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U.S. assistance to Egypt has become a politi- 
cal symbol of even-handed support among the 
Middie East adversaries. The economic impact 
of U.S. assistance depends on Egypt's devel- 
opment of economic reforms. 
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the merits of providing hard-currency financ- 
ing for the local cost of selected projects in 
the U.S. assistance program for Egypt. 
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COMPTROLLER GENERAL. OF THE UNITED 6TATES 
WASHINGTON. D.C 

The Bonorab le  Lee H.  Hamil ton,  Chairman 
Subcommittee on Europe snd  t h e  Middle  E a s t  
Committee on I n t e r n a t i o n a l  R e l a t i o n s  
House of  R e p r e s e n t a t i v e s  

Dear Mr. Chairman: 

Your l e t t e r  o f  May 1 7 ,  1 9 7 6 ,  r e q u e s t e d  t h a t  we r ev i ew  
U . S .  economic and food a i d  programs f o r  Egypt s i n c e  t h e i r  
i n c e p t i o n  f o l l o w i n g  t h e  1973  Middle E a s t  war. Members of  
my s t a f f  had numerous m e e t i n g s  w i t h  your  o f f i c e  t o  f u r t h e r  
d e f i n e  t h e  s cope  o f  ou r  work. We a l s o  b r i e f e d  your  o f f i c e  
s e v e r a l  times on t h e  r e s u l t s  o f  ou r  work and p rov ided  more 
d e t a i l e d  i n f o r m a t i o n  f o r  t h e  Committee t o  u s e  i n  i ts  con- 
s i d e r a t i o n  o f  a i d  r e q u e s t s  f o r  f i s c a l  y e a r  19'78. 

T h i s  r e p o r t  r ev i ews  t h e  pu rpose  and e f f e c t i v e n e s s  o f  
U.S. a s s i s t a n c e  t o  Egypt from 1974 th rough  l a t e  1976 t o  
d e t e r m i n e  (1) how a s s i s t a n c e  l e v e l s  were e s t a b l i s h e d ,  ( 2 )  
how p r o j e c t s  a r e  d e s i g n e d  and implemented,  ( 3 )  how t h e  
U.S. program i s  c o o r d i n a t e d  w i t h  t h o s e  o f  o t h e r  d o n o r s ,  
and ( 4 j  t h e  impact  of  f o r e i g n  a s s i s t a n c e  on t h e  Egyp t i an  
economy. We examined U . S .  p o l i c y  p a p e r s ,  s t r a t e g y  s t a t e -  
m e n t s ,  program documents ,  r e p o r t s ,  c o r r e s p o n d e n c e ,  and 
o t h e r  p e r t i n e n t  d a t a  and t a l k e d  w i t h  c f f i c i a l s  o f  ' t h e  De- 
p a r t m e n t s  o f  A g r i c u l t u r e ,  S t a t e ,  and t h e  T r e a s u r y ;  t h e  
Agency f o r  I n t e r n a t i o n a l  Development; and t h e  Egyp t i an  
Government. We began o u r  f i e l d w o r k  i n  Egypt  i n  October  
1976.  

We b e l i e v e  t h a t  E g y p t ' s  c a p a b i l i t y  t o  a b s o r b  and 
e f f e c t i v e l y  use  t h e  s u b s t a n t i a l  amount o f  economic assist- 
ance  made a v a i l a b l e  t o  it by v a r i o u s  d o n o r s  i s  s e v e r e l y  
c o n s t r a i n e d  by a  number o f  f a c t o r s .  F i n a n c i a l  p rob lems  are 
t h e  major  c o n s t r a i n t s  t o  implement ing t h e  development  as -  
s i s t a n c e  programs ,  and l a c k  o f  a d e q u a t e  E g y p t i a n  manage r i a l  
and t e c h n i c a l  r e s o u r c e s  t o  e f f e c t i v e l y  p l a n ,  program, and 
implement development  p r o j e c t s  h a s  s e v e r e l y  h i n d e r e d  prog- 
r e s s  t o  d a t e .  

We a r e  s u g g e s t i n g  t h a t  t h e  Congress  c o n s i d e r  t h e  m e r i t s  
o f  p r o v i d i n g  hard-cur rency  f i n a n c i n g  f o r  t h e  local c o ~ t s  
of  s e l e c t e d  p r o j e c t s  i n  t h e  U.S. a s s i s t a n c e  program f o r  
Egypt .  An a l t e r n a t i v e  t o  t h i s  p r o p o s a l  would be t o  p r o v i d e  
a  g r e a t e r  p o r t i o n  of  U.S. a s s i s t a n c e  t h rough  t h e  Commodity 
Impor t  Program. 



As agreed with your o f f i c e ,  we plan t o  d i s t r i b u t e  t h i s  
report  t o  t h e  agenc ie s  involved and t o  other appropriate 
congress ional  committees. 

As a lways,  we s tard  ready t o  render f x t h e r  a s s i s t a n c e  
on the  matters  presented i n  t h i s  report .  z--!3 ce r77y0b 

Comptroller General 
o f  the United S t a t e s  



REPORT OF THE 
COMPTROLLER GENERAL 

D I G E S T  - - - - - -  

EGYPT'S CAPACITY TO ABSORB 
AND USE ECONOMIC ASSISTANCE 
EFFECTIVELY 

The United States has important and obvious 
interests in preserving peace in the Middle 
East. Strengthening U.S. economic relations 
with Egypt and with the Arab world is part 
of these interests. Egypt has moved from 
confrontation to negotiation as a means of 
resolving the Arab-Israeli dispute. However, 
its leaders face acute and massive tasks of 
rebuilding the Suez area, rehabilitating 
the economy, and carrying forward the coun- 
try's develoment. 

U.S. aid to Egypt is justified more on the 
basis of a political symbol of evenhanded 
economic support for stability in the Middle 
East than on the capacity of Egypt to absorb 
and use the available assistance effectively. 
(See pa. 1.) 

U.S. assistance increased from $370 million 
in 1975 to $991 million in 1976, even though 
U.S. policymakers believed that 

--Egypt might not have .the capacity to absorb 
increased project aid and 

--the actual impact of this aid on Egypt's 
economy would depend on Egypt's response 
to basic economic reforms being discussed 
with the International Monetary Fund. (See 
P. 4 . )  

The Secretary of State has encouraged Egypt 
to enact reforms and has supported the estab- 
lishment of the Egyptian Consultative Group, 
whose purpose is to effectively channel 
assistance to Egypt. (See p. 22.) 

U.S. assistance to Egypt includes development 
projects, the Commodity Import Program, and 

Iear. Upon removal, the report 
cover date should be notod horeon. . 



Public Law 480 food aid; for fiscal years 
1975-78, a total of $3.2 billion has been 
approved for these progra~tls. In addition, 
for calendar years 1975-77, other countries 
and international organizations have made 
approximately $7.9 billion in assistance 
available to Egypt. (See p. 11.) 

The U.S. programs provide long-term benefits 
through development projects. Short-term 
balance-of-payment relief is provided 
through the Commodity Import Program and 
food aid. 

Egypt's capability to absorb and use ef- 
fectively the substantial amount of economic 
assistance made available to it by various 
donors is severely hampered by a number of 
factors. Financial problems are formidable 
restrictions to putting the development 
assistance programs into action. Moreover, 
lack of adequate Egyptian managerial and 
technical resources to plan, program, and 
implement development projects has severely 
hindered progress to date. (See p. 11.) 

The most serious impediment to Egypt's 
development is its difficulties in mobiliz- 
ing domestic resources. Egypt's accelerated 
development program will require it to 
stretch financial, material, and organiza- 
tional resources to the limit. This could 
have a destabilizing effect if development 
is not accompanied by sound budgetary man- 
agement. (See p. 12.) 

GAO suggests that the Congress consider 
th,e merits of providing hard currency 
financing for the local costs of selected 
projects in the U.S. assistance program for 
Egypt. (See p. 16.) The following factors 
should be considered. 

--The U.S. level of assistance to Egypt is 
based on political considerations, not on 
Egypt's economic capacity to accelerate its 
development program. 



--The econcmic reforms enac t ed  a r e  expected 
t o  f a l l  s h o r t  i n  p rov id ing  t h e  increased  
s a v i n g s  r equ i r ed  t o  a c c e l e r a t e  Egyptian 
development. 

--U.S. a s s i s t a n c e  t o  Egypt should  i n c l u d e  
p r o j e c t s  which w i l l  p rov ide  long-term 
b e n e f i t s .  

Another a l t e r n a t i v e  d i s c u s s e d  i n  t h i s  re-  
p o r t  is t o  provide  a  g r e a t e r  p o r t i o n  of  U.S. 
a s s i s t a n c e  through t h e  Commodity Import  Pro- 
gram. The a d d i t i o n a l  impor t s  would g e n e r a t e  
budgetary  r e sou rces  which could  be used t o  
suppor t  development p r o j e c t s .  

However, a t  t h e  p r e s e n t  time t h i s  may n o t  be 
a  v i a b l e  a l t e r n a t i v e .  I n  August 1977,  t h e  
p i p e l i n e  o f  au tho r i zed  b u t  undisbursed Com- 
modity Import  Program l o a n s  f o r  Egypt ex- 

I 
ceeded $700 m i l l i o n ,  s o  t h e r e  is some ques- 
t i o n  of  Egypt ' s  a b i l i t y  t o  q u i c k l y  use  t h e  
Program t o  import  commodities r equ i r ed  i n  
i t s  economy. There fore ,  i f  t h i s  a l t e r n a -  
t i v e  is chosen,  i t  would be neces sa ry  t o  
a s c e r t a i n  t h a t  Egypt could  u se  t h e  addi-  
t i o n a l  a u t h a r i z a t i o n  i n  a  t i m e l y  manner 
t o  g e n e r a t e  t h e  l o c a l  cu r r ency  r equ i r ed  
f o r  development p r o j e c t s .  (See  p. 17 . )  

The Department of S t a t e  and t h e  Agency f o r  
1 , n t e r n a t i o n a l  Development agreed  t h a t  
Egypt ' s  m o b i l i z a t i o n  of  adequa te  r e s o u r c e s  
f o r  s p e c i f i c  p r o j e c t s  may be a  problem 
and sugges ted  t h a t  l o c a l - c o s t  f i n a n c i n g  
be used a s  an added i n c e n t i v e  t o  o b t a i n  
Egyptian suppor t  f o r  "new d i r e c t i o n "  
p r o j e c t s .  (See  p. 17 . )  

The Department of t h e  T reasu ry  s t a t e d  t h a t  
i nc rea sed  l o c a l - c o s t  f i n a n c i n g  might  have 
l i t t l e  e f f e c t  on a i d  d i sbursements  because 
of m u l t i p l e  r e s t r a i n t s  on p r o j e c t  implemen- 
t a t i o n .  

GAO r ecogn izes  t h a t  l o c a l - c o s t  f i n a n c i n g  
is n o t  a panacea t o  Egyp t ' s  development 
problems and t h a t  improved p l ann ing ,  eco- 
nomic re forms ,  and c o o r d i n a t i o n  a r e  needed. 
(See  p. 18 . )  
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CHAPTER 1 

INTRODUCTION - 
The United States has important and obvious interests 

in preserving peace in the ~ i d d l e  East and in strengthening 
its newly developed economic relations with the Arab world. 
Egypt is an important factor in fostering these relation- 
ships. 

Egypt has embarked on the road to peace and has moved 
from confrontation to negotiation as a means of resolving 
tne Arab-Israeli dispute. However, its leaders face the 
acute and massive tasks of rebuilding the Suez area, re- 
habilitating the economy, and carrying forward the country's 
development. 

Levels of U.S. economic assistance to Egypt for fiscal 
years 1975-77 reflect U.S. political desires to demonstrate 
(1) equitable treatment of Israel and Egypt, (2) support 
of President Anwar Sadat's policy of moving away from mili- 
tary confrontation with Israel and toward economic develop- 
ment at home, and (3) satisfaction with the progress toward 
developing the second Sinai agreement. 

U.S. aid to Egypt is justified more on the basis of 
a political symbol of evenhanded economic support for stabil- 
ity in the Middle East than on the capacity of Egypt to ef- 
fectively absorb and use the assistance available. Aid 
levels were increased from $370 million in 1975 to $990 mil- 
lion in 19'76, even though U.S. policymakers believed that 
Egypt might not have the capacity to absorb increased 
project aid and that the actual impact on the economy would 
depend on Egypt's response to basic economic reforms being 
discussed with the International Monetary Fund. Moreover, 
administration officials believed that the United States 
was not in a position politically to link increased assist- 
ance levels to Egypt's movement toward economic reforms, 
even though reforms were recognized as essential to Egypt's 
economic recovery. 

The composition of fiscal years 1975 and 1976 programs 
is as follows. 



Loans Grants -- Total 

Fiscal year 1975: 
Commodity Import Program $150.0 $150.0 
Development programs 44.3 $58.5 102.8 
Food aid 
Concessionary sales 104.5 104.5 
Donations 12.8 - 12.8 

Total 

Fiscal year 1976 and transitional 
quarter (note a): 

Commodity Import Program $3151.0 $315.0 
Development programs 264.0 $216.0 480.0 
Food aid 

190.8 Concessionary sales 190.8 
Donations 5.5 5.5 

Total 

a/Transitional quarter includes period from July 1 to - 
September 30, 1976. 

It should be noted that the U.S. program in Egypt is 
financed with gecurity !!?iupporting assistance funds, not 
development assistance funds. Security supporting assistance 
funds, which are administered by the Agency for International 
Development (AID), are used in special situations to further 
U.S. political and security interests while at the same time 
supporting the economic stability of recipient countries. 

UNITED STATES-EGYPT RELATIONS - 
In the early 1950s, Egypt under President Gamal Abdel 

Nasser began to seek unqualified political independence. In 
1954, Britain agreed to evacuate its troops from the Suez 
Canal Zone, and the withdrawal was completed in June 1956. 

Egypt's economic growth plans centered on the 
construction of the high dam at Aswan and the receipt of 
revenues from the Suez Canal. However, Egypt was unable 
to finance thc dam by itself and turned to the West for aid. 
After long and difficult negotiations, arrangements were 
made for a loan to be financed jointly by the United States, 



~ r i t a i n ,  and t h e  World Bank. Then i n  1956 ,  S e c r e t a r y  o f  
S t a t e  John  F o s t e r  D u l l e s  announced t h a t  t h e  Uni t ed  S t a t e s  
was wi thdrawing from t h e  a r rangement ;  i n  r e s p o n s e ,  P r e s i -  
d e n t  Nasser  announced t h a t  Egypt  would q e t  t h e  needed funds  
f o r  t h e  dam by n a t i o n a l i z i n g  t h e  Suez Cana l .  

Fol lowing P r e s i d e n t  N a s s e r l s  announcement,  E g y p t ' s  
r e l a t i o n s  w i t h  B r i t a i n  and France  d e t e r i o r a t e d  r a p i d l y .  
Meanwhile, b o r d e r  f r i c t i o n s  between Egypt  and I s r a e l  in -  
c r e a s e d .  I n  1956,  F rance ,  B r i t a i n ,  and I s r a e l  l aunched  an  
i n v a s i o n  o f  Egypt ,  b u t  warn ings  from t h e  Uni t ed  S t a t e s  and 
t h e  S o v i e t  Union h a l t e d  it.. A f t e r  t h e  Uni ted  N a t i o n s  a r -  
ranged a  c e a s e - f i r e ,  B r i t i s h  and French f o r c e s  withdrew from 
Egypt and I s r a e l i  f o r c e s  were withdrawn from t h e  Gaza S t r i p .  

During 1959 and 1960,  Uni t ed  S t a t e s - E g y p t i a n  r e l a t i o n s  
improved. F i n a n c i a l  a i d  a g r e e m e n t s  were s i g n e d  i n  March 
19.60 p r o v i d i n g  f o r  t h e  s a l e  o f  s u r p l u s  U.S. fa rm p r o d u c t s  
and f o r  l o a n s  t o t a l i n g  $32.5 m i l l i o n  f o r  economic develop-  
ment. During f i s c a l  y e a r s  1962-65, A I D  c o n t r i b u t e d  $94.5 
m i l l i o n  i n  l o a n s  and g r a n t s .  i n c l u d i n g  $30 m i l l i o n  from 
s e c u r i t y  s u p p o r t i n g  a s s i s t a n c e  a p p r o p r i a t i o n s .  

E g y p t ' s  a s s o c i a t i o n  w i t h  t h e  West d e t e r i o r a t e d  d u r i n g  
1964 and 1965 ,  w h i l e  i t s  dependence  on t h e  S o v i e t  Union 
i n c r e a s e d .  T h i s  l e d  t o  an  embargo by t h e  Uni t ed  S t a t e s  
on s u p p l i e s  o f  s u r p l u s  wheat  which were b a d l y  needed by 
Egypt .  I n  f i s c a l  y e a r  1966,  U.S. a s s i s t a n c e  d e c l i n e d  t o  
$1.5 m i l l i o n  i n  l o a n s  and g r a n t s ,  and i n  1967 i t  f e l l  t o  
$800,000.  No U . S .  l o a n s  and g r a n t s  were made a v a i l a b l e  t o  
Egypt from t h e  6-day war i n  1967 u n t i l  1974, when $8.5 m i l -  
l i o n  was p rov ided  f o r  c a n a l  c l e a r a n c e  and minesweeping opera -  
t i o n s .  

The S i n a i  Accord s i g n e d  by Egypt and I s r a e l  on 
J a n u a r y  1 8 ,  1974. - -s ta t ing  t h a t  t h e  two p a r t i e s  would re- 
s o l v e  t h e i r  c o n f l i c t  by p e a c e f u l  means--afforded t h e  Uni ted  
S t a t e s  and Egypt t h e  o p p o r t u n i t y  t o  renew f u l l  d i p l o m a t i c  
r e l a t i o n s  a f t e r  a 7-year b r e a k .  S h o r t l y  t h e r e a f t e r ,  t h e  
Egyp t i an  P r i m e  M i n i s t e r  r e q u e s t e d  U.S. a i d ,  and  i n  March 
1974 t h e  Department  o f  S t a t e  d e c i d e d  t o  a s k  t h e  Congress  
f o r  $250 m i l l i o n  f o r  Egypt  f o r  f i s c a l  p a r  1975.  

I 
On May 1 5 ,  1974 ,  t h e  U.S. Ambassador r e p o r t e d  t h a t  pro- 

v i d i n g  needed commodit ies  t o  Egypt  would h e l p  t h a t  c o u n t r y  
t o  c o n s e r v e  its s c a r c e  f o r e i g n  exchange .  B a s i c  r ep lacement  
p a r t s  and i n d u s t r i a l  a n d . b u i l d i n g  m a t e r i a l s ,  needed t o  s t i m -  
u la te  t h e  d e p r e s s e d  Egyp t i an  economy, c o u l d  be purchased  



through f reed  rese rves .  Also, Egypt had r a p i d l y  improved 
its r e l a t i o n s  with the  United S t a t e s  over t he  preceding 
months and the  reques t  f o r  U.S. a s s i s t a n c e  was a s  much 
p o l i t i c a l  a s  economic. The Ambassador bel ieved t h a t  t he  
United S t a t e s  m u s t  be responsive t o  Egypt 's  reques t  i n  o rder  
t o  maintain c r e d i b i l i t y  i n  t he  development of t he  new r e l a -  
t ionsh ip .  

LEVELS O F  ASSISTANCE - 
The A I D  began preparing t he  f i s c a l  year 1976 program 

f o r  Egypt i n  J u l y  1974, when i t s  former Bureau of Support ing 
Assis tance developed guidance f o r  t he  1976 program. The 
guidance,  s e n t  t o  t h e  A I D  Mission i n  January 1975, conta ined 
an assumption t h a t  $300 m i l l i o n ,  a  $50 m i l l i o n  i nc rea se  over 
t he  f i s c a l  year 1975 program, would be app rop r i a t e  t o  ind i -  
c a t e  U.S. awareness of Egypt" fo re ign  currency needs and 
wi l l i ngnes s  t o  a id  i n  i ts  development p lans .  

The U.S. Ambassador communicated t he  a i d  l e v e l s  
t o  t h e  Egyptian Prime Minis ter .  I t  was hoped t h a t  U.S. 
a s s i s t a n c e  would not  be perceived a s  t he  c a r d i n a l  i s s u e  
i n  t he  two c o u n t r i e s 1  r e l a t i o n s h i p ,  s i n c e  t he  proposed 
$300-million economic a i d  l e v e l  was no t  comparable with 
U.S. a s s i s t a n c e  t o  I s r a e l  and was s u b j e c t  t o  congress ional  
review. 

I . Egypt 's  r eac t i on  t o  the  $300-million l e v e l  was negat ive .  
The Egyptians bel ieved U.S. a s s i s t a n c e  t o  be a  symbol of U.S. 
evenhandedness i n  t he  Middle East .  Therefore ,  they pressed 
fo r  economic a s s i s t a n c e  equal  t o  t h a t  received by I s r a e l ,  

t e z p e c i a l l y  s i n c e  Egypt was rece iv ing  no U.S. m i l i t a r y  a s s i s t -  
ance. 

By March ,1975, the  Sec re t a ry  of S t a t e  bel ieved t h e  
f i s c a l  year 1976 a i d  l e v e l  m u s t  be increased from $300 m i l -  
l i o n  t o  $500 mi l l i on .  A memorandum from the  A s s i s t a c t  Secre- 
t a r y ,  Bureau of Near Eastern and South Asia A f f a i r s ,  co t he  
Secre ta ry  ou t l i ned  t he  economic j u s t i f i c a t i o n  a s  fo l lows.  

"Egypt has a c l e a r  need f o r  a d d i t i o n a l  fo r e ign  
exchange, i n  p a r t  because t he  c i v i l i a i l  economy has  
been deprived of an adequate l e v e l  of c a p i t a l  
goods and raw mate r ia l  imports  over t he  years  
and i n  p a r t  because of an over-vali,ed exchange 
r a t e ,  s u b s t a n t i a l  subs id i e s  of consumer goods 
and i n t e r n a l  p r i c e  c o n t r o l s  which have d i s t o r t e d  
~ g y p t  s economy. " 



" I t  woul.! be  v e r y  d i f f i c u l t  t o  i n c r e a s e  t h e  
l e v e l  o f  p r o j e c t  a i d  s i n c e  good p r o j e c t s  w i l l  
n o t  be  a v a i l a b l e  i n  t ime  f o r  f u n d i n g .  I n  f a c t ,  
it w i l l  be  e x t r e m e l y  d i f f i c u l t  t o  f i n d  $200 
m i l l i o n  i n  a d e q u a t e l y  deve loped  p r o j e c t s .  
T h e r e f o r e ,  a  $200 m i l l i o n  i n c r e a s e  i n '  t h e  
Egypt  a i d  l e v e l  would have to be  hand led  a s  
an  a d d i t i o n  t o  t h e  C I P  [Commodity Impor t  
Program] program t h u s  i n c r e a s i n g  i t  from $100 
t o  $300 m i l l i o n . "  

The memorandum a l s o  n o t e d  t h a t  Egypt cou ld  p r o b a b l y  
a b s o r b  $300 m i l l i o n  i n  U . S .  commodi t ies  b u t  t h a t  t h e  a c t u a l  
impac t  on i ts  economy would depend on  i t s  r e s p o n s e  t o  t h e  
b a s i c  economic r e f o r m s  b e i n g  d i s c u s s e d  w i t h  t h e  I n t e r -  
n a t i o n a l  Monetary Fund. 

From March 8 t o  March 23,  1975 ,  S e c r e t a r y  o f  S t a t e  
Henry K i s s i n g e r  engaged i n  a new round o f  A r a b - I s r a e l i  s h u t -  
t l e  d ip lomacy .  S u b s e q u e n t l y ,  t h e  P r e s i d e n t  o r d e r e d  a  t o t a l  
r e e x a m i n a t i o n  o f  U.S. p o l i c y  toward t h e  Middle  E a s t  se t t le -  
ment.  T h i s  p o l i t i c a l  r e a s s e s s m e n t  i n c r e a s e d  t h e  l e v e l  o f  
a i d  f o r  Egypt  t o  $750 m i l l i o n  f o r  F i s c a l  y e a r  1976. 

The 1976 l e v e l  o f  a s s i s t a n c e  t h u s  became a symbol o f  
U . S .  evenhandedness  among t h e  Middle  E a s t  a d v e r s a r i e s .  Ac- 
c o r d i n g l y ,  a  s i g n i f i c a n t  r e d u c t i o n  i n  t h e  l e v e l  o f  a s s i s t -  
a n c e  c o u l d  be  i n t e r p r e t e d  by t h e  E g y p t i a n s  as a s o f t e n i n g  
o f  U.S. s u p p o r t  and a  n e g a t i v e  change  i n  p o l i c y .  For f i s c a l  
y e a r  1977 ,  $750 m i l l i o n  i n  s e c u r i t y  s u p p o r t i n g  a s s i s t a n c e  
f u n d s  was r e q u e s t e d  f o r  Egypt ,  p l u s  $150 m i l l i o n  i n  supp le -  
m e n t a l  a s s i s t a n c e  under  t h e  P u b l i c  Law 480,  t i t l e  I ,  food 
s a l e s  program. The Congress  approved  $700 m i l l i o n  i n  
s e c u r i t y  s u p p o r t i n g  a s s i s t a n c e .  



CHAPTER 2 

ECONQMIC SITUATION - - 
The January  1977 food r i o t s  p u t  i n t o  s h a r p  f o c u s  t h e  

emergency n a t u r e  of  Egyp t ' s  economic s i t u a t i o n ,  which i n  
1976 was c h a r a c t e r i z e d  by growing balance-of-payments and 
budgetary  d e f i c i t s .  I n t e r n a t i o n a l  economis ts  have concluded 
t h a t ,  t o  make p r o g r e s s  toward economic recovexy,  Egypt m u s t  
e n a c t  economic reforms.  The Egyptian Government r ecogn izes  
i t s  problems and h a s  i n i t i a t e d  a program of  economic reform. 
I n  s u p p o r t  o f  t h i s  a c t i o n ,  t h e  I n t e r n a t i o n a l  Monetary Fund 
approved a $145 m i l l i o n  s t andby  arrangement  on A p r i l  2 1 ,  
1977. 

BALANCE-OF-PAYMENTS DEFICIT 

R i s ing  impor ts  and l i m i t e d  e x p o r t s  have caused Egyp t ' s  
t r a d e  d e f i c i t  t o  i n c r e a s e  from $479 m i l l i o n  i n  1971 t o  
$2.8 b i l l i o n  i n  1975. T h i s  d e t e k i o r a t i o n  was due i n  par't 
t o  t h e  maintenance of  an overvalued exchange r a t e  which 
encouraged impor ts .  (See  app. I1 f o r  balance-of-payments 
schedu le .  ) 

E g y p t ' s  impor t s  con t inue  t o  r i se  because  Egypt does  
n o t  produce enough food and raw m a t e r i a l s  t o  keep up wi th  
gzowth i n  p o p u l a t i o n  and demand and because  i t  r e q u i r e s  
c a p i t a l  equipment and i n t $ r m e d i a t e  goods t o  implement its 
development p lans .  Moreover, Egypt i s  paying more f o r  
i t s  impor t s  because of  s h a r p l y  i n c r e a s e d  i n t e r n a t i o n a l  
p r i c e s  o f  food ,  o i l ,  and o t h e r  e s s e n t i a l s .  For example, 
wheat doubled i n  p r i c e  from 1972 t o  1976. Bas ic  commodi- 
t i e s  and food account  f o r  more than  70 p e r c e n t  o f  t h e  
impor ts .  There a r e  o n l y  a few c a p i t a l  goods i t e m s ,  such 
a s  au tomobi l e s ,  which can be e l i m i n a t e d .  (See  app. I11 
f o r  a l i s t  o f  impor ts . )  

I n  1971,  e x p o r t  e a r n i n g s  ($878.3 m i l l i o n )  pa id  f o r  
85 p e r c e n t  o f  impor ts  ($1,031.7 m i l l i o n ) ;  i n  1975 ' expor t  
e a r n i n g s  ($1,402.4 m i l l i o n )  pa id  f o r  o n l y  36 p e r c e n t  o f  
impor t s  ($3,940.6 m i l l i o n j .  Egypt h a s  begun t o  e x p o r t  
more pe t ro leum,  chemicqls ,  and a g r i c u l t u r a l  p r o d u c t s  
b u t  c o t t o n  and c o t t o n  p r o d u c t s  accounted  f o r  70 p e r c e n t  
of i t s  e x p o r t  e a r n i n g s  i n  1971 and 58 p e r c e n t  i n  1975. 
T h i s  dependence on one commodity makes e x p o r t  e a r n i n g s  
c o n t i n g e n t  on world c o t t o n  and t e x t i l e  marke t s ,  which 
have a v e r y  v o l a t i l e  h i s t o r y .  (See  app. I V  f o r  a l ist  
of e x p o r t s .  ) 



Egypt c o n t i n u e s  t o  r e c e i v e  l a r g e  c a s h  payments  from 
Arab c o u n t r i e s  t o  h e l p  i t  a v e r t  a  balance-of-payments  c r i s i s .  
( S e e  app.  V . )  However, t h e s e  c o n t r i b u t i o n s  have  n o t  s a t i s -  
f i e d  i t s  f o r e i g n  c u r r e n c y  n e e d s ,  f o r c i n g  i t  t o  borrow h e a v i l y  
from commercial s o u r c e s .  E x t e r n a l  d e b t  h a s  i n c r e a s e d  t o  
$7 b i l l i o n  ( p l u s  $5 b i l l i o n  i n  m i l i t a r y  d e b t s  and o t h e r  t r a n s -  
a c t i u n s ) ,  o r  well ove r  5  y e a r s  o f  e a r n i n g s  from e x p o r t s  and 
s e r v i c e s  a t  t h e  1975 l e v e l .  ( S e e  app .  V I . )  Commercial l o a n s  
( s u p p l i e r  c r e d i t s ,  Euro-cur rency  l o a n s ,  and bank c r e d i t )  
amounted to  $2.2 b i l l i o n .  

I D e b t - s e r v i c i n g  f o r  1977 is e s t i m a t e d  a t  37 p e r c e n t  o f  
1977 e x p o r t s ,  w e l l  above t h e  20 p e z c e n t  s u g g e s t e d  f o r  de- 
v e l o p i n g  c o u n t r i e s ,  and d e b t  a r r e a r a g e s  had more t h a n  doub led  
by t h e  end o f  1976.  A p o l i c y  o f  r e d u c i n g  t h e  u se  o f  p r i v a t e  
bank c r e d i t  h a s  been implemented,  based  l a r g e l y  on  l i m i t i n g  
new l o a n s  t o  75 p e r c e n t  o f  t h e  amounts  r e p a i d  on  o ld  l o a n s .  

Exchange r a t e  sy s t em 

E g y p t ' s  complex exchange r a t e  sy s t em i n v o l v e s  t h r e e  
d i f f e r e n t  exchange r a t e s - - o f f i c i a l ,  p a r a l l e l ,  and "own." 

- - A t  t h e  o f f i c i a l  exchange  r a t e  ( o n e  E g y p t i a n  pound 
e q u a l s  $2,56TWthe pound i s  s e n e r a l l y  h e l d  t o  b e  Qver- 
v a l u e d .  

--The p a r a l l e l  exchange  ra te  was i n t r o d u c e d  by t h e  
Government i n  1973 and e s t a b l i s h e d  premiums and  
s u r c h a r g e s  above t h e  o f f i c i a l  r a t e .  The n e t  e f f e c t  
was t h a t ,  a s  o f  J u n e  1976 ,  d e s i g n a t e d  i m p o r t s  and 
e x p o r t s  cou ld  be  pu rchased  and s o l d  w i t h  a n  ex- 
change r a t e  o f  one  pound b e i n g  t h e  e q u i v a l e n t  o f  
$1.46 and $1.42,  r e s p e c t i v e l y .  

--The ''own'1 exchange  f a c i l i t y  e x t e n d s  t h e  p a r a l l e l  ex- 
change  r a t e  to  E g y p t i a n s  ab road  who h o l d  f o r e i  n  cu r -  4 rency .  I m p o r t s  o f  mos t  consumer d u r a b l e s  and uxury 
consumer n o n d u r a b l e s  i n  Egypt  a r e  made under  own ex- 
change  r e g u l a t i o n s .  The exchange  r a t e  f o r  own ex- 
change  i m p o r t s  h a s  ranged  from one pound e q u a l l i n g  
$1.25 to  $1.42. 

The Government is  aware o f  d i s t o r t i o n s  caused  by ove r -  
v a l u a t i o n s  o f  t h e  Eg.yptian pound b u t  b e l i e v e s  t h a t  d e v a l u i n g  
t h e  pound would n o t  be a p p r o p r i a t e .  Its argument  is t h a t  
E g y p t ' s  e x p o r t s  i n c l u d e  many items, s u c k  as  c o t t o n  and  t e x -  
t i l e s ,  t h a t  a r e  p r i c e  i n - e l a s t i c  and e x p o r t e d  under b i l a t e r a l  
t r a d e  ag reemen t s  t o  E a s t e r n  b l o c  c o u n t r i e s ,  w h i l e  most i m -  
p o r t s  are n e c e s s i t i e s  which come m a i n l y  f rom c o u n t r i e s  i n  



which Egypt must use hard cur rency .  Thus, i n  t h e  s h o r t  
term,  t h e  orthodox measure of  a d e v a l u a t i o n  might on ly  
worsen t h e  f o r e i g n  exchange s i t u a t i o n .  

On t h e  o t h e r  hand t h e  U . S .  Department o f  t h e  Treasury  
advanced t h e  argument t h a t  d e v a l u a t i o n  would have a  p o s i t i v e  
impact on Egypt ' s  balance-of-payment p o s i t i o n .  I n  t h e  De- 
p a r t m e n t ' s  op in ion ,  f o r e i g n  exchange p r i c e s  of  Egyptian 
e x p o r t s  and imports  a r e  n o t  l i k e l y  t o  be a l t e r e d  by changes 
i n  Egyptian supply  (o f  e x p o r t s )  o r  demand ( f o r  i m p o r t s ) ,  
s o  a  d e v a l u a t i o n  would, a t  most ,  l e a v e  Egypt ' s  f o r e i g n  ex- 
change s i t u a t i m  e s s e n t i a l l y  unchanged. However, t h e  De- 
par tment  theor  zed t h a t  an even more l i k e l y  outcome wsiild 
be an improved balance-of-payments p o s i t i o n  a s  Egyptian 
producers  i nc rea sed  t he  volume o f  t h e i r  e x p o r t s  and reduced 
t h e  volume of t h e i r  imports  i n  response  t o  h igher  domest ic  
p r i c e s .  

The Government has  r e c e n t l y  s h i f t e d  a  l a r g e  volume 
o f  i t s  t r a n s a c t i o n s  from t h e  o f f i c i a l  t o  t h e  p a r a l l e l  
r a t e ,  and o t h e r  s h i f t s  a r e  scheduled f o r  1978. Measures 
.tow be ing  adopted w i l l  l e a v e  27 p e r c e n t  of impor t s  and 
56 pe rcen t  of e x p o r t s  of goods and s e r v i c e s  a t  t h e  
o f f i c i a l  r a t e  and w i l l  have some o f  t h e  economic impact 
t h a t  deva lua t ion  would have. The reforms a l s o  env isage  
e v e n t u a l  u n i f i c a t i o n  of  t h e  p a r a l l e l  and f r e e  markets .  

FISCAL POLICY 

On January  1 7 ,  1977,  t h e  Egyptain  Government unve i led  
a  r eco rd  $10.16 b i l l i o n  budget  and,  f aced  wi th  a  p o t e n t i a l  
$2 b i l l i o n  d e f i c i t ,  announcad an a u s t e r i t y  program con- 
s i s t i n g  of  reduced Government s u b s i d i e s  and inc rea sed  t a x e s  
and customs d u t i e s .  The e f f e c t  of  t h e s e  moves was s e v e r e ,  
r a i s i n g  t h e  p r i c e s  of wheat, f l o u r ,  soup,  r i c e ,  butane 
cooking g a s ,  c i g a r e t t e s ,  and g a s o l i n e  by a s  much a s  31 per -  
c e n t  ., 

I n  response  t o  t h e s e  measures,  thousands  o f  workers 
and s t u d e n t s  demonstrated i n  C a i r o  and o t h e r  c i t i e s .  The 
o f f i c i a l  Middle Eas t  N e w s  Agency quoted t h e  Min i s t e r  o f  S t a t e  
f o r  Pa r l i amen ta ry  A f f a i r s  a s  s ay ing  t h a t  t h e  Government was 
w i l l i n g  t o  make an " o b j e c t i v e  reexaminat ion of  t h e  p r i c e  in-  
c r e a s e s  i n  o rde r  t o  s p a r e  t h e  working c l a s s e s . "  On Jan-  
uary 1 9 ,  faced wi th  t h e  wors t  r i o t s  i n  25 y e a r s ,  t h e  Govern- 
ment suspended most of  i ts announced reforms.  The remaining 
reforms e n t a i l e d  budget s a v i n g s  of  o n l y  about  $192 m i l l i o n  
i n s t e a d  a£  t h e  i n i t i a l  $716.8 m i l l i o n .  The n e t  e f f e r t  o f  t h e  
remaining s a v i n g s  was d e p l e t e d  f u r t h e r  by t h e  approvar  o f  ad- 
d i t i 0 n a . l  expenditures t o t a l i n g  $76.8 .m i l l i on .  



Accord ing  t o  Government e s t i m a t e s ,  b u d g e t  r e v e n u e  is 
e x p e c t e d  t o  i n c r e a s e  by 37 p e r c e n t ,  mos t  o f  i t  t h r o u g h  p r o f i t s  
r e s u l t i n g  from c o n v e r s i o n  t o  t h e  p a r a l l e l  exchange  r a t e .  In -  
c r e a s e d  b u d g e t  e x p e n d i t u r e s  a r e  p r o j e c t e d  b e c a u s e  o f  i ndus -  
t r i a l  s u b s i d i e s ,  i n c r e a s e d  d e f e n s e  e x p e n d i t u r e s ,  and i n c r e a s e d  
i n v e s t m e n t  e x p e n d i t u r e s .  I n  1 9 7 7 ,  a n  o v e r a i l  d e f i c i t  o f  $2.8 
b i l l i o n  is p r o j e c t e d ,  o f  which $1 b i l l i o n  is e x p e c t e d  t o  b e  
f i n a n c e d  by t h e  bank ing  sys t em.  T h i s  compares  t o  a n  i n i t i a l  
d e f i c i t  o f  $2 .1  b i l l i o n ,  o f  which $384 m i l l i o n  was t o  be f i -  
nanced by t h e  bank ing  sys t em.  The E g y p t i a n s  r e c o g n i z e d  t h a t  
t h e  r e s o u r c e s  a v a i l a b l e  t o  f i n a n c e  e x p e n d i t u r e s ,  p a r t i c u l a r l y  
f o r  i n v e s t m e n t ,  have  n o t  been  s u f f i c i e n t  t o  a v o i d  b u d g e t  d e f -  
i c i t s .  However, n a t i o n a l  d e f e n s e  r e q u i r e m e n t s  and s u b s i d i e s  
t o  p r o t e c t  t h e  s t a n d a r d  o f  l i v i n g  o f  t h e  l ower  income g r o u p s  
p r e v e n t  g r e a t e r  S u d g e t  r e f o r m s  a t  t h i s  time. 

S u b s i d i e s  - 
Food, p a r t i c u l a r l y  whea t  and f l o u r ,  r e c e i v e s  mos t  o f  

E g y p t ' s  d i r e c t  s u b s i d i e s ,  a s  shown be low.  

S u b s i d i e s  P e r c e n t  o f  
( n o t e  a )  - 1976 b u d g e t  t o t a l  

( m i l l i o n s )  

Yhea t  and f l o u r  $ 552.4 50.9 
Maize 77.3 7.1 
E d i b l e  o i l  171 .8  15 .8  
Suga r  54.7 5.0 
O t h e r  229.4 21.2 

T o t a l  $1,085.6 100.0 - 
a / E x c l u d e s  f e r t i l i z e r  and i n d i r e c t  s u b s i d i e s .  - 

I f  p u b l i c  s e c t o r  d e f i c i t s  a r e  a l s o  c o n s i d e r e d  s u b s i d i e s ,  
s u b s i d i z a t i o n  c a n  b e  sa id  t o  have  a b s o r b e d  30 p e r c e n t  o f  t a x  
r e v e n u e s  i n  1 9 7 3 ,  7 1  p e r c e n t  i n  1 9 7 4 ,  and  65  p e r c e n t  i n  1975 .  
R e d u c t i o n s  i n  s u b s i d i e s  w i l l  g r a v e l y  a f f e c t  t h e  p o o r e r  c l a s s e s ,  
and r e f o r m  a d v o c a t e s  r e a l i z e  t h a t  s a l a r i e s  w i l l  h ave  t o  be i n -  
c r e a s e d  t o  o f f s e t  r e d u c e d  s u b s i d i e s .  

I n d u s t r i a l  p r i c i n q  

Dur ing  1976 ,  i t  cost  E g y p t i a n  compan ie s  a p p r o x i m a t e l y  
11 p e r c e n t  more t o  d o  b u s i n e s s  b e c a u s e  some o f  t h e i r  i m p o r t s  
s h i f t e d  t o  t h e  p a r a l l e l  m a r k e t ,  t h e  b a s i s  f o r  c u s t o m s  d u t y  



v a l u a t i o n  changed, p r i c e s  f o r  some o f  t h e i r  impor t s  in-  
c r e a s e d ,  and wages were i nc rea sed .  The companies, however, 
were n o t  permi t ted  t o  r a i s e  p r i c e s  excep t  on t h e  smal l  
p r o p o r t i o n  of  o u t p u t  which was f r e e  o f  p r i c e  c o n t r o l s  
and on about  h a l f  of  t h e  t e x t i l e  o u t p u t .  

The Government ha s  now decided t h a t  i n d u s t r i a l  p r i c e s  
w i l l  be a d j u s t e d  t o  cover c o s t s ,  b u t  over  t h e  n e x t  year  
s u b s i d i e s  w i l l  be a v a i l a b l e  t o  permi t  o n l y  g r a d u a l  p r i c e  
i n c r e a s e s .  Most of  t h e  s u b s i d i e s  a r e  expec ted  t o  be used 
f o r  consumer goods. I n d u s t r i a l  p r i c e s  f o r  nonbasic  com- 
m o d i t i e s  w i l l  be determined by t h e  companies, s u b j e c t  t o  
p r o f i t a b i l i t y  g u i d e l i n e s .  P r i c e s  f o r  b a s i c  commodities 
w i l l  remain under Government c o n t r o l .  

NEED FOR MAJOR ECONOMIC RESTRUCTURING 

I n t e r n a t i o n a l  economists  have analyzed Egypt ' s  economy 
and b e l i e v e  t he  p r i n c i p a l  problems t o  be (1) an exchange 
r a t e  system t h a t  does  no t  promote' e x p o r t s ,  e f f i c i e n t  a l l o -  
c a t i o n  of  e x t e r n a l  r e s o u r c e s ,  o r  i n f lows  of  f o r e i g n  c a p i t a l ,  
( 2 )  f a i l u r e  t o  c a r r y  o u t  p r i c e  ad jus tments  neces sa ry  t o  
p r e v e n t  l a r s s  e x p l i c i t  and i m p l i c i t  s u b s i d i e s ,  ( 3 )  low 
c o n t r o l l e d  p r i c e s  i n  a g r i c u l t u r a l  and i n d u s t r i a l  s e c t o r s ,  
( 4 )  low i n t e r e s t  r a t e  s t r u c t u r e ,  and ( 5 )  f i s c a l  po l i cy .  

The Egyptian Government r ecogn izes  i t s  p r i n c i p a l  eco- 
nomic problems and h a s  embarked on a  program of  economic 
reform. The program's g e n e r a l  o b j e c t i v e s  a r e  set f o r t h ,  
b u t  d e t a i l s  need t o  be c l a r i f i e d .  The reforms a r e  expected 
t o  be implemented c a u t i o u s l y  and s lowly  i n  o r d e r  t o  p reven t  
a  r ecu r r ence  of t h e  1977 d i s o r d e r s .  The I n t e r n a t i o n a l  Mone- 
t a r y  Fund approval  of a  $145 m i l l i o n  e q u i v a l e n t  s tandby a r -  
rangement on Apr i l  21, 1977,  could  h e l p  Egypt t o  o b t a i n  
i n t e r n a t i o n a l  suppor t .  



CHAPTER 3 - 
STATUS OF ASSISTANCE PROGRAMS 

U.S. assistance to Egypt includes development projects, 
the Commodity Import Program (CIP) , and Public Law 480 iood 
aid; for fiscal years 1975-78, a total of $3.2 billion has been 
approved for these programs. In addition, for calendar years 
1975-77, other countries and international organixations have 
made approximately $7.9 billion in assistance available to 
Egypt 

The U.S. programs provide long-term benefits through 
development projects. Short-term balance-of-payment relief 
is provided through CI? and food aid. 

Egypt's capability to absorb and effectively use the 
substantial amount of economic assistance made available 
to it by various donors is severely constrained by a number 
of factors. Financial problems are the major constraints 
to implementing the development assistance programs. More- 
over, lack of adequate Egyptian managerial and technical 
resources to effectively plan, program, and implement de- 
velopment projects has severely hindered progress to date. 

DEVELOPMENT PROJECTS 

The Egyptian economy requires significant capital 
investment to achieve increased agricultural and industrial 
production. Egypt's agricultural production is under the. 
strain of waterlogging and salinity problems and its indus- 
trial expansion is inhibited by congested port conditions, 
breakdowns in communications, need for increased power, and 
an inadequate transportation system. To address these prob- 
lems and provide long-term benefits, the United States has 
provided grants and loans to assist Egypt in improving its 
infrastructure and increasing agricultural and industrial 
production. Projects approved during the first 2 years are 
shown on the next page. 



F e a s i b i l i t y  s tud ies :  
Number 1 
Number 2 

I n f r a s t ruc tu r e :  
Road bui lding 
E l e c t r i c a l  d i s t r i b u t i o n  
Ismai l ia  power s t a t i o n  
Grain s i l o  
Port  of Alexandria 
Helwan and Talka 

power s t a t i o n s  
National energy center  

Productive s ec to r :  
Suez cement p l an t  
Mehalla t e x t i l e  p lan t  
T i l e  drainage p ro j ec t  
I n d u s t r i a l  Developn~ent 

Bank of Egypt 

Total  

United Other Egypt 
S t a t e s  donors (note  a )  Total  

a/Local currency support converted a t  $2.56 t o  the Egyptian - 
pound. I n  r e a l  terms, the value of Egyptian con t r ibu t ions  
is overs ta ted  because of the  overvalued exchange r a t e .  If 
the p a r a l l e l  exchange r a t e  of $1.43 t o  t!le pound were used, 
the l o c a l  c o s t  cont r ibut ion  would be $286 mi l l ion .  

b/Local currency support w i l l  be e s s e n t i a l ,  b u t  no s p e c i f i c  - 
amount was i den t i f i ed  i n  the  p r o j e c t  paper. 

Economic and budqetary cons t r a in t s  - - 
Egypt 's  p a s t  performance i n  mobilizing.domestic resources 

ind ica tes  t h a t  i t  w i l l  have d i f f i c u l t y  i n  providing budgetary 
resources t o  support  i t s  acce le ra t ing  development programs. 
As indica ted  i n  chapter 2, unless  Egypt enac t s  economic re- - 

forms t o  reduce subs id ies  and consumption t o  permit i t  t o  
f inance development p ro j ec t s ,  i ts economy is expected t o  con- 
t inue  t o  dec l ine  and ambitious development p lans  may f u e l  



t h e  f i r e s  of i n f l a t i o n .  Th i s  w i l l  a f f e c t  U.S. p r o j e c t s  be- 
cause ,  under t h e  terms o f  most American-Egyptian l oan  and 
g r a n t  agreements,  Egypt m u s t  p rov ide  t h e  l o c a l  r e sou rces  re -  
q u i r e d  f o r  t h e  p r o j e c t .  

During 1973-76, annual  e x p e n d i t u r e s ,  n o t  i nc lud ing  in-  
ves tment ,  exceeded annual  income, caus ing  t h e  c u r r e n t  account  
d e f i c i t s .  Although t h e  1976 budget provided f o r  a  s l i g h t  
s u r p l u s  i n  t h e  c u r r e n t  account ,  Egypt aga in  r e l i e d  h e a v i l y  
on i t s  banking system t o  f i nance  investment  p l a n s .  (App. V I I  
c o n t a i n s  d e t a i l s  on t h e  Egyptian budget .  ) 

Economic r e p o r t s  have desc r ibed  t h e  g r a v i t y  of  Egyp t ' s  
problem i n  mobi l i z ing  r e s o u r c e s  t o  s u p p o r t  investment .  These 
r e p o r t s  i n d i c a t e  t h a t  u n l e s s  Egypt i n c r e a s e s  domest ic  s a v i n g s  
i t  can f i n a n c e  its development p l a n s  o n l y  by borrowing from 
t h e  banking system. The r e p o r t s  conclude t h a t  t h i s  occurred 
i n  1974 and 1975 and i n t e n s i f i e d  i n f l a t i o n a r y  p r e s s u r e s .  

P re l imina ry  r e p o r t s  on t h e  a c t u a l  f i n a n c i n g  o f  t h e  
$2.4  b i l l i o n  1976 budget  d e f i c i t ,  i n c l u d i n g  $2.1 b i l l i o n  i n  
inves tments ,  i n d i c a t e  t h a t  t h e  banking system f inanced  $1.3 
b i l l i o n  and o t h e r  domest ic  sou rces  f inanced  $936.9 m i l l i o n .  
T h i s  compares t o  a  1975 d e f i c i t  of  $3.4 b i l l i o n ,  of  which 
t h e  banking system f inanced  $2  b i l l i o n ,  o t h e r  domestic 
borrowing f inanced $906 m i l l i o n ,  and e x t e r n a l  borrowing f i-  
nanced $494 m i l l i o n .  The 1977 investment  p l a n  i n d i c a t e s  a  
con t inued  r e l i a n c e  on t h e  banking system and o t h e r  domestic 
borrowing t o  f i n a n c e  t h e  1977 d e f i c i t  and inves tment  program. 

More impor t an t ly ,  t h e  impact of  d e f i c i t  f i n a n c i n g  con- 
t r i b u t e d  t o  increased  i n f l a t i o n .  A f t e r  s e v e r a l  y e a r s  of 
modest p r i c e  i n c r e a s e s ,  t h e  r a t e  of  i n f l a t i o n  began t o  ac- 
c e l e r a t e  i n  1973. I n  1974 and 1975 t h e  urban consumer p r i c e  
index r o s e  by 10 p e r c e n t ,  d e s p i t e  t h e  p reva l ence  o f  con- 
t r o l l e d  i tems.  The i n f l a t i o n  would have been even h igher  
w i thou t  t h e  s u b s i d i e s  on wheat and o t h e r  e s s e n t i a l  commodi- 
t ies. S i g n i f i c a n t l y ,  t h e  r a t e  of  i n c r e a s e s  i n  t h e  u n o f f i c i a l  
p r i c e s  is es t imated  a t  25 t o  40 p e r c e n t  each  yea r  s i n c e  t h e  
October 1973 war. 

TO c a r r y  o u t  i t s  ambi t ious  development p l a n s ,  Egypt 
e s t i m a t e s  t h a t  domest ic  s a v i n g s  w i l l  have t o  i n c r e a s e  
from 6  percent .  of t h e  g r o s s  n a t i o n a l  p roduc t  t o  1 5  p e r c e n t  
by 1980. Based on p a s t  expe r i ence ,  informed s o u r c e s  est i-  
mate t h a t  domest ic  s a v i n g s  du r ing  1976-80 w i l l  t o t a l  o n l y  
one- four th  of  t h e  amount r equ i r ed .  

Because U . S .  p r o j e c t s  had no t  e n t e r e d  t h e  implementat ion 
s t a g e  t o  a  major deg ree  a t  t h e  time of  our  rev iew,  t h e  e f f e c t  



of budgetary  c o n s t r a i n t s  on t h e  p r o g r e s s  of  t h e s e  p r o j e c t s  
ccu id  n o t  be eva lua t ed .  P r o j e c t  implementat ion cannot  begin 
u n t i l  c e r t a i n  predisbursement  c o n d i t i o n s  a r e  met by t h e  Gov- 
ernment o f  Egypt. A t  December 31, 1976,  t h e s e  c o n d i t i o n s  
had n o t  been met on most development p r o j e c t s ,  i nc lud ing  t h e  
g r a i n  s i l o  p r o j e c t  f o r  which unusua l ly  long d e l a y s  had de- 
veloped.  When t h e s e  p r o j e c t s  do e n t e r  t h e  implementat ion 
phase ,  t hey  w i l l  r e q u i r e  budge ta ry  suppor t  from t h e  Govern- 
ment of  Egypt. Implementation of  i n f r a s t r u c t u r e  p r o j e c t s ,  
such a s  d r a inage  and g r a i n  s i l o s ,  w i l l  depend on d i r e c t  
funding by the  Government of  Egypt. For o t h e r  p r o j e c t s ,  such 
a s  t h e  Mehalla t e x t i l e  and P o r t  of  ~ l e x a n d r i a  p r o j e c t s ,  bud- 
g e t a r y  r e sou rces  a r e  t o  be gene ra t ed  from o p e r a t i n g  p r o f i t s .  
I n  t h e  l a t t e r  c a s e s ,  t h e  Government w i l l  have t o  fo rego  d i v i -  
dends du r ing  t he  p r o j e c t  pe r iod  i f  adequate  l o c a l  r e sou rces  
a r e  t o  be a v a i l a b l e  f o r  p r o j e c t  implementat ion.  

Need f o r  improved p lann inq  
and c o o r d i n a t i o n  - 

When U.S. a s s i s t a n c e  l e v e l s  were s e t  f o r  Egypt,  t h e  
Department of S t a t e  r e a l i z e d  t h a t  t h e  program would have t o  
overcome another  cons t r a in t - - a  s h o r t a g e  of  planned p r o j e c t s .  
Sound development p lanning was l i m i t e d  because t h e r e  was 
l i t t l e  coo rd ina t ion  among Egyptian m i n i s t r i e s  r e s p o n s i b l e  f o r  
p l ann ing ,  approving,  f i n a n c i n g ,  and execu t ing  development 
p r o j e c t s .  During our review,  w e  determined how p r o j e c t s  
were s e l e c t e d  and became p a r t  o f  t h e  Egypt ian budget .  

We found t h a t  Egyptian implementing m i n i s t r i e s  were ag- 
g r e s s i v e l y  promoting t h e i r  r e s p e c t i v e ~ d e v e l o p m e n t  p r o j e c t s .  
The Agency f o r  I n t e r n a t i o n a l  Development eva lua t ed  t h e s e  pro- 
p o s a l s  on t h e i r  t e c h n i c a l  and economic m e r i t s ,  bas ing  i ts  
e v a l u a t i o n s  i n  most 2ases  on s t u d i e s  made by U.S. consul-  
t a n t s .  These s t u d i e s  were f inanced  under . f e a s i b i l i t y  g r a n t s  
and were made dur ing  a  r e l a t i v e l y  s h o r t , t i m e  frame. The i m -  
plementing m i n i s t r i e s  e i t h e r  ope ra t ed  independent ly  o r  through 
t h e  Min i s t ry  of Economy and Economic Coopera t ion ,  which is 
r e s p o n s i b l e  f o r  s ecu r ing  f o r e i g n  cu r r ency  from donors  and 
which a c t s  a s  a  f o c a l  p o i n t  f o r  donor c o u n t r i e s  and s i g n s  
agreements.  Ne i ther  t h e  implementing m i n i s t r i e s  nor t h e  
Min i s t ry  of Economy and Economic Cooperat ion had coo rd ina t ed  
t h e i r  a c t i v i t i s s  wi th  t h e  M i n i s t r y  of  P lann ing ,  which devel-  
ops  Egypt ' s  5-year development p l a n ,  nor t h e  M i n i s t r y  of  
Finance,  which p repa re s  t h e  annua l  budget  f o r  c a b i n e t  and 
pa r l i amen t .  

An o f f i c i a l  of t h e  M i n i s t r y  of  Finance informed u s  t h a t  
t h e  M i n i s t r y  had on ly  begun t o  a d d r e s s  t h e  Government's com- 
mitment t o ' p r o v i d e  l o c a l  r e s o u r c e s  f o r  t h e s e  new p r o j e c t s  dur-  
ing  t h e  nex t  5 yea r s .  He s a i d  t h a t  r e q u e s t s  f o r  budgetary  



suppor t  i n  1976 were s i g n i f i c a n t l y  g r e a t e r  than t h e  H%?i i s t ry  
could  handle .  T h e  Government dec ided  t o  g i v e  p r i o r i t y  t o  
t h e  United S t a t e s  and o the r  donors  which had provided f o r e i g n  
cur rency  f o r  s p e c i a l  p r o j e c t s ;  i t  a n t i c i p a t e d  imbalances 
between s e c t o r s  a s  a  consequence of  t h i s  d e c i s i o n .  

An o f f i c i a l  of  t he  Min i s t ry  of  Planning s t a t e d  t h a t  
~ g y p t ' s  ongoing p r o j e c t s  committed more l o c a l  r e s o u r c e s  than  
were a v a i l a b l e  and t h a t  p r i o r i t i q s  based on i n t e r n a t i o n a l  
commitments had reached a  l e v e l  beyond Egypt ' s  c a p a c i t y  t o  
f u l f i l l .  I n  t h e  p a s t ,  s i m i l a r  c o n d i t i o n s  fo rced  Egypt t o  
abandon some p r o j e c t s  be fo re  t hey  were f i n i s h e d  because new 
p r o j e c t s  had preempted t h e  bulk  o f  e x p e n d i t u r e s  r equ i r ed  
f o r  o l d  p r o j e c t s .  

The planning of i n d i v i d u a l  p r o j e c t s  has  a l s o  s u f f e r e d  
from a  l a c k  of  coo rd ina t ion  among t h e  implementing m i n i s i x i e s  
r e s p o n s i b l e  f o r  important  e lements  of  t h e  p r o j e c t .  For in -  
s t a n c e ,  a  r e c e n t  r e p o r t  on Egyp t ' s  energy p l an  by c o n s u l t a n t s  
t o  an i n t e r n a t i o n a l  o r g a n i z a t i o n  noted t h e  need f o r  improved 
c o o r d i n a t i o n  among t h e  M i n i s t r i e s  of  E l e c t r i c i t y ,  Pet roleum,  
I r r i g a t i o n ,  and I n d u s t r y  and among t h e i r  p lanning groups  a t  
t h e  working l e v e l s .  The s t u d y  i n d i c a t e d  t h a t  improved coor-  
d i n a t i o n  would reduce Egypt ' s  energy c o s t  by he lp ing  i t  take 
g r e a t e r  advantage of i t s  hydropower and n a t u r a l  g a s  r e sou rces .  
S p e c i f i c a l l y ,  t h e  s tudy  suggested t h a t  t he  l o c a t i o n s  of  t h r e e  
power s t a t i o n s  planned f o r  I s m a i l i a  and Suez be s h i f t e d  t o  
t ake  advantage of  f l a r e d  and/or unused n a t u r a l  g a s .  The s t u d y  
e s t ima ted  t h a t  $700 m i l l i o n  could  be saved over a  10-year 
per iod  by us ing  f l a r e d  g a s  and by e x p o r t i n g  t h e  o i l  t h a t  would 
be r e q u i r e d  t o  f u e l  planned power s t a t i o n s .  

The s h o r t a g e  of planned p r o j e c t s  accen tua t ed  t h e  need 
f o r  improved coo rd ina t ion  among donors  and t h e  Egyptian Gov- 
ernment i n  s e l e c t i n g  p r o j e c t s .  We observed t h a t  s h o r t a g e s  
l e d  t o  compet i t ion  among t h o s e  donor s  f o r  p r o j e c t s  i nvo lv ing  
h igh ly  advanced technology.  Three proposed p r o j e c t s ,  f o r  
example, were abo r t ed  by t h e  United S t a t e s  because t h e y  were 
awarded t o  o t h e r  donors.  I n  one c a s e ,  t h e  United S t a t e s  
had planned t o  f i nance  a  Suez power s t a t i o n  from f i s c a l  year  
1977 funds.  However, t he  Min i s t ry  of  E l e c t r i c i t y  informed 
A I D  t h a t  it had reached agreement w i th  t h e  Governments of  
Germany and A u s t r i a  f o r  t h e  c o n s t r u c t i o n  of  a  300 megawatt 
thermal  power s t a t i o n  i n  t h e  Suez c i t y  a r e a .  I n  p l a c e  of 
t h i s  p r o j e c t ,  t h e  Min i s t ry  sugges ted  t h a t  t h e  United S t a t e s  
cons ide r  f i n a n c i n g  a  second Suez power s t a t i o n  and t h i s  is 
c u r r e n t l y  be ing  cons idered  f o r  t h e  f i s c a l  year  1978 program. 



Local-cost  f i n a n c i n s  

We b e l i e v e  t h a t  t h e  most s e r i o u s  impediment t o  Egypt ' s  
development i s  i ts  d i f f i c u l t i e s  i n  mob i l i z ing  domest ic  re -  
sou rces .  Egypt ' s  a c c e l e r a t e d  development proqram w i l l  r e -  
q u i r e  i t  t o  s t r e t c h  f i n a n c i a l ,  m a t e r i a l ,  and o r g a n i z a t i o n a l  
r e s o u r c e s  t o  t he  l i m i t .  Th i s  could have a  d e s t a b i l i z i n g  e f -  
f e c t  i f  development is n o t  accompanied by sound budgetary  
management. Donors have o f f e r e d  a t t r a c t i v e  p r o j e c t s  which 
Egypt ha s  accepted.  However, t h e  implementat ion o f  t h e s e  
p r o j e c t s  r e q u i r e s  Egypt t o  p rov ide  r e s o u r c e s  t h a t  a r e  p res -  
e n t l y  beyond i t s  c a p a c i t y  t o  g e n e r a t e .  

One s o l u t i o n  would be f o r  t h e  United S t a t e s  t o  p rov ide  
a  g r e a t e r  p ropo r t i on  of  p r o j e c t  c o s t s .  T h i s  would d i f f e r e n -  
t i a t e  from the  p r o j c c t s  s o  f a r  approved by committing t h e  
United S t a t e s  t o  f i n a n c e  n o t  on ly  t h e  c o s t  of  equipment and 
s e r v i c e s  purchased from t h e  United S t a t e s  b u t  a l s o  t o  cover  
some of t h e  l o c a l  c o s t s  o f  t h e  p r o j e c t .  Thus, t h e  f o r e i g n  
exchange i n  excess  of  t h e  amount r e q u i r e d  f o r  p r o j e c t  i m -  
p o r t s  would be a v a i l a b l e  t o  t he  Government of  Egypt. 

The d o l l a r s  exchanyed f o r  pounds would become f r e e  
f o r e i g n  exchange and might n o t  be t i e d  t o  U.S. procurement. 
The Congress, a s  po in ted  o u t  i n  t h e  Department of  t h e  Treas-  
u r y ' s  l e t t e r  of June 6 ,  1977  ( s e e  app. I X ) ,  h a s  h e r e t o f o r e  
encouraged the  t y ing  of  U.S. a i d  t o  U.S. procurements and 
untying i t  would be a  s i g n i f i c a n t  change. On t h e  other  hand, 
t h e  Congress has  approved un t i ed  cash  g r a n t s  f o r  budgetary  
suppor t  when t h e r e  were o v e r r i d i n g  c o n s i d e r a t i o n s .  The f o l -  
lowing s p e c i a l  c o n s i d e r a t i o n s  p e r t a i n  t o  Egypt. 

1. T h e  U . S .  l e v e l  of  a s s i s t a n c e  is based on p o l i t i c a l  
c o n s i d e r a t i o n s ,  no t  on Egypt ' s  economic c a p a c i t y  t o  a c c e l e r -  
a t e  i t s  develcpment program. 

2.  Economic reforms s o  f a r  enac ted  a r e  expected t o  
f a l l  s h o r t  i n  p rov id ing  t h e  i nc rea sed  s a v i n g s  r equ i r ed  t o  
a c c e l e r a t e  Egyptian development. 

3 .  U.S. a s s i s t a n c e  t o  Egypt should  i n c l u d e  p r o j e c t s  
which w i l l  p rov ide  long-term b e n e f i t s .  

We b e l i e v e  t h a t  t h e  Copgress should  cons ide r  t h e  m e r i t s  
of p rov id ing  hard-currency f i nanc ing  f o r  t h e  l o c a l  c o s t  o f  
s e l e c t e d  p r o j e c t s  i n  t he  U.S. a s s i s t a n c e  program f o r  Egypt. 
I n  cons ide r ing  t h i s  m a t t e r ,  t h e  q u e s t i o n  may a r i s e  a s ' t o  



whe the r  t h e  U n i t e d  S t a t e s  s h o u l d  u s e  E g y p t i a n  pounds  h e l d  
by t h e  U.S. T r e a s u r y  r a t h e r  t h a n  p r o v i d e  f r e e  f o r e i g n  ex- 
change .  The U n i t e d  S t a t e s  h e l d  t h e  e q u i v a l e n t  o f  $179 m i l -  
l i o n  i n  E g y p t i a n  pounds  a s  o f  J u n e  3 0 r  1 9 7 7 .  I t  mus t  be  
r e c o g n i z e d  t h a t  t h e s e  h o l d i n g s  r e p r e s e i l t  a  c l a i m  on  E g y p t i a n  
r e s o u r c e s  and  t h e i r  u s e  would o n l y  add  t o  t h e  i n f l a t i o n a r y  
s p i r a l  o f  t h e  economy and  r e d u c e  t h e  amount o f  r e s o u r c e s  
a v a i l a b l e  t o  t h e  Government o f  Egyp t .  

A s econd  a l t e r n a t i v e  would be  t o  p r o v i d e  a  g r e a t e r  
p o r t i o n  o f  U.S. a s s i s t a n c e  t h r o u g h  C I P ,  a s  wzs d o n e  i n  Feb- 
r u a r y  1977 .  The a d d i t i o n a l  i m p o r t s  would g e n e r a t e  b u d g e t a r y  
r e s o u r c e s  which c o u l d  be  u sed  t o  s u p p o r t  d e v e l o p m e n t  p r o j e c t s .  
However,  a t  t h e  p r e s e n t  time t h i s  may n o t  b e  a  v i a b l e  a l t e r -  
n a t i v e  b e c a u s e  Egypt  h a s  n o t  been  a b l e  t o  u s e  t h e  amounts  
a l r e a d y  a u t h o r i z e d  t o  d a t e .  I n  Augus t  1 9 7 7 ,  t h e  p i p e l i n e  o f  
a u t h o r i z e d  b u t  u n d i s b u r s e d  C I P  l o a n s  e x c e e d e d  $700 m i l l i o n ,  
s o  t h e r e  i s  some q u e s t i o n  as  t o  E g y p t ' s  a b i l i t y  t o  q u i c k l y  
u s e  t h e  CIP f o r  i m p o r t s  o f  commodi t i e s  r e q u i r e d  i n  t h e  
economy. T h e r e f o r e ,  if t h i s  a l t e r n a t i v e  i s  c h o s e n ,  i t  would 
b e  n e c e s s a r y  t o  a s c e r t a i n  t h a t  Egypt  c o u l d  u s e  t h e  a d d i t i o n a l  
a u t h o r i z a t i o n  i n  a  t i m e l y  manner t o  g e n e r a t e  t h e  l o c a l  c u r -  
r e n c y  r e q u i r e d  f o r  deve lopmen t  p r o j e c t s .  

The Depa r tmen t  o f  S t a t e  and A I D  a g r e e d  t h a t  E g y p t ' s  
m o b i l i z a t i o n  o f  a d e q u a t e  r e s o u r c e s  f o r  s p e c i f i c  p r o j e c t s  
may be  a  p rob lem i n  t h e  f u t u r e .  ( S e e  app .  V I I I . )  They sug-  
g e s t e d  t h a t  l o c a l - c o s t  f i n a n c i n g  n o t  b e  r e s t r i c t e d  t o  c a p i -  
t a l  p r o j e c t s  b u t  a l s o  b e  u sed  a s  a n  added i n c e n t i v e  t o  
o b t a i n  E g y p t i a n  s u p p o r t  o f  "new d i r e c t i o n "  t e c h n i c a l  a s s i s -  
t a n c e  a c t i v i t i e s ,  s u c h  a s  f a m i l y  p l a n n i n g .  We b e l i e v e  t h a t  
A I D ' S  s u g g e s t i o n  f o r  l o c a l - c o s t  f i n a n c i n g  o f  new d i r e c t i o n  
p r o j e c t s  i s  a p p r o p r i a t e ,  b e c a u s e  t h e s e  p r o j e c t s  a r e  l e s s  
c a p i t a l  i n t e n s i v e  and  r e q u i r e  a  g r e a t e r  p r o p o r t i o n  o f  l o c a l  
c u r r e n c y  t o  f o r e i g n  exchange .  

S t a t e  and A I D  i n d i c a t e d  t h a t  t h e y  were  a d d r e s s i n g  t h e  
need  f o r  l o c a l  c u r r e n c y  a n d  f o r  d e v e l o p i n g  c r i t e r i a  on  t h e  
c i r c u m s t a n c e s  and t y p e s  o f  p r o j e c t s  f o r  which A I D  s h o u l d  
s u p p l y  l o c a l  f i n a n c i n g .  F u r t h e r m o r e ,  A I D  i n f o r m e d  u s  t h a t  
i t s  1979  c o n g r e s s i o n a l  p r e s e n t a t i o n  w i l l  i n c l u d e  p roposed  
p r o j e c t s  i n v o l v i n g  l o c a l - c o s t  f i n a n c i n g .  

The Depa r tmen t  o f  t h e  T r e a s u r y  s t a t e d  t h a t ,  g i v e n  t h e  
m u l t i p l e  c o n s t r a i n t s  t o  p r o j e c t  i m p l e m e n t a t i o n ,  a n  i n c r e a s e  
i n  l o c a l - c u r r e n c y  f i n a n c i n g  m i g h t  have  l i t t l e  e f f e c t  on  A I D  



disbursements .  Never the lkss ,  we b e l i e v e  t h a t  l o c a l - c o s t  f i -  
nancing a s  we l l  a s  improved development p lann ing ,  economic 
reforms,  znd b e t t e r  coo rd ina t ion  among Egyptian m i n i s t r i e s  
and donors  should  be cons idered .  

Other development c o n s t r a i n t s  - 
Even i f  Egypt can make s u b s t a n t i a l  p r o g r e s s  i n  mobi l i z -  

i ng  domest ic  r e s o u r c e s  and improving c o o r d i n a t i o n  among Egyp- 
t i a n  m i n i s t r i e s  and donors ,  implementat ion of  development 
p r o j e c t s  m u s t  overcome a d d i t i o n a l  c o n s t r a i n t s .  For example, 
t h e  Suez cement p l a n t ,  I s m a i l i a  power s t a t i o n ,  and I n d u s t r i a l  
Development Bank of  Egypt w i l l  r e q u i r e  t h e  assemblcge o f  com- 
p e t e n t  manager ia l  s t a f f s .  Th i s  w i l l  be a ' d i f f i c u l t  t a s k  be- 
cause  of  Egypt ' s  sho r t age  of  manager ia l  t a l e n t ,  Egypt ians  
have recognized t h i s  t o  be t h e  c a s e ,  c i t i n g  t h e  f a c t  t h a t  
many q u a l i f i e d  persons  a r e  working i n  o t h e r  c o u n t r i e s  where 
s a l a r i e s  a r e  much h igher .  Egypt a l s o  r ecogn izes  t h e  need 
t o  i n c r e a s e  i t s  c o n s t r u c t i o n  c a p a c i t y  and has  s t a t e d  tha': 
c o n s t r u c t i o n  c a p a c i t y  has been a  b o t t l e n e c k  i n  development 
e f f o r t s ,  p a r t i c u l a r l y  f o r  i n f r a s t r u c t u r e  p r o j e c t s .  I t  con- 
s i d e r e d  t h i s  c o n s t r a i n t  a s  p o s s i b l y  even more important  than 
t h e  s c a r c i t y  of  funds.  

COMMODITY 1MPORT.PROGRAM 

A I D  j u s t i f i c a t i o n  of  C I P  t o  t h e  Congress s t a t e d  t h a t :  

' T h i s  program i s  needed i n  o r d e r  t o  p rov ide  
equipment p a r t s ,  and m a t e r i a l  r equ i r ed  f o r  
e f f e c t i v e  u t i l i z a t i o n  o f ' d o m e s t i c  i n d u s t r y  
and f o r  t h e  i n c r e a s i n g  p r o d u c t i v i t y  of t h e  
a g r i c u l t u r a l  s e c t o r .  I n c r e a s e s  i n  domest ic  
p roduc t ion  w i l l  enab le  t h e  g e n e r a l  popula t ion  
t o  purchase  more of  t h e  e s s e n t i a l  goods re-  
qu i r ed  f o r  everyday l i f e  t h u s  improving t h e i r  
l e v e l  of  l i v i n g . "  

During t h e  F i r s t  2-1/2 y e a r s  of  renewed U.S. a s s i s t a n c e ,  
C I P  d i sbu r sed  about  $186.3 m i l l i o n ,  and a p i p e l i n e  o f  over 
$718 m i l l i o n  has  been developed. The s t a t u s  of  t h e  program 
a t  August 26, 1977,  is  shown below. 



Loan 
agree- Date of Solici- Amounk Percent 
ment - agreement - Total tations Awards disbursed disbursed 

----------- (mill ions) --------- 
1 Feb. 13, 1975 $ 80.0 $ 80.0 $ 80.0 $ 65.6 8 9  
2 June 30, 1975 70.0 70.0 68.6 43.6 62 
3 Dec. 18, 1975 100.0 96.0 92.6 29.9 30 
4 May 22. 1976 150.0 127.0 120.3 17.8 12 

(no:-: a) 
5 Sept. 10,1976 65.0 30.6 20.5 0 0 
6 Mar. ?.I977 440.0 202.0 143.8 -29.4 - 7 

a/Agreement was initially for $50 million and was increased ' - 
by $100 million by amendment on July 22, 1976. 

Allocation of funds - 
to capital equipment - 

In allocating CIP resources in Egypt, U.S. policy- 
makers were concerned that the United States would receive 
few political benefits if the money was spent entirely for 
quickly consumed goods and supplies rather than something 
long-lasting, tangible, having developmental inpact, and, 
above all, "visible." Food and other consumables are 
short-lived, move quickly through the economy, and leave 
little lasting notice or impact. The U.S. Ambassador 
insisted as a matter of policy that roughly half of the 
imports be.capita1 equipment, including buses ($46 million), 
trucks and trailers ($10 million), and grain loaders 
($3 million). The rest of the loan was spent for such 
conventional commodities as tallow, tinplate, and the like. 

A consequence of this allocation of CIP funds to the 
acquisition of capital equipment rather than to consumables 
was to substantially delay the expenditure of funds because 
of 'the need for special supplemental Egyptian budgetary 
approval and the use of more time-consuming bidding pro- 
cedures and technical specifications. For example, loan 
agreement 1, which included $10 million for trucks, was 
signed February 12, 1975; at November 1, 1976, the truck 
allocation was unspent and had been extended to September 
1977. 

Thus, CIP could have been more effective in easing 
Egypt's balance-of payment problems and could have had a 



I greater impact on Egypt's short-term economy by providing more raw materials and intermediate goods rather than 
capital equipment. 

In February 1977, the United States shifted $190 mil- 
lion of assistance from capital development projects to 
the Commodity Import Program and eliminated the requirement 
that half the Program be used to purchase capital equipment. 
Although an increased flow of commodities could act as a 
disincentive to Egypt to enact economic reforms, we believe 
these actions have made the program more responsive to 
Egypt's short-term needs. 

CONCESSIONARY WHEAT SALES 

The United States provided Egypt *ith 650,000 metric 
tons of wheat in 1975 and 1 million metric tons in 1976 
through concessionary wheat sales under Public Law 480 
to help relieve its balance-of-payments probl.ems. The 
wheat is financed under dollar loans repayable in 20 years. 

Title I of Public Law 480 contains a provision (called 
the usual marketing requirement) intended to ensure that 
commodities sold on concessional terms do not interfere 
with normal international trade. The requirement estab- 
lishes the quantities the recipient country must import 
commercially with its own foreign exchange from the United 
States and/or other customary free world suppiiers. The 
requirement for Egyptian wheat purchases was raised for 
the 1976-77 supply period from 2.2 million to 2.6 million 
metric tons by the European Economic Community (the Common 
Market) and other principal supplier countries, including 
the Unit~d States. Thus, Egypt must purchase 2.6 million 
metric tons from its traditional suppliers before it is 
eligible for Public Law 480 purchases. 

Because of its seriove balance-of-payment problems, 
the Government of Egypt h;s attempted to persuade the 
European Economic Community to reduce the marketing require- 
ment for the 1977-78 supply period from 2.6 million metric 
tons to 1.6 million. 

With respect to Public Law 480 concessionary wheat 
sales, the Department of State and AID stated that they 
support Egypt's attempt to have the usual,.marketing require- 
ment reduced and are helping Egypt to prepare and present 
sufficient data to support a reduction. 

The Department of Agriculture stated that it was con- 
sidering a significant reduction in the usual marketing 



requirement and that the establishment of the actual mar- 
keting requirement will take into ,account the Egyptian 
economic situation and internationally agreed procedures 
governing usual marketing requirements as well as the 
Egyptian commodity supply and stock situation. (See 
app. X.) 



CHAPTER 4 

IMPROVEMENTS MADE IN 

THE MANAGEMENT OF EGYPTIAN DEVELOPMENT 

The Government of Egypt has instituted changes designed 
to improve the planning and implementation of its economic 
development. These changes include support for an Egyptian- 
donor consultative group and the appointment of a Deputy 
Prime Minister for Economic Affairs to coordinate the activi- 
ties of Egypt's principal ministries. 

CONSULTATIVE GROUP 

Egypt, the World Bank, the International Monetary 
Fund, the United States, and other donors have been actively 
discussing Egypt's economic policies and development, includ- 
ing the need for a consultative group composed of representa- 
tives of Egypt and the donors. Such a group could provide 
the factual and analytical material the participants need 
to make a balanced assessment of' Egypt's progress; difficul- 
ties encountered; prospects and priority,needs; and, where 
appropriate, how the groupv,s members could contribute to 
development efforts. After several postponements, the 
first meeting of the consultative group was held in Paris 
on May 11 and 12, 1977. 

The Department of State and AID provided the following 
information on the participants and achievements of the 
meeting . 

"*  * * the first meeting of the Egypt Consulta- 
tive Group chaired by the World Bank 'was held 
in Paris May 11-12, 1977. In addikion to the 
United States, participants included Canada, 
France, West Germany, Iran, Italy, Japan, Kuwait, 
the .Netherlands, Saudi Arabia, the United Arab 
Emirates, the United Kingdom, the African 
Development Bank, the Arab Fund for Economic 
and Social Development, the Commission of 
European Communities, the European Investment 
Bank, the OPEC [Organization of Petroleum Ex- 
porting Colthtries] Fund, the UNDP [U.N. Develop- 
ment Programme], the Gulf Organization for De- 
velopment of Egypt, the International Monetary 
Fund, the International Finance Corporation and 
the Islamic Development Bank. 



"The C o n s u l t a t i v e  Group meeting provided an 
impor tan t  forum f o r  a l l  donors  of consequence t o  
d i s c u s s  i s s u e s  a s s o c i a t e d  wi th  Egyptian develop- 
ment and f ~ n a n c i n g  requ i rements .  1/ Accordingly ,  
t h e  C o n s u l t a t i v e  Group meet ing,  w e  b e l i e v e ,  was a  
v i t a l  s t e p  i n  improving t h e  c o o r d i n a t i o n  p roces s .  
The GOE [Government of  Egypt] d e l e g a t i o n  was e x -  
posed t o  wide-ranging concerns  of  i ts  donor s ,  
encouraging t h e  Egypt ians  t o  take economic reform 
e f f o r t s  s e r i o u s l y .  The meeting r e q u i r e d  t h e  GOE 
t o  focus  sooner than it might o t h e r w i s e  have on 
planning p r i o r i t i e s  and e l i c i t e d  promises  o f  con- 
t i n u i n g  a t t e n t i o n  t o  t h e  p lann ing  p roces s . "  

IMPROVED COORDINATION 

In  October 1976, t h e  U.S. Ambassador, recogniz ing  t h e  
need f o r  g r e a t e r  coo rd ina t ion  among m i n i s t r i e s ,  met wi th  
h igh  Egyptian o f f i c i a l s  t o  d i s c u s s  implementing U.S. p r o j e c t s  
more promptly.  S h o r t l y  t h e r e a f t e r ,  t h e  Government of  Egypt 
announced the  appointment of a  Deputy Prime Minis te r  f o r  
Economic A f f a i r s  w i th  r e s p o n s i b i l i t y  f o r  c o o r d i n a t i n g  t h e  
major c a b i n e t  depar tments  concerned wi th  p repa r ing  and imple- 
menting Egypt ' s  development program. The Department of  S t a t e  
and A I D  noted t h a t :  

"This  o f f i c e  has  a g g r e s s i v e l y  pursued i ts  
r e s p o n s i b i l i t i e s  and i s  becoming a  f o c a l  p o i n t  
f o r  s o r t i n g  o u t  Egyptian p r o j e c t  p r i o r i t i e s .  A t  
i ts  d i r e c t i o n  t h e  Min i s t ry  of  P lann ing  has  deve l -  
oped a  s t a t emen t  of t h e  G O E ' s  medium term develop- 
ment s t r a t e g y .  I t  has  compiled a  l is t  of  p r o j e c t s  
t o  be implemented by a  number o f  m i n i s t r i e s  t h a t  
w i l l  be g iven  p r i o r i t y  f o r  f o r e i g n  donor f i n a n c i n g  
and GOE l o c a l  suppor t  ." 
During t h e  c o n s u l t a t i v e  group mee t ing ,  S t a t e  a l s o  ex- 

p r e s sed  its b e l i e f  t h a t  development p lann ing  and p r o j e c t  
implementa'tion should be more c l o s e l y  coo rd ina t ed .  A t  t h e  
meet ing,  t h e  Deputy Prime Min i s t e r  mentioned t h e  Government 
of  Egypt, 's  p l a n s  t o  e s t a b l i s h  a  Supreme Investment  Au tho r i t y  
t o  review p o t e n t i a l  inves tment ,  i d e n t i f y  donor p a r t i c i p a n t s ,  
and ensu re  t h e  a v a i l a b i l i t y  of  l o c a l  r e s o u r c e s  t o  s u p p o r t  
t h o s e  p r o j e c t s .  

1/The a9enda inc luded  d i s c u s s i o n s  on E g y p t ' s  economic reform - 
and growth o b j e c t i v e s ,  type  and volume of  e x t e r n a l  a s s i s t -  
ance r equ i r ed , .  t h e  government 's  investment  program, and 
Egypt ' s  p r i v a t e  s e c t o r .  



CHAPTER 5 

MONITORING AND CONTROL OF ASSISTANCE PROGRAM 

The Departments of State and Agriculture and the 
Agency for International Development have several methods 
of reviewing the vast program in Egypt, including: 

--Reports and statements of the Egyptian Government 
which are required by various U.S. laws and by 
agency regulations. 

--Monitoring of program activities by U.S. agency 
personnel. 

--Internal audits and inspections by various U.S. 
agencies. 

EGYPTIAN REPORTS-AND STATEMENTS 

Egyptian reports are required for almost all U.S. 
assistance programs and cover a wide range of controls. 
Typically, loan or grant agreements establish conditions 
precedent to disbursement and terminal dates for commit- 
ment and disbursement. Progress and shipping reports are 
required on a quarterly basis and copies of bid documents 
and contracts are required as they are created. Egypt 
(and any other recipient country) is required to maintain 
records for AID'S inspection showing the receipt and use 
made of AID-financed goods and services, nature and extent 
of solicitations of prospective suppliers, and bases of 
awards of contracts to successful bidders. 

Egypt is also required to report on receipt, distri- 
bution, and use of food received under Public Law 480. 
This is done primarily by use of quarterly reports which* 
show Egypt's progress in complying with the usual marketing 
requirement and export restrictions. Egypt also submits 
an annual report which discusses the uses made of Egyptian 
currency arising from sales of wheat and other commodities. 

MONITORING BY U.S. PERSONNEL 

Onsite monitoring and oversight by U.S. personnel is 
possibly the most effective program control. One phase is 
"end-use reporting," which occurs when an AID employee 
goes to a project and verifies the existence and use made 
of the material or equipment. Early in the program, be- 
cause of limited staff and heavy workload, AID/Cairo was 



not able to do this on a systematic basis. However, the 
AID Auditor General had an audit staff in Egypt during 
September and October 1976, and it prepared end-use re- 
ports, on a test basis, for approximately $22 million or 
33 percent of the commodities shipped as of August 31, 1976; 
only minor discrepancies were reported. 

AIJ?/Cairots staff has grown considerably from early 
1974 and was recently increased to 66 positions, which 
should enable it to more effectively meet its monitoring 
and oversight responsibilities. 

INTERNAL AUDITS AND INSPECTIONS 

The internal auditors and inspectors of AID and State 
(AID Auditor General, the Inspector General of Foreign As- 
sistance, and the Inspector General of Foreign Service) have 
issued reports on local-currency funding of the American 
University of Cairo, refugee assistance, child-feeding pro- 
grams under title I1 of Public Law 480, Suez Canal clearance 
and reconstruct,ion,'and the Security Supporting Assistance 
Program in Egypt. 
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?lr. Elmer S t a a t s  
Compt ro l l e r  Genera l  
U.S. G e n e r a l  Accounting O f f i c e  
441 G S t r e e t ,  N.W. 
Washington, D.C. 20548 

Dear Mr. S t a a t s :  

May 1 7 ,  1976 

The S p e c i a l  Subcommittee on I n v e s t i g a t i o n s  would l i k e  t h e  
Genera l  Account ing O f f i c e  t o  u n d e r t a k e  a  s t u d v  o f  United S t a t e s  
economic and food a i d  programs f o r  Egypt s i n c e  t h e i r  i n c e p t i o n  
f o l l o w i n g  t h e  1973 Is!iddle E a s t  war.  

I n  p a r t i c u l a r ,  we would l i k e  a  GAO assessment  of t h e  purpose  
and t h e  e f f e c t i v e n e s s  of t h e  programs, how p r o j e c t s  a r e  be ing  
p icked ,  how p r o j e c t  d e s i g n s  a r e  f o r m u l a t e d ,  why f u r t h e r  stress 
is n o t  be ing  g i v e n  t o  p o p u l a t i o n  and h e a l t h  programs and o t h e r  
programs emphasized i n  Congress iona l  r e fo rms  o f  economic a i d  
programs, how and t o  whom funds  a r e  o b l i g a t e d ,  how e f f i c i e n t  
programs a r e ,  t h e  e x t e n t  of E g y p t ' s  need f o r  c o n c e s s i o n a l  food 
a i d  and t h e  d e g r e e  t o  which you f e e l  some a i d  funds  a r e  be ing  
d i v e r t e d  from i n t e n d e d  u s e s  o r  a r e  wasted.  

My s t a f f  c o n s u l t a n t ,  Mike Van Dusen, is  a v a i l a b l e  t o  t a l k  
w i t h  you a b o u t  t h i s  p r o p o s a l ,  and he c a n  be  reached a t  225-3345. 
I would hope t h a t  t h i s  p r o j e c t  would be a v a i l a b l e  i n  t ime  f o r  
c o n s i d e r a t i o n  of a i d  r e q u e s t s  f o r  

With b e s t  r e g a r d s .  

Lee N. Hamilton 
Chairman, S p e c i a l  Subcommittee 

o n  I n v e s t i g a t i o n s  
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BALANCE OF PAYMENTS, EGYPT W 

'u 
m 
Z 

1972 1973 1974 - 1975 u 
H 
X ........................... (mi l l ions) - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  
H 
H 

$1 ,034.2 $ 911 .3 $1 ,021 .1 51,690.2 $1 ,568.7 
-1 ,512.8 -1,440.8 -1 ,694.4 -3,508.9 -4,329.2 

Monetary I tems 

A. Expor ts  
Impor ts  

Trade balance 

6 .  Recei p t s  (i ncome) 
Payments (outgo)  

Net  s e r v i c e s  

C. T o t a l ,  t r a d e  & s e r v i c e s  
(A 8 )  

D. Unrequ i ted  t r a n s f e r s  
(grants ,  e t c .  ) 

E. Cur ren t  balance 
( C  & Q)  

Non-Monetary I tems 

F. Medium and long - te rm 
c z p i  t a l  , n e t  

G. Other 

H. T o t a l  (E, F, & G) 

I. C r e d i t  f rom IMF 24.3 24.2 - - 

J. O v e r a l l  ba lance (H & I) $ -192.5 $ -29.6 $ -14.1 $ -542.1 

Source: Agency f o r  I n t e r n a t i o n a l  Development 

GAO note :  Converted a t  1975 r a t e s  o f  exchange; t o t a l s  may n o t  add due t o  round ing.  



Fuel s  : 
Crude pe t ro leum (note a )  
Petroleum products (no te  b )  
Coke and coa l  

Raw m a t e r i a l s :  
Food : 

Wheat 
Ma i ze 
Sesame 

Non-food: 
Tobacco 
Woo 1 
Other  

I n te rmed ia te  commodi t i e s  : 
Animal f a t s  and vegetab le  o i l s  
Various chemicals 
Scrap meta ls  
I r o n  and s t e e l  
Dyes and c o l o r i n g  

Wood 
Paper and paper prloducts 
F e r t i l  i z e r s  
E l e c t r i c a l  p roduc ts  
Rubber and rubber  products 

O i l s  and wax 
0 t her  

C a p i t a l  goods : 
Automobi 1 es 
Other  t r a n s p o r t a t i o n  
T e x t i l e  machinery 
E l e c t r i c a l  p roduc ts  
Earth-moving equipment 
Other  

APPENDIX I11 

EGYPTIAN IMPORTS (no te  a )  



APPENDIX I11 APPENDIX I11 

Cons~ i !~ i * .  goods : -------------------- (mi l l ions) - - - - - - - - - - - - - - - - - - - - -  
Durabl es : 

Automobiles and $ 23.0 $ 9.2 $ 16.9 $ 75.5 $ 77.3 
motorcycles 

Radio arid t e l e v i s i o n  8.7 7.2 6.1 12.0 15.1 
Other 

Non-du r a b l  es : 
Wheat f l o u r  28.2 19.5 27.1 74.5 119.0 
Sugar - - - 67.3 105.7 
Tea 11.3 13.3 9.7 16.6 32.2 
Coffee and cocoa 4.6 1.3 2 .O 5.1 10.0 
Meat, f i s h ,  and p o u l t r y  13.6 17.7 17.1 27.9 58.4 

Beans and l e n t i l s  1.5 5.4 1 .8 7.9 37.6 
Medicines 6.9 9.2 6.9 8.7 17.4 
D i s i n f e c t a n t s  and 

i n s e c t i c i d e s  18.7 26.1 31 .7 55.3 85.2 
Paper and paper products, 7.6 4.3 5.4 10.7 33.8 
Other 30.9 22.5 28.2 41 .4 57.1 

Tota l  $1,031 .7 $1,000.4 $ 924.4 $2,355.5 $3,940.6 

a / ~ a t a  based on Egypt ian  ,customs records , so d i  f f e r  from bal  ance-of-payments 
f i g u r e s  based on exchange c o n t r o l  reco rds .  Does n o t  i nc lude  "own exchange" 
impor ts ,  which i n c l u d e  most consumer goods and many o t h e r  f i n a l  p roducts .  
The own exchange system, s t a r t e d  i n  1974, a l l ows  Egyptians who have been 
1 i v i  ng abroad t o  b r i n g  back household e f f e c t s ,  i n c l  uding two automobiles 
a year .  Pro fess iona l  people ,md owners o f  businesses l i v i n g  abroad may 
a l s o  b r i n g  back equipment needed f o r  t h e i r  p ro fess ions  o r  businesses. 
S t a t i s t i c s  on the  'own exchange ope ra t i on  a re  a lmost  t o t a l l y  l a c k i n g  , 
bu t  i t  i s  be1 i eved these consumer goods a r e  o f t e n  s o l d  once they  a r r i v e ,  
thereby us ing  up a cons iderab le  amount o f  domestic savings.  

w ~ e t r o l e u m  impor t s  considered t o  be s e r i o u s l y  unders ta ted .  

Source: Government o f  Egypt. 

GAO note :  Converted a t  1975 r a t e ;  amounts may n o t  add due t o  rounding; 
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EGYPTIAN EXPORTS ( n o t e  a )  

Fuel  ( n o t e  b ) :  
Crude pe t ro leum $ 5.1 
Petroleum produc ts  2.3 

7 .4  

Raw m a t e r i a l s :  
Raw c o t t o n  448 .O 
R i  ce  62.7 
Fresh o n i o n  and g a r l i c  15.6 
Dehydrated on ion  and gar1 i c  3.6 
Oranges 23.0 

Potatoes 
Groundnuts 
Other 

Semi - f i n i s h e d  p roduc ts  : 
C o t t o n  y a r n  and waste 95.7 
E s s e n t i a l  o i l s  2.6 
Other  14.8 

7T5T7 
F i n i s h e d  goods: 

T e x t i l e s  
Sugar 
Footwear 
Lea ther  goods 
Chemical s 

A l c o h o l i c  d r i n k s  
F u r n i t u r e  
Books and p e r i o d i c a l s  
Cement 
Other  

T o t a l  

g l ~ a t a  based on customs r e c o r d s ,  so d i f f e r s  from balance-of-payments 
f i g u r e s  which a r e  based on exchange c o n t r o l  records .  

w ~ e t r o l  eum expor ts  a r e  cons ide red  t o  be unders ta ted  i n  both customs and 
exchange c o n t r o l  r e c o r d s .  

Source: Government o f  Egypt .  

GAO n o t e :  Converted a t  1975 r a t e  o f  exchange; t o t a l s  may n o t  add due 
t o  rounding.  
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OTHER DONOR ASSISTANCE 

Program a s s i s t a n c e  

C o u n t r i e s  : 

Saudi A rab ia  
Kuwai t  
Uni  t e d  Arab Emi ra tes  
Q a t a r  
I r a n  
G u l f  O r g a n i z a t i o n  f o r  t h e  

Development o f  Egypt  ( n o t e  b): 
D i r e c t  l oans  
Guarantee 

Other 

P r o j e c t  a s s i s t a n c e  

C o u n t r i e s  : 

Germany 
I r a n  
I t a l y  
France 
Japan 
Ne the r lands  
Sweden 
Uni  t e d  Kingdom 
European Communi ty  
Belg ium 
Saudi A rab ia  
I n t e r n a t i o n a l  Monetary Fund 
Wor ld Bank 
U n i t e d  Na t i ons  

T o t a l  

~ E S  t irna t e d  

- Cal endar Years 
1975 1976 - 1977 - 
------- ( m i l l  i ons ) - - - - - - -  

u ~ n c l u d e s  Saudi A rab ia ,  Kuwai t ,  U n i t e d  Arab Emi ra tes ,  and Q a t a r .  
O r g a n i z a t i o n  i n i t i a l l y  s t a b l i s h e d  t o  p r o v i d e  p r o j e c t  a i d ,  b u t  
has conve r ted  funds t o  program ass i s tance .  

d ~ o t  a v a i l a b l  e  

Source: Agency f o r  I n t e r n a t i o n a l  Development 



Conver t ib le  Currenc iec 

O f f i c i a l  loans 
Reschedul i ng agreement 
Euro-currency 1 oans 
Suppl ier  c r e d i t s  
O f f i c i a l  depos i ts  

C lear ing  Currencies - 
Tota l  

I 1  . I I  1 1 1 1 1  I , I -  I l i l  .. I I 

OUTSTANDING EXTERNAL PUBLIC DEBT 
AS OF SEPTEMBER 30, 1976 (note a )  

P r i  n c i  pa l  
To ta l  Disbursed 

P r i nc i pa l  and I n t e r e s t  
I n t e r e s t  Arrears Payment Schedule 

Oct . -Dec. 1976 1 977 - 

~ ' ~ o e s  n o t  i nc l ude  b i  1 a t e r a l  paynents l i a b i l i t y ,  f o r e i g n  depos i ts  w i t h  Egyptian commercial banks, 
1 i a b i l  i t i e s  under compensation agreements, and m i l i t a r y  debt. 

Source: Agency f o r  I n t e r n a t i o n a l  Development 
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GOVERlJflENT OF EGYPT BUDGET 

1973 - 1974 - 1975 1976 
P r e l i m i -  B=t 

na ry  

Receipts: 
Cen t ra l  government: 

Taxes on income and p r o f i t s  $ 41 1.6 
Taxes on p r o p e r t y  42.7 
Taxes on goods and se rv i ces  488.2 
Customs d u t i e s  525.0 
Other taxes 109.3 
Fees 49.6 
Miscel laneous 

Local government revenues 153.6 
Pub1 i c  economic sec to r :  

T rans fe r red  p r o f i t s  (no te  a) 350.7 
Investment f i n a n c i n g  (no te  b )  325.1 

2,605.1 

Expenditures: 
General pub1 i c  se rv i ces  42.0.9 
Defense 722.9 
Educat ion 375.8 
Heal th  189.2 
Comnuni ty and s o c i a l  se rv i ces  7.2 

Economic se rv i ces  
Local  governments 
Subsidies - 

Current  account su rp lus  ( d e f i c i t )  167.2 

Other expendi tures:  
Investment expense 
Emergency f u n d  

O v e r a l l  d e f i c i t  (amount t o  
be f inanced)  -1,366.2 
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Method o f  f inancing: 
Domestic borrowing: 

Social  insurance and 
pension funds 

Savings c e r t i f i c a t e  
Postal  savings 
Jihad bonds 
Banking system 
Other 

External borrowing 
Total  

APPENDIX VII 

1973 - 1974 - 1975 -. 1976 - 
Prel  i mi - 

nary 

alMandatory t rans fers  under l ega l  requirement t h a t  65 percent o f  ne t  p r o f i t s  - 
a f t e r  tax and deprec iat ion be t rans fe r red  t o  t h e  t reasury.  

b/Resources generated i n t e r n a l l y  by pub l i c  a u t h o r i t i e s  and pub l i c  economic - 
organizat ions t o  f inance p a r t  o f  t h e i r  investments; associated expendi- 
t u r e  included i n  "investment expenditure. " 3n a1 t e r n a t i v e  presentat ion 
would excl ude t h i s  p rov i s i on  from both rece ip t s  and expenditures, which 
would a f f e c t  cur ren t  account b u t  n o t  o v e r a l l  d e f i c i t .  

GAO note: Converted a t  1976 r a t e  o f  exchange; amounts may n o t  t o t a l  due 
to.  rounding. Figures may not  agree w i t h  amounts used i n  t e x t  
o f  the repo r t  because updated f i gu res  were used as they became 
ava i lab le .  

Source: M i n i s t r y  o f  Finance, Government o f  Egypt. 
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A U D I T O R  G E N E R A L  

APPENDIX VIII 

DEPARTMENT OF STATE 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON, DC.  20623 

M r .  J. Kenneth Fasick 
Direc tor ,  I n t e r n a t i o n a l  Division 
General Accounting Off ice  
441 G S t r e e t  N.W. 
Washington, D. C. 20548 

Dear M r .  Fasick: 

We have apprecia ted  the  opportunity of d iscuss ing t h e  d r a f t  GAO 
r e p o r t  on "Need f o r  Res t ructur ing  U.S. AID  t o  Egypt t o  be more 
Responsive t o  Egypt's ~ e e d s "  wi th  r ep resen ta t ives  of t h e  GAO t o  
c l a r i f y  c e r t a i n  po in t s  and present  a d d i t i o n a l  information and 
d a t a ,  The a t tached j o i n t  State-AID comments p e r t a i n  t o  each of 
t h e  recommendations and t o  s e v e r a l  i s s u e s  i n  t h e  order  i n  which 
they occur i n  t h e  d r a f t  r epor t .  

We are a l s o  provPding p e r t i n e n t  information on the  meeting i n  
P a r i s  on May 11-12 of t h e  Consul ta t ive  Group f o r  Egypt under t h e  
leadership  of t h e  World Bank. 

Those s e c t i o n s  of t h e  d r a f t  r e p o r t  which were marked as c l a s s i -  
f i e d  have now been d e c l a s s i f i e d  by t h e  Department of S t a t e  and 
A I D .  

We reques t  t h a t  t h e  a t tached comments be taken i n t o  account i n  
p repara t ion  of t h e  f i n a l  r e p o r t  o r  included a s  an  appendix t o  
t h e  r epor t .  I f  you should have f u r t h e r  ques t ions ,  p lease  let  
us  know. 

Siycere ly  yours, 

Attachment : a / s  



APPENDIX VIII APPENDIX VIII 

Comments of t h e  Department of S t a t e  and A.I.D. on 
GAO's D r a f t  Report, "Need f o r  Res t ruc tu r ing  

U.S. Aid t o  Egypt t o  b e  More Responsive t o  Egypt's Needs" 

The fol lowing j o i n t  State-AID comments a r e  presented i n  t h e  sequence i n  
which t h e  recommendations and d i s c u s s i o n  of c e r t a i n  i s s u e s  appear i n  t h e  
d r a f t  r e p o r t .  

Commodity Import Program 

(See GAO note 1, p.  4 2 . )  

The d r a f t  r e p o r t  s t a t e s  on page 1 4  t h a t  a "reason f o r  t h e  l i m i t e d  r s . t e  of 
disbursement i s  t h a t  t h e  Government of Zgypt's procurement procedures do 
no t  c o r r e l a t e  wi th  A I D ' S  compet i t ive  procurement r egu la t ions . "  While GOE 
and AID procurement procedures d i f f e r  a s  t h e  GAO o u t l i n e s  on pages 16-18, 
t h i s  has no t  been a n  e s p e c i a l l y  s i g n i f i c a n t  f a c t o r  i n  holding down t h e  
rate of disbursement.  The r e p o r t  should n o t e  t h a t  a more important  f a c t o r  
is t h e  l a c k  of Egyptian f a m i l i a r i t y  wi th  U.S. equipment and t e c h n i c a l  
s t andards .  U n t i l  t h e  resumption of diplomat$.c r e l a t i o n s  i n  1974 Egypt 
had been r e l a t i v e l y  i s o l a t e d  from U.S. commercial s u p p l i e r s  and, conse- 
quen t ly ,  Egyptian equipment u s e r s  were n o t  acquainted wi th  modern U.S. 
technology and i t s  products .  Once t h o s e  became a v a i l a b l e  t o  them under 
t h e  CIP, i t  is  unders tandable  t h a t  t h e  Egyptians needed t o  l e a r n  more 
about  equipment a v a i l a b l e  from t h e  U.S. and t h e  s t andards  f o r  its con- 
s t r u c t i o n  and opera t ion .  AID has recognized t h i s  problem and has  
addressed i t  by b r ing ing  Egyptian procurement t echn ic ians  t o  t h e  United 
S t a t e s  t o  a l low them t o  s e e  equipment us ing  new U.S. technology a v a i l -  
a b l e  f o r  CIP f inanc ing .  This  has  helped speed up t h e  development of 
t e c h n i c a l  s p e c i f i c a q i o n s  and w e  p l a n  t o  con t inue  b r ing ing  Egyptian 
t e c h n i c i a n s  t o  t h e  3,s. a s  r equ i red  f o r  t h i s  purpose i n  t h e  f u t u r e .  

(See GAO note 1, p. 4 2 . )  
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(See GAO note 1, p .  4 2 . )  

APPENDIX V I I I  

The d r a f t  r e p o r t  n o t e s  on  page 1 9  t h a t  i n  February, 1977, $190 m i l l i o n  
was s h i f t e d  from c a p i t a l  p r o j e c t s  t o  t h e  Commodity Import Program. A t  
t h a t  t ime t h e  requirement  t h a t  a t  l e a s t  h a l f  of CIP funds  be used t o  
f i n a n c e  c a p i t a l  equipment was removed. We a r e  prepared t o  review t h i s  
e a r l i e r  requirement i n  t h e  f u t u r e  d u r i n g  c o n s i d e r a t i o n  of new CIP pro- 
grams, (See GAO note I, p. 4 2 . )  

Food AID -- Usual Marketing Requirements 
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(See GAOnote l I  p .  4 2 . )  
I n  o rde r  t o  help  

address  i t s  s e r i o u s  balance  of payments s i t b a t i o n ,  t h e  GOE has undertaken 
d i s c u s s i o n s  wi th  t h e  EC wi th  t h e  aim of reducing i t s  UMR f o r  t h e  FY 77/76 
supply period from 2.6 m i l l i o n  met r i c  tons. We suppor t  t h i s  e f f o r t  and 
a r e  a s s i s t i n g  the  Egyptians by helping prepare  and p r e s e n t  s u f f i c i e n t  
d a t a  t o  suppor t  a  reduct ion.  I 

(See GAO no t e  It p.  4 2 . )  

S e l e c t i o n  of P r o j e c t s  f o r  Financing 

(See  GAO n o t e  l I  P. 4 2 . )  

Coordinat ion of Development P lans  

With regard  t o  Egyptian mtasures t o  ensure  g r e a t e r  coord ina t ion  of develop- 
ment p l a n s  and p r o j e c t  management, on page 30 we suggest  t h a t  t h e  r e p o r t  
t a k e  n o t e  of a c t i o n s  t h e  GOE has  r e c e n t l y  taken.  I n  November 1976, a 
Deputy Prime Min i s t e r  f o r  Economic A f f a i r s  was appointed wi th  responsi-  
b i l i t y  f o r  coord ina t ing  t h e  f o u r  major cab ine t  departments concerned wi th  



APPENDIX VIII APPENDIX VIII 

t h e  p r e p a r a t i o n  and implementation of Egypt 's  development program. Th i s  
o f f  i c e  has  a g g r e s s i v e l y  pursued i t s  r e s p o n s i b i l i t i e s  and is becoming a  
f o c a l  p o i n t  f o r  s o r t i n g  ou t  Egyptian p r o j e c t  p r i o r i t i e s .  A t  i ts d i r e c t i o n  
t h e  Min i s t ry  of Planning has  developed a  s ta tement  of t h e  GOE ' s  medium 
term development s t r a t e g y .  It has  compiled a l i s t  of p r o j e c t s  t o  be 
implemented by a  number of m i n i s t r i e s  t h a t  w i l l  be g iven p r i o r i t y  f o r  
f o r e i g n  donor f inanc ing  and GOE l o c a l  suppor t .  

I n  terms of GOE o r g a n i z a t i o n  t o  quicken t h e  implementation of approved 
p r o j e c t s ,  t h e  Deputy Prime Min i s t e r  f o r  Yconomic A f f a i r s  has played a  
major r o l e  i n  ob ta in ing  r a p i d  P e o p l e ' s  Assembly r a t i f i c a t i o n  of t h e  FY 
1977 CIP loan.  He d i r e c t e d  t h a t  t h e  M i n i s t ~ y  of Economy c o n t r o l  t h e  a l l o -  
c a t i o n  of CIP funds among t h e  v a r i o u s  GOE m i n i s t r i e s  s o  t h a t  a l l  funds 
could b e  programmed by v i r t u a l l y  t h e  same time t h e  l o a n  was s igned ,  and 
he a l s o  insu red  t h a t  loan  c o n d i t i o n s  precedent  were r a p i d l y  m e t .  To ex- 
p e d i t e  t h e  u s e  of t h c s e  funds he d i r e c t e d  t h e  Minis t ry  of Economy t o  use  
import l i c e n s i n g  c o n t r o l s  to  ensure  t h a t  commodities being purchased from 
t h e  U.S. on commercial terms a r e  s h i f t e d  t o  CIP funding.  

During t h e  Consu l t a t ive  Group meeting i n  May, 1977, we aga in  r a i s e d  our 
concern t h a t  g r e a t e r  coord ina t ion  of development p lanning and p r o j e c t  
implementat ion a c t i v i t i e s  should t a k e  p lace .  A t  t h a t  t ime,  t h e  Deputy 
Prime M i n i s t e r  mentioned t h e  GOE' s  p l a n s  t o  e s t a b l i s h  a  Supreme I n v e s t -  
ment Author i ty  t o  review p o t e n t i a l  investment p r o j e c t s ,  i d e n t i f y  donor 
p a r t i c i p a n t s ,  and ensure  t h a t  l o c a l  r e sources  t o  suppor t  those  p r o j e c t s  
a r e  a v a i l a b l e .  

We a r e  encouraging t h e  World Bank t o  e s t a b l i s h  a  permanent l B R D  r ep re -  
s e n t a t i o n  i n  Cairo  t o  a s s i s t  i n  improving coord ina t ion  among donors  and 
i n  t h e i r  d e a l i n g s  wi th  i n d i v i d u a l  GOE m i n i s t r i e s .  Furthermore, a t  t h e  
r e c e n t  C o n s u l t a t i v e  Group meeting i t  was agreed t h a t  sma l l e r  groups of  
donors would meet occas iona l ly  i n  Cairo  wi th  t h e  GOE t o  f o l l o w  through 
on q u e s t i o n s  of p r o j e c t  p r i o r i t y  and s e l e c t i o n .  

I n  summary, we have cont inued t o  u rge  t h e  GOE t o  improve c o o r d i n a t i o n  
wi th  Egyptian m i n i s t r i e s  r e s p o n s i b l e  f o r  f inanc ing  and planning Egypt 's  
economic development, have i d e n t i f i e d  a  number of means t o  a c c o m p l i s h '  
t h i s ,  and have urged t h e s e  measures on t h e  GOE. 

(See GAO note 1, p .  42.) 

P r o j e c t  ~mplementation/~onitoring 

(See GAO note 1, p .  42.) 
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(See GAO note 1, p .  4 2 . )  

APPENDIX V I I I  

Organizat ion of Consu l t a t ive  Group 

On pages 41  and 42 t h e  d r a f t  r e p o r t  should be  updated t o  r e f l e c t  t h e  
f a c t  t h a t  t h e  f i r s t  meeting of t h e  Egypt Consu l t a t ive  Group chai red by 
t h e  World Bank was h e l d  i n  P a r i s  May 11-12, 1977. I n  a d d i t i o n  t o  t h e  
United S t a t e s ,  p a r t i c i p a n t s  included Canada, France,  b'es t Germany, I r a n ,  
I t a l y ,  Japan,  Kuwait, t h e  Netherlands,  Saudi Arabia,  t h e  United Arab 
Emirates,  t h e  United Kingdom, the  Afr ican Development Bank, t h e  Arab 
Fund f o r  Economic and S o c i a l  Development, t h e  Commission of European 
Communities, t h e  European Investment Bank, t h e  OPEC Fund, t h e  UNDP, 
t h e  Gulf Organizat ion f o r  Development of Egypt, t h e  I n t e r n a t i o n a l  
Monetary Fund, t h e  I n t e r n a t i o n a l  Finance Corporat ion and t h e  I s l amic  
Development Bank. 

The C o n s u l t a t i v e  Group meeting provided a n  important  forum f o r  a l l  
donors o f  consequence t o  d i scuss  i s s u e s  a s s o c i a t e d  wi th  Egyptian de- 
velopment and f i n a n c i n g  requirements.  Accordingly, t h e  Consu l t a t ive  
Group meeting, we b e l i e v e ,  was a v i t a l  s t e p  i n  improving t h e  coordina- 
t i o n  process .  The GOE de lega t ion  was exposed t o  wide-ranging concerns 
o f  its donors,  encouraging t h e  Egyptians t o  t a k e  economic reform e f f o r t s  
s e r i o u s l y .  The meeting requ i red  t h e  GOE t o  focus  sooner than i t  might 
o the rwise  have on planning p r i o r i t i e s  and e l i c i t e d  promiees of con- 
t i n u i n g  a t t e n t i o n  t o  t h e  planning process .  
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On page 44 t h e  d r a f t  r e p o r t  a s s e r t s  t h a t  Egypt 's  p r e s e n t  i n a b i l i t y  t o  
mobi l ize  adequate r esources  w i l l  a f f e c t  t h e  implementation of AID- 
f inanced p r o j e c t s .  T h i s  should be  s t a t e d  h y p o t h e t i c a l l y  s i n c e  Egypt 
has been a b l e  s o  f a r  t o  provide  t h e  l o c a l  r e sources  t o  suppor t  AID- 
f inanced p r o j e c t s  . 

(See  GAO no t e  1, p .  4 2 . )  

The f i n a l  paragraph on page 47 should be r e v i s e d  t o  n o t e  t h e  f a c t  t h a t  
t h e  f i r s t  meeting of t h e  Consu l t a t ive  Group was held  May 11-12, 1977. 
During t h a t  meeting cons ide rab le  a t t e n t i o n  was g iven  t o  Egyptian p lans  
t o  p repare  a d e t a i l e d  medium term development p l a n  o u t l i n i n g  p r i o r i t y  
a r e a s  f o r  investment t h a t  would b e  t i e d  i n t o  t h e  coun t ry ' s  o v e r a l l  
economic s t r a t e g y  s t a tement  . 

(See GAO no t e  below.) 

We welcome t h i s  GAO suggest ion s i n c e  w e  ag ree  t h a t  
GOE m o b i l i z a t i o n  of adequate  r esources  f o r  s p e c i f i c  p r o j e c t s  may b e  
a  problem i n  t h e  fu tu re .  We b e l i e v e ,  however, t h a t  l o c a l  currency 
f inanc ing  should not  be  r e s t r i c t e d  only  t o  c a p i t a l  p r o j e c t s ;  f o r  
example, we can f o r e s e e  circumstances i n  which t h e  p rov i s ion  of 
l o c a l  currency may be  requ i red  a s  a n  e x t r a  i n c e n t i v e  t o  o b t a i n  
Egyptian suppor t  of  "new d i r e c t i o n a l "  t e c h n i c a l  a s s i s t a n c e  a c t i -  
v i t i e s .  A fami ly  p lanning p r o j e c t  p o s s i b l y  would be such a n  
a c t i v i t y .  

The AID Mission has  addressed t h e  need f o r  l o c a l  currency f i n a n c i n g  
i n  i t s  country  s t r a t e g y  s ta tement  and is  developing c r i t e r i a  on t h e  
c i rcumstances  and types  of p r o j e c t s  f o r  which AID should supply l o c a l  
currency f inanc ing .  We w i l l  be  consider ing t h e  Miss ion 's  recommenda- 
t i o n s  dur ing  our  review of t h e  budget submission and a r e  prepared t o  
t ake  a c t i o n  accordingly  t o  ensure  t h a t  adequate l o c a l  c o s t  f inanc ing  
is a v a i l a b l e  as r e q u i r e d  f o r  implementation of p r o j e c t s  j o i n t l y  under- 
taken by t h e  GOE and A I D .  

GAO note :  We sugges ted  t h a t  l oca l - cu r r ency  f i n a n c i n g  be 
approved f o r  s e l e c t e d  p r o j e c t s .  

4 1 
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In conclusion, we wish to compliment the GAO team on the constructive 
approach with which i t  has carried out the review wi th  State  and AID 
i n  Washington, with our Embassy and USAID Mission in Cairo, and with 
the Government of Egypt. 

GAO notes: 1. The deleted comments pertain to matters 
omitted from or revised in final report. 

2. Page references in this appendix refer to 
the draft report and may not correspond 
with the page numbers in the final report. 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 20220 

JUN 6 1977 

Dear Mr. Lowe: 

I have rev iewed  t h e  l a t e s t  d r z f t  cL t h e  GAO r e p o r t  on 
"The Need f o r  R e s t r u c t u r i n g  U . S .  Aid t o  Egypt t o  be More 
Respons ive  to E g y p t ' s  Needs ,"  ana  founu it t o  be a  u s e f u l  
d e s c r i p t i o n  and a n a l y s i s  of our  a i a  program i n  Egypt and 
t h e  r a n g e  of p o s s i b i l i t i e s  f o r  r e s t r u c t u r i n g  i t .  I n  your 
l e t t e r  of t r a n s m i t t a l ,  you r e a u e s t e d  T r e a s u r y  Depar tment  
comments. I hope t h e  f o l l o w i n g  comments w i l l  be h e l p f u l .  

Your p r o p o s a l  f o r  f i n a n c i n g  l o c a l  c u r r e n c y  c o s t s  o f  
s e l e c t e d  U.S. c a p i t a l  development  p r o j e c t s  ( 9 . 4 8 )  r a i s e s  
a  number of  i m p o r t a n t  p o l i c y  c o n c e r n s .  

F i r s t ,  t h e r e  s x i s t s  some d o u b t  a s  t o  whether  t h e  r a t e  
of p r o j e c t  a i d  a i s b u r s e r n e n t s  i n  Egypt woula be s i g n i f i c a n t l y  
a c c e l e r a t e d  by t h e  U.S. f i n a n c i n g  of  t h e  l o c a l  c u r r e n c y  
c o s t s .  A s  your  r e p o r t  n o t e s ,  d i s b u r s e m e n t  r a t e s  have a l s o  
been s lowed  by o t h e r  Z a c t o r s ,  s u c h  a s  l a c k  of c o o r d i n a t i o n  
among E g y p t i a n  m i n i s t r i e s  r e s p o n s i b l e  f o r  e x e c u t i n g  p r o j e c t s ,  
l a c k  of p l a n n e d  p r o j e c t s  i n  s u f f i c i e n t  numbers, s h o r t a g e s  
of o n - s i t e  A I D  s t a f f ,  t h e  l o n g  l e a d  times i n v o l v e d  i n  
p r o j e c t  i m p l e m e n t a t i o n ,  l a c k  of q u a l i f  i e a  E g y p t i a n  
m a n a g e r i a l  s t a f f s ,  and d i f f e r e n c e s  between U.S. and E g y p t i a n  
p rocurement  p r a c t i c e s .  Given t h e s e  m u l t i p l e  c o n s t r a i n t s  
on t h e  r a t e  of a i d  d i s b u r s e m e n t ,  it seems q u i t e  p o s s i b l e  
t h a t  a n  i n c r e a s e  i n  l o c a l  c u r r e n c y  f i n a n c i n g  might  have  
l i t t l e  e f f e c t .  

S e c o n d l y ,  your p r o p o s a l  e n v i s a g e s  p r o v i d i n g  U.S. d o l l a r s  
t o  g e n e r a t e  a d d i t i o n a l  l o c a l  c u r r e n c y  ( o g .  4 6 a ) .  A t  p r e s e n t  
Egypt  i s  a n  e x c e s s  c u r r e n c y  c o u n t r y .  The p r o v i s i o n  of 
f o r e i g n  exchange  t o  cover  l o c a l  c u r r e n c y  e x p e n s e s  may r u n  
c o u n t e r  t o  t h e  i n t e n t  of S e c t i o n  612 ( b )  o f  t h e  F o r e i g n  
A s s i s t a n c e  Act. T h i s  s e c t i o n  r e q u i r e s  t b e  U.S. t o  make 
maximum u t i l i z a t i o n  of  U.S.-owned f o r e i g n  c u r r e n c i e s  t o  
c a r r y  o u t  USG programs i n  an e x c e s s  c u r r e n c y  c o u n t r y .  
What is t h e  s t a t u t o r y  b a s i s  f o r  your  recommendation on 
l o c a l  c u r r e n c y  f i n a n c i n g ?  ( see GAO note below. ) 

GAO note: Section 612(b) of the Foreign Assistance Act of 
1961, as amended, appears to permit use of dol- 
lars rather than U.S.-owned foreign currency in 
an excess-currency country when the reason for 
the. use of such dollars is certified in each 
case by the appropriate administrative authority 
(22 U.S.C. 2362('b)). 
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T h i r a l y ,  t n e  orooosa l  r a i s e s  a a d i t i o n a l  i s s u e s  
r e l a t e a  t o  whether t h e  fo r e ign  exchmge proviaed  t he  
GGE t o  y r c h a s e  l o c a l  cur rency  would be i n  any way t i e d  
t o  U.S. ~ r o c u r e m e n t  o r  s n e c i f i c  comniodity l i s t s  as  
is t h e  ca se  witn  t h e  c u r r e n t  C I P  program. while  t h e  
Treasury  does no t  favor  t y ing  t o  e i t h e r  sou rce  or  kina 
ok impor t ,  untying p a r t  of t he  Egyptian SSA 2rogram would 
r e p r e s e n t  a  s i g n i f i c a n t  d e p a r t u r e  f r o ~ n  procurement 
p r a c t i c e s  Congress has  h e r e t o f o r e  encouraqea.  we would 
no t  w i s h  t o  s e e  a  d e c l i n e  i n  suppor t  in  Congress f o r  our 
program t o  Egypt because of t h i s  p roposa l .  

I t  may be t h a t  f i nanc ing  mechanisms could be founa t o  
overcone t h e s e  d i f f i c u l t i e s .  :jowever, they  shoula  ue 
s p e c i f i c a l l y  ada re s sed  i n  t h e  GAO r e p o r t  i t  t h i s  recoflmenda- 
t i o n  is t o  r e c e i v e  s e r i o u s  c o n s i d e r a t i o n .  

F i n a l l y ,  i n  your d i s c u s s i o n  of t n e  d e t e r i o r a t i o n  i n  
Egyp t ' s  ba lance  of payments s i t u a t i o n  on pages 8 and 4, 
it would be h e l p f u l  i f  you po in ted  o u t  t h a t  t h i s  d e t e r i o r a t i o n  
was due i n  p a r t  t o  t h e  maintenance oE an overvalued exchange 
r a t e  which encouraged imports .  Also ,  I d i a  no t  f i n d  con- 
v inc ing  t h e  argument advanced o n ' p a g e  10 t h a t  a  deva lua t i on  
would worsen E g y p t ' s  f o r e i g n  exchange p o s i t i o n .  The 
f o r e i g n  exchange p r i c e s  of Egypt ' s  e x p o r t s  ana impor t s  a r e  
n o t  l i k e l y  t o  be a l t e r e d  by chsnges i n  Egypt ian supply  
( o f  e x p o r t s )  o r  demand ( f o r  i m p o r t s ) .  I n  t h e s e  c i r c u m t a n c e s ,  
a  d e v a l u a t i o n  would a t  worse l e a v e  ~ g y p t ' s  f o r e i g n  exchange 
s i t u a t i o n  e s s e n t i a l l y  uncnangeb. iiowever, an even more 
l i k e l y  outcome would be an improvement a s  Sgypt ian  proaucers  
i nc r ea sed  t h e  voluhie of t h e i r  e x p o r t s . a n d  'reduceu t h e  volume 
of t h e i r  impor t s  i n  response  t o  h igher  domes t ic  p r i c e s .  

My s t a f f  has  a l r e a a y  provided your o f f i c e  w i t h  more 
deGai led  comments on s p e c i f i c  p a r t s  of t n e  r e p o r t  which 
I w i l l  no t  r e p e a t  here .  

Once aga in ,  a l l ow  me t o  compliment you and your s t a f f  
f o r  a  no-st i n t e r e s t i n g  p r e s e n t a t i o n .  

C. Fred  ergs st en / 
A s s i s t a n t  S e c r e t a r y  f o r  

I n t e r n a t i o n a l  A f f a i r s  

Mr.  v i c t o r  L. Lowe 
D i r e c t o r ,  General  Government D i v i s i o n  
United S t a t e s  Genera l  Accounting O f f i c e  
Washington, D.C. 20548 

GAO n o t e :  Page r e f e r e n c e s  in t h i s  appendix r e f e r  t o  
t h e  d r a f t  r e p o r t  and may n o t  correspond t o  
t h e  page number in t h e  f i n a l  r e p o r t .  
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Unlted States Depament of Agrkulture 

Offlce of the General Sales Manager 
Washington, D.C. 20250 

M r .  Henry Eschwege, D i r ec to r  
Community and Economic Development Div is ion  
U.S. Government Accounting Of f i ce  
Washington, D.C. 20548 

Dear Mr. Eschwege: 

We a r e  responding t o  your  l e t t e r  o f  March 31 t o  Sec re t a ry  Bergland 
r eques t i ng  t h e  Department of  A g r i c u l t u r e ' s  comments on t h e  GAO 
d r a f t  r e p o r t ,  "Need f o r  Res t ruc tu r ing  U.S. Aid  t o  Egypt t o  be more 
Responsive t o  Egypt 's Needs." 

Before address ing  t h e  s p e c i f i c  p o r t i o n  of t h i s  r e p o r t  which f a l l s  
w i th in  t he  Department's a r e a  of i n t e r e s t ,  we would l i k e  t o  make 
two genera l  comments. It would have seemed more a p p r o p r i a t e  f o r  
a United S t a t e s  e n t i t y  t o  review t h i s  s u b j e c t  from t h e  p o i n t  o f  
view o f  enhancing e f f e c t i v e n e s s  i n  meeting U.S. needs and i n t e r e s t s  
a s  w e l l  as those  of Egypt. We a l s o  n o t e  t h a t  t h e  r e p o r t  focuses 
ex t ens ive ly  on economic problems, such a s  i n f l a t i o n  and ba lance  of 
payments d i f f i c u l t i e s ,  b u t  does no t  address  t h e  popula t ion  growth 
rate problem at  a l l .  

(See GAO note) 
we do 

recognize  t h e  s eve re  economic problems now f ac ing  Egypt. Seve ra l  
food a i d  donors,  inc lud ing  t h e  United S t a t e s ,  are c u r r e n t l y  review- 
i n g  t h e  a p p r o p r i a t e  l e v e l  f o r  u sua l  marketing requirements .  S ince  
such requirements  a r e  e s t a b l i s h e d  by more than one food a i d  donor 
i n  accord  wi th  i n t e r n a t i o n a l l y  recognized FA0 P r i n c i p l e s  of Surplus 
Disposa l ,  they  a r e  t h e  s u b j e c t  o f  concern t o  s e v e r a l  donor coun t r i e s  
a s  w e l l  as Egypt. To r e a l l y  have an e f f e c t  on t h e  Egyptian economic 
s i t u a t i o n ,  i t  is  necessary  f o r  a l l  donors t o  e s t a b l i s h  similiar 
usua l  marketing requirements  ; s i n c e  i n  p r a c t i c e ,  t h e  h i g h i s  t one 
e s t a b l i s h e d  by a donor count ry  i s  t h e  q u a n t i t y  Egypt must purchase 
commercially. 

A t  p r e sen t  we a r e  cons ide r ing  a s i g n i f i c a n t  r educ t i on  i n  t h e  usua l  
marketing requirement t o . p r o v i d e  some ba lance  of  payments r e l i e f  
t o  Egypt. We a r e  f u l l y  aware of t he  problem addressed  by GAO i n  
t h i s  r e p o r t .  Establ ishment  o f  t h e  a c t u a l  UMR l e v e l s  w i l l  t a k e  
f u l l  account  of  t h e  Egyptian economic s i t u a t i o n ,  i n t e r n a t i o n a l l y  
agreed  procedures  governing u sua l  marketing requirements ,  as w e l l  
as t h e  Egyptian commodity supply  and s t o c k  s i t u a t i o n .  We would 
l i k e  t o  p o i n t  ou t  t h a t  reducing o r  waiving a u s u a l  market ing 

GAO note: The deleted comment refers to matters omitted 
from or revised in final report. 
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requirement does no t ,  i n  i t s e l f ,  provide any balance of payments 
r e l i e f .  The s i g n i f i c a n t  f a c t o r  i s  t he  food import requirement of 
Egypt and how such requirement is  met. Egypt w i l l  e i t h e r  have t o  
purchase commercially t he  requi red  q u a n t i t y  o r  i t  must be suppl ied  
by food a i d  donors.  

The dec i s ion  t h a t  r e a l l y  a f f e c t s  t he  Egyptian economy is  t h e  l e v e l  
of food a i d  which is provided by the  var ious  donors.  Such l e v e l ,  
of course ,  must u l t i m a t e l y  be decided i n  t he  o v e r a l l  contex t  of 
food a i d  needs of a l l  l e s s  developed coun t r i e s  and t he  f i n a n c i a l  
and commodity a v a i l a b i l i t y  of i n t e r n a t i o n a l  food a i d .  

S ince re ly ,  
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