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Industrial Finance in Five African Countries

By Robert F. Meagher

GROWING CONCERN with industrialization in Africa
has focused attention on the sources of industrial
finance. What institutions have been established to provide
or to mobilize domestic capital> Have measurcs been taken
to attract foreign capital? To what extent has public intcr-
national development finance been utilized in industrializa-
tion? Are new mnstitutions needed? What kinds of prob-
lems have the various countries faced ?

This paper discusses these questions in relation to five
African countries: Tanzania, Libya, Sencgal, Tunisia and
the United Arab Republic.! Each of the countries under
discussion has a development plan, each has at least onc
financial institution dirccted towards furnishing industrial
capital and until recently all five were net importers of
capital. The discovery of oil in Libya has put that country
into a unique position among the five. The United Arab
Republic is the only one of the five with a substantial in-
dustrial base.

INDUSTRIAL POLICY

The flow of industrial finance and its source are closely
related to the industrial policy of a country and to its in-
vestment climate. Private investors concerned with making
a profit on their investment will seek to invest in countries
where they can maximize their investment profits with the
least risk. There is constant balancing between these two
variables. Foreign investors unrestricted by currency con-
trols can shop around from country to country. The
indigenous  African investor, frequently limited in the
export of his capital, is faced with the options of hoarding
his capital, investing it in enterprises that will provide a
reasonably quick return or making a long-term investment

! Foreign cxchange rates end 1964, US $1; Senegal—243 C.F.A.

Francs, Tanzania-—7.2 E.A Shillings; UAR—o0.43 E.[; Libya—
0.36 L. {: Tunisia—o. 32 Dinar (0.42 dinar from 1958-1963).

Ma. MuacuEr, Associate Director of International Legal Research at
Columbia University Law School, New York, also teaches at the
Fletcher School of Law and Diplomacy in New York. He has acted as
@ consultant to a number of international organizations, Governments
ond privete bodies, and has served as a legal officer with the United
Nations Relief and Works Agency for Palestine Refugees. His
article was prepared for the Regional Symposium o Industrial
Development in Africa and is based upon field work in Africa during
the summer of 1964.

in industry. The preference in most developing countrics,
where there is little experience in industrial investment, is
generally to direct investment to where there s a quick
“turn-over”. There isa third group of individuals who may
be an important source of capital and perhaps even more
important as a reservoir of entreprencurial ability—the
indigenous non-Africans. They are the Syrians and Leba-
nese in West Africa, the Greeks and Indians in East Africa,
and the Greceks, Italians and French in North Africa. This
third group has played a role in African industrial develop-
ment in the past but there scems to be some doubt about
their tuture rolc. Sovercign States must decide how they
want to industrialize and who they want to do the in-
dustrializing. Is industry to be in the private or public
sector or in both? Is foreign capital welcome and if so un-
der what conditions? Is there sufficient domestic capital to
do the job? If not, should attempts be made to supplement
domestic capital with public or private foreign capital or
with both.

Libya has not yet developed an industrial policy. After
years as a “have-not” nation, oil has been discovered and
Libya is now considering how to usc its new-found
wealth. With its imited market of less than 1-4 million
people and its lack of skilled technicians and managers,
Libya is concentrating on the compilation and analysis of
data, the development of technically skilled individuals, the
establishment of industrial estates, the exploitation of
natural resources and the establishment of an industrial
development organization to make loans and investmients
to industrial enterprises.?

Private capital is welcome and the Government has said
that it will invest in industry only when no one i the
private sector is willing to do so either alone or in parter-
ship with the Government.3 The Foreign Capital Invest-
ment Law of 1958 offers concessions to private investors
and assures the repatriation of capital and profits. The
Constitution contains a provision that property may not \e
expropriated unless it is in the public interest and then only
in the manner determined by law. There is also a provision
assuring fair compensation in casc of expropriation.

3 Five-year Economic and Social Development Plan, 1963-68 (King-
dom of Libya—Ministry of Planning and Developinent), pages
69-73.

% Ibid.
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View of section of intake tower of dam and reservoir project ine Tanzania

Tanzania is actively secking private capital investment.
Under its current Five-Year Plan (1964/1965-1968/1969)
cstimated investment  totals  £246 million of which
L1109 million is to go into industry.? The Government
plans to raise £96-3 million from private enterprise: £72
million internally and £ 20-3 million in external loans and
grants. Central government investments in industry will
amount to £14°6 million with £2-6 mill‘on to be bor-
rowed internally and the rest to come from abroad. In-
dustrial development is a part of this new comprehensive
five-year plan. A private consulting group was hired by the
Government to carry out a preliminary study of bases for
the expansion ot industrial activitics.® In addition, the
Government has established a development corporation®
and has a onc-third interest with Gerinan and British capi-
tal in a development finance company. Concessions are
offcred to approved industries.” The Government also pre-
scrvices industrial sites.8

4 Tanganyika Five=Year Plan for Economic and Social Development,
t July 1964—30 Junc 1969, in two volumes (Goverminent Printer,
Dar-es-Salaam), 1964.

¢ Arthur D. Little and Company.

$ Tanganyika Development Corporation  (recently  renamed
National Developmient Corporation).

7 Tanganyika Forcign Investmenis (protection) Act Law No. 40 of
1963.

8 See undated mimeographed saement “Opportunities for In-
vestimient in Tanzania®.
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Asians and Greceks living in Tanzania have been hesitant
about investing their moncy in the country. Prior to in-
dependence many individuals in these communities liqui-
dated their assets and sent their money out of the country.
They have financed current business through local borrow-
ing. Their fear is partly the result of criticism by Africans of
rapacious individuals in these communities—individuals
who monopolized trade, charged high prices for goods ar
who lent moncey at exorbitant rates of interest. These acts
resulted in sharp denunciations and Greek and Asian con-
fidence in their future has not been fully restored.

Tunisia’s industry is cmbryonic in the cyes of the
Government® and steps arc bemg raken to expand it
When the ten-year perspective (1962-1971)10 was drateed a
number of major industrial projects were being carried out
or studicd; these included a sugar factory, an oil refinery, a
cellulose factory, steclworks and a trnck assembly plant.

The Government stated that Tunisian  planning is
socialistic and defined it as follows: 1!

. . . by socialism. we mean a saciety which is at the
service of the greatest number, centered on an cconomy
which respects man by guaranteemg him a harmonious
development of his need and possibilitics under condi-
tions of justice and cquality; to the extent that social-
isin provides the maximum efficiency with the maximum
freedom ...

. . . private enterprise will have to operate within the
tramework of the plan, but this does not mean that they
will cease to exist as such.

The Tunisian Government outlined the role of the State
i industrial development in its ten-year perspective in
these words. 1

The State will have to play a greater part in industrial
development than it has so far. It will intervenc at three
levels:

As supervisor in the key sectors forming the base of
Tunisian industry.

As partner with private investors in the creation of new
industrics.

As the authority with power to discourage certain in-
vestnients and encourage others by nieans of legislation,
taxation and credit.

... the matter of dircct intervention, the State in-
tends to make investments and accept the financial
sacrifices required in certain primary industries, which
arc the only ones capable of assisting small industries to
work on a profitable basis and of leading to the estab-
lishment of complementary industries:

Thus:

Investinents in the field of energy, transport and in-

? “Tumsian Devclopment 1962-71"" (Secretary of State for
Culrural Affairs and Information—-1¢62)

1¢ “Perspectives  Décennales de  Développement  1962-1971"
(République Tunisitnne—Secrétariat d'Eratau Plan et aux Finances).

't “Tunisian Development 1962-71" op.. cit., page so.

12 Ihid., pages 76-77.




dustrial water supplies, which will determine the costs of
most industries, will be decided and handled in accord-
ance with national unity and will be made by the State.
Operations which necessitate the granting of a de facto
monopoly for a key product (petrolevm products, iron
and steel), or concessions by the State of substantial
advantages, will have to be taken out of the hands of
private enterprise.

Dircct state action will take concrete form through:

The State’s or local community’s equipment budget.
National companics with industrial and commercial
management. State intervention as a partner of the
private scctor will go through chaimels of a joint-
cconomy company, the Sociéeé Nationale d'Investisse-
ments (SNI).

Lastly the State will intervenc in industrial developmert
to encourage private initiative in certain sectors and to
dircct and control it in others.

In the Three-Year Deveopment Plan (1962-1964) the
Government estimated that net imvestments would total
D 270 million plus D 60 million for amortization of cquip-
ment existing in Tunisia. Iudustrial investment was set at
D 545 million or 20-2 per cent of the total.

Tunisia has established two insticutions!3 to supply in-
dustrial finance and the central bank has rediscounting
facilitics. In addition various privileges and facilities are
accorded to industrial eneerpriscs.

Although President Senghor of Sencgal has often dis-
cussed African socialism as the goal for his country, he has
gone to great lengths to reassure potential and existing
investors that only the agriculeural sector will be socialized
in Senegal.4 The Government has passed an investment
code as an inducement to investors, 13

The break-up of the French West African Federation
destroyed the unity of a large market and had an adverse
cffect on Sencgalese industry which serviced a substantial
part of this market.!8

Industry still plays a minor role in the Sencgalese econo-
my. Under the Sencgalese Four-Year Plan'? 30 billion*
CFA francs, or 32 per cent of the total plan net investment
of 92-9 billion CFA francs, has been allotted to industry,
petrolcum and mineral research. Over half of the invest-
ments were to be made on four projects: an extension of
the phosphate works at Taiba; an oil refinery; chemical and
fertilizer industry and the development of a textile industry,

Sencgal created the Senegalese Development Bank to
provide industrial finance. The Caisse Centrale de Co-

13 Société Tunisienne de Banque and Socicté Nationale d'Investisse-
ment,

14 Public International Development Financing in Senegal—a research
project of the Columbia University Sckool of Law— Report No. 7
(November 1963) page 7.

15 Ihid.

18 Jpid,

17 Ibid., page 34.

* The term *billion"" signifies a thousand million.

opération Economique, a French overseas development
bank, has also been a source of industrial capital.

The United Arab Republic has placed most major in-
dustries in the public scctor tollowirg the socialist Liws of
1961.'8 Thus industrial tinance in the UAR is principally a
question of public finance.

The Industrial Bank was set up 1948 with the tunction
ot developing Egyptian industry and handhng the banking
transactions related thereto. Following the nationalization
of industry the Bank has been in an anomalous position,

In November 1957 Egypt approved its First Five-Year
Industrial Plan. ‘This pre-dated the first over-11 Five-Year
Plan for Economic Development which was not promul-
gated until 1960. Any industriai projects not completed by
1960 were incorporated into the Five-Year Pln for
Economic Development. Expenditures for industry under
the 1960 plan were set at £E434 million out of 4 totl
imvestment of £ E1,697 million.

FINANCE FOR INDUSTRY

The decision to carry out industrial development pre-
sented each of these countries with questions relating o the
organization of their capital markets. Were  sufficient
sources of imance available and if not, what steps should be
taken o make them available? A large proportion of in-
dustrial capital was required in the form of forcign ex-
change and cach of these countrics, except Libya, was short
of forcign exchange. Faced with this proolem  each
appealed for foreign exchange through public incernational
development finanee and through the investment of private
toreign capital. The industrial policy of cach State becomes
particularly relevant when it attempts to attract private
toreign capital and inasmuch as the principal contres of
private foreign capital arc also the principal centres of
public foreign capital this policy may also affect the low of
foreign aid. Each comnery under discussion has organized at
least ane domestic firancial institution to provide industrial
fimance. In Sencgal, Tunisia and Tanzania these institutions
reccive financial support in the form of loans or equity
investments from abroad. The UAR’s Industrial Bank also
received an international loan but it was not able to utilize
it. In their endeavour to mobilize domestic capital, policies
were formulated in somie of these States in relation to local
and forcign financial institutions operating wichin the
country such as commercial banks and insurance companies,
Capital markets in the sense in which it is emiployed in
Western Evrope and che United States are almost non-
existent in Africa. Lagos, Nairobi and Cairo operate stock
exchanges but the amount of local capital is extremely
limited. As a result of the 1961 natonalization decrees in
Egypt its stock exchange now limits its acuivity primarily
to government issues. The major capital markets for Africa
are still located in London and Paris.

I8 “Egypt in Revolution™ by Charles lsawi (Oxford Univensity
Press) 1903, page 8 ef seq.
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Senegal

Total investments required by the Sencgalese Four-Year
Plan amount to 9o billion CFA francs. A substantial portion
of these investments depend upon external funds, as has
been the case with investments in the Senegalese economy
throughont the postwar period. However, the amount of
external funds called for by the Plan appear to be of no
greater order of magnitude than the flow of such funds into
the country since the end of World War II. The extcrnal
funds programmed under the Four-Year Plan amount to
some 28 billion CFA francs, or about 30 per cent of total
vestments. During the 16-ycar period 1946 to 1962, the
total amount of cxternal financial assistance received by
Sencgal is estimated to have been some 116 billion CFA
francs, or an annual average of 6-8 billion CFA francs, com-
pared to the 7 billion annual average under the Plan.1® It is,
turthermore, of interest to note that Sencgal contemplates
paying its own way to a greater extent under the Plan than
has been the case up to the present: about two thirds of the
external funds programmed are grants, compared to the
four fifths sharc of grants in the external finance obtained
during 1946-1962.

The Plan calls for private investments of 25 billion CFA
francs in industry and s billion CFA francs in petroleum and
mincral rescarch. In addition the Government will invest
onc billion CFA francs in petroleum and niineral rescarch
and lend 2 billion CFA francs to industry. Private capital
has been very reticent in relation to projects under the Plan.
Many in the private sector feared the socialistic goals of the
Government. The Gavernment tried to case these fears by
passing an investment code and by making statements to
the private sector to assure them that the Government did
not intend to nationalize their businesses. The attempted
coup d’état of December 1962 indicated deep-scated politi-
cal nnrest and many investors decided to “waitand see”.

The Government has succeeded in attracting investiment
for two of its four major industrial projects:20 the exten-
sion of phosphate cxploitation au Taiba and the construc-
tion of an oil refinery. The phosphate exploration is being
carricd out by a joint venture of French, American and
Sencgalese interests. Senegal is represented by a 5 per cent
investment through its Development Bank. The American
company, International Mincrals Corporation, i return
for a long-term loan, has secured an option to purchase 51
per cent of the shares of the joint company. The oil re-
finery is also a joint venture in which the Sencgalese De-
velopment Bank has a 10 per cent interest. Private forcign
oil companics arc the dominant parties in the investment.

Other joint ventures?! have been formed for the pur-
chase and operation of fishing boats, fish refrigeration
plants, a scrap steel plant, and a tomato sauce factory. The

1 Public International Development Financing in Senegal, op. cit.,
Page 142.
0 Jbid., pages §, 6.

21 Jbid., pages 4, 8, 9.
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pattern is similar in carh case with the forcign company
taking » majority intcrest and the Sencgalese usually taking
a token interest. The scrap steel plant is slightly different,
the Governinent has a 49 per cent interest with the inten-
tion of selling 24 per cent of its sharcs to private partics.

Industrial fimance in Sencgal is primarily from private
torcign investors. Public funds have been provided by the
French Caisse Centrale de Coopération Economigne, the
Central Bank of West Africa and Senegalesc institutions.

From 1947 through 1960 the Caisse Centrale made 44
loans to the private sector in Sencgal totalling 4-2 billion
CFA francs.22 These loans ranged from § ycars to 1§ years
with interest rates varying from 4-§ per cent to 7 per cent.
The borrowers have usually contributed at least 30 per cent
of the capital for any onc project. The Caisse Centrale has
also been an imiportant source of capital in the form of
cquity in local housing projects and clectric power. Its
third role has becu to provide capital to the Senegalese
Development Bank (BSD) and the Crédit Populaire which
arc both Senegalese financial institutions. With the estab-~
lishment of the BSD the Caisse Centrale stopped making
any loans to the private sector except very large ones.
Instead they agreed to tmance the BSD if it should desire
to make such loans.

Senegal’s Central Bank is the Central Bank of the West
African States, which serves as a Central Bank for five
other States as well: the Ivory Coast, Dahomey, Upper
Volta, Niger and Mauritania. Under an arrangement with
the Caisse Centrale the two institutions have agreed to
make ten-year loans to private partics under which the
Central Bank grants the first five years and the Caisse
Centrale takes up the next five years. The Central Bank
also offers rediscount facilities.

Unttil Junc of 1964 Senegal had two government-owned
fimancial institution:s?3 as well as a commercial bank in
which the Government had a majority interest. The finan-
cial institutions, the Crédit Populaire of Senegal and the
Senegalese Development Bank (BSD) were merged to
form the new National Development Bank of Sencgal. The
CPS made most of its loans for commerce, housing and
small personal loans. It was permitted to make industrial
loans for amounts under $US40,000. The CPS was jointly
owned by the Government of Sencgal and the Caisse
Centrale with the Government holding over 8 per cent of
the shares. The Caisse Centrale also made ioans to the CPS
and it had rediscount facilitics at the Central Bank.

The Government of Senegal owned §s per cent of the
BSD’s capital and the Caisse Central held 22-§ per cent.
The remainder of the capital came from the Central Bank,
the Workman'’s Compensation Fund, the Caisse des
Depots and 1 per cent was held by the Banque Frangaise du
Commerce Extéricur. Most of the BSD’s loans have been
short-term loans for the agricultural sector. Almost 75 per

2 Public Internatior al Development Financing in Senegal, pages 88, 89.

a3 Balnquc Sénégalaise de Développement and Crédit Populaire du
Sénégal.
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cent went to co-operatives. The annual report of the BSD
attributes this concentration of credit to the agricultural
sector to the fact that 80 per cent of the population and
most of the resources of the country arc in this sector. With
respect to the industrial scctor, the report stated that the
BSD was able to find only a very limited interest in this
sector. As we pointed out above the BSD has made nominal
equity investments in new industrics coming into Sencgal.
Until 1960 the Caisse Centrale provided loan capital to the
private sector. Now, except for very large loans, it is
understood that such loans will be made by the Sencgalese
through the new National Development Bank of Sencgal
(BNDS). The BNDS will receive requests and analyse
them. If necessary, it will be able to borrow funds for
particular projects from the Caisse Centrale, which holds
a line of credit for the BNDS. The Caisse charges 2+5 per
cent on the funds employed and no standby fee. The
BNDS will probably re-lend at 5-2 per cent to 6 per cent.

The commercial banks in Senegal seldom make medium-
term loans and thus are not a source of industrial capital.

The raising of industrial finance for Senegalese projects
has not been difficult provided that the project scemed
profitable. The smallness of the Sencgalese market, its
limited resources and the lack of viable projects have con-
stituted the principal limitations on industrial investment
in Senegal. In addition, cconomic and political unrest has
limited forcign intercst in Sencgal. The French have been
both willing and able partners in Sencgalese development.
ttis possible that other countries in the European Economic
Community will show an intcrest in Scnegal; both the
Germans and the Iulians have been looking over the
market.

Libya

When Libya gained its independence under United
Nations auspices in 1951 the general concensus of opinion
was that Libya would be dependent on external assistance
Just to maintain a subsistence level of living. Fortunately
the discovery of oil has freed Libya from dependence upon
external capital.

Apart from petroleum, Libya’s few industrics arc de-
voted largely to services or to the processing of local
agricultural commodities, mostly for the Libyan market.
Industry is limited, expensive and relativcly inefficient, and
has a scarcity of technological knowledge and managerial
talent. These difficultics are compounded by the absence of
natural resources, the small number of potential consumers,
an inadequate water supply and undependable agricultural
production due to climatic vagaries.

With the discovery of oil and the carmarking of 70 per
cent of oil revenuc to development, the Government pre-
pared a Five-Year Development Plan in 1963.34 The Plan is
an inventory of departmental projects within the public
sector. It contains no quantitative targets. Total expendi-
tures were sct at $US473-2 million with approximately 41

31 See footnote 1, above.

per cent of total investments allocated to industry. These
nvestments are to lay the groundwork for investment by
the private sector. No target has been set for private in-
vestment during the plan period. £Ls million of the
£L6-9 million of government allocation to this sector will
be for industrial loans by the Industrial Development
Organization. 25

There are no indices of industrial production in Libya.
However, it is clear that there has been a substantial rise in
industrial output in recent ycars. Ouly two or three fac-
torics were operating in 1956 compared to some 70 plants
in 1963. The total number of people involved in industry is
still low. New industrial enterprises arc being supported in
a varicty of ways such as restricting imports, increasing
tariff dutics and granting tax exemptions. It is considered
necessary to protect local industrics because of increasing
labour costs and owing to a consumer bias for imported
goods.

In a more direct manner the Government is promotiug
industrial development in Libya through the Industrial
Development Organization. 26 This is an autononious body
attached to the Ministry of Industry. The purpose of this
organization is to promote and facilitate development of
new industries and the expansion of existing industrics in
both the public and private scctors. Under its chareer the
organization can have recourse to varioussources of finance;
however, so far the Government has been the only source.

The IDO came into cxistence in February 1963 and
began functioning in May 1963. In 1963 £L700,000 were
allocated to it under the exceptional budget of which
£L160,000 had been spent by 31 December 1963,
£1L100,000 of that sum was paid out in loans and £ Lso,000
for participation in a cement factory. The remaining
£L10,000 was for administrative expenses. Loans in the
first year went to the private sector for a canning factory
and a textile mill. The cement plant will be 100 per cent
government-owned and it will be run by the IDO. The
Five-Yecar Plan allocates £L smillion to the IDO.

In the first half of its second year of operation, the
Organization madc twenty loans. It did not participate
directly in these industrial programmes, although two or
three possibilitics existed.

The Bank of Libya (formerly the National Bank of
Libya) was established in 1956 and has full authority to
supervise the banking systen and to regulate the credit and
interest policies of Libya. It has the solc right to issue bank-
notes, to regulate the volume of currency in circulation, to
act as a banker to the Libyan Government, to set interest
rates and other charges, and to provide clearing-housc
facilities for commercial banks. The Bank of Libya also has
abranch engaged in commercial banking.

The Libyan Banking Law of 1963, which replaced the
National Bank Law of 195§ and the Banking Law of 1958

 Jbid., pages 69-73.
¢ Law No. 2 of 1963.
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as the basic legislation governing both central and com-
mercial banking. substantially strengthened the role of the
Bank of Libya n the economic life of the country.2? By this
law the Bank of Libya was for the first time empowered to
sct bank interest rates on both deposits and loans. Prior to
this there were few restricaons on the credit operations of
commercial banks. In addition the deposit of reserves with
the Bank of Libya was made mandatory, while the capi-
talization requirements for commercial banks were set at
£1.250,000 for Libyan institutions and at £ L 1,000,000 for
forcign banks. In addition forcign banks were required to
hold £Ls00,000 in Libya. Actnal reserves with the Bank
of Libya average 12 per cent of total deposit liabilities. The
maximum rate for unsccured credit was placed at 2-5 per
cent above the s per cent rediscount rate and sccured
credit rates were held to 2 per cent above the rediscount
rate. This was a reduction of the previous effective rates
which ranged from 6 per cont to 10 per cent. The
maximum rate for deposits held for six months or more
was put at 4 per cent.

Commercial banking in Libya is to a large extent con-
cerned with the financing of imports and exports, although
there is some lending to industry and increasingly for
building loans and coasumer instalment credit.

Until recently, all commercial banks in Libya were
forcign-owned. Two banks currently operating in the
country have recently altered their organization to provide
for Libyan majority ownership; another Libyan majority-
owned bank, the Libyan Commercial Bank (Tripoli) was
licensed to operare in late 1963. In carly 1964, the Banco di
Sicilia (Tripoli) joined with Libyan interests in the forma-
tion of a Libyan Bank which is also partly owned, and
managed, by the Bank of America, which has become
the first American bank directly represented in - Libya.
The Société de Banque (Tripoli) plamied to undergo a
similar transformation, although it was scheduled to main-
tain its French management cven after the Organization
becomes a Libyan majority-owned corporation. The capi-
talization provisions of the Banking Law of 1963 have un-
doubtedly exerted an influence towards “Libyanization” of
banks; the Bank of Libya has also encouraged this trend by
actively promoting such mergers, while, at the same time,
refusing to license other forcign banks in Libya unless they
agree to join with an existing bank and with Libyan
investors in the formation of a Libyan majority-owned
corporation.

Consolidated over-all insurance statistics and results of
insurance company operations in Libya are not available.
According to unofficial reports the commonly written
branches of life and property insurance are available
through local agents of some 25 foreign insurance com-
pattics. Most of the insurance companies are British or
Taalian, with French, American, Indian and Lebanese in-

3 Mouthly Economic Bulletin, Bank of Libya, vol. I, Nos. 11-12
(November--December 1963).
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surcrs also represented. It is understood that virtually all of
the assets of the insurance companies arc held abroad.

Libya’s carnings from oil soared to $180 million in 1964
and forecasts call for over $300 million in 1965. Investment
i oil facilitics and exploration alonc now total almost
$USzo00 million yearly. With 70 per cent of the Govern-
ment’s il revenue going into development there should be
no problem in finding industrial finance. However, Libya
is extremely short of trained technicians, managers and
other educated individuals. Thus there is still a need for
external assistance but more in the form of technical than
capital assistance.

Prior to the discovery of oil and in order to induce private
investment the Libyan Government passed the Forcign
Capital Investment Law of January 1958 which provides
for the granting of concessions to enterprises in which so
per cent or more of the capital is foreign owned. If such
enterprises are judged useful to the economic development
and improvement of Libya by the Committec on Invest-
ment and by the Minister of National Economy, the
Minister of Finance may exempt them from the payment of
such custom duties, income taxes, and other fees or taxes as
he sees fit, for a period to be determined by him.

The Minister of Finance is required to take all necessary
measures for the transfer of foreign capital to the country of
origin, the withdrawal of profits realized from foicign
investment in Libya and the transfer of salarics of forcign
staff. The Minister of National Economy will prescribe the
conditions of operation of forcign-controlled enterprises,
including the determination of the proportion of Libyan
labour to be utilized, the cstablishment of training pro-
grammes tor Libvan labour so employed, and Libyan capi-
tal participation in the enterprise. Scparate legislation has
been enacted to cover all operations concerning oil. It is
understood that the Government is currently preparing a
new investment code.

The Libyan Constitution provides that no property of
any person shall be expropriated except in the public
interest and then only in the cases and in the manner
determined by law. There is also a provision that awards
fair compensation for property taken.

Forcign capital has played a major role in the develop-
ment of Libya’s oil and Libya is now in the process of
trying to determine how 10 use this wealth to the best
advantage of its people. There is no shortage of industrial
fmance and with the creation of the Industrial Development
Organization there is a group concentrating on possible
industrial projects. Foreign capital is no longer as necessary
as it was previously but “know-how” and managerial skill
are even more important now that funds are available for
development. Libya’s capital-poor neighbours, Tunisia and
the UAR, have watched enviously as Libya’s capital has
soared. It is quite possible that like Kuwait, Libya will be-
come an exporter of capital. Talks were held in the sum-
mer of 1964 to see whether Libya would be interested in
the creation of .. joint development bank with Tunisia. To
date, nothing has come of thisidca.




Tunisia

Tunisia is planning, during the ten-ycar period from
1962 to 1971, to increase the value of its industrial produc-
tion by 276 per cent over the 1957 figure of 1208 million
dinars.?8 The Ten-Year Perspective called for a sugar
factory at Beja, an oil refinery at Dizerta, a cellulose tactory
at Kasserine and a truck assembly plant at Sousse and many
other projects. Total net investments ov.r the ten-year
period are to equal 896 million dinars. Most of the finance
is to come from domestic savings (I 801 million) and the
remainder from forcign assistance (D 3758 million). In-
dustrial investment is in the order of D 140 million or
15°6 per cent of net investments with the greatest amounts
going into chemical products (D 42-3 million), mctallurgi-
cal products (D 24-0 million), extractive industries (D230
million), textiles (D 15-2 million), petroleum derivatives
(D 10-0 million) and others (DD 25-5 million).

The theory underlying the industrial policy was sum-
marized in the Ten-Year Perspectives as follows:29

t. Agricultural and mining products were to be trans-
formed as much as possible within Tunisia before
cxportation.

2. A greater part of Tunisia’s domestic industrial re-
quircments are to be covered by diversifying and increasing
industrial production as a result of which imports will be
reduced.

3. The present disequilibria between regions will be
corrected through industrialization to the extent possible.

4. Industry is to make a substantial contribution to the
¢mployment problem.

The Government outlined the general obstacles to de-
velopment as: shortage of skilled personnel; shortage of
available capital; too narrow a local market with a majority
of poor people making up the market; dependency on the
outside world; and a dearth of natural resources. In the in-
dustrial scctor it was noted that Tunisian industry was al-
most exclusively extractive until 1945 (lead, phosphates,
iron) and the transformation industry which grew up from
1945 on was not created on a rational basis. In addition, it
was noted that the development which did exist was
primarily in the coastal zone.

The Government drafted a three-year plan (1962-1964)
to implement the first part of its Ten-Ycar Perspectives.30
This Plan was not intended to establish a detailed rigid
plan, but rather to be a “pre-plan” which could scrve as a
preparation for real planning policy by ensuring better
cconomic co-ordination in the immediate future, 3!

Total estimated net investments for the three-year pre-
plan period are D 270 million plus D 60 million for

* * Tunisian Development, 1964-71", op. cit., page 174 et seq.

2% Ibid., page 40.

3 Plan Triennal 1962-1964 (Républiquc Tunisienne, Secrétariat
d’Etat au Plan et aux Finances) 1963,

3 Comprehensive Economic Planning in Tunisia, Economic
Commission for Africa, Document No. E/CN.14/CP/10, 5 Octo-
ber 1962, page 11.

amortization of equipment now in Tunisia. The amortiza-
tion was to be carried out “normally by the Administration.
business enterprises and individual houscholds, therefore
deducted from domestic savings”. As to the net invest-
ments, they were to be achieved cither:

“(@) through public and private domestic savings with
local medium-term loans: or

“(h) through external means (supply credits, loan aid). "2

Industrial investment was set at D 545 million or 202
per cent of the total, broken down on an annual basis s
follows.3 1962—0D 19-3 million; 1963—0D 20'3 million;
and 1964—D 14-9 million, Major investments included:
enrichment of phosphates and modernization of Sfax.
Gafasa (D 3-24 million), oil rescarch (D 6-0 million), Beya
Sugar Refinery (DD 1-s million), cotton weaving (I 1-22
million), cellulose plant (D 2-15 million), new super-
phosphate plant at Gafasa (D 4-95 million), nitrate fertilizer
plant (D 5-5 million), Cement Works of Tunis (D 1
million), steelworks (D 8-0 million). The plan docs not
specify which projects are to be in the private sector and
which arc to be in public sector.

The 1963 Annnal Report of the Central Bank reviewed
the progress of the Plan. The total net investment during
the three-year period was to be D 270 million: 1D 80 million
in 1962, D 9o million in 1963, and D 100 million in 1964,
with 57 per cent (D 155 million) of the total to be financed
from forcign resources. Actual net investment amounted
to D 100 million in 1963 compared with D 72 n:illion in
1962; and by the end of 1963 although D 180 million had
been committed to Tunisia in forcign aid only 35 per ceme
of total investment was financed from abroad, against
43 per cent in 1962, The public sector’s share of total net
investment in 1963 was 1) 60 million und that of the private
sector D 40 million,

A number of important industrial projects were com-
pleted in 1963—an oil refnery, a ship repair complex, a
paper factory, and a fruit juice factory. Other projects
under construction included a textile factory and a steel
complex.

Tunisia continued to face a balance of payment problem
in 1963, chicfly because of a general stagnation of exports
and an increase in the demand for imports, the latter asso-
ciated to a great extent with the investment programmie
under the Threc-Year Plan. The deficit of D 45 million on
goods and services account in 1963 was of about the same
magnitude as in 1962, About half of the 1963 deficit was
financed from official forcign aid and loans (mainly from
the United States). about 28 per cent from long-term in-
vestments and the remainder by a decline in the country’s

32 “The Three-Year Plan, Detailed Tablc of Investinents 1962-64"
English Summary of Threc-Year Plan Translated by USAID
Mission, page V.

3 “L'Aide de I'Etat Tunisien aux Entreprises Industriclles” by
Arvids Kalnins (Les Presses Modernes— Tunis), undated. Sec also
“Tunisia Work"* (Secretary of State for Information of thc.Tummn
Government 1960) pp. 172, 173, aud the Annuaire Economique de la
Tunisic 1964, page 84 e seq.
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net forcign monctary asscts. The Central Bank belicves
that in order to check the inflationary expansion in the
money supply and in order to alleviate the balance of pay-
ments problem, the three-year investment programme
should be slowed down and more use should be made of
foreign aid.

The Central Bank, the Société Tunisienne de Banque
(STB) and the Société Nationale d’Investissement (SN
are the principal sources of industrial finance within
Tunisia. In addition there are other commercial banks, the
Banque Nationale Agricole (BNA), the Caisse Nationale
de Sécurité Sociale (CNSS) and the Société Tunisienne
d’Assurancc ct de Réassurance (STAR).

The Central Bank was created by the Government in
1958 to take over the note issue functions of the French-
owned Banque d’Algérie et de Tunisie, and now performs
all normal central banking functions. The Bank is in-
terested in arrangements to improve the supply of medium-
term and long-term capital to industry and offers rediscount
facilitics. To be cligible for rediscount at the central bank, a
credit must receive the approval of the central bank, and
bear two acceptable signatures. The Bank follows French
procedures. However, in France an intermediary institution
appraiscs cach loan, while in Tunisia this is a task which
must be performed by the Central Bank. The sccond signa-
ture is usually that of the signing borrower or a second
commercial bank. The official rediscount rate has been 4
per centsince 1958,

At the time of independence inost banks in Tunisia were
cither branches or subsidiarics of forcign banks, mostly
French. As commercial banks they provided short-term
capital primarily to finance imports and exports. The
Government decided to create a Tunisian bank with com-
mercial and investment bank functions. It intended the new
bank to make equity investments and to provide long-
term and medium-term loans for new and existing in-
dustry. In addition, acting as a commercial bank, it was to
raake short-term loans.

The Government formed the Société Tunisienne de
Banque (STB) in 1956.34 ks initial capital was 400,000
dinars; the Government subscribed to $2-4 per cent of the
capital and the remainder was offered to the public. Sub-
sequently the capitalization was raised to one million
dinars with the Government maintaining 52 per cent of
the shares, semi-public institutions holding 8 per cent and
40 per cent being held by the private sector.

The bank’s major source of funds is deposits of indi-
viduals and conpanies. These totalled D 24-8 million at the
end of 1963, 263 per cent of total bank deposits in the
country.

Medium-term funds have come from the United Statcs,
and the Tunisian and the French Governments. Tunisia
provided the STB with over 2 million dinars. Three
fourths of the sum was to be re-lent for special construction
loans and the remainder was backing for letters of guaran-

34 See the Annual Reports of the Société Tunisienne de Banque.
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tee. The United States has provided the STB with D 26
million in local currency for loans to private industry in a
Special Revolving Fund. This currency had been generated
as counterpart funds from United States commodi
assistance. Generally speaking, loans from this fund have
been for five years. In addition, the Development Loan
Fund of the United States made a $5 million 1 s-ycar loanto
be utilized for the forcign exchange component of indus-
trial projects. All loans over $100,000 are restricted to
United States procurement. Generally, sub-loans from the
DLF loan are for five years or less. In 1959 the STB floated
15=year § per cent bonds and realized over 860,000 dinars.
Total resources of the STB at the end of 1963 were D $3°2
million.

Since its inception, STB has approved medium-term
and long-term loans to industrial and related enterprises
totalling D 13-3 million. Most of the lending occurred in
1961, 1962 and 1963 (over D 3 million cach year) with a
peak in 1962. Of the D 133 million approved, only abour
D 5 million had an original duration of over five years and
of this, all but D 800,000 were under the rediscountabl:
letter of guarantee and construction loan schemes. Of total
loans approved of D 13-3 million, an estimated $ to 6
million (about 40 per cent) were made to enterprises in
which the Government and/or its agencies owned more
than 5o per cent of the capital stock. Under terms of the
agreement with the United States in respect to the Special
Revolving Fund and the DLF loan, those resources may be
used only for lending to enterprises in which private in-
vestors hold 50 per cent or morc of the stock. Allowing for
a few companies falling within this definition of “private”
but in which the Government’s voice was probably con-
trolling, STB’s medium-term and long-tcrm lending to
generally private industrial and related enterprises has
probably been running at about D 15 to 2 million a year
on the average over the years 1961 through 1963. D 79
million was outstanding on 31 December 1963; of this,
only D 2 to 3 million were held by STB, the balance having
been rediscounted by the Central Bank.

STB’s equity investments started in 1959 and by the end
of 1963, STB was holding shares in 32 companies, costing
D 861,000. These investments continued to rise in 1964.

Investments in five companies accounted for 70 per cent
of STB's investments at the end of 1963. These investments
were in a commercial bank, government-sponsored steel
and sugar companies and two hotel ventures, Twenty per
cent of total investments were in five other companics: a
cotton mill, a planned fertilizer project, an insurance
company, a truck assembly plant and the Niger Develop-
ment Bank. STB's holdings in these companies averages
about 8 per cent of the equity. The STB is frequently a
joint investor with the Government and the Société
Nationale d'Investissement. STB holds the majority of
shares or is involved in the management of three com-
panies: a furniture factory, a company producing industrial
and domestic hardware, a company promoting a large
nitrogen fertilizer project and a commercial bank.




The sccoud major source of industrial finance in Tunisia
is the Société Nationale d’Investissement (SNI).35 It was
created by the Government in 1959 to act as a stimulus to
industrialization. It was expected to provide up to so per
cent of the required equity finance and loan financing was
to come from the STB or clsewhere. Once an industry was
established SNI was to scll its interest and thus have funds
foranew investment.

SNI was organized in April 1959 with an initial capital of
> 250,000 of which 86 per cent was contributed by the
State and 8 per cent by STB. A few monrhs later the capital
was raiscd to D 2 million and after a campaign was waged
to bring i small investors 83,000 subscribers provided
D 830,000. The Government's share was 33 per cent, the
Central Bank 22-§ per cent, the STB 1- s per cent, STAR
(state~controlled insurance company) o-§ per cent, STEF
(state power company) 1-§ per cent, private Tunisian 41-§
per cent, and private foreign 0-§ per cent. Thus the State
and its agencies control §8 per cent of the total shares,
SNI's share capital isits only source of funds.

SNI has been investing in equity at the rate of D 400,000
to 600,000 per anmum. By the end of 1963 total invest-
ments in 33 companics equalled I 1-98 million. D 423,600
of these investments were sold to the National Social
Sccurity Fund lzaving SNI with an equity portfolio of
D 1-56 million on 31 December 1963. SNI has made only
onc loan for D 44,000. In addition SNI has guaranteed
suppliers’ credits and other loans of its clicnts totalling
D 925,000. Thus virtually all of its funds are committed.

Investments in five companies represent half of the total
investments of SNL These are a sugar company, a stecl
mill, a sale factory, a cork agglomerate plant and a cotton
textile mill. Five more companies set up to manufacture
glass boteles, radio scts, fruit juice, jute bags and a com-
pany for the building and management of hotels account
tor close to 25 per cent of SNI's investments. Ten others
account for another 20 per cent. Thus over 9o per cent of
SNI's investments are in 20 companies. On the average
SNI's holding does not exceed 20 per cent. In eight of the
companies in which it has invested private sharcholders are
in the majority. In the remaining companies SNI cither has
the majority of stock or shares the majority with cicher the
Government or a government-controlled entity. Ten of
these investments are still in the planning stage and 16 are
in operation with 7 in various stages of construction.

Eight of SNI's investments were promoted and prepared
by SNI and in regard to the rest SNI was approached from
the outside and participated by providing capital.

As can be seen from the discussion of the STB and SNI,
the Government is playing an inportant role in stimulating
and financing the growth of industry in Tunisia. Funds
have been supplied by the Governnient and by external

agencics through government-controlled institutions. Both

35 Ser the Annual Reports of the Société Nationale d'Investissement.

the National Social Security Fuind and the state-run insur-
ance company have also utilized their capital to aid in
industrial development.

The Governnient asked the International Finance Cor-
poration of Washington, D.C. to review its financial
institutions and to advise the Government coucerning their
need of moditication. It is understood that the IFC tound
that there was sufficient medium-teem credit and sufficient
institutions for promoting new industrics. However, the
IFC is understood to have suggested that there is a need for

an institution to make objective and critical appraisals of

new industrial proposals and to be able to give planning,
technical and managevial assistance to the promoter of new
projects and to act as a source of long-ternt loans. These
problems could be handled by a new institntion, the re-
organization of the SNLor STB or by the merger of the
SNI with the STB.

Foreign aid and investments are to provide 57 per cent of

the total investments under the three-year pre-plan. This is
equal to D 155 million (8372 million). The Government
was successful in obtaining commitments for $549-6
million by the end of 1963 including $98-> million in
suppliers’ credits. All of the suppliers’ credits and $268-8
million of the public foreign aid has been committed for
specified purposes. Virtually all of the supplicrs’ credits are
for industry and include loans for the N.P K. fertilizer plant,
the EN.L refinery, the steel mill, the textile tactory, and
others. The United States committed $180 million to the
Three-Year Plan. When this is added to previous commit-
ments which had not been disbursed the total assistance over
the Plan period rose to $286:6 million. France, which had
cut off foreign aid to Tunisia in 1947, agreed in 1963 to re-
sume aid and committed $38-5 million, of which about
half was to finance public investments by the Tunisian
Government and the remainder was to consist of medium-
term export credits guaranteed by the French Government.
However, following the nationalization of land owned by
French nationals in Tunisia in May 1964 the French Gov-
ernment suspended all economic assistance to Tunisia.
Other large loans are to come from the Soviet Union
($27°s million), Kuwait ($16:8 million), the Federal
Republic of Germany ($12:s million), laly ($10
million), Poland ($10 million) and Czechoslovakia ($10
million).

Two of the American loans have assisted industrial de-
velopment dircctly and two others have assisted itindirectly.
We have already discussed the $ 5 million loan to the STB.
The other direct loan for industry was a $6.25 million DLF
loan to the Société Nationale Tunisienne de Cellulose in
19s8. In 1963 an additional $800,000 loan was made to this
project. The factory was inaugurated by the Tunisian
President in November 1963. Indirect assistance came in the
form of the non-project loans signed in 1962 and 1963 for
the import of needed goods totalling $10 million and $15
million respectively. In addition the United States has a
Public Law 480 programme in Tunisia which permit; the
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Government to buy nceded food without expending
forcign exchange. This permits the Government to use its
foreign exchange for the import of industrial equipment.
Counterpart funds in local currency generated by the
United States Public Law 480 aid is utilized for loans and
grants to Tunisia and loans of local capital to American
businessmen.

Onc of the larger projects under the Three-Year Plan is
the N.P.K Engrais S.A.T., a Tunisian company which will
construct and operate a triple superphosphate fertilizer
plant at the Port of Sfax.® Total investment in the com-
pany is the equivalent of $14:12 million, including $6
million in share capital. A Swedish company, Forenade,
holds $3-5 million in shares and is lending the company
$2-15 million. The International Finance Company has
cquity of $2 million, and islending $2 million. FreeportIn-
ternational, an American company, has cquity of $1 million
and is lending $600,000. The remainder of the finance is a
$1.92 million suppliers’ credit and a $1-45 million mort-
gage credit. Each of the sharcholders has agreed to reserve
one tenth of its stock for sale to Tunisian private investors,
mitially at a price of par.

The Tunisian Government has played an increasingly
important rolc in industry. As we have indicated in the
previous section this has been planned. No clear lines have
been drawn as to which industries will be principally in the
private sector. Just prior to independence private invest-
ment fell off as the investors waited to sce what the new
Government would do. It began to build up again in the
late 1950’s and in 1960 only to drop sharply following the
Bizerte Base incident. As a result of this incident there was
an outflow of French capital and entreprenewrs and once
again capital investment decilned. It began to pick up with
the insttution of the Three-Year Plan. In 1963 relations
with the French improved and economic aid was provided
for the first time since 1957. However, in 1964 the nation-
alization of French-owned land created new fears on the
part of some potential investors and French economic
assistance was once again terminated.

Since independence the Government has nationalized a
number of companies, primarily transportation and electric
companics and has taken over the management of others.
Although compensation has been promised in the case of
nationalized industrics, as of July 1964, the owners of the
ten nationalized electric and transportation companies had
not yet received compensation. Some companies were
placed under management of the Government following
the military action at Bizcrte, for example, Usines Tuyaux
de Ben Arous, Ripoll Montero et Garcia and Société des
Mines de Douaria. Others had been taken over prior to that
incident, for example, Compagnic des Eaux Thermales et
du Domaine de Korbous, Société des Magasins Généraux et
Entrepdt Réel de Tunis, Société Tunisienne d’Equipement
ct de Modemisation Industriels et Agricoles and Le

38 Intcrnational Finance Corporation Press Release Mo. 62/9,
9 November 1962.
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Pecherics Tunisiennes. There are also examples of industrics
placed under the control of the Government and later
returned to the full control of private owners such as
Société Tunisienne de I'Accumulateur, La Dépeche Tuni-
sienne and the Sociéeé Tumsicnne du Liége.

Pursuing its independence goal to replace French with
Tunisians where possible, operating licences of a number of
businesses owned by French nationals were not renewed
for tobacco shops, liquor shops and for taxi companies and
following the Bizerte incident a number of drug stores and
two medical clinics were sequestered.

The Government used one additional technique to give
Tunisia a more important role in industry. The Govern-
ment purchased cnough shares in a number of important
enterprises to give it control. Included in this group were:
the Compagnic des Phosphates et du Chemin du Fer
de Gafsa; Ets Schwich and Raizcau; Cic Royale Astu-
rienne des Mines, S.A., the Cie Nouvelle de Phosphates du
Djcbel M'Dila-CIPD and the Cie Générale des Salines de
Tumsic.

Thus the role of foreign private capital was substantially
reduced by government stock purchases, nationalization,
the taking over of the management of some companices and
the vefusal to renew foreign licences. Many of these
acquisitions were in service industries and in industrics
which the Government decided were eritical.

The cstablishment of new industries in the public sector
has been implemented through the two statecontrolled
financial institutions discussed above, the STB and the
SNIL.

On 30 August 1961 a decrec was passed relating to the
Tunisification of certain commercial activitics. It does not
apply to manufacturing, mining or other types of industry.
The thrust of the decree was directed at control over
retailing, wholesaling, importing, exporting and warc-
housing which had, for the most part, remained in the
hands of French companies or nationals.

The Government has also limited the number of middle-
men to one and their mark-up has now been restricted to
10 pet cent. Retailers are limited in their mark-up to 30 per
cent on imports from abroad and 20 per cent if purchases
are made from a factory in Tunisia.

In 1962 the Government authorized unions to establish
committecs in companics employing over so workers. The
committee meets at least once a month and it can make
recommendations to the company’s president which he is
free to reject. If he does so the reccommendations may be
submitted to a Divisional Works Inspector. His powers are
not defined in the decrce.

These actions on the part of the Government are directed
towards a closer relationship between Government and
business and between business and the people. To a certain
extent they arc replacing external influence with Tunisian
influence. It is difficult to evaluate to what extent these
1CasUTEs are reStriCting Private sector investments.

Since 3 April 1962 all new industries as well as expan-
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Lumber for export piled up at the port of Abidian

sions, conversions and rcplacemcms of existing industry
must be approved by the Government.

On the positive side the Government has passed a num-
ber of laws and decrees as incentives to private en terprise.3?
These include the Letter of Establishment, a Letter of
Guarantee and a Letter of Approval. All of these decrees
were passed prior to independence to encourage the in-
vestment of French capital. Some of the decrees have been
amended since independence.

The Letter of Establishment which is granted for new
investments or expansions of existing investments gives the
investor excption from corporate income tax for the
mitial five years of investment; a carry-over for five years
of any deficit balance from the first five years of operations
thus reducing the net taxable profits during the second five
years, a five-year to ten-year exemption from stamp taxes,
ctc. The investor may abo negotiate provisions for un-
limited repatriation of capital, profits, dividends and

¥ “L'Aide de I'Etat Tunisien aux Enterprises Industrielles” by
Arvids Kalnins (Les Presses Modernes—Tunis), undated. See also
“Tunisia Work™ (Secretary of State for Information of the Tunisian
Government 1960) pages 172, 173, and the Awmeire Economique de la
Tunisie 1984, page 84 et seq.

interest; a fiftcen-ycar to twenty-year guarantee against any
increases in taxes on profies, dividends and interest: 3
guarantee against expropriation or nationalization; a re-
batc or exemption from import dutics on initial equip-
ment and materials; protective tariffs, exemption trom
land and rental taxes; accelerated depreciation of plant and
equipment and special governmental financial support for
the costs of the sitc and on bringing utilitics o the site.
These conditions will only be granted to approved indus-
tries which the Government believes are important to the
cconomic development of the country.

Letters of Guarantee facilitate firms in obtaining medium-
term and long-term capital for investing in land, buildings
and equipment for the construction or expansion of in-
dustrial plants.

The Letter of Approval permits firms to use warchouse
receipts as collateral for shore-term loans, to obtain short-
term loans from the Caisse des Marches d’Etat (a state-
controlled entity) and at times cnables a company to make
a guaranteed sale of its production to the Government at 4
minimum price for a given period of time.

In 1962 a decree was passed which exempted re-invested
profits from income tax, provided the re-investment is
approved by the Government.

This is an impressive list of investment incentives. Pro-
vided that the Government approves a new investment or
an expansion of the old investment the investor should
have no complaints regarding legislative incentives.

Tunisia has sct forth a plan for its development, or-
ganized its domestic capital market to provide finance,
created a number of industries in which the Government
has an interest and secured external assistance to meet the
external costs of the plan. A recent study by the Inter-
national Finance Corporation may result in the reorganiza-
tion of existing financial institutions or in the creation of a
new institution to assist in industrial finance. Various
statements and actions of the Government in recent years
indicate that the State will play an increasingly important
role in industry.

Tanzania

In 1964 Tanganyika adopted a Five-Year Plan for
Economic and Social Development (1964 19651968,
1969).38 It was the country’s first comprehensive de-
velopment plan, covering both the public and private
sectors. Total investments under the Plan are estimated at
£ 246 million with almost so per cent of the total or £116
coming from the private sector. Public sector investment
will average (26 million per year compared with the
previous Three-Year Plan3® target of £8 million per ycar.
The distribution of planned capital formnation by sources
of financing is as follows:

3 Tangenyika Five-Year Plan for Economic and Social Development,
1 July 196430 June 1969, op. cit.

3 Development Plan for Tanganyika 1961/62-1963/64 (Govern-
ment Printer) 1961.
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£ (millions)  Percentage

Publicresources ... ooiiiiiits 149'$ 608
internal ... e 41°3 168
extermal ... e 1082 440

Private resources . ... 06§ 39°2
intermal ... 76-2 310
external ... 203 82

TOTAL CAPITALFORMATION . ....... 2460 100°0

The Plan discusses the sources of private sector invest-
ment in the following terms: “Private sector investment
which is expected to reach £96-s million during the five
years of the Plan (£116 million, less L19+s million for
funds drawn from the private sector by parastatal organiza-
tions) is thought likely to be financed as to 75 per cent (or
£72 wmillion) out of the re-investment of profits. Some
L34 million appears to be forthcoming in grants from
overseas sources to assist voluntary agencies operating in the
field of education and health. It is further envisioned that
about one fifth of the remaining £21 million (or L4
million) will be found from domestic borrowing or new
domestic investment and four fifths from overscas either in
the form of loans or investment.”40

Speaking pragmnatically on the role of the private in-
vestor in Tanzania’s plan, President Nyerere declared :4!

“Privatc investors can provide this quantity of money.
They will do so only if they believe that they can make a
profit and they will be allowed to export their profit if
they wish to do so. These conditions we must accept;, we
can do nothing about them. The question we must ask
oursclves in cvery separate case is whether we also bene-
fit in proportion. When we benefit—by increased cm-
ployment opportunitics, by increasing  government
revenue, by the increase of wealth produced locally and
so on, then we should welcome private enterprise as
much as we welcome loans from friends abroad. This is
one of those matters about which we must start with the
world the way we find it. To be truly revolutionary we
must be absolutely realistic and use what opportunitics
the world provides.

“It is on this basis that our ministers will work to
attract investors from other countrics, and we will en-
courage local people to start their own industrics. This
docs not, of course, affect our intention also to expand
co-operative and government activitics in commerce
and industry as well as agriculture. There is room for all;
we have to expand by every possible means.”

This dependency on external finance is a result of the size
of the plan and the limited capacity for savings in the
country.# The Government believes that savings )
could be increased substantially without reaching an ex-
cessive rate which could impose an cffective brake on
cconomic growth” 43 It intends to take the following
steps: to provide an annual contribution from recurrent

49 Eipe-Year Plan, vol. |, page 96.
4 Ibid., page XIV.

12 [bid., page 89.
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revenue to development purposcs; to issuc government
securitics totalling £14 million to local financial institu-
tions, companies, provident funds and individuals; and to
create new institutions for the mobilization of capital #¢
“In spite of these efforts, it scens likely that only some
L£22+s million will be raised in local currency out of a
total capital requirement of the Government and parastatal
organizations during the five years of the Plan of (02
million, including a local currency requirement of more
than £ so million.”4® It is hoped that some of these prob-
lems will be overcome by sccuring assistance from bilateral
and international aid sources. However, many donors of
aid supply assistance only for external costs and Tanzania
nceds funds for both external and local costs.

One of the main features of the plan is the importance
given to the industrial investment from the private sector.
The target is to triple the value of industrial production by
1970. “The Plan calls for 9 (or 24 per cent of the total
capital cxpenditures) for the expansion of processing,
manufacturing and mining activities and the purchase of
construction equipment. Three quarters of this sum is ex-
pected to come from the private sector.”48

The Government intends to make investments of £17-8
million in industry, mineral resources and power. The
major part of these funds will go to the Tanganyika
Development  Corporation ({131 million) and the
Tanganyika Electric Supply Company (T.A.N.ES.C.0))
( £4°0 million).

The Plan states that, “‘because of T.ID.C.’s (it has recently
been renamed National Development Corporation  after
the merger between Zanzibar and Tanganyika) involve-
mient with private investors, both Tanganyikanand foreign,
in its ventures, the programmes of investment and their
timing must be regarded as conjectural. They are, how-
ever, an ndication of the Government’s intentions as to
how the £13,127,000 it aims to provide for the Corpora-
tion during the Plan should be invested.”4?

The Plan lists the proposed allocation of the Govern-
ment’s contribution to TDC as tollows:

(L millions)

Processing industry ..o 30
Manufacturing:
Metal products ... ... ‘17
Textlesand clothing .. ...... ..o vt 2°35
Building materials .. ... *37$
Chemicals .. .. ... oo i 1°25§
Wood and paper products .. .. ... ... 20
General—contingencics and reserves ... .. Bss
Miningand quareying ... 1-8
TOUFISM ..ottt e ‘473
Transport .. ... ‘0§
Agricultural administration andreserves ... ‘Rs4
13177
44 Ibid.
48 Jbid.

48 Five-Year Plan, vol. 1, page 3.
47 Five-Year Plan, vol. 11, page 59.
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Major schemes indude a sugar plantation and mill
(4216 million), quality textiles ( £2-omillion), oil refinery
(Lo-s million), fertilizer plant ( £0°s million), sisal, paper
and pulp mill (£2 million), a tca scheme (£o°4 million)
and a cashew shelling plant ( £o-3 million).

T.A.N.ES.C.O. will spend £6-7 million during the
Plan by adding £2:7 million of its own capital to the
Government's contributions. These funds will be em-
ployed to increase the power supply to Dar-es-Salaam,
Moshi and Arusha.

The potential for additional industrial development was
investigated by a privatc American consulting firm* and
its findings were published.4® This study was carried out in
1961. Its findings included the following facts. At the end
of 196c less than 1 per cent of the nine million people in
the country were reported as factory workers. More than
half were i primary processing and the rest were in
secondary processing or in other manufacture of products
for use by consumers, industry or the building trades. It was
noted that manufacturing would expand more rapidly than
the population and economy as a whole but to a con-
siderable extent the growth rate would depend upon the
“cash crop” farming 80

The gencral outlook for industry was limited and this
section of the report concluded:

“Therc is little reason to believe that Tanganyika can
become a manufacturing centre, processing imported
materials for re-export. Tanganyika's industrial activi-
ties will be based cither on (1) partial or complete pro-
cessing for export of raw materials originating in the
country or (2) manufacture for the local market, Though
some locally manufactured goods will go to Kenya,
Uganda, adjacent parts of the Congo, the Rhodesias,
Nyasaland and Mozambique, they will probably be ex-
ceeded by imports from thesc areas, particularly Kenya
because of the substantially greater impetus Nairobi al-
ready had as a processing centre.’'s1
With this report in hand, supported in addition by the

tindings of the World Bank Mission, 52 the Government had
a basis on which to develop an industrial programme.
Some of the projects and suggestions in the Report found
their way into the Three-Year Plan (1961/1962-1963 /
1964) and many more are mncorporated in the Five-Year
Plan (1964/1965-1968/1969).

Prior to independence the limited existing industry was
controlled by Asians, Grecks and British. During the
period from 1959 to 1961 many of these investors, most of
whomn were permanent residents in Tanganyika, became
uncertain about their future in the light of nnpending in-
dependence. There was a fear that non-Africans would be

¥ Arthur D. Lictle and Company.

4* Tanganyika Industrial Development, Arthur D. Lirtle, Inc. 1961
39 Tanganyika Industrial Developmen, op. cit., page 18,

5t Ibid.

3 The Economic Development of Tanganyika (Johns Hopkins) 1961,

discriminated against because of the excesses of a few,
Many investors began retrenching by stopping new in-
vestments, liquidating their assets and sending the funds out
of the country.

Industrial finance has come, in recent years, from com-
mercial banks, the Tanganyika Development Corporation
(mow the National Development Corporation),  the
Tanganyika Development Finance Co. Led, (TDFL), the
Commonwealth Development Corporation (CDC), the
Industrial Finance Corporation (IFC), bilateral and mulei-
lateral foreign assistance and private investors.

Up to the present time all of the commercial banks are
expatriate institutions the liabilitics of which are backed by
external assets. Eight commercial banks were operating in
Tanganyika in 1961, with total assets of £39:1 million at
the end of that year.53 Five of the banks were British, two
Indian, one Pakistani and one Durch, In 1962 a ninth bank
came into the country with the formation of the Commer-
cial Bank of Africa, which is financed by an international
banking consortium which includes United States, Belgian
and Swiss interests. The commercial banks, as such, con-
centrate on the provision of working capital and other
short-term loans. At times, two-year to three-year loans are
made for existing plantation industry. Some of the banks
have as much as 87 per cent of their deposits out on loan
during peak periods. Both Barclay's and the Standard
Bank have developm-nt institutions for overseas invest-
ment. Funds for these development institutions come from
the bank’s own resources and can be utilized for long-terin
development loans. Occasionally they have cach financed
schemes with the TDC or the TDFL. These development
finance loans are usually for amounts of £50,000 and up
and are 10- to 15-year mortgage-type loans. Recently in-
terest rates have been about 7+ per cent plus a 1 per cent
commitment fec. The bankers in Dar-es-Salaam believe
that any potentially profitable project can find finance.
However, in the case of large projects there would probably
have to be a consortium to raise the total amount. In 1901
there was a Treasury dircctive advising banks not to lend to
people with capital overscas. This was to discourage the
flight of capital and to bring back into the country money
which had been sent abroad.

Both the World Bank mission and the Arthur D. Litle
consulting group advised Tanganyika to cstablish a de-
velopment corporation.34 Exploratory talks were held
between the Government, the Colonial Development
Corporation (recently renamed the Commonwealth De-
velopment Corporation) and subscquently with the Federal
Republic ot Germany Government. Tanganyika nceded
external capital to assist in the establishment of the Cor-
poration but wanted at the same time to maintain control
over its development policies. The cxternal groups in turn

83 Statistical Abstract, 1962 . Government Primer, Dar-cs-Salaam),
1962.

¢ The Economic Development of I'anganyika, op. cit., page 215.
Tanganyika Industrial Development, op. cit., page 19 ef seq.
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were wary of becoming minority parters in an institution
which might have other than purcly developmental goals.
Difterences were resolved when the Government decided
to form two institutions: the Tanganyika Development
Corporation (TDC) and the Tanganyika Development
Finance Company Ltd. (TDFL).

The TDC is wholly government-owned and the TDFL
is 2 jointly-owned company with one third of the capita!
coming from TDC, one third from the CDC and one
third from the Federal Republic of Germany. To minimize
misunderstandings the three parties have agreed that any
project proposal which appears to have merit will be sub-
mitted to cach party. Each party will then notify the other
two partics, in writing, that it has no objection to the in-
vestigation of the project or that it does not wish the in-
vestigation to proceed on the ground that it would be
contrary to that party’s policy to be associated with the
promotion of the project in question. Objections are not to
relate to commercial prospects of the proposal. The toral
capitalization of the TDFL is L1+ million and participa-
tion by other governmental or non-governmental agencies
is welcomed. The TDC began with an initial capital con-
tribution from the Government of £;300,000. Under the
current five-year plan, as noted above, the TDC s to
receive over (13 million from the Government. Half of
these funds will be in share capital and half in loans, >

The theory behind this compromise is that there are
some projects which may be better handled by a wholly
government-owned  corporation, such as  projects with
political significance;; projects to carry out planned policics:
imvestments in utilities; projects in which the Government
docs not want outside partners; and smaller enterprises
where there might be more risk than a jointly-owned
group would want to assume. On the other hand the capi-
tal, and perhaps more important the experience of outside
groups was scen as a definite advantage in organizing the
TDFL.

Neither institution has issued a public report. However,
the writer was advised that as of June 1961 the TDC held
loans or investments in 11 companics. It is understood that
some af these loans were made by the Government prior to
the establishment of the TDC and have now been handed
over to the Corporation. Equity totalling over £ 220,600
is held in 12 companies and loans totalling over £ 220,000
have been made to six companies. In five of these enter-
priscs the TDC holds a majority of the capital; Lake
Manyara Hotcls Ltd., Northern Dairies Ltd., Tanganyikan
African Finance Co. Ltd., Intrata, and Tanganyika Wild-
lite Development Led. It held £ 24,000 of the £60,000 of
authorized capital in Tanganyika Tegry (plastics) Lid.
However, the share capital was to be expanded to
£100,000. If this is done the TDC's interest will drop to
24 per cent. TDC has paid up only £25,000 of its share
capital in TDFL. As of July 1964, TDC had paid up shares

8 Fipe=Year Plan, vol. |, page 96.
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cqual to £40,000 out of a total of £80,000 of subscribed
sharcs in Tanganyika Portland Cement Co. Ltd. This was
20 per cent of the capital. This company had also requested
a loan from TDC. Minority interests were held in a
Cashew Nut Factory and the Instant Coffee, Bukoba
scheme. TDC has also guaranteed one loan which was
made by a commercial bank to a district development
board.

As of 1 June 1964 the TDFL had made nme commit-
ments totalling £16,500 in equity and {277,000 in loans.
Loans ranging in amount from £15,000 to 460,000 over
periods of four to 1§ years at interest rates from 75 per
cent to 7:75 per cent. Six of the nine loans were secured.
Generally TDFL has the right to appoint a Director to the
Board of a borrowing company. Its minimum investment
in any one project is {10,000, These loans and investments
were for hotels, printers. enamelware, motor assembly.
rubber goods, fishing and fish processing, and ranching.
Both Standard Bank Finance and Development Corpora-
tion and Barclay’s Overscas Development Corporation
have participated with TDFL on particular loans. Some
substantial loan requests were under study in the summer
of 1964.

The Tanganyika African National Union (TANU), the
ruling political party, has formed a private development
corporation, the Mwananchi Development Corp., Lud.
TANU holds virtually all of the Corporation’s shares. The
Corporation has formed publishing, engincering and con-
tracting, ocean fishing, and trading companics. The Cor-
poration develops projects and finances them by loans from
the TDC or other financial groups. It also tries to include
training for Africans in its projects. The Trading Corpora-
tion was formed as a joint venture with an existing trading
company. It trains Africans in trade and commerce in ad-
dition to carrying on tradc, acting as commission agents
and merchant shippers. Mwananchi Ocean Products Led. is
a joint venture in the fishing for lobsters, prawns, craytish,
cte. In addition to improving the fishing in the arca the
Corporation intends ta improve the conditions of the
fishermen. The Engincering and Contracting Company
has received a number of contracts to build housing and it
reccived a loan from the TDC to construct a block of flats
for United Nations experts. It is a stated intention of the
Mwananchi Development Corporation to  reinvest all
carnings; no dividends will be paid out. Thus the Corpora-
tion acts not as a provider of industrial capital but more as
an entreprenenr in secking projects.

The Commonwealth Development Corporation, a pub-
lic corporation set up by the Government of the United
Kingdom, obtains its capital from loans from the United
Kingdom Treasury. and has as its main purposc to assist the
economic development of countries within the Common-
wealth. In Tanganyika it has made loans to and madc
equity investments in 11 different projects. As of 31 Decem-
ber 1963 total investments were £7-9 million with [s5-1
million in the form of loans and 28 million in the form
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of cquity. The largest investments were in a Joint venture
tor sugar growing refining, wattle (high quality tanning
extract), gold mining and the TDFL. There is also a sub-
stantial loan to the Tanganyika Electric Supply Company.
Mincral exploration, sisal and coffee production, milling
and a small investment in pyrethrum complete the in-
vestments,

Tanzania has had a substantial inflow of public inter-
national development finance. Very lietle has been directed
to industry as such but the receipt of this aid has permiteed
the Government to divert local funds from aid-supported
projects to industry. Prior to independence the United
Kingdom was the principal provider of external assistance
and smaller amounts came from the United Statcs, the
United Nations Special Fund and Specialized Agencics.
The United Kingdom assistance to Tanganyika jumped
trom approximately £ 3-9 million in 1960/1961 to almost
L 10omillion in 1961/1962, and approximately £11 million
in 1962/1963. Part of this increase was to provide for
transitional expenses following independence and will not
be repeated. Part was to provide funds for retaining or
pensioning former British civil servants,

The United States has provided Tanzania with $19-7
million worth of assistance with the bulk of it being pro-

vided after independence. The International Development
Association madc two loans to Tanganyika totalling $18-6
million. The International Finance Corporation has in-
vested £1-8 million in the Kilombero Sugar Company.
This is a joint venture with the CDC, Standard Bank, and
two Dutch groups. Total investments in the projectamount
to L4:8 million. £1-5 million of IFC’s investment is in
debtand Lo:3 million is in cquity. The Federal Republic
of Germany provided $10 million plusthe £ 500,000 which
wasinvested in the TDFL. In 1964, the People’s Republic of
China offered Tanganyika Lo million credie and
Zanzibar a L5 niillion credit. In addition Tanzania has been
offereda £ 1-0 million grant.

These figures indicate that there has been a substantial
How of public international capital to Tanzania in recent
years. The Government has requested that more of the
assistance be made available for local costs and that less of it
be ticd to purchases within the donor country. There
seems to be a growing flexibility in the policies of donors in
relation to both of these requests.

The Government, pursuing its policy to encourage more
private foreign investment, enacted legislation to give pro-
tection to certain approved forcign investments, Provisions
have been made for the repatriation of capital and profits,

Dreparing carcasses for inspection in butchering section of slanghter house, Managua, Nicaragua
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and investors are assared that in case of compnlsory
acquisition of their assets they will be fully compensated.
Any disputes over compensation are to be settled by arbi-
tration, In addition to a general picture of the investment
climate the Act outlines limited tax relict measures
available to investors and mentions that tanffs may be
instituted to protect new industries and import duties on
certain materials may be waived for investors.

Prior to independence there were only three industries
of any size in Tanzania: a brewery, a meat-canning factory
and a metal-box factory. They were supplemented by a
shoe factory and a tobacco factory which opened around
the time of independence. Since then substantial toreign
capital has been invested or carmarked for an oil refinery,
the sisal-spinning factories and a sugar company. Other
new investments include factories for: Portland cement,
cnamelware, galvanizing, shirt-making, razor blades, wood
screws, plastics, plywood, and an alumininm rolling mill.
Many other projects are in the process of negotiation.

The attempt made by the Kilombero Sngar Company to
attract private African investors demands special attention
for it is the only example which we have found in Tan-
zania.

When initial discussions were held in relation to the
projected scheme the original investors and the Govern-
ment agreed that it would be a good idea to attempt to
bring African mvestment into the project. The idea pre-
sented a2 number of problems. First, the Government
wanted to make sure that the Africans received some return
on their investment annually, Secondly, it wanted the
company to prepare a prospectus in Swahili which would
clearly explain to the investors in what circumstances they
would be able to recover the money they had invested in
the scheme. These mcasures were suggested because very
few of the Africans had more than a rudimentary know-
ledge of financial practices. It was belicved that most of
the Africans who invested would look upon the company
as a kind of savings bank, and they would expect to be able
to withdraw their moncy on demand. Because it was to be
the first mvestment for most of the African investors the
Government believed that it would be wrong to give en-
couragement to Africans to participate in any speculative
venture from which their money could not be withdrawn,
and which might incur losses. The company suggested that
there could be preterence shares reserved for Africans only,
which would pay a minimum dividend of § per cent during
the fist four years. The Government pointed out that
preference shares could only pay dividends out of profits,
and since the company’s objective was to ensure that the
African sharcholders should receive some payment whether
or not it was making a profit, it might be more suitable to
achieve the objective by the issue of convertible loan stock.
This was not possible because the IFC, from which the
company was negotiating a loan, required that at least
50 per cent of the company's capital must be in the form of
cquity and this could not be done if the African’s shares
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were in the form of convertible loan stock. By a number of
changes in its capital structure it was finally decided to
issuc a £700,000 7 per cent cumulative convertible pret-
crence share for local residents. These shares were under-
written to the extent of £250.000 by the Standard Bank
and £ 450,000 by the CDC and they were thenissued to the
public by these two groups.

It was decided to reserve the shares for “local residents”
instead of “*Africans” becanse no one wanted to set the
precedent of employing a racial clause in a prospectus.

The experiment was not particularly successful. Only
£:35.855 of the £,700,000 issue was subscribed and for the
most part the investments were made by non-Africans.
Nevertheless, it was an important step and indicates one
approach to involving local investors in the capital market.

Material for this report was gathered in June 1964 only
two and a half years atter Tanganyika attained indepen-
dence. The results achieved by the Government in this
short time are impressive. The comprehensive Five-Year
Plan is a well conceived and tinely drafted document, The
targets are high as is the dependence on external finance. It
is too carly to comment seriously on the mobilization ot
industrial fimance. The Government has defined its targets
in the Plan and new financial institutions such as the TDC
and TDFL arv steps in the right direction for mobilizing
industrial capital. The Arthur 1. Little report set forth the
possibilitics and some of the linitations of industrialization
in Tanzania and the Government has heeded the comments
of these consultants. Domustic savings arce very low in
Tanzania and they are not likely to risc sufficiently to make
a marked impact on industrialization. The Government is
already considering means to make whatever increases are
possible through new institutions. The one potential
source which does not appear to have been courted as
fully as it might be is the capital in the hands of indigenous
non-Africans. However, this is a problem with a history
and perhaps no more can be done than to wait for better
understanding with the passage of time.

The principal problems in Tanzania relate to the dearth
of skilled manpower and individuals trained to a pro-
fessional level. The demand for such people exceeds the
supply. Training facilities have been substantially increased
since independence. However, it will take some time before
the demand can be met.

We have concentrated our comments on Tanzania but
we cannot close our discussion without commenting on its
ncighbours, Kenya and Uganda, which together with Tan-
zania form a common market, share common services
utilize a common currency and mect together in a Central
Legislative Assembly. Tanzania has felt for many ycars,
with some justification, that it has not ceceived its fair share
of industry within the commoi market. Nairobi, as the
former centre of British rule, in East Africa, with its bracing
climate and developed facilitics has always attracted a
greater proportion of capital investment in industry than
its neighbours. Unsinccessful attempts have been made to




produce a more equitable allocation of industry within the
common market by a system of induserial licensing. In the
beginning of 1964 tensions came to a head when Tanga-
nyika threatened to withdraw from the common market,
Mectings were held and a compromise was reached which
allocated five of ten new potential industrial investments to
Tanganyika. However, in carly 1965 there was still sub-
stantial discontent in Dar-es-Saliam and new statements
have been made calling for the end of the common
market. East Africa as a whole is a much more attractive
market than any one of its constitutent parts weuld be
alone. It would be a scrious blow e Tanzania’s investment
hopes, it this serncture should fall apart.

United Arab Republic
The attitude of the Egyptian Government towards the
role of industry in national development is set forth in the
Five-Year Plan as follows ;5

While agriculture is considered as the first sector,
which constitutes the framework of the whole of pro-
duction, industry is considered as the only path to
cconomic progress and continued development.

Industry has become increasingly important in Egyntian
thinking following the scizure of political power by the
military in 1952. In that year the value of industrial pro-
duction was LE313°8 million and by 1963 it had climbed
to LE952-6 million.5 New industrial investments during
1951-1952 amounted to only LEz2-2 million whereas
during 1963-1964 they amounted to LE1ss million, 5

The shift in emphasis towards more industrialization went
hand in hand with the development of new institutions,
experimentation with investment incentive laws, the draft-
ing of an Industrial Development Plan and subscquently a
comprechensive Development Plan. The Government's
attitude towards the financing of dustry moved from
substantial support to the private sector to a complete
domination of the industrial sector by the Government.
Domestic savings augmented by a considerable inflow of
external assistance has helped to provide capital to achieve
the goals of the Government.

The First Five-Year Industrial Development Plan

In July 1956 a Ministry of Industry was created® and,
among other things, it was responsible for drafting the first
Five-Year Industrial Plan which was accepted by the
Government in November 1947.90 The Plan called for 502
projects and investments of £LE330's million of which
L E144 million or 47 per cent was in foreign exchange &

12 Years of Indusirial Devclopment in the Unired Arab Republic,
1932-196¢ (Ministry for Industry and Mincral Resources), Cairo,
196y, page 31.

" Ibid., page 32.

“ Ihid., page 174.

“ Ihid., page 175.

54 Ihid., page 180.

"t thid., page 181,

Although the National Production Comndil desired to
give special attention o basic industrics, political factors
torced cqual attention to consumer gouds. Thus there was
created a balance betwien the development of basic in-
dustries and the development of consumer goods industries,
The Government set itself three goals:

| T|o realize self sufficiency in all gouds which could be
produced locally and which were imported for local
consumption. . ... The expansion of mdustrics which can
tind favorable export markets as fong as the clements of
success of these industrics exist in the country

Establishment of basic industrics which are the founda-

tion of industrial progress . . 62

At the time of this Plan industrial activity contributed
about 11 per cent of mational income and it aimed
increasing the contribution of the sector to the national
income from 11 per cent to 19 per cent 84

The Plan was divided into fonr major parts as follow :64

First Five=Year Industrial Plan

No.of Total (o
Mdustrial sector

projects (L Emillon
Mamlfacturing industries ..., 450 2481
Miningindustry ..., ... . 4 1
Petroleum indastry ... 14 §§°7
Trainingcentres ... . I8 17
Torar o2 130§

A special organization was cstablished towards the end of
1957 to implement the Plan% Ie was athiliated with the
Ministry of Industry and called the Organization for
Exccuting the Five-Year Industrial Plan,

Forcign exchange for the Plan totalling £ E126 million
in loans came from: the Sovier Union (LE 61 million);
LEas million from the Federal Republic ot Germany for
the establishment of chemical and engineering industrices;
LEr2-s million from Japan for building a sugar mill,
spinning factory and fish caning factory; and, £E7-s
million from the German Democratic Republic for the
cstablishment of chemical and enginecring industrics. 8

On 1 July 1960 the Government put into operation its
first. Comprchensive Five-Year Plan for Economic De-
velopment (as distinct from the more limited Industrial Plan
referred to above). This Plan formed the first half of a ten-
year programme. Residual projects of the Five-Year
Industrial Plan which had not started production as of 30
June 1960 were integrated into the industrial scctor of the
new Plan.

During the two and one-half years of the Five-Year
Industrial Plan a total of 105 projects were put into opera-
tion at a total cost of more than LES; million and most of

82 Ihid., page 178, 179.
3 Ibid.. page 179.
*3 thid., page 180.
%3 Ihid., page 180.
8 Ihid., page 181,
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the remaining projects had been contracted for or were
actually under construction.#
The completed projects were in the following ficlds:%8

No. of Tonal cost

Industry projects (LE)
Petroleum .................. 3 9,166,000
Miningindustry .............. 9 416,000

Manugcturing industrics:

Food industries ............ 24 2,478,000
Chemical industries ........ 16 8,029,000
Metallic industrics .......... j0 34,687,000
Metallurgical industries . ... .. 1 395,000
Textileindustry .......... 17 27,100,000
Trainingcentres ............ $ 204,000
ToTAL 10§ 83,465,000

Five-Year Plan for Ecounomic Development

The Five-Year Plan for Economic Development was
drawn up with total investments cstimated at about LE 17
billion over the period from 1 July 1960 to 1 July 1965. The
industrial sector investments were sct at [E434 million
(25-s per cent). This amount covers both new projects in
the Comprehensive Plan and obligations left over from the
Industrial Plan.®® It was cstimated that £E286-3 million
(65-2 per cent) would have to be in the form of forcign
exchange.

The industrial imvestments were allocated to the follow-
ing industrics:79

Allocation of Indnstrial Investments in the Five-Year Plan
for Ecanomic Development

LE millions

Petroleum industries ... L 82§
Miningindustries .......................... 367
Chemical and pharmaceutical industries ... ... .. 832
Foodindustries ............................ 301
Textileindustries .......................... 438
Metallurgical industries .................. ... 46°8
Metallicindustries .......................... §7'%
Ruralindustries ............................ 1°9
Vocationaltraining .................... ... 3'$
Small unforescen projects ... 16°0
Renewals and rcpﬁccmcms .................. 300
The central laboratory for metrology and testing

ofmaterials .............................. 20

The Plan contains 73§ projects and when the working
capital is added to the above figures, total investments in-
crease to L E8o1-8 million.” Subsequent to the publica-
tion of the Plan, industrial projects were augmented by 78
complementary projects and 537 small projects costing
£LE100 million and £E35-7 million respectively.? Thus

&% Ibid., page 1K2.
% Jhid.

8% Ihid., page 185.
0 Ihid., page 186,
“1 Ibid., page 187.
-2 Ibid., page 192

total industrial projects to be undertaken during the Plan
period were 1,350 at a cost of LE937's million.

As of 31 December 1963, 322 projects contained in the
Plan costing £E243-3 million were in production and
another 15 involving £E23-8 million were ready for test
runs.” The completed projects were distributed as fol-
lows:74

Completed Projeets in the Plan

No. l_‘f Con
projecss  LE millions

Petrolewm ..............o. ... 8 41146
Mining. ... 17 7403
Chemical ...................... 33 UBLL]
Food. .. viviiiiii 34 32°954
Metallic ....................... 42 49°$08
Mctallurgical ................... v 9§22
Textile ...t 41 38723
Vocationaltraining .............. 17 3013
Rural .......................... 121 1421

ToTAL 3—2-2_ 243288

In addition, 26 of the complenientary projects and 257 of
the small projects costing LE8-8 million and [E104
million respectively were in production by the end of
1963.78 Thus, 605 projects costing £ E262 million were in
production.

During 1964 the Government planned to complete 254
industrial projects whase total cost was to equal LEuys-2
million.7®

The Plan proposes to increase the annual rise in GNP
from 4:45 per cent to 7:2 per cent, an ambitious goal. The
investment ratio was cstimated at 16 per cent in 1959-1960
rising to 20 per cent by the conclusion of the Plan. Savings
were to be increased from 14 per cent to 20 per cent.

Foreign cxchange requirements of the Plan were esti-
mated at £E646 million. Foreign aid plus an increase in
exports and a decrease in imports was to make this goal
puossible. The Plan projects an optimistic 36 per cent in-
crease in exports and a 6 per cent decreasc in imports with
the proportion of investment goods increasing from 34 per
cent to 43 per cent over the Plan period.

Industry, including electricity, is to receive 337 per cent
of total investment over the Plan period. It is hoped that
this investment will increase net industrial output by 98 per
cent.

Third Industrialization Programme

A third industrialization program has been drawn up to
be implemented within the framework of the Second
Five-Ycar Plan for Economic and Social Development
(1965-1970). The programme includes 885 projects at an
estimated cost of LE1 billion.??

'3 Jbid., page 188,
4 Ibid., page 191.
75 Ibid., page 19..
76 Ibid., page 193.
7 Ibid., page 256.
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Public and Private Sectors

At the end of World War I almost all industry in Egypt
was in the private sector. Post-war nationalism tended to
tavor local investors over foreign investors and in 1947 a
law was passed requiring that a majority interest in
Egyptian companics must be held by Egyptians. Mining
and quarrying laws werc also restrictive.

Following the Revolution of 1952 the Government
began to offer incentives to both domestic and forcign in-
vestors.™ Forcign investors were permitted majority con-
trol in new companics and they were graated new ex-
ploration concessions with liberal renewal terms. A seven
year tax exemption was offered to new companics pro-
moting cconomic development and new investments by
existing companics reccived a five-year cxemption. Tariffs
were introduced to protect domestic industrics and import
dutics on goods and materials needed by industry were
reduced. Taxes on undistributed profits were halved. In
addition the Government cstablished a Permanent Council
tor Production to study and promote new projccts. These
measures did not bring about a substantial increase in new
mvestments.

In 1956 the Government was confronted with a serics of
political problems. Following a military agrecment be-
tween Egypt and Eastern Europe, the United States with-
drew its support from one of Egypt’s most important
projects—the Aswan Dam. The World Bank and United
Kingdom followed suit. Ac this point the Egyptians
nationalized the Suez Canal. Subsequently, Isracl, France
and the United Kingdom invaded Egypt. Hostilities ceased
following the intervention of the United Nations backed by
the support of the United States and the Soviet Union.

Following these events there was an “Egyptianization”
of foreign establishments, closer state control of business,
nationalization and sequestration of British and French
assets, an intensification of government cfforts in in-
dustrialization and an increase in taxes. From 1957 through
1961 the Government gradually absorbed the private
sector. By 1965, 9o per cent of industry was under the
control of the Governmnent.

Government control over business began slowly. First,
the Government required approval of all new investments
and expansions of existing investments. Government
approval was also required to stop production. Internal
management was limited when the Government set a
maximum and minimum number of directors allowed;
companics were required, after certain preceding conditions,
to purchase government securities; the amount of divi-
dends was limited; the Ministry of Industry was authorized
to determine the volume of production and the number of
working shifts of cach company; companies were required
to allocate a proportion of profits, afeer certain deductions
had been made, to workers in the plant; and camings of
company directors and employees were limited. Finally, in

" lssawi, Charles, Egypt in Revolution—An Economic Analysis,
Oxford University Press, London, 1963, page 236 et seq.

1961 there was a wholesale nationalization of industry.
Professor Issawi writes?® that the market value of the shares
of companies nationalized in 1961 **. . . has been officially
put at LE258 million, of which 33 million belonged to
forcigners”. He continues, *. . . the Government took over,
in all, LEi124 million of shares, and acquired control over
70 per cent of Egyptian company capital. .. ,”

Compensation under the 1961 laws was n the form of
fittcen-ycar negotiable government bonds, bearing 4 per
centinterest and redeemable after ten years. 80

The Economic Development Organization was created
to administer sequestered French and British businesses and
in addition took charge of holdings in joint stock com-
panics and certain publicly owned corporations, It con-
tinued to expand by reinvestments and the acquisition of
additional nationalized companies. lts total investments
rose from LEs1 million in 1957 to AL E8o million in 1960
i banking, insurance, mining, petroleum, mmmfhcturing,
commerce and transport 8!

In March 1961 two new bodies with functions similar to
the Economic Development Organization were created :
the Misr Organization and the Al-Nasr Organization. 82
The Misr Bank was founded in 1920 and one of its main
objectives was the fostering of Egyptian industry. It was
". .. the first purcly Egyptian owned and managed insti-
tution, which constituted one of the main nuclei around
which the new Egyptian bourgeoisic was formed and
which did important pioneering work in credit and in-
dustry.”® The Bank established twenty-seven Misr com-
panies with an aggregate paid-up capital of £E20 million
and their activities ranged from spinning and weaving to
imsurance, fisheries, airlines and films.84 This background
gives some indication of why it was chosen for this new
role.

The new Misr Organization was primarily responsible
for:

The development of the national economy through
commercial, industrial, and financial activities, the ad-
ministration, supervision and the drawing up of invest-
ment policies of Bank Misr and other public institutions
on behalf of the Government, and the organization of
the participation of Government, public and privatc in-
stitutions in cconomic activities.85
At the end of 1960, the assets of the Mist Bank and its

holdings in Misr and other companies totalled LE331
million.%

70 Ibid., page 6o.

¢ [bid., page 9.

1 Central Bank of Egypt, Economic Review, vol. I, No. 2, 1961,
Page 346 et seq.

*2 Central Bank of Egypt, Ecomomic Review, vol. I, No. 1, 1961,
page 63.

 luawi, page 40.

84 Jhed., pagcs 264, 265,

83 Central Bank of Egypt, Economic Review, vol. 1, No. 1, 1961,
page 63.

¢ Issawi, page 65.
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Al-Nast Organization “. . . is concerned with the de-
velopment of industrial and financial activitics of the com-
panies established by the General Organization for the
exccution of the Five-Year Plan as well as with industrial
projects entrusted to it.”’87 The asscts of Al-Nasr Organiza-
tion were twenty-four companies with combined capital
of about £E40 million.®® By the autumn of 1961 these
three bodies, cach of which was headed by a Cabinct
Minister, controlled the bulk of Egvpt’s cconomic ac-
tivity 89

Friction developed between the three organizations and
various government departmients, and in December 1961 a
decree was issued establishing the Supreme Council for
Public Organizations under the chairmanship of the Presi-
dent of the Republic. The Council’s functions are to define
the objectives, approve the budgets, co-ordinate the activi-
tics and supervise the implementation of the programmes of
thirty-nine organizations, grouping 438 companics under
thirteen ministrics. The activities of the Supreme Council

7 Central Bank of Egypt, op. cit., page 63.
*8 Jssawi, page 55.
¥ fhid.

radically 1cduced the importance of the Mist, Nasr and
Economic Development Organizations. %0

Industrial Finance

Following the nationalization decrces of 1961 industrial
financing in Egypt has become primarily a question of
public finance.

Prior to thc movement of industry into the public sector
industrial finance came principally from domestic and
forcign private investors. Commercial banks, insurance
conipanies, the Industrial Bank and to some extent
government-controlled funds from the Post Office Savings
Bank, pension and sccial insurance organizations were
additional sources of industrial finance. The nationalization
decrees also affected all of these sources of finance. Thus,
by the end of 1961 not only was all industry in the public
sector, but in addition virtually all of the institutional
sources of finance were there too.

A picture of Egypt’s present and past public finances may
be gleaned from the following table:

90 fbid,

Traince repairing a car at the Embaba Meral and Automotive Training Centre in Cairo. To speed up economic development, the Government of the
United Arab Republic (Egyptian region) has established a vocational training progravime ou a national basis for all industrial trades
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Public Finance

Actual public revenve and expenditure (LE million)» Actnal public revenue and expenditure (L F million)n
End of fiscal year Revenve Expenditwre Surplus; Defich End of fiscal year Revenue Expenditure Surplus Deficit
195519564 292°8 340°3 — 478 1960-1961 1 340§ 700°1 - 2233
1956-19574 2763 3881 — K- 196119624 5303 7797 2294
1957-1938¢ 3339 335°3 ~- 14 1962-1963 727'8¢ 9700 242°s"
1938-19$9d 403°2 4302 - 270 1963-1964 778°3¢ 1,079°4 jo4:1®
1959-19604 4448 (IR — 663 1964-196 829:3°¢ 11844 ~3ss1®

Source: Economic Bulletin, National Bank of Egypt. vol. XVIII, Nos. 1 and 3, 196, Table 2/1 in Statistical Section,

* An aggregation of net revenue and expenditure of all budgets after deducting inter-budgct subsidies and transfers,

budgetary estimates as final accounts are not yet available.

" This figure represents the total of internal loans, credit facilities and foreign loans

budgets, plus the deficit in the services budget.

* A residual figure reached by deducting the sum of internal and foreign loans plus the deficit in the services bud
1 Development budget revenue is not included while expenditure is. The revenue was not indicated in the a
mainly of foreign aid and loans, intcrnal borrowings and monetary expansion.

Additional insight may be gained by reviewing the
situation for two recent budgets in more detail. In 1962—
1963 and 1963-1964 net expenditures were LEg70:0
million and £E1,079-4 million respectively. Deficits in these

Figures as from 1957/19¢8 are
included in the revenue of both the services and business

get from the budget's total.
nnual budget reports and was composed

years were {E180s million in 1962-1963 and [Ez2403
million in 1963-1964. Aggregate revenue and expenditure
estimates for these years were as follows:

Aggregate Revenve and Expenditwre Estimetes for 196 3-1964 and 1962-1963

LE million |
Services budger Enserprises budget Total all budger:
1963-1964  1962-196) 1063-1964  1962-1963 1961-1964  1962-196;
1. Expenditure
Currentoutlay ................ 4782 432°0 651°8 3439  1,1300 9779
Investmentoutlay ............ ..., 62-2 873 3487 2741 4109 3624
Totar  s404 $19°'3  1,000°§ 821'0 1,409 1,340}
Adjustments for double counting — — 461°3 3703 401 370'3
. Netexpenditure ................ .. $40°4 $19°) $39°0 4507 1,079°4 9700
3. Netrevenue .................... $01°0 4748 33818 31407 83_9_1 7893
4 Netdeficie ............... ... ... —39'4 TS 2000 1360 2403 -- 180
3. Financing:
localloans ... ........... t144'8 ) - 1081
F39 aas {2403 - 180g
foreignloans  .......... . ... + §6°4 1 309
Totar - 394 + 44°$ +32009  -F1360 | 240°3 {1804

Source : Economic Review, Central Bank of Egype, vol. 1il, No. 3, 1963, pege 248.

* Including the real resources available for investment which

comsist of the surplus of the revenues over expenditure of the

Post Office Savings Bank, the General Insurance and Pensions Auwthority, and the Gemeral Organization for Social Insurance

amounting to
LE30:6m. in 1962-1963.

An analysis of this chart reveals that the Government is
utilizing funds from the Post Office Savings Bank, the
General Insurance and Pension Authority and the General
Organization for Social Insurance. These funds are in-
cluded under the general category “Net Revenue”. They
are allocated to the Enterprises Budget which “comprises
all budgers of autonomous public authorities and organiza-
tions exercising economic activities and covers the related

companies, whether wholly or partially owned by the

LE4¢3ym., LEyi7 m., and (E37-8 m. respectively in 1963-1964, compared with LE6-23 m., LE27'9m. and

public sector”.9 The deficit is financed by local and forcign
loans,

Revenuc for industry under the Enterpriscs Budget of
1962-1963% and 1963196493 was estinrated as follows :

! Central Bank of Egypt, Economic Review, vol. I, No. 3, 1963,
page 243, )

%1 Central Bank of Egypt, Economic Review, vol. II, No. 3, 1962,
page 39s. .

*8 Central Bank of Egypr, op. cit., page 257.
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Industrial Revenue Enterprises Budgets, 1963-1964—1962-1963

Orher resonrces
Loans Investment  Drawings
Oun Investment of related from
reveniies income Local Foreign Grants companies reserves Orthers Total
1963-1964 Industry ........ 1084 1243 60} 13°2 — 82'6 o1 1649 2008
1962-1963 Industry ........ 870 10°§ 4173 146 o'y 68-0 17 12:4 2364

In 1962-1963 forcign loans were onc third of total loans;
in 1963-1964 they had dropped to a little over 20 per cent.

In summary, industrial finance in Egypt today is pri-
marily a question of public finance. Recent budgets have
had large deficits and these have been financed by local and
foreign borrowing. Included in net revenue of the budgets
are various government-controlled funds.

Savings

The Government's goal is to increasc annual savings
from 12 to 1§ per cent of national income to 20 per cent. In
line with this policy a programime of forced savings was

introduced in 1965. Under the programme all civil servants
and employees of nationalized companies are required to
contribute a half day’s pay monthly to a Compubsory
Savings Plan. The employecs will receive § per cent interest
on their deposits and will be entitled to make some with-
drawals after five ycars.

The volume of savings has been increasing annually in
Egypt. However, nationalization, stamp duties and the
liability of bank deposits to seizure by the Department of
Taxation have probably limited the rate of growth.

Savings for recent ycars were as follows:

Savings (LE million)

Inve aments of Insurance and Instine for
Year Banks Post office inswramce compamics  pension funds  Social Inswrance Totel
1956 ...... 554 326 332 44 o9 146°$
1947 ...0. 61°3 378 41°4 169 2:4 1800
1988 ...... 732 93 471 49°2 49 3189
1959 ...... 881 457 $3°S 54°4 LA 1497
1960 ...... 04°2 47°4 $7°$ 71°3 110 2856
1961-1962.. 1040 $30 s8-0 136:0 210 3630

Sowrce: Imawi, Charles, Egypt in Revolution— An Ec éc Analysis, Oxiord University Press, London, 1963, page 243.

The current programmic to increasc savings to 30 per
cent of national income will solve a part of Egypt’s invest-
ment problems. However, in addition to domestic savings
Egypt has a great necd for forcign exchange. The nationali-
zation of industry does not make Egypt very attractive to
forcign private capital. Thus, if Egypt is to obtain nceded
foreign exchange it will have to come in the form of
foreign public assistance or export carnings.

Foreign Aid

Almost one third of the U.A.R.’s investments in the Fiest
Five-Year Plan were made from foreign aid funds. A simi-
lar proportion will be required for the Second Five-Year
Plan %

The emphasis on industrialization has increased the
demand for imported capital goods, spare parts and raw
materials. Egypt’s exports have not kept pace with these
imports. Akthough the Government has attempeed to nas-
row the forcign exchange gap by reducing imports and in-

% National Bank of Egypt, Ecomomic Bulletin, vol. XIV, No. 3,
1961, page 131.

2%

creasing exports it has been unsuccessful and the reliance
on external assistance is on the increase.

Egypt has received foreign asistance totalling almost
$1-8 billion from 1952 through 1963. The sources and their
relative contributions are as follows:

Total Aid Commisted by Cowntry




Total Aid Commined by Country (continued)

Ml'”i(l'l
Cowntry dollar  Per cent of total
B: Mulrilateral
WorldBank ...... ... . . . $6°7 32
EPTA ... ... ... ... .. . 11°6 07
UNSF...................... . 62 03
Total multilateral . . 74°$ 2

GraND TOTAL ... ... 1,769°0 100°0

Source: ERNaggar, Said, Foreign Aid to ( 'nited Arab Republic, UAR
Institute of National Planning, page 62.

Bilateral sources provided almost 96 per cent of the total
assistance during this period, and over §2 per cent of total
aid was from four countries: the United States; Sovict
Union; the Federal Republic of Germany; and lualy.

Approximately 11 per cent of the aid has been in the
form of grants with almost go per cent of this form of
assistance coming from the United States. The percentages
would be appreciably higher if one were to include the
$487:1 million of commoditics supplied to Egypt under
P.L. 480 assistance. This assistance is treated by the OECD
and others as “grant-like” assistance, inasmuch as it s paid
for in local currency,

Almost 40 per cent of the total aid supplied to the U.A.R.
has been allocated to industry.

Soviet aid has been concentrated on the Aswan Dam
($325 million) and industrialization ($175 million). As of
31 December 1961 Soviet aid had been utilized in the fol-
lowing indwstrics: petroleum (321 per cent); engineering
(300 per cent); chemicals (156 per cent); metallurgy (10-3
per cent); mining (4-4 per cent); textiles (34 per cent); and
food (2-2 per cent). In 1963 the Sovier Union offered the
U.A.R. a $50 million loan for the construction of power
lines and transformers. 9

American aid has been employed in agriculture and
natural resources; industry and mining; transportation and
communication; health and sanitation; education: public
administration: community dcvelopmcm and housing;
participants training programmes and commodity procure-
ment. During fiscal ycars 1963 and 1964 Egypt received
another $487 million of United Statcs aid bringing the
total to $1-2 billion.% Industrial aid has provided a tele-
communications training centre; engincering faculty, in-
dustrial engineering planning assistance; institute for
management development and loans to: a pulp mill; in-
dustrial bank; food canning and freezing plant; a cellophane
plant; grain storage facilities; a power plant and a card-
board plant.

halian aid has gone to land reclamation; cquipment for
the Nasser automobile factory; goods and services related
to a petrochemical plant; and oil drilling,

The Germans have provided a dry dock in Alexandria;

> E--Naggar, Said, Foreign Aid to United Arab Republic, Institwe of
National ing, Cairo, 1962, PAge 44 ¢t seq.

" U.S. Economic Assistance 1o United Arab Republic, US. Aid
Mission, Cairo, 1964, charts on pPages 13-14.

a river fleet for the transport of iron ore; a syphon under
the Nile in Cairo: various clectricity projects; an irrigation
pumping station; and a bridge over the Nile. In April 1963
the Kreditanstalt provided $57-5 million for twenty-tive
infrastructure projects bringing their total assistance to over
$200 million. At the same time the U.AR, was offered
$62-s million of Hermes suppliers” credies by the Federal
Republic of Germany. The German Democratic Republic
offered a loan of $87-4 million to Egyptin carly 1965 to
finance the import of industrial cquipment. This loan
would bring the German Democratic Republic assistance
to almost $120 million.

Yugoslavia provided a $20 million credit for tractor
factory at Helwan, mining cquipment aud cquipment for
water pumping station. In 1964 an additional $17-5 million
loan was offered to pay for aland reclamation project.

Kuwait has made loans totalling 35 million dinars with
25 million going for gencral development and 10 million
to deepen the Sucz Canal,

The Japanese have supplicd a $30 million credic for a
cotton-spinning plant, sugar-manufacturing plane, tin-can
plant, canning factory, a frozen-food plant, and a plant to
manufacture fish nets.

In 1960 Poland gave Egypt a $20 million credit and
$6-7 million has been used for a dye plant. In January 1965
$40 million in additional credits were offered for industrial
projects.

Caechoslovakia offered credits of £7-5 willion and L20
million in 1960 and 1962, These credits were for a power
station, sugar factory, and a motor cycle factory.

China (mainland) agiced in December 1964 to supply
Egypt with up to $80 million in industrial cquipment. 97

The important point to note is that Egypt has succecded
in attracting external assistance from many sources and a
great deal has been concentrated on industry. Assistance has
come from both the Western and Sovict blocks,

In addition to the above-mentioned sources of assistance
the U.A.R. has had recourse to the International Monctary
Fund.

In May 1962 the U.AR. conclided a standby arrange-
ment with the IMF. By common agreement the following
steps were taken for the purpose of stabilizing the cconomy:

[The Central Bank’s discount rate was raised from 3
per cent to § per cent; the creditor and debtor rates of
interest of the commercial banks were also revised: the
reserve ratio of the commercial banks was increased from
12} per cent to 17} per cent; ceilings were imposed on
the credit facilitis which commercial or specialized
banks could grant; and the exchange system was sim-
plificd by the adoption of the single rate of $2-30 per

Egyptian pound . . .9
In 1964 the U.A.R. entered into new standby arrange-

Y7 Africa—Economic, Fivancial and Technical, vol. |, No. 12, page
331

*® National Bank of Egypt, Economic Bulletin, vol. XVI, Nos. 1 and
3, 1963, page 1.
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ments with the IMF authorizing drawings up to the
equivalent of $40 million over atwelve-month period.#®
The stabilization programme aims at improving the
balance of payments by reducing the pressure exerted by
the Government's  timancial needs on the  domesiic
credit system. It provides for increased taxes on imports,

a new tax on payments for certain invisible transactions,

and a substantial increase in social sccurity taxes. An im-

portant feature of the programme is a general review of

pricing policy. The programme is designed to achieve its

objectives aver a period of several years without im-

pairing the country’s recent rate of economic growth. 10

As of April 1964 the U.A.R.s quota in the Fund was
raised to $120 million and its outstanding drawings on the
Fund stood at $124.2 million.

It is understood that as a part of the 1964 agreement with
the Fund the U.A.R. agreed to limit its expansion ot
credit, both domestic and foreign, by not increasing short-
term and medium-term credit beyond the amount outstand-
ing in March 1964 Other items in the Agreement related
to liquidity, the size of the imvestment budget, the amount
of bank credit, restrictive exchange  polhicies, pricing
policies, and bilateral payment agreements.

Financial Institntions '

In addition to the Centwal Bank the United Arab
Republic has the tollowing tmancial institutions: five
government-owned commercial banks, an industrial bank,
and a number of specialized banks which are not relevant
for the present study.

Ceutral Bauk

The National Bank of Egypt functioned as a central bank
for Egypt from 1898 through December 1960. It was the
Government banker, held cash reserves of commiercial
banks, issued notes, and acted as lender of last resort.

The powers of the National Bank were rather limited
until central banking legislation was passed n late 1951,
From that time on commercial banks were required to
maintain interest-tree deposits with the National Bank. The
actual percentage of deposits was determined by a Supreme
Monetary Committee consisting of three representatives of
the Government and three of the Bank under the chair-
manship of the Minister of Economy. The commercial
banks were also required to hold liquid asscts in the form
and proportion fixed by the Supreme Monctary Commit-
tee. As its central banking powers increased the National
Bank became more restricted as to its commercial banking
operations.

* ipernttional Financial News Surrey, vol. XV, No. 22, 1964,
page 181,

100 [hid.

101 See, Sanchiz, Jose (., "Moncey and Banking in the United Arab
Republic,” Imerational Monetary Fund Staff Papers, vol. XIl, No. 2,
1968, page 314 ¢f seq.; and Issawi, Egypt in Revolution (supra), page
246 ¢t seq. Sec also the Economic Review of the Central Bank of
Egypt and 1the Economic Bulletin of the National Bank of Egypt.

7

The National Bank also gained the power to rediscount
treasury bills and approved commercial bills. In 1957 the
Bank was permitred to carry out open market operations
but due to the narrowness of the Egyptian stock exchange,
this had no great effect. At the saine time it was aathorized
to fix interest and discount rates and in exceptional cases to
make advances to commmercial banks without demanding
the usual seenrity. In addition the Bank was put in charge of
all firms undertaking banking operations and its anthority
was required for mergers and opening of new branches.

The Bank's authority over other banks was extended to
cover reserve and liquidity ratios and it was given very ex-
tensive powens in the determination of the nature and
evaluation of assets held by banks and in the maximum
amount of the facilities they were authorized to extend to
the various sector: of the cconomy.

Eventually the Supreme Moncetary Board was abolished
and full authority was given to the Bank’s Board of Direc-
tors. The Government appointed the Governor, Deputy
Governor and two members of the Board.

In February 1960 the National Bank was nationalized and
its shares were converted into s per cent government bonds
redeemable over twelve years. A new bank called the Cen-
tral Bank of Egypt was cstablished. It acquired certain
asscts and labilitics of the National Bank and the National
Bank was turned into a commercial bank. 102

Counnercial Banks

At the time of the 1952 revolution almost all of Egypt's
commercial banking was controlled by non-Egyptians.
Only the Misr Bank and the National Bank of Egypt had
substantial Egyptian capital.

In January 1957 following the Suez crisis the Egyptians
promulgated a law which provided that all commercial
banks must take the form of joint stock companics with a
paid-up capital of not less than £Es00,000 in the form ot
nominative shares owned by Egyptian subjects with
Egyptian management.  Existing banks were given five
years to carry out these changes.

In 1960 both the National and Misr Banks were national-
ized and soon thereafter the Banque Belge et Internationale
en Egypte suffered the same fate. Finally, in July 1961 all
banks were nationalized.

Following the nationalization of all of the commerdial
banks the entire system was reorganized and as of 1963
there were only five distinct commercial banks. This
change came about because the smaller banks were con-
centrated in the major cities where the larger banks existed
and it was decided that this “unwarranted duplication in
bankinyg services and the lower efficiency of some of the
smaller banks called for correction.”193

This left the banking system structure as follows:104

—

102 Ceniral Bank of Egypt, Economiic Review, vol. 1, No. 1, 1961,
page 1 vtseq.

193 National Bunk of Egypt, Economic Bulletin, vol. XV1, Nos. 3
and 4, 1963, pagce 158.

104 Jbid., page 159.




. The Central Bank of Egypt.

2. The Egyptian Public Organization for Banks, which
is a supervisory body of the following institutions: () five
commiercial banks: (h) the Industrial Bank (0) four mort-
gage banks,

3. The Crédie Agricole ct Coopératif, which is super-
vised by the Egyptian Public Co-operative and Agricultural
Organization.

In April 1964 another major change was made when the
Egyptian Public Organization for Banks was abolished,
leaving the control of the banking system (with the excep-
tion of the Crédit Agricole et Coopératif) in the hands of
the Central Bank.195 It was fele that the administrative
functions of the Public Organization duplicated those of
the Central Bank.

The Government then decided that as of 1 July 1964 cach
sector of the cconomy would channel all of its activitios
through only one of the commercial banks. The purposc of
this specialization

-+ i to facilitate financial control over the different
branches of the cconomy, or in other words some degree
of “control by the pound” is intended to sccure better

adherence to the requirements of the Developinent
Plan . . toe

The financing and marketing of major agricultural crops
will continue to be undertaken by all five commercial
banks.

The actual mechanics of industrial finance were unclear

as of July 1964,

Industrial Bank

In 1947 alaw was passed authorizing the Government to
participatc in the establishment of an Industriai Bank and i
1948 the statutes were ratified. The Bank began its activitics
i October 1949.

1% National Bank of Egypt, Economic Bulletin, vol. XVI1, No, 2,
1964, page 127 ¢t seq.

The Bank is an Egyptian joint stock company with
capital of £E1,500,000 made up ot 375,000 shares of LEy
cach. The Government's share i the capital was 5 por
cent with the balance being subscribed by banks, insurance
companies, chambers of commerce, industrial concerns,
mdividuals and others, Nineteen per cent of the shares went
to individuals.

The government guaranteed a a8 pereent dividend on
share capital, as well as the principal and interest on
debentures up to five times the Bank's capital, and wa
authorized to advance up to LE2 million for workmg
capital. This was subsequently increased and at the end of
1960 the Bank’s balance sheet showed 3 debt of £ Eo-y
million to the National Bank, guaranteed by the govern-
ment. Morcover in 1959 the Bank was authorized to
issuc up to LE3 million of bonds guaranteed by the
government, and did so in 1960: in the latter vear the
authorization was increased to 7-s million 107
The Bank is authorized to- participate in the establish-

ment and consolidation of Egyptian industrial enterprises;
grant short-term, medium-term and long-term loans; ex-
tend assistance to graduates of technical institutes to start
industrial enterprises by granting them loans against col-
lateral or personal scurity, or without security. The Bank
may also invest surplus funds in shares and bonds of n-
dustrial companics.

The genceral criterion for bank loans iy that “the con-
cerned line of activity should involve an appreciable use of
labor power and a considerable amount of value added. 1o
Extractive and mining activitics are also cligible for Bank
loans while construction and building industries arc granted
loans if their services are carmarked for industrial projects.
Thus residential building is excluded from Bank financing.

The Bank’s record as of 1962 may be summarized a
follows:109

17 Issawi, page 265,
19 The Industrial Bank, U 4 R, 1963, page 13

198 Tbid., page 128. 108 Ibid., Tablc 1.
Industrial Bank
Disbursed loans, distribution according 10 term (£ Eooo's)
Term oo 1959 1960 1961 1962
Shortterm ............. ... ... .. e 1,438 1,50§ 1,203 $29
Medium and ongterm ........... .. .. ... .. . 60 1,030 402 143
Advances ... ... . T 13§ 19§ 2¢0 277
Torar 4,633 2,730 1,86 949
Distribution according to type: of industry ( LEooo’s)
Sectorsofloans ... 1959 1960 1961 1962
Tewtiles ... el 259 920 1,230 763
Engineeringand metal ........... . ... $92 837 29K 31
Construction and building material ... ........... $02 $06 26
Foodstuffs ....... . ... . . . e 79 266 183 100
Chemicals ....................~~ e 194 200 12 31
Other ........................ e, et 7 1 16 24
Torar 1,633 2,730 1,865 949




There are stock exchanges in Cairo and Alexandria. They
were closed in July 1961 but are now reopened. The great
transtormation in the cconomy has changed the nature ot
the exchanges’ business very radically. It now  handles
government bonds and sceuritics of nationalized and non-
nationalized companies. The markets are rather narrow.
Until 1961 government intervention in the market had
taken the form of occasionally fixing minimum quotations
as well as forbidding tutures operations.

Conclnding obscrvations

Egypt has placed substantial emphasis on industrializa-
tion following the revolution of 1952, During the carly
1950’s an attempt was made to attract private toreign
capital by replacing the more nationalistic laws of the late
1940's with incentive legislation. Almost before the world
could adjust and react to these changes Egypt was plunged
into the political crises of 1956. Following United Navons
intervention hostilities ceased. Reacting to the events Egypt
sequostered all French and British assets in the country.
Soon thereafter insurance companies and banks were ad-
vised that they must “Egyptianize”. Then in 1961 the
Government introduced  nationalization  decrees which
brought most of the industrial sector and virtually all of the
mstitutional fmance seawor under government ownership
and control.

In the carly 1950’s private domestic and foreign capital
were the principal sources of industrial fimance. These
cffore. were supplemented by loans from the commercial
banks and the Industrial Bank. In addition there was a small
stock exchange. Insurance companies, the post office savings
bank and various pension and social security funds were
other potential sources of capital.

Following the nationalization decrees of 1961 industrial
tinance became primarily a question of public finance. In-
dustry became one of the many sources competing for
government funds. As a tavoured sector industy has not
tared too badly.

One of Egypt's principal problems is to find enough
revenue to carry out its ambitious development plan. On
the domestic side various measures have been taken to
stimulate savings. In relation w foreign exchange the
Governmentis faced with a serious problem. Imports arc in-
creasing more rapidly than exports and reserves are falling
to a dangerous low. External assistance from Western and
Soviet bloc sources as well as the Intenational Monetary
Fund have been of crucial importance to the Governiment.
Approximately 40 per cent of this assistance has gone to
industry. In spite of this there are stll shortages of spare
parts and raw materials which prevent Egyptian industry
trom running at tull capacity. This has resulted in a scarch
tor new exwernal capital. The United States and  the
United Nations tend to support the proposition that private
capiaal, given proper incentives, could help to solve this
problem. Itis doubttul, however, that there would be a rush
ot private capital to Egypt cven if the Government’s atti-
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tude changed. Many investors would still remain wary be-
cause of the stated policies of the Government.

When the material was gathered for this sudy in 1964
the Government of the U.A.R. was still in the process ot
experimenting with its newly acquired tinancial instirutions
and it was exploring ways to utilize cxisting institutions
such as the Industrial Bank. Cominents on these institutions
will have to await more experience,

Egypt is fortunate to have many highly skilled and well-
trained administrators and technicians. This is offset how-
cver by the fact that only a little over 3 per centof her land
is arable and the population is increasing at the rate of 3 per
cent per annnm.

Itis too carly to judge whether Egypt’s experiment with
public scctor industry is the best approach for the most
rapid and cquitable development of the society.

CONCLUSION

The scope for industrialization varies widely in the tive
countrics under discussion. The United Arab Republic is
the only one of the five countries with a substantial in-
dustrial basc. Fifteen years ago even Egypt had liede in-
dustry. This transformation has come about in Egype
because of available resources, trained personnel and a will
to industrialize. Will alonc would have been insufficient.
Egypt has experimented with different approaches to in-
dustrialization and the experiments continue. In the other
four countries there are minimal physical resources and
Tunisia is the only country among the others with a sub-
stantial number of educated, experienced administrators,

Planning

Each of the countries has a development plan. Generally
speaking they are well formulated documents but they are
often based upon insufficient data and tend o be over-
optimistic. Libya’s Plan is the weakest of the Group. Itis a
list of sectoral investments with no targets and it only
covers public sector investment. Senegal, Tunisia and the
UAR arc pursuing plans which arc a part of a longer plan.

Industry plays an important role in cach of the plans with
20 per cent to 32 per cent of investment allocated to indus-
try exceptin Libya, where no estimates are made for private
investment and government investments are cqual o only
41 per cen*.

Emphasis has been placed on industrialization to escape
the problems which flow from a dependency on agriculture.
However, one may question whether this stress is being
pursucd in a rational manner. Each small country appears
determmed to develop its industry without discussing its
approach with its neighbours. Tanzania has formed a com-
mon market and shares common services with its neigh-
bours Kenya and Uganda. However, recentannouncements
indicate that these arrangements may be coming to an end.
Sencgal, once the Federal capital of French West Africa and
then a partner in the Mali Federation, has now retuned to
the status of a small West African State. It shares a common
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currency with five other states and is 2 member of a Cus-
toms Union but these countries have not been able to
agree on a regional approach wo industrialization. Both the
Ivory Coast and Senegal have buile small retinerices. Both
want industries to develop within their respective countries,
Millers and shoe producers were told that they could noe
ship their goods from Senegal to the Ivory Coast, They

were required o move i and build 4 tactory. Tumisia is
amother small country which has discussed tederation with
its neighbours Morocco and Algeria. This possibility
appears remore at this e, Libya, in spite of its new-
tound wealth, has neither the resources nor the market for a
major industrial programme. If some way could be found
tor Libya to work with its neighbours, it is probable that
more development would take place. Egypt is the only
country of the five which has 2 relatively large markert,
resources and the capacity to implement the necessary seeps
to carry outa major industrial programme.

The Economic Commission for Africa has instituted 2
series of studies on regional co-ordination of development.
It would be beneticial to all concerned if this approach to
development was studied and acted upon. For many
countrics in Africa this is the only hope for an industrial
programme where products would be able to circulate in
world markets under international competition,

Industrial finance

With the exception of Libya, all of these countries are
extremely short of capital. Various attempts are being made
to mobilize domestic capital but it would appear that in-
creases will be marginal in relation to needs,

Commercial banks, insurance companics, social security
funds and personal funds of individuals are potential
sources of capital. In the three North African countrics
under discussion, efforts have been made by the Govern-
ments to sce that more of these funds are utilized domesti-
cally. The banks and insurance companics have gencrally
been forcign owned and both reserves and assets have been
held outside of Africa. Laws in Egypt, Tunisia and Libya
have begun to regulate this situation, In Egypt, after first
requiring that majority rule be in the hands of Egyptians,
the Government has nationalized all banks and insurance
companics. Libya now requires that banks be controlled by
Libyans and they have raised the capitalization minimum
for foreign banks and increased the reserves which must be
maintained with the Central Bank. Tunisia has used a
different approach. The Government has formed its own
commercial bank and it is now the most important bank in
the country. Senegal has also formed its own commercial
bank. Social sccurity funds are being used for industrial
investment in both Egypt and Tunisia,

Banks and insurance companies have contributed to de-
velopment by purchasing government securities from time
‘o time,

Egypt is the only one of the five countries which has a
tock market and even there it was primarily used by
orcigners. Attempts have been made to interest the public

m the purchase of securities hoth Tuimisicand Tanzam,
They have not heen very snecesstul. With indusery
nationalized the Egyprians have heen tooking tor tech-
miques to bring private investors into public scctor -
vestments by issing investiment certificates tor as hieele
LE2. The value of the Certticate is to meregse gradually to
30 per centin ten vears and the appreciation in vahue 1ot
axable. There are restrictions on cashing certiticates iy
L.Eso tor three years, but they may be used s collateral tor
bank loans, -

The Egyptians have exchided private capitab imvestment
trom all but smail mdustry. Tunisia with 4 mixed ceononny
approach invites private capital but it requires prior .lp'-
proval on a project-by-project basis. The State is plaving an
mereasingly important role i dustrial mvestments i
Tunisia and this tends o make private investors wary.
Sencgal’s President Senghor is strong advocate of African
socialism and although he has seated that only agriculture
will be nationalized, the private investor is hesitae, One of
the reasoms for this is that those within Senegal who have
money to invest gencrally made their money inagriculture
which is now being mationalized and they follow the
axiom once bitten twice shy. Libya has had a large inflow
ot capital for oil exploration, but for lirtle clse. The State
has plenty of funds toinvest in mdustry but to date it policy
has been to leave industry to the private sector and to inter-
vene only if there is no private interest, Tanzania offers a
friendly atmospherc for private capital,

Each of these countrics, except Egype, has an investment
code to attract and assure investors, Although much stress
has been put on this formalistic approach to investment in
recent years, it should be stressed that these codes provide at
best a small inducement for investment, Countries would
be wiser to think through the shortcomings of the “in-
vestment climate” rather than relyin g on codey alone,

An important source of capital in some of these countries
i5 the indigenous non-African communitics such as the
Greeks and Asians in Tanzania and the Syrian-Lebanese in
Scnegal. These groups frequentdy have money and entre-
prencurial ability, but they arc often resented by the
Africans because they are the merchants and the money-
lenders.

In all of the countries under consideration there arc
strong and at times dominant attitudes which favor 3
socialistic approach to development. It is a socialism which
grows out of communal feelings rather than ideology (al-
though there are ideological socialists too). There is a strong
concern for social welfare and a great deal of scepticism and
fear in relation to private capital investment.

Limited savings and low rates of forcign private invest-
ment has led cach of these countries to a strong dependence
on foreign aid. Libya, which was once considered ta be the
poorest of the five, is the only one of the group which no
longer has nced for external capital assistance. However, it
has at least as great a need for technical assistance ax any of
the five.

The principal aid sources vary with cach of the five
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comtries. In Tanzamia, the United Kingdom, United
States, International Development Association and  the
Federal Republic of Germany are the principal donors.
More recently the People’s Republic of China has come into
the picture. In Sencgal, the French and the Enropean De-
velopment Fund are the major sources. Libya  unail
recently received aid from the United States, United
Kingdom, the United Nations Special Fand and Specializ-
ed Agencies. Tumisia, onginally  highly dependent on
French assistance, has become more involved with the
Amcricans over the years. Smaller sums have come trom
the Soviet Union, Kuwait, Federal Republic of Germany,
laly, Poland and Czechoslovakia. Egypt has received
snbstantial assistance from the United States, Soviet Umon,
Federal Republic of Germany, Ttaly and Japan.

A great deal of the aid has not been directed o industry
as such but has nevertheless aided i mdustrialization. For
example, the Americans sell Egypt many necessary com-
modities under Public Law 480, which provides torcign
exchange to buy machinery, tools, and replacement parts
with funds which would otherwise have been spent on tood
or other commoditics.

The need for foreign exchange has led some of the five
countrics into accepting a substantial number of supplicrs
credits. These credits are usnally for shorter periods of time
and at higher rates of interest than government-to-
government loans or loans trom wternational organiza-
tions. When Egypt entered into a stabilization agreement,
one of the conditions was a limitation on these expensive
credits,

The tying of aid to purchases in the country supplying
the aid 1s a frequent complaint of the recipient countrics.
The complaint is based on the fact that at times the same
amomt of moncey will buy more goods in another market.
(However, it is doubtful that these policies will be changed
in the near tuture.)

Credit institutions

Commercial banks in Africa usually supply only short-
term industrial funds. In order to provide medium- and
long-term industrial funds as well as equity capital cach ot
the five countrics has created at least one development
bank or corporation. The functions of these institutions
nsmally go beyond the provision of capital alone and in-
cInde managerial advice and promotion of schemes, and
trequently they act as a centre for information for both
domestic and foreign investors.

Egypt's Industrial Bank is in somewhat an anomalous
position at this time. Some have suggested that it be hqui-
dated and others have proposed that it be ualized tor
tmancing state cneerprises. In Sencgal the Development
Bank has not been able to tind many entreprencurs interese-
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od in industrial invesement and as a resule, the Bank's funds
have been almost tully emploved in agricnlture. Libya's
Industrial Development Organization is just geeeing under
way. Tunisia and Tanzania have two orgamzations con-
cerned wich induserial tinance. The Sociée¢ Nationale
d’Investissement concentrates on cquity mvestiment and the
Société Tumsienne de Banque makes medimm-term loans
and at times cquity investments. The $.N.1 has commiteed
almost all of its funds to cquity investments in new eneer-
prises. It is supposed to sell oft ies holdings and invest the
proceeds in new enterprises. To date only a smallamomnt of
its mvestments have actually been sold. In Tanzania the
purpose of the dual strnctire was to attract and ntihize
external capital tor commercially viable projects through
one insticution and to carry out priogity and political pro-

jects of a non-conmercial nature throngh  the  other

institution,

The fumre

Experience and experimentation is giving cach ot these
five comtries an opportunity to learn how to maximize
their industrial capital.

Banks, insnrance companies and social security funds will
probably play a morcimportant role in the supply of capital
in the future than they do at present. There will probably
be more stringent requirements on forcign fimancial in-
stitntions to sce that they utilize funds derived from a
country within the comnery.

The carly experiments at involving local people in in-
vestments in industry will probably continue and as these
ideas become less unnsnal they will probably become more
snceessful. The Egyptians have been inventive both n re-
lation to encouraging investments in public enterprises and
in postal savings. These techniques will undoubtedly be
tollowed by others.

The creation of the African Development Bank, the
activities of the ECA and the Organization of African
Unity shonld aid in creating a broader and more rational
approach to industrial development. A regional approach
rather than a national approach to industry would be more
rational, more competitive and probably lead to a greater
flow of private capital to Africa.

There is still too much concern over the political power
of private capital. These exaggerated fears limit capital in-
flow. Each of the countrics we have discussed has sufficient
power to cxercise controls against cexploitation without
cutting off an important source of capital. There will
probably be increasing pressure in countries such as the
United States to channel aid into countries where there is
more svmpathy for private capital investment. This is
particularly true in relation to countrics which are not
strategic in the present “Cold War'” struggle.









