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UNITED ARAB REPUBLIC 

1. Introduction 

Any projection of economic prospects in the U .A.R. must assume 
a minimum of political stability. Apart from the threat of further 
violence the present political situation in the 1-Iiddle East affects 
the econoll\V of the U .A.R. in three main ways. The first is the 
closing of the Suez Canal. For the present the foreign exchange 
earnings from the canal are being replaced by aid received from 
Kuwait, Saudi Arabia and Libya but if this aid were to cease or be 
substantially reduced before the canal was reopened the economic 
pressure on the U .A.R. would be greatly increased. Secondly, some 
fonn of political modus vivendi in the Middle East might improve 
relations between the U .A.R. and the west and thus reopen channels 
of aid (other than supplier credits) from the major western donor 
countries. Thirdly, political events in the Middle East will influence 
Egyptian expenditure on defense which at present takes a relatively 
large proportion of available resources. The significance of these 
factors will become clear from the projections which follow. These 
are pure]¥ illustrative and are in no way intended to indicate 
what ma.v happen in the U .A.R. during the next five years. It may 
be useful to speculate in this way for countries which have provided 
us with sufficient information about their present economic situation 
and future intentions and commitments. This is not tho case with the 
U .A.R. It is for example too soon for many statisticaJ. series to 
refer to the period after the June war and though it is known that 
the ar.med forces have been replenished by the U.S.S.R., we are 
unaware of any obligation which the U.A.R. may have undertaken in 
return. 

2. Hajor Development Problems 

(a) Population Growth 
The development problem in the U.A.R. is dominated by the 

pressure of a population growing at about 2. 7% per year. The total 
population is estimated at 31 million almost all of 1vhich is concen
trated in the Valley and the Delta of the Nile where irrigated 
agriculture is possible. The population density in this restricted 
area is around 1,200 per square mile which is one of the highest in 
the world. The Government has recently introduced a program of 
population control but it is too early to say how effective it will 
be. The initial response in the tows appea;rs to have been good 
but that in the agricultural villages seems much less so. 

(b) Making the Best Use of Nile vlater 
In the long run population control in the U .A .R. is 
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particularly important because of the limits on agricultural 
land which are set by the availability of water from the Nile. 
Ever sine e the time of the Pharaohs the Egyptians have been 
concerned with the problem of making the best use of the water 
from the Nile. Beginning in the ear J;r nineteenth century a 
series of barrages have been constructed on the Nile to hold 
back some of the flood water for irrigation. The High Darn 
at Aswan is the culmination of this process in that it will 
prevent any loss of water to the Mediterranean. It is 
expected to permit a 25% increase in the cropped area. This 
would offset some eight or ten years of population growth 
at the present rate. Apart from the High Dam there is still 
some scope, although not a great deal, for increasing the 
amount of Nile water by constructing works on the Upper Nile 
in Sudan and Uganda. There is also some possibility of 
utilizing underground water but it is not yet clear how much 
can be done in this way. Apart from these resources, the future 
growth of agricultural production in Egypt will have to depend 
on making more efficient use of the present~ available water 
at least until the cost of desalinization has been sufficient~ 
reduced to make its use for agricultural purposes economic. 

(c) The Management of the Balance of Paif!!l:ents 
The U.A.R., has incurred balance of payments deficits 

more or less continuously since the end of World War II, which 
have been financed first by the use of reserves and then by 
foreign borrowing. The resources represented b.Y this deficit 
have been used to maintain a reasonab~ high rate of invest-
ment with the result that since around 1956 Egypt has managed 
to maintain a rate of growth of probabzy between 4% and 6% 
per year. However, the accumulation of external debt, much 
of it in the fonn of supplier credits, has now reached a 
point at which the U.A.R. finds it difficult to maintain its 
debt payments; arrears on supplier credits and other debt now 
amount to about u.s. $ 100 liliJ.lionf!l This problem of managing its 
short ter.m balance of payments position is Egypt's most 
acute difficulty and it was of course made worse by the con-
sequences of the conflict with Israel. The recent agreement 7z, 
between Egypt and the IMF may, however, give some indication ~, 
that the government is making a serious effort to cope v.rith 
this problem. 

(d) The Level of Internal Savings 
An increase in the level of internal savings has now be

come necessary if the Egyptian econonw is to maintain a satis
factor.v rate of growth and at the same time achieve a tolerable 
balance of payments situation. Since 1960 when Egy-pt began 
its first five-year plan the increase in the rate of investment 
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was made possible by the use of imported resources, that is 
by a deficit in the balance of payments, but with hardly any 
increase in internal savings. The reason why :internal savings 
did not increase is largezy to be found in the insistent 
pressure to increase expenditure on social services and defense. 
Expenditure on defense has recent~ accounted for over 30% of 
the current budget and is equivalent to some 9% of gross domes
tic product. Defense expenditure as large as this clearly has 
a decisive influence on the behavior of the econo~ as a whole. 
In theor.r more resources could be found for development by 
increasing the level of taxation but the tax burden is alreaqy 
fairly high by comparison with otle r similarly situated less 
developed countries. 

(e) The Process of Economic Decision Making 
In Egypt all the major utilities and industrial enter

prises are Government owned and the regime has a clear ideolo
gical inclination towards some fonn of socialism which is not 
very clearly defined. The organizational system 'lUlder which 
the nationalized industries are operated has been based on 
those of Eastern Europe and some of the problems which have 
appeared recently in the economies of Eastern Europe are 
also present in the U .A.R. Price controls have created dis
parities between domestic and foreign prices and within the 
domestic price system. This together with a virtual abs·.:m.ce 
of competition have led to problems of inefficiency and lack 
of incentives in many industrial enterprises. The solution 
of these problems requires that more autono~ be given to 
individual enterprises but it will be difficult to move in this 
direction until some improvement in the foreign exchange posi
tion has been achieved so that imports can be liberalized. 
The degree to which different industries have been affected by 
this situation varies greatly. The textile industry which 
was established many years ago, which exports a large propor
tion of its output and which does not require much in the 
way of imported materials seems to have been hardly affected 
at all either by the nationalizations or by the new controls. 
The principal industries affected are the newly established 
import substitution industries main:cy the steel, metal 
using and engineering industries which have been greatly 
expanded over the last five years. 

(f) Sector Allocation 
On the whole the problem of sector allocation has not been 

a serious one in Egypt. In the last few years there has been 
some tendency to neglect investment in transport with the 
result that some bottlenecks have arisen. Investment :in import 
substituting industries has proceeded too fast with the result 
that ~ of them are now operating well below capacity owing 
to the Shortage of foreign exchange. 

/ 
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3. Policies 
Although it is a political rather than an economic decision, 

the reopening of the Suez Canal must be given the first priority. 
The aid which Egypt is now receiving from Saudi Arabia, Libya, 
and Kuwait does compensate for the loss of earnings from the Canal 
so that at the moment the econoii'\Y' is not affected by the closure 
of the Canal. But until the Canal is reopened Egypt is not 
standing on its own feet but depends for its support on the charity 
of its friends. 

Another important decision which faces Egypt concerns the 
reopening of the aid channels from the West. This is both a politi
cal and an economic matter. Politica.lly it requires some improve:roont 
in relations with the major westem donor countries particularly 
the United States, Germany and the United Kingdom and econorlli.cally 
it requires improved management of the short term balance of pczy-ments 
problem including a rescheduling of the heavy burden of peyments 
for supplier credits. But it seems very clear that only if this is 
done will Egypt be able to obtain any significant quantity of aid 
on reasonable terms. 

In the longer run Egypt 1 s most important problem of overall 
economic policy is to increase the level of internal savings suffi
ciently to permit the execution of an adequate development program 
without too much reliance on imported capital. In absolute terms 
the increase required is not particularly large -- the savings 
rate needs to be increased from around 13% or 14% of gross domestic 
products to pemaps 17%. In practice, hov1ever, the decisive role 
will probably be played by the level of defense expenditure. If 
defense expenditure could be regarded as a polia.y variable rather 
than a given datum the problem of increasmg the availability of 
domestic resources would be ver.y much easier. 

Since Egypt 1 s external debt is alreaqy high it is important 
that the volume of foreign exchange earnings should increase in 
order to provide a base for some further erternal borrowing. Here 
once again a great deal will depend upon controlling the level of 
internal consumption. Egypt is an export oriented econorqy producing 
cotton, rice and other exportable agricultural products as well as 
petroleum. It also receives substantial sums in foreign exchange 
from the Suez Canal. and tourist trade. There is no economic reason 
wey the proceeds on these various sources should not increase in 
the long run in a satisfactor.r manner, for example by 6-8% per year. 

If in the longer run the shortage of foreign exchange can be 
eased this would penni t a liberalization of imports and some rela.xa-

./ 

/ 

J 



- 5 -

tion of the price and physical controls over the internal econo:rqy. 
It would then become possible to correct the disparities in the price 
system and to take measures to increase the autononv and efficiency 
of economic enterprises. 

Whether or not the above changes in policy can be implenented 
will be great,:cy influenced by the course of political developments in 
the Middle East • 

4. Five Year Projections 
At the moment the U.A.R. has no five year plan. A plan which 

was to have covered the period from 1965 to 1970 had to be abandoned 
almost before it started. The I!.fi.nistry of Planning is nov-r preparing 
a new plan for the period 1968-69 to 1974-75. When this plan appears 
it may give some indication of the methods which the Government is 
proposing to adopt to tackle the problems outlined above. 

In the absence of any firm plan prepared by the Egyptians the 
projections which follow are mere]¥ illustrativ·e. There are two 
projections. The first is a so called 11high gap" projection which 
illustrates what might happen if a sizeable development program 
were to be carried out assuming that present basic policies re
mained unchanged. The second or "low gap" projection shows how 
the sane amount of investment expenditure could be financed if 
policies were adjusted. The assumptions lying behind the projec
tions are as follows: 

(1) It is assumed that after 1969-70 investment 
will grow at 7% per year. This gives a total 
investment over the five year period of about 
.tE 2 billion which is of the sane order of 
:rragni tude as the Egyptian plan for the period 
1965-70 which had to be abandoned. Using a 
capital output ratio of 2.5 this gives a rate 
of growth of GDP of 5.6% over the period. 
It 1-.rill be surprising if the new Egyptian plan 
is as modest as this. This, therefore, can be 
regarded as the smallest development plan which 
any Egyptian Government could put forward 
without being accused of aim:ing too low. 

( 2) The high gap projection assumes that the rate 
of internal savings remains approximate~ as 
it is at present, 1-.ri th a marginal savings rate 
of 20%. This gives a net capital requirement 
for the five years of u. s. $1,480 million 
and a gross capital requirement of U. S. $ 
2,860 million. 

., 
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(3) The low gap projection assumes that the marginal 
savings rate is 25% instead of 20% and that 
there is a simultaneous reduction in defense 
expenditure amounting to EE 50 million per year 
below its 1966-67 level. On these assumptions 
the net capital requirements would amount to 
U. S. $ 734 million and the gross capital 
requirements to U. s. $ 2,040 million. 

(4) It is assumed that exports grow at 5.5% per 
year in the high gap assumption and 8. 2% per 
year in the low gap assumption. These are 
higher than the rate in the past and is in 
effect. an assumption that appropriate policies 
wilJ. be followed to encourage exports, in 
particular that domestic demand will be 
sufficient~ restrained to permit the emergence 
of an exportable surplus. 

(5) It is assumed that the net capital requirements 
will be financed equa.l.J¥ by Eastern European 
and Western countries. The projection of 
financing for the high gap assumes that 
vlestem aid will take the form of 80% supplier 
credits and 20% soft aid. This again is a 
rough attempt to project present borrowing 
patterns. On the other hand if Egyptian 
policies were such that the channels of soft 
aid from the West could be reopened, aid from 
the West could be on much better terms. Hence 
the f:inancing of the low gap assumes that only 
50% of aid from the West will take the form of 
suppliers credit and the remainder will be 
soft aid. 

The results of the two projections with given sets of assump
tions are therefore the end points of a considerable range. The 
first projection shows what might happen if' without arw cr.aange in 
present policies, Egypt attempted to finance a developnent program 
of a size which it is likely to require in the sarae manner as the 
balance of pa.yments deficit has been financed in the past. The 
consequences would be that b,y 1972/73 the debt service ratio would 
increase from just below 20% to around 30%. Under the same assump
tion they will. reach nru.ch higher levels in the following years. If 
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exports do not increase at the projected rates the debt service ratio would 
probably be considerably higher. In fact, of course, if policies are not 
changed, it is hardly possible that Egypt could carry out investment on this 
scale since aid would simply not be available. There would therefore be 
quite a marked slowdown in economic growth. On the other hand, as the 
second projection shows, given the necessary changes in internal policy a 
program of this size would be carried through with quite a manageable gap 
in the balance of payments, which if financed on reasonable terms need not 
result in any increase in the debt service ratio. Neither of these pro
jections however makes any provision for service on military credits, which 
might make a significant difference to the size of the capital inflow 
required and the burden of debt service. 

5. Bank/IDA Operating Strategy 

(a) General 

(1) U.AR Policies 
Some steps taken recently by the Government particularly in the 

field of internal finance have stabilized the economic situation but this 
bas been done largely at the expense of development expenditures. On the 
whole the UAR's economic performance cannot be considered satisfactory. A 
key issue is the effect of defense expenditures on the country's develop
ment effort. Foreign exchange policies, poor public savings performance, 
and harmful controls over domestic economy are other areas of deficiency. 
It is not practicable to expect all these to be changed markedly for the 
better quickly. The proposed strategy therefore has two phases: first to 
demonstrate the Bank Group's willingness to help the UAR and open a dialogue, 
and second to help bring about the major changes in the policy which would 
parmi t lending on the scale needed to sustain reasonable growth. Th~ first 
phase (which would include some minor lending) would call only for a con
tinuation of the restraints in internal financial policies and of the steps 
taken towards clearing the arrears and compensation for nationalized prop
erties. The larger scale lending envisaged for the second phase would 
became possible only if an improvement in foreign exchange policy took 
place and steps were taken for the rescheduling of the external debt and 
for a definite improvement in the policies regarding the areas of deficiency 
mentioned above. 

(2) Priorities 
The sectors to which the Bank Group can at this time give 

priority both for lending and technical assistance (preparation of projects 
and surveys) are agriculture and transportation. A very important sector 
is industry. It is difficult, however, to do something in industry before 
measures are taken to give more autonomy to the industrial enterprisea. 

I 
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(3) Aid Coordination 
There is at present no mechanism, such as a consultative group, 

for coordinating aid for the UAR. Some form of coordination will be highly 
desirable should substantial efforts in debt rescheduling and/or aid be made 
eventually. There would have to be an improvement in the present inter
national political atmosphere and diplomatic relations between the UAR and 
the USA and Germany would probably have to be restored before a useful and 
workable coordinating mechanism could be established. 

(4) Lending Terms 
Except for possible "enclave" projects connected with the Suez 

canal, the UAR is not creditworthy at present for Bank financing. Consider
ing the basic resources, the long-run economic potential and the capital 
requirements of the country, there would be scope for a substantial lending 
program which may be beyond the possibilities of IDA. The UAR may, however, 
become creditworthy for Bank lending in a foreseeable future, provided 
definite action towards improving economic policies is taken and the service 
on external debt is rescheduled. 

(b) The Proposed Five Year Lending Program 

The five year lending program amounts to $217 million, of which 
$117 million from IDA and $100 million from the Bank. The latter would be 
for the expansion of carrying capacity across the Suez isthmus whether by 
increasing the capacity of the Canal or building a pipeline system or both. 

1968/69 1969/70 1970/71 1971/72 1972/73 Total 

Sectors 
Transportation 20 50 75 145 
Agriculture 10 15 15 20 60 
Education 12 12 

Total 30 15 77 20 75 217 

At present the U .A.R. has no development plan. The two illustrative 
projections show a need for gross capital inflow of $ 2.9 billion for the first 
and $ 2 .o billion for the second alternative. Table lli - 3 of the Five Year 
Program report assume!' that $ 29.0 million would be disbursed by Bank/IDA 
~~ng the c~ming five _years (i.e. 1% and 1.4% of gross capital inflow, respec
t~vely). This amount ~s based on the average rates of disbursement for past 
Bank/IDA projects in general. However, in the case of the UAR, some projects 
in the transportation sector (Railways and Suez) are likely to be quick dis
bursing and Bank/IDA disburse.-rnent of about $ 100 million for the next five 
~ears could be ~ected. This would correspond to .3.4% of total gross capital 
inflow for the f~rst and 5% for the second alternative projection. 

The main constraint other than "economic" on the Bank/IDA 
program would basically be the limited availability of IDA funds. There 
are numerous projects which would be suitable for Bank Group financing, 
but our knowledge about the degree of project readiness is limited. Some 
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projects are in an advanced stage of readiness but since the UAR had not 
had any experience in Bank Group financing other than the exceptional 
Suez Canal loan, it may take considerable time to reach the necessary 
degree of readiness for other projects. Our own capability to help 
prepare and process projects will very much depend on the number of 
projects undertaken. Several essential studies and surveys leading to 
project preparation would require substantial manpower on the part of 
the Bank. 

(c) Alternative Lending 

Lending in the UAR could be increased in the agricultural 
sector if projects could be prepared more rapidly than projected in our 
lending program. Poor policy performance would probably affect the whole 
program but agriculture and the Suez Ganal should be gi~en priority, if 
possible. 

The UAR government emphasized development of the fertilizer industry. 
If industrial policies improved, the fertilizer industry in particular and 
industry in general would deserve special attention. With a grave popula
tion problem, the UAR should be a candidate for financial assistance in 
population control should the Bank devise a practical means of attacking 
this problem with money. 

(d) Other Activities and Issues 

Studies on inland transport, use of Nile waters and transport 
across the Suez isthmus are closely related to the lending program. The 
UAR might be a candidate for being a "laboratory" for population studies. 
The future of the Bank's relationship with the UAR is too unclear at this 
juncture to know 'With any certainty what "other activities" might usefully 
be projected over the next few years. However, a study of industry might 
be undertaken within the framework of the Middle East Task Force. 

Middle East and North Africa Department 
June 17, 1968 



ANNEX: 

U.A.R.: Assumptions Used in Illustrative Projections 

1) Investment: Treated as an independent variable. It is assumed 
that investments will show substantial increases in the first 
two years arriving at the pre war level of fixed investment; 
after that they grow at 7% per annum. 

2) Capital Output Ratio: 2.5 starting in 1967/68 with one year lag. 
This relative~ low capital output ratio 
is considered to be feasible in view of 
(1) past performance; (2) existence of 
excess capacity in industry; (3) possi
bilities of quick yielding investments 
complimenta:cy to the High Dam. 

3) Marginal Rate of Saving: 

AJ.temative I : 20% starting in 1968/69 (this is the 
continuation of the past performance) 

Alternative II: 2.5% starting in 1968/69. It is also 
assumed that the military expenditure 

4) Exjx>rts: 

will decline to the immediate prewar level 
and the difference will be shifted to 
savings. 

a) Commodi orts: Same in both alternatives. 1967/68-
19 9 70 were projected separately; resulting average rate 
of growth applied to the period 1970/71 to 1972/73. 

(i) Commodity exports other than cotton, rice and fuels 
are projected on the basis of increases during the 
period 1964/6.5 to 1966/67. 

(ii) Cotton: Availability of exportable surplus estimated 
in relation to expected increase in land under cotton 
cultivation. Expected price levels in the Cor~:raodities 
Division's price forecasts used to reach thevalue of 
exports. 

(iii) Rice - same as cotton. 



- 2 -

(iv) Fuels: Projections provided by the General Organiza
tion for Petroleum - these projections are based on 
proven reserves actual exports ~ tum out to be 
higher. 

(b) Invisible Earnings: 

Alternative I 
~i) Suez Canal: earnings same as 1966/67 level either 

because it remains closed and Arab assistance continues 
or due to new super tankers traffic does not increase. 

(ii) Travel and others: It is assumed that it will reach 
the prewar level in 1969/70 and continue to increase 
afterwards by the rate of increase of prewar years. 

(iii) Other invisibles - assumed to increase at the rate of 
prewar years. 

Alternative II 

(i) Suez Canal: Revenues increasing at the prewar rates. 

(ii) Travel and others: Increases at prewar rates until 
1969/70 and increases 12% per annum thereafter. 

(iii) Other invisibles: Same as alternative I. 

5) Net Capital Requirements and Imports: Treated as residuals. 

6) Gross Capital Requirements: It is asS'WTled that the U .A.R. 
will borrow half of its net capital requirenents from western 
sources and the other half from eastern European countries. It 
is also assumed that borrowings for service payments on existing 
debt and new capital. inflows will be made from the countries to 
which the service payments are due. Pipeline of the capital 
inflow· assumd to be constant and gross requirements are esti
mated as gross disbursement requirements. A rescheduling opera
tion is assumed for the arrears. According to this, arrears will 
be paid in five years starting 1968/69 with an interest rate 
of 6%. 

Alternative I. 

(a) Borrowin from Western Sources: 80% in the fonn of 
suppliers 1 credits interest 2 years grace and 8 y-ears 
tam to maturity) and 20% in the form of sof~ aid (].% in
tare st 10 years grace and 40 years term to maturity) • 
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Alternative II. 

(a) Borrow:ing from Westem sources: 50% suppliers credits and 
50% soft aid. 

(b) Borrowing from East em European countries: Same as alterna
tive I. 

7) Central Goverrunent Accounts: 

(a) Current revenues: Increases at the growth rate of' GDP 
after 1967/68 (5.6%). 

(b) Current expenditures: 

Altemati ve I: Same as current revenues. 

Alternative II: Non defense expenditure increases by 
4% after -15167/68. Defense expenditure in 1968/69 is re
duced to the prewar level (1966/67) and remains unchanged 
through the period. 

8 ) Pl1.blic Sector Savings: 

(a) Central Government: Same as above. 

(b) local Authorities: Remain unchanged after 1967/68. 

(c) Social Securities: Increases by GDP. 

(d) Business Sector Savings: 

Alternative I: 
Savings other than Suez Canal savings increase at 
the rate of increase in GDP. 

Alternative II: 
Eve:cything :increases at the rate of increase in GDP. 

Middle East and North Africa Department 
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UNITED ARAB REPUBLIC 

I. Introduction 

CONFIDENTIAL 

EC/0/68 - 48/1 

May 21, 1968 

1. The last time .the Committee considered the United Arab Republic 
was in July ~966. The Co~ttee had before it an economic report 
prepared by a mission which had visited the UAR in February 1966. 
This mission had been sent in the expectation that one of the major 
issues which had stood in the way of Bank lending in the UAR, namely, 
the question of compensation for nationalized enterprises, would soon 
be largely settled. It was also expected tha "S the UAR \liiould soon 
undertake a stabilization program and a reform of its exchange system 
~n connection with a proposed standby agreement with the IMF. The 

. Committee took the position that be: cause of the seriousness o.f the 
country's short-term balance of payments problem, such measures would 
be necessary before the UAR could be considered eligible for any 
lending by the Bank or IDA. The Committee also felt (Sea EC/M/66~3h 
of July 13, 1966) that if a successful development program were to -
be carried out there would have to be some retrenchment in non
development expenditure, a shift of resources to production for export, 
some decentralization of economic decision making together with greater 

.reliance on price and market incentives and an external borrowing 
policy which would keep the burdon of debt within tolerable lind ts. 
The Committee recommended that a mission should visit the UAR to con
vey the position of the Bank and to discuss with the Government the 
Bank's latest economic report and to identify possible projects for 
financing. 

2. A mission went to Egypt in September 1966, timed to arrive immedi
ately after a Fund mission which was to work out the details of the · 
stabilization program. In the event, however, the government and the 
Fund failed to reach an agreement. At the same time there was a rather 
far-reaching_ change in the government in which the Prime Minister, 
Zakaria Moheiddin, and Dr. Kaissouni, who had been the principal minis
ter dealing with the Fund, lost their positions. As a result, 
negotiations with the Furid were temporarily discontinued. Another 
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Fund mission visited the UAR in Oc tobe.r 1966. Although there 
was an agreement in principle, the vie'v.rs differed on the extent 
of necessary adjustments and an agreement could not be reached. 
In December 1966, the UAR stopped making payments to the Fund, 
claiming among other things that it was unable to repay because 
the U.S. had not renewed PL 480 assistance which amounted to more 
than u.s. $ 150 million annually. In the absence of this assistance, 
the UAR had to apply its foreign exchange resources to buy wheat in 
the open rna rke't. 

3. After further discussions between the Fund and the UAR, in early 
summer 1967, an agreement was reached .on the terms of a stabilization 
program including an adjustment of the exchange system. However, 
before the agreement could be formally approved the Arab-Israeli war 
broke out. The discussions were resumed again in late 1967. A Fund 
mission returned from Cairo towards the end of November with a propo
sal providing for a Fund drawing, plus compensatory finance, to 
enable the UAR to roll over completely its immediate liability to the 
Fund. In previous talks, measures directly and :indirectly intended 
to adjust the exchange rate had been the key elements in the discus~ 
sions. In the November discussions the· UAR representatives argued 
that, for the time being, such adjust~ents would not be advantageous 
since foreign exchange earnings were determined by other factors. They 
expressed their willingness to make adjustments when normal circum
stances returned.· The Fund accepted this po:rl. tion. With the help 
of some bank credits from U.K., Germany and Italy, the UAR repaid 
the outstanding arrears. Following this repayment the IMF approved 
in March 1968 two drawings by the ~UAR amounting to US $ 63 million. 
They consisted of (a) a US $ 40 million drawing in support of efforts 
by the national authorities to strengthen the UAR's domestic economic 
situation as well as its payments position, and (b) a US$ 23 million 
drawing to assist the country in meeting payments difficulties caused 
by a temporary ·shortfall in export earnings during the year ended 
November 30, 1967. In conr;ection l<Ji th these operations the UAR 
Government undertook to take action on th~ rate of exchange as soon 
as conditions permitted. 

II. Issues 

4. The issues before the Committee are: 

(i) the creditworthiness of the UAR; 
(ii) the eligibility of the UAR for IDA credits. 
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III. Discussion of the Issues 

5. Any discussion of economic issues concerning the UAR at the 
present time takes place against the btlckground of the recent 1.-mr 
with Israel and the great political uncertainties which hang over 
the i mmediate future. Egypt ' s most important source of hard currency, 
the Suez canal, is closed and the Elconomy is l argely being maintained 
by emergency aid from Saudi Arabia, Libya and Kuwait. In these cir
cumstances Egypt cannot be regarded as creditworthy for Bank lending. 
Moreover, the debt service ratio, even without any allowance for 
military credits, the amount of which is not known, amounts to 1~ 
of total foreign exchange earnings and the burden of debt service is 
likely to rise. The only exception might be an enclave project such ,~ 
as the enlargement of the Suez Canal or the construction of a pipeline 
across the isthmu~, for which specific securi ty could be obtained. 

6.. As regards eligibility for IDA, the UAR is eligibl e on grounds 
of ppverty with an income per head of about $ 160 and on grounds of 
lack of creditworthiness for th1'3 reasons given above . There remains 
the question of economic performance. The principa l a spects of per
formance are those of economic growth, balance of payments management 
including the question of arrears, fiscal per f ormance including the 
question Gf defense expenditures and the compensation problem. 

7 • Measured by the increase in GDP the memorandUm on the current 
economic situation indicates that the performance of the UAR over the 
last decade has been satisfactory. In many respects the management 
of ec onomic affairs in the UAR is fairly sophi sticated as compared with 

. many other countries at a similar stage of development. The whole 
irr~gation system, for example, is reasonably efficient, and so are 
some of the older industries such as textiles. On the other hand, 
there are a number of problems arising from the introduction of a 
fo~ of centralized control after the nationalizations of 1961 which 
are reflected in the difficult situation faced by many of the newer 
industrial plants established in the last decade. The UAR is no 
longer wedded to the present rigid system of central control and it 
is recognized that changes need to be made. Thinking has not, however, 
reached the stage of defining a new system of organization to leave 
more i nitiative with individual undertakings. Liberalization of 
essential imports would be an important factor in this connection, but 
the weak external payments position in any case probably precludes 
signi ficant progress in this direction at the present time. 
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8. The measures to maintain revenue , that have .been introduced since 
the June war shQW that a determined effort is being made to :unprove 
the services budget; the investment budget indicates that expenditure 
is being kept down to hold in check resort to defieit financing. 

9. The balance of payments' deficits whi ch the UAR has been incur
ring for many years are the reflectidn of the economy's most pressing 
problem, namely to carry out an adequate' investment effort without 
undue reliance on foreign resources. This has created the short-run 
difficulty which has appeared in the form of substantial arrears in 
debt payments, mostly for suppliers• credits. These amounted to 
$ 95 million at the end of December +967. The arrears on all commer
cial bank credits have been reschedu~~ed and are being paid on. time. 

· For the suppliers' credits, rescheduling agreements have been reached 
with Germany and Italy, which account fo±- ~ 29 million and discussions 
are taking place with Japan, Canada, Derunark and the Netherlands regard
ing another $ 9.4 million. A "temporary arrangement" has been agreed 
with the U.K. for $ 6.1 million. This lbaves some $ SO million, of 
which $ 38 ~illion was payable to the United States on account of loans 
from AID, Eximbank, and CCC. Egypt ceased to make payments on these 
debts after diplomatic relations wit~ th~ United States were broken / 
last June. The government has made a statement reflecting a desire 
to discuss some arrangements for dealing with these payments, but as 
of the present moment, no new developments have taken place. 

10. It is clear that much the most important factor which will in
fluence both the budget and the balahce of payments in the future, 
will be the course of defense expenditure. In the short run, defense 
spending determines the budget deficit and in the long run a reduction 
in defense expenditure is the most ob~us way in which additional in
ternal resources could be found to support a new development plan. 

·/ 

11. Some progreas has been made with t he problem of compensation for 
sequestrated and nationalized properties. The main outstanding matters 
are the nationalized UK properties, the Belgium tramways and the Dutch 
brewery; the amounts involved are not very large. 

IV. Conclusion 

12. For several years the government of the UAR has been facing a 
situation in which it was becoming increasingly difficult to find 
sufficient foreign aid to meet the gap in its resources produced by 
high investment and current government expenditure and a level ·~f 
savings which, while not low, was nevertheless not high enough. At 
first, in 1962 and 1964, the government's efforts to adjust to its 
problem came to very little, but as the position grew worse it became 
increasingly evident that stronger measures were necessary. In 

, 
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practice, economic policy was determined by the degree to which 
those members of the government, who attached importance to sound 
economic management, were able to prevail against political and 
military considerations.· However, after some false starts, the govern
ment had by May 1967 reached an agreement in principle with the Fund 
which did include a de facto devaluation. This reflected the govern
ment's acceptance of the point that the improvement in the balance of 
payments should be given a higher priority than it had been accorded 
in the past. There is little doubt that the lessons of the experience 
of the last few years lave been learned by many in the government so 
that, in this respect, the prospects for the future have improved. 
The war of last June did not really bring any fundamental change to 
this picture except that it left Egypt dependent on its Arab neighbors 
instead· of on the Suez Canal. It also provided the government with 
the political circumstances necessary for it to make the further 
retrenchments which were required. 

13. A decision regarding IDA eligibility must be taken with this 
history of evolving policy in mind. . Although much remains t:o be done 
regarding settlement of arrears, rescheduling of debt, compBnsation 
and, not least, exchange rate policy, much has been done in all of 
these respects. A justification for IDA lending would therefore have 
to rest on a record of improvement and would have to include an ex
pectation that the record would be continued. Whether it will or not 
depends very largely, of course, on ·poll tical events in the Middle East. 
Finally, it is relevant to note that, unless some lending operations 
are undertaken in Egypt, the Bank can have little further influence 
on economic policies. 

14. In the light of these considerations it is my opinion that, at / 
the present time and subject . to the ' continua ti,on of the imp::-ovement 
in economic policy experienced over the last eighteen months, the 
UAR should not be regarded as ineligible for IDA lending. 

Michael L. Lejeune 
Director 
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(a) harmful controls over the domestic economy (mainly industry 
and agriculture); 

(b) inefficiencies in publicly-owned enterprises; 

(c) price/wage structures (price controls with increases in wages); 

(d) poor public savings performance; and 

(e) exchange rate policies. 

The Chairman commented that the exchange rate was important to the Bank as 
well as to the IMF, because of its significance for the country's basic 
resource allocation. 

(The Government has indicated to the Fund its intention of making adjustments 
in the exchange rate as soon as conditions permit.) 

Economic Justification for Bank Group Assistance 

4. Notwithstanding its assessment of economic performance, the Committee 
agreed that exceptional circumstances existed and that at this time a small 
amount of Bank Group assistance on soft terms would be justified, if it 
helped to establish a dialogue with the Government on the means for improving 
economic performance. 

5. Furthermore, the Committee considered that with the country's basic 
resources, long-run economic potential, and capital requirements, there 
could be the opportunity for a substantial lending program (including Bank 
loans), if there were adequate improvements in economic performance. 

6. Some improvements had occurred in the past year. Austerity measures 
were introduced to help meet the financial problems created by the June 1967 
war, and there was more effective utilization of domestic resources. Also, 
the agreement reached with the Ir~ in March 1968 was being implemented. 

7. The Chairman said that the economic performance and policy issues 
applied to both Bank and IDA operations. At this time the Committee would 
confine itself to the proposed lending on soft terms. The Committee would 
consider the question of creditworthiness for Bank loans if and when the 
occasion arose. 

8. Economic Policy Conditions: In response to the proposal that some 
policy conditions, even minor items, be required for the proposed assistance, 
Mr. Lejeune commented that once the Bank Group undertook to start operations 
in a particular sector there would be many items whereby the Bank Group 
could test the authorities' good faith. 

I 

I 
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9. Initially, with the proposed level of assistance, the Bank Group 
could not expect to exercise any significant effect in realizing improve
ments in economic performance. Hopefully, this could occur over a period 
of time as mutual confidence became established. Moreover, the Chairman 
suggested, and Mr. Lejeune agreed, that it would be very helpful for 
strengthening the Bank's leverage even at this time to indicate to the 
U.A.R. authorities that given proper economic policies the World Bank Group 
regarded the U.A.R. as a recipient of much larger funds than now being 
discussed. 

10. Meanwhile, the Bank's assessment of the main existing deficiencies, 
as mentioned above, would be conveyed to the appropriate authorities. 

11. Bank Loans: Risks would be involved in both IDA and Bank operations. 
In the possible event of Bank loans being considered, it would have to be 
kept in mind that, with the U.A.R.'s debt problems, some debt rescheduling 
exercise would be inevitable. 

C. F. Owen 
Secretary 

Attachment: Economic Policy Memorandum on the U.A.R. from the Middle East 
and North Africa Department (EC/0/68-48/1, dated May 21, 1968). 

Secretary's Department 
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Background 

1. The Bank has made only one loan for a project in the United Arab 
Republic. This was a loan of $.56 • .5 million, made in December 19.59, for 
the deepening of the Suez Canal. On April 30, 1968, $33 • .5 million of this 
loan was bald by the Bank. An economic mission visited the UAR in 1962 
but further lending has been prevented both by a deteriorating economic 
situation and because, in 1961, the UAR Government nationalized almost all 
the industrial, commercial and financial enterprises of any size in the 
country both Egyptian and foreign, and negotiations concerning the payment 
of compensation for these properties have been proceeding ever since. 

2. Another economic mission visited Egypt in February 1966. By that 
time the Government had made substantial progress with its compensation 
negotiations, particularly with regard to the important case of the Shell 
Oil Company. It had also indicated its desire to reach a new agreement 
with the IMF and discussions for this purpose were expected to take place 
in the Spring. After considering the mission's report the Bank took the 
position that it could lend only after an agreement with the Fund was 
reached. However, during the course of 1966 Egypt's position became more 
difficult. The withdrawal of Egyptian troops from Yemen did not take 
place as expected and after June 1966, the United States ceased to provide 
wheat under P.L. 480 arrangements. Finally, in September 1966 the Govern
ment and the IMF failed to agree on the conditions for a drawing and 
Dr. Kaissouni, the minister chiefly responsible for the negotiations on 
the Egyptian side, lost his post in a cabinet re-shuffle. After an 
interval, however, negotiations between the IMF and the Government were 
resumed and an agreement in principle was reached just before the June war. 
In view of these developments, the Bank was planning to send a mission to 
the UAR in the summer of 1967 to update the 1966 economic report and to 
prepare projects for later financing. This mission did not materialize 
because of the war. 

3. Later last year negotiations with the IMF were again resumed and I 
visited the UAR in December 1967 as a part of a series of visits in the 
area covered by the Middle East and North Africa Department. During this 
visit I tried to find out how we could take up where we had had to leave 
off in June 1967. We agreed with the Minister of Economy that the first 
step would be an economic and project identification mission, possibly 
in February or March. 
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4. An agreement between the TI1F and the UAR was finally approved by 
the Executive Directors of the IMF in March 1968. Whereas, however, the 
agreement in principle reached early in 1967 envisaged a de facto adjust
ment of the Egyptian exchange rate, the present agreement contains a 
statement of intention by the Government that it will consider an adjust
ment of the exchange system when circumstances are more propitious. The 
Egyptians argued that an exchange adjustment would not be effective in 
present circumstances and the Fund accepted this. 

Present Status of Major Issues 

5. Economic Situation: A mission from the Bank visited Egypt in March 1968 
in order to obtain up-to-date information on the economic situation and to 
identify possible projects. A memorandum describing its findings has been 
presented to the Economic Committee (see paragraph 11). The mission con
cluded that the UAR government had taken some determined steps since the 
June war in the field of internal finance and had made some efforts towards 
clearing the problem of arrears on external debt, and that the economy had 
potential for satisfactory future growth provided political stability was 
established and the government continued taking effective policy measures. 

6. Compensation for Nationalized Properties: Since the nationalizations 
of 1951, the UAR has concluded a number of compensation agreements with 
foreign governments. These agreements concern the procedure whereby the 
amounts paid in compensation are made available for use in the receiving 
country. They are not concerned with the valuation of any of the prop
erties nor with questions concerning the legitimacy of specific claims. 
In its contacts with the foreign diplomatic missions in Cairo, the economic 
mission was given the understanding that the implementation of these agree
ments is proceeding without major difficulties. 

1. Agreements of this type have been concluded with Switzerland, Italy, 
France, Lebanon, Denmark and Greece. The most important countries re
maining are the United Kingdom, Belgium and the Netherlands. Negotiations 
with the U.K. have been delayed by a series of prior difficulties and 
negotiations about sequestered property. These difficulties now appear to 
have been overcome and payments for sequestered property began to be made 
in March. The way is therefore open for discussions with the U.K. about 
the nationalized properties to begin. 

8. In the Belgian and the Dutch cases there is a problem concerning the 
valuation of certain specific assets. In the case of the Belgian-owned 
Cairo Tramway Company, a Government commission stated that its value was 
nil. Apparently the Egyptian Government had at one time levied same fines 
against the company which had not been paid. The company did possess, 
however, some assets in Brussels when it was nationalized and it may be 
that some agreement might be reached whereby the Egyptian Government gives 
up its claim to these assets. 
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9. The Dutch case concerns a brewery in which Heinekens had a participa
tion. This property was sequestered before it was nationalized. Normally 
when any property was sequestered all trading in its shares was stopped. 
However, awing to same administrative oversight, trading in the shares of 
this brewery was allowed to continue and the shares fell from around 
~ 10 to around ~ 2. The latter therefore became the value for compensa
tion purposes in accordance with the nationalization law. The Egyptians 
claim that they cannot ignore the law without inviting claims based on 
"most favored nationn treatment from many other claimants. The Dutch 
claim that their case is exceptional and should be treated as such. The 
amount involved for the Heinekens claim is about $1 million equivalent. 

10. Arrears on External Debt Repayments: The UAR has arrears in debt 
payments mostly for supplier credits. These arrears amounted to $9.5 mil
lion at the end of December 1967. Arrears on all commercial bank credits 
have been rescheduled and are being paid on time. For the suppliers' 
credits rescheduling agreements have been reached with Germany and Italy, 
which account for $29 million, and discussions are taking place with Japan, 
Canada, Denmark and the Netherlands regarding another $9.4 million. A 
"temporary arrangement" has been agreed with the U.K. for $6.1 million. 
This leaves some $SO million of which $38 million was payable to the United 
States on account of loans from AID, Eximbank, and CCC {Commodity Credit 
Corporation). Egypt ceased to make payments on these debts after diplomatic 
relations with the United States were broken last June. The Government has 
made a statement reflecting a desire to discuss some arrangement for deal
ing with these payments but as of the present moment no new developments 
have taken place. 

Proposal for Bank Position 

11. The main elements in a decision on beginning to lend to the UAR are 
the adequacy of the economic performance and particularly the immediate 
balance of payments position and the questions of compensation and arrears 
on external debt. The Economic Committee in its meeting on May 23 noted 
the efforts towards stabilization but found that performance continued to 
be unsatisfactory and, indeed, that the stabilization was achieved at the 
cost of reducing development expenditures and that problems such as ex
change rate adjustment, high military expenditures and inefficiency of 
industry were still outstanding. The Committee considered that with the 
country's basic resources, long-run economic potential, and capital require
ments, there could be opportunity for a substantial lending program, in
cluding Bank loans, provided there were adequate improvements in economic 
performance. In view of the exceptional circumstances which existed, the 
Committee agreed that at this time a small amount of IDA financing would 
be justified if it helped to establish a dialogue lrith the Government on 
the means for improving economic performance. A continuation of lending 
beyond an initial credit, however, would have to depend on significant 
changes in development policies. 
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12. As to credi twortbiness for Bank loans, one must note that the 
present debt service ratio is around 18.5% of export earnings, including 
earnings from the Suez Canal at the 1966/67 level. This is relatively 
high but would in itself not necessarily preclude Bank lending if economic 
performance in other respects were satisfactory. Today, however, not 
only is performance unsatisfactory but,with the canal closed, Egypt's 
balance of payments problem would probably be unmanageable were it not 
for heavy subsidization from Saudi Arabia, libya and Kuwait. In these 
circumstances I would not recommend Bank lending except possibly for 
some "enclave" operation, such as for the Suez Canal, which would penni t 
any lending to be directly secured by foreign exchange earnings. 

13. The situation with regard to compensation is somewhat similar to 
that of the arrears on external debt in that, while it has not been finally 
resolved with all countries, a great deal of progress has been made. Thus 
a lending operation at this time could be justified by reference to what 
bas already been achieved and to the Government's declared readiness to 
discuss arrangements for settling the outstanding casas. We should make 
clear the need for further progress in this regard. 

14. In taking a decision on lending to the UAR it would be unrealistic 
not to consider the factors mentioned above against the background of 
the political situation in the Middle East and the Bank's whole relation
ship with the UAR. Apart from the Suez canal loan, which was of a some
what exceptional nature, the Bank Group has never had a lending program 
in the UAR. While the responsibility for this lies with the Egyptians 
and not with the Bank, it combines in Egyptian minds with the general 
suspicion of the motives and sincerity of the West and [creates a feeling 
that the Bank may be discriminating against Egypt. In 1964 the Egyptians 
were told that the Bank could not consider lending until after the Shell 
compensation case had been settled. In 1966 the Egyptians were told that 
the Bank could not proceed with lending in the absence of an agreement 
with the IMF. Both these conditions have now been met and, although it 
was always made clear that these were necessary but not necessarily suf
ficient conditions, the Egyptians have some justification for their ex
pectation that the Bank Group should now lend. This is no doubt rein
forced in their minds by their having met their obligations to the Bank 
at .a time when they were so short of money as to have to choose between 
creditors. 

15. Egyptian foreign policy is still based on the notion of "neutralism" 
despite the country's present close association with the Soviet Union. 
This association is based on a straightforward coincidence of immediate 
political interests, i.e. Egypt's need for military equipment and political 
support in its contest with Israel and the Soviet Union's desire for friendly 
powers and general political influence in the eastern Mediterranean. 
Egypt's relationship with the West is much more complex. Because of its 
strategic position its history has been closely bound up with that of the 
major western powers. A large proportion of its educational and scientific 
elite has been educated in the West. For this reason the links with the 
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West go much deeper into Egyptian society than do those with the Soviet 
Union. On the other hand there is also the attitude of hostility and 
suspicion of the West arising from the memories of Egypt's colonial past 
and from the territorial settlements in the area after the Second World 
War. Nevertheless, there are elements in Egypt who appreciate the wisdom, 
both political and economic, of keeping open the lines of communication 
wi tb the 1rJest and their influence is reflected in the recent agreement 
with the IMF, the efforts to bring more orderly management to the balance 
of payments and the desire for assistance from the Bank. If the Bank 
Group is to play any part in Egyptian development efforts and to have any 
influence on economic policies aimed at improving the situation,then, in 
my opinion, it would now be appropriate to respond by showing our readiness 
to undertake operations, albeit initially in a small and exploratory way. 
It is clear that any large ~ale operation in Egypt could be undertaken oilly 
when we were satisfied that Egypt's economic performance would be improved. 

Possible Qperations 

16. The economic mission collected information on projects which might 
be suitable for financing. They are summarized in the attached note. 
For reasons stated above, any initial lending would have to come from IDA, 
with the possible exception of an "enclave" project. V'Jhen informing the 
UAR authorities about our readiness to consider operations, we should point 
out that the eventual approval of any initial financing will depend on 
continued progress being made in improving the short-term balance of pay
ments position and in settling compensation issues, and that any large
scale financial assistance would depend on improved economic performance. 

17. There are a number of possible projects which have already been identified, 
However, both irrigated agriculture and the expansion of carrying capacity 
across the Suez isthmus (whether by increasing the capacity of the Canal or 
building a pipeline system, or both) require extensive feasibility and opti
mization studies bef.ore we could reach the stage of making final appraisals g 

Moreover, because of the unfamiliarity of the Mgyptians with Bank procedures, 
the initial operation should be one which would not raise particular problems vi 
on the project side. The railway financing mentioned in the attachment * 
would seem to be suitable in this respect and is given priority ~ 
by the Egyptians. "Engineering credits" for the preparation of agri-
cultural projects based on the Aswan water or of a Suez Canal or pipe-
line project might also fit. There would furthermore be the possibility 
of lending for the clearance of the SUez Olnal, but any consideration of. 
this would depend on enough progress being made in reaching a political 
settlement to permit free and safe activity in the canal zone. 

Recommendation 

18. I recommend that the Government of the UAR be informed: 

* See ttNote on Possible Projects" (Item m.) 

I 
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B. United Arab Republic 

1. The Committee considered the memorandum from the Middle East 
and North Africa Department " United Arab Republicu (LC/0/68-44 dated 
Hay 31, 1968) and noted that the "exceptional circumstances" which might 
be held to justify a small amount of IDA financing in the UAR in spite of 
its serious deficiencies in economic performance were that : (i) the Bank 
had done no recent business with the UAR, which was an important member 
country; (ii) the sole Bank operation in the UAR (the Suez Canal Loan of 
1959) was an enclave loan of a special character; (iii) economic missions 
had visited the UAR in 1962, 1966 and most recently in March 1968 and the 

Committee: 

Mr. J. Burke Knapp, Chairman 
Mr. S. R. Cope, Deputy Chairman 
Mr. S. Al dewerel d, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
Director, Economics Department 
Director, Development Services Department 
Treasurer 

- Dl STRI BUT I ON -

Copies for Information: 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Special Adviser to the President 
Executive Vice President (IFC) 
Vice President (IFC) 

.•' 



- 2-

Egyptians had come to expect some action, particularly as they had now 
arranged for some drawings on the I tW and in other respects felt they 
had met some of the Bank's prior conditions ; (iv) a small amount of 
lending would be taken by the UAR as an earnest of the Bank Group's 
intention to be helpful, which was important for establishing a dialogue 
with the Government on the means for improving economic performance and 
(v) since the UAR was the most important Arab country, the Bank's 
relations with it were inevitably bound up with the Arab world as a whole. 

2. The Area Department recalled that the Economic Committee had 
agreed that these exceptional circumstances qualified the finding of poor 
economic performance. The Department was therefore recommending a two
phase approach, the first designed to win the confidence of the Egyptian 
Government and to open a dialogue with it and the second to be a substantial 
contribution to the UAR's economic development, to be entered upon only 
after its economic performance was judged more satisfactory. To implement 
the first phase the Department was recommending a small initial amount of 
lending with some needed technical assistance, and to this end proposed 
that the Bank inform the UAR that it was prepared to proceed with the 
appraisal of a railway project for a credit of up to $25 million and to 
make "engineering credits" (totaling some $2 to $3 million) for specified 
preinvestment studies, subject in both cases to continued progress being 
made in improving the short term balance of payments position and in 
settling compensation issues. The Department explained that the railway 
project had been selected because it was ready for appraisal, was of 
economic priority and was unlikely to produce controversial issues beoqeen 
the Association and the Egyptian Government in the course of appraisal and 
negotiation. The Egyptian Railway Administration was financially sound, 
well organized and well managed. The project (principally track renewal) 
could be quickly appraised and was undoubtedly of high priority whatever 
the subsequent findings of a transport survey. The Department added the 
following points 

{i) that given the history of the Aswan Dam, it would be 
disastrous for the Bank's relations with the UAR to 
embark on appraising a project for financing and then 
to draw back from consummating the credit; 

· (ii) that because of the UAR's acute balance of payments 
problem and their hopes of help from the Bank and IDA, 
any initial lending program of less than, say, 
$15 million ran the risk of being thought derisory; and 

(iii) that to move ahead with the engineering studies but not 
a significant loan for an investment project would 
probably be insufficient to win the UAR's confidence that 
the Bank Group meant business. 

Moreover, from the information at hand it seemed unlikely that 
significant projects in other sectors (such as agriculture) could be so 
easily and quickly worked out. It was stated that a grain storage project I 
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initially involving an IDA credit of $15-$20 million might take about 
12 months to work out, as would a Delta drainage project requiring a / 
credit of $10-$12 million. There was some danger that a complicated 
initial program would compromise the objective of trying to establish 
a constructive relationship with the UAR. 

3. The Chairman commented that even if a decision was made 
after consultation with the Part I countries that IDA should commence 
lending operations in the UAR, he had difficulty with the recommendation 
that there should be an immediate commitment of IDA funds of the order of 
$20 to $25 million. This amount would represent a sizable slice of 
second replenishment resources when they became available. He also felt 
that the Bank's first, pace-setting credit should be in a sector 
(probably agriculture) where the Bank could have a greater impact on 
economic development problems and policies than it would have by simply 
being the purveyor of foreign exchange for a routine track renewal credit. 

4. Some Committee members felt that the proposal put forward by 
the Area Department might well be the "price" that the Bank would have to 
pay for establishing a relationship with the UAR after so many years of 
inactivity and lack of agreement, while others were of the opinion that 
the Bank should not put itself in the position of proffering a credit to 
the UAR in order to "buy" a dialogue with the Government or to get them 
to swallow some preinvestment studies. On the economic performance issue 
it was, on the one hand, argued that the Bank should not water down its 
normal criteria by introducing "special circumstancesn and, on the other, 
that performance criteria could not after all be very precise a~d the Bank 
should consider the UAR case on its over-all merits. In this connection, 
it was suggested that the unsatisfactory economic performance of the UAR 
really consisted of its large defense expenditures, which it would be 
difficult for the Bank to criticize in the light of the te~se situation 
in the Middle East. 

5. Other comments which were offered on the Area Department's 
recommendation were that the caveat that the initial lending program would 
be subject to progress with the short term balance of payments and with 
compensation (Paragraph 2 above) would not be enforceable if failure by t~e 
Bank to follow through would in fact give serious offense~ that in the 
absence of a massive aid effort and debt rescheduling it would be foolharcly 
for the Bank to go it alone in the UAR, since only a coordinated assault 
by a group of countries would have any lasting effect; finally, that a 
start should not be made with preinvestment studies unless they had the 
keen support of the Government and until country economic performance had 
improved sufficiently to justify the follow-up lending program. 

6. .In conclusion, the Chairman observed that no problems had been 
raised about a possible Bank loan to the Suez Canal Authority for canal 
investment or pipelines; this would be a service to the international 
community and such a loan would be an enclave operation, presu~ably secured 
by a firm pledge of foreign exchange revenues. On the choices the Committe~ 
faced on the IDA side, preinvestment studies along the lines recommended by 
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the Area Department were obviously needed and would represent an appropriate 
initial contribution from IDA funds; however he felt that one of the 
drainage or grain storage projects mentioned in the attachment to the Area 
memorandum would provide a much better vehicle for a first substantive 
lending operation. The fact that such a project would take longer to 
prepare and appraise and would probably call for a somewhat smaller credit 
than the railway project should in the circumstances be considered an 
advantage. He (the Chairman) would meanwhile report the Committee's views 
to the President in anticipation of the President's visit to Cairo in July, 
and no further steps should be taken until the President had decided on 
the best course of action. 

C. Adjournment 

The Committee adjourned at 5:00 p.m. 

Secretary 9 s Department 
June 17 9 1968. 
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UNITED ARAB REPUBLIC 

Note on Possible Projects 

1. A list of projects discussed in a preliminary way by the economic mission 
in March 1968 is attached as Annex 1. This note comments in particular on the 
status of readiness and the priority of these projects. 

Agriculture 

2. A review of the tentative projects in agriculture indicates that none of 
the proposed nine projects is at a sufficiently advanced stage of preparation 
to be ready for submission to the Bank Group for consideration for financing 
in the immediate future. Most of them would appear to require extensive fea
sibility studies before that stage could be reached. HOwever, three projects 
appear to be more ready for submission to the Bank than the others and it is 
probable that during a period ranging from 6 to 18 months one or more of them 
could be brought, by additional studies, to a stage at which appraisals could 
be made. Assuming the appraisals went smoothly, negotiations would follow 
about four to five months later at the earliest. 

3q These projects, the time which is likely to be needed for additional 
studies, and the expected cost of the studies are as follows: 

Project 

A. Grain storage 
B. Major drainage 

pumping stations 
c. Field drainage 

Estimated 
Total 
Cost 

(US $ million) 

57.6 

18.4 
25.2 

Estimated Estimated 
Preparation Cost of 

Period Studies 
(months) (us $ •ooo) 

6-12 75-150 

12 not known 
12-18 not known 

/ 

Of these, the grain storage project is not only the most suitable for immediate 
Bank financing of studies -which could be carried out by consultants -but it 
is also given the highest priority by the Government of the UAR. It is described 
in detail in Annex 2. Annexes 3 and 4 describe the drainage pumping stations 
project and the field drainage project respectively, for Which we consider that 
either preparation or identification missions are necessary before we could 
make an estimate of the probable cost and duration of the additional studies 
which would be needed. 

4. The other six agricultural projects (items 4 to 9 in Annex 1) are also 
given a degree of priority by the Government but are less known to us and may 
require substantially more preparationo We know from the past discussions 
that the Salhia and Daba's irrigation projects in particular need much more 
preparation and that severe soils problems have to be anticipated in the case 
of the Salhia,Bahr Tira/Lake Burullus and El Eager projects. 

. .. / .. 

/ 
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5. Apart from project considerations, policy issues in the field of 
agriculture such as compulsory cropping patterns, marketing controls and 
price policies might present substantial obstacles to Bank/IDA lending in 
this sector. If any one of the projects mentioned is thought to be suitable 
for Bank/IDA assistance in project preparation, early attention should also 
be given to the relevant aspects of agricultural policies and the need to 
bring about a policy framework conducive to efficient utilization of these 
investments. 

Transport 

6. The two transport projects which were discussed by the recent economic 
mission in addition to the Suez Canal, i.e. the railways and the Nubaria 
Canal, are both in a fairly advanced stage of preparation and would offer 
scope for relatively straightforward lending. It is unlikely that either 
of them would require additional study before appraisal. 

7. The Egyptian Railways have on the whole demonstrated considerable ef
ficiency in their operations as well as financial responsibility, and the 
management appears to be sound and competent. It may be expected, therefore, 
that lending for a track renewal project, which would be carved out of their 
overall investment program, would not raise any problems which it would be 
difficult to resolve. The pre-appraisal mission which visited the UAR in 
October 1966 reported that a considerable backlog of track renewals existed 
at that time, amounting to about 2,300 track-kms, of which only a small share 
have been replaced in the meantime. Therefore, Bank Group participation in 
a program covering only, say, 500 km of track renewal, as recommended in the 
Loan Committee memorandum, could be limited to that portion of the overall 
program which would comprise the most immediate renewal requirements. This 
would avoid also the question whether the renewals might be deferred until 
the early or mid-1970 1s when heavy-gauge rails might be produced at the ex
panded Helwan steel mill. Track renewal of 500 km would require foreign 
exchange of about $18 million which corresponds to about 50% of total cost. 
Certain other priority items in the Railways' investment program, such as 
signalling, might be added, depending on the amount of lending envisaged. 

8. The recent Economic Report states that there has been a tendency to 
neglect investment in transport with the result that some bottlenecks have 
arisen. This would appear to be particularly true of the track renewal 
program since other parts of the railway investment program have been 
carried forward proportionately faster. It would be highly desirable to 
obtain the Government's agreement to an overall study of transport invest
ment needs which would examine the question of rail, road and waterway 
competition and the investment priorities between and within transport 
sectors. Assuming that answers to a detailed railway questionnaire which ) 
has already been sent to the railways at their request would become avail
able in August, an appraisal mission might be able to visit the UAR in 
September and the project might be ready for Board consideration early 
next year. 

9. The Nubaria canal, which was constructed as part of an extensive irriga
tion project and is now being widened to increase the flow of water to further 
areas of cultivation, offers attractive possibilities for providing a new 
route for water transport between Cairo and Alexandria. This could be done 
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at little additional cost (US $17.4 million equivalent of which about $3 
million in foreign exchange), namely the costs of raising bridges, enlarging 
locks, widening 20 lan of the existing canal, and building 18 km of new canal 
purely for transport purposes. Detailed engineering is available for all 
the transportation works proposed for the existing canal. For the remaining 
18 km of new construction, detailed engineering is expected to be completed 
by September 1968. It could be possible, therefore, to send a Bank mission 
to review the detailed engineering by September/October 1968. 

10. The economic mission felt that this project should have a high priority 
since much of the dry cargo traffic moving between Alexandria and Cairo would 
be well sui ted to movement by inland waterway. Additional benefits may result 
from direct overboard loading and unloading in the port of Alexandria, thus 
reducing the handling costs and, possibly, the investment requirements in 
the port. 

Suez Canal and Pipelines 

11. A memorandum on this subject was sent to Mr. McNamara on Mly 17, 1968 
and is included as item D 2 in the briefing. 

12. The clearing required for the reopening of the Canal would from a 
technical point of view probably be neither a largenor difficult task. HOw
ever, before we could reach the stage of considering a loan for enlarging 
the Canal or building an associated pipeline system, the alternative systems 
of transporting oil from the Middle East would have to be studied very 
carefully. A British consulting firm, the International Management and 
Engineering Group (IMEG) submitted a preliminary report to the Government 
of the UAR in April 1967 on the feasibility of a pipeline system, and reports 
appeared in the press on June 10, 1968 thatthis firm had signed a contract 
to do an additional three months' study for the Government. In their pre
liminary report the consultants emphasized the need for much more detailed 
study, and it is very doubtful that the many questions involved in this 
complex investment decision can be covered adequately by one firm in a 
period of three months. We have no basis for estimating without more de
tailed investigation how long an adequate study would take nor how much it 
would cost. 

Attachment 

June 18, 1968 
Middle East and North Africa Department 





Project 

Agriculture 
1. Grain Storage 

2. Najor Drainage 

3. Field Drainage 

4. Rayan V al:!.ey 

5. Basin Conversion 

6. Salllia Reclamation 
and Irrigation 

7. Daba 1 s Reclamation 

Bahr Tira and Lake 
Burullus Reclamation 

9. El Hager Reclamation 

Trol1Sport 
1. Rail~-rays 

2. Nubaria Canal 

3. Suez Canal 

4. Transpo:r--1:; aero s s 
Suez 1 sthmus 

Annex 1 

U.A.R. 

Tentative List of Projects 

Estimated Costs Y 
- US$ Million -

Description Total Cost Foreign Exchange 

376,000 tons capacity 57.6 

15 pumping stations 18.4 

360,000 feddans V 25.2 

20 km major drainage 9.2 

191,000 feddans 43.0 

First stage of 95,000 85.5 
feddans out of total 
312,000 feddans. 
100,000 feddans 65 e6 

25,000 feddans 17.3 

25,000 feddans 16.7 

Track rene'tial 37.0 
(assumes 500 krn 
which could be 
increased) 

Inland water transport 17.4 

Reopening of Canal ? 

Expansion of Suez 2)0.0 
Canal, construction 
of pipelines or com
bination of botho 

31.7 

11.6 

5.0 

? 

3.0 

20.0 

? 

? 

4.0 

18.0 

3.0 

1/ The degree of accuracy of the cost figures varies considerably. In some 
cases, e.g., the pro j ects connected \vith the Suez Canol, the figures indicate 
t entative orders of m~gni tude only. 

? I Feddan = 1o038 acres 
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ANNEX 2 

Grain Storage Project ~r2posal 

Background 

Large preventable losses of grain in the distribution channels 

from the producer or from the importer to the consumer nrnf occur due to 

ospoilage, insects and rodents. The present system of handling grain by 

hand in sacks and storing in open sheds or merely stacked in yards is in-

efficient and wasteful. This system is completely inadequate to cope with 

the increasing volume of grain requirements for the concentrated and rapidly 

grouing populations of the cities. 

The extent of physical losses under the present system has been con-

servatively estimated at 3 percent for wheat, 2 pe.rcent for corn and 2.8 
' 

percent for millet. Applying these percentages to total grain consumption 

indicates a total annual loss of the three grains of about 185,000 tons, 

which have a local value of about US$ 12 million. In addition, hidden losses, 

due to changes in the physical and chemical characteristics of the cereals 

and in their palatability, are in all probability equal in amount to the 

above measured losses. 

The 58,000-ton silo in Ca.iro and the 48,000-ton silo in 

Alexandria, completed in 1961, have helped to meet critical needs in the 

two main population centers of the UAR, but these installations fall 

far short of meeting total needs. The need for modern storage and dis-

tribution to serve the other Governorates is completely unfilled. 

An economic and ·engineering feasibility study for a country-wide 

grain storage and distribution system was financed by USAID and completed by 

Weitz-Hettelsater Engineers in August 1961. Their recommended system of grain 

receiving, handling , storage and distribution incl11ded the following: 
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a) port silos for unloading ships and n~king possible an even 

floH of grain into the internal system; 

b) large distribution and terminal silos for receiving grain 

from ports and supplying large consumer flour mills as 

well as smaller storage facilities serving the outlying 

areas; and 

c) small distribution storage facilities to receive from the 

terminal silos and to distribute to local areas and, in 

producing areas, to function as gathering silos for the 

local grain during the marketing season. 

The total system would have had a capacity of 622,000 tons of silo 

storage and 215,000 tons of flat storage. The design system would have hru1dled 

up to about 3 million tons of grain per year. The Government, at that 

time, proposed that the system would be built ur1der a two-phase con-

struction program. Phase I rrould have included storage at 23 sites in Lmrer 

Egypt and Phase II additional storage facilities at 30 sites in Upper Egypt . 

See Map 1 for proposed location of facilities. 

The Government called for bids for the construction of Phase I 

early in 1964 and received tenders from four consortia of US firms on July 30, 

1964. The lo1-1 bid, at 45 percent higher than the engineers' estimate of total 

cost and almost 150 percent higher than the foreign exchange estimate, ex-

ceeded the amount of funds available. The consultants were thereupon instructed 

to prepare a revised project to fit the availability of funds and they prepared 

a proposal for 534,000 tons of silo st.orage and 196,000 tons of flat storage 

in a project of two stages. The revised project was not constructed because 

USAID, which wa~ to have financed it, suspended its operations in the UAR in 

November 1964, and funds have not been provided for the progrrun from other 



sources since that time. 

ANNEX 2 
Page 3 

Despite anticipated increased domestic production of cereals, it 

is expected that the UAR will have to continue to import considerable volumes 

of wheat, flour and maize. In fiscal year 1965/66, 1.22 million tons of 

wheat and 510,350 tons of wheat flour were imported; in 1966/67, 1.41 million 

tons of wheat and 522,560 tons of wheat flour; in 1967/68, imports are expected 

to be the equivalent of 2.5 million tons of wheat rising to about 3 million 

tons in 1969/'70. 

The Project 

The project as discussed by the Government 1vith the economic mission 

is that lvhich was revised by the consultants in 1964 to suit the availability 

of funds at that time. 

The specific locations, capacities and types of facilities proposed 

would need to be reviewed in the light of the recent major increase in do-

mestic production of 1vheat, recent technological developments in storage 

facilities, and changes both in the pattern of the flows through the ports 

and the constituents of the grain imports which have resulted from the 1967 

war, as well as from the cessation of imports of wr&at from the United States 

under Public Law No. 480. Similarly, it is only to be eA~ected that con-

struction costs will have changed drastically. The project would have to be 

prepared anew, and·this would have to be done by consultants. 

Estimated Costs 

Though costs of construction in the UAR at present are not kncr.vn, a 

rough estimate of the cost per ton of storage, based on the 1964. low bid's 

average cost over the Phase I project then under consideration, plus a con·-

tingency of 30 percent, might be US$ 1.53.5. Under true international com-

petitive bidding, not restricted to United States firms as in 1964, the 
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foreign exchange component might be about 55 percent. 

On this basis the cost of providing for the storage capacity en

visaged for the 1964 Phase I project as final~ revised by the consultants 

rlould be: 

Item Tota! Local Foreign Exchange 
Us$ .11. ----------------- ~ ml lOn----------~------

Storage facilities at 
16 sites 43.2 .19.4 23.8 

Contingency, 30% 14.4 6.5 7.9 

Tai'AL 57.6 25.9 31.7 

This estimate is subject to revision .in the light of the changed 

requirements since 1964 as well as of changes in construction costs. 

Conclusion 

The Ministry of Supply, the agency that would carry out the project, 

and the Ministry of Agriculture both place a high priority on a project for 

grain storage. Weitz-Hettelsater Engineers have indicated that they could 

update the feasibility report within about six months and for less thm1 

US$ 100,000. If for any reason another firm of consultants had to be employed, 

the time required and the costs of preparation could possibly double. It 

could be expected that a revised project could be developed in phases as was 

intended for the original project. 
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Drainage Pumping Station Project Proposal 

Background 

Until the beginning of this century, drainage by gravity was the 

prevailing system in the UAR. Limited areas of low level lands were drained by 

pumping. Before vlorld War I, only four pumping stations with a total 

capacity of 72.50 m3 /sec were constructed to serv·e an area of 400,000 

feddans out of 5.23 million feddans cultivated by basin irrigation. 

From World War I until 1962, additional pumping stations were 

constructed serving an area of 2.1 million feddans out of a total cult i-

vated area of 6.1 million feddans, shm·m as follo~;s: 

Drainage Pu_plping Stations and Areas Served up to 1962 

Pumping Stations No. of Discharge Area Served 
Stations (m3/sec) (feddans) 

Constructed prior to 1952 40 628.20 1,863,850 
Constnlcted between 19~3-1962 13 281.00 879,500 

Total 53 909.20 2,7h3,350 

The existing network of rrain drains has a total length of more 

tha.n 12,000 km. For the greater part, these drains are discharged by means 

of pumping stations which, in the Lower Delta, discharge into the sea, 

and in the Upper Delta discharge into large drains or the main irrigation 

canals. In Upper Egypt, the drains discharge back into the Nile, except 

for El FaJ~m, where the drains flow into Lake Karoun. 

The drainage system has proved inadequate to w~intain groundwater 

levels at a sufficient depth and difficult problems of rising groundwater 

tables and a consequent serious decline in productivity of agricultural lands 

have occurred in both Middle and Lo¥Ter Egypt. The current program of shifting 

from basin irrigation, under which system the land was idle during at least 

one season of the year, to perennial irrigation, '\fill result in increased 

drainage problems in Upper Egypt. 



ANNEX _3 
Page 2 

The Government has adopted a major investment program to improve 

the situation throughout the irrigated areas. In executing this program the 

Ministry of Irrigation has already rene-.ved certain stations vThich have 'Qecome 

deficient in coping with drainage requirements in Upper and Lcmer ~oypt. 

Present plans call for about 80 new and modernized drainage pumping stations 

to be put into operation by about 197h/75. About 12 stations are novl under 

construction by Hitachi of Japan and by a Yugoslav firm (see Map 2) . · 

The Project 

A proposed proj ect could include the oonstruction of 15 pumping 

stations out of the currently scheduled program for which contracts have 

not been made (see Map 3). These stations would serve the drainage of 

820,000 feddans in Upper and Lower Egypt as follows: 

Name of Pumping Station 

In Upper Egypt : 

1. Ihnasia 
2. Abou Rahib 
3. Beni Saleh 
4. Maghagha 

In Lo-vrer Egypt: 

1. Sib1 
2. Da.rwa 
3. N as hart El-Aala 
4. Tissaa E1-Aala 
5. Maha11et Roah 
6. El-Hahalla El-Kubra 
7. El-Sigawia 
8. Number 5 
9. S:imtay 
10. 1~ber 8 El-Aala 
11. El-Ganayin 

Governor ate 

Beni Suef 
El-Minia 
El-}1inia 
El-11inia 

El-Henufia 
El-Henufia 
Kafr El-She ikh 
Kafr El-Sheikh 
El-Gharbia 
El-Gharbia 
El-Gharbia 
Kafr El-Sheikh 
Kafr El-Sheikh 

Area Served 
(feddans) 

96,000 
41,600 
42,000 
7,000 

Kafr El-Sheikh 
(location not certain) 

140,000 
15,000 
70,000 
50,000 
70,000 
43,000 
15,000 
73,000 
ss,ooo 
34,000 
6,475 

In addition to the construction of pumping stations, a project could include 

equipment fo r d~tch excavation and maintenance. In t he preparation of the 
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project attention would need to be giv·en to the adequacy of the system of 

drains, including tile drainage, in the areas serv·ed by the pumping stations. 

Although a great deal of work has probably been done already by the 

Ministr.y of Irrigation substantial preparation work is still likely to be 

required. It uould probably take not less than a year to prepare a project 

cfor appraisal. The status of project preparation and the possible need of 

technical assistance by consultants would need to be ascertained by a project 

identification mission. 

Estimated Costs 

Item 

15 pumping stations 
Construction equipment 

TOTAL 

Conclusions 

Total Local Foreign Exchange 
---------------US~ million----------------

15.4 
3.0 

18.4 

6.2 
0.6 

6.8 

9.2 
2.4 

11.6 

The Ministry of Irrigation places a higher priority on drainage 

for external fjnancial assistance at this stage than on the roclaw~tion of 

ne1-1· areas, because of the urgent need to protect existing agriculture. 

Drainage works should show immediate high returns on the investment. 

Site locations have been determined but the status of engineering 

preparation is unknown. The project could include the const1uction of main 

drains and tile drainage in addition to the above, but tile drainage should 

more appropriately be treated as a separate project (see Annex 4). 

Maintenance of anaiequate main drainage network is essential to 

the proper functioning of field drains. This project would provide the 

needed increased pumping station capacity on these main drains. The im-

·provement of the major drainage netnork should thus pre cede the Government's 
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Before the project could be appraised a project preparation mission · 

would haYe to investigate the status of engineering preparation and determine 

what assistance, if any, might have to be provided by consultants. 
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ANNEX h 

Field Drainage Project Proposal 

Background 

.Farm drainage is by far the most urgent among the various 

possibilities for the intensification of agricultural production. Along vrith 

the expansion of perennial irrigation all over the UAR, the failure to carry 

out timely and appropriate drainage measures has led to a serious deteriora-

tion of soils in many localities. Particularly in the Western Delta, serious 

soil waterlogging has developed. 

Up to 1952 about 50,000 feddans were tile drained in ltOVTer Egypt. 

These early efforts resulted in yield increases of up to 50 percent, butthe 

design of the tile drainage was not perfected and maintenance of the systems 

led to many difficulties. Nevertheless, in view of the favorable results 

achieved, the Gov·ernment enacted legislation in 1956 under which it assumed 

responsibility for the execution of field drainage nationally. A 20-year 

drainage program was planned to cover all areas under perennial irrigation. 

The capital cost of the program was estimated to be about US$ Soo million& 

During the first 5-year plan (1960-1965) the Ministry of Irri-

gation completed tile drainage on 248,477 feddans in 10 Governorates, at 

a total cost of ra~~ 7. 64 million (US$ 17.6 million). The accomplishment 

has been as follm~s : 

Year 

1965/66 
1966/67 

The current program is as 

1967/6BY 
1968/69 

Ex:eenditures 
(LE '000) 

750 
1,708 

follows: 

1,5oo 
1,800 

Estimated Area 
Covered 

{ •ooo feddans"T 

25 
57 

so 
60 

.!/ The 1967/68 program -v;as planned for 200,000 feddans but was reduced 
because of lack of funds. 



CoHple·ve dr·ainae,e 1 cquir·es ~ (-;)) a main d.r· :tnar_;e <:• s· om (see 

nnex 3) d (b) fielc drain'"'gva Field dl•etina.r c in thn UAR ·· s accompl:tshed 

i n thr·ee 1-Ja c g ( .... ) open -· tch drains, (b) a nebvo2·1~ of nco er d dralns 

in addit:tm to ·'·ilc c'J. a.inn, c: 1d (c) co: tplete o-;.:o:;.•ed ile dl'~inar::re, ncover·-.d 

· tch rainqr-·e ha.s · 1 e dJ .. sad r<:uT aees that :J t abso, .. s up to about 15 p::,rc(~nt 

of the l[~d urface 'tnd di·~: dvs tho len u :i nt.o Stu:l. 1 t.t·acts Hh.ic co:np_j_cate 

further rdnbac.-;. in the UAR, v:here faprneJ."S apn 

more than oth:n" forms of drainage in the lavish se of irrigation uat,.,l as 

the d:i: ains are seen to car1·y off the exc~::.s t-Jatel HoHcYer, in cor ain hca·vy 

alka ine >Jo:"ls tho use of open drains m·1y e the on y feasible 1e hoc. 

A firtn .. project coulc. j nclude a progj~essi ve p1')ogram of tile drainage 

for a fot.r · rca:..' pe:;: ... lod (sec Ifa; L.). Such a program could serve an ar ·.a of 

about 360,000 feddans. Project pr~paPatlon Hou d requ.i e a reviet·T of )d.sting 

data espceiall vhose gathered un er a liDP /Special :F'und pilot proj cct com

pleted in 1966.. It co1.1ld ··rr-vo -v-e formulation of a fi rst-·phase project H ·ch 

would ta.--e into o:lccou11t dl"ainage layouts in relation to main drains .. nd "ain ge 

pumping stations c he actual ~co )e of prepara·vion ~-;o· k t·Thich hcn1lc be c o:.:1e 

and the ._-,ta .us of e1:.: sting engineering prepaJ."a· ,ion uou.ld have to be determined 

i n the cour ·e of an identificat.!_o:n d.ssion, but it can be estimated that pro-~ 

j ect preparation could pro a 1·· be completed in about 12 to 18 10!r0hs. 

Estin!ated Costs 

Based on 1 aver-age cost of IE 30 per fcdda.n of the current pro

gram, the estimated cost of the propo.:;o . project Hould be as follows: 



Year 

First 
Second 
Third · 
Fourth 

TOTAL 

Fed dans 

60,000 
Bo,ooo 

100,000 
120,000 

360,000 

Estimated Cost 
(US$ million} 

4.2 
5.6 
7.0 
8.4 

25.2 

ANNEX h 
Page · 3 

These estimates may be on the lo-vr side depending on soil conditions 

and drain spacing requirements. The estimated foreign exchange cost of the 

project would be about US$ 5.0 million. 

Conclusions 

The UNDP Pilot Project for Drainage of Irrigated Land, completed 

in 1966 by the Netherlands consulting firms, NEDECO and ILACO, fo1~ a 

basis on which to evaluate the design a.rtd give some indication of feasi-

bility of the proposed project. Howev·er, continued evaluation of com-

pleted works and application of latest developments in the science of 

groundwater hydrology and tile design and drainage l~outs should be as-

sured through the provision of technical assistance funds and a budget for 

drainage research. 

The UIIDP study shmv-ed, on the basis of a c cnservati ve 10-percent 

increase in yields, that the internal rate of return on investment in tile 

drainage would be about 13.5 percent. A 20-percent increase in yield 

would give a rate of return of 27 percent, which t-rould not seem unreason-

able in the light of UAR evaluation studies of drainage benefits. One 

Hinistry of Public \vorks t study of yields over a 10-year period (1942-1952 ) 

in seven locations shm,;ed that the installation of tile drainage raised 

av·erage yields of maize by 53 percent. 
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The Ministr,y of Irrigation has considerable experience in this field 

and it is likely that substantial engineering and design Hork has already been 

done. It would, nevertheless, be necessary to ascertain the present state of 

planning in more detail and to determine the scopeof preparation work 

orequired in the course of an identification mission. 
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May 17, 1968 

I:, I ·.: 
1. \lc hn.ve begun to prepare the brilf!fing inforrG.at on you requested for 
your isi t to the U .A .. R., \·7c arc nirdng to hnve the j full brief in~ ren.dy at· 
the end of the month so ther2 ii 11. be tir:w for o..ny further invcs t.ie;ation 
or nalynis you \.d~rJh . A m~moro.nclum on recent ccono1o ic devclOl')racnts and 
the pros1)ectn for the U.A.R. ~ r)ascd 01'1-"the visit .or l a mi s:::: ion in .. :arch, is 
almost complotc an<l ivill be rcvicucd by the Economic Co.-r1mi ttoo and the 
Loan Committee befo:t'e the ·end of th:i.o month.. The f{!l.l briefinG ·~rrill incor
poro.tc the concluo:i.onc o.nd :recorrimcnc ations reached i'ollowin;~ thiJ rcvi e1-1 . 

i ~ I I 

' I . ' 
2. Mennuhilo • I thou;.::;ht it useful to send you some . ini tlt1l :tnformat:ton 
on the Suez Canal both bccu.urJo of ·· ts Cl i.Gni +'5.cance for raany covn·~ricn and 
bccuuse of i:tn ccntrnl importance fo::c ',he economy or· the U ~A R. and i tn 
relations \lith the Bo..nk. The o..tt::~chr~cnt is n b r ief i outline only of the 
ma jor facts nd problc~s concerning the Canal a nd we cnn. to the extent 
possible, pre11arc reore <lcto.ilcd. ir..formation c.s yot,_ 1'rioh. On s onc: mo.tterH , 
t he relevant muter1 a l is nva.ilablq · in the Ba.nk ; on other3 :it \-:-ou.ld ho.ve 
to b e collecteU. i n Lgypt or clf.::cuhcr e .or vould require sul1sto.ntial further 
studieaj poss ibly by consultunto. I 

I , 

3. I shoulc1 l ike to discus;; .1-rit.l .YOU '\orhc:J. you o.rc re:.1dy \rho.t ,.;c r.1ight 
do with respect ·~:.o the Cc.nr .. l. Tho ' :4"ight t:Uv.c vrould prol)a1)ly be \rhc:A t ho 
full briefing is ready, since this ·s1.fb j ect . hu.s to be ·lool\.cd G.t i n the 
c ontext of our overall relations . wit~ the UAR und other pon~Jible ctivit es 
t here. Obvj.ously, thou,zh, discu£ 1::.L

1

0n 1-Tould revolve aroun the follovT · ncr 
ain possibilities o · 

( a ) t1cdln:tiC?n. Opening of the C a.1~e.l is c er1tra.l to a po i tica l scttlenwnt ~ 
nd it is not for the Bunlt to ·b e cone the p · ncipn.l ins.l.:.ru.r:;.ent in 

vor ki g out ~ General scttlcj:1ent. If, ho~ . .;cver , the ~sc and openinc 
of the Canal could be scpo..ratcd out £1.s n. question of t1Je rc .~ ~..orution 
t o ·'- se:r:Yice or an iJnportunt iritcrna"viviin.l e:co:1omic rcsoltrce , thenc 
micht be a. role for the Dank & • • It -vrould be :t'ra.ucht. 1Ti th poll tical G.::. f ... 
ficultiea. 

(b ) Clear~ nee. Clearance of th~ , Cu.nul c nn eet undcr1.;ay 0:1ly 'irrhr.: n there 
ha:1 bccnsomc prosrcss 'to" . .rul'cl G c ·ttc len~cnt ccnerally or tmm.rd n e:paro.tin~ 
t he Cano.l fro:n the e;encro.l controversy. A3 a techn Ct'tl job rcquirir~g 

money it falls rcll '\rith n the :.:::3.n~t 1 G :pu~vie .. - i:-.:' vre vir1h to accept the 
political problems 1.; ... 1ich go \d:th it~ Eo\.·ever , it is not ci·the .. a. 
l argo or difficult task t~chnic.:~~ly . The Bank's con'l:.r :lbution \oTO!.lld 

l n:rge y be in terms of its st r:..~us · ancl stil.turo as c.n ir.1par ~-in.l, npo. itical 
internn.tion~ ins titution Cf:.p3.ble of Orgnni z~~D[, .~_ .l€1 ,job . anc\ - f:J.ndin~(tl C--

·money :,tt:e:ded . 
~ . : 

1 
1
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Finnnc~,;_Ex:p_E.nsj on of__Q_£;)2.c it:.c_. \·nlilc the Ca.."lal Authority hn.3 
clot iled ple.rin for cx:pand:lns the· CD.pnci.ty of the· Cunn.J., "the econo:::ic 
j uztif:i.cation lleo solely in o':u. trn.n:.1port. There arc ccmplicn.tcd 
queotions of the econo .• t:i.CD of; C<~nr~pctinc; alternative r.ystems cons:lst
i nG of vru: iouo combino.tiOJJO of c·:.::rric~"s and routes. The A tho:r.i ty 
i tGclf noit tnlks of u pir)~lino · in c onjunction \ii th the Canul. The 
e conolilY of very l<u·ge to.nl:cra···usi 1g the Cape oi' Good. Eopt:! route 
b ecomes cr· n.ter every year. The alterno.ti YC nystcr:uJ ' .;ould have to 
b e evnluatcd very carefully ~b fore the B:-.!.nl-:. (or the UJ'J\, for thn.t 
t:lo.tter ) nhouJ.d commit it :::clf to nHy onco Thtu; inevitably there 1.a 
.n impo1 tant 1)hasc of )?roj ee-l~ )_)r'epa.ratton before '\TO could reo.e~n the 
tar;e f meJ~in.c; c. loo.n for enl::u·.r;~Ll1i the Cano.l or build.in~ an asso

c io.tccl pipeline~ 
; I 

(d )' Prc~jcct ~F:V[~-}:~.:'?;.tio~~llCLI'!~~!fl.t.J2Q.• 1'hc Bank •:!ould take J? ·t in 
t he project ev::..lua:t~ion and prcpD.l"ntion referred t o i mrncclic.tcly 

bo e.- 'rhJ.O could be done au a matter of tcch:lica.l ,. s~ir;to.nco or 
t hro eh hg edium of un "I~ngincerinz; Loan" (o:r IDA credit )" . 

c.c. M1 
• Knapp 
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