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The war in the Middle East may cause rearrangement of economic structures of the nations involved. U.S. aid to the region in 1965 was $1.5-billlon.

By BRENDAN JONES

In the aftermath of the Israeli-Arab
war, the immediate economic effects
that were apparent throughout much
of the world last week are likely to
diminish fairly soon.

But for the countries directly in-
volved — the United Arab Republic
(Egypt), Israel, Jordan and Syria—
the economic impact of the fighting
will probably be prolonged and serious.
Before the conflict the economic health
of all these countries was poor or frail
at best.

The Egyptian economy, particularly,

appeared to be headed for the most
serious crisis in the many that it has
experienced in recent times. With $i-
billion of long-term debts outstanding,
Egypt had been exporting gold re-
serves—at least $35-million last year
—in a wavering struggle to service
$250-million of short-term debts.

Much of Egypt's 100-0dd state-owned
industries have been closed down or
put on part-time operation because of
a lack of foreign exchange to buy the
imported materials on which they de-
pend. With the notable exception of
textiles plants using domestic mate-

rials, most have proved inefficient or
too costly.

Israel’s economy, although in much
better condition, has been slowly and
still uncertainly coming out of a re-
cession,

The basic Israeli problems have been
a rapid rise in costs that reduced the
competitiveness of exports, and in-
creasing unemployment that resulted
from the subsequent efforts at belt-
tightening.

For the first time since the nation
was founded, Israel has not been able

Continued on Page 12, Coiumn 8



Combatants in Mideast Left With Vast Economic Problems

ARGA WAS WEAK
BERORECONRLICT

Egypt’s Finances Were at
a Critical Stage — Israel
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to provide work for all who
needed it. The number of un-
employed full-time workers was
recently estimated at 15,000,
with an additional number only
partly employed.

Jordan, a country of limited
resources and low economic vi-
tality, had recently been mak-
ing some progress with increas-
ing tourism. But this business,
as in the other belligerent coun-
tries, has been the first eco-
nomic casualty of war.,

Unless the Israelis decide to
give back at least part of the
Jordanian sector of Jerusalem
they have captured, Jordan is
in danger of losing one of her
prime tourist attractions. In
addition, the conflict has caused
a suspension of negotiations for
$100-million of financing for
potash works development in
the Jordanian Dead Sea area.

Syria has been under severe
economic strain as a result of
the nationalization of industries
in 1965 and a serious drought
last year., The country, nor-
mally a grain exporter, has ex-
perienced critical shortages that
have necessitated large food im-
ports, a good part of them from
the United States.

Of the four countries, Israel
has made the greatest economic
progress. This achievement has
tended to emphasize the com-
parative lag in development by
her neighbors and added to
:heir reasons for resenting
[srael’s existence. In 1965 fig-
ares, Israel's per capita share
>f total national production was
$1,325, compared with $160 for
Egypt, $244 for Jordan and
3261 for Syria.

For countries outside the em-:
battled Middle Eastern area the
economic shock waves appear
to have caused more anxiety
than pain. The main causes of
concern have been Egypt’s clos-
ing_of the Suez Canal, the dis-
ruptions and uncertainties af-
fecting the oil industry and the
breaking of diplomatic relations
with the United States and
Britain by Arab countries,

Earnings Are Meager

In addition, there has been at
lecast a temporary halt in ex-
ports from the United States
and other countries to the war
area. The flight of money from
Middle Eastern centers has also
raised questions on prospects
for future trade and business in
the area.

Tolls from the Suez Canal,
amounting to 'some $200-million
a year, are at present about the
only source of foreign exchange
earnings for Egypt. In light of
the shaky state of the Egyptian
economy, any prolonged closing
of the canal obviously will dam-
age Egypt more than it will in-
convenience foreign-shippers.

The Cairo Government needs|
the canal earnings badly and,l
in any event, it may, for other
reasons, no longer be in a posi-
tion to decide whether the wa-
terway remains closed.

Disruption or damage to oil
operations, mainly in Arab
countries supporting Egypt, ap-
peared last week to be less
than indicated earlier.

Some operations were halted
or curtailed largely because of
fears of violence from anti-
American or anti-British dem-
onstrations. But reports have
indicated that such precautions
have had a temporary and mini-
mal effect on production,

Although Middle Bast fields
produce more than a fourth of
the world's oil supply, the in.
dustry has moved to readjust
production or shipments in
other areas to offset any check
in the flow from Arab countries.

The ban on shipments to
Britain and the United States
by Saudi Arabia and Kuwait
also did not seem to be causing

great concern among oil compa. 3

nies here. Once oil had left
these countries, it was suggest-
ed, it could easily be trans.
shipped from other countries.
The effects of the break in
diplomatic relations by Arat
‘countries with the United States
.and Britain remained uncertain,

Trade Threatened

If they are complete to the
closing of consulates without
some alternative arrangements
with other-diplomatic missions
to handle business formalities,
the consequences could be seri-
o

us.

Without the usual processing
and approval of shipping docu-
ments by consulates, trade with
the affected countries could be
seriously hampered if not en-
tirely stopped. Business and
tourist travel also would be
similarly restricted because of
the lack of visas issued by con-
sulates, :

For the time being, at least,
some of the political repercus-
sions of the Middle East con.
flict seem likely to dampen
investor ‘and tourist interest in
the area.

Fresh awareness of the risks
in parts of the Middle Bast may
prove a check to American in-
vestment, For the ared as a
whole, the latest figures, cov-
ering 1965, show total direct
American investments of $1.
580,000,000, almost entirely in
the oil industry. This was a
substantial increase over the
1964 level of $1,332,000,000 and
represented a small but grow-
ing amount in manufacturing,

The American investment
stake in the Middle East is
large and, of course, vital for
the companies involved and in
terms of oil supply. But it is
still only a little more than ‘¢
'per cent of the, $50-billion. of
itotal United States private in.
vestment abroad. i .

Tourism has heen a growing
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and lucrative business for the
Middle East, particularly coun-
tries such as Egypt, Israel and
Jordan, Each of these countries
has been attracting upward of
700,000 to one million tourists a
ear, worth anywhere from $60-
million to $100-million,

- United States trade with the
Middle East as a whole has
been increasing substantially,
with - exports amounting at
present to about $1.2-billion a
year., These represent nearly
20 per cent of the area's total
imports and make the United
States the leading supplier.

Britain ranks second, account-
ing for about 13.5 per cent of
total Middle East imports.

The chief items exported to
the Middle East by the United
States are grains and other
foods, machinery and transport
equipment, .

Continuance of officially ex-
pressed illwill toward the Unit-
ed States and Britain by Mid-
dle East Arab countries and
those of other areas could po-
tentjally bring a marked shift
In their trading patterns,
 However, with the United
States and Britain presently the
source of a third of Middle East
imports, the shift could not take
place easlly or suddenly.

Exports Increased

The Middle East oil countries,
for example, might find it diffi-
cult to obtain specialized petro-
leum equipment compatible with
existing installations from non-
Western ‘sources.

They are also in need of tech-
nology ‘and equipment for new
expansion of natural gas and
petrochemical fertilizer produc-
tion at present being developed
largely with Western supplies
and technicians.

Middle Elast countries gener-
ally would find.it difficult to
replace American supplies of
grain and other foods, much of
it channeled through aid pro-
grams, oo

Soviet Russia and Japan,
which has been. increasing ex-
ports to the Middle East, could
potentially become alternative
sources of supply for both food

and teéhnical equipment and |stipulated by the fund were a

machinery. tgreatt;xi- allzoca{.ion tl?f rg}slourcies

o agricultural rather than in-

But the processes of such a dustzgia.l development, sharp cuts

changeover would be prolonged iy government and military

as well as costly, and would re- {spending, and encouragement of
quire also the finding of new imore business competition.

r oil ticularly. Such reforms generally are in
m‘i’;":ﬁ’;r?my rﬁﬁfm or 1§st. conflict with the Government's
ing changes in Middle Eastern Socialist and political policles.
trade and economic relations But the main problem for Cairo
appear more of & theoretical is the threat of expulsion from
than a real prospect. the fund if present debt arrears

By all indications, the breaks are not paid.
in diplomatic relations and the This would be a drastic ac-
political condemnation of the tion that has occurred only
United States and Britain would twice before in the fund's his-
seem to be largely emotional, itory, and would be seriously
or designed for face-saving and /damaging to Cairo's chances for
propaganda, effect. obtaining credits in any of the
They - may blow over like a:fund’s other 104 member coun-
sandstorm, but also leave some 'tries.
changes in the landscape. It- is problematical whether
Beonomic recovery by the the Cairo Government can now
countries that have been en- complete its moves to obtain
gaged.in the fighting, however, fund assistance without meeting
is likely to be more difficult still stiffer conditions.
than their ‘eventual return to
normal relations with the out-
side world. ‘
The problems for Egypt, espe-
cially, promise to be extremely
painful in terms of prestige as
well as in the measures that
will be necessary to repair an
economy that has been further
shattered by a disastrous war.
Prior to hostllities, the Cairo
Government was in the process
of negotiating vitally needed
financial assistance by the In-
ternational Monetary Fund. A
loan, said to be a§ much as $50-
million, was being discussed,
Such a" credit has become
practically indispensable for re-
plenishing foreign-exchange re-
serves that have become all but
exhausted.
Cairo authorities,. however,
had found conditions laid down
by the International Monetary
Fund difficult to accept. Cairo
already owes the fund $105-mil-
lion and is in arrears on re-
payment, :
Conditions for the new credit
required extensive economic re-
forms, a partial devaluation of
the Egyptian pound and repay-
ment of $26-million, the amount
of arrears dus on the present
debt.© .
.Among economic. reforms



