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SUDAN
 
Program Assistance (650-K-604. Amenament #2 FY 1983
 

Summary and Recommendations
 

The accompanying analysis is presented in support of a request
by the Government of Sudan 
(GOS) for the second amendment of
$12.25 million of an Economic Support Fund (ESF) supplemental
grant in FY 1983. Consistent with the original PAAD of $30
million and the first amendment of $18 million 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 conform to 
a
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 Condominium
and more recently from a Soviet-styled and supported economy.
With the rise of oil and manufactured goods prices after 1973
and the exodus of more than 500,000 skilled Sudanese workers to
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 whera
Sudan's total accumulation of debt currently approximates its
GNP. 
 Arrears could reach $2.4 billion, or three years of
exports. Excluding rescheduling, 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 $675 million leaving a Balance of
Payments deficit of $1125 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). 
 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).
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Thus, the total devaluation of the Sudanese pound since 1978
has amounted to almost a.70 percent devaluation. In addition,
by late July 1983 the GOS had opened up the free market for
private sector foreign exchange transactions to several large
foreign and domestic banks, thereby encouraging greater
rationalization of foreign exchange markets and 
resource use.
 
In an 
effort to balance its budget, increase revenues and at
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 priceq,
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 thebest promise of quick foreign exchange benefits; rehabilitation
of projects, particularly those in the irrigated subsector,
that have high potential for economic viability; andinfrastructure facilities to support export-oriented
production. 
This represents a substantial change from the Six
Year Plan for 1977 to 1982 where"emphasis was on 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 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 specificindividual crops and farmers. 

to 

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 three 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

Program aimed at increasing public and private investment in
 
the agricultural, mainly irrigated, sector.
of pricing and supplying inputs to the sector 

The whole system

was restructured
and a host of new incentives for improved production
introduced. 
 Despite considerable political risk, in recent
 

were
months Sudan has initiated a number of measures aimed at

rectifying 

Most notable, of course, was 


some of the economy's more glaring deficiencies.

the second exchange ra.te
 

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
bilateral donor response in January and February of 1983 when
 

with the IMF in December 1982, followed by an extraordinary
the Consultative Group and Sudan's creditor governments met

separately to agree on 
additio6nal, quick-disbursing
assistance and sufficient debt relief to satisfy the IPIF and
 

bilateral
 
effect 
a 1983 Standby program.

Since the current economic situation dictates even more 
 0
essential that the GOS continue to conform to the package of
 

stringent economic reforms will be necessary, it has become
reforms in the IMF Standby Agreement as 
a next but by no means
ESF assistance to 


final step. Thus, the USG has linked this tijird tranche of its
Sudan with progress on this reform front.
The basic overall strategy for Sudan's econornic recovery
 remains to concentrate

irrigated sector to 

on establishing production in the
levels achieved in the early 1970's. 

address the shorter term implications engendered by this
 To

economic crisis, the IMF Agreement engenders 
a series of
 
reforms including exchange rate devaluation 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
 

..
sectoral and macro-economic policy reforms.
Program document 
was The Recovery
approved by the dojors' Consultative Group.
 
an 

The USG has played an active role in encouraging Sudan to adopt


aggressive approach to macro-economic policy reform and a
 
Positive attitude to the IMF reform process.
endeavors by our USAID Mission and Embassy at 


The constant
 
the Working


levels and by the U.S. Ambassador at the highest levels were
 
culminated by President Reagan's letter to President Nimeiri

last October assuring the GOS of deep USG concern at the

highest levels. 

efforts, Through President Reagan's letter, and all
we have committed ourselves to ensuring that Sudan
 

our
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 billion and a current account deficit of
some $1125 million. 
 Even after allowing for a continued high
level of -capital inflows from past loans and the successful
renogotiation of current debt payments, i large financing gap
remains. 
 Sudan has virtually no foreign exchange. Some $2.2
billion of Sudan's current $7.8 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 the
announcement by Sudan to 
undertake the reforms included in the
IMF Standby, such shortages are coinciding with the politically

difficult budget and pricingreforms.
 

The USG has been providing balance of payments support to the
Sudan through PL 480 Title I/I11 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 marketabl6 surpluses.
 

It is very much in the interest of tne 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
supoortive 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 be financed under this FY 1983 CIP grant
amendment will be largely similar to 
those financed under the
original FY 83 CIP, the first FY 83 CI-P 
Amendment, 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
oil-dependent irrigated agricultural sector. 
Also, technical
 
assistance for delivery services will
 



be provided where needed in accordance with present -AID:'
 
regulations.
 

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 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 $1417 million occurred in 1981/82. 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. $7.8 billion by the end of 1982. Between
 
1976 and 1981, external debt grew at a compounded rate of 16
 
percent per annum. Despite rescheduling, the debt service
 
ratio for 1980 (principal and interest payments as a percentage
 
of exports) was approximately 20 percent. For 1982, this debt
 
service ratio has grown to 7T 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 sqctor. 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 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 $750-$850
 
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 the latest import estimates indicate
 
that Sudan had had immediate requirements for approximately

$135 million worth of essential 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 1983 Standby
 
Agreement's disbursements indications are that Sudan has
 
continued 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 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 $69 million and 18
 
percent of total exports in 1982. Non-cotton exports have
 
taken up the slack to some degree; however, there has been
 
virtually no increase in total exports from the mid-1970's to
 
1980, and a decline in exports from 1980-82. Conversely,

imports, led by petroleum and sugar, rose from $1.0 billion in
 
1976 to $1.7 billion in 1982, an increase of 70 percent.
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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 restoring an element of growth to the
economy. The principal targets were: 
(a) to raise the growth
rate of real GDP from a negative rate in 1978/79 to 4per annum; percent
(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
arrears. (d). to eliminate external
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 tle
first year of the three-year program 
 the IMF forecast gradual
improvement in the Sudan s balance ol payments, beginning
around 1983. Mixed results during the secondspecifically 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.
 

year, however, 

2. 
The 1982 Stand-By Program
 

and immediately 
The failure of the Sudan's economy to respond more positively
to the reform meapuresthree-year stabilization initiated under. theprogram was due in part to unfavorableexternal 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.
three-year program At the core of thewas an anticipated-production. This was 

large expansion of cottonto have resulted in a substantialincrease in export volume, which would have improved the
balance of payments, strengthenedrestraining the budget, and helpedcredit expansion. However, delay 
in

distortions in the cost structure of cotton production relative
 
in removing 

to other crops, along with labor shortages and management
deficiencies, contributed to reduced acreage and declining
yields. 
As a result, cotton productio6 and exports in 1981
fell to their lowest levels in 25one-half years and were barelyof the levels reached four yearssugar, the three-year program had 
ago. In the case of

of sugar imports with 
assumed a virtual cessationthe projected coming on stream of three 
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and necessitated 

Problems with the completion of
 
the mills prevented the expected increases in domestic output
This was a continued high volume of sugar imports.


compounded by delays in the adjustment of the exchange
 
rate and by domestic price Policies which sought to insulate
international 

the prices of basic consumer commodities
price changes. such as sugar from
not always passed Increases in import prices were
 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.
Over the last year, the Sudan has
overcome these deficiencies taken a number Of measures to
sector, the Joint account and 
I t 
 ae 
a
distorted agricultura nrofthe griul-u-=
irted 
agricultural
incentive against cotton cultivation has
 

been replaced by an individual
imposition of land and water charges 

account system and by the
schemes. 
 on
The GOS has undertaken all crops in irrigated
course of the current season. to collect such charges in the
Progress


accelerated on the rehabilitation
 
of the capital stock in the largest schemes has been
World Bank. 


writh technical and financial assistance from the

Management of the agricultural 
schemes has been
strengthened through decentralization
the level of each scheme. 
 and financial autonomy at
 

In the manufacturing

refining mills. sector, steps
 

have been taken to impr6ve capacity utilization 

reorganization, in the sugar
reliance 


These steps have included management
allocations on 
foreign expertise, and special
 
to build up inventories of fuel and spare parts in
 

order to reduce disruptions.
strengthened 
 The budget has been significantly
by new revenue measures and by price adjustments.
 
for the first time in years, current
exceed current expenditures revenues 
are expected to
In Particular)
have been increased sharply tobring them into line with
 

petroleum prices
internal and external prices.
the prices of one of its most
Sugar; the price basic 
The GOS has moved to increase
of sugar onsumption.to an was commodities,increased sharply in January 1982
 

import parity price level.
strengthene 
 Budgetary control
overruns outside the jurisdic 
has been
 

In 

in order to prevent the recurrence of expenditure
the area 
 Of the Ministry of Finance.
 
of credit policy, interest rates
ori
commercial banks that do not observe ceilings 

on deposits and
have been increased and penalty rates imposed on
 
extension. 
 In the external 
 on credit
the Official and parallel foreign exchange markets has resulted
 
in a depreciation 

sector, the partial unification 
of
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
momentum generated in recent months. 

to build on
focussed on the reformthe further restructuring The main policy changes
of financial incentives
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in agriculture, along with proper maintenance of physical
capital and timely provision of management services; attempted
to brinS aboit substantial reductions in both the overall andbank-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

remittances and 

exchange system that would encourage
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.result, the arrangement broke 'As adown. However,were able to negotiate a 1983 Standby in February because of
 

the IMF and GOS
extraordinary donor assistance and debt rescheduling.

To gain greater control over the allocation of scarce capital
resources, 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. 

are: The priorities of the three-year program
(1) completion of ongoing projects; (2) implementation of
agriculture and industry; 


structural reforms to improve capacity utilization in
(3) reduction of bottlenecks in

transport and power generation; 
C4) development of traditional
agriculture snd other productive activities with relatively
small reliance on 

extraction; and 

imported inputs;(5) development of petroleum
(6) improvement of social services and water
availability in iaral 
areas.
 

C. 
 The1983Standby 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 IMFentered into a 
1983. Better 

1983 Standby with the GOS in January/Februaryperformance under the Agreementhas occurred, due to the donor governments' was expected, and 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 seriesof economic targets to which Sudan must conform in order to
make the 1983 Standby tranche drawdowns:
 



*(a) to 
ensure the attainment of the monetary target a
limitation on the domestic assets of the banking system from
Oct. 31, 1982 to Dec. 31,
ceiling of 26% 
1983 through the imposition of
on net domestic assets on
a sub-ceiling of only 9% 

the banking system and
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
import-s 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
substitute 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 other 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 prices
during the Standby period; and
 
(h) GOS 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.
 
The GOS has performed sufficiently well enough on these
measures, according to the IMF's mid-term review in May 1983,
to allow the release of the second 1983 Standby tranche. 
 The
GOS is also ahead of schedule on wheat pricing having
eliminated budget subsidies including inland transport costs of
imported wheat in July.
 

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.
Arabia was Saudi
the main contributor, accounting for approximately
40 percent of the total, followed by the U.S.,
Dhabi, 15 percent; the Islamic Bank, 

20 percent; Abu
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 oil 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
$1,152 million in 1980/81 to $1,417 million in 1981/82, the
Sudan's current account deficit is projected to increase from
$788 million in 1980/81 to $955 million in 1981/82 while 1983
is expected to bring a decrease to $66.9 million. The overall
financing requirement for 1983 was projected at $1,580
million. Inasmuch as the maximum net support from the IMF will
total about $190 million, the Sudan will have needed to cover
the remaining $1,390 million gap through increased balance of
payments support from donor countries and debt rescheduling.
 

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' credits were
pledged. 
At the Paris Club meeting the following month 100% of
principal 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. 
 However,
reports from the GOS/CG monitoring group indicate that donor
assistance has not been as forthcoming as pledged.
 

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 had 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/IIl 
wheat imports for FY 1983 are
 
programmed at $50.0 million.
 

U.S. balance of payments assistance has also been provideO
since FY 1980 through annual ESF-financed commodity impor.
?rograms (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. 
 In addition to the FY 83 ESF-funded cash
grant of $20 million and $48 million in FY 83 CIP, a grant of
$12.25 million is hereby being proposed as a supplemental
tranche of a total $60.25 million CIP program for FY 1983.
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III. Rationale for Continued U.S. Assis 

The Justification for continued U.S.
support for the Sudan is predicated balance of payments
country can on 
the belief that the
attain a sustainable balance of payments position 
within the next 
several years provided that it continues to
recovery efforts. 

pursue vigorously its current economic stabilization andFor 1983, this includes adherence to the
provisions of the IMF Standby Arrangement; specifically the 
reduction of government expenditures and borrowing
establishment and maintenance of a more realistic exchange
 

therate, and the alignment of administered prices and interest
 
rates at realistic, marketdeterminedll
the formulation and It also includesimplementation of a 'rational medium-term

public investment 
program that will lay a basis for longer-te

growth, such as the three-year program beingGOS in conjunction doeveloped by thewith 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 rationalThere planningalso are not
country's 

needs to be a strengthening enough.
capacity to manage .and broadening of theefficiently and in 

its productive enterprisesfinancial returns a manner that will result in greaterand marketableis to achieve surpluses.a viable balance Thus, if the Sudanof payments positionnext several years, the GOS will need to take a number of
 
over thespecific steps to improve overallthis end, managementthis Amendment performance.

covenants is predicated Toagreed- to on GOS adherence to thein the amended Program Agreement, that is:A. Execute to the beststabilization of its ability the economicprogram associated with its Stand-By
Agreement with the IMF under which the governmentreduce government expenditures and borrowing, establish and
 
willmaintain more realistic exchange rates, and align prices
and interest rates to realistic market rates.


B. Review the management of public enterprisesagriculture and agro-industrial in thesector 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
code and undertake other measures in order to encourage
 

of new investment
 



-13­foreign and domestic Private investment in developina
economy, particularly 	 tha
 
C. 	 in agriculture.
Increase emphasis on management and technicalotraining
retention

Programs and establish economic incentives
of technically 	 to encourage
and 	related industries. 


qualified
 
F. 	 griculture
Undertake 

necessary a review of government
to encourage increased Private savings and
 
!nvestment' 	 Policy reforms
particularly 


from Sudanese working abroad.
G. 
Review foreign exchange and import licensing 

assure that they function efficiently 	 systems to

addressing the needs of the private sector, consistent with
resources.
 

and 	fairly in
 
Public policy in stabilizing priorities for use of limitp,
agremen
In order toa encourage GOS follow.th


.., slonincrojgh 

With regard to the
 

foregoing, the USAID Mission incorporated
agreement and will incorporate 
 in the original CIP
in this amendment 
approprite
 
linkages between the allocation and disbursement
and GOS Progress toward improved management Of ESF funds


performance.
While the primary justification
payments assistance 
 for 	continued US balance of
 
to the Sudan is the likelihood that such
resolution of the Sudan's balance of Payments problem, there
 

assistance will contribute significantly 

to the eventual
are several other equally important Purposes to be served.
1. 
 interests and Overall Assistance 
Strate
The 	Sudan has major significance
the 	Middle East. 
 for 	US interests in Africa and
 

Because of its aocatioh astride the Nile
 

Valley and along the Red Sea, developments
Prime importance 
to the security of Egypt and the Arab States.
 

Under President Nimieri 	
in the Sudan are of


the 	GOS has been supportive of the

a number of African problem 


Middle East peace process and has played a constructive
areas.
has reduced the reliability 	 role in
,:from Other Arab States 
Sudan's support for Egypt
 

. 

and 	Perhaps the level of assistance
A clear threat.from
the Sudan to strengthen its defense forces.


additional import requirements 
Libya has obliged
balance of payments problem. on 	 This has imposed
the 	country, adding to the
The proposed US assistance will
 

help to offset the costs of these additional requirements 

encourage the GOS to continue its constructive
in Middle-Eastern 	 and
moderating
and African affairs. role
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
 

http:follow.th


support programs, such as the CIP, that zinance essential
imports and help to cover the local costs of development

programs.
 

2. 	 Providing an incentive for improved economic
 
management and reform
 

As noted earlier, delays in the implementation of the economic
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.
 

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 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 tecause 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 tc the Sudanese private sector.
 
The priority given to private sector uses reflects AID's
apprediation 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
 



development. 
An appropriate amount, 
as agreed by AID and the
GOS, 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 54540 percent. million, or overMore 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 expendituresaround LS 400 million. wereIn effect, total GOSdevelopment expendituresare now being financed forby foreign borrowing.latest 1982/83 budget Theestimates analyzed on page 31 alsosupport this conclusion.
 

5. Development uses and relation to other components ofthe US assistance pogram
 
As in past years, the goods 
 to be imported underwill contribute directly to GOS the Amendment

development efforts. 
Perhaps
the most direct link is in the agriculture processing sector,
where imported spare parts and machineryproduction efficiency will help maintainin the faceprices of decreasing agriculturefor exports/import-substitutes.
highly sensitive food commodity 

For example, sugar is a
imported which would otherwiseif not produced domestically. be 
the sugar industry has 

With donor assistanceproven it,can oneefficient operations in the world. 
be of the most. 

prices and Upon recovery of sugarfull industrial rehabilitation 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 suffering from labor shortages.
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 assignificant disincentive in attracting foreign investment. 
a 

A pervasive lack 
one 

of spare parts is generally considered to beof the key constraints in the Sudan to the increased
?roduction and marketing of goods inagriculture. both industry andShortages of replacement machinery and equipment­
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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 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 CIP-generatedcounterpart for local cost support, will effectively complement
and considerably strengthen AID's technical assistance to the
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.

for petroleum products and sugar, together with rapidly rising
debt service payments, have severely strained the Sudan's
inadequate foreign exchange resources. 


Increased import costs, particularly
 

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 1983 is set forth in TableI below. 
As indicated in Table 1, the total value of the Sudan's exportshas declined in recent years from $551 million in 1977/78 to a
$382 million in 1981/82. 
 The primary reason for the la 
 ing
export trade is the decline of cottcn imports. In 1977M8,
cotton exports were valued at $296 million and accounted for 54
percent of total exports. 
 By 1982, cotton exports had dropped
to $69.4 million, representing only 18 percent of total
exports. 
 The poor performance of cotton in recent years has
been attributed primarily to the lack of adequate priceincentives for production and export, and
for allocating production costs 

a burdensome system

on
schemes, whereby 

the larger irrigated
cotton bore a 



disproportionate 
 -17­share of land preparation charges and fees.
 
These distortions have now been corrected and a modest increase
 
in cotton exports is projected for 1982/83 
 In fact the
 
overall trade gap is expected to narrow slightly in the years
 
ahead, decreasing from $1,152 million in 1980/81 to a projected
 
$1,125 fillion in 1983.
increase in cotton exports, key factors include 


In addition to a projected 145 percent
increase in non-cotton 
exports coupled With only a 0.6 percent
 
increase in the value of petroleum imports and a 26 percent
drop in sugar imports.
 

a 15 percent
 

payments through 1990, taken from the IBRD'5 

on 


Table 2 below contains a Projection of the Sudan's balance of
memorandum

the Sudan's economy, published in October 1979. 


indicated in the table, the Sudan is expected to continue
 

report

to experience As
a widening trade gap and sizeable recurrent
 
account deficits through 1990
.
 Further, despite projected
 
increases in private remittances and official grants and loans,
arrearages 

the country will continue to face recurring financial
on past loans throughout the decade. 

gaps and
 
A more recently completed IBRD analysis, published in February
1982 includes 
an "optimistic
closing of the current account gap by 1990. 
 However, this
 

case- Projection which shows a
 would reguire more rapid export expansion and slower import
 
growth than is generally expected, and greatly increased
 
inporates
Private remittances.
emitanl 
 The
incorporates T"optimistic
substantial 
 case" Projection also
reguire that commitments of donor assistance
more than doubled, from $850-$900 million annually in the early
 

debt relief through 1985/86 and would
 
to the Sudan be
l980's to $1.8 to $1.9 billion annually from 1985/86 through to
 

the end of the decade.
 

gum arabic, groundnuts, 

The Sudan's Other major export crops include sorghum, 
sesame,
vegetable oil and livestock. 

below in Table 3, except for livestock products which have
 

As noted
recorded steady increases, all of the non-cotton 
export crops
 
have shown erratic growth patterns since the mid-197
rcYearngs an 0'..
 
recent years and have helped
aehle to ofthae 


.Sorghum exports to Saudi Arabia have increased appreciably
declineed
oOffset the decline in cotto n
 
inrcottonin
earnings.


Because of run-down irrigation facilities,
exchange for agricultural the lack of foreign
Prospectsrt
and Other infrastructural
i inputs, inadequate
fStorage
prospects for rapid increases in exports over 
transport, Storage


facilities, and Price distortions,
years are dim. 
 The government is currently giving Priority in
 

the next several
the allocation of developmental 

resources 
to revitalization 


of
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Table 1 

Sudan: -ILz.nce o! Pa-s, 1977/78-1983 
(In i:fl ions of U.S. dollars) 

'Yea EnProjections' 

Ji.=e 30 1977/78 1973/79 1979/80 1980/81 1981/82 1982 19K
 

E~o:: 551 
 527 582.5 478.9 381.6 477.0 675.C* C.::om: 296 3"­
0.h= 
 2.55 206 333.4 182.0 69.4 97.0 238.0 

• 249.1 296.9 312.2 380.0 437.0
po:s -1,.188 -1,138 -- 1,339.9 -1,631.4 -1,798.9 -1,816.0 -1,800.0
? e.ol C= -118 -178Su~ztr -4 -28 -254.0 -393.0 -494.8 -444.0 -469.0

-1,026 
 -932 -122.7 -183.6 -158.5 -76.0 -60.0
-963.2 -1,054.8 -1,145.6 -1,296.0 -1,271.0ULade -637,,m. c -611 -758.4 -1,152.5 -1.417.3 -1,339.0 -1,125.0 

S c'.s es -73 -104 -82.0e'-CI-:S x. 18"1 -62.1 -61.2 -287.0 - 244.0- .-.....
 
?aFmr.-_:s -172 -207 
 261.1 321.1 '469.3 40.0 525.0czr e.s: -60 -78 -272.6 -278.0 -346.3 -400.0 -450.0-70.5 -105.2 -184.2 -357.0 -319.0 

T2.44.s 257 293.2 426.6 523.5. 683.0 700 

0ff ic, 
-21 240 209.0 304.6 350.0 400.023 17 84.2 122.0 173.5 283.0 270 

-66 -58 -547.2 -788.0 -955.0 -943.0 -669 

•Ca :1 65 3.,8 442.1 412.8 587.7 425.0 3 
?a 7-m rss .. 13e2p . -574-5 -90.1532.2 -86.2 -97.3 772.0-67" 
 499.0 685.0 -347.0 -642.0559 

i-loc-:jzc of SDRj ­ 13 13.0 •11.0 -­

I.:r zzd =-.ss:Los 325 103 17.5 144.2 172.3 . 
homr s=,"== ( 


(LC.-e.as -, 76 .4 74.6 220.0 195.0 
"'. a. 
 - - -518.0 -752.0 

G:'. .%.a:e.s .
 

L-pc::= 
 -7 -' 10. -17 -20 
 25 41
L-_.?20z15 20 2 .0' 


def."c.. as Z GDP 26 20 20 23 23 22
 

Soue~: amk of Suda... Mi:L fnr rinance a4L :.Cono=Lc ?1a~izz and sa- es:.e. 
~~ ~cese4 -levels8 a! donor A'iss±,raMQCe i~i 

http:LC.-e.as


Table 2: Balance of P'ayments" 1'roj ctlosif, -!JJJ-.JJu 

($ Million) 

1903 1904 1905 1906 1907 1900 1959 1990 

Exports (including NFS) 
Imports (Including NFS) 

Resource Balance 

Inveotment Income, net oE 
which Interest Public tILT 

Interest Arrears 

loans 

1557 
.2448 

-091 

-279 
-161) 
(-84) 

1760 
-2727 

-959 

-287 
(-179) 
(-72) 

2012 
-3037 
-1025 

-301 
(-202) 
(-61) 

2270 
-3365 
-1095 

-316 
(-226) 
(-50) 

2573 
-3730 
-1157 

-334 
(-254) 
(-37) 

2009 
-4138 
-124i9 

-350 
(-201) 
(--24) 

3243 
-504 
-1341 

-366 
(-309) 
(-10) 

364.1 
-5080 
-3.439 

-380 
(-338) 

-

Private Transfers 1.98 539 585 635 698 748 811 880 

Balance on Current Account 

rrivate Direct Investment 

Short-term, net .40 

Public Grants and tLT Loans 

Grants/ dlsbu'rsements 
MLT Loans, disbursements 
mluL Loans, Repayments 

Disbursements, net 

Increase/Decrease Arrears 

.Use of I f Resources 
Change in Reserves (-= increase) 
Errors and Omissions 

Cap Financing Needed 

-672 

61* 

100 
626 

-341 
385 

-136 

-18 

-

340 

-707 

67 
44, 

110 
649 

-423 
336 

-148 

-34 
-37 

r 

479 

-741 

73 
48-

121 
704 

-433 
392 

-)59 

-41 
-41 

469 

-776 

81 
53 

133 
772 

-423 
482 

-170 

-50 
-46 

426 

-802, 

89 
50 

.146 
847 

-398 
595 

.- 182 

-50 
-48 

340 

-851 

97 
64 

o 

161 
930 
-406 

68--5 

-196 

-43 
-54 

29. 

-896 

107 
71 

-a 

177 
1023 
-440 . 

75-2 

-209 

-26 
-60 

261 

-947 

118 
"78 

195 
1120 
-509" 

806 

-

-9 
-66 

20 

$0 

------- ---- ----------­

-October-1979'.siource: IURD Memorandum on-the economy of the ,Sudan, 
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Table 
3. Sudan: 
 Composition of Exports, 1977/78-1981/82
 

(In'millions of U.S. dollars) _/
 

Cotton 

1977/78 

295.8, ' 

1978/79 

320.7 

1979/80 

333. 

1980/81 

182.0 

1981/82 
-----­

69.4: 

Groundnuts 
Sesame 

80.1 25.5 14.2 65.6, 48.1 

Gum arabic 

Dura (sorghum) 

Vegetable oil and cakes 

Castor seeds 

55.4 

35.3 

8.6 

17.5 

3.2 

27.8 

40.0 

8.7 

46.5 

3.5 

40.6 

43.9 

68.7 

26.3 

-

32.2 

"32.6 

71.4 

33.6 

41.7 

43.4 

64.4 

26.1 

Livestock products 

Other 

26.7 30.0 35.6 

-0.1 

43.7 49.6 

Subtotal318 

9.2 6.8 19.8 17.8 38.8 

Re-exports 2/ 19.2 

509.-5 

17.5 

582.5 

.... 

478.9 

Total 
551.0 527.0 582.5 478.9. 38.6 

Source: Bank of Sudan. 


_/ Converted from data in Sudanese pounds at"the following exchange
rates: 
 for 1977/78, LSd 1.00 = for 1979/80, LSd 1.00 -
US$2.87; for 1978/79, LSd 1.00 = US$2.50:
US$2.50, July-Septembet 1979;
979-September 1980, LSd'I.00 and forOctober
 

LSd I 
= US$1.25 US$2.00; October 1980-Jdne 1981,or US$2.00 depending on
September 1981, the commodity; from June 1981 toLSd I = US$1.25; from October 1981
LSd I 
= US$1.18; to December 1981,
and from January 1982 to June 1982 LSd 1
2/ US$1.11.
Excludes petroleum re-exports.
 

http:LSd'I.00
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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 steaiily 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, petroleum
products, chemicals, pharmaceuticals, machinery and transport.
equipment, manufactured goods and textiles.
petroleum products have shown the most dramatic increase during
 
Of these,
 

the past six years, from $124.1 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 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 alithough at a slower rate than in the past
until the Sudan's 
own recently-discovered
into production. reserves are brought
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 Kenana sugar
mill reaches 
full production.

not These reduced requirements are
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 steady and rising demand for imports, 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 estimated for 1983.
 

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
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Table 4: Sudan: Composition of Imports, 1977/78-1981...2
 

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

Prelim. Pro!.
 

1977/78 1978/79 1979/80 1980/81 1981/82
 

270.0
Foodstuffs 121.8 98.8 266.2 314.6 


Beverages and tobacco 17.8 12.0 9,8 23.2 30.0
 

Crude =aterial and
 
404.0 420.0
petroleum products .124.1 183.9 259.0 


Of w'hich: petroleum
 
products 2/ (11.8) (177.6) (254.0) (393.0) (405.0)
 

Chemicals and medicine 1.06.' iog95 122.5 139.6 150.0
 
I 

%.a=ufactured goods 2121.0 240.5 323.0 350.0
 

" 284.7 231.,0 250.0
llachinery and equipmeut.. 369.3 234.2 

Tran;port equipment 124.9 170.5 137.7 140.2 150.0 

55.8 50.0
Te.tiiles 104.5 60.5 70.0 


Total 1,188.0 1,137.9 .1,339.9 1,631.4 1,670.0
 

Sources: 3ank of Sudan and staff estimates.
 

I/ See Table 3, footnote 1, for conversion rates.
 

/ Net of petroleum re-exports...
 



Table 5. Sudan: Origin of Imports, 1976/77-1980/81 

Western Europe 

United Kingdom 

Germany, Federal
 

Republic of 

France 

Italy 

Belgium 

Others 


China and Eastern Europe 
China, People's 
.Republic of 

Czechoslovakia 

Yugoslavia 

Others 


Western Hemisphere 

United States 

Others 


Africa and Asia 

-Japan 

India 

Pakistan 

Others 


Arab countries 


Total 


Source: IMF, Sudan'-


,(In millions of'U.S. dollars). 

1976/77 1977/78 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

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 
76.2 99.1 119.6 154.1 179.4 

65.2 94.8 105.8 99.2 130.6 

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 15.8 

20.3 28.5 25.5 29.2 48.6 

1.10.8 110.6 73.3 143.8 198.4 
74.4 57.7 62. 125..2 120.6 
3644 52.9 11.0 18.6 77.8. 

213.4 217.3 181.6 196.8 259.4 
97.1 99.4 77.8 51.8 7. 
62.9 36.8 41.8 33.4 _34.6 
15.5 26.7 3.8 22.6 10.4' 
37.9 54.4 58.2 89.0 139.8 

123.5 143.3 209.7 275.2 355.4 

985.8 1,188.0 1,137.9 1,339.9 .1,631.4 

Recent Economic Developments August 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 1982-83 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 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,othe

Sudan continues to register sizeable deficits in its current 
account and must look to foreign donors for the financial 
resources to offset thes*e 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, th
 
EEC, 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 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 1980 to June 1981), a gap of $&50 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. Calculations by the IMF and 
the Bank of Sudan indicated a $566 million financing gap in CY 
1982. The Consultative Group meeting of January 1983 produced
extraordinary non-project assistance of $107 million that left 
an unfinanced external BOP gap of $752 million 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 be undertaken. 



Sudan: .Foreign Financing of Central Government Budget, 1975/76-1982
Table 6 

Grants 


Cood 
onodL 


PrmoJe t 


n .---
Loans. Lo 


Cash 

ConodIty 


Project 


Total 


Less: RepaymenLs 

Equals: Foreign
Eqasc ig 

(I1millions of Sudanese pounds) 

"rov 	 evised
 
Budget Budget
Actual Budget 

1NOW 1900/- -51 ---1-92 
1975176 1976/77 1977/170 1970/79 979/0 

7.2 42.0 60.0 79.0
3.7 

30.0 2/
... 30.5 
.,. 


11.5 	 41.0 3/ 
-.- ..".... ..
 

-	 321.0 ....0. 46.0 162.0-' 266.0 399.0 
. 

2 109.9 1440
-. ..... 	 _ 

29.0
 

.0 

.. 

. "" * 100.5 20.9.9 177.0
 

o567.6­459.8 400.0
169.2 300.0
04.A 	 53.5 49,7 


-37.0­-70.4 -37.2
-23.3 -22.0
-19.1 -19.7 

J 
363.0 ­146.4 237.6 422.664.0 33.0 26.4 

Bank of Sudan, and IMF staff estimates.
theand llational Economy.Sources: Ministry of Finance 


agreed with COS authorities.
I I The 1900/01 estimates as 


and loans valued at Lhe official markeL exchange rate.
 
21 Conodlty grants 

raLe (at the official rate. pyoject 
loans are valued at the parallel market exehange

31 P,-oJecL grants 	 and 
project loans LSd 106 mIllion).

would be lSd 25.5 	million andgrwiLts 	 2/. and./ hovo. 
• to 	 1636 million aL exchange rates clted foototes 
*_/ Equivalent 


currency gexer'ationu,
5/ Includes local 
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Table 7. Sudan:, Gross Reserves and Net Foreign Assets, 1979-82
 

(in fni~l~i's of US dollars)
 

End of Period June Dec. June Dec. June Dec. June Dec. 
1979 1980 1981 1982 

Monetary Authorities -602 -692 -751 -964 -714 -893 -918 -874
 

Convertible for­
eign Exchange 1/ 31 80, 61 65 22 16 25 21
 

Net 	Bilateral Claims. -37 -52 -58 -77
 
2/
 

Net 	IMF Position 3/ -145 -212 -235346- -513 -506 -558 -551 

Bank of Sudan Short-

Term Liabilities
 
to foreign Banks -384 -445 -456 -530
 

Commercial Banks 99 121 191 291 370 162 225 167 
Assets 12--O 19-4 265 435 5--6 309 33-8 289 
Liabilities -21 -73 -74 -144 -176 -147 -113 -122 

Net 	Foreign Assets -503 -571 -560 -673 -771 -1195 -1170 -1234
 

-------------------------- *------------------------------------
Source: Data provided by Sudanese authorities and IMF Int'l Fin.' Stats.
 

I/ The Bank of Sudan is required to maintain at all times gold and 
external assets (including SDRs) of not less th_ i9u1 n-n ThanT.' 7 
million. 

2/ Includes balances on accounts established under loan agreements with
 
certain Eastern Bloc countries. .
 

3/ 	As reported by Bank of Sudan and IMF.
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Table 8. 
 Sudan: External Public Debt, 1981-82
 

(In millions of U.S. doIlars)
 

Debt
Outstanding 
 Debt Service Due 
 Proected
31 1/ --Dec.Dec. 31, 19811981 1/ 
 1982 1982
Total Arrears- Debt Service Debt Deb -uts3 tandi ngPrincipal Dee.
Interet 31, 1982
Disbursed
Paid Total A,.rea r,

Bilateral 
 2,956 4 
 599.1 
 232.9
OECD countries 131.0 94.0 
 688.0
966.8 
 274.5 -, ---.­61.9


Paris Club 1 
 -(517.5) 4 ,(87.4) 23
Paris Club II (38.7) 
 (34.8)
(40.0) 
 (40.0)
Other bilateral (2.0) (8.0)
(103.6) 
 (0.1) 
 (2.1) 
 (0.9)
Other suppliers 4/ (179.6) (55.9) (1.2) 
 (0.4)
Other financial 

-


institutions 4/ (126 1) (9.) 
 (17.9)
Eastern bloc (l6)
Oistproducrs (11 1.) (3.8)1
314.5
Oil producers 53.8 30.2 6.9
1,675.1 270.8 
 140.8 76.2
ir 
 a 

77.8 
 95.4 
 71.'9 
 103.4 
 169.7
1 2 1 F5 992.5
Trust Fund 64.2 -­- - 9 6
(81.9) (-.) (,_) 94.0
(0.4) (0.4) 8447 

­(-) (81.9)
Other 
 (482.3) ( -) 
 (39.6) (540) 
 "193.6) (84.7)
IBRD (527.4) (..
48.2 
 - 3.9 2.7. 6.6Other ".3254.5 - 0.6 
 2 2
548.7 2.8 85.0
77.8 - 338.9
Suppliers 51.3 12:6 

57.9 •
26.8 
 8.7 
 2.0 


Financial institutions 37.5
1,173.4 
 188.5 
 50.0 
 152.5 
 0, 
 .9 3
Ccxm ercial banks--
 15- 52.0 .
 
rescheduling 
 339.0
 
agreement 
 554.7
Other multiple lenders 9.0 92,9
Arab financial .294.2 52.0
41.0 5 99
512.8

institutions 6/ 17.4
324.5 
 76.7 - 311.6 
 170.2
42.2 
 .366.79
Short term 
 88-


.. 
 86. 0 118.9
Financial 

institutions 7/ 859.0 859.0
323.0 
 323.0
Suppliers' credrt 8/ " 


-- 8-9..536.0 -l 859.
536.0 3L3.o
-- 323.0
 - - 323.0" 

Imbalancesbilateral under


-" 323.0
 
agreement


vith Egypt .
88.,0

'"-
 " 
itrary debt
,' - -- 88
ta- H- 0 . - 88.0 ,
200. . ,-
-

- -"-
100.0 -
Total 300.0
6,750.3 
 177 
 387.0 
 357.4 
 249.4 
 957.7 7, 
 2,46.
 

Sources: 
 IBRD and staff estimates.
 
1/ Committed by December 31, 
1981; includes arrears
dollars at on principal and
rates prevailing December 31, interest. 


1981. All data converted to U.S.
Excludes interest on arrears.
2/ 
Bilateral includes other multilateral.
3/ US40 million in 
arrears 
was 

4/ Som of this may not 

regularized by the Paris Club rescheduling of March 1982.be guaranteed by creditor governments.Includes Arab Monetar/ Fund, Arab African Bank, Arab Fund for Economic and Social Development,
for Agricultural Development, and European Development Fund. 
Islamic
 

Development Bank, African Developmnent Bank, OPEC Special Fund, African Development Fund, International Fund
6/ Assumes principal pavyment 
 are rolled over and 
interest is paid
7/ Includes at LIBOR.
/ ay Islamic Development Bank.
include overlap vith the OECD and Eastern bloc suppliers' credit listed above.
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Table 9. Sudan: Medium- and Long-Term External 

Public Debt and Debt Service Payments, 1976-81 

Est. 

nd of Period 1976 1977 1978 1979 1980 1981 

(In mi'llions of U.S. dollars) 

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


.ternational organizations 
Of which: net use of 

Fund credit 1/ 

374.4 

(157.1) 

408.5 

(140.4) 

534.8 

(176.3) 

655.7 

(243.4) 

863.2 

(341.7) 
0 

1,133.5 

(482.3) 

'oreign goveruments 762.2 862.3 865.7 1,362.6 1,785.9 1,897.0 

453.2
Financial institutions 360.0 377.6 573.6 380.9 567.9 

Suppliers' credits 275.8 300.6 285.1 257.7 270.0 210.5.. 

Debt service payments (during 
period) 159.0 124.1 .130.9 140.0 163.4 234.8
 

Principal 80.9 62.6 72.5 51.1 100.8 96.7
 

78.1 61.5 58.4 88.9 62.6 138.1
Interes t 


(In-per cent)
 

Memorandum item:
 

Debt service payments/exports
 
of goods and services 23.5 15.1 15.2 13.4 20.6 27.5
 

Sources: IBRD, 111F, and Bank of Sudan, Economic and Financial Statistics Reviev,
 
various issues.
 

I/ Total repurchase obligations to the Fund required to return Fund holdings 
of-Sudanese pounds to 100 per cent of quota. 
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:Table 10: Sudan: Amount and Average Terms of
 
-Debt Commitments, 1976-80 1/
 

1976 1977 , 1978 1979 1980
 

Suppliers'"credits 
Amout (us$ millions) :53.3 89.12 35.9 

Interest (per ''ent) 7. 5.17.8 
Maturity (years) 11.1 13.2.-.l 15.0' 
Grace period (yea:s) 3.5 3.5 3.9". 
Grant element (pC: cent) 13.2 25.2 11.8 - -

Financial institutio-s
 
*k.Aoun (DS$ =llions) "160.9 13.8 40.5 51.6 37.0 

Interest (Per cent) 8.3 8.8 8.7 ..9 .0 

.atu:ity (years) 10.2 8.8 11.2 .8 6.0 
Grace period (years) 4.5 2.9 6.0 3.4 2.5 

7.1 4.3 5.3 22.3 5.9
Grant element (per cent) 


International oraniZ:at ions
 
ou-t. (VS -nillion) 83.9. 86.2 140.6 266.2 281.9
 

Interest (pC- cent) 3.1 3.3 1.3 1.7 0.9
 
Xaturity (years) 28.6 27.1 34.1 29.3 40.3
 

Grace period (years) 7i3 6.2 '7.8 6.2 8.6
 
74..4
Cra=:. element (per cent) 52.8 49.0 66.7 59.3 


6.
Gover z.-w.nt loans 

Amount (US$ millions) 310.0 .379.6 504.0 645.9 79.5
 
Interest (per cent) .3,4 5.2 4.1 7.9 2.3
 

21&5' 14.0 22.3 15.2 -19.7
Maturity (years) 

6.4 3.0 6.9 5.6 5.2
Grace .pe.:iod .(years) 


43.6 27.1 41.5 13.8 46.3
Grant element (per ceni)' 


Amount (uS$millions) 608.1 568.8 721.0 963.7 398.4
 
Zterest (per cemt) ' 5 .0 '-'4.0 6.1 1.8 

18.6 15.7 23.6 19.1, 33.0
Maturity (years) 

Grace period (years)- 5.8 3.6 6.9 5.6 .7.3
 

Grant ele=ent (per cent) 32.6 29.6 42.9 26.8 62.5
 

Source: U3RD-Debtor Reporting System (DRS).
 

1/ Weighted average terms of contracted external debts, including 
vith a maturity of over one year and repayable inundisbursed a=muntss 


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 the Table below illustrates. 

Gross Reserves of the Bank of Sudan
 
(Millions of US dollars) 

1977/78 1978/79 .1979/80 1980/81 1981/82
 

Reserves level 21.9 40.5
27.4 24.5 25.5
 

Import equivalence 7 days * 9 days 13 days 5 days 5 days 

Source: IMF and Central Bank of Sudan
 

As indicated in Table 7, 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 1979-82
period. Further deterioration of its position is expected for
 
1982/83.
 

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 to
bilateral creditors, primarily Saudi Arabia, Kuwait, and the UnitedArab Emirates. Approximately $1',l 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 outstandingof the debt is in the form ofsuppliers' 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 around 41
percent. 
 Such a high payment ratio would have been unmanageable.
Actually, as reflected in Tables 8 and 9, the annual payments were
 
virtually cut in half as a. result of 

35 



-31­
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.
 

F. Payments in Arrears 
As of the 'end of 1982 the Sudan was in arrears on 
some $2.3
billion of its scheduled principal and interest payments.
Couled with payments coming due on 
existing loans, the Sudan
wil have no recourse over the next several years "but tocontinue to seek refinancing of its sizeable debt burden.
 

V. Budget Support Requirements 

A. Overall Deficit
 
Total GOS budgetary expenditures in 1982/83 are estimated at LS
1.5 billion with provision for LS 1.9 billion; total revenues
at LS 1.3 billion, of which 95% 
the GOS expects to collect.
Including other fiscal operations (primarily extra budgetary
expenditures)

LS , the overall budgetary deficit568 million, or some 30 was an estimatedpercent of total expenditures. Asomewhat higher ratio is being projected for 1983/84;
based on an approximate 19 percent increase in revenues as
 
this is


against a 29 percent increase in budgeted expenditures. 
 The
increase in expenditures is attributable primarily to increases
in educational and health services, defense spending and the
expansion of regional governments. 
B. Development Expenditures
 

Development expenditures in 1982/83 are estimated at LS 502
million. 

1983/84. 

An increase to LS 609 million is projected for
In 1982/83, 100% of the overall budgetary deficit, or
LS 567 million, is being financed through net foreign
borrowings.

development This amount is roughly equivalent to total GOSexpenditures for theexpected year. A similar situationfor 1983/84. In effect, during is
 
the GOS has become the past five years
totally dependent on foreign sources
finance its development programs.- to
 

I1. Market Analysis 

A. U.S. Shareof TotalImports 
The U.S. has accounted for approximatelySudan!s imports during the past five years. 

8 percent of the 
U.S. share was In 1979/80, theincreased 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: 



Agricultural commodities: Wheat, wheat flour and tallow
 

Agricultural equipment: Medium and large tractors, spare­
,parts: plows, harrows, cultivator6,
 
.
cotton and peanut planters,

--idharvesters, pumps and
 ter drilling equipment
 

Industrial raw materials: 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, air­and spare parts: 
 craft parts,.and material
 
handling equipment
 

In addition, significant market opportunities exist for
telecommunications equipment, electric power generation ana
distribution equipment, and sugar-cane harvesters and refining
equipment. 
 The key to capitalizing
concessional financing. on these opportunities is
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 Sudan 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 schemes.
 

The official exchange rate in the Sudan is presently U.S.
$1.00- LS 1.2961. The unofficial (market) rate is
approximately US $1.00- LS 
2.00.
 

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.
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(In millions of U.S. dollars) 
Thru FY 81 Thru FY 82 Est FY 83 

Program Amount Oblig. Expn. Oblig. Expn. Oblig. Expn. 

FY 1980 40.0 40.0 33.0 -- 7.0 --

FY 1981 50.0 50.0 -- 33.8 -- 16.2 

FY 1982 100.0 100.0 34.0 .. .66.0 

Proposed 
FY 1983 60.25 -- 60.25i 39.0 



"7I. Proposed FY 1983 C.I.P. Amendment 

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

F-!lowing preliminary discussions with representatives of the Government of
 
Sudan (GOS), USAID has constructed a positive list of colmnodities with upper 
limits of value ffom which commodities funded under both the first ($30 
illion), second ($18 million), and third ($12.25 million) tranches of the FY 

1983 CIP are being and will be drawn. It is expected that the $12.25 million 
provided in this second Amendment will be allocated for the procurement of 
private sector inputs (up to $10 million) including spare parts, industrial 
chemicals, base oils for lubricants, steel products and tinplate; jute bags 
for crops (up to $10 million); and spare parts for US-made equipment and 
vehicles (up to $2 million). 

Positive List of Commodities Upper Limit of Value
 
($million)
 

Fertilizer 40
 
Jute/baling hoops 9
 
Petroleum products 30
 
Tallow 16
 
Spare parts 14
 
Agricultural machinery, equip­

ment and other inputs *34
 
Road maintenance equipment 7
 
Railroad equipment and
 

spare parts 4
 
Telecommunications equipment 6
 
Industrial inputs and
 

equipment 15
 
Chemicals and tinplate 5
 
Trucks, trailers and
 

buses 5
 
Drilling equipment and ­

pumps 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 admiftistering and implementing 
the C.I.P. grant will be the Ministry of Finance and National Planning 
(MFNP), the Ministry of Cooperation, Commerce and Supply (MCCS), and
 
the Bank of Sudan. The MFNP will allocate the grant proceeds and will 
have overall responsibility for grant administration. The MCCS will
 
establish GOS import controls and 
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will issue trade regulations as required to support the program. 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 RDSO/EA, will have direct responsibility forUSAID 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 Econonic 
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 CIP will be those set

forth in A.I.D. Regulation 1. A review of GOS and Sudan
 
private sector purchasing practices indicates that procurenent 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 Comnitment
and/or Direct Letters of Commitments. 

D. Eligible Commodities 

C mnodities eligible under the A.I.D. Ccmmodity Eligibility Listing

(1978 as revised) will be eligible for A.I.D. financing and will be

included in all Cammodity Procurement Instructions. Howevet,

comodities actually financed will be determined largely by the
allocations made by the GOS Economic Group, headed by the Minister of
MFNP, and transmitted to A.I.D. by the Ministry of Finance and N'Itional 
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, Ccmerce 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/Limitations
 

This grant will be restricted to Code 941 sources and origins forcommodities and related incidential services. U.S. flag vessel
service to Sudan issupplied by two U S. vessel operators, one on aninducement 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 Sept. 30, 
 1983. 

G. 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 theSudanese 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.
 

Ig 

H. Port Clearance and Inland Transportation 

Sudan has a critical problem in both port clearance and inlandtransportation of all but the highest priority imports. This problemwill be alleviated but not fully resolved with the recent opening of
the highway to Khartoum. The past port situation is partially theresult 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 present, the

formerly large backlog of GOS public sector imports awaiting inland
transportation in holding areas outside the port has been reduced
significantly by the new Port Sudan to Khartoum highway. 
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I. Arrival Accounting and End-use Monitoring 

At present, the GCS has an arrival and cargo clearance unit establishedat Port Sudan for many-, but not all public sector imports. This officeserves as a "Customs Broker" and forwarding agent for the publicsector.' In addition, many public sector agencies have their own
representative offices 
at Port Sudan that are charged with expeditingtheir own organizational cargo through the port and on to inwn-dtransportation. The Ministry of Cooperation, Commerce and Supply alsomaintains a cargo accounting unit at both the port and Khartom formonitoring imports within the Ministry's concerns. 

There has been a need under the previous CIP grants to augment the GOSmonitoring capabilities. The public sector allottees under the earlierCIP' s have been greatly interested in receiving and using their A.I.D.imports in the most efficient and timely manner possible. As thevolume of arriving cargo increases, there may be a need to establish amonitoring unit outside the GOS. In this respect, LSAID has helddiscussions with two foreign freight forwarders active in the Suaan.
One of these, an American corporation joint venture with 
a Sudanesefreight forwarder, has indicated that if the need arises, an agreementfunded in local currency can be established that will suit the needs ofA.I.D. in the areas of arrival accounting and port clearances. 

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

J. Import Controls 

1. Private Sector 

The MCCS is responsible for establishing and implementing an annual(July I - June 30) import program in coordination with the Ministry of'inance, the Bank of Sudan, and various other government units. The
annual prcgram consists essentially of estimates 
cf types and classesof imports, estimates of foreign exchange requiremnts, and a balancing
between anticipated needs and anticipated .purchasing power (foreign

exchange availability). 

Import licensing approval, a control against exceeding specific annualquotas and foreign exchange availabilities, is shared between the MCC,
the Bank of Sudan 
 and Minstries having national jurisdiction over aspecific economic sector. For the public sector, import approvaldepends mainly upon whether the import is included in an approvedforeign exchange budget and foreign exchange is available. For theprivate sector there is a more elaborate system consisting of annualquotas, usually by ccmmodity, but sometimes by trade protocol orcountry of origin, and occasionally by importer. 
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2. Impoit License Systems 

There are three licensing systems currently operating.
 

a. The '"penGeneral Licensing System" (OG) permitsunrestricted or restricted imports of any ccmmodiry or product.
Limitations and classes of commodities or products change
frequently and are dependent upon decisions of the governing"Econnmic Group" chaired by the Minister of Finance and National 
Planning.­

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

c. "Special" Import Licences issued by the Ministry ofCoperation, OCmnerce and Supply for either a class of coitizrzesor a specific purchase when funding of international payments isa demand on GOS owned resources.
not It is this system that isused for all Commodity Import Program purchasing. It permits the
Ministry to both monitor grant implementation beyond the purchaseorder stage and to control allocations. 

K. GOS Allocation and Control of CIP Funds 
As indicated above, specific dollar amounts are allocated by the (X5 to
individual governmental units and a single dollar amount for specific
cammodities designated for private sector use. 
Control of the A.I.D.
foreign exchange accounts/ailocations will be maintained by theMinistry of Cooperation, Commerce and Supply incoordination with tte
MFNP, which is 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 :1 (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 commodities are used as
intended for the benefit of the Sudan's economy.
 

L. Tentative Implementation Schedule
 

Sept. 1983 Amendment Signed

Sept. 1983 
 Conditions Precedent Met

Oct. 1983 
 First Letter of Commitment Issued
Nov. 1983 
 First Shipment Made
 



Nov. 1983 
Jan. 1984 
June 1984 
July 1984 

First Shipment Arrives Sudan 
Grant Fully Committed (L/CMS) 
Final Shipment 
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
 
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 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, and made
 
available for joint programming. The Bank of Sudan will establish a 
separate account for the counterpart funds generated into which 
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 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 areas and 70 percent higher than
 
rail costs on paralleling all weather roads. Another possible activity

will be to pay a private firm active in Port Sudan to 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
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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 Uniteu 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
 

Th;i 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 beenallowed for commodities financed under the CIP program, reallocations 
will be undertaken so that all quantitative targets established under
the GOS' current stabilizaton program are maintaineu. 

E. Use of U.S. Government Excess Property
 

Given the nature of the items for which the GOS has allocated
 
funds, itis uniikely that U.S. Government excess property woula 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 Suuan of about $20
 
million. This total includes $16 million in project loans anu $4
 
million in guarantees and insurance. Past uelinquencies of $2.7
 
million, which caused the suspension of further U.S. supplier creuits
 
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 continuing rescheduled debt conu.ntments
 
amounting to about $5 million as of June, 1983.
 

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 since that time. The total CIP
 
grant for FY 1983 will complement, not conflict, with Ex-Ilm 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 Suuan,

OPIC emphasizes transportation and agricultural projects.
 

Before 1979, OPIC had issued four insurance policies covering $12.5
 
million in investments in the Sudan. 
During the period 1979-1981,

additional OPIC coverage of $20 million was issued for activities in 
transportation. About $11 million in loan guarantees and insurance has 



been provided for 1981-82 in transport and agriculture projects.
 

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

IX. Recommendation
 

It is recommended that an amended grant to the Government of the
Democratic Republic of the Sudan of 12.25 million dollars ($12,250,000)

authorized for financing the importation of selected cormodities, and
 
commodity related services.
 

A. Terms and Conditions
 

1. Conditions Precedent to 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 sources 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 and 
second tranches, the Government of Sudan will provide the United 
States Government with an updated report on the status of the
Counterpart Accounts generated by this Comnodity 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 Governmentof 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 inmeeting the needs of the private sector, consistent
 
with the priorities established for the use of the Sudan's limited
 
foreign exchange resources.
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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 dmestic private investment in developing the
eco.nimy, 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 appropriate, increase private sector participation in
the importation and distribution thereof. 

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

-- Comodities 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 depositied by the Government of Sudan into a 
Trust Acount for use by the Government of the United States 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. 

B. Authorities 

Approval is given USAID/Sudan o sign and issue implementation
letters and Cmmodity Procurement Instructions under this Amendment. 
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3A(2 -UNPROJECT 	 ASSISTANCE CHECKLIST
 

The criteria listed in Part A are applicable generally to FAA funds, and should be used
 
irrespective of the program's funding source. In Part B a distinction is made between the

criteria applicable to Security Supporting Assistance and the criteria applicable to Development
Assistance. Selection of the appropriate criteria will depend on 
the funding source 	for the program4
 

CROSS-REFERENCES: 	 IS COUNTRY CHECKLIST UP TO DATE? 

REVIEWED? See attached.
 

A. 	GENERAL CRITERIA FOR NONPROJECT ASSISTANCE 

I. 	A. SSr-c.523 : FAA Sec 653(b) 

(a) Describe how Conittees on Appropria-

tions of Senat e and House 	 have been or 
will be notified concerning the nonproject

assi stance;" 

(b) is assistance within 	(Operational
 
Year budget) country or international 
organization allocation reported to the 
Congress (or not more than $1 million 
over that figure plus IDV)?
 

2. FAA Sec. 611(a _)(. If further legis­
lative action is required within recipient 

country, what is basis for reasonable
 
expectation that such action will br
 
completed in time to pernit orderly
 
accomplishment of purpose of the
 
assistance?
 

3. 	 FAA Sec. 209 Is assistance more 
efficiently and effectively given through 
regional or multilateral organizations? 
If so why is assistance not so given? 
Information and conclusion whether assist-

ance will encourage regional development
programs. 


4. 	FAA Sec. 601(a)
 
Information and 


conclusions whether assistance will 

encourage efforts of the country to: 

(a) increase the flow of international
 
trade; (b) oster private initiative 
and ccmpetition; (c) encouraoe develop-

ment and use of cooperatives, credit 

unions, and savings and loan associations; 

(d) discourage monopolistic practices; 

(e) improve technical efficiency of 

industry, agriculture,and corrrerce; and 

(f) 	 strengthen free labor unions. 

IDENTIFY. HAS STANDARD ITEM CHECKLIST BEEN
 

Assistance identified in FY 83 
.. .
 

Coigressio.na'IPrfesentation.
 

No
 

None required.,
 

No.
 

No other organization has in-countr1
 

capacity and knowledge of AID regul ­
tions to manage program.
 
Assistance will encourage all devel-
Assac ilecua aldvl
opment efforts in that it provides
 

essential inputs needed to maintain
 
and increase production in principaJ
 

sectors of economy.
 

a) Assistance provides essential im­
"ports used for export production', 

b) About half of assistance will sup­

port private sector production. 

c) N/A. 
d.) Program utilizes rational resourc 

allocation among productive sectors 
thru M.1'nistry of Commerce & Supply 

-L ­
e) 	impor~ts p),,ovided w-oull allow full r 

uti3ization of industrial capacit 

f) 	 N/A. 
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A. 

5. FAA Sec. 601(b). Information and con­
cruision on how assistance will encourage 
U.S. private trade and investment abroad 
and encourage private U.S. participation 
in foreign assistance programs (including 
use of private trade channels and the 
services of U.S. private enterprise), 


6. Approp. Sec.507; 
FAA Sec. 612(b); Sec 636(h). Describe 
steps taken to assure that, to the 
maximum extent possible, the country is 
contributing local currencies to meet 
the cost of contractual and other services, 

and foreign currencies owned by the United 

States are utilized to meet the cost of
 
contractual and other services.
 

7. 	FAA Sec. 612(d). Does the United States 

own excess foreign currency and, if so,
 
what arrangements have been made for its 
release?
 

B. 	FUNDING CRITERIA FOR NONPROJECT ASSISTANCE
 

1. 	Nonoroject Criteria for Ec)noraic
 
Suport. Fnd .
 

a. 	FAA Sec. 531. How will this assistanse 

support promote economic or political 
stablllty? Isthe country among the 12 
countries in which Supporting Assistance 
may 	be provided in this fiscal year? 


2. 	Nonproject Criteria for Development 

Assi stance 


a. FAA Sec. 102(c); Sec. 111; Sec. 281a. 
Extent to which activity will (1) effec­
tively involve the poor in development, by
 
extending access to economy at local level,
 
increasing labor-intensive production,
 
spreading investment out from cities to
 
small towns and rural areas; and (2)help
 
develop cooperatives, assist rural and
 
urban poor to help themselves toward
 
better life, and otherwise encourage
 
democratic private and local government
 
"institutions?
 

b. 	FAA Sec. 103, 103A, 104, 105, 106, 
107. isassistance being made available:
 
Linclude only applicable paragraph -­
e.o., a,b, etc. -- which corresponds
 
to sources of funds used. Ifmore than
 
one fund source is used for assistance,
 
Include relevant paragraph for each fund
 
source.)
 

4.Ap3 
AID HANDBOOK 4, App 3A 

About half of commodities will be for
 
private sector, which includes some
 
US companies. Where available many
 

commodities will be purchased from US 
sources.
 

Local currencies generated by previou! 
CIPs are being used to support prograt 
oPeratio n c s. Th pporamrgrae 
operational costs. This programAgree­
ment will provide up to $1 milIion. in 
technical assistance for these AQ-

No.
 

Commodities provided will'promot bot 
economic and political stabilif .by 
supporting...food,. export'and indstria
 
production in modern sectors where
 
majority of enfranchised population 

employed

N/A 

http:jTokk.NS
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(1)[103] for agriculture, rural develop­ment or nutrition; ifso, extent to

which activity isspecifically designed

to increase productivity and income of
rural poor; [103A] iffor agricultural

research, isfull account taken of

needs of small farmers;
 

(2)[104) for population planning or
health; ifso, extent to which activity

extends low-cost, integrated delivery

systems to provide health and family
planning services, especially to rural
 areas and poor; extent to which assist­
ance gives attention to interrelation­
ship between (A)population growth and
(B)development and overall improvement

inliving standards indeveloping

countries. Isactivity designed tobuild motivation for small families in programs such as education inand outof school, maternal and child health
 
services, agriculture production,

rural development, and assistance to

urban poor?
 

(3)[105] for education, public administra­
tion, or human resources development;

ifso, extent to which activity

strengthens nonformal education, makes
formal education more relevant,

especially for rural families and
urban poor, or strengthens management

capability of institutions enabling

the poor to participate indevelopment;
 

(4)[106) for technical assistance, energy,
research, reconstruction, and selected

development problems; ifso, extent
 
activity is:
 

(a)to help alleviate energy problem;
 

(b)reconstruction after natural 
or
 
manmade disaster;
 

(c)for special development problem,

and to enable proper utilization of
 
earlier U.S. infrastructure, etc.,

assistance;
 

(d)for programs of urban development,

especially small labor-intensive
 
enterprises, marketing systems, and
financial or other Institutions to
 
help urban poor participate in
 
economic and social development.
 

(5)[107) by grants for coordinated pri­vate effort to develop and disseminate
 
intermediate technologies appropriate

for developing countries.
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c. FAA Sec. 207; Sec. 113. Extent to 
which assistance reflects appropriate
emphasis on: (1)encouraging development
of democratic, economic, political, and 
social institutions; (2)self-help in 
meeting the country's food needs; (3)
improving availability of trained 
worker-power in the country; (4)programs
designed to meet the country's health 
needs; (5)other important areas of 
economic, political, and social develop­
ment, including industry; free labor 
unions, cooperatives, and Voluntary
Agencies; transportation and communication;
planning and public administration; urban 
development, and modernization of existing
laws; or (6)integrating women into the 
recipient country's national economy. 

d. FAA Sec. 281(b). Describe extent to 
which program recognizes the particular
needs, desires, and capacities of the 
people of the country; utilizes the 
country's intellectual resources to 
encourage institutional development; and 
supports civic education and training in 
skills required for effective participa­
tion in governmental and political 
processes essential to self-government. 

e. FAA Sec. 201(b)(2)-(4) and -(8);
Sec. 201(e; Sec. 211 (a)1-(3) and -(B).
Does the activity give reasonable promise
of contributing to the development of 
economic resources, or to the increase of 
productive capacities and self-sustaining
economic growth; or of educational or. 
other institutions directed toward social 
progress? Isit related to and consistent 
with other development activities, and 
will it contribute to realizable long­
range objectives? 

f. FAA Sec. 201(b)(6); Sec. 211(a)(5),
JL.Information and conclusion on 
possible effects of the assistance on U.S. 
economy, with special reference to areas 
of substantial labor surplus, and extent 
to which U.S. coirnodities and assistance 
are furnished ina manner consistent with 
improving or safeguarding the U.S. 
balance-of-payments position. 

3. Nonproject Criteria for Development 
Assistance (Loans only) 

N/A 

a. FAA Sec. 201(b)(1). Information and 
conclusion on availability of financing
from other free-world sources, including­
private sources within the United States. 
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b. FAA Sec. 20l(b)(2); 201(d).Information and conclusion on (1) capac­
ity of the country to repay the'loan,Including reasonableness of repayment
prospects, and (2)reasonableness andlegality (under laws of country andUnited States) of lending and relendin9 terms of the loan. 

c.fA Sec. 201(e). Ifloan isnot madepursuant to a multilateral plan, and theamount of the loan exceeds $100,D0, hascountry submitted to AID an application
for such funds together with assurances 
to indicate that funds will be used inaneconomically and technically sound manner? 

d. FAA Sec. 202ka). Total amount of 
money under loinwfiich is going directly
to private enterprise, is going to
intermediate credit institutions or other
borrowers for use by private enterprise,
is being used to finance imports from
private sources, or is otherwise being
used to finance procurements from private
sources? 

4. Additional Criteria for Alliance for 
Progress 

[Note: Alliance for Progress assistance
should add the following two items to a 
nonproject checklist.] 

a. FAA Sec. 251(b)lI)-(L). Does
assistance take into account principles
of the Act of Bogota and'Charter of Punta
del Este; and to what extent will the
activity contribute to the economic or
political integration of Latin America? 
b. FAA Sec. 251(b 8; 251 h For loans, 

has ther een taken into account the
effort made by recipient nation to repa­
triate capital invested in other countries 
by their own citizens? Is loan consistent
with the findings and recdmmendatlons of 
the Inter-American Committee for the
Alliance for Progress (now "CEPCIES,U thePermanent Executive Committee of the OAS)
in Its annual review of national 
development activities? 
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3A(3) STANDARD ITEM CHECKLIST 

Listed below are statutory items which normally will be covered routinely in those. provisions of 
an assistance agreement dealing with its implementation,-or covered .in:the agreement by~exclusion
(as 	 where certain users of funds are permitted, but, other uses not). 

These items are arranged under the general headings of (A)Procurement and (B)Other: Restr4rtions. 

A. 	 PROCUREMENT 

1. 	 FAA Sec. 602. Are there arrangements to Yes
 
permit U.S. small business to participate Yes.
 
equitably inthe furnishing of goods and
 
services financed?
 

2. FAA Sec. 604 a). Will all commodity Yet; s
 
procurement financed be from the United Yes.

States except as otherwise determined by
 
the 	President or under delegation from
 
him?
 

.3.FAA Sec. 604(b). Will all commodities in 
bulk be purchased at prices no higher than 	 Yes 
the 	market price prevailing inthe United
 
States at time of purchase?
 

4. 	FAA Sec. 604(c). Will all agricultural

commodities available for disposition 'Yes.
 
under the Agricultural Trade Development

& Assistance Act of 1954, as amended,

be procured in-the United States unless
 
they are not available inthe United
 
States insufficient quantities to supply
 
emergency requirements of recipients?
 

5. 	 FAA Sec. 604(d). If the cooperating N/A 
country discriminates against U.S.
 
marine insurance companies, will agree­
ment require that marine insurance be
 
placed inthe United States on
 
commodities financed?
 

6. 	 FAA Sec. 604(e). Ifoffshore procure­
ment of agricultural commodity or product 	 Yes. 
isto be financed, isthere provision

against such procurement when the
 
domestic price of such commodity isless
 
than parity?
 

7. 	 FAA Sec. 604(f). Are there arrangements
whereby a supplier will not receive 	 Yes. 
payment under the commodity import
 
program unless he/she has certified to
 
such information as the Agency by
 
regulation has prescribed?
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A 

8. FAA Sec. 608(a). Will U.S. Government 
excess personal property be utilized 
wherever practicable in lieu of the 
procurement of new items? 

Yes 

9. MMA Sec. 901(b). (a)Compliance with 
requirement t at at least 50 per centum 
of the gross tonnage of conmodities 
(computed separately for dry bulk 
carriers, dry cargo liners, and tankers) 
financed shall be transported on pri­
vately owned U.S.-flag comrnercial 
vessels to the extent that such vessels 
are available at fair and reasonable 
rates. 

Yes 

10. International Air Transport. Fair 
Competitive Practices Act, 1974 

N A 

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

B. OTHER RESTRICTIONS 

1. FAA Sec. 620(h). Do arrangeinents preclude
prornotlng or assisting the foreign aid 
projects or activities of Conmunist-Bloc 
countries, contrary to the best interests 
of the United States? 

Yes, 

2. FAA Sec. 636ij. is financing prohibited 
from use, without waiver, for purchase, 
long-term lease, exchange,or guaranty of 
sale of motor vehicle manufactured 
outside the United States? 

Yes 

3. Will arrangement preclude use of 
financing: 
a. Approp. Sec. 525; 

FAA Sec. 10,1 (f)to pay for performance 
of abortions or involuntary sterilizations 
or to motivate or coerce persons to 
practice abortions? to pay for performance 
of involuntary sterilizations as method of 
family planning or to coerce or provide 
any financial incentive to any person to 
practice sterilizations? 

Yes 

b. FAA Sec. 620(a). to compensate owners 
for expropriated nationalized property? 

Yes 

c. FM,Sec. 660. to finance police 
training or other law enforcement 
assistance, except for narcotics programs? 

Yes. 

d. FAA Sec. 662. for CIA activities? Yes. 
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e. ADD. Sec. 503. to pay
for mritiary personnel 

pensions, etc. 
Yes. 

f. ADD. Sec. 
aSsessmentsO 

.505 
/ 

to pay U.N. Yes. 

g. ADD. Sec. 506. to carry out Dr-oViSiDI 
of FAA, SectiDnS 209(d) 
(transfer to mJtilateral organization 
for lending). 

N.'iA 

h. FY 1982 ,,Apropriation 
Act, Sec. 510. 

the export of 
nLclear eauipmeit, fuel, 
or teclnology or to train 
foreign nationals in 
nuclear fie ds? 

Yes 

i FY 1982 
Act, Sec. 5 

Appropriation 
es 

for the purpose of aidipS 
the efforts of the 
governnient of such 
country tP repress the 
2egitimate rights of the 
population) of such 
country contrary to the 
T)niversa2 Declaration of 
Bnuman Rights? 

j. FY 1982 v)~.rroriation 
Act, Sec. 515. 

for publicity or 
pr opagnda purposes
within U,.S. not 
authorized by Congress? 

'Yes 

9). 

r) 



T.isted !>elow are statutor-y 
c:~rr~ a~2.ca.ble oenerz.1a to 

a:lC~ble to indiv~.cuzl fund 

~..~X &c.481. Ba .t been
 
6 era e5 bit the
 
government cf tbe
 
recipien~t co-:try~ ha.s
 

~ai.~to taO! adezutte 
steDs to Trevent zar:cotlc N 

cr~sa:~other 

conr e d tbe ce 

Cc=,?rehe-.-vc Dri- A-use
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-58-	 ANNEX II
 

Initial Environmental Examination
 
or Categorical Exclusion
 

Country: 	 Sudan
 

Title: 	 Sudan Commodity Import Program Grant
 

Funding: 	 FY 83 (ESF Account) $17.25 million
 

Period of Assistance: 	 The 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.
 

IEE Prepared by: 	 Stephen J. Walworth, AFR/EA
 

Environmental Action Recommended: Categorical Exclusion under
 
AID Regulation 16, paragraph

2 16.2(c) (2) (ix). 

Concurrence: -.- ,
 

Bernard Chapnick
 
Dep. Director, A R/EA
 

Bureau Environmental Officer's Decision:
 

Approved: Bess. d 

Be s/.. .._7:._.- .._ __ 

Disapproved: 
 -

Date: 8/18/83 	 ________ 

Clearance: AFR/PD/EAP: 	AReedQi['.
 
"
GC/AFR: DRobertso_ 
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Examination of Nature Scope and Magnitude of EnvironmentImpacts
 

I. Description of the Project
 

The project proposes to provide a second amendment of $17.25 million to
 
an original commodity import grant of $30 million and a first
 
amendment of $18 million to the Government of Sudan (GOS) from the
 
Economic Support Fund on standard AID terms. The principal

objective of this amendment is the same as the original grant and 
first amendment, 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 i.5, Appendix B), all of which have been -creened for any
adverse effects they may have on the environment. No pesticides
will be imported under the proposed grant and USAID/Sudan w.;ill 
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 2 1 6 .2(c)(2)(ix), 
assistance under a Commodity Import Program is eligible for 
categorical exclusion from environmental procedures when, "prior to 
approval, AID does not have 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 by granted a categorical 
exclusion. 
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The technical assistance may include, but not be limited to: defining scopes of work 
for each procurememt; preparation of drawings defining required commodities; re­
viewing designs of 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
 
oil 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 construction, 
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.I.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 terms and conditions as USAID may deem advisable.
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SUDAN 

Program 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 Condominium
 
and more recently from a Soviet-styled and supported economy.

With the rise of oil and manufactured goods prices after 1973
 
and the exodus of more than 500,000 skilled Sudanese workers to
 
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 November 15, 1982 a further devaluation of the Lsd
 
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
 
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

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 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

production. This represents a substantial change from the Six

Year Plan for 1977 to 1982 where emphasis was on creation on
 
new rather than better utilization of exiqting 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 measurea 
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 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 oil production and to
 
reschedule the nation's foreign debt.
 

Within the last the
two years, 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 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 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 6o satisfy the IMP 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
 
IMF 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. Tc address the shorter
 
term implications engendered by this economic crisis, the IMP
 
Agreement engenders a series of reforms including exchange rate
 
devaluation 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 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 IMP 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 exchange. 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 the
to 

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 be 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 agricultural

sector. Also, technical assistance for delivery services will
 

It73
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be provided where needed in accordance with Present AID
 
regulations.
 

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

General Considerations
 

A. Sudan's Current Yoreign 
 ana neea ror

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 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
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
 
aecounts 
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 manageaoie oaiance or
 
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 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 Standby 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 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 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 from $1.0
 
billion in 1976 to.$l.7 billion in 1981, an increase of 70
 
percent.
 

'K)
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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 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 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 to
was 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

or.-half of the levels reached four years ago. 
 In the case of
s:' r, the three-year program had assumed 
a virtual cessation
 
of. ugar imports with the projected coming on stream of three
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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 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 decentralization 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 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 build on the reform
 
momentum generated in recent months. 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 GO. As a
 
result, the arrangement broke down. However, the IMF and G0
 
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
 
resources, the G0 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 c.onsistent with overall
 
GOS development priorities and kept within the limits of
 
available 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) reduction 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 G0 policy reform progress the IMF
 
entered into a 1983 Standby with the GO in January/February
 
1983. Better performance under the Agreement is expected due
 
to the donor governments' response, G0 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 follpwing 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 target a
 
limitation on the domestic assets 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

substitute 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 prices
 
during the Standby period; and
 

(h) GOS 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 tho 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 percent; the 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 oil 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 obligations, 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 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
principal 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. 
 In addition to the 
recent ESF-funded cash
 
grant of $20 million, a grant of $18 million is hereby being
proposed as second
the tranche of 
a total $48 million CIP
 
program for FY 1983.
 



III. Rationale for Continued U.S. Assistance
 

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-term
 
growth, such as 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 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 thak 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
 
stabilization program associated with its Stand-By
 
Agreemont with the IMF under which the government will
 
reduce government expenditures and borrowing, establish and
 
maint&in 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 other measures in order to encourage
 



foreign and domestic private investment in developing the
 

economy, particularly in agriculture.
 

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.
 

P. 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 systems 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
 
ESP funds and GOS progress toward improved manabement
 
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 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
 
Middle 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
 
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 An. .oa 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 essential
 
imports and help to 
cover the local costs of development
 
programs*
 

2. 	 Providing an incentive for improved economic
 
management and reform
 

As noted earlier, delays in the implementation of the economic
 
reforms espoused under the three-year stabilization program wa
 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 mor
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 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 Sudan are presently operating at 25-30
in the 

percent 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 programa

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 overcowis 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
 



development. An appropriate amount, as agreed by AID and the
 
GOS, 	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 .judget 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 program
 

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 be 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 an 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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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 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 CIP-generated
 
counterpart for local cost support, will effectively complement
 
and considerably strengthen AID's technical assistance to the
 
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
 
on borrowings and dinor 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 Tabl,;
 
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 export 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 prim-.rily to the
 
lack of adequate price incentives for production and export,
 
and a burd6nsome 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 distortions have now been corrected and a modest increase
 
in cotton exports is projected for 1982. In fact the overall
 
trade gap is expected to narrow slightly in the years ahead,
 
decreasing frtm $1,127 million in 1981 to $1,114 million in
 
1982. In 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'a memorandum report
 
on the Sudan's ecoL-c'y, published in October 1979. As
 
indicated in the tabla, 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
 
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 greatly increased
 
private remittances. The "optimistic case" projection also
 
incorporates substontial debt relief through 185/86 and would
 
require that commitments of donor assistance to the Sudan be
 
more than doubled, from $850-$900 million annual'y 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 steacy increases, all of the non-cotton export crops
 
have shown erratic growth patterns since the mid-1970's.
 
Sorghum exports tv 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
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Sidan: Walance of .'.ayas, 1977/78-1982 
(In million s of U.S. dollars) 

....di" P=Toi. Pool...
 
yur tuding; ' :A2 Proi. 
 Jan-D*c _an-D.c- polJuae 30 .1977/78 1978/79 1979/80 1981/81 1981 

Exports 551 527 581 560 493 592
 
- Cotton 21321 333 1.58160 180

Other 255 206 248 400 335 412
 

Izprs 188 1138 -1.340 -0 6 -6 -_7o6 -1Pet:olo= 
 -.18 -178 -254 -362
-405 -415
 
su-44 -28 -123 -65 -64 -51
other -1,L026 -932 -963 -1,200 -1,194 -1,240 
. -1.
 

Trad. Blance -637 -611 -759 -1.1o -1_..27 -1.11'. -


Services 
 -73 -104 -63 -206 -40 
 -249

Receipts 
 IN! 181 229 35 iZ237Pa.zencs -172 -207 -300 -329
-221 -280

Interest 
 -60 -78 -71 -261 -102 -299
 

T:ansfers 244 257 505 510
293 425 

Private 21 24 209 355 32. 380
 
Official 23 17 8 1350 100 130 

Curreat Maaunc. -466 -458 -529 -a1ll -742 -853 
Capital 
 65 348 442 375 382 287

Recaipt-s X3 3-M2 331 3 4Payments -67 -90-57 -160 -9 -185 

Allocatio of SDts .3 13 -

Errors s:d em ssions 325 103 26 . .-­59
 

Knecaz. Mov !ements 
(Increase -)76 '648 . 190 

Financing gap 436 566
 
o7 z= l aca 
ffu Financing (iec.)

(Zn -0r e) Speia1 3/P A.ssiscaace 
Available far debt servicing

Menorandim items: 
Cowvth :aces 

Expor:s
mpor'ts 

-7 
20 

.4 
-4 

10 
18 

16 
2 

-1 
3 

20 
5 

Curntacon
dafici, as pec n:of CDp 6 50 1. t1I 11 

Saucu: Iak of Sudan. Ktnst" £d -conomiciscan anJIuCS j i=%., and .9 stagf 4 .ti=atr.;. 
* Ass=es izc:eased Level.s of donor auis.ance and no dohn-sarwicing. 



gable2: Balance of Payments Projections, 19UZ-L99U 

W Million) 

1982 1983 1984 1985 1986 1987 1988 1989 1990
 

Exports (including NFS) 1369 1557 1768 2012 2270 2573 2889 3243 3641 
Imports (inzluding NFS) 2199 -2448 -2727 -3037 -3365 -3730 -4138 -4584 -5080 
Resource Balance -830 -891 -959 -1025 -1095 -1157 -1249 -1341 -1439 

Investmedt Income, net oE -267 -279 -287 -301 -316 -334 -350 -366 -388
 

which Interest Public HLT loans (-151) (-161) (-179) (-202) (-226) (-254) (-281) (-309) (-338)
 
Interest Arrears (-84) (-84) (-72) (-61) (-50) (-37) (-24) (-10) -


Private Transfers 459 4.98 539 585 635 698 748 811 880
 

Balance on Current Account -638 -672 -707 -741 -776 -802 -851 -896 -947
 

Private Direct Investment 55 61 67 73 81 89 97 107 118 
Short-term, net " 36 40 44 48 53 58 64 71 78 

Public Grants and MLT Loans 
Grants, disbursements 91 100 110 121 133 146- 161 177 195 

MLT Loans, disbursements 608. 626 649 704 772 847 930 1023 1120 
MIL Loans,.Repayments .-305" -341 -423 -433 -423 -398 -406 -448 -509 

Disbursements, net 394 385 336 392 482 595 685 752 806 

Increase/Decrease Arrears- - -136 -148 -59 -170 -182 -196 -209 

Use of IKF Resources 34 -18 -34 -41 -50 -50 -43 -26 

Change in Reserves (- increase) - -37 -41 -46 -48 -54 60- -66 
Errors and Omissions - - l 

Cap Financing Needed 340 .119479 469 426 298 .261 20
.340 


Source: IBRD Memorandum on-the economy.of the.Sudan, October 1979
 

http:economy.of


Table 1. Sudan: Composition of Exports, 1977/78-1981
 

(in millions 6f U.S. dollars) 1/
 

~Prov.
 

1977/78 1978/79 1979/80 1980/81 1980 1981 

295.8 320.7 333.4 182.0 230.6 114.0
Cotton 

80.1 25.5 13.2, 65.6 10.7 82.6Groundnuts 


55.4 27.8 40.6 32.2 47.3 43.1

Sesame 


32.6 32.3 43.9
Gum arabic 35.13 40.01 43. 

68.7 71.4 80.4 52.8

Durg (sorghum) 8.6 8.7 


26.3 33.6 .34.9 33.6
 
Vigetable oil and cakes 17.5 46.5 


- 0.43.2 3.5 ,
Castor seeds 


43.7 42.0 54";5
26.7 /30,0 . 35.6Livestock products 


6.8 19.8 17.8 18.7 29.6
S.2
Other 


531.8 509.5 581.5 478.9 496.9 454.5

Subtotal. 


Re-exports 2/ 19.2 17.5 ....
 

551.0 .527.0 581.5 478.9 496.9 454.5
 
Total 


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

for
 
I/ Converted from data in Sudanese pound4.at, the following exchange 

rates: 
- US$2.50; for 1979/80, LSd 1.001977/78, LSd 1.00 - US$2.87; for 1978/79, LSd 1.00 

US$2.50, July-September 1979; and for October 1979-September 1980, LSd 1.00 WUS$2.00 

US$1.25 or US$2.00 depending on the commodity; from
 
October 1980-June 1981, LSd 1 -

June 1981 to September 1981, LSd 1 - US$1.25; and from October 1981 to December 1981,
 

LSd n US$1.18.
 
2/ Exclusive of petroleum re-exports.
 

http:pound4.at
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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 shov
 
breakdowns of recent imports by type of commodity and country
 
of origin.
 

The Sudan's principal imports 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 sizeable increase; 
however,

machinery and traniport equipment imports have declined while
 
chemicals, pharmaceuticals and textiles have remained
 
relatively unchanged.
 

Petroleum imports are to continue to
expected 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 Kenana 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 steady and ri3iug demand for imports and the
 
poor performance to date and modest prospects for increased
 
exports, the Sudan can be expected to cont2.nue 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 gr, wing trade deficit%, the
 
Sudan has also regularly been registering annual deficits in
 
its services account. Though modest to date, these
 

( 



-z 2-

Table 4: Sudan: Composition of Imports, 1977/78-1981/82
 

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

Prelim. Proj. 

1977/78 1978/79 1§79/80 1980/81 1981/82 

aodstuffs 121.8 98.8 266.2 314.6 270.0 

everages and tobacco 17.8 12.0' 9.8 23.2 30.0 

rude =a-erial and 
pecroleun products 124.1 183.9 259.0 404.0 420.0 

Of w.ich: petroleum 
products 2/ (117.8) (177.6) (254.0 (39-3.0) :405.0). 

bemicals and medicine 106.8' 109.5 122.5 139.6 150.0 

anuf.Actured goods 218.8 218.0 240.5 323.0 350.0 

.achiney and equipment 369.3 284.7 234.2 231.0 250.0 

.ansport equipment 124.9 170.5 137.7 140.2 150.0 

:e.tiles 104.5 60.5 70.0 55.8 __.'50' 

Total 1,188.0 1,137.9 .1,339.9 L,631.4 1,670.0 

Sources: Bank of Sudan and staff estimates. 

l/ See Table 3* footnote 1, for conversion rates, 
/ Nec of petroleum re-exports.. 

:-20­

([
 



23
 

Table'5. Sudan: Origin of Imports, 1976/77-1980/'81 

(Inmillions of U.S. dollars) 

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

lestern Europe 
 472.9 622.0 .567.5 624.9 \ 687.6.-
United Kingdom 162.8 173.2 173.5 162.4 219.4 -' 
Germany, Federal 

Republic of 85.9 149.9 114.0 123.8 103.0 
France 54.0 97.6 .84.8 106.4 11-2.8 
Italy 63.2 60.9 54.3 33.4 43.6 
Belgium 30.8 41.3 21.3 44.8 29.4 
Others 76.2 99.1 "119.6 154.1 179.4
 

'hfna and Eastern Europe 65.2 94.8 105.8 99.2 130.6 
-China, Peoples 


Republic of 31.6 45.9 50.8 41.6 57.2
 
Czechoslovakia 4,9 10.3 13.0 15.2 9.0
 
Yugos lavia 8.0 10.1 16.5 13.2 15.8
 
O:hers 20.7- 28.5 25.5 29.2 48.6 

le.r;Cern Hemisphere 1110.8 110.6 73.3 143.8 198.4 
United States 74.4 57.7 163* 125.2. 120. 
Others 36.4 52.9 11.0 

. 

18.6 77.8. 

.frica and Asia. 213.4 217.3 181.6 196.8 259.4
 
Japan 97.1 99.4 51.8 74.6.
 
India 62.9 36.8 41.8 33.4 
 34.6
 
Pakistan 15.5 26.7 3.8 22.6 10.4,
 
Others 
 37.9 54.4 58.2 89.0 139.8
 

.rab countries 123.5 143.3 209.7 275.2 355.4
 

Total 985.8 1,188.O '1,137.9 1,339.9 1,631.4
 

Source: '1F,Sudan -.Recent Economic Developments August 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 pro ected to reach only some 
$380 million in
 
1982, or $760 to $950 per 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, tb

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 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 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 1980 to June 1981), a gap of *450 million was
 
still be.ng projected for the year. With 
one half of

(Sudanese) FY 1982 gone, the GOS was 
s--ill 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 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 be
 
undertaken.
 

cT 
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Table 6 Sudan: Foreign Financing of Central Government pdi'n tJh/ih-!Jili/ili 

(in millions of Sudanese pounds)
 

revised irov.Actual
Prov. 


Budget July-Dec.
Actual Budget 


1975176 1976/77 1977/178 1970179 1979/80 1980/01 1900/81 I_ 1980 

financing 


Grants 3.7 7.2 42.0 60.0 79.0 57.2 

Co.modity 

Project .. 

... 

.. ... 

sow 

...... 

30.5 38.0 21 

4... 3/ 

Loans. ... .. 46.0 162.0 266.0 399.8 321.0 110.6 

Cash 

Comodity 

Project 

.0 

...... 

... ... 

... 

... .. 

120.5 
9...29.0 
0.5 

) 
189.9 

209.9. 

144.0_2I) 

17709 

109.2 

Total 84.5 53.5 49.7 169.2 300.0 459.8 400.0 175.8 

Less: Repayments -19.7 -19.7 -23.3 -22.0 -70.4 -37.2 -37.0 

Equals: Foreign 
64.0 33.8 26.4 146.4 237.6 422.6 : 3.363.0.10 

Ministry of Finance and Natlonal Economny. the Bank of Sudan, and IMF staff estimates.
 Sources: 


as agreed with GOS authorities.11 The 1900/01 estimates 

and loans valued at the official market exchange rate. 
21 Conniodity grants 

31 Project grants and laans are valued at the parallel market exchange rate (at the official 
rate, project 

grants jqould be LSd 25.5 million and project loans LSd 106 million). 
rates cited footnotes ?/. and 31 pbove, 

A/ Equivalent to $636 million at exchange 



Table 7. Gross Reserves of Rank of Sudan 

(In milliou of U.S. dollars) 

Raserves level 

I=port equiv. 

1977/78 

21.9 

7 days 

1978/79 

27.4 

9 days 

1979/80 

40.5 

13 days 

198018j 14 

24.5 

5 days 



Table 8. Sudan: Gross Reserxves and Net Foreign Assets, 1977-80 

,Inmillions of J.S. 'dollars) 

June Dec. June Dec., June Dec. June Dec. 
1978 	 1980End of Pm-iod 1977 	 1979 

monetary au'thorities -588 -625 -603 -600 -602 -692 -751 -964
 

Convercible foreign
exchange I/ 	 25 28 22 32 31 80 61 65
 

Net bila:en.! claims 2/ -36 -45 -41 -36 -37, -52 -58 -77 

Net DIh position 3/ -134 -317 -92 -130 -145 -212 -235 -346 

Bank oF Sudan short-term 
liabilities to foreign 
bmniks -341 -386 -391 -399' -384 -44S -456- -530 

Liabilities f Kuwaiti 

loan -104 -105 -102 -67 -67 -63 -63 -76 

27 58 61 99 121 191 291Co~ercial banks 	 38 
1T 	 -757Assets 


* 	 Liabilities - -17 -30 23 -107 -21 -73 -74 -144 

Net foreign assets .- 551 -598 --545 539 -503 -571 -560 -673 

Sou-xce: DDza provided by the Sudanese authorities, 

l/ The Bank of Sudan is required to maintain at all times gold and eternzal assets 

Cincluding SDRs) of not less than the equivalen: of LSd 7 million. 

2/ Includes balances on accoumts established under loan agrenents with certain 

Bastern Bloc count-ies.
 

/As reported by Bank of Sudan. 

C ,h
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Table 9. Sudan: Medium- and Long-Term External 
Public Debt and Debt Service Payments, 1976-81 

nd of Period 


ocal outstanding debt
 
(disbursed only) 


nternational organizations 

of which: met use of
 
Fund credit 1/ 


oreign governments 


inancial institutions 


uppliers' credits 


ebt service payments (during
 
period) 


Principal 

Interest 


emorandum item:
 

Debt service payments/exports 
of goo%'s and services 

Est. 
1976 1977 1978 1979 1980 1981 

(Inmillions of U.S. dollars) 

1,722.4 1,949.0 2,250.2 2,856.9 3,487.0 3,694.2 . 

374.4 408.5 534.8 655.7 863.2 1,133.5 

(157.1) (140.4) (176.3) (243.4) (341.7) (482.3) 

762.2 862.3 865.7 1,362.6 1,785.9 1,897.0 

360.0 377.6 573.6 380.9 567.9 453.2 

275.8 300.6 285.1 257.7 270.0 210.5. 

259.0 124.1 130.9 140.0 163.4 234.8 

80.9 62.6 72.5 51.1 100.8 96.7 
78.1 61.5 58.4 88.9 62.6 138.1 

(In per cent) 

23.5 15.1 15.2 13.4 20.6 27.5 

Sources: IBRD, IF, and Bank of Sudan, Economic and Financial Statistics Reviev,
 
arious issues.
 

i/ Total repurchase obligations to the Fund required to return Fund holdings
 
CSudanese pounds to 100 per cent of quota.
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Table 10: Sudan: Amount and Average Terms of
 
Debt Commitments, 1976-80 1/
 

1976 1977 11978 1979 1980 

-Suppliers' credits 

A:mount (us$ millions) 
Interest (per 'ent) 
maturi:y (years) 
Grace period (years) 
Grant element (per cent) 

53.3 
7.1 
11.1 
3.5 
13.2 

89.2 
5.1 

13.1 
3.5 

25.2 

35.9 
7.8 

15.0 
3.9 

11.8 

" 
-­

. 

" 

'Financial institutions 
Azount (US$ millions) 
Interest (per cent) 
Maturity (years) 
Grace period (years) 
Grant element (per cent) 

160.9 
8.3 
10.2 
4.5 
7.1 

13.8 
8.8 
8.8 
2.9 
4.3 

40.5 
8.7 

11.2 
6,0 
5.3 

' 
51.6 
5.9 

14.8 
34 

22.3 

37.0 
80 
6.0 
2.5 
5.9 

International organizations 
A=unr.(US$-million) 
Interest (per cent) 
M.aturity (years) 
Grace period (years) 
Grant element (per cent) 

83.9. 
3.1 
28.6 
73 
52.8 

86.2 
"3.3 
27.1 
6.2 

49.0 

140.6 
1.3 

34.1 
7.8 

66.7 

266.2 
1.7 

29.3! 
6.2 
59.3 

281.9 
0.9 

40.3 
8.6 

74..4 

Gover=mant loans . 

Aount Cuss millions) 
interest (per cemt) 
Maturity (years) 
Grace period (years) 
Grant elemen' (per cent)" 

310.0 
3.4 

21.5 
6.4, 
43.6 

379.6 
5.2 

14.0 
3.0 

27.1. 

504.0 
4.1 

22.3 
6.9 

41.5 

645.9 
7.9 

15.2 
5.6 
13.8 

79.5 
2.3 

19.7 
5.2 

46.3 

Total 
A=ouut CSs$ millions) 
Interest (per cent) ' 
Maturity (years) 
Grace period (years) 
Grant element (per cent) 

608.1 
5,0 
18.6 
5.8 
32.6 

568.8 
5.0 
15.7 
3.6 
29.6 

721.0 
4.0 
23.6 
6.9 

42.9 

963.7 
6.1, 
19.1 
5.6 
26.8 

398.4 
1.8 

33.0 
* 7.3 
62.5 

Source: tBRD--Debtor Reporting System (DRS).
 

I/ Weighted average terms of contracted external debts, including 

undisbursed amounts, with a matu'rity 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)
 

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

Reserves level 21.9 	 40.5
27.4 	 24.5
 

Import equivalence 7 days 9 days 13 days 5 days
 

As indicated 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.
 

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 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 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
 
debt relief (on official loans) obtained from Paris Club donors
 
and through the accumulation of arrears on payments due to Arab
 
and private creditors.
 



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 the 
next
 
several years but to 
continue to seek refinancing of its
 
sizeable debt burden.
 

V. Budget Support Requirements
 

A. Overall Deficit
 

Total GOS budgetary 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 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 upon an
approximate 42 percent increase in 
revenues as against a modest

16 ;ercent 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. In 1980/81, more than one-half of the overall

budgetary deficit, or LSd 346 million, was financed through nei
foreign borrowings. This amount is 
roughly equivalent to total
GOS development expenditures for the year. 
A similar situati"­
is projected for 1981/82. In effect, during the past five
 
years the GOS has become totally dependent on foreign sources
 
to finance its development programs.
 

VI. Market Analysis
 

A. U.S. Share 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 imported from the
 
U(. . are as follows:
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Agricultural commodities: 	Wheat, wheat flour and tallow
 

Agricultural equipment: Medium and 
large tractors, spare
 
parts: plows, harrows, cultivators,
 
cotton and peanut planters,
 
and harvesters, pumps and
 
water drilling equipment
 

Industrial raw materials: 	Tin plate, equipment for machiner3
 
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 Sudan 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.
 
$1.00- LSd 1.2961. The unofficial (market) rate is
 
approximately US $1.00- LSd 1.90.
 

B. CIP Pipeline
 

Following is a summary of 	the status 
of the FY 1980, FY 1982
 
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.
 

1o~
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(In millions of U.S. dollars) 
Thru FY 81 Thru FY 82 Eat FY 83 

Program Amount Oblig. Expn. Oblig. Expne Oblig. Expn. 

FY 1980 40.0 40.0 33.0 -- 7.0 .... 

FY 1981 50.0 50.0 .... 33.8 16.2 

FY 1982 100.0 lO1.0 34.0' - 66.0 

Proposed 
FY 1983 48.0 48.0 39.0 
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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-maklng equipment
 
( 0.5-1 million); chemicals and tinplate ($2.5-5 million); and agro-industrial
 
parts and equipment ($3-6 million).
 

Positive List of Commodities Upper Limit of Value
 
($ million) 

Fertilizer 40
 
Jute/baling hoops 9
 
Petroleum products 30
 
Tallow 16
 
Spare parts 14
 
Agricultural machinery, equip­

ment and other inputs 34* 
Road maintenance equipment 7 
Railroad equipment and 

spare parts 
Telecommunications equipment 6 
Industrial inputs and 

equipment 15 
Chemicals and tinplate 5 
Trucks, trailers and 

buses 5 
Drilling equipment and 

pumps 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, Comrnerce
 
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 GCS import controls and
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will issue trade regulations as required to support the program. 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 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. Eligible 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/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 s'npplied 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.r.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. 

G. 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 officials, should serve to
 
expedite the movement of A.I.D. financed cargo. At present, the
 
formerly large backlog of GOS public sector imports awaiting inland
 
transportation in holding areas outside the port has been reduced
 
significantly by the new Port Sudan to Khartoum highway. 
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I. 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 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 manner 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 inspecglons 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 needs and anticipated purchasing power (foreign
 
exchange availability).
 

Import licensing approval, a control against exceeding specific
 
annual quotas and foreign exchange availabiliries, 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 is 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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2. Import License Systems 

There are three licensing systems currently operating. 

a. 	 The "Open General Licensing System" (OGL) permits 
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" (Cd) wnereDy 
import licenses for a specific purchase are issued in accordance 
with guidelines provided and administered by the Ministry of 
Cooperation, Commerce and Supply. 

c. "Special" Import Licences issued oy 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 allocations. 

K. 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 Cooperetion, Commerce and Supply in coordination with the 
MOFNP which is 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 tc 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 arrivnls 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.
 

L. Tentative Implementation Schedule
 

June 1983 Amendment Signed
 
May 1983 Conditions Precedent Met
 
June 1983 First Letter of Commitment Issued
 
July 1983 First Shipment Made
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July 1983 First Shipment Arrives Sudan
 
September 1983 Grant Fully Committed (L/COMS)
 
February 1984 Final Shipment
 
May 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
 
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
 
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, althougl
 
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 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 areas and 70
 
percent higher than rail costs on paralleling all weather roads.
 
Another possible activity will be to pay a private firm active in
 
Port Sudan to 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
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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 
impsat, as they will be used only for items already in the
 
Devilopment 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
 
tarTets 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, i' 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
 
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 $12.5
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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's increased activity in the
 
Sudan. 

IX. Recommendation 

It is recommended that an amended grant to the Government of the
 
Democratic Republic of the Sudan of eighteen million dollars
 
(t18,000,000) be authorized for financing the importation of selected
 
commodities, and commodity related services.
 

A. Terms and Conditions 

1. Conditions Precedent to Grant Disbursement.
 

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

--The Government of Sudan will provide the United States Governmenl
 
with a list of the eli.gible 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 3ervices, 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 resourcas. 
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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 oil or citrus 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.
 

B. Authorities
 

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

/(/
 



5C(1) - COUT Y CEECXLZST 

Listed below are statutory 
c:iteria applicable generally to
 
FA 	funds, and criteria 
applicable to individual fund 
sources: Development Assistance
 
and 	 Economic Support ?und. 

A. 	 GTNTE.L CRZTRZIA ?OR COUNT Y 
E.LIGZBLITY 

1. 	FAA Sec. 481. Has it been
 
determLned that the
 
government of the
 
recipient country has
 
failed to take adequate
 
steps to prevent narcotic 

drugs and other
 
controlled substances (as
 
de .ned by the
 
Comprehensive Drug Abuse
 
Prevention and Control
 
Act of 1970) produced or
 
processed, in whole or in
 
part, in such counrv._, 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. 	-;' Sec. 620(c). If 
ass,stance 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 
citizen has exhausted 
a'vailable legal remedies 
and (b) the debt is not 
denied ot contested by 
such government? 

No.
 

N,
 



3. ?;AA Sec. 620(e)(1). 11 
ass.stance 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 entities beneficially 
ownd by them without 
taking steps to discharge 
its obligations toward 
such citizens or entities? 

4. PAA Sec. 532(c), 620(a), 
T20(0), 620D, FY 1982 
Amorooriation Ac: secs. 
M M 5id13. is 
:~c.pienz country a 
Communist country? Will " No 
assistance be provied to 
Angola,,Camhodia, Cuba, 
Laos, Vietnam, Syria, 
Libya, Iraq, or South 
Yemen? Will assistance 
be provided to 
Afghanistan or Mozambique 
without a waivez? 

5. ISDCA of 1981 Secs. 724, 
727 and 730. For 
specific restrictions on 
assistance to Nicaragua, 
see Sec. 724 of the ISDCA N.A. 
of 1981. For specific 
restrictions on 
assistance to El 
Salvador, see Secs. 727 
and 730 of the ZSDCA of 
1981. 

6. ?AA Sec. 620(1). Has the 
country permitted, or 
failed to take adequate 
measures to prevent, the No 
damage.o: destruction by 
mob action of 0.. 
property? 



7. 


9. 

9. 

10. 
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FA Sec. 620(1). 3as the
 
couantry !Zi.le"_ t0 enter
 
into an ag:eement with
 
O?ZC? 

FAA Sec. 620(o); 
?-.sbermen' s Protective
 
Ac: o! 1967, as amended, 
Sec. 5. (a) Bas the
 
conn-:y seized, or
 
imposed any penalty or
 
sanction against, any 

U.S. fishing activiuies:
 
in international waters?
 

(b) It so, has any
 
deduction required by the
 
Fishermen's Protective 

lct beeL made?
 

SAA FY 1982Sec. "620(a): 

Ap.roprizt-on Act Sec.
 
517. (a) Bas -.he 
government of the 

recipient country been In 

default for more t.lr=six 
months on interest or
 
principl! of any AID loan
 
to 'the country? (b) Has 
the country been in
 
default for more than one 
year on interest or 
principal on any o.S. 
loan under a program for 
which -he apppriation 
bill appropriates funds?
 

.AASec. 620(s). It
 
contemplated assistance
 
is development loan or
 
from Economic Support
 
Fund, has the 

Administrator taken into
 
account the amount of
 
foreign exchange or other
 
resources which the
 
country has spent on
 
military- equipment?
 
(Iefe.rence may be made to.
 
th.e annual 'Taking into
 

No
 

No
 

At present Sudan is not 
' ares oudan . 
ieparrears o loan. 

-Tepayants to A.I.D. 

No 

Y ! 



Considerati n" me=6:
'Yes, taken into accoun-.
 
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
 
c¢rcumstances occur. 

1I. FAA Sec. 620(t). Has the 
counry severed 

diplomatic relations with
 
the United States? If 
so, have they been 

resumed and have new 

bilateral assistance 

ageements been
 
negotiated and entered 

into since such 

resumption? 

12. FAA Sec. 620(u). What is 
the payment status of the
 
countrzs U.N. 
obligations? :f the 

country is in arrears, 

were such ar:earages 
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.) 

13. ?AA Sec. 620A: FY 1982 
AxDro~rzazion Ac: Sec.
 
520. sas Ene cuntry 
Tided or abetted, by
granting sanctuary from 
prosecution to, any
individual or group which 
has committed an act of 
international terrorism? 
zas the country aided or 

The Sudan Government severed
 

diplomatic relations with the 
U.S. in 1967, but.such relation
 
were resumed in 1972. The 19'58
 
Bilateral Assistance Agreement
 

was reconfirmed in 1971 and
 
remains in eff'ect.
 

been in arrears on payments of 
its U.N. obligations at the tim
that, he A.I.D. administration 
approved the FY 82 QYB. 

No 



abetted, by granting
 
sanctuary from
 
prosecution to, any

individual or group wbich 
has committed a war crime?
 

14. 	 ?XA Sec. 666. Does tbhe 
counz:y onDect, on the 
basis of race, religion, 
national origin or sex, 
to the presence of any 
o.fice: or employee of 
the U.S. who is present 
in such cOuLtry to carry

out economic development

programs under the FAA?
 

15. 	 PAA Sec. 669, 670. Has 
the counz:y, alter August
 
3, 1977, delivered or
 
received nuclear 

enrichmen, or
 
reprocessing equipment,
 
materials, or technology,

without specified
 
arrangements or ­
safeguards? Bas it
 
tzansferred a nuclear
 
explosive device to a
 
non-nuclear weapon state,
 
or if such a state,
 
either received or
 
detonated a nuclear
 
explosive device, after
 
August 3, 1977? (FAA
 
Sec. 620Z permits a
 
special waiver of Sec.
 
669 for Pakistan.)
 

16. 	 ISDCA of 1981 Sec. 720.
 
Was the country
 
represented at the 

Meeting of Ministers of 

?oreign Affairs and Heads 

cf Delegations of the
Non-Ali4gned Countries to
oen-lignerContresson

of the General Assembly 


of the U.N. of Sept. 25 

and 28, 1981, and failec 


No
 

No
 

No
 

Sudan was represented at thi
 
me3ting 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 i5, 1982) in approvir
 
the Agency's EY 82 OYB.
 



to disassociate'itself 
from the ccmunique
issued? jf so, has tbe 
President taken it nto 
account? (Reference may
be made to the Taking * 
into Consideration memo. 

17. 1SDCA of 1981 Sec. 721.
 
See 	special :equirements
 
for 	assistance to Baiti.
 

3. 	 ?UWDZNG SOURCE CRITERZA ?OR 

COUNTRY ELIGIBILITY
 

1. 	Develoment Assistance
 
Country Crzieria.
 

a. FAA Sec. 116. 3is the 
Departmcnt ot. State 
determined that this 
government has engaged in 
a consistent Patternof 
gross violations " 
int.ernationaly
 
recognized humrn rights?
 
if so, qan it be
 
demonstrated that
 
contemplated assistance
 
will directly benefit the
 
needy?
 

2. Econo.ic Summort Fund
 
Coun"ry C:ire:.a 

a. 	FAA Sec. 5023. Eas
 
it been deze:mined 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 reco:d that
 
furnishing such
 
assistance is in.the
 
national interest?
 

http:Econo.ic
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b. 1SDCA of 1981, Sec.
 
7257b). 11 BSF is -obe This activity will provide

u:uisbed to Argentina, asdistance using.FY.83 ESF to
 

has the President Sudan.
 
certified that (1) the Sudan,

Govt. of Argentina has • 
made significant progress

in human -ights; and (2) 
that the provision of
 
such assistance is in the
 
national interests of theu.S.? 

c. ISDCA of 1981, Sec. 
726(b). II -SF 
assistance is to be
 
furnished to Chile, has
 
the President ce.tified 
that (1) the Govt. of 
sgniie has madeo s-n Thisactlvity provides assistatd 

usingFY83 "ESE td'Sudan.­
in the national interest
 
of the U.S.; and (3) the 
Govt. of Chila is not 
aiding international . . 
terrorism and has taken
 
steps t.*bring to justice

those indicted in
 
connection with the 
murder of Orlando 
Letelier?
 

http:using.FY.83
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$18 million 

Period of Assistance:-
 The terminal date for requesting disbursement
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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.
 

I. Recommended Environmefital Action 

In accordance with AID Regulation 16, Section 216.2(c)(ix),
 
assigtance under a Commodity Import Program is eligible for cate­
gorical Pxclusion 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 exclu,4
-nn­


