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THOUGHTS ON AN INITIAL PUSH FOR THE INDUSTRIAL SECTOR 



Annex M 

EGYPT 

THOUGHTS OJ P.N INITIAL PUSH FOR T:13 INDUSTRIAL SECTOR 

1. This paper is based only on the limited information obtained during 
the economic mission of April 1972 and on more general discussions held during 
an Industrial Projects Identification Mission of April '1973. 

Comparative Advantages and Prospects 

2. The main factors and co~ponents for a rapid industrial development in 
Egypt are:~ (i) a potentially strong and sophisticated ·agricultural sector which 
-could provide a market for agri~ultural- i nputs and a good base· for the manufac-
turing of agricultural products; (ii) available entrepreneurship and a lar~ 
s-emi-sk1 ll ed 1 abor force; (iii) a ood location to serve the European e 1.eranean 
and Arab world markets; and (iv) o-ood for energy supp y including 
electricity, oil and natural gas. ~ 

ventures 

of Industrial Capaci t , · 

4. It has -trad.i tionally been reported that industrial capacity in Egypt is 
under-utilized. The fol1ov.Ting is a tentati-;e estimate (not yet subst2.nt.iated by 
reliable statistics) of capacity under-uti2.ization by bra..'1ches and a qua.li t:;.ti ve 
statement of explanatory factors~ 

estimated Most likely factors explaining Ce.pacity Underutilization 
-----------------------------------------·-------Demand Jv,_~r In- Shortage of Spar~ parts or mark8ting 

Main Sectors 
% of capacity 

utilized vestment :t.'aw materials bottlenecks due inputs· anci · 

Food 
I11lilling 
Spinning & Weaving 
Heavy metal trans-

forming 
Light engineering 
Building materials 
Chemical industries* 

60-80% 
60-90% 
90-100% 

30-50% 
70% 

90-100% 
70% 

* eluding fertilizers. 

X 

X 

X 

X 

X 

to obsolescence outputs 

X 

X 

X 

' ' . 
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5'.. The main factors affecting capacity utilization in some of. the major. 
industrial branches are as follows: • 

a) Food Industries: Supply (including transport and marketing) of 
basic agricultural commodities. · Improvement could stem from better programming 
in agriculture, increased local demand, and improved planning/marketing for export. 

b) Hilling Industries: Obsolete equipment and lack of spare parts. 
Supply of critical equipment (mostly locally manufactured,if constraints in the 
light engineering industries are removed) should i~mprove capacity utilization in 
this branch. 

c) §_£inning and Weaving: Shortage of polyester raw materials (imported) 
and unreasonably high prices of locally produced rayon; major imbalances in plants 
and ln the sub-sector; largely ·obsolete equipment; lack o1· moslem finishing ar.Ci 

gannent-making facilities and-aggressive marketing abroad. 

d) Hea-.ry Metal Transforming: Over investment and shortage of raw 
materials (steel sheets and profiles,- non ferrous metals). Increased demand 
(following regained activity in construction and modernization of transport 
equipment) combined with imports of billets, steel sheets and other materials 
should help increase capaci. ty utilization. 

e) Light Engineering Industries: Mostly in the private sector, lacks 
raw materials~ components and spares. 

Strategy, Policies, Price System and I ndustrial Finance 

6. A notional list of steps Egypt could take--to prepare a development 
oriented environment in industry, anci to capture and mobilize the forces and 
resources towar·ds such goal--is given _below. Actual implementation and the speed 
of introduction and acceptance of changes in strate~ constitute a more delicate 
problem . 

i) A revised industrial strategy: maxlmlze use of existing capacity; 
shift emphasis towards light industries; mobilize private sector entrepreneurship 
in small scale industries; concentrate in the immediate future on industries: 
serving the construction and transport sector; manufacturing inputs for agricul
ture and/or processing agriculture products; ·concentration crt short- gestation· 
projects for export-orientea inaustries . 

ii) . Assess and reduce .the role of physical plannipg and create conditions 
for more decentralized investment decisions; 

., iii) Progressively increase the role of market forces and the price 
mechanism in clearing markets, to provide yardst-icks for investment decisions. 
P..r· · ch ti'.@t it would probably be ilnpossible to ·exnose ¥€yptian 
industr.,· r0: idly to a..11 international patter of :Rrices; J. e no anches of 
industries 1~hich are already establis $ u · 1 li.ch. cl e rly cann t remain compe
titive, and work -o' t a second-best solution by protecting those branches, if 
necessary, by: tariff-cum-subsidy schemes. 
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iv) Organiz?tional set up, decision making and bureaucracy: dece~-
/ 

tralization of investment .decisi ns ·and of the implementation of projects, is 
o ab"'y tfie m s por ant institutional re rm E pt should undertake. The 

GOI (General Organization for Inaustr1alization) should probablY: increasingly 
rely on capabilities available at the company level for projects planning and 
implementation; improve its relat,ions with the branch holdings 2nd the companies; 
and revise the procedures for project execution largely dictated up to now by 
foreign exchange constraints. 

v) Taking of investment and financin g decisions at the enterp~se level : 
prepare an interim plan for allowing selected firma to retain some earnings for 
self-financing and to become increasingly autonomous in their investment~ decisions 
(probably a delicate step). 

vi) Help revive and promote the private sector activities: free the 
private sector from enrollment in cooperatives and take full advantage of the 
existing large entrep~eneurship capabilities. 

vii) Develop ways and means to use a minL~um of econo~ic tools (fiscal 
policies, taxes ~ interest rates) to mobilize savings and guide allocation of 
resources. 

viii) Study employment trade-offs between ina.ustrial sub- sectors in the 
process of reorganizing the industry: stabi lization (or release) of labor force · 
through modernization of certain industries (notably textiles) vs labor absorption 
in f'nt.,p•p hf""\0TP;n:: Hr.+.ivi.t.;eR (c0nAtrl,_ct,] on. t.ranspor-t,! services. small scale 
industries. 

7. The immediate steps Egypt could take to accelerate the process of 
industrial growth might be: 

i) analyze briefly: the market .. po-tentials created for -the industrial 
sector by an increased demand fo~ industrial goods from construction, particulal"'ly 
cement, building materials and metal transforming incustries (reinforcing bars, 
frames, structures); the linkages between bett er organized agricultural sector 
and the industrial development, particularly. the demand for agricultural equip~ 
ment (small mechanical equipment like po-v1er tillers and pumps) and agricultural 
inputs (fertilizers and pe ?ticides) and the market for food processing industries.· 
Emergency planning of expansions, rehabili t?-tion in these sectors is vi ta_l (and 
apparently relatively simple) and could be combined with interim import of such 
goods as necessary pending to projects completion. 

ii) rehabilitation of the textiles sector including modernization of 
equipment, imprQved marketing locally and ~broad, and more appropriate blend of ravr 

~ materials, and export of better finished goods to European and neighboring countries. 

iii) prepare the conditions for a major role to be played by the private 
sector in the garment and knitwe~~ industries; 

iv) mobilize the private sector for small sc-ale industry development aild 
prepare an adequate environment to enable the private sector to react rapidly; 
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v) improve capacity utilization: in industries constrained by the _ 
supply of raw materials (i.e. heavy•metal transforming industries~ light enginee~
ing industries, food industries) through increased supply of inputs (imported 
or local); in industries where short gestation and debottlenecking projects 
might prove to be highly beneficial; 

vi) organize a task force for: the preparation of branch blueprints; 
the formulation and preparation of short to medium term plans for rehabilitation 
of selected industrial branches; and. the preparation of projects feasibility 
studies. 

Bank Role · in Assisting Egypt Industrial Development 

8. The Bank might help the E~Jptian industrial sector regain momentlli~ and 
might help prepare the ground for a steady growth in Industry through Lmplementa-~ 
tion of the following notional set of actions: ~ 

i) assist in identif ino b t enecks · re are a 
_J2lan--for selected branches--combi n er .import o 1 y materials, 
debottlenecking of segments of the industry and formulation of short gestation 
projects. Eligible sectors would be textiles, building materials, heavy and 
light metal transf'onning industries. A -men task force could cover this work 
in about t~o months. This work could provide the lndustrial im~orts-

_cum-rehabilitation loa£· A notional list of goods is given in the Attacrunent; 

ii) assist in planning/orogrammine of supplv or a~ricuJ.tura1 innuts and 
program interim imports and local production of fertilizers and p13sticides. 
Priority procure~ent of fertilizers from Arab countries should be easy to organize; 

. . 

iii) help formulate policy measures to provide financial means.and 
mobilize private sector-skills and entrepreneurship for an immediate development/ 

· rehabili t·ation of small scale: industries; -

iv) prepare longer term gestation projects (but key to long term develop
ment) in Petrochemicals and phosphate rock mining and processing industries. 
Egypt has comparative advantage in both and foreseen shortages of such commodities 
in the world, as well as needs of the local industry (pla.stics for construction, 
synthetic rubber, e;tnd synthetic .fibers for textiles; phosphate fertilizers for 
agriculture and pho-sphoric acid for export); 

v) provide . finance (directly or through BOA) for small scale industry 
development in key selected branches (transport and construction ancillary equip
ment, textiles, food industries). 

Review of Selected Branches aDd Projec·t s 
A. Textiles and Clothing Ind11stry 

9. This is a long established sector where loGal expertise of international 
calibre is available. Spinning, weaving anci finishing operates at full capacity~ 
The sector accounts for 30% of output, 50% of employment and SO% of exports in 
the manufacturing sector; it is therefore a major segment of industry. The :main 

J 
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p~oblems and constraints are: (i) obsolete machinery--more than 25 years old 
in many cases--and imbalances at different stages of processing; (ii) acute 
lack of spare parts; (iii) deficiencies in equipment imported recently from 
Eastern countries; (iv) use of high-quality high-value long staple cotton in 
low cost fabrics (underspinning); (v) high cost of viscose rayon because of 
unreasonable protection for the local rayon company. 

10. The main reconwendations are: (i) priority sector with good prospects 
for exports (to convertible-currency countries) and for employment generation; 
(ii) good po~entials for quick returns from investments in rehabilitation and 
from better programming/marketing; (iii) optimi ze use of inputs, in particular 
import polyester staple (to release, with substantial earning, long stap-le cotton 
for export); (iv) boost knit.ting and clothing activities; (v) replace about one
fourth (400,000) of spindles and one-third (9000) of looms; (vl) improve finishing 
facilities; (vii) local manufacture of textile equipment. The~ · e C~An e 
cost of rehabilj+a±i..Gn under (v) and (vi) is o~nr US.$.300 rdllion t.o be 
phased over to 10 ~ears. A Bank mission reviewed the textiles sector in Febru~ry 
1974: Feasibility studies for rehabilitation of four plants (Mahalia El Kobra, 
Esco, Kafr el Da<t;:rar and El Beida) are being prepared. 

B. Building Haterials (cement, ceramics, bricks, asbestos pipes, tiles, etc •• ) 

1.1. · It is a long established sector with good local expertise and a good · _ / 
raw material base. It is also a key sector for supply of basic materials essentia~ 
to any m~jor reconstruction effort. s hi h com arative advantages an~ 
good export no1:.entials to neighbouring Arab countries-. 'l'ne sec or onArat-es .qt 
~uii capacity and will probably particularly i n cement ) constitute a ma~ 
ccnstraint for nx reconstruct~ e ·~~ · nded rapidly . 
The present production of cement is about 4 ·million tons, of ~mich 1 million 
exported (value of US~25 millicn) , · Jn ; 971/72 ; there are severe restrictions 
of supply lor local consumption. l\.11 addi·tiona.l J million tons capacity is fo·reseen, 
but no serious financine seems available apart from Toura.h project -- to be appraised 
i.""l Marc.h 1974 by the Ban}< ·Hi th possible Arab or b~lateral co-financing. The pro
jected cement consumpticn -- even U..l'"lder a low· assumption for the reconstruction 
effort -- shows a shortage of cement in :the medium term and the needs for irfiports 
at a high foreign exchange cost. 

12. · Recominendation and action: _ (i) accelerate investments in this sector 
in general and particularly in cement; (ii) develop use of petrochemicals products 
in construction--since -vmod products are not available and metal products "'~ll 
still have high import component--to build up market for a petrochemical industry; 
(iii) develop light metal transforming industry for manufacturing of construction 
components. · · 

C. Petrochemicals 

1 3 . Egyp · p;r;.obahLy :th 
~ rochemical industry t .o se :VJ;3, 

markets. Petrochemical ·products 
this industry could be set up on 

and 
(or with long term, 
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. 
marketing arrangements) projects. fetrochemical products will be in large 
demand in a peace-like situation frOm the textile sector (synthetic fibe~s), 
from construction (plastics) and from the transport sector (synthetic rubber). 

D. Hedium and l.Jight Engineering Industries 

14. This is a reasonably well developed segment of the mechanical industry 
sector. Prospects for further development of castings and machinning industries 
are l~rge (given labor intensity and good prospects for exports). There are 
large potentials for the manufacture of: (i) agricultural light implements 
(power tillers, hand implements, pumps, pipes) essential if agri.cul ture is to be 
modernized and cropping patterns altered; (ii) construction materials; • 
(iii) transport eq1ripment(notably railways where there is an important market in 
Europe). 

E. Food and Hilling Industries 

15. This sector has large potentials for both import substitution and 
exports, particularly to the Arab world, and·could develop rapidly if the organiza
tion of agriculture and the rr1arketing cf agricultural products improve. The main 
recommendations are: (i) revive th~ role of the priva-te sector; (ii) improve the 
marketing and diversify the range of products. 

F. Small Scale Industries and Industrial Estates 

~ 6 4 '::':-::..= -~-:~-!:':'":' .) ·::: :-..:-ti~'.'J. ::>~~-~7 ""'?:! or-t'?A hor.::-11 c:; 0 0f 11 +.he b1tj .ld. h;_r: Svndrome '1 

in tte past decade, also has large potential. It includes: a sizeable segment of 
textiles; most of the -footwear, ceramics, ·and engineering repair industries; the 
quite large furniture sub-sector; building materials-and the important repair shop 
.industries. The base and skills are available and the sector -·only needs 
encouragement . The main recommendations are: (i) revive the private entrepreneur
ship with which Egypt is particQlarly well endowed; (ii) provide finance .for 
development of small industries; (iii) liberate the sector from cooperative and 
grouping constraints; and (i v) pre·pare industrial estates and free industrial 
zones projects. 

G. Steel Manufacturing and Petroleum Refining 

17. The status of and the operations in tbese. two industries are unknown. 
Major work probably needsto be done to complete construction and improve opera
tions. They will probably remain a sensitive sector with consequent difficulties 
in understanding problems and determining scope for· improvement. 

H. Heavy Mechanical Industries 
. . -

. 18. Rolling and forging industries are operated at. an extremely low rate 
of capacity. ·capacity could be better utilized for both local and axport needs 
(to manufacture components _for railways equipnent, earth moving equipment and 
commercial vehicles). 

EMENA Region 
~ : Februa~ 22, 1974 



Attachment 

. Notional List of Goods as Part of an Indust~ial 
Imports/ Rehabilitation Loan · 

Product 

Steel sheets and billets 

Cokejir0n ore 

Non ferrous metals 

Pig iron 

Spares and Nachinery for 
Textiles 

Spares and C~mponents for 
Hechanical Industries 

Fertilizers and Pesticides 

Various chemi~als 

Polyester fibers 

Components and spares for: 
a) earth moving equipment and 

commercial vehicles 
b) Tr·actors and Power Tillers 
c) Electrical equipment for 

rural electrification 

Improve Capacity 
Utilization in 

Rolling and forging 

Steel nanufacturing 

small industries 

Castings 

Textiles 

Hachinery Hanufacture· 

Textiles 

.Textiles 

Electrical industries 

Induced Effect in 
the economy 

Supply of key profiles for 
construction industry and 
components for transport 
equipment. 

Supply of steel for all 
mechanical industries 

Construction and sanitaFJ 
equipment 

Small industries; machinery. 

Exports of textiles 
products 

Supply of Agricultural 
Inputs 

Ger4eral agricultural ·output 

Export of Textile products 

Liberate cotton ~or export, 
improve quality · of textilE: 
goods, create a market for 
petrochemicals, help ex:po:rt 
textile fabrics. 

Construction 
Agricultural Output 

Agricultural output and 
rural industries 
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Annex N 

EGYPT'S RELATIONS 1ITTH THE 00' 

1. In 1962, E~~t negotiated a stand-by arrangement w~th the IMF 
(SDR 42.5 mil.) based largely on the devaluation of the Egyptian pound 
(from $2.87 to $2 .30) and on domestic credit ceilings. Another stand-by 
(SDR 40 mil.) was concluded in 1964 obliging Egypt to further credit restric
tions. 

2. In subsequent years, protracted negotiations were conducted for a 
new stand-by, but no agreement could be reached. The principal obstacle to 
such ~~ agreement was the unwillingness of the Egyptian Government to devalue 
the pound further • 

. 3. Despite continuing disagreements on exchange policy, limited re-
sources were made available by the Fund in 1968 (SDR _40 million), 1970 
(SDR 17.5 million) and 1971 (SDR 32 million). These credits were essentially 
given on the basis of understandings on domestic credit policy although, sjnce 
1970 minor steps were also taken by the Egyptian authorities in the direction 

. of stimulating trade 1vi th the convertible currency area~ 

4~ In addition, Egypt obtained Fund resources under the compensatory 
financing scheme (SDR 16 million in 1963, SDR 23 million in 1968 and SDR 47 
million in 1973) to offset shortfalls in export earnings. 

5. Early in 1973, a new stabilization progrrun was discussed, but the 
negotiations w·ere discontinued, 1"lhen Egypt di_d not follo1"l the devaluation of 
the US$ in February 1973. They were resumed in June/July 1973 but now a new 
obstacle eme:i."'ged: domestic credit expanded rapidly, probably in preparation 
of the October war, and no policy agreement could be reached. 

6$ In September 1973, Egypt introduced far-reaching measures to 
liber-alize trade with the convertible currency area, a.a.J.d to base these 
transactions on more realistic price relations. By adding a premium/surcharge 
of 50-55% to the official exchange rate ($2.56) the Egyp tian pound was effec
tively devalued to $1 .70-1.64. Simultaneously, administrative procedures of 
purchasing and selling foreign exchange were strearr~ined . The new exchange 
reg.Lme (parallel market) covers a large number of visible and invisible 
(tourism, remittances) transactions altho~gh major traditional exports (e.g. 
cotton, rice, textiles) are still excepted. Little is kno't·m about the actual 
functioning of this ne1-1 system. 

7. The next ll·fF m · ssion · ~ lanned for A ril 1974. A new 
draif..Lllg may be discussed. Agreement on the use of Fund resources in the first 
credit tranche (maximum about SDR 32 million) rdll depend largely on reaching 
an understanding on domestic credit ceilings. 

EMENA Region 
Februa~ 22, 1974 



EGYPT 1S POSITION WITH IMF 
(SDR million) 

Drawings ReJ2a:z:!!!ents Drawings (7) as % 
Year Total R(~) c(~)· Total R(g) c(6)• Outstanding1/ Quota _2£_..@)_ 

(1) (4) (7) -rs) 
1961 10 10 13 13 50 90 56 
1962 67 67 10 10 107 90 119 
1963 21 5 16 2 2 126 90 140 
1964 25 25 12 12 139 120 116 
1965 15 15 29 29 125 120 104 
1966 8 8 28 28 105 150 70 
1967 105 150 70 
1968 63 40 23 69 53 16 98 150 65 
1969 24 24 74 150 49 
1970 17 17 9 9 83 188 44 
1971 32 32 11 11 104 188 55 1972 45 3;1. 14 59 188 31 
1973 47 47 9 9 96 188 51 

1/ End of year. 
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NOTE 

ggoR TED AID FROM JAPAN, . GERMANY: UK AND ITALY 

The following summarizes the aid commitments and prospects gleaned 
from past discussions with the representatives of Japan, GermaQY and UK in 
Egypt, as well as from recent press and other reports. 

As part of the debt rescheduling agreement completed in April 1973, 
Japan provided a commodity loan equivalent to about US$11 million. 

Following the Japanese Deputy Prime Minister Miki's visit in 
December 1 973 to Arab countries, including Egypt, Japan is reported to have 
agreed to provide about $140 · lion on "soft terms'' towards the Suez Canal 
Expansion Project, to finance con tracts ·r1 uc m1.ght be placed wit J apa.nese 
dredging contractors. Apparent~, Japanese contractors were the lowest 
bidders when tenders were opened in 1967 for this project; since then, they 
have kept on ttupd.ating'' their 1967 bids. 

Agreement to provide another soft loan of $1 00 million ( 30 billion 
yen) has also been reported, to finance commodity imports and fOr in~~stnent 
imports in the telecomnrunications, textiles, railway transport and petro
chemical fields. 0~ Tokyo Office advises that an agreement for this amount~O 
percent for commodity and 50 percent for project imports) is to be signed in Feb. 
22. The terms are 25 years including 7 years grace, at an interest of 3·5 
percent per annum. 

For over a year, the Japanese had been talking about the possibility 
of providing a $220 to 240 million loan to assist with the cost of dredging 
contracts placed on Japanese firms for the Suez Canal E:A--pansion Project . It 
would seem that, in view of recent petroleum developments, they have now comi t
ted themselves to more or less the same amount, but packaged it in a so~errhat 

different form. 

rrovide a loan of' $1000 million 
cts. The T anese reaction is not kriown=: 

As part of the debt rescheduling arrangements negotiated :i.n early 
197 3, Germany agreed to provide a DH .160 million credit "1-d. th a 30-year 
repayment including 10 years grace, at an interest rate of 4 percent per 
annum. DM 90 million of this is to be used for commodity purchases and is 
tied to procurement in Germany. The remaining DH 70 million is to be used 
for capital goods imports on an untied basis. The formal agreement was 
however signed with fanfare, by the Q.c1rn1an Economics Ministe:.r only in late 
November 1973~ 
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It is understood that during negotiations, Germany gave a 
11gentleman IS Undertaking 11 that as SOOn aS thiS Credit WaS COmmitted by 
. Egypt, it would be ready to negotiate a similar credit. 

In Ju~ and September 1973, when IDA was exploring the possi bility 
of Germany co-lending for the Talkha Fertilizer and Tourah Cement projects, 
Egypt advised that they intended to commit the German monies quick~ for other 
projects. It is however reported that the Egyptians have been slow in 
allocating and committing these monies , not because of the lack of projects, 
but because of the Government's hesitation in sorting out project priorities . 

· UK 

In mid-1973, UK announced that it had agreed to provide credits 
totalling b10 million to be used over a 5 year period for priority projects . 
The credit is for a 25-year repayment period, including 7 years grace, at an 
interest of 2 percent per annum. About ~3 million had already been committed 

. by June 1 97 3 . 

UK officials ~lso advised the Bank staff 11 confidentiaJ~yTI at the 
time, that UK would like to see a :b3 million a year ndisbursement level" 
reached by fiscal 1975 and a "higher figure" thereafter, which v-rould enable 
UK to increase its level of lending to ~t. 

As part of its debt rescheduling arrangement, Ita~ agreed in late 
1972 to provide a loan equivalent of $48 million to Egypt for commodity and 
capital purchases tied to procurement in Italy. Italy however has not direct 
aid prog!'CJ.m for any country. Hoviever, to prov-ide 11 aid11 , the Government usually 
arranges for either of the fou~- Government-awned Italian Banks (TI~I, ICHIPU, 
Medio Banco and IFI Banco) to give agreed amounts at concessional rates to 
developing countries. The difference between the "bank terms 11 which these banks 
charge, and the 11 aid terms 11 provided to the countries, is "subsidized" by the 
Italian Government under an internal Italian arrangement. Hm>1ever, vri th a 
subsidized interest rate and insurance premium charges, Italian monies could end 
up with an effective cost of about 6 percent, and have a maximum repayrnent period. 
of 15 years. 

It might be noted that before "Egypt accepted the Arab Fund's offer to 
co-finance the Talkha Fertilizer Project 1vi th IDA, Italy was quite keen to help 
with as much as $45 million on th~se terms, but on the basis of tied procurement. 

~ - It might also be interesting to recall that in ear~ 1973, Italy was 
active]~ e, lo~· e ossibility of interesting the European Common~Fket 
countries in forming a consor um, which would provide $500 million annuaJJ.y 
as aid to 'Eg;rpt for development, 1-rar rehabilitation, Suez Canal expansion and 
similar purposes, if Eg:ypt could aefuse the middle-east conflict$ It is 
believed that exce t for not much in st was evinced by other Euro-
pean countries at the proposal w-as quietly dropped. 

EMENA Region 
Februar.y 22, 1974 



OPERATIONAL STEPS ON SUEZ CANAL/CANAL ZONE REHABILITATION MATTERS 

1. Mr. Davar' s January 1974 Report on December 1973 Mission. 

2. Suez Canal 

(a) Mr. Davar' s January 16 Memo - Approach through an 
Exploratory Mission. 

(b) Messrs. de Man/Elliott's February 11 Memo - · Exploratory 
Mission's Findings. 

(c) Messrs. Votaw and Davar 1 s February 1.5/14 Memos - Recommending 
Clearance/Reopening Project. 

3. Canal Zone Rehabilitation 
Mr. Wyatt's February 1 Memo - Preliminary Proposals for Bank Activity. 
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SUBJECT: 
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INTERNATION AL DEVELr· · ·F:NT 1 INTERNATIONAL BANK FO R 
• ASSOCIATION - RECONSTRUCTION AND DEV ELOPMENT 

IN TERNAT IONAL FINANCE 
CORP ORAT ION 

OFFICE MEtv\ORANDUM 
Annex 0 

Nr. Gregory B. Vota~ ... ~ 

~~ 
A· J . D,Sv~. \( 

Egypt : Report on 11is sion 

DATE: J anu a:cy 8 , 1 9 7 4 

I have already reported verbally t o Mr . Benjenk and you on the 
highlights of di scussions last month in Egypt . Pertinent matters dis 
cus sed on ongoing projects have been reported on separately . This memo 
e s sential~ reports on matters arising from the October 1973 hos tilities , 
t he ~gyptian thinking about the role the Bank could play in future and 
the directions in which we might consider helping that country . The sub~ect 

is a difficult one with many intertwining c onsiderations , on which views 
and advice should be solicited within the Bank before distilling a course 
of action. Therefore, the comments made herein are more in the nature 
of thinking aloud to test the wind and obtain the benefit of your 
react i ons and those of others in the Region. 

2 . I me t a nurr.ber of ministers and officials including Deputy Prime 
Hinister Dr . Hegazy, Sayed Harei , Agriculture Hinister Zaki , Recons
t ruction Minister Osman and the Suez Canal Company Chairman Mashour 
( the last two at the specific request of the Finance Hinistry). An 
intere s t i ng highlight was a visit ar ranged for me t o the war z one and the 
Canal ci ties of Ismailia , Qantara and Port Said, t o appreciate the e.xtent 
of the r ehabilitation needs of that war-devastated region . Besides 
r econstruction of those parts .of these cities destroyed 
by -bombing in the 1967 and 1973 hos.tilities, these cities -vrill need subs
tantial invest!TJents to rehabilitate damage caused tnr disuse and to 
l~Gstore public utilities , to stimulate the rehabitation and 
economic activities in them . . 

Poli.tical ci t.ua tion 

J. In February 1973 when Sadat also assumed the prime n·inistership, 
we analYzed from his previous record as an astute master . politician who 
carefully plans his moves and countermoves in advance, that tbis step 
prt~aged 'unorthodox" measures in 1973,to ·break the middle eastern dead
l ock . The October 1973 events apparently were that step . Since then, 
instead of skept:j_cal cynicism, Sadat now enjoys immense popular support. 
Wi th the backing of Har Minister Ismail (former Chief of Army Intelli
gence ), Sadat also retains the army's support. Almost all cabinet min
i sters are technocrats,with unquestioned loyalty to him . 

4. As mentioned in my verbal reporting, having accomplished his 
obj-ective of breaking the middle eastern deadlock, Sadat was expected 
to relinquish, in early 1974, the prime ministers!d_p to a trusted 
lieutenant. That would enable him to devote prima~ attention to 
l arger questions of war and peace and Arab unity, leaving the prime
mi nister to attend to the running of the country and achieving Sadat 1 s 
goal of EEr.YPt 1 s economic resurgence. It vlas anticipated .that the person 
selected :·rould l.."'€ one who enjoyed enough Arab confidence to continue to 
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marshal Arab monies for Egypt's . eccnomic developmenf, and 'Who was knov.m 
to be US or western-oriented-to provide another clear signal of Sad.at 1 s 
intention to increasingly look in that direction in future. The choice 
was therefore between Sayed Marei and Hegazy . Last night, the latter 
was nominated. 

Bank's itole in Egypt 

5. During discussions, Sherif Lot.f'-.r and others res sed the 
/ 

point that while a reciated the cont inua ion of $ 0 to illion 
o soft IDA funds for economic development, this level of a:id was g ai.ng 
to be hardzy meaningful or . one of impac a"' a ime w en (a) Egypt was 
looking forward to ~~e rehabilitation of its war-devastated areas and a 
reconst-ruction of its economy and (b) there v1as likelihood of a signifi
cant inflow of Arab monies for this purpose. They indicated that things 
had not yet jelled sufficiently on the peace question,to discuss the mag
nitude.· of Egypt's overall needs (but \vhich would be large) and possible 
Bank contribution towards it. They however believed that, in principle, 
the Bank should now be prepared to reconsider the level ani type of 
assistance it could provide, since· that v.1ould determine the future role 
it could play in Egypt. The Eqv-otians would indeed like the Bank to 
articipate, both t~chnical:ly and fi.nanc.i t s · nificant ext t in 

their .count 's develo ment. ·$40 to $50 million of IDA monies each year 
·would hardly give the Baruc a chance, much -less leverage, to play a cons
tructive r ole or one of impa~t .in. this exercise. In fact, Lotfy ventured . 
that if ~~nk Group participation ~as to be pegged around this level, it 
might not be v.Jorthwhile for Egypt and IDA to expend tlle substantial man
po-t·rer needed to prepare Bank Group projects; from tbe Egyptian vieHpoint, 
it would then be wiser to have no more than two projects a year and let 
IDA provide more monies for each of them from its $40 to $50 million 
ceiling. The saved Egyptian manpower could be used to prepare other 
projects for financing sources which -vrere available and 1.rhose demands 
for project preparation were not as taxing as the B,ank 1 s. However, the 
Egyptians appreciated the meticulous work that Bank projects entailed, 
and were prepared to put it in the necessary effort · from their side_, ·for a 
meaningful and substantial Ba~ Group program . 

6. To get a feel of the current situation, I solicited ·their thinv~ng 
on what the Bank could do, keeping in mind the mutually familiar cons
traints., including limited IDA availabilities and Egypt 1 s severe deht 
service and creditworthiness aspects-- both of which had so far deterred 
consideration of Bank lending·. \v t the -. rot ian · mind· is that if 
the allocation cannoiJ be incr sed, -it sbould be increasin bl nded 

~- i..nancin • The way they ~ee ·the situation is as foil m-rs. Now 
peace m·oveG have been initiated, Egypt is determined- to achieve its 

goal of an economic resurgence, for which it will need foreign exchange 
over and above what it hopes ro obtain from Arab sources; in the medium
term, i.t would be unrealistic to expect a transfer of resources from 
defence expenditures towards deve lopment; therefore, in order-to meet its 
development aims, Egy-pt has to continue to borrow the required additional 
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monies on hard-terms from commercial banking or suppliers' credit sources, as it 
has been doing; this, in the medium-term, would indeed further ~ntiate its debt 
service problems; however, if as a development institution, the Bank is concerned 
about Egypt's debt-service burden, it should consider helping to alleviate 
that burden; Bank-financing having a 20 to 25-year repayment period 
including 4 to 5 years grace and a 7.25% interest, would aggravate the debt 
burden less than available hard sources of financing; to the extent that 
Bank monies ate blended with IDA's , Bank terms would be soften~d 

-~hlle no specific f}gures v·;'ere. _mentioned, a total of up to $200 million 
a year, inclusive of about $SO million from IDA, was hinted at. 

7. 'Ihey did not expect that this level of financing could be obtained 
only through the modicum of some Bank !!enclave projects", such as for the 
Suez Carilll and export-based industrial projects like urea or phosphatic 
fertilizers, petrochemicals~ etc. (Egy-pt would v-relcome Bank involvement in 
such projects at the most propitious time.) It was suggested.that if the 
Bank was worried about Egypt 1 s debt-service capacity and repayment of the 
monies it lends, 't-J"e might consider channelling Bank financing not mere]y 
for projects which build-up the country's economic base, but more for 
those which expa$s Egypt's productive capacity and ·that,for earning 
foreign exchange. In this co~~ection, besides the possibility of (i) a 
fruit/vegetable production, processing and marketing project (essentially 
for export), and those for cash or import-.substi tutior1 crops or ( ii) import
sa'"Ting industrial projects such a~s fertilizer, sponge iron etc., H~azy, 
Mohamadain apd I.otf\r aga-l n pressed f'or a program loan~ if we -so desire, for 
at least selected export-earning industrial sub-sectors such as food/ 
leather processing, textiles, or electronics/engineering. They would be 
even prepared to consider a program .loan initially, for maintenance of 
spares for such sub-sect ars, on the understanding that Egypt would provide 
(from other bilateral monies) licences to these sub-sectors to import 
raw materials and semi-finished goods. They concede that existing indus
trial capacity might be unde~~tilized because of other constraints such 
as lack of po-vrer, trained workers, etc.; but Q...cordine: to them-' all 
evidence suggests that aramount constraint 1-ihich is mak· the country 
los tween 12 to 1 of its pot r · ction 

the - oten tial ro-vrth rate of . the industr al 
t- ~ lack of forei~n exchan e for current imports of raw m~~~~ 

semi-finished gocxis and maintenance spares. If we were prepared, the 
Egyptians 1-TOuld be. prepared to analyze the requirements in depth with the 
Bank, as well as permj_t the revie~..rs of the c;ub-sectors. Hegazy would also 
\ie.J/' o e p · _ to initiate both the masterplanning of Cairo a. ' · i, 
«+" ies on rer.:ional develo ment to reduce pressures on Cairo and create 
bases of economic activity in other areas in Egypt, besides projects that may 

· result from such masterplans or studies. Some of the interesting project 
possibilities explored are summarized in the Annex. But the point was 
repeated~ made ~hat it was through projects and program lending which 
he Jped with Egy-pt 1 s physical and economic reconstruction , that a dynamic 
and meaningful impact could be :nade by the Baru:, at this critical june ture 
in Egyptian a.nd middle eastern history. That implied Bank-IDA, not mere 
IDA lending. 
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8. I took the tack that the Bank was' appreciative of this line.of 
thinking and I would raise the matter within the B~nk . However, I was 

.also confident that the Egyptians were equal~ appreciative of certain 
basic principles which the Bank had to take into <?-Ccount as a "trustee" 
of international monies provided to it for development. I tactful~ . 

· inquired with both Hegazy and Marei,whether in the circums tance~ Egypt 
night not be considering steps,which would help restore its international 
creditworthiness and open the door for. Bank and western bilateral aid, 
and perhaps also enable -Egypt to obtain commercial bank credits on terms 
more favorable than it obtains today. One ob'.r:i.ous avenue was to alleviate· 
·E t 1 s cri ti robl m in the next 5 years by ehannelling 
available ·Arab a o ~ · o for the nex~ -/ years, 
to at least major we?tern creditors. Another alternative, politically 
more d.ifficul t, ·might be to consider if some Arab donor countries like 
Kuwait or Saudi Arabia mi ht not rovide co-guarantees along with Egypt, 
for Bank or similar financing. He azy felt that time was . not yet ripe 
political~,for either possibility; M Tel was more positive and indicated 
that he would raise the possibilities with Sadat and ot ers in the Cabinet . 

Financing of the October Hostilities 

9. At this point of time, it is difficult to obtain 11h ard information 11 -

on this- subject. However, in my discussions \-d th Hegazy ·and Lotfy, I · 
inquired about the medium-:term implications on debt-servicing_ and resource -_ 
mobilization reulting .from (i) the substantial USSR arm supplies in . 
October/November , and (ii) the current expenditure-s of the October hos- 
tilities. The response was understandably guarded. The indications were 
that there were no adverse implications on debt-senvice, since USSR 
lvanted, and was paid in, cash essentially by Algeria, Kuwait and Saudi 
Arabia . The current ex_I:€nses are being shared by Egypt , with Saudi . 
.Arabia, Libya and the Emirate~. The figure which has maximum credence 
in diplomatic circles is about $920 million for the arms supply. Daily 
military expenditure in the first 4 weeks of the hostilities is being 
placed a~ bevween bE5 to 7 million ($13 to 18 million ). Despite stringent 
new tax measures taken by. Hegazy in early October, even the present lmver 
level of daily military expend.i ture (being placed around :bE3 million)' is · 
likely to strain Egyptian resources. 

10. Hmo~ever, in late August/~eptember, ·significant remittances were 
made by Saudi Arabia, Libya, Kuwait, etc . Of t ~b.is, about $6o million was· 
applied as do-~m payment for, the purchase· of $180 million wor-th. of Australian 
wheat; the balance is to be paid off as a.n 18 months credit . wnile from 
the short-tr:::rm vie1v-point, the balance of pa:r:nents on current account may 
not be critical, Lot.fy projects that after accounting for the Khartoum 
Agree:nent payment~, there 1-rlll have a deficit at the end of 1973 of over 
$200 million . He anticipates that the current account deficit will continue 

- to increase in the- next two yea.rs· to over $300 million, because Egypt 1 s 
earnings from higher cotton prices 1-1ill be more than offset by the higher 
prices (resulting from interna t ional inflation and currency changes) for 
Egypt 1 s capital· and- recurren t · imports and more important, continuing massive 
\-lhea t purchases • 

~ I 
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Post-1var Reconstruction and Economic Development 

11. On the other hand, the October hostili~ies has given rise to an 
Arab d ecision (at the recent Algiers summit meeting , followed by the Arab 
Finance Ministers meetL~g in Cairo) to bols ter the economies, and make 
investments in the industrial and other s~ctors vital for the economic 
rehabilitation, of 11 the front-line countries of Egypt and Syria . !! The 
Egyptians have been provided and are anticipating substantial Arab aid . 
One manifestation was the financing arrangement, completed while I was 
in Cairo, for $400 million required for the SID1ED pipeline: $200 million 
(essentially to11ards local costs ) ~J "Egypt,. $6o million each by Saudi 
Arabia, Kuwait and Abu Dhabi a!1.d $20 million by C~atar . 

12. Another is iiln ::inYestment compagy:, estahlished _with an initial 
capital a..f $2$0 mjl~on, by Egypt, Saudi Arabia, Kuwait, Sudan, Abu Dhabi 
a.l'ld Qatar. ~yed Harei is actively involved in the proposal. It rdll 
promot e agriculture, .agri-business, agro-industrial and transport invest
ments initially in 1t';YP.t and Sudan. .Amidst great publicity, Hegazy went 
in early December on a 24-hour trip to Riyadh and returned with an·initial 
Saudi investment of $125 nillion in this company. IncidentalJy, when I 
met Sayed Marei (together rdth the Agricultur~ I1inister ) he requested me 
11 onve- ersonal to Messrs. McNamara and Benjenk that·E t would 
like t o offer the Bank an opportunity to s c any, as wel as 
future projects that ~ Wl un er a e ·" its activities owever v1ere not 
clearly explained, _and at my requ~st; M?I'ei promised to ~end materials to 
the funk "after a month or two, Hhen details can be· revealed." According 
to him, its first venture rrill be the establishment _Qf a corporation to 
produce vrhea t over 1 million acres in Sudan for expbrt to 'Egypt and the 
Gulf and for "cash cropS 11 ~n about 40,000 acres in Egypt • . Other J future 
ventures are expected to -include sugarcane and sugar production, · processing 
of- agricultural produce, establishment of urea and nitrophospatic fertilizer 
plants and eventually, the undertaking of the Jongli irrigation scheme. 

13 . Another proposal, still under wraps, is the use of the Arab~ 
European banking cc~1So!"tiUln (DEAF) to invest Arab capi. tal abroad, and 
from earnings ·from t hese investments-- supplemented by monies that the 
cohsortiv~l can raise from European banks -- the financing of develop
ment projects in Egypt, Syria and other Arab countries through another 
-investrrent company . Lotf'y private.ly indicateq to me that he was leaving 
the Government by ·Fe br'\lary to manage UBAF. (Since· Hegazy has just been 
made Prime Hinister, I would not be surprised if Lotfy if held back.) ~ 

. 14. that i.f' Arab a:i:El EHm+j nues to be prov~ / 
ded the form of increasin 1~ ni.z.ed ~ 
fundin~ ratr ~ _iape s c rants; as has hitherto b~en 
the case. This aid is being provided for political considerations, on the 
reels of the first man..ifestaticn of' Arab unity· ever achieved . on this scale . 
\{.hat is not clear is, whether once the current uniting cause is won, will 
the feeling of ccllec~ive responsibility .to use surplus Arab monies for-
the de velopnent Oi. less fortunate Arab countries, last?. E-ven if it does, 
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can this feeling be · systematica~ organized, coordinated and more 
important, continued on a long-term basis? Already, Libya is at odds 
with Egypt over Ghaddafi' s pique at not being consulted before the 
October hostilities. He wrote a blistering 11 open letter" to Sa.dat in late 
November, which his mvn Revolutionary· Council repudiated 3 days later. 
This was followed in early December by the closing dmm, lock, · st ook and 
barrel, of the Libya mission in ·cair.o without prior notice to Egypt. 
What this implies for the proposed Libya-Egypt merger, is anYone's guess. 
The general expectation hov-rever · is that in the near-term future; Libya will 

. continue to provide ad hoc-grants ~o ~t as it has so far done, because 
of Arab pressure. 

1.5. There is no evidence of other bilateral aid, except the Japanese 
offer (in mid-December) of a $220 million in soft loan for the Suez Canal 
(to finance dredging ~J Japanese firms) and promise to help with petro
chemical, textiles and railway investments. The Suez Sanal offer is 
merely a highly-publicized re~teration of Japan's interest, expressed over 
a year. As regards bila terals such as Germany, Italy or UK ( 1vho are 
politic ally -rmll-d.isposed towards Egypt ), t~ney have not offered any ne1v 
aid for reconstruction, nor do their Cairo embas~ies expect any in the 
near future • .· 

16. At the same ti~e, the monies required for the physical rehabi-
litation of -the war-damaged Canal zone, the opening and expansion of the 
Suez · ~anal and reconstruction of the Egyptian ec onoiny per se, ·-v:ill be 
massive and long-term. Su.bstant?al investrrEnts are likely to be needed 
first, to prod peace negotiations towards a final settlement; for instance, 
before talking peace substantively, srael is alreaciy ressing for comrr:it-
ents to reopen the -Suez Canal and ·rehabilitat th c·ties e Canal's 

West Bank; the Egyptians want . to expand these cities also t<2 its East Ban.l{ , 
besides resuming agriculture . in NorthHest Sinai. WhiJ:e one wants a larger 
geographical area to be covered than the other, the objective of .both is 
the same, viz. to have populations and economic activities in these areas -
which might provide some deterrent to future aggressi-ve activities by 

· either part,r. Larger investments will be required, as and after the peace 
settlen}ent is reached, e.g.' for the Suez C'~nal expansion, the development 
of Sinai; tunnels beneath the Canal linking its West and East. banks; region
al development, training of human res rurees and investments in almost all 
sectors of the economy. 

17. Anticipating the future, Sadat established a new Hinistry of 
Reconstruction headed by Hr. Osmari in November . He was Chairman of the 
Arab Contrac_ting Company; which completed c mstruction of the Aswan 
Darn ahead of schedule. The Ministry is specifically charged v-Ti th the 
responsibility for. the Canal Zone reconstruction, construction of four 
tunnels (first at Ismailia) linking the West and ·East Banks, establ ish
ment of a Free Zone indus t rial estate at Port Said, formulating and imple
menting master pla.ns for Sina.j_ develo;.rr:ent and Cairo 1 s future development 
(including the sorely-needed water supp~/sewerage and urban transport 
facilities), regional development and creation of satellite cities to 
stabilize Cai_ro 1 s current growth. A Scandinavian firm has been in- Egy-pt 
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since mid-November, studying the feasibility of the 1 tunnel proposal"; 
consultants are being selected for the. -master planning of Cairo and 
Sinai; Egyptian engineers are working on plans to reconstruct the Canal 
cities --physically and economically. The Hinister's back of the 
envelope estim.ate for all this is- between tE 2 to .3 billion, over a 
5 to 8 year period. 

18. This figure is - over and -above that required for the immediate, 
as well as the long-term, reconstruction of the economy. It_wollid not ~ 
prudent· . for Egypt to mount rehabili t.atioQ plans , of this ma ni tude "ivi thou t 

S:: I 

19. Besides the above, investments will be needed to open and expand 
the Suez Canal. According to the Company's 'llairman, (i) the cos.t esti
mated last year for clearing and restoring the Canal to its 1967 capacit,y, 
is ·likely to be about f:EL.O million and (ii) that of a 2-phased project 
to expand and deepen it -- first to accommodate vessels up to 175,000 tons 
(3 years) and then up to 270,000 tons (3 years thereafter) -- an additional 
±E300 million. \:mile estimates for both (i) and (ii) are being redone on 
the basis of current prices, he expects them to ··w·ork out to be tween 
:6E420 ·to 450 million. The Chairman concedes that the proposed SU}·!ED pip~
line (whi ch ~rill n01~ undou·otedly "be constructed) will reduce· the Canal 1 s 
earnings; but the tradeoffs still ha7e to be studied. His Company's 
estimates suggest that if the Caml tariff is maint,ctined at close to the 
1967 level, tanker and cargo traffic would find the Canal route cheaper 
than the longer Cape route, and the available _traffic would be substantial 
enough to make the expansion project a financially attractive proposition . 
.According to the Chairman_, besides the aforementioned Japanese interest, 
Yugoslav and German dredging companies had offered to arrange bank credits 
at 8.5 to 9% interest on ·relatively snort 7 to 8-:year terms. '\r!nile he 
did not anticipate_ much difficulty in arranging monies on such basis,_ he 
believed that financing on t erms more favorable to Egypt and his Company 
could be arranged, with the Bank's financial and technical lead. He 
recapitulated Mr. 11cNamara 1 s interest in 1969 in · a the Cana -
reca..L~e e pass~ ili ty of provi , ng · an financing .on the 11 enclave project 11 

principle -discussed 1-rith I~1r . Benjen< in 1971, and- hoped that the Bank Hould · 
still be willing to p!ay a role on that basis. In m.Y subsequent discuss-

.. ,.,..~....._-a,..~ t. · otla~c..s an~, Eg¥Pt 
:th Canal rojeGts. I · dicated· 

~~~~~~~~~~~pu~a~~t~o~~Iay a rol . 

The Ban1<' s FUture· Role 

20. Financing of this magnitude for Egyptian development is clearly 
beyond the pale of Egyptian resou.rces alone. T.o.e exr ectation that Arab 
largesse will continue foi" y ears to come, looms larg'e in cttrrent Egyptian 
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thinking. Hm-rever, one cannot altogether rule out the possibility that 
after the present political motivations abate, the desire to provide such 
largesse may also abate. One possible hedge against this, might be the 
institutionalization of the Arab aid to count ries like Egypt at this 
point of time when the feeling of collective PYab responsibiU.ty is strong 
and the desire to provide aid exists. Another is to o!'ganize, coordinate 
and harness this aid nmt, for meaningful and viable development proposals 
designed on a scale, with precision and 1·ri thi.1 the timefran;e required for 
the development of Egypt's econo~~ and those of similarlY placed poorer Arab 
countries. 

21 . One possible approach Hould be to continue our posture to help 
Egypt through an IDA program at levels currently visualized, consider 
helping with the Suez Canal project as an enclave proposal and continue 
with our current programs in Syria and other poor Arab cou.."1tries. This 
is a low-risk, sou..J.d and traditionally conservative Bank approach . It 
might hm.;ever cos t us an opportunity to .. have any significant impact in 
Egypt and the Arab world and helping to meaningfully shape their deve
lopment.. In the long-term,it might also deny us a chance of marshalling 
surplus Arab resources for the develcpment of the Arab world, and hope-
ful:cy other member countries. · · · / --

22. On the other h..and, an aordinary o xists for the Ban· 
to la a unique role · in harne sin, Arab al to·-vmrds immediate objectives 
mentioned in para.. 20 above. Egypt and other countries are awar8 of the 
quality of B?nk projects and the objectivity with which it plans and 
implements them. Kno ving this, the response might be favorable, if the Bank 
took the i~i tiati ve by offeri.ng_aasi~ " or. the embr r a.b • 

_ development investment corporations, and in conceiving, ·planning and helping 
to formulat sound . e~elopm t rejects (for Egy~t and o~~er Arab countries) 

for which these corporations could channel ArR.b aid. A simi1ar role could 
be played for or aniz·n e uez Cana ex ansion . With the Arabs, 
greater respect towards the Bank might be engendered by taking the ini
tiative and makine them react .to it, . rather than our reacting to any such 
proposal which an .Arab co1mtry mieht advance.. Bank's involvement in this 
manner mie;ht also provide v.1Bc:tern bila terals vri th an added incentive to 
participate in such ·~e .relop=nent projects in Egypt., 

23. · It would be futile to hope that the Bank 1 s ini tia ti ve would be 
readily accepted by Egy-_t)t or the Arab donor countries 1-rl thout significant 
Bank financing a1 .. d on the basis purely of technic-al assistance . Besides 
enclave projects, \~ays. and means will need to be explored and found; to 
pi'ovide at laast a hard blend of -Bank and mA monies . Larger involvement 
w~ll obviously call for· human and fiscal resource s far above what we have 
so · far committed in the Middle East. )~Jhether we opt for our curre~t policy, 
or for taking an initiative, there are bound to be criticisms, with political 
overtones. Ho-wever, the opportunity is unique to assume a role of respon
-sibility and impact in mobilizing available Arab aid for the effective eco
nomic development of .Egypt and othe.r poor countries, in a region t~hose 
economic and political stability is becoming increasing~ important to all 
our member countri.e s. 
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Possible Approach ~ 
24. Taking account of the needs, opportunities and long-term advant -
ages to the Bank, the ~tiddle East~rn region and Egypt , I would recomme~d 
that serious consideration should now be given in the Bank to _the f ollowing : . 

the initiative to offer i ts 

(b) A-fresh policy review at senior levels should take place: and 
avenues explored, to channel Bank fi nancj ng .f:'or '"Rgypt, 1 s rehabiJita
tion and reconstruction profi'rams through a hard blend of Bank-ID.A 

,....monies,besides the 11 enclave 11 project approachJ · 

(c) .A positive decision to a cata1vtic financin 
a technical one, for projects tc expand the Suez Canal; 

(d) Initiation of a revie:w:....,wi th the Eg;~rptians regarding the 
of foreign exchange requirements needed in the next 2 years 
boost the econorfl throu exl lndus-

. trial, agricultural and trans Qrt.- otential (as we did in Ni.geria 
and Bangladesli;, and the extent of Ba Group mon:.i..es that could be 
provided, along with those· of interested Arab and bilateral donors, 
for this purpose; 

(e) J~ a decision is taken to move ahead on the aforementioned four 
:matters, a visit by Fessrs. :HcNar.1c.ra and Benjenk would ensure both 
long-term relational impact and positive response by Egypt and 
A.rab donors concerned to our proposals. A more cautious approach 
would be for them to visit first and obtain a feel of the situation 
and possj_biliti.es, before taking these decisions. 

(f) Hhile decisions on the above matters are being taken, the Be1.nk 
should no1-r begin revieHing with the Suez Canal Company the technical, 
economic ar:d fj n~.>.ncia1 basis of their proposals; tllese matters can 

~ be time consuming_, and much is_ to be gained by commencing this work . 
as soon as. possible; should the Bank ultimately decide not- t6 help 
't·t.i. th financing of ·:the ~anal _, our association Hith the reviei·l would 
be valuable '1 techr..ical assistance 11 to 'Egypt and the Company; ·. 

(g}: Revie-r: l\rhether in principle , the Bank Group should do program 
lending for current imports needed by selected export-oriented 
indut'tr:i al sub-sectors j if a decision is taken to channel some 
Bank lending to Eg}~t, program lending could include raw materials, 
semi-finished goods and maintenance spares for these sub-sectors; 
if the decision is to limit our role to IDA lending only, it 
-could covet· only maj ntenance spares. 

J 
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. (h) The next economic should 
include a person 1•Ti th urban planning/regional development expertise , 
to review the possible approach arn arrangements for initiating the 
masterplanning of Cairo -and regional development studies for Si~ai, 
Aswan_and/or other key regions proposed by Egypt; we should be 
prepared to explore 1-li th Egypt the best possible source of financing 
and to act as executing agents for these exercises. -

(i) Steps should be initiated in the next 2 to 3 months t o advance 
proposals (including arrangements .for project preparation) for 
fruit/vegetable production and marketing, technical/vocational 
education, industrial estate at Port Said and reconstruction of 
public utilities for the Canal cities; we might need to consider 
an engineering credit, at some stage~ for the latter two proposals . 

Attachment 

cc: Messrs . Benjenk, Wapenhans, Karaosmanoglu, Maiss, Armstrong 

AD avar/ te 

• 
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POSSIBLE FUTURE PROJECT PROPOSAlS FOR IDA LENDING 

(1) p~ricultural ~redit for Fruit/Vegetable Production and Marketing : The 
proposal was tentative~ identified ·by the Thompson mission last 
year, and is of interest to Egypt. Appropriate areas for production 

(2) 

(3) 

(4) 

ill need to be carefully selected. Possibilities mentioned by the 
P~riculture Minister were Fayum and Anchas for fruits and Giza Qualabiya 
or Nenoufia for vegetables. The proposal might include provision of 
credits for necessary equipment and facilities to (a) farm coopera
t ·ives and orchard/farm owners for increasing production of quality 
fruits and vega tables; (b) a major cooperative who would purchase 
this production, grade and process it, marke ·· inferior production 
domestically and export better grades directly to Europe in refri
gerated truck-trailers from Alexandria. Proposal has potential not 
onzy for export earnings, but rural employment and increase in rural 
earnings. Since many ministries/organizations will be involved, 
Government prefers to achieve maximum coordination in project pre
paration by setting up a team under the Finance or Industries Y.tin.:istry 1 r. 
leadership, who would work with IDA staff help. 

Textiles Rehabilitation: 1•1odern.ization/rer.13 bili ta tion of selected 
3 to 4 textiles/garment manufacture complexes, e.g. Mahalla. Monies 
could be channelled to them through BOA . Alternately, a second 
BOA credit could include some additional financing for .·other dfc 
a ctivities, but its major component would be for these textiles 
rehabilitation projects. The Industries Iv!inister is extremely keen, 
and sets high priority on it , since textiles/garments constitute one 
of ~gypt 1 s leading exports and the project has ~mployment potential. 
He indicates -that a team is preparing a proposal for IDA. He hm,rever 
pressed strongly for the TORs (promised to him last July), for a 
~ub-sectar analysis and preparation of a proposal 1o a level which 
would facilitate IDA appraisal, latest. by December 1974. He wants 
to avoid a situation where his team would do work which IDA might 
late r find redundant, thereby delaying early lending for the project. 

Industrial Progrc.m Credit 7 for import of · ra,.r materials, semi-finished 
goods-ind/or maintenance spares to utilize capacity in export-oriented 
food, textiles, leather and engineering/electronic industries. 
(Idea expanded in the main memo .) 

Sponge-Iron Manufact~re: Proposal is to set up facilities to produce 
sponge iron using Abu Kheir natural gas and Bahria ironore (which ·1..Jill
need upgrading frorr. 51 to 62 ore content) • Benefits might lie in 
(a) reducEd production cost of sponge iro , nov-r based on imported scrap 
(whose prices are escalating) and coke and (b) foreign exchange 
savings resulting from eliminating these imports. Egypt believes 
that even if some high- grade Indian ironore (under barter) is imported 
to upgrade and beneficiate the low-grade Bahria ore, the proposal would 
still be financially viable and an attractive saver of foreign exchange. 
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(5) Port Said Free Zone Estate: Proposal is ·to set up an industria]. 
free zone estate to promote the establishment by foreign entrepreneurs, 
of industrial manufacture 11 in bond" for expor:t and/or warehouses, ,for 
distribution and packaging of goods for North and East African and 
Arab markets, as in the -Free Zones in Panama or Singapore. The pro
posed location exploits Port Said's ideal location for such a faciliti; 
laws providing (over) liberal tax incentives for the establishment of 
such activities in free zones in ~pt, exist since 1971. Besides its 
potential for _attracting investment capital to "Egypt and foreign . 
exchange earnings, the proposal forms part of · an attempt ·to create 
economic activity _inthe Canal cities. It will need analysis of -what 
foreign investors will come for, besides creation of an efficient 
and promotion-oriented authority to PUll the free zone, and 
design and engineering . -

( 6) Water/Se>:·reragfe Rehabilitation for all or any of the Canal ':Ji ties of 
Ismailia, Port Said and Suez : As part of the rehabilitation of-:rti6se 
three cities and ~o promote rehabitation and economic activity in 

(7) 

(8) 

them, provision of this basic .infrastructure would be most meaningful. 
Road, housing and other social services could be c mtributed by Egyptian, 
~rab and · bilateral capital. If the Bank desires an increased posture, 
our financing could include some of these other ·investments also. 

Technical and Vocational Education: E~ypt has engineers and graduate 
skills, but serious shortages of semi-skille~ and skilled level per~ 
sonnel in trades, vocations, industry and agriculture, and those at 
lower supervision levels in t~ilese sect ars. Goverriment therefore gives-- · 
high priority to the revamping of the educational system and expansion 
or creation of ne'\v training facilities so that ,§uch shortages do not, 
in the _ medium-·t.erm, restrict Egypt 1 s economic activity. A longer-term 
objective is to earn foreign exchange by 11 export 11 of skilled manpower. 
and st:LmUla ting worker renli ttarices, a la Yugoslavia; Turkey, etc. 

Urea Fertilizer Production, using Abu Kheir natural gas; alternatelY, 
manufacture of phosphat'lC"""fertilizers from low-grade and 11 contamina
ted11 :phosphate ·deposits. Government indicates that Japanese and 
French firms· are interested and there may be a possibility of develop
ing this as an entirely export-oriented.project on the 1' enclave 11 

principle. 

( 9) Agriculture Credit, for selected high-value cash crops or for increasing 
production in selected regi ons. Although -Egypt has well-established 
credit institutions, cre~it is currentlY available either on a short
term basls on crop liens J or at best on 2 to 3 year-terms. Government is 
very interested • 

(10) Jl~ro-Industries : Provision of credits to existing or new facilit ies for 
packing, canning, juicing , etc. Has potential for creating employment, 
adding value to agricul t ral production and exp art earnings ,particularly 
to the Gulf and African ~ountries. 

(11) Reg~/Rurea.l Development, in a selected area such as AsHan, by 
providing assistance for agricultural prcxiu.ction or processing, 
marketing, rural roads, water supp~, education, etc. Proposal could 
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be made to result from regional development studies proposed 
in the main memo. 

(12) Ca~o Urqan Project: The master planning of Cairo, also proposed 
in tha main memo, could lead to ,proposals for reducing growing 
pressures on Cairo (UN lists it as the world 1 s 7th most populous 
city), including creation of satellite tovmships, restructuring · 
Cair-o or development of othe_r areas. 

( 13) Tourism : \Vi th the prospects of restoration of peace; this foreign 
exchange earning and emplo~~ent absorptive sector, -has potential . 
(u.s. Hotel .chains particularly, are showing increasing interest 
in Egypt.) Proposal could incl~de coastal development west of ' 
Alexandria. 

\ 

E:H1DA 
January 8, 1974 

\ 
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lNH.RNAT!O~AL DEVEL OFMENT I I NTEPf'.iATIONAL 8Ar-.K FOR 
• ASSO<;&ATION RECONSTRUCTION AND DEVELOPMEflT 

fNTERN~TI ON AL FINANCE 
CORPORATION 

OFFICE tv~Etv\ORANDUM 
.Annex 0 · 

TO: Hr. G. Hyatt DATE: February 11, 197~ 

FROM· Pa Ca de Man and D. Ca Elliott 

SUBJECT: EGYPT - Suez Canal 
Exnlorato~r Miss ion 

..,. 

INTRODUCTION · 

1. This report surr~~rizes our discussions in Cairo with the Minis-
try of Finance, the Suez Canal Authority ( SCA) and the General P<:Jtrolewil 
Authority betvmen January 31· and February 6 concerni:1g the Government's 
plans for reopening and expanding the Suez Canal and constructing the 
SIDlED pipeline. 

REOPENING CF THE CANAL 

2. Follo-..rLng the disen~a gement agreement 1.;ith Israel and the ~'"i th
drav.ral of Israeli _ forces from the S,_1ez Canal Zorie, th8 Goverr.m~;nt h-:1s de
cided to reopen the Canal as soon as -4-,his can b e te chnically r ealized . 
These -....;orks will be undertaken in ti>"O phases : (i) irr2·1ediate reopening; 
and (ii) restoration of the Canal to its pr-aclo:::ure condition . 

3. For pnase ( i), the followjng steps are envis_aged: 

(a) ren1oval of mines, bomb shc1l3, etc . hy the Navy in coopera
tion Hi th the Co rps ' of Sng:i.:108rs. '..l'he::~e '\.Jorks h~ve already 
st3rtcd and are expected t o bs comp1.et8_~ . _by l~arch/April 
1974; 

(b) removal of major obstaclus (shi)~·rrects , otc .). The SCA is 
presently negotiating a· price for . these ·,.;rorks ·Hith a con
sortium of a U.S. contractor , thEl UoSo };avy and a joii?-t 
ventt~e of a Dutch, German and Y1goslav contra ctor. It is 
expected- that tho contract for t~w0a 1-rorks vdll be signed· 
by the end of February. .Sstir.J?..-ted co.sts are about .- uS$8 
million equivalent; 

(c). · remov~l of_ini.nor' Gb$ t'a.cles ( s7..s.ll shi.ps, vehicles, etco) ~y 
the SCA in force. account in c ooperation with the Nav:;r; 

(d) ·. repa i r .of ,damag~d revetments and vita l · ' ·Torkshops _by the SCA 
in fo~o account; and 

I . 

(e) . procurement of nec~ ssary floating ani field equipment, navi-
g~tion aid~ and .conmunication equipment. 

The SCA .estin1~ta ·s that steps ·(b) through (e) will be completed iri about six 
months '~;hich means that the Canai could be opened to tra.ffic· by' about 

· Septe :".De r of t.his year . ... 

·-

_, . 
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L. After completion of ph'1S8 ( i) c:ld reopenir:g of the Canal, only 
minirnun facilities l..;ill be available for navigation, ccrr~.'11unication, ma.in
tenance and repair and further \-rorks tinder .phase ( ii) comprise: 

rebuilding of offices, workshops, signal stations (10 in · 
total) and houses for employees; 

reconstruction of service roads; 

procuremsnt of communieation and navigation aids. 

In addition, further workshop equip~ent and tools, and floating equipmen~ 
will have to be acquired. 

5~ Cost estimates provided to the mission are tentative. It is now 
estima.ted that phase (i) will cost 1~ 18 reillion (US$45 million). The 
Government is about to sign an agreenent wi t.h the KuHait Fund for a loan 
of 10 million Dinar (US$33 million) to cover the forei~n exchange require
ment of this ~"lase. The remainder mll be prbvided by the budget • . 

6. Phase ( :i.i) is estimated to cost LE Sl.S million (US$130 million) 
broken down as f ollor;s : 

Civil Horks 

Revetments and 
Dredging 

Service Roads 

Build:ings and 
Workshops 

Repairs -to Employees 
Housing. ·( 800) 

. Fresh ~·later Supply 
\ 

\ - . 

· l1ateria ls 

Hqrkshop Haterial 
and Tools 

Navigational Aids and 
. Communications 

Floating _· ·Craft 

Vehicles and trucks 

Loc.q l 

h.S 
(8._0) 

3.8 

2.6 

1.2: 
. "22:T 

1.4 

. 1.0 

LE ( H il1.~,.on :-;.....;.)~:---
Fo~ ~-fll . Total 

2.0 

n.a. 

0.6 

1.8 

3.2 .. 

. 16~5 

2.2 
23.7 

6.5 

8.0 

S.2 

3 .2 · 

2.0 
21!.~ 

3.2 

. 3.4 · 

J:?.$ 

2.r) 
26 .6 

No co~tingency allo~rances !\ave been ·included in ·the estimates and the 
foreign corriponen-t of so-me of· t.he items appears lorr. 
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Equipment would be obtained by one of three methods: 

(i) direct quotation -- where standardization is necessary; 

(ii) direct procurement --for urgent needs (e.g. a second 
hand dredger); or 

(iii) international competitive bidding. 

It is bel ieved that the 118jority of the equipment would fall in the latter 
category . 

8. l(v'e we~e as~:ed ~ .. ,hether the B~r1K Hould be prepared tc pa:-ticipate 
in phase (ii) for which no f~~~nci~g h~s been ~ssured so far . On the 82sis 
of t he LDfor~'1c.ticn so f -~.:.r obta:.n,:::1., -:t ~ ~hat the Bank cculd D":--:,ici
pate in this f:i.l1::.ncin;:;, ar:·j_ it iJ recc-;:;io .rd EL~ t..h~~ an appraisa 
be ·----~~~~~~ 

EXPMJSIOJ OF Tilli CAlTAL 

9. The SCA has been conducting a nunber of studies on the supply and 
de mand pattern for Hiddle &J.st oil ;;:ad on the gro1-rth and composition of the 
world tanker flest and has concluded that, in order to cont:inuo t o have a · 1 

major shar·e ~ in t:'1e oil tr=.nsport for the Ar:1bian Gulf to Hestsrn Europe, 
th anal s. o 'd be · 8nlar ;:l .1. ,.. r-rm. 'ate tankers of up to 200,000 - 270,00 
d\-rt, fully lo~d.ed.. The c!u"tailsd 0ngi.~eerir1g for · 
prep3 red by tbe 1ZlgineerLJ.g ::Jep3. r t·.-:-i iJllt of the SCA. The SCA \·rants to imple
ment this plan ir~J..:iiJ.tGly 2.::'ter ~:;.e Ca~al has been r8'3'torod to its pre
closure capacity, and e:::1visages a t~-1o-st.~8e constructj_on. The first- ph3.se, 
requiring about thre e year,3 , ·,'01Lt...d inci'ease the capacity o: the Canal to 
about 150,000 d· .. rt tan~ars and is estin?..tl3d to cost about US$ ..J illion l·ri th 
a foreign exch:1.nge component of U~ 20_5 million . Bids for dredging vrork on 
three s e ctions of the Canal for this first phase were opened in 1967 on the 
same day the Har stc:n ... ted . · Since· thsn, the lovmst bidd-'3r, a Japanese firm, 
has regularly updated its p:rice on the basi3 of the cost of living ~'1dex and 
recently· the Gove~nment of Egypt h;~ s received a pronos;-1 e · Ja an.ese 
Government fora · loan·to finance abQ .... . l O mil· lgn 
exc aD-ge cor~ onen"t) provided the 1.;ill be aHarded the contract. • 

10. -r,Te - ~rer9 ~sked " ... rheth'3r the Bank wouJ.d ·be interested also to n.g,rti ... · · 
cipate·in -. the · fin~nc:L"1g o: .this project and He poirtted :out that.befor8 : this 
could be cons ide~ed a det.a. iled e~onomic analysis ( 1-1hich so far ha been· 
made) should be unde~taken trhich sl-to· . no.: be restricted to the- Carwl,_ but 

, also loo!' at · otfier nossiole r·ansport al tornatives .. We referred to the 
'4t · ~ecent decision by. the Government. to go ahead Hith the ·sUl·fEIY pipeline (para . 

ll) .and pointed out that, first of all, nn intograteJ study o.t the oil. trans
pol~t markst and alternative sol·.1tions to· ·acco:n:node.te the oil traffic · should 
be made •. After s ()me del it orations, ·Fs tent1tively. ariTeed that the Ban ·should 
send a miss ion of experts : to . revieH the plans for 8XT;>al1Sl0U of 

-. . . - - .,. " 
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the adequacy of the project prep3ration studies and to advise on the scope 
·or any further studies. This s,qm~ team could carr.r out the appraisal men 
tioned in para. 8. SCA will make suitably qualified st~ff available to work 
with the mission and, in vie1.; of other cormnitments, asked for the mission 
to be sent by about mid-March. 

PIPELnrss 

11. At the sam9 tiJ:ne that the Suez Canal Authority is makL"1g plans 
both -to reopen the Canal and later· to de.epen and . .;iden. it, a pipeline is 
being built -i-lhich ~-:ill also ca:!"ry oil from the south to north transiting 
Egypt. ~·le met ·l'li th engineer, Ranzy El Lei thy , who is Chairman of the 
Petroleum Authority of the Government . He gave us the following iJuorii~

tion. An a~vard is due to be· signed this 1-:eek to Bechtel for $345 million 
to cons trw~t a pipeline consisting of two 42-inch pipes together with 
necessary storage- facilities 'and off-shor'e lo3ding facilities . In addition 
to the contract, v:hich is a turnkey contract of $31.6 million to Bechtal , a 
further $55 million ·Hill be sp9nt on other works . So far, financing is 
assumed to cosi, a total of $LOO million with Egypt producing ·$ 200 million 
and other Arab st::t t •3S the rest. The foreign exchange component is in the 
neighborhood of 50%. Egypt, for its part, intends to borrow the foreign 
exchange and has been approached by EXTI,1 and Chase H-3-n..~a ttan anci foresees 
no prob1em in raising money for this project·. The ?etroleum .Author:i.ty 
estimates that within two ye8.rs they vrill have a capacity· of uO million 
tons and, shortly thereafter with the completion of the sec0nd pipeline, 80 
million tons of oil a yeP.r. Four type3 of crurl.e ~.-.rill be tr3nsportod through 
the lines .::1nd ,_th~Sre is a possible expansion l-1te-e- on Hhich--would - taxo the 
total capacity up to 120 million tons a ye~r. The total capacity in the 
first phase of 80 nillion tons a ~,rear has already been-,allocated to sun
pliers who have agreed to transport that amount ~n a take or pay basis: 
The tariff is a flat rate and the average tariff is a little less tr9.n $2 
per ton. Thi3 compares -rri th someHher3 around $1 a ton previously charged 
for transit through the Suez Canal. 

FINAJICD G 

12. Unlike the :inancL~g for the pine~lnes which has been re~so~ably 
'~ell assu.rod, that .for trie Suez Canal is far fro so. A first bud~et3ry · 
allocation of LE 15 mi.llicn has now be.on :n_qde by the· Government and the 

. ·Government , in turn; has. oot~ined lO inillion Km.;ait i Dinar :'rom.the Kur;ait 

. Fund. These funds a~· expecte d to be su.ffi·cient· to ·enahle 'the Authority 
:· .. to ·c~ear th.e Can~l to its .mini.'11Um posit iqn s.o that sh'ipping ca:n ... st '.i rt to . 

·pass throug.~ , and l.t is es. tim.~t8d. tha7, this phase. ·r1ill last approximately 
. six mo.nths. -ThereaftGrHa:r"ds:, a flt!"the~ LE :;o~ss :nillion 1--rill be needed to 
replace equipmant ?.nd· to set up workshops and navigation aids in place. 

'lr No funds h~ve yet bo on allocatec;l for this nor has there yet been any fir.n 
·plan as to Hhere .the money is ·to come from. ·The·. Suez Canal Authority 
hoped that the Bank might be able to· help in financing part of the costs 
o.f this . phase. . · 

.. 

.· 
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CONCLUSIONS 

(i) It appears that the plans and cost ' esti~tes are still in 
a very prelimin.qrJ stage and can only be taken as orders 
of magnitude. They need checking. 

( ii) 

Facie, this may af ec e timL~g of 
the Canal nore than tho expansion i ts9lf as, on present 
indic.::ttions, it appears that both pipelines and the Canal 
have a role to play. 

RECOHHEJDATIONS 

ACTIO~J 

13. 
mission. 

( i) The Bank should send a mission in- mid-Harch and obtain first 
class people for it. 

(ii) If we decide to participate in phase (ii) of the reopening, 
then t he mission should try to also appraise this project. 

He - should inform SCA about the timing and composition of the 

cc: Hessrs. Benj enk, T·
1apenh.ans , Vota1-1 , Davar, Jaycox, Karaosmanoglu, 

Hendry> Eccl9s, FL~zi 

PCdeHan/DCElliott:lt 

.· 
• 

, . 
.. · . .. · 
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OFFICE ME/'v\ORANDU!v\ Annex 0 

Mr ~ }lunir P. Benjenk, V-2.ce .?resident, El-1ENA DATE: 
(through 1~ •/rfot.::n-J) 

February 14; 1974 

Adi J • Dali2.:L'.f l)i vision Chief: EI11 JA . V .·\ 
EGY?T--Sues Car~l Clearance and Reopening Project 

1. The key points lrhich emerge from l·1essrs. de Han and Elliott 1 s 
February 11 report on their mi.ssion are the follo .. Jin~ : 

(i) to reopen, and ~estore efficient navigation L~, the Suez 
Canal to its pre-Ju.11e 1967 c apacity, · a total irr'restm<:;nt of 
about $175 rr~llion is required($45 million to cle~r tte 
Canal and $130 :l.'liLlion to pro-v~Lde thtJ minimum equipment/ 
facilities for operatin~ it efficiently)j 

(ii) the foreign excha.n;;e comyonent of this investment would be 
about $73 million , ~16 r:i.llion f or the . ''cleal"a.i"1C!en and ~6o 
!T'J.llion for equi9m.2:1t/ fac:..li ties; 

(iii) af;a=-~~t this, tha only forei~n exch2D.~e .financing which Eg:,tpt 
has in hand, is $33 million from KulJc:i t . (Reported bilateral 

·offers like Jap~YJ.' ~~ , ~:: ,_~e a"' to be ti,~d t,0 the Canal's e.:..~ansio:1, 
and not to i ts cle c:.;..---anGe arn O!>e:· ::.. v.:..c·~ ::> .) It is :r..ot cuite 
clear 1·ihethcr the Eu:,;ai tj_ f~:.::_ncins j_J a'<~ailab:e fer Do-~il :,~·- e 

foreign excha!1se .:L..r"J.d lcc22 costs o.t _:. ~ ;~; :r cleaxanc·.J tr ( tot:~ cost 
,.., f .. · .,__,..: '~ .: ,t. 1 ,-' -u· 1 ' ..: ·-- ' - )' l . .:.. c ·· ,.., '- ·-=> 1 ' • • d - I ; ¥ .,.., ~ .:. • • ·" : •• 

<..1 l'tlJ... ,_ C,J. ..J.S yLj..;J 11' ~~..:....0!. •) , U- v <.:!.d :..;..._. u.S~ wO ...L .. lrJ.H-ve "'·"-::;. ..Lv!' •::!.- ~~n 

exchant;e cost of bot1l tbe 11 cleo.ra!1co-:·: c:~r1d . ec:l~ i):--:o :-:£t,/fc::.ci2.~.-~::'~c:> 
also requ..i.red for an efi'icie.::-1t operation of t~e Ca112l at its 
pre-June 1967 lo~rel . 

2. 'I'he above factors are neH elements in ·c!-19 p:.c ture . The EgyptJans 
had previously indicated that. all financ:L n; re c~u:il"(;c.i for · .the 11 clr-~at' 2nC·3n 
and :re.sl..l..rnption· of n3.vigat:~on in the C:illa1:, had be()ll taped G:JlJn. I have 
SJ'inpathy with ds I·:2 .. n 1 s and Elliott 1 s rec~)nl.r;; 8nd2.t.:~on that th3 Bank Grou) 
shoulrl consider pla~ring a fi:1ancial r·:Jle in the y i\-' j ::;ct for the clearance 
and reopeni.ng of the Canal (::the Project:'), qU:.:cG r1~:· c:.r"t frcm the future r ole 
rJe l!"lit;ht like to play in subsec;_ucnt projects to C.(~Ja.nd the Can.i.l to accom.mo
date l~rge tankers. 

3. \, In taking a decisj_on in this matter, the iliT1ex· ··mentioned con-
straints and al ter~1ati ves ne ·3 d. to be rc;cog:n..l.zed: 

(i) The Egyptians are aiw.i.n~ at reopcni'.!S the C[.nal for navigat:i. on 
by about Sept.embel' 1974. To er:.abl3 :. r1 ·~cr~1atio!13.l t r affic to 
take ftlll a:i"..ra."'lta~e of the reopened Cc.naL, e qui.p.nont/ facilities 
required for it,s efficient operation, ·~·Jill ne0d to be procured 
ar.::l be in place in as sl-lort a time as ~.::ossible .!.:.hereafter (by 
February/i·Jarch 197 5). Therefore J t i!e t ine available to process 
a BaiL~ Grou~) ;;rojoct Ho1lld. be cui t2 sho:. ... ~o Ii.1~,c~l'nation:ll bidciinQ 
f • - I r:t • • ' .. "' - f" . or e c.Ulpmen"t; .J...:.c::.ll "VJ.:J d -~~ hich 1;e r.::.ty --;;ish to J..n3.:1.Ce, 1·all r..ecd 
to be in.i t:ia ted cuick:-< , Q o t~1a t or~.it:.r :-; can be ~J laced in t:.:.-:1c to 

1 ~ . ensure a rapid delivery vi tll :L~ the ~:.:~:o-frs1~G illvo \-ed .. 
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(ii) The foreign exch~~ge required for the project is high. If 
the $33 million Kuwaiti loan is to be used only to1.;a.rds fin.o...l1c
ing the total cost of the ''clearance,u then the foreign excha..""lge 
required for the purchase of e quipment/facilities would be in 
the region of at least $6o million. If 1:u1<1ai ti mo.:Ues could 
be used to finance the foreign ·exchange cowpona~t of both the 
rrcleCl..rancett and t:.e purchase of e q_uiprr.ent/ facilities, even then; 
the foreign exchange required vJould be ;;)4.5 million (~76 million 
less than $33 nullion) . Either a.-·-:-1ou..!t 1-iould be too high to be 
accommodated Hi thin the total of $65 million IDA funding ear
marked for lendin5 to Egypt in FY75. 

(iii) The al te!'nati ve 11ould be to consider providing a Banl.;: loan 
su_tficient to cover 1..jhate~ler is ultimately determined to ·be 
the foreign excha:1ge for th.e project, ai'tor ascerto.ining for 
what the KuHai ti nonies are to be used. . . Tne question llhic..1. 
rJill then arise is, whether the decisic11 to provide Bank 
fjnancing to Egypt shou.ld be deferred . until tne issue of 
Egypt 1 s credi t-v1orth.iness for Bank n:ord.es (not expected to be 
completed until Hc.rch) is re7j_e\~ed ) or ~~c can take a decision 
at this ti.rne to provide a. Bar·~ loan, by treating th~ project 
as an enclave project. 

{iv) Should we decide to pro tid·3 cL'ly I_:j.:·~ .::::i_r:c-~~1::;iJ1 ... g fer the project, 
then $20 million coUld be H!tide avai12ble in FY75 by dl"opping 
the Telecoms Project ( t!1e other FY75 projc;cts that l!e e:-::pect 

\ 

to lend for, 1-1ould be Tic:.il1-1ays II -- $~~ :!ill.icn and T'o"J.rnh 
Cement -- $20 millio::1). In this e,.rent, 1-1e shall have to seek 
joint partners (p-"eferc:,.bly J.imi ted to one or t1vo on1y) vJho 
could -finance specific portior:~ of ~he project, ";·Ji thin the 
given t:L11e constraints . At this stage, the fcllo1-1inG seems to 
me ( and Hr. Elliott) to be the nost atLractive alternative, if 
Egypt agrees to it: 

(a) the Kuwait Fund finances the fo'"'eicn exchange cost of the 
11 clearance" ( ;:,.>18 millio!1) plus -c2at of all civil 1-mrks 
( 

.J, 1 ') . l- . ) . d. ..1.. ' • 6 -. , ' f I d El, . t ..1 I y ..; Till .llon ln~ lCa .... ca. ll1 para. o1 ae .nan s .:.u'1 J..lO . c, s 
report; 

(b) Elliott advises that n flo a tin[~ ere:. ""ts,. " havine a foreif;n 
exchan~e COl'i:pcnent of a~Jproximately y40 :nillion, 2.re likely 
to be obtained from Ger---·~w .• !y everi after international com
petitive bidding ; it · would therefor- e r.1ake sense to try and 
persuade both tne Egyptia__'l'ls and the GernD-t-:.s to finance this 
project co:n,:JoL-v!l.t fro:7l the e:~ist:.:n0 . Ger:712..L"'1 creJi t ( D~·1 7 0 
million) or f ..... om a ne'i-1 credit 1-1~1i c~1 t~e Germans have pronised 
to ~egotiate ~uickl:~ 1-1i th Egypt ns soon as the said DH 70 
million cred~ t is fully co -:uni tte:l; 
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(c) workshop materials and tools, navigationai aids and 
communicatior1s equipnent, vehicles and trucks (foreign 
exchan8e : $18 million), as also tte econo~c feasibility 
studies aLd ir~tiation of detailed ~~gineering for the 
expansion (foreign exchange :.-)2 r.il1ion) of the Suez C2J1Dl , 
could then be covered by a $20 rnj_llion DJA cr.edi t. 

( v) Irrespective of 1-Jhat the Bank Group decides to finance , we 
will have tD appraise the Cleaxance w~d ReopGninc, ~roject as a 
complete packo.ge, :in or_der to r.la...l<e -a sensible econorri c 2-L'1d 
financial arKQysis. 

(vi) It should be recognized that Egypt is unlikely to earn adcl.i tionaJ. 
foreiE;n e:<:chant;e as a result of the project . Even if a sufficient 
vol:.~.ne of tanker and carco vessel trc,ffic goes tb..roueh t~1e re
opened C2nal (quite likely), and the Suez C.:a:r1.al Authority earns 
a. net revenue of $250 1:-1:Lllion a year after. servj_c;ing the nmv 
borroi-lint;s u..ndertaken to implement the project. , a net revenue of 
this magnitude 1-1ill only replace about ~250 million llhich Egypt 
has been an .. '1uaJ.ly receiv·-!.Lng from Saudi Jl .. rabic. , Klrr~ait end L..:.bya 
under the 1967 ·Khartoum Agreement. · 

4. The effects of t:;.e Bank G!'ou.~ 1 s involveraerit 1-1ith the Suez Ccu~a.l 
Clearance and ReopeD~ng Project on our relatj_on.ship lJi th EQ~t and the J.:rab 
l-Jorld at large , are likely tc be both sa1utory 2nd significc:"t.nt. 1-1e 1vould 
also be helping ~gypt b-r pl .. o\.ridi.ng finc:~ncing, 1·7hich i,t1 ·"does not no1v have for 
the project. If Eg,;ypt borro1-1s monies from commercj.cu banks or uses su~)pliers 1 

credits, the terms -r;ould be harder than t.he Ba.rL< : s c?..ll(~ add further "GO Et;ypt 1 s 
debt service burden. If it succeeds in obtainin~ bilc:.ter.al financing, the 
project co1.U.d become more expensive , _bec2-use of tiGd procurement . Besic,os, 
by involnng ourselves with the Suez Canal c.t this time, 1~e could also help 

, Egypt by providing objective tecrJrical c.ssistance for the Suez Canal e:;.;:pansion 
projects, and lay a base for their sound and timely implementation . 

5" Taking the pros and cons into account, I would reconunend consideration/ 
of the follolJing: - ~ 

(i) as de 1'-k.w and Ki_liott propose, a mission should be sent in nicl-
'ffi.rch to try c.nd appra:Lse t£e PX' -----......._ 

( ii) about. $6o million Bank financing for the 
basls; a11:1 

(iii) in the event 1ve cann.ct f ·nd otu•se1ves doing (c) at this tin.c, 
'at least ~!20 million should be prcvi<led in FY7~) by dropping the 
Telecom..s Project. · Ti:i s less attrc.cti ve proposal -~1 ill: obviously 
need disc.uss:[ ons ,.,_:_ th t~J. e Er.ypt:ia.tts c.;nd also e::plorc:.tion 1-!:i.tt 
Ku1-:2it ~-Tt:l Gcrrr,aJ1~{ to see i.i' ti1ey 1-:ill join IDA, on the lines 
elaborate!d in p~u:·c-: . 2(iv) above. 

Clea.t•ed wi.th and cc-: Er . D. Elliott 
cc: Hassrfl. vJaponhans , Votc..1-1 , Hyatt, ~~.nzi, KaTcl.osmanoglu (o/r), de Nan (o/r), 

.Armstrong (o/r), 
ADa Vctr Is jw· 
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TO: Hr . Hunir Benj c.nk DATE: February 15 , 1974 

FR O M: Gregory B. Votaw 

S UBJ ECT: EGYPT - Suez Cana l 

"!' 

1 . AttJ.c.hed ple::.E ~ fir..d Adi' s cor-rr:::nts and recor:·2endations on the 
dc11<.:rL / :llio Lt .:cepe; r t (also attached) • 

2. P·riefly :..=:urr.lJc. .... :i.z1.2d, \·:e rcc:orr1N?. rrd A.cce~-:.=c:mce of the; de.::r.::-t /Llliot:: 
"" ,. ·• ,...,, .. ; - t:l ,r·'- ~ -{,.._~ · t fr·r t .;., ni1.-'':::11'Ch to -,··•nr risr.. t~ - ~ Yt:.COL_.tf'l.C.H.l~L.. -• . 0.1 L<.l.l. ...:. r. __ L..:-.:-lOn f;O o 'o)l' . ..1.L .• _c d:-, __ • (..;,:.·. ct. ....... L. 

$130 :··riJ.lion ':qtlii:-~·::i:.t L::.ci.l:i.ti.es proj e ct for resto:::ir .. g C2r.::.l to er.::~c::'::en t -
crc~:;.:c-:.:.:f..o:l o;: tLc.: p~~· ,::. -19G7 sc2:Le. 

3 . Such interven~iou at this ti~e would h~ve several advantages: 

a ) It 'dOtllcl fc:c:ilit<:::.tc ~ii1.:mcing of the cqui..n1~·cn.t poc::..a~.:E. 
ou ~pproprj.Ete terms by providi~g an ind~ ?endent cuthoritative 
evaluat.:.c.;;, of tbe Sn·:::.: C<:'~n< .tJ . .!'..utl-~ority 1 2 pla11S. L::cept for ;:b out 
$15 millie::-. of Kcuait I::.Of:P.y' .;·r, }~no·~ of no offers to cover 'C~.C: . 

$60 million r:eciuin2G. in forej_gn exch~=u:.gc to compl .i_:e these ; .. -arks, 
let alone $7C million additional required to ·cover local costs . 

f 

b ) It ·:rou.1 cl put the Dank in a position irrmcd ia tcly to take .sn 
acti.Yf~ 1·ole tn e ·1alt.tt::tJ.Eg much i:'.on:~ costly pLs.1;,s fCJr ~iJ lc:.-t:~t;ir·!g the 
C("1-..1o. l ~,rc1:l: SCA prcpcses t:o c..ccm;:plish in· five or six years be-
ginnin~ 1~75. Equc:lJ.y .. it y,'Otlld p1ac.:e the c;nl2.1:c:E:Iil2nt prcJ~~l:am ii..1tc• 
the l.::n·[_:er pe::cspe.ctiv~,: of uroan-jnci.u.strir:l 1\.,~~::Lo~[.J. d ' VC.lo r :~ ·crn: 

throu~hont the C .:~n~!l zone nnd pr ~\.·ide the En .. nt. 'iii th an opp or-rcn :i. ty 
to be sn a ctive pD.rtner not only in tl-:e re~·onstruc.t~_on of co.r.al 
c ities (for 1.rhich Gavh1 has org2nizc.d a rccounaissc::t.ce mission 
that :Ls ready to ·move- on three •~·,~2.·.·s r uotice) but also in pLanning. 
t he longer-term regional dcvelop1;:~~n t progrmn. 

c ) In addition to the benefits of B<::.nk technic a l ev3luationE: and 
assistance in fund-ra ising ) there arc obvious pu~lic relati~ns 
benefits to be de-ri\'c:cl from c:1rly visible participc.tion by the: Bank 
staff in all of these important prosrams. 

4. I view the Ban1:'s financial role largely ns a catalyst for other ~ources 
o f finan ce., given t1~e m::lgnit:w"dcs ·invoJsed . Bcc:.nuse of oi r historic l'2lw.tion
ship uith SCi\~· \.n~ £-.n~ in a p o.rticularly strong position to . play .this role • 

.a ) 

would be prepared to 
allocation (FY 75) for this 

p u rpos_c .if it becmr.2 necessary; but , t:~s you knm\' , there m2y be 
a b r~2k-tl rough iti tl~ eval~~tion of Egyptts creditworthinesi before 
any such decision is neces~nry . We should, of course ) be clear 
that SCl!.' G B2.nk/ID_\ contribution 'i·Jill be. nvail2.blc., hopefully i"l 
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coTflb i nation 1·; i t h sui t able o t h e. r bil2-te>rnl fund s (e . g . , Ge r n;ap as 
Adi s uggests i n p2ra . 3(iv)(b ) or ArBb ), if n eeded . 

b ) For the l a r r;e r progr2ms of (i) Cartal c:~.l a:.e;:.:r:fm t, (i i) Can ~L 

c ities r econ2trcction &nd ( iii; urb2n-in~ u s trial-rcgional dev0lopsent 
i n the Canal ?o~c, I ~ould 
Indus · ~ · )e ra.t ion > should Sgypt n:: 0_ ues t the 
such a r ole . 

c ) The · e nclo..ve a pp :ro[•Ch s t rike s n~.= 2.s a l2.f,t r esort. I con c e i ve 
C2. r:c-.2 l revent: t~ s c:s a r•tr=J.jor f ac to r: i:n. tr,e r"'!-c.v~ J.u 2. tion of Eg~ ·pt ' s 
ov e rall 6cb t- s e rvi.e :.r;r; c z~pQci ty s ~. : hi "·h is p :n:-t o f the. on~~oi n. g 

cred:!.th~o rthine:ss study ur cle rt:::.:cn i u c on n.e c.t i on v;i t h the f o r th
co ming CPP. To the:: extE:nt th:-,_t \ \re Eo:rt ga ~: :: tho s e:. r ev2n\.!e s for 
part icular pur;.JOE>?::' .. ·2 m;-t:y· l:l.mi_t Es~.'pl:. f r-: i.: t.J l borrm,ring c~pa c :~ty . 
Restu re1tion ( e nd probably ) e ::r ln:c gc::··s:n t of the Catinl i s so i r:.po··cc2nt 

-that I -v.- ou ld recm:.r..2r~ d enc:lc:Jve finc:n c ~i.1•g rc.the: r t h o.n n othing; b·..:t 
i t . mi[ht b e prsi:·2 u~.:-e to cpt f: o 1.· th2. t ;.:ppro 2.ch n t t his ear-ly stc.~:~ . 

Ho\ .... evcr, 11e.nc lavc: fi.nat:cir:.gr : f o1~ t be C£.:.-nal is s o s afe a f .s. llb s.ck 
po sition t ha t it s uppo r ts t .H::: r e.cm.'r-r?.lid'='-ltic:n tha t ve s hp uld procee d 
to make d:3f:Lnite pl:-:,ns £o1: a mid-h<u~c.h appr.:.is.:11 'ivith o u t fur the r 
delay. 

5. Needles s t o say, the bigge r is s~os i n rJlvcd c an o n ly b e de cide ~ after 
HclJa!:-;ar;J, 9 S f v l-thco min g t: a :tl-~.; 'ir~tb fr.esic.lcr.,_i.:· S2..dnt . But I believe 1.1e shoul d be 
prepared at tlw se t alks to show a willJnsness to play a v e r y n uch larger 
lon3er- tc r n1 r ol e ·thau as a quicl: contrib utor to t he. .... very u rgc~nt requi rel:l'~n t of 
$130 mil l ion , 

6. In the interes t o f s peed I am s2nding this no te dire c t l y to you, but 
I h ave di s c ussed these ide as in gener~l terms with Bi l l an d bel ieve he a erees 
vli t h t hem . Indeed ~ fron his a c cou::--lt o.f thn un e :-;.p e c t e d talks on t h:.;.f) C s ub j e c t s 
in Kabtl , it s eems we ha~e a l l b een t hin king ind e pendently on ve r y s imi l a r 
l i nes . 

c c : Y1 \'I • 

N. 
A. 
A. 
G. 
D .• 

A . l..Japenhans 
Eorsley/ 0~ Maiss 
D3. v a r __ _...---- -

Karao sr.1anoglu ( o /r ) 
Hyatt 
Elliott 

U. Finzi~ 

GBVo-taw: jw 
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Mr: Muni r P. Benjenk, Vice President, EMENA Region 

Gavin Wyatt, Acting Director , EMENA Projects 

EGYPT Suez Canal Region Rehabilitation · 
Preliminary Proposals for a contingency 

----------~P~l_ an for Bank ac tivit ies 

1 Annex 0 

February 1, 1974 

1. Following your request we carried out a preliminary review of 
the implications of a possible request from the Egyptian Government for 
some assistance f om the Bank Group in the rehabilitation and development 
of the Suez Canal Region. 1:_/ \.Je consulted with the E!,ffiNA CPI Depart .... ent, 
with the ~.e levant El1E:NA Projects Divisions, with the Transportation and 
Urban Projects Department and wi~h the Telecomn1unications Division (Public 
Utilities Department ). In particular, the subject was reviewed during an 
exploratory meet:i 1g at DivisiO,l C~~.:ofs level atte:1dc by .!essrs. Davar , 
Fateen , Finzi , Hot-lard , Le Hoignc, .~.\.us sell, Sathar (Telecommunications), 
Singh (Urban) and myself on January 28, 1974. 

Rehabilitation and Devel_t?_P-m?nt Pl:,ns for the Sw~z Canal Re?,:Lon 

2. As reported in l1r. Davar's m:l.ssion report of January 8, 1974, 
t•Te have indicati.ons that the Egyptian Governnent intends, in parallel 
with the re-opening of the Suez c~r.al, to rehabilitate the cities of Suez, 
·rGmai.lia, Quantara and Port Said and gradually restore civilian l:i.fe in 
the \vhole Suez Cc.nal Region . It addi.tion, the GovDrnnenl: i ... considering 
a.n expar.sion of these cities on the East Bank of the canal, resunpt:.ion 
of agriculture in Northv7est Sinai nnd a r;eneral regiona~ ... development effort 
in the area, to be later expanded to the Sinai . For th1.s purpose, among 
others, a ne\v I-Ii nis try of ."'econstructio!l has been established in NovQmber , 
1973~ The Hinister is Hr. Osman, f ormer Chairman of the Arab Contrncting 
Company (1r~hich successfully carried out construction of the As,van Dam and 
is ~ngaged in other major civil engineering \.Jorks in ··:'8 Arab uorld) . The 
Hinistry is spcc:i.fically responsible for the Canal Zone reconstruction, 
construction of four tunnels (first at Ismaj_lia) linking the Hcst and East 
Ennks, establislunent of a Free Zone industrial estate at Port Said, and 
formulating and imple ent:Lng mast~.r plans for. Cairo, Sinai and other regions 
in Egyp t. A Scandinavian firm has been in-Egypt since mid-~ove:1ber , studying 
the feasibility of the proposed tunnels ; Egyptian engineers and tmvn planners 
are ·\~orking on plans to reconstruc~ thG Canal cities - - physically and eco
nomicallye A firot back-of-the e~vclope Egyptian estimate of the cost of 
the projects involved is of the order of $5 billion, over a period of 5 to 
8 years • 

3. A prelL-uinary attempt to evaluate the implications of these plans 
on the Egyptian economy and to exanine possible ways of financing them ls 
being made in connection with the preparation of the Country Program Paper . 
This note does not address itsel£ to the question of the type of financial 
ass. tance th:-\t the Bank Group could give to Egypt in relation to he above 
projects. :his is onl ~ a flrst ~t:.:cmpt to speculate on -whnt projects ni:':lt 

11 A tentat ive feeler was verbal.y made by tle Egyptian Government to 
Nr . Davar in Cairo in DecembE.r, )973. 



be suitablP. for Bank involvement (if the Bank Group were to agree to channel 
additional funds to Egyp~ beyond the current IDA allocation) and to determine 
how best we can make a rapid response to any request from the Government for 
assistance in rehabilitation and reconstruction. 

Possible projects and Technical Assistance activities 

4. The rehabilitation of the ·four cities, let a~one the surrounding 
region, and the overall development of the area, is a huge task. The required 
financin g will have to be added to the require~ents of the immediate recon
struction and long-term development of the Egyptian economy. The Bank Group 
contribution, although important for all the aforementioned objec ives, is 
lil:-ely to be modest in relation to the total financing r equired . Therefore, 
projects and technical assistance activities in which the Bank may become 
involved in furtherance of these objectives, including the Suez Canal Region 
rehabilitation, should be c re u y closen in order to oa.imiz_ the bene ~i ts 

to Egypt~ s reconstruction and development ei£o:ct and the :trr.pact of the Bank's 
work. He also have to recognize.. that the rehabilitation of the Cnnal Zone 

_does not imply that everything is to be ~one at once, but rather that physical 
reconstruction will be planned to accommodate a gra ·ual, albeit speedy, 
restoration of life and economic activity in that region. 

5. On the basis of the above criteria, the follov1ing projects and 
technical assistance nctiYities appear to have, E!_ima facie, the best 
potential for Bank Group involvem~nt : 

a. Puhl_ic ___ t]_ti~!_~ie~:g_~hab_ilitation in Suez, Quantara, Ist':1ailia, 

b. 

Port Sr~id. The proj ec v1ould cover po':vcr, llater supply und 
ae:;erage, and aim at r£;.Geting the demand for th-ose services 

J 

only in the immediate and medium-term future. No detailed 
information is a Tailable in the Banl~ at present on the Btatu .. 
of public utilities :fn the cities and in thc·region; however, 
subst.anti;Jl rehabilitation wbrks, including perhaps the re
construction of po'"er transmission lines and/or generating 
equipment, are likely to be needed. 

Railvay~--~eha~i~it_§.ti£12.· Egyptian Railways indlcatod to 
Hr. Davar in D~ce:...ber that the tcntetive cost er;timate 
for the rehabilitation of railways facilities ir1 the 
Suez Canal Region 8-!l.d in Northweo t Sinai might lH~ of the 
order of $25 million, inc.luding track replacement and 
additional rolling stock needed. \-lr . I:lliott, ·lho is 
at prc~~cnt in E~ypt ~·:rith some of his staff, has been in
structed to c~{plore ';rit 1 the Gov.~rnment ·th~ possibility 
of including railvays rehabilitation for the period 
1975/1976 in the Suez Region in the Railways II project, 
for whic1 a apprRisal is scheduled in March. 

c. Telecommu icntions R ~)ilitation. Rehabilitation of tele
communicntios.-f3c~fit:r.e·s in the Suez Region could be in
cluded in the propos.d · lacomrnunic.ations pro_'ce:·· for I<'Y 
1975. This project w1ll consist of n time· · slic~ (1975-
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1977) of a longer telecommunications improvement program. 
Once again, only those investments that can be made in 
that time frame in the Canal Region would be included. 
Timing of appraisal (possibly April 19 7 4) is, hov1e r, 
still under discussion wlth the Egyptian Government . 

d. Urban Planning. Reconstruction of the four cities gives an 
opportunity to redevelop them according to nodern and ra
ti-onal planning criteria, even if sor::1e of the physic3l re
construction \·Iork has to be commenced al1:1ost i lilDedi a tely, 
to further the objective of gradually rehabilitating t1em . 
Although Egypt is said to be well equipped ~vith to'tm planners , 
the Bank might be able to assint if the Governrcent so wishes, 
possibly through an en3ineeriug credit which ~rill b~ processed 
either as a separate operation or attached to the Public Uti
lities Rehabilitation project (item a. abova) . 

e. Studies for the Establi~1~2nt z~ne -------· . ------· ---
Industrial Estate. Creation of free zone facilities 
where foreign investors coul<.l cstabl.!.sh eit.he-;: i::Ldus
trial units for expor1:s "in hond 11 or warehouse distri
bution facilities, as in Panama or Siup,apore. Little in
formation is avaitanle, except that Egypt promulgated 
legislation for free zones and tax incentj_les for invest
ors. If a viable project can be prepared, _ it would not 
only contribute to the resumption of econom].c activ:f.ty 
in the Canal Region but enrn sca1.ce foreign exchange 
for Egypt . 

f. Suez Zone and Northt-le...,t Sinai Re~~ - onnl PlP ~.n in?,. A major 
1~egional planning effort will be needed. Al-:t1ough too_ little 
information is at )r8scut available on GovErnnent's intent
ions, the Bnnk should be ready o a'"-'sist, possibly through 
an engineerinG credit, 1hich could finance t~e necessary 
stt: y and prepar:.1ticn of initial projects ide tified by it. 
The credit could also inclu~e financinq of studies for the 
proposed Port Said Free Zone Industrial Estate (item e. above). 

V ry littl~ information seems to be availnble in -he Bank on the above 
projects. liouever, the relevan Project n·vinions are nmv collecting 
and revim,ling 1v-hatever data is availuble as a preparatory step for the 
reconnaissance iss ion discus sect belov. They are also considering the 
staff implications of such a request in order to mi:timize delay in our 
respon3e. 

Proposed Action 

6.. The first step, if a form:'\1 Govt:\rnm12nt requt:!st is received, 
would be to mount a reconnaissance mission& The mission should pre
ferably consist of a ~ember of the Programs Department staff, a power 
engineer, :ater nd s rera~e eng in er, and a i .ghways engineer. Subject 

o further cl rification · oE Gover, m .n 's 1- .._'-' 4 ... ior:.G, a t ·:i.-.:!coa-auni~ations 
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expert and an urban planner might be added. l-Ie aim to dispatch such a 
mission within three weeks of a decision being r~ached by the Bank to 
respond to the request. 

1. I agree with Hr. Davar that a letter along the lines of the 
enclosed draft·, should be sent to the Egyptian Government to indicate 
the Bank's readiness to assist as soon as an official request is received. 

8. As none of the above activities are included in the FY1974 
Budget and estimates for FY75, a special budgetary allocation will be 
needed and because of the need to provide a rapid response which pre
cludes recruitment of additional staff it will almost certainly cause 
som~ delay in processing of other projects in the FY74-75 lending programs . 

Cleared t~ith and cc: Hr. Davar 

cc: Messrs. Votaw, Karaosmanoglu , Eccles 
l;lapenhans (o/r) 
Haynes, Hendry , Finzi 
Fuchs, Jaycox, Rovani 
Fateen, Howard, Le Moinne, Russell, Sathar, Singh 

UFinzi/G~g"yatt :sgp 
·"' 

Enclosure 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

1818 H Street . N .W., Washington , D . C . 20433. U.S.A . 

A- Cod. 202 'T.lopb=• ·EX ... ~ .... 3-6.360' C...hl. A.ldre •• -!NTBAFRAD NOT SE:'fl' SINCE OVERTAKEN BY 

JNVITAT ION FOR M:!t. HC'fAJ.'tl.t.J\.'llA t S 
DRAFT LETTER 

fiJ)avar /te VISI'l' TO EGYPT. 

MAKE TI"O OFFICIAL COPIES 

His Excellency 
Ahmed Osman 
Minister for Reconstruction 
Cairo, Egypt 

Dear Hr. Jl.tinister: 

February · 1 , 1974 

I would like to thank you for the very cordial reception and 
hospitality "i·Thich you ·extended to Hr. Davar during his visit _to Cairo last 
month. The visit w·hich you arranged for him to IsJlail:La, Qantara ~nd Port 
Said 1~as most useful in providing firsthand feel for the extent of the 1>1ar 
damage caused to these cities in recent years and the wagnitudo of the 
efforts that ,,;ill be needed to rehabi li tate them as well as Port Suez. Hr. 
Davar has also reported on his discussions i·:ith you on ho~-r the rehabilitation 
efforts could he approached, and on the future economic development of the 
different regions in Egypt. He also discussed these topics with His Excel
lency Deputy Premier Dr. Abdel Aziz Hegazy, and Dr. Sherif Lotfy of the 
~nistry of Finance and Economy·. 

From 11r. Davar 1 s report I unc1e:rst::1nd that your Government propo
ses to cart""'J out a program for the reconstruction of th~ .four canal cities, 
according to master plans being prGpared by Egy-ptian engi.neers. Such an 
undertaking Hill require substant:Lal inputs of capital and is planned to . 
take a feH years }o complete. The first st0ps , 1--1h:Lch you pla n to start 
immediately, include the repair. and rehabilitation- of ~ssential infrastruc
ture such as 1-1ater, seHerage, pm·ter and telecommunications facilities, 
housing, roads, a tunnel cmmecting the West and East banks of the Canal, 
etc. The restoration of this infrastructure .. :ill pro·v-ide the nucleus for 
the resumption of economic activities in these cities and a gradual reh~
bilitation of tl1ese cities and the Suez Canal Region. 

I am pleased e Bank Gro 1 · 

~~~Ji,.G-a~·N~av-Egypt, · \'I e realize that 
substantial financing ·V.Till be rcq1.1ired to complete even these first 
steps. Hmvever the effort is so massive, that besides your cotmtry 1 s o"t-m 
resources, I am sure that your Government 1-rill ba marshalling financial 
assistance from other Arab and frisnd.ly bilatera l sources . Keeping this in 
mind, as well as the limitations of the Bank Group's resources, we would be 
~lling to consider helping by providing so~B assistance in the follo~Qng 
directions: 

(a) rehabilitation ;~,~~::J~~~~~~~~~~~~:;~ 
in some or all of me....:: 
meeting the cu:.n-ana: for 
medium- t.erm fu tm'e ; 

~-

and 

' . 
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(b) rehabili t rail·Hay transport infrastructure 
(me d:tfig track reneHa an a u 

Railways II project; as you might knm1, this project is proposed 
to be appraised in March/April tuns year and wlll cover investments 
to be made between 197 5 and 1977 under the Egrptian Rail\otay 1 s 5-
Year Modernization Program; 

(c) provision of t facilities to meet the ~~ediate 
and medium-term demand for telec anmunication services in these Canal 
cities; these could be included under the Telecom:m.mications Project, 
which will cover inventrrBn ·ts to be made betrreen 1975 and 1977 as 
part of your country's long-term Telecommunications I r1provement and 
Expansion Program; ue hope to ~e put in a position to appraise this 
project, around April/Hay this year; 

(d) assistance in the futu ~ t ese four cities, even 
though 1:e rea ..... ize vfia t some reconstruction v-ror ho.s 
to be QO."';lmenced immediatezy toi·n~.rds your Government 1 s objective of 
commencing rehabQation in those cities as soon as possible; 

(e) assistance in mounting a regional planning effort for the Suez 
Canal an.1 North-v;est Sinai Region, with the objective of providing a 
blueprint as to ho~-1 and Hi th 1<;ha t investments economic activity can 
be fully restored in this RejSion • ... 
Should this approach be of interest to your Government, He v-rould, 

as a first step, hooe to sen.d a Bank mission in March/ April to review the 
si tua t~on at first hand. an uee O\' p ~ osa s col e quickly advanced 
to a stage when they c an be considered for Bank Group assistance. I shall 
look foruard to reeeivinG your· Government 1 s reaction, at your earliest con
venience. It Hould greatly facilitate the rrork of such a mission; if you 
could send us, preferably before the mission visits Egypt, whatever technica l 
data that is available about the existing "Hater , se1·1erage and po-.. rer facilities 
in these Canal cities , your Goverr.u;tent 1 s evaluation of the extent of the damage 
caused to these faciLi.tie~ and proposals hoHever tentative, for their reha
bilitation. It vlould also help, if He could a.lso receive similar background 
information about your tu""ban development plans and available technical data 
regardine the railvray transport and telecommunications facilities that your 
Government believes t-rill be requ.i.red in the mediurn-term future for this Region. 

I believe that another proposal that you, and later Dr. Loti'y, 
suggested to Mr. Davar, as a means of st~~ulating economic activi~r in the 
anal Zone, vlas the establish.rnent of a Free Zone Estate at Port Said. He are 

aware that legislatiort pertaining to free zones and tax incentives for foreign 
investors, have been pror:1ulgated by your Govarnment in the last tHo years. 
Once again, I am pleased to inform you that in- principle, the Bank Group '\vou.ld 
be willing to co:lsider processing the Port Said :Bree Zone proposal further. 
Hm.;ever, as you and Hr . Davar discussed_, one of the first s teps that Hill need 
to be taken, is to establish the ma~nitude of the foreiGn interest in estab
lishing facilities in that }ree Zone estate, determine whether such investments 
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might be made for i ndustrial units which would produce industrial goods 
"in bond" for export or for warehousing and distribution fa~ilities, or fo r 
both, as in Panama and Singapore . Hnile this is being established, t.he most 
appropriate site f or Port Said Free Zone ltill have to be located and work 
c cxnmenced on the prelimina..7 site and engineering studies, design of infra
structure and buildings and esti.11ation of capital and oper.ating costs . It 
will also be necess~ry to work on creating an authority which 'Hould both 
promote and manage that Estate.. ~,lith a vieH to developing the proposal 
fur ther, it 't·tould be most helpful if you could send, at your early c onve
nience , whatever background material or anazysis your Government has prepared 
on this particular subject. This will again enable us to have sufficient 
information on which to base a preliminary a.J.alysis, before a Bank Group mis 
sion visits Egypt t o discuss the matter further and revie1-1 the appropriate steps 
for shaping it into a technically and ec cnornically . sound investment proposal. 

You discussed Hith Hr. Dava:r. the Governnent 1 s intention to finalize 
a sound Haster Plan for Cairo 1 s future develop:r:ent (includ.inr_; the establisb.ment 
of s atellite cities) to stabilize its future growth and relieve the c~r.rent 
population and economic pressures on that city. An inter-related solution 
connected \-li. th Cairo: 1-i'Gl"e studies as to 1.;rhich viable regions in Egypt_, snch 
as Amvan, Sinai and areas Y.Jest of Alexandria, sllotlld be developed , 't..rith ~.;rhat 
priorities and through Hhat strategy and investments. I understand that vthen 
Mr . Davar met with Depu·~y Pri::rLe Hinist.er Hegazy> the latter also sa11 ccnsider
able advantage in initiating Hork in the very near future on these matters) 
par ticularly on the region:~l develo·)·mei1t stu:.ties. As :rrr. illvar mentioned to 
you , ·the Bank 1 s last Economic 1-tission to Egypt (April 1972) also addressed 
i tself to th:is problem and had rec cr.1mended that this was ·indeed the right 
direction in Hhich your Governme.Ylt 'Has lookinge As .Mr . Davar mentioned to Dr . Lot fy, 
we are tentatively plan.Yling · · . ion to Er:r~ t for the spring 

f this year. It Hould bo fruitful if this mission cruld also revieH ·in 
de t ail, the proposal to finalize a Haster Plan for Cairo and initiate regional 
development studies of selected regions, discuss uhat actions may be taken by 
Egypt to comnence tvork on them and the role which the Bank might play in these 
s tudies and futu~:·e investment proposals that miGht result from thein . If this 
t imi ng is convenient , I shall arr'-u1ge for urban a't"ld regional develop:nent experts 
to participate in this economic mission • 

. I shall l ook forHard to receiving you.r early reactions t o the proposal s 
included in tlll.s letter and t o receiving the avaiiable background rna terials 
which I have requested. 

In vie1-t of their interest, I am sending copies- of this letter to 
· s ExceJ~ency Deputy Prime Hin..i.ster Hegazy, as Hell as t o Dr . Sheril Lotfy 

of the ltinistry of Finance and Economy. 

Copy to : His Excellency 
Abdel Aziz Hegazy 

Si ncerely y ours, 

Dr . Sherif Lotf'y . H . P . Benjenk 
YicG Pre3ident ~ .. 

·Europe , Middle East and North Africa Region 
Cleared i n substance with and cc : M3ssrs . vyatt/Finzi, Fuchs (particularly paras . 5) , . 

Singh (particularlY paras . 3 ru1d 6 ) 
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MACRO-ECONOMIC AND CREDITWORTHINESS ASPECTS 

1 • February 1974 Mission Report - Preliminary Thoughts 
on Macro-economic and Creditworthiness Issues. 

2. Mr. Karaosmanoglu's February 21 Memo -Preliminary 
Thoughts for Bank Program. 

3. Mr. Cizauskas' February 21 memo - Possible Approach 
for Organizing International Rescheduling of Egypt's 
Debts. 
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ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. Mnnir P. Benjenk, Regional VP, EMENA DATE: February 22, 1974 

FROM: 

SUBJECT: 

. /!!'/ (Revised version of Memorandum 
Attila Karaosmanoglu, Chief Econom~st, EMENA · ,.. dated February 19 on the same 

Report on Mission to Egypt: Preliminar,y 
subject) 

EvaluatiOn of Macro-Economic and Credit-
worthiness Issues 

CONFIDENTIAL 

DECLASSIFIED 

1. I arrived in Egypt with Mr. Armstrong on February 10, 1974; I 
APR 0 8 2013 

left Cairo on February 17, 1974. Mr. Armstrong will oont:inue his c ARCHIVES 
tacts and discussions through the rema.:inder of the month. 

2. The prima.ry objective of our visit was to obtain up-to-date 
information about the Egyptian aeon~ and to begin to identify ways 
in which it could become creditworthy. Partly because reliable data ~ _/ 
are scarce, I conclude that it would be rud t to of building ~~ 
up Egypt's creditworthiness in stages. I recognize that there may e 
a need for sti'Bs anti ex rnaJ. reconstruction and development financ-
ing before the Bank could consider the country fully credi tworth.y. How-
ever, I believe that, the actions recommended in Part E of this mamo-
randwn would represent sufficient justification for substantial external 
financing, which . itself would sat the stage for further improvements 

· in performance and creditworthiness. 

). I propose in the following parts of this memorandwn to describe 
the salient aspects of the present administrative and econanic situation, 
then to discuss the creditWorthiness question, and finally to set forth 
~ recommendations for Bank action. 

A. The Present Situation 

4. Seven years · of ever-increasing mili ta.ry e:x:pendi tures, with invest-
men ts and · other civilian expenditures be:ing treated basically as residuals, 9 
plus on both lon - and · s term loans ~ ~\ 
have brought the Egyptian economy to an extremely difficult pos ~on. 

5. Top secret status has been given to much economic information. The 
restricted availability of these data to a very limited number of people, 
has created serious difficulties, as* many inconsistencies or errors re
main unnoticed, and coordination of policy making has been seriously 
hindered. 

-~t 6. A long-term plan prepared and presented to the cabinet in 1972 was 
never adopted. Our mission was given for the first time general tables 
of this Plan, which in view of drastically changed circwnstanoes, now 
have limited value. But it was indicated to us that the :investment figures 
(at least totals) in this year 1 s budget basically reflect the Plan figures 
for 1974. 

7. Minister Heg~y (who used to be a professor of account:ing) has 
ohanged the budget presentation to look like the ledger of a business 
enterprise. The budget, which is made publicly available, ls difficult 
to use as a decision-making document or as a basis for economic analysis. 
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B. The fiscal year was changed to the oa.lendar year at the beginning 
of 1973. As a result, many statistical series (including national accounts) 
are not available on a continuous basis after the 1971/72 fiscal year, 
ending June 1972. People at central decision-making points are not fUlly 
informed about the behavior of' the economy in 1972 or 1973. Dr. Sherif 
Lotfy, upon my insistent questioning, gave his impression for the ohange 
in GDP in 1973 (in current f'igu.res) as "maybe around 4%11 • This could mean 
a stagnation or actual decline, in real terms. Preparations for the war 
of October 1973 were renected in a large increase in the money supply, 
inflation, and pressure on the balance of payments, but on the whole the 
economy seeins not to have suffered very much from the war itself. There 
was a reduced availability of some commodities, but no particular economic 
hardship and little new physical damage to the economic infrastructure 
outside the immediate war zona. 

9. The latest balance of payments figures available from the Central 
Bank are those on current account for the first ~ nine months of 1973. The 
unavailability of the ca. pi tal account, plus significant price changes 
during the last three months of the year, also diminish the value of that 
dooument to sane extent. 

10. We were given during this visit, for the first time, extensive 
infonnation from the 1973 and 1974 Foreign Exchange Budgets. This appears 
to be a real instrument of o , u eems o e ava ble in full. 
to only a very group of mem ers of government and civil servants; 
it is available to a somewhat larger group in the form of S1.lllD1laries. 
Magnitudes shown in this budget have little resemblance to balance of' 
payments figures (as prepared by the Central Bank) or to foreign trade 
figures (as prepared by the Customs). Despite its several inconsistencies, 
I believe that the Fore· E Qhan e is the o ic in trument rough 
which most allo tion _ . , directly or indirectly. Some 
of the inconsistencies in the information gi. ven to us appear to stem from 
a non-systematic effort to eliminate defense-related information. But 
most of the inconsistencies, I am afraid, are attributable to inefficien-
cies and other errors resulting from secrecy and a lack o£ critical. revirsw.~ 

11. ent Sada t does not appear to ;h.a.ye (i.e., our enquiries did 
not tum up any indication tha he nas an :ain trust to develop 
economic strategies, to formulate alternatives or to review options in 
the area of economic policy. Nor does he to have a to kee 
~-.-....--...ti!ll:t~economic bureaucracy whic o en seems to ve lost sigh o 

,.. poll tical directives and long-term economic objectives. I seriousl~ ou t 
Ra.:t even now - several months after the end of hostilities -- a serious 
~16ACW~.een lauJJch d to fonnulata a strategr. for effecting the transition 

rtime to a peacetime aeon There is much vague talk of n open-
ing the econany11 and of "liberalJ.za on 11 and of "reconstruction u. But 
the p1 ann:J.ng anic ro am a ears to be eoe-meal and 
short-term a basis as ever, and few tangible actions have yet been taken. 
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12. There is a clear and rase a new develo ent 
~ 

plan. Sinoe 1967, unce in ties about war precluded the for.mul.ation and 
p ementation of medium-term plans, and the Ministry of Plarming has 

had little voice :in the Government. Once peace is secured, it will be 
urgently necessary to strengthen the planning apparatus. A conscien
tious effort to broaden the accessibility of data among government 
agencies would greatly help to improve the quality of information and 
analysis. 

13. There is a present dan e t Re truction 
could became to with massive projects under its aegis 

o g ead without coordination :in a macro framework for the economy as 
a whole. The Minister is a successful builder-businessman. We do not 
know whether he fully appreciates the importance of fitting his program 
into the larger national framework, especially s:ince his Ministry plans 
to administer a $7 billion investment program over the next five years 
equivalent to more than has been spent for investment in the ·entire 
econany over the past six years. 

14. The only indication of an approach being · taken to the fonnulation 
of "global strategy-" is the announced intention to create three Boards to 
advise the Office of the Presidency in the fields of: (,i) Production and 
Economy; (ii) Services and SociaJ. Development; and (iii) Education, Techno
logy and Science. However, since these Boards are intended to include a 
represents. ti ve cross-section of society, it may be doubtful how useful 
they will be as systematic formulators of consistent objectives or policies. 

1.5. The f'onnation of a new government, which had appeared :i.Jnrrdnent 
through much of January, now appears to have been postponed :indefinitely -
or until after the last Israeli soldier has been evacuated from the occupied 
territories. A change which took place du.rUlg our mission was the formation 
of an 11 independent11 Agency for Arab and International Economic Cooperation, · , / 
headed by Dr. Sherif Lotfy. Dr. d the r:ilnary function of {:::. 
his n as "leadin the liberalization (in the sense o op g up of 
econom c po icies.; with a spec emplla s facilitating in.fiows of Arab 
capital and assistance from othe 

16. Deputy Prime Minister Hegazy emphasized to me the point that Egypt 1 s 
economic perfonnance over the past six years had to be seen in the context 
of a hea~ war effort, but that the future now offered a prospect for signi
ficant transfers of resources from military to civilian purposes. More 
specifically, he suggested that perhaps as much as .50% of current military 
expenditures (estimated at nearly $2 billion) might become available to the 
civilian econam,y and for development purposes. 

B • . Problems of Creditworthiness 
Savings1 Investment and Growth 

17. As I mentioned earlier, recent national income data are not available. 
But the actuals for the 1973 foreign exchange budget (which was given to us 
on a strictly confidential basis) show that imports of capital goods :in 1973 
declined to a mere U.S.$230 million (less than 10% of total. commodity imports, 
or less than 3% of GNP). This level of imports renects a ~erious disinvest-. 
me.nt in most sectors. The 1974 Foreign Exchange Budget has an allocation 

Bofdu.s.\..~726 million for investmentsgoQd~ imPort~, while the 1974 Government 
U get u~S a total aJ.location Of' Ue • ~1J3l iblllion for investment. 
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18. This implies that 55% of total investment would cons~st of imported 
capital goods -- a proportion which ~priori seems far too high -- but we 
were not able to obtain data on the projected composition of investment 
goods imports. The budgeted investment in 1973 of about US$1020 million 
was only partially implemented. The 1974 budget assumes that national 
income will increase 6.6% at current prices (5.9% at constant prices) and 
that there will be a 1. 8% increase in employment. The 1974 budgeted in
vestment figures include part of the Sumed pipeline costs and one large 
Arab financed poultry project (possibly with IFC participation), but do 
not include allocations for reconstruction activities. 

19. Some marg~al measures ar. ein o im rove tax collections. ~ 
Egypt is currently a fairly highly taxed society. Consequent y, th~main 
i s will have from reallocations fr th 
defense budget and from improved of the public enterprises. 

20. As noted above, there is talk about liberalization or opening up of 
the economy, including through easing price controls, but few tangible 
actions have been taken yet. Establishing some free zones in the Suez area 
and in Cairo (after the examples of Shannon or Singapore) to attract foreign 
capital is also a subject being considered seriously, but it will take some 
time before any results can be obtained. A law passed for this purpose was 
found inadequate by a team of UNDP experts, and some changes will need to 
be made in the law before any large-scale free zone operations are likely 
to start. 

21. The indigenous private sector is small and limited in scope. Any 
"liberalization" will need to start by establishing some competition between 
existing public enterprises, and by a systematic decontrol of prices. In 
other words, an intelligent program in the direction of creating a "socialist 
market economy" may enable the Government to create an investment climate 
conducive to the encouragement of Arab or other direct foreign investment 
(mainly in new enterprises), and to stimulate a greater role for the local 
private sector. Un ar taken al to chan e the mono-
~hic natur o£ the Gene _ ~ganiza.tions cont~~~ling dif!e.~ent sectors, 
E o very far with a meaningful "liberalization". (Dr. Lotfy is 
keenly interested ·in ge ~ng a ~ce on such matters, especially on the terms 
and conditions which should be granted to foreign investment, and in early 
March Professor Ma§on will go to Egypt under Ford Foundation auspices to hepJUl ~ 
such a dialogue. ) I am making a.rl'8.ftgemeBte fep }Qt, Bel a Balas sa to go to ~ 
E t next month to advise on the structure of protection appropriate to 
Egypt, and we m~ wish to locate other experts to follow up on discussions 

~Belassa and Mason initiate. 
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22. The.re are some "project lists" available, and we were given ~surances 
that a large number of projects could quickly be made .ready for financing with 
external assistance. We have not had an opportunity to evaluate the worth of 
these lists, but our initial judgment is that E ld not "absorp-
tive capacity" problem in the usual sense. However, we know from our own 
experience that t~nal1zation of specific projects is likely to take several 
months, and we learned that Egypt has been very slow to allocate and disburse 
German project aid, not because of a lack of projects, but because of the Gov
ernment's inability to sort out its priorities. Some major projects currently 
under construction include the Helwan Iron and Steel complex and an aluminium 
plant -- both Russian-financed. 

23. er for the econ now is a too-heavy emphasis o reconstruction-
rojects which would increase the overall cap1tal-output ratio. Espec a ly 

insofar as external assistance comes not as grants but as loans, it would increase 
the alreaczy high burden of the external debt, without contributing to the export 
potential of the economy. 

C. Balance of P~ents Performance 

24. Serious inconsistencies between the balance of pS¥ments, foreign exchange 
budget and foreign trade fi~es hinder intelligent policy planning and decision 
making. Dr. Lotty was unable to provide answers to many of our questions related 
to such inconsistencies. For several years now, every time an IBRD or IMF mission 
visits Cairo, it is told that the administration will soon do something about 
this situation. ·But nothing has been done so far. 

25. The 1974 foreign exchange budget makes provision for the utilization of 
about 1/3 of the excess capacity estimated to exist in 1973; Dr. Hegazy quoted 
a figure of ~ 260 million for the total value of production foregone in 1973 
as a result of excess capacity. When we compared the actuals for 1973 and the 
budget figures for 1974, there were enormous increases (exports 79%, imports 33%, 
and imports of invisibles 74%, etc.) which could not easily be explained by price 
changes. We could not obtain satisfactory answers to our questions about the 
bases for these figures ·. 

26. The recovery of Sinai oil fields (current production 120,000 barrels per 
day) and an expected. increase in production from the El Morgan oil fields (when 
the present operation of building up pressure through water injection is completed) 
will provide significant additions to Egypt's export receipts. Data were not made 
available during my visit, but Mr. Armstrong expects to obtain these projections 

.., next week. 

27. The Egyptians hope that the Khartoum assistance will continue for some 
years, even after the .Suez Canal is opened. We have been told by several foreign 
observers that there has been a sudden increase in the number of visiting business
men and representatives of aid agencies (Eastern and Western) in Egypt. This 
influx has already created extremely optimistic expectations about the potential 
inflow of capital which m~ follow. The Government also appears to be optimistic 
about its prospects for increasing both commodity exports to, and invisible 

.. • earnings from, Arab oil-producing countries. Saudi Arabia recently abolished its 
bans on imports from Egypt an~ on Saudi tourist travel to Egypt. 
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28. Although it is too early yet to assess the probable effects of all 
these changes, there may be a danger that the Egyptian administrators have 
a more optimistic outlook than the situation warrants -- that they will sit back 
and wait for the foreign capital to rush in and make things happen. Despite our 
very frank discussions, no one we met e likely size 
and conditions of Arab -- or other -- investments in 

D. External Debt and Debt Management 

29. Egypt's external debt situation is the most difficult aspect of its 
creditworthiness problem. We were given this time a table showing total external 
debt and the composition of debt payments and rollovers in 1973 and 1974. All 
of these data were labeled top secret, we were requested to treat them as such 
(see attached tables). We were also given some new explanations about the 
mech~ism of payments of Eastern bloc debts. (See ~ separate note on this 
subject.) 

30. There were serious inconsistencies (probably more attributable to in
efficiency than to efforts to disguise) in the figures for debt p~ents and 
new borrowings in 1973. Total payments of short and long-term debt in 1973 
(according to the actuals of the Foreign Exchange Budget) amounted to EE 457.2 
million (US$1197 million). Some of these, of course, were p~ents in the 
nature of rollovers, both short and long term. The data on the financing of 
the deficit in 1973 showed a banking facility use of EE429.4 million (US$1086 
million). Normally, this entry should be no more than the sum of peylllents of 
total banking facilities (EE149.4 million), increases in the total outstanding 
banking facilities in the year (EE58.9 million), and possibly increases in 
reserves (EE102.4 million) amounting to EE309.7 million, in all. We could not 
get an answer other than "obviously this must be wrong". I am describing this 
detailed example to give a flavor of the actual data situation. · ~ 

31. et (see attached table) , 
~~-~~~-.t.!~,_g..._..._~,-~tJ EE544. 5 million 

US$.1400 _mil~ion). The external debt table (see attached) shows p~ments 
(obligations) amounting to EE465.5 million in 1974. The breakdown on these 
payments is as follows: Bankers facilities EE123.1; Arab deposits in Egyptian 
banks EE95.7; debts to Arab countries EE7.5; suppliers credits and medium-term 
loans to Eastern countries EElOl.l; and IMF credits EE5.3. al some 
EE312. 7 (or tw - a e ea aut.ama.ti..Gal.J..~ oll~d over. Most of 
the repayments on rescheduled debt (EE22.4) also automatically create new credit 
coverage, while the IMF credits may also be considered as rollovers in another 

"' sense. This leaves a net need of about EE130 ·million (US$333 million) to ay ~~-
debts on due dates. This debt burden, added to the projected new borrowlngs 

that will be needed to finance a large current account deficit, clearly suggests . ~ 
that without a .major debt rescheduling operation, it may prove very difficult 0 ~ 
save E t from a n o 1 s ast an - u or exchange 
~uation. Some have su~ised that massive capital inflows from Arab sources may 
alone be sufficient to solve the problem. However, this optimistic projection 
may overlook the likely composition of Arab investment and terms on Arab capital. 
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On the one hand, a large proportion of the Arab capital which does become ~ 
available is thought likely to be i nvested in real esta~e, wh1ch will SSSist 
E!g:ypt's debt-setviciug Capac+ty only in the year of purchase. And on the . 
other hand, even the oil-rich Ar "lable 
~~~~~J~~~~~. Libya, for example, has reportedly been charging 

in the Egyptian Central Bank. 

32. On the matter of debt rescheduling, Dr. Lotty took the position that the 
time would not be ripe for this until a peace settlement were. concluded. He felt 
the matter to be untimely and "too political" at the present time. When I asked 
what he then suggested was required to make Egypt creditworthy for Bank loans, he 
acknowledged that Egypt needed a "breathing space" of three or four years but 
suggested that this take the form of import credits amounting to US$500 million 
a year. There is apparently no precise basis for the $500 million figure (other 
than his "being optimistic for the future of Egypt"), which is offered as an 
"order of :magnitude" estimate to be refined only when a real prospect of such 
aid emerges. 

E. Possible Bank Action 

33. The mission's initial balance of p~ents projections, based upon fairly 
optimistic assumptions about future improvements in Egypt's economic performance, 
suggest that large current account deficits over the medium-term are likely to 
be the concommitant of Egypt's achieving .a fuller utilization of existing capacity 
and undertaking a major investment program. -Over the medium-to-longer term, ~ 
Egypt aas p~si~g pr. ects for non-traditional manufactured e orts, petroleum, 

ates,-tourism, workers remit ances an o er ore1 1 orts, 
d economic management the count should become creditworthy 

t re uire se · ears. ut unless 
there is a special action among the main creditors aimed at making Egypt credit
worthy {instead of waiting until Egypt somehow becomes creditworthy), there may 
be difficult times ahead. 

34. ~~e stases mB¥ be considered to help Egypt become creditworthy and enter 
into a path of sustained growth. 

{1) stae t 
· terest in E t of the main Wester There are numerous signs that 
most of them (U.S., Germany, Japan, Italy, the U.K.), are increasing their aid 
to Egypt in one form or other {enclave projects, import loans, increased insurance~ 
coverage, etc.). At this stage, the ank ma the leadershi b as · 

"' · est~.l'n.. creditQrs (and ossibly the oil !duee · . ti- '-1. 
pa e __ . oc Consultative Grou (or aid symposium) to coordinate three (~ 

types of operations: 

{i) to foster a large import program (through commodity loans) for 
two or three years, to provide necessary inputs for a fuller 
utilization of industri al and agricultural capacity; 

(ii) to reschedule debt through a two year moratorium if such a 
moratorium were accepted {to provide time to negotiate a 
longer term rescheduling), it would immediately release 
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very large amounts of foreign exchange for commodity imports 
and investment. Repayments on civilian debts (other than 
bank credits) in the two years 1974 and 1975 will call for 
EE521 million (of which EE175.6 million is to East Bloc 
countries). A good part of this should be covered in such 
a moratorium, if Eastern countries agree to a parallel 
operation; 

(iii) to help to ensure that economically justifiable projects 
(either under construction or of very high prioritY,) are 
completed quickly. 

The conditions for these operations in Stage I on the part of Egypt 
should ~~~;------------------------------------· 

(i) improve economic and social data and make them available; 

(ii) velo ment lan which puts the reconstruction 
development needs and potentials into a consistent 
and policy framework; and 

(iii) prepare and implement policies improving the efficiency of the 
public sector. 

(2) Stage II would involve the application of more strict creditworthi
ness criteria, with the selection and financing of projects in the context of 
a program which is neither too ambitious (ther eby creating new difficulties) 
nor too conservative (thereby failing to use the full development potential ~ ' 
o~ the country). ~ 

35. Sometime this Spring it seems ~·"~~· .~ab~~~~~~~~~~~~~~-~~e 
to decide whether or not the Bank wishes lay a leading role in this o~ration 
which may amount to an undertaking as demanding as the ini iation and management 
of a major Consultative Group. I do not see, at this stage, any other creditor, 
nor Egypt herself, taking the necessary initiatives to set up the well-programmed 
operation that is required. The danger in the absence of an action group -
especially at the early stages -- is a waste of resources through a series of 
uncoordinated investments, and also possibly through unnecessary competition 
among creditors for the choice of better projects. _r do not know whether the 
E ti d want to have o eration or ani zed. T · ot 
be very enthusiastic ·about the idea. But I think it is worth considering. 

cc: Mr. Knapp 
Mr. Votaw (cleared with) 
Mr. Wape$ans 
Mr. Davar 
Mr. Maiss 
Mr. Armstrong (cleared with) 
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Official Exchange Hate effective from FBbruary 1973 

tE l = ~ 2.)6 

Official }.:Xcha.nge Rate effective before February 1973 

!iE l = it 2. 30 

Official achange Rate applied to (fu.ll) calendar year 
197 3 flovJs 

Incentive Exchange Rate effective February 1973 

Selling rate: ~E 1 = ~ 1.54 



FOREIGN EXCHANGE BUDGET 



A. 

B. 

c. 

D. 

E. 

FOR~IGN EXCHANGE BUDGET 
1973-1974 

(I.E millions) 

1973 
Actual 

Current Recei.Ets (1+2) 518.4 
1. Exports (Agr. and Ind.) 369.7 
2. Invisibles (incl . savings and 

tourism) 148.7 

Current Payments (3+4) 999.0 
3- Imports 951.4 
4. Invisibles 47.6 

Global Financing Reguirements 927.8 
Deficit on current transactions 

(A-B) 480.6 
Settlement of obligations 457.2 

Source of Financing 1040.2:ll 
Banking Facilities 439.4 
Supplier Credits 163.3 
Other 2/ 437.5 

SurElus or Deficit Financing + 102.4 

1/ Including some wheat facilities 

CONFIDENT IAL 

1974 

DECLASSIFIED 

APR 0 8 2013 
WBG ARCHIVES 

Increase 
Estimate % 

788.1 52.0 
660.0 78.5 

128 .1 - 16.1 

1246.6 24.8 
1263 .7 32. 8 

82.9 74.2 

1104.0 17·1 

558.5 15.6 
545.5 19.3 

1000.2 
200.0 -119.7 
356.5 118 .3 
443.7 1.4 

- 10:2.8 

gj Including Khartoum Agreement, Special Drawing Rights, Cotton financing, 
Cash loans, Donations and Utilization of bilateral payn1ents agreements 
ceilings. 

1.1 



DECLASSIFIED 
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WBG ARCHIVES 
--~---·------

A. B-E SOURCES. 

Agri c ultural Exports 
Indust r i c l 1xports 
Invi s i ble RPcci?t S 
Arab Suprorr 

Total 

s ~ v· n~s 

Tour ism 

Total nf Resour ces 

2 . C~'i: ·:!: <l:i i ~ y· l :.! (J Or ~-. S 

· · Connnr.er ~cod ~ 
Intermcdi:1te good s 
C c: ~)it a f r;o8d .:; 

.· .\ 

3. Invisib l e P:1.y:tcnts 
Governme nta l 
Non -govcrn:menta1 

Total 

4. Monetary Paral l el Narke t 

Total o f Exp~nditure s 

C. DEFICIT (!.-B ) 

1. £.~~.£.~ i ty Imports Fin3.nc i n g 
Banking facil it i es 

(U~ mill i OlHJ ) 

S u J,.., p U c :!.' s F ct c i l i -:- :. c- s 
Con s umption a.ncl :i. rtt e rmed i ate 
Wheat fa c i l i tie s 

~ . 

Inve stme nt 

Tot a l Suppli e rs Fa cili t ieR 

Wi t hout payrn.nt pe troleum impor t s 
Ccr~~d i ly im?c~t 3 f ·cm 1973 re~ ~~tccs 

Tot..-. I _ Co:;:modi t y lmport s F i nancing 

ilate ra l ¥aymcn ls Agre .men s 

Tr•' 1 

Dcf _;_ciL 

lither l<.c•cp j f-' ! s 
Ara b su ppo r t 
Pc t 1·o1 Hl·li sur-po r t 

To t;'l 1 

N • l De f.i cit' 

Free 
Currencies 

1974 

175 .0 
75 . 5 
33 .4 

..11.~ 
398. 9 
~ 0 .0 
7 •5 . 0 

~3.9 

401. 1 

346.s 
335 .8 
229 . 2 

911.5 

15. 6 
43.0 

______§§_._~ 

15.0 

1386 .2 

900.6 

200. 0 

60.0 
80.0 

186.Q 
_2?-6 .0 

35.0 

_cor; .n 

- .• 29'6 . ~ 

62 .0 
_JlO.Q_ 

..l.1~. 
- 1 2~ . 6 

·-----------------·-----~----------------· 

CONFIDEt~TIAL 

Bil ate r a l 
1974 

234.5 
110.9 

9.7 

65. 1 
235 . 2 

515 .7 

160.6 

- 41. 2. 

• 41. 2 

Tot al 
1974 

409. 5 
1 °·6.4 

43 . 1 
115.J2 

7 ~ 4 . 0 

50 . 0 
) .5 .0 

839 . 0 

544 .5 

411.6 
571. 0 
28) .6 

27 .2 
49.0 

_7_§_d 

15 .0 

1901.9 

1061.2 

200.0 

60. 0 
80.0 

220 . 4 

~I:)O.t.. 

35 .0 
;::o .o -- --

615 . 4 

2: . 0 

&5.0 
...... , 

j ~ '- I • ...,. 

62 .0 
110.0 

172 .Q 

1. 2 



1.3 

STRICTLY CONFIDENTIAL 

FINANCING OF THE DEFICIT DECLASSIFIED 
(Actuals) 1973 APR 0 8 2013 

(I.E million) 
WBG ARCHIVES 

Free 
Currencies Bilateral Total 

Bank credit facilities 429.4 429.4 

Suppliers 144.4 18.9 163.3 

Imports from 1972 32.5 2.4 34.9 

Barter and Others 3.6 3.6 

IMF compensatory finance 22.2 22.2 

Bilateral swing l~nits 107.1 107.1 

SDR's 6.4 6.4 

Deposits 2.5.0 25.0 

Pref:inanc:Lng of Cotton 3.9 3.9 

Abu Dhabi credit 4.1 4.1 

INI 12.2 12.2 

Grants 130.1 130.1 

Others 2.3 2.3 

Total 816.1 128.4 944.5 



' . 

Free 
lj11_-r· en0. -i_ cs 

200.0 

32~ .. n 

?0.0 

2).n 

lL!~. n 

A2,0 

124.6 

902.6 
----·-------~ 

y ot.l--1 ?2.~ th:;.n K'n:-.r·:·r,,~,.--'1 A.c;reo.,.,wn·s irJ ich 
i-t. r' n11'1: r ·, ,·~- t;cJs ~~ .. ,,~·,z C'1..nal t")~l"""rl~-,133· 

• • <" _, 

CONFIDENT IAL 

DECLASSIFIED 

APR 0 8 2013 
WBG ARCHIVES 

Bil~teral Tot.'"l_l 

; (, ... ). r; 

31: .L "',.r, 4 _>\)tj-

?'"': •'"'• 

R c. n Pc 0 
./· ... • _I 

2~' ,/) 

l'·,-1 ..... . 
(,--; n -. 

l ,l .. ~ 16.5.8 

J h0. ( 1063.2 
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!J' Estimated according to foreign exchange budget at beginning of yeax. 

. . 



2.2 
STRICTLY CONFIDiliTIAL 

DECLASSIFIED 
I1iVISIBL.ES RECEIPTS 1~72 APR · 0 8 2013 

Estimated and Actual y WBG ARCHIVES 

E s t i mat e s A c t u a l s ·-·--Free Bilateral Total Free Bilatera.l fu-r.s. l -----
Invisibles Receipts 

l·hri tilile transport 2.9 2.0 4 () 
•./ 2.4 0.1 2.5 

Interest & profits 4.7 1o3 5.0 4.7 1.6 6.3 

Tourism & remittances 
(savings) 33.5 10.0 43.5 102.2 102.2 

Other invisibles 21.4 5e5 26.9 29.5 8.2 37r.7 

TOTALS 62o5 18.8 81.3 1d8o8 2.!2. 148.7 

y Estimated according to foreign exchange budget at beginnins of year:. 

HOTE: Increase in actua1s due to 

...... 



C Ol7llllOdi t y 

Cotton (1000 Bales) 
Rice 
Fresh Onions 
Potatoes 
Fresh Ga-rlics 

TOTAL 

Fresh Vegetables 
Citrus 
Groundnuts 
:b'lax 
Other 

Total 

GR.AfiD rroTAL 

. . 

FOREIGN EXCH.ANGL BlJDGET 1974 

Agr-ricul tural Exports 

Quantity 
(Thous .:\nd tons 

C<l'JFIDENTIAL 

DECLASSIFIED 

APR 0 8 2013 
WBG ARCHIVES 

2.3 

unl88 S Ot,lq.I\ .,1-::' S 8 s -.) eci fied ) Av. Ton .t?r i c~ (tE ) Value c -, .1 ., . 2 5.6 illl ..... .Ll 0::1S 

Fre e 

384 
150 

65 
85 
3 

9.1 
50.0 
10.0 

3.0 

Bila teral 

458 
50 
35 
20 
10 

10.9 
150.0 

1.0 
3. 5 

Total 

842 
200 
100 
105 
13 

20.0 
200.0 
11.0 

6.5 

Fl"ee 

355 
140 

71 
60 

150 

110 
40 

180 
150 

Bilateral Fre e Bilc:.t e~~ S:o t a.i 

44C ( p-.; r bale )1 35. 7 20) . 0 333 . ~ 
180 21.0 9 .0 30.0 

95 4.6 ) . 3 7. 3 
65 4. 9 1.3 6. 2 

170 0.4 1. 7 2. 1 

166.6 218 . 3 ....,. r . r: r 
)0)~ 

130 1.0 1.4 2. 4 
80 2.0 12.0 1 ~ . 3 

250 1.8 0.2 2. 0 
112 .4 .4 . 8 

8.3 16.2 2L~ • 5 

175.0 234 . 5 409 . 5 



. . 

CONFIDENTIAL 

FOREIGN EXCHANGE B1JDGEr 1974 

(I:;E •ooo) 

Industrial Exports 

Cotton Yarn & Textiles 
Non-Cot-ton Textiles 
Bu.ilding l·Ta terials and 

Hefractories 
Food IndustrJ ProQucts 
Engineerinff Industry Products 

Hetallurgical Industry }Toducts 
Chemical Industries Products 
Private Sec. & Coope~ative Prod. 

TOTAL 

Crude Oil & Products 

Other Industrial Products 

GRAND TOTAL 

Free 

24,695 
1,500 

310 
6,980 
5,692 

165 
669 

2,643 

42,6~4 

30,829 

Bilateral 

55,490 
5,400 

1, 501 
9,568 
7,204 
8,684 
2,017 

18,357 

106,401 

2,)15 

1,950 

110,866 

ECLASSIFIED 

APR 0 8 2013 
WBG ARCHIVES 

Total 

80 ,185 
6,900 

1, 211 
16,548 
12,896 

7, 029 
2,686 

21,000 

149, 0)5 

33,344 

4,000 

186,399 

NOTE~ The proceeds of the free currency industrial exports goes to tne 
resources of the collateral foreign exchange market except oil ~"1d 
products, cotton yarn and cotton textiles. 



CONFIDENTIAL 2.5 

FOREIGN E.XCHANGE BUDGb"T 1974 

DECLASSIFIED 

APR 0 8 2013 
WBGARCHIVE 

~aritiwe Transport 

Transit rrrade 

Insura..'1c e 

Interest & Profits 

Others 

Tourism & Grants 

s~vings (E5J:Ptians y;rorking 
abroad) 

Invisibles (Revenues) 

Free 

5;100 

150 

200 

9 ,200 

21!(00 

33,350 

35,000 

so,ooo 

:Bilateral Total 

1,700 6, 800 

1 ) 0 

50 

1,800 8,000 

6,200 

9,750 43,100 

35,000 

)0,000 
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y 

' l 

Item 

Consumption Goods 
\{neat 
Flour 
'l1ea 
Edible Oils 
l\1edicines & 

fuiry products 
Other consumption 

In~~rmediar,y ~oods 
'robacco 
Paper & Hews Print 
Tops (wool) 
Iron & Iron Sections 
Chemicals & D,yestufs 
Spareparts 
Crude Oil & Products 
Fertilizers 
Insectictides 
Ivledical Supplies 
Others 

TOTAL 

Investment Goods 

Estimated 1973 

lSl.l 
37.7 
11.9 
45o7 

7.0 
30 .. 8 

314.2 

8.7 
4.4 
7.5 

16o5 
16.7 
24e5 
42.8 
2).9 
12.8 
12.8 

401.7 

STRICTLY COtTFIDENTIAL 

DECLASSIFIED 

APR 0 8 2013 
WBG ARCHIVES 

Licences Issued 

320.7 
32.9 
12.9 
48.6 

5.2 
30.9 

451.2 

13.7 
11.7 
6.0 

19.8 
24.6 
51.7 
40o4 
44.5 
17.5 
15.1 

_.502~2 

..1_1.2 

Letters of 
Credit <Toer1ed 

313.2 
30.5 
9.3 

42.3 

5.2 
26 .. 6 

427 .1 

9.6 
7.0 
4.6 

19.8 
16.4 
42o7 
36.6 
39.9 
16.5 
14.9 

438.0 



WBEAT ESTIMATES FOR 1974 

Made in October 197l 

A. Requested by the I1inistry of Supj.ly 

1000 Tons 

3,695 Tvtal Needs 

CONFIDENTIAL 

DECLASSIFIED 

APR 0 8 2013 
WBGARCIDVES 

680 Existing stocks (January l, 1974) 

215 Local Production 

895 Total Available 

2,800 Requested Imports 

B. Jvlinistry of .Finance Bstimates 

3,675 Total Needs 

450 Local Production 

735 Stocks (January l, 1974) 

2,490 Requested imported 

2,500 Approx. 



FERTILIZERS - 1974 

'000 tons 

COOFIDENTIAL 

DECLASSIFIED 

APR 0 8 2013 
WBG ARCHIVES 

A - Estiraates of Hinistry of Agriculture 

2 , 988 ·rotal Needs ( 15. 5% Nitrogenous) 

680 Local Production 

2,308 L'llports Needed 

B- Estimates of the Ninistry of Finance 

2,600 Tdltal Needs 

680 Local Production 

1,920 Imports 

1.t909 Approx. ---



Iro::: 

Timber 

~ 

M..J 

113 

CONFIDENTIAL 

DECLASSIFIED 

APR 0 8 2013 

IHON AND TII1BER (For Housing) - 1974 

Value (+-4' 'DJ..J 
10002 

Quantity (Ton ) F:ree Bilateral Total --
120,000 9t400 5,000 ltr ,400 

(Requested by 11 inistr.f of ~r ousing) 

400,000 2,003 18,500 20,500 

Approved by ~I inistry of Finance 

480,000 2,750 27,000 29 ,750 



. ; 

3.6 

CONFIDENTIAL 

DECLASSIFIED 

Development of ''~ni ting-Room 2 

During Period Nov. 1972/Nov. 1973 

(tE millions) 

November 1972 63.5 

December 1973 62.0 

January 1973 65.4 

February 1973 62.2 

March 1973 49.3 

April 1973 47.0 

May 1973 46.0 

June 1973 37.0 

July 1973 37.0 

August 1973 32.0 

September 1973 40.0 

October 19.73 46.0 

November 1973 49.8 

(Mostly applies to consumer and intermediarJ goods. 
This is wa.i ting-room at Central Bank - applies to free curr~~ncv 

only. 
These figures are after all papers, clearances, authorizations 

made; this is what the Central Bank "does not have" to hand 
over.) 



TRADE AND BALk~CE OF PAYMEl~TS 



4.1 
Balance of Payments Estimates 

(In Millions of Egyptian Pounds) 

~ ~--:- Current Transactions: 

I- P~oceeds : 
Exports (xx) 

Insurance (xxx) 

Shipping 
Suez Canal Dues 

Interest,Dividends & 
Other Revenues 
Tourism & other Receipts 

Total 

2- Payments : 
Imports (x:x:) 

Film Rentals 
Other Commercial PSv~ents 
Insuranc-e (xxx) 

Shipping 
Interest,Dividends & 
Other Revenues 
Tourism Transfers 
Govt. Expenditures 
Other Payments 

Total 

A- Current Transactions 
Account 

B- Transfers 

Balance 

Primary Extimates • 

Jan,Sept.l972 

+ 

-

278.0 

0.1 
4.4 

-
8.9 

51.0 

242.4 
...-.---------

399o1 
0.5 
8.5 
1.1 

5·9 

26.4 

6.7 
21.6 

14.6 

484.4 ____ __. 

--------
142.0 

93.7 

48o3 
----------

(x) 

(:x:x:) 

(xxx) 
Include Transitional Trade • 
Excluding Imports & Exports • 

(x) 
Jan. ,Sept.l973 

+ 

295o? 
0.2 

4.1 

45.6 
85o4 

431.0 
-----------

413.4 
0.2 

13.5 
0.7 
4o? 

33.4 
14.4 

17.0 
32~5 

529.8 
-~ ....... --. -----

98.8 

96o7 

2.1 
-~--
____ _.. 



Petroleum Balance of Payments 
(Value in IOOO Pounds) 

I97I !972 !973 

T ImJ20Dts: •• 

a) Crude Oil I?756 I9053 ~25?3 
b) Petroleum pr oducts 25628 I?949 I36I4 

Total Imports ~L3384 37002 36I8? 

2. Ex,2orts: 

a) Crude Oil: 

Free II23I 7855 3528 
Sinai 
Clear I4,?9.5 3369 4!78 

Total ·26026 II224 7706 

b) Petroleum products 3I67 679? 12946 

Total Exports ?9!93 I802I 20652 

3o Balance (2 - I ) -I4:t9X -I898I -!5535 

.. _/ 
.._ 

Source: The General Organization for Petroleum 

4.2 

I 974 
--

I 

35939 
I78I9 

53758 

64!5 

I570 

7985 

25359 

33344 

-204I4 
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EXTERNAL DEBT 



FOREIGN EXCHANGE BUDGET 
1974 

Breakdown of Obligations 

Bank Credit Facilities (Short Term) 

Suppliers Credits from Western Countries 

Suppliers Credits from Eastern Countries 

Public Obligations 
(IBRD; IMF, Rescheduled debt) 

Others 

Total 

1) Dollar conversion at ~E 1 $2.56 

CONFIDENTI.A.L 

ECLASSIFIED 
APR 0 8 2013 

WBG ARCHIVES 

'. 

~E US$1) 
Million Millions 

234.0 599.0 

117.0 299.5 

61.0 156.2 

40.0 102.4 

92.5 236.8 

544.5 1393.9 



. . 

STRIC'l,LY CONFIDENTIAL 

... / ,... -_ . 

FOREIGN EXCHANGE Bl11>GET 197 3 

Breakdown of Obligations 

LASSIFIED 
2013 

WBGARCIHVES 

;;E millions .. ·-,. v ;_} ml..!..lcns 

:Budgeted 1-~ctn~:.l Budgeted Actual 

Bank Credit Eacilities (Sr1ort term) 146.2 370 375 

SUppliers Credits frora Hestern Countries 113.5 115.4 287 2.92 

S ···~~-=·:'l iers Credits from Eastern Countries 46.0 44.5 116 113 

Public Debt Obligations 
(IBRD, II@\ Rescheduled Debt) 61.1 58.3 155 147 

Others 103.4 90.7 262 229 

1I'CJ.riili 470o4 457.2 1199 .. 1156 

i/ Dollo.r conversion at 58 1 = $2.53 (average for 1973) 



. . 

CONFIDEJ'~TI AI. 

EXTERJ'~AL DEBT, D~~C. 31, 1973 

In EE millions ($ millioms in parentneses) 

0 CHIVES 

I'1edium and Lor$"-Term 
Gov't loans t~estern, not res cneo..w.ea ; 
Rescheduled loans 
Eastern block loans 
Arab loans (gov't) 
IBHD 
\vestern suppliers 1 credits 
AralJ suppliers t credits 
fustern cuppliers 1 credits 

Sl...lb Totals 

~ilateral ~Jreemsnts, Special 
Acco:.:nto , JJeposi ts, & IH.F 

Convert. 

75.3 ( 193) 
153.4 ( 393) 

108.7 ( 278) 
10.5 ( 27) 

133.9 ( 343) 
7o] ( 20) 

489.5 (1254) 

& Special Accts. 

Compensation /IJ$Teements 

Short-1l'erm (banks ) 

}1edium and Long Term Loans 
Bilateral Agxeements 
.Axab ci0posi ts & II-Th~ 
short term (banks ) 

TOTJJ)J 

120.2 (308~ 
59 .1 (1.51) 

4.8 (12) 

194.4 (498) 

S U T•1 Iv1 A R Y 

(in $ millions 

Convert. 

$ 1,254 

459 
498 

$ 2,211 

Non-Convert. 

322.2 ( 825) 

1)4.7 ( 396) 

476.9 (1221) 

227o4 (582) 

1,221 
582 

y Does not include $ 12 million compensatiot~ 2.greements . 

Total 

966.4 (2474} 

2,474 
582 
459 
498 



DECLASSIFmD 

APR 0 8 2013 
WBGARCIDVES 

Bilateral and Special Accounts Y 

(EE millions) 

31/12/71 191.8 

30/ 6/72 143.7 

31/12/72 165.8 

30/ 6/73 199.6 

31/12/73 227.4 

1/ Net outstanding debits (within swing limits) on - ~ 

CONFIDENTIAL 

accounts where Egypt is net debtor; does not include few 
accounts for which Egypt is net creditor. 



31/12/71 

30/ 6/72 

31/12/72 

30/ 6/73 

31/12/73 

DECLASSIFIED 

APR 0 8 2013 
G~~~-"' 

Bar~ing Facilities 

(EE millions) 

96 . 1 

98.9 

135.5 

101.0 

194.4 

5.6 
CONFIDENTIAL 

(US$ rnillions) 

221 

227 

312 

259 

498 



PL.AJJ - BUDGET, TI'fvEST:lvl]}TTS 1 PROJECTIONS 



DECLASSIFIED CONFIDENTIAL 6.1 
.. . .4 ... .. • .... 

APR 0 8 2013 1973-1982 Plan 

WBG ARCHiVES Projected Growth Rates of Output by Sector 

Agriculture 

Industry & Oil 
Industry 
Oil 

Construction 

}~ectricity/Power 

Total CorarD.odi ~ 
Sectors 

TraJlsp ./ CommwJ.. 

Trade & Finarwe 

Total Distribution 
Sectors 

Housing 

Public Utilities 

Social Development 
Services 

Total ~ervices 
Servire s 

Grand Total 

2.8 

5.6 
6.o· 
0.7 

5 ~ •/ 

Source: 1973-1982 Plan. 

I' .4 
5.9 

28.3 

8.5 

r ' 9 
~ 

(%) 

8.5 
6.5 

32.2 

3.1 

6.4 

29.3 
6$7 

1.7 
6.6 

6.1 

9.2 
?.3 

27.4 
10.2 

1977 72-77 77-82 72-82 

9.9 
8 '7 

• I 

19. 0 

6.0 

).l 

5.8 

...2.:2 

6.6 

1899 

47.7 
39.5 

1)9.1 

48.8 

'( 5.4 

120.3 

70.2 

10.6 

37-4 
34o2 

22.0 

66.5 
6o.o 

114.4 

45.2 

44.4 
45.7 

145.9 
12) . 2 
455 . 3 
13) . 0 

21 8 . 0 

100. ·1 

53.8 111.4 
41.5 89.9 



6.2 
CONFIDENTIAL 

1973-1982 PLAN DECLASSIFIED . 
Projection of GDP at Factor Cost APR 0 8 2013 

(nonstant 1972 prices) WBG ARCHIVES 

· l3a3e Year 
1932 

Sector 1~12 1973 1974 1975 1976 1977 

Agriculture 7b8.3 790.0 817o0 846.6 877.6 913 . G 1,115.0 

Industry o-:- Oil 622.2 657.0 705o4 765*7 836.2 _~18oi3 1 , 5)0 . 0 

Industry 579.7 614o2 650.5 693.1 743.7 808.7 1, 294 . 0 

Oil &, Prod. 42.5 42c8 ~i4.9 72.6 92.5 110.1 236.0 

Con3truction 114.0 129.0 140.0 144.4 159.1 180.0 265 .0 

Electricity/~ower 45.0 48.1 50.3 65.0 75.0 so.o 126.0 --
Total Commodity 

Sectors 1,550.0 1,624.1 1,712.7 1,821.7 1, 947 .0 2,092.6 ),O)j. O ---
Tra..."1sport & Commun. 163.5 172.1 183.9 237.8 343.7 360.2 520.0 

Trade & Finance 223.8 266.0 284.5 303.5 2:26.0 2~0.0 510.0 

Total IJistri bt.l. tion 
Sectors 417.3 4)8o1 468.4 541.3 669o7 710.2 l ,O)O. O 

--- --- ----
Housing 122.5 124.2 126.1 128.3 131.4 13).5 175.0 
pub. Utilities 12.3 12.9 13.6 14.5 15.6 16.9 26.0 

Social Development 
Services 700.4 74~.2 1190.7 838.7 888o4 939 .. 8 12330.0 
Total Ser..rices 

Sectors 835.0 881.3 920.4 981.5 1,035.4 1,092.2 1~531.0 . 
Grand Toto.l 2%802e8 2!943o5 22111 .5 3,344.5 3,344._L 3,895.0 :?_l6oo.o 

Source: 1973-1982 Plan. 



6.3 

CONFIDENTIAL 

DECLASSIF. 

APR 0 8 2013 
Production of Major Export and Import WBGARcmv 

CreEs in 1971/1973 and Ex-pectations for 1974 and 1977 

(in 1,000 m. tons} 

.. 

Crops 1971 1972 1973 1974 1977 

Cotton (lint) 510 514 495 513 610 

Rice (paddy) 2534 2507 2274 2599 2938 

Winter onions 283 276 230 272 340 

Peanuts 33 30 26 36 38 

Potatoes 451 595 778 Boo 900 

Vegetables* ·4719 4758 4776 

Citrus fruits 883 825 923 950 970 

Wheat 1729 1616 1837 2147 2220 

Corn 2342 2417 2507 2705 3024 

* excluding potatoes 



<' c t o r ::; 

I. A1·.ncu lture t. lrr L: L1tlc n 54~'0 c. -:555 5-485·) 13 &012-+ CI2~i-

2. IND~STRY, Petrole~ u & Mi~nic3 80 n:-84 T9~Q (jQ ; 3: :~·· ' 
r ,... ' • • f 
.:_ ... ,-r ~-t 

6000 12000 ,>4 22650 18000 

:·::.; ~~ :e5o 619)5 ~:Lo3 IIQ?Ol 

;_'j .. , 
··' ;: r:·r ·.· "1: f 

,.1_,/VY 3l7l 
~~ .. ·, ... 

1 ~': 7 ~}·~· t;.CC'j' 2395 l,.:f->4 

I::!CO r;cc.:, ,;.H:C~i 38450 34::Cr6 

B. H<?~lth &< s~cid s rvi ces 4480 551) I'i)C 'i) &j U-rJO 

!IC(IQ 2!C~ 2?54-0 I4CC8 

IO. Cultur e & Fuplicity 127 IB73 20CC 2000 

50 1950 I£00 2 uc 

9C.5.:: 5)1 434 2000 10227 

959 4-?I ?59 

425 11.5 235 ~03 

1()?7 6105 4377 

S . 1' C' ,., h L 4974{) Il3$9I 

2CUC l0.:-0 

Services 1ndustriel Councils 

'l' G T A L 49740 



Different 
Capital 

Revenues 

Loans & 

Credit 
Facilities 

Total 

TOTAL ESTIMATES OF 1974 BUDGE~ 

USES 

1973 1974 changes 1973 1974 

T.3: 

280.2 638.1 + 57.9 Investment 432.5 520~0 

Expenditures 

339.3 387.8 + 48.5 Capital 487.1 505.9 
Transfers 

6.5 

cha.'rlges 

+ 87.5 

+ 18.8 

3233o2 418?.2 +954.0 TOTP~ 3233.2 4187.2 +954.0 

~ ================================================================ 



" t 

Sill'1HARY 

6.6 

STRICTLY C CNFIDENTI.A.L 

DECLASSIF D 
2013 

WB ARCHIVES 

FOREIGN EXCF~NGE BUDGET 1973 

Free · ( -LE Mill ions ) 
Currenc~es Bilateral Total 

Total Resources 373-3 265.7 639.0 

Total Expenditures 1~097.0 294.1 1~491.1 

Deficit -723.7 -128.4 -852.1 

Total Capital Inflow (incl. short-term) 826.1 128 .4 954.5 

Surplus (change in reserves) 102.4 102.4 

Original Budget Estimates as of 
Beginning of Year 

Total Resources 292.0 261.2 553. ? 

Total Expenses 905.6 481.5 1, 387 .1 



Exports 

Agr i cultural ~xporLs 

(of which Cotton) 

Indus~rial exports 
(not includ ing oil) 

Petroleum xports 

A. Tot~l Cow.moditv E~ep~ 

T;mr ism 

Other invisioles 

(of which Sumed) 

Suez/J....1lartoum Transfers 

\Jorkers Remittances and 
other transfers 

B. 1otal Invlsibles and 
Transfe r s -------

C. Total Current Rec · ipts 
(A and B) 

E!!£ort::!_ 

19'(> 
Base 

224 

(171) 

15 

47 
(-) 

119 

67 

Consumption and intermediate 
goods A6s 

l / 
InvcsLu.ent goods.::.~ 91 

E. Invisii>l · Pa>r·r~nts 
1;:?-t-~l;:-debt----;crvice ) 

F. To Lal Current Expenditures 
(D and ie) 

urrcnt AccOt:nt 
Ue:f ic it 1973 Pnccr. 

Cun·ent Prices 

Curn~nr Prices 

9~6 

78 

10:_54 

)% 

/59'{} 
$1011 

g:).,t'[;___E_<~~~-0_T!.Yic __ ~_I~1.TJ;_g_-::_1_0_NS~_0!:..1!AJ...,!•!I~ . ..QE. l'~.Y!'!I.~.!J:.~ , 19j_I!.::;_fl__ 

J Q{4 

230 

(17::) 

L'i:og] 

i5r.'2J 

16 

£51] 

~3.'3 

(1~1) 

[27(] 

!53-:] 

26 

( · .nilli•'·" \ 

19(0 

?4~ 

(lP: ) 

[27~} 

31 

ioQ 

l'> t( 

':>5) 

(191) 

[2r.2] 

53l7 

192 

[24§] 

37 

Li3§7 

l9'{ 1"1 

261 

(19:;) 

.:2-c.g 
55~.7 

209 

1281] 

43 
[16Efl 

~ ..!±.1:1 ..£1 
[65Ql 

_4 c;: 

£5s§] · f59i} L71Q/ 
40 

[4g:' 
49 

(-) 

.5_~7 

120 

100 

LioFj] 

693 

Lfrril 

9q3 

[9s3] 

189 

[2oij 

1172 

LlWY 

eo 
!!!J 

12~2 

fl27i] 

!J!.J9 

jj9] 
$1011 

50 

lsi! 
51 

(-) 

[51] 

120 

1?5 

[l'•f!] 

60 

[19] 
53 
(-) 

f6:J 

120 

ISO 

Li&iJ 

.-2B3. 
!._4-;e 

70 

[fff!] 
1~0 

(7S) 

f_l4!f_;-r 

120 

!._1o2] 
140 

(~0 

_l6Q-

12 0 

?00 

1262] 

764 

[9rQ] 
m 1oo8 

[!285..7 Li441] 

103? 10% 11)8 

Li1oQ7 Li21gl Li3}1/ 

18 4 212 237 
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A.sslll7lption~ 

Appro.·i,uate l'lnn growth from lYi) 

Cotton prices from Bauk Guidelines; assume 
declltlf' in rice prices jusl offset by riE.e 
·u other ngricul tur~l export prices. 

"Cat hing up" to Plan Largets by 1977 
prices inflated by general index (Guide lines) 

Guideline prices - (includes Egypt's share only). 

Arb!trarv volume - reach 1966 volume in 1976. 
Prices i~creasing 5' annually. 

Arbitrary volume - Sumed volume fixed, no price 
adjus m£>n ; ~ price annually other invisiblcs. 
Sumed as net revenues not included on payments 
side. 

Arbitrary volume· prices at i.ndex of inte r · 
national prices. 

Volume growth above Plan a t 5"b annually : 1974 
frcn:: Foreign Exchange Elidge t, import subsL i ru
tion in petroleum products, especially prices
inflated by international index. 

Volume growth for 74-78 ao; in Plan for 73-TT 
(i . e. one year lag) - price rise as above. lf 

-·------
lj 19'{4 in,;estmf'nt b:t><Pd ron b(} of .f.F. ~~·0 miJl!.oa forC'cn~t 0[ r.o lal iuvl"&tmPnt; prc>sumed t:> lnclu<k p(•ritc.ps .f't' !10 million for Sumed; 

Jr.:~,, million fq· ''1· ?. clc:Jrin; a:wth r J·J-: J,, mill:on fnr n •nov;nion; r.<'w p<'<>jcctH h•1t not lll'lJOr .'ut•z 1.11111 Zllnf' reconslructirw: 
19' :!' tal<t.s '1: It lt•lillion ns m.w b"11., incltdu;~ ~;~un,•,l hut not Suez. l'p l' r. vuluro', ·rt pt'it'C'tq 19'(6 1 

1 
volume, S'f, price~>; 19Tf 

no Su'll·rl, vulumP up]~··., prices "i . O:/: l'f( /3 v0lume l'i' 1'~/ , pti.cNJ ~ -~·~-
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. WBG A.RCHJ.Vr:s 
1 o I p1·oposed a "tv-10 stage program to br:t...'t'lg lt.,gyp v m vO a cred·t~ t. ... 
1-rorthy 1 ositio1 in my memorandum to 1ir. Ben je.o . .k, dated February 19, ·1 974 
I n.01rr had a lit,-tle more time to pu-t together a fen.y more fac·'·s and obser
vations "i·ihic:1 i1L:J.},. be useful in the 0onsideration. cf the proposal. I shor, .d 
em:phasJ.~e, hm·rever, that these; are still tentative S1J.ggestions ·r-rhic 1 co·ald 
be deve. oped ·lth more rigorous analysis. 

2 o The foJJ.mrl.ng !r.3.Y be an appr·onriate cbeck-list of questio~lS to 
b e answered; 

- Urgbncy of the situation; . 
Possible size of ~~ ~nporLs ~rogram; 

.. Benefits thJ. t could be obtai 1~d fl~om a. grace on the 
amortiza c,ion uf the external deot (moratorium); 

"" Actions recp.:ti.red b-- Egypt_; 
- Possible variat:ons of tho prcposalo 

3 ,. Egyptian adrnir'.~..i..strators now· con aider the ...,~.;Ol omic pros_r.H;t::;·i.ts 
for Egypt. much mo::·-: optimistically "than the r baYe in ncVGl"' J. yea·~::. in th<: 
pasto _'he asrnrnptions ii'l their Government budget abouc, 'Lhe grc' -r~h in 1971+, 
which I re::'er:red to in m~" memo mentioned ab0Vt; ( 6. 61 jn current pr'i0os, 
So9% in conutant terms) is a good indicat ·on of 'the pre"'(~nt ntoc..-.d. o They 
a l so seem to be overly optimisti.c about the possibilities of ·~hi.fting 
res.)urces fror1 military to civ:1 lia.n use They, in fact, r a.,v nope to m-tddlc 
t hrough rli th improved opportunities for ad i tional as8istance from .A-r·;-;;.bs 
anJ. the HestG But, L"l the last few- yeo.rs, the maturit.ies of the extern:~~-· 
debt have. short.ened and terms haY'dened S·J :rr:uch t 3t ur.le;-;s "'"pecial measu1·qs 
are t.a.ken,maxronoth annual operations of bilate:r.":'..tJ. debt rollovers 'ri.~l _·eop 
econo:nic policy makers too busy· to t -e full ad antage of nevr development 
possibilities for Egypt. Tho follcvr:lng s:L.-nple table may give en indicat:!..on 
of the nature of the external debt squeezeo 

Forei~1 E~change Revenues 

ErvG.rnal Debt Repajr111ents 

Debt Service Ratio (%) 

Deficit to be covered (including 
gr~~ts other than Khartomn 
Agreement) 

639 0 

457.2 

u ... $ 
_A_c_t_u.a--rs Budget 

19'/3 1974 

1,616.7 2,14? .8 



< : 

-2-
To Mr., ·wapenhans February 21, 1974 

.. 4. The Government program for 1974 assumes '.:bat 1/3 of the unutilized 
capacitY in. industry -vdll .be utilized. A fuller utiliza"tion of capacity 
would r equire a larger import progL .. am and 'tv-ouJ.d · i.ncre4se .the deficit. On 
the average the effect .. an Egypt. of the recent price increases is moderatee 
Their vmea t import bill is expected to increase in 197 4 .by US$1 40 · million 

. over 1973. But the expected increase iii their ·raw cotton exports alone 
is ·about US$430 million. Increased oil prices do not affect Egypt adversly 
either. In fact in two or three years time, expected producti on increaseu 
and the return of Sinai oil fields m~ change the -situation very-favorably. 
The impor-'-ant question is ho1-1 can· ·one shift Egyptian economic policy and 
expectations from day to day uncertain ties and conside~:·a tions to economic 
development in circumstal ces of peace-. Th~ :immedi~te . development potential 
that needs· to be put in us~ in Egypt no-t·r relates to creating the atmosphere 
and conditions for direct foreign inves-tm;m ts (basically .Arab but including 
others), quickly adding to hotol capacities to fu1ly benefit- from -increas-ed 
tourism demand -v;hich is not being fu.lly m~t, and increa~ing the production 
of some ra1i materials which command high prices in the world markets (phos
phates and petroleum). To fully utilize these possibilities, in addition 
to a reorientation of policies, the economy needs to be rescued from the 
pressure of shortages emanat:ing from the balance of payments difficultien., 

Possible Size of the ImEor·t Progrd:i.!l 

5. · It is possible to· try o identify the size of the import program. 
from the deficit in the bal~1ce of payments or from the importS side of 

· the· f reign excha...Tlge budgete AccorC.ing to the foreign oxc~'l'1ge budget, in 
197 u, even if Egyp·t can successi\illy e~t ( jn addition to Khartoum pay.men 0s) 
a total of about US$.530 million grants from the other Arabs and about · an 
equivalent of US$350 million from bilatera.l sources (as th lf have budgeted), 
they "t-dil ~ ave to fi11d fi..nance in convertible cw.·renc~es amountL11g to 
US$1,66.5 million, which include: 

US$ million 

1 • Banking :V"acili ties .512 .. 0 

2. Suppliers credits for: · 

3. Uncovered Deficit _ 

6. The import program calculated from the balance c,f payment·s deficit 
may varj' from a level of about US$300 million up· to about US$680 million 
excluding the Banking facilities. The budgeted v·olume of i.t"11ports from the 
convertible currency area (consumAr goods US$887. million and mtermediate 
goods US$86o million) suggest the easy possibility of formula.t,i.."l.g rat.her 
large import programs, should the financing become _av·g.ilable._ Needless to 
say these magnitudes are -based on Egyptian figures and pro"-iections and are 
used here to· give the rough orders of rnagni tude o They -vrill need to be 
scrutinized later by our analysis. \ 
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Benefits that could be obtained from a race on the dJilortization of t~ 
exte"rn..!tl debt moratorimn 

7 o Our Program Division 1d th the help of the DPS has been worldng 
on various alternatives for a deht rescheduling exercise on the basis of 
the extemal debt data that had been supplied to the Bank wi·thin ·the normal 
reporting framework. It is at this point too early to draw serious con
clusions from tne work carried out so :far Undisputable facts -are that: 

. . -

-the short and long tenn debts in con "rertible currencies 
constitute a.major portion of the total ci.Yilian obli-

.- ,- gations (55%, US$2,21 1 million out of a total US$4,014 
m:l.llion); 

-the matu:ri ties of t.he Egyptia.L""'l debt are very shorte . 61 ~»2% 
of total convertible currency debts are due for :rer~nent 
in 1974 (42.2%), a.-""ld 1975 (19 ·o%), (US$933 million and 
US$421 4 million respectively). 

At this point, without more detailed information both from Egypt and "t!."1.e 
creditors, it i.s difficult to es·tirna te accurately hor much relief could 
be obtained from a gra ... e on amortization. Huch ~lill depend on the degree: 
of insurance· coverage a·t the creditor end and the structure of the· shor-t 
term deb-t. A}3 _long as the po_li tical uncertainties in ·he RegiorL continue.., _ 
it may be difficult to convi..l'lce the creditors to agree to long-term 
rescheduling operations. -But a t~o y~~r initial .grace to -~ork out ~~e 
details of the terms and conditions of rescheduling would be extremely useful o 

8. 

these are: 

I had suggested in my earlier memo -that Egypt should: 

a) improve economic and social data and make them available; 

b) prepare a new development plan -vrhich puts the reconstruc~tion 
and other development needs and potentials into a consistent 
financial and policy framework; and 

c) prepare and implement policies improving the· efficiency 
of the .public sectore 

I think three more conditions need to be added to this list and 

1 • to u..11dert.ake parallel negotiations ,Ji th t~.e Eastern Eu.ropea.n 
· countries for a similar relief operation; 

2. to produce a tra.nsi tiona.l program for stage one includir.g 
i mmediately needed policy changes on prices, foreign trade 

. policies , :L.""l.stitutional ·changes, etc. 
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3. to change t he practice of trea th1g civilian e.x:pend.i tures 
as r esidual s and to identify certain amounts to be · 
spen t for civilian pw:·poses ( current and investment) 
to b e f ·inanced by domestic saVings~· -

Poss i ble Variations of .~he Program · 

9 1~ starting point i s that there ia a policy decision to increase 
operations in Egypt v-1hich ~Till require . the use of some IBRD money o Using 
IBRD money immediately raises the qu8stion of creditworthiness) for which 
in the short · term analysis ( He 1-rere able to make during my mission to 
Egypt ) there is no comforting anm-1er A longer term projection, Hro Armstrong 
undertook to prepare in Egypt if he is supp\ied necessar-.f da t._a, rna:;y give 
a more optimistic picture. One poss ible approach may be t o use IDA fUll.ds 
( if and to the extent they are available), and a portion of the f"tL."lds t>lhich 
may be obtained from the oil producing countries in the first stage • . :fhe 
use of IBW money· at this stage may be limited to f:inancL.'"'lg of enclave projects 
such as the Suez Canal. One has t..o be careful, hm'Bver, in def:i.r..ing the 
amounts of projectco that could be fil:anced tr.J>ough enclaYe arrangements i..l'l 
order not to create a situation para11el to the Eastern European Debts. · 

10. One possibility to consider is the likely attraction for the 
~rP-cl" tors of fin?.ncing the reconstT'1Jct.5~cm ~nd deveJ opm~S>!1t of the Suez Canal 
7oonee I.f tbe:rp is enmleh :interest to rlo it on gro .~.t. ter1ns or very easy 
terms, one could think of tyine the S 1ez Cana..l operation to a balanced 
development of other projects in Egypt to ensure a co0;v-r·.·i!: ~ ted approach to 
the problems of developr.Ient and reconstruction and also to avoid an excessive 
burden of debt service. The possible levere:'..ge that can be obt ained through 
t he offer of development of the Suez Canal zo11e can thus be used t o indirectly 
:influence the formulation of a consistent development and reconstruction 
plan for project preparation, i.e. help in persuadjng Egypt t o· unde-rtake the 
r equired a ction ·discussed above. 

cc: Messrs. B. Knapp 
M. Benj enk 
G. Votaw 
A. Davar 
R. Armstrong 
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1. You asked me to set do'Wil those steps which. I believe would 
be necessary or at least desirable to initiate international action 
possibly leading to a multilateral debt rescheduling for Egypt. 

2. First of all, I believe it would be necessary for Egypt to 
take the initiative · in seeking, either directly or through the good 
offices of another party (perhaps the Bank), a meeting of all her 
creditors, both East and West, to consider the possibility of debt 
relief within a multilateral context. It would be important for Egypt 
to stress, among other things, her desire to honor in full al1. her 
obligations without default, but that to do so on present schedules _ 
and with enVisaged available resources would depress investment ·and 
consumption to unacceptable levels for some time to ~orne. Egypt might 
also point out that prospective changes in her position would favor 
more rapid economic growth and repayment of past obligations provided 
the burden of existing indebtedness, assumed under very different 
circumstances, were alleviated. This is substantially the message 
conveyed by both -Ghana and Indonesia to their creditors in 1966. The 
U.K., at Ghana's request, convened Ghana's Western creditors; mainly 
at the initiative of the U.S., initially the Je.panese and then the . 
French chaired a \vest em creditors' group (the so-called ''Paris Club" )to 
which the USSR was invited but declined. Egypt should be prepared to 
submit at such a meeting as fully documented and detaiied a report 
as possible on all its external debts. 

3. The creditors could then be asked for a period of grace on 
the amortization of the external debt (it might be more prudent not 
to speak in terms of a 11 moratoriumn) during which a balance-of-payments 
assessment would be made of Egypt's present and prospective capabilit ies 
of discharging its debt obligations while maintaining a reasonable 
rate of growth. To this end, the report vrould recommend such debt relief 
as would be compatible with the results of the assessment. The period 
for the preparation of the study should be reasonably brief, perhaps 6 
months. The study would also examine the structure of Egypt's debt including 

h . ' sue lmportant n~tters as which debt s are private and which are .public 
which have been rescheduled and which not, and which debts if any might 
be e~empted from ~e~cheduling. In multilateral debt reschedulings, only 
J?Ubllc debt-- offlcl.al loans and private credits insured by creditor 
governments-- has been rescheduled, while private debt uninsured by 
creditor governments has been generally excluded. In the Indonesian 
rescheduling of 1970, about $2.1 billion of public debt (as defined above) 
of more than 180 days' maturity contracted prior to July 1 1966 (the so-called 
"Sukarno" debt) was rescheduled. This represented the bulk of the entire 
external debt up to that date. If I recall correctly, private debt uninsured 
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by the creditors amounted to about $100 million for which Indonesia 
undertook separate arrangements(although some creditors insisted successfully 
on the inclusion of part of the unguaranteed private debt in the rescheduling 
arrangements). The rescheduling, by the way, included debt service payments 
previously rescheduled, thus setting a precedent. 

4. In the cases of Ghana and Indonesia, an interim period of 
roughly six months ensued a~ter the first meeting of creditors during which 
debt data- were assembled and ideas of how to ~reat the debt were considered. 
Contractual interest was charged during this period but capitalized for 
later payment. In Egypt's case, this toq might be done, or, if not too 
great a burden, such interest might be paid as due as an indication of Egypt 1 s 
good intentions. · 

5. Successive annual reschedulings were arranged for Indonesia in 
1967, 1968 and 1969 which provided total balance-of-payments relief on the 
"Sukarnon debt J as fully 100 percent of the principal and contractual 
interest due in these years 1-.rere rescheduled and "moratorium" interest capitalized 
for later payment. It was not until 1970 that the "Sukarno11 debt was -rescheduled 
on the terms mentioned above. 

6. In the Indonesian case, ·a study of the longer-term debt outlook 
leading to the 1970 agreement was assigned to a German banker-- Dr. Abs-
whose international repute a~d objectivity enabled him to· make far-reaching 
proposals which, with some changes, were accepted. I would think a case 
for Egyptian rescheduling might also best be made by an individual of 
international stature. He l<.'"Ould be under obligation nei{fher to Egypt nor to 
the credit ors and so his r ecommendations 1~ould carry wefght. He could be assisted 
by a staff' of "expertsn f~m the Bank and Fund, as in the Indonesian rescheduling. 

7. The emphasis of any such study would be the restoration-- and 
maintenance-- of Egyptian creditworthiness. This was the all-pervasive theme 
of the Abs' report on Indonesia. Pawment and/or capitalization of contractual 
interest on all existing debt during the interim period of a debt assessment, 
the setting of some cut-off point (perhaps the October, 1973 war) after ~mich 
new credit s would be ser;iced on schedule, and Egypt's declaration that it 
would not renege on any existing debts, could be important elements in such 
a restoration. · 

8. I think it would also be essential for Egypt to indicate-~ 
rnthout becoming specific-- that it wished to treat all creditors on an 
equal and non-discriminatory basis. It would be up to the debt assessment to 
spell out how and for which categories of debt this would be attempted. 

9. Other suggestions were advanced in my memo of February 8th to 
Bob Armstrong, a copy of which was sent to you. 

10. ~th regard to the status of the U.S.-Egyptian debt .bilateral, I 
have asked my contacts in State for information which they said would be 
forthcoming . . ' 

cc: Messrs. Votaw, Director,EMENA-CPI 
Sa..."<e, Chief, EPDIE 
Davar, Chief, E}tENA-lA 

ACC/mas 
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