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NE\-v lANDS CONCEPI'S· PAF-ER II

Rethinkinq"an·AID"Assistarce·Strategy for the New Lands

I. Sumnary· and" Recornnendations

The first New Lards Corcepts Paper was drafted in the Fall of 1978.
Now, over b·lO years later, AID's ui1derstarrling of New Lands development has
prc~ressed but the agency has barely moved closer to funding a project.
AID has become, if anything, even more corcerned over the profitability of
New Lands as a r\;sult of the PCI study and the disappointing outcome of
American joint venture investments. Despite these concerns, the
possibility of a New Lands project has renained alive. Continuing GOE
pressure only partly explains the persistence of AID's interest. Ther0 is
also a stubborn suspicion shared by many AID officials and others that the
GOE is right, that same type of ~ew Lands investment does make s~nse,

despite the evidence of pJor past performance.

AID therefore decided to draft a second Coocepts PaDer for the New
Lams. This paper is the result. As requested in the scope of work, it
reviews recent New Lands developments, articulates possible qoals for ~ID

involvement, identifies the issues and preesents options for AID action.
It recommends an approach and outlines possible co~ses of action.
Following is a sumnary of the araument presented in eJch area, toqether
with the conclusions and recomrrendation.

A. Recent Developments

The first Concepts Paper helped to focus attention on the so-called
Old Nevi Lands (CNL) as a separate problem from the "New New Lands" (NNL).
Initially, discussion focussed on the management issue as the main
constraint to efficient land use In the N~v Lands. The pcr report altered
the focus to a renewed concern over agronomlc aspects. They found that
even well-managed farms could not meet the high energy and other costs at
many sites, casting serious doubt on the viability of most New Lands
investments. The MOLR's reaction to this proposition was predictably
hostile and discussion of an AID activity ground to a halt.

The request for a new Concepts Paper testifies to the continued
pressure for a New Lands activity of ~ome sort. AID is even more hesitant
to commit itself than it was befoGe th~ first Concepts paper, but the
motivation for the second paper is essentially the same as for the first
one: AID cannot fail to respond.to a top GOE priority. The agency must
have a positive strateny, not simply one of reacting to GOE initiatives.
This does mt mean that AID should have u bad project. possibilities exist.
for projects that havC' an acceptable return on their own or that would help
the GCE to increase the return on its investments or both.
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Conclusion and Recommendation:

AID should make another attempt to develop a project that both makes
sense anc supports the GOE IS tx>licy. A project co.1sisting only of further
study of New Lands viabi.lity meets neither criteria. In developin'-i this
Concept Paper a siocere attempt has been maae to present options that would
move New Lands development i~self forward, ratrer than merely adding to the
under standi ng of the problem. I f AID determines that it does not want to
develop one of these options or another option that directly supports
production, the aaency ShOl'ld make the deci3ion not to have a project at
all.

B. Objectives for AID'Involvement

AlDIs involvement in New Lands will almost inevitably be marginal
compared to total investment in the area. AID should therefore direct its
efforts toward assisting the GOE to develop and car~y out a reasonable
strateqy. AlDIs specific goal depends on where the weaknesses in the C£Els
approach lie, whether the problems are strateaic or only tactical or.
wrether the overall policy of New Lands development is wrong.

conclusion and Recommendation

Following considerable quiet redirection over the last ~1ree years,
the GCS has now developed an overall poli~ and a strategy for the New
Lands that makes sense fJY and larae. The remaining problems are tactical
only, although the ir sever i ty stould not be dovlr'played. AID IS o~ject i ve
should be to help the GOE to develop effective tactics for New Lands
development, in support of the oy.erall objective of removing the
constraints to efficient use of Egyptls lar.d resources.

c. Issues

The paper takes a somewhat broader view of what constitutes an issue
than did the earlier concepts paper. In addition to the question of AlDIs
objective, which is stilI an issue for all practical r:urpJses, the nature
of the constr3ints to New Lands development, the problems impedi~

effective AID action in New Lands,J'lnd tne use of the IRR for Ne\y Lands
investments are all issues. These topics ar'~ discussed at le~~th in this
section of the report. More fam~liar issues such as site selection are
also addressed briefly.

Cooclusion am Recommendations

1. The experience to date suqgests that AID should consider
alternative appro~1(::hes to the stand2.rd TA model used in most of the
agr iculture projects, if only to spread the risk in the portfolio.



-3-

2. ':'he economic analysis of New Lands projects should focus more
clearly on identifying the secondary benefits to Ne\v Lands investment and
should U8e a discount rate that reflects social time preference, rather
than an arbi.trary cut-off.

3. Sirce AID's investment will be small relative to total sector
investment, the agency should be somewhat more willing to take risks in
desiqning its New Lands project if this will payoff in increased
underst.arilira. of the total problem.

D. OOtions
e

The discussion draft of this paper presented five options. A5
requested by the Mission, Ne\y New Lands activities were not considered,
with the exception of a research option. Following discussions, the
r-.hssion requested that three optionf'. be further develor,ed, rather than one
as requested in the Scope of Work. Section IV dissusses these options.
For each, an expanded description is provided, together with a possible
project development strateoy, and a discussion of irrportant design issues.
The three options selected resp::md to the need for AID involvement to be
more than simply research. They respond as well to MJLR priorities,
includinq i~rovement of the technology used on New Lands, increase in the
value-added from New Lands proeJuctioJ1, ~~i1d better living stanClards for the
Deople of the New Lands. ~he three options are as follows:

1. Aqribusiness S~rvices (AS)

Desc[iptio~. The project.Ylould assist a newly-formed EQvptian
priVate sector company to establish a procesing plant in the New Lands near
l.I"lexaroria. The plant would purchase output of the settlers and graduates
under contract and would provide in turn extension and other inputs. AID
vlC'uld p~ovicie debt financing to the firm to cover the cost of starting
operations, including a fu11 management contract with an American
agribusi~ess fir@.

Proiect Development. rc~e establishment of the company and the
develcprrent of the project de~ignot'\vould be the responsibility of the
Egyptian parent agrib~siness fiL~, although AID would fund the fpdsibility
study and would have to monitar the process closely. The funds could be
channeled through an existing AID private s2Ctor project.

Issues. Issues to De resolved include identification of an 2gyptian
firm, the depL~ of AID'S involvement Cluring the planning staoe, the
handling of any major repairs necessary to the off-farm infrastructur~r and
the desirahility of incluCling a company-t"un nuc' ]s farn, in thE.' project
desiqn.
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2. rrrigationTechnology (IT)

Description. The project would assist the MOLR's Mariut Center to
conduct a program demO~1strating non-traditional irriqation technology 3nd
training technicians and farmers in its use. The Center would also
increase its ability to assist the private sector ay mvnitoring investnent
in the New Lands and orqani zing available information. The Center would
initiate a "contract research" program, whereby universities, private
farmers and others would be funded to conduct research and demonstration
on-farm, to establish relationships with American universities, or to
increase their technoloqical capacity.

Project Development. Given the on-goirg FAO/UNDP assistance to
Mariut, project design and imlementation would be expected to pose few
problems. The PID could be drafted in-house following discussions with the
(':DE and final design could be carried out by a small team. Technical
assistance would be mir.lmal, with the necessary inputs provided perhaps by
an American univ2rsity and an irrigation equiornent supplier in joint
venture.

Issoes. The primary issues ar@ the potential for unfai~ advantage
of larger Egyptian New Lands farmers and to the American irrigation
supplier, the involver~nt of other institutions in monitoring investment,
and the concentration of Mariut activities in a particular geographic area.

3. Basic Desert Services Plus Credit (BDS)

Description. The prJject would provide Village Councils with funds
for locel infrastructure, on the"same model as BVS in the Old Lands, anii
would capi talize Villa<;1e Banks servifB the agricultural and other
production-oriented needs of the ONL farmers.

project Developmen!~ The project would follow the route laid davm
by the BVS and SFP projects, with trainins but a much smaller TA component
than the latter, since extension would not be included. Given the
experience with these projects, design would be straightforw~rd. The
project could be implemented as an ame:1dment to one or bot.h projects ...

Issues. The main issue is GOE -·-'rnmi tmont to the? establisl-unent of
Village Couocils nnd Banks in the rnL, which are still governed under the
system that prevailed before the reforms of the mid-seventies. Othe,:,
iSSUE.'3 Include hml many villages should be included, whether there should
be a geographic focus, the capacity of the n~\.r institutions to handle the
furds and the availat,ili ty of 900<..15 and servi.ces in the New Lands.
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.~ The AS option offers the .best opportunity. to introduce a new
~)proach to raising ~~ productivity •. It is therefore the preferred
option. -The oHler two options are also attractiv2 and shoulc not be
excluded from further consideration until the viabili ty of the recoJrrnended
option is tested further:. ,If the ,13~ter is not feasible, then either of
the others' could be brou~ht forward. The Mission should consider combining
the options to the degr~e possible witl1in the funding and implementation
constraints. The options are not mutually exclusive and a combination of
IT with AS or with BD9 v~ld serve several aims.
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II. Review of Developments Since 1978

In vi~w. of the fact that AID has yet to obligate a penny for
New Lands, the history of AID's involvement is remarkably tangled.
Beginning at the time of the resurrption of AID activities in E~JPt,

the Gover~~nt of Egypt (GOE) made a series r;f overtures to AID to
finance a New Lands project. These approaches did not lead to a
project bei~ funded, i:J part because most of the prq:osals \...ere for
the New Valley, which AID believed was not the best area. Gradually
the conviction grew within AID that the agency should formi..llate a
positive strategy for assistance to the New Lands, rather ~~an

continue to react to ('£}£ overtures with delaying tactics and PJli te
dernur. A Concepts Paper was drafted, wi t.h the hope of refocussing
attention on the Old New Lands (a~), that is the lands already
reclaimed but still below the productivity of the Old I~nds of toe
Nile Valley and Delta.

This approach tied in \ ell with growing GCE doubts about the
New Valley. Two projects were tentatively planned, one on ONL and
one on New New Lands (NNL). A review of CNL experience was
commissioned (Voll, 1979), a preliminary survey of areas was carried
out (Corey and Richardson, 1979) and a PID was drafted. The Mission
contracted with Pacific Consultants (PCI) to undertake a feasibility
study of an ONT.J area, the "A II and "B" areas of the first paper, wi th
PJss ible extension to an NNL or "c" area. The t-1ini stry of Land
Rc~clamatior. WOLR) i.dentified 'I'ahadc i in the South Tahr ir area as
the study site.

Much to the surprise of ever. the PCl team, the study..
concluded that the project was not feasible. The co~bination of low
yields and rising lift costs led to very low or neoative net cash
f1<.....""s. Results of stuC~.es in superficially similar areas by other
groups wert"> much less dampening. The Tahal study, conducted at
about the same time, found-a much ,-;1ore attractive, if still low, 1M
of about 9% for b~e E. Delta, for eXillnple, and OGler studies of the
W. Delta projected returns in this range.

The ~DLR was extremely diwle':'jed with the FeI report, and
was further 0ngered by PCTls failure to incorporate or even
acknowledge their objections in the final report, particularly those
dealin9 with the extremely sensitive assumptions ~n crop yields.
COTT'JTIlmication betvleen l-\.ID aJld t.he fv1JLR effectively ended.

The PCT report left AID involvement in New Lands unsettled.
The overall conclusions of th~ report, at least as applied to
Tahaddi, were generally accepted try AID, but the commitment to "do
something" in New Lands remaineCl, fuelled by r_he need t.o respo;il to
C~ priorities. Doubts a~)ut the generalizability of PeT'S finoings
renBined.
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The final impact of the PCI report has been an increased
awareness of the sensitivity of New Lands project viability to
site-specific considerations. Compuratively slight differences in
lift distances, water use, yields, prices or crop mix can easily tip
a New Lands project over into the red. Subsequent experience with
the Coca-Cola and Pepsi projects, where U.S. ir:volvement (lid not
survive chanqes in project conditions, tend to confirm this result.
The technological considerations, which had been overshadowed by the
manaqement issue, have returned to the center of the debate.

From the GOE perspective, involvement Witi1 AID has doubtless
been extre~ely frustrating. Because AID is one of the lar~est

donors, the MOTJR tended to earmark large projects for AID's
consideration. Large projects tended to be problem projects, to
which AID responded with alarm, not financing.

Despi te the setLacks, GOE interest in land reclamation has
continued to grow and it is now a0proaching levels no~ seen since
the completion of the High Dam spawned a~ outpouring of funds into
the deserts. The qover~ent perceives the New La~s as a
t€~ritorial imperative, given Egypt's population growth and food
needs. The facts that ~''''''vl Lands agr iculture cannot provide jobs or
food in the amounts needed does not shake their determinat::'cn to go
as far as possible with the strategy. As discussed below, this may
be a very rational response to an extremely difficult situation.

For reasons that remain obscure, even to t--OLR personnel, the
Mini.stry of Land Reclamation has"received more than its share of
reorganizations and reshufflings. It is now attached to the
~tinistry of Reconstruction, which probably gives it greater status
than it enjoyed as a separate ministry or in various p3st
associations with the Ministries of Agriculture, Land Reform, and
Irriqatio:l. Nonetheless, 'the organizational changes a~1d the
accompanying policy shifts have made it difficult to condu~t a
program that is consistent internally and appropriate to the
10ng-t2rm nature of the task.

~

There is a ~rowing recoanition that the total area U1at can
be reclaL~ is limited by the availability of ~ater. Public
pronouncanents still feature the' 2.8 million feddan target for 1990,
and higher figures ma.ke brief appearances, but privately and
informally, a figure arour~ 1.5 million feddans is given as the
limit with current water supplies, including drainage wa~er. High
level officials express a need to show real production 0ains as
rapidly as possible. This translates to qrea:er interest in ONL
produc~ivity and to n preference for NNL that are comparatively easy
to reclaim, that is, that do not require massive and tirre-consuming
infrastructural investments.
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Th~ desire to ration water and investment resources with a
sharper eye to maximum retu:n has convinced the rvDLR to undettake
develo;.ment of a Master Plan for land reclamation. Prequalification
vf national and international firms for such a study is now
underway, althouqh officials admit they do not have the estimated LE
10 million required to complete the full range of studies required.

Also reflecting concern over the scarcity of GOE resources,
the decision has been maJe to t~rn all public sector farms over to
the private sector, by sale or long-term lease. 40% is to be
distributed to settlers and graduates and the remainder to go to
laraer private sector firms. International proposals are now being
solicited for thirteen farms totalling 75,000 feddans, mostly in the
\\1. De'ta. 35 resr:cnses have been received (n.:>ne Ameri..can, although
time remains hefore the closinS date of May 15).

By and large, the other donors seem to be falling into line,
if somewhat regretfully. The \~orld Bank and IFAD have approved
13rge projects in the Western Delta, the French have the suaar beet
scheme in tile N. Delta, the Dutch may fund a project on the shores
of Lake Manzala, and the Germans and the African Develaprent Bank
are lookino seriously (with FAO help) at a $20-30 million project in
the New Valley. FAO and the German aid program have small but
continuing activities in the W. De'~a, in association with the
MO~' s Mar i ut I nternational Center. l'-,.ID is in effect the last
.hold-out among the major donors.

More by chance than by de~jgn, AID is thus in a good position
to do something sensible in land reclamation. The PCl report
temporarily soured relations with the MJLR, but it ;las also made the
Ministry more receptive to AID's proposals. AID'S G~reat not to do
a project at all has acquired credibility with the M:)LR, a ncvelty
in the Egypt program. This' oppxtunity, however fleeting, seems too
O,ood to \.;aste, always assuming a \l()()(l project can be identified.
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III. Prolect Desion Issoes..

The~ontroversy surrounding the i~ew Lands has given rise to a much
broader set of issues than are generally involved in project
desism. To the usual set, inlc1Jding such issues as site selection
and technology choice, must be added these more general areas of
concern that are rarely classified as issues: (1) what is the
objective of New Lands development and of AID's involvement in it?,
(2) vmat is the problem or constraint limiting New Lands

development? and (3) are the usual economic measures applicabl~ to
New Lands?

A. Objectives.

In the GOE view, land reclamation contributes to seve~al

major national goals: increasing total production, creating
employment opportunities, especially for the restive colleoe
graduates, raising food productiJn to displace imports and oenerate
new exports, saving foreiqn exchanqe, and so on. The contribution
of the New Lands to date toward meetinq these qoals has Geen
disappointing. Simple calculations indicate that the New Lands
cannot realistic311y be expected to solve these problems. The
Universities churn out roughly 100,000 graduates annually, for
example. settling all of them on 10-feddan plots would J.. egu ire a
million feddans every year. Similarly, Egypt imports rouqhly 6
million tons of wheat annually. Double cropping grain on all the
New Lands reclaimed to date and achieving an average yield of 1.5
MT/feddan would produce 2.7 million tons (if such an achievement
were economically or agronomically sustainable, which it probably is
not) .

Publicly, if not privately, the GCE remains adamant that land
reclamation will solve the rood and emplol~ent problems, or at least
make a major contribution. The New Lands could make some
contribution to meeting tl~se goals, of course, but L~is simplistic
assertion begs the question of how much and at what cost.
unpleasant though the reality may~e, land reclamation simply cannot
solve the major problems elat confront the government in the short
term. Over the long term, a New"..ands strategy may still make sound
economic sense. We will return Lv this question in section C below.

The objective of AID assistaoce to New Lands is related to
the objectives of land reclamation in Egypt, but the two are by no
means the 5ruue. The distinction is vital to selecting an AID
strategy. Failure to make this distinction has clouded the already
murky topic of why AID s[~uld have a New Lands program. As a basic
principle, a project should be evaluated in comparison to the
situation that would prevail if there were no pr0ject. The debate
on an AID New Lands project has all-tao-frequently proceeded as
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thouqh the lIwi thou til alternative were no investment in NE'\" Lands.
In reality, the no-project alternative is likely to be a substantial
investment in Ne\v Lands, compared to the with-project situatirm of
an AID-funded project and a perhaps somewhat different investment
from other sources. The internal debat8 on whether \lew Lands is a
qood idea and why is a~ademically interestins but of little
prac~ical help in deciding what AID should do.

An appropriate overall objective for AID involvement in New
Lands may therefore be formulated as foll~'s: to remove the
constraints to the economic development of Egypt's land resources.
This leads logically to thE question: what are L~e constraints?
Broadly speakino, the constraints to optimal land development fall
into two categories.

First, there is the familiar legion of problems plaguing
F~yptian agriculture: water access and management, inputs, prices,
credit, technology, and so on. Most of ~1ese are especially
troublesome on the New Lands. To them are added the extra
difficulties of living a\",ay from the homely comforts and discomforts
of the Old Lands. Trese are discussed in Section B below.

The second type of constraint to development is the
qovernment's land reclamation policy. If any further investment in
the New Larrds is a mistake, given its payoff or that of alternative
investments, then the continuation of NevI Lands investment is itself
a constraint to the optimal use of Eoypt's land resource. For
reasons discussed at some iength in Section C below, I feel that
this is not the case: the overa~f oojective of eh~andinq Eaypt's
usable land base i~ sound policy, even if traditional project
analysis seems to indicat~ otherwise.

If the objective is sound, however, the ~trategy and tactics
may still be sufficiently ·off-base to subvert the goal of optimal
resource use. The objective of AID's New Lends activity should be
to help the GOE to put its New Lands FOliey back on a reasonabl?
track and to push ~t or at l~ast nudge it in a more rewarding
direction. The specific objectiv~ (the size and direction of the
requisite push) depends on just how far off-ba~e AID believes the
p:>licy to be.

The appropriate goal for AID activity therefore depends on
what the reality is behind the government's statements. AID cannot
change t.he rbetor ic, and probably should nut try, but the actual
activities have only a tenuous connection to the rhetoric and are
~Dre subject to change. Five alternative o~jectives for AID
activities can be identified:

1. Increase prOduction and Employment: At the simplest
level, an AID project could be desiqned to contribute directly to
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prOCliJctlon and employment in the short range, and be justified
principally in these terms, leavinq aside considerations of
rep~icability, institution-building, or policy guidance. selection
of this 0bjective does not necessarily Dnply endorsement of the
GOEls New Lands policy, although it would be probably be interpreted
as such.

2. IncreaseEgyptiancapacitytodesiqn-ande}~ecuteNew Lands
activities: In order for this objective to make sense, one murt
accent the idea that the overall New Lands policy is reasonable,
despite some weaknesses, and would be beneficial if properly
executed. This objective results from the following chain of
reasoning: New Lands project selection is hampered by a lack of
information on the most productive sites, crop mixes and
technolooies. Investors and government are unable to identify the
most productive investments. Therefore, investment and return are
below the potential. The MOLR and other ministries do not have
adequate staff or facilities to evaluate alternatives and car0; out
the project selected. The overall strategy is basically sound, but
the tactics used to carry it out are faulty. Filling th~se gaps
would result in socially profitable New Lands investments.

3. Redirect GOE New Lands investment: This objective implies
that the investment strat~ chosen for the New Lands is itself
inapprcpriate regardless of how well or how poorly incividual
projects are selected. The objective of AID activitv would be to
identify and demonstrote an alternative strategy that has a greater
chance of success. The AID project would affect the investment miy
directly, by increasing investmeo~ in the preferred strateqy, and
indirectly, by demonstratir.g the wisdom of this strategy and
directing attention to it. Even if tl,e qovernment does not change
its pclicy, tile AID investment would redress the balance somewhat in
the direction of greater rEturns.

4. Chanqe \£Epolicy: If AID is absolutelv convir~ed that
money invested in New Lands is wasted, the Agency may still wish to
have a project. A project may be seen as c. way to "buy into" the
debate and may still be justifiab~e theoretically, if it leads to an
improved national investment policy .. If, for example New Lands
investments lose 5%, while alternative investments yield 15%, a $5
million proiect that led to a reduction of N~' Lill1ds investment by
$100 million would generate $20.million for the Egj~tian econ~T.

Congress inight be e:>qJected to balk at this argllment f ho\vever.

5. Meet political objectives. Given the GOE's high priori~l

on NevI Lands AID might decic3e to have a project or at least an
activity of some sort simply to be resr::onsive to GOE desires. Such
a project would obviously be as small as possible.
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~~ich of these objectives makes the most sense ac present?
Even three years ago, the weight of the arguments ~uuld probably
have fallen on (3) above~ the GOE! s policy en!p.~asized the New Valley
and large public sector farms to the exclusion of more feasible
approaches. Now, however, the CC::: has adopted a stralegy that in
its broad cutlines, at least, is quite reasonable. They plan to
divest themselves of the companies r encourage private develq:rnent,
stress the use of water-efficient technologies, a~d limit the role
of qovernment to finar-ce and basic ir.frastructurE.:. ~spite

~==_.-..:..........
occasional feints in the direction of :1idcile Eastern royectismo
such as Ule El-Salaam Canal, the program is on tra,-,,~ tm.,rar a sound
strateqy. The situation therefore fits in better with (2) above,
which directs AID's efforts toward improving the GG~'s tactics in
selecting and carryinq out its pro~ects.

This arqument points up the :mportance of assessing AID's
input relative to the total investment in New Lands, th2 size of the
"PJsh." If the GOE goes ahead with developnent of 3 Jr.illion feddans,
as planned, an AID project on 10,noo feddans is so marginal as to be
insiqnificant. In this case, the irr.pact of the project on total
investment, if any, is much more imJ=X>rtant thant..~e pr G~ect itself.
If, as seems more lil~ely, total NNL does not top 500,000 feddans
over the next ten years, an AID ~rogram totalling 50,000 fEddans
would represent a major contribution to the total effort. 1-1oreover,
if t~~ is on the order of 500,000 feddans, the 900,000 feddans of
ONL become relatively much more impo~tant.

B. Constrain::s to New Lands D~v2lopment

...
The first concepts paper identified management as the maLn

constraint to effective use of tr~ des~rt lands. The PCI study
demonstrated that lifting the manayement constraint would net be
sufficient to raise returns ~o acceptable levels. They identified
agronomic factors as the ffidln constraints, in effect, given the cost
of p:>wer, water, alld the other inp...1ts. Under a broad range of
assumptions, yields are tou low to cover profitably the high costs
of inputs in desert aoriculture and, in particula.r, the
greatly-increased cost of energy. ~

The GOE does not accept t0is analysis. They arque that
technology is the constraint. In their view, the correct choice of
water-delivery and crop prcx3uction technologies would raise yields
ann 10\ver costs sufficient:y to qive an economic returnc

If such technolo...Jies exist, why are they not used? Is the
prohlem that informati0T! as to which technol.:X1ies are b2st is not
availahle or not in the har,,-.s of the f.:mners? Or is the problem
U1at the farmers are unable to apply the technologies becaus0 of
PJo!:" delivery of water and other inputs or insuffi.cient credit? In
~ffect, the technology constraint is in realitj &n informational or
orqanizational constraint -- the r:Bnaoerrent problem in another smise.
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Ultimately, of course, access to water is the main const~aint

on cultivation of the desert lands. In many parts of the ONL,
insufficient access continues to be a limiting factor, constraining
the crop a~~ technolosy choices open to farmers. Some farmers,
particularly th~ graduates, are also limited by labor and capital
shortages.

The se:erch for a single factor that limits developnent
throughout the New Lands is essentially a fruitless one. Just as in
the Old Lands, manag~ment, water use~ and technology interact to
form a complex, knotty constraint. In general, loosening a single
threRd will not suffice, but no one seems to have a knife sharp
enough to slice t~rough all the knot at once. Nonetheless, in
particular cases, it is possihle to identifY a sinqle constraint as
bindirq. Releasing it creates an opportunity to explore the system
and qain enough understanding to tackle more complex cases. Thus it
n~kes sense to select an area that does not suffer from the complete
set of problems. An area that is somewhere in the middle ranqe of
the ONL may enable AID and the GCE to find a strateoy that works
rather than add to the list of approaches that fail.

The options deser ibed in Section IV below are each directed
at a different constraint or set of constraints. Choice of a
particular project site therefore depends on which option is chosen.

Constraints on AID

AIDls selection of a proj~ct strategy mllst take into
consideration not only the nature of the problem and the COE'S
capacity, but also AID'S own capacity to design and implement a
project in the New Lands. The projects proposed arp. all fairly
larae and at this point it appears that AID manaqe;rent capacity
should not be treated as an' unlimi ted resource. Consequently, the
ap~ions outlined have been developed with a view ~o limiting the
demands on AID during project implementation.

Most of the projects in th~AID agriculture portfolio are
built around what might be called the technical assistance model.
Even where large levels of commodities, credit and other inputs are
provided, the TA team is central to the project's strategy and hence
to its success. v~ile it is clearly too early to judge whether
these projects will achieve their aims, there is some evidence that
TA teams in Egypt do not perform as planned. The diffic~lty seems
to lie in thp division of resDOnsibility between the Americans and
their counterp-3t.:"ts. B::)th parties are uncomfortable with the role of
advisor outlined for the Americans. Simplifving the problem, one
couid say that the Americans want to "do the job" rather than advise
a!1d the Egyptians want to "do ':he job," (defined some\vhat
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diff~.~ntly) rather than be advised. These djfficulties may well
resolve themselvE>s as experience on both sides grows. For the
moment, however, AID is in a som~~hat risky position, wi~~ most of
tr~ eq~s in a sinqle conceptual basket. A conscious attempt,
therefore, has been made to devise options that do not rely on the
TA model. Such an approach would spread the risk and, hopefully,
reduce the rnanc'Qement load, both of which make gocx:1 sense for
handling a large portfolio.

A relat t2<1 issue is the distinction between II what must be
done" and II YJ::'at can be done ll . There is a natural tendency to try to
draw t.l1e project concept broadly enough so that aJ.l the factors
affecting project success are inside the project. If a IIcanpletell
New Lands community should include parks and schools, then a project
to build a new villClge must have a social services "comj:Onent. 1I If
maintenance of newly-replaced equipment is a concern, then the
project must have a maintenance IIcomponent.1I And so on with
extension canponents, health components, management training
comr:onents, ad infin i tum, all comj:Onents tl1at II mustll be included.
The final result may be a project so complex that it cannot be
implemented .

The existence of a problem does not mean that AID or even the
C~ can solve it. (The exten~ion problem in the Old Lands may be an
eY.ample of tni s si tuatic.l.). 'Iry ing to include all ~spects of a
problem in a single project may lead to none of the components being
carried out adequately or at all. There is an ar~ument for
redefining "what must r-..e done ll to deal with a problem to include
only those aspects that AID and the GOE can handle. lf, after the
project concept is pared down to the minimum, parts of the problem
remain th0t cannot be left out~:de tile project for the private
sector or the GOO to handle on its own (without raising the risk of
failure to unacceptable levels), then AID sho~ld probably not do the
project at all. The optiorm oeser ibed below have been devised l.vi th
this somewhat different concept of AlDIs management constraint in
mind.

A third issue is the role ~ AID vis-a-vis the other major
donors. As described in the previous section, lFAD and the World
Bank have major projects in the ~",1. Delta region. Should AID pick
another area or move in next door to them? To what extent should
AID adopt a purposely different .strategy from theirs in order to
gain information? Given the limited amount of leverage any of the
donors enjoy in Egypt, can AID increase its impact or support the
other donors better IT! joining forces with them?

There is no single answer to these ~Jestions, but on balance
an arqument can be made for concentratinq financial and political
resources in a single area, }~rticularly-since the area in question
has considerable sunk costs, non-sandy soils and loeational
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advantages. AID should probably not duplicate the IFAD design,
however, in order to explore s~ne simpler alternatives with a lower
cost/ieddan. There app=ar to be good opportunities to complement
the :nfrastructure and other investments planned for the area.

A final issue is AID's justifiable fear of backing into a
project from which there is no backing out. If it took the Jews
forty years to aet out of the Sinai, how long w0uld it take AID?
Can AID have a project in the Salhia without getting sucked into the
Charybdis of the el Salaam canal or foundering on the Scylla of
Osman AhJneo Osman?

c. Profitability and the IRR

Reqardless of whether one accepts the specific fiaures of the
PCI report, the fact L~mains that New Lands investments haue IRRs
that are consistently belov! those calculated for alternative
agricuJtural investments. The rate of return rarely tops 15%, even
when quite generous assumptions are used. Despite these
calculations, the belief is often expressed that New Lands
investments make sense for Egypt. The Egyptian gover~nt clearly
is corrmitted to this vi~w, but many qualified non-Eqyptian observers
also express the view that expansion of Egypt's usable land space is
an economic imperative. Is this a case vlhere human intuition breaks
down or is it the IRR that fails to capture the true benefits of New
Lands investments? .

Traditional economic analysis leads inexorably to the
conclusion that the former inter!%retation is the correct one, as
long as the costs and benefits used to calculate the IRR are
correct. Logically, there are three possibilities: (1) the low IP~s

do indeed mean that New L2rDS are uneconomic, (2) the IRRs
calculated are lower than they should t~ because traditional project
analysis does not do a go~ job of estimating the benefit of large,
complex projects, and (3) traditional project analysis is
inappropriate for certain classes of projects, and New Lands may be
in this class.

~

The first possibility needs little discussion. The
implication is that New Lands investments should wait until
alternative uses for capital are' less attractive or the production
is vlorth more than it is now.

The second argument can be made on two grounds. First,
complex, long-term projects, if successful, have substantial
secondary benefits. An estimate for Indian agriculture found, for
example, that for each additional dollar of agricultural production,
total production increased by another eighty cents. In the New
Lands, where whole communities are being creat~~, agriculture
represents only part of tile benefit (and, of course, only part of
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the cost). Secondary benefits are likely to be quite high, always
ass'Jming there are pr':'mary benefits on which growth can be based
(the lack of such benefits on state farms e~ains the absence of
secondary benefits to date). 'l'he secondary benefits, hO\~'ever, are
very difficult to predict. It is relatively easy to assume a level
of such cenefits that will make almost any project look attractive,
so they are rarely included in the quantitative estimates. This
PJts New Lams investments in an unfairly poor ligDt.

Second, the arqument can be made that the usual assumption of
constant relative prices breaks down for lona-term projects. The
present availability of investment capital for New Lands investment
is furdamentally unrelated to its productivity in the economy. In
the future, capital mE1 well be less available to ~~t, rather than
cheaper. At the same time, ~1ere exists a distinct possibility that
the price of food ten or fifteen years hence \..,ill be much greater
than it is now. If new technoloqies are discovered, food may become
cheaper or stay at the same price, but should a responsible,
risk-averse qovernment take a chance? vlliy not use today's cheap
capital to buy tomorrow's eXPensive food, rather than waiting to buy
it tomorrow, when the capital may not be availaole? Translated into
the economic analysis, this argument imolies that output in year 10,
say, should be priced at a higher level, that the opportunity price
of capital is lower than that used, or both. Making either one of
these chanqes would do wonders for the IRR.

The argument made thus far fits in nicely with currently
accepted economic practice. From here on in, we will be skating on
increasingly thin theoretical ic~. I do not p:etend tr~t the
following is II qood economics", as now defined, but it may be correct
nontheless.

The 'Jse of the IRR to rank projects is a distortion of the
theoretically desirabie ap~roach. The rate of discount should in
theory be selected to reflect the society's so-called "time
preference," that is, the relative value of resources now compared
to resources in the future. Governments are StJPflOsed to take the
long view and therefore to have a..'ow discount rate, i. e., one that
ranks future benefits relatively hiqh compared to present investment
costs. In practice no one can sit down with Sadat and make hi~

specify his' time preference, so the shadow-price of capital or an
arbitrary figure, usually 15%, is us~d. This does not create a
problem when projects of approximately the same size and time-frame
are being compared, since any project that has an IRR of 15% will
have a hiqh net present value if evaluated with a discount rate
below 15%.

The problem arises when different tyPes of projects are
compared. Projects that have a long gestation ~riod tend not to
have an IRR over 15%, becaUSE the benefi~s accruing far down-strea~
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are very heavily discounted. Let us consider, as an example, three
projects with the same investment cost, assumed to occur entirely in
year zero. Project S generates a benefit of X in year 5, project M
generates a benefit of 2X in year 10 and project L produces 4X in
year 20. ~~ich is the better project? with a discount rate of 15%,
projects S and M are virtually interchangeable, but project L
finishes a distant third. It would have to produce 8X to compete
successfully with S or M. At a discount rate of 20%, S wins hands
down. Mwould have to provide 2.5X and L would have to generate 20X
to stay in the rurning. with a dis~ount rate of 10%, however, M is
the preferred project by a larqe margin, but L is almost tied with S
for second place. At 5%, L edges out M, while S would have to
generate almost 1.5X to become competitive.

Thus the national investment portfolio tends to be weighted
toward short-term projects. Again, economic theory says this is
good and proper: it maximizes the society's net benefit. But does
an investment proaram based mainly on short-term projects lead to
sound development?

The distortion of the investment pattern that results from
usinq an IRR cut-off that is above the true social discount rate may
be particularly damaging to the economy's long-term development
because projects with a lona-term payoff are frequently of a
different typ? from short-term projects. They may be essential to
achieving necessary changes in the overall structure of the econon~,

and yet they will be excluded from the investment portfolio if an
IRR cut-off of 15% or higher is used. Projects of this type are in
the areas of education, infrastructure and other basic investments,
including perhaps land developoent.

This is a C2se of a ?enerally unrecosnized type of market
failure. Investors, including the ~Jvernment, are in a poor
position to recognize t_hel:X=nefits of long-term invesbnents relative
to those that have a short pay-off but do not contribute to the
development of the economy in the true sense of the word. A similar
phenomenon may be at work in the developed-country economies.
Investment is being channelled al'c~~e market into speculation ard
short-term projects, while basic investments that are needed to
sustain the productivity of the ~conomy are not being made.

The irvestment market, buttressed by accepted economic
anulysis, fails to capture the true benefit of theSe activities.
Individuals (usually non-economists) can see the benefits, but
perhaps cannot explain them. They are considered to be
"fonvard-lookinq" or to take the "long view~" These statements,
usually reqarded as approbations, are equivalent to the economists'
opprobrious "low IRR."
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The failure to capture the benefit to the economy arises from
tile long-term project's dual role in development. Most projects
combine the familiar factors of production (land, labor, capital) to
produce a good. Long-term projects combine the factors to produce a
good and a~ditional quantities of the production factors themselves,

In an economy such as Egypt's, land may be the scarce
factor. Its scarcity leads to the other factors' beinq less
productjve than their potential or even in surplus supply, If this
is the case or will be in ten to twenty years, then a project that
produces land itself will have a hiah payoff. It will enable the
economy to bring surplus productive factors into use, that is, to
develop. The agricultural production is thus only part of the
output of the project, an output potentially less important than the
cha~e in relative factor availability.

This araument may be considered an extension of the
discussion of changing prices above, because the value of land may
well rise just as the prices of aaricultural products may. In
effect, the decision-maker is \villing to pay $10 now to make
available in the future land worth $5 at today's prices, oecause he
feels that land will be worth $50 by tlle time it is "delivered."

The argurrent also related to the secondary benefits argument,
because the land created enables the economy to increase its total
production on ana off the farm. These secondary b=:nefits are not
fUlly capitalized into the value of the land (rrarket failure, again)
because the link is too dravm out. for the mar ket to trace.
Therefore, adding in the change in land value will still not capture
the full benefit of the project to the economy.

The bottom line to these quasi-ti1eoretical, quasi-economic
ruminations is that standara IP~ analysis is an imperfect measure of
project benefits. It functions fairly well for most projects, but
if does not do a Good job with long-term projects, particularly
those that add to the nation's resource base because we do not know
how to measure or value what thes~ projects pr.oduce. The widespread
"gut feeling" that New Lands investments rrake sense for Egypt, low
IRR or no, is probably right on ~arget.

Having said this, and incurred the sneers of all
right-thinking economists , I hasten to add that there are rrany New
Lands investments that make no sense whatsoever. There are
pro}X>sals that feature soils so pJor they will never produce a
decent crop, sites so remote only a hermit would Trove there, and
technologies without a prayer of succeeding. If we accept that the
IRR procedure as qenerally used may not be a good guide to selecting
arnong New TJands investments, we are left without a simple measuring
stick.
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The above discussion suggests two ways in which the IRR
procedure might be brought more closely into line with ·.:.he
theoretical requirements. First, a discount rate should be chosen
that approximates the social time preference. In view of the
increasing population pressures facing Egypt, this rate is arguably
below 15%. Projects should be compared and ranked on this basis.

Second, a more determined effort should be made to estimate
and include secondary benc=fits and costs. Hard estimates for these
items will not be obtainable but the current procudure, which
assumes secondary benefits are zero, is not appropriate where such
benefits are believed to be major.

D. P(oject-Snecific Issues

The preceding sections discussed project objectives, the
nature of the problem and project profitability, all matters that
are not usually classified as issues. Thi.s section will v('ry
briefly examine some of the "common or garden vc:rietyll issues that
will have to be resolved in project design, assuming a project is
undertaken, regardless of the theoretical considerations discussed
above.

1. Si te Selection: The PCI report unde--lined the importance
of selecting a site where high yields are agronomically possible
and, preferably, lifts are low. Access to markets to support a
hiqh-value CLOp mix is also highly. desirable. The discussion of
secondary benefits above reinforces cl1e argument against remote
areas. These considerations virtually rule out the New Valley and
probably the Sinai and Upper Egypt (though perhaps not the Aswan
area). They may also lead consic1eration away from the remote areas
of the NE Delta, given thell distance from likely growth centers and
difficult-to-manage, very hea\y soils, althouoh this is a technical
question that I would not be prepared to answer. Th~ top contenders
seem to be the NVI Delta shoulder (i.e., the projects along the
Oeser t Road) and the Salhia r with the form 'f considerablv more
promisina. Except for the edges of l"Iariut, these areas are all
below 20 meters elevativn, have heavier soils than the Ismailia
area, and are surface-irrioated.

2. Information 1;]S. Production (the risk issue): There is a
trade-off between the information ~enerated by the project about
alternative strategies and the production of the project la:~s Per
se. At various r-nints in the project design, choices will have to
be made betwen picking the "best" alternative and selecting nn
approach that will lead to lONer agricultural production or higher
cost but a better understandinq of how to handle the New Lands.
Sioce the AID project will be small relative to the GOE's total
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effort, AID should qenerally he willing to trade off production to
gain such information. ~ critical exception is any project
component that involves present settlers and graduates:
alternatives with a real chance of leaving them worse off should be
excluded. In other cases, however, AID should 0e willing to try a
broad range of approaches, with th~ expectation that some will fail
utterly. Knowledqe of what won't work, assurnina we also find out
why, is more valuab:e at this point than an extra ton of horsebeans.

3. Public vs. Private: The GOE is rrore willinq to turn New
Lands activities over to the private sector than at any time since
the late sixties. This is an opportunity that should not be allowed
to slip. At the same time, AID is in its usual disadvantaqeous
position relative to reaching the private sector with meaningful
assistance. Other t~an throuqh loan funds, the private sector is
out of AIDls reach. Should AID make the effort to overcome its
structural inabilities or instead direct assistance to those
activities that are "naturally" in the public sector, such as
infrastructure and social services? Until a project strategy is
selected, this question cannot be answered sensi~ly, but it should
be recognized that this is an important issue for New Lands
development. In particular, there are some types of infrastructure
development where the princiqal beneficiary may \vell be a large
private firm. If AID assists the GOE to provide irriqatio~

infrastructure but leaves the allocation of land to market forces,
AID loses any control over who benefits.

4. 1A.1E·lfare vs ~ -Production: New Lands projects must stri ke a
balance between act ivi ties to iJTlprove the life of the people
(schools, clinics, housinq) and ~ctivities to raise their ircomes
(vlater delivery, marketing, credi t). The distinction between these
two types of activity is more blurred in the New Lands than
elsewhere because community viability is an essential condition for
agricultural viability and, unlike in the Old Lands, it cannot be
assumed. There is some minimum level of social services below whi~h

people cannot or will not live in the New Lands. The difficulty
arises in determining what this level is and in resisting the

.. humanitar ian impJlse to p:ovide services beyond this level, using a
spur ious ar9illnent thelt this will y:>romote productior.

5. Irriqation Technology~ The basic question to be anffiverea
in choosing an irrigation technology for the New Lands -is, will it
use less water than surface irrigation metilods (traditional or
sophisticated) on the soils of the project area? If the answer is
yes, then a whole range of technical questions relating to
investment, operation, yieldS, and maintenance must be answered. If
the answer is no, surface is probably still the best solution. It
is significant in this regard that bOG~ the IF,~ and the World Bank
projects will use surface methods, despite considerable GO£ interest
in sprinklers.



,', !

" -21-

6. settlers, C::radua ...es, and Larger Farms: The PCI report
documents convincingly that the settlers do better than the
~raduates, but that the large priv~t~ farms have the hi9hest
yields. A glaoce at '.l1e graduate, with nis neatly pressed slacks,
tells part of the story: a 20-feddan New Lands farm will not support
a full-time ffi:.lnager. Graduates who hav'" done well (and there are
some) indicate that willingness to work and knowledge of aqriculture
are not enough -- the graduate needs large amounts of capital to
overcome his built-in labor shortage, perhaps as much as 1£
2000jfeddan, compared to the current 1£ 600 (approxirrately).
(Another graduate estimated LE 1100jfeddan, including the original
investment.) The government is committed to increasing the
proportion of graduates and plan~ to reduce their land to ten
feddans each from 20-30. They argue that landless fellaheen able to
farm the New Lands no long~r exist.

The araument for AID involvement in large-s:;ale private farms
is difficult to make. Such ventures have a very high cost per joh
and probably have fewer secondary benefits for the surrounding
community. AID might assist with IT~jor off-farm infrastructure, but
otherwise the larqe private farm,~rs should make or break it on their
C1-vn.

..
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The discussion draft of ~~is paper presented five options for
consideration by AID:

A. Settlement strateoies (55): a project to explore
alternative approaches to distributinq company lanas among
private farmers, ':X)mparinq the current "integrated
developnent" approach wi th simpler, cheaper strategies.

B. Infrastructure Rehabilitation (IR): the repair and
replacement of irrigation pumps and canals and other
infrastructure to make possible distribution of public sector
canpcmy lands to the private sector and effective use of
already-distributed lands.

I

c. Basic Desert Services (B05): extension of the local
gov~rnment structure to the N~v Lands villages and funding of
vill~e infrastructure through a mechanism similar to B\~ in
the Old Lands.

D. Agribusines~ Services (AS): Financing of an
Egyptian-owned facility with American managp.ment to process
the output of the settled ONL areas near Alexandria,
providi~j extension and other services to the farmers.

E. Irriqation TechnolCX1y (IT): establishment of a program at
the Mar iut Center to test and derronstrate rrodern irr igatior"l
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technol<::x:lY and CO t: ai.1 technicians and farmers in its use,
together with suppurt for certuin other research and
monitoring activities.

The original scope of work for this study called for
selection of one of the options identified for further development
in the final report. Followill? disct~ssion of the options, the
Mission determi~ed G~at additional development of three options
would be desirable before cominG dowon definitely on a single
choice. These ontions were:

Agribusiness services, as described above.

Irrioation technology, with the addition of a pr<::x:lram
in"contract research" with private farmers and others.

_.. Basic Desert Se(vices am Infrastructure Rehabilitation,
with the addition of agricultural credit.

Further consideration of the third opticn suoqests that BDS
and IR do not add up to a good pr0ject in comblnation. particularly
wi th the addition of crec1i t, the total number of comp:me~ts reaches
the cr i tical mass where implementation becomes \2nwieldy and the
rationale for excluding other comp::)nents loses force. If the
t1ission starts with a project concept combining IR, BDS and credit,
it will in all likelihood end up with an "integrated agricultural
devecpment" project of apjXllling proportions.

It is therefore recommended that the third option be
redefined as BDS plus credit. The three opticns, as modified, are
discussed in some detail b2low.

The desex: iptions 1 'sented should be reqarded as indicative
rather than definitive. Tn many places, specific sugaestions are
made as to how a problem would be handled. This is done in order to
q i ve an idea of the project corcept, ai10 is not meant to sugqest
that tile desion is in any way final. Because the projects are still
at a very early staoe in concept development, it was agreed that a
specific funding leve' would not be given.

Before turning to the thc.~e options that have survived the
choice process to date, we should take a brief look at the two
options that were eliminated by the Mission and why this decision
was made. The first option, Settl~~ent Strategies, was eliminated
because it Vias felt that the settlement issue is too complicated for
AID to make a meaningful contrihution at this time. The second
option eliminated, Infrastructure Rehabilitation, however, attracted
considerable interest and was eliminated somewhat later. Should IR
remain on the list of options? This question could be rephrased as
follows: do the iJTI?lementation adv2ntages of excluding activities
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beyond water system rehabjlitation outweigh the risks of leaving
trainina, maintenance or farm management outside the project? The
sense of the discussirn1s on this issue is that they do not.
Therefore IR alone i~ not ~1 attractive option for AID at this time.

Consideration should be given to combining IR with AS or with
IT, if one of these options is selected. Depending on the site
selected, a modest IR ir~ut may be needed in the AS project.
Repli::ation of AS would almost surely require rehabilitation of the
power, water and road networks in other Q{L areas. A second phase
project to support processing in the ONL could therefore include IR.

The IT project would improve Egyptian ability to design and
operate efficient on-farm water delivery systems in th: New Lands.
Actual implementation of these systems will require more than- .

on-farm technology; it will require reliable water delivery to the
farm qate and fUT'Ctioring regional drainage systems. An IR project
could therefore be a logical follow-on to the research and tra ini~
devoted to on-farm technoloay, phased to come on-stream as plans now
beinq developed for the use of the ONL areas become firm.

The rem~inder of the paper is divided into three sections.
The first discusses the options chosen for development, providing an
eXp3nded de2::ription, a discussion of rr.::'jo!" design issues and a
suggested approach to project development for each option. The
second discusses t~e strategy underlying each of these options and
the advantages and disadvantages of each. The third section
describes the "rejected" options, including both those initially
classified as non-starters and those later removed from
consideration by AID.
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A. Project Options: Descriotion and Issues,

1. Aqr ibusiness· Services

~escription

The project v~uld establish.a plant near Alexandria
processing fruits and veoetables produced in the ONL and providing
supcorti~ services to farmers. The plant would be owned by c:n
Egyptian private sectc::- compaITj, as described below, am managea
thcough a contract with an established American dgribusiness flDm.
The American firm would provide its services for a fixed fee plus
profit bonus and would provide a complete upper management team as
well as OVErseas procurement and marketing services.

The plant would buy the production of settlers and graduates
on a pre-season contract basis and provide inputs such as seed and
fertilizer to the farmers directly and/or assist them to obtain them
through local channels. Company employees would provide extension
services to the farmers, disseminating the results of research on
the company's limited research plots. The latter would focus
attention on developing profitable, yield-increasing practices for
crops l,rocessed or mar keted by the company.

The firm would assist farmers to obtain adequate support from
the ~~nistry of trriqation and other government agencies. Depending
on specific site characteristics, the firm could assume direct
control of part of the irrigation system.

...
Prior to AID funding, a private 'tor company would be

established under Law 43/32. Such a company could use the A~eriya

Free Zone, if desired, and wJuld be eligible for the tax and other
advantaqes providec1 under LaYl 43. Equity '.'1ould be dra,...in £io:n three
sources:

an established Egyvtian agribusiness firm (Kaha and Edfina
are the likely candidates) The company would be the rrajor
shar eholder in the nevI comp:::l.ny, but WOllld not hold a major i ty
int€:rest.

-- an investment bank, preferably a joint-venture bank to
meet the requirements of ' Law 32.

-- private Egyptian shareholders. A portion of the shares
would be reserved for l~ter purchase by farmers in the
project area. Public sector companies in t~e area could also
participate in theory, although they probably do not have any
funds availahle for investment.
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AID would ~rovide debt financing. If possible, AID funds
would be channeled thor~gh an existing AID investment program. lt
appears that there is no provisior for "cooperative" ventures in the
industrial sector under Egyptian law, so further consideration of
such ar approach is not recommended.

The company would engage in some combination of the
followi~, as determined durino the ::easibility study~

processing for export (canning, drying, freezing)
processing for the danestic mar ket
export of fresh produce
domestic sale of fresh produce

Based on current official fi~es (which may overstate actual
production somewhat) the ~'J. Delta graduate and settler ONL areas
currently oroduce the followins:

Crop Area Yield Production
(Fed. ) (MT/fed. ) U'IT 'OOC';

Tomato (sum. & win. ) 9500 8 76
Potato (sum. & win. ) 5600 10 56
Horsebea:1s 4900 .R 3.8
Onion 690 8 5.5
Oranges 1900 5 (esl. ) 9.S
~-.ja termelon (.cn:lc) 19000 8 152
Peanuts 8E-OD .75 6.5
Peas 7300 ') 22..J

As more lands are di str ibuted in the area, total productir - I

available for processing ~yl~ naturally increase. Additional raw
material could be obtained at present from public sector companies ,
nearby Old Lands, and, over time, from production increases in the
project area. AlthC'l.:gh .:..he company \vould initially utilize crops
now grown in the area, new crops could be introduced as know:cdge of
agronomic and marketing conditicns improves.

vli th the exception of th" JPper management team (number ing
10 - 15 expatriates) all staff would be employees of the Egyptian
firm. The training of staff at·all levels by the America management
team would be an explicit contractual requirement. Depending on the
characteristics 3nd product mix of the site selected, the firm may
operate a "nucleus farm" of approxiffi3.tely 1000 feddans to ensure
supply of raw material.

Project Develooment

1. preliminary steps. The first steps would be further discussions
wi th Kaha and/or Edfina leadirg to their approval of the project
cor~':::ept in prircipal. The identification of the basic product mix
wou Id fo llow •
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2. Developnent. The Egyptian parent company wou] d take the lead at
this PJi.nt, carrying out the :easibility study ....rth AID financing. A
large U.S. firm active in t~~ product area (Heinz, Del Monte, Green
Giant, etc,) would conduct the study. Assuming positive results,
the Eqyptian parent company would go forward with formal
establishment of the new company. Simultaneously, AID would
complete its internal approval process.

3. Start~up. preparation of final plans and capitalization of the
company would proceed tooether when the capital was 80% subscribed
(say), disbursements of the AID loan funds for construction would
beqin and the management contract would be negotiated.

4. Operation. The plant would start to contract wth farmers as
construction neared completion, beginning with domestic marketing
and building up toward the planned levels of processing and sale.
AID would fund a small direct contract for outside evaluation at
suitable intervals.

Issues

1. Identification·of leadEgyptianfinm. The project will require
the participation of an EGyptian agribusiness firm able to provide
some equity resources as well as experienced staff and overall
manaqement supervis~~n. The range of such comPanies in Eqypt is
very limited (essentia:ly to Kaha and Edfina). If neither cmpa~y is
sufficiently interesteo to devote the resources necessary, it would
be FOssible to put toqether the ipvestment ca~ '.tal from other
sources, but the project would rest on a much shakier fo·ndation.
The proposed project has not been discussed with off ~ials of the
two companies, but others familiar with the compa~ies' current
operations indicate that they would be '~ery inte~ested in such a
prOJ::osal and are currently beginning ~"ork on some joint ventures in
other areas.

2. AID role. A related issue is AID'S desire to, in effect, serve
as midwife without touching the~. A single agency must tak2 the
lead in developing the projec~ c~ncept and in putting together the
total financial package (though rot necessarily the same agency for
both). AID ·cannot stand aside cmpletely from the development of the
project and still have a say in .the type of venture financed, the
o~~ership of the company, prices and other issues of concern to the
agency. AID'S ability to distance itself from the process depends
on how much leadership the Egyptian and the f\merican private sector
can be expected to provide and whether AID would accept vmat they
pror _.;e.

/
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3. Off··farm infrastructure. The maln constraint not addressed by
the agribusiness approach is the need for major investment in
off-farm infrastructure, particularly that related to the irrigation
system. The need for such repairs varies considerably over the w.
Delta area, and other donors are making investments that will
correct same of the most serious system defects. A project area can
almost certainly ue selected where water supply and drainage
problems do not present an insuperable problem, but this will have
to be verified during the feasibility studyu. If necessary, AID
could possibly fund local repairs under the project or through
another mechanism.

4. The nucleus' farm. Contract farmiI19 operations mayor may not
include a nucleus farm under the direct control of the processing
company to provide a share of the raw material supply. The
advantaaes of ensured supply to the factory and demonstration to the
farmers must be balanced c.:gainst ti1e added cost and manaqement
load. The final decision will depend on the particular crops, the
reliability of the supply from the ONL, and possible alternative
sources of raw material.

2. Research and Training In rrriaationTechnoloqy

Deocr iption

The project would establish an irrigation technology program
at the MOLR's Mariut Center near Alexandria. The program would have..
three main components:

~. IrriaationTechnoloay. Part of the Center's land would be
usee to establish a testinq and training facjlity for
non-traditional irrigation·technvlogies. Test plots would be set up
to demonstrate the use of sprinkler, drip, and other new
technologies as well as to compare more sophisticated forms of
surface irrigation with the traditional basin technology. The
facility would also be used to tr#in technicians and future settlers
in irrigation methods for farming the sandy soils.

b. Monitoring and information. A small unit would be created
at the Center to monitor publiG and private investments in the New
Lands and provide information to the public, particulcrrly
investors. The unit would:

-- identify private and public investments in the New Lands
and gather basic information about the operatjon (area, investment,
crops, yields, etc.). Investors would not be required to report to
thE" unit; rather the unit would assemble in one place infonnation
that is currently available only by word-of-mouth. This activity
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would build on the activities of the document center and the
evaluation unit recently established at Mariut with FAOjUNDP
assistarce.

-- serve as a library for feasibility studies, reports and
other published inforrr..1tion on the New Lands.

As the unit develops additional functions could be added,
such as coordination with other government organizations, etc. The
~ariut Center already does work in economic feasibility studies of
the New Lands am these could be assisted as they develop. FAO
assistance supports the improvement of the Center's Documentation
Center, which would probably h~Jse the library of feasibility
studies.

c. Contract research. A grants committee staffed by Center
personnel but headed by a board of senior-level individu~ls would be
set up to fund research by universities, private farmers and other
institutions. The grant funds "lould include dollars as well as
local currency to permit grantees to import equipment or cooperate
with AJne):ican institutions. Examples of hypothetical grants are as
folloVls:

a qrant to Alexandria University's Soil and Water
Institute to strengthen its program in desert soils
classification in cooperation with an American university
selected by Alexandria.

-- a grant to a pr i vate fi?:rmer to detern,ine the optimal level
for various fertilizers on citrus grown with drip irrigation.

-- a grant to enable the N. Delta Company to get techrical
assistance frem Amelican sources on strategies to arrest
alkilinization in tl1e Hamoul area.

Mariut has recently established a relationship with Alexandria
University whereby 12 professors Will work half-time with Mariut.
Other universities are involved to a lesser de~ree.

AID may wish to fund certain larger research activities
outside of the grant program. The most important of these is the
soil and water mapping activity to be carried out as Part of the
MOLR's Master Plan. Despite major investment activities in the East
Delta, knowledge of the soil and water resources in this area is too
spotty to permit reasonable site selection and water use planning.
The MOLR estimates that soil surveys of 1 million fecldans in the
Salhia-El Salaam area would cost LF. 2-6 million, dependinq on the
level of detail.
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project Development

This option is the closest to the traditional research
project. This simplifies the design process but also implies
continued reliance on the technical assistance model. In this case,
the TA team at Mariut could be kept quite small, given the various
advisors already provideJ by the FAa and others, the absence of an
on-farm or extension component and the provision for acditional
technical assistance through the grant program.

L Initial stees. Further discussions with the Mariut Center, the
MOLR, the universities and others would be required to enable the
Mission to draft a PID. A two- or three-person team \-,ould be
sufficient to prepare the final design and draft the PP. No
construction would be required since ~Eriut already has an excellent
physical plant. Some off-shore training would be necessary, as well
as substantial commodities for the irrigation testing program.

2. Start-gpo Following thn necessary organizational and staffing
chanqes at Mariut, which should be minor, contracting would begin
for the irriqatin equipment and technical assitance. One
JX.lssibility would be to require an irrigation equipnent supplier to
joint-venture with a university to provide the complete package of
equipnent, technical assistance in EGypt and off-shore trai1ing.

3. Operation. project implementation would proceed more or less
along the well-trod path of the other agricultural projects, with
perhaps some added alacri ty provided by the private sector. Once
the physical set-up for the irrioation technology test sites is
complete, Mariut Center may wish to host a trade fair to whet the
private sector's interest in the Center.

Issues

1. Commercial advantage to the Egyptian private sector. The project
wil~ in qeneral demonstrate technologies ana ~rain teachnicians in
skills that will be used primarily by large private farmers,
particularly during the next few ~ars when the technologies are not
well proven. This raises a beeficiary issue, but it also creates
several practical problems: should private farmers p3y for training
at the Center? When research grants are given to private farmers,
who owns the equipnent bought, if any, and the output of the
research plot e ? M1at safeguards will be required to prev~nt misuse
of the money for "production" instead of "research," given that the
dividing line is theoretical at best?

2. Commercial advantage to American producers. There are obvious
advantages to involving an irriqation equipment supplier in setting
up the testing program, based on the firm's superiority to a
university in moving and setting up equipment and in training
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technicians. On the other hand, such a set-up provides an ideal
opportunity for excluding one's competitors and operating the Center
as a Qover.ment-financed show-room. The idea of a joint ventrue with
a university has been introduced to short-circuit this tendency, but
it may be insufficient.

3. Otherinstitotions. The Mariut Center is the looical site for
-'

the research and training activitis. It is much more active than
the universities and the ~'s Desert Research Institute and it is
establishing links to are~ farmers and other institutions. It could
be argued, however, that the research grant and investment
TT'Onitorinc: activities belong in the "core" Ministry or 1Jerhaps ln an
organization such as GOFI. This is a question that should be
examined more closely during design.

4. Area-specific limits. Mariut is located in the NW Delta, with
light-to-moderate soils. Conditions are representative of large
parts of the W. Delta and probably some of the E. Delta, but are
quite different from either the very sandy soils or the heavy saline
soils of other areas. Both types present quite different problems
from those at r·'1ariut. The Center nakes an effort to be even-handed
tOvJard all New Lands areas in training and research, but inevitably
the areas close to Mariut are served best. Contract research alone
may not be sufficient to tackle major problems L~peding efficient use
of the resources in the other areas.

This option is the only "New Ne'" Land" activity sU<1?ested.
The total funding would be comparatively low. As such, it could be
incorporated into a larger ONL package or it could stand alone as a
minimal AID involvement.

3. Basic Desert Services Plus Credit

Description

The project would assist the GOE to extend the local
governmental reforms of e1e n~d-seventies to the villages of the
ONL. The purpose of the project ~uld be to assist the villagers to
meet their needs through local initiative and private sector
activity. The project would provide funds to Village Councils for
upqrading village infrastructure and loan funds to Village Banks for
agric~ltural and other productive purposes, such as starting a taxi
service, a store, or a repair shop.

In most of Egy~t, the villages have been grouped into
administrative units of five or six lc.mlets, each governed by an
elected Village Council (assisted by an Executive Council made up of
the local representat i ves of the bureaucracy) and each \vi th a
Village Bank. This system has not yet been extended to the ONL
villages. These villages, which now nlmIDer around 600, are still



,,

-31-

governed by the smaller Community Development Councils attached to
the Ministry of Social Affairs and still receive agricultural credit
and inputs through the cooperatives. These institutions are more
effective in bringing inputs and services to the villagers than in
representing their interests outside the village. In many important
respects, the New Lands villagers, including the graduates, de not
have a local governmE:nt or a local bank.

The official policy calls for those villages over five years
old (in effect, almost all of them) to be integrated into tl':~ new
national system. Implementation r3S lagged, apparently because the
MOLR's desire ~o hold onto their villaoes exceeded the interest of
the other ministr ies in taking them over. NOW, however, the MOLR
scents fresh resources on the way to finance expanded activities.
Officials see the need to turn the existlng villaqes over to the
regular governmental aqencies if they are to establish the 1500 new
villages planned.

The project would push this process forward by giving the GOE
a financi31 incentive for the formation of villaqe councils and the
establishment of Village Banks. Funds for construction of the Banks
might also be provided. MOLR officials estimate that it will take
about two year s to implement the new p:>licy. Realistically, AID
project money is unlikely to become available before this time.

project Developlnent

1. Initial Steps. The first step would be broader dialogue with the
MOLR and discussion wi th the Ban~ the MQ\, the Ministry of Lor.al
Government and the relevant governorates to assess how committed the
various parties are to implementing the p::>licy. Asswning 1=OS2 tive
results, a PID would be drafted.

2. project Desiqn. The project design would combine the funding
elerrents of BVS and the Small Farmer Development project (SFP). It
would probably not include much additional TA or other resources.
Dsiqn would therefore be straightforward: both AID and the GOE have
been through it all before. It may be possible to design the
project as an amendment to BVS and/or SFP, in which case the PP
could be prepared essentially in~house. This would also make it
easier to redirect some of the training and TA provided under these
projects to the New Lands area ..

Alternatively, the governorates of Beheira and Sharkia (and
perhaps others) could serve as the grantee, This might help to
focus political pressure on the ministries to establish the Village
Banks and Councils.

3. Implementation. The existing councils and cooperatives would
continue essentially unchanged, much as they have in the Old Lands.
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The specifics of the changeover to the new system would be left
entirely to the GOE. In discussions during the ?roject design and
through the existing BVS and SFP projects, AID would actively
en::=ourage the c,rn to set up the new organizations. The project
would not begin disbursement until the Courx:::ils and Banks were
operational (see Issues below). It may be noted that Beheira and
Sharkia, both important New Lands governorates, are BVS areas and
Sharkia is an SFP area as well.

Once disbursement began, implementation would proceed along
the lines of BVS and SFP governcrate activities, although the
training activities of the former would probably be used as a model
rather than the more complete revision of Bank practices planned as
part of the latter.

Issues

1. GOEcommitment to establishVillaqe Councils and Banks. On
paper, the government I s commitment is clear. In the t-1C¥\ and the
Agricultural Bank, the willingness to act is there if the authority
is oranted. The governors are said to want the chanoe to happen.
The upper levels of the MOLR are willing, if not eager, to see the
change, but the operational levels will almost surely resist. AID,
by thr0wing its weight into the balance, might tip the scale toward
action, but de11y is hardly inconceivable. If further discussions
suggest the commitment is not really there, AID has three options:
a) drop the project idea, b) work wi th the existi~

quasi-governmental cooperatives and councils, or c) push for an
"interim" council to b~ created for the purJX)se of implenenting the
project '(as AID has good cause t~' know, it is easier to establish a
temporary aqency than to get rid of one) .

2 .. Extent· of proiect coveraqe. Inclusion of all 600 villi.lges would
cost about $30 million for the BVS grant component alone, based on
the current BVS pattern. The GOE would have to create about 100
Courx:::ils and an equal number of Banks. If AID wishes to atte~pt a
mor.e modest effort the scale could be reduced by limiting activity
tc a given geographic area, such ~ the W. Delta (parts of Beheira,
A:..exarrlria aOO Mersa Matruh governorates). Moreover, about
une-third of the villages (roughly 200) are in lands distributed to
farmers aOO ·graduates, while the' remainder are on company lands (all
400 may not really exist). Since only the former have cooperatives,
or any real need for a BanK, activity could be limited to these
villages and their 230,000 farmers, or to some subset of them.

3. Capacity of new institutions. The Councils would be even newe!'
than those on the Old Lands. Their capacity to carry out BVS
activities may be less than that of the older councils, although not
necessarily. The Banks would also be new and here the capacity
problem becomes somewhat ITDre worrisome. The Bank staff would be
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asked to start lending operations at a higher level than the
existinq Old Lands Banks, which make only very limited medium-term
loans for either agricultural or other purposes. Moreover, the
Village Bank procedures for evaluating medium-term loans, especially
in non-agricultural areas, are not what they should be. Looked at
optimistically, the project could give the Bank the chance to start
the new branches out right, with an improved lending policy,
justifying larger lending activities by the special needs of the New
Lands. Looked at another way, the Banks may not be able to move the
level of funds desired. This issue needs to be resolved during
design.

4. Availability of" inputs. Boe, BVS and SFP provide financial
resources and leave the supply of goods and services to the private
sector. In the case of BVS, the Council contracts for construction
services. In the case of SFP, farmers receive loan funds vlith which
to purchase fertilizer and other inputs. The project includes an
extension component, but essentially the farmers are expected to
know what to buy and where to buy it. This is a reasonable
procedure for the Old Lands, where private contractors abound,
farmers know their business and additional supplies can be obtained,
at least with some effort. Whether this procedure would work in the
ONL needs further examination.

B. project Options: Strateqies

1. Aaribosiness Services

a. Constraints: The pro~~ct addresses constraints in the
area of marketinq, technology, inputs and organization. The
assumption is that the settlers and oraduates are unable to reach
the necessary proportion of high value crops because of inadequate
access to markets for outputs and inputs, and insufficient technical
knowleCge to deal with the New Lands agricultural environment.
Their problems are further complicated by their lack of baroaining
power vis-a-vis the authorities.

b. Strategy to Overcome COQptraints: The project is designed
to incorporate the advantages of a large firm into the
settler/graduate model, while leaving land ownership in the hands of
the individual. A large firm dePendent for its profits on the
output of the area will have both the incentive and the power to
coordinate the farmers' needs. The strategy proposed will also test
a private sector alternative to the staluard research and extension
model used in AID/AGR projects to da~e. The management lnodel
similarly providES an alternative to th2 technical assistance
counterpart approach generally used. While it is certainly too
early to condemn either of these models, it would be advantageous to
spread the risk by using different approaches for the reasons
discussed above.
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c. Advantaqe: The proJX)s~d approach ties in well wi th the
GCE's stra'teqy of emphasizing high-value crops and processing. It
has the potential to create substantial employment. Because of the
high value-added this approach will probably produce an acceptable
IRR. Much of the return is due to the profitability of the
processing, of cour se, and is not str ictly related to the New
Lands. However, a New Lands location is attractive for a processing
project because of the location (if a NW Delr.a site is chosen)and
the lack of strong existinq market channels in the area. If the
approach is successful, it will have hi~h replicability on Old Lands
as well as New, and 3Y provide an alternative model for extension.
The proposed approach makes relatively modest demands on AID
supervisory time. A final advantage is the direct, and highly
visible, nature of the activity.

d. Disadv2nta~es: The primary difficulty is likely to be the
identification of an appropriate EGyptian firm willing to undertake
the project, to devote sufficient attention to it and to enter into
a manaoement contract of the type desired. An additional problem
arises from the lack of direct involvement for the ~DLR, although
this is probably net a serious difficulty. A JX)tentially more
difficult problem is the need to incorporate capital improvements to
the irriqation system, which the firm would pr~sumably be unwilling
to undertake since it would not own the land.
2. Irriaation Technology

a. Constraint: A critical constraint to a more rational
development of New Lands is the ~pck of information on soil and
water resources available and economically feasible technologies to
utilize them. Trained technicians are not available to operate th~

equipment. This leads to p::>or investments, inefficient use of the
water-6L~ivery technology chosen, and disappoi~tinq results. There
is not enough information 'to enable potential investors to identify
profitable opportunties, or to prevent the MOLR from making bad
investments. .

b. Strat~T to Overcome Co~traint: The propos~l project
would establish a program to develop the information needed by
private investors and the government to make initial decisions on
New Land reclamation activities. The project would not incluCe t~e

design of specific projects nor would extension services to
individual farmers be provided. The research would concentrate on
the technology of water application, and would not produce yield or
cost data for specific crops. The omitted components are attractivt
from a theoretical perspective. There is, however, little reason to
believe tha~ the GOE can carry out extension or meani~jful agronomic
field trails on the New Lands, given their failure to execute ej~her

type of program on the Old Lands. Research results that under- or
overestimate yields attainable by farmers are worse than useless as
a C?uide to investor s, PJblic l~': pr i vate.
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The Mariut Center has received substantial assistance fron
the FAD and other donors and more is planned. As a result, it is
the best-equipped and most active center working in the New Lands,
and perhaps in Egyptian agriculture. The practical field
operations, as distinct from the classroom and theoretical research
cperations, ramain somewhat weak. The Center is thus hampered in
effectively carrying out its new role of training future settlers
and graduates. It is not equipped to provide technical informacion
co settlers, graduates, or larger farmers or to train the technical
personnel needed for New Lands farming operations.

c. Advantages: The principal advantage of the proposeo project is
the high rpturn expected from redirecting investments into more
profitable channels and assisting private sector investment in
~gypt. The total 20St of the program woulo be quite modest relative
to the huge investments planneo for the next ten years. By
improvi ng si te selection and tedmology choice, the project could

--' 'increase the rate of return to public and private investments by
several points (if only from a negative rate to 3-4% or from 3-4% to
6-8%) . The proposed act iv i ty ties in very we 11 wi th tne COE' s
announced plans, particularly the new strategy of limiting
government intervention to site select jon and infrastructure. The
principal institution involved is probably the strongest in the
field in Egypt.

The activity is highly visible and meets :he E]yptian desire
for a "high-technology" emphasis. At the same time it is not likely
to commit AID to large futJre investments.

d. Disadvantages: The main disadvantages is that the project
operates several steps removed from actual production. (Critics of
the New Lands may see this as an advantage 'J • The effecti veness of
the project depends on the level of New Lands investment, which is
outside the control of the project. If significant new investment
does not materialize, the information ge~erated will have a low
payoff. A further disadvantage is the exclusion of agronomic

'research from the project (except to the extent that it is an
essential part of irrigation technology testing). Thus the project
does not provide the COE or investors with all the information
necessary for complete project design. Providing such information
is probably not possible ghen the physical and institutional
constraints, however, ana should not be attempted.

3, Basic Desert Services Plus Credit

a. Constraint: Settler areas are unable to achieve full
productivity because government services are inadequate. The
settler villages are in greater need of such services than Old Lands
villagers because their own social organizations are relatively
weak. At the same time, their lack of a true political organization
places an insuperable barrier in the way of obtaining better
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service. The constrained access to credit limits the settler'3
abilities tomeet their needs for themselves.

b. Strategy to Overco~e Constraint: Extension of tne local
government and village bank system to the settler villages will Give
the settlers the means to bring pressure to bear cn the local
officials charged with meeting their needs ana the capital to carry
out local projects of their own. The irrigation syste~l, for
example, could funct ion much tietter than it ooes, de spi te its
tec~nical flaws, if the local ufficials tOOK an interest in bringing
service up to an adequate level. No amount of training ~ill arouse
their interest as effectively as 2 little political pr~ssure. Some
pro~lems, such as the repair of roaas within the village. coula be
solved entirely t~rDugh local initiative if funds were availaole.

c. Advantages: Given the experic'rce with BVS, tr:e Small Farmer
Pruduction Project, 6no the LOF, the proposec oreject wo~lo bf
comoaratively simple to irnplelnC'n,t. It waule riot require cum[,erSOITle,
t08-down cooroinat io,' c r me rnaiiY og[;nc i f'S provioin~ serv i :.'es to the
S Cl t t ' c: a ,ri ~ j at -. I· -~ r- :. ~ - , ~ ., r-- .., . ~. " .: - ~ t·; 1 . .. .~..
~~ ler_ rG gro u es. 1.1:.. !='LC'J ...... r. 1I0l.J.J.'J "aVe 111g:, .,;.:i .•. J. ... .ll.y 0,,0

cii-rt.ct imoact on the welfare cf the settlers. It w,JulG tIE:'

responsive L:J their pf~rceiv(:'d neeus anG, to U-ie extent t.hese ;:;re
:"E'u1 Ileeos~ it WGuld in::.rease tne viability of t.he entire set.~.ler

progr::.lr:1. Tr'H? project fJsters nIl? integr-ation of ~he ~~ew L31)(J~o are3S
into 'Cohe Old Lar,cs, \\'~,ic'l is tne goverrlflient I s long-term ~02.1.

d. Disadvantages. ThE BDS component has <3 somewrlat tenUOi..l$
connection to agricult~re and the New Lan~s. Although the 18ng-tEr~

ar-d indirect effect an agricul tural proDuction may De SUbstantial,
the short-term immediate effect on output will be very limited.
HOYeove:-, to the extent that chanjes needed to achieve rea]
productivity gains require substantial iflVestment such as replacing
pumpi ng stat ions, local action v.ill oe insufficient. This problem
~ould be overcome by implementing tile Infrastructure Renabilitation
option in a second p~ase.

The proposeD approach has potentially serious politi2al
. weakness. At the macro level, the MOLR nas an established
bureaucracy built around the community oevelopment approach, which
substitutes for local government in the New lands. Some of the
fune tions of thi s program, such as the acti vi ties fo:- WOOlen, wou 10
continue, but tne introcuction of tnc local government system would
nonetne less cr,alleng2 trli s burea~cracy. Credi t is prov ioee thr-ough
the cooperative system, which also has a vested interest in kp-eping
control of this activity. At the micrc level, many of the New Lands
vi II ages are etllnically Oli..;ch more di ver::,e U·,an trle Ole Lands
villages. Political activity could sl'JCirpen tt-Ie o.lvisions between
bedouin and fe 113 heen, MenQufi and Darnanhouri, witn pot enti all y
violent results.

A final cisad·vCintage 1S the-: Ie,,; l:::-vel of ir1fonnation
generated of use in pla:mi n~ or 2:<.Ecuting Ne", Lands orojects
elsewhere.
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c. Corx::epts Not Recorrrnended for Further Consideration

The following two concepts were initially presented to AID
along with the three options discussed in greater detail above. The
Mission determi.ned that further consideration of these options was
not desirable at this time.

1. Settlement "Strategies:

Brief "Descript.ion: The project would test alternative
strateoies for distributing ONL to graduates and settlers. The
project purpose would be to identify a less expensive approDch than
that now used. The GJE has recently set a target of distr ibuting
all arable company lands to the private sector, including 40% to
settlers and graduates. The current approach is prohibitively
costly, however. For example, a project in the final stages of
approval for IFAn funding will distribute the lands of the
Mechanized Farm to settlers in 5-feddan blocks. The project,
desianed by the World Bank, is based on an "integrated agricultural
developrrent" approach and provides everything from rebuilding of
major irrigation structures to housing, extension, credit and
bilharzia control. The total cost is $4,300 per feddan or $21,500
per settler family. Distributing all the land targeted for
settlement using this model would cost in the neighbourhood of a
billion dollars, al~ therefore may not be possible. The proposed
project would experiment with less eA~nsive settlement strategies
to identify which elements of tr.2 complete social and agricultural
system must be provided prior to..settlement, which can be delayed,
and which can be left entirely to private initiative.

Three approaches would be tried on sites in a single general
area: (1) complete infrastructure, including social services, (2)
rehabilitation of the ~rrigation and other infrastructure with
"site-ana-service" L0US:.nq but no social services, and (3)
rehabilitation of agricultural infrastructure only.

In all cases, the land wou~ be sold to private individuals
and credit would be provided. The price per feddan and total credit
provided would vary across the models to reflect the relative
contribution of government and farmer.

The first approach duplicates the IFAD project and could be
eliminated or streamlined to provide, in effect, a fourth option.
The third model would probably not be suitable for small-holder
settlers and land would be sold to graduates or larger farmers, in
blocks of up to 50 feddans (say). The apparent success of Bedouin
squatters along the Nasr canaJ and elsewhere may indicate that the
third option is feasible even for small-holders.
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a. Constraint: This option adresses constraints to 2ffective
utilization on the ONL in the areas of the water delivery and
drainage system and the lack of private management. The off-farm
water problem ~as a relatively straight-forward technical solution,
but the re-crea~ion of the complete village social support system
from the ground up is difficult, costly and an organizational
niahtmare. The government's capacity to carry out such soci<
engineering limits the spread of the most effective land-use model.

b. Strateoyto·~ercome·Constraint: The project would
explore ways of reducing the cost of settlement by identifyin? which
e1Jnents of the complete system must be provided by q0vernrnent, which
can be delayed until the settlement is several years old, am which
can be left entirely to the private sector. Servic~s now provided
bv the government may not be necessary to settler viability.

c. Advantages: This option has several advantages, not least
its direct tie to production. The focus on identifyino inexpensive
approaches reduces the cost of the project and thus raises the
beneficiary/dollar ratios, as well as making replicability more than
an empty promise. Since phasing of project inputs is part of
project strategy and input-inte~sive project elements (such as
development of extension) ar~ limited to part of the total area, the
implementation load is probably less than for an integrated
development project covering a 3imilar area •

...
a. Disadvantaoes: The main disadvantage is the virtual

certainty that some of the options tried will fail, at least in the
sense that another option outperforms them. The fact that this
difficulty is tauto~ogical may not prevent embarrassment.

The vielcs in the low-cost alternative would presumably take
som~what longer to reach target levels, but this would be balanced
by the lower invesDTent cost and delayed social expenditures. The
IRR of the IFAD project is calculqted at 13-20%, depending on the
treatment of current farm losses and social infrastructure costs.

Tv~ potential problems in implementation arise from pursuing
different strategies in paralleL. First, there will be a tendency
to move away from the simpler models in the interests of farmers,
"aood planning" or !X>litical excediency. Settlers rece iving only a
site-and-service farm may object if their neighbors receive
completed dwellings, conveniently forgetting that they are payir~g

less for the ir land, wnile someone in AIDiw is sure to Object to the
exclusion of vlhichever comp:ments are omitted in the low-cost
options.
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The second prQblem arises from the fixed cost of providing
the services in the hiqh cost option. If extension services are
provided on part of tt.2 area for example, there will be a tendency
to extend the service to the whole area, as a cost-cutting device.
Aqain, th~ ar~ument is spurious since doing so would run counter to
trR. projectl~ strategy, but logic may not be enough to carry the day.

e. Inputs:_ AID would provide construction and some technical
assistan::e, deperding on the models selected. The GJE would provide
the land nnd existing infrastructure as well as other services,
again depen::3ing on the models.

2. Infrastructure Rehabilitation:

Brief Description: The project would identify two or three
ONL areas and replace or r~pair the major elements of the drainaqe,
irriqation and other infrastructure systems as needed. The areas
selected should represent a ranqe of conditions, includino both
desert and lake-bed soils, covering a total area of perhaps 50,000
feddans. The project would work with the Ministries of Irriqation,
Electricity and others responsible for the infrastructure, although
the funds could be channeled through the Rehabilitation AGency of
the M)LR.

The project would clarify the responsibility of ~~e line
mini~tries for the structures repaired, and there would be minor
~~vels of training for maintenance personnel. By and large,
however, the project would not ba directed at operations and
maintenaoce (the ra tionale for this is discussed iJelow) .

Pumps and canals would be redesigned to the extent necessary
and feasible. Control over water flow could be decentralized in a
smaller pilot area to give rarmers direct control over the water.

Strategy:

a. Constraint: ThlS proje~ addresses the critical water
delivery and drainage issue. In some areas, replacement of
infrastructure is a prerequisite to further develGpment, whatever
the approach on-farm. In these areas, maintenarce of the currer.t
structures is effectively impossible due to their advanc~~

deterioration.

b. Str2+:egy to Overcome Constraint: There is broad agreement
that TTBny of the New Lands irriqation structures have deteriorated
beyond the point where repair is feasible. Explanations differ
markedly, however. In some c~se, bad design has in effect built in
failure. In other cases disuse has led to deterioration. Poor
maintenance and misuse have doubtless been contributinq fRctors.
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Di~cributino the land to the private sector, as the GOE is now
dcinq, and rrplacinq the stru~tures, will take care of the first two
problems. The central assumption of the stratpgy proposed is that
these EtepS will also solve the third problem, to an acceptable
degree, if the current division of responsibility between the
Ministries is clarified. The Hunting review of New Lands irrigation
operations cor.cludes that when the responsibility rests cle3rly with
the MOT the system functions adequately, on a par with Old Lands
operating standards. Pressure from the farmers is sufficient to
keep the water flowing, albeit imperfectly. It can be Q{gued that
the remaining weaknesses in the New Lands system are part of the
nation-wide problems of low salaries, insufficient maintenance
funds, and so on--in short, that large amounts of training and
technical assistance would provide only a marginal improvement.

Several activities are row focussed on the lands west of the
Delta and the flow of water to this region. The ~\Orld Bank ?ruit
and Veqetable Project is financing a main drain parellel to the
Nubaria Canal; the W. Nubaria Project will extend the Nasr Canal and
make repairs on the existing structures; the IFAD W. Beheira
(Mechanized Farm) Project will also finance work on the Nasr and

Nubaria Cana~s, The planned distribution of rOJghly 20,000 fedda~s

to large agribusiness firms will, at the same time, depend on
additional repairs to this systew, as will the intended distribution
to settlers and graduates. The project would provide the repairs
needed to complement those already planned and support the full
development of this region.

c. Advantages: ~h~ princloal advantage of the proposed
aDproach is its simplicity and reliance on construction activities
where U.S. expertise has a clear advantage. The project would have
high visibility and its impact \~uld be immediately felt in the
areas serwd by the canals. It would supp:>rt the GOE' s proposed
private sector strategy as 'well as other AID activities in
irrigation and other donor activities in the New Lands. The virtual
absence of a TA component should make the project comparatively easy
to manag e from AID I S per spective •

.".

d. Disadvantages: The project strategy relies on the
assumption that the private sector water users will be mor~

successful than t',,€ir PJblic sector predecessors in making the l"DT
and other line ministries respond to their needs and in using the
water. If this assumption is false, the rebuilt structures will
deteriorate rapidly and the project will fail and quite visibly.
The profitability of the prorosed activity is thus highly dependent
on the actions of firms and individu.lls outside the project and, in
consequence, risky. An on-farm water management COffiFOnent and/or a
training component could be added at a later date if necessarj', once
AID has more experience in the Old Lands.
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A further d:sadvantage of the approach is that it provides
little new informat.i.on on how to raise yields in the New Lands, the
levels of yields attainable, or the economics of New Lands, at least
directly. If the project assumption is correct and the provision of
reliable water will enable pri~mte farmers to achieve viability, the
farmers themselves will generate considerable information of this
nature. This information will not be systematic, however, and may
be difficult to interpret.

e. Inputs: This is a bricks-and-mortar project with,
perhaps, a minor training component. AlDIs main inputs would be A&E
services and construction. The GOE would provide the land and
structures currently in place, as well staff salaries and
maintenance costs.

3. Nonstarters

The following concepts were initially considered but do not
appear to represent viable options for AID aS3istance:

1. Farm Management Researcl1 and Extension: The general TA
model that underlies several of AID I s Old Lands projects does not
look promising at all for the New Lands. Effective extension
requires both something to extend and someone to extend it. Both
are lacking in the New Lands, even compared to the situation in the
Old Lands. The New Lands do not appear to be a logical proving
ground for solving the national extension problem. Research without
close contact wi th the farmer sis not viable. I have no conf ic1enee
that a farm management research station would be able to sustain
itself anywhere near the "breaking edge" of technology or produce
results of practical or theoretical use to the farmers. Moreover,
FN:J and the German aid program are supportino, res~tively, a
research farm and extension proqram at Mar iut/Nahda. AID should
wish them luck, and stand 'prepared to add financial supr:ort if
expansion seems appropriate.

2. Desert Soil and Water M3nagement~ The EW'UMP model, even
with the addition of infrastructu~ rehabilitation capital, looks
like a non-starter on the New Lands. The pieces essential to an
or-fa~ water manaoement program are not in place. Some of the
elements are scattered about here and there and the problem is
certainly large enough, but a super-human effort by the TA team
would be required to pull them together, even with the attraction of
a big capital budget. Based on past experience, the team \vould
probably be more flhum:in" than "super. fl This is a case where a need
exists that AID probably cannot fill.

3. Integrated Desert Develorment: Sinee the New Lards need
everything, there is a temptation to desian a project G~at has
everythifB. The coordination effort implIed by this approach is
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mind-boqqling. Moreover, once again IFAD and the World Bank have
thoughtfully volunteered to try this approach, on ONL and NNL,
respectively. AID should \vish them luck, too, but Clio
(conceptually) for treasure in another part of the desert.

"


