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Cest pourquoi on peut conclure : que le systéme égyptien
est plus préférable que le régime frangais, car le probléme
disciplinaire est toujours sous les mains des organes judiciaires :
«le parquet administratif et le conseil d’Etats.

Bien entendu, c’est une garantie assurée aux agents publics.

Annexe

Nombre de Magistrats (chiffres de 1986)

Nombre

Directeur (Procureur Général Administratif) 1
Vice-Directeur 9
Premier Substitut Général 36
Substitut Général 90
Chef du Parquet 118
Substitut de classe privilégiée 105
Substitut ’ 101
Substitut Adjoint 116

576
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102 LI’EGYPTE CONTEMPORAINE

L’article 37 a consacré que le directeur du parquet administra-
tif et ses membres ont la qualité d’officiers de police judiciaire
pour la constatation des infractions qu’ils découvrent dans
I’exercice de leurs fonctions. :

13'— Recommandations :

D’aprés la pratique, le parquet administratif fait des recom-
mandations & l'administration qui lui paraissent de nature 2
améliorer le fonctionnement de 'organisme concerné.

14 — Etudes :

Le président de la république peut charger le parquet
administratif de procéder & des investigations ou des études
- auprés des ministéres et des administrations. Chaque ministre
aura également ce droit, en ce qui concerne son ministére. Le
parquet administratif présente un mémoire comportant le résultat
des investigations ou des études a 1’autorité qui I’a chargé.

15 — Rapport :

A la fin de l'année, le directeur du parquet administratif
présente au président de la république un rapport complet sur
Pactivité du parquet administratif, comprenant ses observations
et ses suggestions.

16 — Conclusion :

Le conseil d’Etat, soit en France soit en Egypte, est le
gardien de la 1égalité des sanctions disciplinaires.

Mais la différence entre le régime francais et le régime
égyptien s’installe dans le pouvoir disciplinaire. Cest toujours
en régle générale, le parquet administratif qui fait ’enquéte, met
en mouvement et exerce I'action- disciplinaire et le conseil d'Etat
qui prononce la sanction disciplinaire, tandis qu'en France c’est
toujours le pouvoir hiérarchique. '
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administrative estime qu'il y a lieu de pousuivre le fonctionnaire,
elle retourne le dossier au parquet administratif pour mettre en
mouvement de l'action devant le tribunal disciplinaire compétent.
L’autorité administrative informe le parquet administratif du
résultat de son information, dans les quinze jours de sa décision.

Le président de «l'organisme central des comptes» est in-
formé des décisions prises par l'autorité administrative, en ce
qui concerne les infractions financiéres. Il lui appartient, dans
les quinze jours, de demander la poursuite du fonctionnaire devant
le tribunal disciplinaire, et le parquet administratif saisit le dit-
tribunal dans les quinze jours suivants.

Si le parquet administratif estime que l'infraction nécessite
une sanction supérieure 4 la privation des appointements de quinze
jours, il transmet le dossier au tribunal compétent, en informant
Pautorité dont le fonctionnaire dépend.

Enfin, le parquet administratif exerce Paction disciplinaire
devant les tribunaux disciplinaires. '

11 — Licenciement du prévenu :

L’article 16 a déclaré que si linstruction aboutit 4 de fortes
présomptions de culpabilité, portant atteinte & la dignité de la
fonction, & lintégrité, 4 l'honneur ou la bonne renommée, le
directeur du parquet administratif peut proposer le licenciement
du fonctionnaire sans recourir & la voie disciplinaire. Dans ce
cas, le licenciment a lieu par décret, sur la proposition du ministre
ou du directeur compétents.

12 — Existence d’'une infraction pénale :

Lorsque l'instruction aboutit & l'existence d'une infraction
pénale, le parquet administratif transmet immédiatement le dos-
sier au parquet général, qui poursuivra l'instruction ou la com-
plétera, ¢’il y a lieu.
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présentants sont élus par 'ensemble du personnel et sont générale-
ment des délégués syndicaux.

Mais la commission paritaire n’a qu'un réle consultatif, car
elle émet un avis qui, en régle générale, ne lie pas 'autorité hié-
rarchique qui est libre de suivre cet avis ou de ne pas le suivre.

La grande réforme en matiére de procédure disciplinaire au
début du XXe siécle est & utiliser des conseils de discipline dans
les statuts particuliers des fonctionnaires. Ces conseils se com-
posent de membres extrajudiciaires. Lorsque l'administration
a prononcé la décision disciplinaire contre le fonctionnaire, alors
le Conseil d’Etat a le droit de contréler le fond et la procédure de
lacte administratif, mais il ne contrdle pas la proportionnalité
3 linfraction de la sanction prononcée. En Egypte, autre que
l'autorité hiérarchique qui est libre de prendre une sanction
disciplinaire, il existe deux organes.

a) Le Conseil d’Etat :

D’aprés l'article 172 de la constitution égyptienne, le conseil
d’Etat est un organe judiciaire indépendant chargé de statuer
les différents litiges administratifs et les actions disciplinaires.

Le role du Conseil d’Etat en Egypte commence comme un
contentieux administratif quant au contréle de la 1égalité des
sanctions sur les actes administratifs émanant de lautorité
administrative. Mais d’autre part, son réle disciplinaire exercé
" par les tribunaux disciplinaires commence quand le parquet
administratif intente l'action disciplinaire en déposant les piéces
de Tinstruction et l'ordonnance de renvoi au secrétariat du
tribunal compétent. -

'b) Le Parquet Administratif ;

D’aprés la loi No. 117 du 11 Aofit 1958 réorganisant le par-
quet administratif si celui-ci estime qu'il y a lieu de classer
I'affaire, ou que 'infraction ne mérite pas de sanction supérieure
& la privation des appointements jusqu’a quinze jours, il transmet
les piéces au ministre ou au directeur compétent. Dans les
quinze jours suivants, l'autorité administrative décide le classe-
ment de Paffaire ou applique la sanction appropriée. Si I'autorité
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faire disciplinaire, qui statuera sur le sort des appointements
retenus, soit en privant le fonctionnaire, soit en ordonnant qu’ils
lui soient versés en totalité ou en partie .

Aussitoét linstruction terminée, I'enquéteur en soumet les
piéces au directeur de la section, accompagnées de son rapport
indiquant le résultat de ses investigations, la qualification des
faits et ses conclusions.

8 — Classement de Vaffaire :

Si le parquet administratif estime qu’il y a lieu de classer
I'affaire, il transmet les piéces au ministre ou au directeur compé-
tent. Dans les quinze jours suivants, l'autorité administrative
décide le classement de l'affaire.

9 — Demande d’infliger une sanction par Pautorité administrative:

Si le parquet administratif estime que 'infraction ne mérite
pas de sanction supérieure a la privation des appointements jus-
qu’a quinze jours, il transmet les piéces au ministre ou au directeur
compétent. Dans les quinze jours suivants, Pautorité administra-
tive applique la sanction disciplinaire convenable.

10 — Mise en mouvement et exercice de Vaction disciplinaire
devent les tribunaux disciplinaires :

En France, le pouvoir disciplinaire appartient a l'autorité
hiérarchique investie du pouvoir de nomination (loi du 19 Octobre
1946, art. 62 et ordonnance No. 59244 du 4 Février 1959, article
31).

En particulier, dans le statut général des fonctionnaires, il
y a des commissions administratives paritaires qui jouent un
role qui ressemble au r6le du conseil de discipline. Elles sont
composées par égalité de représentants de l'administration &
laquelle appartient le fonctionnaire poursuivi et de représentants
du personnel de la catégorie & laquelle il appartient. Ces re-
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98 L’EGYPTE CONTEMPORAINE

ministre ou le directeur dont le fonctionnaire dépend en est
informé, sauf les cas oll 'enquéte a lieu sur leur initiative.

Quand il procéde & I'enquéte, le parquet administratif prend
communication de toute piéce entre les mains des ministéres et
administrations de I'Etat. Il convoque des témoins et entend
leurs déclarations sous serment. Il fait application des disposi-
tions du Code de procédure pénale en ce qui concerne I'enquéte
par lintermédiaire du parquet général, y compris les mandats
d’arrét ou d’amener.

Le fonctionnaire inculpé peut suivre en personne toutes les
opérations de 'enquéte, & moins que dans lintérét de l'instruc-
tion il ne soit décidé de la poursuivre en son absence.

Le directeur du parquet administratif, ou le vice-directeur
qui le remplace en cas d'enquéte, peut autoriser la fouille per-
sonnelle et la perquisition domiciliaire des fonctionnaires auxquels
sont imputées des infractions financiéres ou administratives,
si de fortes présomptions de culpabilité justifient de telles me-
sures. L’autorisation est donnée par écrit et ’enquéte est menée
par un membre technique. Dans tous les cas, le membre du
parquet administratif peut perquisitionner les locaux de travail
et autres lieux fréquentés par les fonctionnaires prévenus. Pro-
cés-verbal de la perquisition est dressé, constatant son résultat
et la présence ou l’absence du prévenu.

Le directeur du parquet administratif, peut ordonner la
suspension du fonctionnaire si I'intérét de I'enquéte l'exige. La
suspension peut étre avoir lieu sur la demande du directeur du
parquet administratif ou le vice-directeur du parquet, par arrété
du ministre ou du directeur compétent; si celui-ci n’est pas d’avis
de suspendre le fonctionnaire, il informe le directeur du parquet
administratif des motifs de son opposition, dans la semaine de
la demande de suspension. La période de suspension ne saurait
dépasser trois mois, sauf décision du tribunal disciplinaire com-
pétent.

La suspension entraine l'arrét immédiat des appointements
du fonctionnire, & moins que le tribunal n’en ordonne le paiement
entier ou partiel, & titre provisoire, jusqu'a la solution de 1’af-
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4 — Compéteiices du parquqt administratif :

a) Enquéte. b) Recommandations. c¢) Etudes. d) Rapport.

5 — Mécanisme de I'enquéte :

Pour expliquer le mécanisme de I'enquéte, il faut traiter les
points suivants :
a) Comment saisir le parquet administratif.
b) Comment procéder l'enquéte.
¢) Classement de l'affaire.

d) Demande d'infliger une sanction disciplinaire par l'autorité
administrative.

e) Mise en mouvement et exercice de l'action disciplinaire
devant les tribunaux disciplinaires.

6 — Comment saisir le parquet administratif :

Le parquet administratif exerce sa compétence d’enquéte
comme suit :

11 doit d’abord examiner les plaintes qui lui sont transmises
par les directeurs compétents ou toute autre autorité officielle
concernant les infractions & la loi ou la négligence dans l'ac-
complissement des devoirs de la fonction. ‘

De méme, il doit faire la procédure d’enquéte dans les
infractions administratives ou financiéres qui sont découvertes,
ou celles que les autorités administratives compétentes lui auront

signalées, ou les plaintes que les particuliers ou les organismes
lui adressent et qu'il juge fondées.

. T— Comment procéder & I'enquéte :
Il faut d’abord signaler qu’avant de procéder a I'enquéte, le
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96 L’EGYPTE CONTEMPORAINE

On peut nommer également les membres du parquet adminis-
tratif dans les organes indiqués au paragraphe précédent. La
nomination du directeur (Procureur Général Administratif) a lieu
par ordonnance du président de la République. La nomination
des autres membres a lieu par décret, aprés l'approbation du
Conseil Supérieur des organes judiciaires. Ils prétent serment
devant le Ministre de la Justice d’exercer leurs fonctions avec
conscience et probité.

3 — Agents soumis au régime du parquet adminjstratif :

Sans préjudice du droit de surveillance de I'autorité ad-
ministrative et de son droit d’examiner les plaintes et d’enquéter,
le parquet administratif a compétence en ce qui concerne les
infractions administratives et financiéres commises, quant aux :

a) Fonctionnaires cadrés et hors cadres et les employés.

b) Fonctionnaires et employés des organismes et des établis-
sements publics.

¢) Agents des associations et organismes privés, & déterminer
par décret.

d) Agents des sociétés & la constitution desquelles I'Etat, les
organismes ou les établissements publics ont contribué dans
une proportion non inférieure & 25% du capital ou dont ils
garantissent un profit minimum.

e) Membres des conseils d’administration des formations syndi-
cales constituées selon la loi du travail, ainsi que les membres
des conseils d’administration élus.

Cependant l'article 46 de la loi No 117 de 1958 édicte que
ses dispositions ne s’appliquent pas aux fonctionnaires régis par
des lois spéciales quant & leur poursuite et discipline, comme,
les policiers, les militaires et les professeurs des universités.
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LE PARQUET ADMINISTRATIF
«Etude Juridique de ce Corps Judiciaire en Droit Egyptien»

Par

Dr. Ahmed Rifaat Khafagui
Directeur du Parquet Administratif

1 — Notion générale :

D’aprés la loi No. 480 de 'année 1954, on a introduit pour
la premiére fois, dans le droit égyptien un organe nouveau, ap-
pelé principalement 3 faire 'enquéte, 4 mettre en mouvement et
Iexercice de l'action disciplinaire contre les agents publics.

Cette loi a été substituée par la loi No. 117 du IT Aolt 1958
réorganisant le parquet administratif et les poursuites discipli-
naires.

2 — Magistrats du Parquet Administratif :

Le parquet administratif est un organe judiciaire indépen-
dant, rattaché au Ministére de la Justice. Il comprend un direc-
teur (ayant le rang de ministre), plusieurs vice-directeurs, des
substituts généraux, des chefs de parquet, des substituts, et
des substituts adjoints.

Les conditions de nomination des membres du parquet
administratif sont les mémes que pour les membres du parauet
général. On peut nommer dans ces fonctions les magistrats de
siége et du parquet général, les membres du conseil d’Etat, les
fonctionnaires techniques de la direction du Contentieux de
I'Etat, les membres du corps professoral des facultés de droit ou
qui enseignent le droit dans les autres facultés des universités
égyptiennes.
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6 — Would you have started business in Egypt without the
availability of tax exemption ?

(a) Definitely yes .....oooviiiiiiiiiiiiii
(b) Probably yes .......coovvviiiiiiiiiiiii e
(c) Probably No ........ccooviviiiiiiiiiiiiniiiiieianans
(d) Definitely not ...,
7 — What are the Egyptian government policies favourably
affecting your investment :.
(a) Tax relief to new enterprises.

(b) Favoufable terms for the transfer of profits and re-
patriation of capital ............

(¢) Nondiscrimination against foreign ownership and ca-
pital ............

(d) Establishment of and firm adherence to a national
development plan ............

(d) Other ............

8 — What are the Egyptian government policies that you con-
sider to be detrimental to foreign investment ?

(a) Restrictions on remittances ............

(b) Detailed or burdensome regulation of organization,
ownership and management ............

(c) Excessive red tape ............

(d) Other ............

Thank you very much for your cooperation and time.
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3 — Suppose you are asked to recommend to your board of direc-
tors a new investment proposal in a developing part of the
world such as Asia, Africa, or Latin America. Which
country would you recommend for the investment ?

(a) Name of the country .............c.oiiiiiiiine,

(b) Please list the five most impoftant reasons with which
you would support your recommendation Please rank
in order of importance :

4 — If the law requires that you take local partnership amount-
ing to at least 50 percent ownership, which of the following
arrangements would you prefer ?

(a) Sharing with the government .................................
(b) Sharing with local businessmen ..............................
(c¢) A public stock offering ..........cc.ocoviiiiiii

5 —If in the past five years your company actually initiated but
then dropped proposals for investment (s), please name the
country or countries involved.

(a) Name of the country or countries............c..ccoeevviinnnns

(b) Reasons (Please rank in order of importance)
1—
2
3—
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Possible Determinant extremely highly impor- desi-

important impor.

tant rable

not

impo.

a) Fear of losing a forcign
market. ’

b) Host government’s fa-
vourable attitude toward
foreign investments.

c) Availability of qualified
manpower.

d) Availability of cheap la-
bour.

e) Familiarity with the for-
eign country.

f) Political stability in the
foreign country.

g) Prcsent extent of the
market.

h) Brcadth of the potential
market,

i) Stability of the country’
foreign exchange position

j) Tax incentives in the for-
eign country.

k) Existence of adequate in-
frastructure.

1) Availability of a potential
market for special patents

& licences.

m) Raw materials availa-
bility.

n) Expected high profita-
bility.

@) Availability of capital
from local sources.

p) Availability of industrial
parks and other govern-
ment facilities for produc-
tion.

q) Nther
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To : The Chief Executive

In charge of Foreign Operations in Egypt

i— (a) Please check the type of operations :
(1) Marketing and Sales.
(2) Assembly operations.
(3) Manufacturing.
(4) Research.
(5) Raw Materials Processing.
(6) Other (specify).
(b) Would you please list the other foreign developing
countries in which your company has similar operations:
(1) African countries.
(2) Asian countries.
(3) Latin American countries.
(4) Other.
2 —Following is a partial list of factors which may act as deter-
minants for a business decision to invest in a foreign country
like Egypt. Would you please indicate by a check mark

(V) the degree of importance of each factor to you. Ad-
ditional factors may be added in the space provided (other).
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5 —1If the law requires that you take local parternship amount-
ing to at least 50 per cent ownership, which of the follow-
ing arrangements would you prefer ?

Total responses - 13

Table 5
Type of Answer Total
Number - %
a- Sharing with the government. 2 6.45
b- Sharing with local businessmen 26 83.87
c—- A public stock offering 1 3.22
d- a+b 2 6.45

Dear Sir

I am conducting a survey aiming at identifying the major
important factors which determine the flow of foreign invest-
ment into developing nations. The study. is being conducted
among a probability random sample of foreign firms operating
currently in Egypt. I would be grateful if you could spare some
time to compiete the attached questionnaire. The response to
the questionnaire will be treated with utmost confidentiality.
As a matter of fact there is nothing in the questionnaire (or
in the analysis of the data gathered) that will indicate the
identity of the participating firms.

I will be happy to send you a copy of the final gathered
by the questionnaire.

Thank you very much for your cooperation.
Sincerely Yours

Dr. Awad B. El-Haddad
Assistant Professor of Marketing

P.C. — Please mail the filled questionnaire in the enclosed self-
addressed envelope.

Thank you
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4 —1If in the past five years your company actually initiated
but then dropped plans for overseas investment, please
name the country or countries involved and reasons for
DROFPING plans.

a. Name of country or countries

Total response - 18.

Table 4

Country Total Couny Total
Africa Latin America

Egypt 2 Mexico 1

Nigeria 1 Venezuela 1

Sudan 1 Total L.A. 2

Congo Brazzaville 1 Other

USA 1

Total Africa 6 Canada 1
Asia

Saudi Arabia 1 Total other 2

Oman 1

India 1

Iran 1

Lebanon 1

UAE 1

North Yemen 1

China 1

Total Asia 8 Grand Total 18
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3 — Suppose you are asked to recommend to your board of direc-
tors a new investment proposal in a developing part of the
world such as Asia, Africa, or Latin America. Which coun-
try would you recommend for the investment ?

a. Name of the country.
Total Response - 30.

Table 3-A

Name of Country

Total

Number -

Asia
China
Singapore
South Korea
Taiwan
Malaysia
Indonesia
Saudi Arabia
Turkey

5

2

2
-2
2

2

2

1

Total for Asia

18

609,

Africa
Egypt
Tunisia
Morocco
Nigeria

e S Y

Total for Africa

30%

Latin America

Brazil

Total for Latin America

3.33Y

Other

Pacific Rim
West Indies

Total for other

| 36 SR

6.66

Grand Total

30

100%,
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1-b  Would you please list the foreign developing countries in which

your company has similar operations

Table 1-B
Country No. of Country N. of
companies companies
Asia
Indonesia 5 Libya 2

Singapore 5 Ivory Coast 1
Malaysia 4 Zambia 1
South Korea 3 Zaire 1
China 3 Cameroun 1
Taiwan 2 Ghana 1
India 2 Algeria 1
UAE 2 Morocco 1
Pakistan 2

Surinam 2 Latin America
Saudi Arabia 2 Colombia 5
Jordan 1 Brazil 2
Philippines 1 Venezuela 2
Hong Kong 1 Mexico 3
Srilanka 1 Peru 2
Iran 1 Ecuador 2
Iraq 1 Dominican Rep. .2
Africa Other
Nigeria 4 Fauckland Islands 1
Tunisia 3 Mid Pacific 1
Angola 2
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1-a.—Please check the type of operations.

Table 1-A
Type of Operations Total
Number %

1 — Marketing and Sales. 7 21.21
2 — Assembly Operations. . 2 6.06
3 — Manufacturing 9 27.27
4 — Research — —
5 — Raw Materials processing 3 0.09
6 — \Other

Construction 4

Petroleum Exploration aﬁd oilfield

services 6

Consulting engineering and technical

services 6

Management consulting 3

Hotel ' 2

Investment and Banking operations 1

Total of other 22 66.67
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6th — Present extent of the market.

7th — Tax incentives in the foreign country.

It is to be noted that using different methods of ranking,
these first most important seven determinants are the same,

though not necessarily in the same order.

In addition, a large number of companies who may be pre-
sently initiating plans for possible investment find Asia, espec-
ially the south east part, comparatively more promising. Thus,
it may be concluded that in the immediate future, assuming that
the international investment climate remain substantially un-
changed, Asia is still considered a major recipient of direct in-
vestment from foreign companies especially among the less deve-
loped areas of the world. Among the factors favourably affect-
ing the decision to invest in Asia countries are political stability,
big potential market, growing economies, cheap labour, and gov-

ernment incentives for foreign investments.

The study has examined the investment problems faced by
foreign companies operating in Egypt. The most common prob-
lems are caused by the following : dealing with the Egyptian
bureaucracy, detailed or burdensome regulations on organization,
ownership and management, and restrictions on remittences.
The problems are probably typical of those encountered in all
developing countries although the importance of the different
aspects of a country’s external environment will vary according
to different national markets. The implications for the foreign
companies managers is that they should develop an awareness

of or sensitivity to local conditions.

— 81—
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QUALIFICATIONS AND CONCLUSIONS

Although the Egyptian case is not unique but fairly repre-
sentative of other less developed countries, this was however,
a study of just one country. Furthermore, the method of
sample selection, size and number of responses received were

usually not satisfactory for statistical analysis.

In other words, the size of our sample was insufficient to
use some statistical techniques, notably, Chi-Square analysis to
test, for example, whether there is any difference between the
respondent companies with regard to their nationality, size and
type of activity when making foreign investment decisions; or
whether the determinants of foreign investment as stated in the
questionnaire do play role individually or jointly in the decision

to invest in a foreign country.

Thus, our findings should be considered suggestive rather

than inferential or conclusive.

A main conclusion of this study is that the seven major
determinants of foreign investment by the foreign companies
operating in Egypt are identified and ranked in the following

order :

1st — Political stability

2nd — Stability of the country’s foreign exchange position.

3rd — Host government’s favourable attitude toward foreign
investment.

4th — Breadth of the potential market.

5th — Expected high profitability.

—80 —
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policies affecting foreign investment favourably, and nondiscri-
mination against foreign ownership and eapital comes third.
Establishment of and firm adherence to a national development
plan is considered one of the positive factors to invest in Egypt.

What Are the Egyptian Government Policies Unfavourably Affect-

ing Foreign Investment ?

Answers No. of

Frequencies Percentage

— Restrictions on remittances 14 22.59

— Detailed or burdensome regulation of orga-

nization, ownership and management. 20 32.26
— Excessive red tape 23 37.10
— Other 5 8.05

The results of this question show that the major obstacle
to foreign investment seem to be the ill-contrived service of civil
servants. For a variety of organizational and political reasons,
the performance of the Egyptian bureaucracy is declining sharply
in quality, when the desire to encourage foreign investment
is actually calling for a more innovative, flexible and efficient
bureaucracy. The principal criticism made by investors is the
lack of coordination between various government agencies and
their apparent inability to honor important undertakings?.

Detailed or burdensome regulation of organization, owner-
ship and management is considered one of the main obstacles
to invest in Egypt. Restrictions on remittances seem to be less
of an obstacle to investment. Several respondents also indicate
that delay in decision making, labour law disputes, customs prob-
lems, and lack of information are unfavourably affecting foreign
investment. '

(1) Business International, ¢«Egypt's Opportunities for Suppliers and In-
westors”, July, 1980.
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What Are the Egyptian Government Policies Affecting Foreign

Investment Favourably ?

Answers No. of
Frequencies Percentage

~ Tax relief offered to new enterprises. 20 32.26%
— Favourable terms for the transfer of pro-

fits and repatriation of capital 18 29.04
— Establishment of and firm adherence to a

national development plan 5 8.06
— Nondiscrimination against foreign owner-

ship and capital 17 27.42
~ Other 2 3.22

As was expected, tax incentives offered to foreign investors .
rank highest among favourable government policies. Many
developing countries attract foreign capital by offering incen-
tives’. The fact that two thirds of the World’s foreign invest-
ments has gone to developing countries have to offer extra incen-
tives and privileges.

Egypt is no exception to the general rule. Under the Foreign
and Arabic Capital investment Law No. 43 for 1974, incentives
include : (1) profits will be exempted from various taxes for five
to eight years; and (2) all or part of imported capital assets
may be exempted from custom duties.

It has to be noted that although tax incentives will attract
foreign investment, most foreign companies in this study would
have started business in Egypt without the availability of tax
exemption. .

Favourable terms for the transfer of profits and repatria-
tion of capital ranked second among the Egyptian government

(1) A list of incentives offered to foreign investors by most developing
countries is found in Obstacles and Incentives to private Foreign
Investment (New York : National Industrial Conference Board, 1969).
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and only three out of 33 respondents said they would “definitely
not” have invested. Note that if one expected bias in the an-
swers, it would be toward saying that tax exemption is important,
so as to convince the Egyptian government to continue the
program.

The above conclusion may support the author’s skepticism
of the value of costly concessions designed exclusively to en-
hance profitability - e.g., the tax exemption. A number of other
researchers support the author’s conclusions. These studies
pointed out that contrary to expectations an incentive program
which merely increased the possible profit on a certain foreign
opportunity would not be likely to prove practically effective. They
found that companies do not in practice turn down investment
opportunities because the profit is too small in relation to the
risks of exchange, transfer or unfavourable government action.
Therefore, we doubt that significant additional foreign invest-
ment would result from an incentive that merely stepped up the
rate of profit (Ross and Christensen, 1959; Barlow and Wender,
1955, and Robinson, 1961).

In addition, based upon a recent study (El-Iraqi, 1983), it
was found that the structure of the Egyptian tax holiday may
have a strong bias in favour of projects which are characterized
by short-term, high growth rate of cash inflow, and low cast
of capital, while long term projects (which are needed) may be
neglected. Also, this study demonstrated the ineffectiveness
of the duty exemptions in encouraging foreign investments in
capital-intensive projects.

Based upon the above conclusions, the Egyptian government
should formulate the types of investment incentives that could
direct foreign investment into fields deemed consistent with the
objectives of social and economic development plans.
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bidding on a project often takes a long time - too long for an
official of the home office to spend in the area. The govern-
ment is frequently the ultimate customer in Egypt. Knowledge
of government buying procedures is therefore critical to sellers.
This knowledge, however, is difficult to obtain without local
partners. Finally, there may be continuing problems with quo-
tations, financing, import regulations, and collections that are
best solved by a local representative.

In addition, the fact that only 3.229% indicated a preference
for public stock offering perhaps indicates that either only a
small percentage of the respondent companies are aware of the
existence of foreign financial resources or that the companies
lack confidence in them. On the other hand, it may simply be
a reflection of the underdeveloped nature of the financial markets
in a great majority of the developing countries. Therefore, it
may be concluded that a large portion of the companies in the
study might like to have a local partner when making a direct
investment abroad. This is probably especially the case with
respect to investments in LDC’s.

The foregoing analysis is significant because it indicates
that most of the respondent companies are prepared to make
an investment in a foreign country without necessarily demand-
ing a commanding share in the management of the enterprise
and that they might even like to enter in the developing countries.

The Impact of Tax Incentives on Foreign Investment Decisions
in Egypt:

Egypt, like many developing countries, has offered foreign
investors tax incentives, presumably to stimulate foreign invest-
ment in the country. These incentives include :(1) profits will
be exempted from various taxes for five to eight years: and
(2) all or part of imported capital assets may be exempted
from custom duties.

The author asked the sample of the foreign investors in
Egypt : “Would you have started business without the availability
of tax exemption ?” Seven respondents out of 33 answered,
“definitely yes”; sixteen, “probably yes”; seven, “probably no”;
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panies are becoming skeptical with respect to investment oppor-
tunities in some countries in Asia and Africa as table (4) in-
dicates.

Eight companies dropped plans for Asia. However, as table
3-A shows, 60 per cent of the respondents are currently thinking
about making investments there, which suggests that there is
probably a large number of companies who may be presently
initiating plans for possible new investments in Asia. In the
light of this broad picture, the foreign companies in our study
are beginning to find the Asian investment climate comparatively
less threatening or to put it positively, comparatively more pro-
mising. Thus, it may be concluded that in the immediate future,
assuming that the international investment climate would remain
substantially unchanged, Asia is still considered a major recipient
of direct investment from foreign companies, especially among
the less developed areas of the world. Among the factors favou-
rably affecting the decision to invest particularly in South East
Asia, are political stability, big potential market, growing
economies, cheap labour, and governement incentives for foreign
investment.

Foreign Investment Ownership :

Table 5 summarizes the types of ownership which the foreign
companies in the sample would prefer with respect to their
foreign investments. The table indicates that 83.87 per cent
of the respondents would prefer a local business party. The
reluctance to accept foreign government as a partner as repre-
sented by only 6.45 per cent positive response is understandable
for foreign companies investing in Egypt, for regardless of the
method of entry into the Egyptian market (for example, direct
exporting, sales subsidiary, manufacturing subsidiary), and des-
pite a possible reduction of central marketing control, it is
advisable to deal with an Egyptian partner (Mahmoud and Rice,
1984). Dunn (1979) noted that, because of market and legal
factors, even multinational companies which usually sell direct
in other overseas markets find local partners indispensable in
the Middle East.

Knowledge of local trading practices and customs is often
essential in making a sale. Also, concluding a transaction or
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the same vein, the study indicates that 30 per cent of the com-
panies have made their recent investments in Asia. Most of
these companies have invested in each of the following countries :
Indonesia, China, Malaysia, South Korea, Turkey, and Pakistan.

Table 3-A provides an indication of the current thinking of
the foreign companies with respect to the possible flow of new
investments to the LDC's. It is significant that the largest
percentage of ccmpanies (60 percent) are thinking of Asian
countries for their future investments. The proportion of com-
panies thinking of African countries is 80 per cent. These
figures are significant because the greater degree of emphasis
on Asia as compared to Africa or Latin America, represents a
major departure from the past trend of foreign companies es-
pecially the American foreign ventures where the concentration
was on Latin American countries. Among the individual coun-
tries, China, Indonesia, Singapore, Malaysia, Saudi Arabia and
South Korea in Asia. Egypt, Tunisia and Nigeria in Africa and
to some extent Brazil in Latin America seem to hold the current
interest of the companies.

Table (4) shows that 15 companies, out of a total of 33
respondents, actually invested but then dropped plans for making
investments in developing countries particularly in Asia (7 com-
panies) and Africa (7 companies). The reasons which deter
the respondents companies from investment in the developing
countries are, in order of importance, as follows :

1 — Political instability in the foreign country.

2 — Instability of the country’s foreign exchange position.

3 — Lack of adequate market.

4 — Red tape and bureaucracy.

5 — Unfavourable attitude of the foreign government, especially

unstable laws.

In the light of these main deterrents and knowledge of the
investment climate in Asia and Africa, especially in the countries
mentioned, the foregoing explanation seems plausible. It is there-
fore reasonable to suggest that presently the respondent com-
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Again as noted in the 1st, 2nd and 3rd rank, the first most
important seven determinants are the same except (g), which
is replaced here by (c). This means that the respondents, while
they placed the check marks in question 2, did have exactly
the same orientation as they had when listing the five most
important factors in response to question (3-b).

These conclusions correspond closely with the results provi-
ded by other studies in the field (Basi, 1963).

Type of Foreign Operations :

Table 1-A summarizes the type of operations presently being
conducted by the companies in the sample. It is to be noted
that the largest number of companies investing in Egypt fall
in the category provided (other) in Table 1.A. These activities
include construction (18.18%); oil exploration (22.72%); tech-
nical and advisory services (419%); and hotel and international
finance operations (18%). The second group of companies in
the sample (16 firms) which represent 485 per cent of the
respondents has both manufacturing and sales. Among the
companies studied only 69 had assembly operations and only 9%
had simply raw materials processing operations.

It should be noted that none of the companies studied con-
duct research operations in Egypt. This is a significant indicator
and represents an emphasis on the traditional practice of con-
ducting research on the parent company soil.

On the whole, the above results indicate that most of the
foreign companies, if and when they do decide to invest in
Egypt, go into services projects which include advisory services,
hotel and international finance operations more than manufactur-
ing and sales activities. This means, in view of public policy
making, that in setting entry control, the major objective of the
Egyptian government should be to channel resources availabile
into high priority uses, not to maximize or minimize the aggregate
flows of capital and technology (L.ombard, 1978).

Direction of Investment Activity : ~

Table (1-B) shows that the bulk of foreign companies in-
vestments in LDC’s are in Asia, Latin America, and Africa. In
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Table A.—Cross Table Matching Extremely Important With Most
Important Factor
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It is to be noted that in the 1st and 2nd rankings, the first
most important seven determinants are the same, though not
necessarily in the same order. They are :

1— f. Political stability in the foreign country.
2 — i. Stability of the country’s foreign exchange position.

3 —b. Host government’s favourable attitude toward foreign
investments.

4 —h. Breadth of the potential market.

5 —n. Expected high profitability.

6 — g. present extent of the market.

7— j. Tax incentives in the foreign country.

In the 3rd ranking the same seven determinants are found
at the end of the non-important scale, except for (q), which is
replaced here by (c).

A Reliability Check :

A way to check the reliability of the various determinants
is to compute from each individual questionnaire only those res-
ponses which were marked extremely important under question
2 and were also stated among the five most important factors
under question 3-b. Table A summarizes the results of such
computation.

The above cross table singles out the following seven deter-
minants as being the mainly significant ones in the descending
order : '

1— f. Political stability in the foreign country.

2 —h. Breadth of the potential market.

3 — i. Stability of the country’s foreign exchange position.
4 — j. Tax incentives in the foriegn country.

5 —b. Host government’s favourable attitude toward foreign
investments.

6 —n. Expected high profitability.
7 — c. Availability of qualified manpower.

— 71—
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10 — a. Fear of losing a foreign market.

11 — 1. Availability of potential market for special patents or
licences.

12 — m. Raw materials availability.

13 — p. Availability of industrial parks and government faci-
lities for production.

14 — d. Availability of cheap labour.

Third Ranking :

Also the following ranking of non-important determinant

may be

obtained in the descending order, most non-important

determinants first.

1 —p

m.

Availability of indstrial parks and government facilities
for production.

. Availability of potential market for special patents or

licences.
or

Raw materials availabili_ty.

3 — d. Availability of cheap labour.
4 — o. Availability of capital from local sources.
5 — a. Fear of losing a foreign market.,

6 — k.
7 — g.

h.

3
11— f.

Existence of adequate infrastructure.
Present extent of the market.

or
Breadth of the potential market.

. Expected high profitability.
i. Stability of the country’s foreign exchange position.
or

. Availability of qualified manpower,

Host govlernment’s favourable attitude toward foreign
investments.

or

Tax incentives in the foreign country.
Political stability in the foreign country.
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4 —h. Breadth of the potential market or
n. Expected high profitability.
5 — j. Tax incentives in the foreign country.
6 — g. Present extent of the market.
7 — e. Familiarity with the foreign country.
or
m. Raw materials availability.
8 — c. Availability of qualified manpower.
9 — d. Availability of cheap labour.
or
k. Existence of adequate infrastructure.
10 — 1 Availability of a potential market for special patents
and licences.
11 — a. fear of lossing a foreign market.
12 — o. Availability of capital from local sources.

13 — p. Availability of industrial parks and other government
facilities for production.

Second Ranking :

On the other hand, using a five to one points importance
scale, the following ranking of determinants in the descending
order is obtained as table 2-A indicates :

1 — f. Political stability in the foreign country.

2 — i Stability of the country’s foreign exchange position.
or

j- Tax incentives in the foreign country.

3 — b. Host government’s favourable attitude toward foreign
investments.

. Breadth of the potential market.
. Present extent of the market.

l

I

. Expected high profitability.
. Familiarity with the foreign country.

. Availability of qualified manpower.

© 00 3 & O
0 o B m o=

. Existence of adequate infrastructure.
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2 — Some companies were unable to answer the questionnaire
as they are only representative offices and most of the
questions do not apply to their operations.

3 — A number of petroleum companies have returned the ques-
tionnaire unfilled indicating that their foreign investment
decisions are governed by the location of the natural
resources and only secondarily do other commercial and
economic considerations come into effect.

4 — Some companies are operating in Egypt as contractors not
as foreign investors and therefore the study does not apply
to their conditions.

ANALYSIS

~ The responses to the questionnaire are presented in ‘he
tabulation of results at the end of this paper. It is to be noted
that the respondent companies investing abroad, as indicated in
table 1-B, are making investments predominantly in Asia, Latin
America and Africa. As individual countries, Singapore,
Indonesia, Malaysia, South Korea, and China stand out as being
the main recipients of investments in Asia. In Latin America
Colombia,” Venezuela and Brazil are considered the main .reci-
pients of investments. Nigeria, Tunisia and Angola come first
as investment opportunities in Africa.

Significant Determinants :

Table (2) summarizes the results of the companies responses
with respect to possible determinants. An analysis to determine
a preference ranking of the determinants follows :

First Ranking :
From the Extremely Important column the following rank- -

ing of determinants in the descending order is obtained :

1 —PF. Political stability in the foreign country.

2 — 1 Stability of country’s foreign exchange position.

3 — b. Host government’s favourable attitude toward foreign
investments.
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A subsidiary objective is to obtain the main determinants
for a number of countries which are liable to be the major
recipients of foreign investment by investment companies.

Methodology :

A convenient sample was randomly selected from among
foreign companies operating in Egypt. The companies selected
included American, British, French, West German and Italian
companies. A self-administered mail questionnaire - copy of
which is found at the end of this paper - was mailed to 100
companies selected on a random basis from among Fiani and
Partners, Egypt Investment and Business Directory, 1984 List
of foreign companies operating in Egypt.

Each questionnaire was accompanied by a self-addressed
stamped envelope and a covering letter individually signed by
the author and addressed to the chief executive in charge of
foreign operations in Egypt. Names and addresses of the com-
panjes were taken from Fiani and Partners List. The question-
naires were sent on November 10, 1984. In late December 1984,
a follow-up letter was sent to all 100 companies asking them
to return the completed questionnaire if they had not done so
already.

Unfortunately 67 respondents, which amounted to 67 per
cent of the sample, either wrote that their operations are not
directly related to investments in Egypt or they had decided
not to participate in the survey. This leaves a total of 33
questionnaires, as the good responses, which were substantially
filled out. Although a large number of our sample are not
represented, it is felt however that the data are meaningful
and the conclusions based upon them would be reasonable.

There are some reasons which may explain this low response
rate :

1— A number of companies had forwarded the questionnaires
to their principal headquarters on the grounds that they
are in a better position to answer these gquestions. No res-
ponse has been received from the headquarters.
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market through foreign investment is welcome in the form of
joint ventures with the private and/or public sector. Priority
is given to those projects designed to generate exports, encourage
tourism, or reduce the need to import basic commodities, as
well as projects which require advanced technical expertise
or make use of patents or trademarks.

However, it is to be emphasized that the “Open Door”
policy has not yet produced good economic results on the scale
expected with regard to capital, technology and employment
needed. It is quite clear that the flow of such capital invest-
ment has been inadequate in relation to the demand for it.
Capital, particularly from Western Countries, does not flow
io Egypt in amounts that are in any reasonable proportion to
the general development needs of the country.

According to the latest figures, the amount of foreign in-
vestment capital from USA and the E.E.C. countries has been
dramatically small and short of expectations. The contribution
of American investors arrived only at 4% of the total capital
entering the country, while the E.E.C. investors have participated
only with 5% of the total capital. :

The question may be raised as to why the flow is unorderly ?
What in effect are the factors which determine the flow - of
foreign investments from developed to developing countries like

Egypt ?

Objectives of the Study :

The primary purpose of the present study is to identify
the major important factors which determine the flow of foreign
investments into developing countries as exemplified by Egypt.

The secondary ojbective of the study is to identify the cur-
rent thinking of the foreign companies with respect to the future
direction of foreign investment activity and foreign operations
ownership.

* General Authority for Investment and Free Zones, Statistical Index,
Cairo, 1984.
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DETERMINANTS OF FOREIGN
DIRECT INVESTMENT
IN DEVELOPING COUNTRIES
THE EGYPTIAN SITUATION
By
Dr. Awad B. El-Haddad*

Introduction

One of the vehicles for the development of relatively under-
developed areas is the importation of foreign investment capital.
The problems surrounding this importation are numerous. They
range from the sources of the capital, the manner in which
the foreign capital is to be utilized, the relation between foreign
investors and the host governments, the implications of points
of contact among the socio-political and economic units in
the host environment, and the actual process of attracting
the foreign investment (Di Paolo, 1976).

Egypt is typical of many developing countries and is there-
fore usefully employed as an example. The analysis in this
study is based on an assessment of the “Open-Door” policy
adopted by the Egyptian government in 1974 in an attempt to
solve domestic economic problems by importing capital from
abroad. Since then Egypt is moving slowly towards a more
liberal economic policy. The broad framework of a fundamental
change toward a more open and market-oriented economy was
enuciated a decade ago in April 1974 by the late President Sadat.
The “open door” investment policy of “El-Infitah” (the opening)
was implemented with the passing of Law 43 in 1974, and later
amended in 1977. This policy sets out broad guidelines and
incentives for the entry of foreign capital. Its original intention
was to create a secure investment climate for domestic, Arab
and other foreign investment. The development of the Egyptian

* An Assistant Professor of Business Administration, Faculty of Com-
merce, Assiut University, Assiut, Egypt.
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has shown great personal interest and concern over economic
issues and this concern should be translated into a national
campaign which would secure the support of the masses for
a comprehensive program of reforms that would deal with all
problems at once, according to an appropriate schedule that
agrees with the country’s set of priorities and ensures that the

" lowest income earnmers can benefit rather than be harmed by

the process of adjustment.

South Korea is still classified as a developing country, albeit
in the higher income category. During thirty years of growth,
it has perfected its government machinery which has been capable
of fostering rapid development at negligible cost in terms of the
domestic distribution of income or the interference or dominance
of any foreign interests. This is sufficient evidence of the
potential that exists among other developing countries for achiev-
ing rapid economic development based on efficient economic
management, self determination, and the continuous reappraisal
of what are the country’s goals and priorities.
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Another legacy of the 1970’s is a significantly increased
per capita income with a largely untapped potential for increased
domestic savings in the form of: Public Sector Enterprise
Profits, government direct taxation and household savings. It
is precisely in these three areas that appropriate policies dealing
with relative prices, tax incidence and interest rates would have
a significant impact in boosting national savings and reducing
Egypt’s dependence on foreign assistace.

The mobilisation of savings into productive investments with
particular emphasis on export oriented manufacturing industry
is the second challenge facing Egypt’s policy makers. Throughout
the 1970°’s manufactured exports have stagnated in dollar terms,
in spite of growth in installed capacity for a very wide range of
exportable products. The potential is available for accelerated
expansion of exports both on account of Egypt’s confirmed com-
parative advantage in a large number of sectors®® and because
the response of these sectors to positive export incentives is
likely to be very high after a decade of negative incentives due
to an overvalued exchange rate, bureaucratic constraints and
an overly protective structure of tariffs which biases production
towards the domestic market.

Egypt is also endowed with several advantages in comparison
with South Korea and many other developing countries. Egypt
does not carry the burden of an oil import bill (which stood at
$6 billion for South Korea in 1983), its geographical location
is very favourable in terms of proximity to potential markets
for its manufactured exports and for its incoming flow of tourists.
Egypt does not suffer from a language or cultural barrier vis
a vis one of its largest potential markets — the Middle East —
and its people are also well exposed to the languages and tastes
of Europe and the U.S.A. Moreover, Egypt has been able to obtain
substantial flows of foreign aid (the bulk of which from the
U.S.A.) which are likely to continue over the decade of the
1980’s and which could gradually be chanelled into more of the
productive type of investment projects.

It is up to Egypt’s policy makers to turn the government’s
massive weight in the Egyptian economy (accounting for 40%
of Egypt’s GNP) from a liability to an asset. President Mubarak
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unproductive businesses... The rich made speculative
fortunes overnight which far outstripped what an honest
wage earner could save inalife time. Thus more and
more resources, including some of the nation’s best
managerial talent, were enticed into speculative activi-
ties’®,

These are the circumstances which the Korean government
boldly confronted in 1979 with a most dramatic stabilisation
program which — at the cost of bringing economic growth to
a half in 1980-81 — cured the problem at its roots by the
comprehensive set of measures described earlier. The above
passages highlighting the harmful repercussions of South Korea’s
inflationary situation could be used almost word for word to
describe what Egypt has endured from persistent inflation since
the early 1970’s, and illustrate how such a situation undermires
the country’s continued growth potential.

If one compares Egypt’s prospects for development over
the 1980’s wtih those of Korea in the 1960’s, when Korea
embarked on its decade of unprecedented growth based on the
mobilisation of its domestic resources, one can surmise that
Egypt today is in a much stronger position than Korea then.
Whereas South Korea was starting from a very modest base
in terms of domestic savings, accumulated investments, growth
performance, Egypt has experienced a decade of rapid GNP
growth at 99 per annum, albeit based on the growth of petroleum
and service exports (Suez Canal, tourism and workers remit-
tances) at a combined annual rate of 40%.

Egypt has not taken full advantage of the opportunities
offered by these partly exogenous and temporary foreign ex-
change resources to redress the balance in the structure of the
economy, but one can still say that they have contributed to
an unprecedented level of investment at more than 25% of GNP
over the last decade, which is having a lasting impact on the
rehabilitation and expansion of the infrastructure of the country,
in areas such as power, transport and communications, as well
as industrial capacity.
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of the substantial deficits in the state budget or the balance
of trade, nor the rate of inflation can be reduced without a
package of stringent measures to reform the system of govern-
. ment employment, subsidies, relative prices, interest rates and
- exchange rates and to eliminate the present discrimination
between public and private sectors. The government will also
have to consider imposing a broader and more consistent set
of incentives to encourage the positive contribution of individual
savers, producers and exporters, together with a stricter but
well conceived set of controls to regulate the use of foreign
exchange and bank credit, the flow of foreign investment and
to discourage speculative activity.

The negative short-run and long-run effects of inflation"
on economic activity and on income distribution in Egypt should
not be underestimated. To quote from a thorough analysis
of Korea’s situation of 1977-81 :

“As inflation accelerated, it became clear that
sustained economic growth is simply impossible without
curbing inflation. Weakening export competitiveness,
unproductive activities of businesses preoccupied with
inflationary gains, and the growing frustration of workers
confronting a widening disparity in the distribution of
income and wealth, all indicated that growth potential
was being seriously undermined by chronic inflation’s°,

“... household savers, experiencing accelerated infla-
tion had very little incentive to hold financial assets at
low real interest rates. In pursuit of speculative gains,
much of the excessive liquidity poured into land, houses
and apartments, jewelry, antiques, and even some agri-
cultural products. Particularly pronouriced was feverish
demand for real estate, which sometimes doubled prices
for urban land every year. This overheated situation
stimulated higher inflationary expectations which in turn
further accelerated inflation”s:.

‘“Business were frequently blamed for being preoc-
cupied with borrowing as much money as possible from

banks, only to invest it in real estate or to expand
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reduced protection and that business would have to step up
efforts to improve their efficiency and competitiveness, and also
important was the drive to discourage speculative activity in
real estate by advertising the stiff increases in taxes and other
restrictions and penalties for such unproductive activity. The
government’s package of fiscal policy, monetary management and
exchange rate manipulations was successful in lowering the rate
of inflation from a high of 26% in 1980 (accompanying Korea’'s
first ever year of negative GNP growth) to 16% in 1981, 8%
in 1982 and 2.8% in 1983 (a year when Korea’s GNP growth
rate was back to a high of 9.2%)%.

Egypt’s economic problems are not unsurmountable. There
is every indication that the potential is there for decision makers
to trigger off that series of complementary and reinforcing poli-
cies that will allow the country to regain its economic equilibrium
and get back on the self sustaining road to progress and pros-
perity which every recent government has pursued in vain. That
critical transition will require professionals and politicians to
sit together and recognise the present ills, the necessary
remedies. There is little disagreement in Egypt as to what are
the symptoms of the economy’s disease : an inflated bureaucracy
which drains a good proportion of the government budget via
wage payments and growing subsidies to support that class of
government employees, a resulting budget deficit which feeds
inflation, a widening gap between the rich and the poor, an
inefficient public sector burdened with surplus workers, lacking in
skilled manpower and unable to contribute any resources for
growth, a persistent refusal of the domestic private sector to
veer away from nonproductive activity in the realms of consumer
imports and speculative activity, and foreign direct investment
which has on balance made no contribution to Egypt's develop-
ment.

Policy makers in Egypt are yet to agree on what are the
necessary steps to correct that large set of anomalies. Even
though a welcome attempt was made to reinstate planning, and
even though that 1982-86 five year plan recognises problems,
the series of policy tools which would set about to implement
all of its commendable targets have not been spelled out and the
achievement of these targets is therefore constrained. Neither
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important components of general government employment.
Comparative figures on education have demonstrated that Korea
had far surpassed Egypt as early as 1960 when primary school
~ enrollment had reached 94% for Korea as opposed to only 66%

for Egypt whose enrollment rate was still at only 76% in 1981.
In the area of Health, the figures for Korea imply a far more
balanced distribution of nurses to doctors than the case for Egypt
and a much more evenly distributed range of health services
on a regional basis. Population per physician fell in Korea
from 3,540 to 1,440 in the period 1960 to 1980, the comparable
fall for Egypt was from 2,550 to 970. Although Egypt’s figures
imply a much more favourable situation than Korea’s, the com-
parison of nursing services and infant mortality rectify the
optimistic impression of the state of Egypt’s health services.
Whereas the population per nursing persons fell in Korea from
3,240 to 350 in the 1960-1980 period, that for Egypt fell from
1,930 to 1,500 over the same interval. This remarkable achieve-
ment for Korea has had a marked effect on infant mortality
which was halfed over the period from 78 to 32 per 1000 births,
while Egypt was only able to reduce infant mortality from
128 to 104 over the same period*.

Korea’s extensive bureaucracy has made every effort to
advertise its role, its plans and its policies to the general public.
It regularly communicates to the Korean people its valuable
services in areas as diverse as sending a professional mission
from KDI to advise the Saudi government — one of Korea’s
biggest customers for construction services — in relation to
manpower planning for Jubail and Yanbo, or negotiating special
privileges for Korea’s fishing fleet in the territorial waters of
a West African country in exchange for setting up an infra-
structural or manufacturing project in that country. Since 1981,
the government has embarked on an ‘economic education’ cam-
paign, in order to enhance popular understanding of the current
economic difficulties which the country was then facing and
in order to achieve a broad consensus for the set of tough govern-
ment measures aiming at price stability®s. The education prog-
rams were effective in lowering trade union and workers’ expec-

tations of continued inflation so that they were more willing’

to accept small wage increases, the programs also passed the
message from the government to businesses that there would be

— 52—

.......



Dr. Heba A. Handoussa : South Korean Success Story... 51

employees in each of the General Government (central plus
local) and in public sector enterprises and organisations than
what is predicted for that country according to the patterns
observed in the entire sample of countries. The estimated equa-
tior related the ‘normal’ or predicted level of government employ-
ment as a function of per capita income, population and the type
of economic system (making an allowance for the role of central
planning). The actual level of employment is then compared
-with the predicted level and their rato — International Govern-
ment Employment Index (IGEM) — can be used to identify
the extent of excess or deficient employment in administration,
defence, education, health, ete. -

South Korea’s total figure of 1,176 thousand employees in
general government in 1981 includes its large armed forces which
account for 479% of general government and result in giving
Korea an obviously high IGEM index of 1549, i.e. an excess
of 549% employment over the sample norm. On the other hand,
Egypt’s absolute figure of 1,640 thousand employees in general
government occupations as reported for 1979 does not include
the armed forces and its high IGEM index of 2179 is therefore
an underestimate of the true extent of overemployment in Egypt’s
central and local government.

Although Egypt had not reported the functional distribution
of its government employement across administrative, education
and health, the predicted figures at 18 thousand, 73 thousand
and 41 thousand respectively go a long way in identifying the
extent by which the actual total of 1,640 thousand departs from
the predicted total. *

Comparing Egypt and Korea directly is also an appropriate
exercise in the sense that Egypt should seek to achieve the
standard of Korea’s efficient though relatively extensive bureauc-
racy. It we exclude the armed forces from Korea’'s total employ-
ment in general government and compare it with Egypt’s coun-
terpart, we have a surplus of about one million (1,640 thousand
for Egypt - 623 thousand for Korea) Egyptian employees. To
include another relevant dimension to the comparison, one should
evaluate the relative achievements of the two countries in provid-
ing basic social services (education and health) which form two
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Across the spectrum of Korea’s government and govern-
ment supported agencies, one is impressed by the calibre and
culture of the top management and officials. Salary scales are
among the highest paid for the relevant qualifications and have
therefore attracted the elite of the professional class. Among
the top and middle management administrative echelons one can
sense that there is great job satisfaction which guarantees con-
tinuity of tenure, dedicated effort and full initiative. It is these
cadres which are carrying the responsibility for the country’s
present and future welfare, it is in those offices that critical
decisions are made on a day to day basis, and the government
has ensured that the people in charge are located in the most
comfortable work environment, are suitably rewarded financially
and are respected by society for the positive contribution they
are making to development.

For Egypt unfortunately, the reverse trend has been taking
place since the late 60’s, when the government administration
and its subordinate agencies began to fast lose their traditional
elite in response to the unrealistic salary scales, the worsening
work conditions resulting from overcrowding, the loss of self
esteem and credibility along with the power lessness of any senior
professional to make a decision that will be carried through to
its logical implementation. The general feeling that runs across
Egypt’s. ‘corridors of government’ is one of impotence. No single
individual or group of technocrats can see their efforts yielding
a positive response. Studies are shelved, memorandums are
circulated in a never ending labyrinth of committees and sub-
committees across agency, organisation and government depart-
ment. Egypt’s administrative apparatus is close to paralysed
on account of its sheer size and cumbersome structure. It has
slowly become isolated from the real productive sectors of the
economy which it is intended to serve, a white elephant taking
a life of its own as though bureaucracy was an end in itself,
multiplying in size, unable to coordinate its own limbs or lesser
still, to reach out beyond the confines of its self imposed isolation.

In a recent study?* of the relative size and distribution of
government employment across 50 mixed economies (15 advanced
and 35 developing countries), a pertinent set of calculations have
been made to estimate whether a country employs more or fewer
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which are implied by the longer term directions of trade and
manufacturing as dictated by the plan. KAIST is in turned
called upon by the Ministry to judge upon the merit of approv-
ing technology transfer agreements with foreign firms on a case
by case basis®,

Each branch of Korea’s manufacturing has its own Associa-
tion which acts as a forum for the member firms to meet and
exchange information on market trends and expott plans. The
Association in turn keeps very close contact with the Ministry

of Trade and Industry to enable the latter to monitor output
and export performance and for the Association to make requests
on behalf of member firms with regards protection of the
domestic market, export incentives, credit appropriations®.

Small enterprises (establishments employing less than 300
workers) have their own association, the Korea Federation of
Small Business, which promotes the interests of 195 sectoral and
regional cooperatives and their member firms. Among its
recent achievements, -the Federation has obtained significant
funds for rescuing small business with loans of up to 10 times

the value of the owner’s collateral. It has also secured prefé-
rential treatment for government purchases from small firms
and has negotiated special tax incentives for rural non farm
activity. Small firms are offered the opportunity to purchase
land at any of the numerous industrial estates at one third of
the price charged to larger firms with easy terms of payment
including a 2 year grace period and 3 year installments. Regular

contests are arranged by the Federation to award top quality
producers and to evidently highlight the importance of the quality
standard which is rigourously tested by the Federation itself
and by the Ministry of Trade and Industry*.

Egypt possesses a counterpart institution for each and every
agency one can identify in the Korean complex of semiautonomous
government .organisations. Many were established long before

their Korean equivalent, but their contribution to development
bas been minimal, on account of their isolation and alienation
from the final customer they are intended to serve.
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tuning. It also maintains an office for Fair Trade which moni-
tors the market prices of a host of key commeodities. The entire
Board is staffed by a total of 1500 civil servants (including
1000 engaged in statistical work), a key to the agency’s ef-
ficiency. A closely affiliated though semiautonomous agency to
EPB is the Korea Development Institute (KDI) which under-
takes economic research and provides EPB with direct assistance
in formulating the five year plans in what is now a routine
exercise®!,

Other key ministries are similarly organised with a minimum
of officials, a clear delineation of responsibility and detailed job
descriptions which simplify procedures, save considerable time
and avoid any duplication of effort. For example, Trade and
Industry make up one Ministry responsible for implementation
of the country’s plans concerning manufacturing activity and
export performance. Its own affiliate, again an independent
though government supported institution is KOTRA, the coun-
try’s trade promoting and foreign market survey agency. The
Korea productivity Center, KPC is also closely related to the

- Ministry and has started under its sponsorship a Productivity

Enhancement Drive. KPC is responsible for training all levels
of management and also for measuring productivity in manufac-
turing across sectors on a half-yearly basis. It maintains close
ties with international management centers to acquire the most
up to date teaching material, its training facilities being in com-
petition with some- 120 other mostly private institutions in
Seoul®:.

A host of other development institutions have been establi-
shed by the government over the past two decades. KAIST is
the outcome of the recent merger between the Korea Institute
for Science and Technology (KIST) and KAIS which was the
country’s center for graduate education in the physical sciences.
The integration of applied research and development in fields
which directly benefit industry with the graduate training of
approximately one third of Korea’s total demand of various
science disciplines provides an efficient use of advanced research
facilities and scientific manpower. The Ministry of Science and
Technology has strong influence over the direction of research
at KAIST, with a view to encompass now those areas of research
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ment, exports, imports and is equally responsible for regional
development, the growth of real wages and the distribution of
income. In contrast to Korea’s judicious choice of policy instru-
ments, Egypt is at once suffering from the absence of adequate
controls in key areas such as foreign exchange allocation, the
utilisation of bank credit and foreign investment, while its
bureaucracy has abused of the power to enforce controls on
prices, employment, wages, and foreign trade, with serious distor-
tions in the first three of these areas. The implications for
Egypt are a growing misallocation of investment resources, a
level of efficiency in both private and public enterprises that is
well below their potential, a lack of dynamism in the commodity
producing sectors of the economy, and a total neglect of op-
portunity cost in decision making.

One major lesson to be drawn from the Korean experience
pertains to the prerequisites for effective planning. Planning
is an essential tool for analysing the present, forecasting the
direction of some basic variables, predicting the future outcome
of alternative choices, determining an appropriate target rate
of growth, and for the coordination of sectoral investments. "But
without the power and determination of an enlightened planning
agency, a plan is a dead book and none of its targets can hope-
fully be fulfilled. Planning in Korea has always been an exer-
cise for the experienced professional, with no interference from
politicians and very little fussing over the ideological implica-
tions of what economists consider to be the most practical,
feasible and expedient measures for rapid development.

At the top of the entire bureaucratic structure stands the
Economic Planning Board (EPB) which governs all decisions
on planning; monetary and fiscal policy, exchange rate and
foreign investment. The EPB has effective control over the
government budget which makes the implementation of its
decisions an easy task, contrary to Egypt’s overlapping and often
confused distribution of authority across the Ministries of
Finance, Economy and Planning. The EPB also houses the
country’s main Statistics Department which collects data that
is tailored to feed into the process of design and follow up of
the plan, and that of monitoring of output, exports and monetary
development for the purpose of macro policy making and fine
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markably equitable distribution of income. A deliberate em-
phasis on the role of planning led to the choice of an outward
- looking industrialisation strategy. The scrupulous implementa-
tion of the plan’s detailed targets was fulfilled by wielding every
possible instrument of economic management to ensure consistency
and maximize efficiency. Private initiative was motivated to
the point of making growth and development a national goal
among large corporations, small business, rural workers, school
children and teachers alike. The bureaucracy at large perceived
its role as a vehicle for guiding the efforts and enhancing the
dynamism of the real productive sectors of the economy whether
private or publicly owned.

One can identify two areas of state interventions where
Korea’s government has exploited its powers of regulation with
great effectiveness : macroeconomic management and institution
building. Although there is continuous interreaction between
objectives, policies and the organisational structure built to serve
them, it is useful to show how far decisions in each of the two
- areas have provided Korea with this rare blend of what is
predominantly a private sector economy manipulated to perform
according to what are publicly chosen objecties. To many ob-
servers, South Korea represents a capitalist market economy,
~ on the narrow definition of ownership of the means of production
and the role of the price mechanism. And yet the major factor
behind Korea’s success story is the pervasive role of government
intervention within a private enterprise context. Few of the
recipes used by Korea can be claimed to be innovations, and yet
" it is the timely and selective choice of policy tools, the emphasis
on developing specialised public institutions and the continuous
reassessment of both policies and organisational structure that
makes the entire experiment original and worth investigating.

Relative to any other mixed economy, government regulation
of the Korean economy has until very recently been comprehen-
sive. Even today, after three years of liberalisation, Korea
can be considered a state - controlled economy. Regulation of
the Korean economy still includes direct exchange control, credit
control,- selective price controls, freign investment controls.
Indirect regulation through planning and the system of targets
has also dictated the sectoral distribution and growth of invest-
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in the space of one decade (1962-1972) - with the same speed
and momentum.

Some authors have tried to ascribe Korea’s success story
to a combination of fortuitous circumstances : substantial foreign
assistance, substantial foreign investment, ‘special’ relations
between Korea and its two major trade partners: the U.S.A.
and Japan. None except the first of these explanations stands
the test of closer analysis. We have shown that American aid
was of vital importance for the reparation and reconstruction
of Korea in the 1950’s, and although it did not focus on the
development of industry could still be considered an indirect
support in complementing Korea’s own meagre savings and
foreign exchange resources. However, the proportion of tota!l
foreign assistance to total Korean imprts was to gradually fall
from a high of three quarters in 1961 to one third in 1965 and
less than 159% in 1970%.

Korea’s growth record during the 1960’s is in no way linked
to direct foreign investment which was negligible until 1965 and
totalled a mere $67 million for the entire decade of the 1960’s.
Japan became a strong ally in Korea’s development effort, but
only after 1965, when the two countries resumed their diplomatic
relations. In fact, throughout Korea’s export boom of the 1960’s,
the relative share of Korean exports destined for Japan was
declining from 629 in 1960 to 32% in 1964 and 21% in 1969*.
Again Korea’s increased exports to the U.S.A. were not based
on preferential treatment in that market which was equally ac-
cessible to other developing- countries during that period. It
seems fair to conclude that Korea’s achievements of the 1960’s
were based primarily and almost exclusively on the determined
and successful attempt of its policy - makers to accelerate the
pace of the country’s growth and development.

Although a lot of the .credit for Korea’s accomplishments
should go to the quality of its people who are recognised for
their diligence and discipline, it is the package of economic and
social policies pursued by the government that was responsible
for setting in motion all of the necessary mechanisms for optimis-
ing the country’s growth path and for qualifying the objective
of growth with the condition of maintaining the country’s re-
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that for Egypt was only 1.5%%. In the early 1970’s, it seems
evident that Korea had reached a stage of self sustaining growth
and development, those basic changes in the structure of the
economy having been completed that allow the economy to fuel
its own continued expansion. Rapid growth of employment was
being generated in the most productive sector of the economy -
manufacturing - the domestic savings rate was consistently
rising and accounting for a growing proportion of investment.
Rapid GNP growth was translated into higher living standards
for the common man and woman with average real wages in
mining and manufacturing rising by 55% per year for a period
of 15 continuous years®. Government revenue was rapidly in-
creasing thus enabling the state to turn its attention to incomes
and productivity in agriculture - the lagging sector - to reduce
the country’s military burden from 1.4% to 6% of GNP, and
to gradually raise its expenditure on welfare.

In contrast to Korea, Egypt’s economic development in the
early 1970’s was meeting with many serious structural con-
straints, and irrespective of the temporary dislocations occasioned
by war and by the country’s radical shift in political and economic
relations from East to West, these basic inconsistencies have
continued to plague the Egyptian economy to the present day.
Among the most conspicuous of the imbalances in the Egyptian:
economy have been the inability of the commodity sectors to
generate sufficient employment opportunities, the decline in both
the relative and absolute contribution of non primary exports
to meet the country’s growing food imports, the deterioration
in the structure of the government budget and the growing
dependence of the economy on external assistance.

What is most critical in assessing the relevance of Korea's
experience to Egypt is to verify three propositions : the first is
to ascertain that the external relations which Korea enjoyed
during its transition are neither unique nor uniquely responsible
for Korea’s success, the second is to evaluate the role of the
different policy variables in transforming Korea into a mature
developing country and that these same tools can be brought
to bear in the Egyptian case, and the third is to establish that
Egypt can duplicate the Korean leap forward - which was effected
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housing estates by providing all of the utilities well head of
housing construction activity. In contrast to Egypt’s handful
of oligopolistic construction and contracting firms, Korea has
fifty such large firms operating overseas, and a much larger
number of those restricted to domestic construction activity.

All manufacturing activity has also been relocated out of
the city proper, with some 12 large industrial parks developed
by the government outside of Seoul. A series of incentives
have encouraged large and small business to move their premisses
to designated industrial estates, thereby reducing congestion and
pollution. The easy terms on which new businesses can also
find accommodation in these specified zones contrast sharply
with the insuperable obstacle which the small craftsmen and
technicians of Cairo meet in acquiring a location to start new
businesses.

6 — The State : Top Manager and Institution Builder :

Both Egypt and South Korea have experienced a remarkably
similar configuration of political, social and economic circums-
tances that have coloured their development path starting in
the 1950’s. Up until 1960-62, Egypt was ahead of Korea in
terms of structural change, the diversification of industry, the
performance of manufactured output and exports, and the level
of per capita income. The decade of the 1960’s saw a reversal
in their rankings and Korea was to achieve world records in
every single indicator of development : a significant reduction
in population growth, the attainment of universal primary educa-
tion by the mid 1960’s, an increase in the share of manufactur-
ing to GDP from 11% to 22%, and in the share of investment
from 9% to 27% of GDP. Korean exports rose from a very
small base in 1960 to grow at an annual rate of 24% for the
first half and 37% for the second half of the 1960’s, fuelling the
growth of GNP at corresponding rates of 6.2% and 11.1% per
year respectively®.

The impact of the two countries’ differential achievements
can be summed up in the following statistic : Whereas Korea’s
average annual per capita growth rate for 1960-72 was 6.8%.
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existing budgetary resources. Whereas the elasticity of substitu-
tion is very high between private car and taxi use, there is
a substantial proportion of middle and lower income city dwel-
lers who can afford neither and will look for bus and rail trans-
port as their only alternatives. A vicious circle exists whereby
every government and public sector enterprise is now in the
process of acquiring its own fleet of buses - at a much higher
cost to the government both financially and in terms of the
congestion created by the lack of parking facilities - an opera-
tion which could be handled much more effectively and economi-
cally by the provision of more general public transport facilities.
Again, the recent trend which saw the increase in private minibus
lines that cater for middle income passengers and charge
reasonable fares which compare very favourably with the public
bus counterpart are unfortunately being discouraged by the
authorities with restrictions on their right to have any downtown
terminals where they can collect their passengers.

Seoul, like Cairo (and many a fast growing metropolis) has
suffered from spiralling real estate prices. One pyong (3.3m?)
in the town center sells for $10,000. But in the newly established
suburban housing estates, land sells for about $500 per meter.
This means that even a young couple will be able to purchase
a small but adequate flat at $12,000 in installments through the
provision of government housing loans. With an average annual
income per couple of some $10,700 (using the annual wage and
salary figure of $5,356 and doubling since females account for
balf the labour-force in Korea) owning a flat does not seem
impossible as is the case in Egypt.

According to the monthly salary and wage earners’ 1983
Household Consumption Survey for Korea’s cities, average mon-
thly rental payments (20,500 Won) account for only 4.5% ot
total monthly consumption expenditure (264,456 Won). For
owner occupied and rent deposit housing the percentage rises to -
11.8% and 7.8% respectively.

The government of Korea has also gone a long way in fight-
ing inflation and speculation in land prices. It has instituted
a 50% capital gains tax which discourages transactions in real
estate and has helped the private development of earmarked
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Private Taxis Buses Rail

cars (Pas-
senger km)
Korea (1983) 293,141 79,871 87,282 21,688

£gypt (March 1984) 611,571 154,746 24,838* 12,479

* This figure includes tourist buses.

The firest observation in on the astoundingly large number
of private cars in Egypt which has a per capita income of only
one third of Korea’s. The stock of private cars in Korea was
in fact well below that for its taxis for as long as its per capita
income was below that of Egypt’s today, and as recently as
1978, Korea only had some 100,000 private cars. When it is
remembered that a good proportion of what are registered as
taxis in Egypt are in fact used for private transport (taxi
registration confers the advantage of paying the preferential
tariff rates on car imports) it becomes painfully clear that there
is a serious disease in the structure of transport in Egypt which
makes all travellers dissatisfied, including car owners. If one
accepts the fact that a private car owner can afford to use taxis
" as frequently as the average number of trips normally required
per day (this fact can readily be proved by calculating the daily
opportunity cost of owning a car with the opportunity cost of
operating a taxi per day), one can understand that the degree
of substitution of private car purchases for taxi use in Egypt
is to a large extent a function of the poor organisation of the
taxi system whereby the taxi has artificially (through inap-
propriate pricing policies and regulations) become such a scarce

commodity.

Another observation is the obvious shortage of buses in
Wgypt (roughly one quarter of those in Korea) a good percentage
of which are known to be out of operation on account of poor
maintenance and bookkeeping practices. Here, the Egyptian
authorities are again to blame for not making better use of their
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Public and private car transport is another feature of Seoul
which strikes a sharp contrast with conditions in Cairo. The
proportion of taxis to private passenger cars flowing through
the city is perhaps 6 to 1. Buses are plentiful and do not
overflow with passengers. Private car use in the downtown
area has been discouraged by the shortage of parking space,
the stiffness of penalties for illegal parking, the high price of
gasoline which sells at 90 U.S. cents per litre, and’ the abundance
of taxi cabs which charge a relatively low fare of 75 U.S. cents
per up to 4 kms after which the charge increases very slowly.
A distinguishing feature relating to taxi cabs is that they fall
into two categories.

There are as many taxi ranks along each road as there are
bus stops, the average queuing time is 5 minutes except at
rush hours where it can rise to 20 minutes. The ‘special’ ca-
tegory of taxis charges double fare (and also pays twice as
much taxes) but offers the advantage of helping out the really
hurried passenger who is willing to pay and be allowed to jump
the queue. There is therefore no frustration : if you are about
to miss a vital appointment you need not wait the extra minute,
and minutes can be very valuable in a city like Seoul where
efficiency, discipline and reliability are very highly valued.

In comparison with cities like London or Paris, a surprisingly
large number of ordinary people make use of taxis in Korea,
a reflection on the relative efficiency of this mode of transport
in a highly dense environment and more evidence on the remar-
kably equitable distribution of income in that country. It seems
also true for Egypt that the opportunity cost of utilising taxis
is very low when comparing taxi with private car, even buses,
both in view of the relative abundance of available labour to drive
the taxis and the efficiency of their use in narrow streets to-
gether with the time and space which can be saved their wide-

spread usage.

If one compares the distribution of the total stock of the
various means of transport available to passengers between
Korea and Egypt according to the most recent estimates®, the
implications for Egypt are most alarming :
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It is estimated that there are only some 100 buildings in
the entire city of Seoul which predate 1950, the downtown area
having been raised to the ground during the Korean War. This
allowed for several major streets to be widened and for town-
planning to cater for the orderly expansion of the city. On
the other hand, it also means that the city has lost its tradi-
tional style and character and is difficult to distinguish from
any newly built Western metropolis. The few remaining
structures from the past look conspicuous and misplaced as
through transplanted from another culture into the city’s main
_squares. In this respect the countless impeccable structures
which span Cairo’s one thousand years of civilisation seem so
fortunate and yet so dangerously neglected and sometimes even
consciously destroyed. It makes imperative the demand for a
conservation campaign, for forbidding the haphazard tearing
down of older houses and their gardens to simply make way for
ugly multistory buildings housing government and commercial
offices and new residences which distort the character of the
city, and worsen an already terrible problem of congestion.

The city of Seoul has solved its traffic problems with a
rational allocation of the various means of transport, a very
strict set of parking regulations, and a myriad of underground
foot paths in the busy downtown areas. The ugly and obstrue-
tive pestrian bridges which have disfigured Cairo’s most central
squares (Tahrir, Ramses, Azhar) are nowhere to be seen in
Seoul. Instead, car drivers and traffic police have the relief
of knowing that pedestrians can cross every major street
through an extensive network of underground roads and shopp-'
ing arcades where they can find every amenity from toilet, news-
paper and tobacco stall to telephones, rubbish bins and snack
bars, sheltered from the summer heat, winter snows or rain.
One of the most beautiful of the underground arcades caters
exclusively for books, stationery, and coffee shops. All of these
facilities are financially viable since the government charges
commercial rents to shop keepers. Seoul is also close to com-

pleting a 75 mile subway system which will have taken up a
record 5 years to construct, with the use of fully Korean tech-

nology.
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their efficiency and productivity, after two decades of heavy
protection. Another motive may have been the need for Korea
to search along with foreign investors for new areas of compara-
tive advantage at a period of transition where so many of its
early export successes were being undermined by the competi-
tion from newly industrialising low wage economies?.

Recent data on foreign investment shows that annual inflows
have increased from their average of $100 million in 1970’s to
around $140 million in 1980 and 1981, $188 million in 1982 and
$268 million in 1983. The country’s 1984 target of $280 million
was reached by June of this year and was expected to be exceeded
by an additional $200 million.

The concentration of Japanese investments has been reduced
in the 1979 to 1983 period, down from 57% of total value of
investments in the last decade to a new proportion of 38%.
American investments have on the other hand increased their
share of the total up from 229 in the 1970's to 39% in the last
five years. The contribution of other nationalities to foreign
investment in Korea has become important, accounting for $192
million out of the total inflow of $849 million over the past
five years (1977-1983).

6 — KOREA’S ANSWER TO URBAN PRESSURES :

Rapid industrialisation of the past two decades has been
concentrated around the larger cities and has led to a serious
urbanisation problem. Whereas only 9.8% of Korea’s popula-
tion lived in the capital in 1960, Seoul was harbouring 22.3%
of the 40 million population by 1983, bringing its size to today’s
9 million people, close to that of Cairo. And yet the city of Seoul
has managed to cope with the problems of housing, transport,
public utilities and communications. Indicators for the quality
of life such as levels of traffic congestion, noise, pollution, or the
availability of housing, electricity, water, sewerage, and parks
for the dwellers of Cairo as opposed to Seoul‘'s show the striking
difference in approach to problem solving between the two coun-
tries and should shame Egypt’s local governors and administra-
tors into positive concerted action.
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which was only slightly higher than the interest rate actually
paid on commercial bank loans in these years. Foreign direct
investment accumulated as of the end of 1980 accounted for
0.5% of total capital formation in the Korean economy and
foreign capital in the manufacturing sector accounted for 2.6%
of that sector’s total. In terms of employment however, foreign
investment accounted for 2.3% of total employment and 9.5%
of employment in manufacturing in 1978. In terms of the
impact of foreign investment on export performance, foreign
investment contributed between 229 and 25% of total Korean
exports in the years 1974 to 1978, what seems like an outstand-
ing record in view of the extraordinary growth of total Korean
exports during that period (annual average rate of growth 40%)
and in view of the relatively small capital base utilised by those
investors. Total exports by foreign firms were valued at $2,899
million, their total domestic sales stood at $3,075 million, their
total imports at $1,889, all figures-excluding petroleum refining-
for the year 1978. Total investments accumulated by end of
1978 and again excluding petroleum can be estimated at roughly
$955 million, total profit remittances were $44 million and total
royalty payments equal to $28 million. Whatever rough indicator
one cares to calculate, the equation looks very impressive for
Korea. Every dollar of foreign capital invested in the economy
(outside of petroleum refining which is an atypical activity)
was costing about 8% in interest and royalties repatriated, was
generating about $3 of exports, using approximately $1.98 in
imports. The overall impact on the balance of payments cannot
readily be calculated without a good estimate of the border value
of domestic intermediate utilised by these firms, but it seems fair
to judge that Korea got a very good deal out of foreign invest-
ment, unlike so many other developing countries in Africa and
Latin America.

In September 1980, the Korean government relaxed the
tight control on foreign investment which it had exercised in
the 1970’s by substantially liberalising the areas where foreign
investment was allowed, permitting majority - owned or even
wholly-owned foreign firms in many subsectors, as well as reduc-
ing the minimum amount of investment back to $100 thousand.
This reversal in policy was motivated by a need to reduce the
protection afforded to domestic firms and push them to raise
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labour in an effort to relocate its own declining industries, par-
ticularly in the early 1970’s (this trend was reduced and reversed
at the end of the 70’s as Korean labor costs began to rise rapidly).
On the other hand, American and European investments were
attracted to more capital intensive and technically advanced
import-substituting industries. In all cases the government of
Korea actively promoted those industries which it deemed com-
patible with the objectives of its development plans and protected
domestic producers by seldom allowing any competition from
foreign projects either in the domestic or the foreign market.

Looking at the distribution of foreign investment over the
1962-80 period the manufacturing sector attracted 849 of total
projects and 75% of the value of investments (some $800 million)
with chemicals, petroleum refining and machinery accounting
for the bulk of import-substituting investments, while textiles
and electronics made up most of the export oriented investments.
These five sectors together accounted for more than two thirds
of total foreign investment in Korea. The largest of projects
were in fertilisers, petroleum refining, petrochemicals and ma-
chinery.

Both the distribution of investments and their pattern over
time have closely followed the government’s industrialisation
strategy, with textiles disappearing and heavy metals appearing
over the decade of the 1970’s while electronics have continued
throughout the entire period. On the other hand foreign in-
vestment in the service sector was strictly limited to the hotel
industry (3.4% of projects and 129% of investments valued at
$120 million) and some merchant banking activity.

The Economic Planning Board has maintained a meticulous
record of the activity of foreign investors in Korea. Figures on
domestic and- export sales by sector, on employment and on
capital formation, on the repatriation of profits, on imports of
intermediates and on the status of license agreements have
enabled an excellent appraisal of the contribution of foreign
investment in Korea. The study has shown that the cost of
profit repatriation (plus royalty) as a percentage of the average
outstanding balance of foreign capital between 1967 and 1980
fluctuated between 3% and 21% in various years with an average
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perhaps fully foreign owned which can yet contribute an essential
business service to domestic enterprises, and at the same time
reject a mammoth joint venture with minority foreign equity
which might invest many millions because it might displace an
existing or potential domestic investor.

The quality of the people in charge of foreign investment
in Korea, again the domain of the Economic Planning Bureau,
can safely be judged as of the highest calibre in term of ex-

' perience, education and integrity both by looking at the laws
themselves and their changing nuances and by looking at the
actual foreign investments to date. The Korean policy package
also allows one to make a critical appraisal of Egypt’s policy
making machinery and quéstion its many blunders and to argue
the case for Egypt’s adoption of a more coherent, discerning and
strictly economic approach to foreign investment which could
ensure that pressure groups and other interests would not twist
the rules or distort the spirit of Egypt’s basically competent
investment law. A striking example of the conflict between
rules and objectives in Egypt is the absence of exchange control
(in contrast to Korea) at a time when one of the main objectives
of foreign investment is to generate exports.

While the outcome of the first decade of Korea’s Iiberal
climate for foreign investment saw a very limited flow of direct
investment; the following decade (1970-1980) was a great success.
The total number of approvals for the 1970’s was 1260 projects
of which 792 were still operating as of December 1980. The
average annual inflow of investment during that decade was at
the rate of $100 million per year a figure which is not very
large but is consistent with Korea’s emphasis on quality rather
than quantity of private capital operating in Korea. The con-
tribution of Masan (1970) and Iri (1974) Free Zones was about
10% of the total capital invested as of end of 1980.

For the entire period 1962-1980, Japan accounted for 76%
of the total number of projects and 57% of the cumulative value
of investment, the U.S.A. for 169% of projects and 229% of in-
vestments, Europe for 5% of projects and 12% of investments.
Japanese investments were concentrated in labor-intensive ex-
port oriented industries to exploit the relatively cheap Korean
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projects in consumer goods would not have been allowed in such
areas as cosmetics, processed foods, soft drinks, and durables
by the very strict licensing procedures in force and lastly, there
would have been no projects in the services sector except for
tourism and specialized industrial services.

Turning to those rules pertaining to maximum foreign
participation in equity, Korea's ‘Guideline’ has put a ceiling of
509% for all except very high priority projects such as 1) those
exporting 100% of their output (and do not compete with do-
mestic firms in those foreign markets), 2) technology intensive
projects which are in priority product areas, 3) multinationals
which invest only in the form of wholly-owned subsidiaries
abroad and which are desirable to induce, 4) projects which
involve large capital or advanced technology and will contribute
to rationalisation of the domestic structure of industry, &) pro-
jects from a country which is expected to increase its invest-
ment in the future, 6) projects by Korean residents abroad
and 7) projects in Free Export Zones. Moreover, foreign par-
ticipation would have to be less than 50% wherever projects are
1) purely labor intensive, 2) purely bonded processing,
3) dependent on major domestic raw materials or 4) oriented
toward local market sales.

As to the rules pertaining to the size of foreign projects,
the minimum value of investment was set at $50 thousand per
project in 1973 (a very low figure), and was raised to $100
thousand in 1974, to $200 thousand in 1975 and half a million
dollar by 1979, while reserving the Korean authorities the right
to make exception for specific cases such as those where Korean
residents abroad were the investors. -This potential class of
investors, comparable to Egypt’s expatriates, was responsible
for setting up 7% of all foreign projects as of the end of 1980.

With such a watertight list of regulation, it is little surprise
that the distribution of foreign investment among sectors, its
contribution to exports and to technology transfer as well as to
employment were on balance most satisfactory. While the set
of restrictions are extremely well tailored to Korea’s ciscumstan-
ces, one can also say that they admit of sufficient flexibility
.80 as to sometimes approve of a tiny project of only $50,000,
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1962-72 decade on every front : high rates of growth, the diver-
sification of output, the acquisition of technology and the establi-
shment of new foreign markets. Korea was now in a position
to further insist on its own terms and conditions vis a vis foreign
investment. In 1973 it made official what had hitherto been
informal policy in its ‘General Guideline for Foreign Direct
Investment, a document containing some of the most restrictive
set of rules ever applied by any outward looking developing
country, certainly a far more selective set of conditions than those
applied in Egypt. Although the 1973 Guideline has undergone
some minor revisions throughout the 1970’s it can be considered
as the backbone of Korea’s foreign investment policy during that
period. The Guideline consists of three sections covering non-
eligibility criteria, foreign participation rules, and minimum size
of project®2.

According the Guideline, non-eligible projects include those
that : (a) lead to the disruption of domestic demand and supply
of raw materials and intermediate projects, (b) would compete
in overseas markets with domestic firms, (¢) are solely aimed
at providing finance for existing domestic enterprises and (d) are
solely aimed at making profit from the use of land.

Although the above restrictions do not cover projects cat\er-
iqg for the domestic market in competition with domestic enter-
prises, it is important to observe that this restriction is never-
theless applied by discouraging such projects altogether through
licensing procedures. '

If Korean rules had been applied in Egypt in the formulation
of 1973’s Law 43 on foreign investment or its 1977 amendment
it would have avoided the entry of foreign commercial banks,
as well as the setting up of investment companies whose main
pursuit is the earning of huge capital gains in the so called
‘development’ of office and residential construction, a well
disguised form of speculative investment in property. Joint
ventures hetween foreign and existing domestic public sector
firms would also have been much fewer since in mo:%bses the
foreign partner has only provided finance for expansion“jut has
hardly made any contribution to exports or to the transfer of
new products or technology. Again all import substituting
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responded along two fronts : in 1960, it initiated.its first ‘Foreign
Capital Inducement Act’ providing  various fiscal incentives and
guarantees for private foreign. investors and in 1965 it normalised
its diplomatic relations with Japan after 20 years of break, a
move which started a rapid flow of trade, aid and investments
from Japan. ' 3

1960 to 1962 witnessed great political and social instability
in Korea, starting with the student uprising which precipitated
the downfall of President Syngman Rhee and was followed by
a short-lived second republic, continued unrest and the final
military takeover and transfer of power to President Park Chung
Hee in 1962. Such an unstable domestic political situation
together with Korea’s poor economic prospects were not con-
ducive to any private foreign investment and it was only in
the third year after its promulgation that .the foreign invest-
ment law attracted the first project from an American firm to
produce nylon filament in Korea®!.

During 1962 to 1966, the investment law was very liberal
and any foreign investment conducive to the objectives of the
first five year plan was allowed. The participation of domestic
firms in capital was not mandatory and tax holidays, guarantees
for profit and, capital repatriation were all offered on generous
terms. By 1967, the Korean government expected a surge of
Japanese investment and quickly moved to revise its foreign
investment law in order to regulate the quality of the capital
inflows. Apparently, these early changes were not effectively
implemented due to inefficient administration, but in any case
the total flow of investment was too small to make much dif-
ference. By the end of 1964, five years after the law was in
force, a total of 4 projects had been approved with cumula-
tive capital of $10.5 million. The following five years (1965-
1969) saw the participation of another 70 foreign investors with
total approved capital inflows of $56.5 million for that period.
It was not until the early 1970’s that significant direct foreign
investment began to flow into Korea. In 1970 the first Free
Export Zone was also established in Masan.

By 1973, Korean policy makers had gained considerable
experience in managing the economy which leapt forward in the
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5 —FOREIGN AID AND FOREIGN DIRECT INVESTMENT :

. In 1962, Korea was still heavily dependent of foreign aid for
its survival, with the domestic savings ratio at only 3.3% of
GNP and foreign aid inflows (almost exclusively American)
accounting for as much as 10.7% of GNP. Korea’s industrial
sector contributed only 14.2% of GNP and exports were still
negligible at $55 million (Egypt $399 million) or 5% of GNP
(Egypt 26%) while imports amounted to $400 million. It was
becoming very clear to the Korean leaders that U.S. aid which
had contributed heavily to reconstruction of the country’s in-
frastructure and to maintaining consumption levels of basic com-
modities at adequate levels (GNP per capita in 1962 was still
$87) could not be called upon to support any major investments
necessary to implement Korea's first five year plan. A break-
down of total aid into project aid as opposed to non project
and PL 480 commodity aid in the 1955 to 1965 period shows
that project finance including infrastructure was in fact declin-
ing with Korea receiving smaller and smaller commitments from
its one and only aid donor, the U.S.A., down from a peak level
of $93 million in 1957 to $56 million in 1960, $22 million in
19623,

The shortage of foreign exchange resources to finance capital
investment is most clearly reflected in the small proportion of
machinery and transport equipment which averaged less than
12$ of total imports from 1956 to 1960. This abnormally low
level of investment goods in the import mix for a country which
had hardly attained a stage where it could produce its own needs
of capital goods is the best evidence that foreign (U.S.) aid
cannot take the credit for Korea’s subsequent industrialisation
achievement except in the indirect sense of having sustained the
country’s consumption levels and allowed the import of some of
the most basic intermediate goods. In the early 1960’s, negotia-
tions between Korea and America over support for the expansion
of Korea’s iron and steel making capacity (which stood at ap-
proximately 320 thousand tons until 1965) where unsuccessful
and Korean leaders were made aware that not only would
American aid continue to be welfare rather than growth oriented,
but the total dollar value of aid flows would be gradually
reduced (and was in fact discontinued in the late 1960’s). Korea
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targets that were set. Bottlenecks anticipated by use of econo-
metric input-output models had been partly obviated by ap-
propriate measures, areas of comparative sectoral advantage were
identified and pointed in the direction of promoting light
manufacturing industries together with skill-intensive low capital
projects-in metals and engineering, a mixed integer programm-
ing model tested the desirability of implementing two large
import-substituting projects (a petrochemical plant and an integ-
rated iron and steel mill) and appropriate policy measures were
also formulated on the basis of calculations and consistency checks
to contain inflationary pressures and provide effective incentives
for savings, investment and exports®.

Continuous reassessment based on very close monitoring
and follow up mean a flexible approach which characterises
Korean planning. The Economic Planning Board monitors the
daily changes in every indicator of relevance to policy including
money supply, wages, prices, interest rates, and can thus swiftly
respond with appropriate decisions to which all subordinate
agencies must comply. Another characteristic of planning in
Korea is the extent to which the private sector participates in
the setting of targets and is then subject to a host of incentives
or penalties for its achievements. There is a great sense of
mutual trust and dependence between the government and the
entrepreneur, born out of the confidence gained by private
businesses that the state will deliver its pledges, will support
private efforts with every single unit of its bureaucratic ma-
chinery.

Apart from the monthly, weekly and daily surveillance of
the planning organism of domestic and world trends and its

continuous adjustments to policy, long range planning has

clearly delineated priorities in each phase of Korea's recent
economic history. Whereas the first and second five year plans

emphasized industrialisation and the necessary infrastructure
with industrial parks, laws to encourage foreign investment,
the package of export incentives and selective import substitut-
ing projects, the third Five Year Plan turned its attention to
raising the incomes and productivity of the rural community.
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Except for the outstanding rate of growth of the 1962-66
period at an average annual rate of 9.6%, the first five year
plan failed to meet most of its detailed objectives and targets,
an experience very similar to Egypt’s results for its first five
year plan 1960-65 in which the overall growth rate for the five
year period (6.09%) was not far from the target of 7.17% but
sectoral rates again deviated considerably from target.

Korean planners had a difficult time fulfilling all of the
prerequisites for efficient planning. National income accounting
(which was only introduced in the 1950’s) had to be improved
considerably so that data and concepts could form the variables
which could be manipulated by central authorities; a nucleus of
technical capability had to be formed with trained individuals
who could assume positions of responsibility in the economic
planning and related government organisms, and above all
political support had to be gained so as to organise the bureau-
cratic hierarchy and give effective authority and power to the
planning Board on all key issues of economic policy.

One of the first policy issues tackled by Korea’s policy
makers has been the adoption of the price mechanism as a
powerful planning tool. Unlike so many developing countries
(including Egypt) where concepts of opportunity cost pricing
and the profit criterion are met with great resistance, Korea early
decided to gradually eliminate subsidies and to introduce shadow
pricing in allocating investments in all of tis state-owned enter-
prises including railways, communications and electricity. This
measure resulted in substantial reductions in the government’s
budgetary burden, a pronounced increase in the efficiency with
which investment and production decisions were made, and
allowed the government to channel its previously indiscriminate
implicit subsidies into more desirable and focused areas of welfare
expenditure (such as rural development and explicit subsidies

for housing).

The Second Five Year Plan was a much more sophisticated
blue print for development, designed by a small group of young
government officials with the assistance of some Korean
academicians and a few American planning experts. The achieve-
ments were very much superior than the already ambitious
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substantially smaller than Egypt’s. There were 36 public sector
enterprises in 1960, mostly acquired from the Japanese colonial
government or private Japanese entrepreneurs including the
tobaeco and Ginseng monopolies. Contrary to Egypt, Korea did
not undertake to nationalise any of its domestic enterprises (and
could hardly have considered it in view of their young age and
of the tremendous importance which the government attached
- to nurturing their energy and encouraging their dynamism.
However, the Korean government did set up many new state
enterprises in such fields as iron and steel, fertiliser, oil refining,
petrochemicals, agroindustries and deep sea fishing. By 1973,
the number of public enterprises had grown to 104 companies.
Their contribution to GDP grew from 6.6% in 1963-64 to 10%
in 1971-72 at a real average annual rate of 145% over that
period. By 1972, public sector activity accounted for 87% of
value added in finance, 2/3 of electricity and water, one third
of both mining and transport .and communication, 15% of
manufacturing and 5% of construction?s.

Jones quotes some of the early writings of President Park
Chung Hee in which he cites Japan’s Meji Reform, Turkey’s
Ataturk and Egypt’s Nasser Revolutions as having inspired and
guided his own thinking. The motive for his support of public .
. enterprise and state intervention would seem to stem from fear
of the excessive concentration of monopoly power in private
hands. “... the key problems facing a free economic policy are
coordination and supervisory guidance by the state of mammoth
economic strength. Neither state nor society can be the v1ct1m
of the greed of powerful interest groups”?.

According to Korea’s economic philosophy, state interven-
tion must be sufficiently selective so as not to inhibit private
initiative : “The economic planning or long-range development
program must not be allowed to stifle creativity or spontaneity
of private enterprise. The overall national development program
may necessitate, for the rational operation of the economy,
relunctantly imposed administrative controls over the regional
allocation of various industries and planning for investment.
Yet we should utilize to the maximum extent the merits usually
introduced by the price machinery of free competition, thus avoid-
ing the possible damages accompanying a monopoly system'’#8,
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Korea’s exports rose from $1,632 million in 1972 to $5,081 in
1975, with the quantum index for its exports more than doubling
over this 3 year period, a remarkable response when compared
with the traumatic impact of the oil crisis on other developing
countries. Although the value of imports had risen from $2,522
million in 1972 to $7,274 million in 1975 (with import prices
rising 107% compared to a 60% increase in export prices),
necessitating a massive increase in foreign borrowing on the
international market, it was Korea's previous export performance
and credit worthiness that enabled it to obtain loans from the
international capital market on commercial terms. Korea’s
foreign debt rose, with foreign commercial loans in 1972 to 1975
period amount to $8,026 million, and yet Korea’s debt service
ratio declined from 25.5% in 1972 to 12.7% in 1975 and 13.5%
in 1979. The acceleration of exports brought about a doubling
of exports between 1975 and 1977 to reach $10 bhillion and a
further doubling by 1981 to reach $20.7 billion. Real GNP grew
at rates of 9% to 15% per year throughout the 1970’s®®.

Planning and the Market :

In spite of Korea’s commitment to a capitalist ideological
orientation, the government of Park Chung Hee embraced com-
prehensive economic planning as part of its overriding objective
of rapid economic development. The first five year plan was
adopted in 1962-66 and four more have been designed and imple-
mented since (Xorea is now in the 3rd year of its fifth Five
Year Plan),

Korea’s planning system is one which seeks to set overall
national economic goals and sectoral targets and to achieve them
through a combination of conventional (Western Style) macro-
economic and budgetary techniques together with various forms
of direct government interventions and more indirect consulta-
tion with the private sector.

By world standards for mixed economies, and in spite of
being very far from advocating a socialist ideology, Korea has
in practice introduced significant public ownership and control
of the means of production comparable to that in India but
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the later period. Domestic savings made the dominant contribu-
tion to the increase in investment in the decade of the 1960’s, with
at least 70% of investment growth after 1962 financed by Korean
efforts. The average ratio of savings to GNP was 2-4% in the
1950’s and rose to 14-179% in the 1960’s. The marginal savings
rate became 25-35% of GNP in the second period®:.

Exports were also responsible for a significant increase in
total factor productivity. In manufacturing, the incremental
capital output ratio fell by 43% from 2.58 to 1.46 in the 1960-1975
period (contrary to an increase in the ICOR for agriculture of
71%) while labour productivity grew at an average of 10% an-
nually over the period 1963/64 to 1974/75, compared to an overall
average growth in labour productivity of 6.7% per year over
the same period?s.

Korea’s employment growth in the 1960 to 1970 period was
again led by the remarkable growth of employment in manufactur-
ing which averaged 11.79% per year, with an additional 1 million
jobs created in that sector over the decade. This compares with
Egypt’s modest increase of 275 thousand jobs in manufacturing
over the same period?), a good proportion of which were created
by the employment drive of the 1960’s which resulted in an
overall stagnation of labour productivity, rising costs in public
sector manufacturing firms and the loss of potential savings
which would have financed the continued growth of investments
during the difficult 1967 to 1973 period. ‘

Egypt's overly protective and inward looking industrialisa-
tion policies of the 1960’s had ironically placed it in an exceedingly
vulnerable position with regards dependence on the world market
for the provision of capital goods and the necessary intermediates
to operate its industrial sector. When foreign exchange resour-
ces became scarce as a result of reduced foreign aid and an
increased military burden, this was automatically translated
into idle capacity and the serious recession of its domestic
economy. In contrast, when Korea’s economy was shaken with
the massive increase in the prices of grain and petroleum in
1973-74, followed by the world recession, it was the strength and
dynamism of its export sector which was responsible for avoid-
ing any significant slowdown in output or employment growth.
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was an important complement to the incentive system. To quote
Westphal : “One important function filled by the export targett-
ing system was to keep the government well informed regarding
export performance so that timely changes could be made in
incentives, often including ad hoc assistance to individual ex-
porters. The other function of the export targeting system and
its trappings was to publicize the <importance attached by the
government to exports : export incentives were well advertised
and access to them was immediate. An atmosphere was thus
created in which businessmen could be certain that the incentive
system would reward efforts to export. Businessmen responded
by taking the susbstantial risks of expanding production and
capacity of export”. According to Krueger : “The most difficult
challenge that most governments face in attempting to reverse
earlier inward looking policies is that of convincing would-be
exporters that the commitment to the export strategy and
incentives for exporting will continue”?. In Korea, incentives
for export were sufficiently strong and sustained.

In dollar value, the compound rate of growth of exports
over the 1966-75 period was 40% per year. The most dramatic
increase was achieved in the exports of the textile sector (spinn-
ing, weaving and clothing which grew from $80 million in 1966
to $1,431 million in 1974. But diversification was well under
way, with electrical machinery, iron and steel sheets, transport
equipment and metal products each rising above the $100 million
mark by 1975. In that year a sizeable increase was also made
in exporting construction services. Contracts worth $1.8 billion
were signed for building housing, highways and hospitals, pre-
dominantly in the Middle East. These contracts included Korean
management, the supply of Korean labour and Korean building

materials?’.

One way of assessing the contribution of export growth
to growth in Korea’s national income is by comparing the in-
cremental changes in GNP components of expenditure with the
changes in GNP itself. During the thirteen year period 1960-62
to 1973-75, GNP had more than tripled. The marginal contribu-
tion of export to this increment was 3%9%, that of investment
was 35%. Consumption was reduced from a marginal ratio of
979% during the previous seven year period to only 65% during
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the government which was clearly assigned the task of emphasis-
ing the link between export achievement and industrial growth.
The Ministry established an “export situation office” to monitor
the daily performance of major exporters. Targets were set at
ambitious level by the Ministry in consultation with industrial
associations and with the management of the enterprises con-
cerned. These targets were detailed by industrial sector, com-
modity and by region on a quarterly basis, and every time they
began lagging for a particular sector, efforts were initiated to
adjust incentive policies, simplify bureaucratic procedures,
improve the marketing services provided by the government.

Korea’s Trade Promotion Corporation (KOTRA) was founded
by the government in 1964 to promote Korea's exports and do
market research. By 1984 it had a budget of $10 million provided
by the state and operated some 200 offices in various trading
centers abroad. With 580 employees at its headquarters in
Seoul, KOTRA is now serving medium and small scale enterprises
with information on export: prospects in the various foreign
markets and organises trade fairs every other year. -Whereas
Korea’s exports totalled $175 million in 1965, KOTRA can now
boast of the country’s $24 billion of export revenue (1983), 94%
of whieh is of manufactured products. The government also
authorised the Korean Traders’ association (a private organisa-
tion) to collect 1% of the total c.if. value of imports as an export
promotion fund. It has also required its embassies abroad to
actively promote Korea’s exports, which they faithfully pursue
with the full backing of special training in the necessary com-
mercial skills,

The Pregident of Korea’s republic himself took great interest
in export expansion ever since he advocated the export drive in
1962. He would personally attend the monthly export meetings
to review the progress of exports and to ensure that any adminis-
trative obstacles would be removed. By 1969, exporters were
graded into four categories on the basis of their export perfor-
mance, with the highest achievers being awarded the national
medal of honor and public presidential commendation.

Export incentives have been shown to have been instrumenta.
in Korea’s phenomenal export performance. Export targetting
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in 1964, apart from the advantage accruing to export credit
recipients in a situation of credit rationing.

5 — Korea has also used the’ often criticized wastage allowance
as an additional bribe to coax exporters. These generous
duty free allowances for loss or spoilage of imported inter-
mediates permitted the earning of premiums on the domestic
sale of unused imports. If not traded, the recipient of the
wastage allowance would get the unfair advantége of utilis-

" ing cheaper inputs for his domestic sales. The magnitude

_ of this subsidy has been calculated at approximately 2.5%
of the total export value in 1968 - not a significant distor-

_ tion of incentives - even though. it may have -encouraged
excessive use of imported as opposed to domestic inter-
mediates by exporters. This distorting effect is also true
of the preferential credit terms which should have encouraged,
the use of more capital intensive modes of production by
.exporters. The level of the wastage allowance has’ fluc-
tuated from year to year, as dictated by the degree of over-
valuation of the domestic curréncy and yet one more com-
pensating device used by the Korean government in its
determined effort to accelerate the growth of exports.

6 — A number of other export incentives - of lesser significance -
have also been utilised by Korea. Accelerated depreciation
was allowed since 1966 for exporting enterprises, small price
reductions on railroad and electricity rates (estimated at
0.4% of export value in 1968) were introduced in 1967,
and a relaxation of tax surveillance on selected export
achievers has also been reported.

The wide range of export incentives and the selectivity of
their use show the extent to which the entire government
machinery became oriented to the attainment of export goals.

- In addltlon to . fhe export inceative d'ev;ces, the. Kerean'

gevernment mtroduced an annual export target system in- 1962
and it proved to be a great deal more effective than the setting
of annual export goals in the successive five year plans. Res-
ponsibility for the fulfilment of annual export target was placed
with the Ministry of Commerce and Industry, a department of
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subsidise exporters who suffered from temporary losses due
to their entry into new markets or because of world price
fluctuations. In 1957, registration as an importer became
conditional on export performance, and the value of exports
required to obtain an importer’s registration was gradually
increased. In 1958, it was $10,000, in 1959 it had become

$100,000, by 1970 the minimum required export value was

$300,000. Once an import registration certificate was

granted, it did not automatically remain valid. Export
licensing has also been in forece in Korea, with minimum
exports of $20,000 in 1959. The export import link has
been eriticized by many authors becatuse of its ad hoe nature
which could easily become a source of corruption. Its in-
centive implications are however strong enough for a country
like Egypt to seriously contemplate its rational use as part
of its own recently initiated export drive. Since private
import activity has been liberalised in the early 1970’s, it
has evidently been the source of ‘above average’ profits in

Egypt. Instead of the government allowing the import
business ‘to continue to be the preserve of the few, it may
be advisable to grant import licenses exclusively to those
producers which raise their export sales above some officially
announced targets.

Korea has long used subsidised medium and short term
credit as an incentive to exporters who could borrow foreign
exchange to finance their fixed assets or working capital
needs at substantially preferential rates. In 1965, when

* the interest rate reforms had increased the rate to 26%

for domestic borrowing, preferential loans were offered to
exporters at 18%. Dollar denominated loans were however
at 129% and the government was in full control of the alloca-
tion of these credits among priority borrowers. These credit
incentives fall in the category of direct export subsidies, and
are all the more discriminating among users at a time when
the overall credit market is very tight as was the case in
Korea throughout the 1960’s and 1970’s. To give an ordex
of magnitude to the importance of preferential credit to
exporters, it has been estimated that interest-rate subsidies
accounted for more than one fifth of total export subsidies
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tariffs are rebated after goods are shipped (at a greater
cost to the exporter who bears the burden of the tariff until
the drawback procedures can be set in motion and com-
pleted). In Korea, when exports were less than expected,
the importer would be .made to pay the difference in the
tariffs due. In 1965, tariff exemption was-also extended
in Korea to all domestic suppliers of exporting firms, another
policy measure which is not widely used elsewhere and
requires a great deal of export administrative scrutinity to
ensure that exemptions were in fact deserved by the
beneficiaries in question. - In July 1974 tariff exemption

" was shifted to a rebate system, probably in response to the
reduced need for mcent1ves~ after 15 years of umnterrupted
export growth

2—1In 1961, a 50% reduction on direct taxes was allowed on all
income earned in exporting-and this incentive measure lasted
until 1973 when it was discountinued. Exporters were also
exempted from the payment of any indirect taxes both on
major ‘intermediate inputs, whether imported or purchased
locally, and on exported products. Although the-indirect tax
exemptions are simply tax neutral (giving no subsidy to the
export activity), they do help reduce the bias against export
sales which would- otherwise exist. The income. tax -relief
is also & measure which favours export sales over domestic
sales by the producer, w1thout necessarily distorting the
allocation of investment resources since it does not dis-
criminate among different export products and is also a
useful tool, along with tariff exemptions in that it does
not reduce government tax revenue. On the basis of a
with and without export situation, it is clear that the
absolute value of tax receipts from export activity is much
greater than tax receipts under full tax liability and limited
exports. »

3 —In the late 1950’s and much of the 1960’s, selective use of
an “export-import” link system entitled specific exporters
to import certain popular goods that were not otherwise
approved for import, thereby giving these exporters addi-
tional profit from the trading activity. This import privilege
was used intermittently on a more or less ad hoc basis to
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from less than 109% to between 20 and 30% over the decade
1962-72. The government also undertook a tax reform which
raised the ratio of tax revenue to GNP (the tax burden) from
10% in 1960 to more than 15% of a much larger GNP in -the
early 197(¢’s. This measure, together with the price reforms
introduced on public enterprise output, enabled the government
to control the level of inflation and to become a significant con-
tributor to national savings, accounting for between 209 and
40% of domestic savings in the 1965 to 1973 period*’.

These measures were highly successful in achieving a rate
of growth of exports of 30% per year during the entire decade
1962-72, domestic savings were raised from 3% to 17% of GDP,
thus making possible a significantly higher ratio of investment
to national income. Both exports and domestic savings became
substantial enough to support large increases in output while
simultaneously replacing foreign saving as the dominant factor
in development. The output of manufactured goods rose at the
annual rate of 18.49, led by the ever-increasing exports of labor-
intensive manufactured goods. Up until the early seventies, all
of the light manufacturing products achieved high rates ot
growth in the export market. But the most notable contribution
to exports was made by textiles and clothing, rubber shoes, wigs
plywood and processed foods.

The Export Promotfion Drive’ :

The package of export incentives introduced in the 1960’s
by the Korean government is one of the broadest ever conducted
in a developing country within such a short period, and surely
one of the most successful. Apart from the successive and
substantial devaluations of the won currency, the various export
promoting schemes have included the following :

1 — Starting in 1959, exporters were given unrestricted access
to imported capital and intermediate goods, together with
tariff exemptions on these commodities. This measure sub-
jects exporters to a free trade regime, purchasing their in-
puts and selling their output at world market prices. The
Korean system goes further than the usual schemes
employed by most countries (including Egypt) whereby

—20 —



Dr. Heba A. Handoussa : South Korean Success Story... -9

Beginning with the military government, economic policy
clearly shifted from the previous emphasis on import substitu-
tion to a program of growth maximisation through export led
industrialisation based on exploiting Korea’s only national re-
source, an abundant and relatively skilled labour force. Unlike
Egypt, Korean policy makers realised that continued import -
substitution of consumer goods and backward integration in the
production of their intermediates would not be as effective as
the alternative strategy of export oriented industrialisation. In
common with Egypt, Korea’s domestic market was not large
enough to support implementing projects of acceptable size to
achieve scale economies. Import substitution would also involve
increased rather than diminished reliance on the import of the
necessary intermediates to operate these industries, and most
important of all, such industries would require considerable in-
vestment in capital relative to the number of jobs they could
create. Considering Korea’s acute balance of payments dif-
ficulties, the expansion of exportable output would avoid having
to face foreign exchange shortages (which began to impinge on
Egypt’s growth effort since 1965). Employment creation was
the second most valuable objective which labour intensive export
promotion policies would enhance. Another important objective
which could be fulfilled by an outward looking orientation for
industry was to ensure the optimal allocation of Korea’s resources
by subjecting all export industries to the competition of the inter-
national market. Success in exporting was the best insurance
against inefficiency.

Starting in 1962, the Korean government undertook a
package of basic reforms in the economy, all geared to the im-
portant task of reorienting the country’s development path.
These reforms included the deyaluation of the Korean currency
by 50%, the unification of the exchange rate and the adoption
of floating rate, all in order to counteract the existing bias against
production for the export market. A large and flexible set of
direct and indirect export incentives were also introduced as
elaborated below. A doubling of interest rates on bank deposits
to reach a real rate of between 9% and 14% was designed so as |
to encourage voluntary savings and discourage unproductive use
of credit facilities. The response of private savings was im-
mediate, and household contributions to national savings rose
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Egypt’s economic development was fairly rapid during the
1950’s with real annual growth rates of 7.8% for industry, 3.0%
for agriculture and more than 99 for construction and transport
in the decade 1953 to 1962/63. Overall GNP growth was 6%
for Egypt as compared with 4% for Korea in this ten year period.
In contrast to Egypt, all key indicators for the Korean economy
were far from promising at the start of the 1960’s. Dependence
on foreign aid for the import of basic commodities was not subsid-
ing. By 1962, the domestic savings ratio was showing no sign
of rising from its low level of 3% of GNP (Egypt’'s savings
ratio in the 1950’s period was 129% of GNP). Foreign exchange
resources were still a major constraint on Korea's investment
efforts and made it impossible to raise the ratio of imported
capital goods above the low level of 119 of total imports, a
situation which lasted throughout the 1953-60 period:e.

In parallel with the seemingly unsurmountable economic
difficulties confronting South Korea, domestic political instability
and social unrest were becoming critical. The military revolution
of May 19681 was a major turning point in Korea’s economic
history. Its leader (soon elected as President Park Chuhg Hee)
was to inaugurate an era of unprecedented growth and continuity
in a hitherto unstable domestic environment. Whereas ministers
had served an average of eleven months in office during Rhee’s
twelve years as president, the new governing elite brought with
it stability, discipline, considerable administrative talent and a
goal oriented energy and drive. Above all, the new regime
proved capable of recognising, accepting and implementing expert
advice on developmental issues. The systematic formulation of
a series of five-year economic development plans starting in 1962
and their efficient execution was to shift the rate of growth
of the economy to the consistent rate of 99% for the decade
1867-71, 'and to bring about a radical change in the structure of
the économy. It is in the policies and institutional framework
established in-the 1960’s that one can find the key to South
- - Korea’s-tremendous leap forward; a eap-which set in motion
all of the growth and development mechanisms, the change in
~ each variable reinforcing progress of the other such as to rid

the economy of all of its early inbalances. From 1962 onwards,
Korea moved way ahead of Egypt and of most other developing
countries.
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The development of Kgypt’s manufacturing industry™
uninterrupted since early 1930’s - was in many ways ahead
of South Korea’s until the start of the 1960’s. Whereas Egypt's
manufacturing sector was already contributing 15% of GNP in
1952, Korea’s manufacturing accounted for only 6% of GNP in

.1953*. During the 8 year period that followed the Korean War
(1953-60), Korea was only able to raise industry’s share of GNP
to 7.2%, while Egypt’s manufacturing output had further doubled
in real terms, raising its value added share in GNP to 18%, with
the share of manufactured goods in total exports rising from
6% in 1953 to 20% in 1960. Egypt’'s per capita manufacturing
output was $29 as compared to only $15 for Korea in 1960, and
the total value of manufactured export stood at $105 million
for Egypt as compared to $11 million for Korea'®. Egypt’s total
employment in manufacturing had reached 770 thousand persons
in 1960 compared to only 480 thousand in Korea.

Throughout the 1950’s both Egypt and Korea had followed
similar import substituting industrialisation policies, with
emphasis on the production of some basic consumer goods (food
and textiles) and intermediates (cement, fertiliser, iron and
steel). Both countries also shared a very similar foreign trade
regime, with the use of a complex system of multiple exchange
rates, high tariffs on imports of domestically produced equi-
valents, low tariffs on capital goods and intermediates and the
imposition of quantitative restrictions on the import of an in-
creasing number of imported products. The principal incentive
to export came from the multiple exchange rate system whereby
export earnings were converted at a premium. In addition,
modest direct cash subsidies were also used to encourage selective
exports.

Until 1961, Korea's manufactured exports were very limited,
with the highest values attained for metal ores and derivatives
($8.9 million), raw silk ($2.9 million), plywood ($1.2 million)
and cotton fabrics ($0.8 million)¢, whereas Egypt’'s exports
of manufactures were far more diversified with cotton yarn
($22.2 million), cotton fabrics ($17.4 million), clothing ($2.0
million), petroleum products ($4.6 million), processed food ($14.5
million), metal and non metal products ($12.0 million), chemicals
($1.9 million), books and printed matter ($3.0 million) in that
same year?'s,
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4 — INDUSTRIAL STRATEGY, EXPORT PROMOTION
AND PLANNING :

Given the limited arable land and the meagreness of other
natural resources in both Egypt and Korea, rapid industrialisa-
tion was correctly perceived as the only option for growth and
development of the two economies. But whereas Egypt was to
embark on an import-substituting strategy which has continued
over the past three decades, Korea soon realised that such an
industrialisation path would meet with many structural con-
straints and early shifted its direction radically towards an export

oriented strategy.

At the onset of Egypt's 1952 revolution, the government
devoted considerable attention to development, with the introduc-
tion of a special development budget and the setting up of the
production council in 1954 with the purpose of evaluating large
projects which would modernise and diversify the structure of
Egyptian industry. Public investment expanded, but policies
were on the whole quite traditional, relying on the indirect
promotion of privately owned and controlled investments together
with direct regulation of foreign trade in order to increase
protection for domestic import substituting activities. In 1957,
development planning was introduced on a large scale, with more
emphasis on government investment. A five year plan for
industry and another for agriculture were adopted and these
were integrated into a comprehensive five year plan for 1960-65.

For the entire decade of the 1950°s - and in contrast with
Korea - Egypt was in the comfortable position of using up its
large reserves of sterling balances (approximating $1 billion)
accumulated during World War II and had no recourse to foreign
aid or the international capital market. There was therefore
no shortage of foreign exchange to import capital goods and these
rose from 15% to 26% of total imports to Egypt throughout the
period of the 1950’s. It was only with the start of Russian
deliveries of equipment for the construction of the High Dam
(1958) and with the import of U.S. surplus commodities (1959)
that Egypt’s dependence on foreign assistance began.
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Ministry of Manpower and those belonging to Public Sector enter-
prises, the picture shows a glaring defiéiency in the tralnlng
facilities available in Egypt.

~,

At the university level, Egypt's enrollment level at 595
thousand in 1981/82 surpasses the corresponding figure of 534
thousand (1981) for Korea and serves to highlight what is aec-
cepted in Egypt as being one of the serious anomalies caused
by the maldistribution in the composition of education facilities.
Korea’s priorities have clearly been more socially equitable and
more economically rational. The expansion of University ‘educa-
tion was consciously kept slow in Korea.

Comparing Korea’s educational achievement with several
developed countries as early as 1970 had confirmed its success .
story : the median years of education in Korea were 6.76 for
young adults (agés 25-34), comparing very favourably with
France (5.01) or Italy (4.05). It is those young adults who have
served so well the cause of high productivity in all sectors of the
Korean economy but - particularly in manufacturing industry.
This is how Korea has more recently been able to enforce the
mandatory requirements that all voecational training students
must first complete nine years of school education (primary plus
middle school) before qualifying for entry into the vocational
centres. This has also translated itself into the most exacting
standards from industrial enterpriges in recruiting new workers,
with 829% of 1981’s new entrants to the labour force having
completed middle school or higher educational levels.

Education has also been respon51b1e for providing the neces-
sary ‘qualification for- wdmen to work. In mdustry, more than -
50% of employment growth (1975-81) was female. More jobs
for women in turn mean higher income and living standards per
household and also become a valuable ‘factor in stabilising wage

levels in the labour market.
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policy makers to give priority to the extension of rural educa-
tion for girls since it was also shown that its budgetary cost
would even be lower than those of land reclamation in the overall
attempt to bridge the growing food gap. By checking popula-
' tion growth - together with achieving all of the previously
discussed objectives - primary education would directly contribute
in alleviating the problem of food self sufficiency.

The gains to South Korea from population control, itself
closely linked to the attainment of primary schooling and literacy
among females) .has had a very favourable impact on resource
allocation for education. The substantial saving from having
half a million less pupils at the primary level over the decade
1972-82 has meant expenditure on improved services with an
increase of 20% in the absolute number of primary school teachers
in the last ten years and the resulting reduction in the student/
teacher ratio to 42 in 1983, down from 53 in 1973 and 63 in 1964.
The ten year growth in number of classrooms is also significant
at 14%.

The decline in the number of primary school children over
the past 12 years has also enabled Korea to focus more atten-
tion on kindergarten and day care center enrollment which has
increased ten fold over the last ten years to reach 206 thousand
students in 4,276 kindergarten schools by 1983. Korea's entrance
rate to middle school has also increased from 50% in 1964
to T4% in 1974 to 98% in 1982. Whereas Korea enjoyed
a student body of 2.6 million students enrolled in middle school
in 1981, Egypt had only 1.7 million middle school students in
1981/82. '

At the high school level, Korea had 1.13 million students
in the general curriculum, and another 1.07 million in the voeca-
tional (including junior vocational stream in 1982. The com-
parable figure for Egypt was 1.21 million high school level
students in 1981/82 and only 56 thousand students in technical
colleges attached to the Ministry of Education.

Even if an allowance is made for the additional Egyptian
students enrolled in vocational training centers attached to the
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training more teachers, and the absence of a national campaign
which would mobilize voluntary action in an effort to eradicate
illiteracy among the post-school age population. Korea's example
in this last area is also exemplary as displayed by the con-
tribution of Saemaul Undong movement in tH¢ countryside and
Women’s clubs which have proved to be an inwvaluable tool
in supplementing the formal system of elementary education.

Egypt’s poor record.in providing primary education to its
population is to be deplored on many counts : first in view of
its. negative impact on income distribution and basic needs,
literacy being one of the fundamental human rights that any
society strives to provide as early as feasible and indiscriminately,
second because this long delay in the process of primary invest-
ment in human capital has had deleterious effects on the skills
and productivity of Egypt’s most abundant asset - its people,
third because this slow growth (2.49% per year)) in primary
school enrollment (below the rate of population growth) is
matched with a lopsided increase (17.29% growth per year) in
university education over the same period, while it has. long
been patently clear that there are no real productive jobs to
cater for the growing annual size of graduate entrants in the
labour force, and again from a moral and morale standpoint
which makes it difficult to accept the situation whereby Egypt
has throughout the 1960’s and 1970’s provided thousands of
Egyptian teachers to educate hundreds of thousands of Arabs
in all neighbouring countries while neglecting to fulfil their
duty towards their compatriots.

Egypt must also -exploit the now well documented thesis
which has confirmed the strong negative link between female
primary schooling and the number -of children born during her
child bearing age. For all developing countries including Egypt,
six years of primary education will ensure a drop of at least
one and up to two children per educated woman. In South
Korea, the statistics for 1974 showed an average of 5.5 children
per woman with no education as compared to 5.4 children for
a woman with 1 to 3 years of education, 4.5 children per woman
with 4 to 6-years of schooling and 3.5 children per women with
7 or more years of education. This observed tendency in all
countries was used as a forceful argument to encourage Egyptian
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goals. The first is the strategic objective of encouraging in-
creased production of all essential crops (rice is purchased from
farmers at more than twice its international price), by giving
the incentive to raise productivity in response to higher profita-
bility. The second objective is to raise the income standards
of the farmer class which has traditionally been at a relative
disadvantage when compared to urban and rural nonfarm
workers. The third goal has been to.contain the urban pull
factor ‘which has exaeerbated Korea’s problem of density in
the cities (Seoul alone accounting for 209% of Korea’s popula-
A,‘t:ion). s F ' v - Y

Education!

Comparing Korea’s educational achievements with interna-
tional levels places Korea in a class of its own in terms of its
remarkable commitment to the eradication of illiteracy and its
emphasis on training students in the skills required for develop-
ment, . : R

Virtually universal elementary education had been achieved
by 1964, with more than 95% of eligible children (in the relevant
age group) actually attending schools. In line with the signifi-
cant decline in population growth, peak enrollment in primary
education was reached as early as 1971 with 5.81 million school
children and subsequently declined to 5.27 million in 1983. These
numbers are in sharp contrast to Egypt’s enrollment at the
primary level of only 4.86 million in 1981/82 - less than 80%
of eligible children - and go to show how far Egypt’s policies
and their implementation have deviated from the proclaimed
goal of achieving universal elementary education by 1970.

Between 1960 and 1976 (the two most recent census years
for Egypt), the percentage of illiteracy among adults (over 10
years old) -declined from 709 to 579, but the absolute number
of illiterates had increased by 2.4 million persons, with a con-
siderable differential between males (43.2% illiterate) and females
(71.0% illiterate) in 1976. The obvious cause for this sad state
of affairs is the maldistribution of schools regionally, the
inadequate funds provided for building more classrooms and
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corn (1982' imports equal to 4 million tons for Korea, 1.2 million
tons for Egypt).

The expansion of the fishing industry and its increased
competitiveness in Korea has been dramatic and now helps
bridging its food gap. The level of fish catches has risen from
377 thousand tons in 1960 to 816 thousand tons in 1970 to 2,410
thousand tons fetching Korea close to $1 billion on the interna-
tional market. In view of Egypt’s highly unexploited potential
for utilising its surrounding territorial waters and inland
fisheries there would seem to be much scope for introducing
schemes comparable to Korea’s effort in that area. ‘

It is also important to consider Korea and Egypt’s vulnera-
bility to International food prices. It has been estimated that
the additional cost of grain imports due to price increases in
1973 and 1974 was equivalent to 19 of Korea’s GNP, 3% of
Egypt’s GNP. The difference is of course partly due to Korea's
GNP heing close to two multiples of Egypt’s in that year. But
whereas total food imports accounted for 199 of Korea’s import
bill in 1970-72, it reached 40% in Egypt’s case. By 1974 the
percentage importance of grain in total imports had soared to
259% for Korea and 73% for Egyptl°. Korea unlike the more
fortunate Egypt also carried the enormous burden of increased
petroleum prices in 1973-74 which added another $724 million
to its import bill in 1974 alone. Korea’s heavy dependence on
oil imports which cost $6 billion in 1982 should be a reminder
to Egypt of the essential responsibility which it carries when
making decisions on output levels and domestic prices concern-
ing this invaluable but exhaustible natural resource.

One last but important comparative aspect of policy mak-
ing in the agricultural sector pertains to agricultural price
management. Where Egypt and Korea stand in sharp contrast
since the mid-1970’s. Whereas Egypt’s decision makers chose
to contain domestic agricultural prices in an attempt to avoid
inflation and protect the poorer class of consumers, and thereby
allowed farmgate prices to lag considerably behind world prices,
Korea had decided not only to raise farmgate prices to their
border equivalent but it has in fact raised these prices gradually
to levels well above world prices so as to achieve three essential

— 11—
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In 1949, a land reform was enacted in South Korea whereby
23% of the total arable land (farms previously owned by the
Japanese) plus all Korean owned land of more than 7.5 acres
(7.2 feddans) was redistributed to landless farmers. Approxi-
mately 629 of farm households benefitted from the reform.
It is interesting to note that maximum size holdings allowed
in Korea was significantly smaller than the corresponding size
allowed in Egypt under the series of land redistribution schemes
of 1952 (200 feddans per family), 1968 (100 feddans per family)
1969 (50 feddans per person), in spite of the fact that climatic
conditions in Korea make- it exceedingly difficult to introduce

multaple croppmg patterns _ '

In common with Egypt, land fragmentation became a sevicr~
obstacle to productivity. Korea’s land reform had reduced

* the average size of individual farms to less than 2.2 acres (2

feddans). By 1959, only 0.3% of all farms exceeded 7 acres (6.7
feddans), while 429% were 1.2-acres or less. In Egypt, average

~size -of holdings rose to 1.2 feddans after the first land reform

but has since been reduced on account of continued fragmenta-
tion. '

In spite of the difficulty of achieving economies of scale,
Korean agriculture was able to raise its productivity and rank
high among rice producers in terms of yields at 2.06 ton per
acre (Egypt 2.37 ton per acre) in 1978.

Overall growth of agricultural production during the 1960-
65 period was at an average annual rate of 5.19%, and total
food production rose by 269% in the second half of the 1960’s.
Between 1960 and 1970, 149% more arable land was brought

~under -cultivation, irriggted land.expanded to reach 85% of

total agricultural land, and double cropping was extended to

~ reach a ratio of cropped land to arable land equal to 1.4 in 1976.
X Selfsuf_fmlency in-.rice ‘prodyctian- wags- i-egamed in 1977 By
1982, Korea was produeing and consuming ‘more than 5 million

metrie tons of rice biit (again in common with Egypt) was

" . heavily dependent on the import.of wheat (1976-82 imports of

wheat a little less than 2 million tons per year for Korea but
grew from 3 to 5.5 million tons in the same period for Egypt),
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from Korea were stagnant at less than 2% of GNP. From 1945
to 1962, Korea received close to $2 billion in aid from the U.S.A.
Although the bulk of aid was spent on commodities, it went
a long way in helping the country in reconstruction. There
were also a limited number of projects for the development
of coal resources, thermal power generation and fertiliser produc-
tion to help compensate for resources lost to the North and for
the rebuilding of infrastructure.

While the period from 1953 to 1957 was a period of re-
construction, that from 1958 to 1961 was one of very slow
growth. Exports which stood at $40 million in 1953 did not
reatain that level until 19618, High rates of population growth
during the 1950’s prevented any improvements in per capita in-
come which stood at $87 in 1962. It is against this utterly bleak
history that one should assess South Korea’s modernisation and
development efforts.

3 —EARLY ACHIEVEMENTS : BASIC NEEDS.

In spite of South Korea’s limited resources and overwhelm-
ing difficulties in the late 1940’s and 1950’s, this period laid the
ground work for Korea’s subsequent pattern of development.
Viewed in retrospect, the most immediate priority of the policy
makers during the First Republic (with President Syngman
Rhee in office from 1948 to 1960) would seem to have been
to improve the living conditions of the least privileged in
society, the landless farmers and the illiterate.

The Agricultural Sector’

South Korea’s total arable land stood at around 2.3 million
hectares (5.5 million feddans) in the 1940’s with very limited
possibility for expansion since 66% of total surface area consists
of forests. Compared with Egypt’s 6.5 million feddans for
agricultural land, both countries share the same basic problem

of an extremely high man to land ratio.
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While per capita output increased significantly over the
period, the per capita annual consumption of rice, the staple
food for Koreans, had in fact declined from 1115 to 80.2 kg.
beetween 1912 and 1944, because of forced increases in rice
exports to Japan. Meanwhile, per capita consumption of rice
in Japan was maintained at 157 kg.t.

In 1945, the Japanese departed and Korea was partitioned
along the 38th parallel, the U.S. occupying the South and Russia
the North. There were major disruptions and dislocation result-
ing from partition including large movements of population with
an estimated 2.3 million immigrants either fleeing from the North
or repatriated from Japan. Power supply was cut off by the
North, and all production of fertiliser, cement, iron and steel
was lost by the South to the North as well as all mineral
resources. Inflation was out of control, prices increasing 40-fold
in 1945 and quadrupling again in 19465, The outbreak of the
Korean War in ‘1950 wiped out what little gains were made by
the south towards restoring some balance and coordination in
the supply of power, the transport system and other basic
facilities. The level of destruction was extremely high, with
close to 320,000 killed and with some 661,000 buildings and
facilities destroyed in the SouthsS.

Destruction of manufacturing facilities was estimated to
equal 42.49% of the pre-war capacity, and the heaviest damage
was incurred by textiles, shipbuilding, printing and publishing,
mostly located in the Seoul-Inchon and Samchok areas. By
1951, the average production Index for South Korea had falled
to half its 1949 level’. Inflation reached new peaks and the
morale and confidence of the people was badly damaged. Gross
domestic savings were bearely 29 of GNP in the early 1950’s
and rose to only 2.4% by 1960.

American aid has dominated all foreign assistance (at an
average of 10% of GNP) throughout the 1945 to 1965 period.
Between 1945 and 1951, U.S. aid totalled $611 million. but more
than 90% of this consisted of imports of relief commodities in
finished from which could be easily distributed without further
processing. TUp till 1962 there was no source of foreign exchange
other than aid : private capital inflows were nil and exports
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2 — BACKGROUND ON SOUTH KOREA :

Prior to World War II, Korea had been colonized by Japan
for thirty five years. Agriculture accounted for more than 80%
of em ployment; there were a limited number of industries produc-
ing textiles, iron and steel products, fertilizer, cement, sugar,
tobacco, pulp and paper, more than half of which were located
in the North. Japan was Korea’s major trading partner, ac-
counting for 85% of Korea’s imports and an even larger per-
centage of its exports. Korea’s trade balance was in substantial
deficit throughout the colonial period, the compensating capital
inflows orginating from Japan!,

Approximately one third of agricultural land was held by
the Japanese, as well as virtually all of the modern manufactur-
ing enterprises. Technical manpower operating in industry,
construction and public utilities was dominated by the Japanese
with ratios as low as 1 Korean for every 9 Japanese technicians
in metals and chemicals. The government administration was
again served by Japanese nationals which meant that no Koreans
gained any experience in administration. Only 10% of all local
judges were Korean, while no Korean served on the Supreme
Court.

In the realm of education, the overwhelming majority of the
population was illiterate. Korean culture was suppressed and
the Korean language only taught in the first three years of
primary schooling. The Japanese had also restricted the admis-
sion of Koreans to high schools and colleges. The result was a
very small proportion of Korean as opposed to Japanese teachers
and an equally small proportion of Koreans as opposed to
Japanese students at the universities in Korea. As late as 1941,
there were only 304 Korean students at university and only one
Korean university professor?.

Although there was significant growth and structural change
of the Korean economy during the period 1910-45, these changes
reflected the needs of the colonial power. Economic development
“bore little relation to the traditional sector of the Korean
economy and was incompatible with the achievement of self-
sustaining economic development’s.
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Today, South Korea has surmounted the most difficult
stage of its development process by radically transforming the
structure of its economy, by redirecting employment into the
+ most productive sectors of economic activity and by generating
those mechanisms that will ensure a sustained process of growth
and development. It has brought population growth to
manageable levels and has retained a remarkably equitable
distribution of income for its 40 million citizens, while raising
the average per capita income to $2000 (as estimated for 1984)
up from $87 in 1962. This compares with Egypt's per capita
income of $750 in 1983, up from $150 in 1960. It is indeed
difficult to avoid asking why Egypt’s record of achievement
appears to meagre in contrast to Korea's and where Egypt's
government should look for useful formulas from Korea’s out-
standing performance.

The purpose of this paper is to show the many parallels
between Egypt and Korea’s development attempts and ex-
periences, to identify the major differences in approach, in
strategy and implementation, and to draw practical lessons for

consideration by Egypt’s policy makers.

Even today, some of the basic conditions underlying the
internal and external resource equation for these two economies
are remarkably similar. One is the continued doniestic scarcity
of natural resources relative to an abundance of manpower,
another is the serious 'urbanisation problem which follows from
continued migration to the cities in what are already two of
the most densily populated countries in the World. A third is
the vulnerability of these two economies to world trade condi-
tions because of high import and export dependence. A fourth
characteristic of concern to both countries is the difficult legacy
of heavy borrowing in the 1970’s with outstanding foreign debt
for Korea at $40 billion and Egypt at $17 billion. On the po-
litical front both countries face an unusually large burden in
maintaining their military preparedness which is reflected in
significant allocations of physical and human resources towards
defense. Internationally, both have been the focus of excep-
tionally high levels of interest and interference from the Super
Powers.
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1 — INTRODUCTION :

There are several countries in the Far East, Latin America
or Europe which qualify as success stories because of their rapid
and sustained development based on industrialisation. South
Korea stands as the single most appropriate example for the
purpose of contrasting with Egypt and for drawing some major
lessons. Citing a few alternative countries, Japan developed too
early in the century to make a cross country comparison viable,
Taiwan is too small, Singapore and Hong Kong do not have an
agricultural sector, Yugoslavia does not carry a heavy military
burden, Brazil has an altogether different resource balance.

At mid-century, Korea can be said to have shared with
Egypt all of the burdens of poverty and underdevelopment com-
bined : a heritage of colonisation which retarted education and
diversification of the economy, dependence on one cash crop
(Korea’s rice corresponding to Egypt’s cotton), an inherent
resource imbalance with very limited agricultural land coupled
with overpopulation, and a subsistence level of income for the
majority of the population. In addition, Korea has early suf-
fered from its partition in 1945 followed by the devastating war
between North and South in 1950-53.

* This paper has greatly benefitted from the author's two week visit
to South Korea in June of 1984. This visit was sponsored by the
Central Agency for Public Mobilisation and Statistics (CAPMAS). Cairo,

Egypt.
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