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6 — Cooperation with ICSID :

The Cairo Arbitration Centre had concluded an agreement
with the ICSD, on 6th February 1980, providing for mutual co-
operation and assistance in the field of settlement of disputes
through arbitration in the economic field.

7 — Future of the Centre :

I think that the Cairo Centre will become very important,
because of its geographical situation.

After Peace in this region Egypt will become a centre of
commerce here.

Choosing Cairo as a resident for establishing the Inter-
national Arbitration Centre was not randomly but it was the
outcome of comprehensive objective study aimed to facilitate
the assistance for the countries of the region of Western Asia
and Africa. A main factor in the choice of Cairo as a site was
its pivotal location between East and West.

God has endowed Egypt a location by which it centres the
. region. Egypt is the land of civilisation 7 thousands of years
ago, it is a well-spring of knowledge for all the world and you
testify the notable contribution of the Egyptian civilisation.

Every one knows how valuable is the contribution of the
immense cultural heritage of Egypt which has done much to
the world.

S — Conclusion :

1 avail myself of this opportunity to express that with sup-
port and fruitful cooperation of our friends, the Centre will
function at high capacity.

1 hope that the functions of this centre will be crowned
with progress and success.

In this effect, I would like to mention that our country
bas taken the world leadership in the quest of peace and stability.
Therfore, the Egyptian government encourages the activities of
the Centre whose functions will help to ensure Justice and
Peace.
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and also keeping in view the non-profit making character of
the Centre. I sincerely hope that with God’s blessing and help
we ‘shall succeed in achieving the aims of the Centre especially
participating in settlement of disputes arising out of Interna-
tional transaction, especially those of commercial character in-
cluding investment disputes, which will be resolved promptly,
efficiently and inexpensively.

Our Centre settle disputes arising between the countries
of the region, between the institutions and the states, between
-the individuals and these bodies, or between the individuals in
" international economic transactions.

Now and since the establishment of our centre, many con-
tracts have incorporated an arbitration clause for settlement of
disputes under the auspices of our Centre.

That is an evidence of the faith and trust which countries
have in the disputes settlement system offered by our Centre.

5 — Other institutions of arbitration :
They are many, but I can say as examples the following :
1 — International Chamber of Commerce in Paris 1.C.C.
2 — American Association of Arbitration A.A.A.

3 — World Bank’s International Centre for the settlement
of investments disputes (ICSID).

4 — Regional Centre of Arbitration at Kuala Lumpur estab-
lished on 1st January 1978, inaugurated on 17 October 1978.

But I think that it will no longer be necessary for parties
to take recourse to these institutions outside the region for set-
tlement of disputes arising out of International trade and in-
vestments.

Our Centre is a sort of approaching Justice to the parties
of contracts instead of going to far countries for this purpose.



Dr. A.R. Khafagy : Regional Center for Arbitration at Cairo 325

—p——

D) Assisting in the enforcement of arbitral awards, and

E) Providing for arbitration under the auspices of the
Centre where appropriate, for settlement of disputes arising out
of international commercial transactions and matters of invest-
ments.

In case where parties agree under an arbitration clause in-
corporated in a contract or by separate arbitration agreement,
that any dispute arising out of or in relation to a contract
should be settled by arbitration under the auspices of the centre.

In so far as the promotional work envisaged in clauses (a)
and (b) of paragraph 3 is concerned the Centre is intended to
serve the Arab Countries in West Asia and Africa and any other
country in Africa which may wish to be served by the Centre.
The services contemplated in clauses (c), (d) and (e) may be
rendered to any party whether government undertakings, in-
dividuals or bodies corporate who may approach the Centre for
the purpose. ‘

4 — Appreciation of our Centre :

Our Centre is an International institution, having its own
personality, acting for the time and until 27 January 1982 under
the auspices and supervision of the (A.A.L.CC.).

It is neither Egyptian nor Arab. It is international and
does not deal with politics. It is an independent court, working
in the field of Justice and nothing else but Justice.

It applies the Private International Law and the Arbitra-
tion rules by the United Nations commission on international
trade (Uncitral) 1967.

The Centre maintains an International Panel of Arbitrators
from both eastern and western countries which contains the
names of a number of eminent jurists, judges and diplomats.
But, the parties are free to. choose their own arbitrators.

The costs, the fees, and the changes of the Centre would
be fixed; taking info account the actual expenses incurred
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Experience has shown that some of the arbitrations held
under the auspices of existing institutions in the West prove~
to. be unduly prolonged and costly and the procedure adopted
by certain associations of trade at times work unfavourably
to the interests of the national of the developing countries.

In the light of the general survey, the secretariat of the
committee prepared a scheme which envisaged the establish-
ment of some independent centres to be located in various parts
of the region. It was observed in the secretariat study that
the regional centres could promote the use of the UNCITRAL
rules.

The committee who has authorised the initial establishment
of two regional centres, are in Kuala Lumpur and another in
Cairo has also requested the Secretary General to investigate
the possibility of establishing a third Centre in Africa.

3 — Functions of the centre :

The arbitral centre is entrusted with the following func-
tions : ‘

A) The first purpose of the centre will be to promote the
institution of arbitration as an effective means for settlements
of disputes where parties belong to different countries. In ano-
ther term, the centre will promote international commercial
arbitration in the region.

B) Co-ordinating and assisting the activities of existing
arbitral institutions and chambers of commerce particulary
among those within the region in regard to commercial arbitra-
tion. )

C) Rendering assistance and facilities in the conduct of
ad hoc arbitration and existing arbitral institutions in regard
to commercial arbitration particularly those held under the
UNCITRAL rules. - I hope that there will be mutual cooperation
between these centres and our centre in the future.

As also to promote the use of UNCITRAL arbitration rules
recommended by the United Nations General Assembly.

—_—2 — -
:
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I would also add that the centre is established in its con-
venient time to our economic open-door policy, because it occurs
simultaneous.

This centre has been established in pursuance of the decision
of the (A.A.L.C.C.) taken at its sessions in Baghdad 1977, Doha
1978, it represents an important landmark in bringing about
regional cooperation between the countries of Asia and Africa
in the field of trade, commerce and economic relations by pro-
viding for the first time a machinery suited our needs for set-
tlements of disputes in the economic field both between the
countries of our region as also those with countries of other
regions.

The Kuala Lumpur and Cairo Centre have been set up to
give the Third World Countries an alternative to those arbitra-
tion institutions which already exist in the West.

I do not believe that the Arab States will ignore the centre
because of the boycott of Egypt.

This Regional Centre for commercial arbitration is estab-
lished under the auspices of the Asian-African Legal Consultative
Committee.

The scheme for the establishment of this centre was under-
taken by (A.ALC.C.)) in order to meet the growing needs for
adequate and fair machinery for settlement of disputes in in-
ternational transactions which may broadly be termed as com-
mercial.

There are transactions to which governments, private in-
dividuals as well as bodies cooperate have been parties.

Such transactions had at times given rise to a number of
disputes and differences between the parties which needed to
be settled.

The settlement of disputes in such transaction was submit-
ted to the institutions to resort to arbitration under the auspices
of private institutions or chambers of commerce located in the
west.

—_01 —
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1— Introducﬁoxi :

As a practical matter, the prudent investor seeks invest-
ments which will yield a fair return' at minimum risk. The
other party in the commercial equation, the entrepreneur in the
market for capital, attempts to encourage the investor by assur-
ing him that the risks inherent in a particular business transaction
will be acceptable. Because of the possibility of conflict bet-
ween them, both the investor and the entrepreneur want specific
assurances that potential disputes will be resolved promptly.
efficiently, and inexpensively.

Arbitration is the preferred dispute resolution mechanism
for many such investors and entrepreneurs.

Therefore, the question of organising a dispute settlement
system in relation to commercial transactions through centres
of Arbitration was discussed.

No doubt the principle of accepting the arbitration con-
stitutes a refinement in litigation aparting from enmity. It
is more deserving in the human civilized life to take the arbitra-
tion as a settlement for its disputes.

Arbitration clauses have become almost standard procedure
in international agreements.

Although economy and efficiency are traditional reasons
for employing private methods of dispute resolution, there are
additional compelling reasons to provide for voluntary arbitrator
in non-domestic transactions. Typically, parties are also desi-
rous of avoiding the formalities, complexities, and uncertainties
cf foreign court proceedings.

2 — Cairo Arbitration Centre :

It is indeed a great honour to our country for having been
chosen as the location for an arbitration Centre.

This centre is established by an agreement concluded@ by
Asian African Legal Consultative Committee (A.A.L.C.C.) and
the Egyptian Government on the 28th January 1979. It was
inaugurated on 5 February 1980.

— 00 —
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as housing, food industries, textiles, etc. But they are still quite
remote from being full-fledged Islamic banks. That is, the
Islamic bank, in addition to the usual taxes, annually allocates
2.5% of the invested capital or 5% (five per cent) of its clear
profit as tithes (called ZAKAT in Islam) to be paid in kind
or money, or in services (as deemed fit) to the needy people in
the bank quarter or area.

This shows clearly the mandatory function of the Islamic
bapnk in achieving the social development and social security
policies; a function which ev1dent1y distinguishes it from the non-
Islamic bank.

{5) What about Lending :

Prohibiting usurious lending by Islam does not automatically
mean that no loaning is to be made. It is admitted that loans
are ipdispensable to al, whether? for consum:lng or investing
ends. 0 '

Therefore, all banks must be required by law to assign a
certain percentage — adjustable to the community’s needs — of
their funds to be extended as INTEREST-FREE loans, except
for their administrative expenses.

(6) Conclusion :

Even after the conversion of to-day’s non-Islamic banks
into co-operative intermediaries rather than exploitative brokers,
the Islamic bank, its employees character : that is the devo-
tional spirituality that characterizes all its transactions.

In the province of Islamic banking, all are committed to
the commandments of God Almighty, wanting His grace, seek-
ing straight and justice, foresaking exploitation and deceit,
thereby maintaing satisfaction and good-will among all the par-
ties of a transaction, and eventually making happiness a.nd peace
prevail within the community and worldwide.

— 87 —
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The present banks, therefore, are only playing the role of
a broker between the following two parties.

1— The affluent, which entrusts them with its riches with-
out, in most cases, getting any profit; and

2 — The needy, which pays exorbitant usury for such loans.

As such, banks are an exploitative intermediary to both
parties and the time has come now to unveil their ugly face,
their ruinous role to the economy and community, and to guide
their operations pursuant to the teachings of Islam which strictly
forbid usurious transactions and keep a first-rate punishment
for them. Consequently, such banks would have no alternative
but to invest their monies in areas other than crediting.

(3) Aspects of Investment

However, closing the door of usurious lending and leaving
the banks the only choice of investing their money, would not
turn these banks into full-fledged Islamiec institutions.

Islam ddes not only ask for virtuous pure profit but, to
the same extent, caters for the good of the whole community.
That is why an Islamic bank would set-up a bakery even if the
anticipated return is only marginal; whereas the non-Islamic
bank would choose financing a perfumery, though that would
satisfy the peeds of only a luxurious minority. The sole induce-
ment for investment for a non-Islamic bank being whether the
feasibility study made for a certain project confirms high
revenue, :

It is obvious then that the Islamic bank is bound by the
teachings of Islam to render priority to the investments needed
by the community, even if the profit is limited. Thus, the role
of the Islamic bank in the economic development becomes
evident.

(4) Social Development & Social Security :

Some of the existing banks are probably restricting their
investments to the areas most needed by the community, such

— 86 —



In the Name of God, Most Gracious,
Most Merciful

INTERNATIONAL SYMPOSIUM “ISLAMIC BANKS
AND ECONOMIC CO-OPERATION”
Islamic and Non-Islamic Banks

By

Dr. Muhammed Shawki Al-Fangary

Deputy President, State Council of Egypt
Professor of Islamic Economics on Secondment
to the Universities of Azhar and Riyadh

(1) Foreword :

In their capacity as savings and resources accumulating in-
stitutions, there is no distinction between the Islamic and non-
Islamic Banks.

The difference lies in the methods adopted by each of them
in investing these savings and resources. Out of this single
diversity stem several others.

Probably the prime contradiction between the two banking
systems is that the Islamic banks, according to the teachings
of Islam, cannot give interest-seeking loans, and consequently
are compelled to invest their accumulated funds, either indepen-
dently or in association with others.

(2) Existing Banking Systems :

The chief function of the existing banks is to lend the money
of the haves, mainly from call deposits and current accounts,
to the have-nots for consumptive or investment purposes. Such
loans are usually given for usurious interests which have extre-
mely adverse effects on the economy, as well as on the society
at large.
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On the supply side some adjustments have to be introduced
to the investment policy in hotel accommodation to avoid any
future disequilibrium between supply and demand. Thus suitable
action should be taken to terminate, or at least greatly slow
down, expansion in 3 and 5 star hotels in G. Cairo, and 3 star
hotels in Alexandria.

In contrast, more investment should be directed towards
the area which are expected to enjoy a high rate of occupancy.
These are Aswan 5 star hotels and Alexandria 4 star hotels.
Any further investment in Luxor and Aswan region however
should take into consideration the size of investment in floating
hotels which are serious competitors to land based hotels.
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It can be concluded therefore that the results obtained
from the demand and supply analysis are not subject to any
significant degree of under estimation. On the contrary, actual
occupancy rates are likely to be lower than estimated by this
study, if divergence between actual and forecasted number of
tourist nights continues to be large as it is the case in 1983.

As a matter of fact, decline in the rate of occupancy has
already began to be visible. Available data indicate that average
occupancy rate for all hotels has teadily decreased from 81.1
percent in 1978 to 68.9 percent in 1982*, The rate of decline
was highest for Cairo region. Aswan region on the other hand
witnessed a certain increase in occupancy rate over the same
period. This confirms our expectations for different regions
which are given in Table (17) above.

Having accepted the overall conclusion that low rates of
occupancy are to be expected particulary in G. Cairo region and
in 3 and 5 star hotels, measures should be taken on both the
demand and the supply side to improve the deteriorating situa-
tion. On the demand side attempt should be made to influence
simultaneously the main demand components, namely, number
of visitors, average stay period and proportion of nights spent
in hotels. The different desirable levels for each of these com-
ponents are presented in section (8) above. In this respect,
greater attention should be given to improving tourism services
in general, and hotel services in particular. Pricing policy for
hotel services should also be reconsidered in the light of the level
of prices prevailing for similar services in other tourist receiving
countries. Trips organized by Israeli tourism companies, which
is considered as one of the important reasons behind the recent
fall in average stay period, should be terminated. On the other
hand extra support should be devoted to Egyptian private and
public sector tourism-companies.

* Source of data is Ministry of Tourism.

Note that actual rates of occupancy recorded for different hotels
in the published statistics tend to be exaggerated. This is because the
practice followed by hotels is to calculate occupancy rates on the basis
of ready for use capacity and not all existing capacities. While the rates
given in this study are calculated for all existing capacity.

— 83 —
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From table (22) overestimation is evident particularly in
" terms of tourist nights. This study’s estimation.for 1983 exceeds
the actual number of tourist nights by 1.4 million night. Two
reasons my explain such unexpected behaviour. The first is
a decline by 3.2 percent occurred in number of Arab visitors
between 1982 and 1983. This contradicts our expectation that
number of Arab visitors will continue to increase at a fairly
high rate until 1985. The second is a sharp fall by 9.2 percent
in average stay period for all groups of visitors. The two chan-
ges result in a drop in number of tourist nights from 130/thou-
sand in 1982 to 8857 thousand in 1983.

In addition, demand for hotel accommodation may be exag-
gerated as a result of applying the variable proportion of hotel
tourist nights. It was assumed that the proportion expected
to prevail from 1985 to 1990 increases at the same rate of growth
that happened over the period 1978-1982. This particular period
however was characterized by a fairly fast growth in hotel capa-
city, besides it followed a long period (1968-1976) of almost
stagnant hotel capacity. 'Hence it is most likely that demand
for hotel accommodation was increasing over this period at
unusually fast rates.

Another type of hotel accommodation which was not consi-
dered in this study in spite of its increasing importance, is float-
ing hotels. The capacity of these hotels increased rapidly over
a short period of time from 955 beds in 1978 to 4871 beds in
1982. In addition, there are several of these hotels under
construction, which means that their capacity will continue to
increase until the end of this decade. The great majority of
these floating hotels are running between Luxor and Aswan.
In view of the popularity of such type of accommodation amongst
European and American tourists, they represent a serious source
of competition to land based hotels situated in these two regions.
In fact, complaints began to arise from managers of land based
hotels in Luxor-and Aswan, that floating hotels attract their
customers, and offer a great threat to their occupancy rates.
Occupancy rates estimated for Luxor and Aswan hotels may
therefore be adversely affected in the future as a result of
severe competition from floating hotels.

—_— 82
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9. CONCLUDING REMARKS :

Demand and supply analysis provide us with a major con-
clusion, namely, that excess capacity is going to dominate the
Egyptian hotel market until 1990. Occupancy rates expected
until the end of the decade therefore are likely to be very low.
The reason behind such phenomenon is quite obvious: a very
high rate of expansion in hotel accommodation capacity, and
a correspondingly very moderate growth in tourist numbers and
tourist nights. Thus, over the period 1977-1983. The rate of
opening of hotel capacity was 208 percent, whereas the rate
of growth of number of visitors was 45 % and that for number
of visitors nights was 37 percent over the period 1976-1982.

The validity of this general conclusion however depends to
a large extent on the accuracy of demand and supply estima-
tion. Supply was estimated directly through a comprehensive
survey covering all regions considered in the study. Errors on
the supply side are therefore less likely, unless the opening of
some hotels which were expected to start operation during the
period was postponed. Errors are more likely to occur in de-
mand estimation where number of visitors was forecasted using
a linear trend equation. In fact there are some indications that
tourist demand forecasted by this study is likely to be over-
estimated. The first and most obvious evidence can be derived
from a comparison between number of tourists and tourist nights
forecasted by the study and actual numbers realized in 1983.

TABLE (22)
Actual and estimated number of tourists and tourist
nights 1983 (000)

1983
Tourist Tourist nights
Actual* 1497 8857
Forecast 1514 10295

Source : Ministry of Tourism
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and (8.2) respectively. The other alternative to achieve the
feasible occupancy rates would be to increase the proportion of
nights spent in hotels. That is, to induce visitors to spend more
of their tourist nights in hotels.

Applying the same demand formula, with P becoming the
unknown, different values of P and determinated corresponding
to the given feasible occupancy rates.

The results are given in Table (21).
TABLE. (21)

Feasible occupancy rates and corresponding proportions
hotel tourist nights 3-5 star hotels 1990

Occupancy Rate 50 55 60 65 37.3*
Proportions 57 60 68 74 . 42.5%
* Expected.

The achievement of the 65 percent occupancy rate in 1990
is not, by no mean, an easily task. Proportion of hotel tourist
nights has to increase from 42.5 percent to T4 percent. On the
other hand, the gap between the expected proportion (42.5%)
and the proportion required to reach the 50 percent occupancy
(67 %) is not a small one. This means that even in the case
of the lowest feasible occupancy, a great effort has to be made
to persuade more visitors to spend their tourist nights in hotels.

Transforming part of the tourist nights from accommoda-
tion outside the hotel sector to hotel accommodation should be
" attempted however in the case of Arab visitors. As demonst-
rated earlier a very large proportion (77% in 1978) of Arab
visitors nights are spent outside the hotel sector. This may
be accepted when the average stay for Arabs was very long to
the extent that they could not afford spending such a long stay
in hotels. But recently, in view of the sharp decline in average
stay by Arab visitors, it becomes more plausible for them to
spend more tourist nights in hotels.
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TABLE (20)

Feasible occupancy rates and corresponding average
period of stay (1990)

Occupancy
rates (%) 50 55 60 65 37.3*
Average stay 8.6 9.5 10.3 11.2 6.4*%

* Expected occupancy and stay.

Given the expected average stay period in 1990, the length
of stay has to be extended by 2.2 days to achieve the 50 percent
occupancy, or by 4.8 days to achieve the 65 percent occupancy
rate.

It is worth noting that extending the length of stay to some
of the levels given in Table (20), may be a much less difficult
task than increasing number of visitors in the manner described
in (8.1) above. For instance, the 50 percent occupancy rate
is easier to achieve through extending the average stay by 2.2
days, than through increasing number of visitors by about 1
million. This is true considering the following facts :

(i) Until 1973 average stay was higher than 11.2 days, the
stay corresponding to the highest feasible occupancy.

(ii) Average stay for other tourists receiving countries in almost
the same stage of development as Egypt is rather long.
For instance in 1980 average stay % Tunis was 7.6 days,
Cyprus 10.75, Turkey 9.0, Morocco 10.4 (1979), Greece
12.7, and Egypt 6.4 days.

(iii) Severe competition in the World Tourism market would
make it almost impossible for Egypt to increase number
of visitors during the next 5 years by at least 1 million
visitors.

(8.3.) Proportion of Hotel Nights :

Suppose it is neither possible to increase number of visitors,
nor to extend the length of stay as proposed in sections (8.1)

—_—T9 —
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- TABLE (19)
Feasible occupancy rates and corresponding number
of tourist and tourist nights
(8 -5 star hotels 1990)

v

OQccupancy, Expected
rate % 50 55 60 65 37.3
Number of
tourists 3101394 3411533 3751832 4031812  2,181000
Number of

tourist nights 19848921 21833811 24011724 25803596 14,002,000

It is fairly clear from Table (19) that at all levels of occu-
pancy, the gap between number of tourists and tourist nights
required to reach the feasible occupancy and the numbers ex-
pected in 1990, is quite large. For instance, to achieve the
65 percent occupancy rate, Egypt should receive four million
visitors, whereas the number expected by this study is slightly
over 2 million. Number of tourist nights should be 25.8 million,
while the number expected is 14 million. Even at the lowest
feasible rate of occupancy (50%), about 1 million extra visitors
and 5.8 million extra tourist nights are required to achieve such

occupancy.

(8.2.) Average Period of Stay :

If number of tourists remains as expected in 1990, the feasi-
ble occupancy rates could be achieved through the increase in
average period of stay. Table (20) demonstrates the magnitude
of change in the length of stay necessary to achieve the given
occupancy rates®.

* The figures are obtained from the same demand formula with average
stay being the unknown.
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percent for 3 -5 star hotels. Note that the lower limit for the
proposed feasible occupancy (509%) is significantly higher than
the rate exepected in 1990 for 3 - 5 star hotels (37.3%).

The sensitivity analysis is conducted to fulfil this objective
in terms of the main components of demand :

(i) Number of tourists and tourist nights.
(ii) Average period of stay.
(iii) Proportion of hotel nights/total tourist nights.

Changes in each of these components are likely to have
an appreciable influence on demand for hotel accommodation,
which in turn would affect the gap between supply and demand,
and the occupancy rate.

In the following the relationship between the different
feasible rates of occupancy and each of these components
will be established. -

(8.1.) Number of Tourists and Tourist Nights :

Number of tourists and tourist nights needed to achieve the
feasible occupancy rates are calculated from the demand for-
mula :

TXLP
R=
366 X O0OXd

which is substituted as follows for 3-5 star hotels :

T X 64 X 04251
27310 =

365 X [0.05-0.65] X 1.8

Where* R = number of hotel rooms available in 1990
L = length of stay- P = proportion of hotel nights/
total tourist nights in 1990, d = room density, O = rate
of occupancy [4 alternative rates : 50%, 55%, 60% and
65%] and T = the only unknown is number of tourists
required to achieve the given occupancy.
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The deterioration in the rate of occupancy for G. Cairo region
is quite obvious. It includes all hotel categories. The rate in
1990 is less than half its level in 1978 for 5 star hotels, and
it is one-third its level in 1978 for 3 star hotels. In contrast
a marked improvement can be observed for Aswan region, where
the over all rate increases from 59 percent to 73 percent. In
Alexandria region, the notable decline in 3 star occupancy and
the rather moderate decline in 5 star occupancy, is being offset
by a large improvement in 4 star hotels rate of occupancy.
Kena region is expected to witness two opposite changes, an
improvement in the rate of occupancy in 4 and 3 star hotels,
and a decline in the 5 star hotels occupancy.

The overall rate for all regions and hotel categories, indi-
cates a sharp decline over the period. This is due to the fact
that hotel activity is concentrated. in G. Cairo region. The
very low occupancy expected for this region tends to have an
overwhelming effect on total occupancy rate.

8. SENSITIVITY ANALYSIS :

The overall occupancy rate expected in 1990 for 3 to 5 star
hotels is 37.39%. This is obviously a rather low rate of occu-
pancy which involves a large excess capacity for the hotel sector.
Perhaps the immediate consequence of such large excess capacity
is that several hotels will fail to achieve the break even point,
and may have to withdraw from the market. '

The objective now is to find out to what extent should the
different components of demand change in order to achieve cer-
tain feasible occupancy rates in the hotel sector. That is, to
determine the changes required on the demand side to improve
the overall rate of occupancy to the level sufficient to keep
hotels in the market making break even profits.

Since break even, or feasible occupancy may vary from
hotel to another according to hotel category, time and cost of
hotel construction, type of management and ownership... etc,
it may be convenient to determine a certain range of occupancy
rates within which feasible occupancy for most hotels should
lie. This range is considered to be between 50 percent and 65
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The lowest rates of occupancy are realized in the case of
3 star hotels in general (34 %) and G. Cairo 3 star hotels in
particular, where the rate reaches 22.0 percent in 1985 and 21.8
percent in 1990.

Table (17) reveals however a significant improvement in
occupancy rates to be achieved over the period by several hotel
categories. For instance, occupancy rate for G. Cairo 5 star
hotels increases from 32.9 percent in 1985 to 41.7 percent in
1990. The reasons are the same as those given above to explain
the reduction in excess capacity over the period. Some hotel
categories, on the other hand, show only slight improvement,
or small deterioration in occupancy rates. These are G. Cairo
4 and 3 star hotels.

The sharp contrast between occupancy rates in Kena b
star hotels over the period should be noted. In 1985 occupancy
rate greatly exceeds 100 percent, it then decreases to 57.4 per-
cent in 1990. This is explained by the constant room supply
in Kena 5 star hotels until 1985. After 1985. an expansion
amounting to 800 room is expected to take place.

(7.3.) Over-Time Change in Rate of Occupancy :

In spite of the moderate improvement in occupancy rates
realized over the period 1985-1990, yet expected occupancy rates
in 1990 are very low when compared with the those achieved
at the end of the 1970’s. In Table (18) a comparison between
the 1978 and the 1990 rate of occupancy is made.

TABLE (18)
Occupancy rates, 1978 and 1990

Region G. Cairo  Alex Kena  Aswan Total

Categy 1978 1990 1978 1990 1978 1990 1978 1990 1978 1990

5 Star 87 41.7 68 59.3 70 59.4 90 124.0 83 47.0
4 Star 70 40.6 59 92.0 52 67.5 43 45.0 92 42.0
3 Star 67 21.8 42 28.3 57 60.6 - - 60 24.0
Total* - T1* 34.8 45* 53.2 61* 60.8 59 73.0 62 37.3

* Total for 1978 includes all hotel categories i.e. 1-5 star hotels.
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which amounts to 277 in 1985, is expected to change into sur-
plus of 133 rooms in 1990. This is due to the significant increase
in hotel capacity expected between 1985 and 1990 for those
particular hotel categories.

(7.2.) Expected Occupancy :

Demand for hotel accommodation is estimated for each hotel
category in each region assuming a certain occupancy rate, as
indicated above. The resulting gap between demand and supply,
therefore, reflects the difference between supply and demand,
not in absolute terms but in terms of the assumed occupancy.
The gap could be represented in another way, simply by estimat-
ing the rate of occupancy resulting from the expected room
supply and the number of hotel nights demanded. In other
words, occupancy rate becomes the unkown in the demand
equation given above expected occupancy rates are calculated
and given in Table (17).

TAELE 17)

Expected Occupancy Rates by Region and Hotel Category
1985 - 1990
Region  G.Cairo  Alex. Kena Aswan Total

Category 1985 1990 1985 1990 1985 1990 19851990 1985 1990

5 Star 32.9 41.7 42.8 59.3 144.0 59.4 89.0 124.0 39.0 47.0
4 Star 39.4 40.6 66.2 92.0 48.8 67.5 32.4 45.0 40.0 42.0
3 Star 22.0 21.8 24.0 28.3 49.4 68.6 - - 21.024.0

Total 30.8 34.8 41.3 53.2 72.2 60.8 52.9 73 33.0 37.3

Expected occupancy rates in 1985 and 1990 tend generally
to be low, except 4 star hotels in Alexandria and 5 star hotels
in Aswan, where occupancy rate in 1990 amounts to 92 percent
and 124 percent respectively. Looking back at number of rooms
supplied (Table 9) for these two hotel categories, it can be
seen that supply is almost constant from 1983 to 1990.
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Some hotel categories in some regions nevertheless demon-
strate shortage of supply, or very small excess capacity. These -
are : Alexandria 4 star hotels, Luxor 4 star hotels and Aswan
b star hotels. Obviously, these are the categories with very
limited supply expansion over the period.

Negative gap for most 1 star hotels (i.e. supply shortage),
is due to the practice followed by the Ministry of Tourism
of transfering some of the 1 star hotels to popular hotels. This
causes artificial supply reduction in this category and hence
excess demand. Transfer from 2 to 1 star hotels is also pos-
sible. It is reasonable therefore to exclude these two categories
from the analysis.

Between 1985 and 1990 some marked changes are recorded.
Most bovious is the reduction in excess capacity which occurred
over the period for several hotel categories.

For instance, the gap in Alexandria 5 star hotels decreased
from 222 rooms in 1985 to 76 rooms in 1990. Also, the small
excess capacity in Kena 4 star hotels in 1985 is expected to turn
into supply shortage which amounts to 135 rooms in 1990. The
following reasons explain this change :

(i) The rate of increase in room supply from 1985 to 1990
is rather low for several hotel categories. Actually room
supply ‘for some hotel categories remains constant during
this period (see Table 9).

T (i) The rate of growth assumed in the estimation of number
of tourist arrivals is high in the second half of the decade
compared to the first half.

(iii) The use of an increasing proportion of hotel nights' over
time results in or higher rate of hotel demand in later
years.

Nonetheless, for some hotel categories gap between supply
and demand shows a certain increase over the period. For in-
stance, in G. Cairo 4 and 3 star hotels, room surplus is greater
in 1990 than in 1985. Room shortage in Kena 5 star hotels

-—n—
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TABLE (15)
Occupancy Rates by Region/Hotel category 1978

Region Category  Cairo Alex Kena Aswan Total

5 Star 87 68 70 90 83
4 Star 70 59 52 43 62
3 Star 67 42 57 - 60
2 Star 59 22 35 55 46
1 Star 55 38 - - 47
Total 71 45 61 59 62

Souree : Calculated from : number of hotel nights and room
density, CAPMAS annual publication, 1982.

The above occupancy rates can be substituted for © in the
formula. This means that number of rooms demanded is esti-
mated assuming that hotels are occupied at the ahove rates.

» Room density (d) is calculated as follows :

4 - Number of occupied beds

Number of occupied rooms

Average room density found to be 1.60 person per room in
3-5 star hotels, and 1.75 person per room in 1 and 2 star hotels.

7. MATCHING DEMAND AND SUPPLY :

(7.1.) The Expected Gap :

Demand, supply and expected gap of hotel accommodation
are given in Table (16) in terms of number of rooms, for 1985
and 1990. Most categories in different regions indicate a large
excess capacity of hotel accommodation. Room surplus is par-
ticularly evident in G. Cairo 5 and 3 star hotels. Where excess
accommodation capacity in 1985 represents 62 percent and 67
percent of expected supply respectively. The large surplus is
explained by the fact that supply expansion (over the period
1978-1983) for these two categories has been substantial, in the
meantine, demand expanded at a relationly slow rate.
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(iii) The proportions estimated according to hotel category are
classified also according to region using the information
given in Table (12)*¥, .

"'The results of the calculations are given in Table (14). It
can be seen that the total proportion, for all regions and hotel
categories increases from 43 percent in 1981 (base year) to
48.4 percent in 1985, and to 56.1 percent in 1990. Proportions
of hotel tourist nights for different hotel categories within dif-
ferent regions also show a significant increase. For instance,
the proportion for Cairo 5 star hotels reaches 12.27 percent in
1985 and 14.22 percent in 1990.

(6.3.) Occupancy Rates (0) and Room Density (d) :

No data on number of rooms occupied by region and hotel
category are available directly. Occupancy rates are calculated
therefore indirectly from data on number of hotel nights and

room density, as follows :

Number of rooms occupied = Number of hotel nights —-
room density. Occupancy rate = rooms occupied - room avai-

lable.

Occupancy rates obtained for 1978 are given in Table (15).
They vary directly with hotel category. The rates are fairly
high for Cairo and Aswan 5 Star hotels and very low tor
Alexandria and Aswan 3 and 4 Star hotels respectively. The
overall average occupancy is 62 percent. G. Cairo is the only
region with above average occupancy (71%), and Kena ap-
proaches the average (61%).

—_T70 —



301

- *SUCTIBINOTED Jo STTe3sp F03 XTpuaddy 295 4

*ymoxb yo ajex ybty ATaTeI B SPTTaA UOTSNTOUT S3T ISNEOIG Papn[oxXa Sem 9767

suotbey
1°96 ob°8b 0€°9 142 62°L 6C°9 6£°6 01°8 . OL"€ET ¥8°T1 4! SL™91 1TY Te30L
sy'e  86°¢ -~ - 96°0 €8°0 - - L6"0 ¥8°0 [4°h! 1€°1 uesmsy
9s'v  ¥6°E - - '80°0 LO"0 €071 68°0 Lzl or°1 81°¢ 88°1 BUSY
68°L 18°9 981 6571 Z9°0 £G°0 OP°1 1271 S6°¢C 0e ¢ 8v°1 8z 1 “X3TY
BO"6E€ CL'EE STV 86°¢ 61°S 8¥'py S6°9 66°G LS8 ov-L (4N A! Lz zt OaTeD.I83W8ID
0661 S861 0661 5861 .0661 S86T 0667 S861 0661 S861 0661 9861
Te30L 1e3s 1 Ie3s ¢ Ie3s ¢ Ie3S ¢ Ie3s g

Dr. MLA. Zaytoun : Estimates of Tourism Demand...

0661 Pu® G861
s3YybTu 3sTINO3 Te303 03 s3YbTu P30y Jo uorzxodoad

(v1) °19qes




300 L’EGYPTE CONTEMPORAINE

TABLE (13)
Proportion of hotel nights to total tourist nights
1976 - 1981
Year (1) Number of (2) Number of Proportion of hot-
Hotel nights* Tourist nights nights (1) % (2) %

1976 243938;1 6796000 34.6
1977 2422837 6339000 38.2
1978 2649016 7136000 37.1 '
1979 2882661 7104000 40.6
1980 3313188** 8084000 41.0
1981 4230928 9806000 43.0

* Tourist plus Egyptian hotel nights.

** Data available for the period Jan.-June 1980 only. Hotel
nights for this period is multiplied by 2 to get hotel nights
for the whole year.

Source : (1) CAPMAS, Quarterly publication, different issues.
(2) Ministry of Tourism.

According to the information given in Table (13), a variable
increasing proportion rather than a constant proportion seems
more plausible for the estimation of future hotel demand.

Variable proportions of hotel tourist nights by region and
hotel category are therefore estimated for the period 1982-1990
according to the following assumptions.

(i) The average annual rate of growth of proportion of hotel
nights calculated from Table (18) over the pei'iod 1977-
1981 (3%), is assumed to prevail from 1982 to 1990*. ‘

(ii) The relative share of each hotel category in the total num-
ber of hotel nights realized over the period 1977-1981 is
alsc assumed to continue until 1990.
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P = Proportion of visitors staying in hotels.
O = rooms occupancy rate.

d = room density (average number of visitors per room).

The different components should be determined and the for-
mula applied to estimate hotel demand by hotel category and
region simultaneously over the period 1985-1990.

(61.) Tourist Nights (T X L) :

Since TXL: in the above formula produces tourist nights,
the number of tourist nights estimated in section (3) for 1985
and 1990 can be substituted directly for TXL.

(6.2.) Proportion of Tourists using Hotels (P) :

As mentioned earlier proportion of tourists using hotels
(P) can be replaced by proportion of hotel nights to total tourist
nights.

Only recently more up to date data on number of hotel
nights became available, which permits an estimation of this
parameter taking into account its historical trend. It should
be noted however that the newly published statistics are given
by CAPMAS quarterly publication, where hotel nights are clas-
sified either by region or by hotel category. As we shall see
below, a certain procedure is followed to adjust these data to

take account of region and hotel category simultaneously.
A small time series on the number of hotel nights over the

period 1976-1981 is given in Table (13), together with the pro-
portion of hotel nights to total tourist nights.
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of hotel nights in the 5- star category are spent in G. Cairo 5
star hotels. This means that there is a great gap between
Cairo and other regions with respect to tourist attraction &

development.
TABLE (12)

Proportion of hotel nights to total tourist nights
(Average 1978 and 1979) by region/category

Region
Category - G. Cairo Alex. Kena  Aswan Others Total
5 Star 10 57 1.10 1.62 1.13 0.01 14.43
4 Star 7.61 2.26 1.13 0.86 0.30 12.16
3 Star . 5.06 1.02 0.75 - 0.01 6.84
2 Star 4.63 0.55 .07 0.86 0.39 6.50
I Star 2.79 1.24 - - 0.12 4.24
Total 30.66 6.16 3.57 2.85 0.92 44.16

Source : Calculated from pension and Hotel Activity Statistics,
Annual publication, CAPMAS, 1982 and 1983.

6. TRANSFORMING EXPECTED TOURIST DEMAND INTO
HOTEL DEMAND :

Estimation of hotel demand means the determination of
number of rooms demanded by different visitors. The follow-
ing formula is used to transform expected tourist demand given
in section (3) into demand for hotel accommodation :

TXLXP
R=__
365 X ©Xd

R = rooms required annualiy (hotel demand)
T = number of visitors per year.
L = length of stay (number of nights per visitor).

— 66 —



Dr. MLA, Zaytoun : Estimates of Tourism Denmand... 297

TABLE (11)
Percentage of hotel tourist nights/total tourist
nights by nationality and region (1978)

Nationality
Arabs Europeans Americans Others Total

Region
Cairo & Giza 19.0 41.4 44.7 35.7 29.7
Alexandria 2.4 4.8 2.7 3.6 3.2
Canal Zone 0.4 1.8 0.2 25.1 2.5
Kena 0.07 10.3 9.4 2.3 4.¢
Aswau 0.2 6.2 1.9 1.0 2.2
Other regions ~ 0.73 1.3 0.58 0.2 1.0

Total 22.8 65.8 - 59.5 68.4 42.9

Source : See Table (10).

Second to G. Cairo Western visitors prefer a visit to Kena
where they go for world famous antiques and art treasures.
Arab visitors on the other hand spend the tourist proportion
of their hotel nights in Kena and Aswan. Alexandria occupies
a second position after G. Cairo for them.

Finally the remarkably high proportion of hotel nights
spent by “others” in the Canal Zone is due to the large number
of Japanese working in the canal expansion projects during this
period. '

(5.4.) Hotel Tourist Nights by Region and Hotel Category :

A direct relationship between the category of hotel and the
proportion of hotel nights is quite evident from Table (12). As
indicated earlier the higher the hotel category the larger is the
proportion of hotel nights allocated to this category. However,
G. Cairo 5- and. 4- star hotels dominate the market with a fairly
high proportion of hotel nights compared to the same hotel cate-
gory in other regions. For instance, 25 percent of all hotel
nights are spent in G. Cairo 5 star hotels, whereas 73 percent
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(ii) Excluding popular hotels, Europeans have the highest
demand for hotel accommodation. Their nights in hotels
represent 57 percent of their tourist nights spent in Egypt.
Americans come in the second place. With 52.5 percent,
they, however, have the highest demand for 5- and 4 star
hotels (43.5% compared with 40.7% for Europeans).
The Arabs with a fairly low proportion (12.7 percent)
occupy the last position. This reflects the fact that
furnished flats is the most popular accommodation among
Arab visitors.

(iii) With respect to total demand (excluding popular hotels),
the highest demand is for § star hotels. The lower the
hotel category, the smaller is the proportion of hotel tourist
night spent. This applies also to individual group nationa-
lities except Arabs where the largest demand is for 2 star
hotels. This means that the pattern of demand for hotel
accommodation in Egypt is such that Europeans, Americans
and rich Arab visitors prefer to stay in 5 and 4 star hotels,
whereas Arabs from low income countries stay mainly in
2 star hotels.

(6.3.) Hotel Tourist Nights By Nationality And Hofel Catego-
ries :

Proportions of hotel tourist nights/total tourist nights are
calculated and given in Table (11). Clearly, the great majority
of visitors spend their holiday in G. Cairo, the centre for enter-
tainment, business and medical treatment, as well as culture
and history. G. Cairo absorbs about 309% of all tourist nights,
and almost 70 % of all hotel tourist nights. Arab hotel visitors
enjoy the highest demand for G. Cairo hotels, where 83 percent
of their hotel tourist nights are spent in G. Cairo. The rate
decreases to 63 % in the case and European visitors, whereas
American visitors spend 759 of their hotel tourist nights in
G. Cairo.
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In all three classifications hotel tourist nights are given
in percentage form, that is by dividing number of hotel tourist
nights by number of total tourist nights. ‘

(5.2.) Hotel tourist nights by tourist Nationality and Hotel

Category

Proportions of hotel tourist nights to total tourist nights
given. in Table (10) reveal the following useful information :

TABLE (10)

Proportion of hotel tourist nights/total tourist
nights by hotel category and nationality (1978)

Nationality
Arabs Europeans Americans Others  Hotel

Category

5- Star 2.7 18.2 29.6 9.7 10.9
4- Star 1.8 22.5 13.9 7.5 9.7

3- Star 2.4 10.6 4.7 7.6 5.4
2- Star 3.7 4.1 3.3 5.2 3.9

l- Star 1.1 1.6 1.0 1.9 1.3
Popular Hotels 11,1 8.8 7.0 36.7 11.7
All Hotels 22.8 65.8 59.5 68.4 42.9

Source : Number of hotel tourist nights, CAPMAS, Hotel and
Pension Activity Statistics 1982.

Number of Tourist nights, Ministry of Tourism.

(i) Proportion of hotel tourist nights spent in popular hotels
is the highest proportion among all hotel categories. This
is due to the fact that almost half hotel nights for Arab
visitors are spent in popular hotels. Also, proportions of
European and American hotel nights spent in popular
hotels are not small, they are greater than the proportion
of nights in 1 and 2 star hotels taken together. None-
theless, as mentioned earlier, popular hotels are excluded

from our analysis.
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5. HISTORICAL PATTERN OF DEMAND FOR HOTEL
ACCOMMODATION :

(5.1.) Statistical Data :

The most reliable statistics related to hotel demand are those
published by CAPMAS based on comprehensive surveys of all
hotels and pensions in Egypt. CAPMAS produces two different
publications containing hotel statistics. The first is annual publi-
cation, where data on number of visitors using hotel accommoda-
tion and number of nights spent in hotels by these visitors, are
given in aggregate form. That is no distinction is made between
groups of nationalities for different visitors, nor between interna-
tional and Egyptian hotel visitors. The annual statistics
however have a great advantage of being classified by region
and hotel category simultaneously. The second is a quarterly
publication, where hotel statistics are classified in detail by visi-
tor nationality. Number of hoted visitors and number of hotel
nights nevertheless are given either by region or by hotel
category.

The two kinds of information are utilized to provide a com-
plete picture of hotel demand.

It should be noted however that demand will be considered
in terms of number of nights spent in hotels by hotel visitors
(hotel tourist nights), rather than in terms of number of hotel
visitors. The reason is that number of hotel visitors is over-
estimated in CAPMAS statistics, where the same person is
considered as different visitor each time he visits a different
hotel or each time he visits the same hotel during his continuous
stay in Egypt.

Three different classifications of hotel tourist nights are
considered below :

(i) Hotel tourist nights by tourist nationality and hotel cate-
gory.

(ii) Hotel tourist nights by tourist nationality and region.
(iii) Hotel tourist nights by region and hotel category.
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Given the above definition of hotel capacity, its estimation
is undertaken for the years 1983, 1984, 1985 and the period
afterwards until 1990. Data on hotel capacity are obtained
from two sources :

(i) Existing statistics available from the Ministry of Tourism,
which are modified to take into cansideration new hotels
already operating but not included in the Ministry’s statis-
tics.

(ii) A comprehensive survey of all hotels under construction
in different regions except those with less than 20 rooms.

Supply by region and hotel category obtained from these
two sources is given in Table (9), for the period 1978-1990.

It is quite obvious that the forthcoming expansion in hotel
capacity is not distributed equally between hotel categories within
different regions. Actually a substantial part of hotel accom-
modation expansion is expected to take place in 3 and 5 star
hotels, particularly in the Greater Cairo region. Expansion in
hotel capacity for these two categories in G. Cairo amounts to
12.7 thousand rooms, which represents about 479% of total addi-
tional capacity between 1978 and 1990.

Besides, supply expansion pattern is such that a rapid ex-
pansion is hotel over the period 1978-1983, while a gradual slow
down in the rate of growth is expected afterwards. For in-
stance, between 1978-1983, the rate of growth in supply is 61%
and 47 % annually in G. Cairo 3 and 5 star hotels, respectively.
These are exceptionally high particularly when compared with
a rate of growth of 7 percent and 2 percent respectively over the
period 1985-1990. The same pattern applies also to other
hotels in other regions.

The period 1978-1983 may be considered therefore a recovery
period in hotel construction. Such recovery is a direct result of
the open Door policy, which provided several incentives for
foreign and local private investment in general, and for invest-
ment in the tourism sector in particular.

Few exceptions of this overall expansion pattern should
however be mentioned. In Luxor 5-star hotels. For instance,
capacity remains stagnant until 1985, whereas a large expansion
is expected afterwards.

— 0 —
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4. Supply of Hotel Accommodation :

(4.1) Historical Trend :

One of the important futures of the tourism sector in the
1960’s and early 1970’s, was the limited capacity of hotel accom-
modation and its very slow rate of growth. Since the adoption
of the Infitah policy investment in the hotel industry was greatly
emphasized. Few years later the effect of this investment began
to materialize and hotel accommodation expanded very rapidly.
Table (8) indicates the development in hotel capacity over the
period.

-

TABLE (8)
Development in Hotel capacity 1965/66-1980

65-66 66-67 67-68 68-69 69-70 70-71 T1-72 1973

Number
of rooms 22051 22550 22161 22110 21430 22283 22595 22722
Index 100 102 110 100 97 101 102 103

1974 1975 1976 1977 1978 .1979 1980

No. of
rooms 21367 21568 21769 22423 24309 28428 30231
Index 100 101 102 105 114 133 14l

Source : Satistical ‘year book, CAPMAS, ... different issues.

(4.2.) Expected hotel capacity :

Although popular hotels represents a fairly large propor-
tion of total hotel capacity (about 67 % in 1979), the present
analysis is confined only to 1-5 star hotels, which are the catego-
ries demanded by most international travellers. In addition,
supply analysis covers only the four main touristic regions.
Namely Greater Cairo (Cairo & Giza), Alexandria, Kena and
Aswan. Hotel capacity in these four regions represents about
96% of total hotel capacity (1-5 star categories).
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(iti) Since the group of ‘“‘others” constitutes a great variety of
tourist nationalities, no assumption could be made concern-
ing their expected development. This category is therefore
calculated as a residual of the total.

(3.2) Average Stay and Tourist Nights :

In view of the observed fluctuation in average stay over the
period 1975, to 1982, the 1985 and 1990 average stay estimated
as the median of the Interquartile Range. Taking into considera-
tion the long run falling tendency of average stay, its estimation
is made assuming a reduction of 0.3 of a night in the Interquar-
tile Range. A summary of the calculation is given in Table (6).

TABLE (6)
Expected Averages Stay

Arabs Europeans Americans Others

IQ Range 7.15-8.17 5.81-6.52 5.65-5.85 4.78-5.75

1985
Median 7.82 6.04 5.77 5.31

IQ Range 7.21-7.87 5.51-6.22 5.35-5.55 4.48-5.45

1990
Median 7.52 5.74 5.47 5.01

Expected number of tourist nights based on the formerly
estimated tourist arrivals and average stay, are given in
Table (7).

TABLE (7)
Expected Number of Tourist Nights
(In Thousands)

1985 1986 . 1987 1988 1989 1990

Number | 11676 11562 12127 12724 13347 14002
of nights
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took place over the last two years, they also expected
such unfavourable trend to persist for some years to come.

(iii) The recent contraction in foreign investement. Such con-
traction implies a decline in number of visitors coming to
Egypt for business purposes. Information obtained from
the Ministry of Economy indicates that, number of invest-
ment projects with foreign participation decreased from
297 projects in 1981 to 100 projects in 1982. Discussion
with one of the Ministry officials revealed that such ten-
dency may prevail for some future years.

(iv) The expected upturn in the economies of developed Western
countries post 1985. This accords with WTO expectation
that the rate of growth of world tourist arrivals during
the second half of this decade is going to be higher than
the rate expected during the first half.

TABLE (5)
Forecast of Tourist Arrivals by Generating Regions

(in Thousands)

Arabs Europeans Americans Others
Years

Number 9% Number ¢, Number ¢ Number
1985 830 48.3 520 30.2 210 12.2 160 9.3
1990 970 44.3 470 33.8 270 12.3 210 10.6

From Table (5) the following conclusions can be made :

(i) Until 1985 the rate of growth of Arab visitors is the
highest. Then market share increases from 43.49% in 1982
to 48.3 % in 1985.

(ii) After 1985 Arab growth rate is expected to decline whereas
European and American visitors’ growth rates are expected
to increase considerably. This reduces the share of Arabs
in the market by 1990 to 44.3 % and increases western
share to 45.7 %.
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Total arrivals are therefore extrapolated by fitting a series
of mathematical trend curves to the historical data to identify
the best prediction of these trends. The following linear trend
proved to be the most satisfactory fit :

T = 4985 + 937 t

where T = number of arrivals in thousands.

t = time, 1973 = 1.

Expected number of arrivals and rates of growth until 1990

derived from the above equation, are given in table (4).

TABLE (4)
Forecast of Tourist Arrivals (in thousands)

Arrivals Arrival % growth Arrivals % growth % growth
1980 1985 1980-85 1990 1985-90  1980-90
1253 (Actual) 1717 .6.5 2181 4.9 5.7
(3.1.3.) Demand By Generatfing Regions :

into

The breakdown of total tourist demand (tourist arrivals)
demand by generating regions is undertaken according to

the following factors :

(1)

(i)

The continuing growth of Arab visitors to Egypt. As not-
ed earlier, number of arrivals from Arab countries greatly
increased since 1980. The growth is expected to continue
at a relatively high rate over the next few years, and at
a naromal rate afterwards due to the improvement in
Egypt's relationship with Arab countries,

The recession in the West which is expected to remain
until 1985. It was already reflected in the levelling off
of growth of Western visitors over the past two years.
A questionnaire was made to inquire about the prospects
of Western arrivals from the point of view of the tour
operating companies in Cairo (17 Companies). The major-
ity of them noted the decline in Western arrivals which
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per capita income in the major tourist generating countries.
Due to lack of data on price of tourist services in Egypt and
competitive countries, the index number of retail prices was
used for the price variable. Two price indices were measured
against the price index of Egypt, namely, the price index of
Greece and Tunisia, the two most important competing coun-
tries.

The validity of the above relationships in forecasting number
of visitors depends to a large extent on the statistical significance
of the results obtained. T-test was applied and the results pro-
ved to be insignificant for most variables in all equation forms
at the 5 percent level. This means that unless substantial chan-
ges are introduced to the regression model related to the defini-
tion of variables and to the quality of data, this type of analysis
cannot safely be used in demand forecasting. Scarcity of data made
it difficult to perform the necessary adjustments in the model.
Moreover, as it will be seen in the following section, trend analysis
was applied and produced quite satisfactory results.

(3.2) Trend Analysis :

This method is quite simple and does not require a great
deal of mathematical sophistication. It has the advantage also
of needing very basic and simple data, namely, a time series
on visitor arrivals. Trend analysis however, suffers two serious

disadvantages :

(i) It does not explain the influence of different- factors on
demand, and therefore it cannot explain why demand chan-
ges.

(ii) The extrapolation from a linear trend is subject to the

assumption that past growth trends will continue in the
future without change; which is a rather tentative assump-

tion.

Nonetheless, for the purpose of the present study, demand
prediction rather than demand interpretation, is the most ulti-
mate objective. In‘addition, number of arrivals usually follows
past trends unless some unexpected political or economic events
have occurred. Such events cannot be taken into consideration
even in the most sophisticated models.
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Figure 1. Seasonality pattern

Seasonality is evident nonetheless in some important tourist-
regions of Egypt such as Luxor and Aswan. The very hot weather
in Summer months discourages European and American visitors
from visiting these historic places.

3. FORECAST OF TOURIST DEMAND :

Several statistical methods or econometric analysis can be
used to project tourist numbers., Mathematical trends and reg-
ression analysis are the most common methods.

(3.1) Regression Analysis :

- An attempt to use multiple regression analysis in estimat-
ing number of visitors (from 1985-1990) has been made. Two
alternative dependent variables wgre considered, namely number
of tourists and tourist nights. In addition, each of these two
variables was subdivided into the major nationality groups :
Arabs, Europeans, Americans and others.

The two most important independent variables considered
in the analysis are income and prices. Income is represented by
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(ii) The growing international tending towards package tourism
which include several country visits in the same tour.

(iii) The continuous increase in number of package tours orga-
nized by Israel, in which only a short visit to Egypt is in-
cluded as part of the tour.

(iv) The increaing flow of businessmen visitors particulary since
1974.

(v) The considerable increase in hotel prices.

(2.3)Number of Tourists and Tourist Nights :

The combined effect of the fluctuation in number of Arab
vigitors and the high rate of growth in number of Western visi-
tors resulted in a steady growth in total number of tourists.
The falling trend in average stay however led to a rather mo-
derate growth in number of tourist nights. Table (3) demons-
trates the relationship between growth in number of visitors,
number of visitors nights, and average stay.

The indices (1970-100) given in Table (3) reveal the mo-
derate and rather unstable pattern of growth in number of
tourist nights (1982=203), compared to the high and more stable
growth in number of tourists (1982=397). They reveal also
the remarkable decline in average stay (1987=51) which together
with the change is Arab visitors share in the tourism market
may explain the behaviour of tourist nights.

(2.4) Seasonabits :

In general, it can be maintained that Egypt enjoys a fairly
regular tourist supply all over the year. This is due to the
large varieties of tourist nationality with wide variation in tasts
and holiday timing. Arabs prefer summer visits, whereas
Europeans arrive mostly during winter months. Informations
obtained from the Ministry of Tourism reveal that while 48 per-
cent of Arab vigitors arrive in the summer season (June-Sept.)
30 percent only of Western Europeans and 25 percent of visitors
from socialist countries arrive in summer season. With respect
to total arrivals, 38 percent of the visitors arrive in summer,
which indicates the weak seasonability (Figure 1).
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(iv) The expansion in hotel accommodation capacity over the
second half of the 1970°s. New hotels, mostly with foreign
management, helped in attracting western travellers.

Number of Arab visitors, on the other hand, was greatly
influenced by changes in the political relationship between Egypt
and the Arab Countries. Three phases can be distinguished.
The first, a normal phase, lasted from 1970-1976, where number
of visitors was increasing. The second, a declining phase, con-
tinued over the three-year period following the peace initiative
and the deterioration of Arab-Egyptian relationship (1977-
1979). The sharp drop in number of Libyan travellers was
particulary responsible for the negative growth in Arab visitors
during the declining years. Thus, until 1975, Libya was the
biggest generator of Arab visitors to Egypt. Number of Libyan
visitors however dropped from 142 thousand in 1974 to 5 thou-
sand in 1978.

In 1981 and 1982 number of Arab visitors greatly increased
and exceeded the level prevailed in 1976, the year preceding the
decline. Arabs, nevertheless, remained to occupy a second posi-
tion after Western visitors in the tourism market.

(2.2) Average Stay Period :

Inspite of the annual fluctuation in average stay period for
Arab visitors, a declining trend can easily be identified. Arab
average stay sharply decreased from 15.8 nights over the period
1970-1973 to 7.8 nights from 1979 to 1982.

A decline in average stay for Europeans is also obvious but
far less remarkable. Tt declined from 8.5 nights on average
to 6.2 nights over the same period. American average stay
remained constant all over the period, with the exception of
some annual fluctuations. This is probably due to the fact
that American visitors constitute mainly of business visitors
whose average stay does not change much over time,

The fall in average stay for tourists in general can be ex-
plained by the following factors :

(i) Shortage of reasonably priced accommodation particularly
flats, induced Arab visitors to stay for a shorter period.
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Although the share of Europe and Americas together is
expected to fall slightly by 1990, these two regions still dominate
the market with 88 percent of total arrivals. The share of the
Middle East although very low, is expected to fall from 1.0
percent to 0.9 percent. This is due to the levelling off of growth
which on average falls below 4 %, compared with an average
growth of 5.8 percent over the period 1974-1980.

It is worth noting however that international Tourist fore-
casts until 1985 are more pessimistic than the forecasts for the
second half of the decade. An average annual growth rate of
4.5 percent is expected from 1980 to 1985, which is lower than
the average rate of growth for the whole decade (5.4 %).

2. STRUCTURE AND HISTORICAL DEVELOPMENT OF
DEMAND :

(2.1) Pemand Structure :

Significant changes in the structure of tourist demand be-
came appearant during the 1970’s and early 1980’s. Most impor-
tant is the change in the relative weight of Western and Arab
Tourists. The relative share of Arab visitors in the tourist
market decreased from 61 percent in 1971 to 43 percent in 1982,
whereas the relative share of western travellers increased from
27 percent to 46 percent over the same period.

The following factors may he responsible for the high rate
of growth in western tourists realized in the 1970's :

(i) The improved political relationship between Egypt and the
Western world which encouraged tour operators in the west
"to include Egypt in their travel programmes.

(ii) The Tutankhamun Exhibition which toured western markets
in the mid 1970’s, served to increase “top of the mind
awareness”’ and provided a considerable boast to the num-
ber of Egypt holiday sales by the leading tour operators.

(iii) The Open door economic policy (Infitah) greatly encou-
raged foreign investment, and led to a significant increase
in business western arrivals.
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(1.2) World Tourism Trends until 1990 :

Since number of visitors to Egypt is part of the interna-
tional tourism movement, trends in international arrivals until
the end of the decade are of particular importance to the future
of tourism in Egypt.

According to World Tourism Organization (WTO), inter-
national Tourist arrivals in 1990 would range between a minimum
of 450 million tourists (low assunption), to a maximum of 470
million (high assumption). The relative share of different re-
gions in world market and its expect development from 1980 to
1990 is given in Table (2).

TABLE (2)
International Tourism Arrivals
(in millions of arrivals)

1980 1990 (High assumption)
.

Region Arrivals ‘7:, Arrivals 9  Average Average
growth growth
1980~ 1980~
1985 1990

Africa 5.5 2.0 12.7 2.7 7.4 8.7

America 51.1 18.4 77.5 16.5 3.6 4.3

East Asia and the '

Pacific 14.5 52 343 7.3 8.0 7.0
Europe 202.7 72.4 337.5 71.8 4.9 5.2
Middle East 2.8 1.0 4.2 0.9 3.6 4.1
South Asia 1.4 0.5 2.8 0.8 8.3 10.5
World Total 278 100.0 470.0 100.0 4.9 5.4

Source : WTO, 1982, Op. cit.

Note: Figures are adjusted to take account of actual numbers
of arrivals in 1980.
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Results related to the estimation of supply and demand for
hotel accommodation are combined in section (7) where the
matching between supply and demand is made for different
hotel categories in different regions. In the eighth section sensi-
tivity analysis is carried out to test the relationship between
different levels of feasible hotel occupancy rates and each of
the following variables : number of visitors, number of visitor
nights, average period of stay and proportion of hotel tourist
nights/total tourist nights. In the last section of the study
some concluding remarks are made.

1. TRAVEL TO EGYPT AS PART OF THE INTERNATIONAL
MARKET :

11) Egypt's in World Tourism Market :

The development of Egypt’s share in world Tourism market
over the period 1974-1981 is given in Table (1).

TABLE (1) Share of Egypt in International Travel

1974 1975 1976 1977 1978 1979 1980 1981

International

arrivals (million)197.8 215.1 221.6 239.9 258.1 270.4 278.6 290.5
Arrivalsin Egypt

(thousands) 676 292 984 1004 1051 1064 1253 1376
Egypt’s share  0.34 0.37 0.44 0.42 0.41 0.39 0.45 0.47

Source : World Tourism Organization, Tourism Forecast, W.T.O.,
Madrid, 1982.

It is obvious that Egypt captures an insignificant proportion
of international travel. Its share did not exceed 0.47 % all over
the period. A slight increase in Egypt’s share can be observed
however over the period, which indicates the rather limited effect
of the Infitah policy on tourism promotion.

When compared with competitive markets Egypt’s portion
trends to be weak. For instance, in 1980 Tunisian share was
0.60 9%, Morocco 0.54 % and Greece 1.9%.
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Most motable however is the remarkable expansion in hotel
projects which has taken place since 1974. Further expansion
is also expected in the future due to the existance of several
hotel projects under construction. :

It is critical therefore for planning purposes to examine
the demand prospects for tourism in Egypt in the light of the
expected increase in supply of hotel accommodation. The gene-
ral objective of this study accordingly is to determine which of
the following alternatives is likely to face the Egyptian hotel
industry.

(i) A growth in tourism demand compatible with the anticipated
growth in supply of hotel accommodation.

(ii) A growth in demand at a relatively slower rate than supply
expansion, which would result in a situation of excess supply
of hotel accommodation.

(iii) A growth in demand at a higher rate than supply which
would lead to a situation of excess demand for hotel accom-
modation.

Demand and supply expectations will be confined to the
period 1985-1990. They are performed on a regional and hotel
category basis simultantion.

The study is divided into 9 sections. In the first and
second respectively, travel to Egypt as part of world tourism
movement, and historical and structure of tourism demand are
discussed. Forecast of tourism demand until the end of the
decade is undertaken in section (3), which includes estimation
of number of visitors, average period of stay and number of
tourist nights. Sections (4) and (5) are devoted to the analysis
of supply and demand for hotel accommodation respectively.
Section (4) includes an estimation of future supply of accommo-
dation until 1990, and in section (5) a full analysis of all com-
ponents of demand for hotel accommodation is presented. The
transformation of tourism demand forecasted in section (3)
into demand for hotel accommodation is performed in sec-
tion (6).
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ESTIMATES OF TOURISM DEMAND,
AND POTENTIAL SUPPLY AND DEMAND
FOR HOTEL ACCOMMODATION

By
MOHAYA A. ZAYTOUN*

Introduction :

Last decade witnessed a substantial change in Egypt’s
development strategy. The new economic policy (the Infitah)
which was adopted since 1974, has greatly emphasized foreign
investment and investment by local private sector as the two
most important forces in stimulating economic growth.

Sectoral priorities have consequently changed, with top
priority given to those sectors which are considered most attrac-
tive to domestic and foreign investors. Tourism is considered
as a priority sector in this context, because it is believed that
it can be developed into a major source of foreign exchange for
the Egyptian economy. On the other hand, tourism is a sector
where foreign investment and domestic private investment have
a potentially important role to play.

Several concessions are made in the foreign and Arab in-
vestment law number 43 of 1974, to induce foreign capital to
be invested in different investment projects. The comfortable
treatment of tourist projects in law 43 attracted a relatively
large number of investors to the extent that tourist projects
came on the top of the list of non-industrial projects approved
by the Investment Authority.

* This research is formed part of a larger project on “Study on Hotel prices
and Hotel Investment Costs”, directed by the Ministry of Tourism in
Collaboration with Tourism plan and the International Management
Centre. The author is grateful to Dr. Stephen R. Wanhill of Surrey
University for valuable information and comment on an earlier version
of this article,
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amicably at least as successfully as some of the national agen-
cies have done®®. In this, as well as in all its other activities,
MIGA will be serving its broad mandate of encouraging addi-
tional investment flows among its members and to developing
countries in particular.

(30) The US Overseas Private Investment Corporation (OPIC) has been
especially successful in this respect. According to unpublished figures
recently obtained from OPIC, that Corporation has settled claims in
the total amount of $ 96 million by paying compensation in cash to
the investor while accepting installments from the host government;
and claims totalling some §$202 million, by persuading investors to
accept host government commitments backed by OPIC guarantees or
by a combination of cash payment and guarantees.
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which could give rise to claims. At the same time, MIGA will
have to ensure that these investments are accorded stable and
predictable treatment. Article 12(d) of the Convention reflects
this balanced approach by directing MIGA to restrict its coverage
to investments which are compatible with the host country’s
laws and development objectives and to require, on the other
hand, that these investments be given adequate treatment and
protection.

Where disputes nevertheless arise between investors and
host countries, MIGA will become involved in the process of
conflict resolution in a way that will place it in a unique position
to facilitate an amicable settlement. The Convention indeed
directs MIGA to encourage such settlements®. In case of dis-
putes, MIGA’s assessment, baed on the broad information
available to it, together with its worldwide experience, is likely
to moderate the conflicting claims of an investor and a host
try and increase the likelihood of a settlement.

Another way in which MIGA may encourage host govern-
ments and investors to arrive at amicable settlements is to
reduce the financial burden of any settlements by accepting the
local currency of the host country on a temporary basis and
paying the investor out of its own funds in freely usable cur-
rency. MIGA might then, under an agreement with the host
country?®, sell the local currency to the World Bank, other inter-
national institutions, companies importing goods from the host
country, or to the host government itself over a period of time
and restore its financial position accordingly. MIGA might also
facilitate the settlement by paying the investor in cash and
accepting debt instruments from the government as reimburse-
ment. As a variant of this approach, MIGA could persuade
the investor to accept installments rather than insisting on a
cash payment by backing the government’'s commitments with
its guarantee. In view of its developmental mandate and policy
interests, MIGA can be anticipated to facilitate settlements

(28) Xd., Art. 23(b) (i).

(29) Article 18(c) of the MIGA Convention directs MIGA to “seek to
enter into agreements with host countries on... uses of... currencies
to the extent that they are no freely usable”.
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conditions. Their ability to attract badly needed resources and
to bargain for beter terms and conditions is obviously streng-
thened by the availability of better investment climates in their
terrictories. The establishment of an international development
institution, financed and controlled jointly by developed and
developing countries, manifests the common interest in creating
a favorable investment climate in the latter countries.

Frequently, issues related to foreign investment have also
become intermingled with the political interests of home and
host countries. As a result, investment disputes often became
highly politicized. MIGA seeks to remove these disputes from
the political arena and ensure that they will be resolved only
on the basis of legal and economic criteria6. It is explicitly
prohibited from interfering in the political affairs of its mem-
bers*. Moreover, MIGA’s internal dynamics will result in its
playing an important role as a go between investors and host
countries. To attract business and generate revenues, it must
offer effective guarantee protection and pay claims which are
justified. To minimize underwriting losses, it must avoid
claims and, where they do occur, secure recovery from the host
country whenever possible. Recovery procedures could jeopar-
dize MIGA’s good relations with developing member countries
which could eagily curtail MIGA’s operations by denying their
approval for further guarantees. Therefore MIGA must ensure
that the goodwill of member countries is not lost and that their
common interest in the Agency’s functioning prevails over the
conflicting interests in a particular dispute.

The competing pressures will force MIGA to cover risks
that are unlikely to invite adverse host governmental action

(26) Cf., Meron, “The World Bank and Insurance’, 47 Brit. Y.B. Int’l L.
301, 312 (1974-1975) : ... the very raison d’étre of the establishment
of a multilateral insurance agency was to make subrogation into
a non-political, technical, non-confrontation issue”; Martin, ‘“Multi-
lateral Investment Insurance: the OECD Proposal’, 8 Harv. Int’l
L.J. 280, 318-319 (1967) : “With an international agency it is more
likely that the claim will be treated as the legal issue that it should
be”. Both comments referred to earlier proposals for the creation
of an international agency for political risk insurance.

(27) MIGA Convention, Art. 34.
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Trust Fund” which will be kept apart from the Agency’s own
accounts. Claims and other expenses resulting from sponsor-
ship operations wil be paid out of this fund. Upon its deple-
tion, remaining liabilities will be shared by sponsoring countries
only, each in the proportion which the guarantees sponsored
by it bears to the total amount of guarantees sponsored by all
sponsoring countries. This “sponsorship window” represents a
particularly interesting feature of MIGA not only because it
has no financial ceiling but also because it allows coverage of
investments in all countries and not just in MIGA’s develop-
ing member countries.

6. MIGA as an Instrument of Public Policy to Improve Invest-
ment Conditions

MIGA is not envisaged as only an insurance mechanism.
MIGA will also seek to stabilize and improve investment clima-
tes in its developing member countries and thus stimulate in-
vestment flows to these countries. This mandate is reflected
in a number of the provisions of the Convention?. It is rein-
forced by MIGA’s institutional structure and internal dyna-
mics.

In the past, the need for fair and stable investment condi-
tions has been emphasized from the point of view of investors
and their home countries. However, host countries clearly
serve their national interests by providing sound investment

(25) The Preamble recognizes that investment flows to developing coun-
tries “would be facilitated and further encouraged by alleviating con-
cerns related to non-commercial risks” and expresses the desire of
the Contracting States to enhance investment flows” on the basis of
fair and stable standards for the treatment of foreign investment”.
Article 12(d) (iv) makes satisfactory investment conditions in the
host country, “including the availability of fair and equitable treat-
ment and legal protection for the investment” pre-requisites for
coverage; and Article 23 provides that MIGA will “seek to remove
impediments...to the flow of investment to developing member coun-
tries”, encourage the amicable settlement of investment disputes
between investors and host countries”, endeavor to conclude with
developing member countries agreements on the treatment of guaran-
teed investments, and “promote and facilitate... agreements ... on
the promotion and protection of investments”.
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The principle of self-sufficiency will be supported by ar-
rangements to ensure MIGA’s financial viability even when
losses exceed reserves at any given moment, These arrange-
ments include a combination of capital subscriptions and “spon-
sorship”.

MIGA will initially have a share capital of 1 billion Special
Drawing Rights?t. It will become operational when at least one
third of this amount is actually subscribed. The shares will
be subscribed by member countries on the basis of their relative
economic strength measured according to their allocation of
shares in the capital of the Bank. Only ten percent of the
subscriptions will be paid in cash. An additional ten percent
will be paid in the form of non-interest-bearing promissory notes
to be encashed only if needed by MIGA to meet its financial
obligations. The remainder of the subscribed capital will be
subject to call. While developed member countries will make
payments in freely usable currencies, developing member coun-
tries will be able to make up to twenty-five percent of the
paid-in cash portion of their subscriptions in their own cur-
rencies.

The amount of guarantees which MIGA may issue will
initially not exceed one and a half times the amount of the
subscribed capital plus reserves plus a portion of MIGA’s rein-
surance coverage. Once MIGA accumulates a balanced risk
portfolio and gains experience, its Council of Governors can
increase this conservative risk-asset ratio up to a maximum
of five-to-one.

In addition to guarantee operations based on the Agency’s
capital and reserves, MIGA will be able to underwrite invest-
ments sponsored by member countries acting in fact as adminis-
trator of a separate sponsorhisp account. Revenues from
sponsorship operations will be accumulated in a ‘“Sponsorship

(24) Id.,, Art. 5(a). The Article provides, however, that: “All payment
" obligations of members with respect to capital stock shall be settled
on the basis of the average value of the SDR in terms of United
States dollars for the perlod January 1, 1981 to June 30, 1985”,

le, US §1.082 per one SDR.
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MIGA'’s voting structure is based on the principle that both
Category One and Category Two countries*, have a mutual
interest in foreign investment and that both groups of countries
should, when all eligible countries become members, have voting
parity. Article 39 of the Convention provides that each mem-
ber country will receive 177 basic votes and one additional
vote per share®?, During the first three years of the MIGA’s
existence, each category of countries is assured a minimum of
forty percent of the total voting power, by the allocation of
supplementary votes if necessary. All decisions during this
initial period require a special majority vote of at least two-
thirds of the total voting power representing at least fifty-
five percent of the subscribed shares of MIGA’s capital stock.
This arrangement ensures that during the important initial
period decisions will be taken with the support of both develop-
ing and developed countries. The supplementary votes and the
special majority requirement would be cancelled at the end of
the three-year period. MIGA’s Council will then review the
voting structure with a view to reallocating shares to assure
voting partiy between hoth groups of countries once they sub-
serible in the reallocated shares.

5. Financing : Self-Sufficiency and Joint Responsibility

MIGA’s financial structure is designed to produce financial
self-sufficiency. It is expected to meet its liabilities from pre-
mium income and other revenues such as return on its invest-
ments. The Convention therefore directs MIGA to carry out
its activities in accordance with sound business and prudent
financial management practices?*. It might vary its premiums
according to the actual risks assumed under its guarantees.
However, such variations are expected to be based on the in-
dividual characteristics of a project and should not reflect a
political judgment about the host country.

(21) See note 3 supra on this classification of countries.

(22) The number of membership votes was computed so that if all members
of the World Bank joined MIGA, developing countries as a group would
have the same voting power as developed countries as a group.

(23) MIGA Convention, Art. 25.
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taking by the Agency of operations in the territory of the mem-
ber concerned. These agreements would override the dispute
settlement mechanism provided in the Convention. Although
the latter directs the parties to use such mechanism as a basis
for their agreement, it is obvious that the agreement, if it is
to be justified at all, would have to provide for different me-
thods which would presumably be consistent with the constitu-
tional requirements of the country concerned. Any other dis-
pute between MIGA and a member, that is where MIGA does
not act as a subrogee of a compensated investor, would be
settled by international arbitration if not settled through nego-
tiations?0.

4. Organization, Membership and Voting

MIGA will have full juridical personality and will function
autonomously. In particular, it will be both legally and finan-
cially separate from other financial institutions. It will have
a Council of Governors composed of one representative of each
member (and his alternate), a Board of Directors elected by the
Council, and a chief executive officer, called the President,
- selected by the Board and responsible for the ordinary business
of the Agency.

Membership in MIGA is open to all members of the World
Bank and to Switzerland. A country’s decision whether or not
to join has no effect on its position in the World Bank or any
other organization. Countries not joining at the outset may
accede later. This will give skeptical countries the opportunity
to observe MIGA’s operations for a time and then decide in
the light of its actual experience whether to join. It may be
noted in this context that the ICSID Convention entered into
force after ratification by only twenty countries and now has
ninety-one signatories. It is hoped that MIGA will gradually
gain broad recognition and attract a large membership. Its
success as both an insurer and a forum for the development
of policies regarding foreign investment will depend on wide-
spread and support for its objectives.

(19) Id., Art. 57(b).
(20) Id.,, Art. 57(a).
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work of the Convention, MIGA’s Board of Directors or Council
of Governors, as the case may be, will approve and establish
the policies, rules and regulations for MIGA’s operations and
financial management®s. On the basis of these rules and regu-
lations, MIGA will conclude contracts of guarantee with inves-
tors. These contracts will precisely specify the mutual rights
and obligations of MIGA and the holders of a guaranteet®.

Disputes arising under contracts of guarantee may be sub-
mitted to arbitration for final detrmination*”. The Con-
vention does not provide specific procedures for these disputes.
It is anticipated that the contracts of guarantee will contain
provisions referring disputes to an internationally recognized
body of rules for commercial arbitration, such as the ICSID
arbitration rules, the arbitration rules developed by the United
Nations Commission on International Trade Law (UNCITRAL)
or the International Chamber of Commerce (ICC) arbitration
rules. When MIGA pays or agrees to pay a claim, it will suec-
ceed or be subrogated to the rights that the indemnified inves-
tor acquired against the host country as a result of the event
giving rise to his claim'8. Subrogation, a generally accepted
principle of insurance law, would provide no more than the
assignment of an existing claim from the investor to MIGA
and would give MIGA no greater substantive rights the investor
had.

Disputes between MIA and a host country arising form
subrogation would normally be settled by negotiation. If ne-
gotiations fail, the parties may seek voluntary conciliation, or
either party may refer the dispute directly to international
arbitration according to the procedures detailed in an annex
to the Convention. However, MIGA is also authorized under
the Convention to enter with individual host countries into
bilateral agreements on the resolution of such disputes using
alternative mechanisms provided that the agreement is approved
in each case by the Board by special majority prior to the under-

(15) 1d., Art. 56.
(16) Cf. MIGA. Convention, Art. 16.
(17) 1d., Art. 58.
(18) Xd., Art. 18.
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for a guarantee. Some of these conditions reflect MIGA’s devel-
opmental objectives. Others seek to protect its financial via-
bility*?. Ag already mentioned, the Agency must be satisfied
that proposed investments comply with the host country’s laws
and regulations, are consistent with its declared development
objectives and priorities, are economically sound, and contribute
to its development. The investment conditions of the host coun-
try must also be assessed, including the availability of fair and
equitable treatment and legal protection for the investment.
Where, in MIGA’s opinion, such conditions do not exist, it would
seek to enter into an agreement with the potential host country
on the treatment of investments guaranteed by it. Such agree-
ments, according to Article 23(b) (ii) of the Convention, “will
assure that the Agency... has treatment at least as favorable
as that agreed by the member concerned for the most favored
investment guarantee agency or State in an agreement related
to investment”.

In addition to its guarantee operations, MIGA will carry
out a variety of promtional activities such as conducting re-
search, providing information and policy advice to member
governments, and such technical assistance as may be required
in this field. In its promotional efforts, MIGA ‘“shall give
particular attention... to the importance of increasing the flow
of investments among developing member countries’?:.

3. Legal Regime and Seitlement of Disputes

Different sources of law will govern the various legal rela-
tionships in which MIGA is expected to enter. The Conven-
tion establishes the institutional framework and powers of
MIGA. Questions of interpretation or application of the Con-
vention will be decided by MIGA’'s Board of Directors and a
member may appeal from the Board’s decision to MIGA’s Council
of Governors for a final determination. Within the frame-

(12) It should be noted, however, that the two aspects are interrelated,
as investments that are welcomed by host countries and serve their
interests are less vulnerable to adverse host governmental action.

(13) MIGA Convention, Art. 23(c).

(14) See, e.g., MIGA Convention, Arts. 16, 17, 22, 26.
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Investors, to be eligible for the Agency’s guarantee, must
be nationals of a member country or, in the case of corporate
investors, must either be incorporated and have their principal
place of business in a member country, or the majority of their
capital must be owned by nationals of a member or members.
The Convention incorporates the innovative feature that eligi-
bility may be extended to nationals of the host country if they
transfer the assets to be invested from abroad. This feature
of the Convention will allow MIGA to assist member countries
in their efforts to reduce the problem of capital flight. It
also emphasizes that MIGA’s guarantee protection relates pri-
marily to the transfer of funds into the host country from
abroad for development purposes rather than merely to the
foreign nationality of the investors.

In recognition of host government’s sovereign control over
both the admission of foreign investment into their territories
and the treatment of such investment, MIGA ‘“shall not con-
clude any contract of guarantee before the host government
has approved the issuance of the guarantee by the Agency
against the risks designated for cover”::. The approval must
hence extend to the issuance of the guarantee, i.e., MIGA’s in-
volvement, and the risks designated for cover, i.e. the scope
of MIGA’s involvement. Every host government would be free
to withhold its approval. It could also limit its approval to
certain types of risk, for example, the transfer risk. The
Agency would then reflect these limitations in its contract of
guarantee with the investor. To avoid adminstrative delays in
the approval process, MIGA could advise host gorvernments
that unless an objection was presented within a reasonable
period of time, the proposal would be deemed approved. Article
38(b) of the Convention permits this procedure for approvals
oni a no-objection basis.

Article 12(d) of the Convention establishes a number of
conditions which an investment must meet in order to qualify

(11) MIGA Convention, Art. 15. In the case of a host country national
investing funds transferred from abroad, the host govérnment must,
under Article 13(c) of the Convention, apply for the guarantee jointly
with the investor.
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tered into between MIGA and the investors should define the
risks to be covered precisely in order to avoid any misunder-
standing in this respect. As the Convention states the above-
mentioned exclusion in the context of the risks eligible for cover,
such an exclusion should be made clear at the time of coverage
and could not appropriately be cited as an excuse for non pay-
ment by the Agency in respect of a loss resulting from a covered
risk which is clearly described in a contract of guarantee signed
by the Agency.

To be eligible, investments will have to be new and of a
medium - or long-term nature. They must be judged by the
Agency as sound investments which contribute to the develop-
ment of the host country, comply with its laws and are con-
sistent with its declared development objectives and priorities.
At the outset, MIGA will focus on equity interests and other forms
of direct investment®, but it may be authorized by its Board, act-
ing by a special majority vote’, to expand coverage to “any other
medium - or long-term of investment”. - This could include various
forms of industrial cooperation such as management and service
contracts, licensing and franchising agreements, turnkey con-
tracts as well as arrangements concerning the transfer of tech-
nology and know-how where the investor assumes a stake in
the performance of the venture®. This will enable MIGA to
service several new types of non-equity investment that are
commonly made in developing countries. All eligible investment
must, however, represent a provision of assets for productive
developmental purposes and thus may not include forms of’
expenditures such as those related to military purposes.

(8) The IMF Balance of Payments Manual para. 408, at 136 (4th ed.
1977) defines foreign direct investment as “investment that is made
to acquire a lasting interest in an enterprise operating in an economy
other than that of the investor, the investor’s purpose being to have
an effective voice in the management of the enterprise”. See also
OECD, Detailed Benchmark Definition of Fereign Investment (1983).

(9) According to Article 3(d) of the Convention, a special majority requires
a vote of not less than two-thirds of MIGA’s total voting power re-
presenting at least fifty-five percent of its subscribed capital.

{10) For a survey and discussion of the new forms ,of investment, see C.
Oman, New Forms of International Investmment in Developing Coun-
tries (1984).

— 35 —



266 L’EGYPTE CONTEMPORAINE

The MIGA Convention specifically provides for coverage of
four broad categories of non-commercial risk but authorizes the
Agency to cover any other non-commercial risk upon the joint
application of the investor and the host country and by a special
majority decision of the Agency’s Board. The four risks
specified in the Convention are : (a) the transfer risk resulting
from host government restrictions on currency conversion and
transfer; (b) the risk of loss resulting from legislative actions
or administrative actions or omissions of the host government
which have the effect of depriving the foreign investor of his
ownership or control of, or substantial benefits from, his invest-
ment; (e¢) the repudiation or breach of government contracts
in the cases where the investor has no access to a competent
judicial or arbitral forum, or faces unreasonable delays in such
a forum or is unable to enforce a judicial or arbitral decision
issued in his favor; and (d) the risk of armed conflict and
civil disturbance. At present, the “transfer risk” is probably
the most relevant from the viewpoint of investors as cases of
outright expropriation have become infrequent. The value of
the expropriation coverage will depend largely on MIGA’s ability
to cope with the problem of ‘“creeping expropriation” and ex-
propriation in the guise of apparently legal measures adopted
by the host government’. Article 11(a)(ii) of the Convention
excludes from coverage “non-discriminatory measures of general
application which governments normally take for the purpose of
regulating economic activity in their territories”. This exclusion
is not meant to confine coverage under that provision to outright
expropriation. The exclusion applies only to host governmental
measures that meet all its requirements, i.e. to measures that
(a) do not discriminate against the investor, (b) are normally
taken by governments, and (c) are taken for the purpose of
regulating economic activities in the host country’s territory.
The Commentary on the Convention, which was also approved
by the Bank’s Executive Directors’ lists as examples of such
measures ‘“taxation, environmental and labor legislation as well
as normal measures for the maintenance of public safety”.
MIGA’s regulations and the contracts of guarantee to be en-

(7) See Voss, “The Protection and Promotion of Foreign Direct Invest-
ment in Developing Countries : Interest, Interdependencies, Intricacies”,
31 Int’l and Comp. L.Q. 686, 702 (1982).
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surance is only one means of achieving MIGA’s broader
of encouraging investment flows for productive purposes.

(ii) Earlier proposals centered on investment flows from deve-
loped countries but MIGA is directed also, and in fact speci-
fically, to take part in the promotion if investment flows
among developing countries.

(iii) Unlike previous schemes, which envisaged an agency closely
linked with the Bank, MIGA is designed to be an autono-
mous institution which will operate on its own account
and within its own responsibility while maintaining a sym-
bolic, but significant, link with the Bank. In accordance
with the MIGA Convention, the Bank’s President will be
ex officio Chairman of MIGA’s Board of Directors and will
nominate the Agency’s chief executive officer.

(iv) Political oversight of and financial responsibility for MIGA
will be shared by both home and host countries, while earlier
proposals envisaged an agency controlled and financed
solely by the investors’ home countries.

(v) Finally, more than previous conceptions, the Convention
contains a number of safeguards which ensure the host
governments’ control over investment activities in -their
territories while requiring MIGA to work on the improve-
ment of investment conditions and standards in agreement
with these governments.

2. Operational Features

The objective of MIGA is to encourage the flow of invest-
ments for productive purposes among its member countries, and
in particular to developing member countries. MIGA is intended
to enhance mutual understanding and confidence between host
governments and foreign investors, heighten awareness of in-
vestment opportunities and increase information, knowledge and
expertise related to the investment process. To fulfill its pur-
poses, MIGA will guarantee eligible investments against losses
resulting from non-commercial risk and carry out research and
promotional activities.
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ques to stimulate increased commercial lending to developing
countries.

Mechanisms for encouraging a greater level of direct in-
vestment to developing countries may be needed now more than
ever before. In the 1970s, development was largely financed
by commercial lending. Total outstanding debt of developing
countries grew sharply, and is estimated to reach $ 970 billion
by the end of 1985. This has led to the recent world debt
crisis and prompted banks to reduce lending to developing coun-
tries drastically. New efforts are being made to attract substan-
tial amounts of new commercial loans to debt-stricken develop-
ing countries but the chances of substantial net transfers do
not appear to be very promising in the near future. As official
development assistance is also stagnating, foreign direct in-
vestment represents a source of external finance which holds a
great promise for substantial increases, given a clear improve-
ment in the investment climate. Unlike foreign loans, such
investment does not generate demands on the host country’s
balance of payments except when it generates revenues.

However, direct investment flows to developing countries
have not been increasing in recent years. In fact, they decreased
markedly from $17.2 billion in 1981 to $11.8 billion in 1982
and to $7.8 billion in 1983. There are strong indications that
viable investment opportunities exist in developing countries but
that investors tend to avoid these opportunities because of con-
cerns about risks which are basically of a non-commercial or
political nature. MIGA is designed to overcome this obstacle
to increased investment flows by providing insurance protec-
tion and contributing to the overall improvement and stabiliza-
tion of investment conditions in host countries.

Although the idea of a multilateral investment guarantee
facility is not new, MIGA differs from earlier proposals in five
main areas :

(i) While previou‘s concepts focussed exclusively on guarantee
operations, MIGA will provide a broader forum for inter-
national policy cooperation among capital-importing coun-
tries, capita-exporting countries and foreign investors. In-

—_—32 —



Dr. Ib. F.L Shihata : Multilateral Investment Guarantee Agency 263

vention for transmittal to member Governments of the Bank
and the Government of Switzerland, and inviting these Govern-
ments to sign the Convention. Signatures of the Convention
commenced forthwith (Ecuador, Korea and Turkey signed on
the same date the Convention was opened for signature) and
Senegal signed a few days later.

The Convention will enter into force upon its ratification
by at least five Category One countries and fifteen Category
Two contries?, provided that these countries subscribe to at
least one third of MIGA’s capital (approximately $§ 360 million).
In view of the relatively lengthy ratification procedures of many
countries, it may be some time before the Convention enters into
force. To enable the Agency to commence operations immedia-
tely after the Convention’s entry into force, the Governors have
authorized the President of the Bank to convene a committee of
the signatory States to prepare for consideration by MIGA's
governing bodies the initial draft by-laws, rules and regulations
needed to initiate the Agency’s operations.

The Bank’s sponsorship of MIGA's establishment falls within
the Bank’s objectives of facilitating the investment of capital
for productive purposes and promoting private foreign invest-
ment‘, Consistent with these objectives, the Bank sponsored
the establishment of the International Finance Corporation® and
the International Centre for Settlement of Investment Disputes
(ICSID)¢ and recently further developed its cofinancing techni-

(3) Under the Convention, countries are classified for voting purposes
as belonging to either Category One or Category Two. Countries listed
under Category II are also defined as ‘“developing countries” for the
purpose of the Convention.

(4) See Article 1, paras. (i) and (il) of the Bank’s Articles of Agreement,
2 U.N.T.S. 134.

(5) See Articles of Agreement of the International Finance Corporation,
264 U.N.T.S. 117.

(6) The ICSID Convention, 275 U.N.T.S. 159, along with the text of the
World Bank Executive Directors’ Report thereon, is reproduced in 4
Int’l. Legal Materials 524 (1965).

Recent studies of ICSID include, Broches, ‘“The Experience of the
International Centre for Settlement of Investment Disputes” in Inter-
national Invesment Disputes : Avoidance and Settlement 75 (S. Rubin
and R. Nelson ed. 1985), and Soley, “ICSID Implementation: An
Effective Alternative to International Conflict”, 19 Int. Law. 521

(1985).
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The initiative to create a globally operating investment
guarantee agency under the Bank’s auspices was resumed by
the President of the Bank, Mr. A. W. Clausen, in his first annual
address before the Bank’s Board of Governors in September 1981.
After extensive studies and discussions within the Bank on the
desirability of a multilateral investment guarantee scheme, a
concrete proposal was devised and circulated to the Bank’s
member governments in May 1984.

On the basis of this proposal and in the light of the com-
ments received, the Bank’s staff prepared a first draft Conven-
tion and submitted it to the Bank’s Executive Directors in Octo-
ber 1984. The staff subsequently held consultations with mem-
ber governments of the Bank, both individually and in groups,
as well as with business and professional associations and inter-
national organizations. As a result of these consultations, the
interest in and support for, the proposed MIGA broadened con-
siderably. The draft Convention was revised in the light of the
consultations and a second draft was circulated to member
governments on March 8, 1985.

At its April 1985 meeting in Washington, D.C., the Joint
Ministerial Committee of the Boards of Governors of the Bank
and the International Monetary Fund on the Transfer of Real
Resources to Developing Countries (the Development Committee)
endorsed the Bank's efforts “to reach an understanding among
governments for the creation of MIGA on a voluntary basis”.
From June to September 1985, the Bank’s Executive Directors
met as a ‘“Committee of the Whole” under the chairmanship of
the Bank’s Vice-President and General Counsel in order to dis-
cuss the March 8, 1985 draft Convention. Assisted by experts
from member governments and by a drafting team from the
Bank’s Legal Department, the Committee of the Whole succeeded
in formulating a revised draft Convention on September 15,
1985 after twenty sessions of vivid and at times heated dis-
cussions. '

After its formal approval by the Bank’s Executive Directors,
this draft Convention was submitted to the Bank’s Board of
Governors for consideration at its Annual Meeting in Seoul.
There the Governors adopted a resolution approving the Con-
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THE MULTILATERAL INVESTMENT GUARANTEE
AGENCY (MIGA)

. By
IBRAHIM F.I. SHIHATA*

1. Background to the Inmitiative

On October 11, 1985, the Board of Governors of the Inter-
national Bank for Reconstruction and Development (the Bank),
at its Annual Meeting in Seoul, opened for signature a conven-
tion establishing a new international development institution,
the Multilateral Investment Guarantee Agency (MIGA)!. MIGA
is designed to encourage the flow of investment to and among
developing countries by issuing guarantees against non-commer-
cial risk and carrying out a wide range of promotional activties.

Early initiatives to create an international investment gua-
rantee facility emerged in the 1950s and the concept was discus-
sed in the early 1960s in various international fora, such as
the Bank, the Organization for Economic Cooperation and Devel-
opment, the Inter-American Development Bank, the United
Nations Conference on Trade and Development and the European
Community. While none of these earlier initiatives material-
ized, a regional agency, the Inter-Arab Investment Guarantee
Corporation, was established in 1974 and has been operating
successfully since then?.

#* Vice President and General Counsel of the World Bank; text is based
on a lecture by Mr. Shihata before the American Branch of the Inter-
national Law Association, on November 2, 1985.

(1) This Convention (hereinafter referred to as the “Convention” or ¢“MIGA
Convention”) will soon appear in Intermational Legal Materials and, ~
in early 1986, in the first issue of ICSID Review - Foreign Investment
Law Journal. :

(2) See T. Meron, Investment Insurance in International Law 30-37
(1976), on the previous efforts of the World Bank towards the estab-
lishment of an International Investment Insurance Agency; Shihata,
“Arab Investment Guarantee Corporation - A regional Investment
Insurance Project”, 6 J. World Trade L. 185 (1972) on the Inter-Arab
Investment Guarantee Corporation; and Voss, The Protection and Promo-
tion of European Private Investment in Developing Countries -
An Approach towards a Concept for a European Policy on Foreign
Investment”, 18 Common Mkt. L. Rev. 363 (1981) on the discussions
in the European Community.
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election however will result in a victory for the Likud, construc-
tion of settlements in the Occupied Territories will be drastically
increased no matter what the financial burdens to the Israeli
economy be.

Based on cost-benefit analysis as well as political factors,
it does not seem that the future of the Occupied Territories
will be decided upon in the near future.
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However, the countryside will remain overwhelmingly Arab
(86 %). The result will be a tribal map of alienated enclaves
which could easily become points of friction. A dual system
exists and is not expected to change. Jewish and Arab locali-
ties are subject to separate and unequal conditions administra-
tively, politically, judicially, economically, and socially. Israel
will continue the administrative, political; and welfare state
system whereas the Arabs will remain under a military govern-
ment and discriminated against. Finally, in the 60 km long,
20 km wide area along the Mediterranean coast near Tel Aviv,
the vast, almost homogeneous Jewish The Tel Aviv area con-
tains one-half of the Jewish population and three-fifths of Israel’s
industrial plants. It is a possibility, though unlikely, of poten-
tial ethnic friction.

Conclusion

To conclude, cost of the settlement policy in the Occupied
Arab Territories may be divided into two separate categories.
A cost to the Arab inhabitants in particular and a cost to the
State of Israel. The first category includes the cost of displac-
ing- the Palestinians leaving the area as a direct consequence of
Israeli settlements and thus the social and economic cost of
the forced change in the demographic fabric of the Occupied
Arab Territories. It also includes the value of expropriated
Arab land used by Israeli settlers or for road constructions or
other such facilities in the process of implementing the policy
of Israeli settlements on Arab land. In addition, the loss of
revenues which Arab inhabitants derived from the utilization
of their expropriated land in agriculture, industry, trade or any
other use. Obviously such costs to the Palestiniang as a result
of Israeli settlement will have a multiplier direct and indirect
effect. Nevertheless, they represent a benefit to Jewish settlers
and the Israeli economy. The second category is the cost to
Israel itself in terms of budgets needed to be allocated for the
- implementation of the Israeli settlement policies. The Israeli
economy in its current severe troubles will have the greatest
impact on settlement policy. As long as the United States
does not step up its economic aid to Israel, its budget restrictions
will slow down the pace of settlement construction. If the next
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By the year 2000, Ariel will become a bedrocom community
of 175,000 professional and technical people. Despite the great
differences in living conditions between the two settlements,
Ariel receives the same benefits and aid as Qiryat Shemona.
For example, Ariel receives the same subsidized mortgages and
industrial aid as the stricken settlement to the north. The
Israeli government provides up to 75 % financing for new in-
dustries in both settlements. The bottom line is that ever,
suburbanite that moves to settlements like Ariel competes with
settlers in towns similar to Qiryat Shemona for scarce resources.

As for the future of the Israeli settlements, the target of
the WZO and the Israeli government is to settle 100,000 Jews
in 165 settlements by the end of the century. Most crities
state that this will be impossible since growth is expected to
average 3000 families (12,500 people) annually unless construc-
tion around the metropolitan areas is accelerated. Settlements
in the rift and massif region will continue to develop slowly to
5500 families (23,000 people) by 1990. The major settlement
concentration will be in the metropolitan areas of Tel Aviv and
Jerusalem where 23,000 families (100,000 people) could be set-
tled with an accelerated program by 1990.

Benvenisti has predicted that in 1990, the Occupied Ter-
ritories’ demographics will have the following shape. In the
Jordan rift and the eastern slopes of the highlands, the area
will remain sparsely populated. A total of 4500 Israelis and
33,000 Arabs (with an annual growth rate of 29%) will be set-
tled in the area. There will be some local conflict over water
resources but the area will be used predominantly as a defensive
zone and for military training. The mountain massif, a narrow
strip 100 km long and 10 to 20 km wide from Jenin to Hebron,
will be densely populated by 500,000 to 550,000 Palestinians and
will be built up heavily. There will be ten to 25 permanent
Israeli settlements with 20,000 Jews (3.5 % of the population).
Israel will control all of the natural resources and will be the
only legitimate authority in the area. The most likely result
will be ethnic friction, especially from the settlers that tend to
be Zionist zealots. In the 15 km radius around Jerusalem, there
will be a small Jewish minority of 56 9% based in West Jerusalem.

— 26 —



ISRAELI SETTLEMENTS
L T
2w A e
v .Nwh\'\ PN ¢
MAP SHOWING ISRALLI SETTUEMENTS IM‘._'“'--"- N .o n
s g See . . *
ESTABLISHLD, PLANNID LEBANON ', NS Ramart S
OR UNDER CONSTRUCTION \ 14 Obems
1aia,
IN THE TERRITORIES OCCUFRIED IN JUNE 1967 ! Loew S
' aemGoten® a0
Golsn Yerghn 19 e’ 'I
* Tuseh wiisment wert Bank  4)% e -l ar Shitga u
. r..:. Sui 18 ~ AN __l’ 5 n‘:-:n-. -
| Flareret witlsment o whith e name o foen quan - - A GOLANrw, -
1 rolargnce e { 1 el o hd
e et b ! \ | frrm e fover 7w ]
l, uwcm..
vt ¢ .
Farn oS s Fupuerrnn of the thrcnpurt o
[ )
. " - [
-2 T 7
s v ™ . m-
+
”
N
e -~
T wmim e e D,
R
I‘ [OF R WY .:t\.-::l.»..
/ LY TESSY it
s o pore,
[Tuttann S0 ¢ O

MEDITERARANLAN SLA

7, n
. R e TR P
.,-B]M Y
3 ‘-1,...} ® N dpe ard ¥
00  aadsuire] Agpmer

.
T
(oo Y LMk st Rere GH ey
In.'-m.ml B : < JORDAN
\ B » Ehopem
TEL AVIV \‘n-—-r '. lIEE :-u:": N A
Y I B o, . ot LI ) -
- et Ak 2 G -
7 o WEST BANK Rotk Aght™
u “Otn 4 Kobw Ho'won ITOREN 3
A ;mu—. D..q(l;.."" ofedo M2
To PRoret £ pos Wowem O Romatah © Fioe m
le Vou r-hu. Jeruho

Coet Zoou 8 Aunt

R O Musre Yoahe
= ..-B Tod o Wyimms 3
144 L2

ISRAEL

rly bt O
v tort e

A vpvung
oo Lochd ) & Mo bar ds Asina

v i -
Source : United Nations, General Assembly, Report of the Special Committee
Practices Affecting the Human Rights of the

to Investigate Israeli
Population of the Occupied Territories (New York, 1983), p.137

— 25 —



256 L’EGYPTE CONTEMPORAINE

domestic lobby composed of those who settled in the new su-’
burbs of the West Bank or those with economic interests there.
The Suburban Plan has a much better chance of success than
either the Allon or Gush Emunim Plans had. It does not rely
- on a depleted pool of ideologically motivated settlers nor does
it rely on an accelerated growth of the Israeli population through
increased immigration (this growth is not expected to occur).
The plan depends solely on continued suburbanization which is
expected to last through the 1990’s. The main constraints are
presently in available housing, cheap mortgages, and road con-
struction.

The Suburbia Development Plan calls for 17,618 housing
units in the metropolitan areas by 1986. This would require
construction at a rate of 4000 units annually and many experts
consider that too high. Approximately 3000 new units per year
would be the absolute maximum possible. Roads are of para-
" mount importance in “order for the plan to work. These roads
must allow for easy access and fast commuting between the
metropolitan areas and new settlements. The plan calls for the
construction of 400 km of new roads (with 216 km within the
metropolitan areas) within four years. Again, experts believe
this goal has been set too high. In 1981, only 133 km of roads
were completed throughout the whole of Israel.

The problems of Israeli settlement development become
readily apparent when one compares one of the Allon type set-
tlements with one of the Suburban settlements. Qiryat Shemona
is located in northern Galilee. It was built in 1949 on the kib-
butz concept to house the massive influx of Moroccan Jews and
to help create a Jewish majority in Galilee. The population of
Qiryat Shemona is 15,000 inhabitants today and the settlement
is far from being stable or prosperous. Most people hold jobs
in the low-wage sector of the economy, especially in light in-
dustry. For every person that lives there today, ten others
have moved away since it was founded. Another settlement is
Ariel in the West Bank. It has 360 families there today but
another 1000 families are to follow. Ariel is a 45 minute drive
from Tel Aviv and one hour from Jerusalem. There are five
daily bus runs to Tel Aviv. There is a country club there with
an olympic size swimming pool under construction.
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The strategists of this new settlement phase intend to ex-
ploit precisely these centrifugal pulls in Israel’s two metropolitan
areas, Jerusalem and Tel Aviv. Their stated strategy is to
achieve the “maximum distribution of a large Jewish population
in areas of high settlement importance, with small national input
and in a relatively short time, by the realization of the settlement
potential of Judea and Samaria and through its integration in
the nation’s various systems”. The plan is based on two set
processes : the diffused process which results from natural de-
mands and the nationally initiated or supported process. It
demonstrates the change in focus in settlement development in
the central rift and highlands to the metropolitan areas. These
new plans will now account for 82.5 9% of the total settlement
investment, 80 9% of the new housing construction, almost all
of the industrial plants, and 91.6 % of the total commercial and
financial services. This plan calls for an additional 80,00 Jewish
settlers in the metropolitan areas by 1986.

This new development represents a transformation of Israel’s
value system from the original ideologically motivated Zionist
settlers. Today Israel is a Western consumer society pursuing
materialistic values. The Israeli government is more easily able
to draw new settlers into the Occupied Territories by offering
lucrative deals. Apartments are 159% to 259% cheaper that
in Israel. The price of housing is also one-third to one-half
cheaper. The government provides all infrastructure and basic
services free of charge. Home financing in the Occupied Ter-
ritories are equally attractive : 80 % can be obtained in long
term loans (some on a never-never basis where as long as one
lives, one does not have to repay). The government would give
$ 20,750 per unit for Israelis who lack housing in the form of
$ 3000 as a grant, $ 2250 as an unlinked mortgage, $11,750 as a
mortgage without interest, and the remainder at 5.7 % interest.
The quality of life and the level of services will be better in
the new settlements than in Jerusalem or Tel Aviv. Finally,
one can be a pioneer without risk.

The Likud strategy was orientated demographically. It is
believed the future will be determined by domestic political strug-
gles within Israel, not from external military or political pres-
sure. The Likud’s settlement objective is to form a strong
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million as 120 km of high tension power lines were installed
In the communications sector, another $ 15 million was laid out
for the telephone network with an anticipated increase in the
budget of $13 million more. There is no firm data regarding
road investment but between 1979 and 1981, 94 km of doads
were constructed. When added to the estimated 200 km of new
civilian roads constructed between 1967 and 1978, a total of
$ 75 million was probably invested. Between 1978 and 1982,
an estimated $ 68.2 million was invested in water works. An
additional $ 55 million was spent between 1967 and 1977 for a
total of $ 123 million. A total of 20 % of the total capital in-
vested by the Israeli government was needed for infrastructure,
land acquisition, and unknown items.

It has been estimated that it costs Israel between $ 120,000
and $ 150,000 for each Jew settled in the Occupied Territories.
Israel plans for budget allocations of $ 200 million per year to
continue the settlement projects. Yet Israel is planning on
embarking on several other national projects such as the Lavi
fighter-bomber ($2 billion) and the Dead Sea Canal ($1.5
billion). The settlements projects, as well a the entire Israeli
economy, will depend on the continuance of US foreign aid,
at least at its present level.

Suburbia

At the beginning of the 1980’s, Israel was well into the
suburban era. These has been a trend in population away from
the big cities. This began in Tel Aviv in the mid-1960’s and
gained momentum in the 1970’s. Today, out-migration affects
most Israeli cities as suburban towns are springing up within
a radius of 24 km. Most suburbs are dormitory communities,
however, they have been accompanied by industrial suburbaniza-
tion to the north and east. Israeli suburbanization stems from
the same socio-economic factors as in the West. Young, middle
class families flee the congested cities to seek separate homes
with garden and affordable price. Jerusalem began to develop
suburbs in the 1970’s. Until then, the city was confined to by
the armistice lines. However, after the Six Day War, the Israeli
government decided to build large neighborhoods around the city
to “make it indivisible” with Israel proper.
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sector; 159 worked in industrial positions, and 10 9% worked
in agriculture.

According to the planning projections, the total Jewish popu-
lation in the massif region by 1990 should be 2350 families
(10,000 people) in three urban settlements plus another 2000
families (8200 people) in 16 to 20 rural-semiurban settlements
for a total of 18,200 Israelis. Jewish population in the rift
settlements should be 5500 families (23,100 people) by the end
of the decade. However, experts state that these numbers are
far too optimistic. Even the scaled down WZO Plan for 1983-
86 revised down their figures to 7045 families in 99 settlements
by 1968.

The Gush Emunim plan met a fate similar to the Allon
Plan. It did not prove successful because there was a lack
of ideologically driven settlers who were ready and willing to
move from Israeli cities to live in small, remote, and isolated
settlements.

Public Financing

At this point, it is helpful to examine the degree of financing
the Israelis have spent on their settlement program in the Oc-
cupied Territories. It is quite difficult to compile accurate
public expenditure data. The total public capital investment on
civilian projects in the West Bank amounted to $ 1.5 billion be-
tween 1967 and 1983. Approximately $ 750 million was spent
under the Labor government (1967 to 1977) and $ 805 million
was expropriated by the Likud government. The heavy military
capital investment in the Occupied Territories is confidential and
cannot be estimated accurately.

By breaking down the various sectors, the Israelis have
spent their investments in the following manner. In the con-
struction sector, 12,400 housing units were built or under con-
struction by 1984 at a total cost of nearly § 700 million. In
industry, the cost of investment was § 328 million by 1983. The
estimated cost per dunam of industrial land was $ 260,000. The
total cost of agricultural investment was $ 55 million in 1983.
The estimated cost of electrification of the West Bank was $ 15
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ing from the National Religious Party, gave in eventually to
Gush Emunim. By the May 1977 elections, the Gush Emunim
settlements had been built with the support of the military.

The Gush Emunim settlement plan called for the establish-
ment of 60 settlements in the central massif and western foothills
of the West Bank. After 1977, the plan became official policy
of the WZO Department of Settlements. The Drobes Plan
(1978, 1980, and. 1981) articulated the settlement strategy of
Gush Emunim and the Likud. It called for a dense chain of
settlements across the central massif which would serve as a
reliable barrier against Arab armies in the east. The adop-
tion of the Gush Emunim-Likud settlement strategy marked a
departure from the Labor policy of territorial compromise and
the traditional concept of the pioneer settlement. Allon settle-
ments were committed to manual labor and an agrarian lifestyle.
The Gush Emunim settlements were semiurban, commuting, half-
open yishuv kehilati that were to be merged into urban settle-
" ments and become dormitory suburbs. Gush Emunim was also
eligible for = Zionist financed support and settlers could
receive grants and cheap loans for settlement construction. Aid
would continue until the settlement reached self-sufficiency
(which sometimes never happened) and then would pay the
loans back.

Between 1977 and 1978, 24 Gush Emunim settlements were
constructed but the trend was on the decline the flowing years.
In 1979, four were built following by three in 1980, and nine in
1981, Of these settlements, 22 were yishuv kehilati and six
were urban suburbs. Twenty-two settlements were constructed
in the central masgif. Investment in the Gush Emunim settle-
ments were as follows : between 1978 and 1983, total invest-
ment in the Jordan rift was $ 66.9 million and $ 123.7 million in
the West Bank. The total investment in settlements, for the
decade was $ 231 million with most of the cash flowing between
1978 and 1983 - $205.3 million or 88.7%. By kehilati, three
were the nuclei of towns, and two were Nahal. The total number
of families was 1350. The composition of the labor force under-
lined the trend away from the traditional kibbutz. Gush
Emunim settlers tended to be white cellar workers with high
educations : 36 9% were employed as educators and in the public
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the Israeli population should reach 4500 people in the Jordan
Valley. The total Arab population in the area (Jericho and
seven villages) was 28,000 in 1982,

Allon Plan settlements were also established in southern
Judea. By 1983, four settlements and seven Nahals were "set
up with 100 families living in the settlements. The Southern
Judea Regional Plan calls for 19 settlements with 620 families
in the future. However, problems exist 'with the climate, the
lack of cultivable land, and the close proximity of the Arab
villages. ‘

The Allon Plan petered out for one major reason. Ideolo-
gical settlers favored by Zionist visions were in short supply
for these settlements. Living off the land is a hard life that
makes it very difficult to attract settlers. Despite the generous
financial incentives to settlers and enormous investment, these
settlements have now been assigned a low priority by the gov-
ernment.

Gush Emunim Settlements

When the October 1973 war began, there were 17 settlements
in the West Bank, 13 in the rift valley, and four others. The
resulting political upheaval in Israel and the disengagement talks
with Egypt and Syria led to a temporary halt in settlement con-
struction between October 1973 and October 1975. The Rabin
government embarked on a new, ambitious settlement program
after the second set of disengagement talks with Egypt. The
new plan has confined originally to the territory marked out
by the Allon Plan but encouraged the development of satellite
towns 15 km around Jerusalem.

The main driving force of the 1975 to 1977 setlement prog-
ram was Gush Emunim (Settlement Vanguard). It was founded
. in February 1974 with the objective to settle all parts of
Eretz Israel. Gush Emunim is made up of right-wing nation-
alists and ultra-orthodox religious groups and received the sup-
port of the Likud Party. Gush Emunim set up illegal settle-
ments in central “Samaria” in June 1974 that had to be removed
by the army. Over time, the Rabin government with strong urg-
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Allon Settiement Plan

The initial Israeli settlement phase was baged on the strategy
and political concept embodied in the famous Allon Plan. It
was submitted tentatively in July 1967 and the plan was approved
by the Israeli cabinet in June 1988. The plan was conceived as
a gettlement strategy, not as a formal political territorial plan.

. The Labor government left the door open for future terri-
torial compromise with the Arabs. Allon argued that the per-
manent borders of Israel must be defensible from a strategic
point of view and had to depend on topographical obstruction
 to withstand modern armies. As a result, these security bor-
ders had to become the political borders. To achieve this end,
Jewish settlements had to be created in these areas. Allon sug-
gested that the Israelis annex the 10 to 15 km. (later increased
to 20 km.) strip of land that ran through the Jordan Valley to
the Dead Sea, the wilderness of “Judea”, the uninhabited parts
of the Hebron Mountains, and the Etzion Block.

The Labor government supported this plan and called for
the establishment of kibbutzim and moshavim in the designated
areas. These early settlements were based on agriculture and
light industry. In the Jordan valley, Nahal outposts were estab-
lished in 1968. By 1971, ten settlements were built and within
five years, two chains of settlements were established. One
chain was set up on the rift bed and the other on the western
slope of the Jordan Valley. A total of 14 moshavim, six kib-
butzim, two Nahal, and one moshav were built. All of these
settlements were farms and produced winter vegetables, bananas.
citrus, and flowers. The total national investment in these
settlements was between $ 100 million and $ 120 million, of which
$ 83 million was spent between 1974 and 1983. Yet these set-
tlements are deep in debt as ten moshavim needed consclidation
funds in 1981-82. These settlements had a population of 425
families (1800 people) in 1975 which had remained essentially
the same in 1981, The population did increase to 700 families
by 1983. The average growth rate was 6.6 % from 1977 to 1983.
The Jordan Valley Development Plan calls for 970 families by
1968 and 1450 families by 1991. However, with the actual
growth rate, the 1986 target will not be reached until 1992 when
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The rural-semiurban category can also be broken down into
three distinct types : the yishuv kehilati, the kibbutz or moshav,
and the mercaz ikhlus or settlement center. The yishuv kehilati
is a nonagricultural cooperative settlement established by the
World Zionist Organization (WZO). The WZO provides its in-
frastructure, housing, and basic industries. The settlement is
then handed over to a settlement group that forms a coopera-
tive with its own internal regulations. New members must be
approved and go through a year trial period. Employment for
the settlers is found outside the settlement. Clusters of yishuv
kehilati are planned to form a kiriya. Each yishuv kehilati has
a planned population of 200 to 300 families or 800 to 1200 people
and an area of 400 fo 800 dunoms. These seftlements are as-
sociated with the Gush Emunim settlement movement (Amana).
The kibbutz or moshav is an agricultural cooperative based on
the traditional forms of rural settlement. They are all based
on agricultural or industrial production with on-site production .
facilities and collective ownership of the means of production.
Their planned size is from 80 to 160 families (350 to 650 people)
for built-up areas similar to the yishuv kehilati. The kibbutzim’s
cultivated area ranges from 3000 to 5000 dunoms. They are
associated with agricultural movements and have ties with var-
ious national settlement movements with support from the WZO.
A mercaz ikhlus or settlement center is an undefined housing
estate that is planned to form the nucleus of a group of settle-
ments. When a sufficient number of settlers are gathered, they
decide on the type of permanent settlement they will develop.

The last category, the Nahal, can be characterized simply
as paramilitary outposts. Armed settlers set up.the nucleus of
a settlement in hostile territory and develop a community over
time.

Phases of Israeli Settlement

Jewish settlement of the Occupied Territories can be des-
cribed as occurring in three phases or waves. The first was
called the Allon Plan and lasted roughly from 1967 to 1973.
It was followed by the Gush Emunim settlements which took
off in 1975 and lasted until the early 1980’s. The final phase,
which began in the 1980’s and is still underway, is based on
suburban development.
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industries in the West Bank was $ 328 million with government
participation of $ 400 million. Thus, an investment of $ 50
million per year for the new industrial parks will seem quite
modest. The new parks will be located within 15 miles of the
Israeli industrial belt and receive assistance at the highest level.
This means easier access to work for Jewish settlements in the
West Bank and also a gradual suburbanization of industry itself
in the West Bank.

ISRAELI SETTLEMENTS

By September 1983, 106 Israeli settlements had been estab-
lished in the West Bank and the Gaza (but excluding East Jeru-
salem). Of these, 98 were located in the West Bank (15 were
Nahal or paramilitary settlements) and the other eight were situa-
ted in the Gaza. By the Summer of 1983, there were 12,731
housing units in the Occupied Territories either occupied, va-
cant, or under construction. A total of 12,427 were built in
the West Bank and the remaining 308 were constructed in the
Gaza. The number of families settled in the West Bank by
September 1983 was 6000 (or 27,500 people) while 200 (900 peo-
ple) were living in the Gaza. Jewish families' tended to be
scattered throughout the West Bank region while the Jewish
population in the Gaza were clustered in the southwest coastal
area,

Israeli settlements can be put into three types of categories :
urban-suburban, rural-semi-urban, and paramilitary. The urban-
suburban category can be further broken down into three sepa-
rate types: cities, kiriya (towns), and toshava (suburbs). A
city can be described as a strong urban community that serves -
as a regional, industrial, service, and cultural center. Its popu-
lation is made up of over 10,000 families or 42,000 people and an
area of 7000 to 15,000 dunoms. A kiriya or town is an urban
center made up of 3000 to 5000 families (12,000 to 20,000 people)
and is designed as a subregional service center with low-density
housing. Its area runs between 2500 and 5000 dunoms. A to-
shava or suburb is a satellite neighborhood which serves as-a
commuter dormitory with minimum local services but good access
to major metropolitan areas. It is made up of 500 to 2000 fami-
lies or 2500 to 8500 people and has an area of between 500 and
2000 dunoms.
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standard of living in the West Bank, Palestinian industry will
decrease. West Bank industry, like agriculture, is caught bet-
ween a hammer and an anvil. Jordan prohibits the importation
of textiles, stones, detergents, and pharmaceuticals : in public
due to the Arab boycott while, in fact, implemented to protect
infant Jordanian industries. Unlike Israeli industries, West
Bank firms receive no government assistance, no development
of infrastructure, and no subsidies, credit, or any other support.
Palestinian industry is dependent on and controlled by the Israeli
and Jordanian sectors. These sectors are developing very rapid-
ly and could wipe out any future growth of the West Bank
industries. If industrial growth does occur in the West Bank,
ti will be Israeli, not Arab.

Jewish Industries in the West Bank

By 1983, six Jewish industrial parks had been constructed
in the West Bank. In these plants, a total of 2500 workers are
employed of which 70 9% are Jewish. Arabs are employed in
the small, labor intensive establishments located in these parks.
However, Israeli policy is to build only capital-intensive, sophis-
ticated factories in the Occupied Territories. The result is a
minimum need for Jewish settlers to commute to Israeli cities
and also limit Arab employment. These Jewish industries are
.eligible for grants of 30 % and of 409 of their investment at
the real interest rate of 59% (or when linked to the dollar, 6)%).
These plants are entitled to free physical infrastructure and to
short term credit facilities.

In terms of future Israeli industrial projects in the Occupied
Territories, 1982 plans call fo rseven more industrial parks by
2010. These parks will create new jobs for 83,500 workers of
which 25,000 will go to Arabs. In the short term, 8750 Jewish
and 2200 Arab jobs are expected to be created by 1986. The
Israeli planners anticipate a low proportion of Arab workers
in these new industries for two reasons. First, these industries
will be in high technology and capital-intensive thus employing
few blue collar workers. Secondly, high technology plants are
usually defense related and closed to Arab employment. Invest-
ment in the new Jewish industrial parks will be $ 250 million
over the next five years. The existing investment in Jewish
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industrialized. Productivity (value added per worker) in in-
dustry in the West Bank was half the value added per worker
in agriculture in 1980. The total number of workers has re-
mained constant at approximately 15,000 since 1970. These
workers are divided by the following industrial sectors: 22 %
olive oil processing; 18 % textiles; 18 % quarrying; 14 % car-
pentry and tailoring (workshops); 10% food industry; 6 %
metallurgy (locksmiths); and 129% other industries.

In absolute terms, there has been some modest growth in
the industrial sector of the West Bank. Industry has grown at
an average annual rate.of 4.5 9% whereas the rates in Israel and
Jordan are 7.0 % and 8.0 % respectively. There is also a clear
correlation between the West Bank’s industrial growth and
Israeli business cycles. This demonstrates the critical depen-
dence of West Bank industry on the Israeli economy.

The West Bank’s domestic market is the primary outlet
for West Bank industrial products. Twice as many products
manufactured in the West Bank are sold within the territory as
are sold to Israel. There is little penetration of the Jewish
market in finished retail goods except for shoes, textiles, and
furniture. - However, there is a substantial Israeli market for
building material from the West Bank. There is also conside-
rable subcontracting in footwear, carpentry, and clothing which
accounted for 129 of the total industrial revenue in the 1970’s
(though this percentage is now in decline). The Jordanian market
is equally restricted. Total West Bank industrial exports to
Jordan in 1981 did not differ significantly from 1970. The Jor-
danian government’s policy has continued the institutionalized
discrimination of the pre - 1967 period. Jordan favors the few
firms that were established with Jordanian assistance during
their rule. These firms are in the chocolate, samna, and plastic
industries. Only 12% of the factories in the West Bank export
goods to the East Bank.

In terms of future markets, due to decreases in worker pro-
ductivity, the West Bank cannot continue to compete in Israel
and sales to Jordan will continue to decline. Only the domestic
market promises to remain open. Yet despite an increased
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with Israeli interests or put any financial or economic strains
on the Israeli system,

The result has been serious market uncertainty in the QOec-
cupied Territories due to their total dependence on Israeli and
Jordanian trade policies. When Palestinian agricultural pro-
ducts become a threat to Israeli farmers, the Israeli government
takes steps to protect Israeli farmers’ interests. From 1967 to
1971, West Bank vegetable exports to Israel were prohibited.
Plums and grapes are still prohibited for export to Israel.
Winter tomatoes and cucumbers are under Israeli quotas. For
the Israelis, these restrictions and quotas achieve better market
planning and state that ‘these policies are beneficial for the
Arabs since they increase agricultural revenue. Yet the actual
benefit is to the Israeli farmers, not Arabs. Israeli farmers
enjoy minimum price guarantees and subsidies through a highly
developed system of supports. Palestinian farmers, again, do
not enjoy these same advantages and face unfair competition.

The alternative marketing outlet, the open bridge with
Jordan, is also economically important to the Occupied Terri-
tories. Agricultural trade between the West Bank and Jordan
has been maintained at pre - 1967 levels. However, Jordanian
trade policies have been changed recently to protect the thriving
agricultural sector in the East Jordanian Valley.

The Occupied Territories are caught between Jordanian and
Israeli policies. Both sovereign states maintain trade policies
aimed at benefiting their own populations. Palestinian farmers
are treated as both indigenous and aliens, whichever view suits
each state’s self-interest at any given time.

\
Indusiry

Despite the rapid growth in the per capita income in the
West Bank, there has not been a comparable growth in the
industrial sector. Surprisingly, there has actually been a decline
in industrial production. The industrial sector .of the West
Bank’s economy accounted for 9.09% of the West Bank’s GDP
in 1968, 8.29% in 1975, and only 659 in 1980. To state it
simply, the West Bank’s economy can be characterized as hon
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In the Gaza Strip, agriculture has not played as essential a
role as in the West Bank. In terms of GNP, the agricultural
sector has declined from 28.19% in 1968 to 12.3 % in 1980. The
decline in the Gaza’s GDP has not been as drastic. In 1968,
284 % of the territory’s GDP was made up of agriculture and
was 19.2 % by 1980. There was also a definite decline in agri-
cultural labor in the Gaza. In 1969, 33 9% of the total work
force was made up of farmers. Eleven years later, their number
had fallen to 18.29% From 1968 to 1981, the annual rate of
increase in real terms of agricultural production was 9.6 % in
the West Bank and 6.1% in the Gaza.

During the same period, the annual rate of growth in value
added was 9.2 % and 6.3 % respectively. The ratio of output to
labor indicates increased productivity in the agricultural sector.
Before 1967, agriculture made up 25 % of the West Bank’s GNP
and employed 509 of the labor. These statistics were due to
low productivity. Eventually productivity per worker doubled
between 1967 and 1973 in the West Bank and increased rapidly
in the Gaza. This increased productivity was due to several
factors : changes in the methods of cultivation; increased mecha-

nization; technological innovations; increased investment in
human capital; decreases in unemployment; phasing out of mar-
ginally cultivable lands; and replacement of low value crops
with high value cash crops. Simultaneously with increased pro-
ductivity, there was a substantial increase in the income of
rural families. The average income of the rural population in
the West Bank was $ 133 in 1966, $ 666 in 1974, and $ 930 in
1975.

Despite the progress in agricultural production, there has
been no radical change in the resource base. Since 1967, there
has been no marked increase in the overall cultivated area in
either the West Bank or the Gaza. The amount- of irrigated
land increased by only 1% in the West Bank and 5% in the
Gaza between 1966 and 1981. It has been Israeli strategy to
place a freeze on the agricultural resources available to the
Palestinians. Through this policy, the Israelis plant to establish
control over the Palestinian’s growth potential. Arab agricul-
ture has been permitted to develop as long as it did not compete
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the Palestinians quiescent. Discontented or unemployed Arabs
can always go to the East Bank whenever they wish. Econo-
mically, the Israelis receive certain advantages by keeping the
bridges open. The West Bank’s exports provide Israel with
foreign exchange and help cover the West Bank’s and Israel's
trade deficits. In agricultural policy, the open bridges take
pressure off oversupplied Israeli markets which would face great
demand to accept more West Bank produce if ties with the east
were cut.

Exports and Imports

The Occupied Territories have become a major outlet for
manufactured goods from Israel. In 1975, 16% of Israel's
exports went to the West Bank., This total had declined to
104 9% by 1980. However, this market remains very important
to Israel. Israel exports more to the Occupied Territories than
to either the United Kingdom or West Germany. In fact, the
West Bank and the Gaza would make up 60 % of the American
market. The Occupied Territories can be characterized as a
protected market. It is restricted by high tariffs and the rigid
policies of import licensing exclude all products except high pri-
ced, low quality Israeli products. Israeli products have the
added advantage of being subsidized by the government which
also reduces Arab sales by.

Agriculture

Agriculture has been traditionally the most important, stable,
and productive branch of the West Bank’s economy. Agricul-
ture has accounted for approximately 30% of the territory’s
GNP since 1968. In 1968, agriculture was 34.8 9% of the West
Bank’s GNP and remained relatively constant at 29.2 % by 1980.
However, there have been some fluctuations (as low as 21.9%
in 1977) which were due to climatic conditions and to the supply
of available labor in the West Bank, In terms of the West
Bank’s GDP, agriculture has made up the following percentages :
35.1 % in 1970; 36.2% in 1975; 314 % in 1977; and 35.0% in
1980. The number of workers employed in the agricultural
sector of the West Bank has declined in total numbers in recent
years. In 1968, 429, of the West Bank’s workers were far-
mers but by 1980 the number of farmers had shrunk to 30 %.
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The immediate economic goals of the Israeli occupational
administration in 1967 were to open the borders between the
Occupied Territories and Israel and allow the free movement
of people and goods, to keep open the bridges over the Jordan
River by providing ease of movement between the West Bank
and the East Bank.

Open Borders — In principle, the open borders are com-
plete freedom of trade across the Green Line. In practice,
anything from Israel can be sold in the West Bank. However,
the reverse is not true. Manufactures and handicrafts can move
from the West Bank to Israel while agricultural goods operate
under a restrictive licensing system that protects Israeli far-
mers. In terms of Arab employment, the movement of labor
is not exactly free. The Labor Exchange Office (run by the
Israeli Ministry of Labor) puts a ceiling on the number of
workers allowed to cross the border. An army proclamation
also limits the stay of all West Bank Arabs to daylight hours
only unless they agree to be locked in at night at their place of
work.

Open Bridges — In the immediate post-war period, trade
across the Allenby and the Damia Bridges were very impor--
tant. However, trade with Jordan has declined since then be-
cause Israel's protective tariffs have encouraged ‘internal’ trade
between the West Bank and Israel. Jordan has also contributed
to the decline by not permitting West Bank - manufacturing to
cross the Jordan River due to the Arab boycott of Israeli pro-
ducts. Agricultural trade has been legitimized because West
Bank Arabs have protested successfully against a complete Arab
boycott of Israel and the West Bank. Jordan’s position in terms
of trade policy is that before the war, the East Bank received
agricultural goods from the West Bank while blocking industrial
development. The same policy is still in effect today. Amman
accepts agricultural goods from the West Bank but imports
goods only from companies that predate the occupation. As
a result, Jordan still maintains a degree of control over the
West Bank by impeding its development. The bridges also have
a symbolic importance. They are the Israeli’s blueprint for
the future as the bridges remained open during the October
1973 war. They also serve as a safety valve and help keep
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TABLE (2)
Average Annual Growth Rates
of Arab Populations in the Occupied Territories 1922-1981

GAZA STRIP WEST BANK ISRAEL

1922 - 1947 3.8 2.5
1952 - 1961 3.0 0.9 3.5
1961 - 1967 2.5 0.9 4.6
1969 - 1974 2.7 2.4 4.4
1975 - 1979 2.8 1.5 3.7
1980 - 1981 2.7 0.8 3.1

Source : Meron Benvenisti, “The West Bank Data Project”,
p- 2.

TABLE (3)
Development of the Population
In the West Bank and the Gaza Strip 1922-1982

WEST BANK GAZA STRIP
Average Growth Average Growth
Population Rate per Year Population Rate Per Year
Year (Thousands) (Percent) (Thousands)  (Percent)
1922 257.5 28.8
1931 322.2 48.0 5.8
1946 465.8 2.5 41.0 2.7 .
1952 742.3 0.9 © 268.0 (25.0)
1961 . 805.4 0.9 - 2.5)
May 1967 845.0 - 385.0 -
Sept. 1967 595.9 1.4 389.7 -0.7
1970 607.8 2.2 370.0 3.0
1975 675.2 1.5 425.5 1.4
1980 724.3 1.6 456.5 2.2
1982 747.5 476.3

Source : Meron Benvenisti, “The West Bank Data Project”,
p- 2. )
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Economy of Occupied Territories

In spite of the policy of discrimination the Occupied Ter-
ritories had been exposed to, the Palestinian inhabitants had
contributed significantly to their economies through increased
production or earnings resulting from limited exports and remit-
tance from abroad in hard currency. Yet, the Occupied Ter-
ritories are still undeveloped and dependent. The territories have
become an auxiliary sector of the Israeli economy and, to a
lesser extent, of the Jordanian economy. The West Bank and
Gaza have become protected outlets for Israeli manufactured
goods and a source of cheap labor for Israel. The Occupied
Territories’ economy is an example of classic colonial patterns.

TABLE (1)

Projections of Jewish and Arab Populations :
Israel and the Occupied Territories
(in Thousands)

1970 % 1990 % 2010 %

JEWS 2562 64 3400 55 4374 48

ARABS (TOTAL) 1423 36 2816 45 4649 52
IN ISRAEL . 440 895 1466

WEST BANK & GAZA 983 1921 3193

TOTALS 3985 100 6216 100 9023 100

Source : Terrance M. Tehranian, “The Politics of Israeli Policy
in the West Bank”, Middle East Studies, October 1983,
Vol. 19, p. 419.
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ing emigration, the Gaza has a net growth rate of 2.3% to
2.78 975, .

It is interesting to note that the Palestinian population in
the Gaza has increased dramatically in relation to the West
Bank since the 1948 war. In 1946, the population of the Gaza
was only 15 % of the West Bank’s population. But by 1982,
the Gaza’s population had increased to 55% of the West Bank’s
and East Jerusalem’s. This growth was initiated by the influx
of refugees in 1948 to 1949.

On the whole, demographic studies indicate that, sooner
or later, Israel will not be able to maintain a Jewish majority
within its borders as shown in Tables 1-3.

Yet, the Occupied Territories have suffering from a ‘brain
as educated Palestinians have been the majority group of emi-
grant. This was illustrated aptly by the 1975 Kuwaiti census
which showed that 44 9% of the Jordanians/Palestinians employed
there were employed as professors or in the administrative sec-
tor. This was due to Israel’s repressive military rule and the
lack of white-collar jobs in the Occupied Territories.

However, there is ample evidence that the Palestinian popu-
lation may rapidly accelerate because of the dual effect of an
increase in the birth rate and a reduction in emigration rates.
With the decline in oil prices since 1983, jobs in the Arabian
Gulf countries are no longer as available as they used to be
in the 1970’s. Even more importantly, Arab emigration has
tended to decrease as counterforce to the expansion of jewish
settlements. It appears that the Palestinians are willing to
entrench themselves in their homeland no matter what they
will be exposed to under a repressive military rule. Finally,
another factor that reduces the jewish majority even faster
than anticipated whose rate is the decrease in net jewish im-
migration whose rate had been fluctuating war since the 1973
war between zero and 1.0 % per year. However, due to increas-
ed jewish emigration, the Israelis have had a negative immigra-
tion balance in recent years.
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Population

Migration is considered to be an important factor affecting
demographic trends in the Occupied Territories and thus has had
a major impact on the economy of the region.

The actual size of the Palestinian population in the Occupied
Territories is unknown. There has been no official census since.
1967. There are several Israeli projections of the West Bank's
population for the end of the 1980 : the Current Population Esti-
mate states that there were 704,000 Palestinians; the Ministry
of the Interior Population Registration Count came to 887,000
Arabs (though this count is considered the least accurate);
and the Israeli Military Government states that there were’
750,000 Palestinians. These estimates do not include the esti-
mated 120,000 Palestinians that live in East Jerusalem (Decem-
ber 1982) who make up 14% of the combined populations of the
West Bank and East Jerusalem. Since annexation in June 1967,
Fast Jerusalem figures are not included in West Bank data.
The number of Palestinians in East Jerusalem has risen dramati-
cally from 67,000 Arabs there in September 1967.

4

Since the 1967 War, the population growth rates for the
region varied considerably. As of 1981, Israeli Jews have had
a growth rate of 2.79 per year of which 1.5 % is due to natural
increase and 1.2% is due to net immigration. There are ap-
proximately 3.5 million Jews in Israel today. At the same time,
Israeli Arabs are experiencing a growth rate of 3.19% to 3.9%
per annum and their number makes up 500,000 of Israel’s total
population. Their high growth rate is explained by high fer-
tility, low mortality, and no emigration. The Palestinians in the
West Bank do not have anywhere near as high a net growth
rate. Though the Arabs there register a natural increase of
3.0 % per year, there is still a large number of Palestinians
emigrating. Since 1968, 136,500 Palestinians have fled the West
Bank so that the net natural increase minus emigration yields
a growth rate of 1.5 % per year. Historically this rate fluctuates
greatly (as low as .89% annually) due to unequal emigration
waves. The same is true for the Gaza. Since 1968, 90,000 Arabs
have emigrated leaving 500,000 Palestinians in the territory.
The Gaza’s natural growth rate is 4.0% per year so after deduct-
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Since the Israeli occupation of Arab territories in June ot
1967, it pursued a systematic policy of annexation of part of
these territories, namely, East Jerusalem and the Golan Heights
in accordance with the Zionist plan of Eretz Israel, yet in de-
fiance to the Charter of the United Nations - which gave Israel
its birth certificate in 1948 - and contrary to all U.N. resolutions
concerning Arab territories occupied by force by Israel. In the
meanwhile, a second part of these territories has been subjected
to gradual transformation of their demographic fabric through
expropriation of land and the establishment of Jewish settlements
in the West Bank and the Gaza strip. A third part comprising
the rest of Sinai which had not been liberated by the Egyptian
armed forces in the October war of 1973, and was still under
Israeli occupation after two disengagement agreements following
the war, was returned to Egypt with the exception of Taba after
signing a separate peace treaty with Israel.

This paper will focus of the economics of the Israeli settle-
ments in the Occupied Territories within an overall context of
demographic changes, land ownership and the Israeli econo-
my. With mounting severe problems facing the Israeli economy,
uncontrolled galloping inflation, huge foreign debt (the highest
in the world on a per capital fbasis) and misallocation of resources,
the cost of Israeli settlements in the Occupied Territories can-
not be afforded unless it is exceeded by direct or indirect econo-
mic or political gains or unless the United States will further
expand its aid program in support of Israeli settlements in land
heavily populated by Arabs.
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