED FROM OTHER SOURCES OF

FOREIGN EXCHANGE. ALSD, WE NOTED THAT WE WIRE SECKING AN

CINCREASE IN PL 438 TO FINANCE UNEAT/WHEAT FLOUR INPORTS

RATHER THAN DRAW ON CIP AVAILEBLE FOR OTHER ESSEXTIAL IMP-

ORTS. SIMILARLY, REGARDING PETROLEUN, VE NOTED THAT WHILE

CIP COULD BE USED, ‘IT VEULD BE BETTER 1D ARRAHGE SUPPLY

FRCY SAUDI ARABIA AND DTEER FRIENDLY OIL PRCDUCING COUNTR-

ILS FCR WNOM OIL 1S YHf PREFERRED FORM &F ASSISTZHCE, CO-

KCERKING CURPENT REPORTS THAT SUDAN HAS ARRGHGED CREDITS

T0 COVER 115 PETROLEUM RIQUIREMENTS FOR HEXT 3-4 HOUTHS,

STATE MINISTER FOR FINZNCE, BASMIR ISHEG, SEID THAT GOS

KAS ONLY BECH AELE Y0 LIKE UP FINANCING FOR 2-3 WEEK ZUPPe

LIES ON QUOTE MENZ-TO-HOUTK BLS!3 UNQUCTE, WE REHINDED

-G05 THAT QYR REBILITY 1D FINEHCE PLTROLEUNM DIRECTLY uumlsest A’V‘allabla Docum nt
CIP LS LIKITED 10 CODE 343 CCUNTRIES, VHICH AMONG WEIGH-

EORING OIL PPODYCERS INCLUDES OWLY EGYPT,

3. VT VILL FORVERD HORE OLFINITIVE PRIORITY LISTS AFTER
THEY ®AVE PEEN RECEIVEOD FROM HINFEP AND REVIEWID BY UIAID/

INGCEASSIFIFN
)'99
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PAGE @1 KHART
ACTION AID-20

ACTION OFFICE A=

INFO AAAF-@2 AFDR-=
AFDA-0@1 RELO-

INFO oOCT-0g AF~020

O 141400Z MAR 83

FM AMEMBASSY KHARTOUM

TO SECSTATE WASHDC I
UNCLAS KHARTOUM ©237
AIDAC

FOR AFR/EA, PASS TO

E.O. 123581 N/A
SUBJECT: SUDAN: FY 1
- (850-K~604)

REF: (A) STATE 42880

1. PURSUANT TO RECE
PRESSED GOS FOR FIRM
UNDER ADDITIONAL DOL

2. WE HAVE JUST BEE
MINISTER OF FINANCE
FINALIZED AND CONTAI

A, DOLS 2 MILLION F
CRITICAL POLICY ISSU
TICULARLY THOSE DESI
PATING IN ACTIVITIES
STATAL ENTERPRISES.

B8, DOLS 5 MILLION F
PARTS, TOOLS, ETC, T
SYSTEM.

C. DOLS 3 MILLION F
RAILWAYS, .

D. DOLS ! MILLION T
SAFETt,EQQIPMENTV .

E. DOLS 6 MILLION T
MENT, EXCLUDING SUGA
F. DOLS | MILLION F
BY THE PRIVATE SECTO

o @2371 1414002 ) 1986 @86763 AID9165

@
06 FM-02 C~0! CALI-02 CPP-01 CPS~@2 CSE-D2
@1 TELE-@1 MAST-0@1 AFPM-@1 /026 A4 814

OSSR i on i v et e o o G D e e e e e Gm e = o

. /045 W
S eesSemeemee—ce--062134 141408Z /38

MMEDIATE 1755
1

ARTHUR MUDGE, DIRECTOR -

983 COMMODITY IMPORT PROGRAM

,  B) KHARTOUM 1274

IPT OF REF A, USAID HAS CONTINUALLY
INDICATION OF PROPOSED ALLOCATIONS

S 20.¢ MILLION ESF. .

N INFORMED MARCH 14 THAT LETTER FROM
AND ECONOMIC PLANNING TO USAID IS BEING
NS FOLLOWING BREAKDOWN:

OR TECHNICAL ASSISTANCE TO HMELP ANALYZE

ES AND IMPLEMENT POLICY REFORMS, PAR-

GNED TO PROMOTE PRIVATE SECTOR PARTICI~
CURRENTLY RUN BY GOVERNMENT OR PARA-

OR POBLIC SECTOR' PURCHASE OF SPARE ;///
O REHABILITATE TELECOMMUNICATIONS

OR PROCUREMENT OF SPARE PARTS BY éUDAN1 ?/<

O CIVIL AVIATION AUTHORITY FOR FLIGHT. *V(”L

O KENANA SUGAR CO. FOR PARTS AND EQUIP- N

R MAKING MACHINERY. ) . SORNEIE SV
OR PROCUREMENT OF INDUSTRIAL CHEMICALS c/fg:
R INOT PESTICIDE). o

G. DOLS 1.5 MILLION FOR TINPLATE. _/

H. DOLS 8.5 MILLION
EQUIPMENT,

- 3. REGARDING THE DO
INFORMALLY EXPRESSED

WOULD BE THE EQUIVAL
BUTION INTO THE CORP

TO SUDAN N-REN FOR FERTILIZER MAKING 4V/,,f

LS 8 MILLION FOR KENANA, USAID HAS ‘
CONCERN ABOUT THIS BEING IDENTIFIED AS
S AND WAS TOLD THAT SUCH AN ALLOCATION
ENT OF THE REQUIRED GOS CARITAL CONTRI=-

ORATION. KONTOS

Iio Recsived ~J3/<£;§/<

Lo , V4

I2is Metlon Dua ;S/C;é;__
. . 7

Date Action Teken

 UNGLASSIFIED
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PAGE B) KWARTO 10505 1815131 2912 934951 A109D16 . KHARTO 38501 1310132 117 9951 AlDSBL
ACTION A1D-02 . FROM THE SIGKING OF AN AGREEMENT, THE GOS HAS REQUESTED A

semseen seemccee =-e ONE-YEAR PERIOD FOR IMPLEMENTATION, USAID RECOAMENDS A ONE-
ACTION OFFICE AFEA-8) YEAR PERIOD.
INFD AAAF-02 AFDP-BZ AFOR-B6 CC-B1 GCAF-01 GCFL-81 FN-B2 .

OL-91 C-B1 CALI-02 CPP-B1 CPS-02 AFDA-81 TVA-81 RELO-BI 2. COVEKAHTS TO AE INCLUDED IN CIP AGREEHERT WILL OE SuB-

JELe~8] MAST-01  AFPH-01 /031 A4 219 . JECT SEPTEL.
INFO OC1-08  AF-§2 AHAD-81 /836 ¥ ' 3. . ALSO ADVISE SOONEST (1) YOUR CONCURREKCE USE OF BOS AS

------- seeree-eae<d39567 1916181 /38 OFFSET (MPLEMENTING AGENT, (2} ANSVER JO SOURCE QUESTIDN

0 1310851 NOV 82 < RATSED PARA 1. C. ABOVE, AND (3) STEPS TO ACCELERATE FER-

FH ANENEASSY KHARTOUN TILIZER PROCUREMENT,KONTOS
. T0 SECSTATE WASHDC YHMEDIATE 5804 )

_ UNKCLAS KHARTOUH 18581

AlDAC

FOR DON 8OOTH, AF/E

£.0. 12356: N/A : ( )
SUBJECT:  PROPOSED ECONOHIC SUPPORT. FOR THE SUDAN

: oL IR L N o
REF:  STATE 318146 L ERT NS R E‘F £
tipkipgoi b ran B
1. USAID HAS REVIEVED AND DISCUSSED WITH OFFICIALS AT 6OS WP ALY el Lo

MIKISTRY OF FINANCE AND THE BAKK OF SUDAR, ALTERNATIVE Cip e
APPROACHES CITED REFTEL. FOLLOVING CONMENTS PERTAIN:

A. USAID AND GOS CONCUR THAT THE PREPARATION OF A NEW CIP
FOR FY 1923 PROVIDING FOR QUDTE NORKAL UNQUOTE ELIGIBLE
conMED I TIES WOULD BE PREFERABLE.

8. GOS CONCUR. IN THE PROCUREKENT OF UP TO DOLS 28 HILLION
FERTILIZER FROM A U.S. SOURCE AND HAS ASKED THAT THE PRO-
CUREFENT PRCCESS BE INITIATED AS SODN AS POSSIBLE, EVEN
BEFORE SIGNING OF THE NEW AGREEMENT IF POSSIBLE. NE WOULD
APFRECIATE A1D/W COUNSEL AND ASSISTANCE FOR THUS ACCELERAT-
§NG PROCUREHENT OF URGENTLY NEEDED FERTILIZER,

€. GOS HUCH APPRECIATES AID/M PROPCSAL FOR ADVAHCE DIS-
BURSEHENT OF UP 10 DOLS 38 HILLIOK, AND IS PREPARED TO SIGN
A HERORANDUM OF UNDERSTANDING THAT THE SUDAN WOULD JHPORT

- CIP ELIGIBLE CONMMODITIES EQUIVALENT IR VALUE TO THE AD-
VANCE. HOWEVER, PLEASE ADVISE WHETHER OFFSET PROCUREMENT
COULD NOT APPLY 10 CODE 941 AS VELL U.S. SOURCE PROCURCHENT,
REFTEL AHEIGUOUS O THIS POINT. ALSO, !N LIEV OF IMPLE-
MENTING OFFSET PROCUREMEMY THROUGH AN L/CON WITK A U.S.
BANK, GOS WOULD STRONGLY PREFER SETTING UP A HONITORING
SYSTEM AT THE BANK OF SUDAN. 1IN BRIEF, ON THE BASIS OF TRHE
CIP ELIGIBILITY CRITERIA CITED PARA 3.D. REFTEL, THE BOS
WOULD SCREEH IHPORT TRAKSACTIONS INVOLVING U.S. OR CODE 841
COUNTRIES, WOULD REPORT PERIODICALLY TO USAID ON PROGRESS
TOWARD FULFILLING THE IFPORT OFFSET RECUIREHENT, AND WOULD
PROVIDE SUPPORTING DOCUMEHTATION, REASON GIVEN BY GOS FOR
WANTING TO USE THE BOS RATHER THAN A U.S, BANK IS THE GOS

SENSE THAT GIVEN 1TS CURRENT F INANGIAL PREDICAMENT GOS B t A "l bl D . ‘
WOULD HAVE OIFFICULTY OPENING A: L/c:n VITH & U.S, BANK, es vai d e GCHﬁR@n

D. USAID IS SYKPATHETIC TO USIKG THE B80S AS THE INPLEHENT-
ING BANK INASHMUCH AS 17 wOULD ENABLE US TO HONITOR THE
OFFSET PROCUREMENT PROCLSS HORE CLOSELY. ALSO, IF THE GOS
MUST GO THE L/COM ROUTE, U.S. EANK WILL LIKELY REQUIRE SOHE
INDICATION OF U.S. BACKING EF NOT A GUARANTEE, WHICH WE
DOUBT CAN BE GIVIN. F£YI, THE GOS §S WILLING 70 SEND A B80S
OFFICIAL 10 THE U.S. IMHEOJATELY TO ATTEHPT TO OPEN AN
L/COH IF MECESSARY.

E. GOS I3 KOV PREPARING AN EXPANDED FY 1883 CIP LIST, WIIL

FORVERD AS SOON AS RECEIVED. ALTHOUGH {T EXPECTS TO BE AELE
TO FULFILL THE IRPORY OFFSET REQUIREMERT WITHIN SIX KONTHS

~ UNCLASSIFIED 19
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"PAGE B3 STATE 319146 8456 039561 AIDIEN
ORIGIN AlD-DB
ORIGIN OFFICE ArEA-T3
INFO AAAF-B2 AFDP-D) AFDR-95 PFCE-B1 PDPR-81 PPP-83 GC-BI
CCaF-BY GCFL-D) FN-02 OL-D! C-9) CALI-B2 CPP-R1 CPS-M
C3E-82 AFD&-D) E3-6) RELO-DY MACT-81 DO-P1 /037 AL 313
IKFO COPY-D1 !NR-1D  AF-DO EB-03 /7864 R

0CT-88

ORAFTED EY AID/AFR/LA:.F.CORKELL:B. CHAPNICK: 1W

APPROVID BY AID/DAA/AFR: G. PATTERSON

RID/LFR/PD:N.COKER  DRAFT)

AID/AFE/PDIERP: K. BAKIR (DRAFT)

AID/AFR/DF:R. HYNES

A10/AFF/DP: H. JOKHSON
" RID/SCE/CON/AL1: P, KALAK (BRAFT)

AI0/PPC/FB:R. NRANER

KID/M/FN/COUT: V. HOKEEL  (SUBS)

AID/GL/CCN: K FRIE®

STATESAF/E: DBDUTH

STATE/RF/EPS: L GARRISON

AID/LEG/PPD: MOSULL IVAN (DRAFT) ol PP
cermcsccmnmanenee= {36740 1302852 /68
0 1223051 NOV 82 : '
¥R SECSTATE WASHOC
T0 ANEMBASSY RHARTOUM IMMEDIATE

LINITED OFFiCIAL USE STATE 318146

Tt aloAC

£.0. 12356: N/A
TACS:
SUBJECT: PROPCSED ECONOMIC SUPPORT FOR THE SUDAN

" REF:  #) KNARTOUM 1036, 8) CORNELL/MUDGE TELCON OF
. WOV, 5, 1332, C) SYATL 292GE2, D) STATE 30723,
E} XHARTOUM 8744

3. WITH THE PRESSING KEED, FRODM BOTE THE POLITICAL AKD
ECOa0MIC POINYS OF VIEV, FOR KEY PRODUCTION INPUTS AND
HIGHLY SENSITIVE CONZUMPTION ITENS, NO KNOWUN STOCKS OR
ENTICIPATED DOMOR SOURCES AND CURREHT FOREIGN EXCHANGE
RESERVES Al KIL, AID/W PPPRICIATES MISSION'S STRONG
RECONMEHDATION FOR USG APPROVAL ©OF GO3 REOUEST FOR
INFIDIRTE RELLASE OF DOLS 50 MILLION ECONONIC SUPPORY
FUNCS FY 1833 CONTAINED REF A.

2. BECAUSE DF THE FO(SKTIAL INFLUCHCE OF THE CIP
FECKANISH ON CHAPIKG THE CORPOSITION OF GOS JMPORTS, AS
WELL AS THE STROWG U.S. DESIRE VO FINANCE CODE 343 SOURCE
AND ORIGIK CONMODITIES WITH OUR ASSISTANCE FUNDS, AID/W
WOULO PREFER TO HAINTAIN THE CIP HECHANISH IF AT ALL
POSSIBLE. .

3. THUS, RID/W REQUESTS USAID ASSESSHENT OF THE FOLLOWING . .

ALTERMATIVE CIP APRROACH:

A, AFR/EA WOULD PREPARE NEVW CIP REVISING LXISTIHG

{1912) CIP VITH USAID CABLE GUIDAWCE FOR DOLS S8 MILLION,
THIS A¥ENDHLKT VOULD PROVIDE FOR CUITE WDRMAL UNOUDTE
ELIGIBLE CONNCDITIES, THE LISY OF WHICH WOULD BE DETERMINED
IN LINE VITH PARA J LELOW. THIS CONMMODITY LIST WOULD
INCLUDT DOLS 28 HILLIDN FOR FERTILIZER FOR REASONS OUT-
LINED PARA 3 (C) BELOW,

B. VITHIN THE REVISED C§P, A.1.D. WOULD REVISE THE DIS~
BURZEFENTS PROVISIONS TO PERMIT OUOTE ADVAHCL DISBURSE-
HENT UNOUDTE FOR AN AHOURT UP TO DOLS 30 MILLION,

Department of State

VUV IUvV 1itu

TELEGRARM

* STATE 18346 §456 D366
C. [IMMEDIATELY UPON APPROVAL OF CIP, AID/V WOULD PRCIEED

70 IXITIATE PROCUREMENT OF UP YO DOLS 20 MILLION OF
FERTILIZER (IHC LEVEL SUGGESTED AS TOTAL UNFUNDED REOUIRE-
MENT OF GOS FOR WOVLMBER AND DECEMBER).

SER/COM ADVISEC THAT FOR THL ERERGENCY SITUATION DESCRIBED
REF &, K.1.D. COULD GREATLY CTREAMLINE THE PROCURMENT
PROCESS FOR FERYVILIZER THERLEY PERHMITTING PROCUREMENT FRCH
U,S. SOURCE ALMOST A3 FAST AT 60X COULD PROCURE ELSEWHERE,
GIVEN CURRENT FERTILIZER PRODUCTIUN SITUATION 1U U.S,,
AID/V HKS A PARTICULARY STRONG PREFERENCE TO EHCOURAGE

- U, S. PROCUREHENT OF THIS COHHDDITY,

b, WM [XtHlHG[;-UI WOULD WANT A FIRK UNDERSTANDING FRON
GOS THAT SUDAK WOULD 1MPORT, FROM THE U.S., COMHODITIES
EOUIVALENT 1K VALUL TO THE ADVANCL. PROCUREMENT OF THESE
COMNMODITIES WOULD BE DOCUMERTED ACCORDING TO A.1.D.
REQUIREMENTS AND B[ SUBJECT 10 ALL 4. 1.0. PROCUREMENTY
REGULATIONS USUAL FOR A HORMAL CIP, E.G., A.1.D. FORN 11
(COMMODITY ELIGIBILITY), A.1.0. FORW 282 (INVDICE AND
CONTRACT ABSTRACT), $0/58 SHIPPIMG,

PREFERRED MERHS DF INMPLEHENTING THESE PROCUREHENT PRO-
CEDURES WOULD BE FOR GDS 10 OPEN BANKING LETTER OF
COMMITHENT (N ITS OWN MNARE W & U.3. BANK IN THE SARE
MANNER THAT AID/V VOULD HAVE OONE i# THIS YEAR'T CIP,
GOS WOULD DRAW OOWN ACCOUNT USING BAKK ADMINISTERED
‘A, 1.D, REGULATIONS. ’

4, 1M RDDITION TD USAID/SUDEN ASSESSHEHT OF THE PROPOSAL '
OUTLINED IN PARA 3 ABOVE {I.E., OFF-SET OF ADVANCE)

A.1.D. ALSD REQUIRES USAID ASSESSRENT OF WETHER OF FOLLOW-
ING DEPENDING OM HECHENISH CHOSEN: A} FOR BANN{NG
ADHINISTERED COMMODITY PROCUREMENT FROM U.S.: REQUEST
LENGTH DF TIHE IT HIGET TEKE GOS YO DPEM ITS OWM LETTER
OF COMMITHENT IN U.S. BANK §K ORDER TO IKITIATE V.S,
CONMDDITY PROCUREMENT; OR B) FOR AW ALTERRATIVE PROCESS
70 OFFSEY AOVANCE: 1O FULLY DOCUMENT THE OFFSEY OF THE
AOVANCE, SHOULD AHOTHER HCCHANISM BE SELECTED. 1N CASL
OF AN ALTERMATIVE 10 &10/v PREFERRED BANK ADMINISTERED
OFFSEY, REQUEST SPECIFIC USAID CESCRIPTION OF ALTERNATIVE'
PROPOSED. '

8, ALSD REQUEST USAID FiKRL ASSESSHENT OF TIMING COR-
STRAINY SINCE ALTERNATIVE FUNDING MICHANISKS SUCH AS
PROGRAN GRANT (CASK GRANT) OR AHEMDHENT T0 1822 CIP FOR
FY 83 WOULD HDT FREE UP FUNDS FOR OBLIGATION UKTIL A

_ CONGRESSIONAL HDTIFICATION EIAFSED,

WITED OFFIEIAL USE

6. AID/W RECOGRIZES THAT PARR 4 REF A PRESEHTS SHORTEST
PRIORITY LIST FOR EMERGENCY ROVEMBER AND DICENBER PROD-
CUREMENT, ASSUMING THAT AJVAHCE NETHOD OUTL JUED PARA 3
ABOVE VERE USED, AID/W REQUESTS USAID/SUDAM TO PROVIDE
EXPANDED 1883 CIP COMMODITY LIST BEYOND THL FOUR PRIOR(=
T4ES FOR NDVEMEER AND DECEMBER AKD ALSO BEYOND IMMEDIATE
NOVEMEER/DECERBER TIME FRAME OUTLIMED REF A. ALSD
REQUEST ANY OTHER INFORMATION USAID DEEMS APPROPRIATE
FDR INCORPDRATION TO CIP PAAD,

7. AID/W BELIEVES THAY THIS APPROACH SATISFIES TRL
POLITICAL HEED FOR OUOTE QUICK DISBURSEMEKTS UNQUOTE AND
VOULD ALSO APPRECIATE U,S. EMBASSY ASSESSHENT OF
APPROACK,

8. DECDNTROL SEPTEMBER 38, 1883.  SHULTL

,,9{0
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S1ioW OFFICE

INFO  AARF-02
€1-81
TVA-D)

:1r0-0)

AE[A~0) AFDR=06 Fn=82 C-91 CALI-02 CPP-BI CPS-B2
S1AG-92 TAST=01 AFDABL AGRI-BI STFA-B1 TRSY=35
RELD-B1 TELE-Q1 HAST-Bl AFPH-P1 /830 AL 2%
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FM AMEMBASSY KHARTOUN

10 SECSTATE VASHDC IMHEDIATE 3592

LIMITED OFFICIAL USE SECTION 81 OF B KHARTOUN 18336
AtDAC

PASS TO DON SODTH, AF/E

E.O. 123%6: N/A
SUBJECT: ECONDNIC SUPPORT FOR THE SUDAN

REF: (A} KHARTOUM 83744
{C} KHARTOUM 6883

(8) KHARTOUM 8823

1. SUMMARY: UNTIL A NEW STANDEY AGREEMEKY IS SIGNED WITH
THE INF AHD OJSBURSENMENTS MADE, AS.EYPECTED VITHIN THE .
MEXT 2-3 MONTHS, THE SUDAN WILL CONTINUE TO BE FACED WITK
A SEVERE SKORTAGE OF FOREIGN EXCHAMGE, PRECLUDING THE
TINELY IMPORT OF SOME OF )7S MOST ESSENTIAL COMMODITIES.
TO HELP EASE THIS SITUATION, THL GOVERNMENT HAS REQUESTED
THE IMMEDIATE RELERSE OF DOLS 56 MILLION ECONOMIC SUPPORY
FUKDS (ESF), WE STRONGLY RECOMMEND U.S. APPROVAL OF THE
GOS REQUEST. Ik ADDITION TO.MEETING URGEKT IMPORT KELDS,
SUCH ASSISTANCE COULD HEL® T0 FORESTALL THE EMERGENCE OF

A MAJOR POLITICAL CRISIS FOR THE GOS'AS A CONSEQUENCE OF
THE COUNTRY*S PRESENT ECONONMIC DIFFICULTIES, 1T wOULD
REASSURE TSE COVERNMENHT OF CUR CONTINUED SUPPORT AT R TINZ
WHEN THE GOVERMHENT IS RBOUT TO INSTITUTE A SERIES OF
MAJOR ECONOMIC POLICY AND PRICE ADJUSTHENIS WITH THEIR OWN
IMPLICIT POLITICAL RISKS, THE MISSION WILL, Df COURSE,
REQUIRE CONCRETE EVIDENCE THAYT THE NEEDED ADJUSTHENYS'IRE
1N FACY, TC BE fMPLEMENTED PRIOR TO RELEASING THE ESF sxl:, (o "
FURDS, ENO SUMMARY, .

2. THE DINLNSSONS OF THE SUDAN‘S FOREIGN EXCHANGE PROB-
LENS ARE WELL-KKOWN. WITH IMPORTS TOTAL HNG DOLS 1.8
BILLION AND EXPORTS AMOUNTING TO ONLY BOLS 608 MILLION,
IT FACES AN ANNUAL TRADE DEFICIT OF AROUND DOLS 1,2
BILLION. DESPITC DONOR ASSISTAKCE PRESENTLY AVERAGING
DOLS 388 MILLION AKD PRIVATE TRANSFERS (MAINLY WORKER
REMITTANCES FROM THE ARAB OIL COUMTRIES) OF SOME DOLS 488
KILLION, TKE SUDAN CONTIKUES TO EXPERIEXCE PERENNIAL
FINANCING GAPS, REFLECTING PRIMARILY THE COUNTRY'S
CRIPPLING DEBT SERVICE BURDEN, EVEN WITH PAST RESCKEOUL~
ING, THE DEBT SERVICL IN 1383 1S ESTINATED AT OVER DOLS
1.1 BILLIOK,  IXTEREST ALONE WILL RUN DOLS 468 MILLION,
FX RESERVES HELO BY THE BANK OF SUDAN ARE XiL.

b OF THE SUDAN'S JOTEL OOLS 3.3 BILLION IMPORTS, ROUGHLY
INE-HALF 15 FINANCED BY THE BANK OF SUDAN (6DS), INCLUDING
"ETROLEUM PRODUCTS, WHEAT AHD WHEAT FLOUR, TALLOV, SUGAR,:
'ERTILIZERS, INSECTICIDET AHD PHAREACEUTICALS. THE GOS
HODSES TO FINANCE THESE GCZD3 THROUGH THE EOS BECAUSE

W TNEIK INPORTANCE TO THE ECONORY (PETROLEUN PRODUETS,
‘ERTILIZERS AND INSECTICIDEZ) OR THEIR POLITICAL INPORT-
INCE &5 KEY CONIUNPTION TLnS (VAEAT AND WHEAT FLOUR,
ALLOV, SUGAR AND PHARMACEUTICALS), THE GOVERNMENT'S

10ST PRESSING KLED QVER TNE WIXT 2 10 3 MONTHS 15 TO FIND.

- INCOMING
TELEGRAM

10050 D1 OF 0) 0512401 0148 O

sum:

. Akl
FINANCING FOR THESE COMNODITIES,

4, FOTLOVING 12 AN ASSESLMENT OF TNE NOVERBER aND
DECENBIR SUPPLY AND DLMAND SITUATION FOR THE COMMDDITIES
DEEMED 8Y GOS TO BC POLITICALLY AND ECOMDMICALLY [SSEN-
TIAL, AS INDICATED IN THE TABLE, GOS EYPORT [ARKINGS
FOR NOVEMBER-DECCHRCR ARE EXPECTED TO TOTAL APPROXIMATILY
DOLS 108 MILL1ON AT MOSY, OF WHICH ONLY @ PERCENT (OR
DOLS S MILLION) WILL BC TRANSFEERED 10 THL BOS FOR «
FINANCING OFFICIAL IHPORTS, DELT, ETC. ASSUMING ALL BOS
FX FROM EXPURYS 1S USED TO FINANCE CRITICALLY-HEEDED

"INPORTS, A GAP OF DOLS 5 MILLIOK WOULO STILL REMAIN

AFTER PROVISION OF DOLS 59 MILLION V.S, -AID,

ALL ANDUKTS IN U,S, MILLIONS OF DOLLARS:

Fadtie RN O REEIR M I8l
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- NOVe  KNOWN STOCKS GOS REQUEST RESIDUAL
CoMe  DEC  OR ENTICIPATED PRESENT FOR U.S. GAP AFTER
MOOITY REQUIRE- DOHOR INPUTS GAP AID LS, Al
- (17 S
PETROLEUN 9 . 1) % 0
FERTILIZER 28 . 28 15 5
PESTICIDLS 10 S -
VHEAT 28 ¥ - - e
JUTE/ANL 0 $ ' L, -
ING HOOKS o G
Wi 3 ), - Lol e
PHARHACEU- 3 - 3 e 3
TIeALS S et
,la;f;‘ ‘,_.si 28
EXPORT EARNINGS AVAILARLE FOR unv-utc |
CONRODITY IHPORY ruuoucn 8os.. e 1]
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NOTE:  NOV-DEC PETRDI.!UH R[OUIREHENT INCLUDES Pl‘EEK
STOCKS,

" S, ANALYSIS OF NEEDS

A PETROLEUM FIGURES GIVEN PARA & REPRESENT MINIMUM
NEEDS. CONSUMPTION IN NOV.-DEC. IS GEMERALLY LGW COM-

- PARED WITK OTHER MONTHS, EVEN SO, STOCKS ON HAND REPRE-
SENT LESS YHAN ONE WEEK SUPPLY, VITH BUT WEEK ADDITIONAL
SUPPLIES REPORTED EN ROUTE. THE PORT SUDAN REFINERY I$
MOW CLOSED FOR YCARLY MAIUTENANCE OAMICH WAS ORIGINALLY
SCHEOULED FOR JANUARY BUT WHICH WOW HAD BEEN ADVANCED
BECAUSE DF LACK OF FX TO FUND CRUDE). 1IN INTERIN, GOS
NEEDS TO BUY REFINFD PRODUCTS ON CREDIT WHICH IT IS FiND
ING DIFFICULT TD OBTAIN. AGAIN THE LACK OF FX PRECLUDES
GOS TAKING ADVANTAGE OF CURRENTLY LOW SPOT PRICES.

8. FERTILIZERS. PRIMARY WEED IS FOR UREA, THOUGK PHDS~
PHATIC FERTILIZERS ARE ALSD WEEDED, COTION AND OTHER
‘CROP OUTPUTS HAVE SUFFERED IN PAST FAON INADEQUATE AND
POORLY TIHED APPLICATIONS OF FERTILIZERS. NOST FERTILIZER
DEALERS PRESEMTLY HAVE NO STOCKS. GIVEN IMPORTANCE:OF:%.
AGRICULTURE TO SUDAN’S EXPORT EARNINGS (8§ PERCENT),

QUICK INPORTATION OF FERTILIZER IS HIGK PRIORITY,

C. GOS NEED FOR PESTICIOES IS SINILAR TO THAT FOR
FERTILIZERS. GIVEN PROr REMEMT OIFFICULTIES UNDER A.1.D.
REGULATIOXS, USAID IS t..o CONSIDERING FIMANCING UNDER cee,

D. WHEAT, PRESENT HEEDS BEING MY BY U.S. 1932 CIP WHEAT
SKIPHENTS NOV BEGINNING TO ARRIVE AND 9,980 TONS DELIVERED
FROM FRANCE END OCTOBER. YEARLY NEEDS ARL 720,008 M, OF
VHICH APPROXIMATELY 208, 8BD COHMES FROM DOMESTIC SOURCES.
U.S, 1812 CIP PROGRAM PROVIDING 158, 5B NT WHEAT AND
48,560 KT VHEAT FLOUR TO BE DELIVERED BETWEEN NOW AND iDe
JANUARY, 1383 PL 435 WILL BE NEEDED BY LATE JANUARY,

E. JUTE. SHORTAGE OF JUTE BAGS LAST YEAR RESULTED X
'NABILITY TO TRANSPORT CRITICAL AKD PERISHABLE AGRICUL~
TURAL OUTPUTS. BAGS HUST BE ORDERED NOW TO BE ON MAKD

FOR COTTON AND KARVEST DIHER CROPS AND PREVENT EXPORTY
Loss,

F. TALLOV, YEARLY NEED IS DOLS 25 10 35 MILLION. IF
SUFFICIENT FX UNAVAILABLE FOR TALLOV, COTION SEED OIL IS
USED INSTEAD, RDVERSELY AFFECTING EJPORT EARNINGS,
PRESENT SYOCKS OF TaLLOV ARE SUFFICIENT YO MEET THE
SUDAN'S NCEDS FOR NEXT 3 T0 & MONTHS, SUT M ANTICIPATE

LIMITED OFFICIAL USE |
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THERE WILL THEN BL & NEED FOR TALLOW £ INANCING UNDER
TY 1913 cip. ‘
G. .PMARMACEUTICALS. THL HINISTRY OF HEALTH HAS A #1n|
MONTHLY NECD FOR DOLS 1.4 MILLION FOR CRITICAL DRUGS
(CHROMIC AND LIFE" THREATENING ILLNESS, £1C.). THEY
AKTICIPATE NO FX VILL BE AVAILAELE FROM BOS OR OTHER
DONORS YO MEET THISE RLOUIRCMINTS. WON-CRITICAL DRUGS
PAY HOW 6L IMPORTED WITH FX OETAINED THAOUGK STRLET.-
WARKE! BND SHOULD BL AVAILABLE VITHOUT DONOR ASSISTANCE
THOUGK USAID AVARE OF DIRE WELD FOR CCRTAIN DRUGS, VE K
NOT IKCLUDED MEDICINES FOR PROPOSED FINANCIKG BECAUSE 0
COMPLEXITIES OF PROCUREMENT UNDER A.1.D. REGULATIONS.

€. ME THINK IT IHPORTANT ToO REEHPKASIZE, AS ¥NDICATED
THE GOS AT THE RECENT IMF/IBRD RMEETING N TOROHTO, TH&T
THE SUDAN'S CURRENT FIIANCIAL PREDICAMENT 1S NOT EKTIRE
OF ITS OWN MAKING. REDUCED FX EARKINGS FOR THE COUNTRY
MAJOR EXPORT CROPS, CDTTON, GROUND NUTS AND SORGHUR, KA
RESULTED FROM DEPRESSED KARKETS DESPITE SUBSTAKTIAL
INCREASES [N DOMESTIC PRODUCTION. RAP1O INCREASES IN
PETROLEUN INMPORT PRICES DURIKG THE PAST SEVERAL YEARS K
SOAKED UP FX THAT COULD OTHERWISE KAVE BEEW USED T
INCREASE AGRICULTURAL PRODUCTION,

7. THE GOVERNMENT'S FATLURE TO OBTAIN FOST OF THE
FINAKCING AVAILABLE UHDER 1TS CURREKT INF SYANDBY AGREE
HENT HAS BEEN, PERHAPS, THE CHIEF CAUSE OF THE SUDAN’S
IMNEDIATE PAYMENTS CRISIS. THE LEVEL OF RESOURCES AVAIl
ABLE VOULD HAVE SUBSTANTIALLY ALLEVIATED THE PRESENT
SHORTFALL, THE FAILURE OF THE CURRENT STANDEY 1§ NORE 1
RESULY OF UNREALISTIC DEET RESCHEDULING TEAK AKY LACK 0;
EFFORT BY THE GDS. HAVING CLOSELY FOLLOWED THE MEGOT!A-
TIONS RELATING.TO A NEW STANDBY OVER THE PAST 2 10.3.
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PASS TO DON BOOTH, AF/E

MONTHS, WE SEE NO POINT IN DWELLING ON THIS ISSUE EXCEPT
TO NOTE OUR OPTIMISM THAT THE TECHNICAL RIGIDITIES
INHERENT IN THE PRESENT STANDBY ‘AGREEMENT ARE BEING
SOFTENED APPROPRIATELY IN THE NEW AGREEMENT,

8, IT 1S ALSO ENCOURAGING TO NOTE THE GOVERNMENT' S WILL=
INGNESS AND DETERMINATION TO CARRY OUT WHAT IT PERCEIVES
AS NECESSARY AND APPROPRIATE REFORMS, WHILE THIS IS NOT A
NEW DEVELOPMENT, wE SEE SOME SIGNIFICANT ADVANCES THIS
YEAR OVER LAST YE AR, GOS ACCEPTANCE OF THE OIL PIPELINE
IN LIEVU OF A CDSTLY-REFINERY, ANB ITS DECISION TO POST-
PONE THE PORT SUAKIN AND NEwW AIRPORT PROJECTS ARE CASES

IN POINT. THE EL IMINATION DURING THE PAST YEAR OF BUDGET

TICALS 15 A FURTHER INDICATION OF THE GOVERNMENT' § COMMIT~-
MENT TO DO wHAT NEEDS TO BE DONE 'TO GET THE ECONOMY BACK -
K. . .

PRESIDENT NIMIERI'S SPEECH OF LAST NOVEMBER. -. AS ALREADY
INDICATED, 1T WOULD BE EXTREMELY USEFUL FOR THE PRESIDENT

TO HAVE THE poLS 58 MILLION ESF IN HAND AS HE 1S ANNOUNC-
ING THE REFORM MEASURES, A SUGAR PRICE HIKE LAST JANUARY
BROUGHT THE STUDENTS oOuT INTO THE STREETS IN.KHARTOUM
INFLATION HAS BEEN AROUND 4p PERCENT THIS PAST YEAR, WHILE
PUBLIC SECTOR SALARIES AND SFUDENTﬁALLOWANCES-HAVEﬁREB' £
MAINED CONSTANT..Z THE POLITICAL REPERCUSSIONS THIS YEAR". .
CouLp BE CONSIDERABLY WOR SE, BN

10. IN ORDER TO EXPEDITE AID/w ACTION ON THE GOS REQUEST,
WE RECOMMEND AN AMENDMENT TO THE FY 1582 PRCGRAM ASSIST-

LIMITED OFFICIAL USE o1
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I

E.0. 123%: CECL:
_TAGS:  ERID, EFIN
SUBJECT: ECONCNIC SUPPORY FOR THE SUDAN

OADR

REF:  STATE 238532

1. USRIB/S HK2$ JUST CONMCLUDEE INITIAL DISCUSSICHS WITA
OFFICIALS OF G035 HINISTRIES CF FINANCE AND CCHHERCE RE
CIHPOSITION FY 158) CIP.  PREPRRING DETAILED RESPONSE
PARA € REFTEL On EASIS THESE DISCUSSIONS,

2. IN WHTERIN, VISH ADVISE THAT BACKDATING (RETROARCTIVE.
FINANCING) OF U.S. 11PORTS ALREADY IN COUNTRY OR IN PIPE~
LIHT WOVID HOT BE A FERSIBLE OPTION (HASMUCH AS INPCRTS ~
T0 DATE OR EXPLCTED THAT WOULD BE ELIGIBLE FOR BACKDATING
ARE PRACTICALLY NIL,

3. AS FOR CASH TRANSFER, WE EXPECT GOS TO RLOUEST DOLS
35-52 MILLICH UP FRONT FOR SINPLE REASON THAT GOS PRE~
SENTLY KAS NO FCRTIGN EXCKANGE ©X MaHD TO FIKANCE URGENTLY
KEEDED PETROLEUN PROCUCTS, FERTILIZER AND PESTICIOES, IN
PAST, GCS KAS RELIED 0N CREDITS FROM SAUDI ARABIA 70.
FINARCE THESE INPCRTS 8UT NOF OFFICIALS SAY THEY ARE HAVINC

< NTRY DIFFICULT TIHE LIMING UP SAUDI CREDITS THIS YEAR: ;. °:

" GOS HAS 1D ONE [LSE 10 TURM 10 BUT THE U,S. !

4. AS ALTERHATIVE TO CASH TRSHSFER, WE HAVE BEEN ASKED
VHETHER PETROLEUM PRODUCTS, FERTILIZER AND PESTICIDES
COULD 'BE FINRACED UNDER FY 1333 CiP, IF SOURCE/ORIGIN

© ELIGIBILITY RZQUIRENENTS VERE MEY, IF SO, THIS WOULD BE
PRACTICALLY &S GDD) AS CASH TRANSFER FROM GOS STANDPOINT,
PLEASE COMNENT, ’

S. OTHER ITENS ON PRELIMINSRY GCS LIST INCLUDE DOLS 25.
HILLIOI VHEAT/WNEAT FLCUR, 12 MILLION TALLOW, 18 MILLION
SPARE PARTS, 7 NILLION RDAD CONSTRUETION EQUIPKENT, 38
HILLIOU £GRICULTURAL MACHIHMERY AND EOUIPHENT (INCLUDING
JUTE AND TRACTCRS), 8 BMILLION INDUSTRIAL R&W MATERIALS,
§ HILLION CHEMICALS #ND TINPLATE, AND S HILLION EACH FOR
IRRIGATICH PUNPS £ND ORILLING EQUIFHENT, TRANSPORT
VEHICLES AKD PHARNMACEUTICALS.

6. INCLUDING TOLS 20 MILLION PETRCLEUN AND 30 HILLION
FERTILITERS A4D PESTICIDES L13T TOTALS 15C MILLICK, VT
HAVE, OF CCURJE, RiDE IT CLEAR THAY APPROVED FUNDING FOR
FY 1983 ESF/ZCIP IS OuLY 78 FILLION. QUICKEST DISBURSING
ITERS CH LIST InZLUDE PETROLEUR, TELLOW, A4ND JUTE. THUS,
UNDER QUOTE KGRPAL UNOLITE CiP, DIZEURSEMENTS OF ABDUT
COLS 23-3% miLL10N CLULD BE AC4IEVED IN FIRST QUARTER.
WVHERT 15 ALSO CUICK-DISBUPSING BUT FIRST OUARTER VHLAT

CONFIDENTIAL

REOUIREMENTS £RE ALRESDS ESING MET UHDIKFY 3882 ¢ip,
ARD PL 48D FAGIREM AT CURFENT PROJECTED LEVIL IS LarLCICD [/
10 COVER IMPORT KEEDS TWRLUGK MAY 1333, ¥OuTOS
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CONFIDENTIAL STATE 361723 .
FOR AMBASSADOR KONTOS -

E. O. 12356: DECL: OADR
TAGS: EAID, EFIN
SUBJECT: SUDAN AND THE IMF

REF: A) STATE 298682, B) STATE 295888

1. IN YESTERDAY'S STRATEGY CABLE FOR NIMEIRI TALKS
REF B}, WE AUTHORIZED YOU TO TELL NIMEIRI WE WOULD BE
~PREPARED TO SIGN AN AGREEMENT IN CONNECTION WITH PROMULGA-
TION OF AN AGREEMENT WITH IMF IN THE AMOUNT OF DOLS 25
MILLION IN ESF. FURTHER DISCUSSION HERE PERMITS YOU TO
RAISE THIS TO DOLS 50 MILLION ALTHOUGH EXPLAINING THAT
A. 1.D. HAS NOT YET DECIDED DN THE EXACT MODALITIES OF SUCH
AN AGPFEMENT NOTE THAT DEPENDING ON SPEED OF GOS/IMF
DISCUSSIONS AND BUREAUCRATIC MECHANICS IN WASHINGTON, 1IT
MAY NOT BE POSSIBLE TO, HAVE FINAL AGREEMENT TO SIGN IN
~KHARTOUM ON TIME. IN THIS EVENTUALITY, YOU WILL BE .
~AUTHORIZED THD MAKE. ANNOUNCEMENT OF OUR INTENTION TO COMMIT .
THIS ASSISTANCE. THE PURPOSE OF THIS PROPDSAL AS WE SEE
IT 1S TO HELP SUDAN THROUGH THE PERIOD AFTER REFORMS ARE
TAKEN BUT PRIOR TO BEGINNING OF DISBURSEMENT OF IMF FUNDS,
IN OUR PREVIOUS MESSAGE (REF A) WE ASKED CQUESTIONS RELE-
VANT TO POSSIBLE CIP MODALITIES, THE ANSWER TO THOSE
QUESTIONS WwILL DETERMINE OUR..OPTIONS ON MODALITIES FOR THE.: -
-DOLS S8 MILLION AGREEMENT. ’ : E C
2. YOU CAN TELL NIMEIRI WE ARE WILLING TO FIND A FORMULA
WITH THE CIP FRAMEWORK WHICH WOULD PERMIT UP FRONT DIS-
BURSEMENTS. WE HOPE THIS ADDED DEMONSTRATION OF FLEXI-
BILITY ON OUR SIDE WILL HELP CONVINCE SUDAN THAT 1IN
" SUPPORT OF A REFORM PRCGRAM WHICH PROMISES A WAY QUT OF
SUDAN' S PRESENT FINANCIAL PROBLEMS WE ARE WILLING TO WORK:
WITH OTHER DONORS TO ACHIEVE THE DEBT RELIEF AND AID :
LEVELS NECESSARY TO ITS SUCCESS. . SHULTZ

* CONFIDENT 1AL A
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£.0. 12336: DECL: OAOR

TAGS: MASS, EAID, EFIN, SU

SUBJECT: YOUR HEXT MEETING WITH llﬂllll A STRlTEGY

l!h (W KHARTOUM £537; (B) STATE 23“"; (C) STANE 2917“;

" O) STATE 235782; () NMARTOUE 3388 ° sreme e s

1. () ENTIRE TEXT, .

2. WMILE VE DO NOT VISH TO OVERSINPLIFY SUDAN'S VERY,
COMPLEX AND DIFFICULT SITUATION VITH THE INF, YOUR
REPORTING AND OUR DISCUSSIONS VITH THE INF D OTHERS
LEAD US'70 THE FOLLOVING TENTATIVE ASSESSMENT OF THE
SITUATION:

== WE UNDERSTAND THE FUND VILL SOON SEND OR HAS SENT A
COITUHICATION TO THE SUDANESE COVERNMENT WHICK wiLL

FOCUS MEAVILY OK THE BUDGET WNICH THE FUND BELIEVES TO BE
TUE SOLE REMAINING ISSUE. EMBASSY’S REFTEL REPORT ON
COMYERSATION WITH MANSOUR SUGGESTS THAT THE TWO SIDES

ARE OK THE BRIKK OF AN AGREEMENT, CONTRARY TO OUR EARLIER
FEARS, TYHEY ARE APPARENTLY COMMUNICATING AND UNDERSTAND *
EACH OTEER,

- THE SUDANESE WERE CLEARLY UPSET IY A HISUNDERSTAND ING
IN TORONTO CONCERNINC DISBURSEMENT OF 128 MILLION SDR
UNDER THEIR OLD INF PROGRAM WHICH THEY FELT THE FUND

BAD AGREED TO. THE FUND. INSISTS THAT HD SUCH GUARANTEE
NAS GIVEN AND THE FUND'S MANRGING DIRECTOR WROTE THE
SUDANESE GOVERNHENT IN AN APPAREHTLY UNSUCCESSFUL .
ATTEMPT TO END THIS CONTROVERSY, 1% ANY CASE, TRE POSS-
IBSLITY OF A CFF AMD OF ADVANCED DISBURSEMENT OF TSF FuNpS
SEE BELDY SHOULD ADDRESS SUDANESE CONCERNS oM THIS
poiNT,

== & GREAT DEAL OF PROGRESS MAS BEEN HADE ON THE DESIGN
OF THE NEV PROGRAN WITK HOST ISSUEZ AGREED UroX, 17
WOULD OBYIOUSLY BE TRAGIC IF THE AGREEMENT UNRAVELED
BECAUSE CF AN UNFORTUANTE COMBINATION OF MINOR SUBSTAN-
TIVL DIFFERENCES AND BAD ATMOSPHERICS.

=* AS TINE PASSES WITHOUT AN AGREENMENT, CHANCES FOR A
VINELY PROGRAM DININISH AS PROGRAM TARGETS srcont
SOMTVHAT OPSOLETE AND INTERKELATED EFFORTS T0 GENERATE .
SUPPORT FOR BOTH & GOOD DEBT RELIEF IXERC'S[.QND,°AI

~BUTGO I
‘TELEGRAM

STATE 233888 e
EARLY CONSULTATIVE GROUP MEETING STALL. THE WORLD BANK
NAS FROZEN THE ISSUANCE OF CONSULTATIVE GROUP INVITATIONS
UNTIL AGREEMENT ON THE IMF PROCR.M KAS BEEM REACHED.
IN SHORT, TIME IS OF THE ESSEMCE.

3. VE THINK WMAT IS KEEDED IS A COHFIDERCE BUILDING
EXERCISE FOR KIMEIRI. MOST OF HIS RESERVATIDNS ABOUT
THE SPECIFICS OF THE WEW PROGREM SEEM TO STEM LESS FROH
SUBSTANTIVE OBJECTIONS ON SPECIFIC ISSUES, CEMTERIKG
RORE GENERALLY ARDUMD A SIMPLE AND QUITE UKDERSTANDABLE
NERVOUSHESS ABOUT THE AGGREGATE POLITICAL' INPACY OF THE
PROGRAN, COUPLED WITH A UKCERTAINTY AS TO WHETHER OR
NOT DONORS AND CREDITORS WILL COME UP WITH ENOUGH CASH
AKD DEBT RELIEF TO SUPPORT THE PROGRAM.  THE PRESERTATION
VE HAVE IN HIND EOR YOU TO HAXE WOULD SEEK BOTH TO ALLAY
AS NUCH OF THAT KERVOUSKESS AS POSSISLE AND TO REOUCH
SUDAK’S EMOTIONAL BAGRAGE VIS-A-VIS THE FUKD.

4. VE HAVE ALREADY MADE SOME GESTURES OF STRONG USG
SUPPORT AND ARE VORKING TO COME UP VITK OTHERS. YOU KavE
THE LETTER FROM THE PRESIDENT AND ACCOMPANYING TALKING
POINTS (REFTELS -C- AND =D-), ALTHOUGH THE LETTER 1%

KDT RESPOXSIVE TO MIMEIRI‘S SPECIFIC REQUEST FOR INTER-
VENTION VITH THE FUND, IT 5 NEVERTHELESS AN EXPRESSION

OF OUR DEEP CONCERN FOR SUDAN, AT THE RIGHEST LEVEL, AND
A COMMITHENT TO VORK MARD TG ENSURE THAT SIDAX 1S NOJ
ABAKDONED AFTER 1T HAS MADE A COMMITHENT OK A TOUGH KEFORN
PACKAGE. 1% DISCUSSING THIS LETTER WITH PRESIDENT HIREIRIL,
YOU MAY TELL KIM THAT THE U.S. HAS CECIDED THAT IF, AND
“WHEN, SUDAW SIGHS THE IiF LETTER OF INTEMT, WE WiLl HAKE
EVERY EFFORT TO MELP SUDAK TO CLOSE ITS FINAHCING GAP 1N
1983 VITH THE COOPERATION OF OTHER CREDITORS AND DONORS
THROUGH &A1D AND TEBT RELIEF, THE U.S, JTSELF HAS BECIDED .
TWAT T VILL ACCELERATE ASSISTANCE FOR SUDAN THIS FISCAL
YEAR K DIRECT RESPOMSE TO THE SEVERITY OF THE ECOKOMIC
SITUATION TRAT HE AMD KIS GOVERNMENT HAVZ DESLRIBED T0 us,
YOU MAY ALSO CAST THIS STEP AS BEING RESPONSIVE T0
SUDANESE PERCEPTIOHS OF SHORTFALLS IN THIS YEAR'S ANTICI~
PATED LEVELS OF IMF SUPPORT FOR SUDAN, FURTHERHORE, YOU
MAY' SUGGEST THAT JUST PRIOR TO A DEVALUATIDX, - THE USG

AKD SUDAN'S GOVERKMEMT SIGH TWD AGREEMEMTS TO PROYIDE
ABOUT DOLS 25 MILLION IK ESF (ORAVN FROH SUDANS PROJELTED
FY-83 PROGRAK) AKD DOLS 18 MILLIOK IN PLARE, WHICK wOULD
GIVE HIS GOVERRMENT WITH SOHE ECONOMIC GOOD NEWS TO
SOMEWHAT COUNTERBALAMCE THE INEVITABLE NEGATIVE PUBLIC
REACTION 30°A DEVALUATION, WHILE ESF ALLOCATIONS UNDER
THE CURRENT CR HAVE NOT BEEM DETERMIMED, WL ARE CONFIDENT
THESE AMOUNTS WILL BECONE AVA'LABLE.

$. THIRDLY, YOU MAY ASSURE THE PRESIDENT THAT AS
SUDAN’S FRUENDS, VHE U.S. HAS NDT BEEN IDLE IN SUPPORTING
SUDAN’S LEGITIMATE INTERESTS AT THE INF AND ELSEVHERE.
WHILE WE ARE WOT INTERVERING IN THE NEGOTIATING PROCESS,
WE HAVE MET REPEATEDLY WITH THE FUND N ORDER T0 SEEX
CLARIFICATION ON OUTSTANDING PROGRAM ISSUES E. C., THE
BUDGET) AXD ADVISE THEM ON SUDANESE PERCEPTIONS: OF THE
SITUATIOX. YOU HIGHT CITE THE PARTICULAR OCCASION
ADDRESSED REFTEL =B- AS A NOST RECENT IXSTANCE, YoOU
SHOULD STRESS THAT THIS CAN FKE 11O SUBSTITUTE FOR SUDAN'S
DIRECT EXCHANGES WITH THE IHF AKD THAT KIMEIRI SHOULD
ENSURE THAT KIS GOVERHWMENT CONTINUES TO COMMUNICATE
ACTIVELY AND DISPASSIONATELY WITH THE FUND WITH A VIEW .
TO RESOLVING QUICKLY ALL RENAINING DIFFEREKCES. THE FuND
IS ALSO WELL AWARE OF OUR NIGH IMTEREST IN 1TS CONTINUING
TRE MEGOTIATING PROZESS AND OUR REPEATED GOXTACTS VITH
FUKD STAFF AND FANAGEHENT ARE REINFORCING THAT POINT,

6. YOU SHOULD FURTHER EXPLAIN TO NIMEIR) THAT THE INF
BOARD PROCEDURALLY WOULD CONSIDER ANY REQUEST MADE BY

CONFIDENT!AL



Uepartmerzztgoj' State

PAGL @2 OF 2 STATE 289332 3736 MN5121 AIDE7IS
SUDAN FOR A TENPORARY WAIVER OR PERFORMANCE CRITERIA DUE

TO SHORTFALLS OF AID AND/OR OEBT RELIEF. HOVEVER, YOU

SHOULD BI AWARE THAT THE IMF STAFF MIGHT WGT RECONHEND,

NOR THE BOARD APPROVE, A WAIVER; AND EVEN IF A VAIVER

COULD BE GRANTED THE FUHD KIGHT INSIST UPOK ADDITIONAL

MEASURES (SEE REFTEL -B-).

IT 1€ MOPCL THAT THIS STATERENT OF EXPLANATION MIGHT
SERVE TO SOMEVHAT ALLAY KIMEIRI®S FEAR THAT ALL WOULD

BE LOST IF THERE WERE AN AID/DEBT RELIEF SHORTFALL.

YOU SHOULD RESTERATE, HOWEVER, THAT WE FIRALY BELIEVE
THAT WITH SUDAN'S AKD OUR OWN STRONG EFFORTS, SUDAN‘S
. WOST PRESS!IHG FINANCIAL KEEDS CAN 3C MET DURING THE

LIFE OF THE PROGRAM, TO THAT END, WE HAVE ALRLADY CONTACY-
-ED BMANY OF THE CREDITORS AND DDHORS TO ENCOURAGE MOBIL)-
ZATION EFFURTS, ALTHOUGH WE FEEL THAT SUDAM HUST TAKE

TRE LEAD, PARTICULARLY WITH ARAE DOKORS AND CREDITORS

ESPECSALLY SAUDI ARABIA), MOREOVER, THE M7 AND WORLD
BANK ARE ALSO PREPARING A SERIES OF CONSULTATIONS TO
ENSURE A SUCCESSFUL DEST RELIEF EXERCISL AND A SUCCESSFUL
-CONSULTATIVE GROUP HEETENG,

7. YOU SHOULD ALSO EMPHASIZE THAT THE POSSIBILITY OF A
DRAVING FROM THE FUND'S COMPEMSATORY FIKAKCE FACILTIY
FOR SKORTFALLS X EXPORT EARMINGS) TOTALLING AROUND,
SDR 25 MILLION, WHICK HAS APPARENTLY ALREADY RAISED BY
FUKD VITH GOS, WOULD BE AH IMPORTANT AND REANINGFUL
DEMONSTRATION BY THE IMF OF 1TSS COOPERATIVE ATTITUDE
WHICH WILL, INTER ALIA, RMEAK SUBSTANTIALLY MORE MONEY
FOR SUDAN AT THE BEGINKING OF ITS STANDBY,

€. 1K SUN, YOU SHOULD TRY 10 LEAVE THE 1NPRESSION VITH
NIMEIRI TKAT THE EXTRAORDINARY EFFORTS OF THE IRF_AND
THE USG DEPEND UPON PROMPT AND SUCESSFUL COMPLETION

OF THE IMF NEGOTIATIONS (1.E., THE GALL IS NOW IR NIS
COURT).

SNULTZ ot
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THE PRESIDENT

Khartoum 25.9.1982

‘Mr. President and Dear*Frjend;;

Last November I announced an economic reform and fiscal austrity

. program which 1nc1uded, 1nter a11a a s1gn1f1cant devaluation of
the Sudanesz pound of 80%, remova] of all subsidies on commodities,
production incentives, control of public expenditure, rehabilitation
of existing capital stock.. etc. This program was formulated in ;;f”
coordination with both World Bank and_Internationa] Monetary Fund;

f;kSome of the measures have been harsh on our peop]e and have natural]y
~ ‘given the disruptive elements in our country a chance for politica]

: exp1o1tation at a time we so much needed stability to support the 7

peace efforts and forces *in the area; and at a time our country is ':

' rece1v1ng 1ncreas1ng influx of refugees from six ne1ghbour1ng countries.;;,m

?{Mr.fPresidentLand‘Dear%Erjendef

At present we are conducting a further dialogue with both tne‘world'

Bank and the Fund for a recovery program on: wh1ch we have reached an’

agreement on all the basic issues. Our only d1fference with the Fund

is on the EXTENT of another adjustment in the rate of exchange which

we believe should not, at present, exceed»30%, whereas the Fund insists.

on 45%. Such an issue we believe should not, in the circumstances, be‘
. considered on purely technical basis, void of social and politfca] '
o constraints. He are therefore seeking‘your support. |

We also seek such support in an 1ncreased level of US a1d part1cu1ar1y
in wheat imports over the next few years in add1t1on to the present
level until our current plans with the Worid Bank for restructur1ng

L ':‘H

the agr1cu1tura1 sector are fully implemented,


http:support.in

We take this opportunity to thank you personally and to express
- our grdtitude for the members of your esteemed government and
the American People for their continuous support to Sudan in the
past and we look forward to more cooperation under your able
leadership in the future,

'g}w1th our best wishes of good hea1th and cont1nUed happ1ness._
N p1ease, accept, Dear Friend the assurances of our ‘highest -
*. consideration and gratitude. .

GAAFAR MOHAMMED NIMEIRI -
PRESIDENT OF THE DEMOCRATIC
S REPUBLIC OF THE SUDAN.
_H.E. RONALD REAGAN |

_ PRESIDENT OF THE UNITED

'STATES OF AMERICA,

WHITE HOUSE,

HASHINGTON,



THE WHITE HOUSE
WASHINGTON

October 22, 1982

Dear Mr. President:

I read your letter of September 25 with great
interest and concern. Virtually all countries,
including my own, are experiencing economic -
difficulties but Sudan's burden has been a
particularly heavy one, '

Let me express my admiration for the courageous
course of economic reform you have taken for the
betterment of the Sudanese people. The United
States Government has enthusiastically supported
the efforts already undertaken, and I want . to
assure you that you can expect the continued full
support of the United States as you work to
consolidate the gains already attained ard continue
on the difficult and treacherous path towards a
rejuvenated economy. In this regard, while it is
'contrary to longstanding USG policy to intervene

in International Monetary Fund negotiations with
member nations, the United States has been working
hard to foster the sort of broad support within

the creditor and donor communities that Sudan
needs. If we are to succeed in this effort, however,
it is crucial that Sudan and the International
Monetary Fund reach agreement on an appropriate set
of economic policies that will not only provide the
basis for sustained economic growth, but will also
serve as a focal pbint around which Sudan's friends
‘can rally with the complementary debt relief and
other balance of payments assistance.

. Pinally, mindful of Sudan's dlfflcult times, my

- Administration has allocated over $30 million in

assistance this fiscal year under our Food for Peace



program, an increase in fundlﬁg over previous years.
I hope this will ease some of  the burden of your
people.

Sincerely,
( E<3W°3£L (}3ua75&,\

His Excellency )

Gaafar Mohammed. Nimeiri

President of the Democratlc ‘Republic
of the Sudan

Khartoum
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SUBJECT: SUDAN CIP GRANT 685-K-683: DOLS, 25.8 MILLION
DTRECT REIMBURSEMENT UNDER DA NO, 68381

REF:  4A) KHARTOUH 2473, (B} HAGAN/SHERPER HEMO DATED OCT,
6, 1482; (C) KHARTOUN 6616 DATED JULY 28, 1982; ) STATE
198791 DATED JULY 18, 15982

l. I RESPOHSE TO PARA 4, REF (A), THE OOCUMENTATION SUB-.
HITTER BY GOS DOES NOT HEET THE CONDITIONS DESCRIBED IN
REF @, ON WHICH THE DISBURSEHENT OF DOLLAR 25.2°MILLION
VAS PBEDICATED. AS CLEARLY (NDICATED IN REF (), AID/Y
EXPECTED SUBHISSION OF ONLY ELIGIBLE TRAHSACTIONS TO SUPPO
THAT BISBURSEMEMT. MNOTWITHSTANDING THE POSSIBILITY EXPRES
I QUR OCTOBER 6, 1982 MEMO THAT §T MIGHT BE POSSIBLE TO
SEEXK WAIVERS FOR SOHE TRANSACTIONS, WE NOW BELIEVE THAT RE
QUESTS FOR WAIVERS (SOHME OF WHICH WOULD HAVE TO BE AUTHORI
BY THE ADHINISTRATOR) -ARE NOT WARRANTED EXCEPT AS A LAST R
SORT, AND HOT UNTIL THE ALTERNATIVES HEREIN SUGGESTED HAVE
BEEN EXHAUSTED. RATHER, THE GOS SHOULD BE REQUESTED TO PR
VIDE ROCUHENTATION FOR OTHER, REPLACEHENT TRANSACTIONS THA
HEEY ELIGIBILITY REQUIREHENTS., USAID 1S REQUESTED TO TAKE
APPROSRIATE STEPS IN PURSUIT OF THAT OBJECTIVE.

2, BSAID SHOULD NOTE THAT ELLIGIBILITY PERIOD PERMITS
FINARTING OF TRANSACTIONS FROH OCTO3ER 1,1981 (BASED ON
CONTRRCT OR ORDER DATE) T0 JULY 7, 1983 (BASED ON LETIER(S
OF CREDIT |SSUAHCE DATE), USAID IS ENCOURAGED TO WORK
KITH ©0S TO IDENTIFY ELIGIBLE TRANSACTIONS WITHIN THE ABOV
STATED TIHE FRAHE AND CAREFULLY EXAHIME SUPPORTING DDCUHEM
TATFGH TO INSURE THAT THEY ARE FREE OF PROBLEM AREAS SUCH
AS TROUSE IDENTIFIED IN THE MENO OF OCTOBER 6, 1982, WE
HOPE THMAT THE 18 HONTHS WHICH HAS ELAPSED PLUS THE HOATHS
JREMAEGING IN THE ABOVE TIHE FRAHE PROVIDES AHPLE OPPORTUNI
TY Y@ {DENTIFY SUITABLE TRANSACTIONS,

3. VRANSACTION () OF REF (B) IS ONE VIICH MIGHT BE MADE
ELICIELE IF WE COULD FIND A WAY TO SATISFY $8/58 CARGO
PREFERENCE REQUIREHENT. (AS USAID NO DOUBT AWARE, COH-
PLUABZE MUST BE MET BY CATEGORY OF VESSEL - DRY BULK CARRJ
ERS, ORY CARGO LINERS AND TANKER) UNFORTUNATELY, WE ARE NO

'S, REGARDING PARA. 6, REF. (&),

,NUHBER OF CUBIC FEET, ETC.

QUTGOING A
Stite "TELEGRAM él/

STATE 091557 9592 001999 AI08729
IN A POSITION TO ASCERTAIN EN APRIL $98) THAT MO U.S. FLAG

TANKERS WERE AVAILABLE N FEBRUARY 1382, ESPECIALLY CON-

SIDERING TANKER TRAFFIC PATTERNS {N THE AREA, THUS VE ARE
UNABLE TO HAE A DETERHINATION OF NON AVA!'RBILITY, HOW-
EVER, IF ANOTHER SIHILAR TRANSACTION COULD EE ARRANGED AND
U.S. FLAG TANKERS SOLICITED, THEN BOTH TRANIACTIOHS (CARGO
AND TRANSPORTATION} COULD BECOME ELIGIBLE WHETHER OR NOT
U.S. TANKER ACTUALLY OFFERED AGAINST LETTER SOLICITATION

- AND EHYIRE DOLLARS 25 HILLION ACCOUNTED FOR. ADVISE IF
- USAID AND GOS VISH TO PURSUE THIS OPTION.

4. AHDTHER TRANSACTION HOT PREVIOUSLY HENTIONED [N CON- '

NECTIDN VITH THE DOLLARS 25 HILLIOH DISBURSEMENT BUT WHICH
MIGHT BE APPROPRIATE |S REPRESENTEO BY THE FREIGHT COSTS O -
THE OCTOBER AND NOVEHBER SHIPHENTS OF WHEAT AKD WHEAT FLOU
UNDER SUBJECT GRAMT TOTALING DOLLARS 38.8 HILLION. CARGO
PREFERENCE CONCERNS HAVE BEEN ADEQUATELY AODRESSED, THE
COMMODITIES WERE FINANCED BY AID AND ALL THE TRANSPORY
COSTS WERE PAID WITH NON-U.S. FINANCIAL RESOURCES. PLEASE
CON%IDER THIS AND ADVISE. :

A RATEO BILL OF LADING ~
B/L) IS A B/L SHOWING THE RATE PER FREIGHTING UNIT, I.E.
COST PER APPROPRIATE QUANTITY. THE APPROPRIATE QUANTITY.
WOULD BE A LONG TON OR HETRIC TON OR HUNDRED-WEIGHT OR
SHULTZ

lNCLASSIFIEDf
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FROM:

SuBJ:

ifaddfttonal 1nformatfo

Date: March 10, 1983

Director, Arthur W. Mudge
USA1D/Sudan

Susan Gibbs, Supervisory Evaluator
U.S. General Accounting Office (USGAO)
International Division, European Branch

Review of AID Management of Commodity ImportvProgrémg(CI?)

INTRODUCTION

This interim memorandum presents our observations on USAID/Sudan's
management of the CIP funded with fiscalﬁyears 1980, 1981, and 1982

Economic Support Fund (ESF) approprfatfons.- It is being issued to

Aadv1se you of matters dtsclosed durfngd ur rev1eu, and to prov1de you

‘U1th .an opportunfty to comment on them so'that we may obta.n an,

'wfncludfng correcttve actfons planned;

'ftaff ond

5»Thfs memorandum gfvesrthe,optnfon of the on-51te.aud1t

-ns not a draft -eport or the offfctal p051tfon of the USGAO. Should

"/—\/"

you desire, we would be pleased to dtscuss the matters presented 1n th1$
'memorandum. Houever, any written comments or further clarfffcattons
:after our departure should be forwarded to’ Mr. Val arklfs at the

bfollowtng addrese

U.S. General Accounting Otfice
Room 138, Architect Bumldfng
1400 Wilson Blvd

Rosslyn, VA 22209

:szfsnehr*ar AUDIT FiNDINGS

The Sudan CIP suffers from avseggousg BYeh BN EEEERES Enanagenent

S

tg&?bﬁfﬁ“““to ‘the: requirementsiof  law-andvAID;regllatdonsi:and: procedures.

There is a-complete lack: of monftor1nq of the anrfval and disgozition of

AlID-financed commod1twes, which has persisted through three fuil program

Kil



‘years. Furthermore, the Mission is in'violation of sectton 609 of

o amen -e "

“the- FAA, which requires that the local currencies generated from theé

sale of the commodities be deposited into a special account. Moreover,

most of the local currencies which have been generated have been used
by the GOS for general budget support, rather than for mutually agreedg

upon developmental purposes.

These problems have been exacerbated, 1f not 1n fact”caused, by o

‘ LT

61ﬁ§ut£tc1entastafj1no personneh&tugbulencqg and the,adﬂvn e%kond1t1o is

%pommon ‘to:Sudani? Added to these is: the fact that respons1b1L1ty for

the CIP is fragmented among four separate offtces.

We believe that this failure to,properly administer the c1p is—a,f

serious problem requiring immediate attention,

‘ bESCRIFTION OF THE PROGRAM

The GOS has received $240 thlton 1n CIP ass1stance 51nce FY 1980.{

Procurement under the programs has focused pr1mar1ly on raw matertals

-‘b3ﬂd spare parts, capttal equtpment, and gratn.hg;f'““

7 ERANT NUMBER. - FISCAL YEAR ~ AMOUNT

01 1980 ©$ 40 Million
-602..‘.}‘ ‘1931' st
603 1982 S100 .
:"‘604 1) X ,1 983,];?,;," s o
:'.604 Supplementa L 183 s v

The PA‘Ds and gralt agreements, as well as dtscu551ons w1th MlSS1on
off1c1aLs, g1ve the 1mpress1on that the programs haae 1ncluoed substanttal

private sector part1q1pat1on. For example, the FY 1980 Agrnement calls for |

160

Il See ToO o8 Wit 2awe SLd Sovtnwery .



7 GOS also recetved a S 20 m1ll1onJESF cash grant in FY 1983

If one assumes that pr1vate sector parttctpatton means that the AID-’;

"financed commodities will be imported by private compantes, the expressed

intent of the Sudan CIPs has not been met. The bulk of the funds have

been allocated tc government and parastatal organizations. $ 53 million
P s 0

of $ 75 million (70 percent) of FY 1982 CIP funds were allocated to public
entities. (The remaining $ 25 million of the $ 100 million grant, for N
,retroacttve ftnanctng of purchases, is st1ll unresolved) Only $ 22 m1llton
,?has been allocated to the private sector, and even part of thts has been -
earmarked for such government ngd organ1zat1ons as Sudan Atrways, Sudand
Railways, and Khartoum University.
H1s51on officials agreed that the actual procurements do not conform

10 the expressed intent of the~program. They attr1bute thts 1n part to ghe
absence of mutually agreed upon deftntttons of public and prtvate sector.
"we uere told that the GOS con51ders revenue-produc1ng gove:nement orgatnza-
,ittons as prtvate sector. (However, there are excepttons to thts., The $ 20
lkmtllton allocatton for the Blue Ntle Gr1d Electrtcal Energy prOJect is
fcon51dered publnc sector, even though the Nattonal Electr1c1ty Corporatton
Droduces revenue.,) ”~-,"jl'k:[v}hﬁl7 ? mlfff? }xél'c,) f;,fa? ;‘ ' .

Based on the misperception that the programs have,been'primarily



- A

.fto AID's obJecttve"as,stated 1n the»program documen'at1o:
‘ th1s to occur, the M1ss1on needs to work w1th th‘ GOS ‘o ‘ar
:agreed upon def1n1t1ons of pr1vathn

ﬁthese are reflected 1n‘stated program obJecttves.;JThe'lack of~clar1ty‘has

-I'Raﬂ ALTiovS

;_problems 1n determ1n1no uhach-orocurement et should gener

: local currency.v

We bel1eve 1t 1s;1mportant for the thrust or. the program to- contorm

In orderdfor

mutually

vs. publ1c sector,sand to 1nsure that =

jECOntrtbuted to Mtss1on Mon1tor1ng Def1c1enc1esf

:fmon1tor1ng 1nvolves s1te v1s1ts to program act1v1t1es (1 e. ports, storaqe

’1dent1f1ed in alt1mely manner, and act1on taken to resolve them”

:jUSAID/SUDAN MONITORING OF THE CIP

Mon1tor1ng of program 1mplementatton is a M1ss1on respon51b1l1ty.

fIt is important in order for AID to assure 1tself that U“S.;funds are
v?d1sbursed in accordancc w1th statutory requ1rements, and that goods ‘and
‘:serv1ces f1nanced are used effect1vely to produce 1ntended benef1ts.v
hMon1tor1ng requtres collect1ng management data and ma1nta1n1ng records

,.that can be used by others evaluat1ng the 1mpact of the program. Act1ve

l"

fand d1str1but1on po1nts) and obta1n1ng reports so thatfp”oblems can be

| Altnouqh

"there are several;off1ces 1nvolved 1n the Adm1n1strat1on of the CIP ‘at

7rUSAID/Sudan, th1s mon1tor1ng is not being done._

RESPONSIBILiTIES ARE DIVIDED WITHIN THE MISSION

Within USAID/Sudan, responsibilities foremanaging:thedClﬁ are“shared

by four offices. The Program Office is responsible for preparing the

|$%



"Program ASS1St nce Approval Document*(PAAD)

ffto enhanc .

‘3land for help ng tofdeterm1ne

' spec1al covenants or cond1t1ons preceden

Thea8upply5Management.0ff1ceﬂ

ach1evement of U S.,deectfves. R

‘71s respons1ble for adv1s1ng and assfst1ng the GOS 1n the procurement of

AID-f1nanced commod1t1es, to 1nsure timely and effect1ve 1mplementatfon

of the CIP. The SMO told us that h1s respons1b1l1t1es for the procuremen
process continue up to the t1me that the letters of comm1tment/letters of
credft are opened.
iThe Controller s 0ff1ce deffnes 1ts respons1b1l1t1es for the CIP as'ﬁ
--- Ma1nta1n1ng 1nformatfon on oblfgatfons and commftments,',

- Ma1nta1n1ng information on shipping of commod1t1es, for
use in arrival accounting reviews; : o

-- Monitoring generation, deposits, and withdrawals of e
-counterpart funds in the special account; and, '

Reviewing, on a sample basis, arrival accountfng and
end-use- monitoring to insure effective use of AID-ffnanced
commodities.

:The respons1b1l1t1es of the ProJect Operatfons 0ff1ce 1nclude programm1ng;

’;the CIP-generated local currency, and 1ssu1ng 1mplenentatfon letters

jrelated to its uses. To the extent that the CIP is "proJectfzed"; the

office partinpates in plann1ng commodity procurement, and managfng.the
projects. The office also revfews ‘nd clears PAADs as they relatenton;
1nclu51on of “proJects“ under CIP and local currency uses.

At the t1me of our v1s1t 1n March 1983, the M1551on was in the process
of wr1t1ng a M1s51on Order concernfng the d1v151on of respon51b1l1t1es for
the CIP, layfng out the functfons of each off1ce.hvp e

In our opfnfon, th1S d1v1s1on of respon51b1lft1es is a‘management
weakness. -It results in’ no one at the M1Sa10n hav1ng complete knowledge of
the status of the program.

-

|9 7
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- COMMODITY ARRIVAL AND DISPOSITION

~that commodities are'pro”‘

;requ1red to evaluate the

AID Handbook 15, Chapter 10, descr1bes ‘the .procedures for insuring’

“The:Mission 45"

antee s,commod1ty arra1val and d1spos1t1on

;system. 1f the M1ss1on determ1nes that the grantee s system prov1des
wreasonable assurance. that the requ1rements of Handbook 15 will be" met,

7then the Mission is supposed to monitor the system. If the Mission

determines, however, that the grantee's system does not provide adequate

accounting for commodities, ‘then it should establish and maintain its

own system.

v;the system, sor the Mission's" mon1tor1ng,procedur”s.~

USAID/Sudan does not have on file the required approved description‘

of the GOS arrival and d1$DOS1t10n system, the M1ss1on s evaluat1on of

Nor has the M1ss1on

_established.its own system.

The PAADs for FY 1980, 1981 and 1982 contafn a sectfon t1tled

_"Arr1val Accounting and End-Use Mon1tor1ng", whfch on the surface, seeﬂs

_to 1nd1cate that the Mission has at least a fam1l1ar1ty u1th the GOS system.

Th1s 1s*not the case. We found that no one at the Mfss1on knows whether

-0

the GOS has arrival accounting system, let alone how it works., For all

three years, the PAADs have contained language to the effect that, 1f

necessary, the serv1ces of establ1shed freight forwarder may be purchased

N1th local currency, to: mon1tor and report on arrfvals and clearance from

lthe port. We could f1nd no record of any action taken 1n th1s regard.

All three PAADs also contain the following statements'

"AID will apply the standard 90 days port clearance requirements and
the 12 months utilization period requirement. These, with constant follow-
up and pressure on both Buyers and transportation officials, may serve to
expedite the movement of AID financed cargo. At present, these is an

(VAN
r
——



jT? month requ1rements, or followed up w1th e1ther,the 1mporters;on'port
hoff1c1als on the status of arr1vals.)

The grant agreements bttween AID and the GOS conta1n the standard
'flanguage concern1ng the k1nds of records that are requ1red to be kept by

vthe GQS, No. M1sS1on off1c1al could tell us whether these records are

maintafned Further, the grant agreements requ1re GOS to prov1de such

re‘orts asVAID ma re u1re;¢‘“
_p Y qQ #“‘J

<I’?Eé only report that has been requested by the M1ss1on has been a
quarterly grant progress report, the contents of wh1ch have been spec1.1ed
1n.1mplementat1on let.ers.a No quarterly reports,have ever been rece1ved
from the 6OS.

M1551on officials cite several reasons for the lack of a'r1val

account1ng and end-use monwtortng. Chwef among these 1s shonf gé?*ﬁgstaff

There is only one d1rect hire in the Supply Management Off1ce, the SMO
feels that one person cannot do an adequate job. Action 1s'currenlly being
taken to bring in a direct hire assistant SMO. - There are only two direct

h1res in the Controller's 0ff1ce,¢Jhgse 1nd101duabs%avso%feebgthat%they are

sggt%pnopenbxﬁstaffed»r ypenfgnm&theirmfunc#fong? They expect things to

improve with the arrival of a :newaTCNiemployeewiniApril1983%
Missfon officials'also indicated that~the need for extensive

mon1tor1ng s not as great when the pr1vate sector 1s 1nvolved pr1vate

_1mpcrters are precte,5to be "self-pol1c1ng -ﬂ However,vas noted above in

‘}our descr1pt1on of the program, there 1s much less part1c1patfon by the

private sector than haa been env1910n°d The bulk of the cIp funds &=
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fnxtratnonwof“t

‘are used' for pubLic ‘sector procurenents.’

In our op1n1on, a. thfrd reason for the MfSSfon 3 poor performance

;1s the fact that respon51b1l1t1es for the program had never been clearly

A

establ1shed and no¥oney offnceﬁh s%B?@n ¢haRoed with? the*overatﬁﬁﬂdmfﬁ*ﬁ

(3

The result is that 1t 1s not possfble for the M1551on to determfne

f1f the AID-ffnanced commod1t1es have been properly accounted for and used

;as requfred by AID Regulat1ons..

" PORT VISIT

We visited Port Sudan on March 5" and 6, 1983 There we met with

)off1c1als of the port author1ty and customs, .as well as with the sh1pp1ng

agent~respons1ble for many of the"commod1t1es,sh1pped from the U.S;, and
uith a private importer representative.

These officials were unanimously of the opiniOn that the‘congestfon
and delays that plagued Port Sudan 3 years ago have been allev1ated.
This has been due in large part to the open1ng of the new Port Sudan to

Khartoum highway. The number of trucks that now ply th1s route has

}fncreased greatly. We were told that goods trucked from Port Sudan to
;Khartoum;take:only‘24‘hours, as opposed to weeks for trafn shfpments.
cThe pr1vate 1mporter sa1d that many compan1es are w1ll1ng to pay the
thfgher (by 100 percent) truck .rates, for the speed and eff1c1ency it
ioffers.;

slNote ifhe effect of the neu h1ghway on port congest1on was also noted

iﬂ1n .an Apr1l 1981 AMEMB, Khartoum cable summar1z1ng a: tr1p to Port Sudan

by Ambassador Kontos.)

| &b



The sh1pp1ng agent sa1d that, from a transportat1on vtwwpo1nt,7f}

| fgoods are movtng eas1ly 1nto and through the port, and that there are5;

;often unused‘berth1ng spaces.} He sa1d‘that a larger problem ts uncla1med

,ﬁWe attempted to“f

;cargo, ENR goods not. p1cked up by the cons1gne’

document this problem w1th the port author1ty, andkwere told that, f;”
the publ1c sector, there was gd uncla1med cargo at the port., (Note. Cargo
is considered uncla1med after one month )

A cursory 1nspect1on of a warehouse and surround1ng lot where uncla1med
cargo was stored turned up one cons1gnment of AID-f1nanced commod1t1es
which had been at the port since July 1982.

buring our visit, prob'em was ra1sed by the sh1pp1ng agent that w1ll
impact on the Mission's plans for arrival account1ng. We were told that
the port- author1ty s out- turn rece1pt of cargo 1s the tally of record for
commodities rece1ved at the Port. Th1s out-turn rece1pt, howe»er, 1s only
issued after the goods have been d1scharged and transported from the dock
to port authority warehouses. we were told that the port author1ty accepts
no responsibility for cargo unt1l after it issues 1ts out- turn receipt.
Further, the shipping agent said that the port author*ty 1ssues-:: reports
of damaged cargo. This could present a serious gap in the_accountab1l1ty
for goods received at the port.

Mission officials told us that they plan to visit the port in Apr1l

1983 with a view towards document1ng and evaluat1ng the arrival account1ng

procedures there.

 LOCAL CURRENCY MONITORING

R

FAA,-Section 609, requfres,thatklocal currency generated from the

sale of CIP-financed commodities sbeideposi'te dalxaccount and

1§
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used forzmutually agreed upon development proJects.L AID Handbook 4

requfres that M1551ons monftor compl1ance w1th these requ1rements.;]

apectftcally, Appendfx 1A states that M1SS10nS, as approprfate check

f;collectfon and use of local currency and report on the status thereof.

| LOCAL CURRENCY GENERATION

| " The CIP grant agreements requ1re the GOS to establ1sh a special .
account and deposit there1n the local currency generated from the sale
‘kor importation of ‘the commod1t1es; The grant agreement for the FY 1980
‘program does not spec1fy when aazsheizom the deposits are to be made. ,,hea
subSeQUent agreements state that the deposits to the special accountd;
shoUld‘be made quarterly upon advise from A.I. D.

The grant agreements do not require the GOS to 1nform AID when the
specfal account 1s establ1shed nor to report per1od1cal'y on 1ts statusa
The MfSSfon has, however, on occas1on requested such 1nformatfon from |
the GOS. (letters dated 6/20/81 5/27/82 and 8/21/82).

HOWE LomPLaxy (v foanaxiod ou
- Missjon officials do not unnu how and when counterpart funds are‘B£\u3~

' collected from the 1mporters and subsequently deposited in the spec1al

account. One Mission off1c1al explained that the system for collect1ng

counterpart funds changed when the ‘Mission began to use bank letters of !

‘commitment for a portion of the FY 1982 program funds. (He sa1d prior

to the 1982 program direct letters of commitment were used but because
BT I TE YV

of the large number opened, it created an un-aed#v management prob.em

ifor‘AID) Importers workfng through the C1t1bank of Sudan are. currently

“requ1red to dep051t 100 A of the counterpart funds at the t1me the letter

‘dof cred1t is opened M1SS1on offfcfals told us they are not certafn when

the C1t1bank transfers the counterpart funds to the GOS nor when the GOS

<8
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depos1ts them 1n the spec1al account.; Moreover, M1ss1on off1c1als were

_not certa1n when or how parastatal and pr1vate 1mporters us1ng d1rect |
;letter of comm1tment rem1tted the1r counterpart funds to the GOS. The
M1ss1on has dragted letter to the GOS request1ng 1nformat1on on the GOS
system for local currency collect1on and depos1t. : |

FR Y g'm\.na*no.J of
There is a’ complete lack of knowledge about counterpart funds for

o) e ar b o

the FY 1980 CIP. According to Mission officials and program documentat1on

sthesspecialiaccoint wasinoti'established: by the GOS;* consequently the»
Mission cannot ascertain what, if any,,local currency was generated,r A
Mission official said that any counterpart funds generated uerefdeposited;
directly into the GOS treasury and used for general budgetary support.th‘“

In June 1981, the H1ss1on sent a letter to the GOS request1ng 1nforma-
t1on 'Lhether a'special account had been establ1shed and, if so, the statu'
of the accoung LE deposits and w1thdrawals. This is the f1rst record we
could find of the'Mission querying the GOS regarding the spec1al»account.\
This inquiry was sent 18 months after the FY 1980 agreement was s1gned and
one month after the M1ss1on had signed the FY 1981 agreement.,

We found no subsequent information in the files-to indicate Mission
attempts to resolve the local currency generation problem for the FY_1980
CiP until May 1982.v In May 1982 the Mission informed the GOS that LS 20:9m0
($ 26.2m) should have been deposited in the special account as of March 2,
1982 This amount has been subsequently increased by about‘S;BZOyOOO based
on add1t10nal program dtsbursements. |

The Mission Deputy Controller said this wWas the f1rst b1ll1ng for

K wLe
counterpart funds. We non% told that although the Controllers' b1ll1ng

stands, it is not expected that the GOS utll attempt nor,be requjred to

N 4

reconstruct counterpart generations for the essentially completed program.

154
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jAls°' althOUgh some program dtsbursements are st1ll be1ng made, a~fk
e Ae‘c .\\‘.-\- b
M1ss1on off1c1als sa1d 1t 1s expected”the GOS N1ll beg1n to make the

depos1ts s1nce 1t has already been mutcally agreed by AID and the GOS

fto use the FY 1980 CIP counterpan ‘f nds for general budgetary support.

A spec1al account has been establ1shed for the FY 1981 CIP (no
trecord of date of establtshment) and accord1ng to a November 1982 repor1

’from the GOS, some’ depos1ts have been made.' However, there are dtscrepan-;f
cies between what the M1ss1on has determmned should be depos1ted and
what the GOS reports has been dep051ted. (GOS dep051ts are approx1mately
LS 15m less) We were told that reconc1l1ng th1s d1fference N1ll be d1ff1cult
because the GOS report does not indicate which transact1ons the depos1ts
relate to.

Disbursements for the FY 1982 program'began‘during‘the lastﬂouarten'of5
cYy 1982, We told that about 25/ of the funds had been dfsbursed as. of
December 31, 1982. The M1ss1on has not ‘yet submftted the quarterly b1ll1ngv
to the GOS. No funds have been d1SbL sed for the FY 1983 program.n

Mission officials said thatmlackﬁofﬁexpenfencedgstaf,%%as well?as‘:
é&iﬁiﬁxvﬁaﬁgsgﬁﬁﬁﬁbf?ﬁﬁ?ﬁﬁﬁfﬁfﬁhﬁatﬁonﬁmtbm%ﬁoS%‘have contributed to pnoblems

in monitoring local currwncy generatfon: We were also told that determining

which transactions should generate-counterpart funds is also a problenm. !

When the allocations were made for the CIP programs the Missfon and GOS did

not identify which procurements would generate counterpart funds.

— T 48

: Consequently, we were told, the Mission has had to use E!E judgment on.

.determining counterpart generations. 1n January 1983 the M1SS1OH def1ned
7v1ts cr1ter1a for counterpart generating transactfons through 1mplementat1on
| illetters 10 the FY 1982 and 1983 grant agreements. (Imports for the pr1vate

sector and revenue produc1ng government ent1t1es are requfred to generate

l) The 05 hag fuamikey 0wty hws wt-ong\ct\q. n&\somhs ou ¥t Shakvi v e
SRAt v\ BROUWT -+ Quee \GEL AV %\u &8y, o , \bo



local;currency be generated for all procurements.

‘We belfeve that theﬁﬂvss1on sifajlurestosresolves the-10lathonw

VK fdraderte s“1< il

account;3prfor£fo;signingftheﬂagreementsfforwthe*FYR198laand*1982@

Qgggram;,crefLthszaﬁlaCkﬁofwmanagementWattention;ﬁ So too does the

failure to resolve#in:a+ t1mely manner,the;1ssueaconcern1ng uh1ch1CIRw§

stransactions’ should generate localw\currec-r::y‘“?t |

- LOCAL CURRENCYvUSE

The grant agreements .state. that the funds 1n the spec1al account

may ‘be used for such purposes as are mutually agreed upon by A I D and

the GOS.

They also state that e portfon of the funds,kas des1gnated by 5

AID, shall be set aside in.a trust fund for the Mfss1on X ant1c1patedv

local currency expend1tures.

Mtss1on off1c1als said .ounterpart funds have been allocated t0° \

- --atrust fund account ‘equirements. According to a May 1981

3 We were told FY 1980 CIP generated counterpa

ﬂagreement trust funds can be used to finance ‘local currency
costs of (1) USAID contractors implementing U.S. assistance

projects; (2) Mission operating expenses (e.g. supplies,
equipment and housing); and (3) program support ‘expenses (eg.
project designs anc evaluations)

finance GOS local currency requirements associated with
implementing .development projects, particularly AID develop~
ment assistance projects in which AID is f1nanc1ng the foreign
exchange costs.

general budgetary support IE funds are transfered to GOS
treasury. Lo : e e

funds approx1mately

g 26 m1ll1on, were used for general budgetary support accord1ng to a verbal

agreement given by the former Mission D1rector. We could'not'f1nd any

e



 doéunentition to support 'this agreement.

f*‘;AccbrdingétoﬁthezProjectb;OperatjonspOfficerStheaprOQrammingﬁofﬁaﬁ'

}the FY 1981 program counterpart funds was completed 1n‘December 1982

fThe allocat1ons were°7‘

'TRUST-F‘UNVD s 9 654 700 FrIn s
PROJECTS . 5,124,000 5%
“BUDGET SUPPORT 24 821,300 __g_z__

om. s 39 600 ooo’ 100 A

M1551on off1c1als sa1d programm1ng counterpart funds to the trust
g,fund and on-going blateral prOJects factlttates M1551on mon1tor1ng of:
‘lthe use of program funds and 1mplementatton of development projects.

j;‘The Mtss1on Controller is responsible for trust fund expenditures and

hf'M1551on proJect off1cers sy & monitorg®a the various develop-

ment assistance EERETORE=NS=ZIY projects. E==;=ess==sssss==:;=#=§?=f
u:s==i-nﬁ-n-naezz==a¢==éz;== Jenuary 1983 implementation letters tofthe~
FY 1982 and 1983 grant agreements outltne the report format to be used
by the GOS to report semi- annually on the development prOJects be1ng

f1nanced with CIP generated local currency. (The counterpart funds for

‘fieach development prOJect are dep051ted 1nto a spectal sub-proJect account

f;ﬁmatnta',ed by .he 1mplement1ng Gos m1n1stry).

we‘noted that over 80/ of the FY. 1980 and 1981 counterpart funds

L‘he'M1551on

l'rwere:allocated to general budgetary support and were}tol -.fj~

-expects most of the FY 1982 and 1983 counterpart funds to‘also be"used

 for general'budget support. M1551on officials sa1d that th -tTUat fUﬂd

"fand evelopnent prOJect requ1rements are g1ven pr1or1ty but once these

needs are met they beletve the rema1n1ng funds should go to general budgetary
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Jsupportvbecause'of the GOS s severe budgetary deficits. The Missionv

gD1rectorrsa1d‘he ’Jd not bele1ve that requ1r1ng”attr1but1og of counter-

apart funds to spec1f1c GOS development expenditures,as is done in Kenya{ Zansis,
751gn1f1cantly 1nflorences host governments' budgeting process. §M1ssion
*ofﬂf““%ls’al %ahdﬁthexﬁd1danot*have gp staff‘towadequatelx,monmton&
add1tional*pr03ects%and therefore are reluctant to use counterpart funds
kps W%

forbnon-b\ateral development prOJects. The PrOJect Operat1ons Off1cer

sajd that because of the large amount of PL 480 and CIP counterparts ﬁuubs
available, the local currency needs of most on—go1ng blateral develop-

ment projects have been,met. | |

Mission Officials said they beléﬁve that the loCal currency require=

ments for the trust fund and development prOJect have been met and are
therefore willing to Let the remainder of the funds go toward general
budgetary support. iWe¥beleiVelthe:Missionicould: cons1der“us1ng Ssome¥of

thesfundrcurrently#al:located“tovgeneral -budget: support::to: simprovesiitsay
.program:management«capabilities. For example we noted that the CIP PAADs
discuss that if the need arises local currency could be used to contract

for a freight forewarder to assist the Mission in"its arrivalyaccounting

and po%t,clearances. N

) ' s e oy s S e U TN k»;.,t;.{.;y Yy ~g;'~;;c g . . N ! “" S q s ;, e J
'<:;nothertuseﬂot&bocalw urFency¥coul'dtbitonimproventhexGOSs¥capability

gopfurnishsprograminformationtonsUsSiassistancerprojects.

EVALUATION OF THE CIP

'periodically evaluated*ﬂ

Management requ1res that act1v1t1es ar

,part1cularly when cons1der1ng follow-on‘programsl Although AID has st

established no formal r°qu1rement for evaluat1ng program act1v1t1es -

14

(Chapter 9 of Handbook 4 is still in “reserve" status), a certain level | %
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i CAND
;of evaluatwon 1s 1mpl1ed eaoc, from t1me to t1me, requested Also,

"jf1n July 1982, the AID Adm1n1strator establ1shed pol1cy gu1dance for

'*7the f1eld wh1ch requ1res M1ss1ons to closely mon1tor and evaluate

"fA;

country performance‘1n 1mplement1ng resource transferrass1stance

orooramsfand oroiects.

A M1ss1on off1c1al sa1d no formal evaluat1on of the CIP .or use
of the<counterpart funds has been conducted. The Mwsswon D1rector

said a maﬁor evaluation is}planned = for this year ol the~ent1re~

program. The evaluation wil'l address-in such 1ssues as macroeconom1c

1mpact and the programs' effectiveness in serving pr1vate sector needs.

DONOR COORDINATION

According.to the Mission Director donor coordination in Sudan has
been strong. He said the Consultive Group consisting of all;donors {n
Sudan, held its most recent meeting in January l983 in Paris. This )
group discusses and .coordinates on debit rescheduling and’other major
economic problems affecting Sudar. He also said in addition to this
group the World Bank hosts informal meetings with major donors‘almost
monthly. We were told there is also sector coordination among the donors,.
For example meetings have been held to coordinate assistance in the energy

andﬁirrigated agriculture sectors.

. MISCELLANEOUS

: 825 MILLION RETROCATIVE FINANCING

At the CIP Project Reviewfneeting in ‘January 1982, it was decided
that the eligibility date for conmmodities 6urchased under the'grant should

b4
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V”be October 1 1981, rather than the date the Agreement was sfgned --‘1n

i“May 1982 'Itlwas concluded that the GOS had a cr1t1cal need for cash
'eflow durfng the f1rst two quarters of the ffscal year, and that some
"commodftfes were undoubtedly befng purchased 1n antfcfpatfon of the new

ACIP,. ;

in order to(speed the transfer of funds to the'GOS, AID decfded to
‘Wetroactfvely finance" $25 million worth of GOS purchases for the FY
1982 CIP. AlD/W required that these be elfgfble commodftfes, purchased
after October 1, 1981. The $25 m1llfon dfsbursement was made on July 23,
1982, based on the Mission's July 20th cable statfng that the transactfons
had been reviewed and cert1f1ed as elfgfble.
| On July 21, 1982, USAID/Sudan forwarded the documents, refered to in
its cable to AID/W. In October 1982 AID/w returned the documents to the
M.ssfon because. they were fund to be 1ncomplete or covered 1nel191ble
transactions. As of March 1983, the M1SS1on had taken no further action
to resolve the matter. One problem, we were told was thedefffculty'fn
obtafnfng legible photocopies from the GOS. The Actfng Director told us
he intends to give this matter prfor’nn attention, and expects a report
to be filed to AID/W by the end of March.
) )

In April 1982 the SMO”and Program Officer (both of whom>are\no longer

in khartoum), workfng on a l1$t of elfgfble import transactfons, suggested

‘that prev1ous GOS purchases of wheat from the u.S. would satfsfy the

requtrement 1n the most expedfent way.f No one currently at the M1SS1OH

| could tell us why the wheat purchases were not’ used or why the transactfons

'Vthat were forwarded to AID/W were not more thoroughly rev1ewed._

PROCUREMENT PRACTICES | | (0{

AID Regulations (and the implementation letters to the.grant agrtement)
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requfre that publfc sector procurement shall be accompl1shed through

'format compet1t1ve b1ddtng : “xceptfons are allowed, but these"equ1re

tAID approval.- The SMOutold us that he has seen lfttle ev1dence of

formal compet1t1ve b1d procedures be1ng followed by the GOStf_Substant1al:
‘numbers of wafvers, for over $30 m1llfon worth of commod1t1es, have been
granted 1n}the last two program‘years alone. » :

The largest of these wa1vers was for the Blue N1le Grfd Electrfcal
Energy prOJect. In June 1982, the USAID/Sudan M1ssfon Director signed
a determ1nat1on that an emergency s1tuatfon ex1sted u1th respect to the l
Blue N1le Grid procurement act1v1ty, and authorfzed the use of negotfated
: procurement procedures. Th1S wa1ver applfes tl approxfmately $c0 m1llfonf
prov1ded by AID for electrfcal power equfpment under the FY 1982 CIP.

A further wajver was granted for approfimately $800 000 of th1s amount,w
for non-competitive selection of Bechtel Nat1onal, INC. as procurement
services contractor for the project.

For the FY 1983 CIP, an emergency procurement waiver is befng~readied’f{'
for the GOS purchase of $8.5 million for jute bags from Bangladesh*ﬁyThelf .
GOS had originally intended:-to fund this procurement with the1r own resources.
However, they did not have the money, and reQUested that the bags be funded"
under the CIE on an emergency basis.

In addjtfon to these two, there have been many other source/origin and
proprfetary procurement waijvers granted by the Mfss1on.{ For the FY 1981
.bCIP, we found records of 19 waivers for over $5 m1llfon work of commod1t1es.
fiMost of these were proprfetary procurement wa1vers for spare parts fo:
"equ1pment on hand For the FY 1982 CIP,‘3 wafvers amount1ng to almost

$900,000 have been granted, and the SMO told us that there wfll w1ll be

more.

et
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SUGAR INDUSTRYnEQUIPMENT“

In October 1981, USAID/Sudan sought_AID/w approval for allocattons

to- pr1vate sector 1mporters to purchase’equ1pment that would be used for
!Sudan s Sugar Industry.. Th1s approval 1s requ1red by AID Pol1cy Dtrect1ve
f71, wh1ch states that AID wtll exam1ne proposed ass1stance for commod1t1es
'that contr1bute to establ1sh1ng or expanding product1on, processtng or
market1ng sugar, palm oil or citrus products for export. - We noted too,
that in a letter to Congressman Tauzin of Lou151ana in September 1981 “AID
referred to certain leg1stat1ve restr1cttons on sugar equtpment.&uThese
restrictions were conveyed in the implementation letter for’the FY’1981
grant agreement.

AID/N approved the recommendation for CIP fund1ng of Sugar Industry
equ1pment in. October 1981, after finding that no potenttal 1nJury to u.s.
lproducers of sugar would result from the proposed purchases., '

we noted however, that the implementation letter for the FY 1982 cIpP
deleted the restriction on procurement of commod1t1es used in the product1on
of sugar. And in fact, Kenana Sugar Co. has received a 53.6 million |
allocation for the FY 1982 CIP.

The question arises, therefore, as to whether the AID policy directive,
and the legislative restrictions referred to above apply, and if so,
whether a separate determination is required. We found no'reoord,of the
‘Missﬁon's asking for AID/W approval, nor oouldvzé determtne/uhyfthe

restrtctjon on Sugar jndustry equipment was deleted.

b1
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We noted during our work at the M1ss1on that‘the KSC had rece1ved ‘

;ven allocat1on of $3.6 million for the FY 19823CIP. In try1ng to determ1ne>;

“]whether th1s company was tPUlY pr1vate, or 9°Ver”me"t ouned, we inquired

e!1nto 1ts f1nanc1al back1ng. we were t(ld that the company is Jo1ntly

’owned by GOS and several fore1gn governments such as Kuwait and Saud1

1, ly% 33
'Arab1a. There is very l1m1ted pr1vate ownershup. ﬁweédﬁgstaon%

U iartalodiq

iﬁiﬁﬁfiﬁesqufQQ§gng Claﬂfundsmto”prov1de“fore1gntexchangesto aRienterprise

wh1chsns predom1natelyufore1gnmgovernmenttoﬁﬁé&%
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POLICY DETERMINATION: AID Financing of Palm 0il,
“Citrus and Sugar Projects and Related Products

1. Because of the potential injury to US producers of similar products,
AID/W will as a matter of general policy examine at the earliest possible
stage proposed projects involving production, processing or marketing of
sugar, palm oil, or citrus for export. Approval to proceed with project
development in these cases must be made by the appropriate Regional
Assistant Administrator with the concurrence of AA/PPC and AA/IIA following
review by PPC/PDPR/EDD in cooperation with IIA/EA/IEA. These divisions
will examine potential injury to US producers on the basis of data
supplied by the Mission on the export potential of the project, likely
export markets, magnitude of production resulting from the project, and
the recipient country's relative share of the world market and/or US
import market; and on information available in Washington about the
condition of the US industry.

ommoditi ina unde -proj assistance and activities
_financed by subsequently gencrated local currencies would be given a
similar review with participation by SER/COM when the Mission is aware

thQE_Lhe_cnmmQd1x1es_mlll_contx4bu¢e_to_establlshlng_?;:gﬁgggg;%gj
igrggggxlggl processing or marketing of these products{for export.

owever, we do not envisage changing existing procedures governing non-
project assistance to require Missions to trace all final uses of
imported commodities.

3. Missions are not prohibited from developing project ideas in which
these commodities are involved. Rather, they should be aware that their
potential impact on US producers is a matter of concern which has resulted
in restrictive legislation in the OPIC authorization bill and in the
replenishment authorization for the International Financial Institutions.
AID should, therefore, only finance such projects when their development
rationale is strong and their 1ikely impact on US producers is low.

YV

Robert H. Nooter
-Acting Administrator

"'/l"/ 7&’
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