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(1) Vencezo. Arangio-Ruiz, le rdle de lhistoire dans linter-
prétation et dans Yapplication du droit (Introduction aux
sciences économiques et juridiques, Le Caire 1935, pp.
186-187.

(2) Georges Ripert, le declin du droit, Paris 1949 p. 221 «Il
serait injuste de Critiquer toutes ses mesures légales, sans
tenir Compte de but poursuivi par le legislateurs.

(8) La notion statique de la science.
(4) La notion dynamique de la sience,

(5) Thomas GIVANOVTCH, systéme de la philosophie juridique
synthétique -1- Paris 1927 p. 3-35.
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André Vincet, I'abstrait et le Coneret dans l'interprétation p. 137
(de Yarchives précités).
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1 — Jean-Charles SCHM]DT, Faute Civile et faute pénale, Paris
1928 p. 26 Georges del VECCHIO, Lecons de philosophie
de droit. Traduction de J.A.B. sierey, Paris 1936 en ce que
concerne I'école Ionique, 1’école des Eléates, 1'école
pyvtagorcienne et autres écoles, pp. 23-165 et en ce que
Concerne I'évolution du droit p. 315 et ss. — A. FOUILLEE,
L’idée moderne du Droit, Paris 1909. pp. 1-405.
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(17) <«becomes excessively onerous in such way as to threaten
the obliger with exorbitant logsa».
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(65) The Court may, whenever it deems fit, order the party who
Committed a breach or is threatening to Commit a breach
to perform his obligation specifically; provided that the
Court shall not order specific performance in the following
Cases : .
a) if the financial Compensation were sufficient requital;

b) if the fulfilment of the Contract demands Continual
supervision by the Court.
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(99) 11 est tenu a une separation fixé par le juge.
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(104) Georges DEL VECCHIO, Justice Droit-Etat, étude de
philosophie juridiques, Paris 1938 p. 3 «La justice sous
un certain aspect, Consiste dans la Conformité & une loi,
mais on affirme aussi que la loi droit étre Conforme a
la justices.
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(111) A.A. EL SANHOURY, les restriction Contractuelles a la
liberté individuelle de travail dans la jurisprudence An-
glaise, Paris 1925 p. 38.
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faits en presences.
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Civil 7iéme éd., 1873, t. IV No. 407.
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«Il est important de decider si 'appréciation du caractére déter-
minant du dol doit étre fait in absteracto : par référence au
Contractant normal, ou in concreto : en interrogeant I'état
d’aime de la victime...».
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défaut de liberté, doit, selon les principes de droit romain,
étre une violence capable de faire impression sur une per-
sonne Courageuse, metus non vani hominis, Sed qui in
homine Constantissimo Cadats.
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The perspective for Arab exporters will continue to be an
interesting one, although growth rates of international trade
comparable to those of the 60s will probably not reocccur in
the next few years. On the other hand, it seems that the
concept of regionalization of the world economy may gain im-
portance. The most remarkable experience of European integra-
tion process has been that - unexpected both by practitioners
and by academic scholars on the theory of international trade -
the major feature of the European performance has been intra-
trade, i.e. a dramatic exchange of goods and services among
neighbouring countries within the same branch and sub-sector :
Fiat cars and Volkswagen, Marlborough and Gauloises cigarettes.

This newly emerging intra-trade was the real growth
machine in Europe. The 90s may evolve as a period of rapidly
increasing intratrade among a number of newly emerging econo-
mic sub-regions of the world economy such as Latin America,
the South East Asian region, and the Arab Common Market.
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is clear for Europe and the United States, whereas in other
parts of .the world - apart from a very few outward looking
City States - trade liberalism has never really existed even dur-
ing the expanding era of world trade of the 1960s and 1970s.
Both Japan and most of the developing countries give ample
evidence of this fact. "

With this realistic perspective, we may ask what the
impact of delayed adjustment policies and ‘hesitant structural
change in the European Community may, be on the future of
its foreign trade relations with the Arab World. One can safely
assume that the basic outward-looking orientation of the
European Community will be maintained as a result of its
export-oriented economic structure and its self-interest in
maintaining workable international trade channels.

On the other hang, it is hard to see that the unprecedented
growth rates of international trade during the 1960s will reap-
pear. We should envisage modest growth rates of EC import
capacity, and a permanent internal struggle between protectionist
tendencies stemming from the social flank on the one hand
and forceful insistence in maintaining liberal foreign trade poli-

*cies by all sectors of the European economies which are export-
oriented and outward—looking,. My own guess would be that
the outcome will be less than the ideal of liberal foreign trade,
but fairly satisfactory. Given the absolute size of the European
market, export chances particularly of smaller producer countries
will continue to be substantial and will even rise in ahbsolute
terms in the long run.

Generally, we should learn that all viable systems in nature
do not work on the principle of unlimited exponential growth.
Instead of constant or even rising growth rates which have
shaped the outlook in the economics profession far too long,
we should acknowledge the living systems operate on the prin-
ciple of rising differentiation and complexity : they tend to avoid
the dinosaure pattern and have been more successful in emphasiz-
ing the development of nervous systems, brain cells and intel-
ligence at large rather than sheer quantitative growth.
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their economy in favour of new lines of production with a high
technology content. This is particularly true for the peripheral
countries of Europe and the lagging regions within the core
countries, the mid-seventies, still hesitates mainly for reasons of
still mounting unemployment. At present, every seventh member
of the EC labour force is without a job. |

The precarious social balance in an open democratic society
just does not allow to enforce far reaching structural adjust-
ment policies in view of the short term social costs and the
voting patterns involved. On the contrary, politicians have
poured billions of Deutschmarks into ailing steelmaking firms
in a futile attempt at protecting jobst. On the foreign trade
flank, such defensive strategies are supported through orderly
marketing agreements or so-called voluntary restraints. These
policies are a tremendous waste of money, decision-making capa-
city and a misguidance of the working electorate. As usual
in politics, the urgent drives out the necegsary.

Unfortunately, this neo-protectionist pattern is a world-
wide one and still much stronger in the other industrial core
areas of the United States and Japan than in the European
Community. The EC acknowledges the extreme dependence of
Western Europe’s GNP on its foreign trade component which
goes undisputed among all social and political groupings involved
in the painful process of structural readjustment. There pre,
the European Community is still less protectionist than other
areas in the world. But with declining growth rates and rising
unemployment figures protectionism and neomercantilism are
bound to grow.

We should realize that liberal trade policies ever since Adam
Smith have been an outflow of relative economic strength of
the country liberalizing its foreign trade. Undoubtedly, David
Ricardo’s British cloth-makers were in a much stronger posi-
tion than DPortuguese wine-growers, Historically speaking,
periods of trade liberalism are rare indeed, in comparison with
long epochs of governmental intervention and control. This fact

(4) Cf. Christopher Wilkins, Industrial Policies in the European Community,
in : Industrie- und Strukturpolitik, op. cit., p. 31 f.
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of public control of entrepreneurial activity. This has had a
particularly negative effect on the creation and development
of new firms. Government policy during the seventies was
characterized by the principal objective to reduce social tension
in the short run, and not to develop the industrial structure in
the long run.

The structural weakness of the Italian industry became ap-
parent when NICs pushed on the liberalized European market
with labour-intensive and relatively low-tech products such as
footwear, textiles, clothing, basic chemicals and traditional
mechanical engineering products, a field where Italy had been
extremely strong. On the other hand, the growing financial
difficulties of the enterprises, and especially those of the large
industries, made it difficult to successfully compete in capital-
intensive (though not technology-intensive) industries like steel,
oil refining, chemical products, and ship building. In addition,
many large firms of the substantial public sector where burdened
with social welfare policies of the State through maintaining
relatively high levels of employment and wages, and regional
objectives which enforced excessive shares of enterprise invest-
ments in Italy’s underdeveloped Mezzogiorno with hardly any
returns.

I have commented on the Italian case in some length because
similar structural difficulties are probably ahead in Greece and
in Portugal (after its accession to the EC), here, too, linked
with social imbalance and political temptations to mobilize sup-
port of the urban masses through dubious proclamations in
favour of short-term distribution rather than through reliable
strategies for long-term development and structural transforma-
tion.

France, the Netherlands and the Federal Republic of Ger-
many have done better. Here, a number of industries belong to
the technologically most advanced ones in the world. There
is also a new trend in favour of new dynamic product lines both
in established medium-sized enterprises and in newly emerging
high-tech ventures which are determined to defend their leading
position. Generally, however, the majority of the EC member
states so far have not been in a position to really transform
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social institutions. However, the phenomenon of an increasingly
efficient challenge by LDCs and NICs has been fully acknow-
ledged everywhere.

The “welfare coalition” tends to insist in the justification
and legitimacy of maintaining the status quo of private and
public consumption. The general social climate has not been
very stimulant for new dynamic break-throughs in the Schum-
peterian sense during the seventies. A vast network of social
regulations aiming at equalization and social protection is a
barrier felt by new small entrepreneurs which might have the
technological potential and the entrepreneurial drive to venture
into new high-tech lines of production. Only during the last
few years a new awareness has arisen that the foundation of
dynamic new enterprises is the essential for a rejuvenation of
Europe’s industrial structure as a whole. Europe is confronted
with an accumulated need for adjustment which has been post-
poned for too many years.

The smaller and weaker economies within .the European
Community like Ireland, Greece, Belgium and Denmark have to
face particular difficulties in transforming their industrial
structure. Britain after having joint the Common Market felt
the need of a reorientation from the previously protected export
markets of the Commonwealth to the highly competitive pat-
terns of intra-trade on the Continent. British observers have
drawn attention to deeeply engrained British attitudes vis-a-vis
technical education, management and industrial relations, general
longterm strategies in business and government, and prestige
and status linked with careers in industry, which are all very
different from those prevailing in France, for example®.

Italy has been paying a high economic price for political
instability®. There has been a substantial redistribution of power
in favour of the trade unions, linked with an excessive spread

(2) Cr. Danlel T. Jones, British Industrial Performance and Industrial
Policy, in : Industrieund Strukturpolitik In der Europidischen Gemein-
schaft. Schriftenreihe des Arleltskrelses Europdische Integration e.V.,
Baden-Baden 1981, p. 45 f.

(3) Alberto Cassone, The Industrial Policy Role of Public Owned Com-
panies in Italy, in : Industrieund Strukturpolitik, op. cit.,, p. 76 f.
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The European Community in particular was confronted
with this challenge since 1973! both in terms of financing the
oil bill and in shifting to lines of industrial production which
would be competitive in the long run. The long period of af-
fluence between the fifties and the mid-seventies has moulded
value systems, basic motivations, and expectations. A new
generation grew up with no personal experience of {]:he hard-
ships of the great depression of 1930 and the following war
period. People got used to the idea that steady GNP growth
rates and wage increases of 5% could be taken for granted,
almost as a kind of ‘“basic human right”.

‘Most countries in Europe developed a political coalition of
strong demands for social welfare measures, a rising call for
state intervention, powerful trade unions, a widely unchallenged
appeal of Keynesian concepts of deficit financing, and generally
rising expectatlons articulated both by the social democratic
and Christian democratic majority wings of the European party
systems. This Welfare State coalition in the widest sense was
supported more or less by all political parties. But it neglected
the new dimension of world wide change, the demand of the
developing world for a transformation of the international
economic order, and the call for a different distribution of
economic activities.

Too much absorbed by internal attempts at “fine-tuning”
steady growth and internal distribution, the European countries
overlooked the changing international patterns of industrial
production and competition. Then came the new experience of a
deep recession which resisted established tools of Keynesian
“pump-priming”, and steady growth rates of unemployment.

Fortunately, the initial shock linked with regard to the
outside world is giving way to a slow but fundamental reorienta-
tion among all responsible circles within the wide spectrum of

(1) Cf. Kommission der Europiéischen Gemeinschaften, Europidische Wirt-
schaft - Die Entwicklung der sektoralen Strukturen der europiischen
Volkswirtschaften selt der Erdolkrise 1973-1978, Bericht der Sach-
verstindigengruppe «Sektorale Analysen», Brussels 1976, p. 78 f.
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STRUCTURAL CHANGE AND ADJUSTMENT POLICIES
IN THE EUROPEAN COMMUNITY AND THEIR IMPACT
ON THE FUTURE OF EC-ARAB TRADE RELATIONS

By Dieter Weiss*

The European Community is the largest participant in in-
ternational trade. It has been the most important export mar-
ket for the Developing and the Newly Industrializing Countries
(LDCs and NICs) ever since the mid-sixties. The two other
industrial core areas, the United States and Japan, have been
much more restrictive with regard to the attempts of NICs at
penetrating their markets.

Since the first oil crisis in 1973, however, a painful re-orien-
tation and reevaluation of international trade policies has been
under way. This world-wide trend has been reinforced by
monetary turmoils since the breakdown of the Bretton Woods
Agreement including the gold convertibility of the dollar, and
the economic problems following the second oil crisis in 1979/
80 which led into the deepest international recession since World
War II.

International private banks hastened to manage the recyecl-
ing themselves imprudently with risks which the oil-rich coun-
tries themselves successfully avoided, and giving rise to an in-
ternational debt problem of spectacular dimensions.

Ever since the early seventies it had become obvious that
structural change in the world economy would be necessary,
and that the large industrial core areas, i.e. the United States,
Western Europe, and Japan would have to adopt structural
adjustment policies in terms of industrial composition and foreign
trade relations.

-

* The author is professor of development economics at the Free Unlversity
of Berlln (West), Federal Republic of Germany. .
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from the field). Thus, one might suggest that rising machines
operating cost should be absorbed (at least in the short period)
either through subsidy or by raising local prices of outputs.

In a free market the increase of agricultural inputs is likely
to be passed on, since price elasticity of demand for agricultural
goods is low. In Egypt, most of agricultural goods prices are
controlled by Government ( i.e. pricing system or direct interven-
tion). Furthermore area allocated for the different crops is also
controlied through compulsory crop rotation. In practice farmers
have no real choice in selecting the crops to be cultivated. Thus,
rising agricultural inputs prices would have no impact on crop
allocation. Instead, the government could adjust agricultural out-
puts prices to allow for increased prices of energy used in
agriculture.

Indeed rising agricultural products prices are feasible, since
local prices are behind world prices. Besides it would have
little impact on consumers. This is particularly true with respect
to agricultural machines. Figure (15) shows that the expected
rise in agricultural products prices if the rise in agricultural
machines operating cost is passed on, compared with world
prices. It is worth noting that the shadow price of foreign
exchange (market price) is higher than the official price of
foreign exchange.

One would suggest that rising energy prices could have
positive affects on resource allocation efficiency if (a) the rise
in energy prices is passed on to be added to fertilizers prices,
so that farmers will have incentives to apply the right technical
ratio between nitrogenous and phosphate fertilizers. (b) The
rise of machines operating cost is passed on to be added to the
local prices of agricultural products. The latter is still signi-
ficantly lower than world prices.
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small. One way to absorb the rise in energy prices is to
subsidise nitrogenous fertilizers which have large component of
energy. This is not an acceptable solution because nitrogenous
fertilizer is already, heavily subsidised. In fact such a high
subsidy is responsible for the high nitrogenous phosphate ratio
(5 :1) which reflects misallocation of chemical fertilizers in
favour of nitrogenous. It is worth noting that N-P ratio in
Egypt is well above the world average.

One would therefore argue that rising nitrogenous fertilizers
prices are desired in terms of resource allocation efficiency. A
recent study applied to Egyptian cotton (Makary & Rees, 1980)
shows that if nitrogenous-phosphate ratio is changed from 5:1
to 3.1 : 1, agricultural productivity would be improved. At the
same time energy will be saved, and therefore a good deal of
the increase in energy prices will be absorbed. Thus rising
nitrogenous fertilizers prices are expected to have positive rather
than negative impacts on resource allocation efficiency in agri-
culture.

The rise in agricultural machines operating cost, though low,
could have larger impact on farmers decisions. KEgyptian
farmers who use few machines are reserved and perhaps not
aware of the agronomic and economic potential of mechanisation.
Rising machines operating cost might therefore discourage small
farmers (ie. control some 60% of cultivated area) who are sen-
sitive to changes in prices” (i.e. high price efasticity of demand
for mechanization) of substituting animals by machines. Thus
the only way to motivate them to use machines is to reduce the
operating cost or to increase outputs prices. Subsidy is therefore
a crucial factor at that stage.

An empirical investigation on Egyptian agriculture (Makary
& Rees) suggests that a significant increase in agricultural
production can be achieved if small farmers are motivated to
reallocate their resources in favour of machines. Furthermore
farmers will reap large profits if the animals are removed from
the field. Releasing animals from agricultural work would
substantially increase their production of milk, and meat, and
reduce their intake of food (ie. farmers’ profits could be in-
creased by more than L.E. 100 if a draught animal is removed
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2 — Output prices for wheat and sugar cane are the ones most
affected by price increases of nitrogenous fertilizers. But
the impacts on vegetables and fruits prices are negligible.

3 —The impact of rising phosphatic fertilizers prices on
agricultural products prices is negligible for all crops and
with respect to all classes of farm sizes. Phosphatic
fertilizers industry use little energy. Besides, farmers apply
low level of phosphate.

4 — Rising the cost of fuel and oil used in agricultural machines
has larger effect on the prices of wheat and rice, but little
effect on vegetables and fruits prices.

5 — In general farmers dealing with wheat and sugar cane are
expected to be affected at higher degree, if the price of
energy is increased. Producers of fruits and vegetables will
not be affected seriously.

6 —Large farmers who use large amounts of fertilizers and
apply high degree of mechanisation would be affected more
severely than small farmers.

7 — Rising energy prices used in fertilizers industry by 100%,
and rising fuel and oil prices by 20% has insignificant impact
on all agricultural products prices. It allows for a maximum
increase of 5.5% in agricultural products prices.

5 — Conclusion

It appears that rising energy prices have limited influence
on agricultural products prices. Still such small rise in agri-
cultural inputs prices might have significant impact on farmer’s
decisions. This will depend largely on price elasticity of demand
for the underlying inputs. Unfortunately it is not feasible to
measure price elasticity of demand for agricultural inputs, simply
because the prices of many agricultural inputs are controlled
and rather fixed by the Government.

However, one would expect that price elasticity of .demand
for fertilizer to be high since the Egyptian farmers use large
quantities of. fertilizers and the returns from using them are
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Figure (13)

Energy Input - Output Ratios Cotton (1975)

To Product One Kentare

Small Medlum Large
Input Unit . Farms Farms Farms
(1) (2) (3)

Nitrogenous K.G. of plant
Fertllizers Nutrient 10 10 12

Phosphatic K.G. of plant

Fertilizers Nutrient 2 2 8
Agricultural Horsepower/Hour 21 44 73
Machines

* Kentare — 157.5 K.g.

(1) Less than five Feddans.
(2) Five to more than 20 Feddans.
(3) More than 20 Feddans.

Source : Based on data collected in 1975 (Random Samples), Makary
& Rees, op. cit.,

4 — Interpretation of Results

The following features emerge :

1 —Most of the increase in agricultural products prices is at-
tributed to the rise of nitrogenous fertilizers prices. It ac-
counts on the average for 80% (Scenario 1) and, 0%
(Scenario 2). This conclusion is valid for all crops and with
respect to all classes of farm sizes. While Egyptian farmers
use large amounts of nitrogenous fertilizers, the industry of
nitrogenous fertilizers consumes high energy.
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S01

Figure (7)

Scenario Price Rises for Agricultural Energy Inputs

1980 Base Year

Scenario 2
Scenario 1 100% & 20%
Input Unit (World Prices) Price Rise
L.E. % Rise L.E. % Rise
Nitrogenous K.G. 0.823 568 0.055 38
Phosphatic K.G. of
Fertilizers plant 0.018 13 0.003 2.2
Nutrient
Agricultural | HP/Hour 0.033 72 0.0066 14.2
Machines

* Prices at the base year 1980 are L.E. 0.145, L.E. 0.138 and L.E. 0.046
for a K.g. of nutrient of nitrogenous, K.g. of plant nutrient of phosphatic
fertilizer and Horsepower/Hour of agricultural machines respectively.

Equation 3.2 is applied to each crop individually and with
respect to each input (input-by-input) to identify the impact on
price changes of a single crop. The estimated energy input-
output ratios are based on the average of 1974-80 to absorb
annual fluctuations that usually characterise agricultural produc-

tion (Figure 8).

The results are reported in Figures 9, 10, 11, and 12.

The same procedure is applied to farm size data in cotton
cultivation in an attempt to identify the impact of rising energy
prices on the cotton inputs paid by the different classes of
farmers. The results are reported in Figure 13.
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Figure (6)
Local Prices of Energy Used in Fertilizers
L.E. per K.g.
Primary Petroleum
Primary Fuel . Natural Refinery
Weighter Prices Oil Equivalent | Mazout Gas Gas
K.G.
Nitrogen 0.013 0.0075 0.01 0.0095
Phosphate 0.025 — — —_

Scenario 2 has the result that prices increase by L.E. 0.013,
L.E. 0.0075, L.E. 0.01, and 0.0095 per K.g. of primary fuel oil
equivalent, mazout, natural gas, and petroleum refinery gas
respectively, and L.E. 0.025 per K.g. of primary fuel oil equivalent
applied to phosphatic fertilizers, and L.E. 0.008 and 0.14 per litre
of fuel and oil used in agricultural machines respectively.

The impacts of the hypothesised rises for the two scenarios
are shown in Figure 7.

It is obvious that rising energy prices has limited impact
on phosphatic fertilizers prices, but highly significant impact on
nitrogenous fertilizers prices. Energy is used intensively in
nitrogenous fertilizers compared with phosphatic fertilizers.

The following equation is applied to estimate the effects
of rising energy prices on agricultural outputs prices :

AY o =T AXjyy  eeeevesressessesneensenonanseseseesnenes 3.2
T; is input-output ratio per Feddan.

AX;, is the change in agricultural input price at year t, as
derived from equation 3.1

AY is the change in ?.g'ricultural‘output price for a certain
crop in year t.
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verted into primary fuel oil equivalent and measured in K.g. of
fuel oil or gas. A weighted energy-fertilizer ratio (i.e. K.g. of
plant nutrient of either nitrogenous or phosphatic fertilizer
obtained from one K.g. of energy) is therefore used (Figure 5).
Energy-machine ratios are measured in terms of Horse-Power/
Hour obtained from one litre of fuel and oil (i.e. 0.12 and 0.04
respectively)?. Price data are shown in Figure 6.

Two scenarios are considered :

1—World Price of Energy by 1985.
2 —Rising Energy Prices by
— 100% for fertilizer industries.
— 20% for fuel and oil used in agricultural machines.
Scenario 1 implies a 90% rise in fuel oil and gas and a 15%
rise in fuel and oil used in agricultural machines for 5 years.
Cumulated over 5 years this is equivalent to a fuel oil and gas

price of L.E. 0.1857, and to a fuel and oil prices of L.E. 0.08
and 1408 (i.e. for a K.g.). '

) Figure (5)
Energy - Fertilizer Ratios to Product 1 K.G. of Plant
Nutrient of Fertilizer

Primary
Oil Mazout Natural Petroleum
Weighted Average Equivalent K.G. Gas K.G. Reflinery
K.G. Gas K.g.
Energy-Nitrogen :
Ratio 3.182 0.832 0.679 0.035
Energy-Phosphate
Ratio 0.102 — — —_

(7) S. Makary & H. Rees, Op. cit.
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3 — Specification and Estimation : Base Case

The analysis, here, is concerned with direct impact on agri-
cultural outputs prices of rising local energy prices. No allow-
ance is made for the indirect effects on agricultural prices
arising through the impact of energy price rise on non-energy
inputs in the agricultural secotr. It is also assumed that all
fuel cost increases are passed on and none absorbed by either
fertilizer industry or by farmers in the form of energy conserva--
tion measures. Thus, the farmer will be charged the whole in-
crease in energy cost.

As long as agriculture does not use energy in a direct way,
but through the application of energy inputs. The impacts of
rising energy prices on agricultural products prices are estimated
in two stages:

Stage I : An estimation of the changes in agricultural inputs
prices due to rising energy prices.

Stage II : An estimation of the effects of the changes in agricul-
tural inputs prices on agricultural products prices.

The following equation is applied in measuring the changes
in agricultural inputs prices.

AXi5t=(R1.AP1)+(R2.AP2)+ ....... + (Rn'APn"')3'1
Where, -
R, = is the energy - output ratio.
AP; = is the rise in the respective energy price

n = is the number of energy types used in producing the
product (agricultural energy input)

AX;, is the change in output price at year t.

Equation 3.1 applied individually to nitrogenous and phos-
phatic fertilizers and agricultural machines. As long as the
proportion of plant nutrient in fertilizers is not homogeneous,
the quantity produced of each type is converted into plant nut-
rient. Electricity in KWH and coke oven gas in NM* are con-
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Due to the variations in quantities of energy inputs used
within the agricultural sector, the effects of rising energy prices
on agricultural output prices are examined crop-by-crop. The
selected crops are cotton, wheat, rice, sugar cane, vegetables,
and fruits. They are the major crops in. terms of foreign
exchange earnings, cropped area and value added. They supply
some 40% of the country’s foreign exchange earnings, occupy
more than 50% of the cropped area, and contribute 75% of the
agricultural value added®. Energy inputs used in the selected
crops (average 1974-80) are shown in Figure 3.

Variations in quantities of energy inputs used also exist
among classes of farm size, but due to the lack of data, investiga-
tion is restricted to cotton, for which data are available (Figure
4). Large farmers use higher amounts of chemical fertilizers,
but at lower nitrogenous - phosphate ratio (i.e. 4.3 : 1 for large
farmers against 5 : 1 for small and medium farmers). On the
other hand, the degree of mechanization is positively correlated
with farm size. Machine - animal ratio is significantly low
in small farms compared with medium farms (i.e. 1 : 5.1 for
small farms against 1 : 4.1 for medium farms). Large farmers
do not use animals in agricultural activities. It is worth noting
that small farms represent more than 60% of the cultivated area,
while large farms represent only 8% of the total cultivated area.

Figure (4)
Energy Inputs used in Cotton Cultivation
(Per Feddan)
1975
Small (1) | Medium (2) Large (3)
Input Unit Farms Farms Farms
< SFeddans (5-20 F.) > 20Feddans
Nitrogenous K.g. of plant 54 66
Fertilizer nutrient 46
Phosphatic K.g. of plant 9 11 16
Fertilizer nutrient
Machines H.P./Hour 99 244 408
Crop Yield Kentare 4.7 5.5 5.6
Source : S.R. Makary, H. Rees, Op cit.
(6) CAPMS, “Statlstical Year Book”, Cairo, 1980.
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Animal substitute machines which are used in land prepara-
tion, irrigation and drainage, threshing and plant protection
cover only some 60% of the cultivated area (Figure 2). Such
low degree of mechanisation might be attributed to the lack of
finance, dominance of small farms and relative availability of
labour. In recent years, the Ministry of Agriculture introduced a
new system aiming to encourage small farmers to use machines.
Some types of agricultural machines are made available on
rental basis through the co-operative within the villages them-
selves. In the present paper machine power is converted into
horsepower/hour to have a homogeneous measure.

Figure (1)
Energy Consumption in Fertilizers Industry
000 M. TONNES

R
=
g .8 a
SEE |y =h & 5 ol
33 2062 v O
ZE|8°7% Mazout 3 e84
EFEREEY 5 £guo
=)
g 8@ | & & 8 © a &
4 “
Nitrogenous 228.3 '126.39 190 155 8
Phosphate 8 1.97 —_ — —
TOTAL 306.3 734.36 190 155 8

* Electric energy and Coke Oven Gas are converted into primary fuel oil
equivalent.

106 KwH = 278 TONNES

Figure (2)
The Degree of Agricultural Mechanisation
Degree of Mechanisation
Operation %
Land Preparation 70
Irrigation and Drainage 45
Threshing 6
Plant Protection 50
Welghted Average €0

Source : S. Makary & H. Rees, “Resource allocation Efficlency in Egyptlan
Agriculture” Disc. 17, University of Lelcester, 1980.
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2 — Energy use in Egyptian Agriculture

Energy is used in Egyptian agriculture through the applica-
tion of three inputs : chemical fertilizers, insecticides, and agri-
cultural machines (i.e. mainly tractors and pumps and irrigation
machines). Most insecticides applied to Egyptian agriculture
are imported, therefore as far as the energy pricing scenarios go,
insecticides are excluded from consideration.

Egyptian farmers use large quantities of fertilizers, parti-
cularly nitrogenous, such that Egypt becomes the highest among
developing countries in using fertilizers (i.e. some 83 K.G. of
plant nutrient per feddan)2. Fertilizer is now one of the major
inputs in Egyptian agriculture. The two major types of ferti-
lizers used in Egyptian agriculture are nitrogenous and phos-
phate. Nitrogenous which is heavily subsidised ( i.e. by some
200%) is used intensively to compensate the lack of nitrogen in
the Egyptian soil ( i.e. 69 K.G. of plant nutrient per feddan)®.
Phosphatic fertilizer is used at low rate compared with nitro-
genous (i.e. 14 K.G. of plant nutrient per feddan)+, giving an
application ratio of 5 : 1 (nitrogenous to phosphate). Indeed, the
ratio is well above the world average. On the other hand, the
production of phosphatic fertilizers is far less energy consuming
than the production of nitrogenous fertilizers (Figure 1). Ho-
ever, more than 60% of the nitrogenous fertilizers used in Egyptian
agriculture is imported while almost all consumed phosphatic
fertilizers is produced locally’. For the purpose of the study
nitrogenous and phosphatic fertilizers are considered as two
separate inputs and measured in terms of plant nutrient.

Machines used in agriculture are still limited and apart from
few large farmers - confined to “animal substitutes” machines
such as tractors and irrigation and drainage machines.

(2) FAO, Fertilizers, “An annual review of world production, consumption,
trade and prices”, Rome 1980.

(3) Ibid.
(4) Ibid.

(5) Ministry of Agriculture, “Agricultural Economics”, annual report, Cairo,
1980.

. V.



THE IMPACT OF RISING ENERGY
PRICES ON RESOURCE ALLOCATION
EFFICIENCY IN EGYPTIAN AGRICULTURE

By
Samir R. Makary
M. Sc. (Strath.), P.HD (Leic.)
Dept. of Economics, University of Helwan

1 — Introduction

Rising local energy prices will have both direct and indirect
impacts on Egyptian farmers. The former reflects the expected
changes in agricultural output prices due to the rise in fuel and
electricity cost. The latter shows the probable increase in agri-
cultural output prices through the impact of energy prices rises
on non-energy inputs. The total impacts, direct and indirect,
can be estimated by applying the input-output model. One of
the major defects of using input-output model is that it ignores
the individual impacts which differ from one crop to another and
perhaps from one class of farm size to another.

The present paper is concerned only with direct effects. The
‘total effects are, of course, larger, but perhaps not significantly.
The indirect impacts are not expected to be more than 20%
of the total impacts as a Canadian study suggestsl.

The principle objectives of the paper are to:

(a) Measure the direct effects on agricultural outputs prices of
increased local energy prices.

(b) Investigate the implications of findings on resource allocation
efficiency in agriculture.

(1) J.R. Melvin, “The effects of Energy Price Changes on Commodity
Prices”, Interprovincial Trade and Employment, Ontario Economic
Counci], Toronto, 1976.

-

—33—



294 L'EGYPTE CONTEMPORAINE

25 — Alfred Austen, “The Relevance of Marketing to Develop-
ing Countries”, Paper presented to the Marketing Education
Group of the United Kingdom North Regional Workshop,
June, 1977, p. 1.

26 — Robert Bartels, “Marketing and Economic Development”,
in Charles C. Slater (ed) Macro. Marketing : Distribution
Processes from a societal perspective, The proceedings of
the Macro-Marketing Seminar, University of Colorado,
Boulder, Colorado, 1976, p. 211.

27— Network of Marketing and Development, Vol. 1, No. 1,
1983, p. 1.

28 — Robert Bartels, op. cit., p. 216.
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13 — Yair Aharoni, The Foreign Investment Decision Process,
Division of Research, Harvard Graduate School of Business
Administration, 1966.

14 — Gordon A. Di Paolo, op. cit., p. 15.
15 — Ibid, p. 113.

16 — Salah El-Syed, Egypt: Strategies for Investment (The
American University in Cairo Press, 1977), p. 29.

17 — Ibid., p. 29.

18 — David B. Tinnin, “Egypt’s Touch-and-Go War on Poverty”
Fortune, vol. 68, January 28, 1980, p. 74.

19 — Robert Mabro, “Cairo: What Egypt is Wasting ? Euro-
money, September 1977, p. 133.

20 —Iragi A. El-Iraqi, “The Impact of Tax Incentives On The
Profitability of Foreign Investment Projects In Egypt”,
L’Egypt contemporaine, LXXIVéme Année, No. 391-392,
Le Caire, Jan-Avril, 1983, pp. 83-99.

21 — See for example : Yair Aharoni, op. cit.,, Stanford G. Ross
and John B. Chritensen, Tax Incentives for Industry in
Mexico, Cambridge, mass, Law School of Harvard Univer-
sity, 1959, p. 101; ER. Barlow and Ira T. Wender, Foreign
Investment and Taxation, Englewood Cliffs, New Jersey,
Prentice-Hall, 1955; Harry J. Robinson; The Motivation and
Flow of Private Foreign Investment, Menlo Park, Calif,
Stanford Research Institute, International Development
Center, 1961.

22 — This conclusion is one of the results of two-stage research
conducted by Prof. Salah El-Sayed, op. cit., during 1975
and the first six months of 1976. In the first stage infor-
mation was gathered through in-depth interviews conducted
with 42 foreign firms operating or contemplating operating
in Egypt. In the second stage, the delphi technique was
used with a sample of 15 experts to reach conclusion on
information gathered during the first stge of research.

23 — Dvid B. Tinnin, op. cit., p. 74.
24 — Salah El-Sayed, op. cit., p. 29.
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its resulting influence on development, can occur only as the
thinking of people in developing countries changes. If change
in thinking is required before marketing can make its contribu-
tion to economic growth, then the improvement of marketing
attitudes and the availability of expertise in marketing at all
decision-making levels are of paramount importance. In other
words, developing countries, among which Egypt is no exception,
must take the necessary steps to incorporate the marketing
concept into the thinking of management at the micro and the
macrolevels., Failure to do so will prove increasingly costly
and will minimise developing nations’ chances of sustaining
their economic development programmes.

In this regard the present study indicates that this may
be achieved through widespread education of businessmen and
of officials in public administration in marketing principles.

Therefore, public administrators and businessmen should
realise the fact that whether achieved through miero or macro-
marketing management, through private or public initiative,
economic development through marketing depends upon an ap-
preciation of marketing theory. As Bartels®® aptly observed,
‘It is not a question of why ewns marketing institutions, not
of who does the planning. Public administrators must be as
knowledgable of marketing as private entrepreneurs. Perhaps
more efforts should be directed to the marketing orientation of
officials in public administration. Perhaps more also to macro-
marketing policies in developing countries’.

In short, regardless of how the marketing function is
administered or organised it remains a strategic element in the
structure of any society because of its direct utilisation of
resources and impact on other aspects of economic and social
life.

—29
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while enhancing rather than reducing its practical relevance.
Nowhere could marketing find a better range of empirical test
beds than in the developing world.

In addition, the study confirmed the view that marketing
can be a formative influence in economic development. It
stimulates economic growth and is not merely adaptive to it.
This is its formative character. As Bartels?® argues, because
marketing evolved as a technical and philosophical idea after
achievement of a degree of economic¢ development, it has not been
regarded as an influence for development. This is no reason
for avoiding consideration of this potential any longer. It must
now be considered whether marketing can be a leading factor
in economic growth. The accumulation of research evidence in
this direction may lead to the integration of marketing into
economic development theories along with other developmental
activities,

The study also added support to the view that marketing
should be viewed broadly?”. The market-directed activities of
incorporated business firms are obviously a part of marketing.
So are the marketing activities of small farmers, artisans, traders,
social agencies, and governments.

Marketing, is, however, not just an activity — a function
managed and performed by a microeconomic institution. We
see marketing as a social system, concerned with coordinating
the economic activities of society, having in the midst of various
economic interests of society and thus having a reconciling
function. This reconciling function of the marketing system
gives marketing an economic role to play in society. The
marketing system cannot, therefore, be analyzed apart from the
social forces at work in society. And we hold the view that
marketing has been ignored both in economic development theory
and in the actual development planning to an extent beyond which
is acceptable.

2 — Implications for Public Policy Planning :

The study also has its implicatiohs for public policy plan-
ning. It has been correctly said that change in marketing with

— 28 —
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economy and Egyptian people. In view of this study, this can
be achieved through adopting a maketing approach which is
predicated on the resolution of two fundamental hypotheses :
{1) that the problem of attracting foreign capital is a problem
in marketing, and therefore is subject to marketing analysis;
and (2) that the application of a well-defined marketing plan
for attracting foreign capital will contribute to the attraction of
foreign investments. An assessment of the results of the Open-
Door Policy revealed that the government authorities of Egypt
did not so far view their development as one of marketing.
Therefore, attracting investors to a less-developed country like
Egypt requires a sounder selling strategy than has so far been
employed.

The paper concludes by suggesting a sound marketing
strategy for attracting foreign investment. In our view, the
marketing approach to economic development is a necessary
step because of the pressing need to make full use of the
resources available through foreign investments.

Implications of the Study :

The findings of the study have implications for the theory
and practice of marketing as well as for economic policy planning
in Egypt.

1 — Implications for the Theory and Practice of Marketing :

In terms of marketing theory and practice, one of the study’s
implications is that by applying modern marketing concepts and
techniques to developing nations’ problems, we broaden and
deepen the marketing discipline. In fact, marketing as a field of
knowledge needs to give close attention to the very different and
varied situations which the developing countries can provide to
broaden its own base. As Austen?® indicated, any applied science,
but particularly an applied social science, tends to hover uneasily
between being aridly theoretical and a collection of ‘cook book’
prescriptions applied and applicable to a narrow range of
ephemeral situations. It is only by interchange of theory and
practice over wide and divergent range of living situations that
a discipline like marketing can broaden and deepen its field,

— 27—



288 L'EGYPTE CONTEMPORAINE

to the on-the-spot investigator — if executed efficiently and in-a
well-coordinated manner cannot fail to encourage the. decision
to look abroad, shorten the long and tedious process of investiga-
tion; and reduce uncertainty by supplying adequate and reliable
information. Such policies will increase the flow of foreign
investments to less-developed countries.

5 — Sevicing the Investor :

The help given by the host government should not stop once
the foreign investor has built his enterprise. Going back to our
analogy of the sale of a new industrial product, a good seller
will service the product for a long time after it was purchased.
This does not mean that the government should continuously
interfere in the operations of the foreign enterprise. On the
contrary, it should be made crystal clear that the final respon-
sibility for the venture’s success rests with the owners and
managers alone and not with the government, and that the
more freedom of action given to these individuals, the better
they will be able to carry out their managerial functions. In
order to help them perform these functions, the government
should adopt such measures as cutting red tape involved in
obtaining those government licenses and permits which are
considered essential, and supplying adequate general economic
information. It goes without saying that the government should
always keep its promises if the investors keep theirrs.

SECTION THREE
Summary and Implications of the Study

Although it is recognized that the ‘‘Open-Door” Policy,
adopted by the Egyptian Government to attract foreign invest-
ments, has not yet produced good economic results on the
scale expected, the framework of the current 1982-1987 five
year plan makes it clear that the government to pursue its policy
of liberalization still further, welcoming foreign capital in a wide
range of fields.

The purpose of this paper is to rationalize the Open-Door
Policy so that it can address the real needs of the Egyptian
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that product. That is, in the early stages of attracting foreign
manufacturers, the economic advantage of higher profit margins
via tax exemption and low-cost labor may be the prime deter-
minants in the investment decision. But as the industrial
development process succeeds, the nature of the “Product” may
change. In Puerto Rico, the attractiveness of labor-cost dif-
ferentials diminished, but was replaced by increased labor skills
and productivity. The implication of such a change is that
investors perceive the “Product” differently, which should be
recognized and reflected in the promotional media and messages.

In the promotional strategy of Puerto Rico in the 1960s
and early 1970s, it was evident that greater promotional emphasis
was given to portraying the higher level technology, produc-
tivity, and labor skills, with an emphasis on more technical and
rational publications and messages.

Personal Help Recommended :

An added measure available to governments interested in
the attraction of the foreign investor is the creation of an
agency*, that would help investigators while they are in the
foreign country. Such a body would secure and make available
pertinent information arrange meetings with officials, clear the
fog of red tape, etc. Judging from the author’s research it
would not be undesirable if such an office helped the investigator
in his personal affairs. For example, a representative of the
office may meet the investigator in the port of entry, help
him through the customs office, arrange suitable hotel accom-
modations, and, in general, treat him as a guest.

To avoid any impression of bias, such an office might
be a joint venture of the government with business associations
(the Chamber of Commerce, the Manufaéturing Association)
or with an Industrial Development Bank.

The above-mentioned three measures—a public relations prog-
ram, preparation and presentation of feasibility studies, and help

* That role should be played in Egypt by Investment and Free Zones
Authority.
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sufficient details on the investment projects to arouse investor
interest. These feasibility studies, it goes without saying, must
be brought to the attention of foreign investors.

3 — Promotion :

Given, that the “Product” has been defined by government
authorities, it is critical to the success of the market plan to
concentrate on promoting the concept of investment opportunity.
This has several vital aspects, one of which is he emphasis placed
by investors on a generally favorable image of the nation. That
is the argument of Aharoni, that primary to the evaluation of
an investment opportunity on purely economic grounds is a
conscious or subconscious appraisal of the political stability of
the nation in question. If this is so, and it would appear to
be valid in the Puerto Rican experience, then the nature of
promotion must include institutional advertising, particularly
at the early stages of promotion.

But the investment decision is predicated on more than
just the overall favorable image. It is a function of economic
determinants as well. The responsibility for making available
the economic data should be vested in individuals representing
the government who either supply the desired information or
assist the investor’s investigation, or both. This suggests the
establishment of an investment center or office that acts as
a source of information and provides assistive services. In
effect, a sales office®.

Government representatives working in the sales office
should be more than mere clerks who dispense information and
answer questions. They should be qualified individuals trained
to service or satisfy potential customers/investors by knowledge
of customer needs. Supportive staff should be able to supply
specific information, usually economic in nature, and prepare
reports and feasibility studies to promote the investment decision.

The Dynamic Nature of Promotion :

The Puerto Rican experience indicates that changes occur
in the product being offered and in the customer perception of

*# Investment and Free Zones Authority should play this role in Egypt.
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unreliable. In the case of Egypt, foreign companies in recent
years have become increasingly reluctant to invest because of
the political instability and social unrest?. In addition, former
President Sadat was personally responsible for Egypt’s new
orientation toward the West. It was said that no guarantee
of continuity exists should he leave affected**. In our view, this
is exactly what the present regime is trying to do, i.e., to create
a good image that assures stability and reliability in the eyes
of prospective investors.

This necessitates a continuous public relations effort,
emphasizing stability and economic development, and creating
confidence in the soundness of the government,

2 — Suggestion of Projects :

Governments wishing to attract foreign investors should not
rely on the foreign investor to initiate a project. They must
make a continuous effort themselves to discover project that are
suitable to their countries conditions and complementary to their
general development programs and make such prOJects known
to prospective investors.

In Egypt, it has been pointed out that the interest of
foreign investors in the Egyptian economy has been seriously
crippled by the lack of reliable information about the investment
opportunities. The General Authority for Arab and Foreign
Investment is concerned only with the negative role of screen-
ing investors, and plays no positive role in seeking out and
encouraging foreign investors to come into the country or in
providing the investors who do come with the needed invest-
ment projects. In other words, it plays no effective role in
promoting investments in the sense of approaching investors
rather than investors making an approach to the Authority*.

As a result, fhe Egyptian government should initiate and
finance the preparation of feasibility studies that would give

* To be fair, the Authority has asked the Ministries and Governorates
in the last few months, to prepare a list of investment projects they
need. But what has been received is generalities without sufficient
details. )
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necessitates a carefully planned and well-balanced market-
ing strategy, based on the “consumer’s point of view”. As
such, it should acquaint the consumer with the product;
in this case, the investor with the host country (Egypt).
First and foremost, it should be aimed at creating a decision
to look abroad. Not only should it deal with generalities,
but it should also suggest concrete projects for consideration.
Above all, the programme should be well-integrated and
should encourage the investors throughout the entire decision
process and beyond it.

5 — It should supply up-to-date, accurate, and adequate informa-
tion and counteract or neutralize uncertainty.

Programme Elements :

A general outline of such a programme, based on the
“consumer’s point of view” - the way foreign businessmen look
at foreign investment is suggested below*. The program is by
no means unalterable. Many of its various parts will have to
be worked out in detail to adapt to the conditions of a specific
country. It is believed, however, that the following main element
should form an integral part of any effective program for
accelerating foreign investment in a particular less developed
country**,

1 — Creation of a Good Image :

Less-developed countries are considered by foreign investors
and businessmen to be unstable, and their governments

# Tt is to be noted that the author has totally based his ideas, in formulat-
ing this marketing program, on the Approach suggested by Aharoni in
his wellknown Research “The Foreign Investment Decision Process”
Division of Research, Graduate School of Business Administration,
Harvard University, Boston, 1966, which is still as true as today.

** The marketing approach to economic development of Puerto Rico
has proved very successful. In the short time period of 1950-1975,
the Economic Development Administration succeeded in attracting
nearly 2000 new plant installations to the island with a concomitant
improvement in the standard of life for the average Puerto Rican.
The market planning for industrial promotion has been successful
and some of the lessons of the Puerto Rican experience can be trans-
ferred to other less developed nations.
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qualified personnel and less support for the “Open-Door” policy
than from the upper echelons.

Thus, the government authorities in Egypt have not yet
viewed their development problem as one of marketing. In
addition, they do not pursue what appeared to be the implementa-
tion of a marketing plan. This requires market research into
the “Product” that Egypt had to offer, i.e.,, investment project
location in Egypt, and research into customer/investor behaviour
and perception of that “product”. Evidence so far indicates
that government officials, acting through the instrumentality of
Investment and Free Zones Authority, did not, indeed, regard-
the promotion of foreign investment as a marketing problem
and they did not seek information that would permit then suec-
cessfully to promote Egypt as investment location site. ’

Prerequisites for the Marketing Programme :

The suggested marketing programme is predicated on the
following considerations.

1—That the host government (including the case of Egypt)
desires to attract foreign investors and is willing to aid
such investors. It is not assumed that the host govern-
ment is interested in all types of investments it is interested
in attracting-initiative, ecapital, technical know-how and
management.

2—That the host government (including the case of Egypt)
searches for methods of attracting foreign investors which
will be both effective and efficient.

3-—That the host government possesses or is able to hire
competent personnel to guard against international carpet-
baggers and fast-buck operators. Alternatively, it may be
assumed that the host government (including the case of
Egypt) is willing to pay the price of having a certain per-
centage of these “operators” in order to reap the genuine
benefits of foreign investments.

4 — A program for atracting foreign investors should be very
similar to one for marketing a new industrial product. It
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to enhance profitability—e.g., the tax exemption. These studies
found that foreign companies do not in practice turn down
investment opportunities because the profit is too small in rela-
tion to the risks of exchange, transfer or unfavourable govern-
ment action. Therefore, it is doubtful that significant additional
foreign investment would result from an incentive that merely
stepped up the rate. of profit.

Based upon the above conclusions, the Egyptian govern-
ment should formulate the types of investment incentives so
that foreign investment could be directed to the desired fields
which are deemed consistant with the objectives of social and
economic development plans.

SECTION TWO

A Marketing Programme For Attracting
Foreign Investment

Why A Marketing Approach ?

One of the main impediments to investing in Egypt, from
the point of view of Western companies??, is Egypt’s inconsistent
policy as to which sector it wishes to develop. Law 43 only
makes general references to the areas in which foreign invest-
ment is favoured and implies that priorities are to be established
only on a case by case basis.

Moreover, it is generally agreed by foreign investors that
the General Authority for Arab and Foreign Investment has
not lived up to its task. The Authority is ill-equipped to pursue
foreign investment activity. It is concerned only with the nega-
tive role of screening investors, and plays no positive role in
seeking out and encouraging foreign investment to come into
the country or in providing the investors who do come with
the assistance they may need. Not only is the process for
obtaining investment approval confused, lengthy, and complex,
but the screening criteria are unclear, and frequent leadership
changes in the authority add another dimension to the problem.
Also at the lower levels in the organization there is a lack of
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the real needs of the Egyptian economy and Egyptian people.
More specifically, what is essential to the Egyptian economy
is to channel investment resources into high priority uses not
to minimize or maximize the aggregate flows of capital and
technology. This is particularly true because of the fact in
recent years the Egyptian government’s concern about the
economy has been almost entirely dominated by foreign exchange
shortages. Foreign exchange was needed to cover a growing
deficit in the goods and services balance, and to service existing
debt. The government continually had to seek grants and new
loans, to negotiate with bankers and other potential lenders,
and to worry endlessly about the matching of payment schedules
with expected receipts. These preoccupations have occupied so
big a place as to result in a neglect of other aspects of economic
policy. The danger for Egypt, as Mabro® aptly pointed out,
is in an official attitude which equates the economic problems
of the country to the cash flow constraints, and which fosters
a belief that outside financial help is due to the country and
that aid will solve everything.

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 and other dues.

However, based upon a recent study undertaken by
El-Iraqi*, 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 cost of capital, while long term projects (which
are needed) may be neglected. Also this study demonstrated
the ineffectiveness of the duty exemptions in encouraging forelgn
investment in capital-intensive projects.

Beyond that a number of other researchers? are indeed
skeptical of the value of costly concessions designed exclusively
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Table (4)

A comparison between the investments in the National
Development Plan for 1980/81 and that of
Projects Under ‘the Egyptian Investment code for 1981.
(Vvalue L.E. million)

Investments in Projects
Under the Egyptian Invest-
The National ment code.
Sectors Development plan
Value % Value %

Commodity Sectors

Agriculture ' . 177 4 104 8

Industry & Mining 797 19 304 23

Petroleum 125 3 - -

Building Materials 369 9 - -

and construction 260 6 628 47

Contracts 100 3 44 4
Total of Commedity sectors 1828 44 1080 82
Distribution Secgtors

Transportation and

Suez Canal . 905 22 12 1
Total of Distribution Secgtors 905 22 12 1
Services Sectors

Housing 1151 28 175 13

Public Ut_i.lities 251 6 - -

Services. . - - 57 4
Total of Services Sectors 1042 34 232 13

Grand Total , 4135 100 1324 100

Source: General Authdrity for Investment and Free Zones, The Annual Report, Cairo
Bpril 1981, P. 102.
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3 — The existence of geographical imbalance with regard to the
distribution of investment projects within the country. As
it appears from table (3) about 689 of total investment
projects in operation up to 31-12-1983 is concentrated in
Cairo area alone*. If we add Alexandria Governorate the
percentage will arrive at 73 % of the total investment pro-
jects within the country which combines 26 governorates.
Moreover, this concentration imposes an ever more massive
burden on the infrastructure of these overpopulated cities.

4 — An analysis of table (4) indicates the existence of some
conflict between the investment projects and the national
development interests. For example, the commodity sectors
are allocated 44 9% of the total investments of the national
development plan while these sectors are allocated 82 %
under the Egyptian investment code for 1981. This of
course at the expense of other sectors of the economy.
Also, investments allocated for transportation projects in
the national plan for 1980/81 accounted for 22 % of the total
investments while this sector is allocated just 1% under
the Egyptian investment code despite the importance of
such projects to the development needs.

5 — The existence of commodity imbalance in the Egyptian
market. While there is an abundance in the relatively
luxurious comodities like video and coloured television sets
as well as technically advanced electrical equipments and
sets, the necessary goods and services are in short supply.

6 — The Open-Door Policy has led to wide disparities in income
and social divisions. It has widened the gap beween the
haves and have-nots in Egypt. Unfortunately, the great
mass of Egyptians feel that their lot lately has worsened
rather than improved. This emotion arises largely from
the fact that a small number of Egyptians appear to be
profiting excessively from the wave of foreign investment's,

Based upon the above facts, it is imperative to work at-
tentively to rationalize the Open-Door Policy so that it can address

* Cairo area combines both Cairc and Giza Governorates.
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Sources of Capital Flows :

In addition, Egypt has not been successful in attracting
foreign investment, especially from Western Countries. As table
(2) indicates, the contribution of Egyptian capital (Public and
Private) in the approved inland projects accounted for 64%, of
the total capital of all projects. Arab investors participate with
23 % of the total capital. The amount of foreign investment
capital from U.S.A. and the E.E.C. countries has been dra-
matically small and short of expectations. The contribution of
American investors arived only at 49 of the total capital en-
tered the country, while the E.E.C. investors have participated
with only 5% of the total capital.

Further, most of the Western investments are concentrated
in investment companies, banks and banking institutions, tourism,
health and medical centers and other services projects, which
do not contribute directly in reducing the balance of payments
and the balance of trade deficit.

Investment Trends :

An analysis of the current investment trends shows some
unhealthy ramifications as a result of the current approach
followed in evaluating investment projects :

1— As it appears from table (1) there is a propensity to invest in
the non-commdity sectors (Financial and Services Projects)
at the expense of investment in the commodity sectors. The
capital invested in the non-commodity sectors up to 31-12-
1983 stood at 67 % of the total capital invested while the
commodity sectors (mainly agriculture and industry) ac-
counted for only 28.5 % of total capital invested.

2 — Again, within the commodity sector itself, industrial pro-
jects are favoured at the expense of agricultural projects
which are important to the Egyptian economy. Egypt owes
much to her agriculture (30 % of G.N.P.) Table (1) indicates
that while the industrial sector is allocated about 79.49%
of the total capital invested in the commodity sector, agri-

~ culture is allocated 20.6 % only.
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SECTION ONE
The Open-Door Policy : An Assessment

The Policy has several objectives : first, the decentraliza-
tion of decision-making in state. Owned enterprises; second, the
encouragement of the private sector to play its role in the
economic development of Egypt; third, the provision of incentives
to stimulate and encourage private foreign investment; and
fourth, the expansion of economic cooperation with Western and
Arab countries’®,

The Egyptian government has taken several steps to imple-
ment the above policy, including the abolishing of the general
. organization or public sector holding firms, with the aim of
decentralizing public sector decision-making. The government
has also removed some of the heavy restrictions on private
business activities, expanded foreign exchange transactions out-
side the official rate, and loosened many of the restraints on
banking activities. In addition to these measures major efforts
were directed toward the encouragement of both Arab and
foreign investment!?.

However, it is recognized that the Open-Door Policy has
not yet produced good economic results on the scale expected.
The amount of foreign investments that came to Egypt follow-
ing the adoption of this policy has been small and short of
expectations. Some figures may clarify the above view:

— As it appears from table (1) the number of approved in-
land projects up to December 1983 arrived at 1392 with
estimated capital of L.E. 5750.4 million and with total in-
vestment costs of L.E. 10874.8 million.

— But the number of projects already in operation up to
December 1983 arrived at 650 (about 509% of the total
approved projects) with total capital of L.E. 2145.7 million
(only about 37 % of the estimated capital).

— As to the projects under implementation, they arrived at
320 with total capital of L.E. 1305.5 million (about 20.3 %
of the estimated capital of the approved projects).

—12
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Proposition 3 :

The problem of attracting foreign capital is a problem in
marketing and, therefore, is subject to marketing analysis®t.

Proposition 4 :

The application of a well defined marketing plan for at-
tracting foreign capital will contribute to the inducement of
foreign investment?s,

Research methodology :

The information for this study was obtained through two
methods :

First : The study of documentation, through all official
and non-official sources, available concerning the Egyptian
economy and the Open-Door Policy. Also a marketing literature
review was conducted upon which a conceptualization of the
marketing process is specified in terms of how to market a
country.

Second : Interviews conducted in Cairo with selected high
government officials in the Investment and Free Zones Autho-
rity - The Governmental Agency responsible for managing
Egypt’s investment programme. The aim of these interviews
was to examine whether government officials viewed their
development problem as one of marketing. In addition, did
they pursue what appeared to be the implementation of a
marketing plan ?

The Research Plan :

Taking account of the above, the remaining of this study
is presented in three sections as follows :

Section One : An assessment of the actual results of the
Open-door Policy and an evaluation of the approach currently
employed in attracting foreign investment capital.

Section Two : A suggested marketing approach for induc-
ing foreign investment in Egypt—its requirements and elements.

Section Three : Is allocated for presenting conclusions and
recommendations of the study.
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2 — A prime task of the professional economic development
planners is to determine the optimum role of the foreign
enterprises. This may be the easiest part of the task. The
tougher job is often the implementation, especially attracting
foreign investors into the economic development process. Also
the image of hostility to foreign investment coneyed by many
counfries in recent years, added to the inherent risks and
problems of establishing ventures abroad, as Di Paolo pointed
out, make this a challenging task.

The essence of this task is at the heart of this study - the
development of a marketing approach to economic development.

Thus the concepts of this study are presented at a moment
when hopefully those responsible for managing Egypt’s invest-
ment programme are ready to apply these concepts directly to
the pressing need to make full use of the resources of private
investments to serve their nation’s progress. They would like
to see the Open-Door Policy addressing the real needs of the
Egyptian economy and Egyptian people. Also this is now an
emphasis on productive sectors, especially agriculture and
industry",

Research Hypotheses

Various hypotheses are found in the literature concerning
the factors that may explain why there is a large gap between
the actual results of the investment policy in Egypt and the
expectations hoped for by the government planners.

Proposition 1 :

In setting entry control, the major objective of the govern-
ment should be to channel resources available into high priority
uses, not to maximize or minimize the aggregate flows of capital
and techonlogy?,

Proposition' 2:
The growing of tax holiday and tax exemption by host

government not the crucial factor in foreign investment
decisions?®,
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profitability of the investment, and to this end using a large
portion of their resources to beef up foreign-enterprise profi-
tability through income tax exemptions, whereas they might
better utilize these resources in devising a comprehensive mar-
keting program that will first motivate the investor to look
abroad and then minimize his risks when he decides to take the
plunge”.

In short this study is designed with the following two
objectives in mind :

1—To make an assessment of the Open-Door Policy in order
to identify the pitfalls and drawbacks to foreign invest-
ment activities in Egypt.

2—To lay out a specific marketing program for promoting
economic growth through the importation of foreign in-
vestment capital.

Importance of the Study :
The significance of this study lies in the following :

1 — The study is particularly appropriate at that time, when
hopefully the management of economic development in Egypt
is moving toward a more professional approach. Leaders of
Egypt now are recognizing the need for hard-headed methods
of achieving economic progress to satisfy the revolution of
expectations with tangible goods, not just rhetoric. Realistically,
strong economic development cannot be achieved without effec-
tive utilization of the capital and especially the technical and
managerial skills of foreign enterprises.

During the period of the former President Sadat, implemen-
tation of the Open-Door Policy suffered from two major handi-
caps : first, its subservience to the foreign policy and political
requirements; and second, initial misconception as to what an
Open-Door Policy should do and what it entailed. Lack of
professionalism produced unrealistic optimism that Egypt in-
tended to cross the threshold to prosperity by 1980, barely six
years after the investment law, which incorporates the Open-
Door Policy was on the statute books?.
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stagnant economy through combining foreign capital and tech-
nology with Egyptian labour. Consequently the role of the
private sector in the country has been enhanced. In Egypt,
foreign investment is currently sought in nearly all sectors.
Free zones facilities are also available for investors, who may
wish to avail themselves to Egypt's attraction as a base for
export productionS,

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 has been clouded in controversy. There are those who are
opposed to it in principle, there are those who are opposed to
its style. But on the whole, the payoff of this policy has not
been as large as the political leadership would like.

Objectives of the Study :

The above development led to the growing interest of study-
ing and analyzing the Open-Door Policy and its effect on the
Egyptian economy?’. These interests were motivated by the
pressing need to make full use of foreign investments to serve
economic progress. The point to be emphasized in this regard
is that in setting entry control of foreign investments the major
objective of the Egyptan government should be to chanel resources
available into high priority uses, not to maximize or minimize
the aggregate flows of capital and technology.

This study aims at rationalizing the Open-Door Policy
through adopting a marketing approach based on the assump-
tion that government authorities in Egypt should pursue a
marketing program employing marketing policies and technology
in their efforts to foster economic growth rates through the
importation of foreign investment capital.

In our view the application of a “marketing approach” is
an important step because of the fact that many less-developed
countries-among which Egypt is no exception-in attempting to
“sell” the attractiveness of their homelands as investment sites,
their governments are pushing the wrong features of the
“product”. As Aharoni® aptly said “they are emphasizing the
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slowing down of tourism and the increased expenditures on
defense®,

Dissatisfied with the economic results of this move however,
and after the death of President Nasser in September 1970,
Former Pesident Sadat and his advisors seemed to be convinced
of the necessity of having to go back, step by step, to the free
market system which prevailed prior to 1956, when the Suez
Canal was nationalized*. In this effort, Egypt is using foreign
investments as a vehicle to achieve this end.

More specifically, after President Nasser's death, it became
clear to Egyptian leadership that the existing economic policy
at that time was not conductive in any way to the attainment
of the stated objectives. Egypt was plagued by unemployment,
low wages, excess capacity, inflation, population explosion and
over-stretched balance of payments as a result of the excessive
foreign loans. Egyptian leaders decided to open the door to
foreign investors, particularly to those from Western Countries
to take advantage of the high concentration of educated and
cheap labour and materials, They were encouraged to bring
with them their modern technology and know-how, which are
needed for the country’s economic development.

Once of the most significant actions taken by the Egyptian
Government in this regard was the passage of the Arab and
Foreign Investment and Free Zones Law No. 43 for 1974. The
law offers maximum guarantees against nationalization, as well
as incentives through tax exemption and tax holiday for extended
periods of time.

The law also provides for the repatriation of capital and
profits and relaxed some of the company’s restrictions which are
applicable to the public sector companies. The law made it
possible for foreign capital investment to join private or public
enterprise or even to go it alone under certain conditions. Most
important, it accorded equal treatment to foreign capital owned
by Egyptians and foreign capital owned by non-Egyptians®.

These economic liberalization measures - the subject of the
law - constitutes a big push toward the revitalization of Egypt’'s
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developed country ? This study has examined the,K Open-Door
Policy* adopted by the Egyptian Government since 1974 in an
attempt to solve domestic economic problems by importing in-
vestment capital from abroad.

The main theme of this paper has predicated on seeking
answers to two fundamental questions :

(1) That the problem of attracting foreign ecapital is a
problem in marketing and, therefore, is subject to marketing
analysis; and (2) that the application of a well-defined marketing
plan will contribute to the attraction of foreign capital and
technology.

Background to the Egyptian Case

In the thirty-two years which have passed since the revolu-
tion of 1952, Egypt’s economy has undergone two major trans-
formations. The first one aimed at changing the essentially free
market system economy, that was dominated by both the
Egyptian private sector and foreign enterprises, to a largely
government-owned and centrally controlled economy. '

The first step in that direction took place in 1956 following
the Suez War, when the influence of the foreign community
in the economic life of Egypt was largely eliminated®.. The
government nationalizing the bulk of industrial, commercial,
trade, transport, agricultural and financial enterprises, and
launching its first five-year comprehensive plan and establishing
centralized control over all major production and investmen
decisions. ‘

This system functioned with varying degrees of success in
the early sixties, but in the post 1967 period it faced increasing
problems as a result of the closure of the Suez Canal and the
loss of its revenues, the cessation of Western assistance, the

* The Open-Door Policy is the policy of “AL-INFITAH” or liberalization,
which was presented by former President Sadat and approved subse-
quently both by the People’'s Assembly of Egypt and by a national
referendum in May 1974, and which aimed to encouraging foreign
Investors to join with national enterprises and private Egyptian
Investors in establishing projects for the future growth of the economy.
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A MARKETING APPROACH TO STIMULATE FOREIGN
INVESTIMENTS IN DEVELOPING COUNTRIES —
WITH REFERENCE TO THE CASE OF EGYPT
By

Dr. Awad B. El-Haddad*

Abstract :

This paper presents a suggested marketing approach for
attracting foreign investments to developing couniries as a
means for promoting economic growth. The analysis, based on
an assessment of the Open-Door Policy adopted by the Egyptian
Government since 1974 to stimulate foreign investments, reveals
the existence of a large gap between the results of this policy
and the objectives hoped for. A series of propositions are of-
fered to explain this gap. The paper concludes by suggesting a
“marketing strategy” for attracting foreign investments and
presents implications for both marketing theory and public
policy planning in Egypt and in developing countries in general.

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.
Among them, they range from the sources of the capital, the
manners in which the foreign capital is to be utilized, the rela-
tionship between foreign investors and the host governments,
the implications of points of contact among the sociopolitical
and economic units in the host environment, and the actual
process of attracting the foreign investment?,

It is this last problem to which this paper is addressed.
Namely, how to attract foreign investments to a relatively under-

* Dr. Awad B. El-Haddad is an associate Professor in the Department
of Business Administration, Faculty of Commerce, Assiut University,
Assiut Egypt.
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