VL

Universit
s of Glasgowy

https://theses.gla.ac.uk/

Theses Digitisation:

https://www.gla.ac.uk/myglasgow/research/enlighten/theses/digitisation/

This is a digitised version of the original print thesis.

Copyright and moral rights for this work are retained by the author

A copy can be downloaded for personal non-commercial research or study,
without prior permission or charge

This work cannot be reproduced or quoted extensively from without first
obtaining permission in writing from the author

The content must not be changed in any way or sold commercially in any
format or medium without the formal permission of the author

When referring to this work, full bibliographic details including the author,
title, awarding institution and date of the thesis must be given

Enlighten: Theses
https://theses.qgla.ac.uk/
research-enlighten@glasgow.ac.uk



http://www.gla.ac.uk/myglasgow/research/enlighten/theses/digitisation/
http://www.gla.ac.uk/myglasgow/research/enlighten/theses/digitisation/
http://www.gla.ac.uk/myglasgow/research/enlighten/theses/digitisation/
https://theses.gla.ac.uk/
mailto:research-enlighten@glasgow.ac.uk

AN ARAB BAWK FOR DEVELOPMENT

(Arguments for the Establishment of am Arab Benk for Developmend )

by

AODA  GUECIOUEUR

Iiceneo B3 - Seiences Beonondouns

THES IS

Sutuitted for the Degres of Doctar of Fhilceaphy
to

The University of Glammow

Rescareh conducted in

The Depertment of International keonomic Studles

Facuity of Scceinl Sciences

June 1978



ProQuest Number: 10644304

All rights reserved

INFORMATION TO ALL USERS
The quality of this reproduction isdependent upon the quality of the copy submitted.

In the unlikely event that the author did not send a complete manuscript
and there are missing pages, these will be noted. Also, if material had to be removed,
a note will indicate the deletion.

uesL

ProQuest 10644304

Published by ProQuest LLO (2017). Copyright of the Dissertation is held by the Author.

All rights reserved.
This work is protected against unauthorized copying under Title 17, United States Code
Microform Edition © ProQuest LLO.

ProQuest LLO.

789 East Eisenhower Parkway
P.Q. Box 1346

Ann Arbor, M 48106- 1346






TABLE OF CONTENTS

ACKNGALEDGEMENTS
LIST OF TABLES
ABBREVI ATiOIQS
SUMMARY.

CHAPTER T : TWE RESOURCES CF THE ARAB 'WRLD

SECTION ONHE ¢ THE ARAB WORLD!'S HUNMAN RESOURCES

Section I..1 : The Arab World's Popmlziion “istribution

Section I-2 ¢ TEducation, Pubiic Vealth snd Emnioyment

SECTION T#O : THE NATURAL RESCURCES OF T3 ARAB WORLN

Section II-1 @ Crude Oil and Kitural G=s Recerves In
the Aral Yiorld '

A ¢ Distribution of 0Ll between Arab
Countries
B ¢ Distribution of Natural ros Tatiizen

Arab Countries
Section II-2 : The Arab 01l Levonuus

A ¢ Causes of thz L1l Prize Increases

B : Tmplicatbions ¢f cthe Increased Avab Uil
Revenmies

C

Future Arab 0il Reverues
CONCLUSTION

CHAPTER II : PAYING FCR OTL

INTRODUCTION

*e

THE PROBLEM
SECTION ONE& 0.B.C.n, COUNTRIES' POLICIES TC T OIL
JNDUCED BALANCE CF PAYMENTS DEFICITS :
1974-1977

L1

Section I~ : The Msgnitude of the Oil-induced Palance
' of Payments Neficits : 197,-1077

Section -2 The Slovi-dcvm of omestiec Fconomic

Activity

e

Section I-3 : Use of Cwned International Reserves

Section I~k

Use of Drawinss from the Tnternational
Yonetary ¥und (I,Y.F,)

1h

gia

17

2%

29

35

35

38



TABLE
Sectiogmlzg s
A

B o

C

D ¢

OF CONTENTS (CONTINUED)

Exparding Pxports to OPEC Countries
19741977 46

Aaaustmcnt Process and Prices Nevelopments
in 0.%.C.0, and Arab Countries

Ad justment Process and Exchange Rates
Developments in 0,%.C.D, and Arab
Countries

Ad justment Process and Trade Po]lcy in
the 0.E.C.D, Area

Adjustment Process and Termzg of Trade
Developments in 0,%.C.D, and Arab
Countries

SECTTAON TWC ¢ NCON-OIL DEVELOPING CCUNTRIES' POLICIES TO

THS OIL-TNDUCED BALANCE OF PAYMENTS DEFICITS ‘
1974-1977 . O
Section I1-1 : The Yagnitude of the Qil-Tnduced Balance
of Payments Deficits : 197L=1977 65
Section IT-2 s Use of Owned International Reserves 69
Section I7-2 : Use of Drawings from the Internaticnal
Monetary Fund (I, M,F.) 71
Section 11-h ¢ Non-Cil Developing Countries!
Adjustment Frocess 7e.
SECTION THREE : THE FTINANCING CHANNELS 79

Section ITT-L

Section III-2

..

Financing Process during a Trade Cycle :
- Case of SIlump 79

The Reshufflinz Process a3

A ¢ Ixisting Financing Channels
- International Financial Institutions
- World Banking Centres. ..
B s Newly-created Financing Channels
CONCLUSION &7
CHAPPER ITI : ARAB DOLTARS RUSWUFFLING THROUGH NCN-ARAB
FINANCTAL TINS TITUTIONS
INTRODUCTION : The West German Proposal : The I.I,B. 91
The United States' Proposal - The
Kimsinger Bank 91

The British Proposal : The I.M.F, Cil
Fund 92



TABLE OF CONTENTS {CONTINUED)

SECTION ONE : COMPOSITION OF THE ARAB WORLDYS
INTERNATIONAT, RESERVES

Section I-1 ¢ Comparison of irab and Moa~Arab
Countiies' Tnterastional Reserves

Section I-2
A
B

Section 1-3

Inter-Arsb Ccuniries Compariscn

..

..

Arab Countries' Gold Holdings

Arab Countries' S.D.R., Holdings

(1)

Structure of the Arab 011 Countries!
Foreign ¥xchange Resgrves

SECTION TWO : ARAB DOLLARS RESHUFFLING THRZUGH INTERNATIONAL

FINANCTAL INSTITUTICNS

Section IT--1

Characteristics of the I,v,F, (il
Facility Sohemes .

Access to the I M,F, (1 Facility

ae

Conditionality of the 0il Facility

Interest Babtes Charged

Section IT-2 The Arah ¥World's Conbtrinutlion to

197k and 1975 Qi) Faecalities

Arab World's Weturns T-rived from
their Contribution to the Oil
Faciliby Schemesg

Section II-3

e

SECTION THREE : ARAB DOLLARS RAESWUFFLING TVROQUGH PRIVATHS
INTERNATICNAYL FINANCTAL TNSTITULIONS

Section TTT-1 : Deployment of the Pebrodollars
Surpluses

Role of the Wurocurrsncy Varkets in
Petrodollars Reshuifling .

Section TIT-2

A

»e

Arab Countrics!' Poldings with the
Furocurrency lMarkets

B : The Reshuffling of Arab Countries?
Holding with the Wurccurrency Markets

Q

s

from Eurocurrency lMarkets Reshuffling
of Petrodolliars

-~ Bconomic Nanger

~ Politicsl DNisadvantages

Arab World's Advantages and Disadvantages

96
97
1oL

102
104
104
105

105
106

106
107
111

111

116



=

TABLE OF CONTENTS (CONTINUED)

Secticn 1Ii-3 : The Hole of International. Bond Markets

in Arab Dollars Reshuffling end its

Trplications

A ¢ The Role of the International Bond
Markebs in Reshuffling Arab Dollars

Retums Derived from the International
Bond Markets'! Role in Reshuffling Arab
Dollars

B

.-

SECTION FCUR : ARAB REAL INVESTMENTS IN WESTERN
IRDUSTRIALIZED CCOUNTRINS

Seetion T¥W-l @ Arab Direct Investments in Hestern
Countries.

A Arab Direct Investments in tre United

*»

States
B ¢ Arab Direct Investments in “West Cermany
C : Arab Direct Investments in Grsat Britain
D ¢ Arab Direct Investumenls in Freme
% ¢ Arab Direct Investmerts in Ttaly

Section TV~ : UCauscs of and Returns Derival from Nirect

tovestments in “estern In‘ustrialized

Sountries

CONCLUZION

.

CHAPTER IV : ARAB DOLLADS RFSWUFFLING TWROUGH  4RAB
PINANCTAT,  TNSTITUTICNS

SECTION (iE ¢ TOMRSTIC BAMKING SYSTEYMS OF ARAB COUNTRIES
' AND TWEIR ROLE IN ARAB DOLLARS RESWUFFLING

Section I-]1 : The Ranking System of Arab "Socialist"

Teconomi.es

Section I-2

s

The Banking System of Arab "Free
Economies"

Séction J~3 : Arab Bankineg Systems and Arazb NDollars

-Reshuffling ‘
Importance and Role of Foreign Banks
in the Banking System of Arab "Open'
Economi.es )

A

B : Joint-Ventures Banking Schemes

th-

129

130

134
126

139

142

‘144, -



TABLS

SECTICH 1WO ¢

Secvion YI-1

T R

A

Section Ti-5

a5

SECTION TUREE

Section JIT-L

A

B
C
Sechion ITI-2

DOME

Fal b

4

an

-

.

L1

-

ajr“rg "?‘, \1-
ETLATERAL /

*

.

..

OF CONTENTS (CONTINUED)

STYIC ATLOCATION CF ARAB COIL REVENUW

Tressures in Arab i3 Countries and
Their Consecuerzes
Pressures on Arab Cil

Governments

Countries!

Conseocuences of the Pressures on Arab
01l Countries! Governments

Absorptive Capacity of Spending Capacity
in Avab Cil Cownbr;es

Time Constraints on

Arab 011 Countries

Arab 031 Countries' Iniustbrial ani
fgricultural Policie= .l thelr
Approach to the Trarsfer of

Technologzy Probl em
Agricultural Sectow
Industrial Sector

Approaches to the Piroblem of
of Technology

Transfer

OLTARS RESYWUFFIING
AGENC TNS

TORGTGE A

altt

Lhe
Nevelopment

Rilateral hAgencies other than
Kuwait Fund for Arab “eonomis

The ~tu Dhabi Fund

Development

for apab Weonomice

The Saudi Development »und
Trag) Fand for Bxternsl .Development

The Xuwait Fund for Areb Seconowic

ngelogment

A : Presentation of the X, ®LAED,
B ¢ Performance of the K.F.A.E,D.
Section TIT-3 ¢ Aims and Iimits of the Bilatersl Aid
Funds

2]

an

" Aims and Motives behind
Some Timits +to + h

to the Arz

Aid Funds

157

161

166

167

169

172

&



TABLYL

=

CF CONTENTS (CONTINUED)

-

SECTION FCUR : ARAB ATH THROUGH ARAB ®ILTTLATERAL
AGENCTES

s Section ITV=1

ay
i}
@
[92]
o
=
Q
0]
3}
o
2
~
&
0
it
i
ot
wie
~
—
i}
o
=
in
oy
O

. e e n A a ey

Maltilateral Add Agencies Tor Arab
Countries

A

1. Arab Fund for “eonowlc and Sceiol
Development {AFESD)

2. Specilal Fund Ffor Arab Non--Cil
Txporting Countries {STANCC)

B ¢ Arab Multilateral Aid Arencies for
Islamic Countriess

1, Islamdc Development Dank or I0S

C ¢ Arab Multilateral Aid Agencies fcr
African Counbtrizs

1. Arab Bank for ¥eonowic Levelopment
in Africa (ABEDA)

2. Arab African Oil Ascsistaence Fund
(AFOQAF)

3, Arab Africon Technical Assistancs
Fund (AFTAF)

L, The Organiszaticn of Oil Tcporting
Countriest Fund.

Section Tv-2

an

Motives Behind and Per{ormance of Areb
Miltilaterasl Add Acencies

A ¢ Motives

B : Performance and Criticisms of Arab
Maltilateral nid Agercies

C : Criticisms cf Arsb Ceunitries Aid
Giving Method

CONCLUSTON

CHAPTER V. : CREATION OF AN ARAB BANK FOR DEVEI.OPMENT

SECTION ONE : ARGUMFNTS FOR THE CREATICN OF AN ARAB BANK
FOR DEVELOPMENT

Section T-1 : Tconomie Arguments

A : Economic Arguments Derived from the
0il Crisis

B Obher Economic Arguments

L1

»

177

177

185

192

19L

195
195



TABL

Section I-2
A
B
C

=

e

OF CONTHZENTS (CONTINUTD)

Non-Feonomic Argumente

Political Argumants
Religious and fullurei Arzuments

Humanitarian Arguments

SECTION TWO ¢ STRUCTURE COF THE ARAR RANK ¥OR DEVELOPMAENT

Section IT.-1

A
Section IT1-2
A
B
C
Bection T1-3
A
B

Section IT-)

A

B
C

Section II-~5
A
B

SECTION THREE : THE

Section ITI-~1

A
B

C
Section IIT-2
A

.
.

>

(1Y

[ 1% Y

(1Y e s

- ‘n

..

e

-y

. '

Previous Attempts te Finunce Arob
. Yeconomic Nevelooment

The Bustani Project

Aims of the Arab Bank {or Mevelopment

Joint Projects
Technical Assistance
Other Fields ol Mter-irab Co-opuration

Investment Criteris and Security

Investment Criteria

Terms of Loars

The Arab Dovelopment Bank's Tapitalisation

and. Finqggial Structure

The Coase of Other Regional Nevsl oprent
Banks

The Arab VWorld's Capitel Requirements

Capitalisation of the Arab DNevelopment
Bank

Bnagement of the Arub Naveloprent Bank

Management

The Arab Bank for Development's Kelabions
with Other Instituticns

UNIT OF ACCCUNT

The Unit of Account of Other Regional
Development Larnks

The Asian and African Devslopmeni Banks

The International Bank for “conomic
Co~operation

The Case of the E.E,C, Countries

The Use of Arab Currencies

The Growing Use of Individual Arab
Currencies

Basket of Arab Currencies
The Gulf States' Common Currency

Page

200

211

217

225

23k



TABLE

Section TIT~3

LT3

OF CONTENTS (CONTINUED)

The Creation of arn Arab Dinar

A
B
c

(33

-

CONCLUSTION

GENERAL CONCLUSIONS

APPENDTY

BIBLICGRAPHY

Justification ol an Arab Dinar
The Arab Monetory Tunits freb Tinar

A Single Arab Currenecy : The Arvet Uinar

239



ACKENOWLEDGEMENTS

I am deeply grateful to Dr, L, Sirc (Political Economy
Department ), without his very sble ard constant guidence this thesis
would have never been finished. '

1 am very grateful to Professor A, Nove (Mead of I.E.S.
Department) for accepting me in the Departnent, for his comments aml
his understanding when I had problems abt a crucial stage of my work,

I am grateful to Mr, G.C. Abbott, M.A, Wons, (I.E.S.
Department ) for his early help.

Tne painstaking job of reading and commenting on the fina)
shape of this work has been carried out by M, R. Milne, M,A,, M.Pnil,
and Dr. R, Sirha (Poiitical Economy Department ), T am very grateful
for their valuatle help,

Several people ard institutions provided me with very useful
data, T would liks Lo express my sincere thanks especially to:

- My friend Dr, G.A. Amin and D,B, El-Din from the Kuwait
Furd for frab Fconomic Development; -

1

Dr. M, Chatelus from the University of Grenoble (France),

- My, P, Keeterton, M.A.,, from the British Natiomal 0il
Corporatien {Glasgow),

- The Asian end Labtin~Americen Development Banks,

- I am thankful to the Director of the Office National de la
Recherche Scientifique (0.N.R.S.) for giving me the opvortunity
to attend {he First Congress of Third World Economists (Algiers
2-7 February 1970),.

- I am alco thenkful to Dr, B, Dasgupta (formerly in I.D.S.,
Univercity of Sussex) for his encouragement and for inviting
me to the Colloquium on Cil and Development (I.DS., Moy 28,
1976 ).

Both meetinzs helped me to gather data ani fashion and improve
my perception of the problem,

- I am thankful to the Staff of the Algerian Embassy (London),

- and particularly to H,E, the TEabassader L, Brahimi, Mr, L, Khelif

The Cultural Attach€ and Mr, S.A, Areb, M,A,, the Conseiller
Pedagogique,



IT

-~ Ms. E., Hunter and Mg, V. Robertson, with thelr efficient
and constant help, made my work less painful, I am very
thankful to both of them,

~ Finally I am very grateful to Ms, Elisabeth A, Meldrum, M.A,

for correcting and typing the first draft and for her
ancouragemsnt s,



Table 1
Table 2
Table 3
Table L
Table 5
Table 6
Table 7
Table &
Table 9
Table 10
Table 11
Table 12
Table 13
Table 1L

.

.

(1]

LT

..

(3

e

s

LIST OF TABLES

Countries Members of the League of Arab

States (Map)

The Arab World : Population, Density,

Povulation Growbth Rates and Rates of

Urbanisation

Nliteracy and Unemployment in the Arab World

Public Health in Five Arab States (end 1974)

Arab World 01l and Nabural Gas Reserves

(erd of 1973)

Aversge Price of One Barrel of Cil Paid by
Concumers at OPEC Port of Delivery, 1958197k
@ 1010

Argh VWorld ¢ GNP at Market Prices and GNP
er capita —~ 1974

International Tnergy Agency Forecasts of

Consuners! Oil Demand and Net Tmport
(19711985 )

Frejections of 1980 OPEC Financial

Aceurulations (in billions of dollars)
Comparison of Adjustment Processes :

1947-55 ard 1974~85 (billions of dollars in

1974 Prices)

Payirg for Oil : Measures Open to Cil-
Importing Countries

Tncreased Cost of 0Oil Impérts in the Main

0,%.,2.D, Countries : 1974-1977 (billions of

dollars in 197/ Prices)

Balance of Payments of the Main 0.E.C.D.

Countries ¢ 1974-1977 (billions of US Dollars)
Industrial Production (A} and Emplovment (B)

in the }ain 0,E.C.D. Countries : Percentage

Change from the Previous Year 1973-1977

ITT

N

2t

32

35

37



Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

Teble

15

16

17

18

19

20

21

223

22b

AN
AV |

an

-

e

(1]

L1

.

LTy

..

L2

LIST OF TABLES (CONTINUED)

Evolution of the Tnternstional Hessrves of
U.5.A,, Japan, France, Iitaly, Cermsny and.
UK, ¢ 1972-1977 (billions of U3 daollars),
Drawings from the I.M.F. : United States,
France, Germany, Italy, U.K,, Japsn,
19741977 (millions of S.,U.Re, !

0.E.C.,D's. Increased Exports over 1973 to
OPEC Countries, 1974-1077 (biilions of
1974 dollars)

0.8,C.D. Countries Consumer PFrices :
Percentage Changes from Previous Year :
19741977 (seasonallj adjusted)

BEvolubtion of Consumer Prices in Arab Countries

End of Period Changes Relative to Previous
Year : 1973-1977 (%}

Exchange Rates of the 0,H.C.D. Countries :
Percentage Changes from Previous leriod,
1974-1977

Exchange Rates Evolution belweern the U.S.
Dollar and Arsb and some CPEC Currencies,
Percentage Changes from Previous Period,
Average Varket Rate. 1973-1977

Saudi Arabia's Terms of Trade with M. jor
0.E.C.D, Countries : 1973-1977

Mgeria's Terms of Trade witw ! jor 0.E.C.D.
Countries : 1973-1977

Incremental cost of Cil Impofbs for N,0.D.C.
Estimate for 197L and Frojections for 1977
Financing of Non-0il Neveloping Countries
Current Account Deficits 1974-1976

™

Reserves &s & Percentage of Anmual Import
of Sixteen W.0.D.C. : 1973-1975

v

L)

L5

L6

L9

55

58

62

63

67

68

70



v

LIST OF TABLES (CONTINUED)

Page

Table 26 : Terms of Trade of some ¥.,5.,A., Countries

(Ethiopia, Kenya, amd Sri Lenka), Change over

Previous Year : 1973.1.976 77
Table 27 : Arab Countries' International Reserves in

1970 and 1976 oL
Table 28 : (Oil Revenues Invested in Gold and Taternational

Transfers : 99
Table 29 : 0il Revenues held in U.S. dollars and

International Transfers 103
Table 30 ¢ Oil Facility : Interest Rates Charged for

197L and 1975 106
Table 31 ¢ Borrowing Agreements under the 01 Facility

for 1974 and 1975 (Tending Countries) 108
Taeble 32 ¢ Estimated Deployment of OPEC*S Survluses :

1974--3rd cuarter 1977 113
Table 33 ¢ IExternal Position of the Banks of the Group

of Ten Countries and Switzerland vis-d~vis

the Arab World in 1975 : 117
Table 34 : Estimated Sources and Usec of Furoburrency

Funds : December 1973 - Necember 1975

(bn. U.S, dollars). 120
Table 35 : TBuro-dollar Deposit Rstes and Iuro-bonds

Yields from 1972 to 1676 125
Table 36 : New International Bond Tssues : 1972-1974

($ millions) 127
Table 37 : Number and Nationalit:;r of Local Banks in

Arsb "Free Lconomies" : 1975/6 143
Table 38 : Source of Funds of Commercial Banks in

Lebanon : 1970-1972 (in million L.L) 146
Table 39 : Principal Applications of Funds of Lebenese

. Commercial Banks - 1971-1972 (in million L.L) 147

Table LO : Arab Countries' Defence ¥xpenditure

Estimates (1974} ' 155



Table

Table

Table

Table

Table

Ll

L2

L3

L5

e

-

.-

[1Y

LIST OF TABLES (CONTINUTD)

Spending Capeclty of Arsb Oil Countries
19741976 '

Sectoral and Geographlecal TUistribution of the
Loans Granted by the Tuwail ¥und for Avabd
Feonomic Nevelopment January 1¢5Z-June 1974
Bilateral Aid Commitmen’s from Arab to None
Arab African Countries, 1974 (§ millions)

Keonomic Prospects of Thirteen fiah Countries :

Population, GNP and per capita income :
1970-1984,
The Reshuffling Process in cage of the

Existence of a Single Arab Currency

TABLES TN APPENDIX

Table

Table

‘Table

Table

Table

Table

Table

-1

I-2

I.3

I-l

IT-1

IT-2

II-3

e

..

(1Y

(1)

Estimates of Populaticn, Iebaur Force,
Employment, Unemplcyment and G.D.F. in South
West Asia and Northern Afrisa : 19601990
Labour Force ﬁstimates and Projections in
Arab Countries : 1970-19¢5

011 Production of Selected Arsb Countries and
Prices in U,S. S/barrel : 1970-1980
Relative Importance of Agriculture in
Selected Arab Countries

Arab 0il Revenues Compared with Some Data of
the World Economy (1974 ) '

Discount Rates in the Irjor 0.E.C.D., Countries:

1972-1977, Percentage per annum
0.5.C.D. Consumer Prices, Percentage Changes
from Previcus Periced, lobt Ssasonalliy Adjusted

Averages for Calendar Years : 1964-1977

VI

162

171

187

20k

240

252/253

254

255

256

257

258



VIT

LIST OF TABILES (CONTINUED)

Page

Table II~4 : Tdentification of tﬂe Yost Seriously

Affected Countries ; 260
Table II-5 : Bvelution of the Consumer Prices in the

N.0.D.C, 19741977 (£ Chenge) 263.
Table TIT-la: Cumiative Purchases under th: Oil Facility :

197k and 1975 262/263
Table [IT~1lb: T,M.F, 0il Facility : Borrowers per Area :

19741975 ' 2654,
Table iV-1 : lajor Joint Banking Ventures by Arab and

Western Banks (1977) 265/276
Table IV-2 : Multilateral Arab Aid for Africe :

197% and early 1975 | 277
Table 1IV-3 : Total Commitments and Estinebted Net

Mebursement s of Concessionzl Assistance by

QAPEG Countries in 1974 and 1975 278
Talle IV-L : Contributions of QFEC States o UN Aprenciles

(in 000 §) ¢ 1973-1975 27
Table TVe5 3 Resource Flows from OPEC Member Countries to

Other Developing Countries : 1973-1976 280
Teble 1V-6 : OPEC Special Fund Balance of Payments

Support Prog:am 283
Table IV-7 : Froject Lending Program, Sectoral ani

Geographicel Distribution of Commithed Loans °

(Us fm, ) ’ 282
Table V-l : The Growing Use of Arsb Currerncies 283



A.D.B,
AT DB,
B.O,P.
D.ALC,
G.0 .12,
G.N.P.
I.B.R.D,
I.EA.
IL.F.5.
I1.M.F,
L.D.Cs.
L.T,

Mo /d
M.N,O.C.
M.T.
M.S.A.70,
N.I.E.O,
N.0.D.C,

0.A.PT.C.:

0.4.U,
OPEC
0.E.C.D.
0.¥.

R, & D.
S.D.R.
S.T.
T.0.T.
U.ALE,
U.N,
U.N.D.P,
Y.A.R.
Y.P.D.R.

e

(1] - .. e an on an

e

*n

..

.-

as - (1Y (13

ABBREVIATIONS

Asian Development Bank,
African Develcpment Bark,

Balance of Payments,

Develupment Asslstance Commibtee,

Grogss Domestie Froduct.
Grose Natlonsl Product,

teinational Bank for Reconstwetion and

Inteinational Inergy Agency.
International Financisl Statisbies,
International Monetary Tund,

Lesg Developed Countries,
Long-Term

Million Barrels a Day,
Maltinational Qi1 Companies,
Mediuvm-Term,

Vost Seriously Affected Countries.
New Internstional Economic Order,
Non=-otl Develcning Countries,
Organizatlon

ot
Organization of African Uniby.

Organization of Petroleum Exportinz Countries,

VIIT

Devel opment ,

Arab Petroleum fxuorting Countries,

Organisation oi Economic Co-operation and Development,

Oil-Tacility,

Research and Development.

Special Drawing Right.

Short~Term,

Terms of Trade,

United Arab Emirates;

United Nations,

United Nations Development Prozram,
Yemen Arab Republie.

Yemen People®s Democratic Hevublic.



SUMMARY

AN ARAB BANK FOR DEVELOFPMENT

(Arguments for the establishment of an Arab Bank for Nevelopment ),

This study has been carried out having in mind a eriticlisnm
made during the first seminar we attended at Glasgow University, The
speaker sald thel research students from Developing Countries embsik
on sophisticated models that will be of no use to their countries,
Accordingly, we shall not come up with a model, This work comprises
five chapters, The aim of the first chapter, the resourdes of the
Arab World; is %o introduce the reglon to the reader, The economic
and social needs of ths populgtion can be percelved through the levels
of education, public health and unemployment, These problems are
exacerbated by a high gruwth rate and a geographical mis-distribution
of the population, In the second part of the chapter we consider the
existing mineral recources that have to be used to satisfy the above
requirements, 'hese vesources are manifold but we shall focus ovr
attention on crude oil and, more precisely, on the structural anid
conjunctural economic smd non-economic csuses that led to the
quadrupling of oil prizes during the last cuarter of 1973 and early
197h., This phenonenoun will be referred to as the "oil erisis®, These
causes will be at rlay for several years to come, Conseouently, Arab
countries, at least until oil runs out, are assured of a steady flcw of
revenues, The logical question is, what are Arab countries doing
with their oil revemues?  However, given the current international
financial, economic and trade setting, Arab countries' ways of using
their resources are closely related to the cuestion of how oil-
importing countries are paying for their oil bills, This problem is
treated in the second chapter. We divide oil~importing countries
into 0.E.C.D, and ncn-oil developing countries, N,0.D.C. Fach couniry/
group of countries' response to the oil crisis is a function of the
impact of the latter on their economies, The fact is that for both
groups the oil-induced balance of payments deficits have to be heavily
financed. In this financing process, international financial
institutions play a prominent role., As far as the oil c¢risis is



concerned, the coubined activity of these institutions has come to be
known as the recycling, or for others, the reshuffling of the
pebrodollars or Arab dollars, We opt for the concept of
reshuffling,

The reshuffling of Arab doli2rs through intemational official
and private financlal institutions is considered in the third chapter,
Amongst the official institutions we single out tho case of The
International Monetary Fund. Arab investmente in real ascets are also
deall with at this stage, The conclusion to be drawn from this
chapter is that Arab oil revenues have been mainiy channeled to the
ma.jor 0,E.C.D., ccuntries (United States, Japan, “West Cermany, United
Kingdom, Italy and France), This sliuabtion helped them to finance
part of thelr oil-induced balance of payments deficits, Tt seems
that non-oil developling countries did not benefit from tris type of
reshuffling process, especially the Eurocurrency and Furobonds merkets,
On the other hand, the way the reshufiling occurrsd dees not serve, on
economic aml political grounds, Arab countries either individually or
collectively, This fact has been urderstood by irsb oil ccuntries
and, consequently, they set up their own channels to reshuffle part of
their oil revenues to non-oil developing counbtriez,  The wrking of
these channels is treated in the fourth chapter, The latter is opened
by a survey of Arab countries' domestic vanking systens and their role
in the reshuffling process, This role has been negligible and, at
best, Arab owned and organised banks remain an appendage of world
banking centres that are located in the major 0.E.C.,D, countries,
Furthermore, because of the domestic factoral distribution and the
built~in constraints in agriculture, industry, technology and home-
markets, Arab dollar investments; within inaividual oil countries, are
unlikely to achieve non-oil self-sustained economies. On the contrary,
they have introduced social, economic and institutional distortions
which will impede future progress. However, what about the newly-
created channels whose aim is to reshuffle oil revenues to non-oil
developing countries? As a matbter of fact, from 1973 onwards, several
banks and\funds, wholly owned and operated by Arab countries, were set
up, They fall under several criticisms: their nunber, since they

are over ten; low paid-up capital, lack of financial investment



.

expertise and absence of consultation and co-ordination between them,
Without denying their positive aspect we can say that there is roon
for improvement, The idesal solution would be the creation of a
single Arab Aid Fund by merging those banks en? funds that deal
specifically with non~Arab developing countrics, As for the Arab
countries themselves, their case i treated in the fifth chapter,

In the Arab World the present realities can be svmmed up as
follows: On top of their geographical unity, individual Arab countries
are characterized by a common history, langrave and velipion,

However, this is not enough in our current world., Nonetheless, these
common features could play a strengthening role i{ Arab countries were
to bank on their complementarities in the fields of agriculbure,
industry, Tabour force, markets and capital, Tn tro past these
economic and non-economic advantages have not bhesen fully exploited,

The reason put forward has always been that Areb countries lacked
capital that is essential to any econoimic achievement,, MNow they ha#e
it. Finally, one should mention thet there 21w ventures Ltst no single
Arab country can uniertake by its own mesns; especially Research and
Development if it has to lead to a technology more suitable to domestie
economic and social conditions., To fulfil this purpese we suggest the
establishment of an Arab Bank for Development.,  This instliution has
to be specifically designed for the Areb Woerldd and include poor and rich
countries alike, Of course we do nob suggest just another bank
because we have stated that there are already too many. Gur specific
suggestion is to merge the existing funds airl banks whose aim is to
promote development within and between Arab countries, If this
merging proves to be impossible our second best proposal woild be to
restructure the Arab Fund for FEconomic and Soclal Development
(A.F.E.S.D.) more in line with the region's needs and financial
sbilities, The second proposal is luss efficient because its working
will be impeded by the existence of the funds and banks which have not
been merged into the Arab Aid Fund,

This Arab Bank for Development should have more than the

classical functions normally kmovm to regiongl dsveleopment banks
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should have to pool existing Arab banking ard investment expertise as
well as tap other sources of capital, The impaet and contribution of
the bank we have in mind would be grestly enhanced if the Arasb World
had at its disposal an "inward-looking" financial market and a single

Arab currency.



CHAPTER T
THE RESOURCES OF THE 'ARAB WORLD

We agsume that the geographical poaiti.on(l) s the past and
recent history and the political systems of the Arab World are knovm,
This gives 1o ue the possibility to focus our attention on the
ragources of the Arab Werli, That is the purpose of this firal
chapter, Ws ars faced with two kinds of resourceg: human and
mineral rescurces and the structure of the shaptar reflects this
distinction, In the first section we deal with the human resources;
a concept by which we msan the "energles, skills, talent and knowledge
of peopie which ars, or which potentially can or swhould be, spplied to
the production of goods or the rendering of uzefuvl sewﬂ.c@s"(zl.

These humen regcurces will be assessed guantitetively and
qualitabively, whenever possible, Thils problea has to be approached
bearing in mind that it is impossible to draw a precise balance gheel
in Developing Countries in genceral and especislly iu soms countries
such &3 both yemens., The second sectlion desls with the mineral
regources of the Arab World snd more spescifically wi.’ch erude oll and
the revemuees derdved from ite exports, Thi» chapter puts the problem
into prospectlves on one side wo have the nesds and on the other
present and fubure abllities to satisfy those very needs,

SECTICN I - THE ARAB WORLD'S HUMAN HESCURCES

The most important resource of a nation or a countfy is 1t
population and especially the level of educ:atién and state of health
of the latter, We shall deal with these Zssues In this first section.
However, as the previous map shows, we ars concerned with twenty
countries, I¢ is therefore logical to present Ifirst the pepulation

(l)cf. Map on Page 2.
(2)
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distribution, This will be done at regional level but eglse at
individual countries level,

SECTION T ~ 1: ARAB WORID!S POPUTLATION DISTRIBUT ION

As ghown by Teble 2 (Population, Density, Population Usaeth
Rates and Rate of Urbanisation), the combined population of all Areb
Countries amounts to Just under 148 million inhabitants, spread over
13.5 million kmgﬁ This leaves us with a population demsity of six
inhabitents per km2, However such a figure conceals othey facts
because of the uneven population distribubion between the countrice
concerned,

The population distribution varies from one inhablitant pen
km? in Libya, Mawidlania and the United Arab Eadrate (U.A.E.) to 360
inh&biﬁanﬁs/kmg ixn Bahiain, _ ,

Fartherrore, the situation of the Arsb countries i3 very
specific since the dasert constltutes the greater part of them, ¥For
Instancs, 90% of Egypt is desert, geographicelly speaking, snd if cne
considers arebie srea cnly, one ig left with a population density of
1,000 Egyptisne psr acre, which is one of the highest Tigures in the
World,

It is warth noting that in elmost every Arab country part of
the pepulation 1o Nomad and therefore moving within the countyry or
betwesen neighbouring coumbries -~ Nomads account for 30% of the Libyan
populstion, Although such a phenomenon is very well knovn, ons has
to bear it in mind wher drawing final conclusions, However, putting
uside such elements, Arab countries can be divided into two groupsw:
either densely ¢r sparsely populated. |

The first group includes Egypt'which accounts for cne
fourth of the #otal irab population, Lebanon, Morocco and Syris,
However, according to the sams eriterion, that is number of
inhabitants per km?, one can also add Bahrain and Kuwait, This is
ironic because the popvlation of the first country is just under a
quarter million whereas that of the second country does not exceed one
rmdllion inhabitante including foreign workers, On the other hand
except Algeria, Sudan, Iraq and the Yemen Arab Republic (Y.A.R.), ail
other countries can be safely labelled as sparsely populated. TFor
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TABLE 2 ¢ The Arab World : Population, Density
Population Growbth Rates and Rates of Urbanisation,

Pop, growth

Aron Pop. Denaity rate % % of urban to
Countries Jem, 2 1974  Inhabitanis 1960 1965 total ps:p; at
mill, per km, 72 72 end of 19503,
Mgeria 2,381,701 15,772 6 3.2 3.5 38 4n 197
Bahrain 598 0,224 360 n.a.  2.5-3° 59
Egypt 1,000,049 36.000 33 . 2.5 2.5 4O
Traq h2h,92h 10,412 22 3.2 3.3 M.l
Jordan 97,70 2,577 2 3.3 3.5 k2.2
Kuwait 316,000 0,833 L7 3.8 10 8o
Lebsmon 10,400 2,600 268 2.6 2.7 50
Libya 1,759,540 2,257 1 3.7 3.7 246
Mauritenia. 1,030,700 1,180 1 1.9 1.9 2.0
Morocco B45,050 16,309 35 2.7 2,5 n.a,
Oman 212,457 0,750 3 n.a. 2-3" n.a,
Qatar 22,014 0,170 L n.a, 2,337 g0
S. Arabia 2,149,690  8,k43 h 1.7 1.7 20,6
Sowalia 637,657 2,941 L na, 3-3.5° 23
Sudan 2,505,813 16,901 6 2,8 2.8 6% 5 main towne
Syria 185,180 6,879 3 3.3 3.3 37
Tunisia 164,150 5,509 31 2.1 3,0 17% eight towns
U.AE. 51,962 0,655 1 . n.a 3.5 n.e.
Y.A.R. 195,000 6,062 29 n.a., ¥ n.s,
Y.P.D.R. 287,683 1,590 5 3.1 2,9 n.a,
Total Arab World
13,579,'/58 138,114 10 -

"rough estimate
Jmonly‘ the population of Tripoli and Benghazl were considered,

XK1 of the population round the capital city Doha only,

Sources: Galal A, Amin : The Modernization of Poverty, a study on the-
' "~ political economy of growth in nine Arab countries 19,5-1970,
leiden, E.J. Brill, 1974 Page 96.

"The Middle East & North Africa" 1974 - 1975, Europa publ, Itd,

"the World Bank Atlas "Population par capita product & Growbth Rates',
the World Bank, 197h, Page 7.
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instance Jordan could nouxish a population twice the size of its
current one, Even Saudl Arabia with around 9 million(l) inhabitants
lacks the necessary manpowsr to develop its natural resources, Ilet
us now consider the population distyibution within individual Arab
countyies, We shall assess it by considering the rate of
urbanizabion &3 shovm in Table 2 (last ecolumij. We define the rate
of Urbanization as the percentage of urban to total population., As
expected data ia not avallable from every covntry, In our opinion
one can safel; maintzin that the rate of urbanization varies between
80% and 20%, although for most of the counbries the figure is around
L0-50%. It is worth noting that two touns, ¥enaowma and Muhara
constitute 597 of the population or Bahrain and that 80% of the pop-
ulation of Qatar is gpresd arcund the cepilal c¢ity which is Doha.

Here too one can draw & rough Line between oil producer and
non=-03il producers, Although the rate of urbanizaticn is not over 219
in Saudi Arabia, one can safely state that the former are more
turbenized" than the latter, The correiation between oil industry
and urbasnization does exist, however, one canact asscciste both
rhenolmena very closely and state that all, and only all, oil producing
countries are very urbanized, Furthermore, ccantries like Algeria
and Libya seem to be sware ¢i the phenomenca anid gam wdertaking
prograxmea of adequate realiccation of their humsn rasources.

Lf the urban populatipn were spread more cvenly betwesen the
different reglons and the mein towns, the proeblem would have been less
acute, 'this is not the case, since most of the arban populaticn is
concentrated in the capitsl cities,

Alrost every Arsb country has its primate city; this can be
defined ss being at least as large and moy= than twlce as populated
as the second most important city, As a matter of faect, the

population of Cairo is twice as big as the jopulation of Alexandria the
second largest city., This relation holds true for Algiers and Oran
in Algeria and in many other countries.

.
(“)Therelis no precise figure for the population of Sawdi-Arabia.
Estimatos pul it between 5 and 9 million inhabitants,



Furthermoré, as mentioned earlisr, Doha accounts for 80% of
the entire population of Qatar,

If one locks more closely at the population distribution of
the U.ABE, ous might be inclined to label the Emirate as "capital-ciiy
countries” () . .

The vraspects aro daxker if one takes into consideration the
rate of growth of the capitelecitles, According to G.4, Amin during
the 1960-66 perlod the ammual growth rates cf the population of Cairo,
Damascus, Tripoli end Amm were 3,9%, 3.9%, 417Z and 6,1% rvespectlvely,
For others the situation is worse, During ths 1961-65 peried the
annual zrowbh rate of the population of Kuwalt-city was 1872 per annum,

These {izures asre more disturbing when we know that during
thelr fsstest urban growth at the end of the uinetsenth century the
rate of urbenization was no more than 2.1% per amoun for most of the
Buropean cowntries, "Bven in such countries sg the T.S.A,, Austrelia
and New Zealand which received a large numbeir of immigrants, the rate
did not exceoad L. 2% per ymr“,<2)

The 1ikely reasons explaining such a @ltustion could be:

-~ the blas agalnst rurel life,

= the sbzence of ~ny realistic regicral balanced economic

development In Arab countries,

- the concentbration of all welfare amsmitice in the main

tmg, if not in the capital cities as will be shomn
in the following part (Section I-2).

All these problems as well as thoge deriving from education,
public health and unemploymeni are made wore zcute by the population
growth rate as represented in Table 2, According to this table the
population girowth rate of Avab countries is "faig'n")- Jjust like other
developing countries, During the 1965-72 vweriod it varied from 1.7%
in Saudl Arsbia to 10 per annum in Kuwait, The case of Kuwait is a
very special one and the very high population growth rate is

@ ’The contribution to total population of the seven Emirates is as

follows:
Abu Dhabl - 95,000 inhablitants 3 Dubal -~ 100,000 inhabitants
tharjah - 55,000 inhabitants ; Ras el-Khaimah - 45,000 inhabitants,
Fujaireh - 15,000 inhsbitants 3 Ajman - 8,000 inhabitants,
Umnm ¢l Quain - 7,000 inhabitants,

(Z’G.A. Amin op, cit, Page 95,



essentially due to the large inflow of workers from the Indian Sub-
conbinent and other Arab countiies. The average population growth
rate varies between 3 and 3,5% per annum, Table 2 provides us with
two sets of population growth rates; for the 19560-72 and 1965-72
periodsa. By comparing both perlods it app@arm'that percentege-wige
the population growth rate, already high, hes been increasing, This
1s the case of Algeria, Iraq, Jordan, Kuwait, Lebanon, Tunisia, The
populetion growbh rate stabilized in the case of Tgypt, Libya,
Maurltania, Saudi-Arebia, Sudan, and Syria. The population growth
rates seem U0 have decreased only in Morocco and the Yemsn People's
Democratic Republle., The main effect of this high increasing
population growth rate is that all owr countries are characterized by
a young popviation: more than 50% is under the age of 18, As
outlined earlier this situation will worsen the problem of education,
health and exmployment,

SECTION T ~ 2. EDUCATION, PUBLIC HEALTH AND EMPLOYMENT

The performancs of individual Arab countriesg in the flelds
of education, hsalth end employment is outlined in the following
table.



TABLE 3 ¢ Mliterascy and Unenployment in The Areb World(l)

"\ Items | Rate of : Unemployment
(il)iteracy: as % of
. % of total | Labour Foree

I\\ wlttems

\\

N\,

AN

; illiteracy
| % of totel Ilabour Force

as 4 of

oy

¢
H

Scurces: "The Middle Bast and North Africe - 1974/75" and "Afrdca South

Countriesy pop. 1960s = 1971-72, | Countwiss| pop. 19608 197172,
e e e A _?0 —— Ai
Algeria 80 60 Tural. Omar. i 80 | n,.8.
L0 ¥ .
Bahraln 7w - Qatar N2, negligible
Eegypt 75 - GO - S. Arebis 95 -
Irag 58 b.h Somalis. 95 -
Joxdan 38 n,a. Sudan 55 Nea.
|
Kuwait 55 2.0h Syria _ ! 33 Lo3
; Lebanon 10.2 6.38 Tamisia n,n, 15
Liby‘?:l mnan hand UnAoEo 90 bl
Maurd vandis, &8 + Y.A R, Giafie n.a.
Morcceo Ned. 8,7 Y.P.D.R. 1.8, n.a.
M : Mgle Populztion
F ¢ TFemale Population
- ¢ Deficit in manpower but non-avallable data,
+ ¢ Surplug in menpower but non-availeble data,
a ¢ For 1971.

of ths Szhara 197k-75" published ty Faropa rublications Itd.,,
Londen, 1976 (confer ~ Surveys of individual countriesz),

I,L.0. Review, Volume 114 No, 2, Septembsr-October, 1976, P, 177.

(1)

For further details confer Appendix: Estimsates of Population, Labour

Force, Employment, Unemployment and G.D.P, in South-west Asia and

Northern Africa: 1960 -~ 1990.
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It seems that the rate of 1lliterscy is very high in Arab
countries. Except in the case of Iebanon and Jordan, mora then half
of total population is illiterate in Algeria, Bahraln, Egypt, Iraq,
Kuwait, Mauritenia, Oman, Savdl-Arablia, Somalis, Sudan, Syria and the
United Areb Emirates, As far as the rate of illiteracy 18 concerned
we do not dispose of Information in the cases of Libya, lMoroceo, Catar;
Tunisia and both Yemens. In our opinion the situation in Moroceco and
Tunisla could be at best gindlar to that in Algeria, 1In the case of
Iibya one should expect & high rate of illiteracy too because the
preblem of education was not tackled untll the esyly 1970s.

Yurthermore, as mentloned earlier, Nomwads represent an
important sectlion of the ILibyen population, and this fact contributes
in increasing the rete of illlteracy., This applied to every Avad
country with a gizoable nowad population and is bound to hinder present
and future cfforts aired at eradicating the problem of illiteracy.

The case of Qater and Loth Yemens is similar to that of the Arablian
Perinsula, furthermore the rate of illiteracy is higher amongst the
femnle popuiztion, |

Tt seems thet concerning the problem of education the
probleim is sinilar in Arad countries wither with or without ofl
resources, However, wnilke other legs-developed countries (or L.D.CUs.)
the Arab comtries have an agsel in the sense that they speek the same
language, Arabic. Consequently, provided there 4g a will; the
problem can he tackled at regional level and by the same token it
represents s field of co-operation between individual Areb countries,
This co-operation has already started with the creatlon of a common
satellite to promote education at regional level. .

Dliteoraey in the Arab World has also led to the appearance
of another phenomencn: a small migration between Arab countries,
Since the end of the 1960s a flow of teachers developed from noneoil
to oil Arab comtries, We consider this basically as a positive trend;
nonethelesg it does contain some negative elements, For instance if
one considers the problems in terms of, say, pupils/teacher ratio one
finde that the ¢il exporting countrles are deing better, It follows
that the flow will in the long term occur at the expense of non-oil
countries, One can label this phenomenon as an “inter Arab World
brain-drain". A controlled flow favourable to both groups has to be
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worked out,

Finally, in financial terms the problem of illiteracy
outstrips the abliity of &ll non-oil cauhtriego This is snother
field of co=cperation between Arsb countries, Furthermore, if there
wag 1o be a reglonal effort to tackle the problem of illiteracy this
effort sliould alzo foews on correcting the deflelencies of present
education systems in Avab countries, systems that have to be
harmonized. The defieciencies are mainly biss against technical and
irratienal tiining, inadejuate and low ovbput and brain.drain from
the Areb World to the Rest of the World,

Let w2, aow, turn our attention to the public health sector,
As in other L.D.Ju, one expects a poor health service in the whole
region with the nen-oll countries in a worge situaticn, In drewing
our conclusions we shall consider the sitvatlon in some oll countries,
23 shown in the following table, ‘

TABLE /4 : Public Heslth in Five Avsb Stutes, end 1974

! Nutber of Nuomber of

Countries i Tnhebitents ‘ Intabitants |
| ; per Hospital Bed : per Doetor,
| Mgeria 6632 7886

Bahrain 250 i 2000

1

Ezypt n.a, 2500

Lebanon " 250,60 .8,

Qatar 173,46 W47

Source: Several sources and mainly, "Thz Middle Fast and North
Africa 1974-75", Europa Publications; op. cit.

It seems that, even between the so-called oil exporting
countries, cne can witness a wide disparity., The width of such a
gap could be illustrated by the cases of Qatar and Algeria, There
are on average 5632 Aligerians per single hospital bed wnereas the
ratio is 173,46 to one in Qatar, Algeria has more than 38 times the
figure of Qatar. Finally there are 7886 Algerians per doctor whereas
the figure is LL7 for Qater; that is 18 times less, However, the
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figures for Bahrein are very significant, This country is
characterized by a relatively low inhabitant/bed ratio ~ 250, but

on the other hand, the inhabltents/Doctor ratio amounts teo 2,000,

In our opinion the explanation could be that, given its financlal
resources Qatar has little diffieculty or, indeed, hardly eny in building
and equipping hospltals, but it encounters many difficulties in
providing them with the adequate staff, This emphasises our previous
conclusion that humsn resources do constitute the "Achilles!' Heol" of
the Arab countries, whatsoever their classification,

Finally one has to mention that oll exporting countiries urs
malking outstarnding progress and by early 1978 most, if not all of them,
have secured free medicine for thelir population, Tor instence in
the United Areb Bmirates free medicine is available even to Arab
nationals frem other countries, On the other hand, there is no fres
access to medicins and sometimes even to education in most other Arab
countries, PFurthermore, existing facilities for both education and
health are concentrated in and around the mein eities, this is wvery
grave in countrles with a sizesble nomad population, Aceording to a
United Nations' Report tens of billions of U.S. dollars are necossary
to solve the problem of illiteracy let alone the problem of health,
Furthermore, the consequences of & high rate of illiteracy and an
inadequate end Insufficlent public heslth system could be sggravateld by
the number and distribution of jobs in individual Arab covntries. fu
sold earlier, we consider the problem rather in terms of unemploymeni
and Table 3 gives us su idea about the situation, According to
available official dats only four countries, namely Bahrain, Libya,
Saudi Arabia and U.A.E,, experience a defieit in lsbour force, All
are oll exporiing countries with massivg development projects o the
stream, especially in Saudi Araebia and Libya, We do not have
available data for Jordan, Oman, Sudan and both Yemens, In our
opinion all but Sudan suffer from wnemployment, Finally, in the
remaining countries the rate of unemployment is very high, This
includes the three Maghreb countries, Iraq, Lebanon and Syria,

The figuraa are from 1971.72, Tt means that seme pregress: . haws been
rhade especially in the oil countries such as Algeria, On the other
hand the rate of growth of the populations are very high. In our

opinion all in all the situation could be similar in 1978 especially



in the lebour foree surplus countries,

Finally one has %o mention the fact that those figures do not
include Algerlan, Moroccen and Tunisian workers in West Furopean
countriea, Had they been Included or had they to go back at short
notice the situation could be worse,

At reglomel levald the main conclusicir to be drawn is that we
have a lebour force deficit in some countiies snd a labour force
surplus in others, The exlistence or inexistence of oil resources is
not a dividire Jinrs In this case, The ideal solution could be a flow
of labour force from one group to another, As o mstter of fact sush a
flow hes already started in the education cector as mentioned earlier,
Sometimes mlgraticns might even take the aspect of "permanent
gebtlement®, Tn Xuweit and Bahrain a high peruentege of the population
is constituted by cltizens from other Arab ccunteies,

Finally 4t is vorth mentioning the case of $he pilot scheme
of egyptian peasant agriculturists being trensferyrel in Trag neer
Baghdadl, This exanple denotes two elements; on the one hand that the
flow of workers ls occurring even in sectors other than education, on
the other hand that it is organized and aimed al pe.mznent setblements,
Up {111 now the migratory flows have been the wain rosvlt of individual
decisions. In our opinion 1t is time that 4t uf;ceug‘egn an official
basis within an institutional. frameworlk,

pBefore closing thig gsection we ghalli consider the sectorial
employment, It seems that the primary scctor zbsorbs most of the
labour force in most of the Arab countries., For instance, in
Mauritarda 92 per cent of the labour force is angogsd In agriculture,
For other countries the figure is not so lcw s%ivee in 13 out of 20 coun-
tries the Primsry Ssctor cccuples the biggesi zhare of employment.,

In half of the total Arab countrisa representing around 80m,
people, or more than two-thirds of the total population, the percentage
of the J.abourAforce in agriculture to that of the total labour force
is higher than the average world rate 51%, s far as employment is
concerned, there is no Arab country in which the industrial sector
occupies a prominent position. This means that employment in services
occuples: the second place, However, it is the most important one in
only three countries, Bahrain, Kuwait and Lebanon, The first two are
oll producers with small populations engaged in trade and doing
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administrative Jobs, and it is no secret that the Lebanese live from
trade, banking and tourism,

To the classification of first agriculture, second services
and third industry one could find a set of explanations:-

- Industery is not very developed when it exists,
- Faced with unemployment but unable to undertske asdecuate
reforns Arab governments have always tried to resolve it
by dupiicating jobs in public administration, Somebimes
this has been done openly with cerntral government
explicitly asking administrations to overstsff themrselves,
This heppensd mainly in Egypt.
- Unempleyed individuals without eny gualifications engage
in swall trads, as strest sellers, and therefore join
the tertisry zector.
-~ Agricuvliture lg doidnant becauvge most of the Arab states
can be labelled 28 subsistence economies, This is the
case of both Temons, Mauritania, Somalia, Sudan and Morocee,
Bven in countrisy suel as Algeria, 70% of the population live from
ggriculture,

Some zouairics from the lower Gulf, given their havsh raturel
conditions, vhe seize of their population, and theixr human
poténﬁialities e¢an do nothing but develop services, Some of thew fill
the function of enirepnt for other bigger countries such as Szudi
Arabia or even Iran,

' The demogruphic characteristics of the Arab World can be
summarized as follcws(l)s
- High pcpulation growth rates with a regional average of
3% per yesr,
- High illiteracy rates with a regiénal average between 60 and
80% of twtal population,
~ low levels of education,
- Poor health service

(1)“30313 for Mankind : A Report to the Club of Rome#, General Editor

Ervin Laszlo, published by Hutchinson of London, 1977, p. 156.
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- Predominently rural population, around 60-80%. The
nomadic population ccnstitutes around 5% of total population.

- High mlgration rates to the main cities 1 not to the
capital cities.

- About 50% of the 138 million ragional population is under
the age of 18,

From these charascteristics it appzars that Areb governments
are left with an important chailenge to provide these pepulations with
the basic social requiremsnts, Thelr suceress oy feiluyve could be
partly due to the meens at thelr dispositions., These means are &
function of the resources avallable, A quick appraisal of those
resources 1s presented below,

SECTION II - THE MINERAL RESOURCES OF THEE ARAB WORLD

The Arab World is characterizmed by & wery wast avea that has
not been totally prospected. Bub in spite of that it is well known
that it enjoys several raw materiels such a¥ chromium, éhrcmite,
copper, manganese, cobalt, iron ores, phosphates, natural gas eand
finglly crude oll., However not all these mineval resources are
exploited, TFhosphates constitute the main foreign sxchange earning
item in Morocco, Jordan snd Mauridbtenis. The controversial Sranish
Sahara contains vast deposits too,  However from 1973 onwards it is
mainly crude oil and marginally natural gas that have cmsatituted the
main source of exports and thersfore of earnirg in most Aradb countries, -
Consequently we shall focus our attention on crude oil,

SECTION II ~ 1: CRUDE OIL AND NATURAY, GAS RESERVES IN THE ARAB WRID.

There is little consent about the exact magnitude of the
reserves, Figures advanced by Arsb governments are said to be
deliberately inflated for political purposes and figures published by
the Maltinational Oil Companies (M,N.0.C,.) are said to be deliberately
reduced for economic or politieal reascons, Tt follows that every
source is subject to criticism from th2 other side, As far a3 we are
concerned we shall quote the figure published by Nicolass Sarkis, an

expert on Arab oil, who has been advising The Saudi, TIrsqi and
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AMgerian government on oil matiers, His estimotes ave contained in
Table 5, Our approach shall be to state the reserves of each
country and to consider that counbyry's share as a percentage of total
Arab World reserves of oll and nabural gas.

A, -~ Distribution of Ol1 Reserves Botween Arab Countriea:

Aecording to Teble 5 all ithe Aval countries ercept Jordan,
Mouritania, Somslia, Sudan and both Yemens, have oll resources,
However, ag expected, the regional distributlor is not even, Saudi
Arabla, with 17,600 m, tohnes or* 41.35% of ‘he fotal Arab World
reserves, has the major portion., Apart from this cowntry, the "First
League" could comprise Kuwait, Iraq, Libya eud the U.A.E., with
regpectively 24,.78%, 11.43%, 7.38% snd 6.73%. The five countries
enjoy some 92% of the total Arab World corbinzd reserves,

In the Second League one cculd include Aigeris with 3,15%,
Qatar with 1.78% and finally Oman with 1,052 ¢f the cowbined reserves,

Finally, the last group could embryce all other countries
with negligible reserves such as Bahrain, Ngypt, Moroceco, Syrie end
Tunlgia., The reserves of these five states do not exceé& 2.27% of the
conbined Areb reserves; they just suffice to supply thelir national
needs, Bul Egypt end Syria export negligible nuantities of oll, As
far as natural gas is concerned the situstlon Is net very different.
B, = Distribution of Natural Gas betwaen Arab Countries,

Algeria enjoys the largest reserves; 3,990 bn/ﬁ? or 39.88%
of the Arab World reserves, The following comntiries could be
classified as holding major reserves: Saudi hwabia with 16.8L%,
Kuwait with 12.29%, Libya with 8,13%, Morocco with 7.07%, Iraq with
6.22%, U.AE. with hL.2k% and even Qatar with 2.2L% of the combined
reserves, These countries have conbined wreservas of 974 of the Arab
World. All other countries have to be relegeted to the second
league with comprises Egypt, Oman, Bahrain; Tunisla and finally Syria.

It appears that by world standards, although not for
Algeria in the case of oll, both products are concentrated within a
handful of Arab countries, namely Saudl Arabia, Xuwaii, Irag, Libyz,
Mgerie and the U, A.E. Bolh products dsrive thelr lmportance from
their industrial applications and the extent of their quantities since
the Arzb World possesses Lh9,4% and 28,L% respectively of world oil
and natural gas reserves, Although unevenly distributed among Arab
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TABLE 5 ¢ Arab Worldfs Oil and Natural Gas Reserves (end of 1973)

0IL NATURAL GAS
Reserves % of the Reasarves Z to totsl
Countiries 1=1=74 Arab World 1170 Arab World
M/t. M/m
Algeria® 1,341 3ok 3,990 39,88
Bahrein 372 0.87 54 0,54
Beypt™ 278 0,65 116 1,17
Traq L, 864 11,43 623 6,22
Jordan - - - -
Kuwait™ 10, 540 21,78 1,730 12.29
Lebanon - - - -
Tibys™ 3,140 7.38 811, 8.13
Mauritenia - - - -
Moroceo 100 0.23 708 7.07
Oiman h48 1,05 7L 0.70
Qatar™ 760 1,78 225 2,2,
S. Arabis™ 17,600" 41,38 1,685 16,84
Somalla - - - -
Sudan - - - -
Syria™ 168 0,39 20 0.19
Tunisia 56 0.13 Al 0. L0
U.AES 2,860 6.73 425 o2l
¥.AR, - - - -
Y.P.D.R. - - - -
Total Arasb ’
World 42,531 100,00 10, 00L 100,00
% Total World L9 L% 28.1%
Source: Nicolas Sarkis, pp. 312-313,

M/t - Million tonnes

M/m3 - M1lion of m°

¥ Execluding the 7 bn. barrels deposit found by ARAMIO during the
sscond quarier of 1975,

X

exporting countries),

Countries members of OAPEC (Organisaiion of Arab petroleum
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League members, i1t appears that, for the time Mbeing, oil and natural
gas constitute the only source of revenue for the Arab countries as -
a whole, PFartherhmore &z compared with oil rewvenues, earnings from
natural gas ewports are marglinal for the time. Conseguently, for
the saks of simpliflcation, we shall refer to warmings from both

FOUrcEs 48 01l Fevenues,

SECTION II — Z: THE ARAB OIL, REVENUES

A - Canges of the 011 Price Incresses,

0il revenues are a function of the pwices and gquantity sold.
As outlined by the subsequent table f)lﬂice has been quite unstable
during the years, _

We shell not censider the causes whish Led to the oil price
fluctuations from 1958 to 1973, but focus our attention on the end of Fhe.
1973/157) perial, beconse the change was so dvsmatic: 3in three
months or so oil prices quadrupled, Tt 18 thisg fourfold increase
which increased the rsvenues of OFEC countriss and led to the so=called
Yoll crisis", The reasons for such an increase were manifold and we
shall Llimlt curselves oniy Lo mentioning thanm,

First the ehange in ownership of crede oil, The dwnem'hip
passed from the M.N.0.,C. that discovered, exvrwmeteld, transported and
marketed cirade oll to the oil producing countzics, It oceurrved
either through nationalizations(Algeria, Libys) or nezotiations
" (Kuwait, Saudia Arabia and so on).

Secondly, economic causes, Some were of a conjunctural
nature such &£s the closures of the tapline in 1969 and 1970, the
Iibyan production cuts in I971 and the unforseen increase in demand by
European and Japanese consumers(l).

Structural economic causes wers not absent either; the main
one being the increase in cost of production mot in the OPEC countries
but outside them especially in Alaska and the North Sea, As early as
1953 the Petroleum Press Service (P,P.S.) writes that, ' -

()yp to 1970 demand rose by about 8% yearly but in 1973 it rose by
13.3% in Burope and 20% in Japan,
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"gince June 1953, there have been further advaneces in the cost of
equipient and wages; while the incressing effort put forth in the
search for new reserves has likewlse raised unit costs",
The periodical convinned:
"The US industry is today making capital outiays in finding,
develaping, and producing crude oil of the order of U’Sé!"\, L, 000m,
a year, of which the bulk has to be found and developed
comparatively chesply in the past, at prices which do not cover
todaytas costc %i‘)rrer)lt.caceamnt, It cannot combtinue to do this
What was ths proposed solution? At that tlme soms velces suggested some
"eind of correction, a change in the present ¢limete" and the P,P.S,
expressed iteelf mors c¢penly by writing that "on 2 cost basis .... the
case for an increase in U.S. crude oil prices is svite a strog c::ne"}2 )

indefinitely".

This trend has been amplified as years went by and if we consider the
whole "werld merket® the situatlon is worsened by *he fuct that, as world
consumptlon ereesged, more oll had to be moved from one place to another
and this Jncreased transport costs again; since longer snd wider
pipelines and larger {lests were needed, Those were the factors
militating for an oll price inereuss, ' »

Thers have also been none~econonie structural cavses, The main
one being the appearance of OFEC, 0,A.P.E.C. and Arub-netional oil
companicg, This led to the formvlation of a strstegy bty OPEC government
within and outside the CFEC orga.dzation, This strategy was based on
four fundamentel conciderations -

- Oil is an exhaustible resource even though the reserves are vast
as in the case of Saudia Arabia, say. '

- 0il revenues represent from 50 - 60 to 98%F of CFREC cowntries!
export revenues, Therefore it 1s the cornerstone of their
economic 1life,.

- OPEC countries had no control whatsoever on the il industry and
before 1973 their revemues consisted of taxes and royalties,

u’Petrol@um Press Service {confer Artisls "Wi1? crude p:i:es rise?" )
Ethelburga House, Bishopsgate, London; Volume XXIII No, 5, May 1956
p.p. 184-185,

(‘i\ 1\3'\A.
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In spite of their oll resources OPEC countries were and gtill
are under~developed countries, In the case of Arab countries, as shown
in the previous section, it msans high rates of illiteraey and
unemployment, low level of edvcation, sbsent or poor public heslth system,
unbalanced domestic economy and so on, Finally one hasgs to mentlon that
in thelir fnereased politicel swareness OFEC countries were Just following
the lead of Wast Furop=an c::untz*f_es(l’ that wanted to withdrew themselves
from the tutelage ol the Amerlcen oll companies. ‘

411 thess economic and non~economic, conjunctural and structural
causes led Lo the fourfold oil prices increawe, Vor the OFEC ag a whole
the average rrice of one barrel of oil jumped frem $2065 in 1973 to 4"59,15
in 1974, YFrom that day on they kept on increasing, st least on nominal
terms, The prime ccnesguence of such a phenowencn ig that OFEC countriest
export earnings rocketed, Thé magnitude of such an increase is simple to
caleulate, one has just to multiply the volume expoited by the price of
one barrel of oil, Several commentators did sueh & calculation, We --
shall refrcin to do 2o in order tc focus our atbtention on the wealth of
individual Areb countries,

B - Impiications of the Increased Arab 0il Revenues
Chviously their implications are world wide and this problem will

be discussed in the following chapters, Concerning the Arab World we
shall consider tho problem from the point of vlew of individual countriegf
wealth s& measured Ly the G.D.P. and G.N.P, per capita, Cur approsch
will be to consider the total G.W.P. at market prices in 197L. The
percentage of total G.N.P. of ecach country that will be compared to
individual countries' percentege of total Arab populaticr, Finally we
shall also present the percentage change of G.N.P, per capita from 1972 or
1973 te 1974k, Those elements are contained in the following table,.

In 1973 the total G.N.,P. at market price was U.S. § 58,33L.5
millions and as a result of the fourfold oil price increase it reached
U.S. § 109,696 millions in 197L that is an increasc of 88,04 per cent,
However individual Arab countries did not cbtain the same advantage from

(1)'1'%19 C.F.P, or Compazgnie Francaisse des Pstroles was the first ons to bs
ereated in 1925. Confer Rayrond Vernon, "Sovereignty at Bay",
Publisher Longman Group Ltd., londm, 1971, p. 36.
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TABLE 7 s Arab World : G.N.P. at Market Price and G.N.P. per capita - 1974,

G.MN.P, in ¢ of total % of tobal G.N.P. per % change
Countries Million U,S°$ G.N.P, population capita in In G.N.P. per

1974 197, i d=1974 U.S, $ cepita -
| 1974 1974=17%
Algeria Ao T 0. 1.0 730 61..86
Bahrain 530 0.53 0.19 2,350 250,742
Egypt 10,210 9.3 26.5 280 13,82
Traq 12,000 1694 7.86 1,110 66,41
Jordan 1,120 1.02 1.89 430 22,50
Kuwait 9,330 8.5 0.7 10,030 247,058
Lebanon 3,290 3.0 2.26 1,070 L7.382
Libya 10,430 9.5 1.8 by hLO 99.7
Mourdtania 380 0.3 0.9 290 67,632
Moroceo 7, 070 6ok 11.9 k30 10,06
Oman 1,250 1,14 0.56 1,550 213,208
Qatar 1,380 1,26 0.07 7,250 205,482
S. Arabia 22,6%0 20,7 5,8 2,830 126,032
Somalia 290 0.26 2,30 90 12,50P
Sudan 3, 460 3,20 11.0 2%0 91,662
Syrie 3,990 3.6 562 550 57,308
Tunisia 3, 560 3.25 4.0 650 43,80
U.A.E. 6, 06C 5,52 0,16 11, 060 251,118
Y.AR. 1,160 1.0% L..65 180 1.00,00%
Y.P.D.R. 360 0.33 1.20 220 120, 00%
_Arab World 109,66 100.00 100.00 758 - 86,01

a. - 1972 b, - 1971

Sources: N, Sarkis op. ¢it. p.p. 310 -~ 311 and
A, El. Sherbini and R, Sinha, "Arab Agriculture : Problems
and Prospects"” published in Food Policy, April 1978,

[V



this increase and as expected it concentrated in the oil exporting
countries, The increase is reflogcted in the G.N.P. por capita that is
given by the last column of Table 7. (page 21)., According to the latter
all Arab countries witnessed an inerease im thelr G.N.P, per caplta. The
highest occurred in Bahrain with 250.74%; Kuwait with 277,05%; Oman

with 213.,20%; Qater with 205.48%; Sazudl Arabis with 126,03%; U.A.E.
with 251,11%; the Yemen Arsb Republic with 1004 and finally the Yemen
Peoplets Democratic Republic with 120.0%, However, 1f one considers the
real slize of the G.N.P. per caplta, as given in column L, one notices that
the G.N.P, per cepita of the last two countries ia U.S., ¥ 180 and U.S. ﬁ 220
regpectively and this with Somalia puts {hem at the bottom of the lesgrs,
Furthermore the percentage change in the average G.N.P., per caeplta of the
Argb World being 86,01% Suden with 91.66% increase might appear to be
amongst the rich Arsh countries, This is not so beecause it is considered
by the Internationsl Organications as one of the poorest countries, Az

~ proof its 197k G.E.P. per capita was U.S, $ 230 whereas that of the oil
exporting countriee is messured in four figures, Finally it appears thal
in terws of G.N.F, per capita the rich Arsb countries are Bahrein, Euwsitl,
Libye, Oman, Qabter, Saudi Arsbia and the U.AE., A complementary study
thet confirms the view just exprsessed can be found in the first secticn of
the final chapter(l). Another way to distingulish between'rich' and *!poor?
Aralb countries is to consider the relabion between their share of the total
Areb World G.N.P. and tobal population; both items are given in colums

2 und 3 respectively., We shall consider a country rich when. its share

of total G.N.P. iy praater than ils share of total population, According-
to this criterion tha rich countries are Bahrain, Iraqg, Kuwait, Lebanon,
Libya, Oman, Qatar, Saudl Arabie and the U,AJE. Before going further

let us consider ihe cass of Lebanon which, according to our previous
eriterisa, is a rich country., According to Table 5 {page 16) this country
has no oil or natural gas, Furthermore the recent civil war destroyed
the Lebanese econony ﬁnd for the time being Lebanon is far from being a

(l)Confer Table L) "Economic Prospect of Thirteen Arab Céiuntries :
Population, G.N.P, and G.N.P. per capita (1970 = 1984,



rich country, However this is the picbture at the end of 1974 and the
wealth 1ls based on crude oll and natural gas, It is therefore logical
to take into esecount the reserves of both resources, The latter are
given in Table 5 (Page 16) according to which DBahrain, Cwan and Oatar
have negligible reserves. If 1t has to be based only on the above
mentioned naturel resources the wealih of tha three countrles is
short-lived, In our opinion the rich Avab countries sve by order of
size Saudl Arabia, Kuwalt, ILibya, the United Avaeb Imirates and even
Irag although it is not alW&ys considered 4o he zo, In our thesis we
shall refer to this group of countries as the thave" and all other
countries, except Algeria, Bahrain, Cnen and Qatsy, as the "have-not",
Let us now tum our attention to the fubture wealih derived from crude
oil and naturel gas,

C « Tuture Arab 0Ll Revenues

The level of prices in nowminal terms depsnds on several
factors. The overriding question iz if the causes that led to their
quadrupling in 1973-74 will disappesr in the nediam-long term, These
causes have already been dealt with esavrlier in this 3hap€er, and in
our opinion they will be present in the medium term at least, For
instance the change of cwnership is an irreversivie step, It is very
wnlikely thet the cost of production will deecline sither in or outside
the Middle East, TFurthermore, zpart {rom oll production OPIC, and
- therefore Arab countries, will be present in ohbher fields of the oil
industry such a8 transport and refining, Tt is estimated that by
mid-19808 their omm fleet will be transvorting around two-thirds of
thelr own production, By that time one has also to eonsider the fact
that their refining capacity would o greatly expanded, T the top
of these factors one ought to mention that by 1985 the Arsb World will
be a net exporter of fertilizers(l). Exports earnings from natural
gas will also be very important in ccuntries such as Algeria, Finally,
as it will be presented in Chapter III, part of the oil revenues are
being invested abroad, consequently they are bound to produce financial
(l’Arab countries are now cutting down the scale and nurbsr of their

fertilizer plants in order to avoid a glut by mid-1980=2; but in
spite of that thelir share of the market will be larger than that of
the mid-1970s,
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earning,s(l )o The political will that led to the ereation OPEC that
played an importent role in cusdrupling the priees of oil is a
permenent feature of the fubure relations between oll producers and
consuming ecuntries,  All these factors led to an incressed bargaining
power of OPEC countrles, However that bargeinimg power sprung mainly
from OPEC counpies? role as mein suppliers of arude oil to the U.S.4.,
Japan snd Western Burope, TFrom 1973-7h onwards the latter coumtries
took some steps to limdt their dependence on OVRC oil, Thess measures
were mainly consisrratlion, increased production of domestic oll and
promobicn of alternative sources of energy. Several institutions

and comnwntators considered the impact of such msasures on OPEC export.
The Internatlionsl Fmergy Ageney, specifically crawsted to deal with the
energy problem for the 0.E.C.D. area, ccitex up witm the following
forecast.,

TABLE & : IEA Forecasts of Consumers® 011 Dermand and Net Tmport (1974--1985)

Period 197 1980 G5

Countidos  Aetual (1) (2) Y (&)
USA

Demard 15.9 18,8 214 18,7 23.7
Impoita 5.9 7.8 8.6 ka3 10.9
FEC

Demsnd 11,1 11.3 12,8 1.8 13,7
Imports 1,1 92,0 9.5 8.5 10,4
OECD Pacific Jupsn

Demand 5.8 7.9 10.2 9.6 12,1
Imports 5.5 7.5 9.8 i 9.0 11,7
Total OECL

Demand 37.2 L3.7 51.6 15,6 57.3
Importe 25.1 27.3 32,1 2.1 37.8
Other non-commnist

Demand 7.0 9.9 12,2 12,2 13.7
Tmports 3.8 kb L.2 L2 5.7
OFEC Exports 28.9 31.3  37.7 27,7 2.9
Source: The Economist April 10, 1976, pp.l07.

(1)

It is estimated that Saudi Arabiats scerved dividends from finsncial
investments in OECD countries were ﬁ 6-Ton, in 1977.
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The I.B.A. made the following assumpbions:

(1) OECD annual growth rate L,3% 197k-80 - no extrs
conservatlon,

(2) OECD growth rate L% 1980-85 - no exira conservalion,

(3} OECD amnusl growth rate 198C-85 ~ L% .. conservation
programne and accelerated investment in altemetive

fuels,

(L) ORCD growth rate L.5% 1980-85 - no exbra conservation,

These assumptions geem realistic e ue since oil demard is a

function of three factors:
- the growth rate of the councry or grcup of countries
concerned,
= energy conservation progranmes,
- and the available supply from obher couwrces of snergy,
Given the forecast the worst thal can happen to the OPEZ would be to
export by 1985 1Mb/d less than 197L, erd this "shock" can bo offset
by Saudi Arable very easlly, as it is bsing d-uc in 1’9‘?8(1)n

It seems that, on the volume of exrort side, the OFEC
countries are safe, In our opirdor nomingl oil prices will net
decrease in the medium-term, As a proof several commentuicrs
predicted that by the end of the 1980z CPEC will bresk nup and that
meang lower oil prices., Five years havs already pessed und nothing
- of the kind occurred and by 1978 the ¢l crisis approached in terms of
gquintupling and not quadrupling of oil prices,

One can safely maintain that the Lrabh World is agsured of
increased oil revemues for several years to come, How sizcable these
revernues will be ig a matter of speculation end assumptions ~ we shall
refrain from giving a definite figure., On the other hand we shall
present in the following table the projections made by other people
and institutions, ' ‘

(l)Confer: Interview of Sheik ®, Yamani on B.B.C. "The Money

Programme", "whaet to do with ﬁlOO rdllion a Day", Miy 13th 1974
at 4J40p.m.



TABLE 9 : Projections of 1980 OPEC Finsneial Accumulations
(in billions of dollars)

Currents Constant
Dollara 1971 Dollaxs
Hollis B, Chenevy (Jarmuary 1975) n.a, ?’*OD
Edward R, Fried (1974) n.a. 152
EXXON (Spring 1975) k330.380 200-250
First National CGity Bank (June 1975) 189 141
IBRD (July 19%4) 653 appro¥.
g LQ0
IBRD (July 1.97% 200-400 120.-250
Irving Trust Case T (Mareh 1975 ) 2LE 158
Irving Trust Gase X% (Merch 1975) 22 14
Walter J, Levy {(June 1975) , LL9 286
Mobil 011 (Spring 1975} 303 178
Morgan Guaranty (Janvary 1975) 179 11k
OECD (July 1975} n.a, 215
Thomas D, Willedt et al, (Jan-May 1975) n,a, 175+250

dource: T,D, Willett "The Transfer Problem and International Ecoromie
Stability", Esssys in Interpational Finance No., 113, Prinseton
University, U.5.A., December 1975 p. 6.

As it can be szeon several attempts were mede to caleulate
OFEC's financial eccumulations, The common feature of these projeetions
is that they do not agree with one another., For instance in current
U.S. dollarsg the gap is very wide between EXXON's $330-380 bn, figure
and an Irving Trust Csse I1 that puts the financial sccumlations at
#22 bn; though both were made in Spring 1975. However when it comes
to projections in-constant 1974 dollars the gap is less wide since it
varies to #lh bn. eccording to Irving Trust Case IT and the IBRD (July
197hk).  Our purpose is not to say which is wrong and vhich right
although they are all accurate within the assumtionémﬁfwey mede,
However as more than four years have already elapsed it is more
realistic to look for the right projection in the top side of the
ebove-mentioned figures., For instance, according to Morgan Gueranty
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OFEC investments were arcand $200 bun, () by the erd of 1977, This is
well sbove its own projection made in Jenuary 1975 that was 179 bn,
current dollars., Nowadayas the most common flgure advanced is fﬁjaoo bn,
of accumlated financial resources, The rretious figures have the
advantage of giving to us the financisl aurplus that is theoll revenue
not domestically spent; on the other hand thelr disadvantege 1s that
they do not give separate projecticns for the Arvab World. However, &g
seen in the beginning of this sectbion; most of OFEC's oil reserves

and production ars cancentrated within the Aah viorld, therefore most
of the financial accumuiatiors will be concentrated in the same hand.
This holds true when one lmows that the majer non-Arab cowntries, that
is Iran, Nigeria, Mexico and Venesuela, started borrowing from the
Buro-markets as early as mid-1977.

CONCLUSTONS

The Arab countries either dersely ci sparsely poralated, either
with or withoul oll reserves, are still undernd@velcped.l Thisg is a
fact and it is obvious in the rates of illlteracy and unewployment, the
state of the public health sector and the level =2nd chavestcristics of
the system of education., The position of the agrisulturei sector,
measured either in its contribution te G.D.P., share in active
population, shows the characteristics presenv in most developing
countries, '

On the other hand the Arab World enjoye several raw materials,
We have focused our attention on c¢rude oll whose price cuadrupled in the
space of three months, We have also shown that these prices, at least
in nominal terms, are unlikely to decline, Therefore in the years
ahead o steady flow of revenues will be acceruing in the hand of those
" countries that we decided to treat as a bloc.

(Ume Pinancial Times, cf. Article "OPEC's investment seen at {200 bn."
by Francis Ghiles, Sunday-Monday 28-.29-X-1977,
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The logical qusstion is whether these revemues will be used
to satisfy the basic, soecial and economic needs of those 140 million
people, This is not an easy task that can, and will be, complicated
by the very nature of those revenues, We mesn the way they are kept and
invested. This problem cannot be digsoclated from the cuestion of
how the oll consuming countrles wili be poying for thely lneressed oil

bill, This constitutes the substance of ocur ned ehapiter,
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CHAPTER ITI

PAYING TOR OIL

INTRODUCTION ¢ THE PRCBLEM

The 1973 oll crisis introduced profound cranges into the
world econony and, indeed a situation wherm wmost OPEC countries
witnessed swollen balance of paymenits (B.0.P.) swurplus, whereas oile
ivporting countries ?ecordéd big B.0.P, dairicite, The magnitude of
the leng term politice-economic conscouences of such & novel situation
has yel to be discerned.

However, a situation of B.0.P, disequilibrium is not new in
the ammals of history. Magssive internatlonal transfers stretch from
the eighteenth century to our present time ani inveive zeveral
countries, The main examples being

- Britain which, from 1773 to 1816, witnessed sn ouufliow of funds
to her Allies, : '

- France, which, during the 1811 - 1875 period, had to.pay way
damages to the Prussian Emplre,

- Germany, after her defeat during World VWar I, iz coage is
very interesting because it involver several couwntries; and

- The United States which, from 1950 o 1963 underteck sizeable
investments in Wéstern Furope, ‘the Amevican case can he
extended up to the early 19703 Ly the inclusion of the Vietnam
War, '

It goes without saying that those exaiples bocsted the theory
of international economics, From David Hume onwards the iist of
writers whose works focused on these topics is very long,  Amongst
others it includes, I, Michelup, Denizet, S.S. Alexander, H.G, Johnson,
A.C, Haberger, T. Scitovsky, J.M. Keyaes, ' Coviously one does not
claim to have presented an exhaustive list in this fiegld,

Whether thelr theories are applicable to our case-study will
not be discussed here, However, one fact Is true, and hence has to
be mentionsd ¢ their examples were concemad with countrles or groups
of countries at more or less similar levels of development, For
instance, conecluding his introduction to a book containing fourteen
articles from twelve economists, R.N, Cooper writes that:
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"most of the esseys are addressed to the problems facing
the economically advanced countries, but many of the
principles apply to the L.D.Cs, as well, None, however,
1s addresged to the particular problems of the L.D.Cs,
where foreign exchange conslderstions often exert a
powerful infiunence on plans and prospects for economic
developmenﬁ.ﬂ"“,
The incorporation of the L.D.Cs, in our case constltutes & new festure
and is bound to cowmplicate the problem, On the other hand, if onoc
had to include our case in & broad theoretical framework one would
chooge the sphero of transfer theory which s

Thag genexally been developed and applied in the an&lyQ1s

of guch standavd problems as reparatlon payments and

internationsl flow of long-term capital., It has, however,

a far wider applicetion in the field of B,0.P. theory,

gince any actual B.OP, disequilibrium inveives o transfer

in some form fror. the surplus to the deficit couwntry (or

countries). and “he prdblem of rectifying the

diuequilﬁbriam cen be framed as the problem of creiiﬁng a

However the provlems involved asre a function of the magnitude of the

transfer of oqual amount in the opposite direction

financlal transicr. Thus, & comparison between oil revenues and uthar
data could be usefvl,

Fivet let us cempare Arab oll revenues to other data (ef,
Appendix ITI - Table 1), Considering the Arab oil revenues at 61,8bn.
dollars for 197L, as Nicolas Sarkis does, it appears that such a sum
is twice as much sz the totel sssets of the M.N.0.C. EXXON by the end
of 197k, or just sbove the French national budget for fiscal 1975,
Compared with the space programme of both the USSR and the USA up to
the end of 1974, the A.0.R, (Arab Oil Revenues) do not consiitute more
than 39% of the latter,

tth.N. Cooper: "International Finance: Selected Readings", Penguin
Modern Economics Readings, Middlesex, Ingland, 2nd Ed%, 1971, p.21.

CL)H.G. Johnson, "The Transfer Problem and Exchange Stability",
c¢f., R.N. Cooper, op. cit. pp. 77-78.
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Finally, if one considers other aggregates the Arsb oil
revenues would appear less important, for they represent 20.94%,
19.93%, 19.68%, 12,87% and L ALE of the G.N.P. of France, the
Treasury of the multinational companies, the 1974 U.S. budget, the
G.N,P. of Japen and the U.S.A. respectively. On the other hand, if
one considers the 1974 total oil bill at &0bn, dollars and if the
whole amouni had to be shifted in one time, it would have meant &
reduction of 2% and 3% in the G.N.P, of the OECD and Third World
countries respectively,

However, the 1974 oil revenues arce just part of the long
lasting flow of funds to be paid to OPEC countries, and conseoueniiy
it could be interesting to consider the relative importence of such
a flow, The only cther unit of measure involving several countriss
in recent yearg is the U,S. export of capital after World Wer II,

Teking the spselfic relations bstween OPEC counbtries and
the 0.E.C.D. countries, W.B, Chennery mkes an interesting comparicon
between that 2ase and the situation created by the oil crisis, as
shown in the next tab:i.@& tede\r, 10 Q:{\,‘z). '

"Cagse A" considers the sltustion of the Turopesn couvntries
mebers of the 0.E.0.D, vis-a-vis the U,S.A. and "Case B" conziders
the situation of the former group plus Japan « oceanie vis-i-vis the
OPEC countyics.

In both cases the same elght ageregates are presented, “or
obvious reasons the G.N.P., exports, imports, net capital flow, totel
debt and hypothetical debt service are of different magnitude or, in
other words, more impesrtant in Case B,

However, when the situation is approached in terms of ratio
o different picture appears, In both cases the debt service/G.N.F,
ratio are equel to G.L% in base years (1947 and 1974 ), but in Case A
it reaches 3.,1% at vhe end of the perdod under study whereas in
Case B it reaches its peak in 1980 and then declines to 1.6% in 1975,

A similar trend appears concerning the debt service/export
ratio, In the Case A it eguals 2,87 in 1947, L% in 1955 and rockets
to 13% in 1955, Concerning Case B it starts at a lower level in 197h -
2.2% - reaches its peak - 9,2% ~ in 1980 and then declines to 6.5%
in 1985,



TABLE 10 ¢ Comparison of Adjustment Processes: 1947-55 and 197485
(billions of dollars in 1974 prices)

Ao 1947 Adjustment (OECD Burope )

1947 1950 1955
1. CGross National Product 350 135 578
2. Exports 51 9h 134
3. Tmports 75 90 116%
L, Net Capital Inflow 3L 11 2
5. Total Debt 3L 74 92
6, Hypothetical Debt Service” 1.4 3,6 17,9
7. Debt Service/GNP 0.4% 0.8% 3.1%
8., Debt Bervies/Frports 2.8% h,OZ 13, 0%

B. 197 Adjustment. (OECD Europe and Japan-Ocesnia)

1974 19€0 1985
1. Gross Naiicnal Product 1,921 2,695 3,082
2. Exports 361, 521, 776
3. Imports 329 L60 710
L. Net Capital Tuflew LO L5 31,
5. Total Debib LO 285 50O
6. Hypothetical Debt Service’ 8 : L8 51
7. Debt Service/GNP 0.h% 1.8% 1.6%
8. Debt Service/Exports 2,29 9.2% 6.,6%

Spctual Imports were reduced to take account of the need to service
hypothetlcul debie,

bHypothetical deist service calculated at 5% interest, repayment of
each year's borrowing over six years beginning in 1952 or 1974,

Sources H.B, Chemnery "Restructuring the World Economy", Foreign
Affairs, (East Preston St,) Baltimore, U.S.A., Vol. 53, No, 2,

Janvery 1375, p.256.



It appears that for both ratlos the trend is dissimilar,
In the first case the progreszion is continuous wheress in case B
the increase 18 very marked during the first couple of yeers and then
the decline ls very obvious, In our opinion the conclusion is that
the burden ls very important during and Just after the oill erisle kb
afterwards it becomes lighter, As for Case A the burden required Ly
the adJjustment process grows steadily bigger.

H.B. Chennery's comment on the previous table is that:

"the adjustment to higher oil prices that is now

reguived is shown to be of somevhat lower magnitude than

the vost-war adjustment processs, .,..“ \"‘I

Nonetheless, one has to mention that the 1947 adjustment
process wag successful because the US.A. - that 1s the surplus
countyry - opened ap credit to the Buropean countiries members of the
0.2.C.D, Although our case is more complex this could serve ss »
historical precedent, First we are in presence of three groups
instead of two only, the OPEC countries and the oll importing countries
which have to te dilvided inte 0.E.C.D. and Non-oll Developing Ccuntries -
N.0.D.C.

Secondly OPEC countries are part of the L.D,C., consegqummbly
together with N.O.D.C. they are at lower level of economic developmsut
when compared with 0,2.C.D. countries. These differences are bouud
to complicate our casc-study. The East Buropean countries will nob
be considered bhecause of their speclal stiuvation which made themr play
a small role in vthe oll crisis, Thereforé they represent a marginal
case for our perliod wnder study.

The oll oriels and 1ts aftermath led to inbalances for sach
ocne of the thres proups, As mentioned earlier OPEC countries
recorded B.0.P. surplus, They will adjust to the new situation by
increasing domestic spending and investing the financial surplus
abroad, |

The oil importing countries recorded B,.0.P. deficits,
therefore they have to adjust to the new situation by devising ways
and means to pay for thelr oil bills, TFor doling 56 they sre lseft
with two options: either the "pay as you go" option that recuires fvll
real adjustment to the new situwation, or the "take now, pay later!
option, The latter means that oil imports will be just financed or

(O ?)'.Q?‘G—V\V\Q_(“( 'S Y ?_32_56'-,
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poid for with "I.0.Us,", However each optilon comprises several
subsets of measuresy but not all oil-importing countries have the
same latltude of cholce between available measures, Specifie
measures are open to speclfic counbrdes, s rutlined by the following
table,

TABIE 11 s Paying for Oil: Measures open to Cli-importing Countries

COUNTRIES ' RANGE O OFTIONS
Germany -~ Relending of OPEC Inflows to the wealk

United States Allowing exchange retes to rise (Trade

Balance to fall)

- Acqgulescing in import restrictions of
the wealk:

§

- Controls on Capltal Inflows

Ttaly
-  "Soft" Borrowing

= Devalustion
- TImport Controls
- Recession
Bangladesh -~ Widespread Suffering
Source: G.A. Pollack, "Are the Ol Payments Deficits Mansgeable?®,
International Finance Section, Princoton Univeraity, New
Jersey, No, 111, June 1975, p.2k.

It seems, then, that ir their effort t¢ adjust to the new
gsituation the oil importing cowntries do not have a ™unjous solution,
but rather a spectrum of possible outcomes ranging from the
relatively painless to the dis&strous“(l). G.A. Pollack distinguishes
between weak and strong countries, In ocur opinion these concepts
are quite obscure and consequently, as outlined earlier, oil importing
countries will be divided into developed and developing countries,

(1) G.A. Pollack, op. eit. p. %3.



SECTION I « O0.5.C.D. COUNTRIES®' POLICIES TO THE OIL
INDUCED BALANCE OF PAYMENT DEFICIT 197h=77.

SECTION T « 1: THE MAGNITUDE OF THE OIL.INDUCED B,0,P, DEFICIT
19741977

It is not possible to present the adjustment process ol the
whole O.E.C.D, arsa, nor the case of each mewber of the Organisatlon.
Therefore under 0.E.C.D. countries we shall discuss The United Statsa,
Germany, Japan, Urlted Kingdom, Italy and France,

We chose the 197L-1977 period becsuse although mest of e
decisions lesding to the oill crisis were taken in the finsl cuarter
of 1973, thoiy impact was felbt from 1974 onwards, TFisecal 1977 wag
chogen for the sake of pregenting uvp to date informetion., Howewar
the cholce beltwsen the various options is a funetion of the depth and
loength of the crisgis itgelf, therofore it is logical to present, first,
the impact of the fourfold oll prices increase on the econowies of
the main 0.E.C.U. countriss. In doing so we shall focus on its

monetary aspech, or i1 cther words the increased cost of oil lrports,

TABLE 12 3 TInercased cost of oil-imports in the Main 0,E.C.D, Countries
1974="17 (billions of dollars in 197L prices),

Period .
Country 197 1975 1976 1977 Total
or Region
United Statex 15,0 13,0 15,5 18,7 62,2
Western Européb 34.3 30.5 28 21,2 118
Japan 125 11,3 10.3 10.14, LL,.5

Bestimates: for the assumptions confer source of table,
bGermany, United Kingdom, France and Italy.
Source: Higher OL1 Prices and the World Economy : the Problem of

Ad justment, Editors Edward R, Fried and Charles L. Schulze,
The Brookings Institutions, Washington D.C., 1975, p.l6.



The total increased cost of oil imports has been deelining
from 1974, A61.8 bn,, to just under B5k.'. bn, in 1976, A slight
increase is expected in 1977, and it is msinly due to an increase oil
congumption in the U.S.A.

However any sudden and sizeable increase in the price of an
import item has an unbalancing effect on the balance of payments
sitvation of the countries importing that very item, It is the case
of crude oil and lts impact on the balance of payments of the major
0.E.C.D, cowntries ie shown in the following table{ Ve \s ¢.37)

By compsring Tebles 12 and 13 several remarks can be msde,
The increased cost of oll imports is greater than the current aceount
deficit, The reason is that the current account contains also non-
oll trade which in uvur case help reducing the impact of oll prices
increase, This holds true for every contry of the sample and for the
whole 1974-77 period. _ .

The ircreased cost of oll iwports is also different fyom the
basic B,0.P. a5 ropresented in Table 13 (Page 37); 1t is bound to be
so because long-term capital flows are taken into consideratioctn,
Long-term capital movcements can elither solve the current account
deficit by eguilibrating the basic B.0.P, or aggravate it., Tirst,
one has to mention that long-term capital may include borrowing leng.

term to pay for oll import. We have particularly in mind Great Efiﬁaﬁn
which borrowed over £1 bn, from Iran in 1974, From this point of view
it is worth cmsidering the direction of long-term capital movements,
According tc Table 15, for the 1974~77 period the U.,S.A., Japan, France
and West Germany witneased an outflow of L,T, capital egual %o
% 65.635bn, that on top of their increased cost of oil imports. The
conclusion ic Lhat for the above-mentioned countiies there was no
financing of the oil bill through long;term capital movements, On the
other hand Itely and United Kingdom, the worst hit by the oil-crisis
amongst the sample recorded long~term capital inflow of £9.235bn, that
helped cushion their current account deficit caused by the oll erisis,
However such an inflow was not enough and more funds were recuired,
As for the U,S.A., Japan; France and West Germany their reouired short-
term capital to finance thelr global current account deficit and the
outflow of long-term capital, ' ‘

However as far &g we are concerned we shall assums that B.O.P.
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TABLE 13 ¢ Balance of Payments of the Mgin 0.8.C.D. Countries
19741977 (billions of U5, §)

Countries or End of Periods a
group of 1974 1975 1976 1977
Countries, Ttems
Current Accountb = 5,000 411,600 < 1,400 17600
Uos QAe I:Ong--Term Car:pi.tal haid 697()2 ""190011 -1)4,":165'2 - 5‘:6’0Q
B.0.P. =11.702 « 7411 ~15,568 L2300
Current Account w 5,000 ~ 0,700 « 3.L00 410,000
Japan Jong-Term Capital = 3,956 - 0,820 & 0,728 = O.4L3
BoOoPa hnd 8,956 had 10520 ‘P\' 20672 “3' 9055'?
Carrent Account - 5,900 0.0 w 6,000 = 4,200
France Long-''syim Capital « 0,182 = 1,044 « 1.636 .4,
BtOoPo - 60082 o 1901{-1!- bt '7(.636 1"1.&0
Current Account - 8,000 = 0,500 - 2.9 - 3.2
Ttaly Long~Term Capital 4 0,342 ¢+ Q702 + 0,6 Nel.
B.G.Pa L 7.658 Lo 00202 Rodd 2.3 “‘ngao
Carrent Account + 9,700 4 3,900 # 2.800 4 A.600
West Germany Long=Term Capital ~ 2,272 = 6,870 - 0,148 < 3I,CLY
Booopo + 7‘&«28 - 2.970 + 2065"2 4’ ’%0553
Current Account - 7,900 « 3,800 - 2,500 = 2,h00
U.K. Long~Term Capital «+ 4.238 «+ 1.090 1,171 « 1,092
B.,0.P. - 3,662 - 2,710 - 1,471 - 1,304
Western ’ . ,
E\lropec B.OOPO - 9.97‘[‘- bt 60522 bl 80‘755 noac

vy

& - First half of 1977,

b - Seasonally adjusted, annual rates.

¢ -~ France, Italy, West Germany and

U.K.

2T St gt

Sources: 1, I.M.F,, I.F.S. Volume XXX, Number 12; December 1977;

cf,. countries concerned,

2. Bank of England Quarterly Bulletin, Volume 17, Number L,

Decenber 1977, p.Akl7.
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deficits are mainly caused by increased price of oil and conseguently

we shall focus particularly on the tools used to correct such imbalances,
Acecording to G.A. Pollack, ",... in coping with the B.0.P. straing of
expensive oll, the importing cowtries fare & rmuber of alternatives,
each of them substitutable to some extent for the others, They can
reduce energy consumption, endeavour te achiove lower ofl prices, expand
exports to OPEC, finance their peyments deficite and 2d just to residual
imbalanceso“(l)

However, as outlined in Chaplter I 1t is not peuesible to achieve
lower oll prices, at least in nominal terms., It 1s also not possible
to cut down drastically OPEC-oil imports by redueing domestic
consumpbion,; promoting conservation measurss and stimalating domestic
sources of energy; particularly non-oil sources, The only way left
was to slow down the level of domestie actlivity,

SECTION T « 2: THE SLON DOWN OF THE LEVEL OF DOMESTIC ACTIVITY

Wo shall present the whole 1973-77 period becsuse we consider
fiscal 1973 as & normal year, We rely on two indicators; namely
industrial preoduction and employment, The evoiubtion of bobh indicators
is contalned in the following taule(%w5§}\L¥ 9‘5q@.

As far as Industrial producticn is congerned we nobice from
the previous table that it deereased during 1274 and 1975 censecubively
in U,5,A,, West Germany, Japan snd the U.,K, In the case «f Germany
and United Kingdom the figures for 1977 are bLelow those of fiscal 1977 by
0.3% and 6.5% respectively, Tor France and Italy a fall in industrial
production was experienced only in 1975, Concerning empicyment the
situation 1s quasi-similar because both indicators are conrected,
However, one has to mention that in this field Japan was the most hit
since unemployment rose during the whule 1973-1977 period and in 1977
it was 9,17 below its 1973 level, A1l in 2ll it seems thal 1975 was a
bad year and that the recovery started from 1976 onwards,

1 ‘ <3 - .. b~ I3 13 s - - - -~
(“'G.A. Pollacis, "Are the Oil Payments Deficits Menageable?¥
op. c¢it, pp.23~k.
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TARBLE 1k ¢ Industrisl Production(A) and BEmployment(B)
in the Main OECD Countries; Percentage Changes from
the Previous Year: 1973-.19%7

" Perdof . . o
End of Period 1973 1976 1975 2876 18%7  1973-7"
Countries
U S A : AX + 801{»6 ""'Oo'!'i- bt 808 & lO ‘\"60\1& ‘.‘*6.0
) [ ° 1.
B}‘ + "POBB 4"2@0 - 101 ‘f" 301 'f‘gegu +602 .
B e 5,92 <20 -61 +8.5 01" 0,2
West Gewmany  p2 . 0,20 -2,5 « 6.5 + 6.8 n.a, n.a.
A +15.62  =3,1 11,1 13,6 +’5,,8b +3.6
Japan B 4 0,20 «0.6 o« 5.4 - 2.7 -0.87 9.1
BX 4 2,6L 40,3 ~ 0.6 4 0,59 mn.a. n.o.
X o, o - : L O b .
France Az + 8'10 25 - 9.0 v 9.0 ‘%’30\2 T 5@8
B e Lh9 40,3 ~ 1.2 & 1.8 N8, N.a.
w968 +h,5  ~ 9,3 4124 #L,0 & 7.1
Tealy B3 £ 0,78 3.9 4 0.°8 ¢ 0.27 1.6,  n.a.
"1 ~ Nop-Agriculture Employment ¥ . Seasonelly Adjusted,
2 ~ Industrial Employment ¥ o Mey 1977
3 w Manufactaring Employment | P ipril 1077

L Thellast colum is not the sum of the five other colunmms because
that table gives figures at end of periods and not the average
figures,

Source: I.F.S, by I.MF. Volume XXX Mo, 8 August 1977 & No. 12, X11 - 1977,
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0.E.C.D, countriex managed to curtall the level of their

domestic activity by increasing the rate of diacount(l) which, except
for U.K., reached its peak in 1974 for a1l our sample countriess
13% in France, 6% in West Germeny, 8% in Ttoly, 9% in Japen and
finally 7.75% per annum in the U.S.A. These rates are very high when
compared with 1972 figures., By comparing th2 rates of diseount and
the level of domestic activity we can say that the recstrictive measures
were teken in 197L and thelr impact was felt in the subzeouent year.
What about oll imports then? Total 0.5.C.0. imparts of crude oil and
semi-processed feedstocks from outside 0.E.C.D. ares fell from 1,135.8
million m/t in 1973 to 1,108.L million m/t in 197, and then again to
1,0L0,0 million m/t in 197)(2’0 Such developments do not appear on
the B.O.P. nonetheless they remain part of the adjustment measures
undertaken by the 0.E.C.D. countries, Wowever adjustment through the
domestic level of activity is obviously limited, Culting down oll
inports is evidently the best way to write off the B.0.P, deficits bul
the application of such a remedy reovires time and in present clreutn-
stances 1t would be a painful procezs that the 0.KE.C.U. coumbries cannot
afford in political terms, Consecuently the oll importing countries
are Loft with the following options:- _

- Use of previous savings, that is 1nternatianafﬁ%wn@d O3 eIVes;

- Borrowing from the International Movetary FunEZ‘

- And inecreased exports mainly to OFEC couniriaes in order to

achleve & surplus in their non-oil trade balance,

These ways and means will be considered in the following paragraphs
in order of presentation.

Cl)cf. Appendix IIT-2 Discount Rates, end of periods 1972-77.

(Mmmmm"m1%mmuw:Swﬂywdﬁ@mﬂ%l%%p&l



SECTION T « 3 ¢+ USE OF OWNED TINTERNATICNAL RESERVES,

Having rscourse to previous savings to pay for present
imports is a normel reaction, However even under normal conditions
the scope of such an operatlon is limited in time and megnitude because
international reserves sre themselves limited, Furthermore, givei
the suddenness and magnitude of the oll price increases, the cll-induced
B.0.P. strains do not represent anymore a normel situation, conseauently
international ressrves will be of a lesser help, The following tabls
gilvea to us a picture of the evolution of the intermational reserves of
our sample countries from 1972 to 1977. In our opinlon such a table
could show to what extent internationsl reserves were uwsed to pay for
the oil bill.

TABLE 15 ¢ Evolution of the International Reserves of
U.8.A., dapun, France, Italy, Germany and UK,
1972.19%7, (billions of U.S. dollars),

End of Periods A

1972 1973 1% 1975 9% 1977
Covntries

" United States 13,15 14,38 16,06 15,88  18.32  18.79
Japan T18.36 12.24h  13.51 12,61 16.60  19.97

- France 10,01 8,52 8,85 12,59 9.72 10,05
Ttaly 6,08 6.3 6.9h  LT?  6.65 11,06

West Germany 23.87 33,07 32,39 31.03 3480  35.69
United Kingdem 5.5k 6,47 6,93 5.45 he23 20,4k
Total 77,00 81,21 84,68 82,53  90.32  116.0L

a, October 1977,
Source: I.M.F., I.F.S. Volume XXX, Number 12,
December 1977, cf. countries concerned,

“What are the conclusions to be drawn from this table? The
first remark is that the combined international reserves of the six
countries declined only in 1975 as compared with their previous level,



HBowever this negligible decline of £2,15bn, is not commensurate with
their %54.8bn, combined incressed cost of oll imports,

However, if we take the countries individually, other remarks
can be msde, For instance the internationsl reserves of Japen during
the whole 1973-76 pericd were well below their 1972 level, This has
to be linked to the fact thet Japsn 1s = heavy importer c¢f OPFEC oil
and hag no immediate alternatives,

In 1973 ard 197L Francet!s international reserves were also
below thelr 1972 level, In 1976 they also declined by a third
comparatively to their 1975 levels, 1In the case of Ttaly, during the
whole 1972-74 period they stabilized avound fbbn.; howaver in 1975 they
were 32% below thelr previous level, These three countries also had &
current account deficit durding almost the entire period under study,
During the whole 1974-1977 perlod West Germany had sizosble international
reserves; 1t is also this country thst never recorded sny current
account, deficit, The existence of hich internstional reserves is
therefore comprehensible,

United Kingdom's internstional reserves inereased in 1973 and
then again 1974 bub they deelined during the subseouent two years, and
again rocketted in 1977 when the pasitive impact of North Sea Oil was
being felt, ’

According to the previous table the internaticnal reserves
were marginelly used by the major 0.EB.C.D. cowmtries to pay for thelr
oil inports, This is very wderstandshle becanse this teble does not
~ tell us the whole story and it also may be due to the fact that 1t does
not and cannot contain all the elements at play. We shall limit
ourselves to one factor not usually referved to; the mid-Desember 197L4
Martinigue Summit between presidents G, Ford and Giscard D'Zstaing and
its consequences; espacially as far as the fubture of gold prices were
concerned, They agreed on "the valuation of countries!gold reserves at
market prices"(l). The official price of gold wus #3L per cunce as
fixed by President Roosvelt in 1934 and #42.5 per ounce as a resvlt of
(1)Financia1 Times, cf, artiele "Fort de France Summit hailed as the
start of a New Era%, 18 December 197k, p.b.
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the Smithsonian Agreement. Whereas the merket price rocketted to just
under #200 per ocunce by the end of December 197k, The Financial Times
writes that as a result of such a decision "the book value of Freneh
reserves will rise from its present level of #h.%m. to as much as BL8.3
bn, at current market prices“(l). What does this mean in practical
terms for us? It means "that countries with comparatively high
proportion of gold in their reserves, like Italy and France, will be
much better equipped to deal with thelr payments problems caused by
the guadrupling of oil pricea“(z). The OFRC countries were varlously
aware of the ilmplicatlons of such an agreement, For instance Irag was
mainly‘worriediay 1ts inflationsry aspsct becsuse 1t will -increase World
liquidity(g}o On the other hend the Shah of Tran knew that 1t was an
attempt desigred to cancel part of the oll price increase and therefore
he threatened to retallsbte by a further increase in oll prices, it is
hard to know to wWhat extent the velustion of gold reserves at market
prices helped fndividual countrles; however nobody can deny that it did
cughion the impsct of the oll prices by improving the international.
reserves positlon of oil-impovrting ecuntries and especially the mwsjor
0,f.C.0, countries since they were the largest holders of gold reserves,
Another way to congider the extent to which internatimmal
reserves were used iz to find out the nwiber of countries drawing on
their owned reserwves number which "rose sharply from 2 in 1971 and =
in 1972 to 6 in 1973, 13 in 1974 ... and 16 in 1976”(h’, that iz well
over half of the 0.8,C.D, countries, It seems, then, that smaller
0.E.C.D. countries had more recourse to their international reserves
during the 1973~75 perivd. The combined amount drawn was not negligible
glther. Even 1f ore excludes the reserve-currency countries - (,X.

and the U.S.A. - such a drawing: ",,.increased from {}0.3bn, in 1971 to

(1) Financial Times, e¢f., article "Fort de France Summit hailed as the
start of a New Era", 18 December 1974, p.6.

Financial Timss, cf, article "U.S., France Agree on Market Value
for Gold Holdings" 17 Decenber 1974,

(2)

(3) Financial Times, ef, article "Sadam Pusein on Gold and the
International. Monetary System" 28th December 197L,
(&) Department of Economic and Social Affeirs "Supplement to World

Economic Survey, 1975: Fluctuations and Development in the World
Economy", United Nations, New York, 1977, p-p.32-3.



L‘-!J- )

&O.?bn. 1n 1972 to nearly $9bn. in 1973, $ibn, in 1974 and over $bn.
dollars in 1975" l).

The final way to assess the relation between the oil-crisis
and the international reserves situation of the 0,B.C.D. countries is
to consider the import velue of the latter. TFrom this point of view,
", ...the proportion of developed market economies whose international
reserveg at the end of the year (1975) were couivalent to less than two
months? Lmports was twice as high in 1975 as in 1970: to Denmark,
Finlend, Greece, Sweden, United Kingdem and Yogomlavia hae been added
Canada, Iceland, Italy, New Zealand, South Afyics wund the United
States".(g) However this relatlon conld be not g0 aceurabe, because
the fall of the vatio of international reserves to imports could be the
result not only of a fall of the international recerves but also of an
increase in the value of imports especilally in the price of an important
item rose sharply. In our opinion we think that both factors were atb
play and 1t is hard to dissoclate thew, All in all ws can safely
advance that international reserves were used o pay for parxt of the oil
imports, However, glven thelr respeclive mepnitude, interistional
reserves were not the sole optlon used othsrwise they would have bheen
exhausted, Therefore the 0.E.C.D. sountries had sccess to other
parallel sources; one of them was borrowing from the International
Monetary Fund,

SECTION I - 4 : USE OF DRAWINGS FROM THY INTERNATIONAT MONGTARY FUND (I.M.F,)

The Y.M.F. fanedion has always provided its meubers with fundec
to solve their B.O.P, difficulties, The use of I,M.F. boriowlng to
pay for oil imports is not a final payment because the wmoney borrowed
will have to be paid back within a period of 3 - 5 years (an early
payment to the I,M,F. is also possibie), Tt follows that the use of
Y.M.F, facilities is part of the finansing process,” In spite of this
it is interesting to see to what extent sueh facilities were exploited
by oil importing and particularly 0.,E.C.D. countries, The following
table represents the main industrialized countries total drovidngs from

S S 4 143

(1) Idem3~ P.33.
(2) Tvid.



the I.MJF. during the 197h-77 peried.

TABLE 16(1) s Drawings from the T.M.F. :
United States, France, Germany, Italy, Ualted Kinzdow, Japan 197477
(M1lions of 3.D.Rs. )

End of Perilods a

Countries or 197k 1975 1976 1977 Total
Group of Countries _
U.S.4, ~ - - - -
France W50 - 78,3 - 123.%
West Germany 123.5 304 - - 153.9
Tealy CoLéed Lol - 90,0 2,813.0
United Kingdom - - ;,haooo 2,250,0 h,650,0
Japan - - . - ) -

Total 1,811,3  1,310.6 2,478,3 2

eyt

L3400 7,7h0.2

Industrial Countries 1,955.1 - 1,122.7 2,L78.3 2,389.L 7,945.5

World L,053.1  h,658.1 7,000.9 3,218 18,939,1

a - End of third quarter of 1977
- - Nil |

Source: I.M.F., I.F.S. Volume XXX, Nunber 12, December 1%77, p.1lh

The first observation is that the U.S.A. and Japan did not use
the I.JL.F's, facilities, This could be dwe to the fact that both
countries enjoyed high international. reserves during the whale 1974~77
period. Amongst other things it means that only four of ocur sample

(1) Table 16 does not include repayments made by 0.E.C.D. countries to
the I.M,F.
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countrles did, TFurthermore amongst the latter T.M.F. drawings were
mainly made by the United Kingdom and ITtaly. They borrowed 95.4% of
our sample covntriest total borrowing; 93.9% and 34.9% of the combined
borrowing of the industrial countrles and the World. This means thatb
the United Kingdom and JYtaly, the worst hit by the oll crisis, took

the iionfuy shavrs of the [.MF, facilities, Tt follows that other
countrles had accesa to other sources of funds o sdopted other
measures to solve thelr oll-induced B.0.P. deficits., One of the
logicsl measwres to undertalke in similar clrevmstances 1s to pursue

a trade policy aimed et expsnding exports to OI'EC countries,

SECTION I « 5 = T¥PANDING FXFORTS TO OPEC COUNTRIES: 1974-1977

As & matter of fact the effect of incressed exports to OPEC
countries on the mzin O0E.C.D. countriest B.0,P. has already been
presented because we have already presented “heirv current account,
cf, Tabie 13 (Paze 37). However that table does nct refer specifically
to OPECYs import from our sample countries, The following table f£ills
this gap.

TABLE 17 ¢ 0.E.0.U's Increased Fxnorts Over 1973
to OYEC countries, 1974-1977; bn. of 1¢7L Jollars,

v =

s —

Years
Countries 197 1975 1976 1977 Total
United States 2.6 5.1 8.1 10,1 - 25,9
Western FropeP 5.3 10. 4 6.5 20.6 52,8
Japan 2.3 L.5 70 8,7 22,5
Total 10,2 20.0 1.6 39 101.2

& - Estimates; for assumptions of sources,

b - West Germany, United Kingdom, France and Italy.
Source: "Higher oil priccs and the Vorld Economy ¢ the Adjustment Problem®
edited by E.R. Fried and C.L. Schultze, op. eit. p.16
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According to this table the sample countries did not teke
equal advantage of the new markets opened by the oil crisis, However
it seems that each one of them tripled its exports to OPIC countries
during the 197476 period, In 1977 the rate of increased exports was
expected to slow down, This is due to the fact that OFEC countries
revised Jdovmweard thelr domestic spending, Several factors could
explain such & change of heart.

As far as C.E.C.D, countries are couneerned. thelr increased
exports Lo 0P vountries was aﬁpected to reach B101,2bn, for the
197477 period vwhereas thely conbined increased cost of oll imports
totalled R22L.7bn, ferr the same period, It means that more than 459
of theilr oil lmpowts were pald for in comnoditles, It seems that up
till nav increased sxports to OPEC countries hes constituted the mosth
lmportant end efficient single option used by our saimmle ecountries.

This holds true e¢speclially when one compares 1t Lo thelr recourse to
owned Internationgl reserves and borrowing faceilitics provided by the
I.M.F. :

Befora concluding thig part we shall refer to H.G, Johnson
who divides the transfer problem into two stages, The first one being
fwhelher the process by which the transfer is fimanced in the transferor
comtry and disposed of in tha transferee willi azffect ecach couhtuy's
demand for imports (at constant prices) sufrliciently to ereate the trade
surplas and deficlt necessary to effect the trensfer"(l). As far as.
the U.5.A. are concerned oll jimports were puid for by printed dollars,
Consequently there was no decrease in that countyry's demsnd for imports,
On the other hand, PEC's demand for imports are bound to be high., Then,
it seors that the first stuge worked only in one way, Finally we have
to mention that this logical drive for imperts bv OFEC countries is
concomitant with the policies undertaken by C.E.C.D. countries and aimed
at reducing their B.O.P. deficit through the manipulation of prices,
exchange rates and trade mzasures, In owr cpinion those measures will
(l,H.G. Johnson, "Intemational Trade and Economic Growth : Studies
in Pure Theory", published by G. Allen ard Urwin Lid,, London,
1958, p.170.
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generally tend to magnify the impact of OHiCt's lmports on 0.E.C.D.
countriea! B,0,P., situation, Therefore it is necessary to consider
those policles,

A - Adjustment Process and Price Developmernta in O,F,.C.D., and Arab

Countries

Concerning the role of prics-changes in the mechenism of
transfer there are two schools of thought, The first one, led by
Profesgor B, Ohlin minimizes "the lmrportance of nrice movements ...
and indeed..." contests ",;. the neceasity Tow the transfer of
unilateral payments; of any prilce movement at ea,ll."(l) In other
words, it maintalns that in both countries with B,.0,P, deficit and
surplus, the movement of prices will be paraliel, On the obther hand,
the second school, having J.M. Keynes as leader: ‘

Jays greal sbtress on the necessity of oprosibte price movements
in the two countries concerned, It considers thal under
unfavourable circunstences these price movements would have to
be so large that serious difficnlties might arise, rendering
transfer, in extreme cases, sbsolutely ilwpossible, ‘

However, how could such theories apply to our case? Let us,
then, consider the evolution of dowmestic prices in both oil imporiing
and exporting countries. In the forwer group we shall present the
case of the U.S.A,;, Japan, the United Klogdom, West Germnany, France and
It;aly.(z,

(1) - G.V. Harbeler, "The Theory of Intsrnational Trade with its
Applications to Commercial Poliey", translated from German by
A, Stonier and F. Benham, Publ, William Wodge & Co. Ltd,,
Iordon, sixth impression, 1956, p.66,

(2} ~ For other 0.,E.C.D. countries confer Appendix IT§{-3¢253.
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TABLE 18 : 0,E.C.D, Countries! Consumer Prices, Percentage Chenges
from Previous Year 1974-77 {(Seasonally Adjusted)

End of Periods '
1974 1975 1976 1977 1973/77

Countyries
U.S.A. +11,0 » 9.0 + 5.6 b 6.6 +36.6
Japan 22,6 412.1 + 9.5 . 8,2 #63.1
United Kingdom +16,0 +2h .2 4»32.6 +1’5.6b +9h.3
West Germany + 7.0 + 6,0 & b & hos® $24.,0
France +1.3.7 +11.7 4 9.;“ o4 8¢5'b +50,6

Ttaly 11,9 $11.6 +16.,7 £15.8 488, 4

a ~ June 1977 ¢ b - May 1977

Source: I,M.F., I.F.S, Decenber 1977,

The first observation is that consuner prices increased in
all our sample countries, although the rate of increase sterted declining
from 1975 orwards for most of them, If one cowmpsres 1977 end - 1973,
the increase was most important in United Xingdem with 94.3%, Italy with
88.4% and Japan with 63,1% per annuam, n the other hand it was the
least marked in West Germany whose rate of inflation was no more than 24%
during the same pericd.

Such developments have to be compared with the =2itustion in the
oll exporting countries, The nexht table considers the case of all Arab
countries plus major non-Arab OPEC members, that is Iran, Mexico, Nigeria
and Venezuela,
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TABLE 19 : Evolution of Consumer Prices in Arab Countrles, End of Period
Changes Relstive to Previous Years 1973-1977 (%)

Years

1973 1974 1975 1976 1977 197377
Countries Ot
(2)
Mgeria 6,10 L.78 8,19 9. L5 n.o., 29,58
Bahraln 14.29 24,39 46,1 ko9l 16,01 92,68
— (1) 6.7 1L.39 7450 7.2 &, 28m 13,15
BYPU L.27 10,83 9,69 (2,32 1%.0% 51,63
v (17 he 59 i2.52 1O L6 TTTRETIE 7,033 31. 39
q . 86 8,21 9.k5 10,73 7,69¢ 30, Ok,
Jordan 1047 20.00 11,98 15,00 31,704 103,53
(7 i7.50 ik.89 8,47 G.A% 9, &7d LB &7
Kuwaib 840 13,19 896  5.75 9,75 13,17
Lebanon 6,09 10.96 el NeRe Ned, .8,
Libya 7065 70'?6 9011 5'.0? Naf, 25953”(?)
Vouritania 7,65 12,22 12,75 5,32 9.2kb 57,42
Morocco hel6 17,68 Te95 8,53 n.o. 51..6L
Oman N8, Nea, Nele Nefg Neb, Ne&,
Qatar N.a. N. 8, n,2, N, N8, N.a,
Saudi Arabia 16,51 21,41  34.63  31.5% 8.89% 134,17
Somalia, 6.2 18,20 19.k3  14.06 9.1% 75,75
cudan (LT 15,61 27.25 15049 N.a, n,a, 18,97 (3)
15,30 26,09 23,98  1.68 7,054 70,21,
Sopie  F) 0 33.360 1341 ¢ 7,69 11,86 n.a, L6, I5(7]
yr 19,81 14.96 16,43 14,70 50,70 62,50
) 5,35 B1.16 G 48 1,20 5., 05b RPN
Tunisia 163 h.25  G.51 5.35 " 31,68
U.A.E. n.a. n.a, n.a. n.,a, n.a, n,a,
Y.AR. 13.00 26,57 2375 1651  m.a.  59.660%)
Y.P.DR 35,07 L2.18  17.75 .36 N, &, 83,71(2)
ofellbe 19.7h  20.25 11,95 3.13 n.s, £3,07(2)
Other OOP .E IC. o
Tran [ R & ) S Y Y1 7.93 T, 00 753 GBI LB
9981 11&.19 12.’?‘. 11. 33 ‘31.0 860 69.81
erioo LT 1565 22,52 10.5L  22.2% B84 143,03
¢ 11,16 22,51 10,90  16.11 29,124  114.65
Nigeria 5.36  13.44  33.80 21,48 22.38b 125,69
Venezuels L4 8,22 10.27 7.57 9.22¢ 40,23

1 - Wholesale Prices;

8 - May 1977;

2 - 1973-76 period;
b -~ June 1977;
e - July; £ - Murch 1977;
Source: I.F.S.,, I.M.F, Volume XXX Number 12, December 1977.

3 = 197375 peried;
¢ -~ September 1977; d - Augwst 1977;

g - April
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According to Tsble 19 (Page 50) consumer prices incressed in
all our sample countrles. In soms countries such as Jorden, Seudl
Arvabia, Mexdco and Nigeria they more than doubled during the 197377
peried, A1l thzse countries except Jordan are major oll exvporters
and therefore mezjor goods and sexvices luporters from the 0.E.C.D, area,
The lncrease in cousumey prices was oulte steep in Iran and Bahrain toe,
Let w3, now, compare tables 18 snd 19 in order to draw soms conclusions.
Flrst it appeers that consumer prices increased in both groups of
countries, At first sight thils situation sgeems to contradict J.M.
Keynes because, according to him, they should bave fallen in 0.E,C.D,
countries, and increased in OFEC countries. Tet us also take J.M,
Keynes! statement at faee-value and apply it to our case-study, Ie
would mean firat, Javger volume of oll importing couantries! goods will
be reguired to command the same barrel of oil. In G, Harberleyr
terms thils can be:

"expresged by saying that the real ratlic off chauge or the
barter terms of international trade has moved &gainst"(l)
the oll imporiting countries, snd this adding another buvden to the
Jlatter,

Second, if by virtue of the transfer commeiity prices in oll
exporting countries increasc the terms of wrade move further égaimst
oll imperting countries, this adding a third bwden.

However, for Professorst.Ohlin, J.M, ¥eynes reasons in terms
of unaltered demand, he himeelf maintains that financisl transfer means
transfer of purchaging power. This fact cwupled with J, Rueff
"Principle of the Conservation of Purchasing TFower" jeads to the
conclusion that although at world level demard 'is constant, it has
nonethelegs undargone profound changes, T4 nas shifted in favour of
the OPEC countries,

Taking the case of Germany (B) ard the Allies (A) Professor
B. Ohlin writes that after the transfer:

“"there 1s a market in A for more B's goods than formerly, On
the other hand the market in B for A's goods is not as big as
it was befores"(z’ o

(1) - Tbid, pp. 65-7.
(2) - G.V, Harberler op, cit. p.70,



Does this hold true in our particular case?

First of all one important polnt has to be stressed, Both
J.M. Keynes and Professor Chlin reason in terms of competitive goods,
In other words they implicitely assume that both countries can ecually
produce the same basket of goods and that those goods produced in
either country can equally satisfy densand in both countries, It is
not our case where both groups of coiantries enjoy & monopely on
different goods: OPEC in oil and oil iumporbting countricz (for the time
being we do not distinguish between 0.T.C.0, and L.U.C, countries) in
the field of teechnology and know-how,

The second point is that beth economists assume a situation
of plenty, whereas our case 1ls characterised by gcarcity, Scarcibty
of oll either real or artificisl and secarcity of know-how; each one
18 vital to the other group of countries.

In our case, OFEC countriec did in fect sconire more
purchasing power however they cannot produce the goods thev need mmosht
for their economic development and conseocuently demand for Lhose goods
will be by necessity greater from the OPEC side,

Furthermore J.M. Keynes takes implleitly the case of a none
inflationary situation whereas our sample couniries evolve in an
inflotionary environwment especially from 1973 oowardsc, Ween this
point is considered J.M. Keynes' stabement means that consumer prices
wlll increase less in 0,E.C.D. countries than in OPEC countries.

Such an interpretation explains the evclution of consumer prices in
both groups of countries that ultimately confirms J.M, Keynes!' opinion

Finally there is an important factor that one has to mention
when considering the price fixaticn wechznism in both comntirles;
namely the bargaining power of each graup, As outlined in Chapter T
crude oil prices increased partly because the bargaining power of OPEC
at world level increased, In our opinion the bargaining power of each
group -~ 0,E.C.D, and OPEC - wlll play an important role in the movement
of prices and consequently the "Invisible Hand" of Adam Smith might
not be enough to explain their fluctuations, However the ouestion of
bargaining power deals with export prices that has néﬁ and could not be
dealt with by Professor B, Chlin and J.M, Keynes. As a matter of
fact as far as our case-study is concerned the increase of consuwner
prices in oll exporting countries camot be used by the oil importing
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countries to solve their B.O.P. problem, From this point of view
consumer prices evolution in OPEC and Arab countries can be ssid to be
Uneutralm, The only price which matters for 0.E.C.D., countries is
that of crude oil, It follows that even in a situation characterized
by high rate of inflation in OPEC and Arsb cowntries, e¢.g, Table 19
(Page 50}, O E.C.D. countries still have room for manoeuvre in ordwss te
achleve a more satisfactory B.0.P. situation through increased exnorte
to the former group, '

Our case-study has another novel feature that we shall presgent
as a criticism to both Professor B, Ohlin and J.M. Keynes, This
feature has to do wlth the distinction between domestic prices and
export prices in the O0,E.L.0. countries, As far sas the oll crisis
is concemed little resgearch has been done in this direction, in splte
of the fact tnat the phenouwenon is not new, The L.D.Cs. have
complained fer a long time that the industrisl countries were
characterized oy two nets of prices and two different rates of intiation,
According to OPEC countries the differences between the two sets of
prices increased from 1974 onwards.  Amongst other things such &
situation explaing the fact why OPEC and Western countries never were
in agreement when 1t came to cslculating the rate of inflation ususlly
used by the former to inerease oll prices.

Although all OFEC countries were aware of the fact Saundi
Arabia seems to bLe the first country to tazke practical steps ageainct
W moaew,
for instance, & major telecommunicatlon contract was estimated at
$6.7on, by Phllips whereas the Saudi's estimate was S1,12bn,, that is a
fivefold gap, The cmtract was cancelled and given to South Asian
companies (Pokistan, Singapore etec.). This is just one exampls, but
the practice was very common on the part of western companies, One
can alwsys say bhat this shows that there is still competition whea 1t
comes to the supph of technology. Nonetheless we have to mention
that the allocation of the contract was not done through the market
but by state~decision,

what 1t calls; "inflated bids set by western companies"

(1) -~ The Financial Times, March 15, 1977, back pagé.
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It seems that contrary to the standard theory'!s views,
consumer prices did not even stabilize in the deficit countries.
Furthermore, instead of cutting their prices down, the deficit
countries luersased their export prices, This can be mrtially
explained by the huge demand of OPEC countries as a result of their
increased revenues but principally by the fact that the main 0.E.C.D.
countries hold the sources of technology., Further, FPhilips is not
an igeclated case becauss according to Saudi 2rabla "forelign companies
were congplring to inflate business tend@ra"(lj. It seems that the
increase of export prices was a deliberate and collective move
undertsicon by the 0.E.C.D. countries in order to adjust more easily
to the new situabtlion, The existence of.a "differential" inflation
has alsc been pointed out by M. Chatelus, We writes that, "In 1974
price increasges in the main industrislized countries suppliers (of
goods sad services) to OFEC countries vary between 7¢ (West Germany)
and 26% (Ttalyl; that is an average of sboul Lh% for the 0.E.C.D.
countries, However lnport prices of OPEC countries increased to LO
to 6O%=.."(2) Of course, as he puts it, this fact cancels part of
the oil price increases, However, before drawing our conclusions
let us consider the exchangs rate policies pursaed by our sample
countries becauvse thelr effecets are similar to those price wmovements,

B -~ Adjustment Process and Txchange Rates Nevelopment

The standard theory states that in czse of & B,O,P.
disequilibriuvm involving two countries, the country suifering from the
deficit will have to devalue in order to exwvand ite =xports to the
surplua country. We shall try to find out whether such a2 view applied
to our case-study. However before dolng so one has to reecall a
necessary background, As a matter of fact the oil crisis closely
followed the 1971 suppression of the gold corrvertibility of the U.S.
dollar, This led to several attempts to create & more flexible, although
still stable exchange rate by taking into consideration the economie
changes which oceurred within the O0,E.C.D. itself, The most amblitious

(1) ~ The Daily Telegraph, March 5, 1977, p.5.

(2) - NL‘Chatelus, "From the Oil rent to Economic Development: "Hold-up
of the Century" or New Hopes for the Third World", Revue d'Economie
Politique, Edition Sirey, Paris, January-February 1976, No. 1., p.3h
(translated from French),
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attenpt has come to be known as the Smithsonian Agreemsnt(l’.

However, such an attempt was doomed to failure because of the
econonic changes which occurred during the subsequent yeazr, Such a
frustration led some currencles to float by the end of 1972: the
Canadian dollar and the British pound and sssociated currencies,

However, the emchange rates, although "markel deotermivsd! were still
"officlally managed",

The second devaluation of the U.S. dollar drove other
currencles to the Floating Exchange Rale Systen, The Furopean Countries
managed to agree on a Joint float which_came to be known oy the
"Iaropean Snekelf,

The main 0.E.C.D. countries "entercd" the oll crisis period
with thelr currencles floating, The evolution of thelr exchange rates
for the 197477 period is represented in the next table. The exchange-
rate changes are caleulated in relation to the S.DII. avnd not to the
U.S. dollar. The reagson is that, given ity very composition, the S.D.R,
is more stable,

(»)

TABLE 20 3 Exchange Rates of the 0.F.C.D. Countries
Percentage Changes frow Previous Period 1974-77

Fnd of Pericds

Currencies 1974, 1975 1976 (}EZZ) 1973/7.
U.S. Dollar” -17.0 409 - 5,0 +0.6 - 2,6
Yen - 9.1 +3.1 + ka8 +3.3 + 7.6
Pound Sterling - 0.4 -%.9 -15,3 +0.7 ~23.4
Deutsch Mark + 9.6 0.6 +1.0.6 +0,"7 +16,5
French Franc + 4.2 +3.6 - 8.1 -0,"7 - 0.9
Lira - 8.4 b =27.0 -1.5 -10.7

a - Period Averages,
Source: I.M,F,, I.,F.S. op. cit, December 1977,

(1) - The Smithsonian Agreement was concluded on Decenber 1971, It

provides the devaluation of the U.,S. dollar by 7.89% agsinst gold
and the appreciation of the Japanese Yen and German Deutschmark
by 13.9% and 13.6% respectively. The reason for such an upward
ad justment was that Japan and West Germany were running the
largest B.0.P, surplus within the 0.E.C.D, group.

(2) - These countries were: West Germany, France, Sweden and the Netherlands,
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It would have been more Interesting to have average changes
relative to the S.D.R. However in the absence of such & data we
prefer the end of period changes relative to the 3.D.R. to average
changes relative to the U.S. dollsyr, 1The ieason is that the latter
is more volatlle as shown in the vreviovs table, The U.S, dollar
depreciated by 17% relative to the S.D.R. for 1974 aporeciated In
1975 by 0.9%, depreciated by 5% in 1976 end agein was 0.6% higher by
the end of June 1977. In spite of all those ups and downs the U.S,
dollar value depreciated By 2.6% in 1977 as cowpared Lo its 1973 level,
The situation concerning other currencles is not that different, The
yen deprecliated only in 1974 by 9.1% and appreicated In the followlng
year and by mid-1977 its value as compared te the S.D.R. was 7.6%
higher than that of 1973.

The Deutsch Mark depreciated only in 1975 by 2z mere 0.9% and
appreciated during all other years including 1974, 13 has been the
strongest currency and its mid-1977 value wses 16,5% higher than its
end-1977 value,

The French Franc sppreeileated during the first -'two years of
the erisis end subssouently depreciated in 1976 and 1977. However by
mid-1977 its value was lower by no more than 0.9% ag compared to the
end of 1973,

Finally, the evolution of the puund sterling and iira has
been similar; both recorded stesp depreciation from 197hL to 1976 and
by mid-1977 they were still deprecilating but at & slower pace, By
June 1977 the pound sterling has already lost 23,4% of 4ts recorded erd
of 1973 S.,b.H, value, The case of the lire is worse since for the
same period it has lost 40.3% of its value with respect to the S.D.R,

That is the picture of the six currencies, ‘The main.
obgervation is that they floated well beyond the "usual margin®,
Furthermors if one applies the standard ’chéory to our case-study and
given the impact of the oil crisis and conseaquently th2 magnitude of
the required adjustment the oll-importing countrles would be left with
no option but devaluation of the main currencies and especially the
pound sterling, the Itelien lira and the U.S. dellay, This situslien
did not occur. Why, then? For some, the main O,E.C.D, countries used

diery We ok ke o
the Floating Exchange Rate Mechanism tgﬁform effective devaluations and
thus avoid the social, political and espceially economic problems which
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would have arigsen from official devaluvations, This state of mind could
be well encouraged by the fact that the fluctuations were too marked.

As an illustration we shall take the case of the U.S. dollar., OCur
choice is not fortuitous because the price cf crude oil i3 fixed in this
currency on the one hand, and on the other hand, the bullkk of the
financial surplus of oil exportineg countries fs denowinated in the U.S.
currency., Table 21 gives us the exchangs rale relsticnh between the
U.S, dollar and Arsb and major OPEC currencies for the 1973-77 pericd,

From Table 21 the obvious conclusion 4s that the U.S, doller
depreclated against all our sample countriesgt currencies except the
Syrian and Sudanese pounds and the Maxican Pese: the latter currency
was officlally devalued, By the end of 1977 the U3, dollayr lost more
than 10% of its 1973 value against the Bahraini, Kawaitl and Libyen
Dlnars, the Ssudi Riyal amd the U,AM, Dirham. Those currencies are
those of the major Arab Oil exporting countries., The U.S, Dollar lest
8.,1% and 6,77% of its 1973 value against the Algerisn Dinar and Irenian
Rial respectively. ' Those gseven OFRC wenbers represent the major
source of demand for 0.B.C.D. expert producis, rfurbhermore it is also
worthwhile mentioning that the depreciation of the Pound Sterling was
more marked than that of the U.S. currency.  The cuestion is why both
countries did not devalue in order to increase their exvort to OPEC
and Arab countriem, Part of the explanaiion has been given when we
considered the developments which occurred in the field of consumer
prices,

On the other hand, concerning the menipulation of exchange
rate as a tool of adjustment process ocur opinimm is that the
devaluation of a single currency will achieve no more than en externsal
balance mt the expense of other 0,E.C.D. countries., This holds true
especially when we recall that the bulk of their trade is carried out
between themselves., It is not a collective solution whereas the new
situation requires a collective slow adjustment.

In practical termms a devaluation also means adding a double
burden on the top of the imtial oil price increase., It will also
have likely brought an increase in oll pricea hyr OPRC, Tt 43 the
least the 0.,E.C.D. countries wanted to achieve, However, one cannot
close this part without mentioning development which occurred during
the second half of 1977, and which involve smaller 0,E.C.D, countries
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TABIE 21 : Exchange Rate Evolution between the U.S, Dollar and Arab
and some OFEC Currencies.

Percentage changes from Previous Perilod

Average Market Rake, 1973-1977
Period

1973 1974 1975 197 1977 1977-72
Countries Oet
Megerian Dinars “AL.7L 4+ 5059 = hJSh ¢ 5,42 = 084 - 11
Bahraini Dinars ~9.85 = 1,45 4 0,20 + 0,03 4 0,02 10,85
Egyptian Powwd -10,18 « 0,8 NTL NIL NIL ~11.11
Iraqi Dinar ~10.18  «0.83 NITL NIT. NTI, -11.11
Jordanian Dinar - 9,10 - 2,12 « 0.3h + 3.8L - 1,85 - 90,55
Kuwaltl Dinar «]1,31 - 0.5k - 1,11 & 0.82 =~ 2,37 -1 .91
Lebanese Pournd w by =10.83 = 0,79 +25.,72 ~ 6,65 - 1,51
Libyan Dinar o -10,18 0.17 NI NIL NTL -13,11
Ouguiya (Eauritauia) 11,71~ 1,42 < K42 4 h,11L @ 2,64 - 5,52
Morocean Dirham =10.,6L « 6,40 « 7,27 + 9.05 & 2,09 - 1,83
Cimani o
Qatari
Saudi Riyal -10,70 ~ 4L.10 = 0,82 % 0,35 - 0.23 =15.073
Somali Shilling -10.00 + 0.21 NIL NIL NTL “ Q»Si
Sudanese Pound® ~11,11 417,11 NI, NIL NIT, + 7.90
Syrian Pound NIIL, - 2,58 « 0,61l + 5,06 4+ 1,60 + 340
Tunisisn Dinar «11.99 « 3,92 = 7,84 ¢+ 6,58 4+ 0.3k + 9.83
U.A.E. (Dirhanmi} ~ 8,50 - 0,94 4 0.05 - 0,21 «+ L.4O ~11,13
Y?gfj;.g%&;l - 1,57 - 091 -0,21 - 0,07 NIL 2.2
Y'z;egglga‘)' -9.85 =114 NIL NIL NIL NIL
Vajor OPEC
Countries
TIranian Rial - 9,07 ~ L1.83 + 0,02 4 3.8 4 0,57 - 6,77
Mexican Peso NIL NIL -~ 0.02 423,42 47,01 +81.42
Nigerian Naira - 017 = Lobl - 2,16 +1.78 & 3,81 -1,00
Venezuelian Bolivare -~ 2,12 -~ 046 + =~ + 0,11 + 0.06 - 2,45

a - End of Period (lMarket Rate):

Source:

Number 12, December 1577.

- 2=t Very Marginal Appreciation.
International Financlal Statistics, T,M.F., Volume ¥XX,
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a geries of devaluations happened in the Scandinavian countries
However those developments were marginal,

In our opinion the 0.E.C.D. coﬁntries understood the fact
that any devaluatlon - that is a likely remedy advocated by the
standard theory for a country wlth a B.0.P, defiecit - ",., would tend
to ralze the local currency prices of all imperts, not just oll, and

(2).

Furthermore even 1f a devaluation with all that it means is

many internal prices as well®

socially snd politically acceptable to the ccuntry concerned, it is
very likely that its major trading partners would not accept and
consequently they would react elther by a devaluation of thelir own
currencles or by using trade controls., However, those effects would
not occur if the currency devalued were the U.S, dollar because oil
prices are fixed In this curreney. Bul here sgain CPEC countries
would feel frustrated and would increase the nowinal mirice of oll to
maintain its purchasing power, Some suggested thal the adjustment
process can be reslized through flexible exchange rates, First, the -
fact is that exchange rates act only after tre inltisl shock and even
after secondary B.0.P, effects are fully felt. These effects will
either appreciate or depreclate some currencies,

Second, the flow of OFEC surplus will add up to the previous
effects, The ultimate result will show some countries with current
account surplus and some countries with deficlitsg: the currenciss of
the former will appreciate and those of the latter will depreciate,
The questlion then, is whether this situation can be golved through
exchange rates, Gerald Pollack maintains that: '

ithe pariicular psymente situation resulting fvom high oil
prices and OPEC's lirdted absorptive capacity provides a
relatively inauspicious setting for s zolution in which
wichange rate adjustment plays an important role."(B’

(1) - Devaluation of the Swedish Krona and the Danish and Nerwegian
Krones during the first half of 1977. ' -
(2) = G.A. Pollack, "Are the Oil Payments Deficits Manageahle?!
op. cit. p.1l4,
(3) - G.A, Pollack, op. c¢it, p.p. 15-6,
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The main reason being that:
g gystem of fully flexible exchange rate in which market
forces were permitted to work out thelr effects would
ultimately "pass" the buck to the nation best able to
bear 1t." e

G.A. Pollack'!s gtatement is confirmed by three facts, First,
exchange rates were not "permitted to work out their effects" in the
sense that they were officially "managed", Second, there was no
devaluation during the 1974 to early 1977 period. The Scandinavian
countries appear to be no more than an exception, Third, the prims
alm of the 0KL.C.D, sconomic policy was to avold "eggar the
neighbour™ pelicy, or in other words, to "pass the buck" to next-door
neighbours, Thia is algo confirmed by the fact that they tried %o
avoid trade restrictions as we shall see when the trade policy of the
0,5,C.0, covntries will be considered,

Those are ths main points to be made concerning the exchange
rates role in the adjustment process &s seen by the standard theory,

However, when one considers the oil crisis and its aftermath
from the angle of exchange rates new elements appear especially wvhen
one recalla that . the standard theory did not completely apply to cur
case, It seems to us that the exchange rate relations bebtween 0.E.C.U,
OFEC and Arab currencies do not matier that muchy; the reason being thab
OFEC and Arsl countries’ currencies are just for domestic use, Tn
practical terms their lwports from 0.E.C.D. countries are caleculsted axd
paid for in the so~calied hard currencles but maelnly in U,S, dollars,
This is very different from the case treated by Professor B, Chlin and
J .M, Keynes wvhere the currencies of the two countries were used for
international transactions, OPEC countries were worried by the U.S.
dollar depreciation unly with regards to the real value of their oil
and the stability of their assets held in 0.E.C.D. countries,

However, as outlined earlier, the adjustment process can be
undertaken through prices and exchange rates manipulation but also through
trade policy and each one tool is substitutable to others. The
relation between exchange rate and trade policy has heen perfectly

(1) G.A. Pollack, op, cit, p.p. 15-6,
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illustrated by an American Official who recently stated that “every
percentage point in the fall of the dollar is as good 88 a percentage
point increase in U8, tariff Walls“(l).‘ It 18 therefore necessary
to consider the trade policy pursued by the 0.E.C.D. countries,

C = Adjustment Procoss and Trede Policy in the 0.E.C.D. Area,

n simllar circumstances by trade policy we ususally mesn
guotas and higher tariff imports, Was such a policy put into
practice by 0.E.C.D. countries? As & matber of fact import
restrictions were used by Ttaly first but other countries followed
suit by taking more or less open restrichive trade measured: Denmark,
Iceland; Finland, Australis, Britain, France and Portugal, The
measures varied a great deal In terms of form, intensity and pericd of
application, Some were specifically desipned fox 197L. In svolte of
that such a trend waee werrying in itself and consecvently, enxious to
avold "beggar the neighbour" policies which prevailed during and
preclpiitated the Great Demression, the 0,8.C.), countiries within the
context, of thzlr organisation:

"on May 30, 1974k ... comnitted themselves to a stendstill

pledge, They agreed for one yesr not to adopt new import

restrictlions or measuree to stimulate exports artificially."(g)’
Furthermore, as will bs seon in the next Chapter, the T.MJF. came with
the so-called "oil-facility scheme" for 1974 and 1975, One of the
conditions of having access to it wae that the borrower country would
undertake not to introduce restrictive trade measures, In 1975, the
0.E.C.D, countries pledged another standstill agreement, but by then
the gituation has deteriorated for some countries, For instance
" .o the United Kinzdom renzwal was made conditional on the avall-
ability of finsnce to cover B.0,P, deficits".(s}

It follows that irade restrictios wers not used because they
would have harmed inter-0.E.C.D. trade and precipitated enother Great
Depression without solving thelr individual or combined oil induced

(1) ~ The Guardian, cf. Article "America Shrugs off Urop in the Dollar"
by Hella Pick, ¥snchester, Satuvdsy February 25, 1978,

(2) - G.A. Pollack, op. ci®. p.l18,

(3) - G.A, Pollack, op. cit. p.18.
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B.0.P, deficits, We have seen the remedy advocated by the standard
theory in case of a B,0.P. deflcit, namely the slowing down of domestic
activity, the manipulation of prices and exchange rates and the getting
up of trade restrictions, The last three toocls affect tha terms of

trade of both groups that it is worthwhile considering.

D - Adjustwent Process and Terms of Trade Newolopwents : 1973-1977,

In our opinion the terms of trade (T.0,0.) between oil
exporting and oil importing countries will shed more light on our
analysls, It is not possible to conszider the T.0.T. of each Arab and
OFEC country, ccasequently we shall rely on the cases of Saudi Arabia
and Algeria which, in our opinion, are representative of our samole
countries, The former is the major oll exvorting country with a
limited ebsorptive capacity, the latter is a medium oll exnorter bul
with huge development needs and a much larger ansorptive cavacity than
Saudi Arabla on geographical ground, They represent Lastern and
Western part of the Arab World.

The T.0.T. of both cowntrles is represented in the subseocuent
table,

TABLE 22a : Saudi Arabiats Terms of Trade with
Major O.E,C.D. countries : 1973-77
' Unit U.S. §

LY

End of Period

1973 197, 1975 1974 1977®
Countries .
United States UL.15  LOL.Lh 368,98  AOL.58 L1971
Japan 126,07 349.€3 376.18 110,12 LOL. 89
Germany 122,28 376,58 389,87 375 .66 379.17
United Kingdom 139.33  LO5.47  37L.95  LOT.8,  379.52
France 122,03 372.57 337,96 369.60  377.92°
Toaly 131,50 368,22 350.76  397.L5  377.94°

a ¢ September 1977; b ¢ July 1977.
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TABIE 22b - Algeria's Terms of Trade with
Major 0.E.C.D, Countries : 1973-1977

Undt : US, B

nd of Period

1973 1974 1975 1976 1977%
Countries L
United States 181,30 L0862 363,22 280,39 L03.23
Japan 158,56 353. 45 351,26 384,70 386,50
Germany 153,79 37L.%9 326,69 356,04 364,27
United Kingdom 175,23 L2, 350.1.0 386,54 364,62
France 153,47 376,38 315,58 350,30  363.08°
Ttaly 167.4 372,03 3253 376,69 %62.910
a ¢ September 1977 3 b ¢ July 1977,

Source: T.F.S. by L.MJF. Volume XXX MNumber 12, Deceuiber 1977
P.Pe 32 and LO~41.

We shall not comment on the T.0.T. of Saudl Arabis and Alperia
with each one of its O.E.C.D. trading partners, We shall 1imdt
ourselves to the general trend, It sppears that the T.0.7. of both
countries improved by more than 100% in 1974 as compared to 1973, The
explanation is obvims: the guadiupling of ¢il prices which were fully
reflected in 1974, However, in averags thelr terms of trade declined
during 1975 and 1976, This can be explainsd by the fact that oil
price increases led to a higher rate of inflation in.0.E,C.U. countries
which cannot be wholly explained by oil prices alone, 'The second
explanation is that during 1975 and 1976 OPiC did not drastically
inerease the price of oil, In 1977 the T.0.T. of both countries
experienced a slight improvement but in spite of that it was, in most
cases, below its 1974 level, For Saudi Arabia it is the case of its
relation with United Kingdom alone, For Algeria the situation is
worse because its 1977 T,0.T. with U.S.A., Germany, France and Italy
were below their 1974 level. It happens that those four sowmtries
provide it with the bulk of its imports, In our opinion it is possible
to generalize such findings to most OPEC and Arab countries, The
deterioration of their T.0.T. coupled with higher import recuirements



6.

provide the best way for O,E.C.D. countries to achieve their adjustment
process by meking "goods follow money"., The loglical cuestion is
whether 0.B.C.D. countries achieved their adjustment process, TFor
the time being we ghall assess the extent tc which the measures pub
into practice helped solve or cushion the impact of the ovadrupling of
oll prices,

According to Table 12 (Page 35) the combined increase of
oil lumports for our sample countries totalled 224.7 billion in 1974
U.S. dolliarg during the 197 =1977 pericd. According to Table 16
(Page 45) 3&7,91{.‘}‘5 bn, or 3.53% of the combined cost of olil imports was
paid for Ly borrowing from the I.MJF. As it has been sald eariier
45,03% of which was paid by increased exports Lo OPEC countries,  Part
of the oil bill was setbled by using existing internatiorsl revenues
whose contribubion is difficult to ocventify. I one sazumes that the
5&21 bn. drawn by the developed market countries went to our sample
countries during the 1974~77 period this would account for no more ’uﬁan
9.3L% of the combined oil bill, It geems that all in all no more than
62,79% of the oil bill was paid for through the option "ioay ag you goMawd
financing through non-Arab countiies, It mesns that 37% of the olil
blll will have to be settled in cne way or another, but mainly through
the option "take now ~ pay later®, Before considering such an option
we shall consider first the case of the N.0.C.D..

SECTION 1T - NON-OIL DEVELOPTNG COUNTRI&ES' POLICIES TO THE OIL.INDUCED
B,0.P, DEFICTT ¢ 1974-77.

We shall use the method previously followed to consider the
case of the N,0.D.C. that 1s present tte impact of the cuadrupling of
oll prices and thren the adjustmsent process which was put into practice,
However, before considering the impact of and adjustment to the oll
crisis one has to draw at least a rough picture of the environment in
vwhich the crisis occurred, 4

The situation is different from that of the 0.E.C.D's. The
economles of the L,D.Ca, are fragile aml the governments of these
countries never had any influence o external shocks and worldwide
events, This holds true, espescially in the case of oil, They are
parties neither at the production nor at the distribution levels, Ther
have no M,N.0,C. through which they could interfere in the "market",
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On the other hand, the L.D.C's expression covers a wide range
of economies which differ at more than one level, Consecuently they
will be diversly affected by the oil crisls, For instance, not all
the L.D.Cs. took advantage of the pre-crisis economic expansion recorded
by 0.E.C.D. countries, Such an expansion led to higher demand, and
consequently higher prices for some of L,D.Cfs ecport commedities.

However, even such an upswing remains to be seen as a temporary
cyclical phenomenon due to higher demand. But this does not mean that
the prices of commodities exvorted by non-L.D.Cs, did not ineresse, Tha
fact is that, according to H.B. Chenery:

Mol the pezk of the boomw in early 197L basic foodstuffs were
up by 100%, fertiligers by 1707 and petrolewn by more than
350%, howewer, other primsry comnodities averaged only 25%
higher," (1)

VMost of the L.D.C's export commodities belong to the last
category, On the other hand, higher oil prices do not present 2
temporary problem since the oll erisis introduced structural changeg in
the world economy, and they are not the sole burden elther, becarse the
price of other msjor products will be maintained at high levels for wmany
years to come, We have to focus on the oll c¢risis and conseauvently we
have to distinguish between oil crisis-induced effects snd non-oil
¢risis Induced effects,

SECTION II - 1 : TiE MAGNTTUDE OF THE OIl--TNDUCED BAIANCE OF PAYMENTS
DEFICTT s 1974-1977. ' '

First, some puints have to be clarified. Although we are
concemed with all N.0.D,C., for practical reasons we shall focus ¢n
the Most Seriously Affected Coxmtries@) or (M.S.A.C.).

Our approsch is different from that used for 0.E.C.D. countries,
The effects of the o0il crisis will be analysed in terms of foreign
exchange earnings,

(1) - Hollis B, Chennery, "Restructuring the World Economy", op. cit.
p.2hh.
(2) - For -the identification of the M.5.A.C., ef. Appendix II-4.
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Such an approach adopted by Wouter Tims(l) is justified by the
fact that the avallability of foreign exchange conditions the import
capacity and therefore the development effort of the N.0.D.C, and indeed
of all the Third Yorld countries. Such a fact has also been recognised
by R.N. Soopsr (¢f, the present Chapter).

To this o political element must be added. The N,0.D.C,
backed the OPEC in 1its move; and given the long time proclaimed
"eollective self-reliance® of the Thinrd World countries, the N.0.D.C,
were expecting a moxe or less oulck "redistribution” of oil revernues,

In our opinicn the previous upswing in export eatrnings combined with the
1973=-k piiticel eophoria dedramatised the oil crisis for the N.0.D.C.
This holds tiue for some Arab countries which later will be classified
as M.S,A.0, (n the otheﬁkiﬁe 0.E.C.D, redvced their domestic economic
activity by taking resirictive measures which were reflected on the
N.OD.L. The forme uusder which this repercussion occnrred will be
presented at a later staga, This belng sald; one cién conslder the
impact of the cil cwisis on N,0.D.C. However, beiore that we shall try
to eliminate other comnodity effects on the N.O.D.C.

As in the case of energy, the N.0,0.C. relied too much on
available and ctheap focdetufls (wheat) and ferillizers; both being
imported from the O0.E.C.D. group, Congequently, by 197h:

“the rise in import requirements combined with lerge price

rises have had as damaging sn effect on the growih prospects

of many developilng countrles as have rising oil prices"‘
Furthermore

"for the poorest people in these countries the imract of high

food prices and shortages 1ls much more serious since most

of their income is spent on food".(%]
For instance, for 1974 alone, the increased piices of food and
Jertilisors added an additional 6bn._dollars w the N,0,D.C's import
bill,

However, this figure, in no way diminishes the effect of higher
0il prices in the N.0.D.C. and our intention is not to do so either.
Such an impact, for 1974 and 1977 is outlined in ths following teble,

(1) - E.R. Fried and C.L. Schultze, op. cit. cf. Chapter V (p.p. 169-195),
(2) - H.B. Chemnery, "Restructuring the World Economy", op. ¢it. p.24k.
("5) - ’S\blé.
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TABLE 23 : Incremental Cost of 0OI1 Tmports for W.0.D.C.
Estimate for 197k and Projections for 1977

1973 197k : 1977
Non-oil Betimated In Billions In Billions As ¥ of
Developing Topulation of 197h As € of of 1974 Projected
Countries in Millions Dollars G.2N.P. Dollars for 1971

1,797 10,1 - 1,7 «10.4 - 1.5

Source: Wigher 011 Prices and the World Economy ¢ The Adjustment Frocess,
Edited by E.R, Fried and C.L. Schultze, op., c¢it. of Table 1.11
P36,

Then, 1t scews that untlil the end of 1970s the additional oil
blill will stabilise around %lObn. a year or about 1.5% of the N.0.D.Cts
combined G.N.P., Such a figure did more than offsel the previous gaeing
consequent to the 1972.73 0,E.C.D. economic boom,

However, oil is just one item of the trade relations Letween
OrEC and N.0.D.C. According to the Development Assistance Committee,
the latter's "rade deficit vis-a-vis OFEC rose from %Bbu, in 1972 Yo
an estimated §léon, in 1975 and in 1976"(1),  The oil crieis sleo
affected N.0,D.C, by alfecting thelr trade relations with O0.E.C.D. 2vea,
As it has been mentioned the quadrupling of the prices of petrcolicum led
to an economic recession in the O0,E.C.D. countriss. This means less
imports from N.0.D.C.; or in other words the volume and price of
exports of N.0.,D.U, to Aeveloped economies will decline, As a
consequence their "trade defleit ... vig—a-vis 0.E.C.D./D.A.C., doubled
from §9bn, in 1973 to ¥1fbn, in 1974 and widened to an estimated $31tn
in 1975."(%} Tn 1976 the trade deficit was.just over #22bn. because
of an economic recovery in the 0,E.C.D, area,

The combined current account deficit of the N.0.D.C. jumped
from §12bn, in 1973 to $39bn. in 197k to an estimated fi9bn. in 1975;

(1) -"Development, and Co-operation : Efforts and Policies of the Menbers
of the Development Assistance Committee", Report by Maurice J.
Williams, Chairman of the D,A.C.; O,E.C.D. Paris, November 1976
p.38.

¢) =% id
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and in 1976 it was around $Albn. The problem, then, is how they are
golng to balance such a situation? In answering this ouvestion we shall
follow the method used when we tackled the case of the C.%.C.D. countries,
It seems that the same options are open to tham, that is recourse to
international reserves and I,M.F. credii faellities,

The latter and other opticna sre contained in the following

table,
TABLE 24 ¢ Financing of Non-0il Developling Countecies
Current Account Deficits, LO074.1976,
Finaneing Items 1974 1975 1976
lo Offj.(:ial tI“aYlsfeI'S.a......o..- 7581. 8.!!}-5 9.17
(of which: Technical
Com0peration}e.eececconsvaes  3odh 3,55 3,80
a) DAC.-.-uoco:an.ooccoooa.ooa 5@03 5,9‘/4‘ 6060
b) Maltilateral agencies...... 1.3t 148 1.70
C) OPEConO-c-onooeooeoaooocoo- 1:37 0596 O,QO
d) Centrally plenned economies 0,07 0.07 0,07
2. Long-term officlal and private .
capitalo.a-on.onca@oclaottooa 19’.‘:)7 26010 25.15
ODAGOOGOGOODOOIGEOQOOO00600..0 5925 6.:[1 6050 .
a.) DAC...o¢oo.ne...--oooo:-u-e 2.-’-&6 300’7 3930
b) Miltilateral agencies...... 1.02 1.35 1.50
c) OP-F—"C._G.Q‘III‘I00..‘0'..!"0' 0083 lo()'? 1.00
d) Centrally planned economies 0,94 0,62 0,70
OOF..QO.‘..OO.....ll.‘.‘ll'..& 3.88 7.09 6.65
a) DAC-..O.’-..-O.-li.o-.-culo 1'31 2.72 1.50
b} Maltilateral agencies,..... 1.84 2.23 3.00
C) OPEC, . ienuevnnnsrsoocrsaone 0.61 1.99 2,00
d) Centrally planned economies 0.12 C.15 0.15
Private (DAC).olooaoooonclcaoa 909& 1?.90 1?.00
@) Direct investment....ecov.s L,50 6, 5.50
b) Portfolio investment,...... 3.73 L.60 4,00
d) Export credits...cecesecens 1.7 2,30 2,50
3. Other'.‘.0.0.'.“....".l..'.. 90&'3 10.33 8‘50
&) II\'F Oil Facilitj?'..uur.... 1.15 2.2;,3
b) Use of other II'F credit.... 0.38 0.30 3,50
¢) Buro-currency borrowing.... 7.90 7.60 5,00
L. Change in reserve position.,.. ¢1,52 -3.53 (+5.00)
5. Short~term capital - errors ‘
and omissionS.eseecccscensaes $4,21 0,59 +3,18
Total 1 "!2{' 300.--.00:00:0:.:0- 36531 M.QS 1&2.82
Totall+2+3""‘""""""" 3‘!&-79 L’,S.lpl 37082

Source: Development and Co-operation : Efforts and Policies of the D.A.C,"
Report by M.J. Willlams, op. cit. p.LO,
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Some of the items such as I.M,F., oil facility amd Furo-
currency borromdhg will be considered in Chapter IIIX, For the time
being we shall focus only on financing through international reserves
and use of I.MJF. credit facllity other than Oil Faeillty.

SECTION IT - 2 : USE OF OWNED INTERNATIONAL RESERVES

It is a fact that L.D.Cs, have always been charschterized by
small international reserves as compsred to developed countries,
However, in spite of this, N.0.D.C, used part of their intermationsl
reserves to finance partially their oil bill., As outlined in the case
of the 0.E,C.D. such an operation is very limited in time and in
magnitude, Howsver, the richer of the N.0,D.C. such as Portugal,
Turkey, Peru snd Argentina drew as much ag possible on their reserves,
According to the D.ALC, 1976 annual report "the poorer.countries were

(1)

an operatvion has had the effect of cutbting down thelir already meagre

forced to drew down their reserves in 1975 by about §l.1bn," Such
international ressrves and "for the group as a whole reserves coverad
only fourteen weeks' imports at end-l975 by comparison with twenty-
three weeks' imports in 197h"(2}. Furthermore to be more precise we
give the casae of W.0.D.C. for the 1973-75 period, (Table 25),

According to Table 25 the reserves as 8 percentage of annual
imports of the N.0.D.C. declined drastically. For instance in 197% bthay
represented no mere then 5% of annusl imports of Zsire, They were 7%
and 9% for the cases of Fgypt and Sri Ianka respectively,

On the other hand 1f one considers Table 3fL (Page 68) one
rotices that the reserve position of the N.0.D.C. moved from~+$l.52bn,
in 1974 to §-3.5%n, in 1975, In other words it means that from eni-
1974 to end-1975 they drew QS.Oan. from their international reserves,
In spite of that such a sum did not represent more than 507 of their
1975 oil bill or just above 10% of thelr current balance deficit for the
same year., This means that in order to balance their deficit the
N.0.D.C. will have to use other remedies, One of the latter is the
facilities offered by the I.M.F. '

(1) owmd  (2) Ibid,



TABLE 25 ¢ Reserves as & Percentage of Annual Imports

70,

of 16 Non-01l Developing Countries : 1973-75
Fnd of Pericds ‘ b
1973 1974 1975
Countries e
Argentina 67 13 13
Brazil 104 A2 33 ’
Peru 52 51 22
Uruguay - 93 50 33
Egypt 25 12 7 i
Kenya, L3 21 22
Zawmbia 36 22 16
Portugal 103 55 L3
Turkey 113 55 ) 25
MS A, Countries
Bangladesh 18 1k 1L
' India 37 26 26 |
i Pakigtan L6 2h ) 18 )
_Sr'i Lanka 23 12 °
Sierra Leone 38 28 15
Tanzania 33 8 10
Zaire 26 11 5

b - Provisional

Source: "Developument Co-operation

Efforts and Policies of the Members

of the Development Assistance Committee", Report by Maurice J,

Williams , op. cib. p.48, and p. %5 Jor WM. S. A C.
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SECTION II - 3 ¢ USE OF DRAWINGS FROM THE INTERNATIONAL MONETARY FUND

The I.M.F, does represent an option but a limited one because
drawing from the I.M.F, to finance B,0.P. deficits is function of the
menmberts guota in the Fund, As a mathber of fact the L.D,Cs, in
general and N.0.D.Cs! quotas in particular zre smell reletively to those
of the 0.E.C.D. member countries, _

Being aware of the magnitude of the N.0.0.U's deficit the
T.M.F. was conscious of the fact that its then facilities were not able
to bridge the financing gap; consequently 1t opened up new sourceg such
a5 the Specisl Account and the 011 Facility Schemes that will be dealt
with In the next Chapter. TFor the time being we shall focus on the
increase in credit tranches and the crestion of the Trust Fund, Meeting
in January 1976 in Kingston (Jamaice} the I.M,F. Interim Committee agreed
to & 32.5% increase in the members! cuota and wore importantly an
increase of L5% in credit tranches, The laslb irerease was to cover
only the medium-period, Both decisions will benefit ell the Fund's
merbers, However, two other decisions taken at the same meebing were
specifically designed to help the N.0.B3.C. Th

@

first one relates to
the liberalization of the compensatory Financing Facility which enables

the I.M,F, to assist a member in 1lts early stage of develcvment in case

of a shortfall in exporlt earnings, 5Suech a shortfall was very common
for N.0.D.C. during the 1974-1975 period. :

The second decision was more important becsuse it refers to the crestiom
by the I.M,F. of a "Trust Fund with the spezific purpose of providing
special balance of payments assistence on concessicnal terms to developing
I.M.F, menber countries with per caplta income not in excezs of S.D.R,
300 (about &375) in 1973, The resources of Lhe Trust Fund are derived
from sales of I.M,F, gold, supplemented by national contributions."(l)
The creation of the Trust Fund led tle N.0.D.C, to take advantage
indirectly of the Martinicue Summit we evoked at an eerlier stage of the
present Chapter. The Trust Fund represents an important boost to
N.0.D.C's ability to finance their current account deficlt, For

(1) "Development Co-operation : Efforts and Policies of the Members
of the Development Assistance Committee, op, eit. p.51.



instance the January L, 1978 monthly gold auction brought the Trust
Fund total to Hil.OB billion(l). Such a figure is not represented in
Table 19 (Page 50) according to which N,O0.D.C, drew #l,.len. from the
I.M,F., to finance its deficit from 1974 to 1975, This represents less
than 3,5% of their combined ecurrent balance deficlt during the same
period, As it has been seen both sources were not able to bridge the
gap and therefore N,0.D.C. and especlally M.S.A.C. will need access to
other sources of financing, Apart from the I.M.F. 0il Facility
borrowing from the market will also be presented in the next Chapter,

However, ss oubtlined in the previous section, the 0.E.C.D.
countries managed to cushion the impact of oil prices by expanding {heir
export to OPEC countries, Unforbunately, as it has been mentloned
earlier, N.0.0.C., recorded trade deficits with both OPEC and 0.B.C.D,
countries, Part of this situstion can be explained by the fset that
their terms of trsde with OFEC and 0.E.C.D. countries deteriorated,
Then 1t seems that N.0.D.C., were cornered; therefore it will be

ixuteresﬁing to study how they adjust to the new situation,

SECTION IT = A 2 N.0,D.C, ADJUSTMINT PRCCESS 197L-1977

We shail vpresent the édjustment process of the N,0.D.C. in
the trade, fiscal and wonstary fields,

In the trade field most N.0,D,C., tried to expand exporis
particularly to OPEC countries and to cut down imports from both OPEC
and 0,E.,C,D, groups, However, as far as exports to OPEC are concerned,
it is clear that few N,0.D.C. could take advantage of the Bocuing
¥ilddle Eastern Mrrkets because they did not have the adeouate lndustrisl
capaclty to do 30, Bub some countries with the economic recession in
0.E,C.D. in mind tried to redirect their exports from the 0.E.C.D. to
OPEC countries, As a matber of fact, "Pakistan exports to the Middle
East in 1974-75 accounted for 29% of total exports, as against 14% in
1969—72(2)". On the other hand they introduced measured aimed at saving
their foreign exchanges, they did so by passing restrichtive import laws, .

(1) - I.MF. Survey, January 9, 1978, p.l10.

(2) - Development Co-operation : Efforts and Policies of the Menbers of
the D.A.C.", Report by M.J. Williams, cp. cit. p.kb.
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For instance Sudan, Tanzania snd Zaire tightened thelr import controls.
Other countries such as Malawl, Slerra Ieone and also Zaire introduced
more severe paymeni regulations, Flnally imports surcharges and
imports deposlts were put into practice especially by Pekistan and
Upper Volta. Itc%oes without saying that they did thelr best to
promote domestic sources of energy and also to cub down oil imports
by introducing conservation measures, However, in svite of those
measures, the foreign exchange earnings of mest of the M, S.A.C, decreased
during the 1974-77 period,

It is not possible to conslder the case of a1l N,0,D.C, We
ghall then content ourselves with soms examples from the M.S.A.C. - the
foreign exchange reserves of four countries - Bangladesh, Paklistan, Kenya

and Zaire; decreased in 197L and 1975(1’.

For Sulan, an Aralb countyy,
the decrease was recorded during the whole 1975.77 pavicd. By mid 1977
the foreign exchange reserves of Palistan, Sudan and Zaire were
respectively 12.4%, L9¥ and L9.2% lower than their 1973 level,

The reality is worse because vhose fiigures include financial
transfers received from institutions such as the World Bank, the D.A.C,
and OPEC,

What about the measures in the monatarv field, and the exchange
rate policy pursued? lMore attention ghall be devoted to the latter,

As in the case of the 0.E.C.D. ccuntries we vescrve a special
place for exchange rate policies, As & watter of fact the N,0.D.C.,
and indeed all the L,D.Cs, were not safe from the developmonts which
occurred in this field in the early 1970s, developments already outlined.
Unfortunately their effects, although strongly felt by the L.D.Cs,,
remained in the shadow of the international wonetary crisic which
precipitated them, These developments, mainly the Smithsonian Agreemen®
and the second devaluation of the U.S. dollar, are worthwhile recalling.
According to the United Nations, the first led to an incresse of 74 and
6%(2) in L,D.Cs' imports and exports costs respectively; the ultimate

(1) - The following percentages derive from caleculations based on
figures published by the International Monetary Fund, I,F.S.
Atugust 1977 (Volume XXX No, &),

(2) ~"United Nations, Department of Economic and Social Affairs,
Supplement to World Economic Survey, 1975", oo, cit, p,199.
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result being a one per cent point deterioration in their T7.0.T. The
second led to a deterioration just below one per cent point.(l)
On top of that the floating of the major currencies coupled
with the abolition of official convertibility of the U.S. dollar brought
other problems to the L.D.Cs., problems summrised by the United Netiong?
Department of Economdic and Social Affeirs as folliows:
tthe value of external assets and liabilities denominated in
foreign currencies ... became less certain and each country
was faced with & new need to decide the value of lts own
currency and to devise ways and means of maintaining that
value, The circumstances of making such decisions were
moreover, vparticularly unfavourable, The value of every
currency was being eroded by the general inflation though
at different rates, Like the smaller developed market
economles, the developlng countries tended to feel victims
of the changlng minetary system rather than shapers of 'it.(l)"
 With more or less difficulties, depending on their existing
financial expsrbise; the L.D.Cs. managed to adapt themselves to Lthe new
situation, They went through different phases and, genevally, ended up
by pegging their currencies elther to the S.D.R. or to a baskeb of
“hard currencies", the cholce depend:ing on thelr respective trade links,
Basically it means thal L.D.Cs' currencies weré floating along with ths
hard currencies., Bub for som2 countries very flexible exchangs rates
were not adequate to cope with the new situation amd conseouently ther
opted for forthright daveluations, Tor example it is the case of
Thailand, Singapore, Malaysia and the Republic of China in 1974, In
1975 Bangladegh devalued its Taka by 58%; and in 1977 Kenya followed
suit, '
On the other hand, other moneté,ry devices were used and somne
measures were taken collectively, For instance:

(3) - United Nations, Department of Economic and Social Affairs,
"Supplement to World Economic Survey, 1975%, op, cit., p.199
(2) - United Nations, Department of FEconomic and Socisl Affairs,
"Supplement to World Economic Survey, 1975", op. cit. p.194,
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“"ag part of the general reform of the monetary system of the
Franc Area countries, the baslc central bank disecount rate
was raised in July 1975 to 8% bringing the gtructure of
interest rates throughout the ares more closely in line with
World capltal market conditions, The reform also helped
stem the pressure for capital outflows associated with
previous interest differentialso"(l)

Let us, then, consider the price policy followed by N.OD.C.
Here again we shall distinguish two types of pidces; namely the
prices of products domestically consumed and those of the products for
exports, .

For the first set we shall consider consumer prices which,
ag a matter of fact, are affected by homs—produced and "imported"
inflation, Congequently they are bound to increassgz). However
these prices are not very telling about forelgn exchanpge eamings of the
N.DD.Co Tt is betber to consider the prices of their export products
which are influenced by the decisions taken by Q.%.C.D, ecuntries in
order to cope with their deteriorating B.0.P, situwation, -

At this stage a historical case is worth mentioning.

R. Triffin takes the case of Britalp with a payment inbaslance leading
the British Authorities to tighten their credit policy.

Tn sum, a situation similar to the one resulting from the oil
crisis, but our case is wore delicste because instesd of lhaving one
country tightening its economic policy we have most of the O;R.C.D,
countries, This will tend to swell or to magnify the effects,

R, Triffin:
eonjuncbures that Britain, by tightening eredit, could induce
a favourable movement in its terms of trade, and since it was
a heavy purchaser of food and materials abroad, this change
could reduce a deficit = but at the expense of primsry

(3]

producing countries of the World."

(1) - World Bank "Annual Report, 1976", pp.30-31,
(2) ~ of, Appendix IT-5p261-
(3) = R, Triffin, ¢f. R.N. Cooper, International Finance, op. ¢it. p,10.
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Of course one assumes here that N,0.D.C. are exporters of primary
products and that is the case,

In our opinion, nobody would gsntest R, Triffin's statement
and therefore we shall focus, not on the direction, but on the intensity
of the effects, Our case will be presented within the theoretical
framework of wovrld economic fluctuations, or, in other words, the
business cyule.

From this polnt of view severzl elements have to be menticned
and clarified; the two chief ones being the N,0.D.C's propensity to
import and capacity vo export, .From thls point of view and
comparativeily to developed market economies, one can safely assums That
Third World countries, including N.0.D.C., are charecterised by a high
marginal propensity te import, The reason being that they have &
narrow industrial vase and given thelr developmeﬁt effort and given the
existing polee of technology sources, the situation is mors acute from
1974 onwards, a period characterized by shortages and high prices of
foods,'oil and fertillzers.

On the other hand, thelir capacity to export is high tov. They
have to rely on & handiul of products, such as sugar, rice, cotton
{non-processed ¢ semi-processed) to earn foreign exchanges indicpensable
to satisfy their high lmport requirements, The next loglcal step is
to ask ourselves about the origin of and destination of N.C.D.C's
imports and exports respectively. Given the present situaticrn of werid
trade and technology there is no doubt sbout the predominance of
0.E.C.D's share in N.G,U.C's trade, This being said, it follows that
sny trade decisions tasken by the 0,E.C.D. countries will not only be
trensmitbed t¢ N,O.D.C, but will greatly affect trem, In our opinion
the economic imessures undertaken by 0.E.C.D. countries during the
1974~77 period affect both prices and volumes of N,0.D.C's imports and
exports, '

The United Nations' Demartment of Economic and Social Affeirs
sums up the effects of the crisis as follows:

"The weakening in demand for raw materials for developed market
industry in 197k brought the upswing in expoert prices to an
end,, By the first quarter of 1975 the index of agriculturzal
raw material prices had receded by over a foarth from the
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peak of a year earlier and there wes a further decline of

6% in 1975, And the prices index of non-ferrous metals

exported by developing countries was halved between wid-

197, and the end of 19'75.“(1)
Further, on top of lower prices came smaller export volume by N,0.D.C.
to 0.E.L.D. countries, On the other hand thz crisis did also affect
the prices of commodities exported by 0.E.C.D. countries to N,0,D.C.
The latter had to pay higher iarices for their lmported ecuipment goods
and services; m«wh nesded te fulfil their develovment target, These
Increases, although concrete and significant ave difficult to ouantify,
The combination of all these elements led Lo a deterioration of the
N.O.D.Clg terms of trade with the rest of the World. In our opinion

the next table gives uvs a falr ides of the extent of this deterioration,

. TABIE 26 : Terms of Tr'a,de(z) of soms 1.5 .4, Countrles
(E‘l:h:i.o‘pia, Keaya and Srl Ianka), 1973-76. Change Over Previous Year

Country 1973 1974 1975 1976
Bthiopia - 5% - 8,2h% ~21e7 ~20, 7%
Kenya - 6,2% - 8,7% ~21,2% n.a,
Sri Tanke ~22.,2% . -31,5% ~55, L% N8,

Source: I.F.S. ¢f. Country's sgeregate, Volume XXX Ye, 8, Aueust 1977.

It follows that according to the previous table the three
countries have seen the terms of trade (T.,0.T.) with the rest of the
World being continually eroded,

For Fthiopia, which did not take advantage of 1972/3
commodity - pfioes increases, the T.0.T. deteriorated by 5%, 8,24% in 1973

(1) -~ United Nations' Department of Economic and Social Affairs,
"Supplement to World Economy Survey, 1975", op., cit, p.206.
(2) - The terms of trade has been calculated by using the formlas

Tz () =100 x Px%t)
PM(t

Te(t) represents The terms of trade at period (t)
Px(t) The index of the prices of the country's commodities &i;exPofr‘S
atperiod (t). '
PM(t} The index of the prices of country's commodities imports
at &5, penadlt)-
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and 197L and then by 21,7% and 20,7% in 1975 and 1976 respectively.

Kenya had a greater deterioration for 1973 - 62% and for the
subsequent two years the rates were gimilar to those of Ethlopla's
namely 8,7Z in 197, and 21.2% in 1976 respestively,

Finally, the case of Sri Ienka is worse - its T.0.T.
deteriorated by more than a fifth, alwost e third and by just under s
half in 1974, 1975 and 1976 respectively,

In other terms this means that the import value of N.0D.C's
exports decressed, With respect to this paint the World Benk estimates:
that,

"the volume of exports which purcnased a dolliar of imvorts
during the year ending June 1973, bought only fifty-two cents
worth in Bengladesh, sixty-three cents worth in Sri Lanka,
seventy cents worth in India and eighty-four cents worth in
Pakistan during fiscal 1975, after a continuous sharp
deterioration in the previous tweive months,"(l)

It goes without saying that those develophents affeet the
foreign exchange reserve situation of the N.&.D.C. ‘

From another point of vlew, N.0.D.C. had to struggle against
external inflation which soared import costsy mainly espital ecuipment
and services., On top of that, with thelr newly zcoulrad Tinsncial
resources, the OFEC countries were hesvy porchasers of those very
products, TIn other words, 1t means that N,0.D.C.had to compete with
OFEC countrles for:

construction contracts and services, For example the dollar

cost per hectare of irrigation projects in Chad and Niger have

about doubtled in the past two years, as have the coust of road
projects already underway in Benin, Cameroon and Malfi." (2)
These developments combined to impede the development progress of the
N.0.D.C. and some of the M.,S.A.C. reccrded a fall in their G.N,P, per
capita growth rate, For countries which live just above, or flatly
below the absolute level of poverty, there will be grave repercussions
for their future well being,

(1) & (2) - World Bank: Annual Report, 1975(July 197L to June 1975) p.?36.



It seems that the ad justment measures taken by N.0.,D.C. and
egspecially the M.S.A.C. range in the lower end of P.G.A, Pollack's
chart, that is devaluation, import controls, economic recession and this
leads to a widespread suffering for slready poer populations,

On the other hand, by the end of 1977 0.B.C.D. countries were
better off but this does not mean that they mauaged to wy in real terms
for their oil imports. However, one has tc mention that since 1974
West Germany has been the filrst country to reecord trade surplus with
OFEC countries as a whole, For other 0.B.7.D. a8 well as N.0.D.C.
they seem to have exhausted their short-term financing facilities end
of course they have done thelr utmost Lo expand thelr exvorts, but it
was not encugh,. Therefore other gsources of financing have to be forged
in order to finance thelr oil bill for the inberim veriocd. The next
gection deals with part of this problom,

SECTION III - THE FINANCING CHANNELI

In this sectlion we shall conbent ourselves with presenting
only the channels through which oll importing countries are llkely to
finance their oll bill,  The real financing process will be presented
in detail in Chapters IIT and IV, Howsver, before that wo shall
consider the financing of a B.O.P, deficilt in a broader framework, such

as during a trade cycle and precisely during o slump,
SECTION IIT « 1 ¢ FINANCING PROCESS DURING & TRADE CYCIR ¢ CASE OF SLUMP

First of all one has to mention that our case occurs in a
recession, Recession in the 0.E.C.D. and L,D,.C, countries at the same
moment and given the economdc strength of the OPEC countries thelr boom
becomes more or less merginal at World level, esveclally during the
first year of the crisis, The slump has been transmitted from abroad
(0.E.C.D. + OPEC) to L.D.Cs, wherens in the case of the O, E.C.D. part
of the recession originated from abroad (OPEC) and part is due to
domestic policy. In other words, the economic policy pursued by
0.E.C.D, countries tended to magnify the slump originsting from OPEC's
decision,
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Second, the financing process has to be seen a8 the last card
used by oll importing counbries to cope with the new gitwation, It
complements the adjustment process. Therefore it is only a matter of
time for the deficit countries to have recourse to the financing process
which is a "solution" only for the interim peried., In the long tern
one can tallkk about a second stage of the adjustment process when
ultimately goods follow money.

Third, if we had only two countries/groups of countries,
(A-OPEC and B-oil importing countries) the financing problem would be
mch simpler., The surplus of A will be invested - or would save to buy
goods = Jin B, and we will end up with an automatic financing of both
desecuilibria.,  However, in our case we are in presence of three
distinet groups -~ OPLC; O0.B.C.D. and L.D.C., countries = and even distinet
countries within each group.

In our cpinioun, given the present international setting, OPEC
financial surplus = and to be preciée Arab countries! financial surnlus
because most of non-Arab OFEC members were in deficit by mid 1977 - will
be automatically transferred to oll lmporting countries as a group
(0.B.CDe = L.D.C, ). We agree to call this first step the recveling
nrocess, The second step is the redistribution of the A's surnlus
between oil importing countries. We shall call this stage the
reshuffling process,

It will be very unlikely that the reshuffling process willh
satisfy every weuwbor of B's financial needs. The reason being that
factors such ag premivm risks, industrial endowments, political
activations and the international financial system will be at work,
conseguently some countyies might be handicapped by such elements,

Then, what is fthe solution? As a matter of fact in the case of an
econoinle recession some suggestions hed already been msde to solve ihe
problem of both groups of countries (A and B}, For instence, afier
recognizing that in similar cilrcumstances the deflationary volicy
suggested by the old-fashioned theory is in confliet with full
employment, an imperative of our present dsy, R.C.0. Matthews thinks
that:

the .government of any country experiencing a contraction in

demand should make available to other countries an amount of
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its currencies eguivalent to the fall in the velue of its
imports compared with a "normal"year, receiving in return
a corresponding amount of the currencles of other countries,
In this way the supply of intermaltional currency reserves

(1)

R.C.0, Matthew's aim is to maintain world trade level by svoiding the

would in effect be increased whenever the need arose,m

transmission of any country's conbraction to thz rest of the World by
means of restrictive msasures, Sueh a suggestion contains some limits,
limits recognised by Mutthews himself. The udin one being the
agreeument of the gmfem’xments concemnsd, the determination of the cause
of the fall in imports and thusg the ewact amount of currency to be
transferred, In our case, other difiiculties; due to the nature of
the countries involved, arise, R.C.0, Mtthewg does not differentiate
between the nature of the currencies involved =2nd thus he implicitly
assumes that any country's currency is acceptabie to other countries,
It seems obvicus to us that in his mind both A and B countries are
developed economies, It goes without saylng that the existence of
developed arnd L.D.C. couwntries and the existence of convertible and
non-convertible currencies change the whole picture, Such a supgestion
cannot apply to our case, However, the author's second zuggestion is
more realistic since, according to him: -

"a similar effect would be produced if the government of

countyry A in those circumstances wers to mske loans to

foreign countries or were to buy Toreign goods on ite own

()

In this case A represents OPEC countries that do not exmerience any

account,"

contraction in their demand. In our opinion lean grantinc could be
adequate as a solution althoigh the existence of the three groups mekes
it more complex, Such a suggestion has also been raised as a possible
solution to the oil erisis, - For inatance, Paul Streeten, to the
existing developed and developing countries division suggests a new
triangulsr world system in which:

(1) - R,C,0. Matthews, "The Trade Cycle," A study in the Theory of
Economic Fluctuations, Cambridge Economic Handbooks, Cambridge
University Press, Cambridge, Reprint 1970, p.269.

(2) ~ R.C.O. Matthews, op. cit, p.269.
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"the oil—producing countries would lend snd invest part of
their surplus earnings in the Third World, The Third World
would then use this money to buy eqﬁipmen% anl materisls
from the industrial countries of Western Europe from Americe
snd Japan, And these countries would use the receipts from

thelr sales to pay for thelr oil imports.”(l)

In this {tranglateral scenario, P, Streeten susgests even the setting up
of an aid fund by Arsb countries,

If sueh a solution were to be put into practice, OPEC countries
may feel they are be&ring the burden,
Profesgor D, Seers is another econondst who suggested as
"big ald programme (for the Third World) which difersify the
ssets of pstroleum exporting countries, increase their
political power and reduce international criticism of high
oil prices., It would be & mighty boost to the Third World
Davelopment even if 10% of the proceeds of oil cxports were
used in this way,"(z)

It follows that Professor D, Seers' ldea gees beyond curbing the oil
erisis impact on N.0O.D.C.; 1t could be a solvtion to the forelgn
excﬁange shortage which has characterised the 1..D0.Cs, well before 1973,

Furthermore, it ic worthwhile mentioning that both P,

Streeten’s and Professor D, Seerst suggestions do not fall within R.C.O.
Matthew's ~ the 0.B.C,D, group is not taken into consideration. On

the other hand, by suggesting:

"broadening snd a more concentrated ald programus directly
related to the countries in clear and desperste needs."(B)

Professor H, 3inger brings bock the 0,E.C.D. giroup to the picture,

This is an implicit suggestion of a flow ¢f &ld and loan from OFEC plus

0.E.C.D. countries to N.0.D.C,.

(1) - Peul Streetens "Ad and the Oil Crisis®, op. cit. p.108. The same
idea was expressed by the sams author in a second article: "Oil
and Development: a Steady Tripod", in conjunction with Mrs, F.
Stewart, Report of Select Committee on Overseag Development
pp. 103--105.

(2) = D. Seers, "The Rise in the Price of 0il., Terrible Disaster or
Great Opportunity", ¢f., Report from the Select Committee on
Overseas Development, op. c¢it. p.55.

(3) -~ Professor H. Singer, op. cit, p.55.
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In our opinion, the Third World market is important to 0,E.C.D,
countrles' export sector and conseauently a shortage of foreign exchange
or other means and ways of buying in the former will lesd to en economlc
contraction of the latter, This contraction, in turn, will reach OFEC
countries, Thus the N.0.D.C. are necegsary if the machine is to be
kept geing, On top of that, OFEC and especially Areb countries have
special reasons to take N.0.D.C. into consideration; these reasons will
be outlined in Chapter IV,

Fimelly, one hag to stress that such a:

"proposal does not call for any grest sltruism on the pert of?
OrEC and 0.8.C.D. countries,
"though it mzy appear to, sinces"
they:
"will benefit by the maintensnce of foreign deumnd"(l)
for their respective products,

However, in order to be carried out, such o propossl reoulres
Institutional support or, in other words, financlal channels which
might not exist yet., Several different ways end meens can be thought
of and vsed but all of them can be grouped under the heading of
reshuffling process,

SECTION III - 2 : THE RESHUFFLING PROCESS

Tne reshuffling process will occur through either ante~ or
post oil crisis chammels or, in other words, through channels existing
well before the crisis and chamels deriving from the erdsis dteelf,
Both types will be reviewzd, Wowever, for the tiwe being we shall
only mention their existenc2 and the direction towsrds which they will
work, The financial result of their working, or, in other words, the
real financing process will be presented in Chapters III and IV for
0.E.C.D. and N.0.D.C. countries respectively.

A, =~ Existing Flnancing Channels

These channels regroup international finaneial institutions
and World banking centres,

(L} - R.C.O, Matthews, op, cit. p.269,
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« International Financial Tnstitutlons

This heading excludes private institutions end by it we
understand instituvtions guch as the WOrld Bank and its affiliates and
the I.MJ,F. Given our scope the latter is more important becauvse it
has been more active. Thus we ghall focus on its activity but in
Chapter 1V,

= World Ranking Cenires

Most western industrislized countries! banking institutions -
Switzerland's, West CGermany's and France's -~ pleyed a more or less
active role during the oll crisis, but it remains that New York and
London were, and still are, the prominent centres and consequently we
shall liwit ourselves to both of them,

Concerning Tondon's likely role in resimffling financial oil
surplus between oll lmporting countries, H.M. Treasury considers that
given the purely short.term nature of the:

'mew deposits placed in sterling... and the fast that they fall
ghort of tha prospective external financing needs of the United
Kingdom, make it inappropriste to consider any recycling of

(1)

Such 2 statement, beyard confirming the old saying That "charity starts

funds placed in sterling in London in present vircumstances,"

at home', excIludes any possibility of reshuffiing oil revenues to other
0.E,C.I, covnbries and; of course, to N.O0.D,C. London is also an
mportant pole in the Burocurrency markels thaet will be presented in
Chapter IIT.

There 1s rne reason to expect & different and more altruistic
behaviour from the New York based financial centro, Cur opinion is
confirmed Ly the fear expressed by some 0,%5.C.0U, countries that New
York might prove an endless capital sink, They expressed this fear
because they were relying on it to accomplish their financing process.

From another point of view, the oll ceisis has a novel
feature, nameiy that oil bills are paid in U,S, dollars and Pounds
Sterling and the revenues kept almost exclusively in those currencies,
Such a fact directs the working of the international financing markets
in a very specific direction. With regard to this peint; undertsking

(1) -"*0i1l Revenues, International Financial Markets ard the Less
Developed Countries,' Memorandum submitted by H.M, Treasury,
cf, Rep., from Select Committee on Overseas Development
op. cit. p.85.
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a study of international money H.G, Aubrey recognized:

"the cepabllity of & reserve currency country to secure

alternative '"credit™ in the form of Jiouid lisbiiities that

are a counter part of its B.O.P. deficits.“(l)
However, one can always retort that such a statement has been made well
before the collapse of the Bretion Woods Syutemn, but few would dismute
the fact that, in spite of thal, the U,S.dollar dees still fulfil the
function of a reserve currency, This beiny settled, the second part
of H.G, Aubrey is more‘interesting because, aceording to him:

Ya reserve currency countyy has the ability to run deficits

for some time because the credil standing of a banking centre

is such that it can in effect borrow to mest its needs in

almost an lumperceptible fashion without the nscessity of

arranging and negotiabing loans as other borrowers mist do,"(z)
Given thegse facts ard given the respective lmportance of New York and
London as World banking centres, the woilting of internationsl finance
could finance primarily the U.S.A.'s B.0.P, deficits resuliing from
the oil crisis, The United Kingdom's B.0C.P, deficit wae only
marginally financed as this countey had to negotiate government to
government loans - with Iran especially - and to have recourse to other
channels, .

However, other 0.E.C.D. eccuntries, in varying degrees, managed
to tske advantage of the more or less distributive role of New York
and of their own financial network,
On the other hand, Professor I, Lipton doubts the adeouscy of

World Banking Centres to respond to N,0.D.U's needs because according
to him, "the major reason is that World Barking is not gesred to flow
in this direction."(B) This applies aven {o soclalist countries and
can be explained by factors such as solvency end indebtedness,

(1) - H.G., Aubrey, "Behind the Veil of International Money",
International Finance Section, Department of Economics, Princeton
University, Princeton, New Jersey, No, 7. January 1969 p,p. 10-11.

(2) - Robert V, Roosa in Testimony before the Sub-Committee of
Internationsl Exchange Payments (Joint Feonomic Committee of
Congress Hearings, Cutlook for The B,O.P., p,119 1.3 Novenber 1972)
quoted by H.G. Aubrey, op,cit., p,13.

(3) = Professor M, Lipton, "Implications of Oil Price Changes for
Less~Developed Countries", cf, Report from the Seleet Committee on
Overseas Development, op. cit., p.53.
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However, in spite of the fact that such a source is denied to the
majority of the N,0.D.C. some of them managed to access to it, To
vhat extent ard what countries benefited from this type of financing
will be treated in Chapter IIT,

However, the combined working of both international finsncial
institutlions and Vorld Banking Cenbres could nolt £ill the financial
gap 655’ every oil lmporting country, therefore this led to the creation
of new financing facilities, '

B = Newly~created Tinancing Channels

There are several chamnels and we shall distinguish between
those created by 0,8.C.D, and OPEC countries, '

As early as 1974 most of the major 0.B.C.D. countries cane
with new schemss aimed at {inancing their own B.0.P. deficit, Whebther
these schemes weve accspied and put into practice and to vhal extent
they contributed to alleviate the fi.nancing difficulties of the
countries concerned will be treated in the subsecuent chapter, OFEC
countries were not short of ldeas either, Bul we shall concentrate
only on channcls wholly or partly Arab-owned and Arabeorpganized.
These chamels regroup 8everal banks and Qun‘éﬁ' whose purpese ig to
provide B.0.P, support and also, sometimes, development aid to N,0.D.C.

At thic stags one has to mention that some suggested the
getbing up of special prices of oil to the M.S.A. countries, This
scheme 1s nob werikable for several reasons, First, it would mesn
that the same product has two market prices, Segond, OFIC countries
have maintalned {hat their crude oil has been underpriced,
consequently, they would contradict themsselves by fixing & second setb
of lower prices.

In cur oplrlon, gilven present circumstances, it would be
more. subtle cn the part of OPEC to take from N,0.D.C. with one hand
end to give back to them with the other. The result would be the
same but it would have the advantage of avoiding 0.E.C.D,'s criticism
and creating more inter-Thind World links,

Finally, there is another obstacle, because, according to
Mrs, Edith Penrose:

"the oll companies are equally opposed to special prices
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for L,D.Cs. They consider it unworkable, bub probably of
equal importance is their objection to the existence of
government ~bo-government arrangemsnts that would be
involved and which are a threat to thelr own position on
the intemational oil trade and to their view how it shoeuld

(1)

It is for these reasons, coupled with the working of

be conducted,®

intermational private banking institutions that Arab countries were
driven to set up thelr own chamels, The working of these channels
and whether or not they serve the interests of both granting and
recelving ecountries will be tackled in Chapter IV,

CONCLUSTON

According te the standard theory a counbry faced with a
B.0.P. deficit, soch as the one resulting from the oil crisis, hasg
four optlonss
-~ to glow down ite economle activity,
~ 1o cubt dovan its prises and devalue its cuirency in order io
record a trade surplus with the surplus country, Prices
and exchange nanipulsations are complementary and substitutable,
~ to imposc trads restrictions under the form of lmport cuotac
and higher tariffs,
On the other hand the surplus country's domestic economy will
sutomatically adapt itself to the new situation through
~ higher prices |
-~ official or effective revaluation of the local currency,
~ higher lmports from the surplus country because of the
differential prices, '
One has to menktion that in both cases the measures are substitutable
and inter-related. The logical question is to ask if this theory
applied to our case~study. 1In trying to answer this ouestion we shall
consider each measure in the case of each group of countries,

(1) Mrs, Edith Penrose, "The Price of 0il and Less=Developed Countries:
Assistance and Permanent Adjustmwent", c¢f, Report from the Seiect
Committee on Overseas Development: 1974 op. cit. p.l126,
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First, the domestic actlivity, as measured in terms of
industrial output and rate of unemployment, slowed down in both
0.E.C.D, and Non-oil Developing Countries. On the other hand from
197L onwards the OFEC countries recorded & boom because vhey are
adapting to the new situation by increasing thelr spending.

Second, the level of prices and exchunge rates, Domestic
prices increased in the three groups, FHowever, given the nature of
the three groups one has to go further by mking a distinction between
domestic and export prices. This repres<ns & novel feasture, In
our opinion this distinction is justified on several sccounts, In
our case domestic prices are just fur domestic use whereas in the
standard theory case they are eoual to export wrices when one does
not take into account transport costs, In the cose of Arab_and
OEC countiries, domestlc prices play a very small role in deeision-
making which are made malnly on the bagls of the U.S. dollar, A
parallel can be drawn with the case of United Ringdom and the U.S.
becavse of the role played by their respective currencles in
international trade, _ ‘

That is why the exchange rates of the domestic currencies
of OFEC countries are not very impertent. These important
differencies were not taken into consiieraiion by the standsrd theory
because when the latter was elaborabtoed we had & different international
trade and monetary system, Therefore 1%t has nothing to do with the
ability of, say, Professor B, Chlin and J.M. Keynes, to sze the
problem, It is this fact which led us meintain at the beginning of
the chapter that the exlstence of the three groups will complicate
the problem, We did not have in mind thet mueh the nunksr of groups
but their level of economic development and therefore the place they
occupy in the present World trade and monetary setting, It was also
this reason that led us not to present sevnarately the different
elements of the standard theory and thelr working and articulation;
but rather present the case~study by referring to it when necessory
an%h P position only at the end of the chapter,

However, even 1f one takes into account the inflationarv
milieu one notices that domestic prices increased more in OPEC than
oll importing countries. This goes in line with the standard theory
but our own position is that the level of domestic prices in OFEC
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and even N,0.D,C. hag no influence on the adjustment process. What
matters most is the export and import prices of the three groups. From
this viewpoint one cannot refute or sgree with the standard theory but
note that in the 0.E.C.D. prices were not cvt end currensics were not
devalued,

Let us now consider the finsl set of measures namely the trade
restrictions, They were partly and selectively applied by both 0.R.C,D,
and N,0,D.C, countries; but given the megnizude of the oll induced.
B.O.P. deficit one would expect more resbrictive frade weasures if the
standard theory approach to a B.0.P, deficit was to be fully applied,.
This did not occur for two mein reasons, TFirst, most.of the internationsl
trade of individual 0.T.C.D. countries is done within the 0,%,C.D, ares,
Therefore, trade measures would solve the B.0,P. problem of some countries
only and the bulk would be passed to the rnext country mere able to besr
1t,  The result would have been another depression,  Secondly,
according to the standard theory trade restrictions would aim at cutbing
the imporl of the product or products that cavgsed the B.0,P. deficit,
This does not make sense in our case-study bezause it is an oil-induced
B.0.P, deficit but the OE.C.D. countries carnot expand treir domestic
production of oil because they do not produce it, therefore there is no
room for import sgbstitutién; at least in tﬁe medium term,

In concluding this chapter we can maintain that even if
0.E.C.D. countries cut down thelr export prices ard devalued thelr
currencies they would not have fully adjusted to the new sjtuation,

" because the volume of their exports are limited not because of thelr
existing cepacity to produce is limited but becsuse of the imvort
capaciby of OPEC countries and specifically those with financial
surpluses, This ig explained by what i3 usually referred to a3 a low
absorptive capacity,. Tt.follows that oil-importing countries were.
bound to finance part of their B.0.P. deficit, . The likely ways this
financing process will occur have been dealt with in the last section
and the process 1tself will be presented in the following two chapters,
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CHAPTER IITI

ARAB DOLLARS RESHUFFLING THROUGH NON--ARAB FINANCIAL INSTITUTIONS

INTRODUCTION

As shovm in the previous chapter, oll importing countries were
not able to pay completely for trelr increased oil bill by a
commensurate expangion of thelr exports to OFEC countries, They «lao
used thelir internstional reserves (I.R.,) , borrowed from the T.M.F. angd
from one another, e.g. the West Germen's loan to Ttaly, On the other
hand they feared that the market,~i.e, private financial Jnstitubiors -
will not be able to.arrange the needed financing of their. oil-induced
B,0.P,.deficit, .or to cope with the flow of pétro.dollars, Some
predicted thal the narket will collapse, Consecuently they thought
that new cheannels were necessary to reshuffle the petro dollars-between
oil :‘meoxvtiﬁ.g countries according to their financing reculrements,
This thinking eppeared as carly as 197hL and its prime implication was
that almost every m jor 0.E.C.D, country came up with its own proposal
to achieve a harmonious "distrlbution" of the oil revenue surpluses,

These proposals will be presented as an introduvction to the
present chapter, In the first section we shall consider the
composition of the financial surpluses of The Arab World, These
surpluses will be ecuated to the international reserves, The sczond
section deals with the reshuffling process through internstionsl
financial institutions, The Third section considers the problem of
Arab dollars reshuffling through private and public f{insncial
institutions, i,e., BEurocurrency and Eurobond markets, Th the finsl
section we shall present Arab direet investmwents because .these
investments do represent an inflow of capital that will indirectly help
cushion the B.G,P. deficit of the host country, Finally we have to
mention that each type of reshuffling will be studied from two pointa
of view, The first angle is the direction of the reshuffling
mechanism, or in other words which countries or group of countries
benefited from 1t.  The second angls concerns ths advanbtages or
disadvantages derived by the Arab World from each type of reshuffling,
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As far as the proposals made by the oil lmporting countries
we shall present the German, American and British proposals.

The Weat German Proposal : The Internationsl Investment Rank,

West Germany proposed the creation of an International
Investment Bank (f.I.B.}. Her ides was made known during the 197h
I.MF, annual meeting, The International Investment Bank was to be
created by and to function under the supervision of the I.M,F., the
westerr: Industrislized countries, and . the oil producers, However,
only the oil producers would contribute to the International Investment
Bank's capital, The International Investment Bank'!s function was to
reshufflott!

industrialized countries, such as the United Kingdeom and Ttaly, thus

oil revenue from the oll produvcers to the western

leaving in the cold other developins countries, ‘he only "nositive"
side to this "negative proposal was to allow the oll producers to
participate in the supervision of the International Thvestmwent Bark,
| The proposals did not come into being and a full set of

reasons could explain such a fates

Firstly, it wag far too early to bring Logether oll producers
and western oil consumers whose selfwconfessed aim wag to bresk the
HOPEG curtel': a sbate of confrontation predominated ot that time,

Secondly, some OPEC menbers did not see any difference
between leading western countries and some international institutions
such &g the I.M,F,

Thirdly, the West German proposal Mignored™ the Developing
countriss whose support was vital to OPEC!'s svecess in maintaining
high oil prices, '

The United States' Proposal : The Kisginger Bank,

It was bebbter known as the "Kissinger lvovosal, Wis aim
was to establish a 25bn, dollar bank which would help western deficit
countries, The proposal has two main characteristics, TFirst in
Dr, H. Kilssinger's idea "since OPEC's financial surpluses would, in any
event, have to be invested abroad and, as a practical matter, mainly
in the 0,E.C.D, countries, There was no doubt aboult the availsbility

(1) - 45 a matter of fact they used the term recycling.
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of funds for the 0.E.C.D. countries as a group. And the United States
evidently wanted 0.B,.C.D, countries to look "within the family" for
financial help, even though the credit risks would have to be borne by
the 0.FE.C.D. governments, to shift the credit risks to OPEC could have
made the western 0.,E.C.D. nations beholden to OPEC financial
a.ss:i.stance"(l ) .

Secondly, oil producers were to be excluded from managlog
the bank,

The proposal did not get off the ground for several reasons:

Given the U.5. position 2) and her self confessed aim of breaking the
"OHEC cartel®™, OPEC members w8re very suspiclous of going along with
any U,5, propesals,

The proposal excluded oll producers from the management of the
bank: oil preducers were to be invited vhen canital contribution wes
to be made bubk they were to be excluded when the council of the bank was
to discuss capitel commitments, '

The banltis function was to reshuffle petro-dollars to western
oil conswnsrs only, thus jgnoring the case of Non-oil Developing
Countries (N.,0.D.C.). However, the last cuarter of 197 was twe perdiod
when the OPEC, under the pressure of Algeria, was trying to secure the
Third Worldts aupport by putting the "oll crisis? Into a world wide
struggle for a New Intsrnational Econowmic Order (N,T.%.0.),

The British Preposal ¢ I'e T,.M, 011 Tund

Through her Chancellor of the Ixcheguer, Mr. Denis Healey,
Great Britain proposed an I,M. I, oil surplué fund whose capital would be
around 6bn, and 12hn,. dollars, This is perfectly in line with the
attitude of Great Britain which wanted to solve its "oil deficith by
borrowing either fiwm the market, from the oil producers directly, or
from any. other institution, Willing to win the oill producers'
agreement, Great Britain suggested an increagse of their I.M,F, ouotas,
The result was that another version of the British proposal was
adopted: The I.M.F, Cil Facility.

(1) - G.A. Pollack, "Are the 0il Payments Deficits Né;lggeable?" op. cit,
Pe7s

(2} = The Intermationsl Energy Agency (I.B.A.) was created by the U,S.A,
which also threatened to intervene militarily in the Middle East
and tske over oil wells,
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It is worth noting that neither France nor Japsn came up with
similar proposals, TFrance was sgainst the creation of any western oil
consumers' frent., She thought, quite rightly, that such a front would
lead to a state of confrontation, or rather would worsen an already bad
situation, This explains why she stayed out of the I.E.A, Nearly
all Japan's oil lmports come from the Middle Fast and therefore Japan
did her best to avoid msking any "faux pas',

However, what is more striking is that no developing country
or Third World crganisation came up with a concrete proposal. For
instance, the secretariat of the Organizetion of African Unity (0.4.U.)
had no irore than:

"taken & keen interest in various proposels made by .wesbtern
countbries to recyyle vast accumulated reseprves of the Middle
Bagt producersc“(i)
It was not enough.. Wowever, the.fact is tholt none of these propossls was
adopted, Unexpectedly, the solulion was found in the ability of the
mayket ard a reforred British proposal unierbaken under the auspices of
the I.M.F., Petro~dollar surpluses were, and still aroe, reshuffled
through two main chamnels: international finaocial insiitutions on the
one hand, and intcermational private financisel institutions on the other,
However, before considering the reshuffling in itself, it could be

interes®ting to present the Arazb World's Inbernatinnal Reserves,
SECTION I - COMPOSITION OF THT ARAB WRLD'S INTERWATIONAL RESERVES,

By international reserves we mean holdings of gold, S.DR.
and foreign exchange (F.E.)., TForeign exchange is def'ined according
to the I.M.F.(E} that is holdings by monetary authorities (central
banks, central currency bosrds, exchange stabilizstion funds and
treasuries to the extent to which they perform similar functions) of
claims on foreigners on the forms of bank deposits, Treasury Bills,
short and long-term govemment securities and other claims usable in
the event of a B.O.P, deficit, including non-marketable ¢laims arising
from inter~central banks and inter-governmental arrangements, without

-

vegard to whether the clsim is denominsted in the currency of tle debtor

or the creditor,

(1) - E.C, Chibwe, "Arab Dollars for Africa", Croom Helm Ltd., London,
1976, p.51. .
(2) - International Financjal Statistics (I.F.S.), Septenber 1976, p.k.
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The Arab World's International Reserves are compiled in the
subsequent table,

TABLE 27 ¢ Arab Countries! International Reserves in 1970 and 19'76X

(Units in millions)

Thoms & GOLD SDRS gﬁgiiﬁge Total T.R.
Countries 1970 }333 1970 §EI§ 1470 %gzg 1970 %3;?
Algeria 191 220 1k 49 0L 1,314 339 1,620
Bahrain 8.3 6 nil nil 62,8 384,7 71.1 LO5.9
Beypt 93 97 nil 9 7h 228 167 334,
Traq 43,5 1646 nil 32,1 263,7 2,4469.7 62,2 2,897,7
Jordan 27,9 32 2,7 £.5 228.9  149,2  255,6 196,73
Kawait 86,2 182,1 nil nil 83,4 200,45 203,3 1,870.10
Lebanon 287.5  376,9 nil  nil 9.5 1,199 345,5 1,578,5
Libya. 85 - 98 nit nil 1,499 2,391 1,590 2,496
Manritania nil nil 1.7 1.7 1.5 97,2" 3.2 98,9
Moroceco 21 2L nil 15 119 LOL 140 MO
Qatar’ 6.5 7.6 nil il 11,72 5. 17,8 08,6
Saudi Arabis 119 124 nil  nil 520 2,818 662 24, 597
Somalia nil 0.1 0,6 L.9 16,8 75,5 21,1 85,3
Sudan nil nil 0.1 Q.7 26,1 25,1 21.7 25,8
Syria® 28 35 nil = 8 27 1,160 55 1,205
Tunisia ' Lok 5.2 nil - 11,4 55,2 320,6 59,6 351
Y,ARSF nil  nil 2,6 2.5 12,3 595.4 126,9  600.7
Y.p.0 R 0.6 0.7 1.7 &3 53,3 50,2 59.3  5h.7

Total A.C. 1,10L.9 1,372,2 23,4 147,10 3,258,3 35,059  14,6L0,3 3,205.5

France 3,5%2 4,056 171 220 1,252 4,208 4,960 9,353
W. Germany 3,980 4,721 258 1,873 2,455 23,960 13,610 32,990
U.S.A, 11,070 11,030 850 2,320 630 860 1i,490 17,780
Iren 131 150 1 70 76 6,992 208 8,426
Nigeria 20 23 17 70 17 5,3% 222 5,852
Venezuela 38k LA8 L8 1Lk L7z 6,150 1,021 7,285

X - Source compiled from I.F.S. Septenber 1976,
x =~ Figures of first quarter 1975,

xx - Figures of 1973

xxx. - Figures of December 1975.



By presenting such a table we hope to achieve two objectives,
First to have an idea about the composition of the internationsl reserves
in real terms of individual Arab countries, that is the relatlve welght
of gold, S.D.Rs., and Foreign Exchange, For this purpase we shall
undertake an inter-Arab countries! comparison on the one hand and on the
other hand the Arab World as a whole shall ba compared to sowe OPEC and
0.E.C.D, countries, Second, to have a picture about the geographical
"concentration" if there is any, of the pétro-dellars within the Arab
World, This "concentration® might help exrinin current investment
policles of the Arab World and could even help us shape our suggestions
concerning future investment policies, This table deals with the
1970-76 period.  Although most people writing on the subject take 1973
as "floor year", we opted for 1970 beecause at thal time no Arab or OFEC
country started benefiting from incressed oil revenues, The first
country to do so wag Algeria which navionslized French oll interest in
1971, TFiscal 1976 was chosen for the seke of having wp to date data,
Let us then consider the table by comparing, flrst, Areb and non-Arab
countries, ‘

SECTION T — 1 : COMPARISON OF ARAR AND NON-ARAB COUNTRIES' INTERNATIONAL
RESERVES

By non-Arab countries we mean {wo diffefent groups of
countries,

Firstly, three western industrialized countries: the U.S.A.,
West Germany and France, Our criterion is that they are the three
leading western countries. Japan ls obviausly not o western country
and Great Britain and Italy were excluded because they were badly hit by
the "oll erisis”, The present "financial health® of the last two
countries does not seem, in our opinion, to.be representative,

Secondly, three main oil producers: ITran, Nigeria and
Venezuela, The reason for theilr inclusion ig just to find out whatb
our "Next-door neighbours" are doing,

For the three groups the same trend sppears: the Arab World's
total international reserves jumped from just over L,5bn, dollars to over
39bn, dollars or more than eight times from 1970 to 1976, The
international reserves of our developed counbtries increased from 3Cbn,
to*60bn. - they doubled, This upswing has surely to do with the
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Martinique Summit which led to 0.E.C.D, countries evaluating thelr gold
reserves at market prices (ef, Chapter 1T}, The combined internationsl
reserves of the three other OPEC members passed from less than 1,5bn,
to more than 2L.5bn,

After comparing the increases of the internastional reserves
of the three groups one has to consider‘the conposition of those very
international reserves, Tt appears that TForeign Exchangegcomstituteﬁ
the majority of the international reserves for every group, In 1976
Forelgn Exchangefrepresented 85% of the international reserves in the
case of the Arab World; 66% in the case of the developed countries(l}
and 86% for the third grouwp. Next to Fereign Exchangefis Gold and
S.D.,Rs. come last and thivd.

From the polnt of view of the intemationsl reserves!
composition, the Arab World's behaviour is not different from that of
both leading Indusirialized and other OWC countries, WHowever, in so
far as our suvbject is concerned, an intra Arab World comparison has to
be underbaken,

SECTION T =~ 2 : INTER-ARAB COJNIRTES' COMPARISON

The Araly World, taken as a whole, witnessed en increase in
ites inbewational veserves; however, taken lndividually, the Arab
countrics did »rdh register the same rate of increase in their
international reserves, lMost of the increase was due to oil producing
inteinational reservesy Algeria, Bahrain, Irag, Kuwait, Idibya, Saudi
Arabia and even the U.A.E, a2lthough they are not incluled in Table 27,
Lebanon and Syria took advantsge of the oll exrorts tco, Yoreover,
increases differ even from one oll producer to another, For instance,
Qatarts international reserves increased from 17.8m. dollars in 1970
to 98m, in 1976: more than 500%, Percentagewise, that increase is
important; however it is still very insignificant compared with the
#financial gilant" of the Arab World: Saudi Arabia whose international
reserves jumped from 662m, dollars in 1970 tof2h,587m, in 1976,  That

(1)} - The figure concerns only France and West Germany, This is so
because of the actual characteristles of the I,M.S. The U.S.A.
is a special situation since she has to keep most of her

international reserves in gold (62%).
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is more than thlrty-seven times the level of 1970, whereas the average
Increase for the Arab World was just elght times,

As far as intemmatiomal reserves are concerned the importance
of Saudi Arsbia is outstanding. In July 1976 its international
reserves account for around 64 of the total Arab World's interational
reserves, The intermational reserves of the main five Arsb oil
1. Saudl Arabla; Kuwailt, Irag, (ibya and Algeria - were
33,431.8m, dollars or more than 85% of the total Arab World's

international reserves, Arab countries keev most of thely internstional

producers(

reserves in forelign exchangep ; the causes and implications of such
behaviour will be assessed later on, However, one has still to

consider the importance of Gold and S.D.Rs,

A - Avab Countries! Gold Wolding(zl

A couple of reasons militate for the Arab counltries inereasing
their heldings in gold.

Firstly, most of them are still, finsneialily speaking,
conservative, in the sense that they are characterized by a great
aversion to risk, and for this type of investor gold has always apnearsad
to bea 2 riskless Tinvestment!,

Secondly, pold has always played an important vart in the day-
towday Life of the Arab scecieby as a whole.

Thirdly, Arsb countries have been shsken by the successive
devaluatiocns of the U.S, dollar and the Pound Sterling during the late
1960s, to early 1970e, .

However, one shovld be aware of the wmeaning end implications
of an increased gold holding on the part of the Arab World in genersl
and Arab oil countries in particular, In obther words, it means that
part of the petro-dollars is invested in gold. What would be the
implicabtions if Arab oll countries invested the bulk of their petro-
dollars in gold, It would mean linkine their wealtw to the price of
gold, In practical terms it also implies "pegging the price of oil to

(1) Those are the countries we defined as the rich ones on the "have"
in Chapter I, Section II,

(2) In the following part we are indebted to Jan Tumlir "Dil Payments
and O1). Debt and the Problem of Adjustment, in "The Economics of the
0il Crisis", edited by T.M, Rybczynski, published by MaciMillan for
The Trade Policy Research Centre, London, 1976.
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the price of gold, 1In such a situation and under a Gold Exchange
Standard, the oil importing countries could not escape throuvgh

inflation the real payment obligations, However, the Gold Exchange
Standard ie over, but in spite of that let us suppoge that it is still
“en vigueur ", This presuppeoses a fixed and stable price of gold on
the one hand, On the otheir hand the demand for oil being characterized
by & low price-elasticity and a high income elasticity, the central bank
of the oil importirg countries would be soon emptied of thelr gold
stocks. Concetuently their demand for gold will increase, But the
gold mining industry being characterized by high mining costs the World
price of gold — and that of oil - would ultimetely soar, This means
the end of our gold based mwonetary system,

Let ue eveon suppose thab our gold based ironebary gystem could
still work, At this stape one has to ask whether pold holdines
constitubes the ultimate result of a real or a finsncial transfer,

It is commonly cmsidered as financial transferg conéeauently Arabh oll
countries will bocome a new type of "conoulstedors" who mixed up '
acquiring and thesaurising gold and natianal wealth, Gold is
thesegurised because Arsb oll countries are characterized Ly a low
absorphive capacity, The problem of absorptive caracity will be treabed
in the fourth chapter, Finally since gold is Just a financial transfer
one oughi Lo consider how the Ilow of real trsnafer is going to occur.

In the first stage we should witness a transfer of gold from oil
lmporting to oll exporting ceountries, However, although for the O.E.C.D.
countries which enjoy high gold reserves, they would not account for

- more than a merginal share of the oil bill, This 18 very much in line
with what we wrote when the use of intemataional vessrves was considered
in.Chapter IT. Bowever, if OFEC countries kcen on asking for gold and
since the oil payments are bound to last meny years; oil importing
countries will have to earn new guantities of gold through export surolus
vis-b-vis the gold produsing countries, Ultinat2ly we shall have the
following scenario where A represents Arab 0il Countries and therefore
the Arab World, Y Japan, E Buropean Countries mainly France, West
Germany, United Kingdom and Italy, W Hon-oll Developing Countries aid

G the Gold producing and exporting countries,
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TABLE 28 : 0il Reverues Invested in Gold and International Transfers,
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According to the table all downwards flows are real transfer
because they répresent Arab countries'roil export. to ¥, E, D and N and
that latter export of goods and services to G in the purpose of earning
gold from it, (ne can go one step further and maintain that Y, E, D
and N's strategy would be to achieve a trsde surplus with G that would
help restore their B,0,P. equilibrium with A, On the other hand, the
upwards flows are financial transfer and ultimately end up with A,
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If ¥, E, D and N manage to achieve a trade surplus with G
equal to their trade deficit with A; no reshuffling process is needed
because the oill importing countries have efficiently comvleted thelr
ad justment process, However, such a satisfactory situation is a
function of the sbsorptlve capacilty of G that is mainly the U.S.S.R,
and South Africs on the one hand and on the other hand a function of
the physical capacity of Y, E; D and N to satisfy cuantitatively and
qualitatively the very nesds of G, Furthermcre thelr export proceeds
gso earned must ejuel thelr respective oil induced B.0.P. deficit.

Given the actors concerned, particularly N, it is very unlikely that
such an ideal situstion would ever occur. Consecvently & reshuffling
mechanism must be worked out, Here one is left with two ways, 1f
Gold is kept within A the latier open up credit to those countries
unable to achieve a B,.C.P, surplus with G 1). On the other hand, if
gold is rechannelled from 4 to ¥, E, D and N, or even un outside
institution/s the reshufiling process will involve conly those countries
and the outside institution/s if there is sny. ‘

We shall go no further before congidering whother, the basic
assumption, that is Arab Ol1l Countries investing their surpluses in gold,
materialized, As o matbier of fact it seems that in splte of the above
mentioned reasons official gold holdings of the Arab World were not
commensurate with the lncrease of their intemational reserves,

From 1970 to 1976 the Arab World's gold holling increased by
no more thsn 20% rising from 1,101,9m, dollars to 1,372.2m, However,
these figures take into consideration only official holdings ard if we
were to add private holding to it the conclusions might be different,

In 1970 four Arsb countries, Nhuritania, Somalia, Sudan and
Y;A.R,,did not hold gold, he situation seemed similar in 1976 with
the exception of Somalia holding a negligible amount of 0,1lm, dollars,
In so far as the Arab oil producing countries are concerned, the
increase of their gold holding was less than proportional to the total
increase in their intemational reserves. Their combined geld holding
passed from 633m, dollars to 79hm, during the period concerned, that is
an increase of no more than 21%.

(1) - This is R.C.O, Matthews! suggestion, cf, Chapter II,
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According to some oral reports, Arab oil producing countries
were considering whether to invest some of thelr newly aconired wealth
in gold, According to one oral rerort the move was to be carried out
through Swiass banks, Thelr abstention could have an impact on gold's
future role in any new International Monetary System, As far as the
latter is concemsad a clearer pilcture shall appear vhen the Arab World's

S.R.D. holdings are considered,

B ~ Arab Countriest S . D01, Holdings

In 1970 only seven Arab countries (Alreris, Jordan, Muuritania,
Somalia, Sudan, Y,A.R. and Y.P.D.R.) held S.D.Rs. The total amount
was 23.hm, dollare, with Algeria holding the bulk of it: 1hm, dollars
or around 60% of the total holding, It is worth aoting thal of these
seven countries Algeria is the only oil producer.

Tn 1976 only six Arsb countries did not hold 3.D.Rs,:

Bahrain, Kuwait, Lebanon, [ibya, Catar and Saudi Arebia,  All of them,
except Lebanon, arse oll producers, In thalt year the tobal holding was
SR, 147.10m,, that is more than seven times wore,

However, the total combined 5.NR. holding of the three
Industrislized countries passed from S.D.R. 1,27%, Yo S.D.R. 4,413m. in
1976, In other words they multiplied their holding by 3.5, ~In 1976
the Arsh World holding was just thirty times less than the combined
holr.'f.ing of the three industrislised countries and just less than 50% of
the coubined holding of the three other OPEC members, The latter
increased their holding from S.D.R. 66m, in 1970 to S.D.R, 284m, in
1976, This means an increase of L30%. ,

It appears that cempared to both groups the Arab Worldis S.D.R.
holding is lagging far behind, It would be interesting to find out
the implications of such a situation as far ss future developments of
the I.M.S. are concerned, For instance, Libtya, Kuwait and Saudi
Arabia did not have any S.,D.R. at 211, The least one can say is that
such behaviour is not strengthening the role of S.D.R. within the I.M,S,

From this broad plcture of the Arab World's international
reserves 1t appears that most of the coubined holdings are kept in
Foreign Exchange, The percentage was as high as 88% in 1976, Vowever
the term Foreign Exchange covers a wilde range of items, It includes
different currencies and seversl types of claims denominated in
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different currencies, In our present circumstances the main currencies
likely to be held by Arab oil countries are the U,S, Dollar, the
Deutschmark, the Japanese Yen, the Pound Sterling, the Ttalien Lira and
finaily the Swiss and French Francs., These are the so-called hard
currencies, It will be interesting to consider the structure of the

foreimn exchange reserves of the Arab oil countries,

SECTION I - 3 : STRUCTURE OF THE ARAB OIL COUNTRIES! FOREIGN EXCHANGE
HESERVES

The gstructure of the forelgn exehsnze reserves ig Jlmwortant
becavse in practical termg it is the verv begiming of the reshuffling
process, It also shows the divection of this very process, As shown
earlier, the bulk of the il revenues not spent on imports is held in
financieli assets. It follows that the oil proiucing countries have a
cholice between several currencies that will be used aither to denominste
thelr ¢lodms oe Yo hold their liguld assets, Let us)matm}ﬁtmﬁwﬁdémzr'
presdsus Table 28 (Pager0y) and assume that A hes no preference
whatsoever between the various forelpgn currencies ang decides to hold
all its export surplus with the U,S.A. in the U,5. Doliar, with Japan
in Yen and so forth, It follows that there 1is no neel %o davise any
reshuf{iing scheme for the countries whose currencies are held by Arab
oll countries, Those countries happen to be the major C0E.C.D.
members, In practical terms it means that Arab oil ccuntries opened
up unlimited credit to the latter countrieé. This nredit is
commensurate only with theilr oil-induced B.C.P. delicit,

Now what about the countries whose cur'rencies are not accepted
and held by Arab oil couniries, that is the W.0.D.C, In this csse Arab
0il countries can lend to them either directiy or through a third party,

However, the previous assumption is nol wholly true becanse
Arab oil ccuntfies do have preferences even between the hard currencies,
As a matter of fact they prefer the U,S, Dollar principally and un £ill
recently the pound sterling marginally, but for the sake of clarifieation
let us guppose that they have an exclusive preference for the former,

By talking the same countries(l) we end up with the following table showing
the different flows, '

(1) - Gold producing and exporting countries are excluded from the
senario.
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TABLE 29 : 0il Revenues HWeld in U,.S. Dollars ard International Transfers,
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If B, ¥ and N were certain that A would indefinitely hold its
extra proceeds In liguld reserves and specificélly in the U,S, Dollar
they would, with the help of D, keep on borrowing from D with the latter
printing paper money, This would put in D's hand a strong means of .
pressure on Y, E and N because lending has alwayé been a discretionary
operation}except this fact nothing would happen: D, E and ¥ and N's
other bill would becomne a matter of money printine and book-keeping
exercises, However such a situation is unlikely to happen because E,
Y and N camnot be expected to accumilate indefinitely forelgn debts,
Therefore they must earn Dis currency by experiencing a positive trade
balance with D, As shown by our previous table our World trade would
imply a flow of financial transfer from B - Y, D and N to A but
ultimately a steady flow of commodities to D from B, ¥, N and also A,
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As a matter of fact in a second stage the financlal transfer, equivalent
to the extra proceeds, %oes from A to D, Such a scenario is feasible
only if D records an economic boom and does not deflate or take
restrictive trade measures against E, Y and N,

What is the direction of the petrodollars reshuffling process
under these clrcumstances?

First, D's oil induced B.0.P, deficit is automatically
financed, This already has been shown in Chapter II Section ITI.

Secondly, D. receives the whole increased cost of E, T and
Ntg oll imports in the form of goods and service as shown in the previous
table, Consecuently only E, Y and N reocuire the gsetting up of a
reshuffling process, We shell not go further because A (Arab oil
exporbing countries) in investing thelir extra proceeds used all the
options open to them, In the next Section we ghall eonsider the extent
and direction of thas petrodollars reshuffling through of ficial

international financisl institutions,

SECTION IT ~ ARAB DOLLARS RESHUFFLING THROUGH INTERNATIONAL FINAMCIAT,
INSTITUTICHS

By international {inancial institutions we mean mainly the
I.MF. and the Wbrid Bank., However only the case of the former swall
be presented; because that institutlion reshuffled a bigger slice of ihe
Arab dollars than the Internatlonal Bank for Reconstruction and
Devel.opment (I.B.R.D.!, This deal also atiracted more attention of
the World opinion., This could be explained by the stature of the
T.M.F, itself, :

The desl was known as the I.M.F, Oil Facility (O.F.). First
we shall present the scheme, then consider the Arab World contiribution
to it and finally tackle the problem of its implications, especialiy
with regard to Arsb and N,0,D.C. countries.

SECTION IT -~ 1 : CHARACTERISTICS OF THE I.M,F, OIL FACILITY SCHEME
-From the beginning it was clear that the operation would have

~a short life, only for 197h and 1975, The 0O,F, can be considered from
three angles:
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Filrstly, the formula calculating the access of capital-
needy countries,

Secondly, under vhat conditions a country is entitled to
acceed to the 0O.F.

Thirdly, the rates of interest charged.
The I.M.F. operated two schemes: our approech will be to present both

by comparing one with the other,

Access to the O,F, _
For the 1975 0.F., the I.M.T', came up with two different wsys

of calculating two maximn . either 125% of the merber ouota in the Fund

or 85% of the additional oil bill for Lhat vear, The oil bill was
calculated ag follows: either the oil imoort for 1972 or 1973 whichever
was tre higher multiplied by 7.5 dollars per bharrel.

"This new formula gives greater weight to a mwember'c cuota in

calculating totel access and de-emphasizes oll import, &s

compared with the formula for the O0.F, for 197., which

included 100% of the calculated rise of 1vs oll lmport cost

and only 75% of the mewberts ouo’c,a".(l) |
The 1975 O,F, differs in two respects from the previous one:

Filrstly, a country's intemational reserves were not taken into
consideration, whereas in 1974 up to 107 of the internatiorsl reserves
were deducted from the meximum access,

Secondly, the I.M.F. introduced & lower-floor below which a
country's maximm could not drop. Tris Llower 1limit was either one
third of the additional oil bill or the meximmm access as defined by
the 1974 O.F.

Conditionality of the O,F,

A tougher policy was introduced in 1975:

munder the O.F. for 1975 ... a menber country will not only
have to describe to the Furd its policies to achieve medium-
term solutions to its B.0.P. problems, tut the Fund will also
have to assess these policies and fird them adermate(‘t;eifore

the menber country can make drewings undsr the J,F,

(1) - I.M,F. Survey, 11 August 1975, p. 107.
(2) - I.MF, Survey Ibid,
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Furthermore, two other conditions were set, but were not subject to
any assessment by the Fund,

Firstly, any policy alming at conserving oll and developing
alternative energy resources was to be described,

Secondly, any member country willing to take advantage of the
0.F, had to aveid introducing or intensifyine lmport restrictions,

This point has been stressed in Chapter IIT.

Interest rates charged.

A compr rison of both schemeg is compiled in the following
table:

(.
TABLY 30"” ¢ O.F., Interest Rates Charged for 197L and 1975

.'([},egse 0=3 yrars 3l years ' W=7 years Averapge year Charge
197 15 % w 7%
1975 - 73 i 7

Sources Compiled from I.F.S, op. cit,

Interest rates were higher in 1975 that in 197h, FHowever, the
1975 O F. left a margin of 0.5% for the Fund enabling it to cover its
O.F, expenses, ‘

These are the terws under which the O.F. schemes operated,
However, given our topic we have to find out the amount of petrodocllars
reshuffled through this channel., We shall do so by considering the

Arab World's and OFEC's financial contributions to both schemes.
SECTION II - 2 : THE ARAB WORID!'S CONTRIBUTION TO 197L AND 1975 O.F,

It is true that only some Arab oil producers contribvted to
0.F, but we shall consider such a contribtution under the title of the
Arab World's contribution, This contribution is contained in the

(1) - Compiled from I.M.F, Survey Ibid,
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subsequent table(?,\cg).

The Arab countries' participation in both 0.F, is very
important, It amounted to 50% of the total contribution to the 197k
0.F. and less than LOZ of the 1975 O0.F. However, if one subtracts the
S.D.R. L61lm, remaining from the 197, O.F., the Arab World's conbribubtion
to the 1975 0.F. would reach h5.2%, The OPEG's contribution was
obviously bigger; 87% in 197k and 61% in 1975,

One cculd always find ways and means to show the Arab World's
and OFEC's contribution to O.F, For instance, relating the lender's
contribution to its auots with the Fund or 1ts international reserves
would definitely show a bigeer contribution of the OFEC ménbers than
the developed countries,

Furthemore, three major industrialized countries, namely
U.5.A. dapan and France; did not particlpate in either of the O.F.
schemes,

The OFEC contributlon, and therefore the Arab World's car be
explained by 2 kind of moral ani political obligation hanging upon
them, But theore was no legal obligation, Wowever, the fact is that
the Arab World did coniribute to the oil facility schemes and we have
to assess the return of such a contribution,

SECTION IT - 3 : ARAB WORLD'S RETURNS DERIVED FROM THE IR CONTRIRUTION
' 0 THE O11-FACILITY SCHEMES.

By retuens we mean the economic and political aims achieved,
This can be assessed by considering what countries and to what extent
took advantage of the O0.F, A country by country breaskdown access to
the 0.F, can be foond at the end of this. chapter (Amvendix ITT-1) and
our conclusions are drawn from it, .

Nicholasg Fallon(l) divides the borrowers into four categories:
Developed Aress, Latin America, Asia and finally Africa, Such a
division is not acceptable because N, Fallon moves from an economic-
political criterion - development - to a geographical concept

(continents}, In our approach we opt for the first criterion and

(1)} - Nicholas Fallon, "Middle East Oil Morey & Tts Fubture Fxvenditure!
Graham & Trotman Ltd. in Great Britain; Russak & Company Inc,
in the U.S.A. and Canada, 1975, Table 93 p.189,
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TABLE 31 : Borrowing Agreements under the OLL Facility for 197L

and for 12975 (iending Counteies)

Unit ¢ Million of S.D,Rs,

Lender Countries / CGroup of Countries 0.F. 1974 0.,F. 1975
Abu Dhabi ‘ 10 nil
Central Bank of Kuwait LOO . 285
Central Bank of Oman 20 0.5
Saudl Arvabia Monetary Apgency (S.A.M.A. ) 1,500 | 1,250
Total Arab Countries 1.5%0 1,535.5
|
Central Bank of Iran 510 410
Nigeria 100 200
Central Bank of Trinjidad & Tobago niL 10
Central Bank of Venezuela : L50 - 200
Total OPEC countyries 2,650 2,355.5
Austrlan National Bank nil 100
National Bank of Belgium nil 200
Canada 246,9 nil
Deutsche Bundesbank nil 600
Netherlands 150 200
Bank of Norway nil 100
Sveriges Riesbank , nil 50
Switzerland nil 150
Swiss National Bank nil , 100
Total Developed Countries 396.9 1,500
) (1)
Gl"and Total J,OII'6¢9 3’ 855.5

Source: I.M,F. Survey, April 5, 1976, p.102 (The dispositions of the
table has been rearranged),

(3.) - Purchases equivalent to S.DR. L60,977 million under the 1975 O.F.
were financed from borrowing agreements for 1974,
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therefore divide the borrowing countries beltween developed eountries
and non-oil developing countries, Fowever, in so far as our subject
1s concerned, we shall at a later stage devote special attention to
Arab countries amongst N,0.0.C.

In 1974 the developed countries borrowed S.D.Rs, 1,469.6m,
or 57% of the total avolilable, During the following year their share
increased to S.D.MI. 2,894.01m, or 677 of the f?g?s available for the

avallable, whereas forty-seven N.0.D.C, shared the rest,

year, In other wnrds ten developed countries took most of the sum

In 1974 only two Arab countries acceded Lo the OF. by
borrowing 3.,D,R. 10,5m, (Sudan borrowed S.D.F., 28,710m,, and Yemen P,D.R,
S.D.R, 11.8m,). The combined borrowing for both countries is
negligible: less than 2% of the toteal available,

2 1D ™ -
(2) borreowaed S.D.R. 85.%%m, or

In 1975 five Arsb countries
Just over 2% of the total 1975 0.F.

Seen Trom another point of view, for both years only, out of
a total ol §,1R. 3,055.5m, lent by Arab countries, only S.D.R. 125.82m,
went to needy other Arab countries through ths 0.F.

From what can be said one can safely maintain that although
the walk of Q.F, wrs financed by OFRC membera? ?nly a tiny part of it
3

was reshuffled to obther developing countries,

(1) ~ ef. Appendix IIT-1.

(2) - The Borrowing occurred s follows: Eroypt S.D.R, 31,680m,,
Meuritania S.D.R. 5.320m,, Morocco S.N.R, 1f8m,, Sudan S.D.R.,
18,3m., U.,P.D.R. S.D.R., 12.02m . '

(3) ~ In relation to this point one has to mertion the special account
S.A, or "Subsidy Account" set up by te Furd., Contributions were
to.be made by oil exporters, developed couniries and others able
to do so, The aim of the S.A. was: "To reduce the burden of
interest payments on O.F, drawing for thc 'most seriously affected
countries'," by 5% points, Therefore the goal of the S.A. was
not to inject more capital into the needy countries but only to
reduce the interest ratio from say 7% to 24, This lacuna was to
be corrected by OFEC mewbers when they set up their £00m, dollar
Aid Tund,
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Another disadvantage is that those Arab loans to the I,M.F,
are not inflation-proof, and therefore this means loss, The problem
of inflation will be presented in Section IIT-2 {(numerical examnle)
Wwhen Arab dollar investments in the Furocurrency markets will be deslt
with,

Another disadvantage cen be labelled "menoue a gagner®,
Everyone is conscioug abouh the influence and advantages given by
capltal-money ard its management, One can even go further and state
that, given the present international setiing, mwanaging canital eould
be more important than owning it, The S.D.R. 3bn, odds contributed
by Arab counbries were managed by the I,M.F., and therefore those Arab
lenders lost the influence and advantage thot would have been derived
from threir managem=nt,  Powever, in snite of 211 that, contribubtions
to 0.F. did not bring only disadvantages to Arah and OFEC lenders,

In our opinion CPEC members were under hesvy pressure from
western industrialized countries, If these wsre a Kind of "Inter-
national. sociolozy or socioclony of states! behaviounr! they would
definitely have Lo recognize the influence of these prcssures on OPEC
counbries,

Cn the other hard, those OFEC countries did not want to
alienate to themselves the Lacking of N,0.0.0. By centributing to
O0.F. Arab and OFEC counlries hoped to prove two thines:

Firstly, thet they were resronsible members of the
International Compunity; ard secondly that they were determined to
help the develoving cowntrles, themselves being in such a shtate,

Did they succeed in so doing? Not completely in dur
opinion, For given the Jdisbursements of the 0.F. most of it went to
industrislizel countries, and Arab countries fourd themselves in &
kind of 'vicious circle': the more industrialized countries took
from the oil revenue the more L.D.Cs, wanted too,

In concluding this section about 0,F., we shall take up the
argument widely used in Arab and Third World circles that this scheme
was just part of a bigger scheme known as "recyelins! whose aim wés.
to deprive oil producers of their revenues, Only such an argument
could explain the absence of two Arsd countriies with surpluses:

Irag, whose oll reserves are said to be able to outstrip Savdi reserves,
and Lybia the only Arab country able to challenge, if willine to do so,
Saudil Arabia financially speaking,
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Some argued that this contribution helped the Arab countries
to increase thelr Fund's auotas, This is not true because according
to the FMund's status members cuotas have to be periodically viewed
and according to the Fund's sgenda it had to be done in 197475,

From another point of view one has to mention that the I,U.F,
reshuffled only a tiny part of the OFEC and Arab dollars surpluses;
$7on, or abwut 5% of the latter, Conseouently this was only of
marginal help es far as the oll induced B,0.P. deficit is concerned,
The 0.1.C.D. countries financed only 3,7.LY of their B.O,P, deficlt
throvgh T.K.F. schemes whereas the financing amounted around 12,38 %
in the case of W,0.D.C, This is for the oil bill of 1974 end 197).

Conseouently gince none of the prOposaislput forward by
individual countyles were adopted and since the international finsncial
institubions! conbiribubioms to the reshulfling vrocess were negligihle
1t means that other charnels took the lion's share of the petrodol lars
surpluses, Some of those channels could be the private financia’l
institutions, In the subsequent seclion we shall cmsider the role

of those institubticoms which are not partly or wholly Areb-owned.

SECTTON IIY : ARAD DOLLARS RGSPUFFLING THROUGH PRIVATE INTERNATIONAL
FINANCTAL INSTITUTICNS,

In this mectlon we shall be concerned with the role yiewed
by the Buro-currency and Zurobond markéts in reshuffling the
petrodollars surrluses, However such a role is a function of the
share of surpluses placed in individual markets, Conseouently onhe
has to preseni, an estimabion of the deployment of the oll producers!t
surpluses,

SECTION ITT-1 s DEPLOYMENT OF TRET PRTRONCLLARS SURPLUSES

Table 32 gives an idea about the placewent of OFEC!'s
surpluses in the United Kingdom, the U.S.A,, international organisations
and other countries, This table contains the fblloﬁiﬁg weaknesses,
First we know that the term "obther countries" means Japan and the West
European countries but it would have been better to have the precise
figures for each country. Second it considers the OPEC as a whole
whereas we are mainly concerned with Arab countries, Consecuvently
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it will not be possible to determine with exact precision the placement
of individual Arab countries of their surpluses in the various

channels opened to them, Wowever concerning the precise case of the
Eurocurrency market Table 33 will shed more light,

Nonetheless, despite these weaknesses; gome conclusions can
be drawn; and in doing so we shall not go in deep details, It s=cms
that during the 197k~ 3rd quarter of 1977 OFEC countries recorded s
surplus of 8156.7 billions, This sum was deployed as follows:
#3h,5bn, or 22,0% in the United Kingdom, §42,4bn. or 27,05% in U.S.A.,
$70om, or 4h.47% in other countries and finally [9.8bn, or just
6.25% was deposited with internationsl organisations, However evsi
those figures do not tell the facts because developed countries other
than United ¥ingdom and U.S.A. as well as N.,0.D,C, are included unijer
the heading "other countriesh, A3 we know a sizeable share of the
financial surpluses were invested in U,S, dollars outside the U.S,A.
The reshuffling 1ele of such an investment has already been outlined
in Chapter IT and eariier in this chapter, This lesves us with the
conclusion that the share of OPEC eurpluses directly or indirectly
Invested in the U.3.A, 1 predominant, However, as we hazve said
earlier, the cholve of the currencies in which the surpluses sro held
or clalms dencminated constitules the first step of the reshuffling
process, The previous table gives the oprortunity to consider the
extent of such reshuffling in the cases of the United Kingdom ard {thwe
US.A, During the 197k=3rd cuvarter of 1977 period part of the oil
revenues was invested in British Government Stocks, Treasury Bills
and deposited in ncund sterling, There was & net inflow of %S.an.
in 197, and oubflow of §2.4bn, in 1976, At the end of the period
United Kingdnm recorded an inflow of [2,9bn, that helped cushion ths
oil induced B.0.P, deficit, If one adds the §0.2bn. received by the
British govemnitent through foreign currency bonds the figure goes wup
to ﬁB.lbn.

The U.S.A. seem {0 have done better because if one considers
the treasury bonds, notes and bills one finds out that &1&.5bn. were
reshuffled to the U.S.A. On the other hand [j21.Abn, were invested in
the U.S. under the form of holding of equities, properties ete, . It
appears that without considering banks deposits the U,S.A., managed to
attract ﬁBé.lbn. or 23.03% of the total OFEC surpluses, (n the other
hand in Chapter II (Table 12, Page 35) we showed that the American
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TABLE 32 : Estimahed Deployment of OPEC's Surpluses :
1974 -~ 3rd Quarter 1977

Period

Ttems 1974 1975 1976 4ot 0ir ord Ot Fed otx®  1oPRL
United Kingdom

British GVT Stocks 0,9 0.4 0,2 = 0,1 - 0.1 0.1 1.4
Treasury Bills 2.7 «0.9 1.2 - ~ 0.1 0.2 0.7
Sterling Deposits 1.7 0,2 ~L.L 0,2 0.3 -~ 0,2 C.2

Other sterling

. [ 1 (
British GVT Forelgn _ _ 0.2 0.2
currency bonds - - ' A - o=
Foreign currency . N e , ' . _

Deposits(l) 13.8 L1 5.6 2.0 Tk 0.5  27.h
Other Toreign “

Currency Borrowing .2 0.2 0.8 - - - 2e?
TOTAL United Kirngdom 21,0 L.3 L.5 242 1.8 0.7 3,5
United States
Treasury Bonds . .

and Notes 0.2 2,0 hee L0 1.0 0,7 9.5
Treasury Bills 5.3 0.4 1,0 1.5 - 1,0 0.2 5.h
Bank DNeposits LO Q.6 1.5 0.2 o 0.2 0.1 6.3
Others(a) - 2.1 6.5 o2 1.2 2.7 1.9 21,6
TOTAL U.S.A. 11,6 9.5 12.¢ 3.9 - 2.5 2,9 L2 b

Other Countries
Bank Deposits 9.0 5.0 7.0 1.5 2.5 2.0 27.0

Special Bilateral
facilities and

other investments 1¢9 2.4 10.3 3.3 2.8 2¢3 k3.0
((a) and (b))
TOTAL Other -

Countries 20,9 17.h 17.3 L8 5.3 L3 70,0
International

Organisations 3.5 4,0 2.0 0.1 0.1 0.1 9.8
GRAND TOTAL 57.0 35,2 35.8& 11,0 9,7 8,0  156.7

(a) Includes holdings of ecuities and property, ete,

(b) Includes loans to 1.D.Cs.

(e) Provisional, It is estimated to have been even lower than in the
second quarter,

Source: (1974) The Banker, March 1977, p.9l.
~ 1975 onwards: Bank of Fnplard Quarterly Bulletin
Volume 17, No. k4, December 1977, p.Lk2,

(1) Foreign currency deposits in London rerresent an importent part of the
Eurocurrency market, Consecuently double counting could exist
between Tables A and 7
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increased costs of oil imports amounted to ﬁé”.an. for 1974-77 period,
1) we can conclude that around 58,03% of
the U,S, oil bill was financed throvgh the reshuffling process, If

After comparing both Tables

one suppose that the OFEC surpluses dédposited with the U,S, banks in
the U.S.A.; {|6.3bn; were also used to cushion the B.O.F. deficit the
figure goes up to 68,16% of the oil bills, Only under such
clrcumstances we can understand wyy the U,S, owned internztional
reserves did not decline during the 1974=77 period (ef, Toble 15,
Page 41) and why the Americen government did not feel the need to draw
money from the I.M,F, or even to take advantage of the 0,F, schemes.
These developments are well within the scenario whlch has been.
presented in Table 29 (Page 103)., Tris i1s also very much in line
with H.G, Aubrey since he maintained that a reserve.currency country
can borrow in an “imperceptible fashion" and does noi nsed the
hecessily to arrange loans in a case of B,0.F, deficit, If one tekes
into account the export record of the U.S.A. to OPRC and Aiedb countries
one finds out that the U,S.A, have successfully coped with bthe new
situation, .

What about other 0,E,C.D. countries and N.0.D.C. countries?
Table 32 does not give us the exhten® and direction of the roehuffling
process in the caze of each country. The picture is obscure,
However we Iknow that OPEC countydes deposited part of threir surpluses
also In west European countries, To iliustrate the extent of this
geographical deployment we ghall take the case of Kuwalt which
developed several tools to achieve lts "world-wide" investment policy.
We opt for Kuwait because it was the first arab and OPEC country to
record financial surplus, and started foreign investmert as early &s
196L. Therefore one expects this country t¢ have the best exverience
and the most sophisticated tools to implement its policiles,

Our opinion is confirmed by the "Financial Times" when
writing that the state of Kuwait's reserve:

"at the beginning of 1975 was rather more complex and more
diverse than other Middle Fast countries! reserves."(a)

(1) In this calculation we did not deliberately take into sccount the
fact that Table 32 goes only to the third quarter of 1977 whereas
Table 12 (Page 35) considers the whole 1974-1977 period,

(2) Financial Times Survey- "Middle East Banking & Finance", cf,
Article "Whers the States Lodge Their Money", F.T. March 24, 1975.
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Kuwait uwsed the following financial institubtions:

~ Kuwait Investment Office which is the MEnistry of Finance's
representative in London, According to some reports Kuwait's oll
revenues %o first to this institution before a part of them is
chamelled to the Ministry of Finance, A

-First National City Bank and chose Manhattan Bank in New York,

»The Swiss Bank Corporation and Union Bank of Switzerland.
These instituticns have been used in acouliring stocks from most West
Furopean covntries,

~Credit Lyornais in Francae,

-The.Deutsche Bank, the Dresdner Bank and the Commerz Bank in Weet
Germany.

~ A further block of the reserve (ahout 157 of the total) was in bond
mostly lssued Ly thec Qovernment and government agencies, Arab
participation in Surchonds will be considered in paragraph 3 of this
section,

~The remainler was in three blocks of property: Two were managced
on the Ministry of Finance's behalf by the Manhattsn Bank end Bank of
America, and finally ihe third was managed by the Ministry of Finance,

However, whel is the main conclusion to be drawn frow the

Kowaltl case? It appears that investments were spread all over
western Buropean couniries, incluling Japan,  In other words, there is
an slmost perfect international diversification obviously aimsd at an
(1), "the

consequencs of the diversification of a portfolio is to ensure such a

optimum investment or a winimum risk, For F.F. Rassi

situation that the prices due to factors specific to enterprises ard
industries ccipensate or neubralise themselves,”  Wowever, this does
not mean tha' thesc investments are riskless since, according to the
same author: ",,.Price variations induced by the merkeb affect all the
shares and can not bte eliminated by the diversification."(?)

Stronger criticism will be made at a later stage, Wowever,
our immediate interest is to consider the extent and direction of the

role played by those banks in the reshuffling process, It is not

(1) and (2) F.F, Rassi, "The Theory of Internmationsl Diversification
and Opbimum Use of Petrodollar Surpluses", (Translated from
French), Revue d'Economie Politiove, Jenuary/February 1976,
Nunber 1, p.1ll2,
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possible to tackle those banks individually., Therefore we shall
consider them under the heading of TPurocurrency market, In our
opinion such an approach is Jjustified by the fact that the above-
mentioned institution constitutes the most active elements of the
banks composing that very narket,

SECTION ITL - 2 : ROLW OF THE FUROCURWENGY IMRXTIS IN PETRONCLLARS
RESHUFTL G

i e

A ~ Arab countries Woldines with the Furocurrency market

This role can be assessed, first, by considering the amount
of OPEC surpluc placed in it. In doing so we shell consider the
external. position of the banks of the Group of Ten and Switzerland
vis-a-vis the Avab World, ¢f. Teble 33 (117). In this table o full
country breakdown is not available for lisbilities ond assets of banks
in Carada, Japan, Switzcrlend and U.S5.,A. Pocitions of banks in these
countries have been allocated in the table by the following:

Hy Switzerland, C - Canada; J~Jdapan, U~U,S.A, The liabilities in
the U.5.A, exclude U,S, Treasury bills and certificates in custody by
the banks on behall of non~residents, However in the case of the
U.S5.A, these treasury bills and certificates have already beeh
presented in Table 32 (Page 113) and dealt with. Furthermore,

Table 33 contains one limit., It considers Iran that is not an Arab
country. However, financilally speaking, if one takes the Arab World
as a whole Iran's role could be negligible, Tis holds true
especially from 1976 onwards when Iran started borrowing from the
Eurocurrency nerkets,

Bef'ore drawing conclusions from this table, two anomalies
have to be clarified, namely the cases of Egypt anud Lebanon,

Egypt is not an oll exporter on the one hand and on the other
hand her extefnal debt is between £10 and ﬁl?bn.(l} ard by the same
token it contributed more than 600m. dollars to the euromarket., The
fact is that Fgypt is the developing country which took most alvantace

of the new oll prices: for one reason or ancther almest every Arab

(1) - Financial Times, January 20, 1977, front page article "Sadat
Bows to Demnds of Rioters",



TABLE 33 : External Position of the Banks of the Group of Ten

Countries and Switzerland vis-a-vis the Arab World in 1975

Iisbilities

Liabilities/Agssets vis-a-vis Assets
a_z_Low fbsorbers s 111009
KUWATT
QATAR 2L, 570 1,163
SAUDI ARABTA
UNITED ARAB ENMIRATES

" 2
b~ High Absorbers J
BAHRATN
IRAN .
TRAQ &, 606 3,176
LYBIA
OMAN
ALGERTA J 1,285 1,383
¢_=.Obher Arab Countries
EGYPT Ju 1,521 o1
JOADAN JLL, 56
LFEBANON 2,515 390
MAURITANIA 56 )
FOROCCO U 537 7,
SOMALIA 7, 7
SUDAN 11 250
SYRTA 775 35
TUNISTA 286 25
YEMEN ALR., 235 5
YEI“‘EN P ° D .R . 8’{, -
RESIDUAL> HCJU 6,523 1,291
Total Arab World 17,622 8,782

2 « Include positions of Japanese Banks vis-a-vis Kuwait, Saudi Arabia

U.A.E., Iran, Irag and Iybia only

Source: Compiled from the Bank of International Settlements, Forty-sixth

Amnual Report, (1st April 1975 - 3lst March 1976),

Switzerland, June 1k, 1976, p.&7.

Basle,
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oil exporter gave grants or easy loans to Tgypt. In our opinion, Egvpb
was just keeping that money with internatlonal banks before spending it,
Another figure corroborates our view, According to Table 27 (Page 9h)
Egyptts international reserves were no more than 334m, dollarg in July
1976, |

The zecond case ls Lebanon which contributed more than 2bn,
dollars to the surocurrsncy mrkets, This is due to the role nlayed
by Beliruvt in the realm of Arab international finance, Beirut hss
always been the place viere Arab individuals, meinly from Kuwait and
U.AE, kept thelr private fortunes, - MHowever, those forbunes were
channellsd towards the eurocurrency markels and; according to the B,I1.S,,
"Lebanonts role wae nainly thet of & channel for funds from Mddle
Eastern oll producer countries to the banks of the lroup of Ten."(l)

In our opinion had it not bteen for the Lebsnese c¢lvil war the amount
would have been ruch larger, Without encroaching on the next chapter
one can ray that Beirut's function is siwilar o ¥ansma's role
(Bahrain},

Furthermore, the fact that every Arab country, includine the
poorest ones, is conngcted in one way or anobher to internationsl cavital
markots, is not a surprise; bcecsuse even the se-called Bastern Block
maintains relationsg with the intemmational capitsl market,

The main zonclusion to be drawn from Table?? is that the Arsb
World'ts contribution to the ©.,C.M, (BEurocurrency Market) was around
3%bn, dollars for 1975, Howaver, considering the Afab World as a whole
could be misliesding. A country by country approach is necessary,

Such an approach reveals that this contributior. coies mainly from the
oil producers =xecluding Alperie, They are listed under items (a) and
(b) of Table 33, If one accepts the assunntion that Lebanon's
contribution offsets Iran's, the Arab oil exrorting countries!®
(different from OAPEC) contribution to the mericet was 38,8bn, dollars
(liabilities minus assets),

The next logical cuestion is to find out how these #39bn.
dollars were reshuffled between oil importine countries. '

(1) B.I.S. Forty-sixth Annval Report, op. ¢it, p.£9,
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B = The Reshuffling of Arab Countries' Holdings with the Furocurrency
Market

This reshuffling shall be assessed by considering what
countries or group of countries recorded such borrowing from the
Burocurrency Market. Such informtion is contained in the next tshle
that caﬁsiders the sources and uses of Eurocurrency funds at the end
of 1975,

Withovt going into great details it appears that, at the end
of 1975, the net borrower groups are:

- The Reporting Furopean Area with 16.5bn, dollars,
-~ Other Group of Ten Countriles (G,10) with 13bn dollarg,
~ And finally Bastern Furope with 10,5bn. dollars,

These figures were obtained by éubtracting "sources" from
"uges", It 1s wocth noting that the combined net borrowing of the
three above mentioned groups equals 40bn, dollars, or, in other words,
the very amount conbribubted by the Arab World and ITran, Tt has be~n
argued that the Furocurrency Market reshuffled Arsb doi]ars to needy
Arab countries, It camot be so for two w2in reagons,

Firstly, according to Table 33 it is cuite clear thabt the
Arab countries, and thevefore the Arab World as a whole, have not
borrowed from the Turocurrency Market,

Secondly, according to Table 3), the developing countries
group to which &1l the L.D.C, non-~oil producing countries belong,
borrowed no more than 3.3bn, dollars until December 1975; 14,2bn.
originated from them and they used 19,5bn. dollars, Therefore 1.4 is
clear that the Eurceurrency Market is financing the developed countries
or, in other words, taking coal to Newcastle, At this stage we shall
not consider the legic behind thls behaviour, however one has o
recognize that frow 1974 onwards the Eurocurrency'whrket's function has
been to finance B,0.P. deficits and it happens that the industrialized
countries enjoy a high rate of solvency. On the other hand our purpose
will be to clarify the following question: What advanteges does the
Arab World as a whole derive from such a situabion?



TABIE 3/ : Dstimated Sources and Uses of Iuro-currency Funds

(Billions of U.S, Dollars)

Reporling .
Buropeanarea | oo, | Other oit- | O | deval-
. : evel- exnorl- h Up-
End of month of G-10 oped | Eastern| suore ing OPIAE | Soc- | Total
. which coun- coun- | Ewepe .:ankmga coun- coun- aed
Total Nof- tries tries centres®| {uocn tries H
bank?
Uses
1973 Dec. . 43.0 29.5 26.2 14.7 7.4 ie.7 14.3 1.7 132.0
1974 Dec.t. 61.9 41.0 36.4 20.2 9.8 26.7 3.5 15.7 2.8 177.0
Dec.lt G1.5 41.3 36.4 20.4 9.8 26.7 3.5 15,7 3.0 177.0
1975 March G4.3 44.3 35.5 21.7 11.9 29.4 3.8 i58 3.6 186.0
June ., 63.6 45.0 36.3 24.3 12.6 30.5 4.3 6.8 3.6 192.0
Sept. . 62.1 43.2 37.9 23.8 13.5 33.0 4.8 17.5 3.3 186.0
fdec. . 63.0 43.6 36.7 25.8 15.6 an.G 5.3 19.5 3.5 205.0
Sources )
1973 Dec, . 50.8 27.5 19.3 i7.7 3.7 12.56 24.6 3.4 132.0
1974 Dec,l., 68.5 3G.9 20.5 18.4 5.1 17.4 29.1 16,6 2. 177.0
Dec. i 67.8 36.2 20.6 18.5 5.0 i7.8 29,1 15.5 2.7 177.0
1975 March 73.0 37.8 21.3 17.8 4.5 18.2 31.8 16.1 3.3 186.0
June .| 75.7 36.5 21.4 18.3 - 3.7 21.3 32.5 16.1 3.0 192.0
Sept. . 77.3 38.0 23.2 19.4 4.8 20,8 32.3 15.5 3.3 196G.0
Dec, . 79.5 38.5 23.7 19.9 5.1 21.8 34.6 16.2 4.2 205.0

t Includes: (a) under "Uses’', the banks' convarsions from forcign surrency inlo domestic currency and foreign
currency funds supplied by the reporting banks lo the commercial banks of the counlry of issue of the cuirency
in question (such as DM funds deposited with German banks); (b) under Sources", deposits by oflicial monelary
institutions of the reporting area, the banks' conversions fiom vomestic into foreign cuirency and foreign
currency Junds oblained by the repoiting banks from the banks in the country of issue of the cutrency in question
(such as funds received in Deutscne Mark from German banks). 2 On the sources side including trustce {unds
fo the extend thal they are transmitted by the Swiss banks to the otiier vanks within dhe reporting area and {2 e
extent that they are not reported as liabililes vis-a-vis non-banks outside the reporting area by the Swiss banks
themselves. 3 Hahamas, Barbades, Bermuda, Cayman Islands, Hong Kong, Lebanon, Liberia, Melherlands
Antitles, New Mebrides, Panama, Singapcre, Virgin Islands, West Indies, 4 Algetia, Bahraln, Brunel, Ceuador,
Gabon, Indonesia, lran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, Tiinidad and Tobage, United
Arab Emirates, Venezuela, . :

! .
» . . . -

Source: B,I.S. op. cit, p.83.

¢ - Arab World's advantages and disadvantages from Burocurrency
WM%RWMHHWOf%WMQMM.

The problem of advantages and diéadvantages to oil producers
from their financial investment has been tackled by several peonle,
such as Weim Levy and M, Sarnat. Their paper anslyses the behaviour
of thelvﬁddle Eastern Oil Producer countries:

"in terms of a ... two-period portfolio model which hypothesises
that the countries in ocuestion seek the optimal solution to
the problem of diversifying their assebts between oil reserves

(1)

in the ground and other non-petioleum investment alternatives,”

(1) ~ Heim Levy and Marshall Sarnet, "The World 0il Crisis: A Portfolio

. Interpretation", Fconomic Fnouiry Volume X111, Septemberl1975 ‘Q”Bpr
Most of their arguments will be taken vp in this part of ‘Section III.
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From this point of view Arab oil producers are faced with economic

"danger” snd political disadvantages,

- HReonomie Nanger for Arab 0il Investments,

From an economic point of view, the common danger is inflation,
This danger can be found throughout all cur research and therefore we
feel the need to stress it,

Conaidering the case of inflation; the authors concluded that
it is better for the oil producers to have oll in the ground than
financial investment, The reason is thab:

"The rate of return on financial investment in the developed
countries is imperfectly correlated with inflation and as
3 result, the upward adjustment of minimsl interest rates

(1)

The magnitude of the loss can be iliushrated by the following

tends to lag Lehind the rise of prices,®

numerical example.,  Say an Arab oil producer earmark.s 10 dollars for
financial investment with a rate of inberest (v) ecwalline 7% per
annum {(e.g, O0ll-facility) at the end of the yoar *hat country will
receives
Y1 % 10 (Q-r) & 10(1 - 0.07) « 10(1.07) = 10.7 dollavs,
Fowever, if that investment was to have an inflatiocn~proof investment
the rate of inflation has to be considered, Say the rate of
inflation (g) is 1A% per amum at the end of the year that country
would receive:
¥2 « 101 ~7r) (1 ~g)
= 10 (1L ~ 0,07) (1 - 0.14)
= 10 (1.07) (2.14)
= 12,198 dollars,
The loss (L) i3 then
L = Y2-11
L = 12,198 < 10,7 dollars
L 2 1.498 2 1,5 dollars
It appears that although that country gained 7% of its initial invest-
ment, it lost actually 15% of the purchasing power of its principal
in one year, Iif one goss furtrer and supposes thatoéﬁen interests
were to be protected against inflation the actual loss would be higher
than 15%, If the initial purchasing power was to be maintained,

(1) ~ H. Levy anml M, Sarnat, op. cit, p.367.
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He Levy and M, Samat suggest two methods:

"Since we have seen that portfolio decisions are influenced by
the introduction of purchasing vower risk, one such policy
would be to reduce the risk attached to finsncial investment
by offering to the oil producing countries an inflation-proof
investment outlet whose principal and interest rates are
linked to a general index of the change in world prices,”

or,
",.e to pay for the oil in linked currency, e.g. in dollars

of constent purchasing power.“(l)

These conclusions were reached under the assumption that
future oll prices are uncertsin, However, if it is certain that oil
prices will, at best for some or at worst for others, maintain their
current level and indeed it is so (cf. Chapter IJ, their conclusions
will acquire more weigli:, Furthermore, there is another element wivich
strengthens'their'ccnclusions in early 197h capital exporting Arab
countries were "offered™ negabive interest rates mainly in the Swiss
market, The truth is thabt neither of the two altematives suggmested
by H. Levy and i, Sarnet apply to Arab capitel expvorters! currert
financial investment in western industrialised countries,

To the dilemms between oll in the ground and portfolio
investment amd given the above describsd situation, the two aubhors
came up with the following conclusions:

"The expected effect of the tyre of inflation which has

characterized the western world during'the 19708 may well

have been to reducs the developing countries' incentives

to extract oll reserves from the ground on portfolio
um%mmm,ﬂmeKZ) _

However, one cernolt consider Arab firancisl investments on
portfolio congiderations alone., Before moving to political
considerations we feel the necessity to recall an ergument we used when
considering oil-facility. ' '

For instance, the Arab World exported more than 39%bn, dollars

[
3

1975 to the Hurocurrency Market, This does mesn that they are ncb

contributing to the management of their new fund; no financial

(1) - H. Levy and M, Saernat, op. cit, p.367.
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i3,
expertise 1ls galned from those billions,

«- Political Disadvantapes to Areb Financial Investwments

Fere again another argument has to be repeated:. since they
are not mansging their own funds Arab canital exvorting countries are
bound to lose political gains or influences which are derived from
fund mansging.

Some Arab politicians voiced the fear that, although they are
deposited with private banks, these funds could be frozen in case of
political confrontation, The point is that it 1is needless to try
proving the normal close relationship bhelween western indvstrialized
countries and major international banks, Such a fear could be
Justified, but with regard to it one has to recall two hlstorical
cases : India/Bgypt end Algeria,

The Case of Indis and Meeph,

During the Second World War Tndis and Weyrt supplied British
soldiers with ool and war materials, By the end of the war, Britain
owed a consisteny amount of money to both countries, estimated to be
around £1,600m, for India, In 1948 the Bank of Tngland blocked the
debt for bolh cruntries, India and Tgypt were allowed to withdraw,
since that debi became deposit, only & given part of it ... to by
British goods,  Tartermore, Great Britain was just emerging from Hhe
war ard she had "nothing to sell%, History could repeat itself ss
far as Arab funds are concerned,

The Case of Algcria

During the Algerian War of Indepehdance, the "Front de la
Liberation MNationale" cr F,L.N. used to deposit its funls with a Swiss
Bank, After independsnce the Algerian government claimed the funrds
back, In the early 1970s a Swlss tribupal rejected the Algericn ¢lalm
on the grounds that only the person or moral person who made the
deposits have the right to withdraw them, In this cose it was the
Treasurer of the ©,L.N, vho is dead. "hat is the moral for us?

As a matter of fact one does not know whether Arab deposits
in forelgn barks are made in the name of financial institubtions or
ruling families, In the latter case and 3in the caseloi‘ the
disappearance of the ruling family — i.e, the current regime - the
people of that very country might lose a lot, '



124,

Such fears are not baseless for as early as 1973, "Le londe™
suggested that Arab deposits could be "natlonelised",

Furthermore, our view is corroborated by Mrs, Frances Stewsrt
and My, Pavl Streeten who feel that by investing the bulk of their
surpluses in developed countries the OFEC, snd conseauently the Arab
countrles, face "the threat of expropristion and the weakening of their
subsequent economic and political bargaining power.“(l) If auch =
move does occur western countries will be Just following the Arab oil
producing countries'! example,

From an econowde point of view and if only dowestic interosts
were to be considered, Arab oil producing countries would have storv.ed
their capital exports years agd. Yowever, political reality has its
role to play too.

Another chammel in the Arab countries! foreign investment is

the Internaticnal Dond Market (I.B.M.) which has to be considered +.oo.

SECTION TIT ~ 3 ¢ THE ROLE OF INTERNATIONAL BOWD MARKTTS (TI.B,M.) 07
AAE DOLLARS RESWUFFLING AND TTS TMPLICATIONS ,

A, = Role of the Intemational Bond PMarket in Reshuffline Arab Doilars,

The role of the International Bond Market in absorbing Arab
dollars has been lnereasing from 1975 onwards. The shift occurred
For: purely differential interest rates between the BEurocurrency
Market and the Intemnaiional Bond Parket, The evolution of both
markets! interest rates is illustrated by the following table,

According to this table the Eurowaollar deposit rates were
higher than the ¥uro-houd yields only from mid 1973 to the third
quarter of 1974 with an upsurge during February 1973,

The 1675 Dank for International Settlements' Annual Roport
gives two reasons for this "spectacular come-back" of the Burocurrensy
Market in 1975, the first one being, ",,.the easing of domestic

‘s . . 2 .
monetary conditions and the restoration of confmience..."( ), and the

(1) ¥Mrs, ¥, Stewart and Mr, P, Streeten, "Cil and Developments, a
Steady Tripod", op. c¢it, p.iOk,

(2) The Bank for Internatiomal Settlements' Forty-sixth Annual Report
op. cit, p.89. '
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op. cit, p.49.

second one is Ane:
restraint.,."
recession was deeper than anticipated.!

of control for th: Arab World,

anl

A
vO,

eve to the relaxation of United States menehary

",.. the fact that the market realised that the

1)

Both reasons being cut

Vhen tackling the role of the Tnternational Bond Market in
reshuffling Arab dollars we need an approach different from the one

adopted for the Furocurrency Market,

We cannct consider the Arab
World's contribution to the market from the "sources side" since’

* buyers are more or less anonymous,

) The Bank for International Settlements' Fortvmsixih Mnual Report

op. cit,

P.89.

‘TABLE 35 : Euro-dollar Deposit Rates and Furo-bond Yields
from 1972 to 1976
Euro-dollar deposit rates and Euro-dollar band yields,
End-of-manth 1-*es and weealy averages,
[\]4
0
- e INtenational dollvr bonds .
e 12-minnth
13 1~ —— Call K]
it —1 i
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Source: Bank for Intermotiormal Settlements! Forty-sixth Annusl Rerort,
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For instance, considering the diverse component of the
Buro-bond lMarket the Banker wrote:
"there is no mystery aboub the borrowers, about the currencies
used, about the terms on which the market deals or aboub
the banks in it, although the earning of the individnal banks
from Euro-bord operations remains a subject of speculation,

. fo s . 1
But no one knows for certain Jjust who the investors are."( )

However, it is clear that the major international banks,
those banks with which Arab countries deposit iheir funds, cubscribe
to the issues, Therefore, we think it is safe to sav that there is
an indi.ect Arab participation but, on the olbrer hand, 1t is hard to
reach en estimate for the Arab World as a whole or for any individual
Arab country,

However, according to Table 32 (Page 113} the OPEC countries,
therefore Arab countries; subscribed to American, Brivigh, Buropean
and even Japaness secarities, But this contribwution nannot be
quantiried, Then the only approach left to us 1s to tackle the
problem from the "uses sidel®, Cn the other hand this approach has
the advantage of giving to us, at the same bluwe, the direction of the
reshulfling process, Ve shall do so by considering interational
bond issues, The following table gives to vus Fhose issues for the
197276 pericd,

This table gives us a broad idea &nd we are not going to dig
behind overy figure and every item, However, it is worth noting,
that mest of the issues were denominated in U,S, dolisws, As far
as the paragraph is concerned, the last item "International ands,
totals of which issued by" is important,

Froin this item it appears that 71.3208tn, dollars worth of
International Bonds were issued by developed, developing countries
and other international organisations, They issued 532,277bn, dollars
L, 165bn, and 13,926bn, dellars respectively, Percentagewise, the
total amount of 7lbn, odds was shared as follows:

Developed Countries - 74,65%
Developing Countries - 5,83%

International Organisations - 19,52%

(1) - The Banker, "Rurobond Market!", The Banker Division of the
Financial Times, London, November 1976, p.1°L9,
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The share of the L.D.Cs, is obviously negligible,
Furthermore, even if one considers that all the amount raised by
"Intemationsl organisations" went to the ‘L.D,C., their total share

would be 18,051bn, dollars or just over a cuarter of the total amount.

B, = Retunrna Derived from The Mmernational Pond Morkebts' Role in

Reshuffling Arab Dollars,

Glven the above described situation, there is no room for
arguing that the International Bond Msrket finances L.D,C. economic
developitent amnl therefore that Arab funds were chamelled through it
to Non~oil Developing Countries,

For a full set of reasons this market:

"is clearly no market for developing couniries, who have
accounted far only 5% of borrowing in all interneational
fived-interest markets this year (1976)“(1)

A sovt of discrepancy seems to eusrpe from our statement
and the much heralded Third World indebtedness, n cvr opinion
there is no discrepancy and the explanation being thet the L,D.Cs,
are indebted not to the Eurocurrency Market bubh to irndividuval lendirng
caantries,

However, are the Arab capital exvorting countries getting
any benefit or advantages from the Internatiochal Bond Market's role?

Tet us consider the problem from en egonomic point of view,
First, the Furobond issues are managed by the top 20/25 international
banks, most of whom are members of the so-called '"gcoliden circle!
(around L0 barks) which manages Saudl Arabia's surplus, Coviously
the investing couniries are not gaining any financial expertise from
this {yp- of investment,

Secondly, since no Areb country is participating in the
issuing Arab countries cannot even lay claim to the benefits and
sdvantages of fees and commissions whose annual amount was sround
300m, dollars in 1976.

Third and finally, even the nominal returns could decline,
Let us consider the problem from a political point of view now, Given

the structure of the market in cuestion, investors, i.e, Arab countries,

(1) The Banker, "Eurobond Survey", op.. ¢it. p.1245.
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are anonymous, Therefore, from the lending side funds become
"lmpersonal®™ and, among other things, this means that investors are
not in relation with borrowers and therefore they cannot exercise any
influence or pressure on them, This 1s argued bearing in mind that
from pressures or influence investors could derive indirect benefitc,
It also means that Arab countries do not bear any risks when it cones
to ultimate investnents,

In concluding this section we shall draw the main conclusion
namely that bLoth the Furocurrency and Burobond Markets reshulfled the
petrodollars towsrds developed countries, It seems thal around a
third of the extra proceeds was so reshuffled, The role of the
Burobond IFarket has also proved of growing lwportance for the 0,5.,0 .7,
countries, tccording to Table 36 (Page 127) their issues tripled
from $5.065bn, in 1974 to §15,2130n, in 1975, The share of the T.D.C.
has always been uegligible althoush their lasves increased Trom
fi0.8270n. 3n 31975 to 41,398, in 1976. The Fast Buropesn countries
seem to be absent frouw the Burobond Markets but thelr active presence
is belng more and more fell in the Burocurrency Market since they
horrowed ﬁlODSbn. from December 1973 to Decenber 1975, A1l in all
it ds obvioms that 0.5.C,D, countries have extensively uged hobh
markets to finance their B,0,P, deficit, This trend has been
strengthened by Avreb direct investments because they happened mainly

in the principal 0,E.C.D, countries,

SECTION TV : ARAB REAL INVESTIMENTS IN WESTERN TNNUSTRIALIZWD COUNTRIWS

This tyvpe or Arab investment is included in this chapter
because the arab investors did not meke it directly and personalily,
Both investors, mrivate and official, used the West European armi
North American banking system to undertake this kind of investment.
Second, the fuct of buying up companies in the oil importing couniries
is a type of trais Cer because it represents an inflow of capital ani

therefore vill tend Lo improve the B.0.P, situation of the deficit

countries, This type of lnvestment occurred almost exclusively in
the Q.B.0,D, area and this Justifies our headinzg, This problem shall

be tackid in two phases, First, by presenting the direct investment
themselves and second theii implications, These implications will be
presented from the point of view of the Arab World interest,
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SECTION TV - 1 ¢ ARAB DIRECT INVESTMENT TN WESTEEN GCINTRIES

Arab investors were not interested in every and any western
country. Investments occurred only in a hardful of countyries: U.S.A.,
West Germany, Great Britain by the end of 1975 and Italy at the end
of 1976,

Cur aim is not to present a list of every investment in every
western country, Although such a descriptive work covuld be done it
would not lead us to d.ifférent conclugiong, Since cur whole thesis
is based more or less on a critical approach to the whole problem, as
far as this part is concerned we shzll focus our attention on the
reaction of western countries to wuld-be Arab investments, Such
behaviour will definitely shed some light on other types of Arab
investments. It might also bring to light the western countries!
attitude vis-i-vis the whole problem,

Since western reaction, reflecting domestic and international
situations, differs from one counbry to anotrer, we shall present Arsb

investment country by country.

»

A, - Arab Dirvect Investment in the Unitel States

- The U.,S.A, has always preachcd the free wmovemert of cavital
throughout the World, and she did spply it. Consecuently U.,S,
investments flooded Furope during the 1950s snd 1960s, I+ occurred
mainly in the car ard computing industries, What was tke U,S,
reaction to Arab investments?

The fact is that the U.S, administration took precautionsry
sbeps to avoid: ".,the kind of business take-overs practised on a large
scale by Americans in E\:rope."(u This mwove was illustrated by two
Senate Bills, The first Bill: 'Mrequires disclosure of all foreign
holding in the United States in excess of 10,000 dollars with
penalties of fines and forced divestiture attached,m () The second
Bi1l empowered: "The President (of the U.S.A.) to ban foreign

investment in U,5, Companies on the grounds of national interest," (1)

(1) - The Barker, March 1975, p.225.
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Would~-be foreign investors had to go through lensthy administrative
processes before finalising thelr deal, & For instance, if the deal
involves more than 5% of any U,S, company's share, foreign investors
had to give a thirty day nolice to the Securities amd Ixchange
Cdmmission.
In owr opinion such a legislation wag not justifisble on

econotic grounds because they were in B,0,P, deficit and therefore s
cavitel inflow should be welcomed, Furthemmore, by foreign
investors was realily meant Arab ones, With regard to this point
"The Banker!" comnenbs:

"A further diz at the Arab states is the reward for those

countries (Venszuela, Ecuador, Niperia, Indonesia amd Iran)

of OPEC whichk did nol take part in the Arak oil embargo of

1973, A Bill auending the U,S., Trede Reform Act to mske

these countries for preferable trade terms has heen

introduced to the Senate."(l)
As far as bhe U.S.A. is concerned, we did nct witpess any Arab
investment on the scale anticipated by everyore., If, inthe U.S.A.,

- s

the dig was obvicis and dircct, in other western coniries, although

"y

subtle, 1t was not less efficient.

B. - Arab Direct Investment in West Cermany

Amongat the western Buropean countries Wesht Germany has the
strongest economy., Therefore soms Arab countries tiied to invest
in some sectors such as steel., This was to be dore through Swiss
banks,
The only important Arab desl was the Kuwaibi purchase of
shares in Daimler-Benz (car industry), The deal cost DM, 1lbn,
The West German government did not pass any prohibitive legislations
although it was ready to do so in case of foreign participation
involving 10% or more of the capital share, Ucwaver, it is worth
noting that West Germeny has always been open to foreign cavitel, and
maihly to U.S, investments, But Arab investients were prevented by |
the existence of as
"gentleman 's agreement amongst businessmen and bankers to keep
the government informed of proposed extensive foreign

participation."(z)

(1) and (2) ~ The Banker, March 1975, p.225.
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Furthermore, in some cases, even the management and shareholders were
ageinst Arsb participation, For instance, in the comwany Mannesmann,
a gemsral meebing of the sharebolders ratified a2 decision made by the
Board of Directors to prevent any participation over 5% of the total
voting right. Fowever, here again it was Iran who succeeded to the

best deal by purchasing 25% of the Kvupp steel subsidisry,

€., = Arsb Direct Investment in Great Bribein,

Arab investors-did not take over any big British industrv,
but on the other hand, it was in this comtry that most of Areb
investument in real estate occurred, Kuweit evcelled in this field.
Kuwait even accouired a special tool to fulfil its volicy in this
secltor: St, Martin's Pronerty Corrovations,

Great Britain hss an 8iling economy end was badly wWit by
th%oil crisis and therefore one would exvect it to welicome foreipn
capltal, whatever its origin, Tt was tre other way round, One of
the obvious barrviers was the famous "Clause 10 of the new Industry
Bill...", empowering: .

"The Secretary of State to issue a prohibition order ssainst

the transfer of control of any manufacturing inlustry contrary
to national interest."(l)
Furthermore, the Secretary oﬁState had the legal power to "save! any
"threatened company by allowing the Rational Enterprise Foard to
take 1t over.

Furthermore, the Bank of England, depository of Arab funds,
by sending a lethter to authorized depositories, ensured that non-
residents could not purchase or increase their previous participation

to 107 or more of the total capital without speclfic exctange control.

D, ~ Arab Direct Investment in France,

In so far as foreign investment is concerned, France's
position has slways been different from that of other Furopean commtries,
She has always been characterised by her reluctance towsnis American
direct investments, The country was juridically armed to face any

foreign investment and therefore she did not {ske any legal steps, for:

(1) ~ The Banker, M¥arch 1975, p. 297.
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"bhere already exists a law reouiring notification to the
Ministry of Finance of any foreipn purchase of shares
amounting to 20% or more of the holding of any company.”(l)
If need arose this law could be applied te Arab investments,
Neverthelcss some Arab countries invested in real estale, e.,g. the
Tour Manhatbtan purchased by Kuwaitb,

AlLl this concernted set of Judicial mezasures tuken by
western industrialized countries prevented, rather than discourarved,
Arab direct investment in Burope anl Tort: America until the end of

1976 when Ttaly witnessed an important deal,

B, ~ Arab Direclt Tnvestment in Ttalv,

Libya is aprarently the only Arab counbry investineg in Ttely
and apparently it is also the only [ibyan o jor investment?, abroad,
For these two reasons we shall lay emphasis on this deal, A 9,69
holding in Fiat cost £250m, (around Alfm, dcllars) to Libva, bubh the
Agnelll family still retains control »f the wvasi empice of the
covpany. Compared to other Arab investmerts the Libvan deal brings
two new elements: Tirstly, the approbabtion of the Italisn government,
and secondly the involvement of an Arab bank, This deal; just like
any Arsb investment in industrialized countries, has been widely
reported in the British Press and according to the Firancial Times:

"two Libyan representatives will sit on the l5-man Flat
Board and one will join the gmman executive committee
which meets twice yearly."(z’
However, it was not a cheap deal for Libya, for according to the
Financial Times, Libya:
"will subscribe first to a capital increase of nearly 15bn,
Lire and to a convertible bond issue of some L.9Dbn."(9)
Libya's subscription could be trensformed into new shares and
consequently this would give to the investor:

"the option of raising its share stake in the company to

13%.0 (2]

(1) Tvid.
(2) Financial Times, December 2, 1¢76 front page (only source of

information, since the deal is vory new,)




Furthermore, Iibya would make a 10 year loan of around 100m,
dollars at a spread of 0,25% above the LIBRA,

The Libyan deal comes wilh several cuestion marks, Does
this deal emanate from new Arab philosorhy ir industrialized countries?
Is the European attituvde Lo Arab investment chenging favourably?
Especially when one recalls that tkz deal happened in a period vhen the
Fiat company was "liquid", And of course, just like any other deal,
one has Lo assess 1lts implications lor the investor, bearing in mind

regional developments,

SECTION IV - 2 @ CAUSES OF AND RETIHMS DHRITVRN FROM INVESTMENTS TN
WESTERN INDUSTRT AL IZND COUNTRISS

First of all one has Lo wonder about the mobtives behind Aradb
investment in those specific countries, These motives very from one
country to another, Ayab investwants in the U.5.A, and West Germany
are motivated by the fact that the Arnerican snd West Germen economies
enjoy the best productive capacities,

Arab investment in Great Bribtain proceeds from different
regsons, This country enjoys a long standing nolitical and cultursl
relationship with Arab counbries, This holds true especrally in the
cases of Kuwait and Abu Dhabi, For instarce, the majority of iMddle
Bastern officials studied in the United anadoﬁ and most of them still
spend their holidays there, Such a realily could explain why London
was nexb only to Beirut in attracting Areb investment in real estate,

In the course of this chupter wo have repeatedly put
forward the idea that managirg finds could be more impertent than
oaning them. From this point of view, two realities aprear,

Arab funds were dirccted te¢ the Internstional Market, or
World Market, This World financizl market is no less than the major
West Buropean and North American banks, The case of Kuwait 1s very
revealing, However, Kuwait is not the only country in that case,

The investment board which advises Abu Dhabi relies on two
main sources: Baring Bros, a merchant city benk, and an International
Banking concern from New York, Furthermore, in the case of Saudi
Arabia:

n,,.s0ome hO banks which are known as the 'Golden Circle! and



which include major British, U.S. ard conbinental groups,

play a central role in handling the flow of petrodollars

case into the world's financial system,”(l) which they

constitute,
As far as irdustrisl investments are concerned, one has to assess them
by considering the return they are procuring for their investors znd
the security of the investments themselves,

Concerning the reburn one needs time to find ocubt how
profitable they are, However, the sentries posted by Vestern Countriwe
indicate that it is very likely thalt Arab investments occurred in
alling sections or companies of the concerned country, ..

Concerning this type of risk, in a specisl survey of petro-
dollars "Newaweek!" reports:

(2)

involve risk for the Arabs, who, for the mest part are

"Nearly everything Tamraz has proposed so far seems to

a fihancially conservative lot, Bul he conterds Arabs

must make such investments Lo show that they are bent not

merely orn taking over large, blue-chip U,S, companies

"It is the tax you have to pay, he said.,,"(B)
In so far as the security of Arab invesiments is concerned, thc cuestion
mark remains, buh in case of nationalizations industrial countries
would just be following the example set by the Arab countries
themselves,

Again and agsin, there 1s no transfer of expertise: the

D.M,lbn, worth ctake in Daimler-Benz did not give to Kuwait the right
to have ones man on the board, The only likely adventage is to
interest those companies and thersfore the western industrialized

countries in the waconomic development of the various Arab countries,

(1) =~ Financisl Times Survey, "MHddle East and Finance! ¢f, Articl
"Oil Dollars Flow to London'", Financisl Times 23~3-1975, p.l4.

(2) -~ R, Tamaraz has been involved in some of the most widely
publicized internationsl business transactions of recenﬁyears,
such a3 the Intra Bank., He worked with Kidder, and acted as o
broker for Arab investors, In 1974 he formed his own Beirut-
based investment banking firm : First Arabian Corvorazticn,

(3) ~ Newsweek, op. cit, February 10, 1975, p.hl (ef. Article "The

First Arab of First Arabian]),




In our opinion, it is not enough to assess Arab investments
by considering only their financial returns, even though it is
inflation proof, and the security of the investments tlemselves, One
hag to go further and consider thse ultimate purpose of those
investiwents, For they are made by governments and counbries which
do have domestic and regional responsibilities, Thisg point is of

major importence to us and it will be considered later,

CONCIUSION

In concluding this chapter we shall consider the problem of
Arab dollars reshuffling by non—irab institutions from two angles,

First it was almost exclusively th: private markelt that
chamnelled the petrodollars surpluses, Given the geographical location
and vest performance of this market the reghuffliry process was
completed for the benefit of the 0.E.C.D. area onrimarily and
margiually the Sccislist and 34,0.D.C, Coutries, For the 0,B,0.D,
counbries the existence of the Turocurrency Market snd Murobond Merket
proved to be the most important source of Financinz, This type of
financing was ouick,; efficient and less risky as compared to canital
infiow derived from oil exporters'direct investmentls. Only. under such
circumstances one can understand why G,E.C,0, countrdes could afford
refusing direct investments while recording hir B.O.F, deficit,

For a whole set of reasons N.0.0.0. were less fsvoured by
the reshuffling process through the Furoccnrrency Taiket and Furobond
Marke®, Indeed they had the oprortunity to improvs their B,0.P.
situation by borrowing from international organisations vhich
themselves borroved directly (I.MF,) or indirectly from Arab oil
countries. The effect c¢f such financing was weslcomed but it wss not
sufficient; furthermore in the case of N.Q0,D.C. one has to go heyond
the need of B.O,P, deficit financing reocuirements, The financisl
gap has always been a structural problem ior them,

In the light of what has been said it seems that, by now,
the 0.E.C.D, countries have efficiently coped with the oil crisis, at
least as far as their B,0,P. deficits are concerned, It is not the
case of‘N.O.D.C., therefore other charnels are needed to respond to
thelr needs,
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Let us, now consider the situation from the point of view of
the Arsb countries and indeed the Arab World as a whole,

In our opinion it is safe to argue that there is a real
"extra-tervitorality" of oil because = oil is consumed outside the
Arab World - and oll revenues are kept outside the Arab World, mainly
in the United States, Great Britain and Western Burope,

(ne wmight be inelined to explain suvch a reality by the
limited Arab oil exporting countries' absorptive cespaclty. Thie
problem will be presented in the following chapter, however, what
aboult other Arab countries' capital needs,

One can also he inclined to explain the situnation by areaing
that the Arab oill and capital exporting counbries are in search ot
security. TUowever, what are the guarantees of fered to them by
industrialiced countries? Depreciation of the U,S, dollar and the
British Pound, especiaily when one recalls that the oil bill is waid
75% in U.,S. dollars and 25Z in the British currency, risks of
nationalization or confiscation or at lesst Arab external holdinzs
can be frozen in case of crisis,

In our opinion, three factors could explain their
behaviour: -

1. The atiractive power of the internstional financial trusts ard
the major American and West European Banks, coupled with

2. The absence of regional or even local viable financial structures
able to channel Arab dollars within the domestic and regional
areas, ’

3. Finally, as far as Arab oil dollars are concerned, most of the Arsb
counbtriec are teking the same stance as they did with oil:  untili
very recenlly these countries thought that any "realistic!" oil
policy pasges by the co-operation ﬁith intemational o0il companies,
Nowadays they think that any realistic policy in the finaneial
field camet be implemented without the co-operation of the I.,F,
and the major international financial trusts.

As long as the Arab World is following such a path their
dependance in the financial field will grow and, if ore can say, the

Arab World will be and remain "financially underdeveloped",

.




The obvious conseguence of the 1973 oil crisis is an increased
U.5, predominance because the bipggest financial trusts are Anglo-saxon
Just as the biggest oll companies were, and still are, American,

The reality being so, inflation and its baneful effects
appear to be just a "last rark" danger, a dangér which could be removed
by setting up A Hew International Nonetary System,

The real threat to the Arab World's future is the confiscation
of the "oil rent! by Western Countries, the uvltimate role of which will
be to create new sources of energy to challenge the predominance of
Arab oil, Another danger of the oil erisis is that it mokes Aralb oil
exporting countries believe that they are really rich, -However, 5%
could be too sarly to draw a just andfinal conclusion since, according
to Prince Tahd Thn Abd-Fl--Aziz, a strong member of the Saudi throne:

"our firght dnty is to the inhabitants of our kingdom, Then
we wWill take care of the Arab.and Mislim counbries which are
our 1bngmstanding neighbours and friends, Then we will help
the developing countries without Aistinction, They deserve
our ald more than the richicountries,"(l)

The waln point is that we are faced with two problemz., On
the one hand we have the L, B.Cs, and particularly N.,0,N.C. that could
not cope with the oil crisis either by adjustment, or financing
processes, They recvire capital for B.0.P, and develovment mmrooses,
(n the other hand, we have the Arab oil countiries with excess of
cavital but unbappy about the way it has been invested, reshuffled
from others, up till now, TFurthermors, as put by Prince Fahd Ton
Abd-El-Aziz, Arab oil countries are committed to help N,0.,D.C,
Consequently one problem solves the other provided thepe werc Arad
owned and orgarized channels able to direct Arsb dollars surpluses
to N.0.D.C. and L,D.Us, Those institutions, since they do exlst,
will be treated in Chapter IV,

(1) - Newsweek, op. eit, p.Ll.



CHAPTER IV

ARAB  DOLLARS RESWUFFLING THROUGH ARAB TFINANCTAL INSTITUTICNS

As outlined in the previous chapter, Arab Dollars reshuffled
through international institubtions and worlid banking centres to N.0,N.C.
fell short of the latter financial reculrements as derived from the oil
crisis diocusscd in Chapter 11, Consenuently Arab Countries set up
their own chanmnels Lo respond to those needs, The present chanter
deals with these institutions, Turthermere, we shall go beyond the
oll erisis that recuired B,0.P. support, becavze we shall also consider
Arab development oid to the L.D.Cs., in general, This includes non-oll
Arab countries,

This Chapter contains four sections., The firaet section deals
with Lhe structuie of domestie banking systeuws (B,S.) of Arab countiries
and the lstter role in Arab dolilars reshuffling, The second one deals
with domestic placement of the surpluses in Avab oll countries
gpecifically in agriculture and indugtry, The problem of the trensfer
of techirology is desli with in general terms, 'The last two sections
consider the reshuffling process through bilateral channels and the

milbtilateral institutions, These channels are 2ither banks or furds,

SECTION I : DOMESTIC BANKING OYSTHEMS COF ARAR COUNTRIES AND THEIR ROLE
I ARAB DOLLARS RESPUFFLING

In this section and, indeed, in all our research, Arsb private
commercial inscltutions do nct represent our concern,  To name only
some, these agencies are the type of the Kuwait Investment Company
(K.I.Cuj, the Arab Petroleum Investment Compsny (A P.I.C.) ete.,.

Their aim is to find attractive outlets for private Arab cavital, They
are interested in return rather than in the contribution to the
development, 'We have no objection if they could seek hisgh financial
return outside the region but give more welsht to economle develonment,
when investing in the region,

This point being clarified, we feel the need to nresent a
quick historical background of the development of banking activities in
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Arab countries in general; that is to say not only Arsb oil countries,
Banking activities in Arab countries appeared at the beginnine of this
century, coinciding with foreign occupation, During the long period
of direct or indirect occupation the mein banks, if not the only ones,
were foreign institutions, Thelr purpose was clear facilitating
the sale of the colonizing power's produchs and the exmliotation of the
colonized country's natural resources,

Traa hes been the first Arab country to sel up its own central
bank in 1947.  Other Arab countries followed suit during the fifties

and the sixtieskl)a

However, it is worth noting thal some Arab
countries do not yet have central banks, It is the case.of the i f
countries such as Saudi Arabia where only monetary agencies exist and
erform the 1ole of central banks,

This having been said, we do not think that if is possible to
pregent, within the frameswork of our study, the banking svstem of overy
Aradb coumbry. The moin features of each one would geem to be encurh,
Our approach is to distinauish two types of banking system reflectivne
the economic system of the Arab countries themselwves, As a mbler of
fact, Arab countries could be divided Into two esroups: countries with
planned" or "socialish” economles and countries adopting free

2}

enterprise(" .

SECTION Il : Tud PANXTING SYSTENMS OF ARAB "SCOIALISTM RCONOMIES

Eight Arab countries fall within this eroups Trag, Syvria,
Somalia, the People's Lepublic of Yemen, Sudan, Libya, Bgypt and Alperia.
For these counbries banking activities are but a part of the state's
prerogatives.  Thias means that after acceding to political indecpendence
they nationalised foreign banks and nnst'of them even nationalised
local intereste,

(1) - The creation of Arab central banks occurred as follows: Taypt in
1951, Syria 1953, Libya 1956, Tunisia 1952, Sudan 1959, Algeria
1963, Jordan 1964, Lebanon 1964, Kuwait 1968, ¥emen Arab Republic
1971, People's Hepublic of Yemen 1972,

(2} - To use the official terminology, since as far as bthe Areb Vorld
is concerned such a classification is very artificial espeecially
with respect to the state's role in the economy, The so-called
socialist countries are more often no more than "state caritalism',
and the role of the state, mainly with the O.R. is gbsolutely
predominant in the second srovp, Cbviously there is no clear-cub
distinction between both systems,
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Fgypt was the first Arab country to take such a step in 1961,
followed by Syria in the same year, Then came Irag in 196k, Algeria
in 1967, the People's Republic of Yemen in 1969 and finally Libye,
Sudan and Somalia in 1970,

These nationalisations veried in degree according to
countries, For instance, in Libya only foreign participations wers
concerned by such a law,

Wotlonalisabion meant reorganisation of the banking systems
to sull local conditions and serve national purposes., This type of
banking system is characterised by two elements: namsly centralisation
and specislisation,

"Banks were mevped into few units to facilitate the control

and supervision of the central bank, and be in a better

position to extond credit and direct it asccording to plan

and available rescuirces, Moreover, the merging operations

aimed at reducing administrative expenses".(l)
However, specialisstion remsins the main characterdatic, This
specialisation was a funchion of the different sectors of the economy
and the development strategy, if any, of the country involved,

In the case of Egypt 2 specialisation is very pronounced:
each nationalised «ommercisl bank finances no more thsn one sector of
the economy.  According to the Declisions of July 1, 1972, the
"Bgyptian Real Estate Bank's" function is to finance the housing seotor
the National Bank cof Tgypt finances foreign trade, the Misr Bank
finances internal trade with speclal emphasis on the marketing of
agricultural products, the Bank of Alexandria for agricultural,
industrial eand handicrsft productions, and finslly the Bark of Cairo's
role was to fimance the services secbor, So, in the case of Hpypl,
the economy is segmented and specilalised banks are set up to fit in
and serve this structure, Another featvre of this type of banking
system is its "Branch Banking", In the early steges of
nationalisation the branches were not geographically spread to serve
the country'’s national interest, Such a criticism is not valid any
more. It was not a deliberate policy of the central authorities,
(1) ~ The Arab Economist, Reirut, Lebanon, August 1973, Number 55 p,l9.
(2) = The banking system of Egypt has undergone profound changes since

1974/75, therefore some elements are outdated,
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but rather an inherited sitvation which goes back to the pre-
nationalisation period. Nowadays, the sitvation has drastically
changed; for instance the National Bank of Algeria offers its
services through more than one hundred branches spresd all over the
country. The official policy of this institution had always been to
set up brenches with the aim of stimulabing economic activity and oot
to walt until there is such an sctivity to create new branches,
However, for Dr. H, Al-Bassat:

"Tt appears that the banking institutions in these countries

have not yet been used rationally in the execution of economic

development, plans and as unified centres to effect payments

among productive units and other public sector bodﬁes”.(l)

Another criticism of the "ecenbralisged™ banking system ls its
lack of efficiency. Such & state can be explained in two ways:
Firstly, the sbsence of competition. amongst local banks themselves, and
secondly, the lack of experience, for this banking system is recent,
Dowever, its "young age" cannot explain everything, Tt is uwsually too
bureaucratic and too "obscure" for the general public to unéerﬁtand;
For instance, in the People's Revublic of Yemen -~ a "one-nationelisged-
bank-gystem" - borrowers go to money lenders rather than to the vank
which offers lower interest rates, The reason being that the lathszr

requires too many conditions,

SECTION T - 2 s BANKING SYSTEM OF ARAB "FREE ECONOMIES!

Lebanon, Saudl Arabis, Tunisia, Morocco, Mauritania and the
Gulf countries could be classified in this group., Fowever, even in
these countries woh all the banks are privately owned; but agein the
situation differs from one country to another, ~ The structure of those

countries! banking system is shown by the following table,

(1) = The: Arab Economist, op. eit., p.l1l9.
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TABLE 37 : Number and Nationality of Local Banks in Avsbh
Free FEconomies" 1975-1976

Country Natiomal Banks Arab Banks Foreign Banks
Bahrain L b 1k
Jordan 6 1 2
Kowait A1l benks are nationsl, with the state havino some shares,
The foreign presence 1is indirectly imporbtant,
Lebanon 34 4 - 39
Morocco 1.0 1 2
Oman 3 1 10
Qatar 3 2 &
Saudi Arabia 2 2 a
Tunisia 10 1 4
U.AE, 8 2 pd %
Y.AR, 1 L 26
Mauritania 2 1 ]

a = Only one or two banks are wholly locally owned, most of them being
mixed or affiliate of foreign banks,

Source: Compiled from "Mddle Fast and North Africa™ ani "Afriza South
of the Sahara", Ruropa Publications, 1975-6, op. cit,

These c¢ountries' banking system is characterised by three
alementg: lark of speeialisation, presence of Arsb banks and finz2lily
predominance of non~Arab banks,

- As far as economic development is éoncerned, the lack of
specialisation on the part of local banks could be a serious handisap,
On the other hand, as outlined earlier, the existence of specialisation
means less compebition and therefore less efficiency. A better balance
has to be found between both systems: a certain specialisation combined
with qualified staff could be the answer,

~ The existence of banks from Arab countries is a promising sign.
However, one has to differentiate between Arab public and private banks.

—
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The latter are very common in the Bastern wing of the Arab World,
Furthermore, apart from the ownership, one has to wonder ahout the
ultimate aim of these institutions, Is thelr aim to stimilate econcmic
development of the host country or merely gebbher and exporl funds?
This cuestion shall be dealt with when the banking system's role in
petrodollars reshuffling will be presented.

~ The predominance of foreign banks is en Important fector too. In
six Arab countries foreign banks outnumber the combined total of national
and Arab banks., These countries are Bahrain, Lebancn, Oman, Qatar,
Saudl Arabia and the U.A.B, However, one has to consider all this
information with cautlon, for, sometimes the situation is very awbiguous,
For instance in Kuwait all banks are "national”™ bLut more often bthan net
Kuwaiti nationals serve ag cover since the Kuweitd Danking Tew remmires
that the majority share mist belong to local interests cither private
or public, In the former case Kuwaitils do not particlpate in _
management or in profit sharing. Ly some ceses & kivd of "salary" or
"comuission® (e.g, fixed percentaze of the wrofit ) ig granbed to them,

These are both banking syctems, However, uﬁtH regard to

our research one has to wonder ahouat the role played by both systems
in channeling oil revenues,

SECTION T - 3 ¢ ARAB BANKING SYSTENS AND ARAB DOLLARS RiESTUFFLING

The domestic barking system could either "attlract? the
petrodollars and invest them in 1bcal/fegjcna1 econony or exvort them
to foreign countries, If one has to consider the banking activities
as a separate and distinet sector in itself this secltor could be either
"inward" or "outward" looking,

Although the origin of the funds is domestic, the role is
different when one considers either vype of banking system, TIn our
opinion the cuestion of the allocation of funds is important because
in almost every Arab country private denosits constitute a high
percentage of the bank's funds, This is true even in "socialist
countries” and therefors denctes the importance of the privabe seclor,
Such a statement could be easily checked by considering the bslance
sheet of commercial banks,
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In the case of "plamnned economies® the situvation is obvions:
there are no forelgn banks and the existence of tough c¢ontrol makes it
impossible for locsl banks to "exvort!" the funds collected, FPorther-
more, the banks are just governmental tools and iﬂwould be against
their natuvre to be "oubtward" looking.

The sitvation 15 different in the case of "open" economies
because of the existence of the "foreign hanks' element" whose

importance has %o be assessed,

A« Tmportance ond Hole of Forelen Banks in the Ranking Svstem of

Arab "Open' conomies

For iwo reasons we focus on the Lebanese case,

-~ Firstly Lebanon, especially Belrut, is well known for its "banking
openness”, and this is illustrated by the naumber of foreign banks ..

39 - out of a total of 77 banks,

-~ Secondly, as tar as Lhe banking activities are concerned, other
Arab countries such as Bahrain and Kuwait are considering the problem
in terms of "ecatening up" or challenging the Lebanese financial
predominance, Furthermore, it is true that the "elvil war" did affect
the banking sector in the sense that most of the forelgn banks “eft
the country ho sel up their "Mddle East Head Offices" in Cyprus,
Bahrain and even Atrens and London, WHowever, the Lebanese government
is doing its beeb to regain and maintain its financial predominence,
Furthermore, since a "booming! barking system ig oulte a recent
phenomenon in other Mddle Hast countries, the Lebanese case constitutes
a kind of "mistorical zase' or s 'precedent!" and this situvation will
allow us; in » way, to generalise our conclusions.

It appears that foreign banks "monopolised" the banking scctor
during the periol of colonisation, Their predominance being based on
money, experience and political. power and they:

"got more powerful when the "Bancue de Syrie eh du Liban"(lj
eee got the right to issue bank notes ard to act as the
financial adviser of the government in a8ll credit operatiors

?)

and money transfers besides all the banking activities.”(
(1) -~ The "Banque de Syrie et du Liban" is a Trench Limited Compauy
and mostly foreign owned,

(2) -« ¢f, Article "Lebanon: Growing Assets and Unvestricted Expansion',

The Arab Bconomist, op. cit, p.h8.
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Vowever, with respect to our study, by 'importance of forelgn
banks! we mean the magnitude of the funds they manage to gather, The

following table gives us an idea of the sitwation,

TABLE 38 : Source of Funds of Commercial Banks in Lebanon : 1970-1972

31,12,70 311271 2L.12,72

Savings Accounts 2,699 3,450 o k268
Checking Accounte 515 637 750
Currer* Accounts 616 7L 10
Notice and Time Deposits : 161 191 176
Other Credit Accounts 361, 51.5 684
Total Deposits lis 355 5,515 6,698
Banks and Corvesrvondents 916 1,054 1,531
Touity capltal K17 139
Other - 102 118
Total 5,271, 74358 S, 076

Smarzmrr

Source: The Arab Economist, Number 55, August 1973, p.?2.

The first conclusion is that in 1972 deposits constituted 744
of the commercial banks! funds, Furthermoie:
"the structure of the deposits shows that saving denosits are
by far the most important end represert 6&% of the total in
1972, compared with 62,57 in 1971."(1‘
On the other hand the banks! own funds were no more then 1A% of their
total holding,

What is the irportance of foreign banks a8 far as deposits
are concerned? Trom available dats it seems that they were
preponderant

« more than half of the deposits went to foreign banks.
Thiir rolé can be discerned through the application of the funds
collected. ‘
(1) ~ Ibid, p.52.
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The most recent data is for 1972, Such & time~lag has two
explanations:
- Firstly, financisl statistics take time to be published, mainly in
the Third World.
- Secondly, the "civil war'" has an impact in this field too.
Therefore we can draw our conclusions only from the following
table,

TABLE 39 ¢ Principal Applications of Tunds of Lebanese Commercial Fanks
1971-1972 (in L.L. ¥illion}

ITENS . 3,.12,71 ; 3L.12,72
Credit extended as loans ' 5,113 6,183
Bills portfolic L1 51
Foreign Holdings (net) 1, 549 . 2,077 |
Buildings 127 133
Liguidity 537 : 568
Total 7,367 9,002

oource: The Arab ¥conomist, op. cit. ».53

The study of the structure of the main apnlications of the
funds shows the magnitude of the net foreign holdings., They constitube
around 23% of the totel funds, This means that the amount of funds
transferred cbroad by the commercial banks was IL 1,549 million;and
LL 2,077 million in 1971 and 1972 respectively,  The Arab Fconomist
magazine draws the conclusions of this state of facts by affirming thab:

"the structurs of the utilisation reflects clearly the role of the
commercial barks in Lebanon. Although these are mostly foreign
banks or under foreign control, they participate on a smll
sgale in financing economic activity, Their maein concern is +o
get ‘the largest amount of funds and invest them abread at their
head offices, The economic liberty they enjoy gives them the

opportunity to do so." )

(1) - Ibid, p.53.
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The faclt that this statement was made in 1973 does not
affect its validity today. TFor the foreign orientation of the
Lebanese banking system is still a fact, AL this point it is worth
pointing out that the same general itrend cen he delected when one
analyses the siructure of the insurance companies operating within the
Arab World., Therefore it is safe to generalise our previous
conclusions and mainly the ocubward locking or foreign orientation
status.

Furthermore it appears that during the Lebanese civil war
Manama (Bahrain} took over from Beirut snd fulfilled the same role.

Ancotler point to mention is that financisl expertise js 1n
short supnly in the Arab World and, accordingly, sowe suzgested the
introduction of foreign banks - i,e, non-Areh concerns which, always
according to them, would efficliently fill the =ap. It has veen said
that these forelpn banking interests enjoy a "comparative advantage"
derived from their high level of expertise and long shanding experience
in the field, Thies is undenisble, But it remains to be proved whsther
such a "difference” in expertise would lead to a competition beneficial
to local banks, The least one can say is that foreign banks svre those
which initiated the geographical maldistribution of branch that we
mentioned earlier. More fundamentally one hasg to ask whether forsipgn
banks, when setting vp their branches or even galning access to Arab

1)

countries, In other words, what are their objectives?  Considering

countries are interested in the economic development of the host
this very point and tuking the case of Saudi Arabia, Professer John
Bridge writes thal foreign benks enter the market “,,. almost
certainly not to provide small scale loans to merchants and crartsmen
in Turaif, AL Jsuf ard Jaizan but rather to capture deposits atb

source for reinvestment in Burope and America, =~ Thus the foreign bark
element can cc-exist with the local bank element and yet not assist

in its internal dévelopment.“(z) One cannot be more explicit,

(1) This can be extended even to non-irab Developing Countries,

(2) Professor J, Bridge, "Absorptive Cavacity and Investment Policies in
the Arab World", ef, Chapter VI in Ragaei El-Fallakh and Carld Vefnire
"Energy and Development', the Intemational Research Centre for
Energy and Teonomlc Development, University of Colorado, U.S.A,

1974, p.76.
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Under such a situation one can rightly wonder about the role
or pobentlisl role played by Arab bsnking system in channeling Arsb
dollars, However, this hasg been done hearing in mind that oil revenues
are state property and their use falls directiv within the statels
prerogatives, Or it happens that these stabes, as has heen outlined
in the previous chapter, keep thelr cil revermes outside the region,
The fact is that Arab bhanking systews received only crumhs of the oil
revenues as a result of transfer paviments snd so on, Furtrermore,
even these crnmbs have been exnorted outsife the local/Arab rezion by
the foreigh banks implanted within theArabd World,

Nonetheless, Arab owned berks played & role in channeling
Arab dollars, a role sumred up by the Banker magazine as follows:

"Nearly three years after the oll price exnlosion, the Arab

oll states remin the single most important suppliers of

funds to the International crecdit markets, but Arab owned

and operated banks still play an insignificant role in world

lending...., {(they) are too small ard 11lecuinped to play

more than a symbolic part ir recycling the Arab sufplns,“(l)
Such a statement reinforces the views that we have taken in the
previous chapter, It follows tha® the least we cen say is that Arab
banks are stiil:

"losing income in commissions and {eea to foreign baan.”(i)
However, here sgain Arsb interesty, wither orivate or public, seem to

have chosen another path; nawely jeint-ventures banking schemes,

B ~ Joint-venbture Bankine Schemes,

Joint~ventures involving only Arab interests are scarce
indeed, and it is more difficult to find them when only state-funds are
involved, An example is the Libyan-Algerian Rank, The fact is that
most of these ventures assoclate nen-firab interests, A comprehensive
list of the joint-ventures is given in Appendix.IV-1l, From that list
it appears that the idea.of creating joint-ventures in the barking
sector was put in practice well before the 1973-0il price exnlosion,
mainly with the setting up of the "Union des Banoues Arabes et

Frangaiaes" or U.B.AF, This bank has greatly expanded with offices

(1) = The Banker, cf, Article "Arab Banks and International Iending
Markets', op. cit. Volume 1262, July-Necember 1976, p.957.

¢) - =hid
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in most western industrialized countries,

Whal are the advantages, from the Arab point of view, of
joint ventures? .

-Somz put forward the argument that such undertsicings will
transfer a financial expertise to Arab countries, The same type of
arguent is edvanced concerning the mashroowming of foreign banks in
Arab countries thewmselves, For them the reason is that forelipn
interests enjoy a "comparative advantace" derived from their high
level of expertiss and long-standing experience in the field, This
is undeniable btut it remains to be seen whether such differences in
level of expertise would stimlate Arab benks, These Jolnt ventures
are recent and therefore we camob rely o their "behaviour" or
operations to draw definite conclusions, ‘Vowever, we can always drew
& parallel with their rols in Arab countries. The truth is that
despite thelr long-standing presence in the liddle Fast we did not
witness any beneficial impact on local finapeisl institutions,  Had
it been stherwice Arab banking systems would not bs so inefficient,
Cn the conbrary, one can always argue that thelr presence in Arab
countries could have "atrophied" local institubtions and hindered fhe
appesrance of local skill,

As for the Joint wenture banks other elements militate in
favour of owr position,

- Filrstly, they are physically lmplanted outside the Arab World
since thcir head offices are situated in Paris and s¢ on., This
physical extraterritorality does limit tre impect on Arab institubtions
snd could easily lead to exbraterritorial operationa,

- Secondly, wmost of the skilled staff is nén-Arab, and if they are
not very familiar with Arab economies it would be wvery difficult to
grasp and solve the problems of the latter,

~- Thirdly, the presence of non-Arab private capital gives more
welght to pufely financial factors when it cores to lending,

However, it has been repeatedly maintajned that economic
development, nowadays, is a political act and therefors based on pol-

itical willingness, At least thig is the Aleerian view,(l)

(1) - This position has been expressed in "La charte d'Alger" and the
Introduction of the First Four-year Plan,
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Another sprgument commonly put forward is that joint venture
banks enable Arab interest to penetrate the international mrkets,
In the light of our reading and with respect to what has been said in
the previous chapter, our opinion ig that the contrary is heppening,
These schemes are enabling internationsl banks to penetrate more
profoundly and officially the Arab morkehs, Powever, suppose Arab
interests are indeed penetrating other markets one has siways to
wonder about the ultimate result of such a situation, The result
will be no more than financial earnings, It is not worthwhile since
sotne of our sample countries are suffering fiom excess of funds and
economic underdevelopment, Neither problem i3 solved in this way,
One has the certitude that Arab countries are just using western
financial expertise, like foreign unskilled labour. in their own
countries, to acouire more financial return, Or, in osther words, to
increase their rent,

Tt appears that neilbther Avab nor forelen banks are really
channeling Arsb dollars for domestic or regionsl purposes,  Given the
prevailing situation such a role falles within the state's prerogative,

Its assessment constitutes the suvbstance of the next sectio,

SECTION IT ¢ DOMASTIC ALLOCATION OF AraB OT1, RWVRNJHS

With respect to domestic affectaticn of oil revenuves Arsb

overnments are under some forms of prossure,
jY

SECTICN IT. 1 ¢ PRESSURES ON ARAR CII, COUNTRIES AN) TEETR SONSENUTNCES

A, - Pressures on Arab Cil Countries! Covernments,

These pressures are the result of internal sand external
forces,

Ixternal Pressures

The main, and perhaps most important pressure, comes from
other Arab countries, In periods of molitical unrest; Arab
governments, in general, come under strong attacks aimed at increasing
the wellbeing of the population of the cointry concerned,

Yowever, Arab povernments pressurise Arab oll countries to

give or increase economic aid or transfee payment to other fellow Arab



countries for various reasons that will be pregented in the next
section,

Furthermore, the present régional context is a pressure in
itself, ‘Howevoer in spite of all this internsl pressures are stronger,

However these pressures are less decisive than intebnal ones,

Internal Pressures,

Glven the nature of the governments in power pressures do
exist from within themselves, These pressures lead to transfer
payments, expenditure on consumption aimed at zaining or meintaining
political loyalty of some cuarters of the population. The latter
exerts its influence too. The people of thase countries believe that
oil is a patlonal wealth and therefore the whole commnity must
benefit from it.

Such 2 concepl of sharing sorings from tradition, nomadic
societies, and Islamic teachings; especially vhen one recalls that the
Prophet Mohammed himself said that water, fire and p2stures must be
shared, At thal time these were the only naticnal and natural
resources,

These internal pressures can be felt at three levels and with
respect to this point AL IMhelifa Al-Kuwari wirdites that:

TInternal sectols have greatly affected all the channels
through which oil reveime is allocated., These pressures
coine from different gsectors of society and are exerted in
quite different directions, Merbers of the ruline families
are pressing to keep, or even increase treir allocations

and privileges, the landlords to increase the zllocation to
the land purchase schemes, and the general public for easy
wellwpaid governmental jobs, cheap public goods snd services
snd increasing social transfer payments.t 1)

With respect to the first point one has to add that
privileges are not confined to senior mewhers only but to every member
of the ruling families, Such privileges include even bodyguards and
medical care abroad paid for by the Mnistry of Fealth, The land

purchase scheme led to the asppearance of an important "sub-sector®,

(1) ~ Ali Khalifa Al-Kuwarl, "0il Revenues in the Arabian fulf
Emirates: Patterns of Allocations snd Impact on Economic
Development", unpublished Ph,D, thesis, Univerwity of Durham
July 1974, p. 226.
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80 yewarding financially speaking that some left governmental offices
to devote themselves te the buying and selling of land. It goes
without saying that from & purely economical point of view such
activities are non-productive,

Md finally the pgeneral public's aim is to secure free social
amenities, no taxes, and as much transter payment ss nossible, In
Bahrain, for instance, the population refusedi to pay foir water and
electricity.(l) The result ig an unfortunate situation where the
governments are willing to buy political lovslty at any price and
where this very political loyalty is for sale., IBesides the

implications of such pressures are deslt with in the following sectlon,

B, - Consenuences of the Pressures on Arab Qil Counlries! Covernments,

Those pressures lead Lo three main banefnl corseonences:
the lack of adequate financial institutions, the appearance of "bad

habits'" and the increase of military and import exneniitures,

Lack of Adeouate Tinancial Institutions

In every modern sociely the collection of reverme is an
important feature of any state's sctivities, but in somre Arab countries
the oil rent removes it by making the mapgnitude of the toves collected
negligible, This leads to an "unmatural" sitvation where the fiscal
institutions' role is to distribute rather than to galther funds, The
population 1s not even asked to pay for the cost of the sccial
amenities it enjoys, In the future such behaviour by the state will
definitely have grave implications, For, when the oil rent decreases
or disappears in some cases, there will not be anv adecuate and well=
established financlial instruments to enable those countries to lead a
more ‘hormal life",  Furthermore, these fiscal tools micht be created,
with time, but a positive response from the general public is doubtful,

Bad habits easily become natural ones,

Appearance of "Bad Vabits!"

The relation between effort and reward constitutes the
essence of every working and productive society, It is interesting
to consider the impact of the oil rent on such a relation,

(1) According to one oral report the strike was politically motivated.
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0il production, and therefore oil revenues, did not
necessitate any effort on the part of the pepulation, especially at
the early stages of the oil industry, Furthermore oil resources are
seen as a gift and as proof, in Octdoer 1972, Shaikh Jaber Al»Ahmed(l)
said thate

", ,.G0d has grantel us wealth,“(z)

A gift does not recuire ahyﬁfffort. On the other side, privileges are
granted Lo every section Oﬂfsgéiety. This mneans that rewards asre
granted to everrone vithoét asking for any effort in counterpart, It
appears cleaxrly that the relation belween effort and reward is
broken, It follows that by discomectins effert ard reward the oil
rent is destroying the basis of those socleties.

Cne hae Lhe convicbion that Lhrosc shatbe-rentiers are on the
verﬁgobﬁ transfoxm%%g@iz'population into "society rentier", It ig

hard -, forsee the full implicabtions of such & brenc nonetheleass

]
LS

5
one is sure that they could be catastrophic for the future generations,

For the »il ronl would have led to a state of drowsiness in these

b

count=izs at both institubtional and human levels,

(3)

Pilitary and Tmpert “xpendibtnres

v e AT AT AL

Military expenditures do not avrear on the purchaserts annval
budget snd for obvious reasors are nobt nublished br the sellsr country
either, I'mwever, the following table provides ns with the Arsb
countries?! arm purchase for 1$7k.

Military expenditure has always constitubed & favourite
subject for coentroversy, and we are not going to con*ribute to it,
Nonebthaless, scme remarks seem necessary, altheugh they could be
interpretad out of context.

(1) - Quoted by Ali Khalifa Al-Kuwari, op. cit, p.23k,

(2) - Shaikh Jaber Al-ihmed was the Kuwait Welr Arparent and Prime
Minister, YNow he is the leader of Huwait,

(3) ~ Arab and OPEC countries! imports have already been Aealt with

in Chapter II1, therefore the present part has to be seen as
romplementary.,
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TABIE LO s Arab Countries' Nefence Fxpenditure Fstimakes (197L)
Country Exgzigziﬁre Fer(;ipita % of GNP
(¢ billion)

Algeria 0. 40k 25 3.3
Rahrain 0,008 35 2.2
Egypt 3,117 85 35,2
Traq 0,803 76 7.0
Jordan 0.142 Sk 10.9
Kuwait 0,162 15h 1.5
Lebanon 0.133 W2 L3
Libya 0,402 178 3.5
Morocco 0.1.90 1 3.0
Oman 0,169 228 15,k
Qatar 0.023 130 1.X
Saudi Arabias 1,808 228 5.7
Sudan 0,118 7 5.9
Syria 0, L60 65 16,0
Tunisia 0,0L3 g 1.5
U.ALE, 0,140 £21 2.8
North Yemen 0.058 9 3.6
South Yemen © 0,029 18 L. 8
Total 18 Arab

States: 8,209 60 7.1
Tsrael 3,688 1,131 L2 b
Iran 5¢328 165 13.3

Source: Dr, Yusuf J. Ahmed, "Absorptive capacity of the Hgyptian

Feonomy: An Examination of Problems and Prospects”,
Development Centre of the 0,5.C.D,, Paris, 1976,




Although by World or even regional standards the Areb
countries, taken individually or collectively, are. spending smaller
percentages of thelr G.N.P, - 7.1% or G.N.F, per capita o0 dollars -
than, say, Iran which is spending 13,3% and 165 dollars respectively,
such expenditure remains a burden,

Military expenditure introluvces several distortions:
~ firstly, armed forces have 'siphoned off" skilled workers, and even
technicians from other sectors of the econowy, .
-~ secondly, the tranﬂport‘network has beer materially atlected because
greater response is rejtuirved for strategic needs and less for civilian
ones.,

Such effects have to be assessed bearing in wind a situation
of lack of skilled labour and inadeguate transport and communication
system, TFurthermore; .such a burden might disrupt the zconomy by
disturbing the intersectorial balance of resources and therefore set a
new pattern of domestic ard regional development, The above mentioned
pregsures affect alsdo import expenditures., For the time Lzing we shall
consider only import for consumpbion, such as foods and capital goods.

Since 1973 their import has greatly expsnded, - This fact
underlines three elements: popuiation growth;{l) rural. devooulation
which denotes the Iinadeguacy of rural policies, if any, and finslly and
foremost the weskness of the agricultural sector to sﬁtisfy domestic
needs,

As for capital goods, they are not produced by Avab counbries,
However, the increasing imports are a direct consecuence of the oil
revenues increases, It is true that such consumption ig deliberately
encouraged by the Central Authorities and, thus, there zre no
restrictions, However, if restrictions sveh as tax or cuotas imports
are eventually needed, it will be too difficult and too unpopular for
any government to implement them, '

As far as consumption is concerned, and talking the case of
the U.AE., Ali Khalifa Al Kuwari draws a parallel between individual
and state behaviours when he writes:

"One might expect that a socially backward, unedvcated and

inexperienced person who inherited wealth would souander

(1) cf. Chapter I,
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a considerable part of it on lavish consumption and luwury
with little respect for the effort needed to accumalate it.
In similar civcumstances a state may be expeched to behave
similarly,n(t)

Furthermore, in the case of a state, 2 more permanent body
than a person, the situation is worse in the sense that such behaviour
will place an obstacle to future progress sand development,  With
respect to this point Vivian Lewls writes:

"Abwve and over these wasteful expenditures, there is

developing also -~ and perhaps more dangerously - what

Ragael Fl-Mallaleh in his study of Kuweit has called

Ythe wasteful attitude in humen endesvour and productivity!.

Capital formation in OFEC countriss is often less well-

rewarded than bureaucratic skills or traditional Levantine
mercantile abilities."(z)
However, Arab oll countries are not spending their oll revermes on
consumption only. Cur task would be unfuitilled if we did not
consider other types of local effectstion, Bul before thet we have
to consider what amount of capital their domestic economies are resdy
to absorb,

SECTION IT - 2 ¢ ARSORPTIVE CAPACTITY (R SPANDTNG CAPACITY TN ARAB
OTI, CCUNTRIES

First of all the existence of funds surplus underlines the
smallness of the absorptive caracity of the Arab oil countries, This
is duve to seversl bullt-in constraints.(B)

-~ weakness and nm-crgenisation of the local market,

- shortage of stable and well-cualified work force and nmanagerial
and technical expertise,

- quasli absence of social and economic¢ infrastructure,

- ingufficient means of communication &nd {transportation - either by

road or rail,

(1) - Ali Khalifa AleKuwari, op. cit. pp. 228-9,

(2) - V. Lewis, "Is 0il loney Spurring Real Development?? in the
Barnker, op, cit. p.8g6,

(3) - Samir Nour, "The Conditions of Tconomic Development of Arab 0il
Countriest (French), in Revue d'Economie Politicue, ed, Sirey,
Nuwber 4, September-Cetcber 197L, p.633.
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However, for others the constralnts are not only vhysical, For
instance, Ali Khalifa Al-Kuwari states that:
"the local economies were not able or ready sccially,
politically, or economically to absorb tre revenue obtained
from exploiting oil resources, in a more nroductive arrd

(1)

Both authors see the problems in terms of absorptive capacity.

economic way than they have done,"

Such g view has been very common from 1973 onwaris, Vowever, I,
Michel Chatelus tekes a different position, We states that the
concept of absorpbive capacily is useless, He maintains that it is
not valid for all the Third World countries, As for the Arab oii
countries he writes that:
"in the case of & mining rent, such as the oil rent, the very
conditions of appearance and allocation of the rent leave
useless the references usvally sdopted to determine the

(2)

absorptive capacity.”

The uswal references beinp the ability to vay the extemal
debt through revenues carned from new investment, the stimilation of
domestic savings and the maintaining of sowe ecuilibria, Thece
tools are irrelevan® in our case, for the situation is completely
different: excess of funds, At this stage it is worthwhile nointing
oot that the concept of absorptive capacity has alwavs been anproacted
in the context of capital aid, or, in other words, a sitvation of
shortage of capital., ‘

The sawme auchor maintains that it is nolt possible to hake
into consideraticn all the diverse costs involved {e,z. vollution),

It follows that final choices are just arbitrary ones,

Furtherwore, the selection of. projects is a funchtion of the
volume of capital. available, and therefore the Arsb o3l countries
introduce a ncw element in the habitual handling of the problem,

Mr. Chatelus rejects the absorntive capacity avproach for
two main reasons. Firstly "the introduction of vague eriteria to
appreciate the differential profitability (sueh as the coefficients of
diffsrent costs), and the persistence of a very different rate of
discount, even in the industrialised countries, suffice to show the

(1) - Ali Khlaifs Al-Kuwari, op. cit. p.228,
(2) - cf. PASI:
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non-operational character of the theoretical approach.“(l)

~ The second reason is that the absorptive capacityv anpproach assumes
the existence of a World optimum, With resvect ¥ this point the
same author writes that: ¥,,, in the reality of the "orld economic
system and unecual relations, there is no room for an "ootimum" which
would not be the norm of the most powerful, 5o we can admit that,
for the countries concerned, since they are recoenised a?:;olitical
entity, there is indeed a wzero opportunity cost for a cértain type

of capital formation at 1éast, even if it is evident {that for the

2 (7)

For those reasons Mg Chabelus states that it is more realistic

wwhole world this notion cannot be accepted,

to consider the problem in terms of spctdingyapacity. The
implications of this situation are assessed in te-me of rigks., Wowever,
what are the features of this spending capaciby which s bound to be
higher than the absorptive capacity?

The mein factors which characterise Arab oll countries!
spending cepacity are the pressures that we tentioned earlier and time

constraints that we present below,

& — Time Constraints on Arab Cil Countries

The Arab oll countries warnt to do everybhine in the shortest
time possible, Such - behaviour can be explained, butb nol jostified,
by four elements:

~ The first time constraint is derived from the verv mture of the oil
rent itself: oil reserves are limited and therefore the oil rent too-
From this reality arises the urge to use the oil rent o create "a
non~-oil based economy in a given period., This led to the apvearence
of "Economic Worizons", 1980 for Algeria, 1985 for Irau, Some even
talk in terms of economic "take-—off' by trat time,

-~ The second time pressure comes from the galloping pooulation growth
rate. This point has been treated in the first chapter,

~ The third element is a political one, By speeding up the economic

growth, which in our case means greater material welfare, every Arab

(1) - Michel Chatelus, "From the oil vent to Economic Nevelopment:
Hold-up of the centurv or New Vopew for the Third World" (in
French), in Revue d'Economie Politicue, Tdition Sirey,
Nurber 1, January/Februvary 1976, p.33.

(2) - Ibid.
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government is hoping to neutralise existine or would-be political
oppositions, By hoping to do so Arab regimes want to show to the
people that they are conscious of the problems of the population and
that their policies work, Tt follows that they have to vemain in
power,

- The Tourth element springs from a kind of competition amonsst Arab
oll countries, This can be rightly extenied to all OFiC countries,
Gvery country wanhe ho establish itself in the world market for a
glven product/products such as the petrochemical ones, These hime
restraints are determining factors in Arab economic policy, for they
explain wost of it, '

On the other hand they transpose the problem from an
absorptive to a opending capacity point of view, the lalbter being
greater for in a situabtion of unlimited swpply asnital:

"It is possible to envisage a rapid accumulation of material
capital, due to a nassive recourse Lo tochnolosy, organisation,

(1)

It is the exact picture of the Arab oil countries,

and foreilg: technicians and manpower,!

Furthermore this spending capacity is definitely more immortant when
these countries are ready to accept, or rather afford, some risks,
These risks being:

", .. ohigher costs, shorter durabiliby of the assets bhought,

an excessive capacity of production, and freruent stopnace

of functioning."(g)

Every side of thiz ouotation can be chescked, Fisher costs
are obvious with galloping imflation.<3) Furbhermore, Arab oill
countries suffer from differential rates ot inflation which they have
learmed to live with, Shorter durability of carital is a fact with
respect to defence expenditure. It is common that the flvst delivery
brings obsolete weapons, Ixcessive capaclty is the problem they have
to face tomorrow., An example is the mushrooming of refineries ard
fertilizer plants.

(1) - M, Chatelus, op, cit. p.28,

(2) - M,.Chatelus, op. cit, p.3k.

(3) = The problem of inflation has already been dealt with in
Chapter III,

’
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Stoppages are very "freouvent" in some countries such as
Algeria, In some cases industrial plants did not even shart
functioning and they were faced with technical problems which led to
long delays.

The total expenditure of seven Arab countries - Alreria,
Trag, Kuwait, Libyo, Cetar, Saudi Arabia eni 11,AE, - is given by the
following table,  The most immortant itew of Arab ofl countries!
spending is "merchandise imports", A1l in a2ll treir conmbined immorts
increased from 146.%bn. doliars in 1974 to 32.%5m. dollars, that is
more than doubled.

However, although instructlve thig dltew does not give ns,
for instance, the magnitude of food bills, durable goods for
consumption, and ecvipment imports; the laost beiun: very lwportant,
(n the cther hand, it 1s interesting to wonder sicwws tha Arab oil
countrizs' economlce policies bearing in mind such an imvort bill and
the previously mentioned pressures and constrainls,  These policies

form the substarce of the following part,

SECTTCON TT o 3 ¢ ARAB OTL CONNTHIRS ' TIMUSTRIAL, AND ACRICULTURAT,

POLICTES AND THITR AFIRCACE 70 TIF TPAVRTAR OF

TECINCT,COY PROBLEMS ,

Arab oil countries! strategies of developnont could ve
debected through thelr econonic plans, However K i ven the number of
countries considered it is not possible to present a thoroush stndy
of each plan, Therefore ocur epproach will be to concentrate on
agricultural and industrizl sectors with & firal hivdts eve view of

the way they are tackling the problem of trans fer of technology,

A - Agricultural Sector

Aral countries could be divided between countries with
negligible or large agricultural potential.

1, — Arab Qil Countries with Neslicible prricultural Fotential

This group contains all the Arab oil countries excent

.'

,.4

k] £ 5 Taam o oy . Ly . . e LEY .
Algeria ani Irag, ihese CG!J.LJ.TJZ' es arc cudsi desert with CLLg O

J 1itt
no agricultural surplus, They can, for the time being, afford an
increasing food import bill, The presence of a huge oil rent mekes

any agricultural production "guasi nilt,
g )Y :
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The prospects for the agricultural sector, connected wostly
with irrigation, tend to settle nomads here and bedouing there,
Furthermore, there is no articulated plan to integrate acriculture to
the whole domestic economy, From this ovoint of view the fubture is
not bright; as far as food imports are concerned, we forsee an
inereasing dependence. A regiomal scliution could be the Mwav out".
for them,

2., - The Case of Algeria and Trao,

Poth countries have undertaken cffective enl serious land
reforms, For them asriculture should be the productive sector which
will provide the reouired survlus which the whole economy has to be
based on, Furthermore, the lanid reforms were tesignel to agsociate
politically and economically the rural porulaticn,  From this point
of view even Libya could be rightly added to bolth countries, They
also aim at creating inter-gsector exchanges bhebwsen agricvlture and

industry as will be seen in the following part,

B = Industrial Sectér

With respect to the industrial sector, the criterion for
distinguishing between the various Arab oil countries is the size of
their population,

L. = Arab Oil Countries with small Popuiations,

Only Irag and Algeria with viable populabtions will be
excluded from this group, DNespite all the publicity made about their
development plan it seems that those countries do not have anv long
term strategy of development. They only have projects vhieh will in
no wgy lead Lo & self-sustained and self-centred economy, For, these
projects, although physically implanted within the country/region sre
extraterritorial: TFost of their inputs, from raw meterizi to manpower
and technicians are lmported, and the outputs sre intended to he
exported. |

One has the feeling that those countries see the problems
still in terms of growbth rather then development, Several criticisms
are to be directed to their aprroach:

- From a lLechnical point of view these projects can have probliems at
both ends: supply and markets,



~ The "industrial sector! of these economies is becoming more and wore
an enclave or "foreign sector” within the domestic economy, just like
the o0il sector has always been, '

- They do not inzresse inter-regiongl or inter-Arsb trade since these
countiies have no comparative advantage at sub~regional level: that is
the Arablc peninsuvla, These economies are coheracterised bv excess of
oil and natural gas, avalizbility if not excess of funds and lack of
know-how combined with amail popvlations, On the other hand their
projects might create competition which can be ruinous for sll, since
the success of any one country is subordinated to the failure of others,
Fortunately some of them were aware of the vroblsm and A4id not go aheed
with every vlanned project. It is not encuoh,

-~ Their extraterritoriality increases tre devendence of those countries
on western industrialised countries without prometine laong-term
economic development,

~ Minally, and foremost, one has to judge those preojects with regsrd to
their vitimate 2im, In our opinion, apart from inflatineg their GNP,
these projects will be just adding financial earnings to countries
which are already wilnessing financial surplus, T other words these
countries are just consolidating their status ol "state rentier', and

therefors making their future even more fragila,

2, = The Tage of Algeris and Ivan,

These countries seem to be tackling thsir under-=develonment
Imore seriously: however it is too early to drew finsal conclusions
about what has become to te known ag the "Iraci way" or the "Algerinn
model.", Nonetheless their main feabures seen to be more or less the
following ones, '
- The industrial sector i=s Lo be closely linked with segriculture,
Farthermore, it is designed to serve and back agricuvliuvre with
fertilisers, tractors and so on,
- Domestic raw mateiials are used, iron ore and nhosphates for
Mpgeria and Irag respectively.
—~ Production or output is to be domestically consumed, This is
possible becauvse of the size of the home market,
There is no extraterritoriality with the concept of "Industries

"
Industrialisantas(l) put into practice by Algeria, it appears that

(1) = Tt is the concept of Mr, G, De Bernis who has been one of the
architects of the first Algerian "Quadrienniel Flan®,
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both countries have decided to create a self-sustained and self-
centred economy based on domestlc considerations and conditions alone,
However two main criticisms could be safely made of them,

~ Firstly, they do not escape the time pressures whose consenuences
have already been analysed,

~ Secondly, given the international eetling sooner or later they will
be faced with market problems, It follows that a regionel epprozeh,

including non-oil producing Arab countries, is 2 necessity even for
these countries,

This is the actual approach of the Areb oil countries to
development; however the picture would not be complete without
considering the transfer of technology problem,

C « Aporoaches Lo the Problem of Transfer of Technolorv,

(1

of transfer of technology one is faced wilth the subseouent cuestions:

According to M, Chatelus'™ ', when one considers the problem

~ firstly, how to consider the probiem,

- secondly, how to transfer a useful technology,

-~ and thirdly, how to master and progressively produce the right
technology.

Here again each group of countries follows a speciiic wlsr,

1, — Countries with Smll Populations and Muze Tunds,

As has been stated these councrles see their problems in

terms of growth and thelr technological choices derive from such a
stance, Thelr aims are inflated G.N.P, end high growth rates, This
requires the most modern eouipment, They see the probliem of the
transfer of technology in terms of 'catching vp" with western
industrialised countries. They catch up v acculring eonsiderable
stock" of eocuipment without teking into consideration theilr domestic
socio-economical conditions, M, Chatelus maintains that those
countries and mainly:

", ,.the Saudi and Kuwalti models of growth consider the transfer

of technology only under its very limited aspect: the

(2)

progressive formation of local technicisns,"

(1) - ¥, Chatelus, op. cit.
(2) = M, Chatelus, op. cit. p.h2,
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This means that they are trying to adapt their specific human conlitions
to foreign technology. If they persevere in such & policy the

result would be a complete and permanent technological dependence on
western industrialised countries, Technological denendence is a kind

of "snowballl,

2, - The Cose of Algeria aml Irao,

Both countries are trving to adapt foreisn technology to
local conditions, Howaver, from the aim tc success there is a long
way to geo; bul as some say a problem rightly seen is alreadv "half
solved",

For the time being it apmesrs that the "“bechnonlocist”
tendency is not absenty especially when ore refers to some nrojects
contracted on & "burnkey" basis., The {irst Algerian contract on
this basis has been applauded by the press sl branded as '“the way to
beat time"., The transfer of technolopy is a wary iluwportant one,
especinlly with regsrd to other L.,D.Cs, I the Arab countries menage
to solve thelr technological dead-end they would solve the problem of
other L.N.Cs, For, the social and physicel conditions are more or
less similar: illiterate population, vast desert land, presence of
underground water, pellution in arid zones ste,  If the Arab oll
countries manage nobthing bubt attract heavy injustries with their
pellution, in our opinion the Arab oil countries have failed, For
this is part of the new international divisioﬂ?iabour, the western
industrialised countries are tryine to set up:

In other words, if they fail to oblige the Fultinational
Companles to redirect their research and projuce a new technblogy
svitable to the Third World's conditions, the consemuences will be
disturoing for everyone. In our opinion this is the nmain
responsibility of Arab oil countries towerds cther L.D.Cs, and not
Just giving transfer payments for them, Furthermore, the Arsb aid

programue is assessed in the following two sections,

HCTION TIY - PTTRODOLLARS RESHUFFLING TEROUT ARAB BITATHRAT, ACRNCTES

Four Arab bilateral agencies provide financisl aid to other
Arab and non-Arab countries, They &re the Kuwait Fund for Arsd
Economic Development or KFAED, The Tragi Fund of External Aid or T¥EA,
and finally the Saudi Development Fund or SDF,  The XFAKD was the

first to be set up and enjoys the highest experltise and the greatest
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performance as will be seen later, Furthermore it was this which
inspired other funds which have been established in line with i,

A reasonable approach would seem to us to focus our study on the
Kuwait Fund for Arab Economic Developmsnt and to seneralise cautiousl;r
our conclusions,  However, a presentation of other funds, althoush

rapid, seems necessary to us, It will be done beforehand.

SECTION TTIT « 3 ¢ BILATARAL AID AGENCIES OTHER TUAN TAW WUWATT FUNMD
FCt ARAB BECCNOLIC DEVELOPMINT

A =~ The Abu Dhabi Fund for Arab Wieconomic Nevelonment

This furd is based in Abu Dhabi and was eshablished in 1071
with authorised cspital of 500m, dollars.

The Abu Thabil Fund for Arab Fconowmic Development finances
three types of operations: project loans; esuity holdings and other
forms of aid, A

The terms of loans are very advantageous to the recinient
countriess dnterest rates are lower than those offered by capibal
markets and even the World Bank, They wvary from 2-3% per annun,
with grace period of 2-4 years and repayment period of 11-12 years,
The Granb Element(l’ varies from 29 to LAY of the loan, The TFund
grants loans for the subsequent sectors: industry, asgriculture,
infrastructure and even tourism, This agency imposes three 1imits
on financing any one project, Firstly, loans must nol exceed 507 of
the project cost, secondly, or 10% of the funds canital, thaht is 50m,
U,S, dollars, an] thirdly, only foreign exchange recuirements of
projects are met,

(1) -~ In caleulating the Grant Tlement Arab aid institutions use the
D,A.C's formlae, that is:

( i) | - ¢79C

s= ¢ = 9 & -

2 ) where

Grant Element as share of face value
Rate of Interest
Rate of Discount

[0}
n g

o a9 e
I

= Grace Period
T = DMaburity

Source: Goran Chlin, "Foreign Ald Policies Reconsidered", Development

Centre, 0,E.C.D., Paris, 1964, p.102 and p.103.




These conditions are very similar to these : set by other
Arab agencies, and therefore they will be assessed al, the end of this
section, It is too early to draw definite conclusions concernine the
Fund's operations, for in its five year existence it has financed
only twenty-seven projects totalling 279m, dollars, A3l bub 100m. of
this amount went to Arab countries, However, according to N, Fallun:
"lending policy appears to be & matter of impulse rather than of
plaming, but if there is to be a greater co-operation between the
Fund's granting aid, as some hope, Abu Dhabl is Likely to contribute
to take a full share.“(l)

B = The Saudi Development Fund

Based in Jiddah with a capital of 2,900m, dollars the Ssndi
Development Fund is the most recent ald-giving Arab agency; established
in 1974, This, awng other things, means that data, such as the Lerms
of loans and grant elewrznt is not available, Tikie sitvation i1mmoses
some restrictiona on our work, The only purpose of the Saudd
Development Furd is to provide project loans for infrastructure,
agriculbture and industrv, Three conditions characterise the Ssudl
Developient Tund's losn policy:

- loans do not exceed 507 of the total cost of a single project,

- or 5% of the Fundfs capital, bhat is to say 1h5m, dollars,

- and finally no country can benefit wore than LOF of the Fundls
total capital, i.e, 290m, dollars,

The Saudl Dsvelopment Fund has o fourth characteristic which
distinguishes 1t frow other Arsd funds, namely the Saudi Ryial beine
the unit of account., From 197h onwards the Saudil Development Fund
granted loans totalling$330m.

G = Trac Fund for Xternal Development

It is &»lso a very recent institution established in Juna
19743 unfortunately information concerning the terms of loans, the
condl tions of the loans and its sectorial emphasis are not aveilable,

It is the least important of all Arab aid acencies for its
capital does not exceed 160 milliondol\ars.

For the time belng it has financed onlv one project with 10m,
dollars,‘although it intends to undertake project'and technical

assistance operations,




Those are the min features of the Abu Thabl Fundl for Areb
Beonomic Development, the Saudi DNevealopment Fund and tre Irac Fund
for ixternal Development which are, more or less, negligible

comparatively to the Kuweilt Fund for Arab Economic Development,

SECTION TTT - 2 5 THw RUWATT FUND FOR ARAR ROCNOMIO WEVELNPIENT

A = Presentabtion of the ¥uwalt Fund for Arab Yeonomic Devel onment

The Kuwailt Fund for Arab Feonowic Development, ususlly
known as the Fuwait Fund, was the first Arel acency of lts twpe;
furthermore it served as a model for other funlds and sometimes
contrivuted in drawing thelr statutes(l}. It wes established in
December 1961 with a woderate canital of ¥, 2C0m, or 500m, dollars
egouivalent, but following the oll prices upsurpe it wes extended and
enlarged in July 1974, Tt suthorised capital resched WD 1bn, or
3.4bn, dollars and its services were extemied to nen-Arab developing
countries, However its headcuarfterg are still in ¥uwait-Oity and its
staff does not exceed 2L/30 people,

The Kuwailt Tund for Arab iconomic Development functions like
the World Bank and it has been said thal the structore of the latter

3

inspired its architects.

The Kuwalt Fund offers only project lLoans, provision of
guarantees and technical assistance, Glven the level of the Kuwait
economy the Fund has Llittle technicel assistance to offer, n the
other hand, during its decade or so of existence the Fund's principal
activity has been to provide project loans,

The Fund(%) charges 3 to LY interest rate per annum plus
0.5% service charge, repsyment anl grace period are usually 10-25 ard
L~5 yesrs, It has been estimated that the OGrant Tlement varies from
29 to L&%, According to its statutes the Tund is to give priority
to infrastructure, agriculture and industrial sectors,

However like any other Arab institulions the Kuwait Fund
lmposes some conditions which are:

~ The Kuwaiti Dinar is the unit of account,

(1) Drafted the statutes of the Arsb Fund for “conomic ani Soclal
Devel opment,

(2) For further details ecf.: A.Y. Aluﬂamadf "The Tmployment and Income
Distribution : Cbjectives in the Wuweit Fund Develovment Assistance!
and Galal A, Amin”mFroject Appraisal and Income Disktribution", Vorld
Development, Pergawon Press Ltd., Oxford, February 1978,

* A Y, Al~Hamad is the Chairman of the Kuwait Fund for Arab Economic
Devel opment,  (KFAED )

L Pt
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No single loan could exceed 50% of total project,
- or 10% of the Fund's capital,

Financing is restricted to foreipgn excrange remiirements only,

and finally projects must not bhe in conflict with Fuwaiti or Arsb
¥y prog

economic interests,

B =~ Performance of the ¥uwait Fund

Table 42 gives an ides of the Fund's record from 19467 to
1976, What are the conclusions to be draw;? Since its crestlon to
June 1976, the Kuwait Fund disbursed KD 320,36 rillions or abouh
U.S., $L.0%9bn,  The Arab countries share was 76,579 of the total
amount, This is uwnderstendable because from 1967 to 1975 the Fund
operated exclusively for the bernefit of Arasb counhries, It was oridy
after the oll erisis that it extended its facilities to other 1.,0,Cs,
However, as shown in Table L2B; in one year the Kuwail Fund grented
KD 75,05 million or U.S. #255.17m, to other countries, that Is just
under one fifth of the total amount granted in its CTourheen year
existence,

Let us now consider the wroblem rrom & sectorial point of
view, For the Arab countriss 33,64 of the loans granted went to
Transport, commnications anl storage, Then comes agriculture wibh
237, electricibty has been treated on emual focting with industry,
just abave 21% each, Thia sectoréal distribution with so marked an
emphasis on transport communlcations and storare will definitely expand
the absorptive capacity of individual Arab countries by removing soms
bottlenecks, Concerning nin-Arab countries, it seems that the liorks
share went to electricity, 53,9% of the total loans, Then cowes
agriculture with 22,2%; industry with 16,0% and finally transvort
commmications and storege with just 8,09,

If one does not distinguish betwsen ireb and non-Arab
recelving countries the sectoral distribution is as follows:
Agriculture 23,17¥; Transrort Communications end Storace 27,349
Electricity 29,10% and finally Industry 20,084, The main remerk is
that the combined share of agriculture, transvort and electricity
amounted to just under 80T, Those three sectors do not rroduce any
ovick returns, This underlines the fact that the ¥uwait Fund for

Arsb Heenomic Development is ready to finance long-term projects.
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TABLE L2 : Sectoral and Ceoeraphical Distribution

of The Loans(

1)

Granted by -

The Kuwait Fund for Arsb Fconomic Development
(1 January 1962 — 30 June 1975)

A ¢ Arsb Countrics (+111lion ¥D)
Transnort
Agri- Communi. - " PR T m @
Country colture  cations Tlectricity Industry  Totel  %(1)
& Storage
Algeria 10, 00O © 10,000 AL
Bahrain 500 7,350 1.,90 9,300 3.8
nayph 27,200 10.0C0 13,700 51,500 21,0
Traq 2,620 3,760 6,380 2,h
Jordan 6. 1L.50 3,260 £.5530 16.720 6,8
Lebanon . 800 1.660 2,060 1.0
Fauritania G, 400 9,LH00 2,8
Foroeco 10.050 3,500 L 22,800 2.3
Somalia ¢,0%0 6.700 ‘ 12,200 5.0
Sudan 20,310 7,000 7.670 34, S8R0 1h.R
Syria 7,000 9,900 7,000 7,900 7.7
Tunisia 5.200 13,750 £,350 iy 5CO 21, 200 12,0
North Yemen 5.020 1.780 3,000 a,£00 h.O
Scuth Yemen L. 530 5500 9,020 3.7
TOTAL 57,590 82,530 52,840 £2,330 245,49 100,0
#(1) 23.5 33.6 ?1.5 71,3 100.0

B : Non-irab Countries (lst April 1

975 - 30 June 1976)

ASTA

Bangladesh 2.300 6,400 g,700 11.6
India 15.00G 15,000 20,0
Falaysia 7,600 7,700  10.1
Maldives 1.500 1,500 2.0
Nepel 5,000 5,000 6,7
Fekisvan 13,000 13,C00 17,3
Sri Tanka 7,500 7.5C0 10,0
Thailand 1,000 1,000 1.3
AFRICA

Commores 3. 800 1,800 2,0
Guinea 2.700 2,700 - 3.,h
Rwanda. 1,000 1.0c0 1.3
Tanzania L.500 L.500 45,0
Uganda 5.750 5,750 7.7
TOTAL 16,650 5,000 LOLCO 12,.CC0 75.050 104,06

(1) 22,2 £.0 53,9 16,0 100.0

Source: Kuwait Fund for Arab Feconomic Neveloprent "Annual Zeport”

1975-1976; P WO~ -

- ~
. L]
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Another satisfactory feature is the wmlace of agpriculture
that took avound 23% of the total losns granted,  This development
is likely to resrond to L.D.C's needs becauge their agricultural
population ias very important, As far as Arab countries are concerned
it has been outlined in Chapter I, Yowever this does nobt mean thatl

the four funds arve safe of any criticism,

SECTICON ITT - 3 ¢ AT AND TTVITS OF THE RBYLATTRAY, ARAR ATD FIIMS

s .

A - Alms and Potives behind Arab Ald,

Either for bilateral or multileteral funds the Lrsb countries
have, more or less, the scame aims ard motives, It follows thet some
elemenis of this secltion have Lo be extended to the next one. H, Tl
Ival],a].e\g‘il,:'Lsts three types of motives: thay are politicel, relicions,

econonde ard humanitariarn motives,

e
!

The Politicowcultvral Voltives

R, Wl.lallaleh distingulishes betwesa political and cultural
motives, howsver as far as aid to fellow Arab coantries is concerned,
we do not, TFor it is hard to find a clear cut between cultural,
religicus, political and historicel links and it is herder to. deny
their existence and the Arsb countries' comnen drive iowards unity,

It is this common destiny, either past, present or future which not
only Justifies the flow of ald between Arsb covntries but nuts it in

if
terms of duby,

The Becononde “ollves

Every Arab government is conscious of the interrelation
between Arab economies and the repercussicns of any countrv'!s sbrength
or weaknerss on the rest, Such an argument is mors valid when that
very country occupies a very important place given the strategy of the
moment,  Such a situation is very well exemplified by EBevpt which, for
the moment, constitutes the spinal bone of the Arab World, Tevpt's
current importance has been materislised by millions of dellars nouring
into it, Furbthermore, a special fund has been set up by Saudi Arabia,
Kuwait and the U,AE, to resnond to Heypt!s specific economie needs,

This scheme, known as the Gulf Fund, is to provide Tgypt with more than




2bn, dollars over the next five years, The last riots in Cairo,
which led to more grants offered b Arab countries to ¥evnt, are very
telling,

Fioslly the eccnowic motive can betber be explained by

every Arab country's open aim to reach eccnomic unity.

Humanitarian Wotives

If some Lrab countries such as Abu Thabl, Xuwait and Libya
enjoy one of tha lighest F.W.P, per eapita in the World, other irab
counbries such as Sudan and Somalia are ciassified amongst the poeorest
countries by internabional organisations, This means thet any
national calamity, such as a flood or drouechi, would brine down the
latter to starvation level, It follows thule

"umenitarian considerations reflect the rormel nrineiple of
relative egalitarianism normally accevbed within a single
counlry and commnity must be recosnised ag an jmnortsnt

n (1)

This argument applies to non-Arab Neveloping and especially Muslim

fector in Aveb aid giving,

countries, Howgver, as far as we are concerned, we will add another
motive which has not heen listed by R, El-Fallaleh, namely the lmpacth
of o0il prices on Neveloping Countries! ecancmies,

. . {2}
Qil Price Tncresses

Tt seems that some support the view that OFREC countries in
general uvnderestimated the Jumpact of oil price incresses on the
developing countries! economies, For inshance, Mpuwrice J, Williams
writes: ",,,0PEC countries underestimated the ilmwortance of oil to them
and tonded to regavd forecasts of the dire effect of o0il price increases
as part of the publicity campaign by industrial consumers against higher
prices."(a}

This situation led to a campaign of propagania between indus-—

trial and OFC countries, The former maintaining that oil prices have

(1) Ragaei El-lallaleh and Mihssen Kadaim, op. cit, p..79.

(2) The 0il Crisis' direct and indirect impact on N,0.D.C, has 2lready
been treated in Chapter IT,

(3) Murice J, Williams, "The Aid Prosrams of the OFEC Countries™,

Foreign Affairs, Jenuary 1976, p.311,
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"shatbered" the L.D.Cs!' economies and the latter respording that onil
prices contributed "only slightly" to an alreadv inflationarv situstion
and that:

"oil price rises ghould nol be seen in ieclation, but in

conjunction with other factors causing additimeal B.0.P,

burdens for developing countrise including, in particular,

price increases of manufactures, fool and fertilizers.”(l)

This polemical atmosphere did contribuie to nushing OFEC
countries, of which Arab oil countries, to rive aid to L,D.Cs, in the
aim of maintaining an already won support, It 2o0es without saying
that capital aid was only one of the several means used by the OFC

(2)

Those are the aims and motives of Avrad oil eountries in

countries,

giving aid; it is too early to assess the achievement of such a policy,
but results are function of the mears used. n our case these means
are the institutions being set up by doror countries, and any built-in

Limits wmight impedé or diminish thelir success,

B «~ Some Limits to the Arah RPilatersl Aid Tunds,

Some of the following limits ewnly to the Arab Miltilsateral

Funds as well,

-~ The present paid-up capital of the above-menticned four Tunds is
negligible cowparatively to their authorised capital,

-~ The sum of mure grants in the loan is not very imwortant, on the
other hand, one has to recognise thet the terms are more favoursble
than those offered by international lending agencies amd the N,A.C,
members,

"Aid is provided on & project by vroject basis,., and this can

be harmful for a nuwber of reasons.“(j}

(L) - Tbid, p.312,

(2) -~ The OPEC set up the "Special Fund Balance of Payments Support
Program' and the "Project Lendineg Program' cf, bLpvendix IV-4
and IV-7,

(3) - R. Bl-tallaleh and ¥, Khadim, op. eit, p.4e1

S
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Firstly, the funds cannot he allocated %o other projects,
or part of them, even though the latter are beinz delayed because of
a shortage of funds, This is, indeed,'very harmful perticulsrly in
the case of "planned" economles where all projects are, more or less,
inter-related and therefore any delay or slowness will delinitely have
a chainy repercussion,

Secondly, when Lthere are several donors, it will be hard
for the recipient country to satisfy each one, for each one of them
will propose Lo finance the most eredifworthy project,

The fact of financing only the Toreimn averanve reouirements
of the projects is a problem too., The recelvinet country would be
tempted to: M, ,.maximise the Toreign exchanse commonent in prorosed
projects or neglect the development sectors, such ss education and
technical Htraining in whiech irmrort costs tend Lo be 1ow."(l; The
consequence is incressed dependence,

LS

During its decade cr so of exisienca; the Puwail Fund for

)

¥

Arab Fconomic Development concluled that ore of the nain ressons of
the Tund's slowness is, on Lhe rart of thre recipient countryr, the
shortage of able staff competent enough to forawlate vrrojects vorth
supporting,  Thig is wvery iwportant when one recalls the Fund's
emphasis on creditworthiness and feasibility meinly, Cne cen alwsys
say trat the Arab couwntries camot belp such a situation, tn tre
other hand, receiving countries notlced that theolr demands to through
lenzthy administrative procelures within the Xwait Pl itself,
Concerning this point N, Fallon writes:
"if this is the situation of the Fuwalt Fond for iAreb Tconomic
Nevelcprent which was established in 1941, and has accumulated
botl, experience and competence it is certainly not a cuestion
whether the other funds can operate effectively until several

n(’?)

Furthermore, it can be reasonably assumed that bilsteral

years have passed,

funds are creating some kind of political influence within bthe Arab
world, This can be very harmful if one considers the problem from
the Arab unity point of view, This behaviour could be seen as

nothing but a nerrow individuslism whose ultimate result is nobthing

but rivalries,

(l) - Ibid, poh??-
(2) - N, Fallon, op. cit, p.187.
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Furthermore, up until recently there was no co-operation between
the four funds, This is surprising at the time when intermationsl
institutions were aware oi the necessity for co-oneration, For
instance the Unibed Nations through its Feonomic Commission for Vest
Asia (B.0W,A. )7, held a meebing with representatives of the Kuwait
Fund for Arab Zconomic Development and the ibu Thabi Fund for Arab
Teonomic Development o discuss methols and vrooedures of initiating
co~-operation amongst them.”(l)

The three institutions decided to hold reguilar meetines
which were to be enlargened to include the J[rag Fund for ¥conomic
Development and the Sauwdi Development Fund,

The non~existence of such a co~operation will be deall with
at length at a later stage, however for the Hime neing one can only
bitterly deplore the fact that such an initiative, althoueh beneficial,
had to cone from a non-Arab institution, If such a step were teken
by the League of Arab states, it would have been, in our opinion, a
very rositive sign.,

Those are the limits, However; 1% would be unfair to state
that Arab aid contains only disadvantases,  ¥or, despite those limits
which give room for improvenent the cuality of irab aid hes to be
anprecisted comparatively to aid provided by other conntries and
instititions.
~ The flow of Arab aid does, indesd, constitute anclher source of funds

for L.0.Cs,

- The vast lilterature devoted to western couvntries'® aid accustomed us
to accept the V"quasl axiomatic" fact that externsl szid contains
political snd economic dissdvantages, “hat about Arab aid then?

~ Ae outlined carlier Arab 2id is granted on more favourable terms
than "western aid" for instance, with more impoirtant grant elements
Arab aid is almost constituted of "clean loans™. for f4rab oil
countries have no manufactured goods to exnmers, therefore it cannot
be tied,

For instence, it follows that "credit export" is ruled out
and with their "hard currency" loan the receiving country can "shop
around",-

It appears that from an economic point of view the ruality
of Arab aid is high,

(1) = R, El-Mallaleh and Mihssen Kadhim, op, eit, p.LA3,
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The secord point is that although the D,A.C, countries setb
their own aid target of 1§ of btheir G,N.P, they never mansged to
reach 1it. However, according to an 0,8.C.D. renort cuoted by the
1), Ruwait, Cotar the U,A.T, and Sandl Arsbia pave
2,8%, 6.7, b7 and 2,69 of their 1975 G.N,P,

One hags Lo recognise that concerning these types of figures

Financial Times(

one is always faced with conflicting rerorts, For instance, accoriing
to Kuwaitl data this country is giving around 8% of its G.N,P, =3 aid
For M}J,‘Williams(z) the DJA.C, gave 0,33 and 1,8 and OPKEC 0,78 ard
34% of thelr respective G.N.P, for 1974 and 1975 respectively(B],

In view of these fisures one can safely advance thal, albthough thave

is room for improvement, Arab countries are doing aquite well, Wowever,
bhefore condemiing or praising Arab aid we bhave to consider the other
chamels used by Arab countries., These channels will be dealt with

in the following and iinal section of this chapter,

SECTICN IV = ARAR ATD TURCOUGH ARAR WMILTITATERAT, AHNGT®ES

This secbion will be divided into three parks . The
first one dealing with the resources and operations of Arab Iuiti-
lateral aid giving agencies, the second one with motives behind Arab
aid., As for the final one it deals with the criticisms whieh mioht

be directed towards those agencies,

SECTIN TV - 1 ¢ Resources and Cperations of Arab mlitilatersl Add

Agencies
Arab countries are using several channels to grant Aifferent
types of aid tc non-Arasb developing countries., Some of those agencies
are contributing Lo Arsb oil and non-oil producing countries alike,
This featurc disbtinguvishes them from the previous set of agenciesr, To
differentiate between some of these funds we are, in a way, obliged
to use artificial geo-nolitical and relizious criteria, Ve shall

divide the recipient countries between Arab, tuslim and African ones,

(1) - Financisl Times, Februavy 25, 1977, p.2h.
(2) - M.J, Williams, op, cit. p.323

(3) = For further details concerning O.A.P.E.C.‘é aid ef, Aomerdix TV.3,
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A, = Myltileteral Aid Arencies for Arab Counbries

There are two funds: The Arab Fund for Soeial and Feonomdc
Development and the Special Fund for Arab Non-oil exrortine countries
the former being the mwore important, therefore 1t will be dealt with

more thoroughly,

1, - Arab Fund for Teonomic and Sociesl Davelooment,

Tt was proposed by Kuwait to the 1967 hartum{Sudan) Arab
Summit and established in Fay 1968 with headouarters in {uwait-city,

It wag drafted by the Kuwait Fund for Arab Scononic Development,
However; given its multilateral statis the Arab Fund for “eonomic and
Socilal Development is not a 1LO0% carhon copy of the latter althouoh they
are similar in some points, Its anthorised canital is Just under

347m, dollars and any Arab country may join, the wenbershin suhseription
‘ being function of the countryl!s wealth,

The Arab Fund for Heconomic and Social Nevelopment provides
two bypes of operation: project loans anl teehpical assigtance with
special emphasis on industyy and infrasbructure, Interest rates vary
between L to 67 per annum and repzymsnts and groce periods are 12220
and l~5 years respactively,

The Arab Fund for Economic and Soclal Develcovient imposes
some restrictions too: the recipient wsh be a publie or a private
organisation in Arab countries, however; ccntrary to obther funds ervity,
participation is prohibited,

It appears that this Fund is cherscterised by ibs slowness:
it started functioning four years after reing sel up. Furthermore,
in the four succeeding years it granted no more than 10°m, dollars,

This is negligible when one recalls the huge capital recuvirements of
Arab non-oil countries and capital svrpius of Arab oil comntries,

Cne would have expected the Arab Fund for Zconomic and Social
Development to create a link, a channel, between both =zroups but this
has not been the case, On the obher hand it will be interestineg to
consider the Arab Fund for Economic and Social Development 's approach
to the Arab world's development problems,

The Arab Fund for Fconomic and Social Nevelopment is not
characterised by an active, let alone aggressive, apnroach to these

problems, Up until now its role has heen just to select loan
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applications forwarded to it by individval countries or private or
public bodies within the Arab “World,
A M, Underwoad lists, cuite rightly, several criticisms to
this approach:
"initiation of projects by member countries is mostly puided
by local and particularist consideratiors emd rarely takes
into account multinational jnterest.”(i)
It is a fact that a country's project cannot, by the naimre of thines,
be otherwise, Given the>political, econcnical and geoeraphical
competence of any given country even a neilchbouring commbry!s needs
and potential cannot be assessed, Secondly,
"economlc planning and programming in most nember Arab
countries is still in its infancy, and go project initiabion
is not likely to Jead Lo optimal solutions."(p)
Furthermore; even fully-fledged planning aims at resoiving local rather
than regional problems, Therefore an inter-Arab Co -operation is
required, Such a method can only leced tc 2 warse scatbering of the
very scarce able human resources which charccterise the Arsb Vorld
(ef, Chapter I),
It follows that a more achive approach on the rart of the
Arab Fund for Fconomic and Social Devalopment is necessaiv, Accordine
to our nrevious author the Arab Fund shouvld:
"talce initiative in conductine the necessary research snd
pre-investment studies to concelve projects of direct impact
for the achievements of its targets, ani o promote the
finances and entrepreneurship .,, rerulred for their
implementation."(B)
However, given its statutes and paid-up cspitel can the Arab Fund
afford an active approach? (ne can go further and wonder whether this
Arab Fund was designed to carry out such a policy. In our opinion
with an authorised capital of only 347m, dollars no fund can undertske
a trully regional mission,

(1) - Source: A,M, Underwood, "Financial Flows Within ond Retween
Selected Arab States", unpublished thesis, University of Turham,
September 1974, p,35.

(2) - Tbid.

(3} - A.M, Underwood, op. cit, p.36.
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An active approach must be based on a sound and appropriste
organisation, Glven the available cunalitative and cuantative
expertise at regional level and esnecially given the existence of the
several other funds, the Arsb Fund can hwardly afford such an "indis-
pensable luxury",

It has been svggested thab an active apmroach csn alwavs be
narrowed by a restrictive and conservative interpretaticn of the
agreemwent on the part of member couwntries, Tt i3, indeed, s risk but
a risk which is not specific to the Arab Tund for Teconomice and Social
Development of any other Arab agency.

From the various operatione undertaicen se far, mainly during
the first year of existence, it appears that the Arab Fund functions
in a way not very dissimilar to the TWuwait Fund for Arab Teconomic
Development. The reason is that loans to local schercs were
predominant and no "social' project was financed, T4 will surelw be
unfortunate to find out thalt the Arab Fund For Teonomic and Social
Development is a duplicete of the Fuwiait Furd for Arsb Feconomic

Developient,

2. =~ Special Fumdl for Arvab Non-oil Txnporiing Countries,

The Special Fund for Arab Won-oll Evrorting Ccwntries is
a special fund for it was designed to have a sghoit life, The Fund
was established in June 1974 to fulfil the special purnose of
supporting B,0,P, of Arab non-oll exrortine countries, it follows
that the Special Ffund for Arab Non-oil Exporting Countries is a
direct consequence of oil price increases, It could e interpreted
as a kind of oil facility specific to needy Arab countries, Another
charscteristic of the Special Fund for Arab Non~oil Exreorting Countries
is that it is administered by the Arab Fund for Iconomic and 3ocial
Development,  Furthermore, it 1s the only Arab agency whose
asuthorised capital has been wholly paid-up: &Cm, dollars, snd by
1976 all its carital had been disbursed,

Althovgh the amount provided is not large the creation of
the Special Fund for Arab Non-oil ®Exporting Countries 4id help to
cushion oil price increases for some Arab countries, for loans were
granted on very favourable terms: =zerc interest rates and repayment

was to occur over 10 years after a 10-year grace period, The grant
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element accounts for around 807 of total loans. The Special Fund
for Arab Fon-oil Exporting Countries grented financiel assistance to
individual Arab states on the basis of previous oil imports, a
similar approach was used by the I.M,F. concerning the oil facilities,
This fund is not development orientated and therefore from a long
term polnt of view 1t is of negligible importence to us, 'Itli%a*)hens
then, that the only multilateral Arab acency for fellow Arsb countries
is the Arab Fund for %conomie and Social Development w-ich is not
doing a lot, However, whal about sid o non-Arab countries, such as

raslim countriss,

B, « Avab Falbilateral Aid Acency for Islamic Comtries,

Only one institution serves this rurpose,

1o, = Yslamic Development Bank or INB

It was established in Angust 1974 @ith headouarters in
Jiddah (Sauvdi fArabis), Tts authorised carital is QlOm?ﬁkﬂjer with
the powsibility of 1t being increased top?,%dn.; i 45 second only vo Yed
ég the Kuwait Fund for Arvab Wconomic Nevelopmam: w .

The Tslamic Development RBank serves meny purposes such as
participation in encuity carital, loan and tecknical sssistence for
productive projects in the public and private sectors. T also
undertalies research and promobtion of foreion irade amongst member
countries,  The Islamic Nevelopment Bank offers its servieces on'y to
a Muslim country or to a Muslim commnity within a nor~uslim countrv,
Since it is mainly a Ssvdil project especia’ly desioned for the Unms
(¥sLlanic commnity }, loans are granted intevest frer, Vowever, ewmity
participation is more emphasised than Joans, . Althoush loans can be
extended to any project, the prodvctive-oriented ones are preferredi,
Fowever, if in lterms of capital it is the wost important multilateral
agency it also happens to be very slow in starting, According to its
first Annval Revort (1975-76) by 1976 it has spproved just one losn of
10 6 wdliion for Camercon., In 1977 it is known to have Aisbursed
around ¥ 50 millions, Turthermore the Islamic Development Banlk
brought & new problem when it came into being, for its cavital was paid
in Islamic Dinars (ID)., It was the first time that such a currency

was used and it was done at international level,
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For N, TFallen: ",..¥slamic Dinars, a currency vhich was not familiar,,
creates some confusion but when its constitution has arpeared it
would seem to be eculvelent to the pre.l®7l U,S, Aollar or S.D.R,“(l)
The problem was solved b another problem, however in svite
of this, il does not mean that Islamic comntries were nerlecled, for
as part of the Thiri World they receive loans and aid throuch the
miltilateral Arab channels,  Furthermore, in the eyes of Arab
countries, the African continent occuples a special position and

consecuently speciflc institutions were set up to serve them,

C, « Arab Tltilatersl Aid feencles for African Countries

Ihree different agenciles were st up to help Africen
countries,

L., = Arab Bank for Jconomic Development in Africs

Thie institution is also called the Arab Bank for Industrial
and Agricultuvral Development in Africa or ABEDA, It was established
in November 16732 with iis headovarters in Khartum (Sudan) with an
authorised capltal of ?31im, dollars, It was the first FMultilateral
Arab Agency fo be set up and this clearly indicates the importence
accorded by the Arab Vorld to the African countries, It follows thet
the cholce of Suden, although an Arvab country, as the host countey
is not a mere symbolic gesture, The choice poes back to the rele
played by the Sudanese FPresident in setbing uv this bank,

The Areb Bank for Xconomic Devel oprwent in Africe started
functioning in Jamary 1975 and by March of that vear no more than
33m, dollars were paid up, The paid-up canital occurred as fOl?OWSz(Q)

Saudi Arabiagl?.5m, dollars, Algeria, Kurait, Patar, 4§5m, e=ch,
Fbrocco#?.?mt, Tunisiaﬁl.?Sm., Omanﬁlm., Bahrain, Jordan and Sudan
ﬁ0.25m. each, .
The Arab Bank for Zeonomic NDevelopment in Africa ilmposes
one single condition: the reciplient must be a non~Arsdb African
country, The Arab Bank for Fconomic NDevelopment in Africa wes given

the burden of administering the subsecuent spscial fund,

(L} - N, Fallon, op, cit. p.186.
(2) = E.C, Chibwe, "Arab Dollars for Africa",, op. c¢it, p.143.
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2, ~ Arab African 01l Assistance Fund (AFOAF),

This fund wes seb up in March 197L, and 18 the eculvalent
of the Speclal Fund for Arab Non-cil Exporting Countries, because its
only purpose is to finance the recipient ecountries!' oil imports,

It serves, then, as a B.0.P. support. The granting of a loan is
based on previocus oil imporxrt,

By the end of 1976 the Avab African 01l Assistance Fund had
granted thirty-five loans amounting tc 126m, dollars. The terms are
very favourable and the quality of the losns 1s next to the Speselal
Fund for Arab Non-oil Exporting Countriles'; 1% interest rate per
amum and 15 and 10 year repayment ard grace periods respectively.
The grant element is estimated to be a s high as 71%. It appears
that the recipient countries were divided into two graups(l 3
most seriouwsly affected ard others., The fixst group took arocund
12Llm, dollars of the total capital, It has to be noied thal then
the Arab African Oil Assistance Furd's whole eapital, i.e, 200m,
dollars, was commited by the end of 1976, Nost of the Africen
countries took advantage of the Aveb African 0il Assistance Fund's
facilities,  Only four Arab countries, Sudan, Mauritenia, Somalia
and Morocco, were granted a combined loan of 2&.5m. dollsrs,
Consequently, as far as the Arab African O0il Assistance Fund is
concerned, there is no room to argue that ald went mainly to Arab
countries, TFurthermore, African ccmtries received 2id tnrough a
third chamel,

3. = Arab African Technlecal Assistance Fanl or AFTAF
Established in Januvary 1974 for the purpose of nroviding

loans and know-how, only 1% intereagt wate per annum is clerged amd
the grace period does not excesd 3 years, As the Arab Bank for
Economic Development in Africa the reciplent must be & non-Arab
African countyy, . , .

By the end of 197k, five African countries, namely Liberia,
Mali, Ruwanda, Uganda and Tanzania applied for loans, The Fund's
sectoral emphasis is B,0.P, support, On the other hand, the Arab
African Technical Assistence Fund differs from other Arad funds on
two aspects.

(1) - ef, Appendix IV-2 for disbursements and committment of Arab
African 0il Assistance Fund‘'s funds,
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~ Firstly, and unfortunately, it has the smallest authorised capital,
that isfzs millions.,
~ Secondly, it is theonly Arab Multilateral Fund to be administered
by the League of Arab States, )
Those are, briefly presented, the six Arab Multilateral
agencies whose porformance has to bs agsesced,  Howaver in this
context e ought to mention the Fund created by the OFEC countriles,

Lo = The Organization of Oil Fxparting Counbrles® Fund.

It was established on Jammary 1976 by the thirteen Finance
Ministers of the OPEC, Its capital of ¥800 millions was contributed
ag follows by ths membar countrieso(l)
- Irean: 210 millions
= Saudi Arsbia: 202 millions
Kuwaibs 372 millions
Mgeria: $52 millions
- Libya and Iraq: $40 millions eagh
United Arab Emirates: %33 millions
- Algeria: $20 millions
- Qatar: 18 millions
- Gabon: ¥l million A
Originally the OPEC's aim was to gathor Jibn, hut this was
not possible with the absence of Tndonesia and Feuader and the sunbolie
contribution of Gabon, However 1t sesms that by the third ocvarter
of 1977,9 other countries contributed and now the fund has a #lbn,
capital. Unfortunately we do not have fizures about the second
contribution,

The OFEC-Fund purpose is to grant long-term interest-free
loans to Non-oil developing countries with preference to the Most
Seriously Affected countries,

The OPEC Special Fund has contributed to United Nations!
organisations(2) such as the U.,N.D.P.(United Nations' Devel opment
Program), On the other hamd it has undertsken its own Balance of
Payments' Support Program, A list of the reciplent countries and
amount of the loans granted is an Appendix IV.6, Furthermore ths
OPEC Fund set up a project lending wrogramme. - & 7.0 0 ol

(1) El-Moudjahid (Algerian Wational Newspaper), Jenuary 29, 1976, p.7.
(cf, Article: OPEC : $800 miliion Aid to Poor Countries, (French).
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SECTION TV - 2 s MOTIVES BEWIND AND PEIRFCRMANCE CF ARAB MILTILATERAL
ATD AGENCTIES

A, =~ Motives
Most of the motives do not differ from these outlined in

the previcus seciion, but some elements must be added, Firstly, the
Arab Vorld is a full member of the Third World, As far as financial
sgencles are concerned such a truth is already illustrated by two
pointse
-~ The establishment of an Arab Bank for Africa ss early as 1964 and

whose capital wes increased from 18m, dollers to 50m, dollars in

197hL following oll price increases, , .

-~ The contribution of "poor!" Aveb countiies, - Movocco, Tunisia,
Jordan and Sudan = to the Arab African Oil Assistance Fund, This
also underlines the lmportance of the "Afriean connsction'" to the
Arab VWorld,

Secondly, polltical motives cannot be exaggerated for they .
cannot be absent from any type of aid and thers is no reason to
consider Avab &ld as an exception, Arab countries' political aims
are to esteblish, maintain and strengthen Third World support to the
Arab VWorldt's interest, 1t i3 not easy to ussess the regult of such
a poliey,

B, ~ Peairformance and Criticism of Arab Multilateral Arab Aid Apgencies

It is too early to gilve an able verdict concerning Arab aid,
Therefore, our approach will be focused on whether Arab countries chose
the right couvse arnd suitable method in giving eid.

Areb bilateral and multilateral agencies function in a very
similar way, therefore all the criticism masie oun technicsl grounds
formlated against the former is still valid fer the latter (ef,
Secticn IIT), Furthermore,, by cmsidering and comparing both types
of agencies several other criticisms arise, j —
-~ Only a small portion of authorised capital has been paid, except

in the case of the special oil funds, namely the Special Fund for ‘
Arab Non-oil Countriea and the Arab African 01l Assistance Furd,
- In most cases disbursement lags far behind commitments, In the
case of the Arab African Oil Assistance Fund although the whole 200m,
was comnltbted less than 126m, dollars were disbursed, just over 60%.
- There is an obvious preference for bilateral chammels, The combined
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authorised capital of the four bilateral agencles - Kuwait Fund for
Arab FEcononde Development, the Abu Dhabi Fund for Arab Economic
Development, the Saudi Development Tund end the Irag Fund for External
Development - amounts to 6,949m, dollars, whereas the combined capital
of the seven multilateral funds totals 1,743 million dollars or Jjust
over 25% of the previous ampunt, Furtheimore, the Arab Bank for
Economic Development in Africats intended initial capital was 125
million dollamrs, buts

"after critileism from Tanzania's Foreign Minister ....

and others the Bank's initial capital was reised to

231 million dollars.“(l)

Aid is often granted outside these funds and banks, during

heads of states' yisits, It is very difficult to follew up this Yype
of ald. However, the subsequent table gives us a fair idesa of Arab

P

aid commitments to African countrdes during 197, slone,

Although we do nob have Arab aid granted under such circu&e
stances for the 1975-77 period, we can draw more conclusions by
comparing the smownt of petrodollayxs reshuffled through Arab chammels
and the impact of the oil crisis. The latter desicuilibrated the
B.0.P. of N,Q.D.Cy From this angle one can notice that only tws
channels; the Special Fund for Arab Nonw-oll Countries and the Arab.
African 0il Assistance TFund; were set up to provide B.O.P. support,
Their combined capital was § .280 millions, that is 2.8% of tre
increased oil bill for 1974, If one adds ald grented outside the
channels (c¢f, Table L3 Page 187) the figure goes up to 6,.98% if
increased cost of cil imports was egtimated at g10,bn, for 1974
(ef, Chapter IT), This falls short of N.0.D.C's needs, However one
can maintain that Arab countries went beyond B.O.P. considerations
and their prime objective was to provide development aid. In this
one should expect then to give more aid tham B,0.P, defilcit
requirements, wWhat are the figures? It appearg that the combincd
authorized capital of the seven remaining banks and Funds is $10,038bn,
That is just the 1974 oil increase whereas this sum is to be disbursed
during several years to coms,

The obvious conclusicn is that Arab countries did not satisfy
N.0.D.C., economic needs and political expectatiecns, Cbviously we are
not expecting their economic needs to be satisfied only by Arab
countries,

(1) - E.C. Chibwe, op. cit. p.hih.
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Furthermore, glven our oplnion as to where the Arab People's
future interest lay and given the political fremework in which this
plece of research is being undertaken we can reasonably compare
quantitatively Arab aid and obher types of placement of oil revenues,
Given our conclusgions in the previous chapter we cannol but agree with
E.C. Chibwe thai:

HTE is certainly vdgrettable that Lhe rich Arab countries are
now the main contribut?i? to the basle dieeouilibrium in

For the same author one of the several reasons of worsening
the present disequilibrium which has not been created by Arsb countries
is due to the fact that the latter:

"have generously asslsted the industylsl countiles finaneially
in crder to meet thelr B.0.P, deficits, While Furope and

economic relations,.."

Awerica have been assisted by loans whieh eorry concessionary
rates of interest of about 5%, African countyies have to
borrew the same funds on the Furodollar markets at rates of
interest which fluctuate between 15 and 20%9{21
Furthermore the L.D.Cg. access to these mrkets is not commensurate
with their needs {cf. Chapter TIT),

The African opinior has also been sxpressed lstely at the
first Arcv-African summlt keld in Calro during the first weeks of March
1977. Tnring thils summlt African Heads of State claimed that the
capital flow from Arab countries was "insufficient" an? "inadeouatel,
Ks for the quantity of eapital African countries were seeking aid of
2bn. dollars from the Arab World, It seems that Ared countries were
expecting such & move since the capital of the drab Bankfor Economlc
Development in Africa was increased to}706.5 million on Februsry 19,
1977. As far as cash aid is concemed four Arab countries pledged a
total e 1,453 million dollars(B), with Saudi Arabia contributing lbn,
dollars and KuWait, the U.A. B, and Qatar the rest, However, what is
important in our opinion is the Econowmic Neclaration which laid down
the foundations for future financial flow between the two blocks of

(1) - E.C. Chibwe, op. cit. p.L5.
(2) - Idem, p.kb.
(3) -~ Financial Times, Mareh 9, 1977, p.b.
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countries, since it called for:
tpromoting the placement of Arab capital in African countries
whether in the form of direct lnvestments, losns or
depositse"(l)

It 1 very important to aslt how Arab countries are golng to
channel these placements, espeelally when one recalls that Afrdcan
countries complained that Arab aid was “inasdeouate®, As far as the
flow of Arab aid is concerned one can safely extend the arpuments of
African countries to other-L.D.Cs., egpecially since at the beginning
of this section we stated that the Africen continent occupies an
jmportant place in the eyes of the Arab World, Therefors we do
consequently expect the best effort of Arab countries to have been
devoted to that continent,

As 5 matter of fact the term "inadevuacy" raivses the problem
of methods which, in itself, refers to the institutione or channels
used by the Arab countries, Since we are concerned abot that
efficiency the existing channels are i» be %ths eubject of some
eriticisms in the following part . '

C, ~ Criticisms of Arsb Countries' Ald Giving Vethod
Several criticisms are to be directed Lo the Arsb Funds and
Banks set up.

Exeluding international institutions such as the IB.R.D,,
the I.M.F., the United Nations' Development Vork, Arab countries are
using eleven purely Arab funds and banks, six of which were set up in
1974, What are the implicstions of this "isushrooming" of Arsb
agencles? According to R, El-Mpllaleh and M, Kadhin this
proliferation leads to six baneful cencsequencess

Firstly, diffusion of an already scarce manpower; the
shortage of the Arab World's human regources being shown in the first
chapter, Instead of doing their best to use optimally those resources
the Arab World is scattering them. The direct result is the creation
of inefficient small units. Furthemmore, the situation is worsened
when soms of those units are given the responsibility to draft the
statutes of or administer other units, For instance, it is worthwhile
recalling end stressing that the most experienced of the Arab agencies, -

(1) - Quoted by the Financlal Times, March 8, 1977, p.7.
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1.e. the Kuwalt Fund for Arab Economic Development « has a staff of no
more than %wev\\ypeozalc'

Secondly, use of several dxf‘ferent criteria and methods for
project appraizal, "Such & situation do2s not favour the aprearance
"of a uniform regional criterion, elther at sectoral or country levels,
The cxistence of such eriteria would greatly enhance the prospect of
future regional ecmondic uniformisation or integration.

Thirdly, absence of integrated programmes of aid té a
specific individuzl Arab or non-Arab country, The problem is tackled
on a project basis whereas it should be at country level at least,
However, a reglonal view of the problem remiins the best way., The
only “country package'" being actuvally undertaken is for Eeypt vhere
through the Gulf Development Fund, Saudi Arabias, Kuwalt and the UA.T,
are Lrying to alleviate that country's economie problem, This
package led to the f*r«,ati.;n of an Economic Comuittee comosed of the
Pinance Ministers of the four countrdes conceorned, Tt is an improved
method, the rasult of which cannol yet be aysessed,

Fourthly, rockebting administrative costs 1if one considers the
mubar of Funds and Banks, Every Uype of adwinistrative cost has to
be congldered, fiom staff to bulldings, 1In our opinion an
administratively complex and unicue agency or administration will
definitely be less coatly and more efficlent,

Fifthly, inability of any of ths soveral asencies to carxy
out comprechensive studies of a recipient or even donor country, It is
surprising to note that even American amd western ¥eropean countries
with huge human resources felt the need to gather wirthin orgaiisations
such as the D,AC, ete., end that Arsb countrieés are still not aware
of such a necessity.

Sixthly,

"Inorease the donor's non-development considerations since a
national 1end:mrg institution is more 1likely to be subjeet to
narrow political pressurethan a miltinational agency,
Moreover, miltinational aid agencies which include the
recipient country even if on o medest cesle, increase the
sense of involvement and participation of the latter in the
aid programme to the benefit of all concerned." (1)

(1) - R, El~}allaleh and M, Kadhim, op, cit. p.Lh&%3.
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Seventhiyﬁ our study of Arab apgencies allows us to add the
following points, No Arab country is able, from every point of view,
to bear indefinitely the burden of an aid agency, especielly if the
Jatter is to work on an on-going basis, With this resnect the Kuwaift
Fund for Arab Economic Development 's history is very telling, for in
1972/3 the Kuwalt Fund's ald commibtments suffered & cut-back, The
cause being that Kuwalt found cat that its oll reserves would be
exhausted in twenty-Tive years or so, Conseauently, "Kuwallt decided
to build up 1te general reserves at the expsnse of its aid progromms

(1)

This is a natural reaction for any countrv and althoueh o the

in preparaticn for cil rumning out..,"

one hand in Kuwait's mind the Fund was not to be sbsndoned and on the
other hard the increased oil revenues of the state after 1973 boosted
the fund, this shori-lived set back still remwains a very significant
fach in itself, In our opinion & multinationsl sgenecy micht be Less
subject Lo this type of misfortune,

Eighthly, what 1s more astonishing is that:

"Currently the bulk of Arab aid is not chamneled through these
lending institutions but provided according to bilatersl

agreements betwesn individual st&t@sa"(g)

This leaves these instltutions less useful and less efficient,
This set of disadvantzges dees apply to both Arab Tunds and Banks
directed elther o Arab or non-Arsb countries, and even 1if thelr zim
is B.O.P, support or long term economic development,.

Thé solnticn to this proliferation of "inadeovate" Arab
agencles is obvious ard has either been suggested or clearly stated
by some, Tirstly, by bringing together the Abu Dhabi Fund for Arab
Economic Development and the Kuwait Fund for Arab FHconomic Development
and trying to add the Iraq Mand for Externsl. Devel opment and the Saudi
Development Fund, the United Netions, through its E.C.W.A. was trying
to do nothing but create a type of co-operation, or at least a formel
link, between those funds,

Secondly, comnenbing-about the nunber of Ared aid agencies
R, El-Mallaleh and M. Kadhim write thats

(1) -~ Middle East Economic Digest": Less Credit from the Kuwait Fund for
Arab Economic Development in 1972/3%, 23 November 1973, p. 1357.
(2) - R, El~Mllaleh and M. Kadhim, op. cit., p.48k,
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"A higher level of co-operation and co-ordination between
the various Arsb funds mey eventually lead to their
consolidation or perhaps specialisation, w(1)

In our opinion, a necessavy co-operation and co~ordination go far beyond
the funds ard ought to embody Arab banks too,

Secondly, another economist, N, Fallon, criticizes the
proliferation of Arab egencies and he is more categorical about mutual
relationshlp, for he writes thats

"Those wWio have argued for some form of merger (of the
agenclies) would seem to have a case.“<2

It 18 exactly this case we are advocating.

CONCLUSION

The local banking systems of individual Arah oll countries
wag not resdy to "absorb® and channel theli newly acouired wealth due
to higher oil prices. Furthsrmore, bringing into the picture foreign
banking interests either directly through the appearance of Offshore
Banking Units (e.g. Manama in Bahrain), or irdireetly through joint
ventures will not remedy the sitvation. One csn go beyond such a fact
ard maintain that, given the way Arab oil countries chomelled the
bulk of tholr surpluses; they did not give the chence to their domestic
banking sysiems to adapt to and take advantage of the new favourable
gsituation, Tive years after the oil crisis ervpted, Arab-owned and
organized banks have not yet played the role everyone was expectings
they remain no more than an appendage of the so-called internationsal
banking system whose work has been outlined in Chapter III.
Conscguently Arsb banks pleyed a minor role in placing Arab financiel
surpluses either domestleally or reglonally, Furtherwmore, this
placement, except in the case of Algeria and Irac, thanks to larger
populations bécause of & bad factoral distributior is not going to
1ead non-oll based economles,

Finally one must confess that the bulk of Arab aid either
for balance of rayments support or development purpose, to Non=oil
Developing Countries was channelled mainly through purely Arab

(1) - Ibid, p.483.
(2) - N. Fallon, op. cit. p.187.
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financial institutions. However, as far as this aid is concerned
we see the problem more in terms of inefficiency than adecuacy. Their
aid policy hea to be rethought. In our QOp:i_n:'Lon the best way remains
the re~organivation of the various banks ard Funds by merginege them
into a single Arab Aid Fund,

Finally, as for the solution of the Arab World's problems
deriving from ezconomic development, either at local or regional level,
it will be presented in the final chapter: we suggest the creation

of a single Arab Bank for Devel opment,
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CHAPTER V
CREATION OF AN ARAB BANK TFOR DEVELOPMENT

In the prevlous chapter we pointed out that some commentators
such as N, Fallon suggested the merger of Arad Development Banks, We
are advocating the same solution, T the {ramework of.the present
chapter we shall present the kind of lnstitutlon ws are suepesting.
This chapter contains three sections,

In the first section we present the economic and non--econowiec
argunents militating for a single Arak Bank for Developmsnt., .In a
woy this section is complementary Wk the first section of the first
chapter,

The gecond sectlon deals with the stiucture ¢f the
ingtitution we have in mind, By structure we msan purvnose, investment
eriteria and security of investment, cepitalisation snd menagement of
the Arab Bank for Development, The case of cther regional development
banks is superficially presented. ‘

The third and final section presents the problew of the unit
of account of The Arab Bank for Development . Hara agsin ve consider
the case of the Asian and African Develepment Banke, the internationsl
Bark for Teconomle Co=operation and the =,FE.C's. exparience,

When formulating our proposal, the critlelsms we dlrected
at the Arab bilateral and miltilateral institutions - ¢f, Chapter IV -
even though not directly referred to, have to be taken into
consideration., We are aware of the fact that our project will be:

"justified only if it introduces new elements and taps new
sources of finance rather than replaces exlsting rescurces
or undertook familiar functions," (1)

, We are also aware of the fact that such & project camot be
implemented without obstacles and difficulties. FHowever, our approach
will consist of stressing the arguments militating for its ecreation
and the advantages which will be derived from it. In other words, we

shail lay emphasis on uniting factors withocut ignorinz obstaciss,

(1) - HW. Singer, "International Development : Growth and Change
McGraw-Hill, New York, London, 196k, p.213.
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SECTION I : ARGUMENTS FOR THE CREATION CF AN ARAB BANK F(R DEVELOPMENT

These arguments are manifold and for the sake of
simplification we shall divide them into economic and non-economic
argunente,

SECTION T - 1 ¢ ECONOMIC ARGUMENTS

We have geveral economic arguments and soms of them are
derived Trom the ¢il crisis itself whereas others are due to the specifie
conditions of the Arab World,

A = Feouondc Arguments derived from the 01l Crisis

The "misuse" of Arab oil revenues, whick bas been dealt with
in Chapter three represents an argument for Arab countrles to look for
other directions, Our criticism of the metholz used by Arab Oil
countries to reshuffle cil revenues to other Arab counbtries (ef. Chapter
four) constitutes snother strong argument. In the same chapber we
showed that some commentators such as N, Fsllon snd R, Fl-Mallaleh;
suggested & lind of merger of Arab barks and Funds vhose purpose is to
reshaffle part of the petrodrllars to Non-oll Tevdloping Countries,
Such & suggestlon censtitutes a strong technleal justification of an
Arab bank for Devel.opment (A .B.6,),

We alco showed that the amount of Arab dollars reshuffled
through existing Arabe-owned and organiged institutions fell short of
N.0,D.C's finasncial requlrements as derived from the oll crisis,

If one goes bsyond B,0,.P. support as a consesuence of the ouasdrupling
of the oll prices and considers the L.D.C's, financial needs for
developient purposes the share of Arab dollars reshuffled to them
secems incignificant.

Our project does not deal with the entire Third World
countries but specifically with the Arab World., In this context
another element appears, In our opinion the transfer problem as a
consequence of the oil crisis is due not that mich to the deficit
countries! inability to produce and export but to the Arab oil
countries! inability to absorb their newly acouired revenues, To cut
short, the transfer problem is due to a small absorptive capacity on
the part of Arab oil countries and specifically Saudi Arabia, U.AE.,
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Kuwait and Libya, In our opinion the creation of the Arab Bank for
Development could solve this problem by increasing thre absorptive
capaclty of the Arab World., To be more-precise we can even maintain
that absorptive capacity is there, The Arab Bank for Development will
Just make it concrete under the form of higher imports, These imports
will come mainly from the 0.E.C.D. countries vhich will be able to pay
in goods and services (cf, Chapter II) for Lheir oil imports, This
also means an increzsed domestic economic activity in the latter
countries and this in turn will be reflected into higher imports from
N.0.D.C., Consequently our project will have world wlde implications,
however the mognitude of these repercussions are a function of the
Arab Baik for Development's capital, This problem shall be presented
at a later stage,

Farthermore tha creation of a single Avab Rank for Development
could be justified by other economic arguments that e principally
related to the Arab World,

B =~ Other Econondce Arguments(l)

These arguments treated below as advantages, ars derived
eitker by the fhove! or ‘have-not? Arab countries and sometimes involve
both of them,

1 ~ Beoromic Advantages for '“Have-Not!" Countries

Thege advantages are substantial in the field of cepital funds,
enployment and energy.

The shortage of funds has always constiftutzd one of the main
conatraints on the "have-notls" economic development programmés(g),
It is obvious that a continual flow of capitdl'funds will surely free
them from such a constraint. In the past; and to some extent even
currently, just like any L.D.C., the poor Arab countries tried to
compensgte such a handicap by having recourse to external aid, This
led them to be either "pro West" or "pro East", depending on the
circumstances, and more dangerously this created inconsistencies in

thelr programmes for they had more often to submit to the whims of
doncr countries,

(1) ~ Arguments stated in this part are linked to those expressed in
Chapter One (First Section),

(2) - Other commentators such as Alfred G, Misrey(An Arab Common Market )
lirk previous failures in Arab economic co-operation with the lack
of capital,
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As outlined in Chapter IV the existence of several lending
agencies could lead to some rivalries aml therefore, to crystallize
further those very allisnces we want to remove, The fact ig that
the '"have-nots" have already sccepted and reocuested the flow of aid
and loans from the "have",

Another advantage is the securilty, and sometimes cheaper,
energy the "have-nots" will be enjoying, This is very crucilal
especially at a time when the world is expecting physical oil shortage
by the end of the present century.

2 = Bconomic Advantsges for the "have'" Countiies

This group of ecountries will derive advantaces iﬁ the fieid
of agriculture, manpower and political and military security.
Agriculture

Exeluding Trag and Algeria, the Arab oll countries have e
very negligible agricultural sector. Turthermore, desvite treir
financial ﬁossibilities they are unlikely to develop in & reasonabls
period of time an agrisultural sector able to support the domestic
population. This problem has to be seen having in mind that in
1973/7h the western countries threatened to resort to the "food
weapon" to resrond to the "oil weapon",  On the ether hand countiies
like Sudan, Moroeco, Syris, Algeria and Irsg enjoy an lmpertant
agricultural potential., Unlike oil, Jand is not an exhaustible
asget like oll and it ie hard to green the desert. Tt follows that
in the field c¢f agriculture, Arsb "have! end "have~not" are naturally
complementary,

Menpower

The Gulf countries are also characterised by small,
illiterate populations; for instance by 1984 the population of Saud:.
Arabia will not. excessd 10m, inhgbitants, Tt is alsqf%ell knovn fact
that in 1977, when only "modest" projects are Leing undertsken, these
countries have to¢ rely on foreign skilled and unskilled labour,
Furthermore, countries like Sudan and Egyplt constitute a huge humen
reservolr of skilled and unskilled manpower, On the other hand, most
of the "have-not" suffer from unemployment (ef, Chapter I). It
follows that in the field of manpower a humen flow will definitely

serve the intersests of both groups.




1952.

One can be more specific and take the case of the North
African countries = Algeria; Morocco and Tunlsia - part of whose
labour force ig immigrant in Western Europse, ‘The redisbribution of
such a labour force with an already "industrial mentality will solvs
some problems of "have" and have-not® alilke,

Security on Military Fields

Small populations also mean militariiy wealk countries whose
gecurity and territorisl integrity can be threatened either at sube
regional. or world level, . They were not even able to resist or
challenge the M.N.0.C., and no wonder the challenge came from Iren in
the 1950s and Mexico and Algeria in the 1970s, As a matter of fact
those are politlcal elements bult it is a very well<known fact that
political factors do influence econowic development and with respect
to the size of the country, ¥r, Keesing clalms that one of the obvious
difficulties which handicap ecanomic development in a smll counbry:

“is its %political military weakness snd its vulnerability to
interference and manipulation by the lawger powars, with
little opportunity to reciprocate in kind, This ﬁﬁy be,
in its own right, a crucial obstacle to development, 1f
the great powers stand actively opposed to the type of
internal policles and le%i?rShip that are essentinl to

There is no need to comment further on this cuotetion,
Finglly it is worthwhile presenting the situation from s market point
of view, '

successful development !

Market

A small population means & small mariket which will definitely
impede economic development, Tt is true that the Gulf countries felt
the need to create a larger entity. However, théatimid”step towards
that end, in that part of the Arab Vorld, is not going to solve thelr
above~mentioned weaknesses, The reazon being that threy do not enjoy
any‘gpmparative advantages (Chapter IV). They cannot escape the
smallness of thelr market by integrating into the world economy for

t

they would have to challenge =zxperienced inbernational competitor

<
0

(1) ~- Quoted by Ali Khalifa AL Knhuwari, op. cit. p.229.
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The result of the challenge is obvious, In our opinion only & wider
entity, at the entire Arab World level will bring positive amd
complementary solutions tc both types of countries, Furthermore,
the Arab World as a whole is potentially an immense market walting
and willing to be developed and exploited, At this stage it is
necessary to vregent an argument commohly used apainst Arab economic
unity; namely that they are in different stages of development,

We are not advocating an economic union but our purpose is
to establish a single institution regrouping specific bilateral and
mltilateral lending agencies, However, we have to confess that the
ultimate aim of the institution we have in mind is to spesd up and
strengthien the regrouping of Arab countries in every field.

As for the different level of economic development of
individual Arsb countrics, we have to recosnise i1t., However if one
takes the case of the E.E.C. one has to reeognise the wide zap between
the econordc pawer of, say, West Germany and Ttely or Treland and
even the less fortunate of the Weslern Furcpesn countries such as
Spain, Portugal which have applied for the community menbership and
waich, incidentally, are backed by West Germany,

Secondly, on general grounds such &s lancuage, culture and
religion, the Arab World is more coherent than the B.%.C. '

Thirdiy, in the lighl of our previocus remarks, it is wise to
claim that the move has to start "Now or Wever® for the gap will keep
on wldening,

The roots of the economic argumerts eun be sumna.ri:?:d as being
the need for en additional inflow of capital within a more efficient
gystem, and the nesxd for co-operation., For historical reasons,
Inter~Avsb trade is negligible, for Arab cecuntries! most important
trading partners are their former colonies., Coneidering the case of
Africen countries H.W, Singer writes that: ®the need for co-operation of
African countriew will each other is perhaps the most striking argument
for creating instrument of regionsl co-operation in financing, although
by no means in financing alone"(l)
countries as well, Furthermore , on top of the above-mentioned
arguments we can also put forward non-economic arguments,

This argument applies for the Arab

(1} - HQTJ"‘,. Singer, Op. Ci'b. p.zlo.




SECTION T = 2 : NON-ECONOMIC ARGUMINTS

In our opinion the Araeb Bank for Development can also be
justified on political religious-~cultural and humanitarian grounds,

A =~ Politlcal Arguments

It is nard toc distinguish political from non-political
argument and the sow-called political ground is always "sllppery" amd
hazarlous, however, in spite of that we do have scme elements favouring
closer links,

-~ Firstly, we are living In a world of large entities, e.,g. the U.S.A,,
the U.5.5.R., and Camada, Some, such as the E.E.C,, are still in
formtion; this means that although time is running out, it is not
too late, for the stronger other units are, the more difficult it is
for tiny "city states" to conglomerate,

~ Secondly, if countries such as France and the United Kingdom which
shared and divided, at will, the entire Areb World ang more, felt the
need to Jorm a larger entity with other fellow Buropean countries,
such & need nust be stronger in the case of *he Arab countries,
However, through the wide literature concerning the Arab World, one
argunent repeatedly comes to the surface - namely that Arab states
have different political regzimes. The fach iz that on political
grounds Arab countries face intermlbtent crises for historical
reasons, Just like the Airican countries; aill of ithem were colonised
at one time or another and iMelr current borders were drawn on
political and diplomatic grounds reflecting the strength of the
colonising or decolonising powers, Therefore they 4o not mike sense
from an economic point of view, Their borders, when they exist, often
cut across notural resource deposits such as oil between Savdil Arabia
and Kuwait, Libya and Tunisia., The Nile river supplies both Fgypt
and Suldan and the Euphrates fulfils the same function for Irao and
Syria, |

Sometimes frontiers have not yet been defined, especially in
the Arabic peninsula, To overwcome such potentially disecuilibriatiﬁg
factors a2 great deal of maturity was required on ths part of the
countries concerned and this does constitute an encouraging siegn,

Considering the case of African countries H.W, Singer sees the creation
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of the African Development Bank as an answer to thes
"need to overcome soms of the national and regional divisionsg
which have marked the present history of the continent and
the emergence of African countries into independence."(l}
We meintain that the Arab Bank for Development can plsy a similar role
concerning the Arab community.

Furthermore, to reinforce our position other elements con be
added,

- Flrstly, within their own boundaries Arab countries are more coherent
than African countries.

~ Secondly, the political aspirations of the Arab masses have to be
considered, especially at a time when the '"new breed" of'Arab leaders
are giving more ssay to those very masses.,

Finally, the E,E.C. is still subject to political difference
within its owa ranke, According to some a socialist teke over in
France and. ltaly is inevitable, whereas the North of Europe - including
West Germany . iz not affected. Tt is hard to forses the impaset of
such development an the cohesion of the BE.C. and we will nobt try to
do so, However, the ouasi-sure acceptance of Spain and Fortugal, in
splte of their politlcsl tendencles, is long telling sbout political
differences.

Furthermore the religlous and cultural links existing between

the Arab countriss constitube strong wnifying factors,

B -~ Religlous and Cultural Arguments

In these fields Arab countries eﬁjoy séveral comnon fesiures
in addition to their geographical unity, these being mainly the
religion, Islam, and the language, Arabic,

Although within the Arab World citizens enjoy the freedom of
cult, Islam remains the predominant religion, That is why it is the
official religion in most Arab countries. Religious feeling remains
very strong in evéry single country and especially in Saudi Arabia,
Kuwait, the U.A.E, and Libya which happen to be the highest capital
surplus countries, lore importantly these feelings can be expregsed
in “financial terms®, for they have alresdy been put into practice
with the ereation of the Islamic Development Bank (c¢f, Chapter IV),

(1) - HW. Singer, op. cit. p.120,
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Furthermore, the Arsbism of the Qura'n (Holy Book of Islam) is
another strengtheming element,

Arasbic is used by every Muslim and, therefore, by almost
every Arab as a language of prayer, whatever his or her native togue,
It is true thal during the long period of western domination Arabic
suffered a great handicap but 1t never disappeared because it has
been uvsed ag a shield agsinst that very influence, Furthermore,
after gaining its 'political Independence; every Arab country
proclaimed Arabic as the officisl language, This move underlines
nothing but the sense of belonging to a cerlain commnity, the Arab
Vorld, Accorling to G. Chejne:

"the full importance of Arabic in Arab Mislim soclety can

be categorized as, ... Instrument of religicn, ... medium of

culture and mainstay of contemporsry nationslism,® (1)
The fortunate combination of Arabic and Islam does constitute one of
the most powerful: "bonds of kinship among emerpinz Arsb States,“(?}
or what comes tn be known as Arsbism: a complex snd mesningful word -
combining Arcl culture and aspirations,  Arabiom means also Arab
nationalism, However, one has to wonder about the true motives behind
and the magnitude and capacity of Arab nationaliism, Joncerning
this point ¥B. Bustsni worders if Arab nationelism is: '

Yo widespread sentiment expressing penaine aspirstions of

the mosses and denoting a popular desire for unity or ...

the pretext for ambitious men lusting for power and

exploiting religious prejudice and popular sentiment

in their machination for politlcal ascent?"(g}
In our opinicon Arab naticnalism is a genuine feeling which refers not
only to the past - a medium of liberatiom - but 1t does also constitute
the basis for common drive towards politlcal, cultural and economic

Renaissance, The above-mentioned author goes along with our opinion

(1) - Anwar G, Chejne, "Arabic: Tts significance and place in Arab
Muslim Society", The Mddle Tast Journal, Volume 19, Mumber b,
1965, pJhh9.

(2) - Tbid, p.ik7.

(3) - Albert Badr, "Arab Economic Development Between Foreisn Ideolopies
and Native Sentiments", Middle Fast Forum, Volume XXXIV,

Nunber 3, 1959, p.l3,



when he writes that:
it is wise to recognise that there sre issues and
circumstances which can elieit a spontaneous uniform reaction
among all the Arab masses, they are calls capable of combining
a common sentiment and sustaining for great lengths of time
coherent attitudes from Morocco to Irac."(l}
Only crucial issues are capable of arousing such a type of reaction,
and it is needless to stress the magnitude and importance of the
challenge facing the Arab World, namely the social and economic
development,

C ~ Bumanitardian Arguments

On the one hand, as stated in Chapter IV, humanitarian
considerations are part of the several motives behind Arsb lending
agencies, It is therefore safe to suppose that this argument is
still valid whatever ths forms and structure of the lending agency.

On the other hand, Arab countries have been divided between 'have'! and
"have notf, and for the sake of simplicity of analysis we ghzall settle
for such a classification, In terms of G.N.P, per capita a wide gap
(2), one which 1s already followed, on
humanitarian grounds; by a flow of aid and loans from the 'have" to

the "have not".

exists between the two pgroups

What, however, about future trends? The following table
gives us sn idea, and despite the fact that it does not include all
the Arsb countrieg it 3uill has the advantage of considering both
poor and rick slike. '

From this teble the following conclusions can be drawn, As
stated in Chapter One, Arab countries are characterised by high birth
rates, The direct vesult will be population explosion for "ave" and
"have not!" alilke, but given the level of national income of both
groups, in prac@ical terms, it willmainly impoverish the poor Arab
countries, The farct is that the c;nbined population jumps from
108.8 million in 197k to 16L.1 million in 1984 and that the combined
G.N.P. jurps from Lk.58bn, dollars in 197h to A55.6fbn,, i.e. from

(1) - Ibid, op. cit. p.1k,
(2) - ef. Chapter I, Sectdion T,
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TABLE 4L : Economic Prospect of 13 Arab Countries:
Population, GNP and per capita income, (1970 .- 1984)

% Awerage
ITtems 1970 197. 1980 1984 Growth Rate
19741984

Saudi Arabia GNP 3,0,0 13,300 50, 285, 18, 99! 2h.6
Pop - 6m i it 1.0m

Per capita income #506 #1,900 5,508 $11,099

Libya GNP 3,116 10,198 29,172 47,609 16,7
Pop 2m 2m 3in Jm

Per capita income 91,558 95,099 $9,72h 15,870

Bgypt GNP 7,463 9,886 16,341 25,322 9.9
Pop 3hm 37m Lom L7m

Per caplta incoms F219 gobm F345 F539

Mlgeria GNP Ly 638 9,850 24,938 12,06 15.8
Pop TAhm 16m 19m P20

Per capita income 9331 F615 F1,312  F1,945

Traq GRP . 3,102 8,400 25,800 42,8143 22,3
Pop 9m 11w 1 5m 1.5m

Per capita income F3L5 &L 91,985 @h,189

Kuwait GNP 2,545 7,000 28,260 60,900 22,8
Pop 0.7m 0.9m L 1.3m

Per capita income F36L #8,730  @28,280 ¢L,685

Morocco GNP 3,113 5,955 13,500 22,815 Th. b
Pop 15m 1ém 19m . 22m

Per capita income #2228 d37L g 91,037

UAE and Bahrain GNP 1,300 5,600 16,500 26,000 16,6
Pop 0.6m 0.7 Im 1.%m

Per capita income $2,160  $3,000. §16,50C @ik, Lhk

Lebanon GNP 11, 548 3,07, 9,662 19,050 20,1
Pop 3m 3 hm kv

Per capita income g516  $1,023 2,116 314,763

Syria GNP 1,68, 2,876 6,573 11,968 15,3
Pop ém 7m &m 10m

Per capita income g280 . gulo g2l g1,196

Sudan GNP 1,814 2,70 A,700 7,071 11.1
Pop 16m 17m 20m 23m

Per capita income 2113 F1.5 $235 307

Oman GDP 335 1,092 3,001 5,966 18,6
Pop 0.5m 0.6m 0.8m 1m

Per capita income 367 182 gh26 g596

Jordan GNP 623 950 2,345 4,335 16,0
Pop 2m 3m 2m Lm

Per capita income g311 316 grer  g1,08,

These figures are for gross national preduct at factor prices and incorporate
exchange~rate projections., They assume also a 10 per cent annual inflation
rate., They accordingly yield figures that contract markedly with some now

current, They are based on information supplied by Flrst National CityBank,

Source: The Banker, "How the Middle Tast Will Grow! Mamahl 1077 -~ 274
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average G.N.P, per capita of 409,71 dollars to average¥2,776.83.
However, these figures hide other realities; namely that the increase

in G.N.P, is due to oil revenues which are not evenly distributed among
individual Arab countriesél). For this reason the existing egap will
definitely keep on widening in the coming years, According to our
table the extreme casesa are very tellinge nawely Libya and Sudan, which
incidentally gnare a commnon border, By 19%, Libya's income per carita
will reach $15,870 whereas Sudan's will be just 307 dollars, That is
Just under 53 times less.

If we consider Saudi Arabia, Libya, Trac, Kuwait, the U.A W,
Bahrain and Algeris as the "have'" and the reraining countries - Egypt,
Porocco, Lebanon, Syrdia, Sudan, Oman and Jordan - as the "have nol"
the average income per capita of the first group will be 6,758 dollars,
On the cther hand, the average income per capita of the second group
will be no more than 869,5 dollars by 1984, or just under 13% of the
previous total, However, the situation is, in fact, worse becavse of
the following rweecons,

Firstly, amongst the "have not" we included lebanon and this
inflates the performance of the group becsuse, on the one hand, according
to Teble Lk, Lebanon will have higher imcome per capita than Trac and
Mgeria, and on the obher hand the prospects woere mds before‘the
Lebaness civil war and therefore it Is highly doubtiul that that
country may well reach such a performance,

Secondly, the tablse includes all the Arsb il countries but
does not take into consideration the less fortumate of the '"have not"
such a8 Somalia, Mauritania and the Yemens, Had thoy been included
the performance of the "have not" would have been poorer., Therefore,
because of the "push effect? exercised by the inclusion of Lebanon and
the "pull effect™ as a result of the exclusion of some "have not", it
is safe to assume that the gap between both grouvps will surely be wider
than suggested by the previous table,

Then, it seems that on economic grounds either derived from
the oil crisis or not, on political, religious-cultursl and | |
humzniterian grounds too, the creation of an Arab Bank for Devslopment
is justifiled,desirable and even a necessity., Vowever before closing
this section another point has to be mentioned; namely that the

League of Arab States is undertaking a study of its institutions and

(1) - Chapter I, Section IT,
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agencies with the purpose of re-organising them more efficiently.
Although we ignore the extent ard the progress of such a reassessment
it seems that it is the right time to put forward our proposal,

According to us, a fully-fledged Arab Financial Tnstitubion
is possible on economic, cultursl, humaniterian and political grounds.
We shall now move to consider its structure,

SECTION IT : STRUCTURE OF THE ARAB BANK F(R NEVELOPMENT

We are not the first to advocate the use of oil revenues to
finance Arab Fconomic Development., Therefore, it is necessary to

consider previcus proposals,

SECTION TT ~ 1 s FREVICUS ATTE¥PTS TO FINANCE ARAB COUNTRIES' TWCONCOMIC
DEVELOPVENT

s e

Ve cosame to call the first attempt the "Bustani Project”
after the man who sugpested it,

A =~ The Bustanl Project

It was mode in 1961 when Emile Bustani, a Iebanese, surzested
the creation of a:
"scheme to finence development in the "have-not!" Arab states
by an snnual investment of 5% of oil profits by the 'producinn®
Arab countries and western oll companies.™ 1
This project is subject to seversl criticisms,
- Firstly, the author <id not come up with, or suggest, any institutional
framework. fdven the relations existing at that time between Amsrlcan
0il companies Arab oil producing countries it was rather a plea ...
"to America to invest in poor Arsb countries”, This is more or less
obvious in other parts of his article,
Even if it had been possible to institutionslise the scheme, strong
reservations would have remained.
- Investment decisions were to be taken from outside the Arab region,
The complementarity between the western aims and local aspiration counld
only be "hazardous", As a motter of fact foreign investment did occur
in Arab countries and the method used and the sectors in which this was
undertaken did not co-incide with local needs, Had it been otherwise

(1) - E, Bustani, "Arab American Relations", Middle East Forum, published
by the American University of Beirut, Volume XXXVII, March 1961, p.kO.
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our project would lose its "raison dtétren,

- A given percentage of oil revenues was to be invested; such a method
suffers from three disadvantages: '

- It is hard teo fix the right psrcentage for those earmarked sources
might not match with real requirements._

~ The author based the schewe on "oil profite" whose real mgnitude was
very hard te auantify given the secrecy around the oil business,

- No field of invesbhment and no priority wers wvut forward,

Finally, if in spite of all these insufficiencies and disadvantages the
project were realised, what would have been its impact on the Arsb
World?

It was more likely to dlvide than unite Arab countries for it

put side by side U.S. oil companies and tho Arab oll countries, It
follows that the "have-not" could be very easgily inelined to associate
'both entities and 1t is everyone's ruess as to the dividing effect it
would have had in the Arab World,

Finall:r, the “"have-not" are seen c8 passive recipients for
they were not associated with the project and this makes its success
doubtful had it got off the ground,

The second proposal to finance Arsh cconomic Gevelopment
mainly with oil revenues, is the Arsb Fund for Teonomic and Social
Development, It is an improvement compared with the "Bustani" project
but it conteins several difficiencies that have heen outlined in
Chapter I‘.?( qr- PP \M3-~\Bse )

Our project is different from both of them, particularly when

one considers the aims of the Arab Bank for Tevelopmont,

SECTION JII — 2 : ATIS OF THE ARAB BANK F(R_NEVELOPMINT

The objectives of regional developwent banks are more or less
the same: the promotion of economic and social development for the
region as a whole, However, on practical grounds some differences
exist between them because each region has specific economic coniitions
and this reguires specific priority. These differences will be
reflected in the types of projects to be financed., In our opinion the
Arab Bank for Development can fulfil a useful role in fields such as
Joint-projects, technical assistance and inter~Arab trade,
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A —~ Joint Projects

The Arab Bank for Development will finence three types of
projects, namely projects put forward by a single or a "two-plus" Arab
countries or projects wiﬁh regional implications selected snd promoted
by the Bank itself, Tts efforts should be focussed on the last two
types. In our opinion jJoint project does not necessarily mean cutting
across two or more menber countries, it aleo means:

"that even though the project might nol be regional in nature
yeb its mkets or source of supply should be regional, and
the development, of related projects of this kind would

(1)

Given the pregent level of Arab World econonic devalopment, there isg

require régional understanding and regicnal co-operation,”

wide room for such projects.

In the industrial sector large scale plant swould be given
priority. Arab countries couvld finl a useful inepiration in the
specialisation system in practice in the Eastern countries without
losing their independence,

Agriculture must be predominant, especially if one refers to
the Arab World's increasing food deficit. 4 co-operation which does
not allow the Arab World to faed itself is not a co-operation, Jeint
irrigation schemes and the use of river water will surely result in
regionsl advantages,

Reglonal project con also materlalise in the field of
education., This is facilitated by the use of a comwon language, Arabic,
and the presence of teachers from other Arab countrias, The education
system can be unified: this is already happening vebtween Egypt and
Sudan,

B - Technlcal Assistance

In this field the Arab Bank for Devél opment has to rely heavily
on non-Arab skill, but in spite of that it can play an important role
because: _ o
- A1l its members will be developing countries where the public sec’t,or.
plays an important role, This leade to the need for cconcwic planning
and the Bank can help in shaping and finencing their development

programmes, This of course can be done only at the recuest of merber

(1) - H.W, Singer, op. cit, p.211.
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countries, However, if the Bank manages to form a "pool" of competent
experts in this field the "have-not" who carmot afford exmvensive
private consultents will definitely have an incentive to use the Bank,
Furthermore, with time thils pool will become more and more ouwalified

in Arab economies for the basic conditions sre similar,

~ Finally, in the technological field everything remains to be dona,

No Arab country, including Saudi Arabia, is able to undertske alone

the permanent financial burden of research and development in say,. the
field of energy. We chose energy as an example because the Arab World
is spending oil wealth without giving enough attentlon to its
requirements vhen the oil runs out,

In our opinion the Arab World should direect its efforts towards
solar energy(l) because its geosraphical position gives it an advantage
since it recelvss feur timeé%ds%mucﬁfgg‘Western Furope, TFurthermore,
in the field of home-made technology and in every other field, the Arab

World regquirements arc cuvasi-unlimited,

C_ = Other fieldc of Tnter-Arab Co-operation

Although the pessibilities are numerous we ghall 1iwmit
ourselves to commmications, labour and trade.

1, - Communicatioqg

Few Arab countries can uniertake, within their own Loundaries,
an adequate and efficient network of transport and communicatiens,

The Arab countries have already felt the need for such a co-operation
and the proof is the creation of an Arab sabellite which is en
encouraging sign in itself on the one hand, and on the other it
underlines the correctness of our analysis,

The Bsnk can fulfil an important role in this field through ail
the stages of the projects from their suggestioh erd technical
feasibility to thelir financing, One of the first advantages is the
standardization of the system in gquestion, WHowever, transport and
commnication has to be carried out in such a way as to promote the

flow of inter-Arad trade,

(1) - The First meeting to discuss the solar energy application in the
Middle East (The Middle Bast Solar Technology Exhibition and
Conference) was held in Manama Bahrain on April 2L.27, 1978,
Another "International Symposium - “Workshop on Solar Energy"
will be held in Cairo on June 18-2L4, 1978,

Source: OAPEC, New Bulletin, Volume 4, Number 2, February 1978,
p.30.
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2 = Labour

The flow of manpower has already been considered. Treating
the case of African countries H.W, Singer talks about "Migrating
Labour Link" amongst the mewbera of the African Nevelopment Bank,
Here again, by regulating the labour flow at a regional level, the
Arab Bank for Development can find an importsnt field of operations.
Howaver, one has o recopgnise that this point could be very delicate
especially if one refers to the Comecon's experience, Romania(l( has
always opposed such a movement of manpowar,

Two remarks must be made:
~ We arc not considering the free circulation of labour just as
Ne Khrushchev proposed explicitly the 'movement of resources from one
country to anothe;auith resources being urnderstood as both capitsl and
labour, VWhat we have in mind is no more than organised flow
sabtisfying the need of twe or more member countrdes.
- It i3 not our aim to evaluate the relative strength of socialism and
Arabism in this field; we shall consider facts, The fact is that
there already exists a migratory movement btetwean the "have" ard the
Thavenot!, Such a movement has to be orgarised arnd not to suffer

from temporary politicsl problems between the countries concerned,

S b e

As explained earlier, the trend of individusl Arab countries
for historical reasons, has moved away from the Arab region, Another
reascn is the absence of Jjoint ventures, It then follows that by the
creatvion of trmlly regionsl projects the volwre of inter-Arab trade is
bound to imrease; on this ground a wide comnlementary apvears in the
field of agriculture and industrial produets nrovided a regional
specialisation could be worked cut, There is no doubt about fruitful
investments for the Arab Bank for Development, wrabtever the criteria
used in selecting projects,

(1) - At a Comecon meeting a Romenian Delegate claimed that:

"this notion of the international "migration" of the population
is incompatible with socialism = we know only too well that at
the time of the bourgecisie there were situations when the
inhabitants of our country had to leave ... in order to look
for jobs even beyond the Atlantic Ocean; we have seen only
too well how things develop in the Common Farket, which has
securad the 'free circulation of labour forcel. we have never
imagined that a thesis could be voiced concerning the possibility
and utility of a similar process within the framework of the
world socialist system",

cf, M, Kaser, "Comecon Integration Problems",
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SECTION TT - 3 : TNVESTMENT CRITERIA AND STCURITY

A ~ Investment Criteris

Investiment criteria camnot be sepsrated from the nature of
the Arsb Bank for Development itself whlch is a development institution,
from the source of the funds to be invested - publicly owned In our
case « and finally from the specific characteristics of the region
itself which ig an underdeveloped area,

From a general point of view any project submitted to a
development bank for financing can be classified either as a bankable
or a non-bankable project., When development banks were first set up
a bankable prejert was defined as & profitably self-financing project.
It means that, in a given period; the sousght investment will generate
enough revenue to cover its own operating costs, pay the principal
plus interest chavges and produce high enough profits to help the
entrepreneur roemain in business. This definition of a bankable
project led to wha' hag come to be known as a "conflict of ymrposs",
the conflict erising from the nature and the purpose of the bank
itself, On the one hand, as a financlal institution the bank's
capitel must rovélve, on the other hand sas a development institution
the bank mst create the missing factors thal are essential to promote
economic development, These factors are canital, availability of
foreign exchange, capital market activity and no less importent
elements such as entrepreneurship, managerisl and technological
gbilities, Conceguently and very often "the bank's development
purpose comes into direct conflict with its functioning as a bank;"(ly

Basically the Arab Bank for Development does not escape such
a conflict of purpuse, However, through the years the concept of &
bankable projent has evolved and nowadays it can be defined, "as one
which the priniépal and interest can be expscted with an acceptable
profitability distribution, to be rdpaid according to a pre-determined
schedule, Bankable projects for development banks are not necessarily
restricted to those which are self—liquidating."(z)

(1) ~ Joseph A. Kane, "Development Barking", Lexinston Books (D.C.
Heath & Compeny), London, 1975, p.l7.
(2) - J.A, Kane, "Development Banking!, op. cit. p.l18.
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This new concent does increase the nunber of bankable projects and
therefore the field of financing of a development bank itself, because
according to J.A. Kane, "any project with a significent impact on
development should potentially fall within the scope of development
banks financing subject only to the constraint that it can ree§onuhly
be expected that the borrower will be able to repay the 1oan."\1)
However, in spite of this favoureble evolution, given its limited
resources, a development bank camnot finance every bankable project
submitted to it, Therefore a second type of classiflication bebtween
bankable projects themselves is necessary,

Tn selecting its projects a development bank has at its
disposition two sets of welpght: a development impact scale and
monetary returns scale, The ideal solution would be to finance
projects with high development impact and high monetary returns at the
same moment, Unfortunately it is hard to find projects which enbody
both qualities, for more often projects with high development iupact
are not necewsarily economically important and vicenversa.(z) Then,
the problem iS'Wn@ch scale is to be given more welght? The source of
the funds can helé:%ettling the problem., In our case, given the fact
the Arab Bank for Development's funds are publicly owned, the
institution we nave in mind should not try to maximize its profits.
consequently the development impact sesle will be given more welight,
However developnuent criterla vary with time, space end institubions,
At a national level the usual development criteria are mainly the
priority assigned to the various sectors of the economy, the forward
and backward linkage effects, the number and kind of jobs to be
created which have to e compared to existing snd future lsbour Tarce
and finally *hs forelgn exchange cost incurred., The foreign exchange
savings and earnings as a resull of impért substitution and increased
exports respectively are also considered., Other factors could be
considered when it comes to an international institution. In our
case the foreign exchange side of the problem does not constitute a
paramount constraint, because, as seen in Chapter ITI, most of the

oil revenues are kept in foreign exchange. Wowever in the long torm

(1) Ibig.

(2) For instance a school is essential to economic develovment bub does
not produce any finencial returns, The opposite case could be
a “gambling casino™,
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the situation is different. In our opinion the linkage effects
between economic sectors at national level and also between Arsb
economies nust be given special attention.

Finally, we can always consider existing Arsb Turds and
banks! investment criteria as a precedent and try to adapt or adopt
them, Concerning this very point G.7. Cazssadio malinteins that,
tgiven the capitel resources of the Arab World and the present stage
of underdevelopment of the area, it would bs more appropwviate Lo use
less stringent eriteria than hitherto in avaluating projects to be
financed with a lower rate of opportunity cost for capital used by
the funds.“(l) It follows that it is desirasble for the Arab Bank
for Development to use more flexible investment erlteria than existing
Arab lending institutions.

At this stage it is worthwhlle mentloning the case of the
Comecon countries, Concerning thils experience M, Kasur distinguighes
between passive and active industriaiisation, & distinction illustrated
by the First Depuly Director of the Romanian Tnstitute of Tcoconomices
who argues that, "efficliency should be a ceriterion only at 2 second
stage, the first stage being the acceleration of industrial growth

”)

only if specifically designed for the medinm-tern period.  However,

in the present underdeveloped worida"( We nccept sueh an attitude
in the mind of the Romanian econonist the term underdeveloped vorld
means the poorer members of the Comecon, or the ecuivalent of the
"have not" in the context of the Arsb Vorld,

In our opinien, only with such active industrielization can
we develop an aggressive Arab Bank for Development,

As a matter of fact, one of the less Tortunate wembers of
the Comecon was longolia to which the collechivity concerned
concentrated its ald under the form of projects within its long-term
national economic programme. Concerning the advantage of such an
approach to economic development M, Keser writes that, "this ...

(1) G.P, Cassadio, "The Economic Challenge of the Arabs!, Publisher :
Saxon HWouse, D,C, Weath ILtd,, Fngland, 1976, p.lkk.

(2) M, Kaser, "Comecon Integration Problems of the Plenned Fconomies",
xford University Press, 2nd Edition, London, England, 1967. p.211,
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unquestionably has immense international significance serving as an

(1)

This experience could be a useful example by the Arab Bank

example to many soverign states of Asia and Africa,"

for Development, Consecuently when proposing or selecting projects
the Bank ought to give a certain priority to the "have-not", Cux
position is justified on two grounde. On the one hand 1t will tend
to equalize Arab economies and this, in turn, will make easier any
future steps towards economic harmonization or integration. On the
other hanl economic development, espacially at a2 regionsl level is

a deliberate political step therefore the inclusicn of political
factors in the decision taking procesz is fully justified.

However, when lending to a "have" oxr a "have-not" country
for an economic project, e,g, productive unit or a non-economic
project such as building a school, the financial and economie
implications of the project concemed must be pointed wt by the Arsb
Bank for Development to the host couvtry, But for both twpes of
project the final investment decision helongs to the debtor country
or government because the latbter is resoonsible for the revayment of
the loan even in case of a financial failure of the project financed,
Therefore, being the ultimate borrower and repayer the hest country
gtands between the Arab Bank for Develcpmen£ ard the project ltself,
Thiz situation will be reflected in the security of the laan,

Let ws, now, turn our attentlcen te the problem of the terms
of the loan.

B -~ Terms of lLoans

By terms of loans we mean interest rates, maturity and
grace perlods,
- Interest rates: with respect to interest rates one cen refer to the
Comecon's case where, according to Marie Lavigne, ", ,until 1949
interest rates were 2% for payment credit ,.. in 1970 they were
increased but without exceeding GS%,“{Q) per annum,

(1) - M, Kaser, op. cit, p.201. -

(2) - Marie Iavigne, "The Socialist Economies of the Soviet Union and
Eufope“, translated from French by T.G. Maxwell, Publisher Martin
Robertson, United Kingdom, 1974, p.315.



In the same line of idea, M Kasser adds that:

"the rate of credit to socialist countries had ,.. long been
established at 2% (in at least one case « the Soviet loan
to China ~ 1%); the Bank for Interna*ional Feononic
Co~operation in 196k set its top rate for short term lending
at 1.5%, but has not yet given long term credits. n the
industrialised capitallst economies, the marginal rste of
return on long term capital may be put roughly at 5 or 6%
the World Bank levies 5.75%, and private investors lending
abroad may be expected to seek 10%."(1)

It appears that within economic entities such as the Comecon, rates of
interest more favourable than those offered by the market are
cus tomary,

In our opinion the Arab Bark for Development has not to be
set up on a brotherly or religious bhasgis, In cther words loans are
not to be granted interest-free, rarticularly when the institubtion has
to operate on an on-going basis, Dur position is different from
those, who, during the 1950s claimed oil had been granted by God to
the Arabs and consecuently Arab nomw-oil countries have to take their
share, even by force if need arises, _

Furthe rmore, it is needless Lo try to invent the vheel again
by Justifying interest rate charges on economic srounds, It is also
obvious that the "have-not" countiies wilil benefit from the Arab Bank
for Development even though interest rates eousl those of the market,
for the simple reason that those countries do not have adecuvate access
to western capital markets (Chapter IIT), The availability of funds
itself constitutes an advantage, However, in our opinion selected
projects and "counbry-package" should benefit from adecunate rates of
discount, since it is the only way to incorporate grant elements,

Finaelly, it seems to us that interest rates currently
charged by Arab lending agencies, i,e. 3 to L% per annum, are
reasonable. The fact of charging according to the project and the
sector is a satisfactory principle too,

(1) - Michel Kaser, op. c¢it. p.209.
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Grace Period and Maturity

Concerning the grace period; the methods currently used by
Arab lending institutions are advantageoﬁs to the receivine country.
They are functlon of the recelving counbtry's economic siftuation, the
project itself and so on, ,

In the case of the Arab Bank for Nevelopment interest rates,
grace and repzyment periods should take into consideration the
subsetuent elementss
~ The impact of the project on the -Arab VWorld., A project whose
unifying and co~ordinating impact is substantizl on as many Arab
countries as possible ought to have priority and better terms,

« The gector in which the operation is financed. The Kuwait Fund for
Arab Fconomic Development, for instance, gives preference to some
sectors, and its sectoral distribution of loansg is as follows.(l)
Transport, communication and storage 33,6%, Agriculivre 23,57,
Electricity 21,5% and Industry 21,.3%. The Arab Bank for Nevelopment
will have to work out a similar gystem whose Jdirect conseouence will -
be to enlarge the absorptive capacity of the Arasb Vorld as a vhole,

The sectoral preference must be translated into different terms, TFor
ingtance, for the Kuwait Fund for Arsb Feorouic Nevelopment the grace
period is around h-5 years, and the maturity vsries from 10 to 25 ‘
years, In our case different treatment should be avplied to different
sectors, '

Finally we have to recosnize that the terms of loans are a
function of the security of investment, (Given the fact that the
Arab Bank for Development is an intergovermental institution: the
problem of securilty také%ZSEw dimension, Thé measures usuzlly taken
by national development banks to ensure a8 winimim of security for
thelr investment seem quite irrelevant to our case-study unless the
Arsb Bank for Development is investing in privately owned preoductive
units, cheﬁer, in spite of this, the legel framework does exist
in the form of the Inter-Arsb Investment Guarantee Corporation that
has been promoted and drafted by the Kuwait Fund and which has been
ratified by most Arab governments. The objective of “the Corporation

aa

is to protect Arab private investments in other Arsb countries,

(1) - Kuwait Fund for Arab Economic Development,"Annual Report :
1975-1976%, Kuwait, 1977, p.109.
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Therefore one is left wlith two options either to amend the existing
Corporation by including the Arab Bank for Development's investments
or to come up with a new agreement attached to the Arab Bank for
Development 's gstatutes, that will be signed by individuel Arab
comtries vhen joining the Arab Rank for Development,

Finally we have to mention that the overall policy and
objectives of the Arab Bank for Development are a function of the
amount of funds put at the disposition of the Arab Bank for Development,
We deal with this problem in the next step.

SECTION TT - h : THE ARAB BANK F(R DEVELOPMENT 'S CAPITALTSATICON AN
FPINANC TAT, STRUCTURE

First we have to consider the case of other regional
development hanks,

A - The Case of Other Regional Devélopmgnt Banks

If one takez the case of the Aﬁﬁ&ﬁBank for Nevel opment ard
the African Development Bank one finds thatlthey are different from
one another although their aim is wore or less similar, namely to
contribute to the economic and social development of their nonber
countries,

1 ~ The Asian Developiient Bank

For insteance the Asian Development Bank's total subscribed
capital is 2,770.72m, dollars with%?éé.OBm, or just under 28% of the
total amount contribuicd by fourteen non-menmber countries, Of
course the last contrilution is not without counterpsrt since they
were represented by four out of twelve members constituting the Board
of Directors.

The participation of obher countries causes several
cuestions such as, which countries are allowed to contribute? That
is their individual contribution? To what extent is the contrilution
of all the non-members permitted and desirable? And so on, All
these questions have to be answered and the ultimate situation should
be o balanced one facilitating the smooth development of the proposed
institution without alienating other countries to the region's
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interest, However, from this point of view the creation of the

African Bank is more interesting.

2 = The African Development Bank

This case is interesting because the non~-African countries!
contribution was raised and rejected, A compromise was suggested
with the creation of two types of shares:

"A -~ shares for African subscriptions with full voting rights
in the Board of Governors ... and B - shares for non-Afriecan
subscriptions with limited or no voting righta."(l)

Such a compromise was turncd down and the uvltimate solution
was that subscriptions were to be made on a purely African hasis,
However, such an option does not constitute the panacea for all
problems,  Several other difficulbties did exist, difficulties which
will be presented within the context of our project.

H0wever; before doing so we have first to consider the
capltal requirements of the Arab Bark for DNevelopment.

B = The Arab World's Capital Recuiremwents

It is obvious that the copitel resuirements of a developing
country are enormous and that those of a group of twenty developing
countries are unlimited, OQur objective is to calculate vhat would
constitute a reasonable working capitsal for sn instituticn of the
size of the Arab Bank for Development. Cur approach shall be to
calculate first, the magnitude of the funds esrmarked by the Arab oil

countries for the economic development of other fellow Arab countries,

1 - Funds/Earmarked for Arab Countries! ¥eonomle Develovment

A

This can be done through the lending apgencies to fellow Arab
countries, These agencies could be the Kuwsit Fund for Arab Fconomic
Development (3,38Cm. dollars), the Abu Dhabi Fund for Araeb Feonomic
Development (500m, deollars), the Arsb Fund for Teonomic ard Social
Development (347m, dollars), Their combined capital is £,227m,
dollars, Furthermore, Arab countries do enjoy economic aid through
the ‘T¥\avwic 1 Development Bank (2500m, ) and the Saudi Mevelopment
Fund (2900m.), If one assumes that the last two agenciles! capital is
specifically earmarked for Arab countries, which it is nob, one is left
with a grand total of 9,627m, dollars,

(1) B.W. Singer, op. cit. p.215,



219,

It has to be mentioned that the domestic development of the
"have' countries is financed outside the five above-mentioned channels,

What sbout the Arab countries! financisl needs?

- 2 = Arab Countrles'! Financial Needs

As a matter of fact their needs seem almost unlimited, Two
methods will ba used whose aim is just to reach an idea of the
required sum,

Firstly, according to Samir Nour:

"an approximate calculation based on a capital output retio
equal to L allows to estimate at 13Chn, dollars the total
amount of investment necessary to ensure ... 12% armual
growth until 1980"(1)

for eleven Arab countries, namely Zgypt, Jordan, Lebanon, Morocco,
Vauritania, Somalis, Suden, Tunisia and both Yemens.

The aubthor claims that it is reasonable to estimate thai
around two-thirds can be financed through domestic gaving; this means
that 45bn, dollars have to be provided by extemal sources,

Secondly, H, §, Nashashibi tekes the case of Sudan - one
of the several "have-not" countries .. which benefits from the Arsb
Authority for Agricultural Investments and Development(g)(AAAID),

He notes that:

"the Sudsn programme contains some 100 integrated projects

at a total cost of 6,0bn, dollars."(g)
These are the capital reads for just one sector in a single '"have-not",
~ The econclusion is that between t%e capital earmarked by
Araeb oil countries - whose total has been inflated on purpose - for
the economic development of "have-not™ and the financisl recuirements
of those very countries, the gap is wide, According to the first
method the capital earmarked is no more than a fifth of the capital
requirement of the "have-not" from 1974 to 1980, if they had to aim
for a 124 annusl growth,

(1) - Samir Nour, "The Conditions of Economlc Development of Arab Oil
Countries", Revue d'Economie Politiocue, T®dition Sirey, Sentember-
October 1974, Number 5, p.62% (Translated from ths French),

(2) = The Arab Authority for Agricultural Investments and Nevelopment is
Jointly formed by Arab states, and is entrusted with the
implementation of a basic agricultural programme for Sudan and later
for other Arab countries.

(3) - pikmat S, Nashashibi, "Regional Investment for Arab Money", The
Banker, May 1977, p.3L.
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As for the second method the financial needs of one sector -
agriculture = in one poor Arab country, Sudan, is around two-thirds
of the capital earmerked for all Arab co.m'ltries.

This means that if the Arab Bank for Development is to be set
up along the lines we proposed especlally with the possibility of
investments in Arab capital surplus countries themselves, more funis
‘than those of the combined existing lending auyencies will have to be
earmarked for that purpose., Such a move will slso redirect the
reshui(‘ fling preccess towards needy developing countries, The Clare
1
benefit from the reshuffling process we experienced up to 1978
maintaing that the adjustment problem of the 0,E,C.D, countries,

)
Group '™’ beyond confirming our views that lhe latter countries did not

"would be eased if OFEC countries were prepared to zccumulate asgets
in countries which are in a weak financial position, including the
developing countries, Tt would be even hetter if they were more
willing to make long-term loans on soft terms to these countries, or
to make cut right grants, The OPEC counbtries mignt also ease the
position if they were prepared to spend large sums on such activities
as solar energy research, exploitation of which might replace some of
(@) After the
eriticism we directed to existing Arab lending egencies, the Arab

the revenue from oll as that becomes exhausted.®

Bank for Deveclopment repvesents the institutional framework throuph
which such o change of policy of Arab oll comrtries can be pub into
practice. One has to bear in mind the fact that the Arab Bank for
Development shall have to undertske research ani development in the
field of solar energy.

H'owever,. in spite of all these ircentlves to Invest more
oil reverues in developing countries amd therefore in Arsb countries,
the discrepancy between funds already earmarked for the latter countries
and thelr minimum capital needs urges us to bz more cautious when
considering the capitalisation of the Arab Bank for Development,
Nonetheless its capital has to take into consideration the above-
mentioned financial gap, '

(L} The Group owes its origin to a meeting held in 1976 in Clare Collere,
Cambridge., Its members are: A.B. Atkinson, Sir Alec Caimmeross,
C.H, Feinstein, J.S, Flemming, J.A. Kay, M., A, King, R.,C.C, Matthews,
P.M. Oppenheimer, !,U, Posiver, A.R. Prest, W.B. Reddaway, J.R.
Sargent, A, Silberston and J.H.B. Tew,

(2) The Clare Group (C.H. Feinstein and W.B, Reddaway) "OFE(C Surpluses,
the World Recession and the U.K, Economy", Midland Bank Review,
Spring 1978, p.11.
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C « Capitalisation of the Arab Bank for Development

Before considering such a problem one point remains to be
clarified, Firstly, the prime objective of the institution we have
in mind is to contribute to development projects within the Arab
World, Tris excludes any B.O.P. support operations, This function
is fulfilled by the Arsb FMonetary Fund, Tt 18 such an ides which
led us to exclude the Special Tund for Arab Non-oil Countries when we
considered the amount of capital earmarked for the economle
development of Arabh countries,

In our opinion, subscriptions te the Arab Bank for Development
can have three different sources: Arsb public funds, Aradb privste
capital and non-Arab fumds. Subscriptions should be open mainly to
Arab public funds, although Arab private capitsl can play a useful
role in financing the Arsb World's development, a role which will be
outlined later,

The fact of relying axclusively on Arab public funds could
lead to smaller authorised capital, With respect to this point a
comparison between the African Nevelopment Pank and the Asian
Development Bank could be significant, With twenty-seven menber:
countidies the Asian DNeveloprent Bank has 2 capitsl of 2,77bn, dollars,
that is an average of 102.6m, to be invested in individual countries,
We exclude the contribution of the non-member ccuntries for thev do
not take advantage of the Bank, On the other hand, with thirty-nine
countries the African Development Bank has a canitsl of just
U. 4, (1) L00m, or just h&2,5km, dollars, or, in other words, an average
of*lz 35 millions per country.

There is a wide difference due partlv tc the contribution
of nore-ember countries which amounted to a cuarter of the total
capital, TIn our opinion the problem of capitsl should not be seen -
as an obstacle given the current "liquid" situation of the Arab oil
countries, and therefore contributioms must be reserved exclusively
for Arab countries, . , S

After settling the auestion of who 1s allowed to contribute,

one has to comsider the extent of individual contributions, Several

(1) The rate of conversion being U,A,l = U,S, & 1.20635 on Cetcber 197..
ef, Buropa Publications, op. cit,. p.9h.
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methods can be used to determine their contributions, namely size of
the population, size of the country anl wealth, In our case there
is no need to argue aboul the adeauacy of esch criterion, since the
national wealth is obviously the best way. TFor if we base it on
population or size of the country, we still end up with Sudan (s
"have-not" ), a needy country having to contribute more than Kuweit,
a surplus or "have!" country, This also mesns fixine specific
Tguota to individual countries and that is unrealistic glven the
realitlies of the Arab World. We can also Laks the case of other
reglonal banks and existing Arab financial institutions.

Concerning the first point it appearc that the African
Development Bank, the Asian Development Bank ard the International
Bank for Economic Co~operation menber contribution is based on their
individual wealth,

For the second point, the wegnitude of national wealth plays
an importent role., However, concerning the Arab Viorld another
element has to be taken into account: the degree of political
commitment of every country to tle problems of the Arad region, For
instance, if we take the case of the Arsl Mounetary Fund, Saudi
Argbia and Algeria conbributed eoually - 130w, dollars - although
the Savdl and Algerian wealth are hardly'cbmparablee Irt our opinion
there is no way, for there is no supra-national authority, to oblige
any Arab country to contribubte, let slone meke specific contridbubions.

Therefore it is wise to leave the door open to contribution,
The reason is simple: the crucial element behind the success of
Arab co-operation, in any field, is nothing but the will and the
free will of the Arab states. Furthermore, once Arab countries
are convinced that they have too much to gain, e.g., the advantages
presented earlier, and nothing or little to lose from such a
co-operation, only technical obstacles will remain, It follows that
it is hard to ascribe a specific capital, likely to emerge in the
case of an "Arab Bank for Development" under one form or another is
set up, However, our study recuires us to come up with a proposal,

Glven the fact that capital requirements are unlimited; we
shall suggest a "floor", Such a floor has to consider the wide gap
between resources and reouirements of Arab countries, it must also
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be a function of the objectives we set forth for the Bank, It
follows that 15bn. dollars could be reasonable, In our opinion a
reglonal bank with such a capital and working on an on-going basis
can moke a significant contribution to the development of the region
concerned, |

Such an amount is less than the oll revenues surolus for
any one year within the Arab World, It does not lsad teo any
disinvestment in the western countries on the part of the Arab oil
countries, Turthermore, not all the 15br. dollars will fall on
their shoulders becauvse the "have-not" must contribute, just like
they participated in the Arab Monetary Fund, Fowever, one of the
criticisms we directed to the Arab lending apencies was that the
paid-in capltal was negligible,

If the Arab Bank for Develcpment iz to have an "aggressive!
policy, as is desirable and necessary, it must enjoy consecuent
resources at hand, It follows that at least 507 of the suthorised
capital maist be paid in; or in other words 7,5bn, dollars, It
is not necessary to calculate the average conbtribution for Arab
countries will not participate evenly, However, both the authorised
and paid-in capital depend on the extent to which the Arab Bank for
Developument is allowed, encouraged or rvestricted to tap other
sources,

Amongst those sources Arab private capital occuries a

specilal place in the financing of the Arab Torld developuiont,

Tappine Arab Private Funds

We shall consider the role of Arab private capitel at a
regional level only, Actually it is not easy to calculate the
magnitude of these funds but, as a cesult of the 'spresd effect!
they are becoming increasingly important in the Arabian Peninsvla,
However, their existence does not mean that incentives slready exist.
These funds are not idle and therefore the Bank must come up with
8 whole set of incentives to attract them if willing to do so. For
instance, H, Sh. Nashashibi takes the case of Arab private
investments in western industrialised countries, Beyond confirming

the arguments we expressed in Chapter YII, the author coumes up with
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the conclusion that:

"in view of the restrictions; the surplus Arab countries
have made increasing efforts to direct a port of their
finaneial resources to the needy Arsh countries‘"(l)

This underlines the correctness of the opinion expressed earlier in
this chapter, but it is concerned mainly with public furds, Wowever
his second conclusion is that:

"the last two years have seen a turning point in both levels
and in the methods of private capital Tlow within the Arsb
region, coupled with the begimming of a shift in enphasgis
by Arab financial institutlons and centres from
international investments to regionsl and domestic
investments, A process of 'involvemen:! in the region's
growth has clearly set in ... At long last they have
started to play the role anticipated from them, namely
to bridge the r?g%on's demari and supply of Toanable and

2

This shift has not only to be welcomed but it has to be fully and
advantageously used by the Arab World. That role can the Arab Bank
for NDevelopment pley in this field?

equity funds...

The Bank can take advantage of thé Arab private capital in
two ways, either by borrowing or by associating it directly with the
finaneing of the projects. Borrowing can be elther direct or take
the form of bond issuing in countries where such funds ave available,
e.g, Kuwait, the U.A,E. ard Saudi Arabia, As for the second
alternative the terms and magnitude of this assoclation raise
gseveral problems: such as security and ademuate financial reburn, A
management and supervision of the operations, The apPUquwmncﬁfcx"
an Arab financial market, autonomous and 'inward looking' will be
very helpful, and poses less technical difficulties, Vowever, we
have to be aware of the fact that Arsb private funds must be offered
more attractive terms. Conceming this very point Y, Sh, Nashashibi

(1) - wikmat Sh, Nashashibi, "Regionel Invelvement for Arsd Money"
The Banker, May 1977, p.33. The author is an avthoritative
source because he is Head of the Kuwait International Investment
Company, an investment company concerned with the investment of
Kuwait private funds,

(2) - Ibid, p.3k.

>
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writes that the flow of private funds between Arab countries:
"has become an inevitable trend which extends beyond
mere nationalistic considerations to represent in pure
economic terms the most successful - arnd significant -
financial flow among Arab countries."(l)
According to the same author, Arvab borrowers raised around
112m, dollars in the Kuwalt market in 1976; on the other hand
institutions in charge of this “commerce" have been compensated
because their financial éarnings stepped-up during the seme year.
It seems that the problem of finance is more or less removed,
provided that the Bank offers eoual or better terms for Arab private
capital., |
In our opinion the problem of capitalisatim can be summed
up as follows: At least in the early stages contribvilon has to be
made on & purely Arab basls, with reliance on public Tunds but the
door must he left open to Arab private funds. In cur opinion such
8 method minimizes the problems arising frow the menagement of the
Bank itself, which is presented in the following part.l

SECTION IT - 5 ¢ MANAGEMWNT OF THE ARAB BANK FOR DWVELOPRMENT

A - Managenent

As a matter of fact the managemerd, of such 2 regional
institution is function of its capitalisation, (i.,e. member countries,
the degree of political cohesion between the latter znd finally
individval contributions),

The first problem is the formation of the Boari of Directors,
This body will be constituted by finance ministers srd /or central
bank or monetary agencies' governcrs and ministers in charge of
economic development in member countries. Our suggestion is not
fortuitous.

Firstly, & truly regional co-operation necessitates
harmonisation in the fields of econowics and finance,

Secondly, Arab finance ministers are already members of
the Board of Directors of the Arab Moneatary Fund, This, in our

(L) - Toid, p.3h.



opinion, is a de facto harmonisation between both institutions
whose fields of competence are different and complementary,

The second problem is the choice of the Ixecutive Directors.
Eight Arab countries form the executive Board of the Arsb Monetary
Fund, A quick look at the members(l) shows that the Arab countries
succeeded in achleving a fair representation both on geographical
and wealth levels, In our opinion it is an adecuate principle and
we see no reason why it should not be successfully avplied in the
case of the Arab Bank for Development., Consecuently the executive
boards of both institutions - Arab Fonetary Fund and the Arab Bank
for Development - will be more or less complemenﬁary.

The third problem is the cholce of the Venaging Director.
For every regional bark the selection of the candidate for such an
office is an swkward problem, for both politics ard competence have
to be considered, ITn our opinion it is wise to chooge the present
Managing Dirsctor of the Kuwalt Fund for Arab Economic Nevelopmwent,
and such a cholice can be justified on several grounds,

Firstly, according to our project, the Kuwait Fund for Arab
Eeconomic Development will disappear.

Secondly, this institution has a long-standing experieice
in the field of Tinancing Arab economies, and finally, Kuwait, in
spite of its contribution to Arab economic development efforts is
not a member ol the Avab Monetary Fund's execubtive Board.
Furthermore, Kuwalt could even provide the Weadouvarters - the Kimait
Fund for Arals Economic Development's office -~ and thus solve another
problem, Over the years the Arab Bank for Development will have
more and more problems to tackle and, therefore, the creaticn of
sub-regional offices is to be envisaged.

The fourth problem is the voting risht system; two options
are open to us; eaither according to the member's contribution or
according to the wrinciple "one country one vote", Ve shall settle
for the method in practice in the Arab Monebary Fund and Islamic
Development Fund in which the voting system is a function of the

(1) ~ The Executive Directors of the Arab Yonetary Fund (A M,F,) are
supplied by Algeria, Bahrain, Tgypt, Jordan, Mauritania, Sandi
Arabia, Somalia and the United Arab Emirates,

The Managing Director was provided by Iraq (Mr. Jawad Hashim,
a former plaming minister).
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member'!s capital contribution, Our choice has two advantages., On

the one hand it has already been accepted as a principle by Arab

countries and it is very likely to have a positive influence on

the Arab Bank for Development's capital, In our opinion each Arab

country shall try to have & maximum say and consecuently they will )

make their meximal contribution., This opinion c¢an be checked by yﬁ‘“-&ckdk
o Areb countries with surpluses have made the bizpest contribution

in the cases of the Aradb lMonetary Fund and the Tslamic Development

Fund. ’

The fifth problem is the decision taking process, three
methods are avallable: simple or abs=slute majerity or unanimous
decision. It could be interesting to know the method used within
the Arab Fonetary Fund but, unfortunately, we are not In possession
of such information. In our opinion a simple mejoerity could be
ehough,

Minally there is another element likely to contribute to
the Arab Bank for Dévelopment's success.. . As mentioned throughout
this research and mainly in Chapter one, in the Arab Iﬂ::fld the level
of literacy is very low, To be more specific, one can say that
Arab countries are underdeveloped i the field of finencisl know-how,

Every bilateral or multilateral lending agency haz to rely
on foreign skill when it comes to the appraisal, fimancing and follow-
up of projects, It is obvious ihet the Arab Bank for Development
will not be immne to such a weakness but at least it will remove the
duplication of the recourse to this type of skill. Furthermore, in
the case of the Arab World, the Arab Bank for Development has already
at its disposal a valusble assel, namely the staff of the institutions
the Bank will have to englobe, Their finsncial =xpertise coupled
with their knowledge of Arab countries' economies and problems will
surely be useful to the new institution, '

Before finlshing this "technical part" one should refer to
another organisational problem: the Arab Bank for Development s
relations with other institutions,

B = The Arab Bank for Development!'s Relations with Other Institutions

Relations with as many entitlies as possible have to be

envisaged.
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1 «~ Relation With the League of Arab States

The Arab Bank for Development will be related to and
autonomous from the League of Arab States, By being connected to
the League of Arasb States it will create and strengthen consultations
between Arab cowmon institutions. By being autonomous - like the
International Bank for FBconomic Co-operation with the Comecon central
authorities - from the League of Arab States, the Arab Rank for
Development will not be under any political pressure from it, armd,
more importantly, the Banle will stay away from regular Arad internal
set-backs bound to be witnessed by every entity on its way to

formation,

2 = Relations with Member Countries

These links should be as close as possible, esrecially with
domestic institutions concerned with fimance and devclopmsnt.,  This
link is more or less assured '‘de facto! because member countries!
finance and eccnomic ministers are already manbers of the Board of
Governors of the Arsb Bank for Nevelopment. TFurthermore, the
creation of joint-commnitbtee grouping Arab Benk for Nevelopment 's
experts and officials/experts from member counlries is to be
promoted,

These relations are the most lmportent ones Lecause they are
at the core of the project's svccess or fzilure. It is also a risky
field because individual states! prerogatives cn the one hand and a
necessary "aggressive" policy on the part of the Bank on the other
hand,

Tt follows that clashes between both bodies have to be

avoided by all means,

3 ~ Relations with Arab Bilateral and M™altilateral lLending Apgencies

With the agencies concerned with development problems -
Kuwait Fund for Arab Economic Development, Abu Dhabi Fund for Arsb
Economic Development, Arsb Fund for Economic and Social Development,
Islamic Development Fund ard the Saudi Development Tund - already
incorporated into the Arsb Bank for Development, only funds concerned
with B.O.P. support are left, It is preferable to see these funds
merging into a single institution which has to be closely linked to
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the Arab Bank for Development. On the other hand if things stay
as they are the Arab Bank for Development must have relations with
each one of them, Regular contact has to be established and if
need arises joint commitbees have to be set up. The link between
the Arsb Monetary TFund and the Arsb Bank for Nevelopment has

already been referred to,

L ~ Relations With Non-Arab Tnsbitutions

By non-Arab bodies we mean non~menber countries and
international orpanisations, Vith the former, esvecially th-ose
engaged in the economic development of the region, a member conntcov's
contacts ars necessary de facto, It is these countries which are
providing the bulk »f expertise,

With the latter such as the I.M.F,, the Yorld Bank -
institutions able to provide financial and technical expertise -
official relations are a nust,

In our opinion those are the manasgement, technicel and
organisational difficulties that have to be dealt with, Towever,
there is a provlem thalt we have not yet mentioned and whosze ‘
jmportance is paramovnt, especially in the context of the region e
are concerned tith: the unit of account of the Arab Bank for
Developiment ; which currency or currencies cevital has to be paid ing
which currency the Arsb Bank for Development will be using and so on.
These questions constitute the substance of the next section of wur
present chapter,

SECTION TIT : Tuh UNIT OF ACCOUNT CF TrR ARAB BANK FOR NEVILOPM™NY

This problem will be dealt with in three stages, Tirstly a
comparative study of other regional development banks, secondly,
the current situation of the Arab World in the monetary field, and
finally the case of the Arab Bank for Development will be presented,
However, before dealing with these problems we have to settle the
problem of sgtability of the currencies in which loans -are denominated,
In our opinion whatever the currency/currencies used by the Arab Bank
for Development to denominate its loans in, including the 3,D.R.,
they are being eroded., Every capital lending institution llves with
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this problem, conseguently one should not expect us to come up with

any solution,

SECTION IJT - 1 ¢ TWS UNIT COF ACCCUNT OF OTH®R REGIONAL NRVILOPMINT
BANKS

By olher regional banks we mean the Asian Development Benik,

the African Development Bank and the International Bank for Tconomic

Co-operation,

A -~ The Asian ard African Devel opment Banks

For the Asian TNevelopment Bank the unilt of account is the
U.3. dollar, but the contribution is not wholly paid in the Awerican
currency, but partly in gold and hard currencies and partly in
domestic currency; more specifically:
"h6,25% in geld or conver%i%le currencies and 53,75% in the
114

This system can bz considered as a c¢lassical one for it does not

currency of the mewmber,

contain any inmnovaticn and from this point of view does not present
any importence comparabively to other institutions, The same
Judgenent applies to the African Development Bank because:

"payment of the smount subscribed to the pald-up capital

is made in gold and convertible currencies," ?
However, both systems are understandable because both institnhions
were conceived in the early '60s (1964 ) when gold was the pillar of
the international monetary system (IM3) and the Americsn currency was
enjoying a similor status, Since then, much waler has run unler
the bridges cnd, on one hand, gold 1s being "phased out" of the I,.'7,5,
on the other hand the VWorld confidence enjoyed by the U,S, currency
seems to have been dameged., In that éense, neither bank indicates
future trends in the field of financisal structure arranszements,

From this point of view the experiment of the Comecon

countries is more worthwhile studying.

(1) = "The Far Fast and Australia 1975-76", Europa Publications Ltd,
London, 1975, p.l09.

(2) - "Africa South of the Sahara 1975-76", Wuropa Publications Ltd.
London 1975, p.9k.
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B = The International Bank for Tconomic Co-operation

This case is more complex for it led to the creation of a
"regional international payments" system based on the Transferable
Rouble (T.R.). Trade between menber countries is undertaken in
national currencies with the possibility of converting the balencz
into Transfersble Roubles, However, whalt is the Transferable Rovole?
It is the eauivalent of 0.987413 grammes of pure gold, But,
according to M, Lavigne:

ithe fact that the currency is the rouble gives no special

(1)

The Transferable Rouble is not used by the nationals of1the Comecon

advantages to the U.S,S5.RH."

countries for their daily life, It is just a medium of payment
between the cowntries party to the 1963 agreement which led to the
creation of this monetary unit,
Furthermore, ulthough the Transferable Rouble is not

convertible, sccording to M, Lavigne:

", ..there seemed to be a step towards convertibility in

October 1965 when countries which were menbers of the

banks decided to subscribe a part of its capital - LO¥

~ in goid and convertible foreign currencies, A

further 107 was freed in the same way in 1970.“(2)
It follows then, that the move towards convertibility is taken step
by step. From another point of view, it seems that the Tranctfersble
Rouble is backed by gold but not automatically convertible into
gold; furthemore the Transferable Rouble: "as a unit of payment

(2)

However, since then, the situation has changed because:

could not be displaced by gold and foreign currencies."

s few montha 2go the regulations governing the funectioning
of the Transferable Rouble were revised to permit traders
in non-communist countries to choose between stockpiling
the proceeds of thelr exports to the Tast in Transferable
Rouble account, and using them to buy goeds from other
countries in the region, things they were not previously
encouraged to do.“(g’

(1) -~ Marie lavigne, op. cit, p.3LL.
(2) - Tbid, p.3Lk,
(3) - The Observer, "Russia's Capital Idea", Iondon, 20 March 1977,




The move has been taken Lowards the consolidalion of the
Transferable Rouble, & consolidation seen by some as a challenge to
western currencies, The point to be made is that the Common
Agreement led to the ereation of a new currency dif ferent from
every member's currency., The system hags been operating for more
than a decade and it gained in strength,

The question of the convertibility of the Transferable
Rouble has been repeatedly raised and the U.S.S.R. always opposcd it.
The Soviet Union clalmed that such a auestion has to be treated in
the context of the Comecon's interest, The convertibility or
non-convertibility of any Arab currency has to be considered in t'ds
light too., However, before treating the creation of such a currency,
the experience of the European Economic Commmnity or EX.C., has to
be considered,

C = The Case of the %.%.C, Countries,

g—

In this field the EE.C. is rich in contributions: the
Werner Report, the crestion of the RBurope ard finally the creabion of
the Burostalie(RS),

Since the esrly 1970s the E.E,C. members set for themselves
the difficult hLask of monetary integrétion. The proposals for such
a scheme are contained in the Werner Report adopted by the E.W.C. in
Yarch 1971. The report aims at full economiec and monetary union to
be implemented in three steges over a decade, i.,e, by 1981, This
document is too complex and by far outstrips our current aims, that
is why we put it aside,

The second contribution to our field is just a proposal mde
by nine Viest European prominent economists, They proposed the
creation of a single European currency called BEUROPA, with a constant
purchasing power, VWith respect to our regsearch two points deserwe
our attention:
~ the issuing of the Buropa is undertaken by the E,K ,C, central banks,
- The Buropa "..should be purchased by nationals of E.E.C., countries

(1)

with their national money, at a variable exchange rate."

The proposal is heavily based on central banks and private intemational

banks, Given the present Arab countries! banking system -

(1) - The Eeconomist, November, 1975, p.33.
The Yenifesto of the nine economists is published by the sbove-
mentioned magazine, pp. 33-38.
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cf, Chapter IV -~ the realisation of such a proposal is unthinkable in
the Areb Vorld's context, Furthermore it has not even received
great attention in the E.E.C. area and, therefore, we do not feel the
need to carry out further investigations,

- Finally, the last proposal has been made by Jacoues Riboud.

Jacoves Riboud's Proposal : The Burostable (RS}

We shall not undertake a thorough sindy of the Furostable,
but concentrate mainly on the originality of the project,
~ The Furostable is an abstract currency because it is nol based on

any resources,
~ ITts value proceseds from its constant purchasing power, Such a
constency 1is rsached by using new technirues such as consumer
price indexes,
~ The Eurostable is not to be used within individnal stetes for:
"a unit of account extra-national, and exclusively extra-
rational, which does not serve for ultimate settlements
within states can be adjusted relstively to national
currencies in such a way &s to maintain a §tabje value, the
egasential quslity of a monetary standard,"\l)
- Another cuality of the Furostable is to be sufficiently svailable,
- The Surcstable is to be issued by mevber cownbries! central bhenks
and the Lig private banks,
-~ The role of the Furostable is to compete with the U,S, dollar and
other strong currencies in the Turo-~currencies Market,

The author raises several problems related to the creation of
any currency, the main ones being: thekate of excrange bhetween the
Eurcstable and Turopean currencies, anl the problem of speculation,
According to J. Riboud Europe shall derive some advantaces from the
creaticn of a unicue currency.

-~ According to the author, given the stabilibty of the Turostable,
inter-European trade will be smoother,

(1) ~ Jacgues Riboud, "A Currency for Burope : Ths Turosiable!

(in French), Edition Revue Politioue et Parlementaire, Paris,
1975, p.23L.




23k,

~ Buropean financial resources will not fly out of the country,

~ Nonwmember countries will be inclined to transfer thelr resources
to Europe, by countries J, Riboud specifically means the OFEC
countries, ,

- Finally, raw material prices will be stabilised provided they are
fixed in Furostsable,

Another advantage is that:

will affirm tre

monetary irdependence of Turope, a necessary condition for

"the Burostable, in circulation and in store,
economic and political independence ... & moretary union will
constitute for the World a proof of the Furopean will for
unity and independence," (1)

The creation of an Arab currency will have to take into account
the experience of other regions and mainly its specific aims and
condi'bions in the monetary, political and economic fields, This
currency will not spring from nothingnhess because some realities exist
and some steps have been teken; it is necessary to present all
these elements, By realities we mean the srowing use of some A¥ab

currencies,

SECTION IIT .. 2 ; THE USHE OF ARAB CURRENC IES

The use of Arab currencies, beyond their own frontiers, is a
new phenomenon ard could be considered, in some ways, as one of the
positive effects of the oll erisis. After 1973 Arab oil counbries
became aid donorg and "money lenders" amd in that cepacity and given
their financial abllities they were in a position to decide the
currency the lcanvod to be denominated in, The number of loans
denominated in Arab currencies was high in 1973 ard 197h. 4s a
matter of factv, Arab currencies were being promoted in two different
ways: either individuslly or baskets of Arab currencies,

A —~ The Growing Use of Individual Arab Currencies

A type of currency worth while mentioning is the kind resulting
from the creation of mltinational agencies, We have in mind

particularly the "Islamic Dinars", created with tte TIslamic Nevelopment

(1) - J. Riboud, op. c¢it, pp.233-L.



Fund (IDF) that we presented in the course of our previous chapter,

However, the impect of such a currency hes been negligible
and therefore, from the point of view of the creation of an Arab
currency, it is not imrmortant. It apvears that the currencies
promoted belonz mainly to individual countries, But not all the
Arab cii countries moved in this direction. _

The absence of initiative cammot be explained by the
magnitude of cil revenues, because in this field the Saudi Riyal is
absent, Criy thiee Arab currencies were promoted, namely the
Lebanese Pound, the U.A.T. Dirham and the Yamwsit Dinar, We shall

pregsenc them in this order,

1. The Lebanese Pound

As a matter of fact the Lebanese Pound mns the first one to
be used for loans outside Lebanon and well before 1973, This was
due mainly to the expertise of Beirut at thet time khecauvse Lebanon
was the "Switzevland of the ¥Middle Fast!", Tronically enough the
1973 oil crisis damaged the role and importance of this currency
whose collapse c¢an be explained by three reasons:
~ The absence of any surpnlus funds on tre part of +le country

concerned,

- The growing oll revenues in neighbouring countiries and this gave
more confidence to thelr nationals to promote their own currencies,
This has been complicated by the Lebanese Luthorities vho
discourage local institutions from perticipating in issues in other
countries, ‘

- Finally, the two-year civil war shattered any hops, if there was any,
of seeing the Lebanese Pound re-erergine as a leading currency in

the region, Otker currencies took the i=2lay.

2 — The U,A., Dirham

This currency apreared mainly in 1974 when a loan denominated
in U,A,%, Dirham was granted to the Vorld Bank, Another step has
been a medium term loan for the benefit of Abu Dhabi Telegraph and
Telephone Company,  Several other private placements occurred.

(cf, Appendix V-I),
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3 « The Kuwalt Dinar

Fuwait has long standing experience in this field too,
because loans granted by the Kuwait Fund for Arab “eonomic Nevelopment
are actvally denominated in Kuweiti Dinars. - Two other loecel
institutions - the Kuwalt Investment Cowpany (KIC) and the Yamait
Foreigrn Trading, Contracting and Investment Company (¥WMEIC) - are
active In this fieid too, however, "the meost notable development in
1974 was verhaps the first aprearance of public issues denominated

()

in Kuwailti Dinars The beneficiaries of the last two currencies
are very nunerous and cover a wide rancge of public bodies such as
Algeris, Sudan, 1lhe World Bank, the Asian Develomment Rank and
Ireland, For the full l1ist up to 1974 (cf, Appendix V=1).

The main reason which explains the saccess of such develop-
mentg is that loans dsnominated in Arab currencies leave intact the
borrowerts access to the Burobond and Furo-currencv wmarkets, e
shall not, at thils stage, take up a position for or esainst because

we have first tvo consider the second type of development,

B ~ BRaskets of Arab Currencles

The purpose of these baskets or cocktails ig two-fold: on
the one hand to widen the mmrket and on the obler hand to avoid
fluctuations, As a wmalter of fact the system is Aifferent from the
previous one tecause loans are not denominated in any Areb currency
or currencles, They are denominated in U,S, dollars mainly, the

innovation appesrs in the fact that repayment is aiiusted to several

Arab currencies; only three cases occurred in the rears 1973-7h.

1, - Pirst Case : The Oman Joan

Three financial institutions -~ Hambros Benk, the Kuwait
Forelgn Trading, Contracting and Tnvestment Company and the Libys
Foreign Arab Bank - menaged a loan to the Cman government, a loan
denominated in American dollars, Howiever, rervayment was to:
"he adjusted in accordance with six Arabian Gulf currenciles
~ the Kuwaiti Dinar, the Saudi Riyal, the “atar Riyal, the
Bahrain Dinar, the U,A.E, Dirham and the Cman Riyal."(?,

(1) = The Bsnker, "Oil ard Money", March 1975, p.287.
(2) The Banker, March 1975, p.289.



2. = Seeond Case : The Arab Currency Related Unit or ARCRU

The Arab Currency Related Unit was put into practice by
the Hambros Bank, The value of the Arab Currencv Related Unit is
function of the movement of twelve Arab currencies, with the base
date being June &, 1974,

"in arriving at the value of the Arab Currency Related Unit
on any cine day, one excludes tle itwo strongest and the two
weakest currencies andl calculates the value bhe reference
of the remining eight."(ll

This formula has three advantages:

- The value of the Arab Currency Related Unit 1s calculated deily,

-~ The value and performance of Arab oil countries' currency is
represented along with some "have-nobs" currencies, the currencies
involved being those of Algeria, Libya, Zaypt, Irac, ¥uwait, Lebanon,
Oman, Oatar, Sudan, Syria and the United Arab Bmirates,

- Irregular - upward or dovnward - movements of anv one gingle
currency are eliminated.

One Swedish Firm was granted a loan this way,

3. = Third Case : The Banouve Exterieure d'Alcerie Toan,

Thigs final experimznt is mainly due to the ﬁnnovatidn of &
Joint venture operation, Even though other finarcial interests
were pocty to dt, it was mainly managed by the Firs® Chicago snd the
Kuwalt Foreign Trading, Contracting and Investment Cowvany, This
1974 project was a bond issue from the Banoue Txterieure d'Algerie,
however, it never got off the ground, The loan was aboat to be
denominated in, and repaynent to occur in, U.S. dollars, The
innovation lles in the fact that repayment is fimction of the
performance of three Arabian Gulf currencles; the Kuwait Minar, the
U.AE, Dirham and the Natar Riyal.

In our opinion the use of individual Arab currencies and
composite units constitutes the main element of past trend, and before
moving to likely future developments some conclusions have to be | ‘
drawn,

(1) ~ Tbid.
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- Firstly, the omipresence of the Kuwaiti Dinar, This translotes
not only the capital surplus of the country concerned but also the
newly acouired financial experltise of its nationals, mainly
through the Kuwait TFund for Arab Tconomic NDevelopment.

-~ The role played by Fambros Bank deserves some attention., The
quasi~lead teken by this institubion is very telling in itself,

The result 1s that in the monetary field - just like the financial

field (cf, Chapter IIT), Arab countries still feel the urge to

associate themselves mitﬂ, or go through, non-hrab institutions,

One is left with the feeling that a kind of "endorsement? must be

given to Arab institutions, This could be useful to & certain

extent, However, the ultimate result remains difficult to fores=e,

The past trend contains obvious disadvantages,

- There was no uniformity between or continuity in the diverse
experiments, This led to a situation where several currencies
were being promoted at the same time, Consecuently a de facto
competition emerged, one which vichtimized the lLebanese Found,

- Mthough only regional currencies were ceacerned the 'ascperiments
in themselves were "imported" and this unilerlines the "difficulte"
of individual countries to come un with home-mede and howme-
applied pro jects.

One has to concede, albelt happily, that the last criticisw spplies

only to the peried running up te 1975, becaunse from then cnwards sore

progress has been made, which will constitute the substarnce of our

next section,

C = The Gulf States! Common Currency

As a matter of fact we are in possession of little information
concerning the above.mentioned currency, because it has not yet been
created, It is hoped that it will be introduced by mid-1978, Tve
currencies are expected to form it: the Kuwalt Dinar, the Bahrain
Dinar, the Qater Riyal, the U.A,E, Dirham, and finally, the Cman Riyal,
It is thought that this currency will be in the form of a dinar or a
riyal,

. According to Sheikh Abdul Aziz, the creation of a Gulf
States! common currency constitutes the first step towards the
establishment of a market for that specific region, the structure and
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aims of such & market have to be clarified,

The second point is that not all the Arabian Peninsula
countries are party to the project. The leagt one can say is that
the absence of Saudi Arsbla is too obvious,

As mentioned earlier, those countries do not enjoy any
comparative advantages amongst themselves,  Furthermore, in 197L
the combined population of four of the countries concerned by the
pro ject, Kuwait, U,A.E., Bahrain and Oman, was jiust over 2,2m,
Inhabitants. Tt is too small a population for a market,

In our opinion, given the volume of inter~Arab trade, and
given the level of economic development of individual Arab countries,
it is lwmpossible that any individual Arab currency will emerge as a
comuon currency for the enbtire region, On the other hend, the
creation of several sub.regional currencies does not constitute the
way out., The reason is that sub-region2l currencies will bhave to
be based on sub-regional mavrkets, or, in other words, more viable
political ard seconomic entitlies and therefore less inclined towards
a "regionalisation" of the solutions to intrinsically regional
problems, In our opinion the solution 1s the creation of a single

currency for the whole Arab World, one which we shall call Arab Dinar.

SECTION IIT -~ 3 ¢ TUE CREATTON OF AN ARAB DMAR

The creation of an Arab Dinar (AD} is a necossity =nd, in
the present context of the Arab World, has to be sicen as inevitable;
but in spite of that we feel the need to Jjustify il,

A - Justification of an Arab Dinar

The creation of a single Arab Dinasr can be justified both on
political and economic grounds.

- In Chapter II we showed the advantages accruing to the U.S.A, because
oil revenues were paid and kept in its currency. If an Arab Dinar
comes into being all of these advantages will accrue -~ and rightly
so - to the Arab World.

This is shown in the next table,
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Existence of a Single Arab Currency
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In this scensrio the following assumptions are made,
~ The Arsb Vorld is seen as a single economic unit, The subdivision
of the other two groups in to countries would not affect our
analysis.
~ We distinguish between oil and non-oil trede,

-~ The Arab World sxperiences a surplus current account, This is a
fact from 197 onvards,

- The o0il bills are settled in Arab Dinars. Jt Adoes not matter if
oil prices are calculated in another currency or group of carrencies,
- The foreign trade of the Arab World is carried out in Arad Dinars,
It meuns that the latter is on eoual fodting with the so-called'mhard
currencies" in which the “orld trade is underteaken,

Then vhat ere the implications of soch a situation as far
as the reshuffling process is concerned? e

Aceording to the diagram the surpluses accumulateéﬂin Arab
Dinars and if one makes abstraction of the working of the Yorld
banking centres or one supposes that the Arab “World has its own
banking centre the surpluses are geogrephically located yithin the
Ared World, This would have made it more 3Iifficult fo;\U.K. and
particularly the U.S.A. to cope with the oil crisis (¢f, Chapters TIT
anl 1V), It would lhave also meant that the Lfrab Yievld is primarily
involved in the reshuffling process whereas uo bto now we have seen
that ib was a passive generator of funds,

On the other hand, the existence of a singie Arab currency
used by all the menbers of the Leapue of irab States would have had
the effect of assimilating the Arab World as a single area and the
present Arab countries as its composing regions. This situation
would have partly contributed in solving the current payment
imbalance existing between the three groups. In practical terms it
would have increased Areb imports from 0.E.C.D. and non-oil developing
countries, As we said earlier, the Arab Vorld as a vhole has a
large absorptive capacity, conseguently a single currency would have
transformed the latber into larger imports because it would have
given to non-oil Arab countries the cepacity to import more by paying
with Arsb Dinars with the latbter being used by exporting countrles
to pay for their oil bill. Under similar circumstances the
financing process would have been of a smaller size because goods
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would have followed money.

However, the problem becomes more complex 1f one considers
the power issuing the Arab Dinars, If the Arab Ninar is freely
issued by Arab governments, a very unlikely situation olherwise it
would not have a stable value, we wovld have had the scensrio
mentioned above and the oil crisis would rave led to wigher world
activity instead of a recession, On the other hand, if the Arab
Dinar ig issued by a common institutlon sueh as the Arsb Monetary
Fund or the Arab Bank for Nevelopment, sume kind of mechanism would
have been necessary, le call this mechanism a restwuffling process,
Under this circumstance the reshuffling process would not find ways
and means to finance oil-induced B,0.P. deficit according to every
country's recuirements but distributing all or psrt of the surpluses
between the nonwoil Arab countries in order to satisf~ their imports
regquirements for development purposs,

The conclusion is that eibher thenﬁrab Ninar is Lssved by
individual Arab countries or by a2 comion inztitution its existence
would have minimized the rnegabive asvect of the oil cerisls for the
three groups of countries and primsrily for the bheneflit of the Arab
World,

The creation of an Arab Dinar would also meen cther types
of advantages accrulng specifically te the Aveb World. TFor
instance the fact of issuing money ros 2lwsys constituted a
privilege, called seignilorsge, for the issuing auvthority,
~ It also means a posiltive step towards the creation of a regional
mrket which has to be defined, especially if one refers to the
failure of the Arab Common Harket.(l)
~ For Jacques Riboud, the creation of an Furostable has to be seen
as proof of the T.,E.C's will to unite and be politically and
economically independent., The same arguient applies to the Arab
Dinar and the Arab World.
~ Given the pregent chaotic situation of the I,M,S. a stable
regional currency will constitute the Arab World's contribution to
stabilise it.

(1) = An account of this project has been given by Alfred G, Misrey,
"An Arab Common Market", Publisher Frederick A, Prayer, New
York, Washington, London, 1965,
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Before presenting our idea aboul a sinele Areb currency,
o final element remains to be seen, the unit of account of the
Arab Monetary Fund,

B —~ The Arab Monetary Fund's Arab Dinar

Since we started our present research we had in mind the
creation of an Arab Dinar, and the fact that the Arab Yonetarv Tuni's
unit of account is an Arab Ninar is an encouraging sien for us for
two main reasons, On the one hand it underlines the "correctnesgsg”
of our perception of the Arab World's evolution, and on the other
hand it mesns that this very Arab World has been improving, Thiz
improvement ls mainly due to the fact thal the Arab World has stacted
to understand the real dimension of its problems,

However, is this lasl born currency the one we had in mind?
According to the Ecoromist, the Arab Vonetary Fund's: "subseriptions
are in fact denominated in Arab ﬂinars, a unit of account eouivelent
to three S.D.LS."(IJ It appears then that ~ APl & SDR;3.  Sueh
an eguation adds soms problems because there are several waysg to
reach it, each of which will be presented,

- The first method could be to decide from the beginning that
SDRg3 = AD 1, This means that the value of the Arsb Dinar depends
on the performance of the sixteen currenciles composing one SR, In
other words it mmsans that the Areb Dinar is cut off from every Arad
currency because none of them is included in the basket commosing
the SDR. The value and performance of those sixteen currenciss
depend on the policies and decisions of non—Arab governments.(g)
Consequently it willi be impossible for the Arab World to maintain

a constant value of such an "outward-locking" currency, Furthermere
even though such & stability could be maintained, there would be no
link between individual currencies and the common currency, except
via the SDR.

(1) - The Economist, cf, Article, "Arab Yonetary Fund - The Ninar
T.M.F.2", April 23, 1977, p.92.

(2) = The International Monetary Fund has only recently decided to
include the currencies of two OMEC countries -~ Tran and Sawii
Arabia - in its SDR basket, They will take the vlace of the
currencies of South Africa and Denmark, This decision will
become effective on July 1, 1978, cf, T.M,F. Survey, April
1978, p.logo }
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~ The second method could be to toke & basket of selected Arab
enrrencles and with or without a system of weight to resch the
above~mentioned ecuati oh .

The cholce of those currencles - sgy Arab oil countriesg!
currencies ~ and the relative welght of each one poses some
difficulties, It also means that some Avab currencies are eveluded
and finally, the least one can say is tha®t such a currency doss rnob
have the consensus of the whole of the Arab ccuntries, Finally,
the Arab Dinar would not reflect the pewformance of the entire Arab
Vorld economy,
~ The third method could be to take the whole twenty Arab currencies
and with or without an adequate system of welght to arrive at the
vilue of three SMRs, The first advantage is bthat all Arab
countries are more or less on an enual footing and trerefore ihis
congtitutes an incentive, particularly for smuller ccantries, to
undertake future co-operation in this and othor fields,

However, .the weight accorded to different currencies must
be cautlously dealt with. TIn this casd the Arab Dinar will be
based on Just four more currencies than the SDR,  This could be
eagily manageable and one can evpeet that any fluchuations of any one
currency cen be wore or less eliminated,

However we are just making speculations aboub the
realisation of the Arab Dinar, used ss a unit of account by the Arab
Fonetary Fund,  According to the Zconomist such a unit of account
does not constitute a single currency which ig: "a long way off.”(l}

This means that the Arab Monetary Fund's Arab Dinar is not
the currency we have in mind. Such a single currency raises

several problems and must take into consideration several elements,

C ~ A Single Arab Currency : The Arab Dinar

Given the scope of our study it is not possible to come up
with a definite and complete proposal concerning the creation of a
single Arab currency, therefore what we shall do is just present the

main issues around which such a currency is to be set up.

(L) - "Arab Monetary Fund - The Dinar T.W.F,?", The Fecnomist,
April 23, 1977, p.92.
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A 8ingle Arab Dinar has to fill several gans and contain
several cualities indispensable to its being and success, Some of
the gaps wiere put down vwhen we treated the justificabtion of an Arab
currency.

We shall not put owrselves into inextricsble sveculations
in the monetary fleld, therefore we shall limlt ourselves to
mentioning the main lssues around which tre creation of a single
regional currency are centred, The issues belng:

- Physical Availlability;

- Stability and Attractiveness;

- Conversion of the Arab Dinar intc national currencies, and
vice-versa;

- The issuing power or powers;

- and finally its ecirculation.

Before concluding it is werth pointing out that the
stability and success of the Arsb Ninar will be enhanced, provided
that other regional entities - Asian countvies, Lstin America,
Afrieca south of the Sahara, the E,E.C, etec, - cen come un with

similar currencies, This will ultimately stabilise the I.,¥,S,
CONCLUS ION

OQur conclusion will be focuszed on two main woints: the
political and technical feasibility of the project itself,

From & political point of view & gradusl move is necessary,
The reality is that most Arab countries are newly inlependent and
therefore they are very "jealous" of theivr politicel Treedom,
Although popular feelings are far frem being anti inter.Areb
countries! co—operation,“natimnalistiébfeelings mist not be hurt,

In other words, governments must not lose thelr national  powers, or
what is thought to be so, as a result of the creation of the Arsb
Bank for Development,

On the other hand, the Arab Bank for Nevelopment will have
to underteke a kind of "IFarshall Flan®, If it is.to succeed it whas
to have an 'aggressive! policy., Conseocuently some clashes might
appear, therefore the project itseif and the operations it will
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undertake must be adecuately timed and gradvally implemented, The
Arab Bank for Development and inter-Arab co-operation depend on the
will of existing Arab governments, Vowever, one has to recognise
that every project, either within or outside the Arab World,
depends on the good will of the countries concerned, This
tyariable! is not specific to our pro jeet,

Finslly, the technical feasibility can be summed vp in
three points: The existence of funds, the ability to set up the
institution and the existence of adeauate fields of operation, The
first point hzs been dealt with in the first chapter., The third
point has been treated within the context of the present chapter.
As for the second point, the Kuwalt Fund for Arab Econc;mic
Development cen always play an important role along with other
intematlonal organisations =~ World Bank and T.M.T, - and private
consvltants if need arises,
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GENERAL CONCLUSIONS

The Arab Yorld is characterized by three types of
inequalities, Although we do not see the problem of economic
developuent in terms of "catching-up" with industrielized countries,
we can shtate that the Arab World lags far behind the economically
advenced courtriss, On the other hand, there is a wide Aisparity
between Arab counbries and this disparity will keeo on widening,
both facts heave been shown in the first Chapter, Finslly, there
are soclal, economical inequalities within individual countries,
This ros to do with the social and institutional organization of
the countries concerned, The task to cope with these problems is
tremendous, in the past any attemphs to deal with these
inequalities, especially the first one, has failed, The Arab
World seemed to obey the old saying that poverlty creates
inequality. The explanation of these failures hos always been
that the Arab couvntries, taken elther individually or collecti vely,
lack funds,

However the auadrupling of oll prices thal occurred during
the last quarter of 1973 and early 197L has rewoved, for the time
being, that capital constraint, The logical cuestion is whether
the newly-acquired wealth will be proverly used to tackle their
social and economic problems, We have tc mention that most of the
conmentators focused on the magnitude of the oll revenues ard they
put aside the mognitude of the challenge facing the Arab World,

Given the state of unier-developrent of tho Arsb oil
exverting coanbries, especially in the firancial field, the bulk
of the 0il revenues is handled by the so-called world banking
centres vhich are geographically located in the major C.%.C.D,
countries and which, according to past snd present experience, are
geared to work in the direction of the latter. Consecuently one
can talk about extraw-territoriality of oil in the sense that oil
is consumed outside the region and oil revenues are kept outside
the region too., The reasons tor such & behaviour have heen larcely
explained in Chapters IT and ITI.
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This situation adds another problem for the Arab WorlAd
because part of the oil revenues is derived from exrorts to the
non-oil developing countries,On  the top of its well known
development problem this group of countries has also to deal with
balance of payments problems which are partly oil-indvced, 1In the
past thelr development problems, partly due to lack of funds, have
been partially and "timddly" dealt with through foreign investments
and aid that came mainly from the C,E.C.D, countries, Bubt the
ma jor 0,5,0.0. countries were coping with their own financing
problems partly due to the oil crisis, The common fear was thatl
oll may dry up. :

On the other hand non-oil developing countries backed CPEC
in its move to increase oil prices., Therefore OFC and Arab
countries felt politically indebted to other L.D.Cs, Tveryone
thought that this censtitubtes another reason to pul into practice
the much ﬁeralded Third World "collective self.reliance", Indead
OPEC countries in general and Arasb countries in particular tried
to chamnel parb of their oil revenues to non-oil developing countrxies,
Knowing the behaviour of World banking centres, they set up their
own funds and banks for that purpose. Although if we consider lLhe
share of their G.N.P, given as aid OPEC countries are doing bether
than the members of the D,AC,, five years after the oil crisis
their effort has been judged insufficient and inadecuate, This
eriticism has been explained and justified in the framework of our
research (cf, Chapter IV),

In owr opinicn, more aid has to be granted in a more
efficlent way., The best solution would be the merger of the several
existing institutions into a single Arab Aid Tund whose prime
purpose would be to provide development eid to non-Arab developing
countries, '

Let us now turn our attention to the Arsb World itself,
Arsb oll countries are spending enormous funds in their domestice
economies, But given the factoral distribution in each country, it
will be unlikely to achieve non-oil self-maintained economies when
oil runs out, On the other hand there are obvious ecmomic
complementarities within the Arab World. For instance, some



countries lack skilled and even unskilled labour - fulf cowntries -
whereas others - such as the North African countries - are
struggling with unemployment problems. Yost of them lack funds
whereas others record surplus funds,

In countries such as Sudan, Syria, and Jordan there are
wide agricultural development opportunities whereas most of the Culf
countries are bharren lands, This economic complementerity is
facilitated by existing links and similarities in historicol,
cultural and religious grounds. VWere again Arab oll countries tricd
to channel part of their surplus oil funds to fellow poor Areb
countries, witness the funds and barks set up for this purpose, bob
here again their effort fell short of the receiving ccountries!
expectations, Tn our opinion trade is better than aid, The Arab
countries should bank on their sconomic and nonweconomic
complementarities, The ideal solution would be to merge existing
funds and banks, whose cbhjective is to channel Arab funds to Arab “
countfies, into a single institution we call our Arsb Bank for
Development., This bank should have funds commensurate with the
tasks we mentioned earlier, It would serve the interest of the
three groups namely Arab countries, non-oil developing countries
and 0,E.C,D. countries, The resson is that the oil crisis, and
therefore the accumulation of oil revenues, contributed to. the
economic recession the 0.B.C.D. countries are desling with, This
means less import from non-oll developing countries, The recession
is due to the fast that Arab oil countries, esmecially those of the
Gulf, are characterizcd by a low absorptive cepacity, The
establishmen® of a larger institubion with more furds at its
disposal wonld expand 0,5,0.D's exports to the Arab World bvecause
the non-oil Arab countries are far from reaching the 1imit of their
absorptive caracity., 0.5.C.D's exports and expansion mean more
imports from nem-oil developing countries, because they are the
driving force in the Warld economy. Consecuently the higher is the
Bank's capital the more likely it will have 2 pogitive impact on
World economy, Therefore the $1S‘nn° we suggested have to be geen as

a minimum floor,
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Cbviously this proposal cannot be lmplemented without
difficulties. On economic grounds the.advantages to be derived,
within and outside the Arab World, have been shown, Bub on
political grounds the adventages are less discernable, Vowever
our argument is twofold,

First any projsct of such magnitude, this is involving
several countries, lives with political uncertainty and risks,
Second, Arab countries, rich and poor alike, have already undertsken
several joint proJects such as the Arsb Pebroleum Service Company
(AP3C), The Areb Ship-building and Repair Yerd Company (ASRY), the
Arab Transport laritime Compsny (ATIC), In the financial field we
have The Arab lonetary Fund (AM') and the Arab Fund for Fconomic
and Social Develcpment (AFESD], Therefore the trend is positive.
Further, the appearance of a fully-fledged regioﬂal financial market
would help the Arab Bank for Development use Arab private funds to
finance regional or domestic schemes,

We have to recognize the fact that the physical
establishment of an Arab Pank for Development does not eliminate
every problem, For instance, some problems could arise from
conflicts within the mmagement itself even if its individuel
menbers were fully dedicated to the regional cause of economle and
goclal development, The policies ard puidelines sel for the Bank
could lead to some difficulbties too, For instance by promoting a
glven product the Bank could harm other L.,D.Cs, that rel§g heavily
on the same product for their foreign exchance earnings,  Another
problem 1s where is the Bank going to keep the #funds put at its
disposal? If they were to be kept in tre sa&e place (ef, Chapters
TI and III), our present World's imbalances wouwid beﬂperpetuated.
However we have to confess that the options open to it are not
nmunerous, A1l that the Bank can do is to insugurate new trends
and directions, and for doing so a big dose of imagination is needed.

Finally we have to stress that our proposal is against the
interests of nobody, Aé for the advantages and risks - because no
project is immune of risks - they have to be weighed from economic
and political points of view,

The Arab World is given a historical chance to develop



itself and help non-oil and 0,E.C.D, countries cope with the new
situation; and more importantly, come up with the right answer to
the energy problem, By the same token it would contribute in
correcting some of our present time eccnomic and social imbalances.

If this opportunity is missed it could be harmful to everyone,




—— i =

Tl on B ! .
et v T e wn S T ey i e g S ey )

1

..... - : . P .
e I IOV VRN SRS

252,

- [tSg 8¥ed wo penug

3ucp)

&4 9y 8y Ty It SLS 1999 00y ssE . ove (0961/5501) dQ® LY S04

- . 8L 08 €L 0L 00STITL  008LS . QOLEC 00ELT  COSET - (Os6T/uoniiw SENY JAD
= T : c : 082 0'sZ . o€ LI €91 pounuIMapUR
- . : o oo S - f20I0UILLOD ‘UCTIINNSUDD)
= : : - o 09z IR AR ¢ § ¥4 861 gor - . suonmnsur
. . : . - - [CIDUBUY ‘syULq ‘SO01AIS
~ T . . 092 0¢T . 00T I S 31 pIodsues)
A L ‘ ' . ‘£330us ‘Jujunu ‘FunndTmuTy
< - < e 00T 06T 0'9€ yor O€S ammaniy

, T : 1) wafopiug

. . . - [ &€ Ty s 19 ) - (%) oyer ywawkodwouny

. , ' : ’ ' 8es I 91 0TI 08¢ I 0se 1 . {000.) atufoduwauy

6T Lt 9T 7T 00v b 009 €€ 080 8¢ 966 ST 080T - (000.) yudwhodwy

8T 5T €T 't 86SH 796 € OIE 6T 948 LT T . . (000.) 9005 Inoge]

¢ I'e o0e £7 CBTOVI 10€ 07 09T ¥8 GOY LL oLE 8¢ ’ {000.) uonemdod
1 TSV 3504-m0g . |

06-08&7 08-€L61 £L-0L61 0L-0661
(0} eI GM0IT Launy 0661 0367 m....mn _ QLS 0961 i aojed;ou]

. OSOT0y0T # BoTay wleuzioy pus eysy 389)~Ugnog ut
O W' qusufoTdusuy “qustikoyday )

. -0 ~
i

d ‘
9104 MOgRT ‘uorgernded Jo seqmrT4SE : T-T @lgyy



.nnﬁ..mhﬂ *d°d ‘GLAT aeqoqop-requeqdes ‘g
N

o Jequny] SHTT osunToy “MSTASY JINOGE]
P\ TBUOTAEUISU ©,S0TIqUN0) QrIY UT SWOT(OX UoTqowoxd quewdordmy, fTanoxeg *p* :2oanog
N
SEISIURY, pue UTPAG O
. ‘oonIoON ...:psnoﬁ QUIY LRAQrT Yl ‘elnqrTg pUC UOINY WHION YSiUTES-XD pus nyy
EIITNTIS JO nEAng YT St hn porrdard md.u& I8 007 INOQY] ML JO AT ‘TioS]y SOpnIIT]y  CASNang put [DTIST SNICAD ‘(Uswal puE SATIRUT qUiy
a..o.uuo‘oun ATP-03-CN QIO “LI1¥-10¥F A ‘SLET (Y *MIfAIY 4rogDT pio; DU U TL SN SU ‘nanddyy ULy UTIIAS o3 ‘RlqUiYy Ipnrg tJritd) ‘uriu(y ‘uouTEdTY 'IITMAY
. ‘u 0670061 tuufoldustn pur Juswiopiey ,, 10j0qTS MAX WO pRdtanxyg dMmeg ‘mepiof ‘tesy ‘ding TZED OU3 ‘COWSX ONMIIOWICT ‘UrRITg) SALN0D QEIY Sapn|dug
(02 vy et 9T o SLT 00T 081 orl (0961/58N) 2D Tides 334
08 08 oL §¢ 0% 0L 00Lce - 0016l 005 1 0016 (p961/uotiu §SM) JAD
' : ' . ) (tEY4 ooz - 0L 41 oer paultnislopun
22IDUILOY ‘UonINASUOD)
: ’ . : 0’1z o8y oSt [ ey - suenmsuy
. i o [eousuy ‘sNUTq *SI2IAINS
: o : : 0T 0’8l 0b1 el ror - . uodsuny
: . . . ’ . © *£81cuo ‘Suiuna ‘Sumatinuy
g ) N - aee - [ - 0%s 9°35 - TE9 . Mgy
_ . ) s 1(%) uswiodwmy
’ o - ' oL . 9L L LL L (%) dyex juswfodwaun
Lt .t 08IE S9ET 0361 . 0z81 - SSE T . (000.) yuswiojdwoauny
;o re 8T "¢, 8l Q0L 8¢ 0o 8T 085 £2 08307 Les Lt - {000.) wudwkojd.y
A ¢ 3 LT 9T £T 0s8 Iv §96 0 095 ST . 005 €T 788 81 . . _ (000,) 20103 Jnoqey
o Te £e Tt 6T . 0T e9t $8E6II 007 56 509 98 6L 59 T (000, vonrindog
. oo . . . ¢ BOLY WIRGLION BRI o

(penutquoe]) T-T IV




25k,

*g.1°d *qTo *do franoseg ¢pe  :90aNOG

-

6*¢ g2 - 62 AL BLT 2 16 T 689 T usmaz
T'¢ 62 L*e 56 T 639 T L&Y T €le T BTSTUAY
ee 0°¢ 6°¢ 997 ¢ 60T 2 18 T LS T *dey qexy uetaig
£ec 0°¢ 8¢ g6 4 094 9 0eg ¢ 90 ¢ uepns
L2 7'z ez G0 € &%9 2 €se e 60T 2 BICRIY Tpneg
6°€ §'e L'e ™Y Tse TEC- 062 SoqelTUH QBIY PeITu]
) ) A : ‘xeqel ‘ureadeg ‘uwmg
£ 0°¢ §°2 91¢ 9 €98 ¢ LY 9T 7 ) 020030y
6°¢ 9'2 ¢ 2L 628 04 887 *dey qeay uefqr]
9°¢ Rz L'z f9g T SIT T 936 198 dTI3S 2B pUe UOUBQS]
KA T°¢ §°8 Ti6 : LEY €Y Z8e FTEeMny
T°¢ 8¢ 9°2 LS8 LEL 19 795 uepIop
A3 T°¢ 62 T84 € e € DLl 2 G4¢ beal
L2 g2 &g 9z €1 V. TT LEE 0T T 6 plstei)
Lz g g 247 oLy 868 LYE Usway OTYRIOOWS|
e ¢ 6°2 <9e & i 68 € 69¢ € BTIL3TY
$B-0B6T 0B~$L6T $L=0L6T C6T 0361 GLOT 0L6T ,

{») @981 4i0ay Tenuuy {C3C:) uoT2osloxd 20301 JnOge] A1quno)

Gp6T-0LET

‘soTaqumoy qzIy UT suoTaosload pur se1amTasSy 6240] JNOGRT

L4

¢ 2l WIEVL




TABLE T3 : 031 Production of Selected Arab Countries

and Prices in U,S. Dollar/Barrel 197C-198C

1,000 b/

ooy #nd 1970 1973 1975 1920
Beypt WL 255 300 630
"Bahrain 76 6% 61 61.
Trag 1546 ) 193?: 2262 2200
Qatar 360 570 o 139 1{75.1
Kuwait 2735 27573 1538 2130
Oman ‘ 332 2‘9-3 341 380
Saudi. Arabia 35L9 '?3.; ] 6826 10650
Syria b 110 | 183 340
U.ALE, 780 1527 1498 2000
TOTAL 9876 14,85 13910 19706
1(31"8;:? ?fzngij/ barrel 1,60 3,29 11,53 15,80

Source: Business News Survey Prospect, Swisskbank Cornoration,

Quarterly Review, 1977, Wumber 4, p.5.
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TABLE I-4 : Relative Importance of Agriculture in Selected Arab Countries

o

Less than Between 5.1 Between 10,1  Between 20,1
5% and 0,0f and 20,0¢ and 10,07 Qver LO7

Agriculture's ahre in GDP (at market prices )

Bahrain Iraq Algeria Bgypt Yemen AR
(D.96) (7.2) (11.3) (29.6) (L2,1)
Kuwalt Lebanon Jordan Mauritania
(0.2) (9.4) (1h.2) (33.9)
Cman Syria Morocco
(3.1) (12,9) (27.7)
Saudl Arabisa Tunisia Sudan
(1.0) (19.6) (39.3)
Yemen D,
(23.1)

- . . LXK
(Agriculture's share in active population)

Kuwait Lebanon Libya Algeria
(L.7) (13.5) (21,3) (54,0}
Jordan Egynt
(28.9) (52.0)
Traa
(L2.8)
Mouritenia
(8L,8)
Moroceo
(53.[&)
Saudi Arabia
(62.5)
Syria
(i!}iog)
Somelis
(82,0)
Sudan
(79.0)
Tunisiea
(hh,1)
Yemen AR
(76,77}
Yemen D,
(61,1)

NOTES: “Figures for African Arab Countries relate to the averages for
1965-73 and have been taken from IBRD (1976) Yorld Tebles 1974:
figures for the Asian Arsb Countries are tsken from UN Zconoric
.Commission for ¥est Asia (ECWA)(1977) Nevelopment Trends and
Prospects in Selected ECHA Countries (Preliminary Draft). The
data relate to 1974=75 except for Bahrain (1970-72), Kuwait and
Lebanon (1971-73) and Cmen {197L).

*XFA0 (1977) Production Yearbook 1976, Vol, 30, Table 3. The
figures relate to 1976.

Source: Arab Agriculture : Problems and Prospects", by A, El-Sherbini
and Dr, R. Sinha, op. cit.
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APPENDIX ITI

TABLE II-1 : Arab 0il Revenues Compared with some Data
of The World Fconomy (1974)

hn, U.5. ﬂ

Arab 01l Revenues (estimated figure) 61.%8
Total Assets of Exxon (31-XII-197L) 27.8
Txports value of France ' LL.7
French Budget for fiscal 1975 l 51,7
Bxports value of West Germany 80.6
Expenditure of the N,A.S.A. (1961-72) 77.8
Investments of the main M,N,0.C. in 1973 ' 1054
Military expenditure of N.A.T.O.
(yearly average 1968-74) _ 108.7
U.S.Ats and U,5.5,R's. costs of Space
Programmes until the end of 1514 160.0
@.N.P. of France”™ : 295.0
Treaswy of ¥,N.C's (early 197.4) A 310.0
Budget of U.S.A%F 314.0
G.N.P, of Japan" _ 1480.0
G.N.P. of United States™ 1,400.0
XEstimates of MeGraw mill, eor 1, 7.7 - 30, 6,1975 period,

For 1975-76 the budget was fixed at § 349.kbn. with § 95bon. (that is

150% as much as Arab oil revenues)earmarked for military expenditures,

0 > -~
Sources: MNicolas Sarkis, "Le Petrole a 1'Weure Arzbe),

op. cit, p.315.




TABLE IT.2 ¢ Discount Rates in the Major C.E,.C.

1972-1977 ; Percentape per annum

N, Countries

N

A%
8¢
.

Periods

Countries 1972 - 1973 1974 1975 1976 1977
U.S.A. L.5 7.5 7.75 6.00 5.25 A, 00
Japan L85 9.0 9.0 6.5 6.5 425
Germany ..ih.S 7.0 5,0 3.5 3.5 2.50
U.K, 2.0 13.0 MMFll.S 11.25 15,25 7.00
Franée 7.5 11,0 12,0 2,0 10.5 9.50
Ttaly L,0 6.5 8.0 6.0 15.0 11.50

Source: I.F.,3, by I.MF., Volume XX¥I, MWarber 1, Janusry 1978,




TABLE II~3 : 0.E.C.D., : Consumer Prices, Percentage Changes from
Previous Period, Not Seasonally Adjusted

Averages for Calendar Years : 1964-1977

At annual rste
Average . - o 12 montvs
196471, 1975 1976 1977 “£o
Nec, 1977
United States L,7 9.1 5.8 6.5 6.8
Japan 7.9 1.8 G.3 £,0 L.
(termany bl 6.0 he5 3.9 3.5
France 5.6 11,7 26 9.5 . 9.0
United Kingdom 6.9 24,2 16.5 15,9 1231
Canada .8 10.8 7.5 £,0 9.5
Ttaly 5.8 17.0 16,4 .o 15.0(a)
Austria Lo 8oL 7.3 5.5 Lk
Relgium 5.1 12.8 9,2 7. 6.3
Denmark 7e5 9.6 g.0 11.1 12,2
Finland 6.9 17.9 1hh iz.7 11.9
Greece 6.3 13.4 13.3 o 13.1(a)
Iceland 14.6 L9.1 33.0 20,9 30.2(a)
Ireland 7.7 20,9 180 13.6 10.8(a)
Taxembourg Loh 10,7 g.8 AT h.3
Netherlands 6.1 10,2 8.8 6.7 5.0
Norway 5.9 1.7 Gl 9.1 2.1
Portugal(d) 8,6 20,4 19.3 e 12.9(a)
Spain 8.2 16.9 17.6 26,5 26,4
Swaden 5.7 9.8 10.3 al.n 13.1
Switzerland 5¢2 6.7 1.7 1.3 1.1
Turkey 11,6 21.2 17.4 vo 36.6(a)
Australia 5,6 15,1 13.5 12.3 9:.3(a}
New Zesland b6.h 1h.7 16.9 1i.3 15.3(a)
Total OECD(e) 5.5 11.4 2.6 2.9 8.3
08Ch Furope(e) 5.8 13.1 10:8 11.3 105
EEC(e 5.5 12,9 10,3 10,0 Euh

(a) To latest available period,

(b) Third cuarter 1977,

(¢) Fourth cuarter 1977,

(d) Lisbon, excluding rent,

(e) From 1975, weighted by 1975 private consumption and exchanze rates

Source: O0.E,C.D, Information Service, Press Release, Paris,
9th February 1978,
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AFPENDIX IT-) : Identification o£ the Most Seriously
Affected Countries,

The VYost Seriously Affected Countries are (by alphabetical
order}: Banpladesh, Bthiopia, India, Kenya, Pakistan, Sri Lanka,
Sudan, Tanzaniz; Uganda and Zaire,

This list has been seb up by Mr., Frank X1lis who used the
three fullowing criteria:

(1) Per capita incoms and G.N.P, growth rates as approximate

indications of the level of poverty and e¢0nomic resilience,

(11) Dependence on petroleum and petroleum-based imports
(esvecially fortilizers) as a proportion of totsl import
bills,

(1ii) TFinal ability Lo meet the inereased bills taking into account:
(&) The direet impact of the incressed oil costs on their

B.0,P. sitvation in 1974,

(b) Their reserve and debt burden situation and potential

for borrowing from normal sources (e.g, I.M.F.) in

1974 and 1975,

(c)} The impact of other price changes on.the value of their
exports and importz,
(d) The level of their present receipts of Official

Development Assisbtance in relation to their needs,

Source: Frank Ellis, "Identification of the Neveloping Countries
Most, Seriously Affected by the increased oil Prices",
cf, "Report from the Select Committee on Oversgeas
Development" , op. cit., p.p. 58-62.
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TABLE JI-5 : Evolution of the Consumer Prices in The N.0.D.C.

1974~77 (in € change)

End of Tears

Countrics 1970 1976 1975 1976 1976 1977/
India 100 +27.7 « 6.1 « 8.1 13,8 eho7
Pakistun 100 $26.7  +20.9 & 7.6~U +57.hd +9,2
Bangladesh 100 +5h.6 tho; - G5 & 7.5b +97,0
Sri Lanka 100 #12.3  + A5« 1.7 & 1.0d #7225
Kenya 100 +17.75 -+19.,2 %13;;m * 9.3d &7h .2
Uganda 100 467,0  +20.3  454,% n.a, n.a.
Ethiopia ;zé + 8,6 & 6,5wv *?9.5A~&; 9 ° 0.5
Sudian 100 +26 +24 +16,7 4+ 7, Od +70.2
Tangania 100 419.6 «26.0 + A.9 n.a. n.a,
Zaire 100 +27.L 30,7 4185.C n.a, n.a,
d, March 1977 b. Né;m;977

Source: Tnternational Financial Statistics, Volume XXX, Number &,
August 1977, ¢f, Individual Countries Data,




TABLE IO .1a : Cumulative Purchases under the COil Facility

1974 and 1975

Ccil il
Yember Facility Facility
_— for 1974 for 1975
A1l Countriess 2,562,851 b, 319,577
Industrisl Countries: A75,000 1,780,2k0
Ttaly 675, CO0 780,210
United Xingdom - 1,DC0, 000
Other Developad
Countriess 794.60C 1,113,770
Pinland - 184,360
Greece 103.500 51,750
Tceland 17.2C0 21,970
New Zealand 109,200 129,370
Portugal - 1, 760
Spain 206,200 275,930
Turkey 113,200 148,110
Tugoslavia 155,2C0 145,520
Neveloping Countries: 1,113,251 1,4h25,567
Argentina - 74,090
Bangladesh 51.500 LO. .70
Burundi 1.2C0 -
Cameroon L,620 11,790
Central African Rep. 3.300 2.660
Chad 2,205 -
Chile 118,5CC 125,220
Costa Rica 18,837 18,830
Syprus £,100 21.970
Sgypt - 31,670
EL Salvador 17.890C -
Fiji ’ 0.340 -
Ghana 38, 600 -
Grenada - 0.L90
Guinea 3.5L0 - -
Fai ti. L., 800 LKL
Honducas 16,785 -
Tndia 200, 000 201,340
Israel. 62,000 81,250
Ivory Coast 11.170 10,350
Jamaica - 29,200
Kenya 36,000 27.930
Korea 100,000 152,690
Malagasy Republic 14,300 -
Malawd - 3,730
I‘hli 5 * m 3 . 99 O
Mauritania - 5,320
Moroceo - 18,000



TABLE

Tla (Continued)

0il

ol

Mermber Facility Facility
for 1974 for 1975

Nicaragua 15,500 -
Pakistan 125,000 111,010
Panama 7.370 17,250
Papus New Guinea - 14.800
Peru - 52,660
Phillippines - 152,030
Senegal 15.525 910
Sierra Leons 9%k L.970
3ri. Lanka 5,500 34.130
Sudan 28,710 18,300
Tanzania 31.500 20,610
Uganda 19,200 -
Uruzuay L6,575 L9.070
lestern Samoa - 0.h17
Yemen P, Dem. Rep. 11.800 12,020
Zaire L5,000 32,530
Zanbia - 29.720

Source:

T, Survey, April
, I

5, 1976, p.1C2,
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TABLE ITI-1b : I.M,F, Oil Facility
Borrowers per Area : 1974, 1975,

Borrowers
At end Dec, T4 March 75
Developed Areas (7) 951, k4 1469.6
including Ttaly 675.0 A75.0
Spain - 96,2
Latin America (8) 156.1 2341
including Chile . Ll.5 112,5
Uruguay 16.6 16,6
Asia (6) A 62,7 520.3
including India 200,0 200,0
Pakistan 97.9 125,0
Forea 90,0 ‘ 1¢C,0
Africa (1L} 130,0 11,2
ineluding Kenyva 32.0 36,1
Tanzania 28, h 3.5
Sudan 28,7 or.y
Others (3) 15.7 9.4

Source: Nicholas Fallon, "Middle Fast 0il Money and Its Future
Expenditure”, op. cit. p.199.
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TABLE IV-1 : Major Joint Banking Venbures
by Arab and Vestern Banks (1977)

The following is a list of consortium banks and banking

partnerships bringing together Arab and Western partners,

EUROFE
Shareholders Shareholdings %

Banoue Franco--Arvabe d'Investissements
Internationaux (FRAB}
Bst, 1969, Paris, capital Fr, Fr, 70m.

Societe Generale (France) ‘ 25,00
Societe Gererale de Banoue (Belgium) 7.00
Swiss Bank Corporation (Switzerland) 6.00
Banco Urquijo (Spain) 1.00
Industrial Bank of Japan (Japan) 5.00
Amsterdam-Rotterdam Bank (Ngtherlands) 5.00

National Investinent Bank for Industrial Nevelooment (Creece) 1,00

KUWAIT GRCUP: 26.50 _

Kuwait Investment Company

Kuwait Foreign Trading, Contracting and Investiment Compeny
Netional Bank of Kuwaitl

The Kuwait Insurance Company

Commercial Bank of Kuwait

Varicus companies and private individuals

ARABIAN GULF GRQUP: 3.32
Bank of Bahrain

Bank of Cman

Miscellaneocus companies and private individuals

LIBYAN GROUP: : 3.50

Sahara Bank
Libya Insurance Company

TUNISIAN GROUP: : 1,68

Banque de Tunisie
Societe Generale d'Investissement

SAUDT ARABTAN GROUP | 12,00
ALGERTAN GROUP 1.50
MOROGCAN .GROUP 1,50



TABLE IV-1 (Continued)

Union de Banaoues Arabes et Francaises (UBAF)
Est, 1970, Paris, capital Fr, Fr, 110m,

Credit Lyonnais (France)

Bangue TFrancaise du Commerce Exterieur
Arab Bank (Jordan)

Banque Fxterieure d'Algerie (Algeria)
Commercial Bank of Syria (Syria)

Libyan Arab Foreign Bank (Libya)
Rafidain Bank (Iraq]

Central Bark of Lgype (Feypt)

Arsb African Bank (Arab multinational)
Banaue du Maroe (Morocco)

Alanli Bank of Kuwait (Xuwait)

Riyad Bank (Saudi Arabia)

Bank of Jordan (Jordan)

Societe Tunisienne de Bancue (Tunisia)
National. Bank of Abu Thabi (Abu Dhabi.)
Ministry of Finance and Petroleum (Matar)
Sudan Commercial Bank {Sudan)

Jordan National Benk (Jordan)

Banoue Audi (Lebanon )

Banque G, Trad (Credit Lyonnais) Lebanon
Alahli Bank (Nubai)

Bank of Bahrain and Kowait (Bahrain)
National Bank of Yemen (Yemsn )

Yemen Bank for Reconsiruction and Development (Yemen )

Banque Arabe Libyenne lMauritanienne pour le Commerce
Txterieur el le pDeveloppement (Mawrdtania)

Oman Currency Roard (Cman)
Other

UBAFTs Affiliates

(i) UBAF Bank Itd,
Est. 1972, London, capital £iOm,

UBAF (Paris)
Midland Bank (United Kingdom)
Libyan Arab Toreign Bank (Libya)

[HV15 3%

31.95
4,00
6.33
6,33
6.33
6,33
6.33
6.32
5,92
3,57
1,96
1.78
1.07
1.07
0.91
0,91
0.,71%
0.5k
O, L7
007
0,45
0.h5
0. L5
0,45

0.45
0.45
0,03

50.00
25.00
25.00



TABLE IV-1 (Continued)

(ii) Unione di Banche Arabe ed Furopee (Italia)
SpA (UBAE Roma)
Est. 1972, Rome, capital L5,000m

UBAF (Paris)
Banco di Roma (Ttaly)
Banco Nazionale del Iavore (Ttaly)

Instituto di Credito per le Imprese di. Pubblica
Utilita (ICIFU)(Italy)

Tnstituto Lipure Interessenze Industriali e
Commerciali (Ttaly)

Societa Finanziamenti Idrocarburi SCFID)(Italy)
Societa Finanziari Telefonica per Azioni STET
Socleta TItaliana per Condotte dtAccua
(1i1i) Union de Banoues Arebes et Buropeenes (UBAT)
Est. 1973, Luxembourg and Frankfurt, capital DM 30m,
U.B.A.F, (laris)

Arab Bank (Jorden) )
Arab Bank Cverseas (Switzerland) )

Bayerische Vereinsbank (Germany)
Commerzbank (Germany)

Commerzbank International (Luxembourg)
Westdeutsche Tandesbark Girozentrale (CGermany)

’

)
)
)
)

(iv) Union de Bancues Arsbes el Nippon
(UBAN-Arab Japanese Finance)
Est., 1974, Wong Kong, capital HKZ 25m,

UBAF (Paris)

Alahli. Bank of ¥uwait (Kuwait)

Arab African Rank (Arsb multinational)
Arab Bank (Jordan)

Libyan Arab Yoreign Bank (Libya)

Bangue Arabe Librenne Mauritanienne nour le Commerce
Exterieur et le Developpement (Mauritania)

Bangue Audi (L.ebsnon)

National Bank of Abu Dhabi (Abu Dhabi}

Sudan Comercial Bank (Sudan)

Yemen Bank for Reconstruction and Mevelopment (
Bank of Tokyo (Japan)

Long-Term Credit Bank of Japan (Japan)

Mitsul Bank (Japan)

Nomura Securities (Japan)

emen )

Sanwa Bank (Japan)

267,

51.00
9.50
9.50

6.00

6,00
6,00
6,00
6,00

33.33

33,33

33.33

20,00
7.00
7.00
7.00
7.00

2450
2.50
2.50
2.50
2.00
8,00
8.00
8,00
8.00
8,00



TARLE ITV-1 (Continued)

UBAF Finencial Services Ltd,
Bst 197k, London, capital £lm,

UBAF (Paris)

UBAF Ltd (London)

UBAE (Luxembourg )

UBAE (Ttaly)

UBAN (Hong Kong)

Credit Lyonnais (France)

Hambros Bank (United Kingdom)

Midland and International Banks (United Kingdom)

UBAAB (New Yorlk)
Est 1976, ¥ew York, capital $25m

UBAF (Paris)

Alanli Bank of Kuwait (Kuwait )

Arab African Bank (Arab multinational)

Arab Bank Ltd, {(Jordan)

Central Bank of Zgypt (Sgypt)
CaﬁwﬂEhdcd?an(&mn}

Commercial Banl: of Syria (Syria)

Libyan Arab Foreign Bark (Libya)

National Bank of Abu Dhabi (United Arab Emirates)
Banoue du Maroe (Morocco)

Riyad Bank Itd, (Saudi Avabia)

Sudan Commercial Bank {Sudan)

UBAF Ltd.

Unione di Banche Arabe ed BEuropee~UBAR (Ttalia )SpA
Union de Bancnes Arabes et Buropeennes-UBAE (Luxemhourg)
UBAN-Arab Japanese Finance Ltd,

Bankers Trust New York Corporation

First Chicago Corperation

Security Pacific Corporation

Texas Commerce Bancshares, Inc,

European Arab Polding S.A.
Est. 1972, Luxenbourg, capital Lwx. Fr, 1,000m,

FRAB Bank (see above)

768

35.00
7.50
2.50
2450
2,50

10,00

20,00

20,00

12,00
7.00
7.00
7.C0
7.00
7.00
7.00
7.C0
7.00
5.00
2,00
1.00
1.00
1.00
1.00
1.00
5. 00
5.00
5.00
5.00

10. OO
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TABLE IV-1 (Continued)

Creditanstalt-Bankverein (Austrds ) 5.69
Deutsche Bark (Germany ) 5,69
Amsterdam-Rotterdam Bank (Netherlands )© 5,19
Midland Bank (United Kingdom)™ .69
Banca Commerciale Italiana (Ttaly )" 5.69
Societe Gererale de Bangue (Belgium)X ' L.99
Abu Dhabi Fund forirab Econowmic Nevelopment (Abu Dhabi) k16
Banocue Nationale d'Algerie (Algeria) 1,16
Arab International Bank (Egypt) ' ‘ h.16
National Bank of Egypt (Tgypt) | L.16
Netional Bank of Kuwait (Kuwait) L,16
National Commercial Bank (Libya) L.16
National Commercial Bank (Saudi Arsbis) L6
Bank of Sudan (Sudan) L, 16
Central Bank of Syria (Syria) L,16
Sociebe Generale (France)* . 3,20
Credit Sulsse (Switzérland) 2.8
Fuji Bank (Japan) 2,8,
Industrial Bank of Japan (Japan) . 2,34
Bancue Marocaine du Commerce Txterieur’ (Moroecao) 2,08
Issue Dept. (Oman) ' 2,08
Banque Libanaise pour le Commerce ({I.ebanon) 1.06
Banque Misr-Liban (Lebanon) , 1,05
Credit ILibanais (L.ebanon) 1.06
Societe Generale ILibano-Zuropeene de Bancue (ILebanon) 1.06
Midland and International. Banks Ltd, (United ¥ingdom) 2,00

*Denotes member of TBIC - Buropean Banks International Commeny
Note: When MAIBL took a 2 per cent holding, Midland Bank reduced its
share by 1 per cent., All the other Turopean banks involved reduced

their holding by a fraction to make up the additional one per cent,

Subsidiaries of Buropean Arab Uolding SA

(1) Buropean Arab Pank {Prussels)SA
Brussels, capital BF 5DOm
As above

(i1) Buropaisch-Arabische Bank GmbYH
Frankfurt, capital DM 1l5m
As above
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TABLE IV-1 (Continued )

Compagnie Arabe et Internationale d'Investissement (CAII)
Est 1973, Luxembourg, capital Z30m

Kuwait Investment Company (Xuwait) N.2.
Government of Abu Dhabi . n,a,
Bank of Kuwait and the Middle East n.a,
Bangue du Liban et d'Cutre Mer (Lebanon) n.a,
Banoue Nationale de Tunisie (Tunisia) n.a.
National Commercial Bank (Saudi Arabia! N.a.
National Investment Company (Iibyva) n.a.
Banoue Centrale Populaire {¥orocco) K n.a.

Banque Marocaine pour le Commerce et )'Industrie (Torocco) n.a.

Banque Nationale pour le Developpement Economioue (Moroceo) n.a.

Qatar National Bank (Catar) n.a,
Unlon Bancaire pour lc Commerce et .l'Industrie (Tunisia) n.a,
Banque.Nationale de Faris (France) n.a,
Banque Nationale de Paris Tnternationale (France ) n.a,
Banco Central (Spain) n.a,
Canadian Imperial Bank of Commerce (Canada) Ned,
Oesterreichische Laenderbank (Austria) Tie 8o
Union de Bangues Suisses (Switzerland) n.a,
Banco do Brasil (Brazil) n,o,
Soclete Financiere Furopeene 25.00

Note: Sharehcldings are Aistributed 50 per cent to Mii’le Wast interests,

50 per cent to Western interests,

Subsidiary of CAII

(3.) Bancue Arabe et Internationale d'Investissement (BAIT)
Bst 1973, Paris, cepital Fr, 50m,
As above

Iran Overseas Investment'Bank
Est 1973, London, capital £5m,

Barclays Bank International (United Kingdom) 10.00
Bank Melli Iran (Iran) 10.C0
Bank of Americe (U3A) 10,00
Bank of Tokyo (Japan) ' 10,00

Deutsche Bank (Germany) : 10,00



TABIE TV-1l (Continued)

Industrial Bank of Japan (Japan)

Industrial and Mninz Development Bank of Iran
Manufacturers Yanover Trust (USA)

Midland Bank (United Kinegdom)

Societe Generale (France)

Arab and lorgan Grenfell Finance Company
Est 1974, London, capital £lm,

Morgan Grenfell Poldines (United Kingdom)
Arab Bank (Jordan)
Arab Bank Overseas (Switzerland)

Arab International Finance Company (ARINFI)
Est 1974, incorporated in Switzerlani but operating oub
of Beirut, capital SwFr 1hm,

Marine Midland Bank (USA)
AKX, Holdings (Luxembourg )
Kuwalt International Investment Co. (Kuwait )

Other Arab investors

Banco Arabe Espanol
Eest 1975, ladrid, capital $26m

Libyan Arab Foreign Bank
KFTCIC (Kuwait)

Spanish institutions

Saudi International Bank
Est 1975, Loron
Saudi Arabian ¥onetary Agency

Vorgan Guaranty (USA)

Bank of Tokyo (Japan)

Bangue Nationale de Paris (France)
Deutsche Bank (Germany)

National Westminster (United Kingdom)
Union Bank of Switzerland

Natlonal Commercial Barnk (Saudi Arabia)
Riyad Bank (Saudi. Arabia)

10,00
10.00
10.00
10.00
10.00

50,00
1445 . OO
5.C0

25.00
n.a,
n,a.

n,a,

30,00
30,00
40,00

50.00
20,00
5.00
5.00
5.00
5,00
5.00
2450
2.50



TABIE IV-1 (Continued)

LEBANCN

Banque d'Investissement et de TFinancement (INFT)
Est 1974, Beirut, capital Leb, £15m, :

Bancue Audi (ILebanon)

Caisse Centrale de Bangues Populaires (France)
Hambros Bank (United Kingdom)

Mtsui Bank (Japan )

Nomura Becurities (Japan)

Groupe Renault (France)

Non-institutional Arab shareholders

Arab Finance Corp,
Tsb 1974, Beirut, capital Leb, £6m,

Manufacturers Henover Typust (United States)
Kuwait Investment Commany (Kuwait).
Investment Promotion Group (Lebanon)
Bangue de 1'Union Suropeene (France)

Bank of Tokyo (Japan)

Beirut-Riyad Bank (Lebanon)

Credit Iibansic (i.ebanon) )
and its Brussels subsidiary)
Bangue Turopeene pour le )

Moyen-Orient )

J. Henry Schroder % Co,
Est 1974, Beirut

J. Henry Schroder Wagg (United Kingdom)
Asseily family (Lebanon) -
Societe Finarciere pour le loyen-Orient

(SOFINMO)
Bst 1975, Beirut, capital Leb, £6m

Societe CGenerale (France)

Kuwait International Investment Company (Kuwait)
Societe Generale Libano~Buropeene de Banque (Lebanon)
FRAB Bank (France)

Almans Trading Co. (Qatar)

Other Aradb investors

272,

35,00
2,00
8,00
a,00
&,00
8,00

25,00

18,00
18,00
18,00
18,00
10,60
9.00

9.0C

65.00
35.00

L2,50
n,a,
n.a,
n.a,
n.a,

n.z,



TABIE IV-1 (Continued)

Arab Intemational Finance Company (ARINFI)
BEst 1974, Beirut, capital $5.2m

Marine Midland Bank (USA)
Tokai Bank (Japan)
A.K, Woldings (Luxembourg)

Kuwait International Investment)
Company, private and corporate )

Kuwgitl and Saudi Arabian )
investors )
EGYPT

Cairo Barclays International Rank
Est 197L, Cairo, capital US $10m

Barclays Bank International (United Kingdom)

Bangue du Ceire (Bgypt)

Chase National Bank cf Bgypt
Est 1975, Cairo

Chase lManhattan Bank (USA)
National Bank of Egypt (%gypt)

Misr International Bank
Est 1975, Cairo, capital US $2,5m

Bank Misr (Tegypt)

Commereial andindustrial companies in which Bank Misyr

has a partieipaiion
Public subgeription by Egyptian nationals -
Banco di Roma (Iraly-with Buropartners)
UBAF Itd., (United Kinedom)
First National Bank of Chicago (USA)

Fgyptian Ameriecan Bank
Est 1975, Cairo, capital g30m

Bank of Alexandria (Syypt)
American Zxpress (USA)

SHARJAH
National Bank of Sharjah
Est 1975, Sharjah

Sharjah public

Other local interests
Government of Sharjah
Credit Suisse (Switzerland)
Mitsui Bank (Japan)
Hambros (United Kingdom )

273,

25.00
12,50
12,51

50.00

50.00
50,00

' 149.00

51,00

20,00

10,00
21,00
19,00
10,
20,00

51.00
£9.00

L0, 00
35.00
10.00

5.00

5.00



TABLE IV-1 (Continued)

AJMAN
Ajman Arab Bank
Est, 1975, Ajman, capital g2.5m,

WFC Corporation (USA)
Government of Ajman
UAE public

 DUBAI

National Bank of Dubai
Est 1963, Dubai, capital QODR1&,3m,

National Bank of Kuwait (Kuwait)
Grindlays Bank (United Kingdom)
Bank of America (USA)

Local Dubail merchants

Comrercial Bank of Dubai
Est 1969, Dubai, capital D 20m.

Commerzbank (Germany )

Chase Vanhattan Bank (USA)
Commercial Bank of Kuwait (Kuwait)
Dubai Bank Ltd.

Est 1970, Dubai, capital D 11,5m
Hanbres Bank (United Kingdom)
Wells Fargo (USA)

Bangue de 1'Union Zuropeene (France)
Local investors '
Oryx Investmenbs Ltd,

Bst 1974, Nubai, capital US $1,25m
Arbuthnot Latham (United Kingdom)

Standard and Chartered Banking Group (United ¥ingdom)

Arab shareholders

(from Abu Dhabi, Bahrain, Dubai, Kuwait, Datar and

Saudi Arsbia)

PONG KONG
Kuwait Pacific Finance Company Ltd,
Bst 1975, VYong Kong, capital g5m

Kuwait Investment Company
Industrial Bank of Japan

2l

10,00
L0, 00
20,00

30.00
10,00
L.00

56.00

N.&,.
n,a,

n,a,

10,00
10,00

5.00
75,00

20,00
20.00
60,00

35.00
32,00



TABLE IV-1 {Continued)

Yamaichi Securities Company of Japan
Bank of New South Wales
Canadian Imperial Bank of Commerce

Banco do Bragzil

KUWAIT
Intermational Financial Advisers
Est 1974 Kuwait, capitalKD500,000

Robert Fleming % Co, (United Kingdom}
William Kent & Cos (United States)
Banque Worms (France)

Private Kuwaitli individuals

Arab Financial Consultants Company
Est 1974, Kuwait, capital KD500,000

Kuwaiti interests

Other Arab investors

Arbuthnot Tathan (United Kinzdom)

Taiyo Kobe Bank (Japan)

Philadelphia National Bank (USA) ‘
Bangue de.Suez et 1!'Union des Mines (France)
Kuwait Financial Centre

Bst 197, Kuwait, capital KD3,5m
International Bank - Washington

Kuwaitl interests

Kuwait International Finance Company
Est 1974, Kuwaib, capital KD1lm

Bank of Credit and Commerce Intemational

Kuwaitl interests

Arab Trust Company
Est 1975, Kuwalt, capital KDIlm

Samuel Tontagu
Chase International Investment

Kuwaiti interests

275 .

3.00
10,00
10,00
10,00

15,00
15,00
15.00
55.00

51.00
25,00
6.00
6,00
6.00
6.00

21,00
79.00

16,00
5]4»0 m

10,00
10.00
80,00



TABLE IV-1 (Continued)

Kuwait Financial Group
Est 1976, Kuwait, capital g7m

Bark of America (through Bamerical subsidiary)
Kuwait Real Estate Rank

Kuwait Projects Comparry

SAUDI ARABIA

Al-Jezira Rank
Est 1976, Jeddah

National Bank of Pakistan

Saudi interests

Al-Bank Al-Saudi Al-Tollandi
Est 197€, Jeddah

Algemene Bank Nederland

Saudi interests

Saudl Investment Bapnking Corporation
Est 1.977

Ssudi Interests

Chase Manhattan
Industrial Bank of Japsn
J. Hemy Schroder Wagg

Commerzbhanic

276,

10,00
30.00
30.00

35,00
65.00

60,00
L0,00

65,00
20,00
5,00
5.00
5.00

Source: The Banker, op. cit, psh. 97=185- Menedh AT

£e 97~105
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TABLE IV-2 : Maltilateral Arab Aid for Africa,
1971, and early 1975

1, (Yost Seriously Affected countries - resulting from oil price
rise) - 'MSA Group'.
Commitments | Disbursements
(§ millions)

Ethiopia 14,2 14,2
Tahzania 14.2 7.1
Sudan 10,6 5.3
Chad 8,8 g8
Chana 8,8 hoo ke
Mali 7.8 3.9
Senegal 7.5 7.5
Tvory Coast 7.2 3.6
Cameroon 5,7 2,85
Niger 5.k 2.7
Upper Volta 5eh 2.7
Melagasy Republic L.8 2.
Sierra Leone 3,6 1.8
Kenya. 3.6 3.6
Lesotho 2.8 1.4k
Dahomey 2.0 1.2
Central African Republic 2ok 2.5
Mauritania 2.1 1.05
Somalia 2.0 1.0
Guinea 1.6 0.8
Total 120.9 78,7

2. Other Countries.
Commitments Nisbursements

($ millions)
Zambila '
Zaire

Moroceo
Uganda

Malawi
Botswana
Swaziland
Liberia
Mauritius
Burundi
Rwanda

Togo

Gambia
Guinea-Bissau
FEovat, Guinea

Total for 'other countries!?

Combined Total :
MSA plus other countries 200.,0 125,85

12,
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Source: E.C. Chibwe, "Arab Dollars for Africa", op, cit. pp., 1h1-142,
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TABLE IV-6 ¢ OPEC Special Fund Balance of Payments Support Program

Loan Recipient T.oan Date of Date of
Yo Couit Amount Payment of Payment of
. il US §im,  TFirst Portion  Second Portion

1 Sudan 745 2. 1.77 23, 1.77
2 W. Samoa 1,60 L, 1,77 3. 3.77
3 Sril larka 8,10 15, 2,77 2. 5,77
L Guinea 2,35 g, 2,7 10,11.77
5 Pakistan 21,45 7. 2,77 23,12,77
6 C.A.E, 1.75 b, 2.77 7,11,77
v Madagascar 3,10 22, 2,77 20, 6.77
8 Nepal Y P K 9. 2,77 b6, 6,77
9 Mali 3055 6: ‘3.77 16-10177
10 Guinea Bissau 1.65 2h, 3.77 2h, .77
11 Cape Verde 1.55 15, 3.77 30, 9.77

12 Ganbia 1.65 22, 3,7 :19,10,77

13 Vauritania 1,60 ho12.77

lh- Sc Yemen 2.1[]0 lo 3077 llu 707?
15 Guatemala 1,75 25.,10.77

16 Cuyana. 1,60 3, 2,77 18, L,77

17 Haiti 3.15 11, 3.77 15, 7.77

18 Afgh&ﬂiﬁt&n 3-75 1&. 2077 5- 11.77

19 India 21.80 90 5.7.? 60 9.77
20 Bangladesh 13.90 19, A.77 . 7,77
21 Lesotho - 1.90 16, 3.77 19. 9.77
23 Somalia 2,05 10, 5.77 16, 8.77
2L Honduras 1.75 5. L.77

25 Tal‘lzania 5-14-5 -’4—4 5077 30 9-77
26 Uganda l!—c 55 17! - 207’7 1‘6-100 77
27 Egypt 1L 45 L, 5,77 8. 6.77
28 N. Yemen 2.25 3. h.T7

29 Upper Volta 2.25 7. 6,77 71,77
30 Kenya 5.00 2L, 2.77 L, 5.77
3. Rwanda 1.70 23, 5.77

32 Senegal 3.40 19. 7.77

33 Chad 2,10 18, 5.77

3l Ghana 7.80 25. L,77

35 Laos 2.15 15, 3.77 15, 7.77
36 Ethiopia k.20 7. 7.77

37 Sierra Leone 2,05 15. 4.77

38 Niger 2.90 A, 5.77 13, 7.77
39 Burundi 1.70 7. 6.77

LO Camercon . h.95 20. L,77

11 Mozambique 6.55 5. 5.77

1@2 Benin ?..00 lLo 70 77

1;3 El Salvador 1075 19010077

M@ Sao Tome 0035 280 9077

L5 ¥aldive 0.50 18, 8,77

L6 Fa. CGuinea 0.50 18, 8,77 6.12.77
L7 Grenada 0.35 iZ. 9.77

La - Seychelles 0.30 25, 2,77 27.10.77
L9 Comoros 0,50 13, 9.77

Source: Mddle East Tconomlc Survey, Volume 2, Number 26,
17 April 1978 p.i.
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