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CHAPTER 1

EGCYPT IN THE CONTEXT OF "DEPENDENCIA"

INTRODUCTION

According to the 'October Paper' the purpose of the economic
opening was to engage State, Private, Arab and Foreign capital in
collaborative economic acti'»rities.‘l Export-oriented industrialisation
was viewed as the only solution for Egypt's development crisis.2 The
Open-Door Policy thus aimed at reintegrating Egypt into the world capi-
talist system. Therefore, in attempting to study the political economy
of Egypt during the period of economic liberalisation, the "dependent
development" approach is an appropriate theoretical tool. The pecu-
liarities of the Egyptian case, however, do not conform to a "pure"
model of dependent development. These peculiarities cover Egypt's
economic, societal, cultural and institutional legacies as well as.
its unique role in the Arab region. Therefore, this study is rather
an attempt to examine the ncencrete situation" of the Egyptian case

within the conceptual framework of the dependert development approach.3

A number of broad theoretical assumptions underlie the analysis:

1) "Dependencia" is defined in the broad sense as "a situation
in which the rate and direction of accumulation are extern-—
ally determined". A dependent country is therefore one
nwhose development is conditioned by the development and

4)

expansion of another country."

2) Dependent development is not a break with classic depen—
dency. Dependent development has evolved during periods
of classic dependancy as an antithesis to the dominant
current of classic dependency. Under classic colonial
dependence, peripheral economies were subordin: ted through
monopoly of their trade, land, mines and manpover by the
colonialist state. At a later stage, financial-industrial
dependence introduced jnvestments in raw materials and
agricultural production in the periphery for the satis-

faction of consumption needs in the centre. Following




3)

the second world war, a modern type of dependence,

based on multinational corporations investment in
industries geared to the internal markets of the peri-
phery, began to gradually replace older forms of
dependence.5 An economy ewvolves from classic dependen-
cy to dependent development only when "capital accumu-
lation and diversified industrialisation are dominating
the transformation of the economy in a peripheral coun-—
try.“6) Under dependent development, industrialization
could occur in peripheral areas, in the presence of a
strong state apparatus and a local elite enjoying a
degree of sovereign automomy. A distinguishing feature
under dependert development is that dependent groups are
not passive elements in the process of dependency.7

As dependency does not imply a fixed position in the
international division of labour, a dependent economy
may exhibit a number of classic dependency characteris-

tics, depending on its position along the scale of

"periphery - semi-periphery - centrel

Between the centre and periphery there exists a large
number of semi-peripheral areas characterized by rela-
tively complex economic activities, relatively strong
state apparatuses and local elites and a high degree of

8)

according to Evans, are countries that are structurally

cultural integrity. Semi-peripheral countries,
different from the centre and the periphery. Using a
combination of macro socio-economic indicators such as
GNP, per capita GNP, market size, share of industry in
GNP, percentage of industrial employment in total employ-
ment and rate of illiteracy, they lie between the two

extremes of centre and periphery.

The concept of dependence attempts to analyse the specific
forms of interaction between internal and external struc-
tures. The external element is not seen as an independent

factor that mechanically determines the internal. The
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6)

dependence approach, rather, aims at studying the
gocial and class manifestations of the external in

dependent countriss.9

Strategies of multinational corporations (MNCs) are

based on global bsnefit-cost analysis. A purely eco-
nomic explanstion would be insufficient to explain the
relationship bstween centre and gemi-peripheral ccuntries
particularly during a period of transition of the latter.
The centre's strategy is one of keeping the door wide
open for foreign capital. "What wetters to the economic
gyster in the world of business, &s 2 whole, is keeping
chances of foreign investment available." For world-
wide strategies, it is not benefit-ccst analysis in a
particular instance that matters, but rather ccnditions
that would have otherwise prevailed.1o)
The development of capitalism in semi-peripheral socie-
ties is not accompanied by the ascert of a single indus-
trial bourgois class. Mechanisms of derendert develop-
ment play their role through the interaction of different
social groups anc classes. Neither the state nor the
local bourgoisie are homogeneous entities. MNCs opera-
tions are controllable through the relatively strong
state apparatus in the semi-periphery. Under these
circumstances, the outcome of interaction among state,
private and foreign capital will differ from one issue

to another. This, however, does nct negate the fact

that the semi-periphery's development and class structure

11)

will be incresingly determined by external factors.




EGYPT - A SEMI-P C o

Different economic indicators place Egypt among countries
of the semi-periphery. However, so far, Egypt's semi-peripheral
status has to a large extent been a potential rather than an actual
one. According to Waterbury, Egypt is one of 30 less developed coun-
tries (LDCs) which qualify for a semi-peripheral status, for which
about 120 LDCs do not qualifyjz) The criteria used are the GNP,
per capita GNP, debt serviee ratio and amount of direct foreign
investment. Other structural indicators include the
share of industry in GNP snd in total employment which in the early
1980s amounted to 25,#5 and i2.5%, respectively.13) These indicators
and other quantitative and gualitative measures like Egypt's geogra-
phic location, the size of the local market, cheap labour supply and

sophisticated infrastructure, according to which Egypt is ‘classified

as a middle income ecOROmy and one of the top 40 dévgloping countries,

imply that Egypt has the potential to be a successful example of

4)

dependent development.1

On the other hand, Egypt's increasing involvement in the
world capitalist market has dramatically increased more primitive
forms of dependence on the external world. According to different
macro economic indicators this dependency has in many cases reached
unprecedented levels (see Tables!1 and?2 ). These indicators include
reliance on one export item, nhamely oil, increasing share of exogenous
sources in national income, a declining share of commodity production
in GNP, increasing reliance on imports, in addition to the paradoxical
phenomenon of importing increasing amounts of basic food requirements
in a primarily agricultural eccnomy.15 The share of direct foreign
investment inside the country ($ 1.1 billion) does not place Bgypt among
major LDCs hosting foreign investment from 0.E.C.D. countries.

In spite of an open-door economy starting 1974, direct foreign invest-
ment lagged behind other forms of economic relations.namely aid and

trade.

Macr -—economic indicators reveal the co-existence of classic
dependency and potential dependent developmernt features. A specific
form of socio-»conomic transformation, among several structural economic
possibilities »ill be determined b& the interaction of social groups and

1
classes,
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TABLE 1 - SOME INDICATORS OF INCREASING DEPENDENCE ON THE EXTERNAL WORLD

Indicator 1973 1980
a) Food imports (LE Million) 251 .6 1566.4 ;
Percentage of Imported wheat to total cons. 54 70 ‘
Percentage B of T deficit to GDP 10,2 16.5 ‘
Export coverage of imports (including 0il) 63.7 50.8
Export coverage of imports (excluding 0il) 63.7 17T
Percentage of foreign finencing to total Inv.31.0 48.0
Amount of foreign loans (LE Billion) 2.1 17.0
Percentage of foreign lo2ns to GDP 52.0 106.0
Rate of deb t service to total exports 16.2 21.4
1972/1 1 80
b)
(imports & Exports) as % of GDP Bb1e6 96.8
1970 1980 |
c) Imported wheat (kgs per capita) 39 129 é
Wheat Aid (Kgs per capita 6 B5eil i

_ a; Ramzy Zaki, Studies, Egypt's Economic Crisis, Madbouli 1983, p.269.
b) Abdel Fadil, Mahmoud, 1933, p.50.
¢) Waterbury, 1983, p.30.

TABLE? - DEVELOPMENT OF QUASI-RENTAL SOURCES OF INCOME IN THE
EGYPTIAN ECONOMY — 1975/1980

(LE Million) 1975 19760 19T, o 19785 S 1GTOREge0
1) Remittances of Egyptians

abroad (Total) ~68.8 420.5 649.4 1241.3 1549.5 1888.%
2) Suez Canal Revenues 42 14% 174 300 427 400
%) 0il exports 202 451 504 561 1316 1900
4) Tourism revenues 72 263 430 396 320 500

1+2+3+4 602.8 1279.5 1757.4 2498.3 3612.5 4688.3
National Income 3933 4793 5974 7428 9492 12299

Ratio of rental incomes to

National Income 15% 27% 29% 34% 73% %%

FROM: Abdel Fadil, 1983, op.cit. p. 52.




THE STATE AND LOCAL CAPITAL

In spite of the State's changing policy orientation since
1974, its reletive power has remained unchallenged. Among several
factors, its strength and manoeuvring power are accounted for by a
high degree of autonomy from different social groups and strata.1
According tc Wallerstein, the partial autonomy of the State is
conditioned by the presence of "... a group of people whose direct
interests are served by such an entity: State managers and a State
bureaucracy."18 Trimberger emphasises that a strong state is one
whose bureaucracy and military are neither recruited from nor res—

19)

ponsible to classes economically dominant in society. Since these
conditions prevailed in Egypt during the 1970s, the State apparatus
and economic enterprises centinued to play a mejor role in implement-

ing the new economic policy favoured by the ruling elite.

Although some of the gocial and cless roots of the eccnomic
opening could be traced back to the period 1967-1973, and in some
cases to earlier periods, it was, however, the political inclinations
of the State elite which took over power in 1971 that led to the shift
to the economic opening. Starting in 1974, the State began implement-
ing a number of policies aiming at restructuring domestic social and
associational groups. These policies constituted an attermpt at creat-
ing new social groups, more than being a direct response to already
existing groups or classes. The issuance of Law 43 for Foreign and
Arab Investment is an example. While the Law granted Arab and foreign
capital several privileges and incentives in response to clearly

defined plans and in some cases gpecific projects, it was not until

1977 that the local private sector was given the same incentives.zo

As the State does not exist as a metaphysical notion, but
as economic enterprises and political entities, its display of power
has varied from one sphere to another. Its leverage combines both
political and economic factors. Economically, the State's control
over the public sector gave it a 1everage of major importance. Its

bargaining was highest where the public/private symbiosis was most
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assistance, primarily through aid, gave the State vast resources

intense, i.e., the contracting sector. The flow of foreign

in addition to those generated within the national eccnomy. The

State used political institutions, including the National Democratic
Party (NDP) and some professional syndicates to enforce its policy

and to subsidize the privete sector. The following three examples
i1lustrate different mechsnisms of the State-private capital colla-
borative endeavours and how the Sedat elite used its power to restruc-

ture the relationship of the State %o the private sector.

With the gradual implementgiion of economic liberalisation,
the local private sector was hesisant to indulige in industrial acti-
vities. For this reason, state support was seen as a pre-requisite
for engaging the private sector in industrial projects. Accordingly,
the Ministry of Housing incorporated a large cement project, the
"Suez Cement Company", with a capital of LE 16 million paid by 1l
State banks and companies. Foreign exchange of $ 100 million was pro-
vided by the United States. The Company intended tc offer 20% of its
capital share to Egyptian private investors including Egyptians abroad.
Minister of Housing, Osman, predicted a 10% annual return on these
shares, G2

While it was only after amending Law 43 of 1974 that the
local private sector was allowed tc establisk its own companies without
foreign participation, the pioneering attempt came from within the
public sector. Upon the call of Engineer Osman A, Osman, more than
6000 workers and engineers in the Arab Contractors Company (acC), the
largest Middle East construction company, gtarted preliminary steps
for the establishment of the first private joint-stock ccmpany since
the nationalizations. Prior to amending Law 43, the new company
"Industrial Engineering Company for Construction and Development",
was finally established in April 1977 according to Law 26 of 1954 with
a cepital of IE 1.5 million which was later raised to 3 million. The
Ccmpany was first engaged in trade activities and later on got involved
in industrial}grojecta and joint ventures with American and British

2 :

based firms.




The process of encouraging private sector participation in

economic activities on a decentralised basis, atarted with the appoint-

ment of Osman A, Osman as head of the Popular Development Committee of

the National Democratic Party. The Party established the National Bank

for Development with a capital of LE 50 million which was later on
raised to LE 100 million. The bank then established a chain of 20
regional banks and a large numder of companies in several governorates.
Sadat spebifically met with Staie bank representatives which were to
finance these precjects. Horecver, popular development committees were

headed by respective governors,zg5 In the cese of the "Dakahlia Bank"

for example, the founders of the LE 10 million bank were all party
members including a large number of local businessmen.26 This pheno-
menon indicates an importgnt gualitative ghift in the link between
major groups and classes and their political represensatives. Until
early 1970s, public figures and politicians who were recruited either
for their technocratic capabilities, for their role in the army or for

their political loyalty to the regime, had made use of their positions

in the State apparatus for accumulating wealth. They had a vested

interest in preserving the dominant role played by State economic enter-

prises, as long as neither alternative official channels for capital
accumulation existed nor were investment opportunities abundant.

By the beginning of the 1980s, the new groups of businessmen which
flourisked during the early phase of economic liberalisation became

increasingly involved in the policymaking process. Such a process was

accelerated by the establishment of the NDP and the popular development

committees. These committees, led by Osman A. Osman, who is known for
the dual nature of his Arab Contractors Company, gave new grovps of

businessmen more access to the economic decision-making process and

led to a close affiliation with State officials. In the long run, this

trend is expected to result in weakening the State's power ardautonomy.

Osman's task of the late 1970s and early 1980s was two-sided.
On the one hand, he had to overcome the haphazardness and disunity
that charackerized the local private sector during the early years of
liberalisation and to integrate different segments of the local bour-

goisie, On the other hand, Osman had to convince Ministers that they

24)




-

were in charge of private as well as public sectors and that they
had to promote the development of private projects ever at the

expense of competition with State enterprises.27 Osman, who perso-

nifies the construction sector symbiosis,28) seemed to be the right
man for such a job. Although the local bourgoisie granted Sadat its
broad political support, it did not always act as a unified lobby.
There were several cases of conflict between the State and the local
private sector and among private sector segments. During the second
half of the 1970s, Egypt witnessed a high rate of social mobility.

9)

sector crystallized and new groups were born. The major groups of the

Wings of the old bourgoisie revived, fluid categories2 of the private

highly differentiated bourgoisie were remnants of old classes of large

landowners ané entrepreneurs, the 16608 group of bureaucrats and upper

management personnel, the industrial private sectory new open-door

groups of importers and representative agents of foreign companies,

the commercialised professional groups in addition to a vertical seg-

ment of Egyptians working in Arab oil rich countries running through {

horizontal layers of classes and groups.so) ‘
The most favcured segment of the local bourgoisie was that

of commercial representatives, traders and importers. However, their

black miorket networks, affiliations with private banks and the upsurge

in their operations especially following the dramatic increase in re-

mittances of Egyptians abroad resulted in embarassing the State economic

authorities on several occasions. The policy of encouraging importation

throvgh the private sector resulted in expanding the ranks of importers

and increasing their profits at the dxpense of local public and private

manufacturers. Representatives of pharmaceutical companies, for instance,

mede sigeable profits that prchibited the establishment of local manufac-—

31)

turing firms. In 1977, the government issued Law 119 fixing a profit
ceiling of 30% on imported goods. Due to resistance of merchants and
importers, the Government was unable to implement the Law and its

32

backer in the Government was removed. In 1979, Decree 600 was issued
requiring depositing duties on own exohénge imports in one of the State's

four major banks. The Decree was abolished less than a year later.
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Issam Refaat listed Port Seid importers and the triple
alliance of importers, currency traders and bankers as the major
economic groups which took shape during the economic liberalisation
period. These interrelated groups share a common interest in devaluing
the Egyptian pound and raising the prices of imported gcods. They are,
therefore, very sensitive to foreign trade laws,custonm duties and
credit regulations and lobby against attempts to control their acti-

vities in these arees.

0l1d private manufacturers, especially export-oriented groups,
were more vulnerable as a result of the State's changing import-export
regulations during the 1970s. Tn addition to the flow of imports,
Sadat's decision concerning the suspension of bilateral agreements
with socialist Burope in 1977, deprived export-oriented local manu-

34)

facturers of their only reliable export marke ts. Following Decree

1058 of 1975, allowing the duty free import of textiles, about 300
35)

private firms were on the brink of collapse.

On the other hand, the State was more successful inEltise i
ing the concept of free enterprise to Sadat's cabinet ministers."36)
No conclusive data is available on the participation of representatives
of State enterprises and political figures in joint ventures, Their
participation took several forms. The most common form was management
board membership of joint ventures with State capital participation.

In other cases, public sector technocrats took part, as individuals,

in private-Arab and/or foreign ventures, making uée of their technical
capabilities and contacts. Another form was the participation of
present or former major political figures in Law 43 projects, as share-

holders. In most cases, their equity contribution was minimal; their

main leverage being & political one (see Annex 1).

While top management officials and political figures could
easily reap the fruits of economic liberalisation, the army of lower
level State officials had been emcluded and therefore resistant to
such a process. The common complaint of foreign investors against the

Egyptian bureaucracy always distinguished between the cooperative

attitude of top Government bureaucrats and the antagonistic attitude

37)

and exhausting procedures at lower levels,
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THE STATE AND FOREIGN CAPITAL

The State's bargaining power has beer. weakest vis-a-vis
the external werld. The Egyptian State's best cards have historically
been political. However, the way in which Sadat linked the gsettlement
of the Egyptian/lsraeli conflict to the economic question, resulted in
reversing the situation. Sadat's complete reliance on the U.S. in
gsettling the Egyptian/lsraeli conflict deprived Egypt of a major lever-
age; It-was no lomger possible for Egypt to exploit contradictions on

the regional and international arenas.

Political enthusiasm for cooperation between Egypt and the
west was not equally reflected on investment. Until the beginning of
the 1980s aid remained the major channel of dependency.38 Through
this channel, bargainirg has led to diversified forms of cooperation.
Most significart was the U.S. acceptance to provide State enterprises
with aid conditioned by varying degrees of iiberalisation which did not
always necessitate their transformation into private entities. This
acceptance on the part of the U.S. stemmed from an understanding of
the superior capacity of the State sector relative to that of the
private.Eg) In addition, loans and grants were used to upgrade Egypt's
deterriorating infrastructure and support the decentralization of the deci-
sion-making to make the economic system more sensitive to free market
operations.40 As the role of state economic entities varies widely
from one sector tc the other and from one governorate t+o another, the
U.S. laid increasing emphasis on its decentralisation aid.4l This
attitude was welcomed by the Egyptian Government and comes in accordance
with its populer development strategy. Domestically, the MNCs most
favourite partmer, a private one, was lacking. Privatization policies
have not gonme at a pace satisfactory to the U.S. The disagreement was
basically a political one. As a U.S. report put the matter bluntly
m_ .. the United States wants tc help the Egyptian private sector more
than the Bgyptian Government wants to help its private sector..."42
The remaining option of dealing with the public sector was not without

political and bureaucratic trouble.
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On the regional level, the post 1977 Jerusalem visit deterrio-
ration in Egyptian/Arab relations and the complete boycott following
the ratification of the Peace Treaty in 1979, had serious economicC
implications. Egypt was deprived of Arab aid which had amounted to
about $ 7 billion between 1974 and 1977.43)
investment declined from 24% of total capital of Law 43 approved projects
S eTatE 3% it TgE0104)

foreign capital were deprived of vast markets for joint ventures pro- ‘

The share of Arab direct

More importantly, local private, State and

duction. |

So far, Egyptian/ﬁmericmneconomic relations combine features
of classic dependency &nd dependent gdevelopment. Egypt's lucrative
market, which has widened by the flow of remittances of Egyptians abroad,
was primarily invaded through trade channels. Out of about 400 U.S.
firms with operations in Egypt sbout 15 are invclved in productive
activities, while the rest are engaged in services and trading business.45)
The U.S. is now Egypt's major trading partmer, almost its only source of
armaments . its most important source of aid ard its major grain supplier.4 %
In FY 1981 Egypt received 37% of the worldwide funding of PL 480 food

aid programme.47) By the end of 1978, foreign investment accounted for

about 8% of Egypt's total investment outlays.48) The majority of State- E
foreign collaborative investments falls in the areas of banking (where i
foreign capital is not allowed to keep a majority share), tourism, con-

tracting and services. In the industrial sector, cooperation was highest

49) This

in the engineering sector, especially in the auto-industry.
combination of classic dependency and dependent development, in which ;
the balance is in some cases in favour of classic dependency indicators, |

could be seen as a necessary prerequisite for a more advanced type of

dependency through the creation of a more favourable investment climate and
assistance of the Egyptian authorities in overcoming the bottlenecks created

by any radical shifts in its economic policies. Although the West has
succeeded in opening the door for foreign investment, it has not been

successful in putting things in the desired order inside Egypt. For
instance, the rationalisation of food and energy subsidies, bridging
the gap between the official and free market exchange rates and aboli-

shing or, at least, dampening the effects of the 1960s social welfare
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schemes. The process of restructuring the Egyptian economy and assigning
the respective roles of State, private and foreign capital and their
multi-factional wings is far from complete. The outcore will continue

to be a function of these groups bargaining power determined within

a complex set of domestic, regional and international economic and poli-

tical variables.

LOCAL PRIVATE AND FOREIGN CAPITAL

Cooperation between local private and foreign capital took
place through several channels. Emphasis on joint ventures through
direct investment has not yet played a significant role in this respect.,
In addition to the broad economic and political constraints, one major
reascn has been the absence of a strong orgarised local bourgoisie
capable of successful collaboration with MNCs. During the 1960s, only
trade and small manufacturing activities remained outside State owner-
Shiipiepaeln) 1976, "The Business Week" wrote: "It has been 15 years gince
Egvpt had anyt!ing like a private corporation...", "... and qualified
local partners are scarce."so) This experience left an enduring mark
or. the structure and behaviour of the local bourgoisie. The absence of
a strong organised private sector was especizlly important giver the
limited understanding of the role of private capital or foreign invest-
ment among state officials. The economic opening was envisaged by some
State officials as a process of consumerism and westernization more than
being one of sophisticated collaborative investment.51 The early years
of economic liberalisation witnessed contradictcry official policies and
statements concerning the division of labour among State, private and
foreign capital as well as the incentives and constraints that should
govern direct foreign investment., However, as it gradually revived
from the lean years of Nasser's socialism, the local private sector
expressed its need for credit, equity and training for workers and
managers.52) For thLis reason, the U.S. which was implementing its most
comrrehensive aid program since the Marshall Plan, provided sypecial funds

to the Eg:ptian private sector rhgough AID, the International Finance

Corporation and other channels. In addition, foreign companies are




¥
ey 5 e

14

represented in Egypt through a vast network of representatives estimated
at about 2013 in April 1982.53) Barnings generated from these and other
commercial and services activities in addition to foreign aid could

serve as a source of "primitive accumulation" fer potential industria-
1isation. On the other hend, they could be recycled into similar non-
productive rapid-return ectivities. The eventual outcome will be deter-
mined by the interaction batween foreign companies, their local partners
and the Sfate. Sc far, the State has not succeeded in channeling capital
accumulated from contracting, trade and Egyptians abroad intc industry.

The process of revolving trade and import surplus into the same acti-

vities results from the evolution and historical nature of the local

‘commercial bourgoisie and the ambiguity and inconsistency of State

policies towards private capital. The result is a vicious circle that

is in many respects similar to the pre 1919 perioda54)
The lack of industrial cepital and expertise hes been partially

compensated for by the local private sector's relation to the State,

the personal links betweer Egyptian businessmen and State representa-

tives and their access to the market. In order to institutionalise this

leverage for successful collaboration with MNCs, foreign enterpreneurs

established a number of joint committees with Egyptian businessmen.

These include the Egypt/U.S. Business Council, Canadian, French, Italian,

Spanish, Mexican and Argentinian joint business councils.55) This

process facilitated and accelerated the mediating role of private capital

in triple alliances of State, private and foreign, including Arab capital.

For foreign cepital, participation in this type of triple alliance venture

became an opportunity whose advantages outweighed those of participating

with either state or private capital alone.

Until the beginning of the 1980s, the outcome of Egypt's
jncreasing invclvement in the world economy has been negative. Egypt
is increasingly relying on external sources for the provision of food,
employment and income. Its industrial public sector has deteriorated

creating a gap that neither private nor foreign capital have been able

56)

tc fill. The outcome is what might be termed "de—industrialisation”.

Annuai employment growth rate in industry dropped from 6. 7% over the
period 1960/70 to 3. 6% over the period 1970/1979.5 7) Industrial employ-
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ment ms a percentage of total employment has almost stagnated between
1970/1971 (12.3%)and 1980 (12.6%).58) De-industrialisation was accom-
panied with economic, social and cultural commercialisation. Imports
reached unprecedented levels. In 1982/83, Egypt faced a $4.5 billion
balance of payments deficit.Bg) Between 1970 and 1978 consumption of
basic commodities rose by 57.9% that of semi-basic ccomodities by 33.8%
while the consumption of luxuries went up by 1160.7%.60) Different
groups of technocrats, officials and skilled workers, in addition to
Egyptian temporary migrants have been attracted to trade activities.
Exclusion.and alienation of the masses, that usually accompany such a
process, have been dampened and diluted by the Arab Gulf emigration

out.et.

In order to assess the future scenarios of the roles to be

played by State, private and foreign capital and the accompanying

type of socio-eccnomic development, it is essential to analyse the
respective roles of State, private and foreign, including Arab, capital
and their collaborative, complementary and contradictory aspects.

In Chapter II an attempt will be made to analyse the role of each of
the three elements in the Egyptian economy during theperiod 1974-1982.
The Chapter will study the internal structure of both State and private
capital and their changing roles during the period under study. The
Chapter will also review the major channels of economic cooperation
between Egypt and the external world. Lastly an overall, macro level
analysis of Law 43 projects approved until the end of 1982 will be
presented with emphasis on the respective roles of different elements

in various economic activities.

Chapter III aims at a microscopic examination of a sample i
of 200 Law 43 companies for the purpose of analysing the contribution

of different wings and groups within State and private capital to é

different areas of economic activities. The secocnd major purpose of
the chapter is to examine the fundamental types of alliances among
State, private and foreign capital and their sub-categories. The paper
erds with a cone¢lusion summarising the findings and the analysis pre-

serted in the three crapters within the conceptual framework of the

deyendency approach.
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THE ROLE OF STATE
» PRIVATE AND FOREIGN CAPITAL
UNDER LAW 43 PROJECTS - AN OVERALL PICTURE

LAW 43 PROJECTS - AN OVERALL SURVEY

An overall examination of Law 43 approved projects until the
end of 1982 will be the primary aim of this section in order to determine
the respective roles played by State, local private and foreign capital
according to different economic activities. An attempt will also be made
to place the contribution of different elements (i.e., State, private and
foreign) within the broader frame of these elemerts' role in the Egyptian

economy as whole over the period 1974-19
1% I8 x782.

In this context, the banking sector deserves special attention.
Banks have played a significant role with respect to the transformation

process involving State, private and foreign capital.

Talks concerning the establishment of foreign banks subsidaries
in Bgypt preceded the issuance of Law 43 and even before the official
endorsement of the Open-Door Policy, Arab capital had exyrressed its

desire to participate in Egyptian banks.1

For the purpose of filling the investment gap, the law allowed
for the investment of Arab and Foreign capital in these new banks, in
addition to the establishment of foreign banks subsidaries in ordexr to
grant financing facilities to local and joint projects inside the ccuntry
and in the free zones and to finance foreign'trade.2 By the end of 1982,
77 Law 43 banks were approved, with a total capital of LE 621 Million.

Of these, 63 had started operating with a total capital of LE 447 Million

(See Table 1),

On the whole, a number of results of these banks operations
were contradictory to the declared goals. Investment banks kept almost
half of their resources abroad; in foreign banks or with their corres-—

pondants (LE 289.9 Million in 1977, 483.8 Million in 1978 and 562.6

Million in 1979).3)

The amount of resources attracted from abroad was modest.

These deposits represented 12% of their total resources in 1977, 7% in

1978 and 6.9% in 1979.4) Deposits of Investmert Banks, including

grew from LE 40.2 Million at the end of 1975 to LE
5)

foreign subsidaries,
752.4 Million by the end of 1981.
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The major sources of these deposits were as follows:

LE Million
- Household deposits 363.7
~ Private deposits 2775
- Public deposits 5355

The number of banks that obtained approvals dropped from

17 banks in 1974/75 to 7 in 1976, 8 in 1977, 5 in 1978 and 5 in 1979,

The number then rose to 19 banks in 1980 ang 16 in 1981, Total capital

went up from LE 31 million in 1978 and LE 43.5 million in 1979 to

LE 278 Million in 1980, This upward turn was due to the establishmert

of the National Bank of Development (RDB) with & total capital of
LE 50 million.é)

The establishmert of the central NDB, followed by a chain of
provincial banks, was prompted by the State in response to the negative
performance of foreign and joint banks on the one hand, and the lucra-

tive profits of the banking sector on the other.

The establishmert of the NDB marks a new departure in the
State's socio-economic policy. The Central NDB with 65% State Capital
contribution was followed by a number of regional banks each at LE 2
Million capital, where the NDB acts only as a safety valve to cover
the gap between private provincial subscriptions and the LE 2 million
target. These banks, with the assistance of specialised firms would
then establish a number of corpanies in the country's areas of priority,
nemely, food security, land reclamation, housing and also in other
related areas of trade and transport., These firms, acting on commercial

basis, could also engage in other industrial and services activities.

National Development projects could be considered the nuclei

7)
of the ruling party's socio-economic plans for the 198Cs, (

The overall picture of approved and implemented Law 43 projects
over the period 1974-1982 shows that financial and services companies
constituted the majority of approved and implemented projects (60% and
68.7#%, respectively), At the same time, the shares of the agricultural
and construction sectors were equal to 11.6% and 11.6% while those of

the industrial sector were equal to 27.8% and 19.6% (see Table 1 ),

See Table 2).

S e
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SECTOR

A. Finance & Services:

GRAND TOTAL (A + B + C)

- Investment
- Banks
- Tourism

Transport & Communications

Health & Hospitals
Services

TOTAL 'A'

Agriculture & Construction:

Agriculture & Animal

Wealth
Housing
Contracting
Consultancy

TOTAL 'B'

Industry:
Textiles

Food

Chemicals

Wood

Engineering
Building Materials
Metallurgical
Pharmaceuticals
Mining

Oil

TOTAL 'C'

Approved Operational
Number Approved Total Invest- Number Approved Total Invest-
of Proj. Capital ment Cost Employment of Proj. Capital ment Cost Employment
213 1,460,841 155375552 - 71 422,056 462,467 -
77 621,100 621,100 - 63 447,600 447,600 -
115 650,800 1,197,479 16359 36 115,303 226165 1462
21 41,371 94,446 2504 11 33,839 81,336 1396
25 52,488 104,710 2953 10 25,620 43,198 976
45 204,981 320,511 11563 23 43,136 128,400 4725
496 3,031,581 2,875,798 33379 214 1,087,554 1,389,166 8559
a8 2125583 482,154 16860 29 107,976 221,550 5553
63 235,683 631,464 129 15 18,617 108,046 -
118 126,659 244,804 36646 54 49,736 89,279 28002
29 9,732 11,200 750 20 8,095 9,263 716
298 584,657 1,349,622 54383 118 184,424 428,138 34271
52 180,556 743,553 53193 37 54,238 122,120 7845
92 183,765 481,468 12700 37 58,314 142,139 4711
108 417,238 325,811 13871 62 77,324 131,806 6801
17 2755519 49,707 2631 8 9,447 17,089 1440
59 149,129 358,144 11570 25 27,964 40,486 2577
777/ 254,402 672,106 9034 20 31,554 63,512 2685
° Y 99,716 507,517 6837 21 27,962 43,480 3187
13 39,306 77,250 2503 3 3,943 5,221 20
7 29,808 82.929 368 2 1,444 2,024 50
5 14,334 29,874 349 5 14,334 29,874 349
479 1,395,773 3520957859 113056 220 310,524 598,751 29665
273 BS 0N 2018 9,503,279 200820 55 1,582,502 2,416,055 72495
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These results reveal the normal tendency of capital to concen-

trate in low risk, short capital turnover projects, under conditions of

social and political uncertainity.

Upon its initiation, the Open-Door Policy laid emphasis on
panking, construction end tourism activities as pre-requisites for the
provision of the necessary infrastructure, financial network and confi-

dence for the flow of private and forsign capital.

Table 2 - Popular Development Projects - September 1981 (LE Million)

Established & Awaiting License Under

In Under imple-  for establish- Zstablish-
TOTAL Production tation mert ment
Number 159 46 36 6 71
Capital 606 283.2 92,050 29 201,750
Investments
2253.3 818 242,050 85 502,250

In addition, the industrial gector was rapidly increasing
its absolute share in Law 43 approved project. Table 3 shows that
while the share of industrial projects was equal 29,1% of total
approved projects in 1974 and 1975 and 28.4% in 1980, it went up to
54.8% in 1981. The decline in 1982 to a 7.1% level could be attributed
to the politically unstable situation that prevailed, following the
1981 political events.
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STATE CAPITAL — A REVIEW

With the implementation of the Open-Door Policy, the relative
liberalisation of the economy, the opening of new areas to the private
sector and changes in the plenning system, the State had to redefine
the role to be played by the public sector. The 1974 October Paper
gescribed the role of the public sector in the Open-Door stage &s an
extremely .important one. The Paper added that with the encouragement
of the private sector, Areh snd foreign capital, the public sector would
remain the main tocl for the sxecution of any development plan. More
importantly, the Paper said it was only the public sector that could
be directly committed by the Plan, while planning for other sectors was
to take place indirectly through tax, credit and pricing policies.
While the Five-Year Plan 1982/83—1986/87 charts a general broad frame-
work for activities of the private sector, it directs the course of

the public sector.

One of the measures affecting the performance of the public
sector, since the issuance of Law 43 of 1974, was the dismantling of the
public institutions "Mu'assasat" according to Law 111 of September 1975.
The new law replaced institutions by "Supreme Sectoral Councils" within
respective ministries. Thus, boards of directors became ih charge of
the management of their companies.1o Among other objectives, the new
structure would facilitate the participation of public sector units in
joint projects with private or foreign capital. Some industrial public
sector companies sufferedfrom the competition of commodities imported
by the private sector, and in some cases by other public sector units.
This resulted in decreased sales and increased inventory. The problem
of managerial skills was aggravated by the transfer and dismissal of
247 chairmen and members of beards of directors in industrial public
sector units between 1974—1977 1) Measures for decentralising the
public sector were a pre-requisite for the participation with private
and foreign capital. The involvement of private and foreign capital

: : : w e
was a pre-condition for the success of industrial investment polici

in Egypt. The public sector dominated in Egyptian industry in the early

and mid seventies, especially in large scale production. In 1975, the
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ghare of the public sector in gross industrial production was equal
12
) According to 1966/67

statistics, the public sector accounted for 95% of industrial establish-

+o 73.6% of total industrial production.

ments employing 50C, or more, workers, Its share declined to 65% in

the 100-499 workers bracket 49% in the 50-99 workers bracket and to

only 7% in the 10-49 category913)

By the end of the 1970s, the share of the public sector in

national investments was declining. Its share in aggregate national
investment dropped from 92% in 1965 to 79% in 1979.14) The share of
the industrial public sector gradually declined from 97% of total
{ndustrial investment in 1969/70 to 89% in BT e as o e
1982/83-1986/87 Five-Year Plan, the share of the public sector in
industrial production will be 62.9% by the end of the plan period.16
Financial profitability skarply declined between 1974 and 1978. Out

of 104 public sector companies affiliated with the Ministry of Industry,
the numbher of companies with a negative rate of profitability went up
from two companies in 1974 to 19 companies in 1978. On the other hand,

the number of those companies with a profit rate of more than 30% de-

declined from 22 to 11 companies OVer the same pETIOd Apart from

the quantitative decline in the share of the public sector in total

investments and industrial production, its favoured position in the

sixties has gradually faded out. This decline can be seen in its sub-
jection to State pricing policies, employment, management)and account-
18

ing systems to which the private sector is not subject.

The industrialisation strategy of the Government implied that

ough joint ventures in which

19)

the new projects were to be implemented thr
cal share. Foreign

the State would only have to contribute the lo
participation was viewed as the best means for developing industry and

reducing the balance of payments burden.

e
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e e
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STATE CAPITAL AND LAW 43 COMPANTES

The share of State capital was equal to 24% of total approved
capital until the end of 1982, Its share was equal to 35% of total
capital in the industrial sector, 21% of agricultural and construction
projects and 19% of finance and services companies (see Table Ao (05
its total contribution to Law 43 approved projects, 48.8% was in the
finance and services sector, 10,3% in the agricultural and construction

and 41.3% in the industrial sectors. (See Table A

State capital played the leading role in the banking, agri-
culture and animal wealth, together with private capital. It pleyed
the leading role in three industrial subsectors namely, chemicals,

metallurgical and mining (see Table %),

With the dismantling of public institutions and decentralisa-
tion of the state enterprises decision-making process, different enter-
prises became increasingly motivated by market considerations. This
resulted in State enterprises' adoption of different strategies towards
other State units, private and foreign capital, For example, State banks
have set lending ceilings beyond which public sector industrial companies
were no longer granted loans.21 Thus, public sector industrial compa-
nies suffering lack of finance necessary for their production and expan-

sion activities can resort to Law 43 joint ventures with foreign or local

partners.

On the other hand, State banks and insurance companies,
unburdened by industrial companies recruitment and pricing policies were

able to diversify their sectoral activities and partners and increase

their resources in spite of foreign and joint banks competition. The

ance companies in total State

share of public sector banks and insur
1 to 33.3% and 9,6%, respec-

contributions to Law 43 projects was equé
ndustrial projects were

ution to Law 43 projects.

tively. Their respective shares in Law 45 1

equal to 23.1% and 17.8% of their total contrib
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TABLE 3

THE SHARE OF STATE, PRIVATE ALD FOREIGN CAPITAL
IN LAW 43 APPROVED IRCJECTS UNTIL 31/12/83

Sector

A.

C.

Finance & Services:

Investment

Banks

Tourism

Transport & Communication
Health & Hospital
Services

Total A

Agriculture & Construction:

Agriculture & Animal Wealth
Housing

Contracting

Consultance

Total B

Industry:

Textiles

Food

Chemicals

Wood

Engineering
Building Materials
Metallurgical
Pharmaceuticals
Mining

0il

Total C

GRAND TUTAL (A+B+C)

State Private
18 23
40 39

8 55
6 52
21 53
6 27
19 35
40 40
11 64
T 68
21 42
21 56
31 34
15 64
47 21
12 64
20 42
38 44
46 26
22 54
91 T
12 3
35 37
24 38

Foreign

99
21
53|
42
26
67

46




TABLE 4

STATE, PRIVATE AND FOREIGN CAPITAL ?

CONTRIBUTIONS TO LAW 43 SUB-SECTORS AS A PERCENTAGR [

OF THEIR TOTAL CAPITAL CONTRIBUTIONS TO LAW 43 APPROVED PROJECTS
Until Dec: 31, 1982

SECTOR STATE PRIVATE FOREIGN %
A. FINANGE & SERVICES H
Investment 21.4 18.1 44.7
Banks 20.75 12.9 6.66 |
Tourism 4.2 19.2 12,5 i
Transport & Communication 0.2 185 0.9 l
Health & Hospitals 0.9 1.5 @2 i
Services 0.97 2.9 ol
TOTAL 'A! 48.4 5558 T2.4
B. AGRICULTURE & CONSTRUCTION b
Agriculture & Animal Wealth 7.0 4.5 2.2
Housing 2025 79 3.04 |
Contracting 0,75 4.5 1.66 |
Consultance 0.17 0152 0.2 ;
MGINATISUR 10.3 17 o2 7.1
C. INDUSTRY
Textiles 4% o 3-3
Food 2.4 6.2 2.
Chemicals 16.2 4.7 0'9
Wood 05,5 ©)5%) 2-35
Engineering 2000 3.3 2'3 ‘
Building Materials 8.2 5.9 1’4 ;
Metallurgical 59 1'? 0'5
Pharmaceuticals 0.7 0'1 0'03
M. o 2.3 0 L
e 0.1 0.02 0.6
TOTAL 'C' 41.3 26.9 2




THE PRIVATE SECTOR - A REVIEW

Since 1919, the local bourgoisie had been composed of several
wings. However, the period 1974-1982 is characterised by the crystalli-~
zation of new groups that had begun to take shape during earlier periods,
in addition to the formation of new groups inspired by new activities

created by the Open-Door Policy.

These new local groups were in many cases closely related to
and eften dependent on, the State, Aradb o0il rich countries and foreign
capital. It is in the multiplicity of the local bourgoisie's wings and
their different links and affiliations that the diversity of private

sector investments under Law 43 could be sought.

The old local bourgoisie reacted to the post-nationalisation
period in diverse ways. It shifted a portion of its activities to real
estate and trade activities. Some of its more politically active elements,
particularly throse affilizted with the Moslem Brothers group, fled to Arab
0il rich countries and North America where their businesses flourished and
developed close contacts with Arab and foreign business cireles. Some
elemerts of the bureaucracy and the political elite developed strong
personal fies with Arab business circles, in addition to their own net-
works within the State apparatus. Links with foreign companies began to

develop through trade channels, commercial representative agerts ancé the

formation of joint business associations, following the 1970s liberalisa-

tion policies.

The relative strength of other groups lay in a socio-cultural

factor which facilitated their integrative role in the domestic market.

The islamic banks, hotels, companies and chains of retail shops are a

case in point. These represent the efforts of memrbers of the Moslem

Brcthers, including returnees from Arab countries, in aollaboration with

other Arab and local gTCUP5'2

The Open-Door Policy resulted in the ezpansion of private

. . f
S hisat lontotatneBprivaoREclteail it

was considered an achievement from the official viewpoint. The

e e
- ~

e e




expansion that occured was both vertical ang horizontal.

1

Vertically,

the private sector intensified its investments in the agricultural ,

trade, services and light industries sectors.,

Horizontally, it

entered new areas of investment where its role had been absolutely

curtailed during the 1960s like banking, foreign trade and heavy

industries.

in

The level of private sector investment rose from LE 39 million

1973 to LE 1100 million in 1981/82.24) While its shure in national

investment was about 8.5% during the first half of the seventies, it

went up to 18.5% in the 1979/81 period.eS) Before examining the role

of local private capital in investment projects under Law 43 of 1974,

it is necessary to throw some light on its major wings.

a)

b)

Remnants of old classes of large landowners and erntrepreneurs

This group continued to employ its capital in mn-nationalised
sectors such as internal trade and contracting.26) Its less active
wings revived with the 1970s sequestration reforms. Thosewho had
fled managed to repatriate their overseas accumulated wealth. Some
of the elements of ;his class remained on the boards of their nation-
2ill

alized companies. It is the fragmented nature of this class and
its political demobilisation during the 1960s that led Waterbury to
describe the roots of the private sector that fluorished under the
Oren-Door as being shallow and "... having little to do with the
pre-1961 bourgoisie".za) The political revival of the Wafd party
indicates that the old bourgoisie, not in isolation of new social
forces, still has the legitimacy, economic political and organisa-
tional power to play a significant role in Egypt's contemporary

political economy.

Egyptians in 0il Rich States

The upwerd thrust in emigration following the 1973 War and

; ; from
the rise in oil prices has resulted in creating new grcups
major source of

different professions whose savings constituted a

. 29)
private sector investment in Egypt.

B e R
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To this group we may add landlorde and contractors who left
the country during the 1950s and 1960s for fear of persecution and
gettled in Arab oil rich countries. This group includes a number
of millionaires who later became major shareholders in Law 43 com-
panies in addition to other activities.3o)

In 1978/79 Egyptians abrcad, mostly in the Gulf and North
America, employed about 2 billion dollars in European money market,
a large amount of which was expected to flow into Egypt in 1980.31)
The ruling party encouraged the employment of this capital, parti-

- o T A A,
cularly in agriculture and housing.

The 1960s Group of Bureaucrats and Upper Management Personnel

This group of high ranking civil servants, army of ficers and
directors of public sector companies, managed to accumulate wealth
during the 1960s, through legal and illegal means. Legally, it
invested its human capital, experience, skills and information
gained from the State apparatus in the private sector and Arab
countries. Illegally, through bribes, commissions from the private

sector, and through shifting public sector clients to the private
33)

sector.

In the seventies, this process of capital accumulation was

accompanied by the involvement of these elements in newly esta-

34)

blished joint ventures.

It is also possible to add to this group elements of a semi-

nationalised sector in contracting and consulting activities.
This group flourished following the 1967 War and the rise 2?

public and private operations.

ting from the State's production

activities involving mixed

These elements aimed at benefit

activities while remaining independent to the largest possible

37)

extent.

The Irdustrial Private Sector

The industrial private sector has continu

; it
role in some industrial sub-sectors. By the end of tke ISR, et

ed to play an important

e — R R




e)

15,000 establishments yielded about 25% of the to*al industrial
income and absorbed about half of the industrial labour force.
It predominated in light metal industries, manufacture of elec-
trical equipment, weaving and ready-made clothes, chemicals,
textiles, engineering, furniture and car engines industries.38)
The share of the private industrial sector was particularly high

in small scale enterprises employing between 10-49 workers.

The share of the industrial private sector production during
the decade of the seventies went up from 25.46% in 1970 to 33.7T%
in 1980. (See Table 5 ).

Late in 1979, the Government announced that priority should
be given to the private sector in certain industries, such as
cement, iron bars, sheet glass, clay bricks and consuner items
in which public sector involvement would be sharply curtajled.Bg)

The majority of these activities are closely related to the
construction and housing areas in which the private sector had
enjoyed a priviledged status during the 1960s. Its eccnomic
status was politically strengthened by the ascert of Osman A.

Osran to key positions within the State apparatus.

The New Open-Door Elements

This cluster comprises different groups which directly

benefitted from new areas open to the private sector after the

imi lementation of the open-door policy. Although the "reservoir

from wkich these core groups were formed dates back to earlier

periods, it was not until the issuing of the liberalisation laws

{hat these groups began to take form. The major wings of this

foreign companies in Egypt,
These

Group are the 5000 rejpresentatives of

60% of which are inland and 40% free zone companies.

i 3 middle-—
¢ mianies or offices openate through extensive netwoxks of

o e




TABLE 5

PRODUCTION DEVELOPMENT OF THE INDUSTRIAL
PRIVATE SECTOR

(LE Million)

SOURCE: Statement by Minister of Industry and Mineral Wealth on industrial
and bineral wealth policy presented to committee of industry.
Peoples Assembly, December 1979.

Years

Sector 1970 1977 1978 1979 1980

Textiles 124 195 219 241 265

e ‘ 108 178 193 212 233 .

Chemicals 87 77 78 86 95 1

Mining 31 516 304 334 371 i

Construction 9 27 27 29 30 E

Total Private Sector 359 793 821 902 994

Total Public Sector 1410 2943 i‘

Private as a % age of public 25.46% 33 T7% i
|
I
{

R

= s

i
TABLE 6 i
i
SHARE OF PUBLIC AND PRIVATE SECTORS IN
DIFFERENT LAW 43 INDUSTRIAL AREAS - 1978/1982
(%) :
3 : Private Share Public Share
Industrial Sector 1978 1982 1978 1982
Textiles 24 34 58.9 31
Food 40 64 30.8 15
Ctemicals 44 21 9.8 47
Wood 56 64 16,8 12
Ef‘nglneering 11 42 3306 20 ‘E 1
Fuilding materials 32 44 5C. - 38 |
T".etallugical 34 26 6.6 46 |
Fharmaceutical 60 54 12.8 2z
Minirg 40 7 46.5 91
0i1 = 3 22.2 1e
— 2 |
SCURTE: Comriled frem Inveetment Authority Anrual Reports 1978, 196
| ‘l

Ii
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men and retail traders, Representations were either newly issued

41)

or withdrawr. from public sector units, Most offices represent

42)

more than one foreign company in Egypt. Following the call for

balancing public and private sector activities in the import/export

trade, a 1975 Law allowed individuals to import without currency

transfer.

offices was estimated to be 7,500 compared to 3,837 in 1974.

43)

A survey of the new millionaires in Egypt

By the end of 1982, the number of private import

44)

45) concluded that

these new gcroups were concentrated in the following major catego-

ries:

1) Owrers of
more, and
2) Owners of
%) Owners of
4) Owners of
Owners of

buildings on an area of 1,500 sq. meters or
over 30 flats.

import/export offices.

transport companies employing more than 10 cars.
supermarkets, shoe shops and car dealers

5C feddans or more.

5)
6) Representatives of foreign companies.
7)

Other minor groups like night-club owners, producers of

video films and scrap-iron traders.

The type of business activities of these groups suggests

that a combination of more than one function would produce

economies of scale, (e.g.,

firms, tramsport and trade activities).

importation, representation of foreign

In addition market relations

create overlaps among these different categories.

Commercialised Professional Groups

included top members of different professions (deiteisy Fh&rmacjjzﬁ’
lawyers, etc...) among the major groups of the local bONT501519.. i
However, it was only in the late 1970s that these "flui categories
moved in the direction of becoming & unitifed class with common

interests and a clearer organizatio

Studies in the Egyptian political economy

of the 1960s

nal structure.

7)
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The election of Egypt's most famous contractor, Osman 4.
Osman as head of the Engineers Syndicate, marked a new era in the
political and economic history of professional groups. Osman laid
down new principles for syndicate work by mobilising Engineers Sav-
ings and Funds of Insurances and Subscriptions and directing them
into investment activities. The first project of the Syndicate
was the establishment of "Muhandiss Bank", the second Law 43
national bank after the Suez Canal Bank with an LE 5 million
capital.48) The Engineers Syndicate then notified 19 prbfessional syn-
dicates of its activities and invited them to participate in joint pro-
jects inan attempt to spread the new syndicative policy.49) The
initiation and development of the engineers project was facilitated
by the presence of seven engineers in the 1980 Cabinet.so)

The Engineers Syndicate was followed by the synhdicate of
1E1 Tugariyoun' headed by former Prime Minister Higazy. It started
a number of housing and health projects in collaboration with the
syndicates of teachers, lawyers and applied professions.5 The
Press Syndicate joined the Bank of Trade and Development 'Al Toga-
riyoun' following the election of the NDP's candidate in March °

1981.52) The Federation of Medical Profession Syndicates established

R S
an investment company with a capital of LE 7.1 million. 3 Sevaral

ollaborate in the establishment of gpecialised companies
r Professional

syndicates ¢
as in the case of the ‘National Housing Company fo

Syndicates' which brought together the Engineers Syndicate, the

Applied Professions Syndicate, the Teachers Syndicate and the Agri-

culturalists Syndicate.54

The contribution of these projects to raising the living

d satisfying their demands

standards of the syndicates members an
of food, housing, medical care and other needs, at @ higher level
than the national average, will determine the feasibility of these
new policies towards gsyndicative work. The success of these expe-
for the new technocratic

riments would guarantee increasing support
0 against the more poli

tically oriented attitu-

vision of the regime

de of the opposition.




THE PRIVATE SECTOR AND LAW 47

Until the end of 1982, the local private sector had been
the major contributor to Law 43 companies capital. Its share in total
capital wés equal to 38% of approved companies total capital until the
end of 1982, followed by 24% for the public secteor., Respective figures
until end of 1978 were equal to 28% and 27%. The largest portion of
its investments was concentrated in finance, services and construction
gectors as indicated in Table 3. Its relative share was highest in the
housing and contracting sectors-with about 64% and 68% of total capital
invested in these sectors, respectively. This is explained by the high
and relatively secure yields of these investments and by the well-established
role and experience of the local bourgoisie in these sectors. The Govern-
ment, in its current Five-Year Flan 1982/83-1986/87 has allocated 94 .3%
of total housing investments to the private sector.55) The share of
the private sector was also higher than 50% in the tourism, transport
and health sectors. In the industrial sector, it played the major role
in the food, textiles, wood, engineering, building materials and pharma-
ceutical sectors. These tendencies indicate a significant and increas-
ing interest in industrial activities. As Table 6 indicates, the private
sector gradually replaced the public sector as a major contributor to
several industrial sub-sectors, namely textiles, engineering and building
materials. It also maintained its higher share in the food, wood and

On the other hand, State capital replaced
These shifts

pharmaceutical industries.

private capital in the chemical and metallurgical sectors.

are indicative of a changing division of labour.

In absolute terms, the largest shares of the private sector
jnvestment and banking sectors repre=
Law 43

were concentrated in the tourism,

senting 19%, 18% and 13% of its total capital contribution to

its highest absolute ccntributions

projects. In the industrial Sector,
were in the food and building materials 8

5.9% of its total capital invested in Law 43

ectors representing 6.1% and

projects.




ARAB CAPITAL

In the case of Egypt, the three sided model of dep

endency,
involving State, Private and Foreign capital has to be modified in

order to include Arab capital. Arab cajital differs from foreign

cepital generally in the absence of the technology and know-how
ususlly accompanying the transfer of foreign capital from developed ¥
Eefienes et orodi countrdse: Thus, the Open-Door formula for deve-
lopment and progress was: Arab capital + Western technology +

56)

Beypt's resources, Arab Capital movement to Egypt is also

influenced by different political factors peculiar to the Arab/Israeli

conflict.

Following the October 1973 War and the disengagement treaties
with Israel on the Egyptian and Syrian fronts, the Open-Door Policy was
officially endorsed in May 1974, The Arab oil rich states began to
support the new economic orientation of the Egyptian regime. As a i
result, Arab economic channels were open, including deposits in Egypt- ;
lan banks, bilateral loans, loans through regional development funds, i

57) y

in addition to direct investment, The amount of Arab grants and
loans that Egypt received over the period 1973-1976 was equal to about :
US$ 6.35 billion (see Table 7). By the end of 1977, the share of

58
Arab carital in approved Law 43 companies was about 24%.

Sadat's trip to Jerusalem and the ratification of the Peace

50
Treaty in 1979 resulted in a drop in Egyptian/Arab cooperation.
Arab economic boycott measures were taken in the Baghdad Conference

60
of 1979. Aid transfers to Egypt were ceased. ) The 24% share of

Arab Casital in total direct investment dropped to 13% by the end of

6 : :
1980. : Arab markets were closed to Egyptian products. This has also

acted as a disincentive for Western investment in Egypt. However, the

o : ' j f both
Egyrt-Arab tension was to remain within limited confines, 1n View 0

The flow of Egyptian labour
eSpecially'following the
litical

Sides recognition of their inter-dependence.

to the Gulf continued at unprecedented rates,
outbreak of the Iraq-Iran War. Iraq, in spite of Sadam's extreée po
°Fiosition tc Sadat, was receiving increasing numbers of Egyptians on
Whose entrance tq Irag all restrictions were removed. Remittances of

: i to 2.6 Billion
“eyptiang working abroad rose from US$ 0.896 Billion in 1977 to




TABLE 7

—

!
i
SOME INDICATORS OF ECONOMIC RELATIONS |
BETWEEN EGYPT AND THE ARAB WORLD |

Type of Activity Amount

Trade (LE Million) :

Exports - 1980

225,044
Exports - 1981 110,849
Imports - 1980 74,179
Imports - 1981 107,155
Aid (US $ Million)
Grants 3,645
Cash Loans and Deposits 2,570
Loans for Financing Projects 139 _
TOTAL AID 6,354 b
Direct Investment (LE Million) 1,128 b

SOURCE: Trade - CAPMAS Annual Yearbook, 1982
Aid - Ramzy Zaki, Evaluating the Performance of Economic
Stabilization between Egypt and the IMF, 1977-1981,
7th Conference of Egyptian Econom ists, 1982, p.23,
Direct Investment - Investment Authority 1982 Report.

=

TABLE 8

EGYPT'S AID SITUATION - Until 30/6/1981

Amount of Debt Relative Share
Us$ Million $
1
DON : s
DONOR
U.S.A. 6414.2 35.4 #
Canada 88.7 28.3
West Europe, Japan, Iran 3749.8 13-5
East Europe and China 2435.3 - .
International and =,
Regional Organizations z2431.5 1‘--
Arab Funds 2527.7 2-5
Arab countries 437.6 LD
TOTAL 18086.6 100.0%

H —DOOI‘ [}
5 SOURCE: Ramzy Zaki, The Foreign Loans g;;e. The Open

Roots, Harvest and Future, PpP.
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63)

in 1980. The diversified and pioneering role of Egyptians in
different educational, technical and labour fields in the Arab world

made a complete suspension of economic relations virtually impossible

Following Sadat's departure, Arab direct investment showed
sore signs of revival. 1Its share rose tc 22% of the total approved
capital. Politically, the atmosphere of 'detente'
between Mubarak's Egypt and the Arab world was an important reason
for this rise. Economically, the saturation of the construction boom
in tke Arab o0il rich countries resulted in diverting caepital into

direct investment abroad.

By the end of 1982, Arab capital played the leading role in
the investment sector where it represented 55% of total capital invested
in that sector. About 83% of total Arab investment was concentrated in
the Finance and Services category of which 70.6% were in the investment.
sub-sector, 7.5% in tourism and 4% in banks. The industrial sector
received only about 10% of total Arab capital while the agricultural

and construction sectors received about T%.

FOREIGN ECONOMIC RELATIONS - A REVIEW

American peace efforts in the Middle East were accompanied
by increasing Western economic involvement in Egypt. This parallel
economic and political expansion took place through several chennels.
Economically, the period 1974-1979 must be viewed as one of transition,

during which aid and trade with the West as well as other political

changes paved the way for future successful direct foreign investment.

This included the provision of political stability in the region, social

peace in the country and a proper investment climate through legal

n issi and incentive
measures and structural changes, and the new "permissive

policiesn'64)
Although the U.S. is carrying out its largest and most compre-
65) Its direct foreign investment

hensive assictance programme in Egypt.
remains pelatively low. An analysis of direct f
Egypt would fail to account for Egypt's increased

world economy, It is thus important to throw some li

oreign investment in

invclvement in the

ght on otrer

channels repponsible for that process (see Table 8-):

SSIEEY =

—




1) Aid
By mid-1981, Egypt had received about US$ 18 billion from ‘
different foreign and Arab donors66) (see Table 8 ) The

highest share was that of the USA, amounting to about 35.4%

267
of the total aid. ) Direct U.S. economic aid runs at

about 1 to 1.1 billion dollars invested in infrastructure, é
industry, management, agriculture, decentralisation, health,

population control, education, electric power generation |
telecommunications and port capacity expansion, etc...685 l

From the foreign side viewpoint, aid is considered a pre-
requisite for the future flow of direct foreign investment
to BEgypt. Aid funds are used through economic, political,
cultural and military channels to create a proper invest- ‘
ment climate. A good example is the widening and deepening G
projects in the Suez Canal following the 1973 War which )
helped ease the militery tension on the Egyptian/Israeli i

T g

front. Aid from the World Bank and the USA played an
important role in these projects. More importantly, aid i
programmes create opportunities for foreign capital involve-
ment in aid financed projects. This process takes place ]

indirectly throu§h infrastructure and communications improve-

ment projects

the loan is used to finance the foreign
By mid-1980,

In other cases,

share in newly established joint ventures.
had received US AID financed orders,

over 360 US companies
10,000 to 25 million, with an average H

ranging from Us$
it was estimated that more than

of 3.1 million. By 1983,

400 U.S. firms had indirectly benefitted from the US AID

commodity import programme.

a Paper Company.

*AS in the oase of the World Bank loan to Ract
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By beginning of the 19808, Egypt's major trading partners

were Western Europe and North America (see Tavie 9)

In 1982/83, Eeypt suffered a US$ 4.5 Billion deficit

On the export side, o0il constituteg about 70% of Egypt's

receipts from commodity exports amounting to US$ 3. 9
billion. ~ On the other side, im

2 ports were equal to
Us$ 8.4 billion7

US exports to Egypt were equal to

US$ 2.87 billion in 1982 or more than eleven times

total U.S. Capital approved under Law 43 during the period
1974—1982.73) Foodstuffs were the major item on the US
export list to Egypt followed by machinery and transport
equipment. By 1982, the U.S. supplied Egypt, which had

to import about half of its food needs with 20-25% of its

total food imports.74) Egypt is considered the second
largest market for U.S. goods in the Near East and North
Africa.75) The U.S., Egypt's leading trading partner,

accounts for one fifth of Egypt's imports and about one

eighth of its exports. 76)

DIRECT FOREIGN INVESTMENT

In 1978, direct foreign investment in Egypt was equal to 12%
of the total capital flow into the country.77) By the end of 1982,
the share of foreign capital in Law 43 approved prcjects was equal to
16% of total capital. The share of the US was equal to 4%, the EEC 5%

and other countries 7%. The share of the U.S. was highest in the ser-

Vices sub-sector accounting for about 72.6% of its total invested capital,

The share of industry was equal to 22.6% of the U.S.'s total invested

cajital and only 3% of the industrial sector's capital. -

Although the share of the EEC countries was only one percent
higher than that of the U.S.A., its share in the industrial sector was

f
equal to 11% of total cepial invested in that sector and about 54.4% o

Until mid-1979, the highest
England &% and

proved projects.

total EEC invested capital (see tableiO)-
share amcng BEEC countries was that of France 16.3%,
Switzerland 7.9% of total EEC contribution to Law 43 ap
of Law 43 total
trated

ccounted for about 7%
se investments were concen
ounting for about 66% of its

The 'others' category, &
lnvesteq capital, The majority of the
In the Finance and Serwices Sectors, &acc

T61el cipttal investments.

TR TR A
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some Indicatiohis of Economic Relati
the West - i lons Between Egypt and
—-————-‘_.f 3 »
Type of Activity ST
1. Foreign Aid (USS$ Billion) 30.6.82

U.S.A.

West Europe - Japan - Iran g.glg,g
2. Exports to Egypt (L.E. Billicn) 1981

West Europe

North America ?r;g?,ggg
3. Direct Foreign Investment (L.E. Million)

NS A

- 205,692

FaRsEn
271,247

Sources: Aid Figures: Ramzy Zaki, The Foreign Loans Case -

The Open Door, Roots, Harvest and Future,

p.173

Exports: Central Agency for Public Mobilisation
and Statistics - Annual Yearbook - 1982,

Direct Investment: Authority for Arab and Foreign
Investment and Free Zones 1282
Report. (Approved Capital)

As seen from our review of investment projects in Egypt,

primary emphasis was laid upon non-industrial activities, which repre-

sented about 72% of total capital investments approved under Law 453,
during the period 1974-1982. The biggest role was played by local,
State and foreign capital, accounting for 62% of total capital.

The share of foreign capital investments remained minimal, in

comrarison to the share of local carital and to direct foreign invest-

We terd to evaluate the 1974-
between

mént in other third world countries.
1982 period as one of transition and +ransformation of relations

State ang private capital and of the national attitude toward foreign

A o

rom complete, there are

Although by 1983 this process Was far f |
and foreign capital,

‘NS of & state's changing attitude towards private
e new regime's

@]

early emphasis or

=

trend wag first illustrated in &
_corruption campaign

and the distinction

. - .
I “ductive Open-Door', the anti

P-
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S een profiteering and productive wings of the local bourgoj
oty 3 goisie.
rater on, these initiations crystalliseq in a number of policie
S con-
cerning the encouragement of productive private sector investment a
10}

d

parufactured exports, import rationalisation, increaseqd emphasis on

lccaljnanutiggburingainy lieu bf existing assembly prcjects (e €., vehicles

and T.V. sets) and ercouragement of regional distribution of investments

.Facjng & deterriorating balance of payments, whose weaknesses
were concealed by the outstanding performance of non-commodity exports
and oil, the Government took a number of measures to rationalise imports.
Differentiated custom duties were applied to four categories of goals:
Foodstuffs; intermediary goods, raw materials and spare parts; investment
geedgiendineans off ‘transportation and unuecessavylandSluxisy, goods.vg)

Consideration was also given to the availability of locally manufactured

80)

substitutes to imported goods.
On the other hand, private sector manufactured exports were

encouraged through the removal of a number of procedural barriers and

improved commercial relations with the Soviet Union. These measures

ceme in view of the poor export performance of Law 43 projects whose

exports were equal to less than half percent of the country's total

exports, compared to 94.4% by the public sector and 5.2% by the private

sector.81 Concomitant with the issuance of new import-—export laws,

was the Ministry of Economy's attempt to limit the amount of credit available

to the commercial sector.82) In an attempt to reduce the monopoly over

imports and to make intermediates availeble tc small local producers,

the Government abolished the system of commercial agent representation

83)

of foreign companies,
¢ ier attitude
Regardirg foreign investment, the 1overnment's earlie

| icti striction in-
- Considering every condition a restriction and every res 2
84) The jovernment's new policies

e wings of the local

on sho.ld be
qc )

comprehensible, changed dramatically.

are €ncouraged by the more enlightened and pr.ductiv
1 3 18 ] ] &tl
bourgoisie which realice that fcreign capital carticip )
‘ : 7 o4 c bilitres.
1ncreasingly determined by netionel priorities and capabl
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CHAPTER 177 2
STATE, PRIVATE AND FOREIGN CAP
T
( e N AL__SUB—CATEGORIES ALLIANCES
An analysis of a g of 200 lay JoINE N i
ample of 200 Lay 43 companieg)
This Chapter will examine two main issues:
First
The role played by each category of investor within each
economic sector. Public and private capital will be broken down to
smeller sub-groups that would allow for a more detailed examination
of their nature during the period 1974-1982,
Second

Emphasis will be laid upon the types of alliances within
different econcmic sectors. This will attempt to answer questions
like: In which areas do public and private capital collaborate and
what are the relative shares of each? Which sub-groups within the
public sector collaborate with Arab capital? What are the major
characteristics of triple alliances in Law 43 companies? What is the
the relative share of companies fully owned by one element and their

significance?

A random sample of 200 Law 43 companies was drawn, and

different classifications and combinations of Law 43 companies were

investigated for the purpose of providing & microscopic examination

of these Companies.1 Our analysis of the sample will proceed from

companies fully owned by one element (public, private or Arab) to

< i i lex
dual alliances, triple alliances and companies involving more comp

combinations of investors.

I - COMPANIES FULLY OWNED BY ONE ELEMENT

es of
Out of a sample of 200 companies, there were 34 cas -
: fully pril
one source company. These include 31 instances of

companies, two State and one Arab company.

Private Sector Companies

A1l fully private sector companies ¥
the amendment of Law 43 by ‘av 32 of $977

ere eatablished after

prior to that, Law 43

aah e c§ g

it}

i
a
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necessitated the collaboration of local capital with forei |
1gn

capital. Local private companies were then established accord.
ing to the less advantageous Law 26 of 1954, While still in
its cradle in 1974, the Open-Door Policy laig emphasis on broad
political and legal issues which should have created an atmos-
phere of security and legitimacy for the cooperation of private
and foreign capital. By 1977, however, and following a three—
year stumbling experience, it became clear that time was not
yet ripe for an "Egyptian miracle”, and that the long frustrated
local bourgoisie needed more incentives and outlets for pushing
it into diversified economic activities, before engaging with
MNCs in joint ventures. The domination of the one-element cate-
gory by the private sector (31 out of 34 cases) shows the rela-
tively fast response of the private sector to new investment
outlets. The majority of shareholders in these companies were i3
individuals, including a large number of family and kinship J
based companies. These individuals came from diverse backgrouncs ¥
including mainly old private sectar elements, contractors, Egypt-

ians working in the Gulf, political figures and members of the

new Open—Door gro-um o

The majority of © fully-private companies (24 out of 31) were

concentrated in non-industrial projects.

The attractiveness of non-industrial projects to the private

sector is shown by other indicators. The average capital size
n that of other sectors
e Appendix II), The high

ial projects implies

in industrial projects was lower tha
(US$ 0.7 Versus s o6 and 3.4) (Se

average number of shareholders in industr

3 i con-
& tendency to spread the risk in these projects, unlike |

fracting or services projects.




Private Sector Share .
Less than 504 = 2 1
Equal 50% = 1 5
More than 508 17 3

1'
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Moreover, no 'A' type shares were paid by the private t
sector

in industrial projects, and 'B! shares were below the aver fi
age o

of other non-industrial areas while the majority of gha
res

were concentrated in the 'C' apg 1D categories

One Family Companies

A striking characteristic of these companies is the high
share of one family companies among 100% private companies,
These were equal to 17 out of 31 companies., The average number

of shareholders in one family companies was equal to 6.4.

This trend was highest in the private sector's most
attractive area of business, i.e., contracting. Out of 11
companies there were 8 instances of one-family company.

In this respect, the contracting sector was followed by the
investment sector, where in most cases capital is reinvested
in construction, tourism and services activities. In some

instances, famous political figures and their families were

involved in these companies. The most prominent examples are

Osman Ahmed Osman and Sayed Marei.

The phenomenon of one family companies was not limited

to those fully owned by the private sector. Table 1 shows that

out of 32 one-family companies, 15 shared their private capital

That partner was European in 8 cases,

with a second partner.
In 11 out of these 15 cases, the

Arab in 6 and 'others' in 2.

; or
share of Buropean, Arab and 'others' capital was equal to

less than 50% of to%al capital.

any .
The sarwple included one private-Arab-European coub :

TABLE |
ONE-FAMILY COMPANIES

Private Sector Partners
European Others

TOTAL

m————

Private Arab
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Apart from one-family companies, the majority of sh
snhare-

nolders in private sector fully-ownegq companies were individual
. S.
This factor may explain why the average size of these companies i
s

puch lower than that of Law 43 companies in general. While the
1atter was equal to US$ 5.6 million until the end of 1982, that of

(2,085,506).
However, there were three exceptions with total capital of Us

fully private sector companies was only about 2 million

and 16.4 million., The first instance was that of '] Muhandis Bank'
where total equity was paid by two shareholders: The Engineers

Syndicate and the Suez Canal Bank. This case is a clear illustra-
tion of the mechanisms mentioned in Chapter I concerning the new

role of professional groups and the transformation of State capital
into private. About 63% of the equity of Suez Canal Bank was paid
by fouz)‘ State banks and one insurance company, 11% by the Employees
4

funds”” of the Arab Contractors Company and the Suez Canal Authority,
and 10% by Arab shareholders. The remaining 16% was paid by

individuals.

Once Established, the Suez Canal Bank is considered a private
bank and its share in any new project, including 'Al Muhandis Bank'
is, in turn, private. The case of 'Al Muhandis Bank' is not an excep-
tional one. By the end of 1962, the Suez Canal Bank had participated
In the establishment of 41 banks and companies.s‘ During this process,
state capital was continuously and progressively transformed into pri-
vate. The political influence of Osman A, Osman and ex-Minister :
2, Abdel Fattah, Chairman of the bank, was &n important leverage 11

this respect,

ivate sector
In the second and thiid instances of fully owned privéa

: 16.4 million) par?
Companie i i i ents (U.5.$ 3 eod 3
8 with high equity compon tter). Payment in

of the ecuyj Al 4 (about 90% in the la
quity was paid in kin ( In the cese of non-

in-kind peyment was

indugtr; iti be
ial e as private L ;
ntities asg well )9 ve risen sub-

ha
USually in the form of land and estate whose prices

Stanthially during the seventies.

37.1,3

o s dze oy ey
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In the cese of 100% st
state capital projects, the sampl
Ple included

Thej :
1 to US $ 5,3 and 174 €ir ca
eque %, 85.7 Million, paid by non-industri pital was
rial state enti-

two instances, both in the area of construct
ction,

ties including banks i
g y lnsurance companies, governorat
3 es and the Mini
inistry

of Housing. In both cases
s part of equit
y was paid in kind, (
. (See Table 4)

oy ?TeseHCe of two cases of 100% state capital c ;
31100% private owned ones, indicates that the cate ompanies versus
companies owned by one element is dominated by the iizia:f e ,
spite of the public sector's large contributions. This imeI?ECtor, o
971 when*the ™" xaae in the formation of new projects iolis it
following the amendment of the law, the links between stateoa zlacf,
capital were mature enough to account for the majority of neWZy Z:zZ:te

supports this trend.

gl OfOTSBZf iZiyc?ZPiZies w;;h state capital participation, until the
that out of 1273 appr re 100% state owned. Taking into consideration
vere purely Egyptizz O‘.rid Law 43 projects, over ihelEens Tescl ol
Nereleaianihahen eit; it could be concluded that the remaining companies
er by purely private entities or in collaboration

be t i
ween public and private capital.

f a 100% Arab equity company,
ousing and construction.

and was paid by three members

The sample included only one case ©
in the investment sector, concerned with h
1t ;
s capital was equal to U.S.% 2.1 Million
of the Sabbah Kuwaiti Royal Family
hment of purely Arab

gence of only one company
rtner

; Although Law 43 allows the establis
ompani
panies, under special conditions, the pre

unde . :
r this category indicates the importance of having & local pé

d integrating into the
he Kuwaiti Investment.

pers of the Kuwaiti

for deals :
5 ealing with the Egyptian bureaucracy &an
arke
; t. The fact that all shareholders of 1t
ousi

ing and Urban Development Company &re pel

RO"&]_ .
78l Family further enhances the point'

——
e
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[1 - DUAL ALLIANCES

After examining cases of one el
ement comrani
nies, we will n
oW

garn to dual alliances or cases of Ffull collaboration’’ betwe t
en two

elements of the six elemerts of the sample (State private, Arab
’ » ao,

The majority of companies in the sample
(123 out of 200) were registered under this category.

guropean, U.S. and others),

As in the
case of one-element companies, the private sector played the lead

ing role in the dual alliance category participating in 104 out of

123 dual-alliance cases.

Private and State Capital

Fifteen cases were included in the private-State dual-alliance
category. Ten of these companies were in non-industrial sectors and
five in the industrial sector. For state capital, private partners
were its major collaborators. For private capital, State partners
came third to Buropean and Arab partners. A close examination of
the interaction of State and private sub-categories reveals the nature
cf their alliances that is obscured by their legal classification.

A representative case, in this respect, is the "Arab Company for
Assembly and Manufacture of Building Supplies and Equipment - Osmacon"

in which public-private capital represented 70% and 30% of total equity

resrectively., The public sector partner was the "Arab Contractors

Company - Osman Ahmed Osman - A.C.C." which is an old private con-

tracting company that was nationalised in the 1960s but remained to

enjoy a special status. The private share was paid by two private
"
sector companies, namely the "Arab Contractors Company for Inmvestment

and the "Middle East Agricultural Company". Both are Law 43 companl€s

: fund.
established by the A.C.C. and its legally private BIERoT
e sector

; ivat
This exanple reflects the behaviour of geveral priva

but continued to operate under

entities which were nationalised, d in freezing
: . - resulted 10
Séli-autonomous regulations. This dual-stetus g their

nd and in preventin
the other

their private activities on the one ha _
1ic sector units of

Comple te transformation into purely pub

s as WEll

their activitie

hang Th 3 svatizing
: e opportunity for reprivé :
PP Yy geized by their

“S those of other para-statal units, w88

e S
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Such a‘procefs was m?de possible by the gradual involvement of Law
43 projects in é chain of v?ntu?es through which the activities and
share of new private compénles increased without affecting the legal
status of the mother public sector companies, Thus, it is not sur-
prising that the public sector carital contribution was much higher
than that of the private sector in their dual alliances, in spite of
the financial stringencies from which public sector companies, in
general, suffer. The share of State capital was higher than 50%

in 10 out of 15 cases, equal to 50% in 2 and less than 50% in 3.

In the industrial sector, its share was higher in three and equal to
50% in one out of 5 cases. In the only case where its share was
equal to 11.7%, the majority of the private contribution, 72.6%

was made by the insurance fund of a public sector company:r In the

5 cases where capital was higher than US$ 10 million, the share of
State cepital was greater than 50% in four. In the only case where
the private share was equal to 51%, a large portion of its contri-

bution was paid by the Insurance and Pension Fund of the Medical

Prcfessions.

State banks and insurance companies were found to be the

major State sub-categories ccllaborating with private capital,

followed by contracting companies, 'Others' ' State entities,

industrial arnd tourism companies (pee Table o))

On the otherside, Law 43 companies Wwere the major ccllabo-

rators with State capital followed by insurance, pensions and

S a poli-
enployees funds of State units, then individuals and lestly & p

tical figure in one case (see Table'é).

TABLE 2

e

_CATEGORIES ——
PRIVATE SUB- STATE SUB=CATEFS nTon OTHERS LOTAL
INDUSTRL=L

16

CATEGORTES TNSURANCE BANKS CONTRACTING INDUST |
Comranies 5 3 4 2 1
Fh&j$ of State
nits
Ihdividuals 2

Politica) Figures 1

TOTAL 6 5

—_———
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the financial stringencies from which public sector companies, in
general, suffer. The share of State capital was higher than 50%

in 10 out of 15 cases, equal to 50% in 2 and less than 50% in 3,

In the industrial sector, its share was higher in three and equal to
50% in one out of 5 cases. In the only case where its share was
equal to 11.7%, the majority of the private contribution, 72.6%
was made by the insurance fund of a public sector company:r In the

5 cases where capital was higher than US$ 10 million, the share of
State cepital was greater than 50% in four. In the only case where
the private share was equal to 51%, a large portion of its contri-
bution was paid by the Insurance and Pension Fund of the Medical

Prcfessions.

State banks and insurance companies were found to be the
ma‘or State sub-categories ccllaborating with private capital,
8 e A
followed by contracting companies, 'Others' State entities,

industrial and tourism companies (Bee Table 2).

On the otherside, Law 43 companies Were the major collabo-
rators with State capital followed by insurance, pensions and

eryloyees funds of State units, then jpdividuals and lestly a poli-

tical figure in one case (see Table 2).

TABLE 2

————————

_CATEGORIES __
PRIV:TE SUB- STATE SUB=- = TGURLSH OTEEES TOTAL

QTHEHRS
CATEGORIES TNSURANCE BANKS CONTRACTING e 6
2 1 1 1

-ompanies 5 2 :

Fu.r.‘is of State ; 2 7
g . 2 3

I . . 1
ndividualg € 1 :

oy 1
Polltlcal Figures 1 ///_;7_—

iV ]

S s

T
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phe reason for the relatively high share of Law 43
. . . companie
o prlvate_state dual-alliances is that although they aye :
consi-

gered t0 ve purely private from the lega)l viewpoint they re
’
g third sector falling in between I

resent
the public ang private sectors

whict

mits together. Significantly, law 43 companies are often distinguished
€

| facilitates their intermediary role in bringing State and privat
rivate

from other purely private sector activities and are usually referred

+0 as investment firms,vis-&-vis public and private firms

The highest share of one sub-category was that of private
companies, primarily Law 43, wrile the lowest was thét of individuals

and political figures.

The only case in which individuals played a significant role
was that of the 'Medical Professions Investment Com any' with a capital
component exceeding US$ 10 million, It is one of a few examples in
whick ar individual's share, a doctor's in this case, was more than
US$ 1 million. The institutional and organised form of these State-
private associational projects seems tc provide professionals who lack

the business experience, with the necessary confidence and semi-official

guarantees for their investments. Other participants were the Syndicate

of Medical Professions, public and private banks and public sector

pharmaceutical companies.

Private and Arab Cavpital

. . ifé
Thirty-five companies were registered 1in the category ©

Private-Arab capital. These included eleven companies in the con=

. . non-
hﬂctlng sector, eight in the investment and seven 1N other
industria] areas.

; ; e
uded nine companies of which fiv

The industrial sector incl
one that is closely related

w .
€T¢ in the building materials sector;

to ; S
contracting and construction activities.
q% in 21 c&ase€s,

ortions varied

) was higher thar 2
These PTOP

The share of private capita
€01 g i
Al to 508 ip 5 and less than 50% in 9.

Pyl 1‘ - .
L sector to another (see AppendlX I1).
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The frequency of participation of different Private gect
ector

B oategories in: Jointi venture s, withiAtabCajtitaeons IUININS, 11
4 o na
Betors)" the MaJon parvicipants were individuals (see Table ), 1%

js striking EhE AL AN SKEN e i on Rl companies, private sector

parhﬁipation with Arab capital was dominateg by individuals, In

» in 5 cases 2 persons
and in 4 cases one family. This is due to the non-

7 cases, the Egyptian partner was one person

institutional
nature of interaction between Arab and Jocal private capital,

TABLE 3

PRIVATE SECTOR SUB~CATEGORIES IN JGINT VENTURES
WITH ARAE CAPITAL

PRIVATE SECTOR SUB-CATEGORIES

ECCNOMIC SECTOR PRIVATE FUNDS OF STATE INDIVIDUALS POLITICAL TOTAL

CCMPANTIES UNITS FIGURES
Investment 1 - 8 ~ 9
Contracting - - 11 - 11
Industrial 1 = 9 - 10
Others 1 = 7 - 8
TOTAL 3 .5 35 - 38

Until the establishment of the Arab-Gulf Business Commi ttee 1n
tian
*erly 1980s, the main form of contact was that between Egyp

: ! inegsmen.
Tesidents in Arab countries and respective Arab busin
n—

50s

ctor

: h co
These include Egyptians who accumulatel their wealth throug

: ing the 19
hﬂCtlngv trade and other activities in the Gulf during
the famous contra
though a more com

s ood example is that of Lokmé,

lex
ar, P

? 1illionaire,? ' Osman Ahmed Osman's case
phenomehon, is also a good illustration. OsmenteEishs jes which
1inks through e D ContTaCtors" in oil rich coun?rle:ave of
cmmtihmed 8 major source of iggsme during the gweeplng

8%iongy- 5
"alizations in the sixties.

e Fia
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perhaps a less known, but a more typical example ig
Fotoun. A large estate owner whose assets were nati

5 i onalised in
1962, Abul Fotouh established a successfy] contracti

. . ng firm in

saudi Arsbia. Returning as a wealthy pap in 1977, the young Abul
) u

resentative agent of BMW cars in

1980. The sales of this car rocketed from about 80 cars in 15 years

to 600 in one year. With the new investment outlets,

Fotouh, Houssam, became the rep

Houssam aban-

doned the contracting business and started a variety of projects

including photo-processing, a mosaic tile plant, steel construction

advertising and banking. By 1982, the annual turnover o8 Risgeen

nies reached about US® 22.3 Million,

In our sample, Abul Fotouh is included as a major founder of
a US$ 8.5 million private-Arab joint wood manufacturing company. The
corpany's 35 shareholders include 12 of Abul Fotouh's family members.
The 25% Arab share was contributed by a famous Saudi prince, with
whom Abul Fotouh had established close contacts during his years of
business transit in Saudi Arabia. Houssam, also known as Mr. BMW,
is an example of a businessman with diversified business interests

_ 11)
inspite of the contracting-land-estate-trade base of his wealth.

Private capital financing a number of financial and real-
estate projects came from Egyptians working in the Gulf. A good

example is that of the Nile Bank established with a total capital of

US$ 20 million. Out of 211 shareholders in this 100% Egyptian bank,

moTe than 120 shareholders were Egyptians living in Seudi Arabia
1
1%3)

a 1 G 1f.
Wiere 132 out of 159 shareholders were Egyptians 1n the Gu

: 1 nd old
These included a number of advocates of Islamic economics &

1}
anc Kuwait}e ) Another example is that of "Al Salam Company

T€bers of the Moslem Brothers group.

' i investors lay
It is normal that ArabsM)' and Egyptian
e areas con-
he Gulf on

ivate invest-

em Q3 . . : ors as thes
thasis op contracting and services sect

o doe A nt
Stitute the major sources of capital accumulation 1
ely more oOpen Horups

ne other side.

th : i
® one side, and have been relativ There 18,

m i -
o Egypt during the sixties, on &

1]
Ll
|
|
ol
;1
W
I
.'l‘
k]




however, & growing industrial eoncern on behays of private- ap |
8- Arabp

44 g activities 1i)e
parking and building materials whege capital repress wood-

nts about 87,5%
tor.

companies though mostly in contracting relateq

of private-Arab joint ventures in the industrial gee

private and European Capital

The most frequent type of alliance was that of Private ang

Eurcpean capital. Out of 200 companies 3g cases were registereq
under this category (see Aprendix II).

The share of private capital was higher thap 50% in 15 cases

equal to 50% in 14 and less than 50% in 9., Sectoral proportions

differed significantly. Among 17 contracting companies, the share
of the private sector was higher than 50% in 8, equal to 50% in

8 and less than 50% in one. On the other hand, its share was higher
than 50% in 2 cases, equal to 50% in 3 and less than 50% in three

in the industrial sector. In the remaining 13 mon-industrial joint
vertures, the share of private capital was higher than 50% in 5

cases, equal to 50% in 3 and less than 50% in 5. I

In the two industrial companies where the private share was higher

than 50%, part of carital was to be subscribed in one, while the

15)
second was a small venture with total capital of U.S.$ 257.000.
Private Sector Sub-categories in Joint Ventures
¥ith European Capital.
TABLE 4 |
PRIVATE SECTOR SUB—CA':J[TIE\”G)%I;ESALS SOLITICAL TOTAL |
ECCNOMIC SECTOR PRIVATE FUND OF STATE _F_I_G—LEE—§— S0 (
e T
SN EE COMPANY UNIT p 2 6 a
Investnent 1 ~ o 21 |
Contracting 9 = I 1 12 l
8
Industry 3 = 5 __'_____1_(2___ ;].
OthFrS 1 1 = = /____7—-——-—"“"—;’ 49
32 e
TOTAL 14 - ooy BT =

e v — —=—
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A surprising feature of private-Ey
—huropean joint ve
ntureg!

sectoral distribution is the high share of contractip
' i € Companie
17 out of 38, with relatively low capital Ccomponents, § p ; s,
i + vpeculeti
has made the construction sector one of the most luoratiy b
€ profit

omxmtunities for all potential investors, Moreover Egypts
; o ! bPtlan privat

construction sector activity has reached a scale and tecknical i :
-nica evel

peyond which Western high-tech is required.

In contrast with private-Arab joint ventures, the relative

share of new Law 43 companies and political figures among private-

European projects increased at the expense of individuals who were

still dominant in absolute terms, (see Table 4 above), Individuals

included famous contractors, new Open-Door elements among whom were

several importers, owners of retail shops and representative agents

of fcreign companies. Their initial business involvements provided

them with necessary contracts for collaboration with foreign capital.

The private-European projects category did not include any large b
scale joint ventures with MNCs. Total capital was higher than, “
or equal to, US$ 10 million in only three cases; two in tourism

ard one in barking. In both tourism companies, the share of Buro-

pean capital was higher than 50%. In the banking sector, where the

Lav necessitates a majority of capital for the Egyptian partner,

two former ministers were on the Egyptian side. These examples

reveal the still cautious attitude of foreign capital when gl

The risk for

volume of its investments exceeds a certain level.
which in

jority of shares,
nt board, or by the
jon with the State

foreign capital is usually dampened by & m&
0 turn guarantees a majority on the manageme
Participatioh of political figures, whose relet

ann:
PParatus ensures more confidence.

Pr |
~Livate and y,S. Capital - I
ital to Lav 43 projects g
gifferent ;

The low contribution of American cep
) is me

de apparent by

(45

% of total capital until end of 1982
ing; >
'C8%ors in the sample.s
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Eleven cases of dual alliance between private ang y
= n !Sl

vere Tegistered. Of these, 3 were in the industria) sector, 3
in the contracting and the remaining 5 in investment ar
r

non—industrial areas,

The share of private capital was higher than 50% in 4 cases,
equal t6 50% in 2 and less than 50% in 5. This is the only case
of dual alliance between local capital, State or private,and
foreign capital where the latter held more than 50% of the shares
in the majority of cases. More significantly, in all cases where
capital was equal to or greater than U.S5.8 one million, more than

50% of the share belonged to U.S. capital (See Appendix II),

The average capital size of private-U.S. joint ventures was found

to be the lowest in the sample and was equal to U.S.$ 0,962 m,

The major local private partners of U.S. capital were individuals
followed by private companies in addition to two instances of
political figures participation. Compared to private-Arab and
private-European alliances, the share of private companies rela-
tive to individuals was highest in the private-U.S. category

(See Table 5 )

TABLE 5

PRIVATE SECTOR SUB-CATEGORIES IN
JOINT VENTURES WITH U.S. CAPITAL

capital

PRIVATE SECTOR SUB-CATEGORIES

POLITICAL

B PRIVATE FUNDS OF STATE S OTHERS TOTAL
= 2
Contrag = v
1 cting 1 - 2 ; 1 6
1 = - =it id
Othepg 4——_—1/,"’/
5 & ‘ ; 605
To TAL = i e ————
Sonag 5 _._.-—-__,_-_:.—-':‘-==—"-':==— SRt
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A significant characteristic which ig
unrevealeq b
Y aggregate

figures 1s the participation of Egyptian-l\merican Joint e :
anxks \which

qre included in official statistics as 1oca)] Private banks) j

in new
An example from the sample
established by the "Egyptian American
gank" (a joint venture between Bank of Alexandria anpg American

and Ranks Xerox Holding Ltd,

projects with American based companieg,

is that of a Xerox affilisate,

Express) |

lised
approach of American capital in dealing with the Egyptian market

This example indicates g decentra

Lastly, private capital participated with the Y hemat
category in the establishment of 5 joint ventures including four
with Panamanian capiteal in non-industrial projects and one with

Japanese capital in a small zippers firm.

State and Arab Capital

The most significant characteristic oi this category is the

3
v
&
1

absence of dual cooperation between Arab capital and public sectcr
industrial companies, which suffered financing prcblems. This trend
should have developed had there been serious intentions to the

lmplementation of the formulaof : Arab capital + Local resources.

Only three instances of dual collaboration between State and

“rab capital were registered; two in the investment sector and
o in the agricultural. The share of state capital was equal
10 50% in two cases and to 25% in the third (See Appendix I1).

] f share-
fhese joint ventures were characterised by & low mumber O

, : U.s.$ 11.7 m
holders (2,3 and 2), and a nigh capital component ( I

30,90 ang 5.3 m, respectively). |

investment
State Partners were Alexandria Governorate in on€ =

- . other !
Conpany, Cairo Governorate and a construction ib 2 third i
Invegtpe ; mpany in the :
nt ltural comp i

b Company, and an agricu nde

3 -n
e share was paid 1

In a11 three cases, the Stat

T e of Arab }
e three cases are an indication of the natur ¥

; : :th State
intey poration wit

°Sts ang precautions in case of colla
Cﬁpital.
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and European Capital

state
state and European capital collaborated in the S

q . liShment
1 companies distributed emong different sectors ( of

See Appendix I7)
me characteristics of these companies varieq widely frop
one areg

to another.

Capital was highest in the only case registered in the agricultural
sector (U.S. 8 47m). This was followed by two banks with a capital
of U.S. § 10m each. As Lew 43 prohibits a majority of shares for
the foreign partner in joint banks, the share of the public sector
partner, National Bank of Egypt, was equal to 50% in ope case and

51% in the other.

The lowest capital component was that of the servicessctor where
the Egyrtian Railways Authority participated with French and German
firms for the rehabilitation and maintenance of its equipment.
Total capital was equal to U.S.$.7m in both cases, with the State
share equal to 51% in both,

While the overall picture shows that the State capital share was
higher than 50% in 8 out of 12 cases, equal to 50% in one and i
less in three, the sectoral picture indicates significant varie:l—
tions, .
In the 5 industrial sector joint ventures, the share of State

capital was higher than 50% in two and less in three.

industrial
In only three of the five cases, the State partner was &n indu

fublic sector company (See Tatle 6 ).

TABLE 6

——

NTURES
}AN JOINT VEN
STATE PARTNERS IN STATE—EUROEUSTRIAL TR TOTAL

L 3TN NG IN
LiSWMENT 5K INGURANCE CO's CONTRACTING === 1
CO'tT&ct;ng 1 3 9

"3
¢ 3
-
sl
N




ases, where public sector share
In tWe c as lesg than 50%
» One

y Or m()re' Eu_l‘o_
T Share was

piic sector company had participateq Wwith one
pub

gan ComFanies. it Sthes caseswhere Public sectq
Zigker

2 50ki fouT, PUDLLS, Sector companies reprosoriiobl MG :
gyptian

th
~ide against one European company,

In the remaining two industrial projects, the atate partner
was

the Arab Contractors, entering the field of bUilding material
S

and & State transformers and electrical products Danufacturing
firm (MAE0) where part of the contribution was made in king
plthough State-European joint venturesin the industrial sector

are higher than those of State-Arab or State-U.S. projects, their

relative share to overall State—European projects remains low with

The average size
of the 7 non-industrial Jjoint ventures was equal to U.S.$ 10,16z

respect to number and average capital component.

while that of industrial ventures was equal to U.S.$ 3.27m

(See Appendix II).

State and U.S. Capital

State and U.S. capital collaborated in the establishment of
three companies; two in the industrial sector and one in the

: 1
agricultural sector (See Appendix II).

In both industrial companies, in the food and textile sub-sectors,

the State partner was Misr Bank which paid 80f% and 75% of total

capital, respectively.

The fooq company, of U.S. $ 3m, was to produce canned food, to

Which the local market was not familiar until mid-seventies.

The text:le joint venture, 'The Amerya Sy'nthetic Fibres' was part

: costs
Pha large textile complex project, whose total investment

: ted with
Were tq reach LE 530 m, This complex projsct was confron

: Sl 3 reat to
8 Wgype of Oppositions on the basis of its anticipatec th

th ] . try in Bgyrt.
“¢ alreagy deterriorating public sector textile industry

e WO insurance
€ thirq Company, involved a public sector bank, it

COﬂlpanies :

—-—

rv ¥
General BgYE®
& publi.’ sector bottling company and the

i&n Vet ;
8Ticul tura] Cc.apany., Each of the SirateRa

of the Shares,

d U.S. gides had

;
s
|
i
|

"
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involvement of State financia)l units in ‘the
The

te-foreign industrial joint ventures,
State-

considerations.

Lestly, the remaining comrany in the duay Sildencepeey
as !

€gory was an
company, the game

T, are expected

Arab-European one. As in the case of the purely Arap
.ra —_
disadvantages resulting from not having a 1local partne

to apply for a non-Egyptian joint venture.
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77 - IRIPLE ALLIANCES

The sanple included 35 cases of “ripleWay meis among dif
g different

revealed through ap

. - This category included
13 conpenies in all of which the private sector was the only comm
on

olemerts. The vigour of the private sector o Bast

oxapination of the triple, or more, category.

element.

Private—State—-Arab

The important mediatory and catalytic role of the private
sector in bringing together State and Arab capital is exemplified by the fact
that while State participation with Arab capital was limited to three
cases (where the State share was paid by two Governorates and two con-
struction and agricultural companies) 11 instances of private-State-
Arab alliances were included with a more diversified role played by
State banks, insurance, ccntracting and tourism companies. On the
other hand, the number of private-Arab dual alliances, 35, was much
higher than that of private-State-Arab. The importance of the private 3
sector's mediatory role is further emphasized by its relatively low
capital contribution. The share of State capital was highest among
the three elements in six out of 11 cases, Arab in four and private

in only one case in which part of its contribution was to be paid

through general subscription.

i i ffered
The participation of private and State sub-categories di

: : ti-
fron that of their dual alliances with Arab capital. Major State per

i ; 1 . ! S Bnd ban—l:s'

: in thes
"1y o public sector industrial companies took part ir
d the second for E

One of them was for the production of mineral water an :
f“r“iture. 7
n with Arab capital in dual

While State capital participatio .4 by 2 governo-

as jm' e 'l l.s S
1 55 Wher et
w ted ‘to C&SQS s T 7 l‘p_.

d by State
On the

Taf :
€S ang » construction and agricultural companies, ;
role was play

E'!S'

Argh 4. . S0
> triple alliance, a much more diver51f1ed

bar;ks rism compani

(35) was much
(11). The

] ; tou
' Nsurance companies, contracting and

_Arab dual alliances

other

- DEnd, 4y number of private
lghEr

al
than that of private-State-Arab tripie

liances
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gectoral picture also varieq considerabyy, ¥hile j,
. . ri .
dual alliances 11 oud of 35 joint Ventures 4 Private Arap

gector, none were found in the Priave

individuals remained to play & major role j
However, unlike dual alliances, insurance
funds came second to individuals in frequ
indicated in Table 7, 1In addi"cion,private companieg included Lay
43 ones, played a more important role than in dua) allianceg,

TABLE 7

LOCAL ALLIES SUB-CATEGORIES OF ARAB CAPITAL IN
STATE-PRIVATE-ARAB TRIPLE ALLIANCES

PRIVATE SUB- STATE SUB-CATEGORIES
CATEGORIES INSURANCE

——  COMPANI&ES BANKS CONTRACTING INDUSTRIAL TOURISM OTHERS TOTAL

Private

Companies 2 1 1 1 1 1 7
Funds of State

unitg 2 3 1 = 1 1
Indivigyaig 6 6 1 2 1 2 18
Politicay 1

Figures 1 - = = = -

= 4 34
ToTAL, 11 10 3 3 <
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private-State=RuUrOpeal

Eight cases of triple private-state

_Europe an CEPi tal
nce were registered.

) These inc
J1lia luded foyr Companies ip e

industrial sector and four in non-industrial areas., The gha f
. re o

wcalcapital was higher in 6 cases, equal to 50%

’ 1N one and Jless
than 50% in one. The sub-sector

al picture shows that the private

' itional major share : i1l oo il
gector's traditio J reholder, i.e., individuals, was

replaced by private compenies and banks, including & large number
of Law 43 ones. The most significant result of the sub-sectoral
exanination of state shareholders is the unprecedented high frequency

of public sector industrial companies involvement (see Table BRI

PRIVATE SUB- STATE SUB-CATEGORIES
CATEGORIES Insurance Co's Banks Contracting Industrial Tourism Others Total

Private
Companies 1 2 1 2 d 2 2 i

Funds of State
Units . = - = 5 v

Political
Figures £, = - =

Individuals = = 1 2 5
Others

TOTAL 1 2 3

- —————————
e — ———————

: t routes of
The four industrial companies jllustrate differen : e
the : ; the econmomiC O ;

types of industrialisation taking place it del of colla-

The ¢4 :
hei&rst tWo of these companies represent & guccessful | o

capital for the gatisfac |
n

tution goods.

nyestia Ready=

borats )

fatlmlamong private, State and forelg

0 )
the local market's needs of high qualit

he ;
8pita) of the "International Shoes Company
] and 1.

y import subst:

n and the

the European

i 7 mill
e &Hments - VESTIACO" was equal to US§ 2.

|

tivey 1 to 75% and ﬂ

Wiks T ; re was equé ht l

to 25g B e, 100 Ltinete ootor capacity Yoo e tion L

toeeth. In both cases, industrial pubiiCRs know-ho¥- Thie ol ;‘
er

¥ith private banks' money &nd western
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wasfacilitated by the presence of important figures, 1
0 n the

"EEthian Business

“hﬁeﬂmtionalshoaaCompanyu, the president o

jesociation = EBA" participated as a shareholder wy

caseé;,
a sized cases are ex
The two 8VeTage amples of "non-zero—gyp"

a11iances, through which high quality, or nNew, goods are produced f
or

g vast pmarket without liquidating the already existing firms

triple

.The third example was that of the Uit s o Natioon e
ny

for Ready-Made Garments". Although this company alsc combines private,
state and European capital, the sub-categorieal composition points to a
gignificant variation from the previous pattern. This US$ 4.2 million
compeny brought together five State sector units including three public
sector banks, one insurance company and the Suez Canal Authority together
with seven private sector units and one European entity. The seven

private sector shareholders included five established through the majority
participation of State capital (The National Bank for Development, The
Suez Canal Bank, the Mohandes Bank, the Mokandes Insurance Company and

the Arab Contractors for Investment). The common factor in these compa-
nies and in the location of the project is Osman. This example illus- i
trates the strength of a major wing of the local bourgoisie, Osman's ,

whose power stems from the dual relationship with the public and private

sectors, This power was manifested in the relatively high capital compo-
private companies as well

nent of the company, its distribution among several 5
"Popular Development

8 the ability to involve State financial tmits in the

j i ic sector
Projects and the final distribution of its products in public s

i ion of ;
Tetail outlets. This example also illustrates Osman's conceptio |

: : : ich the private | &
the division of labour under the econmomic opening 1n which B - {

e et |
s : ialisation while St@ |
®Ctor is to play the leading role in industrialiss ector ‘

] . rivate 8
eCMMmic actiVitieS be limited to the areas in whlch.the D.
Tefraing from investing like infrastructural works.

rial triple

indust
The last case of private-State—Europeas : jalisation under
Tlimme Presents a third variant of potentiel e t
Ay ther
43, " prought to€° ngeneral

the public 86t f
tion

he British |
The "Chloride Egypt Company
T Group Ltd.,Barclays Bank Ltd.,

Y for Batteries" and the private

nypiversity Educe

ik
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gnioment Fund”. The company's capital, usgp,g milli
’ on,

anong all triple, or more, industria}] companies 18 the highest

Ihis i3} allso the

8 higher thap 506

it is a case wh

_ ere a public ge

industrial firm completely closed down.Eart of the employees of tp i
S O e

sector wet-cells

only C&SE in which the share of European carital wa

of total capital. More importantly,

publiC

firm were transferred to the pey project and
others to the public sector dry-cells firm belonging to the "General
Company for Batteries". Such an extreme case was made possible by

the pooT performance of the public sector firm and the political influ-

ence of a public figure who represented the foreign company in the new

venture and later became Hinister of Industry. The three models of
private-State-European industrial alliances illustrate the variety

of forms of industrialisation made possible under the economic opening
policy. Aggregate figures, however, suggest that the first two

reyresent a common pattern while the last represents an exception.

The remaining private, State and foreign capital triple
alliances included two small contracting and consulting companies
with the U.S., and a US$ 10 million bank. The bank was establisked ;
by public sector banks and one insurance company, five Korean banks

and a former Minister of the Economy paying a nominal share.

Prlvate-Arab—European

i i included
The category of Private-Arab-European triple alliances 1l

: ] share
®1ght companies, It represents the only category wWhere s higher

: 1 was hig
¥3S in most cases less than 50%. The share of private capies

T QLU L1 C R
than 50% ip 3 cases, equal to 50% in one and less then 50%

. equal to 50%
Share of Argp capital was higher than SR Tn 2 e O; in only one
| i
' one case while that of European capital &2 eq?al &
e individuals and

private,

: . : wer
Private Sector's major contributors

Inclngs
Ng Law 43 companies.

(¢}

The remaining five triple slMENSE TWU0 . .ng one privates iﬁ

= ; -U.S5.- o s i

Arab-u.s, companies, two pEiies reholders were individuale
a

Uy . i
ODEan-.U'S. In all cases, the prlvate Sh g'z




is

. three out of the five cases,
1

a potential model fcr manufacturing a pey product

v Cassette tapes 4
inis case, through the collaboration of Arab capi pes in

tal, Wester: techn
and local partners with access to the market. ology,

It - QUADRIPLE OR MORE ALLIANCES

The sample included 8 cases where more than 3 partners participated
in the establishment of a Law 43 company. These included a variety
of combinations, Six cases witnessed the collaboration of local
State and privafe capital with other Arab and foreign investors

(See Appendix II ) .

The share of local capital was higher than 50% in 4 out of these 6
cases, equal to 50% in one and less than 50% in one. The share of i
State carital was higher than that of private capital in 4 out of
the 6 ceses, including the 2 industrial companies. In both cases,

the State share was paid by public sector industrial companies.
Hajor State partners were banks, 'Others’ entities and industrial
‘olpanies in industrial ventures.Private Sector participationwas
dominateq by individuals, followed by private companies.

: 5
In one of the remaining two Private—-Arab-European-U.S. alliance

i : : both
forelgn Companies collaborated with polit1ca1 figures from
ted with

Beypt ang Saudi Arabia, In the second,individuals pABUICEES

oreign Companies.
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coNCLUSION

! he moS t S tI :' i g . ' i a'mple i S tlle d i t

ed in 163 out of 200 companies; 31 fully owned Private sectg

T companies,
g9 in the dual alliance category,

35 in the triple and 8 ip the quadriple,
g (1.8, 91%’ 72.3%, 100% and 100% of all cases in each category
’

reSpectively) .

Several private sector sub-categories played roles that differed from

one sector to another and from one partner to the other,

In fully private and private-Arab companies, the major private Egyptian

shareholders were individuals and in many cases one family. These companies ;
were primarily concertrated in non-industrial areas, mainly contracting and ;
services, where primitive forms of management prevail and where little ;
. know-how is required. i

Impressionistic data suggests that most local partmers of private-

Arab joint ventures came from the reservoir of Egyptians in the Gulf, whether

on temporary or permanent bases.

In dual alliances with European, U.S. and 'Others’ CEPLIE L

i i t role.
‘ompanies, including Law 43 companies, played a more THportED

; 5 trial areas, '
The establishment of Law 43 ccmpanies, even in non idvs b

. : the 1960s

returneq to the private sector the confidence it lost during e
; : . A common examp

d increaseg its acquaintance with the market. y which would

one of establishing a purely private Law 43 inves

tment compéan ;
nd later get involved 1D

th : jviti a
*0 take part in trade and services activities and lastly indulge

stitution,

Biﬂlple ind : ; . import sub
ustrial projects, primarily 1mP jal joint venturese

in i
"8 complex forms of private—foreign indusits
L]
for Tnvestment'.

]
One €xample is that of the "Arab Contractor tors - Osman

nAyab Contrac
the new company

agaembly

Thi
® COmpany yas egtablished in 1978 by the
*d Osman — 4,0 v gnd its employees Fund:

t [vate
K part ¥ith a small share in 8 State-private

and % mott
manufaCturing of building supplies with its
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. another State-private-Arab agricultural com
and 10

Pany with g higher
d without the participation of the A.C.cC.
n

Later, in 19gp, the
Played an important role in the
nArab c

plishment of a purely private clay-brickg company. Lastly, in

i

“a the Company took part in the "Ismajijjga Ready-Mage
1 X

19811,State, private and European capita],

wit

share &

ntractors for Investment"
0

Garmentg" company

FY 1981/82 the "Arap

ablishing several
trial projects including aluminum products and metallic sealfold-
industri

By
ctors for Investment” had participated ip est
Contra

S T T ——

S > 17
and formwork without the participation of the A.C.cC.
ing

LB

With respect to dual alliances with Fmte capital, a major
ivate shareholder was those entities on the borderline of public-
priva

ivate like employees, pensions and insurance funds of State enter-
priva

T AN T

prises,

!
The upper management echelons of these para-statal units en:ouraged
a new business oriented approech of their institu?ioni and empioyie:;
This category includes several diverse entities 11]fe Al—AhrimAuiho-
Institution and its employees insurance fund, the 'Suez-C:a e - |
I‘ity.and its employees fund and the Arab Contractors Company |
insurance fund 1= )

3 15 iT mother i
Al 3 e links with thei |
lhm@h these are considered private, their clos

&
3 Companies tq State-private alliences.

te units,
: ndividuals and Sta
Yo immedjiate personal links exist between individu

the way they exist with foreign capital.

in the formu-
ivate sector 1n
The Dediating and catalytic role of the priva

; nd forei

lation of triple between State & e
- gector iI

he private ivate or

portant role played by *t isolated islands of I’J""iv 5
Vi The magnitude of

gn capital
y Or more, alliances,
lndicates thG im

|

S ian economy.
: .lvate‘fc’reign sectors in the Fgyptian €
thls I'Ole i

that fecsy
of S 1llustrated in Table 9  whic foressl

formations, and not onl

e seen State an
the Metanceg of collaboration between o |



Juded the local private sector.
inc ‘

the type of sub-categories of prij
to :

411 cases, however, pointed to the g

rivate sector in the establishment of tripye 8llianceg

TABLE -9

STATE CAPITAL ALLIANCES WITH ARAB AND FoRmrcy CAPITAL
INCLUDING AND EXCLUDING THE LOCAL PRIVATE

SECTOR
TYPE OF ALLIANCE EXCLUDING LOCAL INCLUDING LOCAL 1 /2
PRIVATE SECTOR PRIVATE SECTOR i
(1) (2)

State-Arab 3 20 13
State-European 12 26 3145 E
State-U.S. & 6 50 ,
State-'0Others! = 1 ;

Total 113] 53 33.9 |

The proscess of participation of local State and private capital in
triple, or more, alliances ensured a majority of shares for the national
Side and combined their resources to increase their bargaining power vis-
gwisforeign capital. On the private side, it provided more practical
“fantees against nationalization. On the foreign side, it provided a
fore flexible approach and more appropriate atmosphere as opposed to the

1 t3 : Tohi ntures.
Politicay and social tension accompanying State-foreign joint ve

: : ehicle for
The tvclvement of political figures was an important v

Shorte s ‘ : ublic sector.
*ering the lengthy process of decision-making in the P

: ial regulations,
e 'nstances, especially those of units with specis

1 isite.

mepmmr ®NJjoyed by board charmen was a sufficient preredd :

cepi a majority o

she Ingeneral, State capital was more keen on keeping gector. (

S G the netioney gi’e than was the local private s A0

: | . velopment, ;

= Oang 44 it

e king and from the nature i it |
Clision-ma

2

. i de
ﬂ . This results from historical
‘wchanisms of de

nq




TABLE 10

SHARES OF STATE GApy

79

LAL IN DUAL AvL7ances
SHARE OF STATE CAPITAL
T0

<175 OF ALLTANCE MOR%1?Q% LESS ALL¥i§CEs fERCENTAGE
~ ; Allwoss T7g 5

. 4
State-Privete "0 : 3 15 66.6 20
state-Arab = 2 1 3 fustital :
state-Buropean 1 3 12 6606 25
state- U.S. 1 = 3 65.6 =

T0TAL 20 6 7 33 66 % Fon T

TABLE 11 ﬁ

SHARE OF PRIVATE CAPITAL - DUAL ALLIANCES |

e SHARE OF PRIVATE CAPITAL  TOTAL PERCENTAGE
P OF ALLTANCE  MORE 50% 50%  LESS 50% ALLIANCES _1/4 _3/4
(1) (2) (3) (4)
PI‘iVate-Sta te 3 2 10 15 20 66.6
Private_Arap 21 5 9 25 60 25.17
Prlvate—EurODGan 15 14 9 58 394 1mBB:0
Private-U,s. 4 5 5 11 26.4 45.5
Private_others 3 S > 5 60 40
T0T AL 46 >3 35 104 W2 50
It - : d by
Ir RS o ta; major ally was local private sector fallowe -
OPf:an - the case W
= CEPI Al , In the industriql sector, however, : e of
“Tseq ; 3 cases while

~Arab alliances were limited to

“Private-frab alliances amounted tO

11,
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The general reliance of State capital on the private o &
ctor in the

Wation of triple alliances was particularly grmpgniit N
(=)
e of any State-Arab-European ventures,

form
absenc
Major state capital sub-categories were Primarily banks and i
: . 3 nsurance
companies in the case of alliance with private capital and industrial

companies in the case of European and U.S. capital,

Competition facing the industrial public sector did not only result
fron private-Arab or private-foreign joint ventures, but also from State-

private and State-foreign joint ventures.

In the industrial sector, new enterprises were established through
State non-industrial companies and foreign partners, as in the case of

State-European and State-U.S. projects.

This Chapter illustrated the degree of heterogeneity of both
the private and public sectors which have, until the end of 1982
been the major actors in Law 43 projects. It also illustrated the

resulting complexity of interaction among their different sub-categories,

Wether including or excluding foreign capital. While the boundaries of

Beypt's economic developmert are set by the constraints of the interna-
tonal division of labour, its internal socio-economic transformations
#T¢ governed by a more complex pattern of interaction between local

81d foreign forces, During the period 1974-

: e e
elements iy Egypt's class structure, the State and the local b_ourg:c‘;;rn.h__ %

Played the major rcle in determining the specific pabietie

1982, the most deeply rooted |

B e

i
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END NOTES
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1)538 Appendix one on Methodology,

2)599 Appendix two:  Sample description

3)Share]'.olclers were divided into four Sub-categories:
Category 'A for Cepital share equal to or ab- T
Category 'B' between 100,001 angd 999,999 e i o
Category 'C' betweern 10,001 and 99,999, and
Category 'D' less than or equal to 10,000.

4)A1th0ugh the Arab Contractors and the Suez Canal Authority are State

entities, their employees and pensions funds are considered
private.

S)The Middle East Observer, June 9, 1983,

6)0ther instances of collaboration between two elements, involving

a third, or more, partners will be discussed under triple, :
quadruple, or more categories. E
i

The Arab Contractors

This category includes Governorates, ministries and other adminis-
trative governmental bodies.

& 0ld friend of Osman, Likma fled out of Bgypt during the massive
arrests of the Moslem Brothers in 1954, and returned ho?i
only after Sadat's assumption of power. See. Osmern ORLCan
Pp, 364-371.

i : "The Saudi
Among companies established by Osman outside Egypt are 0, b B0aTs
Contractos, 0.A.0. and Co.", "Kuwait Engineering =

" 5 (D G2 Co.", and in
"Libyan Contracting & Reconstruction Ojﬁcol‘di“g to Osman,

Abu Dhabi "Osman Ahmed Osman & Co.". CoE s e
capital was provided by Arab pariners ;; L B
of the profits for his experience. €
200-201

* June 19835 pe 62

e Egyptian Chronicle, 18.2.,80, and South,
1;)
T} , .
® Bgyptian Chronicle, 26.1.78




'5)The Egyptien Chronicle, 6.7.78

14). _t1y members of the ruling famil
Mostly for foreign firms or 8Omey(s;omerchamts.t worki

vernment Offic‘ng as agentg

lals

5) cording to the classification of ap Arth :
Ac an enterprise with capita)l up to EEI' ];E)OLéggle s;cudy,
employees is considered a small scale e:’lter g;s OZEOO)
See D. Little, Arthur, Review & Evaluation Io)f Se llSE
Scale Enterprises in Egypt, 1982, p.1I-17. pa

16)

,The agricultural company, classified as such by the Investment
Authority, was also to be involved in some manufacturing
activities, like the production of sugar in addition to
agriculture. The U.S. partner to the Coca-Cola Company

(The Egyptian Chronicle 23.5,78).

\
"he Bgyptian Chronicle, 21.9.78, 4.10.79, 28.2.80, and 7.9.81
and the Arab Contractors Company Annual Report 1981/82.

1'8)’11he Egyptian Chronicle, 21.9.78, 15.4.78, 26.9.81 and 23,10.80.

19)

For an analysis of decision-making in the public sectoz; se;:
ALI EL SALMI, Public Sector Managemegt: An Analys.ls o}
Decision Making and Employment Policies and Practices
in Egypt, ILO, 1983.




83

CONCLUSION

_——_—
————m

A CONCEPTUAL REPRISE

The 1974-1982 period was one of rapid Socio-economic tr
. ans-—

forpation. It was primarily one of restructuring relations among the
state, Private and Foreign capital, in a semi-periphery, for potential
future successful dependent development. For the centre,

the purpose

vas integrating Egypt in the world capitalist system. Although direct
investment is an essential component of the modern world division of
labour, the main tools employed during the 1974-1982 period were aid

and trade with direct investment playing a relatively minor role.

Within the semi-periphery, the main job was one of creating a lucrative
investment climate via adjusting the relations between a multi-factorial

local bourgoisie and a heterogenous public sector. ;

The period under review was described by many studies as being
ore of transition and so was the earlier period of 1967-1973. The
socio-eccnomic implication is that because social formations and coa-

litions took place under changing domestic and regional conditions,

#here different modes of production co-existed, the crystallization G

: : i hese
classes and production relations in line with classic notions of t

_ ' ass ana-
TTDS were not fully realized. For this reason, & classic el

; ired.
lysis of Egypt's political economy would leave much to be desir

: " ific

T o e e T nDependentlstasu on speci s
. 1 tools
S1tuationg of dependency" provided us with AL EORED

: dency works were
Bnalyslng the Egyptlan case.1) Although some depen Yy

icity and attempting

. e i specif
Ot depriving local societies of il ollcl T thesearens

iy ; the Wwh
JmErstand the part through an analysis of i analysts rather

X . ar
tJaNy 8 result of an oversimplification on the P proack The
a -0
hmlbeing S et Con o ctHoR the dependency hpfor the purpose
ot |, approac
alu&ble contribution of the dOPBndOnCy ,.wh(_]_oneﬁs" of the

the
owranalysis was the importance attached 5

L




tional economic divisi
ision of
of lab
or.

interna
The re
lati :
onship between

exwrnmland internal forces is ge
O en n
0,88 fo .
rm
ing a complex whol
e

: tructural 1i
Whose S links are not based on mer
+ion and coerci € ex
tati on, but are rooted in . ternal forms 5
petween local dominant classes and coincidences of ipt exploi-
nd internatj nterests
other side, are chal ational
d . ; lenged by local dominant CHEs,Rands Honfihe
gtudents O contempor e groups
e porary Egyptian political eco Ps and c1asseg.3)
on assigning respecti : nomy wi :
d pective weights to internal and YRy Gheee
isagree as to whether . nd extern
Qur disa : one 1s a dependent or an j al factors and
ur disagreement with their line of thought i independent variable 4)
assessment of th : g0t 18 not on :
‘ecti e results reached, but primaril R
rejection of the possibili Y on a meth .
Qur analysi 5 ibility of separating internal and s
is, on the and ext
ways ext | other hand, attempted to throw ErteEte crons:
ys external factors are interwoven with i some light on "the
ith interral ones" 5)

g n - n

A
factors, parti
1C i
ular emphasis must be laid on a numb f3
er of issues

i
T
[
¢
|
|

Among these i
is th :
. at the interest of the centre in semi-peripheral
es not a : : i L&
e utomatically imply the immediate flow of large scale
e
nt. The centre's strategy is global and the ultimate

goal is to kee
1 et
p long term opportunities available. Moreover, Egypt's
region required
jed to Latin

h an additional

geographi . :
anadaI‘tlc location and historical role in the Arab
ptation :
of the triple alliance model which is appl

America :

source chzzzzz:js;h The Arab element provides Bgypt Vit

antly, the lower ;evough 1é0k1ng the know-how component. More import-
el of industrial capacity of Arab societ

provide Egypt with &

Egypt's ability

jes and

their
geographi
phic and cultural proximity, n unusual

oprortunit
y for expanding its manufactured exports.

be a mjaor factor for realis

to Fla
lay this "sub-i
is "sub-imperialist" role, would

ing sSuce
succe

ssful dependent development.
omestic and regional characteristics

Oy .
erlooking the distinctive d
odels of divisio

n of laboule

Of Egy

Pt con
uld lead to oversimplistic It
£ givision of

al structure 0
rate sectors
the State spec

ECQOT a
dlng t . :
0 Wilber and Weaver, the typic

labg,,
T iny
olves the existence of three sepé

where MNCs,
jalizes iD

OMingt
et
he durable consumer g00d4s8 pectors




rdised intermediate produc
ts while 1
ocal

atanda
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Jeft to produce non durable traditionaj c Private capita) is
onsume

Ti-perj
Peripheral gocje-

. rmula ignore
mnversal fo s the specifitj
itieg
of se

ties and the politics of bergaininp
€ among State

3

According to Evans’ the
particulgr
pattern

. determined through th Lo
b g e bargalnlng Process in whj h
1ch State i
» Private ang
to each of them.These

. : ni A
rically determined and whose relative weights vo A cally and histo-
Ty from one e .
conomic

foreign capital make use of the 1]e
verages availg
ble

leverages include a number of factors that
are teck

sector to the other. In case of State power, a distj i

pade betweer its role internationally and domesticalinctlon must be
linkingvthe process of a peaceful settlement with Ier;1 For Egypt,
relations with the West, coupled with an Arab R to econ?mic
weakening the State's bargaining power vis-3-vis the ;Xt:ulted =
especially at times of domestic social unrest. Although tizlszorld
arparatus enjoys a relatively high degree of automomy under de at:
development, in comparison with earlier periods of classic depiiiei:t
Evans' argument that "...dependent development is associated Qith =

strengthenin f i i
g of strong States in the seml—periphery"8 cannot be

accert . F 2
accerted as a gereral principle as is evidenced by the case of Egypt

I
|
r
1
[}
%

Domestically, the State hes remained to be the strongest
actor i i i ti
or in moulding the political economy of Egypt. This primarily
TES ! : %
ults from the heterogeneity of the local bourgoisie and the,

sore t i :
imes, conflicting interests of its different wings, where none
9) The State, which did

p had been

ha
d a power stronger than that of the State.
not y ;

represent the interests of a particuler class or grou
These groups withih

an a
rena of struggle among conflicting groups.
ket and

the
State apparatus, were gradually unified by a growing mar

Tof 3 q ) .
FOTLt orientation and a gradual abandonemert of & comprehensive
such a process leads
v to "State

deve]
orment strategy. According to Evans, FORTIE

tra :
sformation of the State apparatus from nState bureaucracy

bo“rgoisie"_1o)

The main leverage of the local pourgoisie, on the other hand,

This process pegan to take

1&}1 , ;
mi-prlmar]ly in its relation tc the State.
l . 3 .
Nstitutionalized form through the experience of Po

ade :
OPted by the ruli oxperience resulted if
e ling NDP, This expe
0
Vement of Dus e s cnelin pari? activities which indi

4

pular Development

the gradual
cates a shif?®




ty of army officers a
andloyal : re replacegd b
y €Cono

reuﬁion vetween the local bourgoisie and Ar mic Power, Mhe
ab by

a m8jor jeverage for attracting Aradp g Sinessmen wag mile
to Egy

a1though the heterogeneity of the bourgoiss; Pt. Lastly,
g0lsie led to it
pol S

gources of income and several contacts with £
oreign :
capi

jtical weakmess, it provided its Qi ifere e relative
actions y

ith diverse

ort gctivities and foreign company representat: tal through export/
lons,

imp
incre
yhich, in turn, provided it w

ased access to the local market on behalf of x These activities
€ private sect
or

ith an
edge over other elements for fut
uture

collaboration with foreign companies in joint ventu
s res. A
tage of the local bourgoisie was its skill in commercial el
lal operations tha
t

facilitated the integration of its own or joint project
cts into the market

For Arab capital, the main leverage was its close tj
. : : les wi
Egyptian businessmen in addition to its cultural acquainta "
nce with the

local market.

L : 3 :
astly, foreign capital's main leveral lay, contrary to Evan's
assertion, 1in 4ts relation with the mother country. According to

E n 3 :

vans, "There is no longer a single hegemonic power standing behind

1)

element is of greater importance than in the case of Latin America.

Threi : ) :
ign capital." However, in the case of Egypt, the political :

U.S. economic involvement in Egypt was in close association
with i - :
the American involvement in Middle East peace negotiations.

In s Swoe : ;
pecific instances, the main leverage of foreign capital lay in its

a : .
ccess to intangible capital and trademarks.

Arab and private

Under Law 43 projects for direct foreign,
een dominant,

iny : v r
estment, Finance and Service activities have SO far b
jects. State

ac .3
counting for more than twice the share of industrial pro
, followed

- :
Fital concentrated its investments in the industrial sector

capitel played g .complementary

by fi
nance and services while private

Tole : :
by leying primary emphasis on finance and services and secondary

em )
rhasis op industry.

Aray . : 1
célital devoted the biggest share of its 1

o investment companiés.
e jndustrial gector

C tOI‘-

e Finance

ital

nvestment to th
o ropean C&fp
TVices sector, mainly t e

dire
wh'CtEd move than half of it invesimentaliofis :
i 8
'€ American capital played the leading ~ole in the eervices




g the types of alliance i
elem

£ alliances was private capi .
0 apital whose various - ent in all types
—-Categori

e roles in all t :
ypes of alliances, €8 played

5 . . Private_
played & major role in industrial ventures bpines State joint ventures
s with different Tinging together privat

e

divers

companie
pﬂvatefpublic borderline.

State unit
8 and a number of entiti
€s on the

With Arab
and forei
S : €N capi
of joint ventures were 1in the contracting and pital, the majori ty
Services sect
or.

mfls were the major ally with Arab capital while indivj Tndivis
private companies were the major allies with fore.lndlvlduals and
sector industrial companies played an important 1gn cépital. Public
capital in the establishment of industrial jointTOIe.WIth foreign
capital, the role of the State was limited to goVZZZiZCZS; o
in non-in : e ntal bodie

3 prin:it::iinc:1v1tlesﬁ Of particular importance was the roje of

| | s a mediator in all triple, or more, allia
involving State, Arab and Foreign capital. In this IESp;ct pr?:::e

sector hete i
rogeneity acted as a leverage in utilizing and combini
ing

re i
sources available to other elements

Each i
of the State, Private and Foreign actors enjoy & number of

unutilized le
verages. The State's unfavorable diplomatic relations with

the Arab worl :
d deprive the country of large gcale Arab investments, and

the possible i
ible involvement of foreign capital/know—how. The attempts

ourgoisie at creating its own
is expected to provide it

ystallized in the forma-

of the 4dj
e ifferent factions of the local D
nifj :

ed authentic organizational structures

Vith additi
additional leverages. Its efforts which cr

tiOn of

th : .

he Egyptian Business Association and 1its sectoral and geogra=
private gsector's

s and facilitating
Due

pth comm a

. ittees,would lead to increasing the local
clve :

rent in the economic decision-making proces

its paptioes ;
Participation with Arab and foreign capital in I
b capital is still

Lastly, foreign
kets in

ew projects.

1o the
unfavorable diplomatic ties with EGYPE: Ara

b ed
o of the full backing of its governments.
ita) ‘
Pr has not yet made use of its accoss) holfoTelEn mar
: y due to unstahble regional

omoti
i ng exjort-oriented projects primaril
‘*“dltions,

od was one of restructuring the

To um up, the 1974-1982 per?
ul dependent

Bo-.
“Biitig
: evelopment.
economy for potential puccessf 8 ;
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The process of division of labor is far frop being complete. mpe
nost important change of the period was the transformation of rela-
¢ionships between different State ang private entities which provided
, more favorable climate for Arab ang foreign capitaj . The concern

of external forces, on the other hand, has been Primarily one of
eeping the door open for foreign investment ang Supporting the insti-
tutional and structural changes through a number of channels mainly
aid, trade and foreign investment. Regional ang international factors
provided special resources, the availability of which has facilitated

the process of transformation.
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1)395 GABRIEL PALMA OP.Citoy for a conce

tu :
dependency approach. Ptual analysis of the

Z)TONY SMITH "The Underdevelopment of Deve
The Case of Derendency Theory",
ppie 257=259

lopment Literature,
World Folitics 1979,

3)sgRNANDO HENRIQUE CARDOSO and EZNO FALETTO, Dependency and
Development in Latin America. University of Cals ;
Press 1979, p. xvi. y alifornia

4)See for example the Studies on the economic opening in
GOUBA ABDEL KHALEK (ed) 1982 op.cit. An analysis of
the transformation to the economic opening and subsequent
socio-economic developments is provided in two studies.
The first by I.EL EISAWY is a study of the internal forces
that led to the economic opening while the second article
by G. AMIN is devoted to an analysis of the external factors.
Both writers admit the existence of internal and external
factors, but each one concentrates his analysis on ore
set of factors to which he assigned the determining role
in the socio-economic transformation.
Also see FOUAD MORSY, 1975, op.cit. pp.138-139, for an
oversimplistic explanation of the relationship between
internal and external forces.

5)
CARDOSO, op.cit., p. 15

6)
EVANS, pp. 218,219

7) ndency: Income
Development ard
P 126.

CHARLES K. WILBER and H. WEAVER, Patterns:of Depe

Distribution and the History of Economy of o
Underdevelopment. Random House, New York, 1973,

8)
BVANS, vp. cit., p.11

b . 1 lisml See

Or an :nalysis of State power under perg;hel_"ai Czg)lngitalism in
H.UZL ALAVI, State and Class Under Pe-_z[‘lgriguctioﬁ i
H/Cf ALAVI and TEODOR SRANIN (eds), IREXOGURrrs ioien Prese

‘he Sociology of Develoring Societies, e

Ltc., 1982, p. 291.
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ANNEX I
OFFICIAL FIGURES PARTICIPATION Ty
LAW 43 PROJECTS
Company's T :
?apﬁtil 7 Beyptian Official's
Post : = = Share Share
% LE
1) Former Prime Minister 2,100,000 19 20,000
: 3,500,000 5 175,000
2 3,500,000 17 14,000
B,OOO, 000 79 1,000
1,500,000 40 20,000
2) Former Prime Minister 700,000 50 3,500
7) Former Minister of
Economic Cooperation 700,000 50 3,500
4) Former Minister of
Finance 7,00C, 000 51 35,000
5) Former Minister 724,000 25 45,250
10,600,000 51 50,000
6) Former Minister 7,000,000 100 =
7) Former P.A. Delegate 2,800,000 41.1
8) Former Minister of E
3 20,000
Irrigation 10,000, 000 51 !
9) Forper Minister of
State for Arab 80,00C

Affairs 2,800,000 30

1,6.78,
16.5.78, 14.8.78, 21,
19.3.80, 27.3.80, 8.6.81,

SOURCE
URCE: —The Egyptian Chronicle : 9,2.78,
Gol2aiieh Zonlatleh 2ol oely ZilosEY%

10,2.82. o for example:
-List does not include officials famlélssé gg? :
Marei 14.4.80 and E1l Sawy 4'2'806?nnohémed 7aki Shafel

1. Abdel Aziz Higazy 7) Anrouallah Ballggt+a
Aziz Sidky g) Abdel Azim Abul Att

Taher Amin Hassan 9) Ashraf Marwan
. Ahmed Abu Ismail
. Mohamed Abdallah Marzab&n

Ul A~ W




APPENDIX Tome

ﬂﬂﬁQDQLQQX

A random sample of 200 Law 43 Companies wag dr
awn from

_ .t issues of 'The Official Gazette!
gifferen and 'The Egyptian Chroni-

i covering the period 1974-1982,

3 These include articles of

incorporation e oc companies;. bhe company name, tota] equit
¥

qmount deposited in banks, names and nationality ang amounts paid
py shareholders, indicetion of general subscription or in king pay-

pent in addition to other legal articles.

This information enabled us to punch the following infor-
pation on computer cards:

= Sector of Activity
- Company names
- Equity in dollars¥*
- Percentage shares of public, private, Arab, European,
U.S. and 'Others' capital
- Number of shareholders
- Payment in kind
- General §ubscription
- Type of bank where part of the capital is deposited
~ State capital sub-divisions:
« Financial units
. Industrigl units
. Housing tnits
« Tourism units
. Governorates
« Others
- Private capital sub-divisions:
» Individuals
» Political figures

» Syndicates
.o ig the rate }
= 0170’ Thls 19 am le ¥
1medj_n8 to an exchange rate of US: La; 22, companies. S5e® for examp
¥he p,. Tticles of incorporation 0 :
5 Egyptiﬁn Chronicle'. 24.4.80 and 23.10.80

"i'

*
Accordi




; Y—_OWNED B .
COMPANIES FULL Y ONE ELEMENT

{ - Private Sector

Investment

Banking

Tourism

Agriculture
Industry
Food

Chemical

Building Materials

Contracting

2 - Public Sector
Investment
Contracting

3 ~ Arab

Investment

APPENDIX 11~

Capital (Us$ 0oo)
714

2,875

2,857

1,000
714

2,143

2,143

2,143

2,143

1,143

2,857
3,000

536

1,429
571
450

S0

1,250
257
1,093

2,143
1,429
571
1,143
2,000
714
1,024
1,429
1,429
16,428
714

85,714
5,357

2,143




1AL &
g - DUAL ALLIANCES
{ - Public and Private Egyptian Capital
ﬁ‘——_a
Sector Capital Public  Private
US$ 000 % 5% 7
Investment 35,714 76 24
3,000 99 1
2,857 50 50
8,571 83 17
10,714 95 5
6,000 75 25
7,143 80 20
10,163 49 51
Services:
- Health 10,000 95 9
- Agriculture 1,429 15 85
Industrial: g 1
- Textiles 5,100 99 .
~ Food 3,286 12 %
~ Chemical 16,000 50 5
2 : : ) 70 30
Engineering & Mechanical 0.429

40
Building Materials 7,857 60




IIn}
o - Private and Arab Capital
Sector Caps
US$ 000 e Arap
Investment -_—%r_~ L
2,143 o5
2,200 T 2
21143 60 40
Services: 5,000 10 90
Tourism 2,143 69 31
1,500 55 45
1,200 51 49
Transport 15,000 60 40
Consultance 200 55 45
Agriculture 2,214 68 52,
3,431 15 85
Contracting 300 50 50
2,143 51 49
7,143 67 33
286 50 50
2,200 31 69
2,143 51 49
1,429 51 ?8
1,429 90
2,837 50 70
1,157 o1 46
589 2 2
Industrial Focd 1,000 4 22
2,143 32
= 25
Wood working 8,571 17 o
j 6
Building Materials 1,257 28 12
8,571 50 50
714 51 49
4,000 75 25
1,000
95 Z 3
Metallurgical 288




3 - private _and Buropean

Sector

Investment

Banking

Tourism

Transport

Consultancy

Contracting

Industrial:
- Textiles
- Food

~ Chemical

Wood working

Engineerjng & Mechanical

Capital

US$ 000

1,200
2,143
2,143
2,143

286

14,286

10,000
10,000
200

529

286
100
T14

500
286
929
1,000
650
300
1,429
1,429
286
1,429
1,429
2,000
714
5,000
1,429
357
429

1,400
2,200

500
2,857
1,429

1,257
257

286

Private

0

10
51
T2
60
51

51

10
30
50

European

90
49
28
40
49

49

90
70
50




4 - Private and U.S.

Sector

Investment
Services

Contracting

Consultancy

Agriculture
Industrial:

- Food
- Chemical

5 - Private and Others

Sector

Investment
Tourism
Contracting
Metallurgical

6 - Public ard Buropean

Sector
Banking

Services

Contracting
Agriculture

Chemical

in 5
“lgineering & Mechanical

Building Materials

Capital

US$ 000
2,143
1,000

17
286

714

143
786
2,143

590
1,576
1,034

Capital
US$ 000

1,000
1,000

400
1,726

429

Capital
UsS$ 000

10,000
10,000

714
714
1’000

1,600
47,143
3,214

7,857
1,000
2,14
2,14

‘i'

Private

W=, 5

U.s
40 60
- 25 5
o8 42
o1 49
20 50
50 50
75 25
40 60
62 38
13 87
25 1>

Private Others
% %
10 90
70 30
51 49
68 32
25 75

51
50

51
51
79

51
90
49
49

7

40

49
50

49
49
49

49
10
51
51

%5
0
0

Public Europeéan
———T%R———




7 - pPublic_and Arab

Sector

Investment

Agriculture

g - Public and U.S,

Sector

Agricuvlture

Textiles
Food

9 -~ Arab and Eurooean

Sector

Investment

C - TRIPLE ALLIANCES

1 - Public + Private + Arab

Sector

Investment

B&nking
Agriculture
Industry:

= Nyl

wOOd,Working

Wi, (9

Capital _
US$ 00 ST
111763
30,971 28 28
5
3 D05 25 o8
%gﬂiiﬁl Public  U.s,
$ 000 —-7%
10,000 50 %
22,857 80 20
Carital Arab European
US$ 000 z
1,000 50 50
Capital Public Private Arab
Us$ 000 /)
2,857 30 25 g?
301 59 17 2 i
1,429 10 41 0
4,286 61 ?4 2
10,000 73 7 y
6 22
145580 22 26 49
20,000
70 19
2,643 11
T
23
1,000 55 5
30
1,250 40




Wi, 1/
g public + Private + European
Sector Capital pyp1g 3
S HS—Q%‘OG blic  Private European
s
Investment 4,200 82 10 5
Contracting 1,143 25
25 50
) 1,429 B 26 37
Consultancy 1,429 20 7 :
Industry:
_ 4,286 25 66 9
- Chemical 12,857 38 10. 52
29191 49 26 25
3 - Public + Private + U.S,.
Sector Capital Public Private U.S.
Us$ 000 %
Contracting 1,000 30 20 50
Consultancy 286 40 10 50
4 - Public + Private + Others
Sector Capital Public Private Others
US$000 % %
Banking ' 10,000 50 1 49
5 - Private + Arab + European
: : Arab  European
Sector Capital Private ST 7
Us$ 000 %
50
Investment 2,143 25 22 3
3,500 51 é
2 ¢S
Contracting 357 20
: o5 60 15
Agriculture 4,000 60 20
3,000 20
Industrial: 10 30
~ Food 1,575 = 5 3
6,000 2
- 25 50 2
¥ood working 714
6~21Li.‘!iti+ Arab + U.S. e
: Arab —=
. Prlvate 7
Sector Capital %
T Us$ 000 ey 2 13
9
Investment 2,400 ! 2 23
. 25 2
Ngineering & Mechanical 1,092




7 - private + European + U.S,

Sector

ponsultancy

g - Private + U.S. + Others

Sector

Investment

Services

D - QUADRIPLE OR MORE ALLIANCES

Sector Cagital P%%lic

Investment 4,000
2,150
Banking 10,000
Health Care 2,914
Transport 1,000
Agriculture 5,714
Industrial;
- Food 6,650

Mechanical and
Engineering 4,000

Capital Private
Us$ o0 &
229 50
Capital Private
US$ 000 S

2,143 51
T00 51

II- 8

Eﬁzépsgg U.s.

33

U.s

s

8
14

17

Others

41
35

Private Arab European U.S. Others
% % % %
= 30 42 25 3 =
- 50 12 B 1 =
26 34 30 10 - =
29 50 5 6 10 s
40 10 20 30 = =
91 4 2 p) (s 7
35 16 5 44 & E
41 1 8 20 c E
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