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The results of this study may provide two conclusions. First, the host
government (including the case of Egypt) may consider the improvement
in the legal framework as a first step in persuading foreign investors to
investigate the investment opportunities in the country. The improvement
in the legal framework apparently cannot offset seriously negative
features. This study demonstrated the ineffectiveness of the 1977
amendment in attracting foreign investment in capital - intensive and
high - technology projects because the amendment cannot offset the
negative features such as the lack of adequate technology, capital
. equipment, economic infrastructure, and credit. :

Second, the host government (including the case of Egypt) may make
a continuous effort to specify projects (supported by feasibility studies)
suitable to the conditions of the country and its development planning and
at the same time profitable, attractive, and known to potential foreign
investors. This study demonstrated the ineffectiveness of the 1977
amendment in attracting foreign investment in capital - intensive projects.
One possible reason (among others) for this phenomenon is the reliance
on the foreign investor to initiate a project. Since the feasibility studies are
expensive, many foreign investors may not devote time and money for a,
detailed evaluation of a project which may not receive the approval of the
host government. -7
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1977 amendment the rate of increase in the total size of foreign investment
could be less than the rate of increase in the total number of foreign
investment projects.

Second, the 1977 amendment did not appear to attract capital-
intensive projects (such as transportation, engineering, tourism, textile,
chemical, health and pharmaceutical projects) which are deemed consis-
tent with the objectives of economic development plans. Foreign investors
undertaking such projects may encounter difficulty with various agencies
over priorities on the allocation of power, communications, and other
basic items needed to set up a new project. This situation may reduce the
total size of foreign investment influx in the country.

Finally, the Investment Authority reliés on the foreign investor to
initiate a project. For capital - intensive projects, the feasibility studies
are expensive and many foreign investors may not devote time and money
for a detailed evaluation of a project which may not receive the approval
of the Investment Authority. These investors attempt to obtain an
approval of the idea of the project before making any outlay for a
feasibility analysis. After the project is approved by the Investment
Authority, the feasibility study may indicate that the project should not be
undertaken [McLaughlin, 1978 : 894 - 895 |. The result of this procedure
is the subsequent cancellation of many investment proposals that have
- been approved by the Investment Authority and may affect the total size
of foreign investment influx in the country.

SUMMARY AND CONCLUSIONS

Based upon the tests performed, the 1977 amendment appears to
have a positive impact on the number of foreign investment projects in
areas such as contracting, services and consultation, and food and
beverages and agricultural projects. However, the'1977 amendment did
not appear to have the same positive impact on the number of foreign
investment projects in areas such as tourist; transportation, engineering,
textile, chemical and health projects. Finally, the 1977 amendment did not
appear to have a positive impact on the size of foreign investment influx in
Egypt. '
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industry may be inadequate foreign exchange financing, and strict
government control on private company access to yarn | AID, 1978 :
~18-19, 25-26]; and (v) the major deterrents to expansion of the
chemical, health, and pharmaceutical projects may be the strong
involvement of public sector in these industries which may not encourage
foreign investment participation, and the shortage of local raw materials
[ Business Interhational, 1980 : 49 - 52, 134 - 135 |.

Test Results and Analysis of Hy,

a) Test Result of Hy, : The Mann - Whitney test [ Conover, 1971 :
224 - 229 ] is used to determine whether or not there is a significant
difference between the amount of foreign capital invested in the groups of
projects specified in Table 1 under Law No. 43 and the amount of foreign
capital invested in these groups of projects under the 1977 amendment to
Law No. 43. The data used in testing Hy, include columns 1 and 5 in Table
1. The result of the Mann - Whitney test is as follows :

U =99.5; and a > .20

b) Analysis of Result: The result of the Mann - Whitney test shows
that the value of « is greater than an « - level of .05 which means that Hy,
is not rejected. This result indicates that there is no significant difference
between the amount of foreign capital invested in the groups of projects
specified in Table 1 under Law No. 43 of 1974 and the amount of foreign
capital invested in these groups of projects under the 1977 amendment to
Law No. 43.

Based upon the evidence found here, it seems reasonable to infer that
although the 1977 amendment has a positive impact on the number of
foreign investment projects in Egypt, it did not appear to have the same
positive impact on the size of foreign investment in the country. This
phenamenon may be attributable to several factors. First, the 1977
amendment may have favorable impact on the number of foreign
investment projects in consuming goods and light industrial activities. The
average size of capital in these projects tends to be small compared with
the average size of capital in capital - intensive projects.* Thus, under the

4 — From Table 1, under the 1977 amendment the number of foreign investment projects in
consuming goods and light industrial activities (consultation, services, food and beverages,
wood products, and building materials) was 46 which represented 26 percent of total number
of projects while the foreign capital invested in these activities was L.E. 19.4 millions which
represented 11 percent of the total size of foreign investment.

~-59.
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-

. Second, the 1977 amendment broadened the scope of projects that
" foreign investors can participate in such as construction contracting and
technical consulting activities. This change may have encouraged foreign
investors to invest in contracting and consultation projects.

Third, the 1977 amendment permits projects which are not export
oriented and which reduce the country’s needs for imports to transfer out
of Egypt, in whole or in part, their net profits. The percentage of profits
allowed to be remitted is determined on a *“ case by case ” basis during the
negotiation between the Investment Authority and the foreign investors
[ Roy, 1978 : 25 ). Since agriculture and food security top the list of the
priorities for the 1980’s development planning, the foreign investors may
have been encouraged to invest in agricultural and food and beverages
projects by permitting the transfer of all the profits of these projects.

Finally, the 1977 amendment permits foreign investors to obtain
foreign exchange locally by selling local currency to local banks and by
selling their products to local buyers in exchange for foreign currency.
This situation may have helped foreign investors to invest in wood
products, building materials, services, consultation, contracting, and food
projects.

Fot the financial institutions projects, the 1977 amendment did not
have major changes related to these projects. The positive trend of
investment in these projects may be attributable to the liberalization of
banking laws which may have encouraged foreign banks to establish
offices in Egypt. ‘

In spite of the above positive impact of the 1977 amendment, the.
amendnient did not appear to have that impact on tourism, transportation
and engineering, textile, and chemical and health and pharmaceutical
projects. Possible reasons for this phenomenon, which appear to be
external to the amendment, may include : (i) for tourism, there may be a
need for an overall government plan which may provide the basic
infrastructure in tourist areas, train hotel staff, and identify a role which
small businesses can play in promoting tourism [ U.S. Department of
State, 1981 : 16 - 17 |; (ii) the expansion of engineering may be hindered
by a lack of adequate technology, capital equipment and credit, and there
may be little incentive to develop private engineering services; (iii) foreign
participation in transportation projects may be hindered by the high cost
of such projets; (iv) the major deterrents to expansion of the textile

-58 -
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TABLE 3
RESULTS OF TESTING H,; ( x* one - sample test)

Groups of Projects

x o

roup No. _ Groqp Activities
“ Financial Institutions 7.897 .005
X Tourism .078 >.250
3. Transportation and Engineering 1.190 >.250
4, Contracting . 5,538 0202
5. Services and Consultation 21.000 <.001
6. Textile 0 >.250
7. Food and Beverages, and Agricultural 24.000 <.001
8. Chemical, Health, and Pharmaceutical 13.091 <.001
9. Wood Products, Housing and Building »

Materials 6.250 0136
0. Metallurgical and Mining 5.000 .0255

Total 22.8715 <.001

Based upon the evidence found here, it seems reasonable to infer that

the 1977 amendment to Law No. 43 may have favorable impact on the
number of foreign investment projects in Egypt (financial institutions,
contracting, services and consultation, food and beverages and agricultu-
ral, wood products and building materials, metallurgical and mining, and
total number of projects). This favorable impact may be attributable to
several-factors. First, the 1977 amendment allows the transfer out of
Egypt of profits of projects with capital less than L.E. fifty thousand. This
change may have encouraged the small and medium-sized companies to
~ investin Egypt. The change may have helped foreign investors to invest in
- consultation, services, contracting, wood products and building materials,
and food projects (i.e, there are five American projects out of
twenty-three that have capital less than L.E. fifty thousand®).

3 - American Embassy - Cairo. U.S. Investment in Egypt, January 3, 1980.

.57.
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TABLE 2
NUMBER OF FOREIGN INVESTMENT PROJECTS IN EGYPT

Groups of Projects

Number of Foreign Investment
Projects in Egypt

Under Law Under the 1977
No. 43, Amendment,
Group Group Activities Dec. 1974 to July 1977 to
No. June 1977 Dec. 1979 Total

1. Financial Institutions 22 45 67
2. Tourism 11 10 21
3. Transportation and

Engineering 8 13 21
4. Contracting 7 19 26
5. ‘Services, and

Consultation — 21 21
6. Textile 10 10 20
7. Food and Beverages,

and Agricultural — 24 24
8. Chemical, Health, and
. pharmaceutical 34 10 44
9. Wood Products, Housing

and Building

. Materials 3 13 16

10. Metallurgical and : ’

Mining 5 15 20

Total 100 180 280

Source : Table 1.
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equal (although Law No. 43 was effective since June 1974, the
implementing rules of this law were issued in December 1974. Thus, the
testing period of Law No. 43 is 30 months - from December 1974 to June
1977. For the 1977 amendment, the testing period is also 30 months - from
July 1977 to December 1979).

Test Results and Analysis of Hy,

a) Test Results of Hy, . The x* one - sample test [ Siegel, 1956 :
42 - 47] is used to determine whether or not there is a significant
difference between the number of foreign investment projects in Egypt
under Law No. 43 and the number of foreign investment projects there
under the 1977 amendment to Law No. 43 (applicable to the total number
of projects and the number of projects in each group). The study uses the
classification of groups of projects specified in Table 1 with merging some
similar groups of projects to meet the requirement of x* test (the expected
frequency in each category of projects should not be less than three)
[ Pfaffenberger and Patterson, 1977 : 453 ]. The data used in testing Hy,
are presented in Table 2. Table 3 presents the results of the test of the data
in Table 2 usirfg the x* one - sample test.

b) Analysis of Results. The results of the x> one - sample test show
that & values for the total and seven groups (No. 1,4, 5,7, 8,9, and 10) of
the ten groups of projects are less than an « - level of. 05. These results
indicate that for each of these seven groups of projects and the total
number of projects there is a significant difference between the number of
foreign investment projects in Egypt under Law No. 43 of 1974 and the
number of foreign investment projects there under the 1977 amendment
to Law No. 43. )

The results of the x* one - sample test show also that three values are
less than an « - level of . 05 (Groups No. 2, 3, and 6). These results
indicate that for each of these three groups of projects there is no
significant difference between the number of foreign investment projects
in Egypt under Law No. 43 of 1974 and the number of foreign investment
projects there under the 1977 amendment to Law No. 43,
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Did the foreign capital invested in Egypt under the 1977 amendment
tend to yield larger values than under Law No. 43 of 1974?

The paper proceeds as follows. The next section describes the
guarantees and incentives under the Egyptian Investment Code.? The
following section presents the empirical results. Then, an summary and
conclusions of this study are provided.

GUARANTEES AND INCENTIVES

The basic guarantees and incentives offered to foreign investors
under the Investment Code include [ Articles: 7 -11, 15, 16, 18,
20-227:

1- Law No. 43 projects may not be nationalized; assets of such
projects cannot be seized, blocked, confiscated, or sequestered
except by judicial procedures.

2 - Foreign investors are exempt from certain statutory requirements
- in Egypt, e.g., the distribution of profits to the employees and
their representatives on the board of directors.

3 - The invested capital may be transferred out of Egypt five years
after being transferred into Egypt.

4 - Profits in foreign currency proceeds may be transferred, in full,
out of Egypt.

5- Profits will be exempted from various taxes for five to eight years
after operations begin.

6 - All or part of the capital assets of a project may be exempted from
custom duties and other dues.

7 - Interest due on foreign loans will be tax exempt.

DATA AND EMPIRICAL RESULTS
Data Collection '

The data used in testing the research hypotheses are presented in
Table 1. From Table 1, it seems reasonable to compare foreign investment
in Egypt under Law No. 43 of 1974 with that under the 1977 amendment
to Law No. 43, inasmuch as the two periods of analysis are approximately

2 - “The Investment Code” is taken to mean Law No. 43 of 1974 as amended by Law No. 32
of 1977.
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Although continiling efforts were made by the Egyptian government
to improve the investment climate, the response by foreign investors was
not so enthusiastic as the government had hoped. The foreign investment
influx has been slower than anticipated | McQueen, 1981 : 13 - 14 |. Thus,
the overall objective of this study is to test empirically the effectiveness of
Egypt’s latest legislative adjustments in attracting foreign investment in
the country. Specifically, the study attempts to answer the following
qilestion :

Does the 1977 amendment (Law No. 32 of 1977) to Law No. 43 of
1974 represent a significant change in the investment climate in favor of
investing in Egypt ?

In order to answer the above question, it is restated in null
hypotheses form as follows :

Hy; : There is no significant difference between the number of
foreign investment projects in Egypt under Law No. 43 of 1974
and the number of foreign investment projects under the 1977
amendment to Law No. 43 (“number of projects” is taken to
mean the total number of projects and the number of projects

“in each group.!)

Hy, : There is no significant difference between the amount of foreign
capital invested in Egypt under Law No. 43 of 1974 and the
amount of foreign capital invested there under the 1977
amendment to Law No. 43.

The reasons for restating the research question in two null hypotheses
include :

(i) Testing Hy,, using the number of foreign investment projects, may
help to evaluate the impact of the 1977 amendment to Law No. 43 on the
direction of foreign investment in Egypt in order to infer the attractive
areas of investment for foreign businessmen as a result of the issuance of
the 1977 amendment.

(ii) Testin Hy,, using the amount of foreign capital, may help to
evaluate the impact of the 1977 amendment on the size of foreign
investment in Egypt compared with that under Law No. 43 of 1974 so that
the following question could be answered :

1 - A group of projects is a number of projects that are similar in their activities or a number
of projects that there is interdependence among their activities.
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Abstract : In an attempt to attract and encourage foreign investment
in Egypt, the Egyptian government adjusted the established legal
framework to improve the investment climate. The response by foreign
investors was not so enthusiastic as the government had hoped. Through
the use of statistical analysis, it is shown that the improvement in the legal
framework apparently cannot offset seriously negative features such as the
lack of adequate technology, capital equipment, economic infrastructure,
and credit. '

The Imipact of Legislative Adjustments
on Foreign Investment in Egypt

In June 1974, the Egyptian Parliament approved and issued Law No.
43 of 1974 : “Concerning the Investment of Arab and Foreign Funds and
Free Zones.” Law No. 43 of 1974 has established a new legal framework
to attract and encourage foreign investment in Egypt. In an attempt to
implement foreign investment policy more effectively, the Egyptian
government responded to many of the concerns expressed by foreign
investors (related to the various obstacles in Law No. 43) by issuing Law
No. 32 of 1977 to amend Law No. 43 of 1974 and making several changes
in other regulations. -
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Statistical Appendix
2 - Regression Results for Import Functions
The Model : M;=m,+ m Y, 4+ u
(1973 - 1982)

Country m, m R? F D.W

Algeria -1.434 .364 .952 324 1.450
(1.046) (18.0)

Ecuador -5.019 274 .946 297 1.548
(2074) (17.2)

Indonesia -.4.102 .288 977 692 1.638

(-2.014) (26.3) '

Iran 2715 292 978 154 2.164
(-2.324) (124)

Iraq -3.76 382 903 . 149 1.935
(-1671) (12.22)

Kuwait -2.438 .403 .946 306 1.911
(-1.930) (17.5)

Libya -2.49 . 378 979 702 2.284
(-1.031) (26.5)

Nigeria -5.43 294 .948 267 2.273
(-1.180) (16.4)

Saudi Arabia - 3.105 414 951 328 1.401
(-.815) (18.1)

Venezuela -3.814 305 943 266 1.675
(-1.640) (16.3)

Values in parentheses are “t” values.
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Statistical Appendix
1 - Regression Results for Saving Furfétions
The Model : $s=5,+S Y, +u

1973 - 1982)
Country So s R? F D.W.
Algeria -1.22 335 951 196 1.413
(-2.99) (14.0) .

Ecuador -1.15 .162 . .998 5548 1.667
(-7.69) (745)

Indonesia -.539 : .196 . .960 243 1.802

(-7.81) (15.6)

Iran -1.57 .181 .989 896 1.387
(-2.21) (30.0)

Iraq -1.41 .247 996 2293 1.905
(-7.60) (47.9)

Kuwait -23 218 975 392 1.479
(-4.57) (19.8)

Libya -2.36 354 910 101 2.063
(-2.90) (10.04)

Nigeria -1.83 132 .957 245 1.299
(-2.18) (15.1)

Saudi Arabia -1.20 .589 900 81 - 1.402
(3.03) -(8.97)

Venezuela -1.12 278 972 354 2.211
(-2.61) (22.0)
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10 - Venezuela

1 105.2 104.5 103.4 102.9
2 110.7 109.3 106.9 105.8
3 116.5 114.3 110.5 108.7
4 122.6 119.5 114.3. 111.8
5 129.0 124.9 < 118.1 -114.9
6 138.6 133.0 123.9 119.7
7 146.3 139.5 128.4 -123.4
8 154.5 146.3 133.0 127.2
9 163.1 153.4 137.6 131.0
10 172.2 160.9 142.9 135.0
Conclusions

The mathematical model developed in this paper indicates that
careful examination of the price elasticity of the demand for oil exports is
essential in assessing the movements of the terms of trade of the oil
producers.

The statistical results of the model show that the terms of trade
improve faster the lower the price elasticity of demand for oil.

OPEC countries with relatively higher marginal propensities to save
and import and relatively smaller capital-output ratios will gain, relatively
more from the reduction in the price elasticity of demand for oil.

Given the present economic structure and performance of the OPEC
countries, Saudi Arabia would gain the most from the reduction in the
price elasticity of demand for oil while Kuwait would gain the least.

The paper categorizes the OPEC countries according to their relative
gains from the reduction in the price-elasticity of demand for oil.

c- e ; i
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8 - Nigeria

Table 2 (continued)

t = Z = .05 Z=. Z=.6 Z=.9
1 104.6 104.2 103.1 102.6
2 109.8 108.5 106.2 105.3
3 115.1 113.1 109.7 108.1
4 120.6 117.8 113.2 110.9
5 126.4 122.7 116.7 114.0
6 132.4 127.8 - 1203 116.8
7 138.8 133.2 124.0 119.8
8 145.4 138.8 127.8 123.0
9 152.4 144.6 131.8 126.2
10 159.7 150.6 135.9 129.3

Table 2 (continued)
' 9 . Saudi Arabia

t= Z=.05 Z=.2 Z=. z=9
1 114.1 112.2 109.0 107.5
2 130.1 125.9 118.8 115.7
3 148.4 141.3 129.6 126.3
4 169.2 158.5 141.3 133.8
5 193.4 177.9 154.0 143.9
6 220.4 199.7 167.9 154.7
7 251.5 224.1 183.1 166.4
8 286.9 251.5 199.7 179.0
9 327.3 - 2822 217.7 192.5
10 ) 373.5 316.7 237.4 207.1
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= \0 00 3O\ & W=

6 - Kuwait

Table 2 (continued) \
t= Z = .05 Z=2" Z=.6 =29
103.3 ' 102.8 102.1 101.8
106.6 105.7 104.3 © 103.6
110.0 108.7 106.5 105.4
113.6 111.8 108.7 107.3
117.3 115.0 111.0 109.2
121.2 118.3 113.4 111.2
125.1 121.7 115.8 113.2
129.2 125.1 118.3 115.2
133.4 128.7 120.8 117.3
0 137.7 137.7 123.4 119.3

Table 2 (continued)
7 - Libya

t= Z= .05 zZ=.2 Z=.6 Zz=29
1 107.2 106.3 104.6 103.9
2 114.9 112.9 109.5 - 108.0
3 123.1 120.0 114.6 112.2
4 132.0 127.2 119.9 116.7
5 141.4 © 135.6 125.5 121.2
6 151.6 1439 1314 125.9
7 162.5 . 153.0 137.5 130.8
8 174.2 162.5 144.0 136.0
9 186.8 172.7 150.7 - 141.2
10 200.2 183.5 - 157.7 146.7
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4 - Iran

Table 2 (continued)

T_= Z =05 Z=.2 Z=.6 Z=.9
1 105.6 104.8 103.6 103.0
2 111.4 109.9 107.3 106.1
3 117.5 115.2 111.2 109.4
4 124.1 120.8 . 115.3 112.7
5 130.9 126.7 119.4 116.1
6. 138.3 132.8 123.8 119.6
7 146.0 139.3 128.2 123.3
8 154.1 146.0 132.8 127.0
9 162.7 153.1 137.6 130.9
10 171.8 160.5 142.6 134.8
Table 2 (continued)

5 - Iraq

t= Z=.05 Z=.2 Z=.6 Z=9
1 - 105.7 104.9 103.7 103.1
2 111.6 110.0 107.4 106.4
3 117.9 115.4 111.4 109.7
4 124.5 118.2 115.4 123.2
5 131.6 127.1 - 119.7 116.7
6 139.2 133.6 124.3 120.1
7 147.1 140.2 128.8 123.9
8 155.5 147.1 133.6 127.6
9 164.3 154.4 138.5 131.6
10 173.6 162.0 143.6 135.6
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2 - Ecuador

Table 2 (continzcd)

T= Z=05 Z=. Z=.6 Z=.9
1 110.3 109.0 106.7 105.6
2 121.7 118.7 113.6 111.4
3 134.2 129.4 121.1 117.6
4 147.9 141.0 129.1 124.1
5 163.2 153.6 137.6 130.9
6 180.2 167.4 147.2 138.4
7 198.8 182.4 157.0 146.2
8 219.3 198.8 167.4 154.3
9 241.9 216.6 178.5 162.9
10 266.8 . 236.0 190.3 172.0
Table 2 (continued)

3 - Indonesia

T = Z=.05 Z=.2 Z=.6 Z=.9
1 109.9 108.5 106.3 105.3
2 120.6 117.8 113.2 110.9
3 132.6 127.8 - 120.4 116.8
4 145.5 138.7 _ 128.1 123.1
5 159.9 150.6 136.3 129.6
6 175.9 163.9 144.9 136.6
7 193.3 178.0 154.1 143.9
8 217.4 193.3 163.9 151.6
9 233.3 209.9 174.4 159.7
10 256.4 227.9 185.5 168.2

-42-



203

Dr. Mokhtar M. Metwaly : Price Elasticity of demand for oil...
Table 1
Estimated s, m and v for Specific OPEC Countries

1973 - 1982 '
Country S M R A/
Algeria .335 .364 .066 5.08
Ecuador 162 274 081 2.00
Indonesia .196 .288 077 2.55
Iran .181 292 044 4.11
Iraq . .247 .382 .042 5.88
Kuwait 218 .403 024 9.08
Libya .354 .378 .053 6.68
Nigeria 132 .294 .038 3.47
Saudi Arabia .589 414 .098 6.01
Venezuela 278 .305 041 6.78

Table 2
Index of Terms of Trade for Different
Price Elasticities in OPEC Countries
1 - Algeria N

T= Z = .05 Z=.2 Z=.6 Z=.9
1 108.9 107.8 105.7 104.8
2 118.7 116.1 111.8 109.8
3 129.3 125.2 118.2 115.1
4 140.9 134.9 125.0 120.6
5 153.6 145.4 132.2 126.4
6 167.0 156.6 140.0 132.8
7 181.9 ~ 168.8 148.1 139.2
8 198.2 181.9 156.6 145.9
9 215.9 196.1 165.7 153.0
10 235.2 211.3 175.1 160.4
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(c) Countries with above- average indices

Libya
Indonesia
Algeria
Ecudaor

{dy) Countries with Strong indices
Saudi Arabia.

The gains from the reduction in the price elasticity of demand for oil
will be smallest for those countries in category (a) and get bigger as we
move to category (d). Thus the countries with weak indices enjoy less than
50 percent improvement in their terms of trade over 10 years if the °
demand elasticity for oil was.05 and enjoy less than 20 percent over the
same period improvement if the elasticity was 0.9.

The countries in group b enjoy over 50 percent and less than 100
percent improvement in their terms of trade over a period of 10 years if
the elasticity was .05 and enjoy over 20 percent but less than 50 percent
improvement in their terms of trade over the same period of the elasticity
was 0.9. Group c countries enjoyed over 100 percent but less than 20Q
percent improvement in 'their terms of trade over 10 years if the elasticity
for oil .was .05 and enjoyed over 50 percent but less than 100 percent
improvement in their terms of trade over the same period if the price
elasticity of demand for oil -was 0.9.

The Group d countries enjoyed over 200 percent improvement in
their terms of trade over 10 years if the elasticity was .05 and enjoyed over
100 percent improvement in their terms of trade if the price elasticity of
demand for oil was-0.9.
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(4) The extent of improvement in terms of trade differs significantly
between the OPEC members. This is due to the differences in their
marginal propensities to save and import and in their capital-output ratios.
But since the effects of these variables on the terms of trade do not
operate in one direction, countries with different variables could have
similar indices. "

(5) For any given price elasticity of demand for oil, the Kuwaiti terms
of trade improve at the least rate while the Saudi terms of trade improve at
the highest rate compared to all OPEC countries covered by the study.
This may be explained by the relatively higher marginal propensity to save
and rate of growth of GDP in Saudi Arabia. Thus Saudi Arabia will gain
most from the reduction in the price-elasticity of demand for oil.

(6) The indices of terms of trade for both Ecuador and Indonesia
show a high degree of similarity due to the similarity in their propensities
to save and import and in their capital-output ratios.

(7) The similarity in the case of Iran and Iraq is quite clear. However,
“the statistics related to these two countries should be interpreted with |
great caution due to lack of accurate data, particularly in the most recent
years.

Given the present values of the different variables and a coefficient of
the price elasticity of demand for oil we may divide the OPEC countries
covered by this study into four categories according to the relative
performance of their terms of trade :

(a) Countries with weak indices

Kuwait

(b) Countries with Average indices

Venezuela
Nigeria
Iran

Iraq
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m
Statistical Results of the Model

To illustrate the use of the developed mathematical model we
estimated, using regression analysis, values of s , v and m for 10 OPEC
countries for which data were available. The estimated values are given
Table 1 and the regression results from which those estimates were
derived are given in the statistical appendix.

The values of v were estimated using a simple Harrod-Domar model
of growth. This was done due to lack of data on capital stocks in all
countries studied. However, it is possible to use a more complicated
model (or primary data, if available) without upseting the conclusions.

We used the estimated values of s and available. data on the growth
rates of GDP. Since according to Harrod - Domar model :

where r = the rate of growth
s = the saving ratio
v = the capital - output ratio

We calculated v = > and reported the results in Table 1,
r
together with the values or r.

Assuming an initial value of the terms of trade equals 100 (i.e. r =
100 ) and substituting the estimated values in Table 1 into equation (27)
we calculated an index of terms of trade for 4 different price elasticities of
demand for oil for each of the 10 OPEC countries studied over a period of
5 years. These calculations are given in Table 2.

The figure in Table 2 suggests that :
(1) The terms of trade improve faster the lower the values of the price
elasticity of demand for oil.

(2) The improvement in terms of trade for each OPEC country
studied will be approximately halved over a period of 5 years if the price
elasticity of demand for oil increased from.05 to .9.

(3) The loss in gain from the improvement in the terms of trade of the
OPEC producers will be greater the longer the period considered.

(1) We used the data on long term rates of growth published in the World Bank Report
(1984). For some cases we calculated the rates using data in the I.M.F : International
Financial Statistics.

.38 -
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or, % (1+m ) t (23)
r(1+m) -m = ¢ e -t
Att=0,c=10(1+m)—m (24)
Therefore, S
erefore S (asm) ¢
1+z
r(l+m)-m=(ro(1+m)-m)e (25)
Equation can be written as :
1+m
S ( ——
iz ) 2%
r(l1+)=r,(1+m-e (26)
From the above equation we obtain :
5 ( 1+m )t m
_ m V47 N L
rt_(r0_1+m) 1+m (27)

Equation (27) indicates that the terms of trade improve faster the
lower the values of Z. Thus it is in the best interest of oil producers to
keep the price elasticity of demand for oil at its lowest level.

Equation (27) shows that, other things being the same :

1 - The improvement in terms of trade will be greater, the higher the
rate of saving.

(2) The improvement in terms of trade will be slower the higher the
capital - output ratio, i.e. the more capital intensive the economy
becomes.

(3) The improvment in terms of trade will be greater the higher the
marginal propensity to import.

Since the OPEC countries do have different rates of saving; different
capital intensities and different propensities to import, it would be useful
to investigate the effect of the specified values of these variables on the
improvement in terms of trade of difference.
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But in virtue of (7) and (8):
M=Er=Eorzr=Eorz+1. ' ) (15)

Substituting (15) into (14) we get :

1+2
d4 (r ) . s (1+m) I'1+Z _ S o % .
dt v v
or : (16)
1+2
dr . = s dt
v . (A7)
r? (r (M+m) - m )
Butdr! *Z=(1 + z ) r%dr (18)
It follows that :
1 +2) dr - '
(1 +2) = 5 g (19)
r(1+m) - m v - )

Therefore,

Integrating with respect to (r) we get :

:l_+£ loge
1+m

r(1+n) -m

2t +oc (21)

where ¢ = constant.
Therefore,

" log, Ir(’1+m) -m|= % (:1\.+m )t+c' -

(""Z)f = fi st @0
r(1+n)-mn v
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d log E .

= 6

2 d log r ©
Equation (6) can be written as :

E=Eqr ™)

where Eg is a con'stant.
The equilibrium in the balance of payments requires that :

Er=M - 8)
From (1) , (4) and (8) we get :

v
K i rE )

Substituting (7) into (9) we get : |

(10)
K= v Eo r‘\+z
In
and
4K _ v E| d(r1+z)=sy
dt
; m’ dt a1
(in virtue of (2) ).
From (3), (4), (7) and (8) we get :
1 + .m v - 2 (12)
y= 1 ( = ) - Eo T

Substituting (12) into (11) we get :
dk = v EO d ( r’1+z ),

dt oo dt

- s (n( Y*ny_ g 2y @)

o
m
Therefore,
d T+z = M (1+m) - s 2
—(r ) = s
dt ( v Eo v mr.“ (14),

-35-



196 . L’EGYPTE CONTEMPORAINE

The main variables used in the model are :

Y = Gross national product,

y = Real national income,

K = Stock of capital,

v = Capital - output ratio, assumed to be fixed,
s

I

E

The propensity to save, assumed to be fixed,
Investment,
= Exports,
M = Imports,
m = The marginal propensity to import,
r = Terms of trade of the oil producing country with the rest of the world.

1
The Model o

Given the above assumptions and variables, the following set of
equations and relations may be introduced :

K=vY (1)7

This equation expresses the assumption of a fixed capital coefficient,
representing a very simple production function.

I=K=dK/dt=sy V)

This equation states that investment (or the rate of change of capital
stock) equals savings and shows a fixed ratio s to income.

Y=Y +rE-E 3)

This equation shows that real national product must be distinguished from
the volume of output as a consequence of changes in terms of trade. The
import price level is used as a numeraire.

M=mY “
This equation expresses a simple import function where m is a constant.
E=E(@) - )

Exports is a function of the terms of trade of the country with the rest of "
the world.

Define z as the (constant) price elasticity for exports or
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PRICE ELASTICITY OF DEMAND FOR OIL AND ,
THE TERMS OF TRADE OF THE OPEC COUNTRIES
Dr. Mokhtar M.Metwaly

The price elasticity of demand for oil has changed significantly since
the sharp rise in oil prices in late 1973. And although oil is still a necessary
commodity with a price elasticity of less than one, the recent policies
introduced by many importing countries to store oil and reduce its
consumption; the continuous development of energy alternatives and the
increase in oil suppliers have contributed significantly to the rise in the
price elasticity of demand for this vital commodity.

The aim of this paper is to develop a model which shows that the rise
in the price elasticity of oil could have a significant adverse effect on the
terms of trade of the oil exporters. The model will also be tested to
investigate the effects on terms of trade of a number of OPEC countries
given the price-elasticity of demand for oil.

I
Assumptions and Variables Used in the Model
The following assumptions are made :

1 - Imports of the oil producing countries, consisting mainly of capital
and finished goods, are assumed to be dependent on the national product.

2 - Interindustry deliveries are neglected.

3 - The price level represents the terms of trade with the rest of the
world.

These assumptions are introduced to simplify the mathematical
analysis and may be relaxed in a more complicated model. Furthermore,
the model developed is a two-sector model. The two sectors are the oil
exporters and the rest of the world.

Prof. of Economics
King Saoud University.

i
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presented the landmarks in the developments of the political economy of
modern Egypt around which further analysis can be carried out.

Obviously the rise of private landownership and the existence of
mechanisms to maintain it engender other processes that will reinforce the
trend. These mechanisms - markets in land, mortgaging institutions, the
influence of foreign systems, etc. - should be the next step in the analysis
of the rise of private landownership. They should be viewed as interacting
with the basic proposition of this paper. '

We have furthermore relied on one basic assumption : that private
landownership (as opposed to any form of tenancy) has an intrinsic
“value” per se. A value that will attract the savings of the concessionaires
of Ab’adiyahs in the early 1830’s. that will stem the flight of peasants from
their land under Said’s 1858 Law and that will attract landholders to pay
the Mukabalah under Ismail. Such an assumption of course could stand
further investigation.

Finally, the proposition should be investigated within other hydraulic
systems. In Iraq, for example, the institution of private landownership was
still in its infancy as late as the 1950’s (see Baer, 1969). Could the political
economic stagnation of Iraq up until the late thirties be used to explain
such a phenomenon ? Could Tsarist Russia or imperial China fit the
proposition of this paper? The questions raised by the analysis seem to
abound and should prove a fertile ground for further research.
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Private landownership had thus for the last time been used to extract
surplus from the agricultural sector, and thus been irrevocably estab-
lished.

It is interesting to note that the last decree that sealed the issue of
private landownership in Egypt illustrates directly the central proposition
of this paper : that private landownership in the hydraulic society that is
Egypt arose from and because of the need of the central authority to
extract a maximum surplus from its system.

Conclusion

We have discussed in this paper the political economy of landown-
ership in Egypt. We begin from the basic proposition that the granting or
creation - of private land property in the Egyptian hydraulic society is a_
means to perpetuate or increase the operation of transferring surplus to
the “center”. It arises when the existing pattern of bureaucratic control
becomes ineffective in channeling the surplus needed for the proper
functioning of the state apparatus and the state economy.

The initial “‘exogenous” impetus to this process is the increase in state
expenditures beyond what the current administrative structure can raise as
revenue. The resulting gap between revenues and expenditures is
therefore a function : 1 ) of the “exogenous” expenditure requirements
and 2 ) of the coercive powers of the state. In a sense the proposition
could be seen as an extension of the hydraulic paradigm of Wittfogel.

We have thus argued this proposition within the context of the
political economy of Egypt of the nineteenth century. It can be said that
Muhammad ‘Ali’s imperial ambitions provided the impetus for the
movement towards private landownership in Egypt. The process was seen
to have started when government (real) revenues had begun on a
downward trend.

The process was then seen to come to a turning point with the Treaty
of London in 1840." At that stage the coercive powers of the central
bureaucracy were curtailed, further reinforcing - we believe - the trend
towards private landownership.

Finally later developments during Said and Ismail’s reigns and what
they entailed of increased indebtedness of the government and its
increased needs for revenues sealed the movement towards private
landownership in Egypt. We hope to have provided by the analysis

~
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growing indebtedness of the government were all contributing to
strengthening the movement towards private landownership” (47).

"State revenues however were still not sufficient to cover Ismail’s
expenses. His entanglements with the Suez Canal Company and Napoleon
IIT’s arbitration, the company’s heavy drain of resources (in corvee labor
and money) on the economy and finally his extravagant modernization
projects had by the early seventies brought Egypt to the brink of
bankrupcy.

In 1873 the total amount of foreign loans contracted by Ismail was at
68 million British pounds and taxes had been raised to the limit (48). The
revenues of the country fose from 2,154,000 LE in 1861 to 10,542,468 in
1875 (see Crouchley 1938). This not withstanding “the sixth of April 1876
the payment of treasury bonds was suspended. The state was insolvent™.
(Crouchley 1938).

Up until that date Ismail had tried all means to raise government -
revenues. Among them was in 1871 a last attempt at using private
landownership to extract further surplus from the system.

In 1871 the final step of giving tenants on kharaji land full rights of
ownership on the land they occupied was taken by the law of Mukabalah
(49). The law granted perpetual reduction of the land tax to one half and
absoluate rights of property on land in which the owner paid in advance six
years’ taxes (the moukabalah). The law was a desperate attempt on the
part of Ismail to raise money (50). In 1874 it was made compulsory. Artin
reports that by then the moukabalah had been paid - at least in part - for
most of the arable land in the country. It was repealed and reenacted in
1876, abrogated in 1880 and finally substituted by a decree granting full
rights of ownership in land on which the moukabalah had been paid in
whole or in part. Thus by 1881 all the kharaji land, with the exception of a
few thousand feddans on which the moukabalah had not been paid, had
passed in full ownership into the hands of the holders.

47 - See Baer (1962), Artin (1882), (1907) and Leheita (1944).

48 - In 1865 requests and permissions to abandon the land had reached such pioportions that
this had to be forbidden. Flight from the land still continued, with the government being
powerless to stem it. Baer (1962) and Artin (1882).

49 - See Boutros Ghali (1887) for a detailed description of the law. See also artin (1882), Al
Ayouby (1923), Crouchley (1938) and Baer (1962)..

50 - Crouchley (1938).
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maintain itself. By 1863 private landownership was firmly entrenched in
Egypt. Said’s debts, and the extravagance of his successor v ~uld finally
seal the process of private ownership in Egypt.

IV - The Final Act : The Law of Moukabalah

In 1853 the subscription for shares in the “Compagnie Universelle du
Canal Maritime de Suez was opened”, and with it started the increasing
_indebtedness of the Egyptian government. Said Pasha’s ignorance in
financial matters, his liberality, his greedy cronies left Egypt at his death
in 1863 in debt to the tune 16,308.075 Egyptian pounds (43). His
successor, Isamil Pasha (1863 - 1879) was as prodigal, and as irresponsible
financially. He embarked on most extravagant projects (44).

From the very beginning (1864) Ismail resorted to increasing tax rates
on state land. The new assessments raised the liability form one third of
the harvest to almost one half (45). The granting of Ab’adiyahs continued
since they would increase production and had lost their tax exempt status
since the early years of Said’s rule (46).

New ‘Uhadas were also granted (and also subjected to the tithe), with
the Muta’aheds receiving full ownership rights. By the late sixties the
“emergence of a market in land, the development of cash crops and the

43 - The figure is from Crouchley (1938). To get a feel for magnitudes total merchf«lndise
exports in 1863 were 9,014,000 LE and total government revenues 6,094,000. Estimates
of G.N.P. or any close concept could not be found. See also Landes (1958) for these

issues.

44 - There is an abundant literature on Ismail pasha’s reign. See for example P.xl Ayoubi
(1923). The cost of his famous opening of the Suez Canal should suffice to give a clear

idea of the man.
45 - See Baer (1962), Artin (1882), Landes (1958).

46 - A decree of November 1861 illustrates the point we are making in this paper, that
private landownership (by grants) was the lure to increase production. The. cotton boom
of 1861 - 65 due to the American Civil War had greatly increased the price of cotton.
The demand for land thus rose correspondingly. The 1861 decree put a stop to fl.'ee
grants of uncultivated land and ordered that it be sold. Thus the huge profits f:mbod{ed
in the cotton prices of the day were considered a sufficient incentive foF .u?creasmg
production and probably an added means to transfer some of the rents implicit in cotton
prices. When the boom subsided, however, free grants were restored. See Baer (1962)

and Mubarak (1889).
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It is in this spirit that the law of 1858 was promulgated : It defined
clearly the landownersship rights of the hitherto tenant farmers. Provi-
sions were laid down that any tenant who had occupied his land for five
consecutive years and regularly paid the taxes should become the
indisputable owner. The tenants were further granted the right to
mortgage, sell or lease their land by inheritance. The state’s right to
expropriate the land without indemnity was restricted only to land on
which no building or sakias (water r2ising devices) had been erected or
trees planted. ’

The development of an organized legal system to back this-law,
followed in the next few years. Private ownership had gained an
irreversible foothold. The 1858 Land Law gave greater security to fellahs
and greatly reduced the flow of migrants from the land, agricultural
production increased and there were fewer tax arrears outstanding. Artin
(1907) reports that on average between the years 1852 and 1863 cultivated
land increased by 22,000 feddans per year, a reversal of the trend of the
forties.

Government revenues were still short of expenditures, however. Said
remedied the situation by increasing the areas granted in full private
ownership to be reclaimed. Earlier on he already had instaured the tithe
(‘Ushr) on lands hitherto exempted from taxation ; the Ab’adiyahs and
the chafalik.

Said’s Land Law of 1858 when compared to the Ottoman Land Law
of the same date showed that the purpose in Egypt was to obviously
encourage the development of agriculture (41). In the Ottoman Empire
vestiges of feudalism still survived, the state was weak, and, (...) its rights
over its lands were still challenged by local powers. Therefore the
Ottoman Law aimed at consolidating these rights of the state... In Egypt
on the other hand the state had gained satisfactory control over its land
long before, (...) Thus the principal purpose of Said’s law was to expand
the ownership rights of Egyptian landholders (...) to give their property
security and stability (...) and to encourage the development of
agriculture (Baer, 1969) (42). The hydraulic system, dependent on
agriculture for the generation of .its surplus, would thus manage to

41 - See Baer (1969).

42 - See Baer (1969) for an interesting comparison between th/e Ottoman and the Egyptian
land laws. See also Artin (1882) and Crouchley (1938).
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only led to further abandoned villages. Large tracts of land lay abandoned
in the provinces of Sharkia and Dakahlia (37).

At this stage revenue collection was not increasing and the state
lacked ‘the great coercive powers of Muhammad ‘Ali’s apparatus. The
system was in need of a drastic change. Again - as in the past - private
landownership (Or a prelude to it) was used to increase revenues. First
Said moved to reduce the number of intermediaries between the treasury
and the taxpayer. In a series of decrees from 1854 to 1856 (see
Boutros - Ghali, 1887) Said Pasha codified the relationship of the tenant
to his plot. Presaging the famous 1858 law the right of hereditary tenure
on kharadji land was established. Taxes were no longer imposed on the
whole village but on each specific plot and thus its tenant (38). They were
to be paid directly to a tax collector. The tenant, however, had still only
the right of usufruit to the land. Ultimate property rested in the hand of
the state. These developments had led nevertheless to the first step of the
final establishment of private landownership in Egypt : the Law of 1858.
To counter the still massive abandonment of the land Said “limited the
rights of fellahs to their former land if and when they returned and began’'
selling large tracts of land whose villages had become insolvent to officials
and wealthy people, (...) with full ownership rights (Baer, 1962) (39).

Said Pasha’s reign was characterized by extensive Westernization.
His pro - Western stance had pushed him to grant great prerogatives to
foreigners. Chief among these was that of buying and ewning land (see
Artin 1882). Moreover, a great believer in the laissez -faire doctrines of
the time (see Crouchley, 1938, and Landes, 1958). Said Pasha was inclined
to establish the basis for the true development of agriculture and
commerce. “Private agricultural enterprise had begun to develop rapidly
(...) and a need was felt to facilitate land transactions in order to
encourage the development of agriculture”(40). The welfare of the
hydraulic system (as opposed to that of its people) had come to be
identified - consciously or unconsciously - with the smooth running of
economic activity in it.

37 - See Bear (1962), Afifi and Abdelkefim (1940), and Leheita (1944).

38 - It is unfortunate that we cannot find any specific data either on land tax revenues (either
real or nominal). The most commonly cited document is in nominal terms and does not
itemize its sources and thus of data is available from this author.

39 - See also Boutros - Ghali (1887).
40 - Baer (1969).
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Under a strong central government and state monopoly, the system

worked unfortunately all too well. In 1849 = 1850 this was not the case.

Wide abuse by local authorities and the cheikh el balad decreased tax

revenues. A new system that would individualize tax responsibilities was

needed. It is through this need that a system codifying each tenants’ ties

with his plot that private landownership in Egypt would ultimately be
established once and for all. "

The reign of abbas (1849 - 1854) reflected a transitional period. It
was characterized by a general deterioration of canal and drainage
networks, a decrease in tax revenues (and the consequent increase in the
state’s indebtedness) and general lawlessness and anarchy.

Abbas Pasha was against his grandfather’s Westernzation and
industrialization policy. He thus closed technical schools and factories,
ignored waterworks and ruled with great brutality. Taxes were constantly
increased and the flight from the land continued. “The general economic
decline and the fall in cultivated area under Abbas put an end to the
granting of new Ab’adiyahs (and) also led to the neglect of those already
granted” (Baer, 1962). Artin (1907) reports that the cultivated area
decreased on average by 30,000 feddams between 1840 and 1852.

Abbas further demanded from the Muta’ahids immediate full
payment of all their tax arrears. When they could not meet his demands he
confiscated a large number of ‘Uhdas (see Artin, 1882, 1907). This led to
many fellahs having to face the tax arrears left by the Muta’ahids further
increasing the exodus from the land (Baer, 1962).

In sum the reign of Abbas saw Egypt sinking further and furhter into
stagnation and chaos. He died in 1854 leaving for the first time a large
domestic and foreign debt. The movement of private landownership had
stagnated if not regressed, due to the general economic collapse during his

reign.
His successor (and uncle) Said Pasha (1854 - 1863) was his complete
opposite. Inclined to the rapid Westernization of the country, he

undertook to restore economic impetus to the system and restore
Muhammad ‘Ali’s industrialization policy.

In great need of revenues to meet the growing debt and to continue
with Muhammad ‘Ali’s modernization drive Said Pasha resorted to
increasing land taxes. Coming to an already overburdened fellahs they
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developing, expanding country, finally back to a stagnant plantation. The
industrial structure built by Muhammad ‘Ali completed its collapse in the
transitional reign of his grandson Abbas (1849 - 1854).

To sum up the evolution of private landownership during Muhammad
‘Ali’s reign can be traced broadly as following his needs for-government
revenues. Initially all land is owned by the state, and all centers of
economic power are destroyed for the benefit of the central authority.
Production and government revenues increase. Shortage in these re-
venues relative to massive expenditures appear as early as 1817, however.
The existing system is nevertheless able to provide a minimum of
necessary surplus. The 1820’s see frequent tax revisions upwards, mass
exodus from the land by peasants, and accumulating tax arrears. By the
end of the 1820’s the existing structure seems no longer adequate, and
rudiments of private property are gradually introduced in the form of
Ab’adiyah grants. The basic purpose of the change : increasing tax
revenues through increased production. Large estates appear as prop-
erties for the Viceroy’s entourage and family. Private landownership gains
as the state relinquishes more and more of its rights as the gap between
revenues and expeditures increases. By the end of the 1830’s Muhammad
‘Alis’s economic struture is on the brink of collapse; he resorts to a variant
of the old Iltizam system to raise revenues. Finally the Treaty of London
completes the collapse of the regime forcing it to further relinquish control
over arable land. Muhammad ‘Ali dies, leaving a ruined country,
wretchedly poor peasantry and budding private landownership.

IIl- The Reigns of Abbas and Said (1849 - 1863)

At the time of Muhammad ‘Ali’s death in 1849 several developments
had occured that would make the rise of private property inevitable in the
years to follow. The coercive powers of the state had been greatly reduced
due to the abolition of state monopolies and the reduction of the size of
the army. The central authorities had to rely increasingly on local officials
_ ~(the cheikh el balad or village chiefs) for the collection of taxes (36).
“Hitherto the tax on each village had been imposed on the village as a
whole, and the sum imposed had been divided between the various
inhabitants according to their means by the local authorities. The cheikh el
balad being responsible for the collection of the tax” (Crouchley, 1938).

36 - Crouchley (1938) reports without citing ’s/ources that in the beginning years of Abbas’
rule (1849 - 1854) tax revenues had declined from 4 to 2 million Egyptian pounds a year.
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Two further firmans (decrees) issued by the Supreme Porte in 1841
imposed on the defeated Muhammad ‘Ali, reduced his army to 18,000
men, established the annual jizyah (the capitation tax paid by all Ottoman
territories) and insured that Ottoman law aplied in all of Egypt. This last
development completed the process of diminishing the coercive powers of
the Pasha’s state apparatus.

To sum up, in 1841 Muhammad ‘Ali had lost most of the power of his
central organization ; the army had been drastically reduced and the
monopoly system destroyed(33). Exposed to the true market prices of
crops fellahs planted the most profitable. The state still managed to
extract most of their profits through a carefully regulated system of
taxation. The absolute economic power of the central authority had gone,
however, and extracting a surplus from the agricultural sector could no
longer be done without “something in return”. And in fact in 1842 the
concessionaires of ab’adiyah lands demanded and were granted the right
to dispose freely by sale, donation, mortgage and any other legal means,
of their esttes. The non-transmissibility clause of the Ab’adiyah decree
was thus dropped (34) and full private property rights were granted to
their owners. With state expenditures still running very high, taxes on the
fellahs were constantly increased especially after the collapse of the state
monopoly system. As a result “the large scale exodus of whole families
from a great number of villages further increased” (Baer, 1962). To
counter such massive drain, Muhammad ‘Al issued an 1846 decree (35)
allowing tenants of kharaji land to mortgage it, or cede their usufruit
rights by means of registered legal titles. The tenants, however, could still
have their land confiscated if they failed to pay their taxes. Thus a
beginning of codification for land transactions is introduced even in the
last bastion of state owned land. The power of local officials in
confiscating and redistributing land was thus - albeit very mildly -
restricted. This decree would prove to be the precursor of Said Pasha’s

. famous land laws of 1858.

At his death in 1849 Muhammad ‘Ali’s Egypt had completed a full
circle from an anarchic and stagnant province of the Ottoman Empire to a

33 - By 1842 it had become totally inoperative. See Artin (1882).

34 - The text of the decree stated that the clause was dropped in the hope of “attaining the.
purposed goal of land reclamation and increased production”. See Boutros - Ghali

(1887).
35 - See Artin (1883).
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Muhammad “Ali was forced into signing ‘““The Treaty of London” in 1840.
This provided the final impetus that would secure irreversibly private
landownership in Egypt.

1.4 The Treaty of london

The Treaty of London, signed by Muhammad ‘Ali, the Supreme
Porte and the Western powers (Russia, Prussia, England and Austria)
represents the turning point in both the evolution of private landown-
ership in Egypt and Muhammad ‘Ali’s reign. It came as a culmination of
the Viceroy of Egypt’s drive against the Ottoman Empire and sealed once
and for all his military and economic collapse.

The treaty granted hereditary ownership of Egypt to Muhammad ‘Ali
but forced him to relinquish his rule on the Arabian Peninsula, Syria,
Lebanon and Palestine. The treaty further established the right of
Western powers to intervene should Muhammad ‘Ali threaten the
Supreme Porte again (31). More importantly, however, the treaty
contained a clause that provided the last blow to the economic powers of
the “Egyptian State”. It stipulated the freedom of all foreigners to trade
directly with the indigenous population in all parts of the Ottoman
Empire.

Egypt was mentioned explicitly in the clause(32). This came directly
against the state monopoly system instaured by Muhammad ‘Ali. This
system was believed by the Supreme Porte and the Western Nations - with
good reason - to be the basis of Muhammad ‘Ali’s power and control over
Egypt.

The fellah could thus sell his product, especially the export crops of
cotton and wheat directly to foreigners and benefit to a greater extent
‘from the higher foreign prices.

Naturally the disappearance of the state monopoly system did not
occur overnight. Initially Muhammad ‘Ali circumvented the clause by
assigning increasing amounts of land to his followers who “to maintain his
favor could not deny him the produce from their estates at the price he
was willing to pay” (Crouchley, 1938).

31 - See Leheita (1944).

32 - This clause had already appeared in a previous treaty between the Supreme Porte and
England in 1838." At the time Muhammad ‘Ali had the power to ignore it.
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ab’adiyah lands by abolishing the right of concessioaires to transfer their
estates through inheritance. The outcry was so great that he repealed his
decree almost immediately : a new power stood between the state and its
source of revenue.

Another development that closely paralleled that of the Ab’adiyah
land was the institution of Chiflik (pl. Chafalik). The Chafalik were
estates granted by Muhammad ‘Ali to his family and direct entourage.
They were formed in part from villages and districts who had become
insolvent or had been abandoned, and in part from Ab’adiyah land (29).
They became property of the members of the royal family and its
entourage. Furthermore, they had certain characteristics in common with
‘Ab’adiyah grants ; both were exempt from taxes and both along with the
‘Uhdas (see below) would later develop into the large private estates of
the early twentieth century.

Finally with the defeat of Acre only months away, Muhammad ‘Ali
resorted to a variation of the old iltizam system to increase his revenues.
He compelled “high officials, army officers and others who had grown rich
in the wars, to pay the arrears of villages they received as ‘Uhdas, and to
gurarantee their tax liabilities in the future” (30). The Muta’ahids were
further forbidden - contrary to multazims - to divert extra taxes to
themselves. They further did not have any property rights over their
‘Uhdas.

The developments, of Ab’adiyah and Chiflik grants, had instaured
new concepts into the political economy of Egypt.

First, a rising class of quasi (until 1842) landowners appears, and
second the concept of royal property as separate from state property
comes into being. And although both developments were meant - we
believe - to increase state revenues, both lead to the rise of a new class
that would have to be taken into consideration when extracting surplus
from the agricultural sector.

By 1838 Muhammad ‘Ali’s power was coming to an end, his wars in
Syria against the Sultan had drained his forces, and the alliance of the
Supreme Porte with the Western powers (England, Austria, Prussia and
Russia) completed the collapse of his armies in the Battle of Acre,in 1840.

29 - See Artin (1882), Boutros - Ghali (1887), Mubarak (1886 - 89)
30 - Baer (1962).
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disposal over the land. By the late twenties exodus from the land by
fellahs, the growing numbers of insolvent villages, and the increasing
resort to the army to extract surplus (26) had finally left government in a
precarious state. Furthermore, the destruction of Muhammad ‘Ali’s fleet
in the Battle of Navarino in 1827 and his resolve to rebuild it added new
burdens on his finances. All these developments led Muhammad ‘Ali to
introduce the first formulations of private property.

. The cadastre of 1813 - 14 had surveyed but not included arable land
that was not cultivated. It was called - as mentioned - ab’adiyah (27)
lands. In 1829 Muhammad ‘Ali started granting vast tracts of Ab’adiyah
land to central and provincial officials. The arrangement was that in return
for their estates, the new “owners” would undertake to reclaim and
cultivate these lands. These estates became the property of the conces-
sionaires (Rizqa). Initially they were granted only the right to transmit
them by inheritance; they could not dispose of them by sale, donations, or
any other means. ’

In a sense, the state was still reluctant to divest itself of all its rights
over the land. These grants were in effect “wagfs to the exclusive benefit
of the concessionaire .and his heirs”(28).

The concessionaires were further granted tax exemptions up to ten
years. Through this development Muhammad ‘Ali would be able to
increase total agricultural production and thus extract greater surplus.
Although these grants had been exempted from all taxes, the state
monopoly system in the marketing of agricultural production provided the
instrument for diverting resources to the state. In a sense (quasi) private
property of the estates was used to lure out savings and subject them
through their investment in land reclamation to the monopoly tax on thier
product. After 1829 these grants increased rapidly. The Syrian Wars, the
1834 epidemic of Bubonic plague, and a chain of low flood years putting
increasing pressures on state revenues. Ab’adiyah grants were thus the
first instances of quasi-private property in Egypt. The also gave rise to a
growing class of land holders with which Muhammad “Ali had to contend
with. In 1836 for example, he tried to regain some state control over

26 - As mentioned above the army was used to round up fellahs who had abandoned their -
villages and force them back to cultivate their land.

27 - Ab’adiyah literally means discarded, or cast away.

28 - See Boutros - Ghali (1887).
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It is clear that between the beginning and the end of his reign
Muhammad °‘Ali’s revenues had increased sixty - fold. The figures,
however, should be deflated by some price index to get a real value.
Obviously no such thing exists, and due to the strong inflationary
tendencies of the economy of the period (24) real and nominal revenues
did diverge substantially. The figures in francs provide, however, a
reasonable measure of real values since the franc remained relatively
stable (see Rivlin, 1961).

It appears then that the peak of revenues was reached towards the
late- twenties declining sizably afterwards. (25) It is not a coincidence that
important changes in the pattern of landholding started in the early 1830’s.
These changes - we believe - originated the need of Muhammad ‘Ali to
increase his revenues. Government ownership and control of arable land
was becoming “inefficient” in extracting revenues from the agriculture
sector, and the coercive powers of the state had reached their “produc-
tive” upper limit. With the beginning of the first Syrian war and the
declining revenues a change of landholding patterns was in order.

Starting in 1829 a number of developments took place that preluded
the rise of private property in Egypt. The movement can be stylized as a
gradual reliquishing by Muhammad ‘Ali of his “rights” over arable land in
Egypt. By doing so he - reluctantly as it will appear - was creating
“centers of power” that would gain increasing control over the main
source of surplus in the economy. Muhammad ‘Ali would have to depend
more and more on their cooperation for extracting surplus from the
agricultural sector, and thus would be forced to accede to their demands
with increasing frequency.

By the end of the 1820’s private property - in the Western sense of the
word - was very limited. It covered a small number of wassiyah land
granted to some Multazims as a compensation for confiscating their
Iltizams. Aside from these all land was property of the state. Fellahs had
only the right of usufruit on their plots. These rights had come to be
passed on by heredity but in no way guaranteed permanent control or

24 - See Artin (1907)

25 - Boislecomte does not specify if the figure of 200 miltion piasters, is for each of 1825 and
1826, or both, both Leheita (1944) and Rivlin (1961) agree however that it is probably
for both years together. The two years had cxpeﬁenced very low floods, and low
agricultural production. Both also agree that revenues started decreasing beginning in
1929 see also Afifi and Abdelkerim (1940).
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~

I1.3 The Collapse of Muhammad ‘Ali’s Reign and the Rise of Private
Property.

- The previous section has shown how the ambitions of Muhammad
‘Ali affected the “exogenous” element that would ultimately lead to the
rise of private property in Egypt : state expenditures.

Throughout his reign Muhammad ‘Ali was plagued by a chronic
shortage of resources. His relentless drive to etract surplus from the
agricultural sector in the form of corvee and military labor, land taxes and
an extensive monopoly system, was starting to affect the very source of that
surplus : agriculture. Peasants were abandoning their land and refusing to
cultivate it, corvee labor was increasingly difficult to round up and state
finances were under the constant threat oc collapse. Exact figures
concerning his revenues cannot be known. A set of figures prepared by
the Baron de Boislecomte (23) illustrate the state of goverﬁment revenues
in the time of Muhammad ‘Ali. (see table II). ’

Table II
Government Revenues During
Muhammad ‘Ali’s Reign

Year Revenues in Revenues in
million piasters million francs

1805 ' 5 8

1812 23 23

1821 70 50

1825 and 1826 200 100

1829 230 90

1833 253 76

1846 - 47 306,201,729 75,505,432

Source : Douin, 1927. The figure for 1846 - 47 is from Rivlin (1961) and is
in piasters (the full figure appears). Rivlin lists her source as “The
Egyptian Budget for the Coptic Year Ending September 12, 1847”.

23 - The figures were drawn from the original document of the Baron’s correspondence (see
Douin 1927). They are further quoted in Rivlin (1961) where the last 1846 - 47 figure
was taken. Although fairly reliable the figures should be taken as illustrative only. See
Rivlin (1961). '
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Muhammad ‘Ali’s reign the exodus from the land started in the early
twenties continued well into the sixties.

Despite the fact that Muhammad ‘Ali had managed to raise the
“real” revenue of the state more than seven-fold from the time of his
accession to power (see Table IT) these revenues always fell short of his
expenditures. : ‘

This state of affairs had an implication that did not escape
Muhammad ‘Ali and that greatly affected the rise of private land
ownership in Egypt. It showed that although full property rights on land
belonged to the state, and that surplus could further be squeezed out of
the fellahs through an all encompassing state monopoly, this surplus was
not large enough to meet state expenditures.

Refusing to curb his ambitions Muhammad ‘Ali resorted in the late
twenties to altering the system of landholding in Egypt.

Contrary to a widely held view that Muhammad ‘Ali introduced
private property to create a landed nobility loyal to him (21) we believe
that his basic aim was to increase the revenues of the state (22).

The development of large private estates characteristic of modern Egypt originated in the
period of Muhammad ‘Ali. The basis for their foundation, however, was not the desire to
create a new landowning class but to facilitate administration and tax collection for the
benefit of the government... (Rivlin, 1961, my emphasis).

The basic problem facing Muhammad “Ali in the late twenties was to
balance the desire to keep ultimate control of the land in the hands of the
state with the need to relinquish enough prerogatives on it to encourage
increased production and thus increased revenues. The next section
outlines the developments of private property in Muhammad ‘Ali’s reign.

21 - See Artin (1883), and (1907), Crouchley (1938), Leheita (1944).

22 - This issue is mentioned in passing by Baer (1962) and Rivlin (1961) quoted below
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To counter such constant problems in his tax revenues Muhammad
‘Ali instituted in 1829 a system of solidarity for the payment of taxes. The
basis was that “if one farmer could not pay his taxes the amount would be
taken from his neighbor. The arrears of any one village were to be made
up by other villages; of one district by another district and so on to the
whole country....”” (Crouchley, 1938) The system turned out to disastrous
and led to enormous brutality on the fellahs. It was abandoned by the end
of the thirties.

Besides increasing taxes on land - which were Muhammad ‘Ali’s
main source of revenue - the state resorted to delaying the payment of all
items which were not absolutely necessary. Government employees would
be paid in government bonds that they would discount with money lenders
(at 20 - 30% discount). Advances from merchants - some European -

against future crops were often taken. Muhammad ‘Ali also ex-
perimented with paper money but with little success.

With agricultural production still sensitive to the level of flood waters
things would periodically border on total collapse. The low floods of
1824 - 1825 and again in 1836 through 1838 caused a massive drop in tax
revenues. Cotton production also decreased drastically further decreasing
state revenues from exports. Many villages became insolvent and army
pays were delayed leading to widespread mutiny and unrest. In 1828 a
favorable flood again averted the catastrophe but only for a brief period.

Finally frequent epidemics (every 10 years or so) would decimate the
population and again reduce government revenues (18). Finally land and
monopoly taxes were not the only taxes collected. A head tax was levied
on everyone in Egypt regardless of religion (19), Taxes on trees, gardens,
buildings and animals were also levied. They, however, did not represent
a significant portion of total revenues (20).

In sum Mubammad ‘Ali practiced a policy of extracting literally the
maximum surplus possible from the agricultural sector. This resulted in
the fellahs of Egypt living in the most abject misery. Throughout

18 -In 1834 a violent epidemic of Bubonic Plague decimated close to a quarter of the
population. Muhammad ‘Ali found that he could not possibly demand the full payment
of taxes; from the survivors and a large amount was cancelled (see Leheita 1944 and
Rivlin, 1961).

19 - This is not to be confused with the Jizyah head tax paid by all non -Moslems at the time
of the Islamic conquest.

20 - See Leheita (1944) for tentative data.
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resources of the central government and the Egyptian population. The
result was that a chronic-shortage of revenue plagued Muhammad ‘Ali
throughout his reign.

The unified tax schedule established at the time of the 1813 - 1814
cadastre did not remain static. Tax rates were increased as early as 1816.
In 1817 Jabarti reports that Muhammad ‘Ali’s own tax collector - the
Ruznamji - would often warn him that taxes would be impossible to collect
at rates fixed by Muhammad °‘Ali.

In increasing taxes, mor@over, Muhammad ‘Ali seldom took into
consideratio the situation in agriculture. A low Nile flood could lower
drastically agricultural production as it did in 1817 (see Rivlin, 1961) and
thus limit the fellahs’s ability to pay. Taxes, nevertheless, would be raised
to make up for the lower income. Throughout his reign Muhammad ‘Ali
constantly raised tax rates, in part to meet the strong inflationary
tendencies of his economy, but mainly to raise his real revenues (see
Boutros Ghali, 1887).

The result of such policy was that by the early twenties entire villages
had become insolvent and were abandoned by their inhabitants. There
was large scale exodus of whole families from a great number of villages
(15). Peasants abandoned their land and fled either to urban centers or to
other villages where they could not be brought back by force. Military
service (16) and corvee labor (17) further worsened the situation. Fleeing
peasants had to be brought back to their lands by force using the army.

Thus in 1830 6000 peasants fled from Sharkia (an eastern province of
Egypt) and took refuge with the Pasha of Acre...,

In 1831, for example, an order of Muhammad ‘Ali stated that 10,000
had been seized in Alexandria and another 5000 were being seized
(Crouchley, 1938).

Even when fellahs did not abandon their land they accumulated such tax
arrears they would ultimately see their rights to farm their plots revoked
and the land taken from them.

15 - see Rivlin (1961), Crouchley (1938), Baer (1962)

16 - Muhammad °‘Ali had a standing army estimated to exceed 120 thousand men. For a
population of roughly 3 million this was sizable.

17 - Clot Bey (1840) estimates that after 1825 355, 000 men were employed for 4 months
every year in digging out canals and other irriggation works.
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Table 1

.Prices of Crops in Piasters
Measure is ardeb

Commodity Purchase Price Resale Price Export Price
from the Fellah to the fellah

Wheat 27\ 56° 90

Maize 26 27 .61

Rice 90 140 270

Raw Cotton 200 — 280 - 600

Source : Leheita (1944) Leheita does not cite the source of these numbers.
Although they seem to conform with acounts from the period, they should
taken with care.

In 1820 long staple cotton (jumel) was introduced in Egypt and in a
few years gained wide acceptance in foreign markets. Its export yeilded
huge profits to the state since the domestic price paid to the fellah was
sometimes several times lower than the international price. Industry was
expanded, textile mills and founderies, etc. appeared, all of course run by
and for the government.

Thus tax revenues increased greatly both due to a more efficient
system of taxation and a higher national income. (13) These government
revenues supported an increasingly ambitious program of industrialization
and expansion. (14) Muhammad ‘Ali wanted to create an Egyptian empire
that would one day be able to replace the Ottoman Supreme Porte. He
thus centered his whole economy around the financing, supplying and
maintaining of an enormous war machine.

His wars, first in the Hejaz against the Wahabis (1811 - 1816)), then
in the annexation of the Sudan (1820), in Greece (1824 - 1828), in Syria
(1831 - 33,1838 - 39 and 1840), proved to be an unbearable burden on the

13 - Figures for tax revenues and expenditures for this period are very hard to come by.
Scattered acounts indicate increases in revenues ranging from 30 to 100 percent
compared to pre Muhammad ‘Ali days. However, in those days budgets were very
inaccurately drawn and many. :

14 - see Crouchley (1938), Issawi (1966).
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subdued politically and economically. Taxes on land were rationalized and
unified. Intermediaries between the treasury and the taxpayer were
removed. Tax rates were simple, and known. Most institutions' that
enjoyed tax priveledges were abolished. The system was thus geared for
“a great leap forward”.

In sum. —
The expropriation of landholders was nothing more than a
device for ridding the country of an unsatisfoctory tax collecting
agency and for increasing the revenue for the land.

... For the blance of his reign (Muhammad °Ali) experimented
with various forms of landholding with a view to increasing his
sources of revenue. (Rivlin, 1961).

II. 2 Consolidation and the Revenue Gap

By 1815 Muhammad ‘Ali had converted most of Egypt into a huge
state farm under the direct administration of the government. The
ownership of all arable land by the government had been completed, and
provided the basis for enforcing an increasingly burdensome land tax on
the fellahs. :

The tapping of the maximum agricultural surplus was further
strengthened by the instauration of an all encompassing state monopoly in
all areas of economic activity. In agriculture the fellah “sowed what, when

‘and as he was told”. He could only sell his crop to the government at

arbitrary prices that barely sufficed to cover taxes. Thus a further tool was
created to increase state revenues. Of course all internal and external
trade was in the hands of the government.

Table I below gives an example of the pices imposed on the fellah in
the early 1820’s for his crops. Needless to say they yield huge profits to the
state.

With this achieved Muhammad ‘Ali embarked on a vast program of
modernization and industrialization of the country. Large tracts of land
were converted from basin (flood) irrigation (11) to perennial (multiple-
crop) irrigation and extensive hydraulic works were undertaken (12).

11 - and thus single crop

12 - see Rivlin (1961)

13-



174 L’EGYPTE CONTEMPORAINE

Throughout, the ‘Ulama of El - Azhar had resisted these changes.
Developments on rizak abbasiyah, waqf land and hubus took a parallel
course to those of Iltizams. Most were confiscated over a period of six or
seven years (1808 - 1815). Those left intact were subject to taxes. When
both ‘Ulama and Multazims or Mameluks offered too much resistance to
these confiscations they would receive life pensions in compensation.
With the constant devaluation of the piaster and high inflaion (8) these
pensions soon amounted to very little.

Thus by the beginning of the second decade of the ninetéenth century
all land in Egypt was the property of the Pasha. Muhammed ‘Ali had
abolished all the priviledges that had deprived the state of ownership of
land in Egypt. The old Pharaonic paradigm of the state had been restored.

This however was not cnough. Beginning in 1813 Muhammad ‘Ali had
abolished all the extra taxes, surcharges, etc... imposed on the land. These
were all embodied into a single land tax (Kharag) applicable to all
cultivated land. The tax rates were varied according to the quality of the
land. (9)

A Cadastral survey was undertaken in 1813 - 1814 establishing
exactly cultivated areas, their size and holders and the size of all remaining
wagfs, hubus and wasiyah lands. All arable land that was not cultivated
was also surveyed but not included in the cadastre. These lands - called
ab’adiyah land - would later play an 1mportant role in the rise of private
landownership in Egypt.

By 1813 - 1814 it was an established fact that fellahs and villages
throughout Egypt had only the “priviledge” of usfruit of the land, as
mentioned. Ultimate property rights rested with the Pasha. Fellahs and
villages could be - and often were - deprived of this priviledge if they
failed to pay their taxes. (10) *

Thus by 1810 - 12 Muhammad ‘Ali had laid out the foundations of his
“empire to be”. His rule and power were uncontested throughout Egypt.
The Mameluks, the Multazims and the ‘Ulama of Al Azhar had been

8 - see Artin (1907).
9 - See Boutros Ghali (1887). State land was called kharadji land.

10 - For these changes see Artin (1883), Rivlin (1961), Baer (1962), Crouchley (1938), Al
Jabarti (1905), Boutros Ghali (1887) and Issawi (1966(.
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increasing tax collection. Menou stood out in that he had wanted to
introduce full private landownership. His goal was more ideological than
fiscal. '

It should then come as no surprise that the reforms proposed and
finally implemented by Muhammed ‘Ali bore a great resemblance to those
attempted before him.

The hydraulic nature of Egyptian society (and economy), imposed,
be it to Selim III or the French, that two considerations override any
others : 1 ) The annihilation or at least control of all centers of power by
destroying (controlling) these centers’ access to surplus i.e. the Mameluks
and the Multazims and 2 ) Increasing tax revenues or more generally
surplus transfer.

Upon Mis accession to power Muhammed ‘Ali proceeded to do just
that. He had two centers of power to deal with : the Mameluks who,
despite their serious setbacks during the French occupation still wielded

- great power, and the ‘Ulamas and cheiks of El - Azhar. (5) The former

derived their power from the system of iltizam and had proven a constant
challenge to the centralization of power that Muhammed ‘Ali wanted. The
latter derived their power from the rizak ahbasiyah, the waqf lands and
the l1ltizams and - contrary to the hydraulic paradigm - led by ‘Omar
Makram, the moufti (head) of El Azhar, they took an antagonistic stance
to Muhammad ‘Ali.

As soon as he became Pasha of Egypt in 1805 Muhammed ‘Ali
abolished the Iltizam system and immediately imposed a “growing burden
of direct tax (i.e. not levied through the Multazims) on the fellahs” (Baer,
1962). By 1810 a large number of Iltizams had reverted to the state, was
made subject to fand taxes.

The Mameluks were decimated in the famous “Bﬁtchery of the
Citadel” in 1811. Those who fled to Upper Egypt were later also
destroyed by Ibrahim Pasha’s (6) army in April of 1812. (7).

5 - For a very vivid illustration of this and the paragraphs to follow, sce Al Jabarti (1905). Al
Jabarti’s book was written during and after the French expedition. Its highly critical
exposition of Muhammad ‘Ali kept it from publication 50 years. It is still considered one
of the most vivid accounts of the period.

6 - The son of Muhammed ‘Ali and appointed by him Governor of Upper Egypt.

7 - See Jabarti op. cit.
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The arrival of the French expedition seems to have had a mild
catalytic effect on the system. Mameluk forces coalesced briefly only to be
weakened further. In such an environment the climate was ripe for a
Mohammed ‘Ali to appear. ,

II - Landholding Reforms - Under Muhammed ‘Ali
II . 1 Laying the Foundations

At the begining of the nineteenth century several attempts had been
made - or at least planned - to change the patterns of tax collection and
landholding in both the Ottoman Empire at large and Egypt. The Sultan
Selim III in 1792 attempted to change landholding patterns and tax
collection systems with the essential purpose of increasing tax revenues.
He introduced his famous Nizam Jadid (New Order) in 1792. His constant
involvement in defending his throne, and the fierce resistance opposed by
the “‘Ulemas (clergy) of Istanbul and the Mameluks of Egypt kept him
from implementing his reforms (4) however.

With the arrival of the French expedition in 1798 a number of French
scholars got the chance to study the Egyptian system of landholding and
tax collection. A blueprint for reforms was drawn up. Its main purpose too
was to increase tax revenues which the French were now collecting. The
destruction of the French fleet at the hands of Lord Nelson in the Battle of
Abou - Kir in August of 1798 had led to the English blockade of all
Egyptian ports. The French had to rely on local resources to finance their
armies. Constant harrassment by the Mameluks and their followers
however kept them from implementing any of the changes they proposed.

Further studies undertaken by General Menou - appointed Governor
of Egypt after the assassination of General Kleber in 1800 - led to new
proposals for change. Again these were never implemented. The French
left Egypt in 1802.

All these proposed reforms - those of the Ottoman Sultan, and those
of the French expedition - . were similar in content : remove as many
intermediaries as possible between the treasury and the taxpayer (the
fellah). Except for General Menou’s plan, the forms of landownership
proposed were discussed only as to their merits in facilitating and}

4 - These are similar to those of Muhammad ‘Ali discussed below and they are not
elaborated here. For greater detail see Rivlin, 1961 and Afifi and Abdelkerim (1940).
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rights could be revoked at any time. In practice however, these Iltizam
estates became hereditary provided the heirs repurchased the lease by
- paying a new hulwan.

By the end of the eighteenth century the Multazim Had acquired the
right to sell or donate any part of his Iltizam to other Multazims (only)
with the proviso that he would reclaim his land upon repayment of the
purchase price.

Throughout the period of Iltizams the link between the fellah and his
plot was entirely at the mercy of the Multazim. Obviously such power led
to wide abuses with the fellahs bearing all of the burden all of the time.

In effect thus, Egypt of the late eighteenth century was ruled by a
“Landed” oligarchy (2) and true to the hydraulic paradigm the country
was in constant anarchy. Without a powerful central authority, water
works were neglected, drainage worsened, and planted acreage de-
creased.

The widespread anarchy - especially in the late eitghteenth century ~
led also to another development worth mentioning : the spread of waqgf
and hubus lands. Wagfs are pious foundations in favor of religious or
" charitable institutions. Hubus lands had the same status. Both could be
used to endow the heirs of the Multazim and thus be used to protect
estates. These heirs would have the right to the income of the hubus lands.
(This income is called rizak al ahbasiyah). And since full property right
did not exist the waqfs would be created from the revenues on land rather
than on land itself. It is not clear if rizak al ahbasiyah and waqf incomes
were taxed. If at all, they enjoyed lighter tax burdens®.

In sum at the end of the eighteenth century one of the basic
ingredients of a hydraulic system in Egypt, that of a strong localized
central authority, was missing. Any economic surplus extracted from the
agricultural sector was dispersed among too many “centers” to be of any
use to the system. Hydraulic works were neglected, and chaos reigned.

2 - The quotes are because true property rights did not exist although they were fairly closely
mimicked.

3 - Wagfs and hubus could only be formed from the wasiyah lands of an Iltizam (see Leheita,
1944; Artin, 1889). There are instances however, where the whole of the Iltizam was
made into a waqgf. In that case the miri falling on the Iltizam would be deducted from the
wagqf income. Wagqfs could be endowed by the Sultan, those who had full property rights,
and the Multazims from their wasiyah lands.
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to outline in broad strokes the evolution of private landownership during
this period in the light of the tradeoff between the two concepts presented
above : transfer of surplus to the central authority versus the cost of the
transfer.

I- Landholding in the Late Mameluk Period

At the end of the eighteenth century the system of land holding in
" Egypt dated from the early Ottoman conquest. It bore also the
characteristic particular to Egypt from the time of the Pharaohs; all land
was - nominaly at least - the property of the state, in this period the
Supreme Porte.

Land taxes which had been established, in the Quanun Namabh of the
Ottoman Kalife Soliman gradually came to be collected in the Mameluk
period in Egypt through a system called Iltizam.

By the end of the eighteenth century state land in Egypt had been
almost universally distributed in the form of Iltizams or tax farms. These
Iitizam fell into the hands of the wealthiest and most powerful men in
Egypt and although the Mameluks represented only 5 percent of the
Multazims (holders of Iltizams) they held two thirds of total land (Artin,
1883; Rivlin, 1961).

The Iltizam was an estate which was leased by the government for a
year or term of years. The lease was awarded to the highest bidder for the
annual tax (miri) or else by private arrangements. In both cases the
Multazim would take possession of the estate upon payment of the
Hulwan, a “purchase” price equivalent of one year’s taxes. The Multazim
was then responsible for the payment of the annual tax to the Supreme
Porte. He then had the right to collect as much tax as he could from the
fellahs (peasants) in the villeges falling in his Iitizam. He also had
extensive rights on the fellahs of his Iitizam, allocating land between
them, redistributing it when one of them failed to pay the tax, etc...
Furthermore each Iltizam had a portion of land (usually proportional to
the total Iltizam’s area) called wassiyah land. This land was for the
exclusive use of the Multazim, and would be worked by the fellah of the
Iitizam on a corvee basis. The income from the wassiyah land was not
taxed. In addition the Multazim imposed added regular taxes on the felah;
the faiz and the barrani tax which reverted to him exclusively. The faiz was
basically the difference between all that could be collected and what the
Multazim woul owe the Supreme Porte in miri. In theory the Iltizam
system accorded only rights of usufruit and not property rights. These
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In other words, the “Law of Diminishing Bureaucratic Returns” sets
in. It becomes too expensive, or alternatively the coercive powers of the
state are not wide enough to maintain a reasonable correspondence
between central expenditures and central revenues. A new mode of
ownership of land resources must be introduced.- Gradually the state
relinquishes some of its perogatives over land resources in exchange, so to
speak, for increased revenues.

We can therefore enunciate the central proposition of this paper. Ina
system like Egypt where land has always been the ultimate property of the
central authority private landownership will arise when there appears an
unbridgeable discrepancy between state (central) expenditures and the
ability of the central authority to extract a surplus from the system. This
gap arises when the existing bureaucratic structure and the central
ownership of land become inefficient in channeling economic surplus to
the center. The transfer of landownership into private hands apears then
1) as the result of a direct arbitrary action by the central authority, and 2 )
as a direct attempt by it to establish a more “efficient” structure through
which to extract its surplus.

The accession of Muhammad ‘Ali to the vice royalty of Egypt in 1805
and his imperial ambition for Egypt provide thus the first ingredient for
the rise of private ownership in Egypt, namely an enormous rise in state
expenditures. These expenditures were directed towards building an
economic structure (both agricultural and industrial) geared ultimately to
military conquest. Muhammad ‘Ali’s dream was to build an Egyptian
Empire that would ultimately replace the Supreme Porte.

The gap between central revenues and central expenditures is initially
bridged by the development of the existing economic structure. State
ownership of land and an all encompassing state monopoly system are
reasonably adequate tools for transferring surplus to the center. As
expenditures increase the inadequacy of these tools appear. Private
ownership is experimented with and gradually introduced. From then on
the development of private ownership becomes a function of the coercive
power of the center and the gap between cenral revenues and expendi-
tures.

Obviously the idea enunciated above will seldom if ever appear in its
pure form of political economic exchange. A host of other factors will
obscure the basic trend. We propose in this paper to review succinctly
close to eight decades of evolution in the concept of landownership. The
aim is not to provide definite proof of the main contention made here but
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' Obviously such a turbulent period can pose a number of questions as
to the pattern of its economic development. The issues that will concern us
here are those of the rise of private land wonership in Egypt and its -
relation to the system of Oriental Despotism.

The issue of private land ownership in Egypt has been investigated
previously (see Baer 1962, Artin 1882, Gabra 1919, Craig 1913, to name a
few). However, it has not to our knowledge been investigated in its
relation to the political economy of Oriental Despotism.

The question we are raising here concerns the origins of private
ownership in a system where the central authority - be it the Pharao, the
Ptolemy Ruler, the Fatimid Caliph, or the Ottoman Sultan - has always
claimed ultimate onership of all agricultural land. In other words, why
should private ownership arise in a system where state ownership of the
main source of surplus - land - is one of the main ingredients for its
advanceW,

The answer which we hope to be able to - at least partially - illustrate
in this paper is based on two principles : 1 ) The transfer of surplus to the
central authority in the system, and 2 ) Wittfogel’s law of diminishing
administrative returns.

The basic function of the central authority - greatly stylized for the
purposes of this paper - is the extraction of an economic surplus necessary
for its - and the system’s - maintenance. This surplus is allocated to areas
necessary for the survival of a functioning hydraulic society (irrigation
works, bureaucracy and administration, etc... see wittfogei). “Govern-
ment or central ownership” of the means of production - land is the main
source of the surplus - is the most direct way of insuring the transfer of
surplus. In Egypt from time immemorial agricultural land has been owned
by the central authorities. Fellahs - peasants - were only given the
permission to cultivate the land and to enjoy the usufruit on the payment
of an - invariably burdensome - land tax. This permission was a pri-
viledge, not a right, and could be - and often was - withdrawn at any time
(Crouchely, 1938). Private ownership - in the Western sense - apears
essentially when government ownership of land becomes inefficient in
transferring the greatest economic surplus to the state.

1 - We use the word advance for lack of a .better word. Survival is not appropriate since
oligarchic rule in Egypt (and this is rule contrary to the highly centralized system of
" hydraulic societies) did prevail for close to three centuries during the Mameluk rule in
Egypt.
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PRIVATE LANDOWNERSHIP IN A
HYDRAULIC SYSTEM :
EGYPT OF THE NINETEETH CENTURY

Y. Boutros - Ghali
Introduction ’

" The origin of private land ownership as an economic institution
probably cannot be attributed to any one single factor. In countries that
fall under the heading of “Hydraulic Societies” ( see Wittfogel, 1959 ),
however, the search for these origins can be analyzed in terms of their
relationship to the central authority. These systems seem to have a basic
geopolitical form from which a clear economic structure is derived.
(Wittfogel). “Oriental Despotism” - as hydraulic systems are often
characterized - bases itself on a highly centralized system of government.
Arising mainly in agricultural systems, one of its pillars is the central
control of the use of land for agriculture and the transfer of surplus to the
central authority.

It is often hypothesized that the economic rise and decline of
hydraulic systems is essentially a function of the amount of control the
central authorities can exert on the economic activities in the state. In his
book Oriental Despotism Wittfogel provides numerous examples of this
correlate. For the case of Egypt his examples for the most part concern
Pharaonic Egypt and do not investigate in any depth the application of the
hydraulic paradigm to modern - i.e. post 1800 - Egypt. In this respect the
period 1800 - 1880 provides a number of “modern” illustrations to the
workings of a hydraulic system. The period also raises a number of
fascinating issues concerning the connections between the transfer of
surplus to the central authority, economic activities and the rise of private
land ownership.

This period wittnessed the rise of modern Egypt from an anarchic
oligarchy lying in the backwaters of the Ottoman Empire to a world power
capable of threatening the Supreme Porte itself. It also wittnessed the
equally rapid collapse of this “Modern” and relatively diversified
economy into a vast agricultural plantation for cotton, and later into an
outright English colony.
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