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TO THE INSTRUCTOR AND STUDENTS
ON THE OBJECTIVES AND MATERIALS:

THE PRIMARY OBJECTIVE:

This package will provide you with the is you will
need to conduct a general political, risiinalysis on
any country._

4

UPON COMPLETION OF THIS PACKAGE, YOU WILL BE ABLE TO:

Identify the major sources of political risk.:

Determine what social, economic, political, and geo-
traphical background factors need to be considered in
conducting a political risk analysis.

Forecast the -likelihood of a change, in regime, occur-
rence of political turmoil, restrictions on internation-
al business and trade, or other government decisions
that might affect international business.

Calculate,risk ratings that can be used to, compare the
relative risks in different countries.

T:Th ee /7eks.
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CHAPTER I: WHAT IS. P6 ITICAL RISK ANALYSIS?

. .

The term "political risk analysig" is used to identify..,

the .analysis of political events. and conditions that could,
cau e loss to international business.* It is usually con-.
dUcted bybusinessmen or outside consultants to determine
what precaUtions,they should_Aake in protecting their
businesliinvestmets.

The study of political risk analysits is usefUl to Under-

.
graduate and graduate social science students because it is

an example of, "applied social science." Along with public
opinion polls used to guide' election candidates and econo-
metric techniques to forecast business trends, political
risk analysis represents the integration of academic theory
and method with the practical-need of decision-makers. Un-
fortunately, like :the other applied social science tools,
political risk aRAlysis does not have the precision and
legitimacy of the engineering and natural sciences. However,

it still represents a systematic approach to collecting and
analyzing information so that people can make more
decisions.

Political risk analysis is used in a wide variety of

ways. Some analySts find it valuable in helping them to
estimate commodity and currency prices. For example; the
Falklands war in Argentina could have slowed the shipment
of wheat from Argentina and therefore have led to increased

wheat prices. The election of a left (wing government usually
means that the currency of that country will decline. Banks
use political risk analysis to help them decide how much
money to lend a'country. Although they may decide to lend`
money to a country where political instability is forecasted,
the knowledge that such instability is a risk will help them
deCide how much 'interest-to charge and how many other banks
they should gettp help them share the risk. Companies that
export goods to a buyer in another country are worried about
'whether or not they will receive payment for the goods. They
have credit managers whose job it is to estimate the risk of
non-payment or payment delays, and to secure bank guarantees
or' whatever is necessary to make sure the payment is received.

1



2

Countries like Zambia and Turkey have payment delays of up
to two years in part because of political problems. Other
individuals in corporations that use political risk analysis
include marketing people whose responsibilities are to see
where their products might be sold, risk managers who buy
political risk insurance to protect investments, corporate
security officers whose responsibility it is to insure the
safety of employees and property of their company, and stra-
tegic planners whqOadvise the corporation-on what new busi-
ness opportunities and risks exist over the long run.

There are so many uses for political risk analysis that
most high-level government and business officials think
about political risks on a day-to-day basj.s. It is often
necessary to produce general country studies that all of
those concernedcan read in order to get the necessary back-
ground to ask specific questions about their own particular
problem. Once they do this, they then conduct analyses on
more specific questions. The tools presented in this learn-
ing package can be used for both general and specific analy-
ses. In the remainder of this chapter, we will identify four,
sources of political risks:

1

A. Regime Change

B. Political Turmoil

C. Government Restrictions

D. Econoknic Policies

Each has a different iipact on international busidesses.
`v.

A. 'Regime Change
4

A change in regime refers to a major shift in the poli-
tical leaders responsible for running the country. The /

change may occur through scheduled elections or through such
extra legal methods as 'assassination, military'coup_, or revo-
lution. (In some countries, of course, the extra legal and
the legitimate blend into one. Bolivia has had nearly 200
regime changes during,t0 years of independence.)

The threat posed by regime change is both the circum-
stances surrounding the change itself and the economic and
political consequences resulting from the change. An extra
legal change in government or a defensive reaction against

,

an attenIthed overthrow can disrupt normal economic activities.
Banks, custom houses, and borders may be closed. Bureaucracies

8
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can stop processing papers. In cases where a civil war
erupts from the attempted coup, delays can be even more
serious and.possibly permanent. At a minimum, these kinds
of disruptions can delay payment, but they could lead to
destruction of facilities or even government expropriation.
Change through legal processes rarely produces the'same im-

pact. Even so, in some countries the bureaucracies slow
down their activities just before elections as they wait
for theypew government to organize itself and establish

policies._

Even more serious are the political and economic con-
sequences flowing from the change in leadership. Such con-

sequences-can be as extreme aslithe 1979 Iranian revolution
where the open economy and free-spending activities dis-
appeared along with the Shah. Or they may be the negligible
consequenced that usually accompany government changes in

Western democracies. Nevertheless, any change in regime can
signal a change in the rules of the game for governmental(in-
vesWents and international trade. New government policies
iregulat,ing trade, determining the value of the currency, con-

trolling the conversion of currency, managing the economy,
and increasing taxes or restrictions on business could alter-

conditions that directly or indirectly affect terms of credit

and market opportunities.

A change in regime can atiso affect international in-
vestors' and currency speculators views of a country's

economic future, causing.major fluctuatiqns in the currency

markets. Regime change can cause currency to lose value as

it did in the summer of 1981 when socialist Francois Mitterrand

won the French presidential election, or-it can produce
an increase in value as when conservative Edward Seaga re-
placed socialist Michael Manley( in Jamaica. In some cases,

the increase ,pr decreaSe in the value of the currency that
results from such perceptions and speculation is temporary,

while in others -it has a long-term effect.

Different regimes can also change the ability of an
eXporter to market his product in the host country. New,

regimes are often inclineh to be more protectionist than
their predecessors. The Labor government, elected in 1982

in Australia, tried to protect jolzs through higher tariffs

and import_restrictions. A goyernment may decide to create
,regulations aimed at reducing export opportunities from a

particUlar country. The government of Prime Minister
'Mahathir in Malaysia did this in the'ear.ly 1980s. The

Prime Minister curtailed government purchases from British

suppliers -- the "bu$ British last" policy. His reasons
were'that British businesses refused to establish scholar-
shipsto offset tuition costs for Malaysian stdtents in

9
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Britain and that the British government sought to curb,
Malaysian purchases oficdntrolling interests in British
companies. A change in regime may also mean that sales
agents, once successful in marketing their product, no
longer have the favor of the government. If-the Marcos re-
gime were to be replaced by a new elite, exporters to the
Philippines will find themselves scrambling for new contacts.

B. Political Turmoil

Political tur oil is any business or financial dis
ruption through v lent or illegal actions resulting from
politically motivated-\activities. It ranges in intensity
and destructiveness from peaceful demonstrations, a general
strike,, wildcat or Violent strike activity, and violent demon-
strations to riots, terrorist activities, guerrilla actions,
civil war, and international war.

Some Political systems have learned to live with pro-
longed, low-level political turmoil so that the disruption of
commercial activity is minimal. For example, Italy's continu-
ing terrorist activities have caused only slight disruptionsin commercial activity. In other systems, political turmoildamages the economic system and leads to a breakdown in law
and order. Turkey, before the generals took over in September
1980, was plagued with killings by both the right and the
left wing which led to a weakened economic position.

Political turmoil should be considered by risk analysts
both for its indirect and direct effects. A buyer's business
may be physically damaged during an outbreak of violence;
but the more likely risk is from the deterioration of the
economy and the legal and administrative processes necessaryto carry on international trade.. When political turmoil
threatens the .life and property of commercial leaders, this
produces sustained capital flight, which in turn weakens the
currency and could ultimately lead, as it did in Turkey, to
prohibitions against the transfer of. currency. The lawless-
ness and corruption that accompanies .extensive political
turmoil also hinders the ability of the government to imple-
ment the routine proc6dures required for currency exchange,
trade licensing, and orderly customs procedures. On occasion,
politicalturmipil can be directed .explicitly at foreign
citizens. The most widespread problem is the kidnapping of
high-level officials, usually done by extremist groups to
gain publicity and raise money to buy weapons.

10



C.-y Government Restrictions
4

Restrictive government policies are a less spectachlar
form of risk and are therefore overlooked by\the =Is media.

,But they may be potentiallymore devastating to foreigners
than either regime change or political turmoil.-

Governments restrict foreign, businesses and trade for
two relatively diAinct reasons -- economic and ideological.
Economic reasons include attempts to increase revenues, pro-
tect domestic business or jobs, maintain control over natural
resources, and protect the value of the currency. Ideologi-
cal reasons arise from both nationalistic and anti-capitalist
sentiment in which foreign trade may be viewed as a threat
not only to the economy but to the social and political values
of the society. In recent years, the motive for restrictions
has been more economic than ideological.

Regardless of motivation, the fact remains that govern-
ments frequently change, the international economic rules of
the game. Rule changes can be grouped into three.categpries.
First, tariff levels are altered in accordance with the
economic needs of the government'and its attitude toward
protection of local producers. Countries with chronic balance
of payment deficits are likely to have high tariffs, at least
on luxury goods, to keep the middle and upper classes from
sending too much money out of the country in search of jewel-
ry, high-priced automobiles, furniture, and deSigner clothing.
If deficits reach cris -is proportions, governments may also
raise tariffs on consumer goods generally. However, more
often than not, they opt for a second type of restriction --
non-tariff barriers. Such restrictions as prohibiting the
importation of certain goods or establishing import quotas
are implemented. Import licensing regulations can be"changed
or, as is more often the case, the administration of them
eel; be tightened and processing slowed. 'Product standards
can also be used as they are in Japan. A third area of rule
changes is official interference in the transfer of currency.
Countries with weak balance of payments positions frequently
require approval of the central bank for.the release of

currency. Actions sometimes result in payment delays of
several months and, in the case of Turkey in the late 1970s
and early 1980s, years.

In addition to these types of regulations, government
policies toward smuggling, corruption, and administrative
efficiency can also be extremely important. Cameroon has
not done much about smuggling from Nigeria, in part because
it lacks the capability, but also because the northern busi-
nessmen of Cameroon profit from the smuggling at the expense
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of southern businessmen.- A goveernment more. receptive to
pressures from the south of the country could, undertake a
crackdown which in turn would signifiCantly change impqrtj
pa4Verns of both Cameroon and Nigeria. Corruptionin 'Egypt,
at,least until Mubarak's ahti4cotruption'campaign, was a

r source of import 'demand for luxury, goods. Mubarak's
attel. to streamline the bureauci-acy 'to make, the importing
proces less cumbersome,wiI1 also affect exporters to Egypt.
B,lack...4rket activities in' goads and Curilenbies grow out of
govertme policies: and their inabilifrtb implement them.
They also lay & major role 'in the climate for foreign bAsi-
ness.

Gdvernmetts also change the rules against foreign busi-
.nesses operating in their cduntry One set of rules has. to
do with foreign'rowhetship, .In many countries, foreigners,
can own only a minorAty share of`the business. Other
countries.permit.100X4owheOip by foreigners but not in all
sectors. Communications and defense equipment are frequently
off limits tqh foreign investors. qovernments also place
regulations on corporations concerning h many non-nationals
-6r expatriateOhthey can employ, where the can buy the ratv

. material they use in manufacturing, and at kinds of prod-
uCts 'they .can produce. Also governments- y provide tax
breaks to.foreAgn 'corporations in order to attract'their
investments. They may alf.ctax the priefits of fpreign
countries or in some,caseNtrohibit foreign4companies frotth
'sending prpfits back home. Companies. learn to live with
these rules and, regulations. however, the most critical ,

0 concern is what are the chances that the rules will change.
Companies can adjust to existing restrictions but the real
problem is how to protect their investment from changes in
goveinment-policies.

D. Economic Policies

Underlying governmental restrictions and Witimately .

litical stibflAity are tile economic policies of a govern-
ment. The dangei. signal in this'regard is-a pattern of
'economic policies that creates inflation, usually character-
ized by deficit spending and hekvy international'borrowing.
Governments may pufue this pattern for a number of reasons,
includihg:

1. Poor econpmic management either because officials
do not understanethe requirements .to maintain a healthy
currency or because they are unable.to implement their goal.

2. Insufficient economiccapability. as a resgt of



heavy import needs of food, or energy. Some countries like
Egypt and Zambia lack the natural resources or economic infra-
structure necessary to generate enough exports to pay for
their basic import nee.ds.

3.
in

of political will to control expenditures, espe-
cially in a country where political forces are so fractional-
ized that no strong-government can come to power. Even such
democratic countries as Belgium and Italy suffer from this

problem. UnaBle to elect a pafliament that will produce a
strong government, these two countries are plagu6d with a
series of unstable coalition governments made even weaker if
strong action is seriously contemplated. They find it diffi-
cult if hot impossible to pursue sound fiscal and monetary

policies.

4. Political temptation to overspend occurs when govern-
ments pursue policief4 they know will lead to economic disaster.
Governments undertake heavy welfare expenditures or subsidies
for consumer needs to maintain political support. To some
extent, this occurs in every country regardless of the politi-

cal or economic system. But it can have disastrous results,
as. in Poland and Zaire.

While overspending can lead to a weakened currency and
payment difficulties, as well as a currency risk for exporters,

a policy of under-spending can lead to a reduction in market
size and the risk of non-payment by importers who are
threatened with bankruptcy. In cases where the government
imposes austerity measures to correct previous policies of
overspending, the exporter to the country is faced with an
economy beset by low growth and high unemployment. As the

economy slows, the demand for imports recedes and ultimately
the government might implement protective measures to stem
the growing tide of unemployment. Many countries, including
the United States, have gone through such a cycle in the

early 1980s.



EXERCISE 1: Select a business or government client that has
economic or political interests in a particular country
and list how regime change, political turmoil,,govern-
mental restrictions, and economic policies might, in
any given country, harm those interests. Be as specific
as possible.
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CHAPTER II: -GUIDELINES FOR A GENERAL COUNTRY STUDY

This chapter provides a set of guidelines that consti-
tutes a systematic analysis of the political risks within a
country. The guidelines are designed for beginning political
risk analysts who are preparing a general country report.
The guidelines provided are quite detailed; answering them
completely would require extensive knowledge and research.
However, you should be able to provide some preliminary
answers to the questions by consulting almanacs, other gener-
al reference works, reading newspapers, and interviewing
knowledgeable observers. The guidelines are presented in
outline form and are designed as an eighteen-month forecast.
The time limit could be easily expanded, however, depending
on the purposes of the political analysis. The guidelines
could also be easily adapted to projects of specific study.

I. Background

A. Discuss background factors that have the most signifi-
cant impact on the way the political system works:

1. Geographic factors, including (as appropriate) loca-
tion, natural resources, topography.

2. International political factors (such as relation-
ships with neighbors and others in its region),
involvement in major power conflicts, territorial
disputes, alliances.

3. Social problems, including (as appropriate) ethnic
or racial conflict, inequality, regional differ-
ences, urban-rural conflict.

4. Economic problems, including (as appropriate) growth,
inflation, unemployment, international finance and
trade.
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B. Describe the most important sources of political power
within the system.

C. Discuss the general orientation of the present govern- .

ment and other political groups toward private enter-
prise, both domestic and foreign. Write one paragraph
each on 1) the orientation of the government and in-
fluential actors toward both domestic private enter-
prise and foreign investment, 2) labor conditions,
and 3) the.degree to which government'bureauciacy
hinders or aids the conduct of business.

D. On separate paper, list and briefly describe up to
four of the most important political issues which will
affect political stability, economic conditions, or
policies toward international business. .,A "political
issue" is defined as a -ccmtroversial public decision --
either a new policy or changing existing policy -- and
can include major political questions (e.g., return to
civilian rule or regional autonomy), economic decisions
(e.g., denationalizing banks, deficit spending, or in-
dexing wages to inflation), international policy
(e.g., joining the EEC), or policies directly affecting
international business (e.0., establishing natural gas
prices or devaluation). In a single paragraph for
each issue: 1) briefly state the issue, 2) estimate
its likely outcome, and 3) describe what its impact
would be if it is carried out. These issues may be
discussed further in other sections of the report.
The purpose here is to highlight them and to.provide
background so when they are raised in connection with
regime control, political turmoil, and restrictions on
business and trade, they need not be described in
detail again.

II. Political Actors

This section provides information about the most impor-
tant individuals, groups, and institutions which affect
regime stability, political turmoil, restrictions on
international business, trade policy, and economic policy.

A. For each group, organization, institution, or agency:

1. Size, membership, and background.

2. Source of support and/or authority.

3. Current allies and/or opponents.

16
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4. Role in supporting or opposing the current
regime.

5. Role in promoting political stability or turmoil.

6. Role in policies or attitudes toward business
generally both domestic and foreign.

t

B. For each individual.:

1. Personal characteristics, including background,
health, and style of behavior.

2. Source of support and/or a thority.

3. Current allieS and /off/ opponents.

4. Role in supporting or opposing the current regime.

5. Role in promoting political stability or turmoil.
.1

6. 'Role in policies or attitudes toward business
generally, both domestic and foreign.

III. gime Stability

is section identifies the most likely, second most
likely, and third most likely alternative regimes to be

in power eighteen months from now. The three alterna-
tives should be identified and discussed in the order
of likelihood. In selecting the three, one of the
choices may be a continuation of the existing regime,
which will typically, though not necessarily, be the
most likely.

The selection of the three alternatives may also raise
some questions concerning what constitutes "different"
regimes. One regime is different from another if it
has different key personnel in top policymaking posi-
tions. The difference can be a result of a purge,
election, coup d'etat, reorganizations, or high-level
resignations. Changes in minor cabinet positions
should not be considered in a different regime. If

two or more regimes are tied for third most likely,
choose the regime that is most likely to produce dif-
ferent policies than either the first or second most
likely alternative.

A. Identify and forecast the most likely regime. Discuss
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the role of supporting wKi opposing-actors. Indicate
the degree to which background factors such as econo-
mic performance, social conditions, or international
events might affect the support for, and opposition
to, this regime, and the likelihood of this regime
being in power eighteen months from now.

B. Discuss the second most likely regime at the end of
the next eighteen months. Describe under what condi-
tions it might come into power. Indicate whether
this regime will lead to major shifts in policies or
will have a'minor impact.

C. Discuss the third most likely regime. Make sure it is
substantially different from the other two. Describe
under what conditions it might come into power. Indi-
cate whether this regime will lead to major shifts in
policies or will have a minor impact.

IV. Political Turmoil

This section forecasts the types and magnitude of politi-
cally motivated violence in the next eighteen months.
Political turmoil includes general strikes, demonstrations,
riots, terrorism, guerrilla activities, and civil and
international war.

A. Describe the recent pa,ttern of political turmoil and
how it has affected society. Include both domestic
and international sources of violence.

B. Forecast the magnitude and type,of turmoil likely to
occur over the, next eighteen months under the most
likely regime. Describe the actors and their capabil-
ity to cause or deter turmoil. Discuss the impact of
turmoil, including 1)-the. direct impact in which inter-
national interests serve as a target of,turmoil, and
2) the indirect impact from disruptions in communica-
tions, transportation, labor supply, economic stabil-
ity, and capital flight.

C. Forecast of turmoil under the second most likely
regime).

D. Forecast of turmoil under the third most likely regime.
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V. Restrictions on Internatidnal Business1

This section forecasts the likelihood that in the next
eighteen months the government will change restrictions
on the operations of international business through
restrictions on ownership, management, labor policies,
local operations, and the repatriation of profit or
capital.

A. Describe the configUration of key political actors
respecting general support for, or opposition to, re-
strictions on international business under the most
likely regime. Also indicate what changes in the
political configuration might occur under the second
and third alternatives described in the regime stabil-
ity section. Discuss other factors, such as economic
changes or international conflict, which might alter
the present configuration.

B. Forecasts of changes in restrictions:

1. Restrictions on foreign equity ownership

a. Current levels?

b. Future policy under most likely regime?

c. Future policy under second most likely?

d. Future policy under third most likely?.

2. Requirements for personnel and procurement

a. Current informal and formal restrictions on
procurement, on using expatriates for manage-
ment, labor, other?

b. Future policy under most likely regime?

c. Future policy under second most likely?

d. Future policy under third most likely?

3. Taxation discrimination

a.. Taxation discrimination for and against foreign
business

b. Future policy under most likely regime?

c. Future policy under second most likely?

29
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d. Future policy under third most-likely?

4. Restriction on repatriation of capital.and profits

a. Current restrictions?

b...Future policy under most\likely regime?

c. Future honey under second likely?

d. Future'policy under third most likely?

5.. Exchange controls

a. Current policy?

b. Future policy under most likely regime?

c. Future policy under second most likely?

d. Future policy under third most likely?

VI. Trade Policies

This section forecasts the likelihood that in the next
eighteen months the government will significantly change
policies restricting imports.

A. Describe the configuration of key political actors on
the policies restricting imports under the most likely
regime. Indicate what changes in support or opposi-
tion to existing policies might 'occur under the other
two alternatives discussed in the regime stability
section. Discuss what other conditions, such as cur-
rent accounts difficulties, might alter the present
configuration'..

B. Forecasts of changes in tariffs and non-tariff barriers:

1. Tariffs

a. Current levels?

b. Future policy under most likely regime?

c. Future policy under second most likely?

d. Future policy under third most likely?
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'2. Non-tariff barriers

-a: Current levels?

b. Future policy under most likely regime?

c. Future pOlicy under second most likely?

d. -Future policy under third most likely?

VII. Economic Policies

A. Fiscal and monetary policy - Describe current govern-
ment fiscal and monetary policies with respect to
deficit spending, control over credit, and other
stimulants to economic growth and limitations on in
flation:

1. Future policy under most likely regime?

2. Future policy under second most likely regime?

3. Future policy under third most likely regime?

B. Labor Policy Describe policies that directly and
indirectly affect labor costs. Such policies include,
but are not limited to, minimum wage legislation,
benefit requirements, and constraints on the power of
labor organizations:

1. Future policy under most likely regime?

2. Future policy under second most likely regime?

3. Future policy under third most likely regime?

C. Policies toward international finance - Describe the
current policies of the government with respect to
obtaining short-term and long-term capital from
external sources. Include policies toward inter-
national financial institutions (such as the IMF and
the World Bank), private sources, and other special
sources (such as foreign aid):

1. Future policy under most likely regime?

2. Future policy under second most likely regime?

3. Future poliCy under third most likely regime?

31
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EXFRCISE 2: For a country-you have chosen, answer the
questions provided above.
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CHAPTER III: MAKING POLITICAL FORECASTS WITH THE RINCE SYSTEM

":

From Chapter II, it should be obvious that the most
critical and difficult task required by the questions'is to

.t
`,make political forecasts. Forecasts about what regime is
likely to be in powel`.play a major role in the entire analysis
of what political conditions will affect international busi-
ness. It is also necessary to make forecasts about political
turmoil; restrictions on international business, and inter -
natiQnal trade. For that reason, we have included in this
chapter an introduction to the Prince system. A more complete
explanation can, be obtained from PS-23, Political Analysis
through the Prince System., The next few pages contain in-
structions for using the Prince system, reproduced by per-
mission from Frost & Sullivan, Inc., New York.

The Prince Model: Probabilities and Decision Structure Charts

A unique feature of the Country Reports in World Political
Risk Forecasts (WPRF)is the political analysis conducted on
a systematic and uniform basis. The framework is used in the
Country Reports to generate probability scores for the most
likely regime and for political turmoil, restrictions on
international business, and trade restrictions. It is also
used to construct the DeciSion Structure Charts that illus-
4trate the political forces underlying these probabilities.
Readers can also conduct their,own analysis with this frame-
work in order to supplement and complement WPRF's forecasts.
This section describes and explains how the Prince Model is
used to generate probabilities and how to interpret the
Decision Structure Charts that are derived from the Prince
calculations.

The Prince Model has been developed by the editors of
WPRF, William D. Coplin and Michael K. O'Leary, and is de-
scribed in their book, Everyman's PRINCE: A Guide to Under-
standing Your Political Problems (North Scituate, Mass.:
Duxbury Publishing Company, 1976. Revised Edition).
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A general political forecasting model that can be applied
to any collective action, the Prince,Model has evolved over
many years of refinement and application. It is useful in a
wide variety of political situations, and is one of the few
approaches to political forecasting that is both systematic
and relevant to decision-makers. The model provides ,'-'nleans

for the rigorous analysis of information, producing calcula-
tions that result in forecasts of the probability of spe6ific
political outcomes. At the same time, it uses the invaluable
and unique expertise of specialists -- both to supply informa-
tion for the model and to adjust the calculations produced by
the model according to qualitative, subjective knowledge about
a given country.

The Prince Model has also been applied to areas tther
than political risk analysis by Coplin and O'Leary. In 1972,
it assisted the Intelligence and Research Bureau of the De-
partment of State in forecasting the probability of a success-
ful agreement between North and South Korea concerning an
agenda of outstanding issues. The model assisted the U. S.
Army Corps of Engineers in estimating the likelihood of de-
.cisions affecting wetlands regulatory policy in the mid-1970s.
More recently, it aided the Central Intelligence Agency in
estimating the probable position of 52 countries on various
issues at the 1979 World Administrative Radio Conference.
The model has also been used by several local government
agencies in forecasting.political events. Because of its

*)
Publications by William D. Coplin and Michael K. O'Leary
describing application of the Prince Model (in order oft
publication date):

"Policy Profiling Army_Corps Decisions." Syracuse, N.Y.:
Syracuse Research Corporation, 1979.

"Urban Forestry.Programs: Analysis and Recommendations."
Syracuse, N.Y.: Syracuse Research Corporation, 1979.

"Testing Two MethOds of Short Term Forecasting of Politi-
cal Violence." Technological Forecasting and Social
Change, Vol. 14, No. 2. New York: American Elsevier
Publishing Company, 1979.

"The 1.979 World Administrative Radio Conference. Brief-
ing Manual for Issue Analysis." Syracuse, N.Y.:.
Syracuse Research Corporation, 1978.

Everyman's PRINCE: A Guide to Understanding Your Politi-
cal Problems. Rev. ed. North Scituate, Mass.: Duxbury
Publishing Company, 1976.

(Continued on next page)
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general forecasting applicability, the Piince Model can be
applied to any of the numerous collective actions which shape
the political risks facing multinational corporations.

A. Prince Charts

In orddr to obtain information for a country forecast,
the first step in using the Prince Model.is'to conduct a
survey of the team of expert analysts (at leapt three for.
each country). Each team member answers a quePtionnaire that
includes several "Prince'Charts;'" which are used,to record, '
the positions of major individuals, groups, and institutions.
on a particular action that could affect international busi=
ness in the country. In completing the' charts,_ experts are
first asked to list at least seven actors that are able to
influence each action duping the next eighteen months. The
actors selected may be individuals, groups or ministries
within the government, opponents of the government, or groups
in the society, such as business, unions, or ethnic organiza-
tions. Actors may also include foreign individuals or insti-
tutions, such as the International Monetary Fund or other
governments.

The experts then indicate on the Prince cfiart their
estimates of the position of each actor list d, according to
the four categories listed on the next page.

Towards the Improvement of Foreign Service Reporting.
. (Based on a Report to the [Murphy] CoMmission to Study

the Organization of the Government in the Conduct of
'Foreign Policy.) Washington, D.C.: U.S. Government
Printing Office, 1975.

Quantitative Techniques in Foreign Policy Forecasting and
Analysis. New York: Praeger, 1975.

"Quest for Relevance: Quantitative International Relations
Research and Government Foreign Affairs Analysis."
International Studies Quarterly, Vol 18 (June 1974).

"The PRINCE Concepts and the Study of Foreign Policy," in
Patrick McGowan, ed.; The Sage International Yearbook
of Foreign Policy Studies. Beverly Hills, Calif.:
Sage Publications, 1974.
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74.

Orientation.-.The-current gene al, ,attitude of.thk
actor tdward the action. The actor's orientation.
is classified into. one of three caiegor: s: Support
(S), Neutrality (N); or Opposition (0).

2. Certainty - The. firmness-of. the actors orientation.
For group actors, certainty s function of the
extent to which there iscorthensus.among-theaCtor's.
IcreMbership in.supporting or'lbp'Posing the action.4
Certainty is measurecPon'a scale - rangThg from 1 .

*
(little or no certainty)-to6 (extremely high cer-r
fainty).

.

n

3. Power - The -degree to which. the actor can exert in-
fl epee, Or An' support of or
in pposition to the/action relative to all other
actors. The bases of an tior,'S power, .as well as
the ways in which this power. may be exercised, are
varied. Power may be based on such factors as
group size, wealth, physical resources,-institution-
al authority, prestige, and political skill.. 'Power

.

ialmeasured on a scale. rangingfrom 1 (little or no
power).: to 5 -(extremely high power):

'

4. Salience - The importance the actor attached to
suppOrting.or'opposing the action relative to all
other actions with which that actor is concerned.
Salience is measured on afrscale ranging from 1
(little, or no importance) to 5 (extremely high
iMportance).

The Prince Charts obtained from each of the team members
are analyzedsto measure the degree of consensus among the
experts. If the team members differ significantly on esti-
mates of an actor's position, additional information is
sought. After obtaining a clear consensus among the experts,
the individual charts are then combined into a single set of
estimates. Figure 1 (following page) is an'example of a
Prince Chart showing the combined judgment of the experts on
the positions of actors supporting and opposing the Marcos
regime in the PhilippiRes innJune 1980, when it was compiled
before the assassination of Benigno AquinO.

B. Decision Structure Charts

The information in the Prince Chart, which represents a
consensus of experts' estimates, is used to create 'a Decision
Structure Chart for each risk factor. Decision Structure
bharts visually portray, the forces supporting and opposing

0
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Figure 1

PRINCE CHART: THE CONTINUATION OF THE MARCOS REGIME '(JUNE 1, 1980)
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each factor, presenting an overall picture of the probable
action concerning the factor.

On the chart, each actor is placed along the vertical
axis according to whether it supports, is neutral toward, or
opposes the action, and by the certainty of the actor's sup-
port or opposition. The actors are located along the horizontal
axis according to their importance in determining the out-
come of a decision as measured by their power (ability to
influence the decision) and salience (the likelihood that
an actor will use ipt power to influence the decision).
Thus, the position (of the actors in relation to the two axes
indicates their roles in determining the action.

Actors located in the,upper right corner of the chart
are those that exert the maximum weight in support of the
action. Actors in the lower right corner of the chart are
those that exert the maximum weight against the action.
Actors located in the middle of the vertical axis are either
undecided or likely to shift positions. Actors located in
the upper left are strong supporters of the action, but carry
little weight in determining its outcome. Actors in the
lower left are opponents with little influence.

Figure 2 (next page) is the Decision Structure Chart
based on the Prince Chart for the Philippines (Figure 1).
The two charts show significant differences among the actors
in the Philippines concerning a regime change. One extreme
position is that of Ferdinand Marcos, located in the upper
right corner of the Decision Structure Chart, not only ada-
mantly in support of his regime but also having the capability
to exert maximum weight to support his orientation. A dif-
ferent extreme position is that of Raul S. Manglapus, located
in the lower left corner of the Decision Structure Chart,
opposed to the regime, yet with little ability to bring
about change.

The political analysis underlying WPRF's forecasts can
best be understood by examining the Decision Structure Chart
in conjunction with the narrative analysis provided for each
estimate. The narrative appearing with the chart describes
the factors underlying the positions and the importance of
the actors, possible coalition changes, other actors that
may become important, and the impact of the changes on inter-
national business.

While each Decision Structure Chart is unique in many
,respects, certain general patterns frequently appear. The
end of this chapter includes examples of typical pattern8.
Note that in three of the four illustrative charts (charts
B-D), the probability of the action's occurrence is low.
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Figure 2

:CISION STRUCTURE
CONTINUATION OF THE MARCOS REGIME

Country

PHILIPPINES

Date

June 1980

oc
O

a

0
a.0

High

Medium

Low

cl
Low

Medium

High

*CABINET FERDINAND MARCOS*

*ECONOMIC ELITE

*OVERSEAS
OPPOSITION *MODERATE OPPOSITION

*LABOR

*CHRISTIAN
LEFT

'*MORO NATIONAL LIBERATION FRONT

*NEW PEOPLE'S PARTY

*CARDINAL SIN

*RAUL S. MANGLAPUS *BENIGNO AQUINO

Low

46

*ARMED FORCES

Medium 3 9 I

11111112/1115? AUrge IIJ ncreleertu 11A V I Litt

High



24

However, each of these three charts presents patterns of
actor distributions that indicate quite different interpreta-
tions of the forecasts about the outcome. A summary analysis
is provided with each of the four charts.

C. Probability Calculations

The estimates of the probability of the occurrence of an
action in the next eighteen months come from the country
specialists' analyses of the actors' positions. Each actor
is assigned a total score in each Prince Chart. This "Prince
Score" is the product of the firmness of the actor's orienta-
tion to the action (certainty),the actor's ability to in-
fluence the outcome of the action (power), and the importance
of the action to the actor (salience). The score has a posi-
tive sign if the actor supports the action and a negative
sign if the actor opposes the actiont Figure 3 (next page)
presents these actor-by-actor scores for support of the
Marcos regime.

The major opponent of the regime, Benigno Aquino, is
assigned a total of -50, while Ferdinand Marcos is assigned
a total score of +125. These scores reflect the actors'
opposition or support for the regime and also their respec-
tive importance in either opposing or supporting the regime.
This Prince Chart indicates that Ferdinand Marcos' ability
to support his regime is stronger than Benigno Aquino's
ability to help bring about a regime change.

The chart also shows the large number of opponents of
the. Marcos regime. The ability of these opponents, each rela-
tively weak, to coalesce and increase their sttength is what
constitutes a danger to the regime. The text accompanying
the probability forecast discusses the factors that might
result in such coalitions.

The Prince Chart numbers provide the basis of a formal
estimate of the probability of an action's occurrence. This
probability is defined as EWs divided by EWt. Ws is each of
the positive Prince Scores. Wt is the absolute value (ignor-
ing the minus signs) of each actor's Prince Score. In order
to arrive at a probability score for an action, the absolute
values of all the actor scores are added to produce a number
representing the total weight in the political systein that
could influence the action's occurrence (ZWt). This number
is divided into the sum of the positive scores, which re-
presents the total weight in support of the action (EW

s ).

The resulting fraction is the probability score. The greater
the weight of actors supporting an action relative to all

40
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-Figure 3

PRINCE CHART: THE CONTINUATION OF THE MARCOS REGIME (June 1, 1980) ,
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weight in the systellOas defined by the Prince Chart), the
higher the probabilily of the action's occurrence.

If an actor is neutral toward the action, its potential
score (the product of power, salience, and certainty) is
added to the sum of the absolute values of all the other
scores (the denominator in the probability equation, EWt).
Half of the neutral actor's score is added to the sum of the
scores in support of the action (the numerator in the probabil-
ity equation, EWs). Adding only half the neutral actor's score
to the numerator is based on the assumption that there is an
even chance that the actor will eventually either support or
oppose the action.

As Figure 3 shows, in the Philippine example the total
weight in the political system affecting the support for the
regime was 401. This is the denominator in the probability
equation. The numerator in the probability equation, the sum
of the positive actor scores, was 237. The quotient, the
probability of the Marcos regime's remaining in power for the
next eighteen months (following June 1980) was 59%. As will
be described in the next section, the model can be applied to
forecasting the likelihood of regime stability, political tur-
moil, restrictions on international business, and trade re-
strictions.

D. Using the Prince Model

The Prince Model is applied in several ways throughout'
the WPRF Country Reports. A sample Country Report on Egypt
appears as Appendix II at the end of the learning package.
The probability of the most likely regime in the eighteen-
month forecast appears in the [executive] summary (page EX-2)
and in the section on regime stability (page C-1). A Decision
Structure Chart is also included in that section (page C-3).
Furthermore, Decision Structure Charts on political turmoil,
restrictions on international business, and trade restrictions
appear in the report's respective sections. Finally, the
probabilities calculated according to the Prince Model appear
on page B-1 of the report. That page summarizes the influence
of each actor on the three conditions by reporting both the
actors' Prince Scores and the resulting probability calcula-
tion.

Because the Prince Model is generic, it can be applied
as a framework for analyzing other political decisions that
may affect a business project. Some users of WPRF have their
field staff complete Prince Charts, either for routine moni-
toring or for analyzing specific decisions. In addition to
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being used by individual analysts to complete a Prince analysis
on their own, the Prince framework can be used in planning or
decision meetings in which members of the group share their
knowledge about political conditions.

To assist users in applying the Prince Model for their
special needs, a blank Prince Chart appears in Exercise 3.
The first step is to settle on a specific decision to be pre-

dicted. The decision should be stated as a relatively speci-
fic action. Then the chart should be completed following the
instructions on the preceding pages. Calculate the Prince
probability and prepare a Decision Structure Chart. (A blank
Decision Structure Chart is also included in Exercise 3.)

The orientation and firmness variables determine the location
of the actor on the vertical axis; multiplying the salience,
and power variables determines the location of the actor on
the horizontal axis.

The following pages 28 to 31 show some of the typical
types of distribution that may occur on a Decision Structure
Chart. Each of these charts has a brief interpretation of
the type of likely political outcome each chart portrays.
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DECISION STRUCTURE CHART A

Substantial Support. Most of the actors are in the upper right hand
corner, indicating that the overwhelming weight is in favor of the out-
come. A few actors are opposed; however, they possess much less weight
in determining the outcome. Even if the opponents become more strongly
opposed, they will not significantly change the likelihood of the out-
come's occurrence.
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DECISION STRUCTURE CHART B

Substantial Opposition. Most of the actors are in the lower right-hand
corner, indicating that the overwhelming weight is in opposition to the
outcome. Even if those who are moderate in their opposition change to
support, the net weight of the players will still be against the outcome's
occurrence.

EXAMPLE B: Substantial Opposition
(Likelihood: 0%-20%)
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DECISION STRUCTURE CHART C

Sharp Polarization. The number and weight of the players is about evenly
split between the supporters and the opponents of the outcome. The fore-

cast in this case is that: 1) no decision will be made soon, and 2) con-
troversy over the outcome will be high and will contribute to conflict
within the country.

EXAMPLE C: Sharp Polarization
(Likelihood: 0%-50%)

High

A

11

Medium

Low

Medium

High

C

B

D

E

F

Medium 4 6
IMMO Ok STS &I &I sea robe co. NAM &1 If I I1

High



31

DECISION STRUCTURE CHART D

Unsettled Situation. A few actors strongly support the outcome and a few
strongly oppose it, but the bulk of the actors are,either undecided or
lacking in decisive weight in determining the outcome. This is the situa-
tion in which forecasting is most difficult. The only certainty is that
a positive decision will not be made soon. However, more information will
have to be obtained about the impact of other issues and about the rela-
tionships among the actors before the outcome can be more precisely estimated.
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EXERCISE 3: Select one political event, such as a change in
regime or a regulation concerning international trade,
and complete the Prince Chart and Decision Structure
Chart on the following pages for that decision.

c,4
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DECISION STRUCTURE
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CHAPTER IV: CALCULATING A RISK RATING

In order to make comparisons across various countries,
analysts frequently try to reduce their political risk calcu-
'lations to a small number of numerical or letter-grade ratings.
These ratings greatly oversimplify the results of 4e
cal- risk analysis, but they are important because they force
'the analysts to standardize their conclusions so that others
can judge the relative riskiness of various countries. Many
of the schemes'ask analysts to rate counties on a series of
numerical scales (e.e., l to 10) and a single score is deter-
mined by taking the average of.the ratings. This approach
ignores essential complexities and should only be usedas a
.last resort in most cases.

.The scheme presented below was developed by the authors
of this package- Ibr Frost & Sullivan's World Political Risk
Forecast. It'Ale.Os 60-page country studies that are produced
by experts who.respond to questions similar to those provided
in Chapter II. The experts also complete the kfncWof Prince
Charts presented in Chapter III. In the discu60.on'-below, we
will present the calculation procedure that',takes,,the informa-,
tion from a country study and produces a le'.reer gade for
coun4es that ranges from A+ to D- for thiee-categories of
risk .financial, manufacturing and extractive, and export.

A. Meaning of tale Risk Indicators

Before.looking at the calculation procedures, let's
examine the Meaning of the risk indicators. Table 1 on the
following page briefly describes the ratings and business
sectors or categories of risk.

The Finance category weighs government actions affecting
the flow of money in and out of the country. It encompasses
risks that result from poor economic conditions, in which
foreign debt and currency weakness may affect the ability of
the governMent or local businesses to pay debts in a timely
fashion. This ranking summarizes the information of greatest
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TABLE I: DESCRIPTION OF RISK RATINGS FOR THREE BUSINESS SECTORS

Risk
Rating

A+,A,A-

B+,B,B-

C+,C,C-

D+,D,D-

FUTURE CONDITIONS AND POLICIES'

. Finance

FavorabTe attitude
to international
business. No re-
strictions on exchange
and payments. Prudent

international finan-
cial policy.

Generally:favorable
attitude, but some
selected restraints ...

on currency flows.

Widespread (but re-
strained) pressures
for restrictions on
international busi-
ness. Financial
policies leading to
questionable inter-
national debt.

Widespread hostility
to foreign business.
Tight controls on
international pay-
ments and other trans-
actions. Financial
policies leading to
excessive international
debt.

Manufacturing
and Extracting

Stable country.
Favorable attitude,
especially with
respect to equity,
loan participation,
and taxes. Re-
straintin fiscal
and labor policy.

Limited but possibly
dangerous turmoil
-or moderate restric-
tions on business
activity. Modest
increase in labor
cost and power.

Moderate to high
turmoil, creating
security problems.
Policies focus on
special controls on
equity, repatria-
tion, or other con-
trols on foreign
business. Labor
policies leading
to escalating labor
costs.

Turmoil presents
serious security
%concerns. Foreign
business a handy
scapegoat in poli-
tics. Severe
(though sometimes
inconsistent) re-
strictions on all
phases of business
operations.

52

Export'

Stable' country.

Tariff and other
barriers to trade
and payments are
minimal. Prudent
international/
borrowing policy.

Limited but selec-
tively dangerous,
turmoil or policies
restricting trade
and payments.

Sufficiently high
turmoil to create
risks to delivery
or payment. Policie
restrict or increase
the cost and diffi-
culty of trade and
payments. Interna-
tional financial
policy causing
declines in currency
'value.

Turmoil creates ser7
ious problems for
the fulfillment of
contracts. Incon-
sistent and restric-
ted payment. Cur-

rency fluctuates
widely as a result
of international
finance policies.
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interest to WPRF's banking clients as well as to related
companies, such as those in insurance and investment. Finance
officers for all types of businesses also find this category
highly relevant.

The Manufacturing and Extracting category weighs govern-
ment actions that affect the supply of materials and labor as
well as the control of equity, capital, profit, and operations.
It deals with a wider range of risks than the Finance category
and is of most interest to WPRF users who have current'or
planned overseas facilities.

The Export category weighs government actions affecting
exports to the country. It deals with trade restrictions and
factors affecting payment. Marketing and credit managers
within exporting companies are the users who typically are
most interested in this category.

It should be emphasized that the ratings apply to the
sector in a.general way; specific businesses even in the same
sector may have different risks that would.require the adjust-
ment of the ratings. The rating.of A, B, C, or D is provided
to allow the reader to quickly see the overall conclusion of
the country report as it pertains to the general categories
of risks pertaining to each sector.

B. Calculating Risk Indicators

The letter grades are determined by taking the results

of a country study and applying them to a worksheet. Table 2

(next page) provides an example of part of the summary of a
study on Nigeria completed in February 1982. The summary
shows the letter grade given, the three regimes thought to
be in power, the current level of political turmoil, restric-
tions on international business,' trade policy, and economic
policy, as well as what it would be under each of the three
regimes. Table 3 (page 39) translates those conclusions, into

numbers on a worksheet and then shows how the calculations
'produce a,letter grade.
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TABLE 2: SUMMARY OF EIGHTEENMONTH FORECAST

Risk Ratings by Sector: Finance, C+ Manufacturing/Extractive, C Export, C+

Risk Factors under Three Most Likely Regimes (with Each Regime's Likelihood)
Shagari UPN Regime un- Military
Stays der Awolowo Takeover
(80%) (10%) (10%)

Current Level

Political Turmoil Moderate Salq MORE

Restrictions on Inter-
national Business:

MUCH MORE

I. Equity Moderate Same MORE MORE
II. Personnel/Procurement High Same MORE MUCH MORE

III. Taxation Discrimination Moderate MORE MORE MORE
IV. Repatriation Moderate MORE MORE MORE
V. Exchange Controls High MORE MUCH MORE MUCH MORE

Trade Policy:

I. Tariffs Moderate Same Same MUCH MORE
II. Non-Tariff Barriers High Same LESS Same

Economic Policy:

I. FiScal/Monetary
Expansion Moderate Same Same Same

II. Labor Cost Expansion Moderate Same MORE LESS
III. International Borrowing Moderate Same LESS Same

/
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TABLE 3: WORKSHEET FOR CALCULATIONS

Eighteen-Month Calculation

Variable

1. Political Turmoil
Probability

2. Equity Restrictions

3. Personnel/Procure-
ment

4. Taxation
Discrimination

5. Repatriation
Restrictions

6. Exchange Controls

7. Tariffs

8. Non-Tariff Barriers

9. Fiscal/Monetary
Expansion

10. Labor Cost
Expansion

11. International
Borrowing

ie itat ///exi a
Country Date Person

Calculation Process

/ + 0 (30+ 07 (.+ 3 (./o)

+ 0 (70)+ / (/0)+ / (. /O) =

.7 o (ao)+ (./o) =

+ (.8o)+ (./o)+ / (./o) =

/ +L(7o)+ / (.16)+ (./o) =

J + / (.7a+ J (.4)+ at (./o) =

=/ + 0 (.70+ O (. /o)+a (. /o)

m) 0 (40)+-/ (.10)4- 0 (40)

/ + 0 (.70 0 (.10)+ 0 (.10)

=

=

Man'f./

Score Finance Extract Export

IA6-1
I 411

IJ.31

o I

I o

17-1 1
1/..1 I

I Ad I

las I

Id.° 1

/ + d OW+ / (,0)+"/ (.I0) =

/ + o (S0)+-1 (10)+ O (./O) =

TOTAL

MEAN

1.91 1 9 1

Notes

1. Place current level in first blank and scale: Low=0; Moderate=1; High=2; Very High=3.

2. Scale forecast change in next three blanks so that Less=-1; Same =O; Slightly More=.5;

More=1; Much More=2.

3. Parentheses contain probability of each of the three regimes.

4. Letter rank scaled as follows from numerical score:

0.00125=A+ .76-1.00=B+ 1.51-1.75=C+ 2.26-2.50=D+

.26-.50=A , 1.01-1.25=B ' 1.76-2.00=C 2.51-2.75=D

.51-.75=A-. 1.26-1.50=B- 2.01-2.25=C- 2.76-3.00=D-

Using the key above, the letter grades on Nigeria for this worksheet would be:

Finance, C+; Manufacturing/Extractive, C; Export, C+.) 5!.;

1/.7y1
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EXERCISE 4: Based on your work in Chapters. II and III, com-
plete the blank summary forecast and calculate the risk
scores using the blank worksheet, both of which appear
below .

SUMMARY OF EIGHTEENMONTH FORECAST

Risk Ratings by Sector: Finance, Manufacturing/Extra tive, Export,

Risk Factors under Three Most Likely Regimes (with Each Regime's Likelihood)

Current Level

Political Turmoil

Restrictions on Inter-
national Business:

Equity
II. Personnel/Procurement

III. Taxation Discrimination
IV. Repatriation
V. Exchange Controls

Trade Policy:

I. Tariffs
II. Non-Tariff Barriers

Economic Policy:

I. Fiscal/Monetary
Expansion

II. Labor Cost Expansion
III. International Borrowing
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WORKSHEET FOR CALCULATIONS

Country

Eighteen-Month Calculation

Man'f./
Variable Calculation Process Score Finance 4tract Export

Date Person

1. Political Turmoil
Probability

2. Equity Restrictions

3. Personnel/Procure-
ment

4. Taxation
Discrimination

5. Repatriation
Restrictions

+ ( ( )4. ( ) =

---+ ( ( )4- ( ) =

6. Exchange Controls ( ( ( ) =

7. Tariffs ( (

8. Non-Tariff Barriei's __t..._( )4- (
)+

9. Fiscal/Monetary
Expansion

O. Labor Cost
Expansion

1. International
Borrowing

Notes

I

I

1. Place current level in first blank and' scale' =P;)Modeilte=1; High=2; Very High=3.

2. Scale forecast change in next three blaOks that Less=-1;'Same=0; Slightly More=.5;
More=1; Much More=2,

3. Parentheses contain probability of each of th thi.ee,i,egAmes:

4. Letter rank scaled as follows from numerical score:;
0.00-25=A+
.26-.50=A

.51-.75=A-

.76-r.00=B+
1.01-1.25=B

1.26-1.50=B-

1,514.75=C-0 -

m1,76-2,00=C'
241-2.:25aC-

i

2.26-2.50=D+
2.51-2:75=D

2.76-3.00=D-

I
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APPENDIX I: ANNOTATED BIBLIOGRAPHY ON
POLITICAL RISK ANALYSIS

58
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ANNOTATED BIBLIOGRAPHY ON POLITICAL RISK ANALYSIS

Agodo, Oriye. "The Determinants of U.S. Private Manufacturing
Investments in Africa." Journal of International Business
Studies (Winter 1978):95-107.

Examines the factors determining U.S. private investment
in Africa by looking at a sample of 33 U.S. firms having 46
manufacturing investments in 20 African countries. Mail
and direct interviews were used to acquire the,data. A
strong relationship was found between perception of politi-
cal stability and amount of investment.

Ball, George W., ed. Global Companies: The Political Economy
of World Business. Englewood Cliffs, N.J.: Prentice-Hall,
1975.

Series of general essays by business and government leaders
on the role of multinational corporations in the world econo-
my. One chapter focuses on what companies can do to reduce
political risks.

Bennett, Peter D., and Robert T. Green. "Political Instability
as a Determinant of Direct Foreign Investing in Marketing."
Journal of Marketing Research (May 1972):182-187.

Empirical study of the relationship between national and
political stability and the direct investment by U.S. firms
in marketing activities. Questions the results of much of
the previous literature. Political instability was not
,found to,discourage such investment.

Bergsten, C. Fred. "Coming Investment Wars ?" Foreign Affairs
(October 1974):35-152.

Details types of constraints host countries place on multi-
dationals and discusses reasons for the consequences of their
constraints.

Blank, Stephen, with John Basek, Stephen J. Kobrin, and Joseph
'La Polambara. Assessing the Political Environment: An
Emerging Function in International Companies. (Report No.
794.) New York:. The Conference Board, 1980.

Discussion of political risk evaluation as it is used by
several large multinationals. Formal procedures for assess-
ment and forewarning of political risk are also considered.
Several case studies are presented; management's attitudes
toward risk assessment in its present state are discussed.

59
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Boarman, Patrick M., and Hans Schollhammer, eds. Multinational
Corporations and Governments. New York: Praeger, 1975.

Sixteen brief chapters cm a variety of topics'relevant
to international business. Except for a brief statement by
the then president of OPIC, the book does not-deal directly
'with political risk. However, it does present a useful
overview of the underlying conditions affecting relations
between governments and MNCs.

Bradley, David G. "Managing Against Expropriation." Harvard
Business Review (July-August 1977):75-83.

Surveys types of expropriation that have occurred between
1960 and 1976. Discusses geographical patterns, other causes
of expropiiatory'actions, types of industrial sectors expro-
priated, and the composition of the ownership of expropriated
companies.

Bunn, D.W., and M.M. Mustafaoglu. "Forecasting Political Risk."
Management Science (November 1978):1557-1567.

An applied procedure is presented in this paper which has
been used to forecast some of the political risks an oil
company faces from investment in an overseas developing
country, e.g., expropriation, taxation, price, and produc-
tion controls. The procedure makes use of a panel of experts,
and requires their estimates to be formulated.in a way that
takes explicit account of the conditions for each of the
adverse actions that the host country could take. A Bayesian
method is used to derive the composite probabilities for the
political risk events under consideration and a cross-impact
analysis then provides a means of overall scenario generation.

Cateora, Philip R. "The Multinational Enterprise, and Nation-
alism." MSU Business Topics (Spring 1971):49-56.

Discusses why countries pursue policies of creeping ex-
propriation or domestication. Argues that "predetermined
or company initiated domestication of foreign firms may
prove equitable to the host and foreign investor alike."

Channon, Derek F. and Michael Jalland. Multinational Strategy
gic Planning. New York: AMACOM, 1978.

A 24-page chapter in this book, entitled "The Management
of Political Risk," provides a series ctf charts and brief
statements on the risks faced by MNCs, how to rate those
risks for a particular project, and methods of reducing
risk. One useful section is a series of questions to be
asked about risks for a particular project, called the
"political acceptability profile."

60
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e_la Torre, Jose. "Foreign Investmenwt and Economic Develop-
.i.ment: Conflict and Negotiation." Journal of International
Business Studies (Fall 1981):9-33. -

Discussion of the general relationship between foreign
investment negotiations iind economic development considera-
tions of the host country:,. Written from the point of view
of how tife host country can benefit. Provides a discusSi6n-
of the issues arising, from foreign direct' investment activi-
ties in developing countries.

Einhorn, Jessica P. Expropriation Politics. Lexington, N.C.:
Heath, 1974.

Discussion of the U.S. response to the Perlivikn expro-
priation of the International Petroleum Company.

. "International Bank Lending: Expanding the Dialog:tie,"
Columbia Journal of World BusineSse3(Fall 1978):123-124.

Discusses the need for banks to watch their exposure to
country risks. Also covers the type of supervision pro-
vided by the Federal Reserve and the Comptroller of the
Currency in monitoring the exposure of U.S. banksgto country
risk. Discusses the need for international supervision.

Fayerweather, John, and Ashok Kapoor. Strategy and Negotiation
for the International Corporation. Cambridge, Mass.:
Ballinger, 1976.

Overview and a series of cases on how to negotiate with
individuals in host countries, when making public or private
foreign investments. It shows how political conditions and
governmental policies interact with commercial factors in
shaping the negotiation process.

Gebelein, C.A., C.E. Pearson, and M. Silbergh. "Assessing
Political Risk of Oil Investment Measures." Journal of
Petroleum Technology (May 1978):725-729.

Examination of a system developed by Shell Oil to fore-
cast best and worst scenarios in a given political climate.
Extensive discussion of the precautions taken to overcome
the problems of the Delphi method of forecasting. Focuses
on the extractive industry. t

Green, Robert T., and Christopher M. Korth. "Political In-
stability and the Foreign Investor," California Management
Review (Fall 1974):23-30. ?

Discusses traditional political scien4p methodsJor mea-
suring instability and comments on 'relevance to international
business. Shows measures to be quite weak.
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Haendel, Dan. Foreign Investments and the Management oil
Political Risk. Boulder, Cola.: Westview Press, 1979.,

Survey of research and methods of political,risk analysis,
at least'from/anAMerican point of view. Begins with a
general discussion'of the factors that contribute:to politi
cal risk-and :the role played by the U.S. government. 'Exam-
ines definitions of political risks and examines aS well as
Criticizes existing approaches, including the BERI index,
the 'Shell system, and the Political System Stability Index.
Concludes with a discussion of incorporating political risk
analysis into business decision making.

Heuer, Richards J., Jr.,, ed. Quantitative Approaches'. to
Political Intelligence: The CIA Experience. BoAlder

3
Colo.:

Westview Press, 1978.'.
A series of essaysAiscussing the application of quantita-

tive techniques ta,political.intelligence activities. Rele-
vant essays incluip:a discussion of .cross- .impact analysis
to forecasting conditionS in Rhodesia; the use of expert-
,generated data to forecast political violence in Ethiopia,
Argentina, and Thailand; and a data base for the analysis
of transnational terrorism.

Kahley, William J. "Assessing Economic Country Risk."
Economic Review (June 1981):32-39.

Brief summary' and explanation of economic factors con-
tributing to political risk. Includes a'partial
government and private publications that provide datala.t
the evaluation of economic factors affecting risk;-qiionii'
the Federal Reserve Bank of Atlanta.

Kapoor, Ashok, and J.J. ,Boad4wyn. International Business-
Government Relations: tra-Corporate Experience in'cAsia and
Western Europe. New York: AMACOM, 1973.

A survey of the kinds of interactions between host govern-
ments and MNCs. Discusses mistakes corporations make in
dealing with host governments and how interactions can be
maintained that benefit the corporation. Looks at relation-
ships between business and governments as boTh opportunities'
and risks.

, ed. The'Mutinational Enterprise in Transition:
Selected Readings and Essays. Princeton: Darwin Press,
1972.

Series of essays that cover most aspects of international
business from a general perspective. Includes chapters rele-
vant to political risk by Harry G. Johnson, John Fayerweather,
Franklin R. Root, and Raymond Vernon.
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Kobrin,, Stephen J. "The'EnVironmental Determinants of Foreign
Direct Manufacturing,Investment: , An Ex-Post-Empirical Analy-
sis." Journal of International Business' Studies (Fall-Winter,
19761:29-43. .

. 1

Explores the relationship between*foreign directinvest-
ment (FDI) and the economic, social,:and.politfcal aspects
of the environment. -Although-..a*strong relationship 'is found
between flows of FDI and market-related variables, no rela-
tionship can be,esiablished between FDI and variables based
upon political events data. The findings are consistent with
a view of political discontinuities .as necessary, but not
sufficient, conditions for 'business risk. ' , ,

4/

. Pthe Forced Divestment=of Foreign.Enterprise in the
LDCs." Internationarganization (Winter 1980)45-88.
. Statistically examines over 500 cases -of forced divest-
ment inSeveral LDCs between the years 1960 and 1976.. DiS-
ausses and .presents evidence ,to support the assertion that
:most .forced 'divestment is planned by LDCa,' not executed on
a:spurcif-the-moment baSis. Also.subdivides forced divest-

.m, . .

entS by industry and Country.

. "Political Risk:, A Review and,Reconsider ation."
Journal of International Business Studies (Spring/Summer,
1979):67:-.80.

,

Review of the literature dealing with the assessment and
evaluation ofpolitical risk-by managers in international
firms. Builds upon'. this literatureiby extending and more
precisely defining the concept in A manner that facilitates
integration into the planning or decision - making. process.
Suggests directions for future research.:

t , ,

"When Does Political Instability Result in Increased
Investment Risk ?" Columbia Journal of World'Bilsiness (Fall
1978):113-122.'

Surveys the lack of understanding and systematic analysis
of-political risk for most businesses. The study shows sta-
tistically that there is no simple and direct relationship
'between political instability and political risk.

.

, with°John Basek, Stephen Blank, and Joseph La Palombara.
"The Assessment and EValuation of Non-:Economic Environments
by AmericaKCFirms." -journal of International Business Studies:
(Spring/Sumter 1980):32-:47.

Study using statistical techniques to analyze,tne different
methods used by American multinationals to:estimate political ,

risk. "Frequency of estimation ,by the firms is also studied,
as is the department of the firm which 'is. responsible -for the
analysis.
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O

3

Kraar, Louis. "The Multinationals Get Smarter About Political
Risks." Fortune (March:24 9, Is1.980):867100.

Survey of what major companies are doing about political
risk analysis:

.La Palombara, JoselA,'and Stephen Blank. _Multinational Corr
porations and Developing Countries. .(Report-Na. 7670. New
York:. The Conferepce Board, 1979.

General baCkground-on several factors inherent host
countries' views on MNC operations, host countries'. and,
MNCs' attitudds 'toward each other,.and the relitibnship .

,,,:between the needs of both. Based on interviews.with.MNC
managerial-personnel, hoq,t country governMent officials,
and U.S. gOvernment,officialsin three countries -- Malaysia,
'11tgeria4 and Brazil . Costs'' and benefits'o1 various forms of
investments to both the MNC .arid the host ;country are dig-
cussed ._

-

Lloyd, Bruce. r"The Identification,and Assegsment of Political
Risk A.n the International Environmen-t." Long Range - Planning
(December 1974):24 -32.

"Investment ,debisions are based on a-risk/return analysis.
The author of this paper asks the basic question, 'Where do
politics come' into this analysis?' In the first,part of
the article he considers why'companies expose themselves to
political risk The next section, is concerned with identi-
fyingthose factors of importance internationally..
The final, part ,otAhe paper focuses on what alternative
policies Can be pursued in order to minimize exposure to

Mason, R..Haf. "Conflicts Between Host, Countries and the
Multinational Enterttrige." California Management Review
(Fall 1974):5-14.-

General overview of reasons for the actions taken by
developing 6Ountries toward international business-.

Moian, Thebdore H. "Transnational Strategies of Protection
and Defense by Multinational Corpoiations: Spreading the
Risk and Raising the Cost for Nationalization of Natural
Resources." International Organization (December, ,1974):
273-287.

,Discusses what companies can do to protect themselves
from nationalization:
"1. Raise capital for a venture-from the host government
(often through shared equity), from customers, and from
international financial ingtitutions-with repayments to be
,made,froM output, rather'than simply supplying capital that
'has been' raised in the parent's own name. '
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2. Obtain unconditional host-government guarantees fpr the
amoun-Col the investment to enable creditors to threaten
legal action against any commercial transactions involVing
the host countries and third parties if the obligations for
the project are not.assumed by subsequent governments."
Kennecott's experiences in Chile are used to illustrated
points.

,:.and Debbie Havens Maddox. "Transnational.Strategies
of PiOtection and Defense by Multinational Corporations."
International Organization (Spring 1973):273 -287. .

Presents a study of the Chilean nationalizatiOn of the
copper industry in 1971. S116*.s how Kennecott Copper was
able:to lower the costs of:nationalization.while Anaconda-
Copper was forced to take4hbge losses.- Also discusseb
applicationsof KennecoWS strategies to other extractive
industries,, especially petroleum. ,

"International-Political 'Ilisk Assessment: The
State of the Art." Landegger Papers. Washington, D.C.:'
School of Foreign Service,. GeorgetOwn UniverSity, 1981%

Collection of short; general essays covering several
aspects of political.riskand its management. Authors in-
clude senior corporate madagement,'experienced risk analysts,
and academics. Practical applications of political risk
analyses methods are discussed and debated.

Nagy, P.J. Country Risk: How to Assess, Quantify and Monitor
It. London: Euromoney Publications, 1979.,

Introduction to basic concepts of country risk analysis.
Beginning with a clarification of the meaning of,the terms
associated with country risk, including "sovereign risk"
and "political risk," the- ,book discusses approaches to
assessingtountry risk. 'Presents a series of checklists
and, questionnaires which can.beused.in assessing the. risks
fading international investors: Primarily written from the
perspective of bankers, the book can be adapted to risks
facing manufacturing and marketing efforts.

. .

"Quantifying Country Risk: A System Developed by
Economists at the Bankof Montreal." Columbia Journal of
World,Business (Fall 1978):t35-147.

"Rational assessments of overseas investment opportunities
require a tomparison.of the risks of' investing in nations
among which size; levels of economic. development, and politi-
cal and. institutional structures differ. This paper de- :

scribe's a.technique developed by economists at the Bank of
Montreal that enables an analyst to quantify country risk..
The subject is treated from a banker's' point of view in .

that the risk of lending abroacLis'examined;.rievertheless,
the technique offered here, with minor mOdificatlons, can
easily serve to quantify the risk of direct investment."
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Nehrt,pea Charles. The Political Climate Ar Private
Foreign Investment.' 'New York: Praeger, 1970.

DiscusseS some general,principles affecting the political
,setting.,forsprivate invstment and then applied.' those
principlekto a case study of three countries -- Tunisia,
Algeria, and Morocco. Analysis of .the interrelationship
between higtorica% political factors and factors influend-
ing he success of private fordign'investment.

47,

"The Political Climate for Private Investment."
Business Horizons .(J 9491972)151-58.

An ..introductory dUniey of- why companies need to examine
political factors, systematiCally..'

"A New Supbrvfsory Appripch to Foreign Lending." Federal
Reserve Bank of New York Quarterly Review (Spring 1978):

,

ExaMines guidelines that the Federal Reserve Board.con-
siders useful in the monitoring and regulation of private
international lending. Discusses the application of such
guidelines and 'their effect.on both the bank's abilities
to monitor their portfolios and the FRB's ability to exam-
ine them.

O'Leary, Michael K., and William D. Coplin. Political Risk
in 30 Countries.--London: Euromoney Publications, 1981.

Survey of the level of political risk in 30 countries
takenfrom the May 1981 'issue of World Political Risk
Forecasts. Individual country studies present a brief
analysis to the background factors of political risk.
Ranking the 30 countries' in.. relation to one another pro-
vides potential investors with an estimate of th6 various
levels of risk. Includes an explanation of the methods
used in'the Prince political accounting system.

Peterson, Richard E. "Political Kidnapping: A New Risk in .

International Business." Interfaces (February 1978):46 -53..
Empirical analysis of the outoppmes of 54 kidnappings

involving international business.

Piper, James R., Jr. "How US FirMs Evaluate Foreign Invest-,
ment Opportunities." MSU Business Topics (Summer 1971):
11-20%.

1 "In general, many US firms' overall approach to foreign
investment decision making is much less sophisticated than
-their comparable domestic approach. The forther is often,
charactetized by a lack of breadth in consideration of
ithportant variables, a biased perspective, and by a lack
of adequate preparat,fon."

..n 68
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Robinson, Richard D. Foreign Investment in the Third World:
A Comparative Study of Selected Developing Country Invest-
ment Programs. Washington, D.C.: International Division,
Chamber of Commerce,. 1980.

Analysis of the objectives and types of national invest-

ment promotion policies. Includes studies of the policies
of 20 selected developing countries.

Robock, Stefen H. "Political Risk: Identification and
Assessment." Columbia Journal of World Business (July-
August 1971):6-20.

Brief overview of definitions of political risks, under-
lying factors contributing to political risks, and what
companies should do'about it.

Kenneth Simmonds, and Jack Zwick. International

Business and the Multinational Enterprise. Homewood, Ill.:

Richard D. Irwin, 1977.
Survey of all aspects of international business. Six

chapters thoroughly discuss why national governments seek

to control multinational businesses and foreign investment,

how they exercise their control, what companies can do

about it, and how to estimate political risk. It provides

an excellent introduction to ba§ic information and concepts

in understanding the political risks posed by governmental

actions.:, It is less thorough on the political risks posed

by regime change and turmoil.

Root, Franklin R. "U.S. Business Abroad and the Political

Risks." MSU Business Topics (Winter 1968):73-80.
Brief introduction to the kinds of risk faced and what

companies do about it. Calls for better political analysis.

Stobaugh, Robert B. "How to Analyze Foreign Investment

Climates." Harvard Business Review (September-October 1969):

100-108.
Provides some ideas for scales tobe used in assessing

risks.

"Where in the World Should We Put That Plant?" Harvard

Business Review (January-February 1969):129-136.
Describes simple weighting procedure for assessing re-

patriation restrictions. Most of the article fdcuses on
general business conditions rather than on political risk.

Thunell, Lars H. Political Risks in International Business.

New York: Praeger, 1977.
A statistical study of the degree to which political

events -- particularly instability -- affect the investment

behavior of multinational corporations. The findings show

that the relationships depend upon the type of instability

involved.

6
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Truitt, J. Frederick. "Expropriation of Foreign Investment:
Summary of the Post World War II Experience of American and
British Investors in the Less Developed Countries." Journal

of International Business Studies (Fall 1970):21-34.
Discusses patterns of expropriation and nationalization

in less developed countries, including both the causes and
conYdequences of these acts.

Van Agtmael, Antoine W. "Evaluating the Risks of Lending to

Developing Countries." Euromoney (April 1976):16-30.
Provides a system of analysis of country risk for banks

based on a checklist which focuses on two questions: the

priority of the country to the bank and the creditworthi-
ness of the country. List contains both quantitative and

qualitative data. Creditworthiness depends on political
stability and ability to generate foreign exchange.

"How Business Has Dealt with Political Risk."
Financial Executive (January 1976):26. -30.

Brief overview of factors to consider in assessing
political risk and how to handle those risks.

Zenotf, David B. Management Principles for Finance in the

Multinational. London: Euromoney Publications, 1980.
Chapters six and eight relate to risks facing multi-

national corporations. Chapter six concentrates on the
public-image of the multinational in the host country, and
how management should balance a company's worldwide finan-
cial'policies against the particular host country's needs.
Chapter eight focuses on currency risk and its management.
Guidelines for the most profitable approaches to handling

foreign xhange movements in uncertain environments are
outlined, but not from the point of view of political risk.

Zink, Dolph Warren. The Political Risks for Multinational
Enterprise in Developing Countries. New York: Praeger,

1973.
Briefly describes factors leading to political risk and

the difficulties companies have in assessing political risk.
Discusses the results of a questionnaire on political risk

analysis in Peru. Sent to large MNCs, it shows why com-

panies in Peru failed to anticipate the actions taken, by
the Peruvian junta in the late 1960s.

63
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APPENDIX II: SAMPLE COUNTRY REPORT -- EGYPT



World Political Risk

Forecasts

Egypt

EXECUTIVE SUMMARY

A CONTINUING STRUGGLE TO CONSOLIDATE AND TO IMPROVE THE
CLIMATE FOR INTERNATIONAL BUSINESS

FROST & $UUJVAN

Over the next eighteen months, President Hosni Mubarak will be faced with
the difficult task of satisfying fundamentalist and nationalist pressure for more
independence in foreign and economic policy while accepting from the United
States the, economic assistance upon which his regime depends. In addition, with-
out restricting his efforts to allow more open political discourse, he will also
need to control the fundamentalist organizations and forestall conspiracies that
might develop in the armed forces.

These tasks will be made even hardO'by, the:intractable economic problems,
which have been aggravated by the slump, in the world economy oil prices. The;
major threat to Mubarak, or a governMent led by one of his close senior advisers,
would be from a junior officer coup growing out,.. of Islamic fundamentalism or,
less likely, a resurgence of Nasserite leftiStifationalism.. 'Another possibility
worth considering would be a radical Islamic fundamentalist takeover preceding
or following a nationalist coup.

Under Mubarak, restrictions on international investment are likely to be
slightly higher than they were under Sadat,as the government tries to regulate
foreign investment while increasing incentives. Restrictions on imports will
increase in order to stem the deterioration in the currency position. Under the
likely alternative regimes, restrictions would be much greater, and political
turmoil would increase.

Over the next five years, Mubarak has a slightly better than 50-50 chance of
surviving. If he were to be replaced, it would be through a coup, either from
a coalition of nationalists or Islamic fundamentalists within the armed forces.
The key factors will be whether economic conditions can be improved, the funda-
mentalists controlled, and military discipline maintained. Much will depend
upon external events, particularly the course of the world economy and the flare-
up of violence in the Middle East.

Reproduction without written permission of
the dopyrIght ,owner is strictly prohibited. I Egypt IEX -1, 1 4/1/83 I
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Id Political Risk
Forecasts

SUMMARY OF 18- MONTH OORECAST

RISK RATINGS BY SECTOR:

Financial:

Manufacturing/
Extractive:

Exporting:

C-

C+

C-

Risk Factors

Political Turmoil

International
Business Restrictions

Equity
Local Operations
Taxation Discrimination
Repatriation
Exchange Controls

Trade Policies
Tariffs
Non-Tariff Barriers
Payment Difficulties

Current Level

Moderate

Moderate
Moderate
Low
Moderate
High

Mubarak
or Senior Nationalist

Military.'; Mi 1 tary

Officer. (65%) Coup (25%)

FROST & SULLIVAN

THRthe MOST LIKELY REGIMES
-(AND THEIR PROBABILITIES)

Fundamentalist
Military
Coup (10%)

SLIGHTLY' MORE !MORE MUCH MORE

Same 'MORE

SHTLY. MORE 'MORE,

soqGGumy MORE MORE

Sane :MORE

SLIGHTLY MORE MORE

Moderate SLIGOTLY.,i4011E.

Moderate MORE

Moderate. SLIGHTLY- MORE

Economic Policies
Fiscal/Monetary Expansion 'Moderate

Labor Cost Expansion Moderate

International Borrowing 1=00'

SUMMARY OF 54EAR FORECAST
THREE Most LIKELY REGIME SCENARIOS

(AND THEIR' PROBABILITIES)

'MORE

MORE
MORE

MORE
MUCH MORE
MUCH MORE
MORE
MORE

MUCH

MUCHAIORE
MUSH1,10RE

SLIGHTLY- LESS' MORE illome

SLIGHTLY LESS SLIGHTLY MORE 111,10RE

SLIGHTLY MORE MORE LESS

e Mubarak
RISK RATING: p71-. or Senior National ist

Military Military

Risk Factors Officer (55%). Coup (25%)

Political Turmoil`

Restrictions on
International Business

Restrictions on Trade

Economic Policies
°

SLIGHTLY MORE MORE

MORE

SLIGHTLY MORE

'Continued modest
austeri ty and
heavy borrowi ng
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MUCH MORE

MUCH MORE

Initial expansion-
ist policies that
might be adjusted
to gain foreign
acceptance

Fundamentalist'
Mi 1 i tary.

Coup (20f.)

MORE

MUCH MORE

MUCH MORE

More spendi ng but

some acoomniodation
to requirements'
international
nanci al i nstl

t i ons .1L .
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Forecasts OF COUNTRY TEAM MEMBERS

Country Team
Member A. Specialist on agricultural and energy policy conducting field research
in Egypt

Member B. Ph.D. in political science teaching at a major university; consultant
to the United States State Department and international business on the politics
of Egypt and Israel

Member C. Ph.D. in political science who has written several books and articles
on the politics of Middle Eastern countries

INDEPENDENT ESTIMATES FROST & SULLIVAN

Member D. Government specialist on international business conditions in Eygpt

Member E. Ph.D. in Middle Eastern history, specializing in the military and polit-'
ical affairs of Middle Eastern countries

Member F. Teacher and writer who is familiar with both Cairo and the more inacces-
sible Upper Egypt

Responses of team members

Most Likely18-MonthRegime: Mubarak or Senior Military Officer

C
F

Very Unlikely
2

Unlikely
3

Uncertain
6 7

Likely Very Likely

Likelihood That PolitiOalfurmoil Will Affect International 13OsinerraVVithinThe Next 18 Months,

A,BI,D,F
10

Very Unlikely
1 2

Unlikely
3 4 3

Uncertain
7

Likely
I . v

Very
so

Likely

Likelihood Of Now Restrictions On International Business Within The Next 18 Months

B 1 A D
I I 5, E-F I0

Very Unlikely
1 2

Unlikely
3 4 3

Uncertain
i

Likely
0

Very
10

Likely

Likelihood Of Now Trade Restrictions Within The Next 18 Months

A,6,F I

o
Very Unlikely

1 2
Unlikely

3 3
Uncertain

6 7 '
Likely

/:
Very

i0
Likely

Most Likely 5-Year Regime Scenario: Mubarak or Senior' Military Officer

I I C I I
F A,E I B,D

0
Very Unlikely

1 2
Unlikely

3 4 3
Uncertain

7
Likely

$ ,
Very

10

Likely

Except for Member C, the panelists agree on the chance of Mubarak surviving
in both the short and long term; Member C feels that the Islamic fundamentalist
movement and the hostility generated by Egypt's relations with the United States
and Israel will cause his downfall. The disagreement over restrictions on inter-
national business reflects concern that the government's attempt to direct foreign
investment might overshadow its effort to improve conditions by reducing red tape
and increasing incentives.
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ARAB REPUBLIC OF EGYPT''

FACT SHEET

Capital.
Population
Area
Official Language
Independence
Constitution
Political System

FROST & SULUVAN

Cairo
1982, 45 million (est.)
1,001,993 sq. km.
Arabic
February 28, 1922
September 11, 1971
Constitutional democracy

Economy .-Middle income, oil

POLITICAL SCENE
Head of State President Hosni Mubarak (1981)

Head of Government Prime

Cabinet
Mohammed Abd91 Halim Abu Ghazala . . Defense'
Hassan Abu BaSha Interior
Ahmed .Izz al-Din Hilal r: Petrol eum .

Mustafa Kamal al-Said Economy 'and Foreign Trade
Mahmud Salah al-Din al-Hamid Finance
Kamal Hassan Ali Foreign Affairs
Hassaballah Mohanned=t1-Kafrawi . . . ReConstruction
Yusuf Amin Wall Agrtculture
Wazih Muhammad Shindi International and Coo eration
Soliman Metwalli Soliman . . . . .Transport and Communication
Muhammad al-Sayyid al-Ghururi. . Industry aid Mi neral Resources

exporting

Minister Ahmed Fuad Mohieddin (1982)

Administrative Subdivisions 26-governorates

Legislature Unicameral. 392-member Majlis (Peoples' Assembly); 372 are directly
elected, 10 are indirectly elected, and '10 are appointed by the. president.
Distribution of seats (elected members only); National Democratic Party, 330;
Socialist Labor Party, 29; Liberal Socialist Party, 3; independents, 10.

Elections Majlis nominates president for 6-year term; his nomination is confirmed
by plebescite. Last election, October 13, 1981; next, October 13, 1987. Mem-
bers of the Majlis are elected to serve terms lasting no longer than 5 years.
Last election, June 7, 1979; next must be held no later than June 7, 1984.

Status of the Press Restraints on editorial freedom are generally self-imposed,
rather than because of outright censorship.:

Economic Sectors of Major Government Participation
Agriculture, housing, utilities, transportation, communications,-'energy, banking

Currency Exchange System The pound is pegged to the dollar. On February 1, 1983,
one pound equalled $1.43.
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DOMESTIC ECONOMIC INDICATORS ---

Gross Domestic Product:
1982, $29.6 billion (est.)
PerCapita 1982, $660 (est.)
Average real growth rate
1982, 8.1% (est.)

Inflation 1982, 25% (est.)

Labor
Average change in real wages
1981, -2.6% (est.)

Unemployment =1981, 13.6%

Work force
Agriculture 1980, 50%
Indilstrys-Commerce 1980, 30%
Servides 1980,. 20%
Unions 1980; 25%

Energy,

Energy Consumption per capita.
1979, 539 kg. coal

Percent of impord

1981, 2%

Population

Growth rate 1970-80, 2.1%
Infant deaths per 1000 1980, 103

Persons under 15 1981, 40%
Urban population. 1981, 45%
Urban growth rate 1970-80, 2.8%
Literacy 1981, 45%

Ethnic and Nationality Groups
Egyptians, Nubians

FROST a SUWVAI

INTERNATIONAL ECONOMIC INDICATORS

Current Account Balance
1982, -$1.5 billion (est.

Debt Service Ratio to Exports

1982,'18.5% (est.)

Expos 1982, $4.5 billion (est.),
principally cotton, rice, petro-
leum, manufactured goods

Imports 1982, $10.2 billigh (est.) ,

principally foodstuffs, machinery,
manufactured goods

Major Trade Partners

United States, Italy, USSR

SOCIAL INDICATORS -

Languages
Arabic

Religions

Sunni Moslem (92%),
Christian (Coptic) (7%)
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Egyptian politics and economics have been historically linked by the neel'Afor
centralized control of the Nile Valley for agricultural irrigation. About 910,Of
the Egyptian people have long been crowded into 4% of its land masses--the
Valley and Delta, and the Suez Canal Zone. Because the Nile River is surrounded%
in- gypt by deserts, the country's central population and agricultural zone has
been well insulated from ground attack by neighboring states. This natural -sepaill4-

tion also provided the historical basis for national unity.

The Nile remains the focal point of Egyptian life today, but the extremely'
high population density compounds the problems of adequate..fbod and housing,es-
pecially in the,cities of Cairo and Alexandria. Despite ambitious land reclamation
projects, the prospects for increasing the area under cultivation are limited.

a

Other basic Egyptian facilities are also Inadequate., The road system is in
need of substantial repair and enlargement. The communications system is ineffi-
cierit with telephones functioning, sporadically. Although educational facilities
are overcrowded as well, Egypt does have the largest body of educated personnel in
the Arab world, many of whom must leave the country to find work.

A key to Egypt's international significance; is itspopulation--the largest
in the Arab world--and its possession'ofAhe Suez Canal, the vital waterway con-,?'
necting the Mediterranean Sea to the Indian Ocean. The Sudan, Egypt's southern

neighbor on the Nile, is a close friend despite past differences. To the west
is Libya, ruled by Muammar Qaddafi, who was a bitter enemy of the late Presi-
dent Sadat. Although union with Libya had been proposed at one time, confrontation
dominated the relationship during Sadat'S later years. Egypt's relations with

Libya have improved somewhat under President Hosni Mubarak, but hostility is still
high.

Relations with. Egypt's eastern neighbors are more complex: No longer in a

state of war with Israel, Egypt has regained the Sinai Peninsula, but not the Gaza
Strip, formerly part of its territory. Diplomatic relations presently exist be-
tween Egypt and Israel, and they are likely to continue, but the normlization pro-
cess will probably move very slowly. On the other hand, relations with the Arab
states will undoubtedly improve even further under Mubarak.

The ethnic, regional; and tribal conflicts that play important roles in
other Arab states are absent from Egypt. Nevertheless, animosity, sometimes vio-
lent, divides the Christian Copts and the Arab Moslems. The Copts, officially

less than 10% of the population, often complain of discrimination and second=class
status. Periodic clashes between the Copts and the government marked the last
.few years of President Anwar Sadat's reign. The members of the Coptic minority
continue to have some economic power as the owners of shops and small factories,
but they have no substantial power. The highest ranking government official of
Coptic background is Boutros Boutros-Ghali, the minister of state for foreign

affairs.

By far the most serious social problem is the underlying conflict between
the relatively small, educated, and Westernized middle class and the larger num-

,
bers of lower-class people who are poor, uneducated, and increasingly more at-
tracted by appeals from the Islamic fundamentalists. The lack of jobs for the
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educat middle class is a source of discontent that further complicates an al-
ready to e social situation. The military, while providing a path of social
mobility -some, also provides the seeds of dissent from the poor and less edu-
cated member ,of society which it absorbs. Serving as a safety valve for these
social" problems, howelier i.the fact `that substantial numbers of Egyptians are

. employed in' other nations of the region..

1-,. Egypt's massive economic problems are compounded by its high birth rate,low
pecapita income, unequal income distribution, disease, short life expectancy,

iillteracy, emigraton of the educated, and rising expectations of social and eco-
nomic improvement, heightened by the Egypt-Israel'Peace Treaty. Some progress hasp
been made in dealing with each of these prdblems, but they remain far'from reso-
lution. The increasing need for food is Egypt's central economic and social pro-
blem. The desire for further industrialization and investment is frustrated by
the huge Egyptian bureaucracy. Massive economic assistance, formerly from Gulf
Arabs and presently from the United States and the West, has made some needed im-
provements in the infrastructurepossible while at the same time fueling inflation.

Informal Sources of Power

Egypt has experimented with several politiCal styles sincOthe 1952 revolu-
tion. It is likely that President Mubarak has maintained much of the existing
structure, both formal'and informal, although he has opened up the system somewhat.
Ultimately, his power depends on the support of the military.

Egypt has a strong presidential system of government. The president appoints
all leading officials, including the vice-president, the prime minister, and Cabi-
bet. He is also supreme commander of the armed forces, an extremely important role,'
since the military is the most likely source of change in the government. The
National Assembly's formal legislative power is circumscribed by the power and
authority of-the president, who dominates, all aspects of life in the country and
who has the right to rule by decree. All crucial political and economic decisions
are made by the president with the aid of his closest advisers. Policy is carried
out by Egypt's senior officials, who also serve with the confidence of the presi-
dent, and by the vast bureaucracy which supports them.

\ Mubarak is likely to continue in the tradition of his predecessors, tightly
cOntroll4ng the highly centralized political system. Senior office holders are
persona-Li selected and retain their positions as long as he has confidence in
thev loyalty and usefulness. Despite public statements to the contrary, Mubarak
is also likely to:,engage in periodic reshuffling of his government to help retain
loyal \subordinates as well as to prevent the accumulation of too' thuch power or
prestige by any potential aspirant for leadership.

The system of centralized control has also tended to reduce the ability of
political figures to establish power bases for potential leadership roles in the
government. Popular and well-known public figures often seem to fade into oblivion
once removed,from positions of power. In addition, Egypt has not established
any effective institutions for political participation by the masses.

Attempts 4 Egypt's leadership to create enduring political institutions have
resulted in a series of legislatures and political parties that have been little
more than facades for authoritarian rule. None of the various party systems crea-
ted in Egypt since the 1952 revolution have allowed genuine and widespread mass
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political participation, despite the routinely large voter turnotits when both
Gamal Abdel Nasser and Anwar Sadat were. reelected president and despite sub-'
stantial support given to government policies in various referenda.
Mubarak has shown some interest in opening the system. He has freed many opposi-
tion figures whom Sadat had jailed and has permitted some expression of different
views. Over the past six months, however, he has moved against the opposition,
jailing those associated with the violent extremist viewpoints of Islamic funda-
rrientalists.

The government seesthe need for foreign investment in-the economy, but
remains ambivalent about its effects. Efforts to facilitate foreign investment
have taken the form of both legislation and less formal incentives, always guided
by the government's efforts to maximize the Egyptian benefits from investment.
Private enterprise continueg to'be a small part of the etonomy,while.numerous
public sector companies remain as part of Nasser's and Sadat's legacy. The govern-
ment encourages,foreign, private sector involvement, but Sadat had little to
equalize the ratio between the public sector and Egyptian private companies. Both

the left and right opposition have criticized the "government for its heavy in-
volvement with,Western enterprise, the left because it is capitalistic, and the

right becauie it is not sufficiently Islamic. Mubarak has reaffirmed his support
of an open-door policy, but this'will not be achieved,at the expense of the pub-
lic sector.

Egypt's large number of public workers receive low wages, and their product-
ivity is low. Many of the better educated and trained workers are employed in the
private sector, inOther Arab countries, or in the West. Middle-level managers .

and others with related skills are in especially short supply, primarily because
the education system does not prepare students for these jobs..

A central feature of the Egyptian business environment is the large role

played by government-owned industries. These include such heavy industries as

steel and automobile production. Considerable pressure exists to reduce the number
and scope of these industries, and also to reduce corruption. Various ministers
have taken strong public stands on streamlining investment procedures, and some new
procedures have been announced. So far, however, these efforts have not had-much

effect.

Major Political Issues .,,:1-

. .

The four major issues that dominate Egyptian politics are.,*onomic Polici40es

to alleviate Egypt's fundamental economic problems; relations with Israel, the .

Arab world, and the West; the creation of a more open and'institutionalized'poli-
tical system; and the effort to streamline and reduce corruptionln the bureau-
cracy..

The Egyptian economy suffers from the spending netessary'to support subsidies
for consumer essentials, as well as a significant current-account deficit, un-.
employment, lack of skilled labor, and inefficiency in the public economic-

sector. The beneficial results from attacking these problemgwbuld.not show for

some time. The political opposition. will most certainly be too impatientO
wait for any efforts to bear fruit. : This could produce major threatS. to the

regime. Sadat'tried to remove subsidies for bread, but the resulting riots.in

,lanuary 1977 caused an abrupt abdut-face. Despite the IMPs.recommendations for

reducing or terminating the urban food-subsidies, President Mubarak has.pledged,
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at least for the time being, to-leave them untouched. Moves to reduce imports
and to provide better management of busfness under .government control will _antago-
nize the middle class. Steadily growing'inequalities and high population growth
make failure to "deal with these-problemsa constantsodrce of-political dissent.
Strong economic action by Mubarak is sure to provoke political controversy,:

"41,
Related to the-other decisions is the question of relatins with ,the est

and the Soviet bloc. Sadat's close ties with the United-S ates, partly an out-lq.Ly
growth of the Camp David'accords and the*Egypt-Israel Peace Treaty, have had ecor,,
nomic and militar ,pnefits. But many Egyptians. think thebenefits should havt'
been greater. People from both the right and the left oppose all close ties with
the capitalist and non-Islamic. West. Mubarak is likelyto begin loosening some
ties with the United States, although his dependence on American economioaid will
limit his movement.

Relations with Israel and the Arab states remain the key international i

The return of the easternmost and final portion of the Sinai would seem likely o
pave the way for further normalization:, Israel's°'.June 1982 ,invasion of Lebanoil put
Egypt, the onl' Arab country to have diplothatic relations with Israel, in a diffi-
cult-position, Egypt4NigOrbUsiy protestett the invasion,b4t chose not to recall its
ambassador from Tel Avivuntil after the3massacre of raJestinians by Lebanese
Phalangists in-the refugee camps of Abra'and,Chatila.

Egypt's relationship with the Arab world was on its way to' improvement under
Mubarak, at least until%the Israeli invasion. a:I-Lebanon.* Individual Arabs are
beginning to spend more in Egypt. But official Arab aid, cut Off with the signing,
of the 1979 peace treaty, has yet to be-resumed. 'NevertheleSs, Egypt's main source
Of hard Currency continues 'to be the remittances of'Egptians working:in the Penin-
sula and the Gulf (estimated at $2.5,billion in 1982). 6espite the rejection of
Egypt at the Fez Summit in .September 1982, Mubarak will Seek; probably, with some
success:to move closer to the moderate Arab states. .

4

The United States will continue to reward. Egypt's moderate stance with
generous aid. -Egypt's unique ability,to be in communication simultaneously with
the°Arab states, Israel, and the PLO,as well as Egypt's critical strategic location,

\makes it avaluable ally to the United states
/

President 'Mubarak.alto,faces a dilemma with respeCt to political institutions.
As long as the army is the dominant source of political power, authoritarian rule
will,:continue, and political pressures that,develop within the society will lead
toigiolence-:-and turmoil. Mubarak recognizes the need tp-open the political system ,
otA-Only temaintain his own rule, but eventually to lead to a more stable and
resfionsive*vernment. Shortly afterjAubarak came to power he surprised many ob-
seeVers.by raising issues related to political freedom. Less than two months
har',Sadat's assassination, Mubarak released many .of the moderate leaders im1 A0ned by Sadat in September 1981. Since then he hasailed other leaders,but
1h ,arrests have been confined to members of major extedMistr groups, including

' / pseudolessianicgroups and openly revolutiOnary armed bodies. 'These are -not' -the
Modeeates 'that Sadat arrested in 1981. In fact, two fundamentalist figures jailed
by Sadat, Ikhwan,Chief Umar el-Tilmisan:rand popular fundaMentalist preacher Sheik
Kishk were not Only-released,but have written articles for the government party's
religious' paper, al-Isalami. The NPUP and the SLP, two political parties,.
have been allowed to publish their 'Views again. The press has shown a vigor which

k:
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has been unknown since the spring of 1978 when real freedom of the press flourished
for a few week's before being suppressed.

Other issues whichiMubarak.has faced are the rampant corruption in Egypt and
the administrative inefficiency of the bureaucracy. Recognizing the need to elimi-
Irate corruption in order to gain support from the fundamentalist right and the
general public, and to reduce administrative inefficiency in order to attract
foreign investment, Mubarak,has made strong statements and taken some specific
actions to deal with the problem. These actions included the sentencing of several .

relatives of the late President Sadat--his half brother along with three of the
brother's sons. In addition, Mubarak hassimplified exporting procedures. While
support for such action is widespread, the difficulty in making meaningful changes
and the costs to be incurred by those who now benefit from such conditions may
weaken Mubarak's support in the long run.
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POLITICAL ACTORS
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The numbers below summarize the databused to produce the risk forecasts and the decision structure charts
in this report. A +106 indicates maximum sups and a 100 indicates maximum opposition. Numbers in
parentheses indicalb thegelatir importance of neutral actors. Page numbers indicate which actors are
described in thiroection. The Wrobability of each action, calculated according to the method described
in User's Note 6. is ref:sorted ito a range.

ACTOR

MOST LIKELY
)4-1, REGIME
'Mubarak or INTERNATIONAL RESTRICTIONS
,Senior Mili- POLITICAL BUSINESS PP
toy Officer TURMOIL RESTRICTIONS TRADE

Mohammed Abdel Halim Abu Ghazala
(Upputy Prime Minister and Defense

Minister), p. B-3 7.''-,
+32'

Kamal Hassan All (DepUty Prime
Minister for Foreign Affairs),

P. B-3 . ,
+12

.4

Armed Force's, p. B-3 +24

Jf%

Boutros Boutros-Ghali (Minister of
State for Foreign Affairs), p.B-44

Communist Party, p.B-5

Economics Ministries, p.B-5

EgyptSen National Front (ENF), p. B -6 z40

Abd Rabb al-Nabi Hafiz (Chief Of
General Stiff), p. B-7 : +ft

'.

Intelligence and Security Forces,
p. B-7

Islamic Fundamentalists, p. B-9 -12

Israel, p. B-11

Mustafa Khalil, p. B-12

Ahmed Fuad Mohieddin (Prime
Minister), p. B-12 +20

Hosni Mubarak (President), p. B-12 +60

4'
+1 0 .;-)441.4

National Progressive Unionist
Party (NPUP), p. B-13

Reproduction without written permission of
the copyright owner Is strictly prohibited.

-19

-40,

-7

-48

,

-12

-20

-5

-8

.+20 +5

-16

-60

+38 +19

41P

-20 +2

-80 -14

+10 +12
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MOST LIKELY
REGIME

Mubarak or INTERNATIONAL RESTRICTIONS
Senior Mili- POLITICAL BUSINESS ON

tary Officer TURMOIL RESTRICTIONS TRADE

-14Osama el-Baz , p. B-14 -14

Radical Arab States, p. B-14 -3 +7

Saudi Arabia, p. B-15 +26 -7

Ibrahim Shukry, p. B-16 +8 +2

Soviet Union, p. B-16. -10

United States, p. B-17 +19 -12 -14

PROBABILITY RANGE 60%-70% 19%-29% 34%-44%
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MOHAMMED ABDEL HALIM ABU GHAZALA (DEPUTY PRIME MINISTER AND DEFENSE MINISTER)

Defense minister of Egypt and former military attache in Washington, Abu
Ghazala was a strong supporter of Sadat and of his Western-oriented foreign
policy. He attained his post after the helicopter crash that killed his prede-
cessor, Ahmed Badawi. Ghazala has no strong power base in or outside the military
and appears to support Mubarak and his policies. He is said to take a hard-line
view toward dissidents. He was promoted to the rank of field marshal in April
1982 and deputy prime minister in August 1982 over the heack of several more
senior officers.

Abu Ghazala is increasingly mentioned as a possible prime minister or, even
more likely, vice-president. The vice presidency has been vacant since Mubarak's
accession. Considerable pressure is being raised to name someone to become the
successor to the president. The candidates appear to be Abu Ghazala, whose
associations with the United States may hurt his chances, and Foreign Minister
Ali, who is acceptable to other Arabs, but is in ill health. Abu Ghazala, in
early 1983, seemed to be favored by Mubarak. If Abu Ghazala becomes vice-president,
Chief of General Staff Lt. Gen. Abd Rabb al-Nabi Hafiz would succeed him in
defense. His influence in the army may actually be greater than Abu Ghazala's.

In 1982 Abu Ghazala began giving extensive interviews on foreign policy and
even economic issues. As a candidate for the vice-presidency or the prime
ministership, or both, he not only has a liability in his close American ties,
but also in the allegations, repeated by the opposition in the People's Assembly,
that he was involved in dubious transactions with the Egyptian-American Transpor-
tation Corporation (EATSCO). These allegations also involve Kamal Hasan Ali.
But since Mubarak's brother-in-law, Gen. Munir Sabet is also involved as a former
procurement officer in the United States, little further exposure of the alleged
misdeeds is likely.

KAMAL HASSAN ALI (DEPUTY PRIME MINISTER FOR FOREIGN AFFAIRS)

Appointed foreign minister in May 1980 and put in charge of the negotiations
for peace with Israel, Lieutenant General Kamal Hassan Ali retained post in the
Cabinet changes of August 1982. General Ali has a well-deserved reputation for
effective management and assertive decision-making. He was a loyal subordinate
who pursued Sadat's policies and appears to hold the confidence of Mubarak as
well. His overall objective appears to be to improve Egypt's relations with both
the Arab states and the Western powers. Ali rose through the ranks of the.
Egyptian army to become head of military intelligence and subsequentlkmfhister of
defense and war production and commander in chief of the armed forces.' Re'As
frequently mentioned as a possible vice president, although his age and uncertain
health may prevent this.

ARMED FORCES
VA;

With a standing force of 460,000 regulars and an additional 335,000 reservists,
the armed forces are a major source of power in Egypt. They have. been the

foundation of the government's power. The..last three Egyptian leaders have
attained power through the army or, in the case of Mubarak, as a result of an
assassination in which members of the armed forces werejmplicated. Mubarak has a
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very close relationship with Field Marshal Abdel Halim Abu Ghazala, who is his

deputy prime minister and defense minister and places a high priority on main-

taining military discipline.

However, several factors raise questions about the long-term support of the

armed forces. First, Mubarak's air force background reduces his support from the

army. Second, Ghazala was promoted very quickly' ahead of several senior offices,

and he is a political figure whose strong stand on foreign policy issues sometimes

costs him support. Third, the armed forces have been politicized by their

participation in the talks with Israel over the return of the Sinai and in the

efforts to neutralize Islamic fundamentalism in its ranks. At the rank of captain

and below great inroads have been made by Islamic fundamentalism. Fourth,

members of the armed services are not well paid and, the caliber of recruits is

not high. Finally, as a result of peace with Israel andthe reduction in tension

with Libya, the armed services have no major outside threat and, except for the

Sudan, are not likely to be called upon as an ally.

Over the next few years, any change in government is likely to occur as a

result of a military coup. While the armed services continue to be the main

source of current support for Mubarak, they also are the main threat to his

political survival.

Mubarak has made several minor changes in the military leadership. More

extensive changes have been made in the ranks of company officers and below,

where members of fundamentalist movements have been closely watched; those, with

ties to the extremist Jihad and similar groups have been mustered out (usually

with full pension rights). Officially, the involvement of military personnel in

the Sadat assassination has been played down, and another military plot in Mansura

a few weeks earlier has been kept out of the press.

BOUTROS BOUTROS-GHALI (MINISTER OF STATE TOR FOREIGN AFFAIRS)

A Coptic Christian, from a distinguished Egyptian family, Boutros Boutros-

Ghali was educated in Europe and speaks french and English fluently. A former

professor of political science at Cairo University, he served as minister of state

for foreign affairs under Sadat and retained his position, in the January 1982

Cabinet changes following Mubarak's succession to the'presidency.

Although Boutros-Ghali is a significant figure iri'foreign policy and a main-

stay of the peace negotiations process, he is somewhat suspect in the eyes of

some Egyptians for his role in the peace process and Egyptian foreign policy more

generally. This has not been helped by the fact that Ghali's wife is an Egyptian

-Jew, many of whose relatives now live in Israel. Ghili also suffers from the

fact that his namesake ancestor, Prime Minister Boutros-Ghali, was disgraced and

assassinated for his involvement in the 1906 Dinshwai incident, in whith British

troops killed Egyptian peasants. The Boutros-Ghalis retain, however, probably

the most prominent non-clerical Coptic family.

Boutros-Ghali is an intellectual and cireerdiplomat. :As a Copt with a

Jewish wife and a former close associate of Sadat's, he is effectively excluded

from ever becoming foreign minister. But he should retain the minister of state

position, barring a politically motivated shift. Should Foreign Minifter Kamal

Hasan All be promoted to a higher post, Boutros-Ghali might retain his present
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post without a Cabinet minister above iris minister of state post, or he might
even be made foreign minister. On the other hand, Osama el-Baz, director of the
President's Office for Foreign Affairs, may stop him from rising any higher in
the Cabinet.

Boutros-Ghali has numerous foreign contacts and appears-to support.the
continuation of Sadat's policies, particularly with regard to its ecohomic'opening
and closer links with the West.

COMMUNIST PARTY 4'
,4

The small Egyptian Communist Party was fiiunded in 1921 and has Aen,illegal
for most of the time since then. Suspected members and sympathizers 'are
regularly detained, but reports of the party's activities are almost impossible
to verify. Its membership is probably only a few hundred. The partyappearst6
have held its first congress in Egypt in the late 1970s, and it participated,in
the 26th Soviet Communist Party congress'in Moscow in 1981.

The Egyptian Communist Party's positions have been broadcast and published
on a regular basis. Its opposition to Sadat and Mubarak has emphasized the Arab-
Israeli conflict, attacking Israel's aggressive policy, and advocating-the ,

maximum territorial rights of the Palestinians. The party sees= the Palestinian ,

issue as part of the international struggle against imperialism, of which Israel,
is a bridgehead. Israel is considered a racist colonialist entity, and
peace process, continued by Mubarak, is attacked, as a capitulation to
Zionists. The Communist Party is searching f ddr,a revolutionary, doctri
unite all the Arabs.

The party opposed Sadat's links with the United States and the of
capitalists in the Egyptian economy. In present Egyptian politics, st
Party has only a minor role. Among other things; its appeal runs aga
tide of resurgent Islamic fundamentalism.

ECONOMICS MINISTRIES

r
Since the Cabinet reshuffle in August 1982, Egypt .has, for the fi, t time inNseveral years, been left without a deputy-prime minister as ', ned spetitlly fo

Economic Affairs. The last,person'to hold that post, Mohamme jbdel Fa4ah
Ibrahim, lasted for only eight Months, Steadi, individual ministersreOrtY4

directly to Prime Minister Ahmed,Fuad:oLleildin. PreViously, the deputy priMe
minister for economic affairs had coordinatbd the separate'ministrAps.

q)

The ministeren.charge of coordinating economic policy include Economy and
q

Foreign Trade MinsOrMustafa:Kamal al7Said, finance Minister Mahmud Salah al-Din
al-Hamid, Petroletim MAister Ahmad ;IZzia14/tnHilal, Irrigation Minister Muhammad
Abd al-Hadi SamabInternat0Anal IVitestment and Cooperation Minister Wagib
Muhammad ShindiAeconStructibn MirqsterOesabaflah al-Kafrawi, Supply and
Internal Trade MiniSter Ahmed pMetNouh,' Indu*y and Mineral Resources Minister

food , .

Muhammad al-Saygiazi1-GhururiAg4Alture:randTood Security Minister of State
Yusuf Amin Wali;',*"4 variety6f otheiminlsters of state. The list alone shows
why an overall economic affalrs'Ministir. it needed.'

,
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Some ministers surviving frfom the Sadat era have also been implicat*
charges of influence-peddling and corruption, and will almost certainlp, *

removed by late 1983. This will allow Mubarak an opportunity to instalThisown
men to head the key ministries, and perhaps to name a new economic affaicp,'

minister. Until the expected changes take place, some doubt will rema* out the

future direction of Mubarak's economic ministries.

EGYPTIAN NATIONAL, FRONT (ENF)

Established in 1980 under the leadership of former Chief of Gene 44.Staff

It General Saad el-On Shazli, the Egyptian National Front (ENF) -IV best-

known opposition exile group. Members of the organization includeml sertte':

group, an Islamic fundamentalist faction, the Egyptian Communist P4ty and
coalition of leftist' expatriates in Beirut. It has been recogniz$14ria,
Libya, Algeria, Southern Yemen, and the PLO.

After Sadat's as§assination, the front shifted its headquari, from
DamaStus to Libya, vowing to continue its work. Shazli contendsi t ie E

supported by several hrab states. In fact, however, Libya's Qaddaft p 'd

most-of the financial assistance': The ENF sought t15, depose Sadat;

.assas'sination, Shazli 'promised violence against Mubaliak, sayingtha

would persist until it had eStablisned democracyi,

General Shazli was the popular -61d respected chief of staff of, the pitian

armed forces.from11971 t ft O1973',,,cluding the of the Octot;er war He and

;the president'had' basic; diSagreemer, over the Conduct of the.19WWaila.
Subsequentlk,,M served as.EgypM.s7'ambassador in London and Lis iiVi;*1978 he.0

spoke-outagathSt Sadat resigned his post, and has since_rem(1-4:-:n exile.

.0 ...,
Shazli oppOsed Sadat's policy-on the Arab-Israeli cOnflis*A

4.24e7cause
he

believes that the'CaMp'Divid agreement pol'itically,separatedlypt from the other

Arab cobn*ies, weakened it militarily, ind forced Egypt to f low. the West.

',Israel,..heffears, will eventually come to doTinate the Middle East because of

Egypt's WeStern alliances.
...

. ;, ,.

Shazli called Sadit's.assassination a patriotic acf, Olnst a traitor and

stressed the need to.:replace the existing regime,with a det0i-atic system. He
., ,

'seekS'demdcracy, but in the economic sphere he ,wants controls similar to those

ser, to enable* 6irer .soc: 1 distribution pf'wealth.,The ENF seeks a

i
icant reductibry'lif presiden 'al'power,'but has no prect.W,program for.

achieving that end. jhe'front's" nifesto called for_terminaWg Egypt's peace

treaty with Israel.and. breaking the alliance with theJJnited States. The ENF

would seek to undomany of:the ectomicliberalization schemes propounded. by Sadat

and would make the Jimate,for foeign business activiWess favorable,should it

assume power. / , t .

Shazli and theAgyptian National Front have been considerably weakened as a

result of their inability to capitalize on the Sadat assassination. -Always'

.subject, to internal Pbhflict, the front is faced with defections as a result of

the modest political'openPig that Mubarak has so far engineered. General Shazli's

family,which has repudiate4'h*, continues to live in Egypt. The impact of

General Shazii's, group andtheA)ther exile groups is, negligible.
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Shazli still enjoys some support within the armed forces, but his identifi-
cation with Libya is unpopular. Egypt's gradual unofficial re-acceptance by
other Arab states has decreased their support of Shazli, except for Libya and
Syria. He is seldom heard of; Mubarak has effectively thwarted his largely
personal anti-Sadat campaign simply by not being Sadat. Contacts aimed at
allowing Shazli to return to Egypt are rumored between Shazli and the government
through journalist Muhammad Hassanein Heikal, but these are officially denied.

ABD RABB AL-NABI HAFIZ (CHIEF OF GENERAL STAFF)

Hafiz is second to Abu Ghazala in the military establishment of Egypt and
would be the one most likely to succeed Ghazala in,the defense ministry if he
moves up in the government.

Hafiz was born in Cairo in 1930, educated at the War College, and served as
an infantry officer. (His 16th Infantry Division was one of the first across
the Suez Canal in 1973.) He became general secretary in the War'(now Defense)
Ministry and later was deputy director of Military Intelligence. He then returned
to the field, and by 1979, became commander of the Second Field Army-- one-half
of Egypt's ground forces. He was promoted to chief of operations, and when much
of the high command died in a helicopter accident on March 2, 1981, he was named
chief of General Staff, replacing Abu Ghazala. Unlike Abu Ghazala, he shows
little interest in politics.

INTELLIGENCE AND SECURITY SERVICES

The various intelligence and security services remain major influences on
the Egyptian p'l- itical scene. A legacy of the Nasser. era, they have been restricted
in their authority since the,1971 "CorreCtive.Revolution," when Sadat foiled a
challenge to his state leadership by the party and the intelligence apparatus.
Sadat purge e leadership of the security services, but was not averse to using
them himsel

GENERAL INTELLIGENCE (Mukhabarat al- 'Aetna), now headed by Fuad Nassar, is the
main civilian overseas intelligence agency; to a considerable extent, it also
handles internalsecurity functions, although it is not the only internal security
force.. General Intelligence is one of the few intelligence services in the world
whose senior officers have, in many instances, received training both from Soviet
and American intelligence agencies, as a result of Egypt's shift in alignment.

MILITARY INTELLIGENCE (Mukhabarat al-Harbiyya).. Military Intelligence comes
under the Ministry of Defense, and includes officers of all the military services.
Like most military intelligence operations,itt duties include collecting data on
the military forces and political stability of potential enemies. Many Egyptian
military attaches abroad are Military Intelligence officers. The present chief is
Labib Sharab.

STATE SECURITY (Amn al-Dawla). Egypt has several state security services all
controlled by the Ministry of the Interior. The regular police forces are
concerned with traffic and other everyday matters. There are special security
police as well as state security forces who possess paramilitary equipment for
special use. The only time since 1952 that the Egyptian Army has been used for
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domestic security was during the January 1977 food riots. To prevent their
being used in this way again, state security forces were upgted with military
equipment. (Much of the reported incidence of troops in the reets after the
Sadat assassination were, in fact, state security troops in their green uniforms.
Because they wore combat helmets, carried automatic weapons, and traveled in
armored personnel carriers, Western reporters unfamiliar with Egypt described
them as soldiers.)' The present interior minister, Hasan Abu Basha, was in charge
of State Security Investigations and was thus chief of the 'security forces and
police prior to his promotion. Assistant Interior Minister Abd al-Karim Darwaysh
apparently carries out those functions today.

President Mubarak, as vice-president and immediately after he became president,
was engaged 4n quelling rivalries within the various security services. The head

of General Intelligence until 1981, Muhammad Said al-Mahi, was a leading anti-
Mubarak figure in the clique around Sadat. He, along with Jihan Sadat, Marwan
Hasan, Sayyid Marei, Osman Ahmed Osman, and a few others, saw Mubarak as an
upstart without family, business, or other loyalities to Sadat, and thus not a
real party of the inner circle.

The General Intelligence hostility to Mubarak led to what many insiders
interpreted as a clear favoritism toward Military Intelligence after the Sadat
assassination. This does not appear to ,have lasted, if only because MilitaTY
Intelligence was somewhat sullied by the alleged involvement of a Military
intelligence officer, Lt. Col. Abbud al-Zumur, in both the Sadat assassination
and the Asyut uprising. His position was never officially acknowledged, and the
approximately simultaneous military mutiny in Mansura was also de-emphasized,
barely appearing in the press.

Military Intelligence and the armed forces were entrusted with the investi-
gation of the Sadat assassination. Since a Military Intelligence officer was
involved, and since the assassins fired from an artillery column (artillery being
Defense Minister Abu Ghazala's own branch), accusations were inevitable. State

Security, in particular, felt it had had, its prerogatives seized by a service
whose objectivity was compromised. Tension continued until early 1982, when
Maj. Gen. Darwaysh of.State Security met with Deputy Defense Minister Ahmad Shawqi
at the Command and Stiff Colle4e and made peace.

Because the interior minister controls the State Security and Police
apparatus, he is directly responsible for controlling internal dissidence and
violence. General Intelligence and Military Intelligence also play roles here,
but the primary police functions fall under the Interior Ministry.

Sadat's last interior minister, Muhammad Nabawi Ismail, had enormous power,
but quickly lost it after Mubarak's accession. He was replaced by Hasan Abu

Basha.

At theg,time of his appointment, Abu Basha had more than thirty years of police
work behind"him, and had been a State Security polioNman since that service was
formed after the 1952 revolution. He graduated from the Police College irk 1945,

but then took his degree in law at the University.of Cairo before enterinrthe
police. After joining the Security. Police at its formation, he quickly rose
through the ranks. By 1968 he held the rank of colonel in the investigations
branch, Egypt's criminal investigation division.
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With Anwar Sadat's "Corrective Revolution" of 1971, when the various security
and intelligence services were purged of their anti-Sadat Nasserite elements, Abu
Basha was made deputy director of investigations. He soon was made director--
equivalent to head of the State Sedurity service itself--and held this post at the
time of the food riots and subsequent arrests in 1977. In 1978, after yet another
move by Sadat against his opponents, Abu Basha was made deputy minister orthe
Interior for security. In that capacity, he supervised the widespread arrests of
September 1981.

When Nabawi the interior minister, was_removed in January, 1982
Abu Basha became interior minister. His career experience as>a Security Police
officer has made him assume a harsh attitude toward potentially troublesome groups,
but also appears to have made him a typically loyal officer, obedient to directions
from the top. Abu Basha has worked well under Nasser, Sada,t, and Mubarak; if he
has higher ambitions, they have not become evident.

ISLAMIC FUNDAMENTALISTS.

The Islamic fundamentalists believe that Ithe Shari'a (Moslem Laws) should be
the sole basis for the government and that the. ;only elements of Western society
and modernization that can be injected into the'government and society are those
consistent with the teachings of :the Prophet.

They view the modern world from an Islamic, perspective and call for a radical
restructuring of society. Mostly younger individuals than those,in the Moslem
Brotherhood, they preach a return top fundamentals and tradition and a rejection of
the secularism, the materialism, and what they see as the,corruption that has
characterized Egypt, especially its urban centers, for several decades. Politi-
cally, the Islamic' fundamentalists are opposed to the West, Communism, Israel, the
Camp David process, and the Egypt-Israelpeace treaty. They are militant and com-
pletely dedicated to their cause. Ironically, their strength at present is partly
the result, of the official encouragement they received in the mid-1970s, when
Sadat saw them as a counterweight to the neo-Nasserite left..

The fundamentalists' strength is uncertain, but a concrete manifestation of
their influence may be the increased attendance at mosques. Though the number of
hard-core,activists is generally estimated at 10,000, their audience is certainly
in the millions. An indication of their strength and relative independence from
government control is the existence of an estimated 40,000 private mosques that
have sprung up in Egypt over the past several years. The principal group is the
Moslem Brotherhood, Al-Ikhwan, formed in 1928. Long influential, it provided men
and ideas for the Free Officers Coup in 1952, but its power declined under Nasser.
Although not allowed to organize as a political party, the brotherhood spreads its
beliefs through a network of associations and several publications. One of them,
Al-Da'wah (The Call) was widely read until Sadat closed it in jate 1981. In early
1983, its premises were returned to its editors, but no license has been.issued to
resume publication. While ostensibly against violent action, the brotherhood has
a history of political assassinations and secret networks. In late 1982, the

Mubarak regime arrested large numbers of the Jihad organization, a fundamentalist
Moslem group; that is one of the many that threatens the government. -It ryas ac-

cused of involvement in both the Sadat assassination and the uprising in Asyut in
Upper Egypt.
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Many of the Islamic fundamentalist-groups are of lower middle-class origins
and appear to have increasing strength on the university campuses. Furthermore,

.sympathy for Islamic causes is substantial and is increasing among members of the
middle and upper-middle classes. The fundamentalist groups provide a safe avenue
for protest against a variety of gbvernment policies, ranging far beyond just
religious issues.

The fundamentalists evidently receive foreign financial support. The govern-
ment of Libya and private individuals and groups in Saudi Arabia 'and the Persian
Gulf are the most likely sources of outside funds. In additipn, supporters work-
ing.abroad, often in Saudi Arabia and the GUlf, sometimes remit funds to the funda-
mentalist cause as well as to their families. It is likely that the ggyptian
government, through its intelligence and security services, has penetrated the
larger and more powerful of thefundamentalist grobps and is fully aware of their
activities and plans.

While the Islamic fundamentalists can make trouble by demonstrations and
riots and thus pave the'way for others, they themselves are not yet sufficiently
organized to seize the government. Their chance of' takeover rests, therefore,
in working with or sUbVerting the military officer corps in order to use the army
in their quest for power".

Islamic fundamentalism is the most serious force now confronting the govern-
ment. Its strength and appeal are growing, as larger. and larger numbers:of Egypt-
ians, faced with overwhelming.social and economic problems, take refuge inthis.
kind of Islamic faith., Mubarak's strategy of trying to. separate the moderates
from the extremists has worked so far, and could work over the, long run,if economic
conditions improve and Mubarak continues to maintain a religious. image,

Mubarak's approach to the fundamentalists nas, been somewhat more careful than

was that of Sadat. , Sadat at first encouraged the richwan and other groups, citing
his own ties with the organization before the revolTiTTEE,. and then, in 1981, turned
against all the fundamentalist groups with a'fury. By that time, with his en-
couragement, the IslamicAssociations Contnolled,the universities, and could close
down the Upper tgyptian:universities at any time..

Mubarak's approach has been to conciliate the moderate fundamentalists, those
who do not preach politiCal violence against the state. This includes the main-
stream Ikhwan; Al- Da'wah is expected to resume publication in 1983. Meanwhile,
MubarakTTFUTing National Democratic 'Party has started its own religious weekly,
Al -Liwa' al-Islami (theIslamic.Banner)', Which has published articles by such op.-

'wah publisher) Umar al-TilmiSani, and
ven at. Sadat's most open encourage-,

n official publications was not per-1.

position figures as IkhWan leader (and Al
the popular anti-Sadat preacher,, Sheikh
merit of the fundamentalists, such expos

mitted.

But Mubarak has been especially har the radical revolutionary groups
such as Jihad; a number of.small movements, usually following a religious leader
and proliaTTIConsisting of no more than a handfa of fanatics, 'have also been ex-
tensively publicized, presumably in an. attempt td create a' popular image of radical

fundamentalists as zealots-believing in impossible messiahs.

The Islamic Associations controlling the universities under Sadat have not
formally been reconstituted, but the strength of the associations is still
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considerable. They provided essential services, such as photocopies of textbooks
without paying copyright fees, in place of officially supplie4,-expensive foreign
texts. But their involvement in the Asyut.uprising in 1981 discredited their
loyalty.

In February 1983 the Egyptian press began reporting the story of the 1981
Asyut uprising, but the full story of that incident has not beeh told. Most police
and security forces in Asyut were defeated and the rail connection withUpper Egypt
was cut for several days. The government officially denies what eyewitnesses con-
firm, namely that the fundamentalists essentially ruled Asyut until,, arthy para-
troops retook the city.

The fundamentalist strength is still greatest in Upper Egypt, in such univer-
sities as Minya and Asyut, which draw their students from that region.

ISRAEL

Israel has a strong influence on Egypt's positions and policies. The two
countries are linked by the Camp David accords and by the EgyptIsrael Treaty of

.

Peace of March 1979. Under the terms of those documents Israel and Egypt have been
engaged in talks designed to achieve some form of autonomy for the Palestinians and
have been working toward normalization of relations. The normalization process was
interrupted by Israel's Lebanon invasion. Sharp disagreements about what con-
stitutes meaningful Palestinian autonomy and on the,future of the West Bank are
formidable barriers to improved relations.

Israel did at least complete its withdrawal from the Sinai Peninspla'in April
1982, The two countries have exchanged ambassadors, and the border between them ,
has been opened. Egypt's relationship with Israel has led to an estrangement with.-
much of. the Arab world, however. President Mubarak has consistently spoken out
about Palestinian rights, and during his visit to Washington in earlyc.1983 he
stressed the importance of the Israeli withdrawal ,from Lebanon. It is unlikely:
that Israel will break the current relationship with Egypt. t, -0

Relations chilled considerablfter Israel's invasion oflebanon. Inv

September 1982 after, the Beirut massacres, Egypt withdrew Ambassador Sa'd Murt@da#4
from Tel Aviv, saying he would not return until Israeli troops have left Lebanon.%
(When an ambassador does return, it probably will not be Murtada, who is too):-'1

clpsely identified with Sadat.) Egypt is also taking a strong position in the
Ai-Sputa over the Sinai border at Taba, near Eilat, which was aggravated by they
-opening of an Israeli hotel in the disputed territory. The Egyptian press has
become more critical of Israel than at any time since Sadat's Jerusalem visit in -

1977. ,

,Egypt's,Egypt's objections to Israeli actions, however, appear' to be an attempt'to
express independence, demonstrate to other Arabs that Egypt, while at peace, is
t an Isheli ally, and, most of all, to respond to Egyptian public opinion,

whi has: been disappointed by the lack of economic improvement from peace and dis-
turbed by the, war' in iLebanon.

-If only for reasons of military reality and the need for continued American
support, Egypt could not seriously consider an abandonment of its peace with Israel.
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Nor is there any desire for war among the people. But the natur^e, of the.peace
and the resumption of normal business and cultural interchange have been altered
by Lebanon and Egypt's reconciliation with other Arab states.

MUSTAFA KHALIL

Mustafa Khalil served as prime minister ,of Egypt between 1978 and 1980, and
is chairman of the Arab Naiional!Bank. Althaugh he has no formal poSition in
the current Cabinet, he retains senior party posts and has emerged as an influen-
tial advocate of reform in-economic policy. He is among the candidates frequently
mentioned to replace Mohieddin as prime minister in,a possible Cabinet reshuffle.

Khalil is a leading proponent of a. system of national economic planning and
having a central authority to determine priorities. and.. direct investment, and is
critical of many aspects of the open economic policy implemepted under President
Sadat: He has stated that the free trade zones have become havens for :sTugglers.
Khalil has also called for the elimination of state enterprises currently under

4.'the inefficient management of government ministries.

AHMEp,FUAD MOHIEDDIN (PRIME MINISTER)

Fuad Mohieddin was named prime minister by President Hosni Mubarak and formed
a new Cabinet in January 1982. Mubarak had held the post,of prime minister him.:
self since October 1981, bpt the office had traditionally been separate from the
presidency until assumed by President Sadat in May 1980.

Mohieddin became first deputy prime minister wben-barak, was prime minister.
He has served in Parliament, was, chairman of the fare(Affairs committee, and
has been governor of three different provinces. HeA0iTillister of.health from
1974 to 1976.

Mohieddin has a reputation as a man of integrity, although not as, a strong
personality; he is quite acceptable to Egyptians. Some businessmen fear,he is too
supportive of government intervention in industry. He has, however,'become a
favorite target of the opposition press, especially Ibrahim ShukrY's
largely because it is less dangerous to attack the prime minister than the presi-t;

-dent.. Persistent rumors suggest that he may be replaced or may be'sbifted to the
%chairmanship of the National Democratic Party and replaced as prime minister.
Mubarak publicly scoffs at such rumors.

NOSN'I MUBARAK (PRESIDENT).

Hosni Mubarak, who succeeded Anwar Sadat as president of Egypt following his
a§sastination in October 1981, was chosen and - groomed by.Sadatfohis
Mubarak was a taciturn air force general when he became vice-president in 1975. .

4,-He'waS selected because.he presented no political threat, was politically inexper-
ienced, and loyal. A graduate of both the Egyptian War College and the Egyptian
Air Force Academy, Mdbarak became chief of staff of the Egyptian air force in 1969-
and later its commander in chief. He is highly respected in Egypt for his able

'and effective management of the Egyptian air force during the years of training.
'aodpreparation for the 1973 war.
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Despite some training in the Soviet Union, Mubaiak is known tobe staunchly
anti-USSR. Over the Aars he served Sadat well and was included in most of the
negotiations Sadat undertook with various world figures, Mubarak-earned a good

_deal about Egypt's economic, political; andimilitpry problem during hi $. service
as vice-president.

The transition to the presidency-v/0 smooth Mubarak was- immediately elected
to a full six-year term- of Office by the 'People's Assembly. He is, committed" to

Maintaining Unchanged such fundamental tenets of-Sadat's program as the Opeh boor
policy, close ties with the United .States, and honoring the peace treaty with,
Israel,. He has been able to4win a considerable mepsure of public support. Except
for ,the extreme Islamic right, support has been forthcoming from aIl major elements
of tbe political spectrum. Modifications .of'fhe Sadat 'polic4,s are, nevertheless,
taking place. Normalization'of relations with Israel has been slowed, but they
are fully consistent with, the letter of the peace ;agreemOit. Conciliatory steps
are being taken'to mend 'relations with.the 14> 4.4,TtateS and with the .PLO.

O

While 'relations with the United Startes4wil1 remain firms the ties are
not quite close. Scheduled- joint:military.maheuvers withmthe United States'.
Rapid Deployment Force have' Lieen,p6stPoned until summer 1983. A tentative re-'
lationship with the USSR was reestablished by admitting some 60 Soviet technicians--
a largelypragmatio gesture. Political controls over the domestic 'opposition have '
been somewhat' relaxed, at least temporarily, the press.has been granted more-free-.
dom, agd some measures to,%4rb corruption have been instituted. Most important
of all , Mubarak has conveyed his serious deSire'to deal with the perennial eco-
nomic-crisis. Meanwhile, he has quietly . and .thorodghly evaluated the military
and made appropriate personnel- chances, knowing that his ultdinate base of support
will continue to rest on the armed -forces.

Mubarak surprised many people with his political skill. During the last year
of Sadat's life, rivals.' attempted to undermine or replace Mubarak. Several of\
those rivals had already lost power before Sadat's. death, as a result of well cal-
culated defensilie maneuvers'by Mubarak., I,R..power, his-caution has led4 to some

criticism, s.,.t beginning .October 1982, after the first anniversary -of his accession,

he began tilt4ow. new signs of forming a government more to his own tastes

NATIONAL,,PROGRESSIVE UNIONIST PARTY (NPUR}

Leftist opposition to the regime in sEgypt has, centered7arounb th'Ngtional
9

Progressive Unionist Party 'NPUP), also known - al' the Al=Tagamm party. ,The, party.

claims to unite all the left-wing forceg iR Egyptian society- that emerged .after,,
the 1952 revolution. Under Sadat's liberalization, 'the Egypt:-

ian leftists formed a faction within the Arab Socialist Udion- in 1976 tiikt-later:'
became a full-scale party, the NPUP. It is led by Khilid Mohieddin, one .of'the
officers .who overthrew King Farouk in 1952. and was ,closely linked %qth.NasSer and''
Sadat.

, .

The party has l i n Alit, the various communist groups in Egypt and inues
to be the focal poin egal left opposition-to the regime's pol ic .

Mohieddin attended th- cow'Cornnidnist Party congress in 1981 at the invitation .

. of the Central Committee.' The party has argued-fbr the need to change, the govern-
,

ment of Egypt and to adopt' a new economic program.

\
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In foreign policy the focus of the left opposition has been the Camp David
process and Egypt's cooperation with the United States. The NRUP supports the
Soviet Union's proposal for peace and security in the Persian Gulf area. Although
it has not expressed a detailed policy on international buOness, the NPUP clearly
believes :that the economic and social policies have not helped the masses, but have
benefited mainly those closely associated with the regime.

The NPUP failed to win a seat in the general elections of June 1979, but not
without government interference in the balloting. It claims a membership of about
25,000. Its power is slight and the party appears to have little ability to change
the policies and programs of the government on economic or political matters.

utt'itollowing Sadat's assassination the NPUP stressed the need to replace the
Arsit-regime with a democratic system rather than allowing Mubarak to take on all
'tadats perogatives.

Nevertheless, under Mubarak Khalid,Mohieddin has been permitted to be inter-
viewed in the official press; and the Nasserite moderates within the NPUP, at
least, are less harassed than they were under Sadat. Despite widespread arrests
of NPUP officials in his September 1981 purge, Sadat never arrested Khalid
Mohieddin, apparently because the latter was'one af the original Free Officers.

The party's lively weekly newspaper Al-Ahali was suppressed in 1978 after only
a few months, but has resumed publication under Mubarak. While the NPUP itself
appeals to a small elite of Nasserite intellectuals and some professional people,
Al-Ahali enjoys a somewhat wider leadership.

4

OSAMA EL-BAZ

A staff aide to Mubarak when he assumed the presidency and director general
in the Foreign Ministry, Osama el-Baz is a Western-educated expert on foreign
affairs: He became a speechwriter for Mubarak, offers general advice and, in ef-
fect, is head of the president's office. He is officially director of the Presi-
dent's Office for Foreign Affairs, with a ministerial portfolio. He is gaining
influence over Egyptian foreign policy and is likely to be a major figure in the
government. He is supportive of international business and relations with the
United States, although he is likely to pursue a hard line on the Middle East peace
process.

Although he is the main architect of Egypt's foreign policy at the moment,
observers doubt that he will formally be made foreign minister because of a reputa-
tion for abrasiveness in negotiations and a disdain for p- otocol. Israeli negotia-
tors At Camp David found him the most unyielding negotiator present and believe
his ascendancy will stiffen Egypt's stance on dealing with Israel.

RADICAL ARAB STATES..

- =,.Thetamp David agreements led to tension and conflict between President Anwar
Sadat and the more radical states of Syria, Iraq, Libya, and South Yemen,as well as
the PLO. Rations with Libya were particularly, strained because Sadat suspected
Muammar Qaddafi of meddling in the politics of'Sudan as part of a plan to dominate
the entire area.
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In the short period that President Mubarak has been in office, he has spoken
of Egypt's support of the Arab nations' international political goals, and the
official press has not attacked the radical Arab states. Even under Sadat, Egypt

was selling arms to Iraq and supporting that country in its battle with the
4. Ayatollah Khomeini's Iran. The Iraqis invited' Egypt to the nonaligned nations

conference,scheduled but not held in Baghdad in November 1982, and the PLO has
expressed an interest in improving ties with Egypt. There has even been talk that

Yassjr Arafat will eventually make Cairo his headquarters.

Mubarak seems genuinely concerned with improving relations between Egypt and
the rest of the Arab world, and he is less likely than his predvessor to take

`steps that will antagonize those states. He will be cautious in developing ties

with Israel. In any event, the radical states have little political advantage over

Egypt. Syria is torn by internal strife; Iraq is in the midst of its war with
Iran; and the PLO is internally divided. Reconciliation with Egypt will come about

slowly, beginning with trade and restoration of diplomatic relations. The un-

.41 willingness to seat Egypt at the Fez Summit in September 1982 was a setback to the
steps for reconciliation.

Iraq, which in many respects no longer belongs to the radical Arab camp at
all, seems likely to strengthen its ties with Egypt. Iraqi leaders have expressed

a willingness to renew relations; Osama el-Baz visited Baghdad in February 1983;

and even a possible visit to Cairo by Saddam Hussein has been discussed. Iraq

may lead the way in restoring official diplomatic relations well ahead of such
conservative states as Morocco and Saudi Arabia, which retain only unofficial ties.

SAUDI ARABIA

Despite a continuing lack of formal diplomatic relations, Saudi Arabia is
once again becoming a key partner in Egyptian policy making and in support of the

Egyptian economy. The personal feud between Sadat and the Saudi princes never
,fiinvolved Mubarak, who in fact regularly .conducted quiet meetings with the Saudis

in Muscat and Khartoum even during the Sadat era. Any remaining personal animosity

was dispelled when Mubarak attended King Khalid's funeral, despite a lack of for-

mal relations.

The number of Saudi diplomats in Egypt is now almost as large as when the two
countries had formal relations. Cairo is again attracting large numbers of Saudi

tourists and busitessmen. Egyptian newspapers are available again in Saudi

Arabia, where the are widely read.

Formal reestablishment of relations is blocked only by Saudi caution and their
unwillingness to be first, since the break was called for by joint Arab League
action. If no joint Arab meeting agrees to lift the ban, the Saudis will at least
wait,iintil some other states take the lead. But both Saudi investment in Egyptian

projects and the movement of Saudi funds to Egypt are increasing; in everything

except formal diplomatic protocol, relatio s are nearly the same as in 1977.

One reason is the Saudi recognition that Egypt is the keystone to its own
regional defense. The Egyptian base at Ras Banas, planned as a forward base for
the Rapid Deployment Force, is directly across from the Saudi port of Yanbu, now
the Red Sea outlet for new oil and gas pipelines. Ras Banas is intended to provide
air cover for northwestern Saudi Arabia, and rebuilding Egypt's military forces is
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a prime Saudi priority.

Saudi Arabia appears prepared, as it was before 1977 as well, to underwrite
an Arab arms industry in Egypt. Saudi funds may already be involved in Egypt's
local production of the French Alpha Jet; they certainly are a part of plans to
build the Mirage 2000'.andiperhaps the US,F-20 (formerly F-55) in Egypt. The OPEC
price fall may cause some retrenchment, especially in Saudi plans to buy new naval
vessels for Egypt.

IBRAHIM SHUKRY

: to .,,.....

1
Shukry is the senior stateSM n.

lyhd
.head of the opposition Socialist Labor

Party. The party is small, with 10.7 seats in Parliament, but it is well organi-
zed and, with a sophisticated idedto0, it,offers an alternative form of govern-
ment. The Socialist Labor Party hdS'a wide network of followers and. sympathizers
as indicated by the fact that its newspaper Sha'ab had a circulation of 100,000
when Sadat banned it in 1981. (It has since resumed publishing.)

Shukry's importance and potential influence is recognized; Mubarak has con-
sulted with him frequently since taking over as president in October 1981. While
opposed to normalizing relations with Isrdel, the SLP is generally supportive of
the regime. It continues to criticize any restrictions on political freedom and
to advocate the return of Egypt to the Arab fold. Under Mubarak, it has resumed
publication with renewed vigor. The SLP was formed with Sadat'.s encouragement
as a safe, alternative to the leftist NPUP; it soon began taking its role as op-
position party seriously.

SOVIET UNION

The principal ally of Egypt during the Nasser years, the. USSR's relations
with Egypt deteriorated under President Anwar Sadat, who expelled 17,000 Soviet
technicians and military advisers in 1972. In the period following the October
1973 war, Sadat linked his diplomatic and economic policies to improved relations
with the United State's' and had virtually no contacts with the Soviet Union4-. The
final break came in September 1981 when the Soviet ambassador,'six other diplomats,
and the remaining 1,000 Russian technicians were sent home after the Egyptian
president accused the-bdiplomats of spying and attempting to subvert his regime.

President Mubarak has openly stated his intention to restore relations with
the USSR. At Egy s request, technicians have been sent to help run the Aswan
Dam and a Soviet- ilt steel mill at Helwan. A trade agreement, is expected to be
.completed soon; ,,d lomatic relations will likewise resume,. probably before summer
1983. Ties with her East-bloc countries, including trade, are also improving.

The Egyptians do not intend to break their ties'with the West in favor of-
close. and exclusive-ties to the Boviet Union. Mubarak has, said that the USSR has
no role to play in the Camp David negotiations. Furthermore,,he is unlikely to
place American economic aid in jeopardy by aligning himself ti closely with Mos-
cow. Even where relations were at their best, the Soviet Unianl:mas most forthcoming
with arms and techniCians, not financial aid. The most important role'the Soviet
Union plays is as a potential supporter - -a role the Egyptian government can use to
convince the Am6tican government that its support should be continued.
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UNITED STATES

As Egypt's largest supplier of foreign aid--over $1 billion a year since

1975--the United States has become, important to the Egyptian gpvern t. Presi-

dent Sadat looked to the United States exclusively as the political., dieconomic

ally of Egypt and expected American aid to improve the Egyptian ecorip .0' He also

thought that American investment would lead to a revitalization,of tfi gyptian

private sector.

However, economic ties with the United States have produced only modest gains.

Most of the aid has been tied to specific projects, a practThe that the Egyptians
resent. United States investment, which reached $1.03 billion at theend of 1980,
has been smaller than anticipated and has been confined largely to banking, petro-
leum, and tourism. Trade has grown, but mostly in United States'exportm, which
totalled $2.8 billion in 1982 and were made up largely,of agricultural 15boducts.
American imports from Egypt were $458 million in 1982.

The Agency for International Development asked for $750 million for Egypt
under its Economic Support Fund for 1983, about the same level, as the previous
year, out of a total of $4.7 billion requested for programs worldWide, not inc

ing the Caribbean Basin Initiative. More than half of this assfstanee'goes to

the Middle East, primarily Egypt and Israel: the Food for Peace Progi'm has also

been important. In 1982 the United States provided,over $300 mTion,101r various
programs. From 1952 through 1982 the United States provtded,about $2.5 billion.

Total economic aid for a983 ieset'at about $20.3 billion, almost as much as is

planned for Israel.
0

e
In setting economic policy, Egyptian leaders are constrained to consider the

reaction of both the United States goverment and the private sector. Extensive

restrictions on private business would be contipry to the goals of maintaining high
levels of American publfc assistance and expanding trade and private investment.

* *
In late 1982, a series of articles began appealing in the usually conservative

weekly Al-Ahram al-Igtisadi, a business magazine. These articles attacked the size

of the American presence inEgyilt, par'ticularly AID and various research founda-

tions, including thesSocial Research Pnstiltute at the American University. The

theme was picked up by other publications and, although the Egyptian government
officially says the press is free to make such criticisms, the appearance in the

conservative press of attacks on "Egypt's shadow OVernment" (as the articles

characterized the United States) suggest that the government is concerned about

the excessive visibility of American researchers.

A certain aloofness has also become visible in the military relationship.
Defense Minister Abu Ghazala publicly announced that joint American-Egyptian ma-
neuvers had been "postponed" until the summer of 1983, even though, in fact, they

had never been planned for any earlier time. Contradictory statements by the
American and Egyptian governments in February 1982 about the presence of American

AWACS in response to a Libyan threat to Sudan were another example of the faCt

that the two countries can easily find themselves, at cross-purposes.
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President Mubarak has a good chance of remaining in power despite Major
sources of discontent. The most likely threat,to his continued rule, or, to the
rule of one of the top military leaders who is now part of his regime, is a

nationalist military coup supported by Islamic fundamentalists 'and possible. left-
.

41mg nationalist elements who identify with Nasser's political views. A military
takeover by Islamic fundamentalists is less likely but possible, particularly
if a nationalist coup.occurs first.

Most Likely Regime--Mubarak or Senior Military Officer (65% Likalih,L ---
fN,

The chances are good, but not so good As a year ago, that PresidIMA7 arak
will continue in power over the next eighteen months. His cautious apt), to
the political opposition and to economic policy has muted opposition to
and his use of harsh measures to jail extremists and change personnel
army has served to buttress his regime. He has, however, had little s(6-

ut.,
improving economic conditions, and he is caught in a foreign policy poti'''''"
which forces him to antagonize PLO supportert in the country.

As a result, deep-seated and dangerous 'Oposition to his regime'eontitpesik-
Outbursts of urban social unrest, fueled by poor economic conditipns,will be'
avoided only by continued price subsidies for, essentials and, .,y curtailing Some
of the excesses of Sadat's open-door policies. A round-up of Islamic fundameM7"
talists in late 1982 and an extension of the state of nation41, emergency for
another 12 months indicate how tight the situation reilly is

Perhaps Mubarak's biggest problems are thaChe has no p Ular a6eal, pa 11
mOport fro

ansIratitti
c,

unwilling to take bold action. Sadat did Nasser each comma_ &
both the elite and the masses by such bold actions. Mubarak.*
a cautious, even hesitant, style that may lose him sub f

As long as the military sticks'together and
Mubarak is likely to zontinue in power. Only
results in a breakdown in the Military's disciplilt
displace Mubarak. Although there is some chance't
him to step down, that is.a case in which the chan
result in a significant change in policies.

port,for Ole regime,
publl 'upheaval, that,

s4W0a welf4Slanned coup,coul.d
senior officersitthy force'
in leadership' wo .*t

Second Most Likely Regime--Nationalist Military Coup (25% Likefihood)

Ifa coup were to occur by other than the most senior military officerS,
junior officers who advocate more nationalistic policies than Mubarak's,woud be
the most likelysource. These officers would be drawn from moderate-fundamen- acs

talists or from Nasserite elements still within the armed forces. Both'vlewpoints. ifir

might be represented, and the new regime would try to establish initial support
from both Islamic fundamentalists and left-wing politicians.

Conditions that would contribute to the possibility of such a takeover
include continued inflation and unemployment, the perceived threat of Islamic
extremists, the fear of'a breakdown in public order, continued dependence upon the
United States, the inability to improve relations with radical Arab states, a
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failure of the intelligence and'securitY forces to maintain control, and tip
inability to reduce corruption. The chances of such a takeover are relatilely
small because of Mubarak'S conscious, efforts to work With both the fundamentalists,

. and the left, and his continued vigilance through the inteNivence.and security
apparatus. Ultimately, bowever,his pragmatic approach and lowi<eyed. style
could cost him the support he has ;so far received' $

,

. i--
.

If a patiOnalistmilitary.coUv wereto occur:,-consic*able 'change in
4ypt's fOreign policy could be expected. There would be a decide moye away

'fromthe close relations with the-United, States and toward an And*pendent forOgn. ..

policy. Relations with the radical Arab states would be ftroyed ednsiderably,k.,
'an&relations. with Israel would.decline. Cooperation with the SOvi'et'Union "

would'inCrease, but would still be limited. .. "'

_ 4--
.

This regime would be unstable from the beginning and,Wd be a'preld.
.an Islamic fundamentalist regime. Alternatively, a counter -coup dnginefred

senior officers could.occur. A nationalist military regime.wouldte.faced,wit
the.need..to attract economic support without alienating radical' forces; tbe same
dilemmaxthat Mubarak, now faces. it ,,',

.

: .
Third .Mast Likely Regime--Fundamentalist Military. Coup (10% Li.ke.libobd)

.

1 .1,
,, fr t

';' An Islamic fundamentalist, regime could also emerge out of a mi itar$ t eover.

Junior officers, emboldened by their commitment to a fundamentallst viempoint, ,
4,..!

could' overthrow the regime or could stage a coup following action by Pes
-t

'$':

#
.4

ideologically committed military officers. All of the things 7t,hat con buteAr i

,. the Possibility of a nationalist coup,also contribute to the possibili of ah-' *0

','

,
Islamic fundamentalist takeover. The lack of organization for the Iciftd o#'16ss

`movement that was orchestrated in Iran makes 4t less likely, however, that ai't
,:fundamentalist takeover would occur, unless the coup organizers thellist;lv8 ar

able to implement fundamentalist poliqies once they get into 'per., While t

w!hard coreof the Islamic fundamentalists is not large, their sympathizer , 'erm

,the society. These sympathizers are particularly significant among the e Ucate

lower middle classes, because they are often the most intelligent and active for-
. 0,fa
4

,Alier villagers who are new .arrivals in Cairo and other urban centers.

OV
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Summary

11'r

Economic and social conditions that have given rise to political turmo in
the past continue today. While the current regime is likely to keep turmoil to a
minimum, isolated demonstrations and terrorist attacks are likely,to occur. A
nationalist or an Islamic fundamentalist takeover could spark massive turmoil and
even civil war.

18-Month Forecast of Turmoil Under the Three Most Likely Regimes

CURRENT LEVELS: MODERATE. `Political turmoil i

4.3

s a common part of recent
Egyptian history, first against the British, then against the monarchy, and later
agairist the regimes of Gamal Abdel Nasser and Anwar Sadat. The basic economic and
social conditions that produced much of the previous turmoil have hardly changed
at all.

Since the overthrow of King Farouk in 1952, Egyptians have- often taken to
the streets to express their feelings about political developments. In 1977
Egypt was faced with rioting in response to a government decision to reduce sub-
sidies and increase prices on foods and staples.

Although the riots caused some loss of life and numerous injuries, the
effects on business were slight and confined primarily to local shops and busi-
nesses in the area of rioting. Foreign business was not the target of the demon-
strators and did not suffer losses. Indeed, the last time foreign businesses
were a target for outbursts was January 1952, six months before the toppling of
the monarchy.

Limited demonst ations followedthe assassinations of President Sadat. In-
creasingly, the poli cal turbulence is direCted by Islamic fundamentalist forces.
Intern'al reaction to the Israeli invasion of Lebanon and to the perceived Israeli
and American responsibility for the September 16-18, 19.82 massacre of Palestinian
refugees by Lebanese Christian militia in west Beirut was contained by Egyptian
security forces.

MUBARAK OR SENIOR MILITARY OFFICER: SLIGHTLY MORE. Mubaraklwill to re steps

to make sure that the business climate is not disrupted by political turmoil,i
domestic or international. The president is well aware thatipolitical ust
would be most unfavorable to the continued clim'te for foreign investmenlk. The
very purpose of a more open policy was to encourage investment', and while it
has not always met expectations, nothing will be done. to discourage the Ikrocess.

Despite Mubdrakis resolve and, the immense military capability at his
disposal, demonstrations as well as terrorist attacks continue to be a threat.

arak, like his predecessor,' is constrained in the implementation of economic
,!tpolicies that would directly affect the public's standard of living. Fearing a

a repeat of the 1977 violence, he is not likely to reduce subsidies substantially.
It is likely that Mubarak will continue to maintain control; however, throughout
.04 next 18 months, isolated incidents will occur as the middle and lower classes
becbme impatient with the lack of improvement in the Egyptian economy that
Mubarak, and peace with Israel, were supposed to defer.

NATIONALIST MILITARY COUP: MORE. Events surrounding a nationalist
0 takeover, along with the possibility of attack from MubVak supporters as well as
Islamic fundamentalists, make it likely that substantial .',increases.in turmoil
would occur. Even if control were quicily establisped, the new government would
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have to placate Islamic fundamentalist forces or face violent mass opposition.
By placating the fundamentalists, the regime would also have to deal with the
possibility pf destabilizing actions from the United States, Saudi Arabia,
international financial sources, the Israelis, and other Arab states. Even if no
direct intervention took place, actions by external-actors could stimulate mass
and elite opposition throughout the country.

FUNDAMENTALIST MILITARY COUP: MUCH MORE. Much of the economic dissatis
faction is found- in the ranks of the urban lower-middle class, not among the
desperately poor in the urban and rural areas. After going to secondary schoOls
and the universities, these lower - middle -class people, if they.are lucky, find
only poor paying government jobs, which do not enable them to aCquire,even the.
basics of modern living. Their concern is only materialistic; it is also based

on a loss of traditional values. With 10 to 12 million people crowded in the
Cairo area,' any widespread demonstration can bring commercial activity to a halt.
This wasAemonstrated ,bY the January 1977 food price riots,which constituted the

most serious threat to President Sadat prior to his assassination, and in fact

posed.a far greater challenge to the system itself.
-While Odds areiot high that an Islamic fundamentalist takeover will occur,

if,one did take place, it would be accompanied by massive turmoil. The supporters

of, the existing regime would resist, dividing the army and giving rise to the

possibility of fighting among different military factions. This could serve as

an excuse for outside intervention by the United States and Libya. The Islamic

right itself is factionaliie4 with some major portions now favorable to Mubarak;

therefore, violence among,t6enew ruling elite would also be possible. The new

leaders would have to build alegitimacy which would probably include the identi-

fication of foreign scapegoats, presumably the United States and the West.
Demonstrations against Western governments and multinational corporations would

be likely.
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Summary

In order to attract foreign investment, the present government is likely to
moderate any political inclinations it might have to increase-restrictions.
However, either a nationalist or an Islamic fundamentalist regime is likely to
increase restrictions substantially..

Political Support and Opposition

While the majority of influential political actors support the liberal
treatment of international business, a portion of the political spectrum does
not do so and, if they ever attained power, would tighten up restrictions con-
siderably.

President Mubarak and his advisers have a favorable attitude toward foreign
investment, which they see as an important force in helping Egyptian economic
growth. The government does feel, however, that these policies have not done
enough to serve the interests of most Egyptians. President SadWs policies
created a small class of traders and local entrepreneurs who grew wealthy,
while the average Egyptian gained little.

'Mubarak and his new Cabinet have announced a program to both attract invest-
ment,in areas with the -highest potential for creating employMent, and produce
those goods deemed essential for the Egyptian market and goods that are export-
oriented. The government has also emphasized the need to reduce bureaucratic
red tape which has caused prolonged delays in the approval and implementation of
new projects. In the past, companies have waited years for approval of projects,
because the action of.several agencies is required.

Wazih Shindi, minister of investment and international affairs, and Mustafa
Kamal al-Said, minister of economy and foreign trade, have indicated that invest-
ment policy will be given a new direction and more efficient management. They
have said that, except°for projects to produce luxury consumer goods, approval
will be much more rapid. They have also announced centralized decision-making
in the General Administration for Investment and Free Zones (GAFI). Whether
these changes will actually be implemented remains to be seen. The need for such
changes makes it clear that the bureaucracy itself is not as open to foreign
investment as the government leaders wish it to be.

Some of the opposition to the open-door policies, which exists despite
Mubarak's modifications, is fostered by corrupt practices and the fact that
little of the foreign investment has improved the standard of living of most
Egyptians. Some opposition is based on ideological commitments that are likely
to remain intense. On cultural grounds, Islamic fundamentalism opposes foreign
investment as well as trade, while the left-wing opposition objects to the capit-
alist content of-the policies necessary to attract foreign investment. These
doctrinaire viewpoints do not novolpredominate, but a change in regime could give
some of them significant power.
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18-Month Forecast of Restrictions Under the Three Most Likely ipimes,

EQUITY

CURRENT LEVELS: MODERATE. Joint ownership with constitutional guarantees
against expropriation is encouraged. Article 4 of Law No. 43 embodies the
general principle that approved projects must include at least some participation
of public or private Egyptian capital. Exceptipns would,be for local .currency
banks (51% minimum local participation), cOnstrbttion7tontracting (50%), and
consulting firMs (49%), where no minimum partiCipation it specified. Thus,'

investments must generally take the form of joint venture, with certain excep-
tions. Noutng projects may be undertaken only by Arab capital-; no other capital,
even with Egyptian participation, is allowed. Foreign capital does not. need
local participation to operate investment banks and merchant banks whose activi-
ties are confined to transactions in freely convertible currencies, provided

. such banks take the form of branches of firms whose principal offices are located
outside Egypt.

SAce 1974 Egypt's investment program has been designed to encourage parti-
,

ciPation of private Egyptian and foreign capital through offering lengthy tax
holidays, prompt repatriation of profits and capital, exemption or deferment
Ofcpstoms duties, and other privileges. Although several millions of dollars
of foreign private non-oil capital has been attracted, the bulk has been directed
toward the banking and financial sector and to, highly profitable consumer-products.
In addition, the implementation of approved projects has often been delayed by

extensive bureaucratic bottlenecks. About three-quarters of industrial output
.

originates qn the public sector.

MUBARAK OR SENIOR MILITARY OFFICER: SAME. The open-door policy of Sadat

will be somewhat modified to assure socially desirable resul ; but in no way

will the. general commitment to foreign investment be discouraged. While the
,regime will scrutinize foreign investments more closely to insure benefits for
Egypt, the streamlining of the bureaucraCy should facilitateequity investments.
The net effect will probably result; in about the same leve of restricions on
international business at now exists.

NATIONALIST MILITARY COUP: MORE.. This govlnment would increase'restric-
,tions on equity ownership but avoid expropriatio4 so as n to.lose :the confi-
dence of investors. .

,,t.'
1 !.. , ' .1

' FUNDAMENTALIST MILITARY COUPi, MORE.; This regime would seek to remove'
tfpreign control, but it,would,also attempt ,to protect its international financial

Position. More restrictions would'b&;eiNpe:cted,, bqtiactions would be less extreme

an in the case of Iran. -r ''' (i, , l' -,4

,it

,, , 4.,

'

.,,-,,\

LOCAL OPERATIONS .

r

CURRENT LEVELS: MODERATE. btipization.of indigenoys manaqemeilt skills is
encouraged. Foreigners,'however, are often retained on a consulting basis.

Local content eqUirements are frequently made for tiew investments. A

recent agreement with Daimler-Bertz required a local content 60% within five'

years'. Also, a limit was placed'on'the numberof trucks th' tould be sold

,
.'

J,4inside Egypt.,
.

'!. .

Difficulties are often eirountered in obtainiw ng permits T imports. When

goods,arrive,customs clearance may be refused on grounds that` ally produced
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substitutes,are available.

MUBARAK OR:SENIOR MILITARY OFFICER: SLIGHTLY MORE. Emphasis. on the use
of indigenous management.will'continue to.be encouraged. Local.content require-
ments will also increase.

NATIONALIST MILITARY COUP: MORE. The nationalist orientation of this
oregiMe would lead toodditionalpressures againSt hiring expatriates and using
materials that-could'be obtained from within Egypt.

FUNDAMENTALIST MILITARY COUP: MUCH MORE. _Foreigners, particularly Ameri
cans, would have greatjtfficulty remaining in managerial positions. Increased
self-sufficiency would-also be pursued by more stringent local content require-
ments. ©,

TAXATION DISCRIMINATION

CURRENT LEVELS: LOW. Foreign Investment Law 43 exempts profits on foreign'
enterprise from taxes for periods of five to fifteen years from the time
production begins.

AUBARAK OR SENIOR MILITARY OFFICER: SLIGHTLY MORE:,,. Those enterprises
involved in production of goods deemed,nonessential to the Egyptian ,economy
or not serving to raise the level ofeMployment in,the country will not receive
tax benefits at current levels.

:NATIONALIST MILITARY COUP: MORE. Current exemptions would be reduced or
eliminated by a regime seeking to build support among nationalists; leftists, and
Islamic fundamentalists.

FUNDAMENTALIST MILITARY COUP: MUCH MORE. If foreign enterprises remained,
they would be subject to extremely high levels of taxation. If oil production
remained in Western hands, taxation would be far higher than present levels.

.REPATRIATION,
4

CURRENT LEK-LS: LOW. Profits may be fully repatriated with rio limitations
five years after the initial investment. The government, has been.unable to.
Supply-sufficient hard,currency at the official rate of exchange; leading
companies to exchange on the black market and take a. lbss of at least 30% in the
process. .

MUBARAK OR ;SENIOR MILITARY OFFICER: 'SAME. The rules in repatriation will
be altered so as.to encourage enterprises likely to employ large numbers of
Egyptians and to discourage projects that are not labor - intensive and likely to
generate short-term profitS for the investors. An effort will be made to eliMin-
ate,foreign exchange difficulties due to lack of hard currency:

,NATIONALIST MILITARY COUP: MORE. An accelerated decline in the foreign
currency position,plus an ideological predisposition against foreign investors,
would lead to Some decreases in repatriation restrictions.,

A
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FUNDAMENTALIST MILITARY COUP: MORE. 'Foreign enterptises wou141 find strict
1 imi ts on the repatri ati on" of profi ts In the immedi ate afterMattio-f--thilk Is 1 ami c

takeover the assets in Egypt would -probably be frozen.

EXCHANGE CONTROLS

CURRENT LEVELS: RIGN, Exchange Controls. are complex and multftiereth ,As

an encouragement to foreign investment capital, foreign currency may be exchanged
at the officlalincentiverate. In addition, each : sector of the economy is
given a quota of foreign; exchange for all private trade conducted with,public -

entities. BusineSseS thatdo not. trade.thrbugh' officfal channels must ofte'n Use
less- attractive exqhme.rates.

:MUBARAK ORIS OOLLTARY OFFICER: SLIGHTLY MORE. Present policiev'will
.continue, subject. o same modifications. The direction of the-economy has been'
reassessed and meapres are being taken to ease many economic. problems. Despite
a decrease in thegfthith- rate of foreign exchange earnings, economic expansion
is expected -0 reiriiin.fairly high. However, continued economic decline could
lead to additionaleestrictions.

NATIONALIST M4ITARY 'COUP: MORE. ihe!run on the Egyptian currency that
would follow

.

.a cPulowould requjre increased restrictions OR exchange.
Q

FpNDAMENTALIST 'COUP: MORE. -Present policies would probably be
significantly altered were Islamtc FuhdamentaltSts to take control, if only to
counteract the captr.flght that would inevitably follow.

y.
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DECISION STRUCTURE

RESTRICTIONS ON INTERNATIONAL BUSINESS

Country
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April 1, 1983

High

Medium
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Low
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0 Mediumaa0

High

F

*NATIONAL PROGRESSIVE UNIONIST PARTY (NPUP)

*ISLAMIC FUNDAMENTALISTS

*EGYPTIAN NATIONAL FRONT (ENF)

*MOHIEDDIN (PRIME MINISTER)
*SHUKRY

*PRESIDENT MUBARAK
*ECONOMIC MINISTRIES

*SAUDI ARABIA

*ABU GHAZALA *OSAMA EL-BAZ
*UNITED STATES
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TRADE POLICIES

Summary

Since Egypt seeks to protect its foreign exchange, restrictions on trade

are ilk yto increase. The increase would be much greater ff Mubarak' were to be

replaced y a Nationalist or Islamic fundamentalist regime.

Political Support and Opposition

The Mubarak regime, is disturbed aver Egypt' Iigh import bill. n fiscal

1980 and 1981 the government spent $4 billion on food imports and another

$2.1 billion on other iMported.goods: Private traders brought in another

$1.2 billion in imports. In an effort to counter thls trend, the government,i s..

likely to put strict limits on imports of nonessentialloods through either'

quotas or high taxes. The-economic policy-making team is virtually unanimous

in recognizing the necessity of- such steps. Opposition groups, on both the right.

and the leftwould support this policy,'since both' were unhappy with the consumer-

ism of the Sadat era. In addition, export promotion through'public:and private

investment in Industr es geared toward exporC is probable.

18-Month Forecast of Trade Policy Under the Three Most Likely Regimes

TARIFFS

CURRENT LEVELS: MODERATE. Tariffs on foOd, raw materials, and capital

goods are generally lower than rates on luxury consumer goods. Consistent with

the policy of curbing consumption of luxury goods, purchase taxes-and customs

duties are expected to yield an additional 39% and 34%, respectively, in revenue.

Some of the key items affected include beer, cigarettes, gasoline, 'cosmetics,

furs, and electrical and household goods.

MUBARAK OR SENIOR MILITARY OFFICER: SLIGHTLY MORE. Higher tariffs on ,

categories' of imports deemed luxury goods are a virtual certainty: In line

with efforts to boost-Egyptian manufacturing,measures will be taken to cut

imports of products that compete withlocal manufactureY's.

.

NATIONALIST MILITARY COUP: MORE. In an effort to increase revenues and

discourage trade-with the West, high tariffs on the import of-goods produced in

those countries would be imposed with allowances for capital goods and foOd

imports. Tariffs on trade with the Soviet bloc would be negligible.

FUNDAMENTALIST MILITARY COUP: MUCH MORE. Aigh-tariffs on prodbcts imported

from the West would be imposed, with food trade possibly excepted. Some incen-

tives for trade'with the Islamic and - lesser developed states might/be part of the

regime's policy:

NON-TARIFFBARIERS

CURRENT A_EVELS:- MODERATE. Hard currency deposits of 25% equed on

imports of foodstuffs and raw materials, and a 40% hard currency posit is "
necessary for imports of intermediate goods. A 100% prior deposit in hard

currency is mandatory for purchases of luxury goods from abroad. Import permits

to open letters of credit are required.
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MUBARAK OR SENIOR MILITARY ,OFFICER: MORE. An expansion of the syste'm of
"import deposits, will be implemented; imports-of consumer products and products
that the government feels can be produced locally will be curtailed.

NATIONALIST. MILITARY COUP: MORE. Imports of consumer good from the West ./
would be subAct to tight quotas; policies designed to open more trade with the
Soviet bloc would be implemented.

FUNDAMENTALIST MILITARY COUP: /MUCH MORE. A variety of quotas and other
measures would be designed to limit importsipof nonessential goods.

PAYMENT. DIFFICULTIES

CURRENT LEVELS: MODERATE. Despite Egypt's economic problems, exporters
report that payment delays are often less than 60 days. Conditions were expected
to Pe worse over the past six months, but so far no significant deterioration
has been encountered.

PUBARAK OR SENIOR MILITARY OFFICER: SLIGHTLY MORE. As economic conditions
continue-to decline and the reduction in oil prices contributeVoverall to a
decline in foreign exchange, delays and risks are likely to increase modestly.

NATIONALIST MILITARY COUP: MORE. The capital flight kid bureaucratic
confusion that would accompany the-ascendance of this regime are likely to create
more delays and increase the risk of nonpaYAent. .

FUNDAMENTALIST MILITARY COUP: MUCH'MORE. The takeover by fundamentalists
and consequent administrative disruptions would increase delays; business would
suffer because of uncertainty about the regime's. economic policies.
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Summary

ECONOMIC POLICIES

President Mubarak is committed to reducing the budget deficit and stimulating
the economy. However, he will proceed cautiously in implementing the necessary
policies, especially those relating to food subsidies. A Nationalist regime
would initially pursue more inflationary policies, while an Islamic *fundamentalist
government would direct the economy away from its interdependence withrthe West.

18-Month Forecast of Fiscal and Monetary Expansion Under the Three Most Likely
Regimes

CURRENT LEVELS: MODERATE. The Egyptian economy has grown rapidly over the
. past five years as a result of four key external factors: petroleum exports,
workers' remittances, tourism, and Suez Canal income. Massive foreign economic
assistance has also helped to fuel substantial economic growth. However, in
1982, growth was slowed as,foreign exchange earnings dropped, because of reduced
workers' remittances and tourism. At the same time, inflatt911 is estimated to
have increased substantially.

The economic problems facing Egypt are related to its inability to check
population growth, to increase agricultural production, and to ,develop industries
that can compete in world markets. Jpolitical problems lie at the root of the
economic difficulties. Food was subsidized by .52.4 billion in 1981, up from
$1.3 billion ten years earlier. Public employees' salaries are over $2 billion.
The budgetaUficit amounted to. more than $5 billion in 1982, despite the attempt
of the government to 'control spending.

The aovernment has done some cutting, but has not touched subsidies or the
government payroll. It has increased domestic interest rates, raised some
utility rates, increased prices for premium gasoline, limited wage increases,
and imposed taxes on certain luxury goods. Mubarak and his economic ministers
have frequently stated that'they, recognize the problems and intend to do some-
thing about them. However, the memories of the 1977 food riots have kept the
,government from cutting the 'food subsidies so far.

REAL GDP GROWTH

PERCENT

1976 :'19.,77 1978 1979 1980 1981 1982*

*Estimate

Source: .IMF, International Financial Statistics.

.
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PERCENT

216

20

14

8

INFLATION
4

1976 1977. 1978 1979 1980 1981 1982*

*Estimate

Source: IMF, International Financial Statistics.

.MUBARAK OR SENIOR MILITARY,OFFICER: SLIGHTLY LESS. The next eighteen

months will be crucial for the regime, because continued weykening of the currency

and the mounting budget deficit will require significant restrictions if'Mubarak

is to satisfy the international financial coMmunity. However, given-the limited

latitudeethat his government has and"the fear of precipitating riots, only modest

restraints will be attempted.

NATIONALIST MILITARY COUP: MORE. This regime would be faced with the need

to build support, particularly by improving the conditions of the lower classes.

It is therefore likely to spend more than the current regime. It could also be

faced with large increases in the cost of the armed, services to maintain public

order.

FUNDAMENTALIST MILITARY COUP: SAME. This regime might implement cuts in

the size of the bureaucracy and development- projects, but it would probably also

increase subsidies for food and allow wages'for the working class to rise some-

what. The overall effect wed be little change from the current policies:

18-Month Forecast of Labor Cost Expansion Under the Three MoSt Likely Regimes

- CURRENT LEVELS: MODERATE. A rapidly growing youthful population has led to

high levels of unemployment and underemployment. The government guarantees jobs

in the public sector to all college graduates, and this has contributed to a

bloated bureaucracy. The labor force is growing at an annual rate,of 1.49%.

The lack of opportunity has resulted in over 2 million Egyptians working

abroad, about 3% of the total work force. One benefit from this has been to

relieve some of the pressure on the labor market for unskilled labor, since many

of the Egyptiansmorking overseas are unskilled agricultural and construction

workers. Another benefit has been the considerable workers' remittances that are

generated, helping Egypt's hard currency shortfall. However, significant numbers

of skilled workers, including, teachers, doctors, nurses, and other professionals,

have emigrated to secure higher wages, and this has left Egypt with a shortage of

skilled labor. In additiona,, the large number of overseas workers has allowed the
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government, to, avoid the hard decisions necessary to create more productive jobs
at home. As oil prices soften, as building plans in other Arab states are cut
back, and as more Asians are hired in the Gulf states, Egypt's predominant role
in supplying more than 30% of all foreign workers in the Middle East 'will start
to decline. .

Labor unions, a powgrful political force under NaSSer, have been relatively
unimportant in recent years. Inflationary pressures have created demands. for
higher wages and the government responded with large increases in the late 1970s
by raising the minimum wage. However, Oyer, the past three-years, wages have not
kept up with inflation.

140

120

100

80

60'

40

20

*0

-20

CHANGE IN.REAL WAGES

1977 1978 1979 1980 1981*

*Estimated

Source: Egyptian Embassy, Washington, D.C.

MUBARAK OR SENIOR MILITARY OFFICER: SLIGHTLY LESS. So far the present

government has demonstrated opposition to wage increases. Unless'there is a

,major threat of middle-clasS opposition,'' t can be expected to limit wage in=
creases to slightly below the rate of 'inflation.

NATIONALIST MILITARY COUP: SLIGHTLY MORE. A nationalist military govern-
ment,,might find it necessary to increase wages in order to build political
support. HoWeYer, it would be restrained by the economic realities and introduce
only'token increases.

FUNDAMENTALIST MILITARY COUP: MORE. An Islamic regime would. probably

legislate higher wage levels and mandatory workers' benefits. Some attempt

would be` made-to establish cooperative ownership, and management of industrial
enterprises, with workers setting policy.
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18-Month Forecast of International Borrowing Under the`Three Most Likely Regimes

CURRENT LEVELS: HIGH. The current accounts deficit increased substantially
in 1981 and eased only slightly in 1982. While exports have increased by about
13% over the last few years, imports have grown at annual 'rates closer to 25%.
The growth has been due to increased imports of food, raw materials, capital
goods, and, until the present government came to power, luxury goods.

The government took steps to reduce the luxury goods imports and gene,rally

has tightened up import restrictions. However,-the continued need for fopd,
raw_ materials, and machinery to help improVe economic development will continue
to contribmp to a high import bill. In addition, the decline in oil revenues
and thedeb-ease of revenues from the Suez Canal as well as a leveling'off in the
flow of workers' remittances will also help to increase pressure on the currency.

The debt picture has worsened during 1982, but with an estimated debt
service ratio of 18.5% for 1982, it is not yet a serious problem. Egypt continues

to be able to borrow money on international markets. However, a steeper decline
in the current accounts, or a greater increase than is now anticipated in borrow-
ing for.international development purposes or to cover currency shortfalls, could
lead to a financial crisis in a relatively short period of time.

A major reason for the relative solidity of Egypt's international finances
is the volume and stability of foreign aid. Because of Egypt's strategic posi-
tion in Middle Eastern.politics, the government has been able to count on.enor-
mous financialitupport from the United States, Japan, and the EEC. Economic help

from Saudi Arabia has increased as Mubarak has sought to improve the ties that
Sadat had broken. If relations with the United States were strained and aid
reduced, some of the 1 aid might be taken up by conservative Arab states.

In February 1983, e World Bank and the United States ,indicated support
for the economic develop nt plans of the Mubarak government. Atotal.of
$3.5 billion will be allocated by the United States to economic aid for Egypt
between 1980 and 1985, with the bulk of it yet to be spent. In fact, one of the
major problems has been that the Egyptian bureauct'acy has been unable to carry
out plans to spend the money that is available.

Foreign investment from private sources has been sought much more actively
in 1982 than imprevious years. The climate for foreign-investment may improve
sufficiently to attract investors.

0

- 0.5

- 1.0

,$ US - 1.5
,BILLIO
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CURRENT ACCOUNT

1976 1977 1978 1979 1980 ,1981 1982*

*Estimate

Soufte: IMF, International Financial Statistics.
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MUBARAK OR SENIOR MILITARVITFICER: SLIGHTLY MORE. The government will
seek to increaseihe borrowing for economic development purposes and will try to
reduce the borrowing needed to cover operating expenses. The net effect will be
a slight increase in borrowing. A steeper or more prolonged economic decline than
anticipated could accelerate the level's of borrowing.

NATIONALIST MILITARY COUP: MORE. This regime would attempt to borrow
externally to finance its internal spending. Whether or not it will succeed in
raising external funds will depend upon its policies. If it attacks corruptipn
and appears to, be pragmatic, it may win external support, particularly from con-
servative Arab states. If not, it may be forced to turn to more radical Arab
states and ultimately the Soviet Union for external support.

FUNDAMENTALIST MILITARY COUP: LESS. This regime would break i links to.
Western nations and curtail its international borrowing. It may be ble to get
support from Iran, b'yt-in general its dependence on external financing would t
diminish out of necessity more than design.
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Mubarak has slightly better than a 50-80 chance of surviving the period.

If he were to be *replaced, it voilld be by .a coup from either a coalition of nat-

ionalists or Islamic fundamentalists within the armed forces. The key factors

will be whether economic conditions can be improved, Islamic fundamentalists can

be controlled, and military discipline maintained. Much will depend upon external

events, particularly the course of the world economy and the flare-up of violence

within and between Egypt's neighbors.

Assumptions Underlying the Forecast

It is first assumed that the world and Egypt's economy .will improve modestly

with no sharp decline or rise. This assumption is important because of external

revenues generated by oil sales and also the demand.for other Egyptian exports.

Second, it is assumed that no major war will break out in the Middle East, parti-

cularly involving Israel or Egypt 'tself. This assumption depends upon stability

in Egypt's neighbors, especially Su an and Libya. Third, it is assumed that

Mubarak and other senior military eaders will remain in good health throughout

the period. Fourth, it'is assumed that the army will continue to hold the key to

power throughout the period. --,.,
.,

Most Likely Regime'Scenario--Mubarak or Senior Military Officer (55% Likelihood)

Despite numerous opponents at home and, abroad,' Mubarak has slightly better

than a 50-50 chance af.survivingthe five-year period. So far, he has taken

significant steps to solve,Egypt's chronic economic problems and to insure loyal-

ty in the armed services, placating potential moderate dissidents on the right

and left. Mubarak has shown himself to be a master at balancing competitive

interests and building elite support.

Major questions do still remain. Can he actually mall changes in the Egypt-,.

ian economy? Bureaucratic inefficiency, a serious over-population problem which

generates an ever-increasing supply of unemployed rural young people moving to

the cities, and the fear of decreased subsidies or public spending may leave

Egypt no better off economically in five years than it now is. Massive economic

aid from the World Bank'and Western governments will not be enough: Without

making some progress, Mubarak could be faced with considerable opposition from

the middle and lower tlasses'if economic conditions do not improve. If he were

forced to repress this opposition through military and police action, a major

upheaval and army revolt could be the result.

It is also a\frroblem to control the Islamic fundamentalists. While the

organization of Moslems is tightly controlled and Mubarak has succeeded in gaining

support from moderate Islamic leaders, he may not be able to maintain that

control and support over time. The government's failure to control corruption

and ostentatious expenditures along with continued abject pbverty among the lower

classes could turn the Moslems into a mounting opposition force. This could lead

to support fora military overthrow or disruption in public order, inviting a

military coup.

Mubarak has another problem, trying to move away from the United States and
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Israel without losing the, economic aid resulting fromtSadat's policies,.. Mubarak
has'already undertaken steps to establish some distance, but he willA4e to 'do'
more in order to placate Egyptian an Arab nationalists. As major events such

\public

the 1982 Israeli invasion of Lebanon occur., Mubarak bt forced to take
public stances that could lead to either a rupture lottk the United'States:or
ublic demonstrations.

Finally, his continuation in power depends on his ability to.maintain con -
trol over police, military,_. and ihtelligence forces. Mubare and his defense
minister,Halim Abu Ghazala,are not especially popular within the military, and
personal resentment against both continues. Although the senior militdry leaders
are loyal, and Mdbarak has taken steps to insure that loyalty, it is difficult.
to maintain discipline in the lower ranks. Military equipment from the United
States and the existence of numerous external threats will occupy the. military;
however, the possibility of a coup will continue throughout the perfod.

Second Most Likely Regime Scenario-- Nationalist Military Coup. (25%.Likelihood)

As described in the 18-month forecast, junior officerg' representing
Islamic fundamentalist or nationalist-leftist viewpoints could. stage a successful
coup. While'the odds are against such an event, the possibility will continue
throughout the forecast period. The largest danger will come from the impact of
external evepts",-particularly the Arab- Israeli conflict. A major embarrassment
to the regtMe produced by Israeli actions could lead 'to both, public, demonstrations
and a coup.

It is likely that a new government formed,by such a coup would be inherently.
unstable as it sought to placate both. Islamic fundamentalists and Nasserite
nationalists. Factionalism within the armed services could develop, turmoil could
reach civil war levels, and another coup would follow.

Third Most Likely Regime Scenario--Fundamentalist Military Coup (20% Likelihood)

The chances of an Islamic. fundamentalist takeover by a military cou
increase throughout the forecast period. If economic conditions were n t to
improve and the strength'of the fundamentalist movement were to'build, pressure
on their regime to take actions to placate fundamentalists would grow. These
would consist of reducing foreign investment, distancing itself from the United
States and other Western governments and ultimately returning to repressive poli-
cies. As these conditions develop, a group of army officers might make a move in
conjunction with increased public'disorders or following a nationalist coup. A
fundamentalist regime would have trouble maintaining control -under the threat of
intervention.from external forces and considerable internal opposition from the
middle class and sections of the armed forces.

y

Forecast of Conditions Under Three Most Likely Regime Scenarios

POLITICAL TURMOIL,

MUBARAK OR SENIOR MILITARY OFFICER: SLIGHTLY MORE. Sporadic violence will
result from mass unrest, stimulated by economic conditions and occasional
violence from the right and left.

NATIONALIST MILITARY COUP: MORE. Conflict between the left and right
would create violence, as they seek to control the regime.
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,FUNDAMENTALIST MILITARY 'COUP: MORE. Turmoil would be generated by opposi=

-ti on to a fUndamentali4 regime and conflict wilthin the military.

RESTRICTIONS ON INTERNATIONAL BUSINES'S

MUBARAK ORISENIOR MILITARY OFFICER: MORE.., Limits will be placed on fOreign

enterprises selling aonsum4T and luxury goods or producing products deemed
necessary for the Egyptin economy. Toreign.banks will be required to provide

a designated percentage of loans to.,local manufacturing.

NATIMIALIST MILITARY COUP: 'MUCH MORE. The nationalization and expropriation

of foreign business would be thy'eateped.- After two to three years some-limited

trade
#
a'rld investment rentionsmOuldIdevelop.

FUNDAMENTALIU MILIJARY COUP:' MUCH MORE. A broad range of restrictions

on foreign enterprises igould be initially implemented. With time,00me easing-

would occur, especially-where Western technology is needed.

RUltJCTIONS.ON'TRADE

MUBAR&OR SENIOR MILITARY OFFICER: SLIGHTLY MORE. Selective:restrictions

will be designed to.discourage imports of nonessential goods and'to conserve

foreign exchange for food imports. If the foreign exchange situation improves

these pOlicies may be gradually reversed. _ -

)

NATIONALIST MILITARY COUP: MU 'MORE. Some reorientation of trade would.

occur, including barter trade with t e Soviet Union and the Communist world:.

The/only imports from the Westwould be.high technology Nods-.
T I./

FUNDAMENTATTS*JLITARY COUP: MUCH MORE. A strict ban on,imports of consu-

mer goods from the West would.occur foie one or two years, followed by a gradua)

easing of the policy.

-ECONOMIC POLICIES y

MUBARAK OR SENIOR MILITARY OFFICER. The goveimment is likely to maintain

modestsausterity measures and allow only small wage increases as it seekS/ to

satisfy the international finanCial community. and attract more foreign investment.

NATIONALIST MILITARY COUP. This government would pursue more inflationary

policies. and-also-attempt to increase international borrowing. If it were able.

to consolidate its power, it might eventually move to policies similar to those

row fpllowed by Uke Mubarak government .

`;FUNDAMENTALIST MILITARY COUP. This government would spend More on workers

and their benefits, but\would break away from dependence brr foreign aid from

the West. and loans fromliestern financial institutions. The economic realities

eventually might ameliorate their'approach unless the government found itself in

a war.

ta.
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STUDENT EVALUATION FORM

Title of Learning Package Introduction to Political Risk Analysis

Name of InstructorCourse Title

Specific Parts of Learning Package Which Were Used.(If the whole package was
used, please indicate this).

This questionnaire is designed to assist your instructor in evaluating
the learning package you have just completed. You should answer the question-
naire in terms of that part of the learning package to which you were exposed.
Answer the questions given below by circling the letter which corresponds to
the - response that most nearly agrees with your own. Please be frank since
your comments will play a role in helping your instructor and the Consortium
in improving the package in the future.

1. All things considered, this learning package was:

a. excellent b, good c. fair d. poor

2. To what extent did the learning package help you achieve the stated
objectives?

a. a great deal b. some c. little d, not at all

3. On the whole, how much do you think you learned as a result of the learning
package?

a. a great deal b. some c. not very much d. nothing

4. How would you describe your instructor's attitude toward the package?

a. enthusiastic b. neutral c. negative

5. Please complete the following statement by circling the most appropriate
letter after. each adjective.. When completing the statement, use the
following code: a Extremely b Very c Somewhat d- Not at all:

I FOUND THIS LEARNING PACKAGE TO BE:

INTERESTING a b c d CHALLENGING a b c d

BORING a b c d A WASTE a b c d

RELEVANT a b c d PRACTICAL a b c d

INFORMATIVE a b c d DEMANDING a b c d

DIFFICULT a b c d DIFFERENT a b c d

GOOD a b c d ENJOYABLE a b c d

STIMULATING a b c d ENLIGHTENING a b c d

IRRELEVANT a b c d EXCITING a b

WORTHWHILE a b c d REWARDING a b c d

VALUABLE a b c d PROVOCATIVE a b c d

NECESSARY a b c d GENERAL a b c d

DULL a b c d USELESS"
X
1 n a b c d

i/



6. Listed below are a number of analytic skills which may,have been developed as

a result of your completing this learning package. By circling the appropriate

letter, please indicate the level of competence you felt in esal.a.kill before

the package was used, and the level of competence you now feel in each skill

after having completed the package. Please use the following code:

a = None, b = Little, c = Some, d = A Great Deal.

SKILL BEFORE AFTER

A A

Great

None Little Some Deal None Little Some Deal

Identify Major Sources
of Political Risk

Determine Background
Factors to Be Con-
sidered in an

Analysis

a

a

a

a b c d

Forecast Likelihood
of Regime Change,
Turmoil, or Re-

strictions
Affecting Business a a b c d

Calculate Risk Ratings
Used to Compare
Relative Risks in
Different Countries a a b c d

7. In the space provided, please list the specific ways in which the learning

package could be improved.

8. In the space provided, please list those exercises in the learning package

which you felt were of little value and indicate how they might be improved.



POLICY STUDIES ASSOCIATES

Policy Studies Associates was established in 1976 to strengthen learning resources which will help students develop policy analysis
skills and techniques and apply these to important public issues. Toward this end, PSA is publishing two series of learning packages in
policy studies designed especially for undergraduate use Policy Sciences &trios, which emphasizes techniques in policy analysis, and
Policy Issues Sorbs, which concentrates on specific public policy questions. The first series is a continuation of the learning packages
in the Policy Sciences Sottos sponsored by the Public Affairs Program of the Maxwell Graduate School of Citizenship and Public
Affairs at Syracuse University.

Policy Studies Associates in a cooperative non-profit undertaking of a small group of faculty members and others concerned with
improving the quality of education on public policy issues in schools, colleges, and universities. The Associates at present include:

William Coplin, Maxwell School, Syracuse University
Michael O'Leary, Maxwell School, Syracuse University
Ward Morehouse, Council of International and Public Affairs, Inc. and Columbia University

PSA is an operating program of the Council on International and Public Affairs (formerly Conference on World Affairs, Inc.).
Current and forthcoming titles in the two PSA series are listed below:

Poky Simms Series

PS-8 Forecasting with Dynamic Systems
Michael K. O'Leary

PS-9 The Good Federate= Game: Partiapant's Manual for
a Simulation of Intergovernmental Relations

Rodger M. GoVea and George G. Wolohojian

PS-11 Designs for Evaluating Socicd Programs
Lawrence P. Clark

PS-12 An Introduction to Surveys and Interviews
Lawrence P. Clark

PS-13 The Analysis of Policy Arguments
Ralph S. Hambrick, Jr. and William P. Snyder

PS-15 Equity and Efficiency in Public Policy
Robert Bur/1de and Howard Cohen

PS-I8 Basic Geographic Techniques in the Analysis of
Public Policy

Girma Kebbede

Policy Issues Series

PI-I An Introduction to Medical Malpractice
Jerry Lubtmer and Mary W. Bednaraki

PI-2 Energy Consumption and Conservation
Gary Harnmerstrom

PS-19 Library Research for the Analysis of Public Policy
Renee S. Captor

PS-20 Descriptive Statistics for Public Policy Analysis
Gary Hammerstrom and MO M. 'Caton

PS-2I An Introduction to Computer Analysis in the
Social Sciences and Business Using SAS

Josephine M. LaPlante

PS-22 An Introduction to Benefit -Cost Analysis for
Evaluating Public Expenditure Alternatives

Josephine M. LaPlante and Taylor R. Durham

PS-23 Political Analysis through the Prince System
William D. Coplin and Michael K. O'Leary

PS-24 Introduction to Political Risk Analysis
William D. Coplin and Michael K. O'Leary

PI-3 The Hazards of Nuclear Energy
Gary Hammerstrom

PI-4 Nursing Home Care as a Public Policy Issue
Mary W. Beclnarski and Sandra E. Horczyk


