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inveetnent in industry. The traditions in most developing countries, where
‘uere is little expuerience in inductrial investment, is generally directed
t investments in which therc is a quick"turn-over'. There is a third
sroup of individuals who may be an important source of capital and perhaps
ever. more important a reservoir of entrepreneurial ability, the {ndigenocus
ron-African which includes the Syrians and Lebanese in West Africa, the
Greeks and Indians in East Africa and the Greeks, Italians and French in
liorth Africa, This third grcup has played a role in African industrial
ievelopmnent in the past but there seems to be some doubt about lieir

future role, Sovereign States must dscide on how they want to industrialize
and whc they want to do the industrializing. Is industry to be in the “
private or public sector or both? Is foreign capital welcome and if so
under what conditions? Is there sufficient domestic capital to do the

Jert  If not, should atte.pts be made to supplement domestic capital with

rublic or private foreign copital or both.

Libya has not ye¢t developed an industrial policy. After years as a
"have-not" nation, oil nas teen discovered and Libya is now considering
how to use its new-found wealth, VWith its limited market of less than
l.4 wmillion pecple “inu 1ts lack »f skilled technicians and managers, Libya
18 concentrating on the compilation and analysis of data, the development
a1 technically skilled individuals, the establishment of indusetrial
cotates, thie expleitation of natural resources and it established an
l.duatrial Develcpnent Crganication to make loans and investments in

tvaductril enter; rises.

Private capiltul iz welcome and the State has said that it will invest
tio1rduetry only when no one in the private sector is willing to do so
e1ther alone or in partnership with the Government.g/ The Foreign Capital
Investment Law of 196 offers possible concessions to private investors,
assures the repatriaticn of capital and profits and the Conetitution has
a previclon that property may not be expropriated wnnless it is in the
jublac anterect ard then only in the manner determined by law. There is

tloc a provision assuring fair compensation in case of expropriation.

1 ive-Year Tconomie and Social Developmert Plan, 1963-68 (Kingdom of
Litya - Ninistry of Planning and Development), pp. 69-73.

2 bhid,
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Tangania is aotively seeking private capital investment. Under its
current Five-Year Plan (1964/65 — 1968/69) estimated investment totals
£246 million of whioh £59.0 million is to go into induatry.l/ The
Government plans to raise £96.3 million from private enterprises &£72
million internally and £20.3 million in external loans and grants.
Central Government investments in industry will amount to J14.6 million
with £2.6 million to be borrowed internally and the rest to come from
abroad, Industrial Development is a part of this new oomprehensive
Five-Year Plan. A private consulting group vwas hired by the Government
and they oarriec out & preliminary study of bases for tue erpansion of
industrial aotivities.2 In addition, the Government has established a

Development Corporatio and has a one-third interest with German and

offered to approved induastries. The Government &lso pre-services
industrial sites.

Agians and Oreeks living in Tanzania have been hesitant about investing
their own money in the country. Prior to independence many individuals
in these ocommunities liquidated their assets and sent their money cut of
the country. They have financei current business through looal borrowing.
This fear is partly the result of oritiocisms by Afrioans of rapaoious
individuals in these communities. Individuals who monopoliged trade,
charged high prices for goods and/or lent money at exhorbitant rates of
interest. These aots resulted in sharp denuncietions and Greek and Asian
confidence in relation to their future has not been fully resiored.

Tanganyika Five-Year Plan for Economic and Sdbial Development,
1 July 1964 - 30 June 1969, in two volumes (Government Printer,
Dar-es-Salaam), 1964.

Arthur D. little and Company.

Tanganyika Development Corporation (recently renamed National Development
Corporation).

Tanganyika Foreign Investments (protection) Aot law No. 40 of 1963.

See undated mimeographed statement "Opportunities for Inwestment in
Tanzania".
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1
Tunisia's induetry is "embryonic" in the eyes of the Govarnment-/

and they are taking steps to expand it. When the Ten-Year Perspective
(1962—1971)2/ was drafted a :umber of major industrial projects were
being carried out or studied including a sugar factory, an oil refinery,

a cellulose factory, steelworks and a truok assembly plant.

The Government stated that Tunisian planning is socialistioc and

defined it as followszl/

",..by socialism, we mean a society which is at the service
of the greatest number, centered on an economy which respects man
by guaranteeing him a harmonious development of his need and
possibilities under conditions of Jjustice and equality; to the
extent that socialism provides the maximum efficiency with the
maximum freedom..." i .

", ..private enterprise will have to operate within the frame-
work of the plan, but this does not mean that they will cease to
exist as suoh." '

The Tunisian Government outlined the role of the State in industrial

development in its Ten-Year Perspective in these words:

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

"As supervisor in the key seotors forming the base of
Tunisian industry.

"As partner with private investors in the creation of new ¢
industries.

"As the authority with power tc discourage certain invest-
ments and encourage others by means of legislation, taxation and
credit,

"(a) 1in the matter of direct intervention, the State intends
to make investments and accept the financial sacrifices required
in certain primary industries, which are the only ones ~apable of
assistin_ small industries to work on a profitable basis and of
leading to the establishment of complementary industries:

"Tunisian Development 1962-71" (Secretary of State for Cu.tural Affairs
and Inforration - 1962)

"Perspectives Décennales de Développement 1962-1971"- (République
Tunisienne - Secrétariat d'Btat au Plan et aux Finances).

"Tunisian Development 1962-71" op, cit. p. 50.
Ibid. pp.76-77.
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"Thue 1

"Investments in the field .f energy, traneport and in-
dustrial water supplies, which will determine tiue costs of
most industries, will be decided ani handled in accordance
with na“ional unity and will be made by the 3tate,

"Operaticne which necessitate the granting of a
monopoly for 1 key product (petroleum producta, iron and cteel),
or concessione by the State of substantial advantagss, will
have to be taken cut of the hands of private snterprise.

"Direct State action will take concret: form through:
"The State's or local ~ommunity's equipment budget.

"Naticnal companies with industrial and commercial
management. (A) State intervention as a partner of the '
private sector will go through channels of a8 joint-economy
company, the Société Nationale d'Investissements (SIn.1).

"(C) Lastly the State will in ervene in industrial

development to encourage pirivate irnitiative in certain sectors

and to direct and contr~) it in ochers.”

In the Three-Year Duvelopment Plan (1062-64) the Government estitated
that net investments would totel D 270 million plus D 60 million for
amortization of equipuent existing in Tunisia., Total industrial {nvest-
ment was set at D 545 million or 70.2 peis ~ant of the total.

Tunisia has established two institutiomj/ to supply industrial
finance and in addition the central bank har rediscounting facilities,
In addition various privileges and facilities are accorded to induetrial

enterprises.

Although President Senghor of Senegal has often diecussed African
socialism as a goal for his country he has gone to great lengths to re-
asaure potential and existing inveastors that only the agrioulturel gector
will be socialized in Senega1.2 The Government has passed an investe

ment code as an inducement to investors.

1/ Société Tunisienne de Banque and Société Nationale d'Investissement,

2/ Public International Development Finarocing in Senegal - a research project
of the Columbia Univereity School of Law - Report No, 7 (November 1963?
p. Ts

3/ Ibia,
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e Lreak-up I 'hLe French West African Federation destroyed the
url'y o f A jarge market and had an adiverse effect on 3enegalese industry

; | ]
which mel1viced a aubstartial part s5f this market,

Industry stiii jlays a aLnoT rcle in the Senegalese economy. Under
the 3enegaleae Four-Yeer Pian~ fr. CFA 1t billion or 3¢ per cent of the
total plan investaent of fr, CrA 9¢,9 billion, have been allocated tn
liocustry, petroieun and mirsral research., Cver half of the investments
woere to be made cn four ;. jects: an extension of the phosphate works
at miba, an ~i] refinery: chemical and fertilizer industry and the

devejoprent of a textile .ndustry.

Jenegal created the 3wnegalese Developrent Bank to provide in-
'
dustrial finance, Irn aidition the Caisse Centrale de Coopération
Economique, a Frencl. overseas dew lopment tank has also been a source

of industrial capital,

Finance for Industry

“he decision to carry out industrial dewvelopment presentoed eagh of
these countries with questions relating to the organization of their
sapital marketas, ‘ere sufficient sources of finance aviilable and if
noty, what . teps should bé taken t. zake them available? A large pro-
perticn »f reguired ivdvugtrial capital was in the form of foreign ex-
change and each 'f these countries, except Licya, was short of foreign
exchange. Fuced with thia jroblem each appealed fer foreign exchange
through putlic interrati-na] development firance and through the invest-
ment of priviate foreiyrn capltal.,  The i1ndustrial policy of each State
Luegumes partiocularly relevant when it attempts to attract private
toreign capital and inasmuch as the principal centres of private foreign
capital are also the ;rincipal centres of public foreign capital this
policy 1ay aleo affect tne flow of foreign aid. Eaoh country under
idscuenl 1 Yas rpaniced at lcast one domestic financial institution to

provide 1rdbotrial flnanee,  In Jenegal, Tunisia and Tanzania these
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institutions receive financial support, in the form of loans or equity
investments trom abroad. The UAR's Industrial Bank also received an inter-
national loan but was never able to utilize it., In their eandeavour to
mobilize domestic capital policies were formulated in some of these States in
relation to local and foreign financial institutions operating within the
country such as commercial banks and insurance companies., Capital markets in
the sense which it is employed in western Europe and the United States are
almost non-existent in Africa. Lagos, Nairobi and Cairo operate stock ex-
changes but the amount of local capital is extremely limited. A4s a result of
the 1961 nationalizction decrees in sgypt its stook exchange limits its
activity primarily to Government issues. The major oapital markets Jor Africa

are still located in London and Paris,

(a) Senegal

Total investments required by the Senegalose Four-Year Plan amount to
fr. CFA 90 billion., A substantial portion of these investments depend upon
external funds, as has been the case with investments in the Senegalese
economy throughout the postwar period. However, the amount of external fuads
cilled for by the Plan appear to be of no greater an order of magnitude than
the flow of such funds into the country since the ead of world var II. The
exteraai funds programmed under the Four-Year Plan amount to some fr., CFA 28
billion, or about 30 per cent of total investments. During the lb-yvar period
1946-1962, the total umount of external financial assistanoe reoceived by Lenegal
is estimated to have been some fr. CIA 116 billion, or an annual averagc of
fr, CPA 6,8 billion, corpared to the 7 billion annual average under the zlan.l
It is, furthermore, of intere.t to note that HSencgal is oontemplating paying
its own way to a greater extent under the Plan than ha: been the case up to
present: about two-thirds of the external funds programmed are grants, compared
to the rour-fiiths share of grants in the extc.nal finence obtained during
1946-1962.

The Plan calls for private investments of fr. CFA 25 billion in
industry and fr, CifA 5 billion in petroleur and miaeral researoh., In

addition the Government will invest fr. CFA 1 billion in petroleum and

;/ Public International Development iinancing in Senegal, op.cit. p. 2,
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mineral research and lend fr. CFA 2 billion tco 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
Governnert tried t{o ease these Tears by passing an investment code and

by making statements to the private sector to assure them that the Govern-
ment did not intend to nationalize their businesses. In addition the
attempted Coup d’ ,ut of December 1962 indicated deep-seated political

unrest and many investors decided to wait and see.

The Jovernrment has succeeded in attracting investment for two of
its four major industrial projects:l/ the extension of phosphate %
exploitation at Taiba and the constructicn of an oil refinery. The "
phosphate exploration 1s being carried out through a joint venture
between French, American and Senegalese interests. Senegal is represented i
by a 5 per cent investment through its Development Bank. The American
Comsany, International ilinerals Corporaticn, in return for a long-term
loan, has secured an opition to purchase 51 per cert of the shares of
the Company. The oil refinery is also a joint venture in which the
Senegalese Development Jank has a 10 per cent interest. Private foreign

w1l companies are the dominant parties in the investment.

Cther joint vuntureag' hiave taxen place for fishing boats, a
refrigeration plant for fish, a factor, for using scrap steel under an
electrical process to make steel angles and corners, and a tomato sauce '.
factory. The pattern is similar in each case with ihe foreign company
taking a majority interest and the Senegalese usually taking a token
interest. The scrap steel plant is slightly different with the Guvern-
went taking a 49 per cent interest with the intention of selling off

<4 per cent of 1ts shares tn private parties,

Industriul finance in Senegnl is primarily from private foreign
1vestors.  Fublic funds have been pr vided by the French Caisse Centrale
1 Coopératinn Leoanowique, the Central Bauk »f Weat Afrioca and Senegalene

institatinns,

A




Prom 1947 through 1)60 the Caisse Centrale made 44 lcans to the
private sector in Senegal totalling fr. CFA 4.¢ billion.l/ These ] ans
ranged from 5 to 15 years with interest rates varying from 4% per ceut
to 7 per cent. The becrrowers have usually contributed at seast 3o per
cent of the capital for any cne project. The Caisse Centrale haa nluc
been an imnportant source of cepital in the form of equity in local nousirng
projects and electric power. Its third role has been to provide capital
to the Senegalese Development Bank (BSD) and the Crédit fopulaire whicu
are Senegalese financial institutions. With the coming into existence
of the BSD the Caisse Centrale stopped making any but very huge loans
to the private sector. Instead they agreed to finance the B3D if 1t

should desire to make such loans.

Senegal's Central Bank is the Central Bank of the est Afrioan
States, which serves as a Central Pank for five other States as well,
via the Ivory Coast, Dahoney, Upger Volta, Niger and Mauritania. Under
an arrangement with the Caisse Centrale the two institutions bave agreed
to make ten-year loans tu jrivate parties under which the Central Bank
grauts the Uirst five years and the Caisse Centrale takes up the rext

five years, The Central Bank alsc offers rediscount facilities,

Until June of 1964 3enegal had two Goverrment—owned finanocial in-
ltituthNIZ/ as well 1s a comsercial bank in which the Jovernment has a
majority interest. The financial frstitutions, the Crédit Populaire of
Senenal anu the Senegalese Levelopuert Bank (BSD) were merged to form the
new National Developmert Bank of 3enegal. The CPS made most of its loans
for commerce, housing and small personal loana, It was permitted to make
industrial loans for amounts under ,4C0,000. The CPS was jointly owned
by the Government of Jenegal and the Caiese Centrale with the Governzent
holding over U pe: cent of the shares. The Csiase Centrale also mide

loans to the CFS and 1t had rediscount factlities at the Central Bank.

1/ Mblic International Developaent Finwnoing in Senegal, pp. 88, 89,
g/ Banque 3énégalaise de Développement and Crédit Populaire du Sénégal.
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(b) Libya

When Libya achieved its independence under United Nations auspices
in 1951 the general concensus was that Libya would be dependent on
external assistance just to maintain a subsistence level of existence.
For unately the discovery of oil has freed Libya from dependcuce upon

exter.al capital.

Apart from petroleus services, Libya's few industries are devoted
largely o services or to the processing of local agricultural commodities,
mostly fo. the Libyan market itself. It is a limited, high cost and
relatively inefficient industry with a scarciiy of technological know-
ledge and managerial talent. These difficulties are comyounded by the
absence of natural resouroces, a small number of potential consumers, an
inadequate water supply and undependable agrioultural production due to
climatic vagaries.

With the discovery of oil and the earmarking of 70 per cent of oil
reverue to development, the Government prepared a Five-Year Development
Plan in 1963.-1-/ The Plan is an inventory of departmental projects within
the public sector. T{ contains no quantitative targets. Total expendi-
tures were set at ¢473.2 million with approximately 4.1 per cent of total
investments allocated to industry. These investments are to lay the
groundwork for investment by the private sector., No target has been
set for private investuent during the Plan period. £ L 5 million of
the £ L 6.9 of Covernment allocation to this sector will be for in=
dustrial loans by the Industrial Development Organization.a

There are no indices on ihdustrial production in libya, However,
it is clear ‘that there has been a substantial rise in industrial out-
put in recent years. Only 2 or 3 factories were operating in 1956
oompared with some 70 plants in 1363, The total number of people in-

" volved in industry is still low. New industrial ento'rprises are being

- supported in a variety of ways such as restrioting imports, increasing

m—m Economic and Social Development Plan, 1963-68 (Kingdom of
Lidys -~ Ministry of Planning and Development), pp. 69-73.

2/ Tvid., ppe 69-13.
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tariff duties and granting tax examptions. It 18 considered necessary
to protect local industries tecause f increasing labour costs and owing

to a consumer ¢i.as for lmperted goods,

In a nore direct manner the Jovermment 18 promoting industrial
development in Libya through the Industrial Development Sruanizvtion.l/
This is an autononous bouy a tached tc the lanistry of Industry. The
purpcse of tuis {rganization is to promote ana facilitate development
of new industries and the expansion of existing industries in both the
public and private sectors. Unuer its charter the Organization can have
recourse to various sources of finance; however, so far the Government

has been thle only source.

¢

The IDO came into existence in Fe.ruary 1763 and began functioning
in Kay 1263. In 1963 £ L 700,000 were allocated to it under the excepe
tional budget of which & L 160,00C had been spent by 31 December 1963,

Of that sum, £ L 100,000 was paid out in loans and £ L 50,000 for
participation in a cement factory. The remaining £ L 10,000 wae spent on
adrinistrative expenses. Loans in the first year ent to the private
sector for a canning factory and a textile mill. The cement plant will
be 100 per cent Governmert-owned ard it will be run b, the IDC. The
Five-Year Plan allccates € L % milliorn to the IDO.

The vrsanization nade 27 loans through July 1964 in the first half
of its sec:nd year of operations. No pvarticipations have been undertaken ‘i

a8 of that date although 2 or 3 possibilities existed.

ite Bank of Litya (fornerly the “ational Jank of Libya) was establi=hed
in 1,50 and has full authsrity tu supervise the banking system and to
regulate the credit ana interest p licies f Livtya, It has the sole
right to issue 'auknotes, to regula e the volume of currency in cirgula-
tion, to act as a banker tn yhe Libyan Government, (o set interest rates
and other charges, and to ;raviie ¢learing=-Louse facilities for commercial

tanks, The Surk »of Lilya aleo nas a branch engased in commercial banking,

v/ 1 . -
i/ Litd Tae ool T e,
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The Libyan kanking Law of 1963, which replaced the Faticnal Bank
Law of 1955 and the Banking Law of 1)%% as the tasilc leglsl tion
governing both central aud commercial banring, substautially strengthened
the role of the lank of Libya in the economic life of lu. coux.try.y
By this law the Bank f Libya wag tor the first time enpowered to set
bank interest rates on both deporits and loans; prior to this t.ere were
few restrictions on the credit operations of commarcial bdanks. In
addition the deposit of reserves with the Bank of Libya as rade mandatory,
while the. capitalization requirements for comuercial banke were set at
€ L 250,000 for Libyan institutions and at £ L 1,000,000 for foreign
banke. In addition foreign banks were required to hold £ L 500,000 in
Libya-Actual reserves with the Bank of Libya average 12 per cent of
total deposit liabilities., The maxioum rate for unsecured credit waa
placed at 2.5 per cent above the 5 per cent rediscount rate and secured
oredit rates were held to 2 per cent above the rediscount rate. This
wvas & reduction of the previous effective rates which ranged from 6 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 & large extent tied up with the
financing of imports and exports, although one finds some lending to
industry, a.d, increasiigly, building loans and consuner instalment
credit,

Until recenily, all commercial banks in Libya were foreign-owned.
But two banks ocurrently operating in the country have recently altered
their organization to provide for Libyan majority ownership; another
Libyan majority-owned bank, the Libjan Conmercial Bank (’E’riﬁoli) vas
licensed to operate in late 1963. In early 1964, the Bancodi Sicilia
(Tripoli) joined with Libyan interests in the formation of a lLibyan
Bank which is also partly owned - and man ged - by the Bank of America,
which has become tbe first American bank directly represented in Libys.

1/ Monthly Economic Bulletin, Bank of Libys, Vol. III, No. 11-12,
( November-December 1963).
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The Société de Banque (Tripoli) was to undergo a similar transformation,
althougl it was schedled to maintain its French managenent even after
the Organization becomes a Libyan ma jority-owned corporation. The
capitalization provisions of the Banking Law of 1963 have undoubtedly
been an influence in the trend towards "Libyanization" of banks; the
Bank of Libya has also encouraged this trend by actively promoting such
mergers as the above, while at the same time, refusing to license other
foreign banks in Libya unless they agree to join with an existing bank
and with Libyan investors in the formation of a Libyan ma jority--owned

corporation.

Consolidated over=-all .insurance statistics and results of insurance ‘ ¢
company operatione 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 oompanies.
ost of the insurance companies are British or Italian, with French,
American, Indian and Lebanese insurers also represented. It is under-
stood that virtually all of the assets of the insurance companies are
held abroad.,

Lib a's earnings from oil soared to $180 million in 1964 and fore-
caste call for over §300 million in 1965. Investment in oil facilities
and exploration alone now totals almost ¢200 million yearly. With 70
per cent of the Governuent's oil revenue going into development there ‘
should be no problem in finding industrial finance. However, Libya is
extremely short of trained technicians, managers and even educated
individuals. Thus they still have need for external assistance but

more in the form of technical rather than capital assistance,

Prior to the discovery of oil and in order to induce private
investment the Libyan Government passed the Foieign Capital Investment
Law of January 19506 which provides for the granting of conoessions to
enterprises in which 50 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 Committee on Investment and by the Minister
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of National Economy, the linister 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 with-
drewal of profite realized from foreign investment in Libya and the
transfer of salaries of foreign staff. The Minister of National Economy
will prescribe the oonditions of operation of foreign-controlled enterprises,
including the determination of the proportion of Libyan labour to be
ufilized, the establishment of training programmes for Libyan labour so
employed, and Libyan oapital participation in the enterprise, Separate
legislation has been enacted to cover all operations'conoerning oil, It
is understood that the Government is currently preparing a new investment
oode,

The Libyan Constitution provides that no property of any personu
shall be expropriated except the’public interest and then only in the
oases and in the manner determined by law. There is also a provision
that such a person is to be awarued fair oompensation.

Foreign capital has played a major role in the development of Libya's

0il and Libya is now in the process of trying to determine how to use this
wealth to the best advantage of its people., There is no shortage of
industrial finance and with the creation of the Industrial De.elopment
Organization there is a group concentrating on possible indugtrial projects.
Foreign capital is no longer as necessary as it was previously bu¥ "knowe
how" and managerial skill is even more important now that funds are
available for development. Libya's capital-poor neighbours, Tunisia

and the UAR, have watohed enviously as Libya's capital has snared. It

is quite possible that like Kuwait, Libya will become an exporter of
capital. Talks were held in the summer of 1964 to see whether Libya

would be interested in the ecreation of a joint development bank with
Tunisia, To date, nothing has come of this idea,
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(¢) Tunisia

Tunisia is planning, during the ten-year period from 1962 to 1971, to
increase the value of its industrial production 276 per cent over the 1957
figure of 120.8 million dina.rs.l/ The Ten-Year Perspective oalled for a
sugar factory at Beja, an oil refinery at Dizerta, a cellulogse factory at
kasserine and a truck assembly plant at Sousse and many other projects.

Total net investments over the ten-year period are to equal 896 million
dinars. Most of the finance is to come from domestic savings (D 801 million)
and the remainder from foreign assistance (D 375.8 million)., Industrial
investment is in the order of D 140 million or 15.6 per cent of net invest-
ments, The greatest amounts going into chemical products (D 42.3 million),
metallurgical products (D 24.0 million), extractive industries (D 23.0 ‘
mil:ion), textiles (D 15.2 million), petroleum derivatives (D 10.0 million)
and others (D 25.5 million).

The underlying tteory of the industrial policy was summarized in the

Ten-Year Perspectives as follows:2

1. Agricultural and mining products were to be transformed as much as
possible within Tunisia befo:e exportation.

2. A& greater part of Tunisia's domestic requirements are to be covered
by diversifying and increasing industrial produotion as a result of
whioh imports will be reduced. ‘

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

4. Industry is to make a subtstantial contribution to the employment
problem,

The Government outlined the general obstaoles to development 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 industrial
sector it was noted that Tunisian industry wee almost exclusively extraotive

until 1945 (lead, phosphates, iron) and the traneformation industry which

1/ "Tunisian Development, 1962-71", op. cit. p. 174 et seq.

2/ Itid, p. 40.

—




E/CN.14/A3/1V/6
lage 17

grew up from 1945 on was not created on a very rational basis. In addition,
it was noted that development which did exist was primarily in the ocoastal

zone,

The Government drafted a three-year plan (1962-64) to impiement the first
part of its Ter-Year Perspectives.l/yThis Plan was not intended to establish

a detailed rigid plan, but rather to be a "pre-plan" which could be a pre-
paration for real planning policy -y ensuring better economic co-ordination

in the immediate future.2

Total estimated net investments for the three-year pre-plan period are
D 270 million plus D 60 million for amortization of equipment now in Tunisia.
The amortization was to be carried out "normally by the Administration,
business ercerprises and individual households, therefore deducted from
domestic savings", As to the net investments, they were to be achieved either:
"(a) through public and private domestic savings with local
medium-term loans;

"(b) through external means (supply credits, loan aid)."l/

Total industrial investment was set at D 54.5 million or 20,2 per cent
of the total, broken down on an annual basis as follows:= 1962 - D 19.}
million; 1963 ~ D 20.3 million; and 1964 - D 14.9 million. Major investments
included: enrichment of phosphates and modernization., Sfax - Gafasa (D 3.24
millidn), oil research (D 6 million), Beja Suger Refinery (D 1.5 million),
cotton weaving (D 1.22 million), cellulose plant (D 2.15 million), new super
phosphate plant at Gafasa (D.4.95 million), nitrate fertiligzer plant (D 5.5
million), Cement Works of Tunis (D 1.1 million), steelworks {D 8,0 million).
Tbe plan does not specify which projects are to be in the private and public

t
i, %Ean Triennal 1962-64 (République Tunisienne, Secrétariat d'Etat au Plan
et aux Fimances) 1962.

g/ Comprehensive Econowic Planning in Tunisia, Economic Commission for Africa,
Dooument No. E/CN.14/CP/10, 5 October 1962, p, 11.

3}/ "The Thres-Year Plan, Detailed Table of Investments 1962-64" Fnglish
Sunmary of Three-Year Plan Tranelated by USAID Misaeion, p. V.

"L'Aide de 1'Etat Tunisien aux Entreprises Industrielles" by Arvide

Kalnine (les Presses Modernes - Tunis), undated. See also "Tunisia

Work" (Seoretary of State for Information of the Tunisian Government
1960) pp. 172, 173, and the Annuaire Economique de la Tunisie 1964,

p. 84 et seq.

&
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The 1963 Annual 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: D 80 million in 1962, D 90 million in 1963, and D 100
million in 1964, with 57 per cent (D 155 million) of the total to be
financed from foveign resources. Actual net investment amounted to D 100
million in 1963 compared with D 72 million in 1962; and by the end of
1963 although D 180 million had been committed to Tunisia in foreign
aid only 35 per cent of total investment was financed from abrcad, against
43 per cent in 1962, The public sector's share of total net investment
in 1963 was D 60 million and that of the private sector D 40 million.

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

factory and a steel complex,

munisia continued to face a balance of payment prcublem in 1963,
chiefly because of a2 general stagnation in exports and an increase in
the demand for imports, the latter was associated to a great extent with
the investment programme under the Three~Year Plan, The deficit of D 45
million on goods and services account in 1963 was of about the same
magnitude as in 1262, About half of the 1963 deficit was financed from
offinial foreign aid and loans (mainly from the United States), about 28
per cent from long~term investments and the remainder by a decline in the
country's net foreign monetary assets. The Central Bank believes that in
order to check the inflationary expansion in the money supply and in order
to alleviate the balance of payments problem, the three-year investment
programme should be slowed doﬁn and more use should be made of foreign

aid. Ce et

The Central Bank, tLe 30ciété Tunisienne de Banque (STB) and the
Société Nationale d'Investissement (SNI) are the pripciptl souroces of
industrial finance within Tunisia., In addition there are cther commercial
banks, the Banque Nationale Agricole (BNA), the Caisse Nationale de
Sécurité Sociale (C'33) and the 30ciété Tunisienne d'Amsurance et de

R'assurance (STAR).

L}




E/CK.14/AS/1V/6
Page 19

The Central Bank was created by the Government in 1958 to take over
the note issue functions of the French-owned Bangque d'Algérie et de
Tunisic, and now performs all normal central banking functiciws. The
Bank is interested in arrangements to improve the supply of medium-
and long-term capital to industry and offers rediscount facilities.

To be eligible for rediscount at the Central Bank, a credit must reoceive
the prior approval of the Central Bank, and bear two acceptable signa-
tures. The Bank follows French procedures. However unlike in France
where an intermediery institution appraises each loan, in Tunisia this

is a task which must be performed by the Central Bank. The seoond signa-
ture is usually that of the signing borrower or a second commeroial bank.
The offioial rediscount rate has been 4 per cent sinoe 1958.

At the time of independenoce most banks in Tunisia were either
branches or subsidiaries of foreign banks, mostly French. As ocommercial
banks they provided short-term capital primarily to finance imports and
exports. The Government decided to create a Tunisian bank with commercial
and investment bank functions. It intended the new bank to make equity
investments and to provide long- and medium-term loans for new and
existing industry. In addition, acting as a commercial bank, it was to

make short-term loans.

The Government formed the Société Tunisienne de Banque (STB) in
1956.1/ Ite initial capital was 400,000 dinars and the Government
subsoribed to 52.4 per cent of the capital and the remainder was offered
to the publio. Subsequently 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 oent being held by the
private seotor.

The benk's major source of funds is deposits of individuals and
oompanies. These totalled D 24.8 million at the end of 1963, 26.3 per
cent of total bank deposits in the country.

Medium-term funds have come from the United Statee, und the Tunisian
and the French Governments. Tunisia provided the STB with over 2 million

l/ See¢ the Annual Reports of the Société Tunisienne de Banque.
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Since 113 ince tion, STL hes approved medium~ and lung-term loans
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STE's equity investrnents started in 1959 and by the end of 1761,
3TR was holding shares in 3} companies, costing D 861,000, These

investments continued to rise in 1964,

Investments in five companies accouant.d for 70 per cant of STB's
irvestments at the end -f 19¢3. These investments were in a commercial
bank, Government-aponsored steel and sugar companies and two hotel
venturee. Twenty per cent of total investments were in five other
companies: a cotton mill, a planned fertilizer project, an insurance
compaAny, a truck assembly plant and the Niger Development Bank, 35TB's
bholdings ir these companies averagee about 8 per cent of the equity.

The STB is frequently a joint investor with the Government and the Société
Natiorale d'Investissement. STB has the majority of shares or is involved
with the management of three companies: a furniture factory, a company
producing industrial and domestic hardware, & company promoting & large
nitrogen fertilizer project and a ccmmercial bank.

The second major source of industrial finanoe in Tunisia is the
Société Nationale d'Investissement (SNI).l/ It was created by the
Governmer.t in 1959 to act as a stimulus to industrialization., It was
expected toc provide up tc 50 per cent of the required equity finanoe
and loan firancing was to come from the STB or elaewhere. Once an
industry was established SNI was tc sell its interest and thus have

funds for a new investment,

SNI was organized in April 1959 with an initial capital of D 250,000
of which 96 per cent was owned by the State and 8 per cent by STB. A
few months later the capital was raised to D 2 million and after a
oazpaign was wrged to bring in small investors 83,000 subscribers
provided D 830,000, The Government's share was 33 per oent, the Central
Bank 224 per cent, the STB 14 per cent, STAR (State-oontrolled insurance
company) #& per cent, STEF (State power company) 1& per oent, private
Tunisian 414 per cent and private foreign % per cent. Thus the 3tate
and its agencies control 58 per cent of the total shares, SNI's share

oapital is its only source of funds.

lj/ See the Annual Reports of the Société Nationale d'Investissement.
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3T hae bLeen investing in equity at the rate of D 400,000 - 600,000
per annum. By the eni »f 1963 total investments in 33 companies equalled
T .98 million. D 423,600 of these investments were sold to the National
Social Security Pund leaving SHI with an equity portfolio of D 1.56
millicn on 31 December 1363, SNI has made only one loan for D 44,000.

In addition SNT has guaranteed suppliers' credits and other loans of its

clients totalling D 925,300, Thus virtually all of its funds are tied up.

Investments in five companies represent half of the total investments
of 3lI. These are the sugar company, steel mill, a salt faotory, a cork
agglomerate plant and a cotton textile mill. Five more companies set up
to manufacture glass bottles, radio sets, fruit juice, jute bags and a .
company for the building ard management of hotels account for close to
25 per cent of SNI's investments, Ten others account for another 20 per
vent. Thus over 90 per cent of SNI's investments are in 20 companies.

On the average SNI's hnlding does not exceed 20 per cent. In eight of

the compenies in which it has invested private shareholders are the majority.
In the remaining companies 3NI either has or shares the majority of the
stock with either the Govermment or a Government-controlled entity. Ten

of these inveetments are still in the planning stage and 16 are in opera~

tion with 7 in various stages of corstruction.

Eight of SIT's investments were promoted and put together by SNI
and in the rest 3N] wae approached from without and participated by 0
providing capital,

A8 can be seen by the disoussion of the STB and SNI the Oovernment
ie playing an importent role in stimulating and financing the growth of
industry in Tunisia. Funds have been supplied by the CQovernment and by
external agencies through Government-controlled institutions. Both the
National Jocial Security Fund and the State-run insurance company have

also utilized their capital to aid in industrial development.

The Governme..t asked the International Finance Corporation of
Washington, D.C. to review its financial iustitutions and to advise the

Governmert or. whether they needed any modifications. It is understood
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that the IFC found that there was sufficient medium-term credit and

sufficient institutions for promoting new industries. However, the IFC

is understood to have suggested the need for an institution to make
objective and critiocal appraisals of new industrial proposals and to

be able to give planning, teohnical and managerial assistance to the
promoter of new projects and in addition to act as a source for long-

tern loans. These problems could be handled by a new institution, the
re-organization of the SNI or STB or by the merger of the SNI into 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 (#$372 million). The Government was successful in obtaining
commitments for 3549.6 million by the end of 196, inclvding #98,2
million in suppliers' oredits. All of the suppliers' credits and ¥268,8
of the public foreign aid has been committed for specified purposes.
Virtually all of the suppliers' credits are for industry and inoclude
loans for the N.P.K. fertilizer plant, the E.N.I. refinery, the steel
mill, the textile factory, eto. The Americans oommitted $180 million
tv the Three-Year Plan. When thig is added to previous commitments
which had not been disbursed tne total assistance over the Plan period
icee to 9286,6 million. France which had out off foreign aid to
Tunisia in 1957 agreed in 1963 to resume aid and commited $38,5 million,
of which about half was to finance public investments by the Tunisian
Government and the remainder would consist of medium~term export oredits
guaranteed by the French Govermment. However, following the nationaliga-
tion of land owned by French nationals in Tunisia in May 1964 the
Frenoh Government suspended all economic assistance to Tunisia. Other
large loans are to come from the Soviet Union (827.5 million), Kuwait
($16.8 million), Germany ($12.5 million), Italy ($10 million), Poland
($10 mi11ion) and Czechoslovakia ($10 million).

Two of the Ameriocan loans have assisted industrial development
directly and two others have assisted it indirectly. 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
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Tunisienne de Cellulose in 1958. 1In 1)63 an additional $800,000
loan was nade tc this project. The factory was inaugurated by the
Tunisian Presiden* 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 810 million and 815 million respectively.
In addition the United States kas a Public law 480 programme in
Tunisia which permits the Jovernme: t to buy needed foud without
expending foreign 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
Filulic Law (90 aid is utilized for loans and grants to Tunisia

and loans of local capital to American businessmen.
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ne of the larger projects under the Three Year Flan is the NPK
Ingreis 5.A.T., a Tunisian Company which will oonstruct ind operate a
triple superphosphate fartilizer plant at the Port of Sfax.y Total
investment in the oompany 1s t.e equivalent of $14.12 million, including
$6 million in share capital., A Swedish company Forenade has $3.5 million
in shares and is lending the oompany $2.15 million. The Internmational
Finanoce Company has equity of §2 million and is lending $2 billion.
Freeport International, an American Company, has equity 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 mortgage oredit. BEmch of the
shareholders has agreed to regerve one-tenth of its stock for sale to
Tunisian private investors, initially at a price of par.

The Tunisian CGoverrment has played an inocreasingly important role
in industry. As we have indioated in the previous secticn this is by
design. No clear lines have been drawn as to which industries will be
principally in the private sector. Just prior to independence private
investment fell off as the investors waited to see what the new Govern-
ment would do. It began to build up again in the late 1950's and in
1960 only to drop sharply following the Biserte Base incident. As a
regult of this inoident there was an outflow of French oapital and
entreprensurs and onoe again capital investment declined. It began to
piok up with the institution of the Three-Year Plan. In 1963 relations
with the French improved and economic aid wes provided for the first
time since 1957. However, in 1964 the Nationslization of French owned
land created new fears on the part of gome potential investors and
French eoonomic assistance was once again terminated.

8ince independence the Government has nationaliged a number of
oompanies, primarily electric companies and transport and has taken
over the management of others. Although compensation has been promised
in the ocase of nationalized industries, as of July 1964, the vwners
of the ten nationalized electric and transportation companies had not

1/ International Finance Corporation Press Release No. 62/9 November

9, 1962,
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yet received compensation. Some companies were placed under management
of the Governuent following the military action at Bizerte, e.g. Usines
4 Tuyaux de Ben Arous, Ripoll Montero et Garcia and Societé des Mines

de Douéria, others had been taken over prior to that incident, e.g.
Compagnie des Eaux Thermales et du Domaine de Korbous, Societé des
Magasins Generaux et EntrepAt Réel de Tunis, Societé Tunisienne
d'Equipement et de Modernisation Industriels et Agricoles and Les
Pecheries Tunisiennes. There are also examples of industries placed
under the control of the Government and later returned to the full
coﬁtrol of owners such as Societé Tunigienne de l'Accumulateur, La
Dépeche Tunisienne and the Sociéte Tunisienne du lidge. ‘

Pursuing its independence goal to replace French with Tunisiana
where possible, operating licenses of a number of businesses owned by
French nationals were not renewed in tobaocco shops, liquor shops and
in taxi companies and following the Bizerte incident a number of drug
stores and two medical olinics were sequestered.

The Government used one additional technique to give Tunisia a
more important role in industry. The Government purchased enough shares
in a number of important enterprises to give it control. Included in
this group were: the Compagnie des Phospkates et du Chemin du Fer de
Gafsa; Ets Schwich and Raizeau; Cie Royalc des liines, S.A., the
Cie Nouvelle de Phosphates du Djebel M'Dila-CIPD and the Cie Générale
des Salines de Tunisie.

Thus the role of foreign private capital was substantially reduced
by Government stock purchases, nationalization, the taking over of the
management of gome companies and the refusal to renew foreign licenoces.
Many of these acquisitions were in service industries and in industries
which the Government decided were oritioal.

The establishment of new industries in the public sector has been
implamented thivueh the twe Slate .ron trulled financial ingtitutions
discussed above, i.e., the STB and the N1,
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On August 30, 1961 a decree was passed relating to the Tunisifica-
tion of certain commercial activities. It does not apply to manufactur-
ing, mining or other types of industry. The thrust of the decres was
directed at control over retailing, wholesaling, importing, exporting
and warehousing whioh had, for the mogt part, remained in the hands

of French conpanies or nationals.

The Government has also regulated the nunber of middlemen to one
and their mark~up has now been limited to 10 per cent. Retailers are
l1imited in their mark-up to 30 per cent if importe are from abdbroad and
20 per cent if purchases are made from a factory in Misia. '

In 1962 the Government authorized unions to establish committees
in companies émploying over 50 workers. The Committee meets at least
once & month and the Comnittee can make recommendations to tbe ocompany' s
president which he is free to reject. If he does so the reoommendations
may be submitted to a Divisional Works Ipspector. His powers are not
defined in the decree.

These many actions on the part of the Government are directed

towards a _oloser relationslip between Government and business and

business and the people. In a sense they are replacing external
influence with Tunisian influence. It is diffigult to evaluate to what
extent these measures are restricting private sector investments.

Since April 3, 1962 all new industry as well as expansions,
conversions and replacements of existing industry must be approved by
the Government.

On the positive side the Covernment has passed a nunber of laws
and decrees as incentives to private mterprise.l’/ These include the
Letter of Establishment, & Letter of Guarantee and a Letter of Approval.

_1/ nL'Aide de 1'Etat Tunisien aux Entreprises Industrielles" by Arvids

Kalnins (Les Presses Modernes - Tunis), undated. See also "Tunisia
Work" (Secretary of State for Information of the Tunisian Government
1960) pp. 172, 173, and the Annuaire Eoonomique de la Tunisie 1964,
p. 84 et seq.
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yet received compeasation. Some companies were placed under management
of the Governiment following the military action at Bizerte, e.g. Usines
4 Tuyaux de Ben Arous, Ripoll Montero et Carcia and Societé des Mines
de Doué.ria, others had been taken over prior to that incident, e.g.
Compagnie des Eaux Thermales et du Domaine de Korbous, Sooieté des
Magasins Ger.eraux et EntrepAt Réecl de Tunis, Societé Tunisienne
d'Equipement et de Modernisation Industriels et Agricoles and Les
Pecheries Tunisiennes. There are also examples of industries placed
under the control of the Government and later returned to the full
coﬁtrol of owners such as Societé Tunisienne de 1'Aocumulateur, La
Dépeche Tunisienne and the Sociéte Tunisienne du lidge.

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

The Qovernment used one additional technique to give Tunisia a
more important role in industry. The Government purchased enough shares
in a number of important enterprises to give it control. Inoluded in
this group were: the Compagnie des Phousphates et du Chemin du Fer de
Gafsa; Ets Schwich and Raizeau, Cie Royale des Iliines, S.A., the
Cie Nouvelle de Phosphates du Djebel M'Dila~CIPD and the Cie Générale
des Salines de Tunisie.

Tnus the role of foreign private capital was substantially reduced
by Government stock purchases, nationalization, the taking over of the
management of some COmpanies and the refusal to renew foreign lioences,
Many of these acquisitions were in service industries and in industries
which the Government decided were oritical.

The establishment of new industries in the public sector has beem
implamented thicugh the twe Blute -~ontirulled financial institutions
discussed above, i.e., the STB and the SNI.

it R e 5 5, i N e
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On August 30, 1961 a decree was passed relating to the Tunisifica~
tion of certain commercial activities. It does not apply to manufactur-
ing, mining or other types of industry. The thrust of the decree was
directed at control over retailing, wholesaling, importing, exporting
and warehousing which had, for the most part, remained in the hands

of French companies or nationals.

The Jovernment has also regulated the number of middlemen to one
and their mark-up has now been limited to 10 per cent. Rutiailers are
limited in their mark-up to 30 per cent if imports are from abroad and
20 per cent if purchases are made from a factory in Tunisia.

In 1962 the Government authorized unions to establish committees
in companies employing over 50 workers. The Committee meets at least
once a month and the Committee can make recommendations to the oompany's
president which he is free to rejeot. If he does so the recommendations
may dbe subnitted to a Divisional Works Ipspector. His powers are not
defined in the deoree.

These many actions on the part of the Government are directed

. towards & aloser relationship between GJovernment ond business and

business and the people. In a sense they are replacing external
influence with Tnisian influence. It is difficult to evaluate to what
extent these measures are restricting private sector invesiments.

Since April 3, 1962 all new industry as well as expansions,
conversions and replacements of existing industiry must be approved by

the Jovernment.

On the positive side the Government has passed a number of lave
and decrees as incentives to private enterprise.~ These inolude the
Letter of Establishment, & Letter of Cuarantee and a letter of Approval.

)/ "L'Aide de 1'Etat Tunisien aux Entreprises Industrielles” by Arvids

Kalning (Les Presses Modernes - Tunis), undated. See also "Tunisia
Work" (Secretary of State for Information of the Tunisian Government
1960) pp. 172, 173, and the Annuaire Eoonemique de la Tunisie 1964,
p. 84 et seq.
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£11 oi tnesc decrecs were jassed prior to wnde; encence to encourage
the investmert of irencn capital. Sore of the decrees have been amended

since indepen ience.

The Letter of Establishment which is granted for new investments
or expansions of existing investments gives the investor a 5 year
exemption from corporate income tax for the initial five Yyears of
investment; a carry over for : years, of any deficit balance from the
first 5 years of operations thus reducing the net taxable profits
during the second five years, a 5-10 year exemption from stamp taxes,
etc. The investor may also negotiate provisions for unlimited
repatriation of capital, profite, dividends and interest, a 15-20 year ¢
guarantee against any increases in taxes on profits, dividends and
interest; a guarantee against expropriation or nationalization; a
rebate or exemption from imnort duties on initial equipment and
materials, protective tariffs, exemption from land and rental taxes;
accelerated depreciation of plant and equipment and special governmental
financial support or. site coats and on bringing utilities to the site.
These conditions will only be granted to approved industries which the
Government believes are important to the economic development of the

country.

Letters of Guarantee facilitate firms in obtaining medium- and ‘
long-term capital ior investing in land, buildings and equipment for

the construction or expansion of industrial rlants.

The Letter of Approval permits firms to use warehouse receipte
as collateral for short-term loans, to make short term loans from the
Caisse des Marchas d'Etat (a State-controlled entity) and at times
enables a company to make a guaranteed sale of its production to the

Government at a minimum price for a Kiven period of time.

In 1962 a decree was ,assed which gave income tax on reinvested

profits, provide. the re-investment is approved by the (overnment.
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This 1s an impressive list of investment incentives. lroviued
that the Covernment approves a new investiment or an expansion of the
old investment the investor should have no complaints as to legislative
incentives.

Tunisia has set forth a plan for its development, organized its
domesgtic oapital market to provide finance, created a number of
industries in whioh the Government has an interest and secured external
nniitmce to meet the external oosts of the plan. A recent study by
the International Finance Corporation may result in the reorganization
of existing finsnoial institutions or®in the oreation of & new institu-
tion to assist in industrial finance. Various statements and aotions
of the Government in recent years indicate that the state will be
playing an increasingly ilipox:tint role in industry.

(d4)" Tensspis

' In 1964 Tanganyika sdopted 8 Five-Year Plan for Soononio‘ma
Social Development. (1966/65 - 68/69).3/ It wps the country's first
comprehensive development plan, ocovering both the pudblic and private
sectors. Total investments under the Plan are estimated at %246 million
with almost 50 per cent of total or 3116 coming from the private sector.
Publio sector investment will average 26 million per year compared
with the previous Three-Year Plang/target of &8 million per year. The
distribution of planned oapital formation by sources of financing is

as follows:

)/ Tengeanyiks Five<Tear Plan for Boonénic emd BSocial D'"lovlcnt.
1 July 1964 - X0 June 1969« gp. odk-

2/ Dczolopmmt Plan for Tamganyika 1361/62 - 196\/64 {Governent Printer)
1961.

.~
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® (milliong) Perceptage
Public resources 149.5 60.8
internal 41.3 16.8
external 108.2 44.0
Private resources 96.5 39.2
internal 76.2 3100
external 20,3 8,2
Total Capital Fcrmation 246.0 100.0

The Plan digousses the seurces of private sector invegtment in the
fallowing terms: "Private sector investment which is expected to reach
£96. 1/2 million during the five years of the Plan (® 116 million, less
$19.5 million f_'oxj funds drawn from the private sector by parastatal
organizations) is thought likely to be financed as to 75 per ocent
(er $72 million) out of the re-investment of profits. Some £3.4 million
appears to be forthcoming in grants from overseas sources to assist
voluntary agencies eperating in the field of Education and Health. It
ie further envisioned that about one-fifth of the remaining %21 million
(or &4 million) will be found from domestic borrowing or new domestioc
investment and four-fifths from overseas eithelr.in the form of loans

or investment. "-l-/

Speaking pragmatically on the role of the priwvate investor in

Tanzania's Plan President Nyerere declared s

"Private 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 van do mothing about them.
The question we must ask eurselves in every meparate cage is
whether we also benefit in proportion., When we benefit - by
increased employment opportunities, by inoreasing government
revepue, by the increase of wealth produced locally and so on,
then wé” 8hould "wslsome private enterprise as muoh as we welcome
loans from friends abpQad. This ig 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 rwalistis and use what
vpportunities the world provides.

1/ Five-Year Plan, Vol. I, p. 96.

2/ Ibid. p. AIV.




PN

E/CN.14/AS/IV/6
Page 31

"It ig on this basis that our ministers will work to attract
investors from other countries, and we will encourage local people
to start their own industries. This dces not, of course, affect
our intontion also to expand co-operative and government activities
in oommeroe 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 oapacity for savings in the oountry.y The
Government believes that savings "could be increased substantially
without reaohing an excessive rate which oould impose an effeotive
brake on eoonomioc growth."g/ It intends to take the following steps:
to provide an annual contribution from recurrent revenus to development
purposes; to iasue Government sccurities totalling 514 million to looal
finanoial institutions, companies, provident funds and individuals;

‘and to oreate new institutions for the mobilisation of onpital.'y "In

spite of these efforts, it seems likely that only some %22.5 million
will be raised in looal currency out of a total capital requirement
of the Government and parastatal organisations during the five years
of the Plam of £102 million, including & looal ourrenoy requirement
of rather more than &50 million."é/ It is hoped that some of theae
problems shall be overcome by securing assistanoe from bilateral and
international aid sources. However, many donors of aid supply assistance
only for external costs and Tansania needs funds for both external and

looal costs.

The Government has been oonsidering the creation of an open end
investment trust within the National Development Corporation and a
Worker's Investment Corporation under the control of the National Union
of Tansanian Workers. Both of these instituticns would be created »s
part of a campaign to mobilise savings. As of July 1964 these ideas
had not been implemented.

1/ Tvid. p. 89.
2/ Ibvid.
3/ Tbid.
4/ Tbid.




(e .t the muin features of the plan 1s the importance given to

the industrial invectnent from the private seotor. The target is to
triple the value of inaustrial production by 1970. "The Plan oalles
for &5 (or 24 per cent of the total capital expenditures) for the
expansion of processins, manufacturing and mining activities and the
purchase of construction equipment. ’I‘hreol}uartorl of this sum is

expected to come from the yrivate mector.™

The Government intends to make investments of &17.8 milliom in
industry, mineral resources and power. The ma jor part of these funds
will o0 to the Tanganyika Jevelopment Corvoration (#13.1 million) ang
the Tanganyika Electric Supply Company (T.A.N.E.S.C.0.) (24.0).

The Plan states that, "Because of T.0.C.'s (it has recently been
renamed National Development Corporation after the merger between
Zanzibar and Tanganyika) involvement with private investors, both
Tengany ikan and foreign, in its ventures, the programmes of investment
and their timing must be regarded as conjeotural. They are, however,
an ipdication of the Government's intentions as to how the ®13,127,000
it alms to provide for the Corporation during the Plan should be
inveated."'g/

The Plan lists the proposed allocation of the Government's
contribution to 7DC as follows:

(& millicns)

Processing Industry 3.0

Manufacturing:
Metal products 17
Textiles and Clothing 2.35
Building Materials «375
Chemicals ' 1.25
Wood and Paper Products 2.0
General - Contingencies and Reserves .855

Fi.‘G—YG&P le' VOl.l, p. 30
2/ Five-Year Plan, Vol. 11, p. 59.
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f-L millionsl
Mining and Quarrying 1.8
Tourism 473
Transport .05
Agricultural administration and reserves .854
£13.177

Major sohemes inolude a sugar pluntation and mill (£2.16 million),
quality textiles (%2.0), oil refinery (£0.5 million), fertiliger plant
(30.5 million), sisal, paper and pulp mill (32 million), a tea scheme
(0.4 million) end a oashew shelling plant (0.3 million).

P.AN.E.8.C.0. will spend 56.7 million during the Plan by adding
%2.7 million of its own ocapital to the Covernment's oontributions.
Theas funds will be employed to inorease the power supply to
Dar-es-Salaam, Moshi and Aruuha. |

The potential for additional jndustrial development was investiga-
ted by a private Amerioan oonsulting firmy and ite findings were
publiahod.g/ This study was carried out in 1961. Ite findings
imoluded the following faots, At the end of 1960 less than 1 pex cent
of the nine million people in the oountry were reported as faotory
workers. More than half were in primary processing and the rest were
in seoondary processing or in other manufacture of producte for use
by oonsumers, industry or the building trades. It was noted that
manufacturing would expand more rapidly than the populution and
eoonomy &s a whole but to a oonsiderable extent growth rate would
depend upon the "oash orop" farming agrioulture.

The general outlook for industry was limited and this seotion of
the report oonoluded:

1/ Arthur D. Little and Company.
2/ Tanganyika Industrial Development, Arthur D. Little, Inoc. 1961
3/ Tanganyika Industrial Drvelopment, op. oit. p. 18,




PRSI Y N VX
pau‘t’) 4

"There 15 1ittle reason to believe that Tanganyika can
become a manutfacturing centre, processing imported materials for
re--export. langanyika's industrial activities will be based
either on (1) partial or complete processing for export of raw
materials originating in the country or (2) menufacture for the
local market. Though some locally manufactured goods will go
to Kenya, Uganda. adjacent parts of the Congo, the Rhodesias,
Nyasaland and lMozambique, they will probably be exceeded by
imports from theuye creas, particularly Kenya because of the
substantially grcater impetus Nairobi already had as a processing
centre." 1/

The leport suggests major steps which might be taken to encourage
the flow of private capital including: suggestions on the reorganiza- ,
tion of the ministry or ‘industry; the setting up of an indusﬁrial . | .
development corporation; tax and other incentives,; and in additivn it
furnished an extensive outline of industrial processing opportunities.
With this report in hand supported in addition by the findings of the
World Bank Mission,g/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 (1961/62 - 1953/64)
and many morz are incorporated in the Five-Year Plan (1964/64 - 1968/69).

Prior to independence the limited existing industry was oontrolled
by Asians, Greeks +nd Zriiish. Duriug the period Ifrom 1959 — 1961
many of these investois, most of whom were permanent residents in
Tanganyika, became uncertain about their future in light of impending " : '
indepenuence. There was a fear that non—-Africans would be disocriminated ,
against because of the excesnaes of a few. Meny investors began
retrenching by stopping new investments, liquidating their assets and

sending the tunds out of the country. Financing whioh did take place

was with advances from the local tanks. Tae Governmasnt gave assurances
after coming into power, in December 1961, that there would be no
discrimination on a racial basis. However, a: late as July 1964, there

was still a reticence within these communitics in relation to briuging

1/ Tunganyika Industrial Development, op.ci%., p. 18.
2/ The Evonomie Development of Tangenyika (Johns Hopkine) 1961.
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their oapital baok into the country. The potential importance of
these people at this stage of the country's development should not
be underestimated. They represent most of the local entrepreneurial
ability snd capital.

Industrial finanoe has come, in recent years, from commeroial
banke, the Tenganyika Development Corporation (now the National
Development Corporation), the Tanganyika Development Finance Co. Ltd.
(TDFL), the Commonwealth Development Corporation (CDC), the Industrial
Pinance Corporation (IFC), bilaterial and multilateral foreign
assistance and private investors.

Up to the present time all of the commercial banks are expatriate
institutions the liabilities of whioh are backed by external assets.
Eight commercial banks were operating in Tanganyika in 1961, with
total asmets of L39.1 million at the end of that year.& Five of the
banks are British, two Indian, one Pakistani and one Dutch. In 1962
a ninth bank came into the country with the formation of ihe Commercial
Bank of Afrioa, which is financed by an international banking consori-
ium whioh includes US,Belgian and Swiss interests. The commercial
banks, as such, concentrate on working capital and other short—-term
loane. At times, 2-3 year loans are made for existing plantation
industry. Some of the banks have as much as 87 per cent of their
deposits out on locan during peak pericds. Both Barolay's and the
Standard Bank have development institutions for overseas investment.
Fundg for these development institutions come from the bank's own
resources and can be utilized for long-term development loans.
Ocoasionally they have eaoh financed schemes with the TDC or the
TD¥L. These development finance loans are usually for amounts of
£50,000 and up and are 10-15 year morigage type" loans. Recently
interest rates have run about 7 1/2 per cent plus & 1 per oent commit-
ment fee. The bankers in Dar-esc~Salaam believe that any potentially
profitable project camn find finanoe. However in the ocase of large

1/ Statistical Absiraot, 1962 (Government Printer,Dar—es—Salaam), 1962.
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projects there would probably have to be a congortium to raige the
total amount. In 1961 there was a Treasury directive advising banks
not to lend to people with capital overseas. This was to digoourage
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. Little oonsulting
"group advised Tanganyika to establish a development corporqtion.y
Exploratory talks were held between the Government, the Colonial
Development Corporation (reoently renamed the Commonwealth Develop~
ment Corporation) and subsequeritly with the Germany Government.
Tanganyika needed external capital to assist in the establishment
of the Corporation but wanted at the same time to maintain control
over its development policies. The external groups in turn were wary
of becoming minority partners in an institution which might have other
than purely developmental goals. .Differences were resolved when the
Government decided to form two institutions: the Tanganyika Develop~
ment Corporation (TDC) and the Tanganyika Development Finanoe Company
Ltd. (TODFL). '

The TDC is wholly Jovernment -owned and the TDFL is a jointly-
owned company with one-third of the oapital ooming from TDC, one-third
from the CDC and one-third from Germany. To minimige misundorntandincs
the three parties have agreed that any projeot proposal which appears
to have merit will be submitted to eaoh party. Eaoch party will then
notify the other two parties, in writing, that it has no 'ob;jobtion te
the investigation of the project or that it does not wish the ‘mvestiga—
tion to proceed on the ground that it would be oontrary to that party's
polioy to be associated with the promotion of the projeot in questicn.
Objeotiwns are net to relate to commercial proqu‘:otn of the proposal.
The total capitalization of the TDFL is #1.5 million and partioipation

by other governmental or non-governmental agencies is welcomed. The

1/ The Economic Development of Tanganyika, op. oit. p. 215,
Tanganyika Industrial Development, wp. cit. p. 39 et seq.
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TDC began with an initial capital contribution from the Government
of £300,000. Under the current 5 year plan, as noted above, the TDC
is to receive over %13 million from the Government. Half of these

funds will be in share capital and half in loa.ns.l

The theory behind this compromise is that there are some projeots
whioh may be better handled by a wholly government-owned corporation,
e.g. projects with political significance; projeots to carry out
planned policies, investments in utilities; projects in whioh the
Government does not want outside partners; and smaller enterprises
where there might be more risk than a jointly-owned group would want
to agpsume. On the other hand the capital and perhaps more important
the experience of outside groups was seen as a definite advantage in
having the TDFL too..

Neither institution has issued a public report. However we were
advised that as of June 1961 the TDC held loans or investments in 11
oompanies. It is understood that some of 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 loane totalling over %220,000 have bean
made to 6 companies. In five of these enterprises the JDC holds a
majority of the capital, i.e., Lake Manyara Hotele Ltd., Northern
Dairies Ltd., Tanganyikan 4frican Finance Co. Ltd., Intrata and
Tanganyika Wild life Development Ltd. It hell #24,000 of the $60,000
of authorised oapital in Tanganyika Tegry (plastics) Ltd. However
the share oapital was to be expanded to $100,000. If this is done the
TDO's interest will drop to 24 per oent. TDC has paid up only 525,000
of its share oapital in TDFL. As of July 1964, TDC had paid up shares
equal to £40,000 out of a total of #80,000 of subsoribed shares in
Tanganyika Portland Cement Co. Lid. This was 20 per cent of the
eapital. This oompany has had also requested a loan from TDC.

1/ Five¥ear Plan, Vol. I, p. 96.
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Minority irn.terests were held in a Cashew Nut Factory and the Instant
Coffee, Bukoba ascheme. TDC has also guaranteed one loan which was

made by a commercial bank to a district development board.

The TDC has had some difficulties in organizing and establighing
its policies. There were three general managers in its first year
of operations and the Ministry's role in day to day activities has
not been defined.

As of June 1, 1964 the TDFL had made nine commitments totalling
$16,500 in equity and £277,000 in loans. Loans have range in amount
fror $15,000 to 260,000 over periods of 4 to 15 years at interest
rates from 7 1/2 - 7 3/4 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, Thege loans and investments were for hotels, printers,
enamelware, motor assembly, rubber goous, fishing and fish proocessing,
and ranching. Both Standard Bank finance and Development Corporation
and Barclay's Overseas Development Corporation have participated with
‘TDFL on particular louns. Some substantial loan requests were under
study in the summer of 1964.

The Tanganyika African National Union, (TANU), the ruling pclitical
party, has formed a private ‘development corporation, the Mwananochi
Development Corp., Ltd. TANU helds virtually all of the Gorporation's
shares. The Corporation has formed publishing, engineering and
.contracting ocean produots, and trading ocompanies. The Corporation
develops projects and finances them by loans from the TDC or other
financial groups. It also tries to include training for Afriocans in
iys projects. The Trading Corporation was formed as a joint venture
wﬁth an existing trading company. It traing Africans in trade and
business in addition to carrying on trade, acting as commission agents
and merchant shippers. Mwananohi Ocean Products Ltd. is a joint
venture in the fishing of lobeters, prawns, crayfish, etc. In addi-
tion to improving the fishing in the area the Corporation intends to
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improve the conditions of the fishermen. The Ingineering and Contract-
ing Company has received a number of contracts to build housing and

it received a loan from the TDC to put up a block of flats for United
Nations experts. It is a stated intention of the Mwananchi Develop-
ment Corporation to reinvest all earnings; no dividends will be paid
out. Thus the Corporation acts not as a provider of industrial

capital but more as an entrepreneur in seeking out projectis.

The Commonwealth Development Corporation, a public oorporation
set up by the UK Government, which obtains its capital from loans
by the United Kingdom Treasury, has as its main purpose to assist
the economio development of countries within the Commonwealth. In
Tanganyika it has made loans and equity investments in 11 different
projects. As of December 31, 1963 total investments were &7.9 million
with 5.1 million in the form of loans and #2.8 million in the form
uf equity. The largest investments were in a joint venture for sugar
growing refining, wattle (bigh quality tamnning extract), geld mining
and the TDFL. There is ~1s0 a substantial credit to the Tanganyika
Eleotric Supply Company. Mineral exploration, sisal and coftf'ee
production, milling and a small inveetment in pyrethrum round out the

investments.

Tansania hag had a substantial inflow of public international
development finance. Very little has been directed to industry as
suoh but the receipt of this aid has permitted the CGovernment to
divert locel funds from aid supported projects to industry. Prior to
independence the UK was the prinoipal provider of external assistance
and smaller amounts ocame from the United States, the UN Special Fund
and Specialized Agencies. UK assistance to Tanganyika jumped from
approximately #3.9 million in 1960/61 to almost %10 milliem in 1961/62,
and approximately 11 million in 1962/63. Part of this inorease was
to provide for transitional expenses following independence and will

not be repeated. Part is to previde funds for retaining and/er
pensioning fermer British Civil Servants. In addition, this includes
& special alloocation from the UK at the time of independence.
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The United States hus provided Tanzania $1Y.7 million worth of
assistence with the bulk ot it being provided after independenoe. The
International Developmert Association made two loans to Tanganyika
totalling $1¢.6 million. The International Finance Corporation has
invested 51.8 million in the Lilombero Sugar Company. This is a joint
venture with the CDC, Standard BRank, and two Dutch groups. Total
investments in the project amount to 4.8 million. %1.5 million of
IFC's investment is indebt and £ .3 millien is in equity. West
Germany provided $10 million plus the %500,000 which was invested in
the TPI'L. In 1964 the People's Republic of China offered Tanganyika
a £10 million credit and Zanzibar a £ 5 millioh credit. In addition

Tanzania has been offered a 1.0 million grant.

_ These f'igures indicate that there has been a substantial flow of
public international capital to Tanzania in recent years.‘ The Govern-
ment has requésfed that more of the agsistance be made available for
local cogts and that lesz of it be tied to purchases within ‘the donor
cbuntry. There seems to be a growing flexibility in the policies of

donors in relation to both of these points.

The Covernment, pursuin; its policy to encourage more private
foreign investment, enacted legislation to give protection to certain
approved foreign investments. Provigions have been made for the
repatriation of capital and profits and investors are assured that in
oase of compulsory acquisition of their agsets they will be fully
compensated. Any disputes over compensation are to be settled by
arbitration. This Act has been supplemented by various statements by
the Government including one undated statement entitled "Opportunities
for Investments in the United Republic of Tanzania." In addition to
8 general picture of the investmenti climate it 6uflines limited tax
relief neasures available to investors and discusses mentipns that
tagiffs may be instituted to proEect new industrios and import duties

on certain materials may be waived for investors.
. . ”




E/CN.14/A3/1V/6
Pure 41

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 foreizn capital has been invested or earmarked for an
0il refinery, the sisal-spinning factories and a sugar oompany. Other
new investments include factories for: Portland nement, enamelware,
galvanizing, shirt-making, ragor blades, wood screws, plastics, plywood,
and an aluminium rolling mill. Many other projects are in the process

of negotiation.

The attempt made by the Kilombero Sugar Company to attract
private African investors demands special attention for it is the

only example which we have come aoross in Tanzania to do so.

When initial discusgions were held in relation to the projected
scheme,the original investors and the Government agreed that it would
be a good idea to attempt to bring Afrioan investment into the project.
The idea presented a number of pi‘Oblems. Firgt, 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 weuld clearly explain to the investors in what oircum-
stances they would be able to recover the money they had invested in
the scheme. These measures were suggested beoause very few of the
Africans had more than a rudimentary knowledge of financial practices.
It was believed that most of the Afriocans who invested would look upon
the Company as a kind of savings bank, and they would expect to be
able to withdraw their money on demand. Because it was to be the
first ipvestment for most of the Africans the Government believed that
it would be wrong to give encouragement to Africans to participate in
any speculative venture from whioh their money could not de withdrawn,
and which might incur losses. The Company suggested that there could
be preference shares reserved for Africans only, which would pay a

minimum divicend of 5 per cent during the first four years. The
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Government pointed out that preference shares could only pay dividends

out of profits, anc since the company's objective was to ensure that

the African sharebolders should receive some payment whether or not

it was making a profit, it might te 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 equity ana this could not be done if the ;
African's shares were in the form of convertible loan stock. By a

number of chan_es in its -capital structure it was finally decided to .
issue a $700,000 7 per cent cumulative convertible preference share

for local residents. These shares were underwritten to the extent

of %250,000 by the Standard Bank and $450,000 by the CLC and they

were then issued to the public by these two groups.

The decision was taken to reserve the shares for "local residents"

ingtead of "Africans" because no one wanted to set the precedent of

employing a racial clause in a prospectus,

The underwriting became necessary to assure the Company of the
total capital required for the projeot. The Government had refused
te guarantee the stock when they were asked to day 80 by the Company .

because of the reservation of the shares for Africans.

The experiment was not particularly successful. Only $35,855
of the $700,000 issue was subscribed ana fur the most part the invest-
ments were made by non-africans. Nevertheless, it was an important
gstep anu indicates an approach to involving local investors in the

capital market.

haterial for this report was gathered in June 1364 enly two and
a hall years aiter Tanganyika attained independence. The results
achieved by the Government in this short time are impressive. The
comprehensive Five-Year Plan is an impressive document. The targets
are high as is the dependence on external finance. It is too early

to comment seriously on the mobilization of industrial finanoe. The

Illllllllllllllli
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Governmwent kas definea 1tz targets witn the Plun and new tinaneial
jnstitutions such as the TuC and TOFL are steps 1 tihe right direction
for mobilizing industrial capital. Tue arthur V. Little report set
forth the possibilities and some of the limitations of industrializa-
tion in Tanzania and the Government has heedied the comments of these
consultants. Domestic savings are very lus in Tanzania and they are
not likely to rise sufficiently to make a marked impact on industrial-
igation. 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 capitel in the hands of indigenous non-Atricans.
However, this is a problem with a bhistory 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 professional level. The demand
for such peoplec exceeds the supply. Training facilities have been
substantially increased since independence. However, it will take

pome time before the demcnds can be met.

We have concentrated our comments on Tangzania but we cannot close
our discussion without commenting on its neighbours, Kenya and Uganda,
who together with Tanzania form a Common Market, share common services,
utilize a common cucrrency and meet together in a Central Legislative
Assembly. Tanzania has felt for many years, with some justification,
that it has not received its fair share of industcy within the “ommon
Market. Nairobi, as the former centre of British rule, in East
Africa, with its bracing climute and developed facilities has always
attracted a greater proportion of capital investment in industry than
its neighbours. Unsuccessful attempts have been made to produce &
more equitable allocation of industry within the common market by a
system of industrial licensing. In the beginning of 1964 tensions
came to a head when Tanganyika treatened tc withdraw from the Common
Market. Meetings were held and a compromise was reacihed which

allocated five of ten new potential industrial investments to Tanganyika.




B/ A T

/

Page 44

However, in early 1965 there was still substantial discontent in
Jar-es~Salaam and new statements have been made oalling for the end

of che Common Market. BEast Africa as a whole is a much more attractive
market than any one of its constituent parts would be alone. It would
be a serious blow to Tanzania's investment hopes, if this structure
should f.11 apart.
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(e) United Arab Republioc

Trie attitude of the wgyptian Government towards the role of industry
1/

in national development is set forth in the Five=Year Plan as follows:
"while agriculture is considered as the first seotor, which
constitutes the framework of the whole of produotion, industry is
considered as the only path to economic progress and continued
development,"

Industry has become increasiag.iy important in Lgyptian thinking
following the seizure of political power by the military in 1952, In
that year the value of industrial groduction was &E 313.8 million and
by 1,63 it had climbed to &E 952.6 million.g/ Jew industrial investments
during 1951/52 amounted to only £E 2.2 million whereas during 1963/64
they amounted to &E 155 million.}/

The shift in emphasis towards more iadustrialization went hand in
hand with the devel- nent of new iastitutions, experimeuntation with
investment iucentive laws, thc drafting of an Industrial Development
Plan and subsequently a compreheasive Developrment Plan. The Governr.eut's
attitude towards the fiuancing of industry moved from sabstaatial‘priVate
gector support to a compliete domination of the industrial seotor by the
(overnment., Domestio savings augmented by a considerable inflow of ex-
ternal assistance has halped to provide capital to achieve the goals of

the Goveranent.

The iirst five=-Year Industrial Developrent Plan

In July 1956 a l.inistry of Iadustry was created 4/and, among other
tuings, it was responeible fo. drafting the five Five-Year Iadustrial Plan
which was accepted by the Goverament in iiovember l957o2/ The Plan called
for 502 projects and investments of &E 330.5 million of which & 144

million or 47 per cent was in foreign exchange.

&

Twelve Years of Industrial Development in the Uanited Arab Republic,

1952-1964 (Ministry for Iadustry and Mineral Resources), Cairo, 1964, p.31.

Ibid., p. 32.
Ibid., p. 174,
M'y pP. 175,
Ibid., p. 180.
Ibid., p. 181,
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altlioweh tne dativaal Production Council desired to give special
“ttentlon to hasic industri e, politicul tuctors forced eyual attention
to coasurer gouds. Thus there was a balance between tine development of
bagsic ladustries wd the developrent of coasamner goods iadustry. The
Governr.e.t set 1tsell threc goals:
"To realize self sufficiency in all goods which could be
pvloduced locally «nd which were imported for local consumptions «
The expausion of induastries which can fiad favourable export
ATk 18 as lone as the elements of success of these industries
exist 1. the country. . ..stablishment of basic industries which
ire tue lousdation of i.adustrial progress. + " 1/
23 the tire ot this Plon iadustrial activity coatributed about
Il per cant of national iicome and it almed at increasing the contribu-

ion of tune sector to the asational income from 1l per cent to 19 per

2 £
cent.-/ .
It was divided into four najor parts as followsx}/

SMrst Sive=Year l.adustrial Plan

Industrial Sector Pigaegis Total Cost
(% million)
kanufacturing Industries 456 258.1
liaing Iadustry 14 15 .
Petroleum Iadustry 14 557
Trazining Centres 18 1.7
Total 502 33045

A special organization, afriliated to the hiaistry of Industry and
called the Organization for uxecutiug the i"ive-Year Industrial Plan was

established tovards the end of 1557 for implementing the Plan.

1/ Ivid., p. 178, 179.
Ibid., pe 179.
Ibid., p. 180,
bid. p. 180,

o
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Foreign exchange for the Plan totalling By 126 million of loans
came from: the Goviet Union (&E 61 million)y & 45 million from the
#ederal Republic of Germany for the establishment of chemical and
engineering industries; &H. 12.) million from Japan for building a
sugar mill, spinning fcotory and fish canning factory; and, & 7.5
million trom the German Democratic Republic for the establishment of

. . . . . 1
chemical and enginearing industiries.

On 1 July 1960 the Government put into operations its first Com-
prehensive .ve-Year Plan for .conomic Development (as distinot from
the more limited Industrial Plan referred to above). This Plan was
the first halt of a ten-year programme. Residual projects of the Mive-
Year Industrial Plan which bad not started production as of 30 June 1960

were integrated into the industrial seotor 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 operation at a total cost of more
than &E 83 million and most of the remaining projects had been contracted

or were actually under construotfion.

The completed projects were in the tollowing fields:}/

Iadustry M Total Cost
(#£)

Petroleum 3 9,166,000

Mining Industry 9 416,000

Manufaoturing Industries:
Food Industries 24 2,478,000
Chemical Industries 16 5,929,000
letallic Industries 30 34,687,000
Metallurgical Industries 1 395,000
Textile Industry 17 27,100,000
Training Centres 5 294 ,000

Total 105 83,465,000

1/ 1Ibid., p. 181

2/ Ibid., p. 182,

3/ 1Ivid.

|
|
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ive=Yoar Plan for .iconomio Uevelopment

Tue Jive-Year Plan tor ticonomic Developueat was drawn up with total
luvestrents estirated at abtout 38 1,7 billion over the peiod from
1 July 1960 to 1 July 1965, The inaustrial sector investments were set
at &8 434 rillion (25.5 per cent). This amount covers both new projects
1. the Comprehe.sive Pla.. and obligations Left over from the I.dustrial
Plan.l/ It was ostimated that &l 266.3 million (65.2 per cent) wo.ld

hove 10 be in the form of foreign exchange.

The industrial investments were allocated to the following induatries:g/

Allocation of Iadustrial Investments in the .
IFive-Year Plan for Economic Development
&8 million

Fetroleum Industries 2.5
Fining Industries 36.7
Chemical and Pharmaceutical Industries 83.2
food Industries 30.1
Textile Industries 43.8
letallurgical Industries 46.8 ;
Fetallic Industries 575
Rural Industries 1.9
Vooational Training 3.5 ‘
Small Uatoreseen Projccts 16.0
Renewals and Replacerents 30.0

The Central labor-tory for Letrology
and Testiag of Materials 2.0
The Plan contains 735 projects and when the working capital is added
to the above fisures, total iuvestments increase to & 801.8 million.
Subsequent to the publication of the Plan iadustrial projeocts were augmented

by 70 complemeatary projects ..ad 537 small projects costing & 100 million

1/ Ibid., p. 185.
£/ 1Ibid., p. 186,
i/ Ibla. 1) pl 187.
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and &£ 35.7 millioa respcctively.l/ fhus wotal industrial projectc to
be undertaken during the Plan period were 1,350 at a cost of BE S37.5.
As of 31 December 1963, 322 projects contained in the FPlan costiy,
Rt 243,3 million were ia production and another 15 iavolving &8 23,0
million were ready for test runs.g/ The completed projects were distri-

buted as follows:

Completed Projects in the Plan

Yo, of

Projeots Cost
(B million)

Petroleum 8 41.15A
Mining 17 7.403
Chemical 33 59.588
Pood 34 32.954
letallic 42 49,508
Metallury,ical 9 9.522
Textile 41 38,723
Vocational Training 17 3,013
Rural 121 1l.421
Total 322 243,288

In addition 26 of the complementary projects and 257 of the small
projects costing & 8.6 miiiion and & 10.4 million respectively were
in production by the ¢nd of 1963.&/ Thus 605 projects costing & 262

million were in prouuction.

During 1564 the Goverumeat planned to conplete 25§ industrial pro-

jects whose total cost was to equal &E 145.2 million.

ibid., p. 192,
Ibid., p. 188,
Ibid., p. 191.
Ibid., p. 152,
Ibid., ps 193,
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Toe Plan proposes to raise *he uwWi frow 442 por ceat per annurm
to 7.2 per ceat, an a=wbitious evale TLe 1nvisthent ratio was esti-.ted
at 16 per c'ut in 1957/196L rising to &U per cent by the conclusioa of

the Plin., Saviags wers to be liere.sed from 14 per cent to 2C _Ler ceat,

soreiga exchange requirer :ats of the Plan we.re put at & 646 million,
2orelgn aid plus a. 1.craey i “iports aau a lecreass 1a iuports was to
maXe this goal possivle., Tue Flua #Tugyects an optimistic 36 per cont
iacresse in ex,po0rts wud 2 6 Ler c.it d_ciease in ir ,urts witi the ,roe
portion of iavestrent . oods licreasl..,, {rouw 3« to 43 .or cent over tue

riaa period,

ladastry, duciudi.g cleotricity, 18 to recvive 3i.7 jer cent of
total investme.it over t.o rian +riods It 1& ioped that thie i.avestrnent

viil incresse net incustriul utput ty 98 per ceat,

wskpe Todussri-lazation Frogracse

lird iadastriasization ,ro., .ure nas been drawn up to be ir;le-
wented within the fraresork o0 t.e .'cond iveeYear Plan for .comomic
anl cirnl Davelopue it (L)ED=10)s T +TOgramue Anciuues £:5 .rojects at

a. esti.ated cost of e 1 Liuxoa.y

Public and vate cctors

bt the enc o1 world ‘ar II siuuet 2l dadustry in Lgypt wvas i.. the
Private .e¢ctor. ~rost-wur Latlo.nlis. te.ued 1o favour local over
foreign investors and i 4,47 a l.w was pimeed requiring t.at a majority
iiter si lu ngyptian Cok,zaies rust .e .. ld Uy weJ,vianse. Minine an’

v rryiL, liws wer: alao restrictive,

‘oliowing the ev litio. of 1592 tue Uoverarent bLe,an to ofter in-
ceativs to botl. dorestic aad foreli.n i;.veltor:.y oreiien i.vestors
wore peruitted rajor: ty co.utrcl ia e cow, .38 aad they were gra..ted

20 exploration concessli o witu literal renswel terris. A seven-year

ee, JL% BVolition - A o on 2 s Oxfoerd
8o, Loadon, 19€3, p. 236 et seq.
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tax exemption was ofi'ered to new compauies promoting economic developuent
aad aev lavestneats Ly existing corpanies rececived a five-year exemption,
Taritrs were introduced to protect domestic industries and import duties
on soods aid raterials .ecded by industry were reduced, Taxes on un-

distributed profits were nalved. I addition the Coveraneut established
a Permaneat Cou.cil for rroduction to study a..d pronote new projects,

Toese re.sures did aot triag about s subata..tial 1.acrease in aew iavest-

E3ats.

In 1056 the Uovernmeat was co.fronted with 2 sories oi political
problemns. . ollowing a military agreemeat between ..ypt an. wastern
4rope the United Ntates withdrew its support from one of ..gypt's most
importeat yrojects = the siswan Dams Tie vorld Bank and Unitved Kiagdom
followed suit, At this poiat t.e Lgyptians nationalived the Suez Canal,
sabseque 1tly, Isrzel, irance and the Uaited Kingdom invaded sgypte

doutilities oceased following the i.tervention of the United :ations backed

by the support of tne Uuited Statem and the Soviet JUnion.

Jollowing these events thele was an E yptianization of foreign
e8t Llishreats, closer State control of business, natiocsalizatior and
sejuestration of uvritish and French assets, un i.tensification of
Goverarent etrorts in industrialization and an iaorecse in taxes, from
1,57 tor 4h 14501 tie Jovera e.t gradually absorbed the private sector.

£y 1,65 90 per cent of iudu-try was uader the coutrol of the Govern.eut.

Coverweat coatrol over business ve.an slowly, irst, the Govern-
Ecat requirad approval of all aew 1.vestme.ats and expaasions oir existing
iavestme..is, Goverament approvai was aiso required to stop prodaction,
Intoraal rarazemeat was limited when the Goveraweut sc<t a maximum aand
Z.admam naber for directors; compuaaies were required, aster cextain
co.ditions precedeat, to purch .se Uoverient msecurities, the amouat of
dividunds mas limited; t'ne; linletry of ladustry was authorized to

de turnine tue volume ot production and the aunber of ‘orking shiits of

eacn ¢ompany; companies were rcequired to allocate a proportion of profits,

al ter certai. deductions aaJ bteen riade, to workers in tihe plant; and

ocarnings of company dircctors and employecs were limited. i'inally, in
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1y61 there was a wholesule fnationalizetion of iiaustry. Professor
Issawi '.-rrites-l-/ that the market value of the shares of compaanies
datioualized in 1961 ", ..has been officially put at &b 258 million,
of which 33 million be longed to foreigners"., o continues, ",.,the
Goveraneat took over, in all, & 124 million of cthaies; and acquired

coatrol over 70 per cent of ~gyptian conpany capitale..",

Compensation under the 1561 laws was in the form of fiftezn-year
degotiable Governnent bonds, bteari.e 4 per cent iaterest and redeemabls

af'ter ten years, 2

The rconomic Developue.t Orgunizuation was orezted to administer
scquestered freach and British businesses aad in addition took charge
of holdings ia joint stock corpanlies and certain publicly-owned corpora-
tions. It continued %o expand by reinvestmeats and the agquisition of
additional natiosnalized corpanies., Its total iuvestments rose from
8 51 million in 1957 to & &0 million in 1960 in bauki.g, iasurance,

riain,, petroleun, nanufactaring, commerce and transport,

In harch 1y61 two .cw bodies with fuuctious fimilar tc the uLconomic
Developreat Organiz: tion were createds the hisr Or.anization and the
Al-.asr Organizaticn. 7uc kMisr Bank was founded in 172C a1u one of its
main ot jectives was the fosteriug of wgyptian izdustry, It was "...the
first purely Lgyptian—owned and managed instvitution, which constituted ‘
oie of the main nuclei around which the new pgyptian bourgaoisie was
forred and vh.ch did import.at pioneering work in credit and ix‘.duatry".i/
The Bunk established twenty-seven Misr companies with an agcregate paid-up
capital of & 20 million and their activities ranged rrom spinning and
“eaving to insuraace, rfisheries, airliuses and i'ilms.-6-/ This background gives

sone ladication of why it was chosen for this new roie,

Issawi, Charles, t in Revolution - onomic is, Oxford
. , University Press, London, 19 3, p. 60,
Ibid., p. 59,

Central Baak of L6YFLy wconoric Review, Vol. I, No, 2, 1961, p. 246 et seq.

Central rank of “eyPt, .cunomic Review, Vol I, No. 1, 1961, p. 63,

Issawi, p. 40,

SN

.Tbid. 3 P 26“}, '2()5.




LfON. 14/ a8/ 1]6
N - 53

The new lier Or,.ulzation wus .rimaril™ respousit.e iors

"The development of the national aconomy throug: cormareil,
industrial, and finaucial activiiies, the sdamiaistr.tion,
suyervision and the drawing up o+ investmeat policica of
bank Misr and ot.er public iastitutious on behalt Jf the
Goverameat, and the orguaizatiorn of the participation of
Government, putlic and private institutions in econornio
activities."1l/

At the end of 1400, the assets osr the Misr Bunk and its holdings in

-~

VMisr and other companics totaltled & 331 million.S

Al-i"asr Organization "...is concerned with the developme.t of
industrial and fiaaacial activitics of the companies  stablished by the
General Organization for tlic exec.tion of the “ive=Y.ir Plan as well us
with industrial progjcects entrast.d to 12".}/ The asscts of Al=asr
Oryaniz.tion were twenty-four coujanies with cotbinmed c.pyital of about
& 40 million.

"By the auturn of 1961 those three bodies wach of whiekh

was headed by a Cabiset lianistsr, controlled the bluk of Lgypt'c

sconomic activity." 5/

Jriction developed between tur threv oremlizations and various
Goverage.t decpartmc.ts, and in Decerber 1,61 a deoree was is.ued
establishing the Supreme Couacil for Public Or aaizitions usnder tue
chairmanship or the rresident of tihe ..pislice The Coudcil's fancticas
are to define the objuctives, upprove tus bud ets, co-ordi.ate the
activities and supervise the i1 plementa.ion of tuc progratnes of
thirty-nine organiz.tions, grouping 435 coupanies Jdader tiuirteen
ministries, Theaotivities ol the SLupr.ue Council radically reduec~d
the importance of the Lisr, llasr and Loonosio Developrment Orsaui:atien:.éj

Ceutral Bank of wuiyypt, -conomic Revisw, vol. I, Jo. 1, 1961, p.63
Issawi, p. 65,

Central Benk of Lgypt, 9pseit., p. bl.

Issawi, p. 65.

Ibid.
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Industrial rinance

Following the nationalization decerees of 1961 industrial financin,,

in .gypt has become primarily & yacstion of public finance.

Prior to the muvement of industry into the puolic sector inwustr.al
I'isance came principally trom domestic and loreigyn orivate iavestors.
Cormmercial banks, insurance corpanios, tihe Industrial Bank and to some
cxtent Governnent-coatrolled fuads from the Post Ofiice Savings Bank,
pension aud social insuraunce or.anizations were additional sources of

industrial finance., The natio.zlization decrees aficcted all of thereo

sources of finance too. Thus, by tl.e end of 1961 not only was all indusiry

in the public sector, but in addition virtually all of the irstitutioral

sources oi finanoce ere there too,

A ploture ol ngyPpt'c present and past public finarocs may ba gleaned
from the following table.

¢
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Publio Finanoe

Actual Public Revenue and txpenditure {&E million)é/

£nd of Fiscal Year Revenue Lxpendi ture Surplue /Defiocit

1955/ 6%/ 292.8 340.3 - 47.5

1956 573/ 276.3 358.1 - £1,8

1951/ 83/ 333.9 33543 - 1.4

1959/6 3/ 444.8 511.1 - 6643
1960/6;3/ 540,5 7001 - 223,3

1961/6 T 55043 179.T" - 2294
1962/63 | 727.9-/ 970.0 - 242,

1963 /64 775.33/ 1,079.4 - 304.1';;//

1964 /65 829.3-/ 11,1844 - 355.1

Sources LEooncmio Bulletin, National Bank of ngypt, Vol. XVIII, Nos. 1 and
2, 196
LJ

8/

e e

5y Table 571 in Statistical Section.

An aggregation of net revenue and expeaditure of all budgets after
dedudting inter-budget subsidies and transfers. Figures as from
1957/58 are budgetary estimates as final acoounts are not yet
available.

This figure represents the total of internal loans, oredit faoilities
and forei.n loans inoluded in the revenue of both the services and
business budgets, plus the defioit in the services budget.

A residual figure reached by deduéting the sum of internal and foreign
loans plus the deficit in the services budget from the budeet's total,

Development budget revenye is not inoluded while expenditure ia. The
revenue was not indioatsd in the annual budget reporte and was composed
mainly of foreign aid and loans, internal borrowings and monetary
expansion,

Additional insight may be gained by reviewing the situation for two

reoent budgets in more detail. In 1962/63 and 1963/64 net expenditures
were #E 970.0 million and & 1,079.4 million respeotively. Defiocite in
these years were & 180.5 million in 1562/63 and &E 240.) million in
1963/64. Agsregate revenue and expenditure estimates for these years

were a8 follows:
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Aggregate Revenue and lhixpe.diture Ustimates
For 196¢/63 and 1963 /64

o @mllon |
Services budget knterprises budget Total all budgetis 2

1963/64 1962/63 1963/64 1962/63 1963/64  1962/63

I. cdxpenditsure
Current Outlay 478;2 ' 432.0 651.8 5‘5.9 1,130.0 971.9
Invcestment outlay 62.2 - 87.3 348.7 275.1 410.9 362.4

Total- 540.4 5193 1,000.5 821.0 1,540.9 1,340.)
Adjustment for double e ¢ E
counting ' - - 461.5 370.3 461.5 370.3 '
II. Net Lxpenditure 54044 519.3 539.0 450.7 1,079.4 970.0
III. Net Revenue 501.0 474.8 338-13/ 314-7“'/ 839.1 189.5
IV, Not Defiocit ‘3904 "4405 -2(‘0.9 "136.0 ‘24003 ‘18005
Ve Financing:
(1) 1looal loans +144.5 +105.1
*39.4 #44.5 *2‘003 +18005
(i11) foreign loans +56.4 +30.9
Total +39.4 +44.5 +200.9 +136,0 +240,.) +180,5 o

Source: Eoonomic Review, Central Bank of Egypt, Vol. III, No.J), 1963, p. 246.

s/ 1Inoluding the real resources available for investient which consist of
the surplus of the reveuues over expenditure of the Post Office Savings
Bank, the General lasurance and Pensions Authority, and the Ceners!
Jrganization for Social Iasurance amouating to & 4.3 milliom, & 31.7
nillion, and &E 27.8 million respectively in 1963/64, comapred with
& 6.2 million, & 27,9 mililion and & 20.6 miliion in 1962/63.
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An analysis of this chart reveals that the Government is utilizing
funds from the Post Office Savings Bank, the Guneral l.surance and Pension
Authority and tha General Orgunization for Social Iasuranoe. Thess funds
are included under the general cateyory "Net Revenue". They are allocated
to the Lnterprises Budget vhich "coupriscs all budgets of autonomous
public aataorities and orzaaizations exercising eoounocmic activities and
covers the related companies, whether wholly or partislly-owned by the
public seotor™, Ths defioit is financed by loca. and foreign loans.

7 Revenie for industry under the Lnterprises Budget of 1962/6)2/ and
[ ] 1963/64‘1/ wvas esticated as follows:

1/ Central dank of sgyps, nocncmic Beview, Vel. 111, Ne.), 196), p. 23).
2/ Centrsl Bank of .gyps, Looncmic Review, Vel. 1I, ilo.), 1962, p. 295,
3/ Central Bank of .gypt, 9R:8i%¢» Pe 257,
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Industria] Revemue

Epterprises Budgets

1962/64~-19¢2/63
CTHER RESQURCES
Investwent Drevings
Own Investoent LOARS of Related on
Revenues —Income = Joca] Foreign Orants Compenies Reserves Others Total

1962/62 Industry 81.0 10.5 41.3 4.6 0.9 68.0 1.7 12.4 2)6.4
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In 1362/63 foreign loans were one-=third of %ot.l loanss in Lo sftqy

they had dropped to a little over 20 per ceut.

In summary, industrial finance in wgypt today is primarily a question ﬁ
of public tinance., Receut budgets have had large deficits and these uLave |
been financed by local and foreiyn borrowing. Included in net revenuc >f

the budgets are various Uoverame .t-controlled fuads.
Savings

The Government's goal is to inorease savings from 1l2-15 per cent of
national iancome to 20 per oeat. In line with this policy a programme of
forced savings was iatroduced in 1,65, Under the yrogramwe 2ll civil
gservants and employees of nationalized companies are required to coatribute
a half.day's pay monthly to a Compulsory Savings Plan. The employeces will
receive 5 per ceat interest on their deposits and will be eatitled to make

some withdrawals ~fter five years.

The volume of savings has been iincreasing annually in p“pt. However,
nationalization, stamp duties and the liability of bank deposits to seizure
by the Department of Taxation have yrobably limited the rate o1 growtk,.

Savings for recent years vere as lollows:

cavings
(%€ million)
Investments
Port of Insurance Insurance and Ingtitute for
Year Banks Office Companias Peusion Munds Soojal Insurance Total
1956 55.4 32.6 33.2 24.4 0.9 M6.5
1957 61.5 37.8 41.4 36.9 2.4 ) LIVNE
1958 7302 41.5 47.1 49.2 4.9 215.9
1959 dt.1 45.7 53.5 54.4 8.0 249.7
1960 94.2 47.4 5T.5 11.3 11,0 365.6
1961/2 104,0 53,0 58.0 126,0 21.0 362.0

Sourge: Iesawl, Charles, .gypt in Revolution - An .conomioc Anal sis,
xford University Press, London, 1§33, P. 255,
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The current programrc: to increase savings to 20 per cent of
netional income will solve a part of ~6sPt's iavestment problems. However,
in addition to domestic savings ~YPt has a greut need for foreign ex-
c.anges The natioan:.lization of industry docs not rake bgypt very
attrative to foreign private oapital. Thus, if wgypt is to obtain needed
for:ign excuunge it will have: to come in the form of foreign public

assistaace or oxpor.y 2arnings.

rorcign Aid
Almost one-third of the UAR's investmeats in the first r'ive-Year Plan
werc made irom roreigh aid tuads, A sipilar proportion will be required

for the Socona MMve-Year Plan.1

The empnasis on industrialization hLas increased the demend for
imported capital 4 oods, 8parv parts and rav mazterials. wsgypt's exports
Lave not kept pace with these imports. Although the Governmeat has
attempted to narrow the foreign exchange gap by reducing imports and
increusing uxports it has been unsuccessful and the relianco on external

asgistunce i8 on the increase.

s YPt has received foreign assistance totalling almost $1.8 billion
from 1952 through 1902, The sourccs and their relative contributions

nre as foliows:

1/ National Bank of wgypty weononic Bulletin, Veol. XIV, No. 2, 1961, p. 131.
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Total Aid Committed by Country
Country Klllen Pellaxr™  Yercealage
SL Il
Ao g;lat.ral
Usa 706.7 40,0
USSR 500,0 28,2
West Germany 152,59 8.6
1“1’ 960‘ 506
Japan 40.4 2.1
Pranoe 28.7 1.6
Sast Cermany 27.2 1.5
Csechoslovania 26.4 1.4
Yugoslavia ) 20,0 1.2
Hungary 16.9 1.0
1) 4 15.9% 0.9
Nethorlands uo) 0.5
Switserland 110’ 001
Sweden 90‘ 005
Other countries 16.6 1e}
Total bilatersl 1,694.’ 9’06
B. Multilaters)
World Bank ”01 102
EPTA 11.6 el
UNgr 6.2 0s)
Total multiluteral 7‘05 ‘o’
Srand Tetal 1,769.0 100,0

e ——

Souroes Said nl-Naggar, "Foreign Ald to United Arsd Bepudlie”, UAR lastitute
of Aational Planning, p. 62,

Bilateral sources provided sluost 96 per eent of the total sssistance
during this period, and over 82 per eent of total sid ws from feur
countries: the United Btates, the Scviet Uniom, West Cermany and Italy.

Approximately 11 per cent of the aid has been in the ferm of grants
with almost 90 per ocent of this form of aseistance coming from the United
States. The percentages would be appre.iably higher if one were te include
the 3487.1 million of commodities supplied %o kgypt under P.L 480 assistance.

Crr—



c/CN.14/n5/10/6
Page 62 »

Thic assista.cc is treated by the Ou(D and others as "grantelike"

as3lstance, inasmuck as it is paid for in local ourrency.

Aluost 40 per cent of the ¢otal aid supplied to the UAR has been

allocated to industry,

Joviet aid has bexn concentrated on the Aswan Dam ($325 million)
and 1.dustrialization (3179 million). As of 31 December 1961 soviet
ajld had tecn utilisid in the following industries: petroleum (32,1 per
cent)} engineoring (30.0 per cent); chemiocals (15.6 per cent); metallurgy
(1043 per ocnt); mining (4¢4 por oent); textiles (3.4 per cent); and
food (2.2 per cont)s In 196} the Scviet Union offered the UAR a 850
rillion loan for th; oconstruction of power lines and trausforrers.

American aid h;l been cmployed in agriculture and natural resources;
ihdustry and mining; transportation and communicztion; health and
chitation; education; pudblic administration; community development and
bousing; purticipants trainia, progremmes and commodity procursment.
D.ring fiscal yéar:'l963 and 1964 Lgypt reccived another $487 million
of US aid bringing the total to $1.2 billion.z/ Industrial aid has
pfovided a telecommﬁnicationl training oentre; engineering faoultys
industriil enginecring planning assistaice; iastitute for management
dovelopment and loans to: a pulp mill, industrial bank, food canning and
froeziag plant, a occllophane plant, grain storage facilities, a power
plant and a curdboard plant.

Italian aid hae gone to land reclamation, equipment for the ﬂuoler
Automobil: factory, goods and services related to a petrochemioal plnut
and oil drilling.

The Germans have provided a dry dock in Alexandria, a river fleet
fur the trunsport of iron ore, a syphon under the Nile in Cairo, various
cicotricity pro,:cts, an irrigation pumping station, and a bridge over
the Wiles In April 1963 the kreditanstalt provided 357.5 million for

1/ dl-Va. ar, Said, Foreign Aid to United Arab Republio, Institute of
National Planning, Cairo, 1962, p. 44 ¢t seq.

g/ US lconomic Assistance to Jnited arab Republic, US Aid kission, Cairo,
1364, charts on p. 13-14,
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twenty-five infrastructure projccts bringing their total assistanoe to
over $200 million. At the same time the UAR was offcred $62.5 million
of Hermes suppliers' credits by the Wcst (Jcrmans. Last Germany offered
a loan of J}oT7.4 million to cgypt in early 1965 to finance the import of
industrial equipment. This loan would bring cast German assistanoce to
almoest ¥120 million.

Yugoslavia provided a $20 million oredit for a tractor faotory at
Helwan, mining equipment and equipment for a water pumping station. In
1964 an additional $17.5 million loan was offered to pay for a land reclame~
tion projeot.

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

The Japanese have supplied a $30 million credit for a ootton spinning
plant, sugar manuiaoturing plant, tin can plant, oanning factory, a
frosen food plant, and a plant to manufacture fish nets.

In 1960 Poland gave ugypt & $20 million oredit and $6-7 million has
been used for a dye piante In January 1965 340 million in additional
oredits were offered for industrial projects.

Czechoslovakia offered oredits of & 7.5 million and & 20 million in
196C and 1962. These oredits were for a power station, sugar faotory,
and a motor eyole factory,

Communist China agreed in December 1964 to supply lgypt with up to
$80 million in industrial equipment.

The important point to note is that Egypt has suoceeded in attracting
external assistance from many sourcos and a great deal has been conoentrated
on industry. Assist.nce has come from both the Western and Soviet dloocs.

In addition to the above-mentioned sources of aseistanoce the UAR
has had recourse to the International Monetary Mund.

1/ AFRICA - woonomio, Finanoial and Technioal, Vol. I, No. 12, p. 221,
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In May 1962 iac Lat _oncludea a seane y arrangesent with the IMP,
By common agrcement th following steps were taken for the purpcse of
stabilizing the cconony:

"The Central Bank's discount ratc was raiscd from 3 per oent to §

per cent; the creditor and dobtor rates of interost of the oommercial

banks were also rovised; the rcserve ratio of the commercial banks

vwas increased from 124 per cent io 174 per cent; ceilings were

imposed on the credit facilitios which commeroial or specialized

banks could grant; and <the cexchange system was simplified by the

adoption of the singlc »ate of $2.30 per Egyptian pound..."y

In 1964 the UAR cntered into acw Wity alolrgoments with the IMP
authorizing drawings up to_ ths equivalent of $40 million over a twelve
month 1'.»er:10fl.-2

"The stabilization programme aims at improving the balance of
payments by reducinz the pressure exerted by the Government's
financial n~2ds on the dosestic credit systems It provides for
increased taxes on imports, a new tax on payments for certain
invisible transacticns, and a substantial increase in social
Becurity taxes. An important reaturc of the programme is a
general review of pricing policy. The programme is designed to
achicve its objeciives over 2 poriod of scveral years without
impairing the coun‘ry's racent rate of economioc growth."}/
As of April 1904 tho TJAR'c quots in the Fund was raised to $120

million and its out-s‘andires doawings on the Fund stood at $124.2 million,.

It is understood -Lat as a ;azt of the 1961 agrcement with the Fund
the UAR agreod to limi* it evpansioa of credit, both domestio and
foreign by not increasing rhort- and mediu ~term crodit beyond the
amount outstanding in lMarch 1954, Oiher itom3 in the Agrecement related
to liquidity, the size of the investient budget, the amount of bank
oredit, restrictive exchange policics, pricing rolicies, and bilateral

payment agrecments,

1/ National Bank of “gyphy licc.oric Bulletin, Vol. XVI, Nos. 1 and 2,
1963, p. 1.

+ 2/ International i#iinaesal Mas Shviey, Vols XVI, No, 22, 1964, p. 181,
3/ 1Ibid.
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Financial Inatitutionad

In addition to the Central Bank the United Arab Republie has the
following financial institutiones [ive Governrente-owned commeroial
banks, an industrial bank, and a number of specialigzed banks which are

not relevant for the prosent study. |
Cantral Bank

Thc Hational Bank of wgypt fiuotioncd as a eentral dbank for Lgypt
from 1898 through December 1960, It was the Oovernment banher, held
cash reserves of commercial banks, issued notes, and acted as & lender
of last resort,

The powers of the .Jational Tank were rether limited until central
banking iegislation was passcd in latc 1951, 7rom that time om com=
mercial banks wvere reqairéd 10 m.intain intercet-free deposits with
the National Bank, The actual percentage of deposits was detersined
by a Supremc lonetary Coumittee coasisting of \Liree peprosentatives of
the Government and three of the Bank under the chairmanship of the
kinister o1 .couomye. The commercial bunks wore alse roguired to hold
1iquid assets in the form and proportion fixed by the Supreme !onetary
Comnmittec. 4B 1ts c atral banking powers inorcased the National Bank
becoame more rostricted as to its coamercial banking oporations,

The Jaticnal Bank also gained the power to rediscount treasury bdills
and approved comrercial bills. In 1957 the bank was persitted to ocarry
out open markct operatious but duc to the narrowoass of the Zgyptian
stock exchange, this had no groat effcots At the same tire it was
authorized to fix intercst and discount rates and in eaesptional ocases
to make advances to commercial banks without demanding the usual seocurity.
In addition tho Bank was put in charge of all firms undertaking banking
operations and its autlority was reqguired for mergers and opening of new
bra.aches,

1/ Sce, Sanchiz, José C., "Moncy and Banking in the United irad Republic,”
International Konetary Aund Staff Papors, Vol. K11, Be.2, 1965, p. 34
et 86q.} and Issawi, ceypt in Revolution (supra), p. 246 et seq. oce also
the Economic Review of the Central Bank of Lgypt and the Loonomio
Bulletin of tho Jd.tional Bank of _gypte
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The Bank's authority over other banks was extended to cover reserve ’
and liquidity ratios and it was given vory cxtonsive powers in the determina-
tion of thc nature and cvaluation of asscts hold by banks and in the
raximum amount of the faoilitice they wero authorized to oxtend to the

various scctors of the economy.

Lventually the supreme Monetary Board was abolishod and full authority :
vas given to the Bank's Board of Directors. The Government appointea tho f

Governor, Doyuty Governor and two mcmbors of tho Board.

In February 1960 the rational Bank was nationalized and its sharcs
wore converted into 5 por cent Government bonds redecrable over twelve .
yoars., A new bank called the Central Bank of Egypt was cstablished,
It acquired ocertain asscts and liabilitios of the National Bank and the
datioual Bank was turned iato a commercial bank.l

Commeroial Banks

At the time of the 1952 revolution almost all of igypt's commercial
bankins was contirolled by non-Lgyptians. Only the Misr Bank and the
National Bank of .gypt had substantial Lgyptian capital.

In January 197 following the Suez orisis the Egyptians promulgated *
a law which provided that all commeroial banks must take the form of
Joint etock companics with a paid-up oapital of not less than &E 500,000 '
in the form of nominative sharos owed by ugyptian subjeots with
-eyptian nanagement, Lxisting banks wero given five years to ocarry out
th. sc chung s,

In 1960 both tuc Jational and Misr Banks were nationalized and soon
thereafter tho Banque Belge et Intornationale en ugypte suffered the sume
fate. inally in July 1961 all banks werc nationaliszed,

FFollowing the nationalization of all of the commorcial banks the
ontirc system was reorganized and as of 1963 there were only five
distinct commercial banks. This chango came about beoause the smallor
bani.s were concontratod in the major cities where. the larger banks existed

y Cecntral Bunk of Bgypt, Lconomic Review, Vol, I, No. 1, 1961, p. 1 et seq.
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and it was decidcd that this "unwarranted duplication in bankine s rvises
and the lower efiicienoy of somc of tue smaller banks ceiled for

. 1
correction" .—/

This left the structure of the baunking system as follows:gj

"l. The Central Bank of sgypt.

"2, The Lgyptian Public Organ:zation for Banhks, which is a
supervisory body of thc tollowing iustitutions:
(a) five commercial banksj
(b) the Industrial Bankj
(c) four mortgage banks,

. "}, The Crédit Agriocole ct Coopératif, which is supervisod by

the Bgyptian Public Co-operative and Agricultural Organization."

In April 1964 another major ohange was made when the Lgyptian Publio
Organization for Banks was abolished, leaving the control of the banking
system (with thc oxoeption of the Crédit .iricole et Coopératif) in the
hands of the Central Bank, I. vas felt that the administrative fuactions
of the Public Organization duplicated those of the Central Bank. |

The Government then decided that as of 1 July 1964 cach sector of
the soonomy would channel all of ite activities through only one of the
oommercial baaks. The purpose of this specialization

. ".eo 18 to faoilitate financial oontrol over the different

branches of the coonomy, or in other words some degroc of

'oontrol by the pound! is intended to scoure better adherence

to the requiremente of the Development Plane. . ."5/

The finanoing and markcting of major agricultural orops will eontinuc

to be undertaken by all five comuercial banks.

The actual mechanics of industrial finanoce were u.aclear as of July 1964,

Mational Bank of Lgypt, Loonorio Bullctin, Vol. XVI, Nos. 3 anc 4,
1963, P 1580
Ibido 9 Pe 1590

I-tional Bank of /.gypt, ..conomio Bullctin, Vol. XVII, No. 2, 1904,
Pe 127 ¢t seq,

A

v &R

Ivid., p. 126,
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Industrial Ban..

In 1547 a law was p 500l cutuorizing the Governareat o participats in
the wetatlisnrent of an Ihdustrial Bank and ia 1945 tue stitu.es were

ratificde The Bank b:_an its nactivitics in Octobexr 1749,

Tue Bank is an wgyptian joint stock oompany with a oupital of
. 1,500,000 nade up of 375,000 shares of & 4 cv.che The Goverareat's
sharc in th~ capital was 51 per cent with tne balance beig sulscribed
by banks, inmuraac: cor;w.aies, chanbteps of couprerce, industriil concurmas,
individuals and others. ifinetcen per cent of tie shires went to individaals,
"ILoe Government gu.rantsed a 3.5 per cunt dividond on share
capital, as wcll ae the principal and icter.st on debontures up ¢
to five tines tnc DBank's capital, and was aut.oriscd to advancoe :
up to & 2 million for worki.g cupitals Th.s was subscquently
inorcasad and at the «@nd of 1,60 $ho Bank's balsice shteot showed
a debt of & €,9 million to the Tational Bank, guaranteed by
the Governments korcover in 1Y5y the Bank was authorised $o
issuc up to & ) million of bonds gusrenteed by the Govermment,
and did so in 1960; in the lativer y.ur the authorigation was
iacre sed to & 7.5 million."}/
Tue Bank ie auctnorized to. participate in tho cstablishmeat and
congolidction of Lgyptian industriel enterprises; ; raat shorte, zediun~
and loig-term loa.usy c.tead issivtance to graduat.s of tuchniocal iastitutes
to sturt i.dustrisl unterpris.s bty granting them L15ans against collatcral
VI worsarl 8 curity, or vithout @ curity. The Lans aay also iavest .

Surpliis fu.ds iu shurcs aad vonds of iaduetri-l compaiics.

The gen-ral criterion for vank loans ie that "the concernsa liae
Da uetivity sbhoul? 1.volve an approciabl. use of laoour power and &
coasld rabl anovunt of vaiue add«d", .xtractive and miaing sotivitics
Arc alse alisible for Lank loans while coastr ction and building
iadustrico ar: .ronted loaas il tucir scrvic:s arc earsarked for
loadustrizl projoctsse Tu.s rosideatial luiluing is 2 cluded frosm bank

finc..cing.

y ISSTJi, p. :’t)).
2/ he If;dustr;\’!l E.Lnk’ UAR, l‘)tj’ P L)c
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The Bank's r.cord as of 1,67 ray b~ sunuariszed as folmnsy

Apdustrisl Bepk
Risbureed loans, Distritation Agcording to Torm (&£ '000's)
Shorte-tern 1,430 1,50% 1,20) 329
Bediua~ and long-ters 60 1,03C 412 142
Mwvanges 13% 19% 250 2717
Total 1,63} 2,71% 1,865 49
Riasribisien Aesexding i Tipes of Jndustry (& '000's)

Sa03ars of leens A09 Q260 A¢l 1962
Textiles 259 920 1,230 16)
“agineoring and hotal 592 837 298 31
Constzuotion & Duilding haterial 502 506 26 -
Foodntuffs 19 266 18) 100
Chemiocals 194 200 112 J1
Other 1 1l 16 24
Total 1,63) 2,71 1,865 v49

T™hore are stock exchanges in Cairo and alexandria.

in July 1961 But are aow rco,ened,

They wore ¢losed

The great trausformation in the

eoonony has ohangcd the naturc of th: exchanges' business very radically.
I% now haudlos Govornme * bonds and s.ocurities of nationalised and aom-

nationalized eovpanics,

The magkcts are rather narrow,

Until 1961

Governrent interveation in the markot had taken the form of ococasionally
Tizing minimun quotations ss w:ll as fordidding fusure oporationa.

)V Idig., Tedle L.
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Concluding CLs rvat. ons

-+ /Pt nas plaged sutstantial 2mphasis oa industrialization following
the rovolutio: of 1;52. During the carly 1950's an attexipt was made to
Gtiract privat. torcie.n capital oy replacing the more aatioc.alistio
lows of tihc late 1440's wit:. i .centive leyislation, Alnost before the
world could edjust und react to thes: changow Lggpt wae plunged iato
th: political erimses of 19956, ‘ollowing J.uited wations intervontion
hostilities coasod, keacting to the ev.nts Legypt scquestered all
JSre.ach aud .ritish ass ts ia the country. Soon thereafter i.surance
companioes and benks wore advised tuzt they must ugyptianise. Then in
1961 the Gov:ormment i.utroduaccd nationalizatiom deorecs whieh brought
most of th: iadustrial scctor and virtually all of the iastitutional

fiaance s-ctor undor Governmc.at owaersuip and control.

In the oarly 1950's private don:stic and foreiin capital wore the
principal so.rces of iadustrial iinance., Thesc efforts wereo supplemonted
by loans from t.n comncrcial banks and the Industrial Bank. In sdditiom
thero was w srall stock cxchanges, I.surance ceupanios, the Post Office
Sauviigs bank and vorious p.nsion and sgoizl scourity funds were other

retentisnl aourecs of capital.

Sollowi.e the uationalization d-orecs of 1961 industrial finance
becme primarily a quoestion of public finance. Iadistry became one of
tho ma iy sourcos competing for Governme.t funds. As a [avourew 0etor
ludustry has .ot rarcd too badly,

Ono of .,ypt's pr..cipul prodblems is to find enough ievenae to
carry/ out its amditious developmeut plan. On the domestic side various
moasures have bcon taken to stimulate savings. In relation to foreign
ezch.n;e the Coverii. .t 18 taced with a s rious SsTobleme  Imports are
iacroasing ror: rapidly than oxports a.d reserves spo falling to a
danecrous low. .uxternal ascistance from destorn and voviat tloc v murces
as vell as tho luteraatiocal loactary ‘und uave beea of crucial importance
to the Cuvernrmeats approxisately 40 per cent of this assista.ce has

¢one to dnaustrye Ia spite of this there are still sliortages of spare
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parts and rav matcrials which prevent kgyptian industry from running
at full capacity. This has resulted in a scarch for new external
cepitals Tho Juited 5States and United Nations tend to support the
propesition that privatc capital, given proper incentives, could help
to solve this problcem. It is doubtful however that thiere wouid be a
rush of privatc capital to .gypt evon if the Governmont's attitude
chang,cds lany investors would atill rcmain wary bcoause of the stated

policics of thie Covornmeat.

Wbhon the matcrial was gathercd for this study in 1964 the Govern-
ment of the UAR was still in tho process of experimouting with its
" nowly acquircd financial inetitutions and it was exploring ways to
utilizc existing ianstitutions such as the Indust»ial Bank, Comments
on thosc iaetitutions will have to await more experianco.

LeYpt 1s fortunate to have many highly skilled and well-trained
aduinistrators and technicians., This is offset howover by the fact
that only a little over 3 per cent of her land is arable and tho
population is incrcasing at the rate of 3 por cont per annum.

It ie too sarly to judge whether .gypt's experiment with publio
scotor industry is thc best approaoh for tho most rapid and oquitable

devclopmont of the society.
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CONCLUDING OBSERVATIQNS

The scope for industrialization varies widely in the five cow-
tries under discusasicn,The United Arad Republic is the only ome of the
five countries with a substantial industrial base. Fiftsen years ago
even Egypt had little industry. This transformation has come about
in Igypt becauge of available resources, trained personnsl and & will
to industrialize. ¥ill alone would have been insufficient. Egypt bhas
experimented with different approaches t0 industrialisation and the
experiments continue. In the other four oountries there are minimal
physical resources and Tunisia is the only country among the others
with a substantial number of educated, experiemced adainistrators.

Planning

Each of the countries has a development plan. OUenerally speaking
they are vell forzulated documents but they are of tan dased upon
insufficient data and tand to de over-optiamistic. Litya's Plan is
the weakest of the Uroup. It is a list of sectoral investaents with
no targets and it only covers pudblic sector investaent. BSenegsal,
Tunisia and the UAR are pursuing plans which are a part of a longer
plan.

Industry plays a: important role in each of the plans with 20
per cent - 12 per cent of investaent allocated to industry except in Q
Libya, where no cstimates are made for private investamt and Govern-
aent invesiments are equal to only 4.1 per cet.

Imphasis has been placed on industrialisation to sscape the
problems which flow from a dependency on agriculture. However, one
may question whether this stress is being pursued in a rational aamer.
Euch small country appears deisrmined to develop its industry without
discussing its approach with its neighbours. Tansania has formed a
Common larket and shares common services with its neighbours Kenya and
Uganda. Hovever, vecent annomoemente indicate that these arrangeaents
may be coming to an end. Senegal, once the Federal oapital of French
West Africa und then a partner in the Mali Federation has now returned
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to the status of a small Weet African State. 1t sbares a common
ourrmcy with five other States and is a nember ¢? a Customs Uniom

But these countriee have not been able to agree on i regional approach
t0 industrislisation. Both the Ivory Coast and Senegal have built
ssall refinerice. Dota wvant industries to develop within their
respective ocountries. Nillers and shoe producers vere tol!' that they
ocould not ship their goods from Senegal to the Ivery Coast. They were
required o move in and build a factory., Tumisia is amother smell
oountry whiech has disocussed federstion with ite neighdours Noroeco
and Algeria. This poseidility aypears remote at this time. Lidys,

in spite of ite new=found vealth, has neither the regources nor the
market for a sajor industrial progreame. If esome way ocould be foumd
for Libya % work with its neighdours, it is prodable that more
developaent would take place. Ngypt ie the only ocoumtry of the five
vhioch has & relatively large market, resources and the ocapacity to
imploaent the necessary steps t0 oarry out & sajor industrial programme.

The Eoonomic Commission for Africe has instituted & series of
studies on regiomnal co-ordinatiom of dwclop.mt. It would be
beneficial to all concerned if this approach to developammt was
studied and acted upon. For many countries in Africa this is the
only hope for an industrial prograsme where products would de adle
to ciroulste in world markets under internationsl ocompetition.

Induatrie) Yinanoe
With the exception of Libys, all of these countries are sxtremely
shory of capital. Various attempts are being made to modilise domestio

capital dBut 14 would appear that incresses will be marginal in relation
to needs. ' :

Commercial banks, insurance companies, social security funds and
personal funds of inaividuals are potential sources of capital. In
the three North African countries under discussion, efforts have been
.mdc by the Governments to see that more of these funds u"c utilised
"domestically. The banks and insurance oonﬁaniu have generally bewm
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foreign 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 naticnalized all banks
and insurance companies. Libya now requires that banks be controlled
by Lityans and they have raised the ocapitalization minimum for foreign
banks and inoressed the reserves whioh must be maintained with the
Central Bank. Tunisia has used a different approach. The Covernment
bhas formed its own commercial bank and it is now the most important
bank in the ocountry. Senegal hae aleo formed its own'ooncrcial bank .
Social security funds are being used for industrial irvestment in
both Egypt and Tunisia, |

Banks and insuranoe companies have oontributed to development
by purchaeing Governaent securities from time to time.

Egypt is the only one of the five countries which has & svock
market and even there it was primarily used by foreigners. Atteapts
have been made to interest the publio in the purohase of securities
both in Tunisia and Tanzania. They have not been very successful.
With industry nationalized the Egyptians have been looking for techniques
to being private investors into public sector investaents by issuing
investnent ocertificates for as little as &E 2. The value of the
certificate is to inocrease gradually to 50 per cent in ten years and
the appreciation in value is not taxable. There are restrictions on
oashing ocertifiocates in 4E 50 for three years, but they may be used
as collateral for bank loans.

The Egyptians have excluded private capital investment froa all
but small industry. Tunisia with & mixed econoay approach invites
private capital but it requires prior approval on a project-by-project
basis. The State is playing an increasingly ismportant role in industrial
investment in Tunisia and this tends to make private investors wary.
Senegal's President Senghor is a strong advocate of African socialisa
and although he has stated that only agriculture wvill be nationalised,
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to private investor is hesitant. (ne of the reasons for this is that
those within Senegal who have money t0 invest generally made their
money in agriculture which is now being nationalized and they follow
the axiom once bitten twice shy. Libya has had a large inflow of
capital for oeil exploration, but for little else, The

State has plenty of funds to invest in industry but to date its
polioy has been to leave industry to the private sector and to inter-
vene only if there is no private interest. Tanzania offers a friendly
atnosphere for private capital.

Each of these countries, exoept Egypt, has an investment code to
sttract and assure investors. Although much stress has been put on
this formalistic approach to investment in recent years, it should be
stressed that these codea provide at best a small inducement for
investment. Countries would be wiser to think through the shortoomings
of the "investaent climate" rsther than relying on codes alone.

An important souroce of capital in some of these countries are
the indigenous non~African communities such as the Oreeks and Asians
in Tansania and the Syrian-Lebanese in Senegal. These groups frequently
hsve money and entrepreneurial ability, dbut they are often resmted by
the Africans because they ars the merchants and ths money-lenders.

In 211 of the countries undex consideration there are strong
and at times dominant attitudes which favor a socialistic approach to
development. It is a socislism which grows out of communal feelings
rather than idsology (slthough there are ideolcgical socialists t0c).
There is a strong ooncern for social welfare and a great deal of
scepticisa and fear in relation to private ocapital investamnt.

Limited savings and low rates of foreign private investment has
led each of these countries to a strong dependence on foreign aid.
Litya, which was once comsidered to be the poorest of the five, is the
only one of the group which no lomger bhas need for external oapital
assistance. Hovever, it has at least ag great a need for technical
sssistance as any of the five.
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The principal aid sources vary with each of the five countrics.
In Tanzania, the UK,U.R], IDA and West Germany are the principal
donors. More recently the People's Republic of China has come into
the picture. In Senegal, the French and the Buropean Development Fund
are the major sources. Libya until recently received aid from theU.3.,
UK, the United-Nations Special Fund and Specialized Agencies. Tunisis,
originally highly dependent on French assistance, has become more
involved with the Americans over the years. Smaller sums have come
from the Soviet Union, Kuwait, West Germany, Italy, Poland and
Czechoslovakia. Egypt has received substaniial assistance from the
United States, Soviet Un;Lon, West Germany, Italy and Japan.

A great deal of aid has not been directed to industry ss such dut
has nevertheless aided in industrialization. For example, the
Americans sell Egypt many necessary oommodities under Public Law 480,
which provides foreign exchange to buy machinery, tools, and replace-
ment parts with funds which would cthervise have been spent on food
or other oommodities.

The need for foreign exchange has led some of the five countries
into accepting a wubstantial number of suppliers credits. These
credits are usually for shorter periods of time and at higher rates
of interest than Covernment—to-Government loans or loans from inter-
national organigations. When Egypt entered into a stabilisation
agreement, one of the conditions was a limitation on these expensive
credits.

The tying of aid to purchases in the country supplying the aid
is a frequent oomplaint of the recipient ooxmtrio-; The complaint
is based on the fact that at times the same amount of money will buy
more goods in another market. (However, it is doubtful that these
policies will be changed in the near future).

Credit Ingtitutiong

Commercial barks in Africa usually supply only short-teram
industrial funde. In order to provide medium and long-term industrisl
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funde ae well as equity capital each of the five countries has created
at least one development dank or corporation. The functione of these
institutions usually go beyonu the provieion of capital alone and
inoludes managerial advice, piomotion of schemes and frequently they
8ct a8 & centre for information for both domestic and foreign investors.

Rgypt's Industrial Bank is in somewhat an snomolous position at
this time. Some have suggeeted that it de liquidated and others have
proposed that it be utilised for finanoing State emterprises. In
sanegal the Development Bank has not been able to find seny mtre-
praneurs interested in industrial investsent and as a result, the
Benk's funds have bdeen almost fully employed in agriculture. lidya's
Industrial Development Organisation is juet getting wnder wvay. TNmisis
and Tansania have two organisations comcerned vith industrial finamoe.
The S0oieté Nationale d'Investissessnt concentrates om egquity invest-
aent and the Societéd Tumisienne de Janque makes medium~ters loans and
st tines oquity investaents. The 3.N.l1. has committed almost all of
its funde to equity investaents in new enterprises. It is supposed
te sell off its holdings nd invest the proceeds in new enterprises.

To date only & small amount of its investaents have actually deem sold.
In Twnsania the purpose of the dual structure was to attract and utilise
external capital for commercially viable projects through ome institutiom
and to carry out priority and politiocal yrojeots of a non-cosmeroial
nature through the other institutiom.

ihe Nuture

Eperience and experinentation is giviag each of these five
comftries an opportumity to learm hov to saxziaise their industrial
ocapital.

Banks, insurance companies and s0c.sl seourity funds vill prodadly
play a more important role in the supply of capital in the future Vham
they do at present. There vill prodably de more stringent requireaemts
on foreign financial institutions 10 see that they utilise fumds
derived from a country within the coumtry.
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The early experiments at involving local people in investments
in industry will probably continue and as these ideas become less
unusual they will probably become mcre sucoessful. The Egyptians
have been inventive both in relation to encouraging investments in

pudblic enterprises and in postal savings. These teobniques will
undoubtedly be followed by others.

The creation cf the African Development Bank, the aotivities of
the ECA and the Organisation of African Unity should aid in oreating
a broader and more rational apprcaoh to industrial development. 4
regional approach rather than a national approach to industry would
be more rational, noro'conpotitivo and probably lead to a greater ‘
flow of private ocapital to Africa.

There is still too much ooneern over the politiocal power of
private capital. These exaggerated feare limit capital inflow., Each
of the States we have discussed has sufficient power to exercise
controls against exploitation without outting off an importan$ souroce
of capital. There will probably be inoreaeing pressure in countries
such as the United States to channel aid into countries where there
is more sympathy for private oapital investment. This is particularly
trus in relation to oountries whioh are not strategic in the present
"Cold War" struggle. ¢









