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Preface

Central banks are novelties in the field of economic
institutions. The term "central banking" is a creation of
the twentieth century. As a matter of fact, many countries
of the world, including the U.S.A., have established their
central banks only in this century. The Arab countries have
recently followed this trend; while some of them have already
esteblished central banks, others are still preparing to do so.

A study of these modern institutions, at this stage
of development in the Arab countries would be both interesting
and useful. Up till now, no comprehensive study of this sub-
ject has been made; thus, it will be interesting to throw some
light on the problems and prospects of central banking in the
Areb countries. On the other hand, such a study might help to
stimulate further research in this field, which is gaining
importance every day. Having this in mind, the writer proceeded
to prepare this paper. Now, that it is finished, the writer
hopes that it adds something of value to the knowledge of eco-
nomic conditions in the Arab countries.

This paper, as its subject indicates, covers central
banking and its prospects in the Arab countries of the Middle
East. However, not all of these countries have central banks.

The only full-fledged central banks existing are in Egypé, Iraq



- ii -~

and Syria. This has confined this study to those three
countries, without taking the other countries out of the pic-
turej. The economies of Egypt, Iraq and Syria are representa-
tive of all the eccnomies of the Arab countries in this area
which are classified under the heading "underdeveloped". This
fact renders the arguments discussed, the suggestions mede and
the conclusions reached in this paper applicable to all the
Arab countries of the Middle East.

Gratitude is due to the officials of the central banks
in Egypt, Iraq and Syria for the information they have supplied
the writer with, in the course of the study. Special thanks
should go to Mr. Abdul Mun'im Rushdi of the National Bank of
Egypt and to Dr. Abdul Razzak Hassan of the Banking Studies
Institute in Cgiro. To Messrs. Adnan E1 Farra and Abdul Wabbab
Khayyata of the Central Bank of Syria, the writer is deeply
indebted for the valuable data they have placed at his disposal.,

The writer wishes to thank Professor Said Himadeh for
the efforts he has made in planning and supervising this study.
To Professor Burhan Dajjani, the writer is deeply indebted for
his help and advice,

M. T,

American University of Beirut
October 1957



Abstract

Central banks in Egypt, Iraq and Syria were established
after World War II. In Egypt, the National Bank, a private-
owned limited company, was converted into a central bank on
the strength of Law No. 57 of 1951 which places the central
banking functions in the hands of a governmentsl committee. In
Irag, the National Bank was established in 1947 by Law No. 43
of 1947 as a state-owned bank; later on, it was converted into
the Central Bank of Irag by Law No. 72 of 1956, with a con-
siderable increase in its capital and reserves., In Syria, the
Central Bank was established as a state-owned bank, as one
of the reformative monetary measures enacted by Legislative
Decree No. 87 of 1953, and it started operations on August 1,
1956.

The central banks of Egypt, Iraq and Syria are entrust-
ed with issue and stabilization of currency. The Egyptian
currency at present is covered by gold, foreign exchange, and
Egyptian Government Treasury bills and securities., The cur-
rency laws of Egypt do not provide any ratios that should be
kept in the cover. Irag is still in the sterling area, and
its currency is covered by gold and foreign assets the minimum
of which should form 70% of the cover, while Iraqi Government

securities must not exceed 30%. The Syrian currency is covered
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by gold, foreign exchange, commercial bills and loans, and
Syrian Government bonds; gold and foreign exchange must not
form less than 307 of the cover and Government securities may
be included in the cover up to a maximum of £S5 60 million.

In all three countries, the central banks are entrusted with
enforcing foreign exchange regulations., Whereas in Egypt,
these regulations are very strict and complicated, in Irag
and Syria the exchange markets are practically free,

As fiscal agents of their governments, the central
banks in Egypt, Iraq and Syria act as depostories of public
funds. In addition they grant short term advances to their
governments, discount treasury bills and hold government secu-
rities. Moreover, the central banks are entrusted with the
flotation of government loans and with the execution of finan-
cial agreements concluded with other countries and with inter-
national institutions.

The central banks in Egypt, Irag and Syria are bankers
of banks., In the three countries, the laws empower the central
banks to impose a reserve ratio upon the commercial banks
which in Iraq and Syria is at present 157 while in Egypt it
is 124%. Moreover, these ratios can be varied. In Egypt and
Syria there are no limits to these variations while in Irag
the variation may take place within the range falling between
10 and 15%. The central banks rediscount commercial and
treasury bills and extend loans to the commercial banks.

However, rediscounting in Egypt, Iraq and Syria is still 1i-



mited because of the little discounting made and because

of the liquid position of commercisl banks, This renders
manipulation of bank credit by variastions of central bank rates
difficult, Ae regards open market operations, the central
banks in Egypt, Irag and Syria cannot use it as a method of
credit control because there are no wide security markets exist-
ing in those countries. Thus, the classical tools of credit

) control, namely, the central bank rate and open market opera- '
\ tions are out of question at the present time. Varisble re-
| serve ratios and gqualitative controls present better tools in

\underdeveloped countries.

The major problems standing in the face of central '
banking in the Arab countries of the Middle East are: unde-
veloped money markets, sbsence of wide security markets, in-
adequate banking systems and scarcity of relisble data and
gqualified personnel,

The money markets in Egypt, Iraq and Syria are charac-
terized by the use of banknotes rather than checks in dis-
charging payments. In addition, these markets are imperfect
as they allow considersble differences in the cost of credit.

Moreover, call loan merkets and bill markets are either non-

existent or are undeveloped;kxifiﬁﬁﬁbse factors limit the abi-
lity of central banks to regulate money supply. To develop
these markets, the banking habit of the population should be
propagated by educational campaigns carried by the concerned
authorities. Moreover, credit should be availaeble widely and
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cheaply to eliminate differences in the cost of credit. 1In
addition, commercial banks should encourage discounting of
commercial bills,

Security markets in Egypt, Iraq and Syria are either
narrow or non-existent. The corporation form of business is
still new and corporate shares and bonds are held by few
people., Government securities are also limited and do not
enjoy a wide market, This small amount of securities dis-
ables the central banke to perform open market operations.

The development of wide security markets depends upon the
availability of long term capital. Saving institutions should
be established and suitable company legislation should be pro-
videds In addition, government securities should be made

more attractive to investors and commercial banks,

The banking systems existing in Egypt, Iraq and Syria
are inadequate and insufficient. Much credit is supplied out-
side the banking systems. Moreover, numerous foreign banks
are in operation, which resort to their head offices rather
than to the central banks. Also, bank credit for agriculture
and industry is very little, These factors do not ensble the
central banks to affect economic activity through control
of bank credit. In order to develop the banking systems,
new domestic commercial banks should be encouraged by govern-
ment support and central bank facilities. Moreover, bank
credit for agriculture should be provided extensively, systems

of supervised credit should be developed and agricultural
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cooperatives should be formed. Bank credit for industry
should be provided through private investment banks that

are set with govermnment support and financisl assistance.
Also, credit institutions should be established to serve other
aspects of economic activity.

Statistical data in the Arab countries is unreliable
and insufficient. Proper central banking requires reliable
current money and banking statistics, in addition to other
statistics on the economic activity. Central government of-
fices should be established to collect and coordinate statis-
tical information. Moreover, qualified personnel should be
trained on statistical methods and procedures to enable them
handle their jobs efficiently. The problem of personnel
applies to central and commercial banking too, Central banks
should prepare intensive progfams to train their staff and
should establish banking institutes which will provide train-
ing to all banking staff,

In the few years that the central banks in Egypt, Iraqg
and Syria have been operating, they were effective in arousing
the interest of the authorities in monetary institutions.
Moreover, these banks are now responsible for the development
of their fields of activity which are essential for proper
central banking operations. In the years to come, the central
banks will have to accompany the development programs that
will be carried in the Arab countries and to amooth_out any

serious economic fluctuations that may result.



TABLE OF CONTE

Preface

Abstract

Teble of Contents
List of Tables

A,

B.

C.

CHAPTER ONE

Organization and Administration

The National Bgnk of Egypt
The Central Bank of Iragq
The Central Bank of Syria
Similarities and Differences

CHAPTXR TWO
Functionsg

Note Issue

1. The National Bank of Egypt
2. The Central Bank of Iraq
3« The Central Bank of Syria
4. Similarities and Differences

Fiscal Agent of the Government

l. The National Bank of Egypt
2. The Central Bank of Irag

3« The Central Bank of Syria

4. Similarities and Differences

Regulation of Credit
l. The National Bank of Egypt
2. The Central Bank of Iraq

3. The Central Bank of Syria
L. Similarities and Differences

- viii -

22-78

22-45

22
30

L2
45-57
L5
L8
52
55
57-78
57

68
74



N

- ix -

CHAPTER THREE

Proble Prospec

A. Money Markets

1.

2e
S
L.
5e

The Money Market and the Bank
Rates

The Money Market in Egypt

The Money Market in Iraq

The Money Market in Syria
Prospects

B. Security Markets

1.

2.
e
Lo
5e

Open Market Operations and the
Security Market

The Security Market in Egypt
The Security Market in Iraq
The Security Market in Syria
Prospects

C. Banking Systems

1,

2.
3.
L.
5e

The Central Bank and the Banking
System

The Banking System in Egypt

The Banking System in Iraq

The Banking System in Syria
Prospects

D. S8Statisties and Personnel

Conclusion

Bibliography

79-153

79-98

80
83
88
90
93

99-114

99
103
106
107
108

115-148

115
119
127

134
11

148

154
162



LIST OF TABLES

Table No, Page

1 g The National Bank of Egypt -

Issue Dept. Composition of Cur-

rency Cover as at Dec. 27, 1956 25
2 Central Bank of Iraq - Issue Dept.

Composition of Currency Cover,

Decenber 1956 31
3 Central Bank of Syria - Composi-

tion of Currency Cover as at

Decenber 20, 1956 39
L Main Items of Money and Short

Term Credit in Egypt 85
5 Main Items of Money and Short

Term Credit in Irag 89
6 Main Items of Money and Short

Term Credit in Syria 91
7 Aggregate Balance Sheet of Com-

mercial Banks in Egypt as at

Decenber 31, 1956 123
8 Consolidated Balance Sheet of

Commercial Banks in Irag as at

Decenber 1956 132
9 Consolidated Balance Sheet of

Commercial Banks in Syria as at

December 1956 139



A b

Organization end Administration
K. The National Bank of Egypt

The National Bank of Egypt was formed in 1898 as a
joint stock company to perform commercial banking, with a
capital of £E 1 million, half of which subeeribed by a British
financier residing in London and the other half subseribed
equally by two non-!gyptim residing in Egypt. The Bank was
granted the privilege of note issue in Egypt as soon as it
was esteblished, by a Khedival Decree, for rfifty years ending
in 1948, The management of the Bank was practically in the
hende of a special board residing in London entrusted with all
the powers needed to decide upon its high policy.1

In 1904, the Egyptian Government started negotiations
with the National Bank with the purpose of converting it into
a central bank, but no result was reached. However, the Bank
assumed the position of a central bank on a de rfacto basis by
virtue of the privilege it held. An outstanding achievement
of the Benk in this respect was the estsblishment of clearing
houses in 1928 and 1929 which was an important step towards
the cooperation between the commercial banks in Egypt at that

tm.z
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When Britain left the gold standard in 1931, the
Egyptian Government sought the adviee of foreign experts who
recommended the establishment of a central bank, This view had
its support in the International Economic Conference of 1933
which recommended the establishment of central banks in all
countries., As a result, the Egyptian Government started nego-
tiations with the National Bank, and an agreement was reached,
according to which the Bank was to be converted into a central
bank, The agreement was ratified by the Parliament in 1940
but the discussion of the draft Law of Central Banking was
postponed.l According to the agreement, the privilege of note
issue was extended for forty years and the Bank was officially
considered banker of the Egyptian Government, with an obligation
on its part to extend to the Government short term loans not
exceeding £E 2 million to meet its temporary deficits. More-
over, the agreement provided for the gradual Egyptianization
of the Board and staff and the abolishment of the London Board.
Also, it has been agreed to transfer the majority of the Bank
shares into nominal shares within a period ending in 1948, and
to divide profits of the note issue operations between the
Government and the Bank in the proportion of 85% and 15% res-
pectively.>

Although the National Bank was not officially declared
yet a central bank, it continued to assume centiral banking
powers during World War II. Im 1943, the commercial banks in

1. es Po 1050
20 LN ] ppo 9’#‘101.
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Egypt started to deposit part of their cash holdings in it
and in the course of the war it administered the exchange
control and financed the British forces in Egypt by issuing
Egyptian banknotes against British Government Treasury bills
deposited in the Bank of England.
In June 1947, an agreement was reached with the British
Government, by which Egypt left the sterling area. In order
to defend the Egyptian currency, exchange restrictions had to
be applied., The National Bank continued to act as the agent
of the Government in exchange matters and all other central
banking duties, However, the position of the Bank was under
discuesion by the Egyptian authorities; whereas one view called
for nationalization of the Bank, other views recommended the
establishment of a new central bank, At last, it was decided
to convert the National Bank into a central bank thus taking
advantage of its long experience and skill in this important
funetion,t
In 1951, Law No. 57 was enacted declaring the National

Bank of Egypt as Central Bank of the State entrusting it with
the following additional duties:>

1. Issue and stebilization of the Egyptian currency.

2. Regulation of credit in all times in the public interest,

being the lender of last resort.

Lo ol opdly pae — dpgend! 91 5 yidly il 6 9l 6 e
) A ! ua(\1°° l;;mli“b ;._JLQJ‘ -L_..U.-Jh-'—L-‘)JJIJ.f—M)
24 Law No. 57 of 1951’ article 2,
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3. Cooperation with the authorities in matters related to

banking and monetary policies.

The capital of the Bank, which was in 1898 one million
Sterling pounds, was raised a number of times due to the ex-
pansion of activities until the capital settled on £E 3 million
in 1905 which is the figure at present, It is divided into
three hundred thousand shares of £E 10 each paid up in full.

The management of the Bank as regards its central
banking functions, is entrusted to a Supreme Committee composed
in accordance with Law No. 57 of 1951. It consists of seven
menmbers, including the Minister of Finance and Feonomy who
acts as chairman, Three of the menbers represent the Board of
Directors of the bank and the rest represent the Egyptian
Government. This Committee decides on matters related to money,
credit and exchange and all other matters that require agree-
ment of opinion between the Minister of Finance and Economy on
one hend and the Bank on the other hand.’

The directors of the Bank are elected by the share-
holders from persons who have wide knowledge in financial,
commercial, industrial, and agricultural affairs. They are
fifteen in number and must be Egyptian-born. Their term of
office is five years, one fifth of them dropping out and being
replaced each year, if they are not re-elected. Every member

of the Board of Directors must possess a minimum of one hundred

1. Law No. 57 of 1951, op.cit,, article 9.
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shares to be deposited with the Bank throughout his term of
office and he may not fill a position in another company without
the approval of the board. The directors elect from among
their num%r the Governor who is appointed through avstat.e
Decree for a period of five years and is eligible for re-
election.l

Two Government delegates to the Bank are appointed by
the Minister of Finance and Economy for a period of five years.
Their duty is to see that state decrees and statutes of the
Bank are strictly observed and the policy decided by the Supreme
Committee executed. They have access to the books of the Bank
at all times and their remarks are presented in writing to
the Board of Directors which should take them into considera-
tion else the matter is referred to the Minister of Economy and
Finance.z

The Bank is divided into an Issue Department and a
Banking Department. All transactions related to currency
issue and reserves are absolutely independent of the general
operations of the Bank and are dealt with by the Issue Depart-
nant.3 Separate accounts are kept for this purpose and the net
profits resulting from the issue operations are divided in the
proportion of 85% to the Government and 15% to the Bank, The
same proportion applies to the profits or losses resulting from

appreciation or depreciation of securities backing the currency

1. 8 of Ba of E ’
articles 21-28,

2, E}gi, articles 25 & 26,

3o w No. 57 of 1951, op.cit,, article 12,



issue., Losses that are due to the placement of gold in the
cover are borne by the Bank only to the extent of half a mil-
lion Egyptien pounds.t

The Banking Department of the Bank handles ordinary
commercial banking in addition to the other central banking
operations. These commercial transactions are separate com-
pletely from the central banking activities and do not include
small operations, as provided by the Central Bank Law of 1951.
Moreover, the Bank is not allowed to pay any interest on demand
deposits and it may not use the obligatory reserves of commer-
cial banks deposited with it for its commercial banking opera-
tions.

The annual profits of the Bank are distributed in the
following order: 4% first dividend on the share capital in
conformity with the Bank's Statutes; 10% goes to the statutory
reserve until it reaches fifty per cent of the capital; a
part of what remains may be transferred to a private reserve
to be disposed of later on as decided by the General Assenbly
of share-holders and in accordance with the proposition of
the Board of Directors. At present each of the above mentioned
reserves amounts to £E 1,500,000 making a total of £E 3,000,000
which is equal to the amount of capital, The balance of the
profits is distributed as additional dividend, and in case the
total profits distributed to the share-holders form a percentage
in excess of 20% of the paid up capital, a sum equal to the

l, 8 Nat E , article 8.
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excess percentage should be paid over to the Government.l
Liquidation of the Company is effected at the end of
its duration or before that date by decision of the General
Assembly., It is stipulated that the Government gets a part
of the realized assets after liquidation equal to half of the
difference between the total reserves existent at the date of
liquidation, after paying off all lisbilities, and the total
reserves as at December 31, 1949. In addition, the Government
receives an amount equal to the annual average of transfers
to the reserve accounts during the five years ending in December
31, 1949, multiplied by the number of years that pass between
this date and the date of liquidation of the Bank.Z

B. ntral Bank of I
The Central Bank of Iraq is the new name given to the

National Bank of Irag in accordance with Law No. 72 of 1956
which repeals Law No. 43 of 1947 under which the National Bank
of Iraq operated from July 1949 to June 1956, The Law of 1956
sets forth the objects of the Bank a8 being "to manage the
currency and ensure its stability, to influence the credit
situation to the country's advantage, to act as banker to the
Government and to facilitate internal and extermal paynpnts."3
The Law states the duties entrusted to the Bank to attain the

ebove objects, which are briefly stated as rollowa:u

1. » article 51.

2. .y article 58,

3. Central Bank of Irag Law No. 72 of 1956,
article L,

4. Ibid,




l, To issue and manage the currency.

2. To purchase, sell and discount commercial and
Treasury bills and to grant temporary advances to the commer-
cial banks against certain kinds of collateral.

3« To grant long term advances to semi-government de-
partments; to purchase and sell Government securities and to
make temporary advances to the Government to meet temporary
budget deficits.

4, To undertake duties arising from international
financial and economic agreements,

5. To undertake duties of exchange control and banking
control and coordination.

6. To keep the accounts of the Government end semi-
Government departments, to undertake transactions connected
with Government loans and to advise the Government on matters

of currency.

The management of the Bank is entrusted to a Board of /
Administration composed of nine members including the Governor
and the Deputy Governor. The latter two are appointed by the
Council of Ministers and by Royal Irada, for a period of five
years for the Governor and four years for the Deputy Governor. |
All the other menbers of the Board are appointed by the Couneil :}
of Ministers for a period of four years; they should be p«srsoma__lr
having specialized knowledge and experience and none of them |
should be a staff member of a bank., Five additional menbers
~are appointed to the Board and are summoned to constitute a

quorum for the meetings.>
1. 1bid., article 5.




The Law provides for the setting up of an advisory
council composed of the representatives of the banks operating
in Iraq, to discuses general banking affairs. This counecil is
under the chairmanship of the Governor of the Central Bank and
is called to meet at his discretion.t

The Bank is considered as a Government institution for
purposes of tax laws in Iraci.2 The accounts of the Bank are
audited by chartered accountants approved by the Minister of
Finance as well as the Auditor General who may audit the accounts
if he wiehcs.3 The Bank is required to publish a monthly
statement of its transactions and an annual balance sheet which
should be presented to the Minister of Finance for final ap-
proval; if no such approval is secured within sixty days of
presentation, the balance sheet is considered final and cor-
rect.h

The authorized capital of the Bank is fifteen million
Iragi Dinars and that part of the capital which is not yet paid
up is guaranteed by the Iragi Treasury until the whole amount
of capital has been paid.? The distribution of the ennual
profits followe this order: fifty per cent of the net profits
to be paid to the Government up to one million Dinars and the
rest to be obligated to increase the capital until it is fully

paid up; after that step is reached, fifty per cent of the net

" , article 7.

2. 'Y article 10,

3. JIbid., article 11.

L. .: articles 12 & 13.

5e .y article 2.
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profite will be paid to the Government up to one million Dinars
and the rest will be put in a Reserve Account until that reaches

’U*T._l n

five million Dinars; 'the Reserve Account reaches five million
Dinars, ten per cent of the net profits will be credited again
to it until it is double the amount of the authorized capital
and the balance of the mnet profites is paid to the Government;
at last, when the Reserve Account is double the amount of the
esuthorized capital, all the net profits will be paid to the

Government.2

C. The Central Bank of Syria

The Syrian Monetary Law, enacted in March 1953, has
provided a set of reformative rules and regulations that are
intended to bring the monetary and banking systems of Syria
into consistency with the general trend of economic develop-
ment in the country. In addition to the new regulations set
for Syrian currency and banking practice, the Law of 1953 has
provided for the olédbliahnant of a State central bank which
is empowered to manage the monetary policy of the country in
the public interest.

The Banque de Syrie et du Liban, a French company
established under the mandate, held a concession which acceeded
to it the privilege of note issue and of acting as a fiscal
agent of the Government until 1964. In January 1956, the
Syrian Parlisment ratified an agreement reached with the BSL
by which the concession that was held by the BSL was liquidated

1, Mp article 3.
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against an annual premium of £8 300,000 paid by the Syrian
Government starting from the date of the agreement till 1964,
the end of the original concession period.l On August 1,
1956, the Central Bank of Syria assumed its duties and the
Banque de Syrie et du Liban continued to operate henceforth
as an ordinary commercial bank,

The Central Bank of Syria, as stated in the Law, is
an autonomous public institution functioning under the super-
vision and the guarantee of the State end within the general
directives issued to it by the Council of Ministers.2 The
ob jects of the Bank are briefly stated as follows:

l. To exercise the privilege of note issue on behalf
of the State.

2. To act as financial agent of the Government and
to undertake transactions related to Government loans of all
kinds.

3« To undertake duties of the Exchange Office and
duties arising from international agreements, on behalf of
the State,

The capital of the Bank is £8 10 million, subseribed
totally by the State and paid up by installmentes at the req-
uest of the Money and Credit Board which is entrusted with
the management of the Bank.3 This Board has been set up to
organize and coordinate the operations of monetary and credit

1. Law No. 164 of 1956.
2, Legislative Decree No. 87 of 1953, article 61.
3 Mo’ article 63.
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institutions in the country, in accordance with the general
directives issued to it by the Council of Ministers, for the
purposes of: a) development of the money and capital merkets;
b) stabilization of the Syrian currency and assuring its con-
vertibility to other currencies; and ¢) expansion of employment
possibilities and increase of naticnal 1ncome.1

The Money and Credit Board is composed of Government
officials and of representatives of industry, agriculture,
commerce and banking under the chairmanship of the Governor of
the Central Bank.’ They are appointed by the Council of
Ministers, with the stipulation that members of the executive
and the legislative bodies may not f£ill such positions. The
Board is endowed with extensive powers in the administration
of the Bank. It decides on matters of branches and agencies,
loans and discount rates, ways of investing the Bank's work-
ing capital, and distribution of profits, etc. The secretarist
of the Money and Credit Board is performed by the Central Bank
of Syrie which bears all the expenses and is charged with the
remuneration of its members,

The operations of the Bank are run by a Committee of
Administration composed of a Governor and three directors.

1. %%%g‘, article 1,

20 Law did not specify a definite number
for the menbers of the Money and Credit
Board, since that may vary with the number
of State credit institutiomns existing, which
are represented ex-officio on the Board.

See Legislative Decree No. 87 of 1953, ibid.,
article 2,
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The Governor is appointed by the Council of Ministers for a
period of five years and is eligible for reelection. The
directors are appointed by the Money and Credit Board and
hold office for six years, one dropping out and being re-
placed every two years., The Governor and the directors are
not allowed to sit on boards of private business rirma.1

A Government delegate to the Bank is appointed by
the Council of Ministers to meke sure that the operations
of the Bank are consistent with the Law and interests of
the State, and has the right to suspend any decision falling
within its sphere of authority, pending the opinion of the
Minister of Finance which should be given within eight days,
else the decision is put into effect.> Furthermore, an ins-
pection committee composed of three members appointed by the
Council of Ministers is entrusted with the duty of auditing
the asccounts of the Bank and certifying its annual statements.
The remuneration of the Government delegates and inspectors
are borne by the Bank.3

The Law stipulates that the profits that result from
charging a rate of interest sbove 5% on loans, discounts and
advances, shall be appropriated for promoting the educational
standard of the staff and encouraging research studies in the

L

Syrian economy. The net profits of the Bank are distributed

1. mgop articles 81-84.

2. , articles 90-91.
3e , article 94.
L. , article 97.
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in the following order: a maxinum of 1% goes to the Committee
of Administration; 6% goes to the benefit of the staff; and
the balance goes to a reserve fund until it reaches half of
the amount of capital, When this proportion is attained,

the balance of the profits is credited to the State after 10%
of it is transferred to the reserve fund until this reaches
the full emount of the capital of the Central Bank,

D. Similarities and Differences
1. Qwnership

The aspect of ownership appears to be the outstanding
point of contrast between the National Bank of Egypt and the
Central Banks of Iraq and Syria. While the former is a private-
owned limited company, the latter two banks were created and
are still owned by the state in both countries.

The National Bank of Egypt started as a foreign owned
commercial bank with shares being held by non-Egyptians. Later
on in 1940 the Bank was required to transfer the shares to
nominal shares, as well as steps were taken to Egyptianize the
Board of Directors and the staff. This requirement did not
involve any transference of shares to Egyptiens but it sub jected
all transactions of shares to the approval of the Board of
Directors which had to be composed of Egyptians. Up to December
1956, the majority of the shares were still owned by foreigners
but the Board of Directors and the staff were composed of
Egyptians.

1. Ibid,, artiecle 99.
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The idea of nationalizing the Bank was always under
discussion as it was looked mpon as a foreign institution
operating for its private interests. In 1940 the Egyptian
Government thought of buying its shares but the transaction
was considered too costly, and moreover, the Government wanted
to keep the Bank independent of Government influence which might
Jeopordize its reputation abroad. After World War II, the
argument for nationalization was enhanced by certain acts of
central bank nationalization in foreign countries such as in
England, France and Australia, The National Bank was declared
officially as a Central Bank in 1951, yet it was not nationalized
but a close Governmental control was applied on its central
banking functions,

On January 15, 1957, Law No. 22 was enacted providing
for the Egyptianization of all foreign banks in Egypt. Con-
sequently, the shares of the National Bank owned by foreigners
will have to be transferred to Egyptians sooner or later.
However, those shares that were owned by British and French
subjects were already sequestered by the Government before the
Egyptianization laws were enacted. Those sequestrated shares
were bought later on by the Economic Organization, which is
the official Government authority set to manage the investment
of public funds., By this measure, the Government has become a
shareholder of the National Bank of Egypt for the first time.

As regards Irag and Syria, the establishment of the
Central Banks at the initiative of the state was a natural out-

come of the necessity of such institutions, which were considered
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complementary to the political independence.

2., Administration

The Governor of each of the Central Bank of Egypt,
Iraq and Syria is appointed by the Council of Ministers for
a period of five years., In all of these states the Governor
is also the Chairman of the Board of Directors., The Central
Bank Law of Syria has specifically stated that the Governor of
the Bank is ex-officio the Chairman of the Momey and Credit
Board which performs the duties of the Board of Directors of
the Bank. As regards Egypt and Iraq, the Bank Laws there do
not require the Govermor to be the Chairmen of the Board d-
though it permits it explieitly. Commenting on the Iraqi
legislation, Iversen believes that the Board should be inde-
pendent completely of the management of the Central Bank and
that the Governor, who is in fact the chief executive, should
be responsible to the Board; he has even questioned whether the
Governor should be allowed to be a voting member of the Board.l

The powers entrusted to the Governors of the National
Bank of Egypt, Central Bank of Iraq and Central Bank of Syria
differ in scope and magnitude. As regards, Egypt the Governor
is a menber of the Supreme Committee which governs central
banking affairs under the chairmenship of the Minister of
Finance and Economy« In Iraq the Governor has been entrusted

1. Iversea, Carl, Aﬂms_gn.sh_l.mm
M ational Bank of Iragqg,
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with immense powers and the Law has provided him with the right
to refer any difference of opinion between him and the Minister
of Finance to the Council of Ministers.® This right is being
criticized on the basis that the Minister of Finance is res-
ponsible for the financial policy of the State and that he
should be the last resort in all financial affairs. In Syria
the Central Bank Law has provided the Governor with all the
executive powers needed for an efficient administration, yet
the Money and Credit Board can grant the Committee of Adminis-
tration the power to over-rule the Governor in certain matters;
in any case, the decisions of the Money and Credit Board and
the Central Bank of Syria are always subject to the rfght of ’
veto held by the Minister of Finance.

The members of the Board of Directors of the National
Bank of Egypt are subject to the Company Law which applies to
all the other limited companies. The Law of 1951 has provided
for two representatives of the Board of Directors in the Supreme
Committee in addition to the Governor, out of a total of seven
members. It is noted here that the commercial banks are not
represented on this Committee., In Iraq, the new Cemtral Bank
Law has disposed of the representatives of the commercial banks
on the Board of Administration and provided instead an advisory
council of commerecial banks with no executive powers, which

will be called to meeting by the Governor of the Central Bank;

1. Central Bank Law No. 72 of 1956, article 9.
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moreover, the Law of 1956 does not permit any executive of a
bank to be a member of the Beard of Administration. This dis-
poeition, although recommended originally by Iversen, has been
criticized by other writers on the subject, who claim that the
commercial banks in Iraq should still be represented on the
Board to make use of their banking experience.. The new Law
leaves it to the Governor of the Central Bank to make the utmost
use of the valuable experience and advice of the commercial
banks in Irag. In Syria, the Central Bank Law has provided
for the representation of the banks on the Money and Credit
Board in esddition to industry, agriculture and commerce acti-
vities which are also represented.

3. Capital, Reserves and Profits

The capital of a central bank is fixed in the light of
three factors: the initial expenses required, public confidence
in the banknotes and operations in the money and capital mrkets.z

In Egypt, Iraq and Syria, the initial expenses of the
Central Banks have already been incurred and public confidence
in the national currencies have already been estseblished. It
remains to relate the capitals of these banks to the financial
operations they are expected to perform.

In Egypt, the Centrasl Bank has to provide for the

1., From an unpublished memorandum presented
by Mr. M.A. Al-Chalsbi to the Iragi Minister
of Finance, on the subjeect of the proposed
Central Bank Law of 1956, before it was
passed.,

2, Kisch, C.H. & Elkin, W.A., tr B s
(London, Macmillan: 1928), p. "
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seasonal financing of the cotton erop, which it has been

doing satisfactorily until now with a total capital and re-
serves of £ 6 million. However, the Central Bank in Egypt is
being charged with dutiee to finance state credit institutions
by granting them long term loans and by underwriting their bond
issues, Thus, the financial obligations of the Central Bank
are increasing and might require an additional amount of capital
to fulfill.

In Iraq, the Central Bank has been placed as the offi-
cial source of financing state-owned banks and semi-government
institutions, Law No., 72 of 1956 requires the Bank to grant
long term advances to semi-Government departments and allows
it to purchase Government and Government-guaranteed securities
in considerable amounts, These requirements necessitated a
large increase in the capital and reserves of the bank, the
total amount of which will ultimstely reach ID 45 million, as
has been provided by the Law.

As regards Syria, the Central Bank has to provide suf-
ficient funde to finance the agricultural seasons. The paid
up capital of £8 10 million might be sufficient for the trans-
actions that are being performed at present., However, the
Central Bank Law of 1953 provides for the purchase of Government
and Government-guaranteed securities by the Central Bank. In
this case, the Bank will be acting as a financiler of Government
institutions and thus, an increase of capital might become
necessary, as has been recognised in the Supporting Reasons of
Legislative Decree No. 87 of 1953.
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4. Audit end Supervision

The appointment of independent suditors and the in-
sistence on the publication of regular returns are among the
necessary conditions for the conduct of ecentral bank aﬁ.’airs.l

The Central Bank Laws in Egypt and Iraq have provided
for the appointment of independent auditors approved by the
Minister of Finance. In Syria, the Law has specified the appoint-
ment by the Council of Ministers of an audit committee of three
persons ineluding a member of the Judiciary Accounting Council.
As regards publiecity of Central Bank statements, the laws in
Egypt, Iraq and Syria require the publication of an annual
balance sheet; in addition, a weekly statement is required in
Egypt, a monthly statement in Iragq and a bimonthly comparative
statement in Syria.

An additional safeguard has been provided in Egypt and
Syria. In Egypt the Law of 1951 provides for the appointment
of two State Commissioners to supervise the execution of the
Law and the enforcement of the policy of the Supreme Committee.
The National Bank is required to pay £E 1000 annually for their
services to the Minister of Finance. In Syria, a State Com-
missioner is appointed by the Council of Ministers for the same
purpose, and his renumeration is borne by the Bank, While the
appointment of State Commissioners in the National Bank of
Egypt is a necessity due to the private ownership of the Bank

1. Mp P 62.
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and its exercise of commercial banking operations, it may be
questioned whether the appointment of State Commissioners in
the Central Bank of Syria is needed, since the Law entrusts the
representative of the Minister of Finance in the Money and
Credit Board with practically the same powers entrusted to the
State Commissioner.’ As to the respomsibility of the Banks of
Egypt and Syria to bear the expenses of the State Commissioners,
some writers on the subject believe that it is preferable to
have the State pay for the remuneration of such officials as
this will emphasize its respénsibility and preat.ige.2

1, Supporting Reasons for Legislative Deecree
No. 87 of 1953.
2, Kisch & Elkin, op.cit., p. 68.



A. HNote Issue

1. Nat 1 o

The National Bank of Egypt was the first to introduce
banknotes in Egypt at a time when gold currency was used to
discharge day to day transactions., From 1898 until 1914 the
notes were not legal tender but were redeemsble into gold on
demand. At the outbreak of World War I the authorities in
Egypt feared a rush on the gold reserves of the Bank and as
a precsution, the Government declared the notes of the National
Bank to be legal tender and relieved the Bank of redeeming
them into gold. This measure was declared to be temporary at
that time but it set the cornerstone of the present monetary
system in Egypt.

Another important decision was taken by the Egyptian
Government in 1916, The war needs of Britain drained the
gold reserves in the Bank of England and consequently, British
Treasury Billes replaced gold in the currency cover of the
Egyptian benknotes, A close link between the sterling pound
and the Egyptian pound was established; anybody could get
Egyptian pounds from the National Bank of Egypt on deposit of
sterling pounds in the Bank of England, and enybody could get
sterling by depositing Egyptian pounde in the National Bank of

- 22 -
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Egypt. As a matter of fact, the British forces in the Middle
East were financed by this method during the two world wars
giving rise to big amounts of accumlated sterling balances
of Egypt at the Bank of England and to big issues of Egyptian
notes which led to inflation in the postwar years. In 1947,
Egypt decided to leave the sterling area; the free exchange of
sterling for Egyptian pounds and vice versa ceased and the
Egyptian pound was quoted independently in the world markets
for the first tire.

Egypt became a menber of the Intermational Monetary
Fund in 1945, and the gold value of the Egyptian pound was
set by the Fund as 3,67288 grams or 4,133 U.S. Dellars. In
1949, the sterling pound was devalued and the Egyptian pound
was devalued in the same proportion. The gold value was put
at 2.55187 grams or 2,87156 U.S. Dollars., This adjustment
resulted in a surplus of £E 11,760,711 over the amount of gold
necessary to cover the issued banknotes., This surplus was
allocated to finance Government development projects which
would lead ultimately to the improvement of the balance of
payments which, in turn, would support the Egyptian curroncy.l

Until 1948, the cover of the Egyptian currency was
composed mainly of British Treasury bills and securities., In
1948, a law was passed repealing the decision of 1916 which
permitted sterling assets to replace gold in the cover. From

1. Law No. 57 of 1951, article 14 as amended
by Law No. 70 of 1953.
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that time on, gold was gradually placed in the cover until
the Central Bank Law of 1951 was enacted.

The Central Bank Law of 1951 confirmed the privilege
of mote issue held by the National Bank until 1980,  and
declared the notes issued by the Bank as legal tender accep-
table to the Government in the settlement of its de'bta.2
The Law provided that the notes in circulation had to be covered
by &) gold; b) foreign exchange and foreign securities; and
¢) Egyptian Government Tressury bills and securities., More-
over, any notes issued after the Law of 1951 was enacted, i.e.,
Mareh 29, 1951, had to be covered by one of the following consti-
tuentst a) gold; b) foreign exchange end securities convertible
into gold; ¢) Egyptian Government bills and securities.> How~-
ever, the currency laws did not provide any minimam or maximum
limits for any of these constituents, As regards Treasury bills,
the Law of 1951 empowered the Minister of Finance to issue a
maximum amount of £E 100 million, to be placed in the cover,
whemever that is needed. The counter-value of these bills
wag to be credited to the Minister of Finance Jjust for record
purposes, without being subject to withdrawal. However, Law
No. 242 of 1955 increased the maximum issue to £E 200 million

and allowed the Government to utilize the counter-value of

Treasury bills placed in the cover, in financing the various

1. Ibid,, article 12.

2. ﬁ%. article 14,
3
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projects, This provision opens the door in the face of the
Treasury for defieit finaneing which the currency laws of 1951
tried to avoid. Although deficit financing might be beneficial
in stirring up economic aetivity, yet it all depends upon the
discretion of the authorities which might tend to overuse this
method in financing public projects.

Iable 1
ZIhe National Bank of Egypt - Isgue
Department
Composition of Curremcy Cover as
at Dec, 27, 1956
Amount in % of
£E million Xotal
Gold 60.5 26,0
Foreign exchange and foreign
securities convertible into gold 10.3 he3
Egyptian Government Treasury Bills 118,.5 50.9
Egyptian Government Securities 8.2 3.5
Foreign Government Securities . - 7 Sl a35.3
Total 233.0 100,0

Source: The Egyptian Official Gazette, Jan. 1957, No. 3.

The figure in the table above show that total gold
and assets convertible into gold formed sbout 30% of the cover.
This ratio has been gquoted in the laws of modern monetary
systems such as that of Syria. However, the laws of Egypt
do not specify any minimum proportion that should be held at
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all times, There is no harm in the absence of such & provi-
sion as long as the monetary authorities keep a reasonable
minimam proportion of gold and free foreign exchange in the
cover, But the temptation of utilizing this source of funds
exists at all times. Such an action might be too risky to
undertake in a country like Egypt, which is liable for drastic
disturbances in its balance of payments due to its dependence
on cotton exports. In case such a disturbance comes, gold
and foreign exchange should be sufficient to settle interna-
tional obligations., Thus, it is advisable that a minimum
proportion of gold and foreign currency be emphasized in the
currency laws,

The next important item in the cover is the Egyptian
Government Treasury bills, The ratio at that date exceeded
50% which indicates an excessive use of these bills for pur-
poses of the cover., It is noteworthy to mention that this
ratio in December 1954 was only 25%, and in December 1955,
27%. A major reason for this increase of Treasury bills in
the cover, is the war events in Egypt which necessitated in-

creased issues of Treasury bills to meet most of the increased

issues in banknotes. From the period October 25,1956 to Novem-

ber 8, 1956, banknote issue jumped from £E 217 million to
£E 231 million and the Treasury bills jumped from £E 107 mil-
lion to £E 116 million.® Aeide from the sbnormal eonditions,

1, National Bank of Egypt, Economic Bulletin,
1957, No. 1.
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Egyptian Treasury bille are being used increasingly as a
method on deficit financing. More than 90% of the issues are
being purchased by the National Bank directly from the Treasury.
This practice might entail inflationary pressures which will,
in turn, effect the value and stability of Egyptien currency.
An outstanding provision has been lately introduced
in the Egyptian currency issue. By virtue of Law No. 50 of
1957, banknotes issued by the Issue Department may be covered
by Government guarsnteed paper and by commercial bills dis-
counted by the National Bank, There is no doubt that this
provision secures an amtomatic link between the amount of
issued banknotes and the financial needs of business. Thus,
the seasonal requirements of banknotes in Egypt will be met
by rediscounting commercial bills at the central bank., When
these bills are settled, the corresponding banknotes will
come back to the vaults of the Central Bank,
Egyptian currency is defended by strict exchange control
that has been applied intensively since 1947, after Egypt
left the sterling area., The exchange control was regulated
by Law No., 80 of 1947 which provided for the appointment of
a Government official to supervise the execution of the regula-
tions as carried out by the Central Exchange Control Department
in the National Bank of Egypt. The system of exchange control
is based upon payment agreements that result in a nunber of
different exchange rates quoted for the Egyptian pound. The
following procedures will give an idea about the complications
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of this system..l

l., An Egyptian "export pound" was introduced in 1949
to provide for dollars and certain other imports goods in
Egyptian pounds, The Egyptian pounds thus acquired from ex-
porting goods to Egypt could be utilized afterwards for payment
for the goods imported from Egypt. This procedure created a
market for Egyptian "export pounds" outside Egypt where the
value of these pounds fluctuated according to supply and de-
mand.

2, A "B" pound procedure was introduced in October
1950 to neutralize the difference between the Swiss frane and
the Egyptian pound and to establish a smooth payment system
between Switzerland amd Egypt. The envisaged mechanism of
the procedure was as follows: normal trade and payment trans-
actions had to be carried and invoiced in Egyptian pounds,
Since the Swiss exporters would like to obtain Swiss francs
against the Egyptian pounds traded in, then would develop a
free market with fluctuating rates for in Zurich., It was
the interest of the Swiss Government to have a moderately
devalued £E to enable the Swiss spinmners to buy Egyptian
cotton at favourable prices, without pricing out Swiss goods
from the Egyptian market. The rate of the "B" pound has been
stebilized by Swiss banks in the interest of Swiss economy.
Moreover, safeguards were introduced in the agreement by keeping

l, Koestner, N,, "Exchange Control”
Studics Inetitute, (Caire, 19%6), pe Bies
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large Government and other orders outside the scope of the
"B" pound, On the other hand, the Egyptian Government was
offered facilities to earn Swiss francs by the proviso that a
certain percentage of cotton exported to Switzerland had to
be paid for in Swiss francs instead of "B" pounds, The "B"
pound wass later on applied as to the Belgian franc and the
Duteh florin,

3« In February 1953 the entitlement procedure was
applied. This meant that the exporter of Egyptian good be-
came entitled to repurchase a fixed percentage of the repatria-
ted proceeds of the foreign exchange surrendered to the Control,
and was entitled to resell the amount thus repurchased in the
market at a premium,

At the enmd of 1956, the money supply in Egypt amounted
to £E 511 million, out of which £E 233 million were issued

1 As has been mentioned sbove in this section, the

notes.
seasonal variations o.r the notes in cireculation follow the
seasonality of the cotton crop, thus increasing around Decem-
ber and decreasing afterwards, Moreover, the limited use of
bank credit can be seen from the high ratio of notes to the
total national income of Egypt estimated in 1954 at £E 867
-1111011.2 This ratio which is more than one guarter of the
National income gives a clear idea of the excessive use of
notes when compared with the ratio in more advanced countries

where it is one tenth or less.

X 357' No. 2.
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2, The Central Bank of Irag
The Indian Rupee was the official currency of Iragq

since the British occupation in 1917 and until 1931. Law
No. Ll of 1931 introduced the Dinar as the standard of
currency to replace the Indian Rupee end fixed a gold value
for the new unit so that the monetary system of Iraq would
be on a gold exchange standard. This principle was never
applied, since in September of that year Britain abandoned
the gold standard and an amending Law was passed to meet the
new situation. On April 1, 1932 the Iraqi Currency Board
took over the issue of the new currency in Irag against pre-
payment of sterling in London at the rate of one Dinar for
one pound sterling. The currency cover consisted of sterling
securities, except such portion as was found necessary to
retain in cash,

In 1947, Currency Amendments Law No. 42 was enacted,
establishing a new basis for the Iraqi currency and entrusting
the issue function to the National Bank of Irag, at present
called the Central Bank of Irag. The Currency Law of 1947
fixed a gold value to the Dinar in conformity with the rules
of membership in the IMF, This value was changed as a result
of the develuation of the sterling pound in Septenber 1949,
end settled on 2.48828 grams for the Dinar. The Law of 1947
provides, furthermore, that the currency in circulation must
be covered by go&l, foreign assets and Iraqi Government
securities. The ratio of gold and foreign assets must form
at least 70% of the cover, while the ratio of Iraqi Govern-
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ment securities must not exceed 30%, By this wa, a certain
degree of elasticity of currency issue was introduced, after
the rigid rule of 100% sterling exchange has been applied
since 1931,

The figures of December 1956, as shown in the follow-
ing table, reveal that the amount of gold and foreign assets
in the cover was much more than the legal requirement. On
the other hand, the amount of Iragi Government securities at
that date, was relatively small and far from the 30% margin
provided by the laws,

Sterling assets 42,2 Y & Y 4
U.S. Dellars 3e1 57
Gold bullion 5.0 9.2
Iraqi Govt. bonds U.0 T -
Total 54.3 100,0

Source: Central Bank of Iraq, Quarterly Bulletin,
1956, IO. 20,

The high ratio of sterling assets in the cover, is a
feature of the membership of Irag in the sterling area. This
question has been the subject of a controversy in Iraq for
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some time., Whereas one group argued that Iraq should leave
the sterling area, because of the risks involved in being
dependent on one foreign currency, another group saw in this
action economic disadvantages which are not in favour of
Iraq. Iversen's view on this subject was that "Iraq should
not leave the sterling area - in so far as the guestion is to
be decided upon purely economic grounds,"” His alternative
solution of the problem of currency cover was an arrangement
with Britain "eaccording to which Irag, while still drawing
from the central pool the dollars needed at the same rate as
before, could retain its own current dollar earnings for 2
certain period with a view to the estsblishment of an indepen-
dent Iragi gold or dollar reeem.“l The monetary authorities
have adopted this view and are acting accordingly in the
policy of diversification that is being followed. In addi-
tion to the sterling assets in the cover, dollar assete are
being accummlated gradually and gold bullion has been placed
in the cover for the first time in the monetary system of
Iraqe The gold was purchased from the Bank of England in 1955
with a value or- ID 5 million, ID 3 million of which were
delivered in 1955 and the rest in 1956,

An additional safeguard of the Iragi currency is
provided by the exchange contrel which is undertaken at pre-
sent by the Central Bank. The regulations of foreign exchange

1., Iversen, 9pscit,, p. 27h.
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provide that all foreign currencies, including sterling,

are considered foreign and thus, all payments in foreign
currencies are subject to special pemiaaion.l The control
of foreign currency receiptes is effected by requesting the
exporters to sign undertakings to submit their foreign cur-
rencies to the Central Bank. The trend in recent years was
to grant foreign exchange facilities which would increase
importation to the country. Thus, in 1954, the Central Bank
took several measures in this respect some of which were the
following: 2

l. Extension of the duration of foreign exchange
lieences,

2. Grant of authority to the commereial banks to
do business with scarce currency countries without recourse
to the Central Bank.

3« Extension of the commercial banks' powers to

import from other areas.

The total amount of curreney in cireculation in Decem-
ber 1956 was ID 53.7 million.” Compared with the nationsl
income of Irag, estimated at ID 150 million, this amount seems
to be greater than that in more advanced countries, The reason
lies in the limited use of bank credit in Iraq and in the

1, Law No. 18 of 19500
2. National Benk of Iraq, Anmual Report, 1954,
Pe 21,

3. Central Bank of Iraq, Quarterly Bulletin,

1956. No. 20,



hoarding of paper notes according to primitive ways of saving.
The currency in eirculation amounfed to about one-
third of the total momey supply, which was in December 1956,
ID 167.8 million.t
to the total money supply, has been increasing rapidly in the

However, the proportion of demand deposits

recent years, due to the increase of Government and semi-
Government deposits in the commercial banks and in the Central
Bank, This is not to say that the increase of private depo-
sits was negligible. This increase was due to the rise of the
income level, the increased use of credit and the reduction
of hoardinge. Until now, the turnover of the private deposits
has been more than the public deposits. This is due to the
fact that a substantial part of the latter has been waiting
for utilization in the public projects that have not yet been

put into cxocntion.a

3. ZIhe Cenmtral Benk of Syris

In 1918, the British and French forces occupying Syria
established the Egyptian pound as legal currency in replacement
of the Turkish note. In 1920, Syria was placed under the
mandate of France which had to buy Egyptian pounds in order
to meet the heavy expenditures of the French troops in Syria.
As a result, the French Government established a new Syrian
paper currency based on the French franc and conferred the
privilege of issuing the new currency on the Bangue de Syrie,

a Prench company affiliated to the Ottomsn Bank.>
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In 1924, a convention was concluded between the
states falling under the French mandate, on one hand, and the
Benk on the other, by which the franc exchange standard was
sanctiened and the Bank wae granted the exclusive privilege
of note issue for a period of fifteen years starting April 1,
192, end was given the name of the Banque de Syrie et du Grand
Liban. According to the Convention, the notes in circula-
tion were limited to £8 25 million covered by a reserve com-
posed of the following items: a) an obligatory deposit in
francs at the French Treasury in Paris, amounting to at least
one third of the note issue; b) commereciasl paper in an amount
not exceeding 7% of the notes in ecireculation; ¢) an optional
current deposit at the French Treasury, which, together with
the commercial bills was not to exceed 22 per cent of the total
issue; d) short term bonds issued or secured by the French
Government; e) gold or foreign government securities paysble
in go:l.d..1

During the period 1920-1926, the Syrian currency
suffered from the fluctuations of the French franc until in
1928, France adopted the gold bullion standard and, consequent-—
ly, the monetary system of Syria settled on a gold exchange
standard, until 1936 when France abandoned the gold bullion
standard.

In 1939, the privilege of note issue held by the Bangue

1. Hl.lldlh, m' Pe 71.
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de Syrie et du Liban was extended for twenty five years by a
Decree issued by the French High Commissioner after the Syrian
Parliament was dissolved due to political dispute. During
World War II, the Allied Forces occupied Syria and declared
it a member of the sterling area. The big amounts of sterling
and Americen deollars currency spent by the Allied Forees in
Syria were handed to the Exchange Office which issued Syrian
banknotes in replacement thereof while the Free French Govern-
ment was utilizing the foreign exchange and placing French
francs instead. The amount of Syrian currency issued by this
way was £S5 800 million, the counterpart of which was utilized
by the French Government and constituted a debt in favour of
Syria.

In 194k, an agreement was concluded between Syria and
France, whereby the Syrian currency was given a specific value
in terms of sterling; the French Government guaranteed the
value of the franc in the cover in case any devaluation took
place and maintained the convertibility between the Syrian
currency and the sterllng.l

The French Government stood up to its obligations
when the franc was devaluated in 1945, by depositing a sum
of france in the Syrian Currency cover to maintain the value
of the Syrian Currency in terms of sterling. In March 1946,
the French Govermment sbolished the convertibility that was
existing between the Syrian currency and sterling, and dec-

1, ms..' Pe 273,
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lared its unwillingness to guarantee the sterling value of
the Syrian currency. These measures were met by objection
from the Syrian authorities and after long negotiations with
France, during which the Syrian pound was given a gold value
by the IMF, an agreement was reached in 1949 whereby Syria
left the French franc area and became independent in its
foreign exchange policy. Consequently, the Syrian Govern-
ment issued Decree No. 76 of March 1950 which defined the
status of the Syrian currency in accordance with the 1949
agreement, and declared that the note issue is undertaken
by the State and that a private institution may be delegated
t6 issue the currency on behalf of the State;- thus, the
Banque de Syrie et du Liban continued to practice note issue.

In March 1953, Decree No. 87 was enacted setting a
new basis for the Syrian monetary system and entrusting the
note issue function to the Central Bank of Syria whenever
this latter starts its operations. The privilege of note
issue held by the Bangue de Syrie et du Liban was liguidated
by an agreement concluded in July 1955 and ratified by the
Syrian Parliement on Jamuary 21, 1956.2 The agreement pro-
vided for a transition period of six months during which the
Bangue de Syrie et du Liban prepared for transferring the
issue functions to the Central Bank of Syria, which assumed
its duties on August 1, 1956.

1. Articl‘ ho
2. Law No, 164 of 1956,
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The Currency Law of 1953 states that the right to issue
notes is held by the State and that the Central Bank is de-
legated to enjoy this right in as far as banknotes are con-
cerned, while the issue of gold and currency coins is entrust-
ed to a Government agency attached to the Central Bank to
secure centralization of issue. According to the Law, the
cover of the Syrian currency shall be composed of the following
1teu:1

1. Gold at the official parity of 405,512 milligrams
of gold to the Syrian pound. This rate may be revalued in
exceptional cases by deecision of the Money and Credit Board;
and all profits and losses that result of any revaluation of
gold and foreign currency is debited or credited to the State
accordingly. Gold and foreign eiohango mst not form less
then 30% of the cover. '

2., Foreign exchange and assets held by public insti-
tutions and foreign banks to the ¢redit of the Central Bank;
commercial bills of exchange drawn in foreign currency on
residents of other countries; short term paper issued by other
countries and international organizations such as the IMF
and IBRD and advances made to the Syrian Exchange Office.

3. Commerecial bills drawn in leocal currency; loans
and advances of fixed maturity if held against a mortgage
of gold bullion, state guaranteed bonds, commercial bills,

1. Legislative Decree No, 87 of 1953,
articles 21-3%6.
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warrante and goods, Loans and advances made to state credit
institutions may be included in the cover if issued against
collateral acceptable to the Money and Credit Board.

4. Public bonds, loans and advances, Amongst them
is the public debt up to a maximum of £8 220 million; an
advance to the State not exceeding 10% of the current budget
revenue; state bonds issued for subseription in the IMF
and IBRD; treasury certificates and bills not exceeding £8
60 million,

The following table shows that on December 20, 1956,
the cover of the Syrian currency consisted of three main
items: a) gold and foreign exchange; b) loans to industry,
agriculture and trade; and c¢) Government bonds and loans.

At that date, gold formed 27.6% of the cover while loans
to the private sector formed 26.8% and loans to the Govern-
ment sector 45.6%.

Composition of Ourremcy Cover as at Dec, 20, 1956

Amount in £8S % of
~mmillion total

Gold and foreign exchange 171.2 27.6
N e 169, 2 26.8
Government bonds & loans 287.0 L5.6
Coins 0.1 -
Total 627.5 100.0

Source: The Official Gazette of the Syrian Republiec,
l.’ 1957’ No. 23.
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Literally speaking, the ratio of gold and foreign
exchange shown in the table above is below the 30% legal
requirement provided in the laws. From the practical point
of view, this small difference between the actual ratio and
the legal ratio is insignificant and might be due to the
day to day fluctuations in the amount of foreign exchange
held by the Exchange Office, at the time the sbove statement
was drawn. Furthermore, the cover of the Syrian currency

applies to the demand deposits as well as the notes.l

Thus,
the amount of gold and foreign exchange as at December 20,
1956, constitutes in faet about 40X of the notes in eircula-
tion at that date., This ratio provides a satisfactory base
for the currency by standards of modern monetary systems,
and meets the requirements of safety and elasticity of cur-
rency issue,

Elasticity of currency issue has been secured further
by including loams to the private sector in the cover. This
item acts as an automatic link between the amount of currency
and the financial needs of the Syrian economy, which is
characterized by seasonal fluctuations. Moreover, the laws
provide maximum maturities of these loanl,z which ensure the

ligquidity required in the items of the cover.

1., | article 21 (3).
2. E&: article 28 ie}
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The public loans and bonds in the cover do not ne-
cessarily imply deficitifinancing. As a matter of fact, the
figure quoted in the table above, includes an amount of
£8 220 million representing an old public debt that has been
blocked in the cover permanently. The only way deficit financ-
ing may be performed is by including in the cover a maximum
amount of £8 60 milliom in Treasury bills and securities,
as has been provided in the laws, As at December 20, 1956,
no such item appeared in the cover. Thus, the above item
of loans to the Government sector provides a sound and safe
component of the Syrian currency cover.

The Syrian currency has been supported by exchange
restrictions, which at present are being menaged by the
Central Bank through the Exchange Office. However, these
restrictions do not jeopordize the free exchange market
that exists in Syria, but provide minimum safeguards of
the currency whenever that is needed. The prineiple of
exchange control in Syria requires that the foreign exchange
proceedes of certain Syrian exports be repatriated and declared
to an approved commercial bank, These proceeds can be uti-
lized by the Syrian exporter to cover his own imports, else
they should be sold to the bank.,. The Exchange Office enters
the foreign exchange market as a buyer or a seller in order
to stabilize the value of Syrian currency vis-a-fis the ex-
change rates of principal currencies, Until now, the Exchange
Office has been successful in achieving the required stabili-
zation, without affecting the freedom of the exchange market.
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In Decenber 1956, the figures show that out of a
total money supply of £8 787 nillion,l the currency in cir-
culation was £58 448 million making a ratio of 57 per cent.
This indicates the limited use of checks to discharge pay-
ments, The same conclusion can also be drawn by comparing

the amount of currency in circulation with the total national
income of Syria, which is estimated at £S 1750 million.2

Whereas, in more developed countries, the currency in circula-
tion forms sbout one tenth of the total national income, in
Syria it forms about one quarter, a ratio that prevails in
most of the underdeveloped countries.,

4. Simil es £r e
The main similarities and the chief differences bet-
ween the issue functions of the Central banks of Egypt, Irag
and Syria, are briefly stated as follows:
l, The issue function in Iraq and Syria is a state

privilege handled by state-owned central banks while in Egypt,
the privilege of note issue has been conferred on the National

1, This figure is composed of total currency
in eirculation, demand deposits of the
Central Bank, and demand deposits of the
principal banks operating in Byria. See
nt C B of itat

2. 8 mnt:l.onad in the report presented by
the Syrian Minister of Finance to the
Parliament on the financial conditions
of the State in 1956,
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Bank for a temporary period ending in 1980. The reason
for this arrangement is the commercial nature of the National
Bank, This fact reflected alsc on the way profits of note
issue are divided. In return for this privilege, the Bank
pays the State 85% of the profits of note issue, while pro-
fits of commercial operations go to the shareholders. In the
case of Irag and Syria, no distinction is made between the
profits of note issue and other profits of the central banks,
These profits are dedicated to build up adequate reserves
and some of them are divided between the State and the central
bank according to certain methods of profit-sharing that are
prescribed in the laws.

2. The currency covers in Egypt, Iraq and Syria
are similar in that all of them include gold, foreign assets
and government securities. In addition to these elements,
the lews of Egypt and Syria provide for the inclusion of
commercial bills and loans, while in Irag no such provieion
exists, Thus, in Egypt and Syria the amount of note issue
has been sutomatically linked with the finaneial needs of
business., This is of special significance since these finan-
cial needs follow the seasonal fluctuations of agricultural
erop in both countries. In Irag, the amount of notes in
circulation depends more on the public expenditure of oil
revenues, than on the needs of private business. However,
the lack of a provision to include commercial bills in the

cover, is a disadvantage of the Iragi note issue with respect



to its elasticity.

3, The laws of Egypt do not presecribe a minimam
ratio of gold and foreign exéhange in the cover, while in
Iraq and Syria the laws prescribe a minimum ratio of 70%
and 30% respectively. The ratios are decided in Egyptl by
agreement between the National Bank and the Minister of
Finance and with the approval of the President of the Repub-
lic. The reasons why the laws of Egypt do not prescribe
minimum reserves may be to secure a maximum degree of flexi-
bility in the note issue. On the other hand, the advantage
of mininum reserves is to inspire public confidence in the
notes and to meet any emergencies that may appear. However,
the Egyptian notes have been since 1951 covered by gold and
foreign exchange at a ratio of not less than 30%. Thus, a
minimum ratio has been followed although the laws do not
preseribe it.

4. In Syria, the laws of the cover apply to the
demand deposits of the Central Bank in addition to the notes
issued, while in Egypt end Iraq the laws apply only to the
notl.os. In this question, the Syrian provision is more realistic

then that of Egypt or Irag. The demand deposits of the Central
Bank are subject to withdrawal at any time and in this case,

notes are automatically issued to pay the depositors. There-
fore, there is no reeson to exclude the demand depésits from
the econditions applied to the note issue.

5, The Central Banks of Egypt, Irag and Syria are
entrusted with the administration of exchange control. This
duty is supplementary to note issue in the sense that it
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contributes to the stability of local currencies against
outside pressure. Whereas in Egypt striet exchange control
is applied, in Iraq and Syria more freedom is provided. In
Irag, all foreign currencies should be submitted to the
Central Bank but more import facilities are being provided.
In Syria, a free exchange market exists while the Exchange
Office staebilizes the exchange rates by intervention., The
existence of different exchange regulations in the three
countries is due to the different factors existing in each
of them, namely, the monetary system, the balance of payments
and the economic policy of the country.

6. The proportion of notes in circulation to the
total money supply in Egypt, Iraqg and Syria reanges between
one third and one half. This high ratio indicates the limited
use of benk credit in discharging monetary obligations. The
same conclusion can be drawn from the proportion of notes in
ecirculation to the mational income in the above three countiries.
This proportion is sbout ome fifth while in no;e advanced
countries it is less than one tenth. It is noteworthy to men-
tion that a part of these notes does not actu;lly eirculate,
but is hoarded according to primitive methods of saving.
The other fact that should be mentioned is the existence of a
barter trade in some of the small areas of the Arab countries

which are still outside the money economy.

B. Piscal Agent of the Government
1. The National Bank of Egypt
The Central Bank Law No. 57 of 1951 and the Statutes



of the National Bank of Egypt stipulatel the following duties
to be performed by the Bank in its capacity as a fiscal agent
of the Egyptian Government:

1. To act as a banker of the Government; this en-
tails granting advances, discounting Treasury bills and
holding Government securities.

2. To float Government loans and act on behalf of
the Government in redemption of such loans.

3, To execute, on behalf of the Government, the
financial asgreements concluded with other countries and with
international institutions.

As a banker of the Government, the National Bank has
been keeping the funds of the Government and semi-Government
institutions ever since it was established, In addition, it
may grant the Government short term advances to meet seasonal
deficits in the budget., The laws prescribe that these advances
must not exceed 1/10 of the total amount of the budget, the
figure of the budget to be calculated on an average of the
three past years.l The Government made use of this provision
end obtained advances on the budget several times, as has
been mentioned in the Bank reports of 1952 and 1953.

The National Bank is required to discount Treasury
bills and hold Government securities. The laws do not pres-
eribe any limit for such holdings. However, Law No. 242 of

1. Law No. 57 of 1951, article 15.
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1955 authorizes the Minister of Finance to issue a maxinum
amount of £E 200 million in Treasury bills. This may be
considered as the only limitation of the Government power to
borrow from the Bank against Treasury bills., It is worthy
to mention here, that in December 1956, the total amount of
Treasury bills held by the Bank in the note cover and in
the Banking Department smounted to £E 132 million, which
formed sbout 90% of the total smount of Treasury bills out-
standing at that time.l

The National Bank has been holding in the recent
years increasing amounts of Egyptian Government securities,
In addition to the Government securities held in the cover
according to the laws, Government-guaranteed securities are
now allowed in the cover by virtue of Law No. 50 of 1957.
Also, the Government is suthorized to issue bonds within
the limits of £E 150 million repayable in fifteen years for
the purchase of sterling from the Bank to cover external
expenditure relating to development pro:ects.2 These pro-
visions indicate the tendency of the Government to utilize
the Central Bank funds in financing capital investment.

The issue of Treasury bills and the flotation of
Government loans are undertaken by the National Bank, The

importance of these services can be seen through the figures

1, N.B.E., ;ﬁnmm 1957, No. 1o
2. Law No. 2 of 1955.
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of public loans outstanding, which at the end of 1956 reached
£E 174.7 million, while the Treasury bille outstanding reached
£E 146,0 million. These services apply also to the semi-
Government institutions such as the Credit Agricole et Coopera-
tif d'Egypte. This bank secured in 1956 a loan of £E 20 mil-
lion from the National Bank which retained the right to float
the corresponding bonds at a suitable time,l
According to the laws, the National Bank executes the
financial agreements concluded between Egypt and other count-
ries. This duty involves the Bank in accounting for these
agreements, handling clearing accounts and effecting settle-
ments. Moreover, the Bank acts as an adviser to the Govern-
ment in all matters of banking and finance, This includes
foreign loans and dealings with international financial insti-
tutions such as the IMF and the IBRD, a recent example of
which is the amount of ¥ 30 million purchased from the IMF

with Egyptian currency, in September 1956 and February 1957.2

2, The Central Bank of Irag
The Central Bank Law No, 72 of 1956 prescribes the
following duties to be undertaken by the Bank in its capacity
as a fiscal agent of the Government:
1. To act as a banker keeping the funds of the

Government and semi-Government departments

2.

1, N.B.E., Report of the !’;;tg-&evggth Or-
W- 1956.
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2. To transact in Treasury bills and Iraqi Govern-
ment securities and to make advances to the Govermment to
meet temporary deficite in the budget.

3. To undertake transactions relating to public
loans of all kinds.

4. To undertake duties arising from International
economic and financial agreements.

The funde of the Iraqi Government were kept originally
by the Rafidain Bank, a state-—owned institution established
in 1941 to exercise commercial banking, In 1947, the National
Bank Law was enacted stating that the Bank should be the
depositor of Government Funds. But these funds continued
to be deposited in the Rafidein Bank, after the National
Bank started operations in July 1949, probably because of the
influence of the Rafidain management in official ecirecles.

This situation jeopardized the position of the National Bank
as the central bank of the country, and had the effect of
reducing the Rafidain's dependency on it. This was of special
significance since the Government funds were increasing as a
result of the increasing oil revenues of Irag, although only
30% of these revenues are credited to the Government ordinary
accounts while the rest goes to the Development Board. At
last, in May 1956, a Royal Iradal was issued ordering the
transfer of all Government funds held by the Rafidain Bank

1. Royal Irade No. 383 of May 6, 1956.
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to the National Bank of Iraq within a period of six months.
In December 1956, the funds were already transferred except
for the fixed deposite which remained in the Rafidain Bank
until the due dates of withdrawal., To compensate for the
loss of liquid assets of the Rafidain Bank, the Board of
Administration of the National Bank decided in June 1956
to grant it a loan of ID 5 million at 24% interest. However,
the action of transferring the funds brought sbout many
protests from the business cirecles in Iraq which had close
ties with the Rafidein,’ but this step was considered in-
evitaeble for the proper func tioning of the central banking
euthorities.

The Law of 1956 provides that the Central Bank of
Iragq buys, sells or discounts Iraqli Government Treasury bills
maturing within three upnths.2 Moreover, it provides that
the Bank may grant advances to semi-Government departments
for“period not exceeding ten years and purchases Iraqi Govern-
ment securities maturing within a period of fifteen years;
the total asdvances and securities held as such may not exceed
three timees the authorized capital of the Bank.3 In December
1956, the Central Bank of Irag held ID 21,7 million in Iraqi
Government bonde out of total assets of ID 156,5 mi%lion,
while no Treasury bills were outstanding at that time. As

1. o hdloes, S Laddl slasy il W iSa sl
I e e 1101 e 1T sae ¢ 3Ll

2, Law No. 72 of 1956, article L4 (2) (1ii).

3. Ibid., article L4 (2) (iv).
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to the advances made to semi-Government departments, these
were only ID 450,000. This relatively small amount of
advgnees made by the Central Bank, may be explained by the
loans that have been extended to the semi-Government depart-
ments by the Development Board,

In addition to the above mentioned credit facilities
to the State, the Law of 1956 provides for temporary advances
to the Government to meet temporary deficits in the budget
revenue; the amount of such advances may not exceed 10% of
the total budget revenue for the year and should be settled

at the close of the year in whiech it is nade.l

Until Decem-
ber 1956, the Government had not resorted to these short term
advances,

'!_he issue and flotation of public loans have been
entrusted to the Central Bank, This includes all the ser-
vices required for mansging internal loans made to the Govern-
ment and semi-Government departments as well as the foreign
loans, As a matter of fact, the Central Bank of Irag took
part in concluding the major foreign loans secured by Irag
such as the Railways loan, concluded in 1949, and the Tharthar
loan, concluded in 1950.2

The duties related to the international economic and
finanecial agreements were assumed by the Central Bank since
1949, In addition, the Bank advises the Govermment on the

rights and duties of membership in the IMF and the IBRD,

1s ., article L4 (2) (v).
2. L] oIo. 1 t’ ml" 19&-9 - Dec-
1950l p‘ 1.
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and furnishes these institutions with any information and
statistical data requested by them,

3. The Central Bank of Syria

The duties undertaken by the Central Bank of Syria
in its capacity as a fiscal agent of the Government, are stated
briefly as follows:

l, To aet as the banker and treasurer of the State,
and also to all public departments unless the Minister of
Finance should dictate otherwise.

2. To float Government loans and act on behalf of
the Government in redemption and conversion of such loans;
and participate in negotiations for foreign loans.

3+ To participate in negotiations and execution of
clearing and payment agreements, and to help the Government
in its relations with international monetary and banking
institutions.

According to Legislative Decree No. 87 of 1953, the
Central Bank of Syria is the banker and financial agent of
the State and all public institutions,’ so that the manage-
ment of State funds will be performed by one authority in
the public interest. The Bank will also be the State treasurer,
and in this capacity it is subject to the general accounting
rales of the State, Moreover, the Bank may be called upon to

1, Legislative Decree No. 87 of 1953, article 67.
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manage the branches of the Agricultural Bank and the branches
of other State financial institutions,’ to help in cutting
down the administrative expenses of the State., Other duties
that have been entrusted to the Bank are the mamagement of
a "Guarantees and Deposits Fund" and a "Savings Fund", until
it is found worthwhile to create for them autonomous depart-
monts.2

As a state banker, the Central Bank of Syria is under
obligation to finance the State in long and short term credit.

The laws specify the following public debt items acceptable

in the currency cover:3

l., A total debt of £S5 220 million, representing the
loans that were extended by the Issue Department of Bangue de
Syrie et du Liban to the State institutions.

2. Cash advances to the State Treasury up to one
tenth of the actual revenues of the previous fiscal year, and
repayable during the current fiscal year. :

3., Treasury bills issued to cover the losses incurred
in the official changes of gold and foreign exchange values
held in the cover, and to cover the losses incurred by the
Exchange Office operations performed on behalf of the State.
Also, Treasury bills issued to cover the State subseription
in the IMF and IBRD are included in the cover.

4o Treasury bills, certificates and bonds issued by

1s , article 69 3;.
2 , article 69 (2
3e article 35.



the State or guaranteed by it, up to a limit of £S5 60 mil-

lion.

According to the Law of 1953, the Central Bank of
Syria is entrusted with all the operations conmnected with
the State loans, Apparently, this duty is of notable im-
portance as the Law limits the possibilities of deficit
financing and emphasizes the need to develop a security
market in Syria which will supply the Government with the
needed capital, The organization and management of publiec
debt has been regulated by Law No. 89 of 1955. According
to this Law, the public debt has been entrusted to a Public
Debt Department in the Ministry of Finance, to be run by a
committee of State officials including one of the staff mem-
bers of the Central Bank, Moreover, the provisions of the
Léw cover all the details related to the issue of publiec
bonds and their redemption, which are necessary for the pro-
per organization of a market in Government securities.

As regards bilateral agreements, the Central Bank
acts on behalf of the State in executing their financial
aspects, In addition, it represents the State in dealings
with the international financial institutions and advises the
Government on its rights and duties pertaining to the menmber-
ship in such 1nst1tutions.1

1. Legislative Decree No. 87 of 1953, article 66.
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4o Similarities and Differences

The similarities and differences between the func-
tions of the Central Banks of Egypt, Iraq and Syria as fiscal
agents of their Government can briefly be stated as follows:

l. The Centrals Banks of Egypt, Iraq and Syria are
depositors of public funds and bankers of their Governments.,
In this capacity, they are in a position to advise the autho-
rities in finencial matters, especially those arising from
the impaet of public expenditure. Moreover, the holding of
public funde is an advantage, in that the Central Banks can
use them to carry transactions in the money and capital
markets whenever that is necessary. Another advantage of
being bankers of their Governments, is the training gained
by the central bank staff in the conduet of practical bank-
ing operations, which will qualify them to become better
central bankers in the ruturo.l

2. The obligation of the Central Banks of Egypt,
Iraq, and Syria to extend credit to their governments, has
been preseribed explicitly in the laws of the three countries.
The three Central Banks are required to discount Treasury
bills, hold Government securities and grant advances to cover
temporary deficits in the State budget. However, some differ-
ences lie in the limitations of State financing. Whereas the

l, Sayers, R.S.,"Central Bankinc in Undpr-
dov'loped CGuntries. Na L Ba
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Central Bank laws of Egypt do not prescribe any limits to the
central bank holdings of Treasury bills and Government secu-
rities, the laws of Irag provide for a meximum of 30% of

the currency cover to be composed of Iragi Government secu-
rities, In addition to the provision of the cover, the laws
of Iraq provide that the total advances made to semi-Government
institutions together with the investment in Government secu-
rities must not exceed three ti es the authorized capital of
the Central Bank of Irag. In Syria, the public debt items
allowed in the assets of the Central Bank are limited to the
items provided in the laws and mentioned in the previous sec-
tion of this thesis.

It may be seen from the above provisions that the
Egyptian laws provide a wider margin of discretion to the
management of the Central Bank in matters regarding the finan-
cing of State institutions, than those of Irag and Syria where
liinits have been provided.

3. The Central Banks of Egypt, Iraq and Syria are
entrusted with the flotation of public loans and the execution
of financial agreements with other countries. The National
Bank of Egypt has been handling public loans since a long time,
while the Central Beanks of Irag and Syria 4id not have much
experience in this function. This is due to the relatively
short time these two banks have been in operation and to the
insignificant volume of Treasury bills and Government securi-
ties that have been issued yet in Iraq and Syria.
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As to the financial relations with other countries,
the three Central Banks are similarly entrusted with the duty
of advising their Governments in these relations, supervising
the execution of the agreements, and acting on behalf of their
governmente in performing the rights and duties of membership
in the international finaneiel institutioms,

C. egulat C t
1. The National Bank of Egypt

The Central Bank Law No., 57 of 1951 entrusts the Na-
tional Bank with the regulation of credit in the country in
the public interest especially in times of economic distur-
bances. This power of regulation will be discussed in the
light of the following weapons of control, which are usually
entrusted to a central bank in this respect:-

l., Variations of the bank rate,

2. Open market operations

3. Variations of the obligatory reserve ratio

4. Banking control.

The effectiveness of the Bank rate as a method of cre-
dit control depends largely on the amount and frequency of
banking transactions performed between the commercial banks and
the National Bank. These transactions take the form of
loans and re-discounts arising from commercial operations. In
Egypt, these operations are concentrated on short term financ-
ing of internal and external trade, the leading item of which
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is cotton., During the period stretching from November to
February each year, cotton merchants resort to the commercial
banks in order to pay for the crop they have purchased. To
meet this demand or credit, which is usually embodied in a
demand or banknotes, the commercial banks resort to three
ways: a) reduction of their excess cash balances in the
National Bank; b) liguidation of some of the Treasury bills

they hold; end c¢) borrowing from the National Benk,

Thus,
the need for central bank credit arises only at the height of
the cotton season, while in other periods of the year, a
considerable degree of liguidity prevails in the commercial
bank assets, When Egypt was still a member of the sterling
area, the liquid funds were invested abroad, but now in the
presence of exchange controls, these funds are kept in cash
while some of it is invested in Egyptian Government Treasury
bills, In the recent years, borrowing from the National
Bank has been increasing gradually; at the end of 1954, the
advances to the commeré¢ial banks amounted to £E 12,9 million,
while in 1955, they were £E 13.2 million, and in 1956, £E
18.4 million,?

Discounting in Egypt suffers from the relative 1li-
mited use of commercial bills in internal trade transactions,

It follows that little rediscounting is done at the National

L L U=

1A :
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Bank at present. The Bank has taken several measures to
encourage this service. In 1952, it reduced the minimum
amount per bill eligible for rediscount from £E 250 to £E
50, and agreed to consider billsmaturing in more than three
months; and in 1953, it showed readiness to rediscount
Treasury bills presented by banks at a rate lower than the
official rate charged on commercial bills. Thus, at pre-
sent, the minimum re-discount rate of the National Bank
for commercial bills with a bank signature is 3%, while
that for Treasury bills is 21%., These measures may have
had some effeect on the volume of re-discounting done at the
National Bank, In the recent years, an increase of bills
rediscounted at the Bank is noted; at the end of 1954, the
total amount was 1.4 million, while ih 1955 it was £E
3.8 million and in 1956, £E 5.3 million,’

From the above, it appears that the commercial banks'
recourse to the central bank is not regular, It comes only
as a last measure after their ca}&’ balances are reduced
and their holdings of Treasury bills are ligquidated. Thus,
a manipulation of the Bank rate can only be effective to
contract credit at the height of the cotton season. But
this contraction at such a time will be absurd due to the
necessity of financing the cotton season at any cost. More-

over, the borrowers may not react to any manipulation in

1. ZIbid,
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the Bank rate; the structure of the economy being not
perfectly competitive, both exporters and importers will
shift the higher charges of borrowing to the ecotton pro-
ducers and consumers Bimultanecusly.l
The Bank rate in Egypt was manipulated only once
with the purpose of influencing the credit conditions in
the country. 1In 1952, Egypt followed the example of other
countries which raised the rates of interest to effect def-
lationary trends., The rate was raised from 3% to 3% on
eligible commercial bills, but this rate was lowered again
to 3% after few months and remained so until now,>
Open merket operations have not been performed yet
in Egypt. And it is improbable that such operations be
used in the near future for purposes of credit control,
The reason lies in the narrowness of the security market,
In the stock exchanges in Cairo and Alexandria, the trans-
actions in securities are handled by few people for specula-
tive purposes., Moreover, the amount of eligible securities
in Egypt is relatively limited and are kept as permanent
investments. As regards Treasury bills, these are held
mostly by the National Bank while the commercial banks hold
only a few, At the end of 1956, the National Bank held
£E 137.5 million of Treasury bills out of a total of £E

146.,0 million; the holdings of the commereial banks at

l, Fahmy, H., "The Technique of Central

Banking in Egypt," Mid East E
e ———

2. tc._.R t ft F -T 0-
e » 2e
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that date were £E 6.8 million only.l Thus, it appears that
any buying or selling of securities done by the Bank to
influence the cash position of the commercial banks can hardly

be successful, especially as such transactions will affect

the interest rates on government securities which the au-
thorities are eager to stabilize.

The Central Bank Law of 1951, requires the commer-
cial banks to keep & certain proportion of their deposits
as cash reserves in the National Bank. However, the Law
did not specify any range within which this ratio may be
changed, but kept that in the hands of the Supreme Commit-

tee on Money and (31*0(‘.!.11’..2

The habit of keeping a part of the
commercial bank deposits as cash reserves in the Bank has
been in practice long before it was stipulated in the laws,
In 1943, a gentleman's agreement was reached between the
Bank and the clearing banks in Egypt, whereby the latter
agreed voluntarily to deposit a certain proportion of their
deposits in the Benk.> This agreement was held until the
Central Bank Law of 1951 was enacted, which enforced this
practice on all the commercial banks.

Until now, the reserve ratio has been varied only
once in September 1954, At that time it was lowered from
15% to 1234% to enable the commercial banks to expand their
credit, and is still so at present. It is to be noted here

that the cash balances of the commercial banks kept at the

l. N.B.E. » 1957, No. 1, pp.
63, 67 & 70.
2. Law No. 57 of 1951, article 19.
3. N.B.E., Economic Bulletin, 1953, No. 1. p. 1lk.
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National Banke are most of the time well sbove the ob-
ligatory reserve ratio., In December 1956, this ratio
was 18,4%, while in December 1955 it was 22.2¢% and in
Decenber 1954, 17.0%.1 This fact renders the menipulation
of commercial bank reserves difficult unless this ratio is
varied considerably. However, it is an established fact
that this method of credit control is one of the most
effective methods in underdeveloped countries such as
Egypt. The importance of reserve ratios has been noted
by the National Bank itself in its 1951 report.

Until July 1957, little control over the commer-
cial banks was exercised by the Central Bank, The Law
of 1951 requires the commercial banks to submit periodical
statementa,2 and adhere to a liguidity ratio and a reserve
ratio imposed by the central bank.3 In July 1957, a new
law was enacted empowering the Central Bank to issue direc-
tives for the qualitative control of bank crodit.u Ap=-
parently, these controls are necessary for Central Bank
operations in underdeveloped countries such as Egypt, since
it gives the central bank direct authority over the volume
and quality of eredit when the classical tools are ineffective.

1. Ho Bl Eo ’ a R ortB, 195'4-19560

2. Law No. 59 of 195§. article 21,

3. .y article 20,

. or details see the section on bankifg

systems,



“ 8% -

The National Bank of Egypt retained its commercial
banking operations after it has been converted to a central
bank. Someeminent writers on central banking believe that
direct operations of the central bank are necessary to secure
direet touch with the market and to help in spreading
banking services in an underdeveloped country. By this
token, the commercial operations of the Bank may be ad-
vantageous if undertaken with the view of serving public
interest. As a matter of fact, the Law of 1951 forbids
the Bank to undertake "small operations"l but the defini-
tion of these operations was left to the Supreme Committee.
Moreover, the Law of 1951 forbids the central bank to
recieve interest on demand deposits or to use commercial
bank balances in its commercial operations.2 At present,
these operations include all sorts of operations done by
the commercial banks, subject to the above provisions,

The Bank has followed the policy of withdrawing from the
smaller commercial business in accordance with the law and
closed in the last few years its London Office as well as
3

some of its small branches and sub-agencies,

2, The Centrsgl Bank
The weapons of credit control placed in the hands

1, Law No. 57 of 1951, article 16.
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of the Central Bank of Irag can be stated as follows:
l. To fix the interest rates on discounts and loans
made to commercial banks,
2. To sell and purchase securities in the open market.
3. To fix the obligatory reserve ratio imposed upon
the commercial banks within definite ranges specified by law.
4o To undertake banking control.

Central Bank Law of 1956 prescribes the credit faci-
lities that may be granted to the commercial banks., These
facilities include all transactions in commereial bills carry-
ing two reliable signatures and maturing within 90 days.>
Furthermore, the Bank may grant advances for a period not
exceeding three months against Iraqi Government Treasury
b1115.2
rate which is at least one percent higher than the official

Also, the Bank stands ready to grant advances at a

rediscount rate for three months bills against a) gold; b)
Iraqi Government bonds maturing within 10 years up to 80%
of their market value; and c¢) eligible bills up to 60% of
their nominal value.>
The little use made by the commercial banks of the
Central Bank facilities renders the Bank rate ineffective
as a tool of credit control, As a matter of fact the first
rediscounting ever made by the Bank was in 1956, while no

l, Iw No. 72 of 1956, article 4 (2) (ii)

2, Ipid., artiel 2) (141
3. Ibid., :§t1§1§ t 22; ivi))
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advances or loans have been made to any commerecial bank up

to December 1956. The reasons for the reluctance of the com-
mercial banks to resort to the Central Bank may be explained
in the relative liguidity of the commercial bank assets,
This liquidity is due to two factors, one internal and one
external, The internal factor is the conservative policy
followed by the commercial banks in their lending operations.,
An example of this policy can be found in the credit erisis
of 1955, when the merchants could not easily dispense with
their accumulated stocks., At that time, the Central Bank
took some steps to facilitate credit for the commercial banks,
but these preferred to contract their credit rather than make
use of the Bank facilities.’ The other factor that contri-
butes to the ligquidity of the commercisl banks, is the fact
that most of the large banks operating in Irag, are branches
of banks incorporated outside the ecountry, Thus, in case a
need for credit arises, they call on their head offices
rather than resort to the Central Bank,

From its side, the Central Bank shows interest to
develop the rediscounting haebit and to encourage the commer-
cial banks to use its eredit facilities. In June 1956, the
Bank declared its willingness to rediscount bills to any
commercial bank in Iraq up to 10% of the total outstanding
deposits at that bank, with the possibility of inereasing

1. HOB.I.’ mm, 1955. P- 7'
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this proportion to 20%, Moreover, the Bank fixed a rediscount
rate (3.5%)for the first time in the history of the Central
Bankal

Open market operations cannot be performed at the

present time due to the non-existence of a security market in
Iraq. The corporation form of business organization is not
prevalent yet, so that the supply of eligible securities is

limited, Moreover, few Government bonds are traded in the
market while no Treasury bills are outstanding at present.
The only organized dealer in securities is the Rafidain Bank
which has a special department for this prupose. Thus, the
lack of a developed security market deprives the Central Bank
of Iraq of an important weapon of control at present and in
the near future.

The obligatory reserve ratio has been specified by

law to range between 10% and 15% of the total deposits of

the commercial banks.2 One third of this ratio may be de-
posited in Government securities while the rest should be in
Iraqi currency. The ratio has always been 15%, but it is

too short to influence the cash reserves of the commercial
banks. Thus, the only way to make this ratio effective is

to raise the limit of variation considerably, or, to abolish

1. Allus, Yo 2 ’
unpublished M.B.A. thesis eirut,

American University, 1957), p. 1hl.
2. Law for the Control of Banking No, 34 of
1950, article 9 (1).
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any limits and keep that in the hands of the Central Bank,
In an underdeveloped country such as Iraqg, this weapon of
control is most effective since it bears directly upon the
commercial banks' ability to extend credit,

Banking control in Irag is regulated by Law No. 3L
of 1950, which prescribes the conditions to establish commer-
cial banks and the limits of their operations. The details

of this law will be discussed later on in this thesis. For
our purposes at present, we are interested in the aspects
of control exercised over the commercial banks by the Central
Bank, Apparently, this control does not exceed the audit
and inspection operations, The banks are required to submit
financial statements to the Central Bank at regular intervals
and may be subjected to spot checks by representatives of the
Central Bank,) Thus no powers are entrusted to the Central
Bank to effect variation in the volume of bank reserves
except the variable reserve ratio,

Some control over bank credit can be exercised by
the Centrel Bank through the non-commercial state banks, As

these banks acquire loans from the Bank to expand their

activities, the Bank may influence the volume of their credit
extended to the public through variations in its terms.
Moreover, the Bank may effect some gualitative controle by
giving priority to one bank dealing with agricultural credit

1. Ibid,, articles 17-21.
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for example, and lesser facilities to another dealing with
credit for real estate,
At present, the Central Bank of Irag faces a serious

problem of credit control., The increasing oil revenues of
Irag have induced the Government to increase public expendi-
tures enormously. This applies both to the Treasury and to
the Development Board which controls 70% of the oil revenues
of Irag. Such an increase in public expenditures may bring
ebout inflation which will place the Central Bank in a dif-
ficult position. To reduce this risk, it is imperative that
close coordination of activities exist between the three
groups involved in monetary policy: the Treasury, the Develop-
ment Board, and the Central Bank, Without such a coordination,
it will not be possible for the Central Bank to execute a

sound monetary policy for the country.

3 Central Bank Syr

The Central Bank Law No. 87 of 1953 places in the
hands of the Central Bank the following powers to regulate
credit in the country:-

1. To fix the interest rates applicable to redis-
count and loan facilities extended by the Bank.

2, To buy and sell securities in the open market
whenever that is possible.

3. To fix certain ratios and maximum limits that
affect the volume and guality of commercial bank credit in

Syria.



- 69 -

Le To undertake direct operations with the publie

in special circumstances.

The Central Bank undertakes to discount, purchase
and sell commercial bills and to grant loans and advances
to finance commercial, industrial and agricultural operations.
The Bank Law of 1953 provides the following conditions in
this respect:l

l., The commercial bills must be drawn in Syrian
currencye.

2, The loans and advances must be made for a limited
time and should be granted against the security of a) gold;
b) Government bonds; c) conmereial bills; and d4) other col-
lateral acceptable to the Bank, especially goods and ware-
house receipts.

3« The maturity of commercial bills and the duration
of loans mentioned above, must not exeeed 120 days. This
may be extended to 300 days by decision of the Bank, in case
these credit fgcilities relate to agricultural and industrial

activities,

On August 1, 1956, the Bank declared the rates of
interest it charges for its credit facilities. The discount
rate ranges between 3% and 31% depending upon the category
of bills, while the rates for loans and advances are 33% for

1. Article 28.
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those maturing in less than 120 days, and 4i% for all others.t

Although a considerable amount of central bank cre-
dit is being extended to the commercial banks in Syria at
present, yet a variation in the Bank rate may not bring about
a variation in the volume of bank credit. The reason being
that the money market is not sensitive and a large differen-
tial exists between the interest rates charged by the commer-
cial banks and that charged by the Central Bank. Moreover,
private money lenders occupy a dominant position and charge
usurious rates for the money they lend. Thus the money market
is uncoordinated, and consequently, a small variation in the
Bank rate will not affect the volume of credit tangibly.

The rediscount rate was manipulated once in 1955 to
contract credit, in conjunction with other credit control
measures., These measures were effective enough at that
time, but it is doubtful whether the rediscount rate would
have been effective had it been used as a sole measure of
control at that time.

As a lender of last resort, the Central Bank of Syria
played a dacisive role during the monetary crisis that re-
sulted from the war conditions in Egypt in the last quarter
of 1956, At that time, depositors rushed to the commercial

banks to withdrew their deposits, and consequently, the banks

. T PCIPREWORT| I JC RIS S| BSOS JO
e « 01 5,
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fell into a tight cash position. The Central Bank stepped
in and took extraordinary measures to face the situation,
which were mainly the rollowingzl

1. Raising the maximum amount of credit allowed
previously to some of the banks.

2. Granting loans to the banks which did not possess
negotisble instruments and which have extended to their

customers unsecured credit and overdrafts.

The Central Bank was gble to overcome the crisis and to avoid
serious consequences that would have taken place were it
not for its intervention at the right time.

As regerds open market operations, it is out of
question at the present time in Syria. No organized secu-
rity market exists although some small scale transactions
are held in Damascus and Aleppo. There are no Treasury bills
issued yet and Government indebtedness until now has been
held in the form of loans and advances from the Central Bank.
In order to create a market for Government securities, the
banking laws impose upon the commercial banks to invest their
statutory reserves in Government or Government-guaranteed
bonda.2 These bonds may not be mortgaged or sold unless the
Central Bank permits so.

Lo dilatdl JJo o SSall dpppepm 6 dgppeadl & jppannd!
S, A e V10T /T i ulall

2. ngislativo Decree No. 87 of 1953, article
117.
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The Central Bank of Syria is empowered to fix a
range of obligatory ratios which affects directly the com-
mercial banks' ability to extend credit and which provides
safety and liquidity of the bank assets. The following are
the ratios that can be imposed upon the commerecial banks upon
the approval of the Minister of Finance:'

1. The ratio of the bank's capital and reserves to
its total depogits.

2, The ratio of the bank's liquid assets or part
of them to its current deposits. ~

%, The ratio of the bank's caspital and reserves to

its total assets or part of them

The Central Bank is also empowered to enforce the following
messures within the asbove mentioned provisions:

1. PFix a total amount of loans and advances that
the benks are not allowed to exceed as of a certain date.

2. Determine the proportion of permissible increase
in total loans and discounts or certain types of them.

3, Preseribe minimum downpayments for certain types
of letters of credit.

4o PFix meximum maturity dates for discounts and loans

5. Prescribe the maximum amount of credit that can
be extended to one person in relation to the bank's capital

and reserves.

1., Ibid., article 119.
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} 6. Determine the amount of cash reserves that should

'be deposited with the Central Bank.

The recognition of gquality controls as tools for cre-
dit control is an interesting aspect of the Central Bank of
Syris. As a matter of fact, these tools were implemented
by the Money and Credit Board in mid-1955. At that time a
monetary crisis developed due to over-importation coupled
with & failure in the crop season., The suthorities took
several measures to stabilize the situation, some of which

were the rollowing:1

1. The downpayments on commercial letters of credit
was fixed at a mininum of 30% of the value of imports and
15% of the basic imports.

2. The Banque de Syrie et du Liban was not allowed
to rediscount commercial bills arising from retail transac-
tions or to accept as collateral any commercial paper matur-
ing in more than 15 months.

3. The discount rate applying to consumption trans-
actions was raised while that for productive transactions
was lowered. Moreover, the cash ratio was raised from 10%

to 15%0

The measures mentioned above were effective enough

in combatting the monetary crisis of 1955 and proved the

1. From the report presented by the Syrian
¥inis ter of Finance to the Parliament on
the financial conditions of the State in
1955.
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success of the central banking tools that were used for the
first time in the history of Syria,

The Central Bank is not allowed to perform direct
operations with the public. However, exception to this rule
may be allowed in special circumstances and with the approval
of the Minister of Finance., These special circumstances are
any one of the following:l

1. To counteract any attempts of monopolistic prae—
tices on the part of the commercial banks.

2. To provide banking services in areas where no
commercial banks exist, |

3, To extend credit facilities to certain field of
activity which the Gofénnment sees nacgssary,far publie

interest.

4. Similarities snd Differences

The major points of comparison and contrast between
the functions of the central banks of Egypt, Irag and Syria
as regulators of credit cen be stated as follows:

1. Variatione of the Bank rate will not bring about
expansion or contraction in the volume of credit in Egypt,
Iraq and Syria. The pre-requisite for the effectiveness of
the Bank rate as a tool of control is the existence of a high-
ly developed money market. In the three countries in question,
the commercisl banks are not dependent on the central banks

1. Supporting Reasons to Legislative Decree
No. 87 of 1953.
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so that a manipulation of the Bank rate will not affect their
liquid position materially. Moreover, the borrowers are not
sensitive to small variations in the interest rates and they
can shift the additional cost of credit to the producers and
consumers. The only effect variations of the Bank rate may
have in Egypt, Iraq snd Syria is purely psycholgocial as

such variations will act as indicators of economic activity.

2. The possibility of credit control through open
market operations is still far in Egypt, Irag and Syria. As
a matter of fact the only security market that exists is in
Egypt while in Iraq and Syria no security markets exist yet.
Even in Egypt, the security market is too narrow to allow
open market operations., The central bank there cannot guaran-
tee the existence of ready buyers and sellers at any time.
Moreover, big deals in securities will cause wide price varia-
tions in the assets of the central bank, In addition, such
deals in securities will distort the interest rates on govern-
ment bonde which the suthorities are eager to stabilize.

3, Variations in the reserve ratio stand as an
effective means of control over the volume of commercial bank
eredit. Whereas in Egypt and Syria, no limits for such varia-
tions are specified by law, in Irag the Central Bank can vary
the reserve rati® within a range of 10% - 15%, To be effective
enough as a tool of credit control, the variations in the
reserve ratio should be free to swing within a wide range,
as only by this way, the cash reserves of the commercial banks
cen be manipulated tengibly. In underdeveloped money and
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capital markets such as those existing in Egypt, Iraq and
Syr ia, ‘the varisble reserve ratio should serve as a sharp
tool of control.

L., Credit control can be enhanced by providing the
central bank with powers over the quality of commercial bank
credit. The Central Bank of Syria and lately the National
Bank of Egypt are provided with qualitative controls while
the Central Bank of Irag is not. These controls place the
central bank in a position to direct economic activity in
the country in the channels it desires. In the U.S.A. quali-
tative controls have been applied successfully on the fields
of credit that relate to financing stock market transactions
and to consumer instalment credit.l In imperfect money and
capital market such as those of Egypt, Iraq and Syria, quali-
tative controls are apt to get quicker results than the
classical tools.

5e Thc:qneation of performing direct operations with
the public differs as between the Central Banks of Egypt,
Iraq and Syria. In Egypt, this right is allowed to the
National Bank except for the small commercial operations.

In Irag, the Central Bank is denied this right totally, while
in Syria such operations may be performed in special ecircum-
stances, This whole question is still the subject of contro-

1, Sayers, R.S., !@m&ﬂﬁ& (London,
Oxgord University Press: 54) pp. 269-
276.
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versy between monetary theorists. The argument against the
provision of ordinary banking services is based on two points:
a) that the central bank would be unfairly competing with the
commercial banks because of the big supply of money under

its disposal on which no interest is paid; b) that disturbance
in the money supply come in case a transfer of money is done
from a commercial bank's customer to a central bank customer
and vice versa, due to the money creating nature of central

bank eredit.t

The sbove argument will not hold if the commercial
banks in the country are few and their services cover only
a small part of the field. Moreover, the main purpose of any
direct operations performed by the central bank will be to
preserve public interest and not to earn profits, thus no
competition with the commercial banks should necessarily
result. Reflecting on the conditions in Egypt, Iraq and
Syria, it may be said that direct operations with the publiec
will be advantageous to pursue in special circumstances. In
this respect, the laws of the Syrian Central Bank provide a
happy medium and may be considered wise and necessary. How-
ever, no correct evaluation may be mede except after these
operations are carried empirically.

6. In Egypt, Iraq and Syria, regulation of credit

1. Ibid., pP. 293.
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met be performed with the cooperation of the financial depart-
men s of the governments. The structures of the economy in
the three countries are characterized by large variations in
the bdances of payments., All of the three countries are
exporters of few primary products: agricultural products in
Egypt and Syria, and oil in Iraq., This, it is imperative for
the central banks to control the foreign exchange in order

to stabilize the exchange rates, As a matter of faet, such
control is provided in Egypt, Iraq and Syria with different
degrees, Moreover, the central banks in the three countries
need to control any inflationary and deflationary pressures
that may show up because of the disturbances in the balances
of payments. In addition to the tools of control that can

be utilized by the central banks, the central banks have to
secure the cooperation of the governments as regards public
expenditure, By affecting a surplus or a defiecit in the
government budget, the authorities can bring sbout the desired
effects on the volume of credit in the country. Thies problem
is most obvious at present in Irag, where the huge public
expenditures by the Government and the Development Board may
result in inflation., In such a case, a coordination of policy
between the central bank and the government departments is

necessary to overcome the economic disturbances.



CHAPTER III,

Problems and Prospects

A. Money Markets

The money market is the collective name given to the
institutions and instruments through which trading in short
term losnsble funds is performed. The institutions of the
money market include the lenders and borrowers of short term
funds such as the central bank, commercial banks, discount
houses, etec. The credit instruments handled in the money
market are composed of highly liguid paper convertible into
cash within a short period, usually not exceeding one year.
Some of these instruments are bills of exchange, treasury
bills, short-term bonde and similar papers.

At any given time, the point of equilibrium between
the supply and demand of short term funds is the ruling in-
terest rate. The small differences between the rate at which

short-term funds are borrowed and the rate at which they are
lent, constitute the source of income for the dealers in the
money market, Therefore, any variation in the interest rates
is quickly felt by those dealers who will transmit these
variations to the various fields of economic activity. The
long term rates will soon follow the pattern of the short

rates with due effects on prices, incomes, production and trade.

- 79 =
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In the following discussion, the money markets and
the capital marketswill be taken separately, with respect
to the services they render to central banking operations.
Whereas in the money market the interest rate constitutes
the main cost of the funds traded in, the capital market
depends on many factors of which the interest rate is of a
lesser importance than the preofitability and security of the
investment involved. However, it is hard to draw a distinec-
tion between the money market and the capital market as the
two are interrelated and transactions made in one market
are often completed in the other. It is enough to say that
while the money market is concerned primarily with short term
funds, the capital market deals in long term funds obtained
by the sale of securities for investment purposes and govern-
ment financing,

1. The Money Market and the Bank Rates

The first condition for a developed money market is
an efficient and adequate commercial banking system which
pools the supply of the short term losneble funds and dis-
tributes them to the various sectors of the eeononw.l In
this capacity, the commercial banks will act as a screen
reflecting the general trends of the money market and trans-

mitting it to the central bank. These, in turn, will formulate

1. Sen, 5.N., Central Banking in Undeveloped
!gm¥ MFEQ, Bookland Ltd., Calcutta:
52) Pe 15e
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the credit policy in accordance with this information and will
take the necessary action affecting the cost and availability
of bank credit as the situation commands,

Secondly, there exists in the developed money market
specialized dealers in the different forms of loanable funds
with ample liguid resources to meet any expected demand. Each
group of these specialized dealers forms a sub-market by it-
self and it is essential that these so called sub-markets
are integrated in such a way as to secure mobility of rates
and funds between them, reflecting the trends prevailing in
each,

Thirdly, a developed money market 1s sensitive to
the impact of intermational influences and attracts funds
from sbroad to be invested in highly liquid assets. The more
developed money markets usually act as exporters of capital,

These conditions are not enough for the existence of
an organized money market, unless they are supplemented by
other markets which have attained a considerable degree of
development such as the securities market, the foreign ex-
change market and the commodity market, the growth of which
depends on the degree of economic development of the country.l

Given such a developed money market, the central bank
can manipulate credit by varying its discount rate, A varia-
tion in this rate will be followed by corresponding varia-

tions in the short term rates prevailing in the money market

1. Ibid., p. 20.
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for different obligations. This will have the effect of cheapen-
ing or raising the cost of credit with due influence on domes-
tic level of prices, costs, production, and trade, and which
will help to correct any disequilibrium in the balance of
rayments.

Certain conditions should be satisfied for the suc-
cess of a discount rate policy; firstly, the central bank
rate should have a decisive influence on credit conditions
within its area of control; secondly, there should be con-
siderable elasticity of prices, wages, production, and trade
which makes them responsive to a change in credit conditions;
thirdly, the internmational flow of capital should not be
restricted.l

It is worth mentioning that the effectiveness of a
discount rate policy as an instrument of credit control has
declined after World War I for several reasons. The decline
in the use of domestic and foreign bills of exchange and the
predominance of government securities as secondary reserves
in the commercial banks have contributed to the decline in
ite influence, Also, the political and economic complications
in varioue countries have led to a redistribution of capital
markets accompanied by rigidity in the economic structure with
respect to prices, wages, and production, which reduced the

importance of discount rate policy. Moreover, the development

1. Koek, M.H. de, Central Banking, (Londen,
195‘-‘» ?» Po 153. )
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of other fields of control have caused a further contraction
in its use.l
This is not to say that the discount rate method is
no more useful in monetary policy. Its effectiveness will
depend on the special circumstances prevailing in the money
market and on the other methods of credit control that are
used in conjunction therewith; also, the prevailing phase of
the trade cycle and the fiscal policy of the government are
outstanding factors that influence the effectiveness of the

discount rate at any time, .,

2, The Money Market in Egypt

The movement of short term loanable funds in Egypt
is characterized by a seasonal cycle that accompanies the
marketing of the cotton crop. The volume of credit reaches
its maximum in December and then falls until it is at its
minimum in August of every year. The reason being that cotton
merchants need to finance their purchases of cotton, so, they
resort to the commercial banks where they can get loans and
advances against the collateral of cotton produce at their
disposal, After that, the cotton is sold to outside importers
against foreign bills of exchange that are discounted by the
commercial banks until final settlement is effected by the
foreign importers. Thus, in the months following Dgcember,

1. Ibide, P. 172.



an inflow of money goes into Egypt and the short term credit
acquired by the cotton merchants is completely settled. The
surplus of money that accumulates in the vaulte of the com-
mercial banks will be partly invested in Egyptian Govermment
Treasury bills and partly deposited in the National Bank,
Thus, it is natural to observe a high reserve ratio kept by the
commercial banks during the summer months., During the cot-
ton season that follows the summer months, the cash balances
of the commercial banks at the National Bank are reduced and
the Treasury bills are liquidated to meet the demand on
eredit., Also, some rediscounting and borrowing from the
National Bank is done to meet the needs if necessary.,

The following table shows the seasonal variations
in the amount of note cireulation, total deposits, loans and

advances, and discounted bills.



Date

31.12,52
31.8.53
31.12.53
31.8.54
31.12.54
31.8.55
3112455
31.8.56
31.12,56

of

Note Circu-
lation Egypt
and Sudan

193.7
168.8
178.5
15642
176.7
154.7
174.2
163.7
_ 214.8
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Table 4

Short-Te Credit E t

(in millions of £E)

Total Dcpositsx
Egypt & Sudan,

Bills

Loans by com- Discounted

mercial banks by commer-

in Egypt ciaé banks
218.5 102, 7 10,8
238.4 64s5 21.1
229.8 101.8 12,7
23l 3 78.5 22.9
255.6 126.7 17.6
274.6 93. 4 25,0
273.0 126.8 20.7
268,8 92.9 30,3
28L. 8 142.9 22,7

X The fixed deposits are included in the money supply in ac-
cordance with the definition given by the National Bank
of Egypt in the Economic Bulletin Vol. VI No. 1 of 1953,

Pe 27

Source:

N. B.E. ’ !gomc. _Bullet_M’ 1953-19570

The table sbove shows clearly the seasonal fluctua-

tions in the banknote circulation, while such fluctuations

do not appear in the deposits.

This is due to the fact that

the financing of the cotton erop is still being done through
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the banknotes rather than transfer of bank deposits. The

\ figures of loans and advances show a greater amplitude in

its movementes than the notes in circulation., As to the bills
| discounted, it is noted that they move in an opposite direc-
ltion to the loans, This is explained by the fact that as
banknotes flow to the country-side in the beginning of the
cotton season, the local merchants are replenished, and con-
sequently they become in a position to liquidate their bills.l

The major lenders in the money market of Egypt are
the Central Bank and the commercial banke, while the borrowers
are the Egyptian Government and the individuesl merchants.

The Central Bank in Egypt stands ready to rediscount
eligible bille and to grant loans to the commercial banks.
The rediscount rate of the Treasury bills was at the end of
1956, 21% while the rate for eligible commercial bills and
loans was 3%, As has been mentioned before, the need of the
commercial banke in Egypt to the Central Bank arises only at
the height of the cotton season, while in the other seasons
the commercial banks are in a fairly liquid position. Thus,
a manipulation of the Bank rates can be effective only during
the cotton sesson., As a matter of fact, the Bank raised the
rediscount rate once in 1953 to 34% but lowered it again to
3% after few months. Also, the Bank has taken in the recent
years several measures to develop a money market in Egypt, as

was mentioned previously.

1. N.B.E., Economic Bulletin, 1953, No. 1
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The other group of lenders in the Egyptian money mar-
ket are the commercial banks, which are mainly concerned
with short term financing of internal and external trade.
The busy season of the commercial banks is the cotton
season when bank credit is extended mainly through short
term loans at a rate of 4-6% depending upon the solvency of
the borrower and the value of the collateral. As regards
discounting commercial bills, the local trade in Egypt uti-
lizes bills only to a limited extent, so that few bills find
their way to the portfolios of the commercial beanks. The
reasons for the undeveloped state of the bill market are
listed by Issawi as follows: a) the scarcity of acceptable
trade bills; b) the restricted volume of municipal and govern-
ment borrowing; ¢) the reluctance of drawers to see their
bille circulating; d) the complicated litigation process
concerning bills and e) the large volume of dishonoured
bills.l

On the demand side of the money market, the Egyptian
Government plays a leading role., However, most of the short
term credit it needs, is supplied by the Central Bank which
holds at present more than 90% of the issued Treasury bills
and stands ready to grant the Government short term advances
to meet temporary deficits of the budget. In this respect,
it is noted that the commercial banks in Egypt did not yet

1l 1Issawi, Charles, mmumsﬂssg.
(0xford University Press, London: 1 54),

p. 218,
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get used to hold Treasury bills as secondary reserves as is

the case in more advanced countries. In the season following
the sale of the cotton crop, the surplus reserves are kept as
cash balances in the vaults of the commercial banks and in

the National Bank, while few Treasury bills are added to their
portfolios. Moreover, these Treasury bills are liquidated
during the cotton season to enable the commercial banks finance

the cotton crop.

3. The Money Market in Irag

The increase in the oil revenues of Iraq in the recent
years, has caused a proportional increase in public and pri-
vate expenditure which necessitated an increase in the means
of payment. This increase in the means of payment took form
in the smount of banknotes in circulation and in the demand

deposites at the commercial banks, with a tendency to utilize
more of the former than of the latter. This is due to old
hebits of the population which are still prevailing.

The lenders of short term loanable funds in Iraq are
the Central Bank, the commercial banks and the sarrafs while
on the borrowers side there are the merchants and to a limited
extent the Iragi Government.

The Central Bank of Irag is a lender of last resort
and stands ready to rediscount eligible bills and to extend
the commercial banks short term loans. However, the facllities
of the Centrel Bank were until now of limited use to the com-

mercial banks. The first time any rediscounting was made by
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the Central Bank was in 1956, and as a matter of fact no
official rate was declared until that year, when the Central
Bank took several measures to encourage rediscounting and
short term borrowing.

The commercial banks in Iraq supply short term credit
through discounts and advances. The discounts are handicapped
by the narrowness of the bill market in Irag and the preference
of the borrowers to obtain credit through advances and over-
drafts. However, there was a tendency of both items to

increase in the last few years as shown in Table 5 below.

Table 5

Main Items of Money and Short-Term Credit in Irag |

(in millions of ID) o

Total cur. & Bills dis-

esr Oiremiciion i Com banks ComBanke Gom. Danks

1952 30.0 14.8 9.0 17 )
1953 3he3 18,2 12,1 3¢3
1954 41,2 21,7 19.5 53
1955 43.1 24.0 23.0 8.0
1956 L48.5 2842 23.3 9.5

Source: Re t uarterly Bulletins of the Central
Bank of Irag 51952-19575.

The sarrafs in Iraq supply short term funds to the
borrowers who cannot resort to the commercial banks because

of the risk involved. The sarrafs consequently charge a
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higher rate of interest than that charged by the commercial
banks and sometimes they resort to the commercial banks to
discount some bills after they add their signature on them,
Other sarrafs who are unlicensed extend credit at usurious
rates of interest which are far higher than the maximum legal
rate specified in Iraq at 7%.
On the borrowers side, the merchants are the main

group utilizing short term credit to finance their internal

and external trade. As regards the Iraqi Government, it
seems that it did not have a need to borrow yet from the

money market because of the financial resources at its dis-
posal at the present time. Whereas there are some Iraqi Govern-
ment bonds outstanding,l no Treasury bills are outstanding at
present. However, the Iragi Treasury might issue in the near
future to some Treasury bills for purposes to monetary policy
and to develop a money market in Iraq, as has been recommended

by Iversen.2

4. The Money Market in Syris
In Syria, the use of checks to discharge payments is

still limited as is the case with other underdeveloped
countries., The demand deposits as on December 1956 formed
about on third of the notes in circulation, whereas in more

advanced countries demand deposits are in multiples of the

l, See details in the section on security
markets.
2. Iversen, opcit,, pp. 207-208.
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notes due to progressive ways of settling obligations through
bank accounts. The following table shows clearly the trend
of the main items of money and short term eredit in Syria.

Tgble 6

(in millions of £8)

End of Notes in Demand * Bills *  Advances -

_Year  Circulation Deposits  Discounted ~ and Loans,
1951 248 185.1 33.6 109.2
1952 239 198.6 34.6 179.5
1953 277 265.2 4.6 b3
1954 356 274.0 133.3 260, 7
1955 346 273.9 169.5 23643
1956 436 152.9 192.7 226.3

x Amounts are for the principal banks operating in Syria,.

Source: Statistical Abstracts of Syris and the Geperal
Monthly Bulletins of Current Statistics, 1953~
April 1957.

The Central Bank of Syria and the commercial banks are
the main suppliers of short term funds. The Central Bank
started operations on August 1, 1956, assuming the functions
of a full-fledged central bank and a lender of last resort.

It stands ready to rediscount eligible bills and to extend
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loans to the commercial banks at the official interest rates.
The function of the Central Bank as a lender of last resort
was proved during the crisis that came as a result of the war
conditions in Egypt in the last quarter of 1956. The Central
Bank at that time extended credit facilities to the commer-
cial banks to enable them meet the withdrawal of deposits,
and thus was effective in overcoming a serious monetary
crisis.

The commercial banks in Syria are mainly interested
in short term financing of local and foreign trade. Even
their credit to agriculture and industry takes the form of
renewable short term paper which is a characteristic of short
term credit. The competition between the commercial banks
is keen and the interest on loans and advances ranges between
5% and 7% while the interest paid on current deposits reaches
4%. Whereas a considerable amount of commercial bills are
discounted at the commercial banks, the loans and advances are
still dominant, ‘Iin expansion of short term loans in 1955
resulted in mid-1955 in a monetary crisis due to the over-
importation of articles that could not be marketed due to a
failure in the agricultural season. The monetary authorities
at that time adopted several measures of credit control to
check the expansion of bank credit in spite of the protests

of the Syrian merchants.
The third group of lenders are the merchants and the
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professional money lenders who deal mainly with the agricul-
ture sector. These lenders rely on their own financizl re-

sources and charge interest rates that are far above the 9%

legal maximmm,

On the borrowers side, the merchants are the main
group while the Syrian Government did not yet resort to short
term loane from the money market. No Treasury bills have
been issued yet in Syria, although the Monetary Law of 1953
empowers the Treasury to issue its bills up to a maximum of
£8 60 million. The only internal debt of the Syrien Government
is an old debt of £8 220 million secured from the Banque de
Syrie et du Liban,blocked in the cover of the Syrian currency
at present.

1‘) o - ) _—

y It is obvious that the conditions that would satisfy
;ihe existence of developed money markets in Egypt, Irag and
| Syria are lacking. The following are the general features
of the above méntioned money markets:

1. The use of checks to discharge payments is still
1imited in relation to the use of notes. Not only that, but
in some esreas of the Arsb countries gold coins are still in
use and some barter trade is still prevalent, which is in-
dicative of the ignorance of the population and their distrust
of bank notes.. These factors limit the dominance of bank credit
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as a means of payment end in turn, limit the ability of the
central bank to menipulate the money suprly by expanding or
contracting bank credit.

2. The money markets are imperfect, permitting the
existence of wide differences in the cost of credit. Besides
the banking system, there exist in the Arsb countries the
private money lenders and merchants who supply credit at

usurious rates of interest in spite of the maximum legal
rates that are allowed by the laws. The differences between
the interest rates in the money markets renders them unsen-
sitive to a manipulation of the central bank rate which is
usually a small fraction of the prevalent rate.

3, The absence of call loan markets is a serious
handicap to the effectiveness of central bank policy. The
call loan markets provide good outlets for short term invest-
ment of commercial bank funds. In developed money markets,
this investment is made usually to discount houses which earn
the small differences between their rates of discount and the
rates charged by the commercial banks. Thus, the call loan
rates reflect quickly the manipulation of the central bank
rate and transmits that to the other merkets of short term
loensble funds with due effect on the volume of credit. The
ebsence of such markets in the Arab countries results in the
accumulation of idle funds in the commercial banks and thus
renders them less sensitive to a manipulation of the central

bank rate.
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L, The bill markets in the Apeb countries are not yet
developed, due to the hebits of the population and their dis-
trust of commercial pills to settle obligations. This had
resulted in limiting the outlets for commerecial bank funds
and in turn, reducing the dependency of these banks upon the
central bank to rediscount commercial bills to secure liquid
funds. As regards Treasury bills, they are only developed
in Egypt and even there, the commercial banks do not hold
them as secondary reserves,

5. None of the Arsb countries in question is a re-
pository of international funds and movements of short term
capital. In a developed money market such as London, the
manipulation of the central bank rate will have an effect on
the export and import of capital seeking investment, with due
effects upon the volume of credit jnside Britain. The sbsence
of these conditions in the Arsb countries is a further draw-
back of the effectiveness of the central bank rate in changing

the volume of ecredit.

It is worth mentioning that the mone tary authorities
in Egypt, Irag and Syria have already utilized the central
bank rate as a tool of eredit control. In Egypt the central
bank rate was menipulated in 1952 to fight the inflationary
pressures that were prevailing, and in Syria, the rate was
menipulated in mid-1955 to check the expansion of bank credit,
while in Irag an official central pank rate was declared in
June 1956.
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Although the effect of the manipulation of the
central benk rate in Egypt and Syria cannot be traced, yet
the mere declaration of official rates has a considerable
significance. Firstly, the declaration of an official rate
indicates the renge of rates at which the public is supposed
to borrow short term funds in the market. Secondly, it in-
dicates to the commercial bank the price at which they can
obtain central bank credit. Thirdly, it has a psychological
effect on the money market; it is a signal of the credit situa-
tion in particular and of the economic conditions in general.l

The money markets in Egypt, Iraq and Syria are under-
going repid development. The gbove mentioned features of
these markets should not cause any misunderstanding as regards
this point. In the three countries, the authorities are be-
coming more conscious of the importance of monetary institu-
tions. Full-fledged control banks exist at present in those
countries with full powers provided to them by legislation.
In addition, good banking legislation have been provided in
Iraq and Syria. In Egypt, the foreign benks have been
Egyptianized and a recent law for banking control has been
enacted. As to the existing banking systems in Egypt, Iraq
and Syria, they are growing rapidly by virtue of the inreas-
ing number of domestic commercial banks and through the state-
owned banks that are being established.

1. Kock, Opscite, pe. 167.
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The question of enhancing the development of the money

markets in the Arab countries should be discussed within the
limits of practical possibilities. It is out of question for
the Arab countries and for other underdeveloped countries

to strive for money markets such as those existing in London
and New York. The ‘latter markets have reached their unigque
position because of the unique position of the two cities in
international financial dealings.

Broadly speaking, the existence of developed money
markets in the Arab countries will depend upon the total
economic development which will raise incomes and standards
of living. However, the authorities can take certain measures
to enhance the development of money markets, These measures
are briefly stated as follows:

1. To encourage the use of checks, the governments
in the sbove mentioned countries will be helpful if they
start discharging their payments by checks and particularly
the salaries of the civil servgnts. Also, the authorities in
the Arsb countries in cooperation with the banks should cam-

paign for saving and time deposits by various methods such
as the payment of considerably higher rates of interest on
such deposits and by attaching to them a lottery feature such
as that followed in Japan. Moreover, the establishment of
postal saving offices should be widespread and may help to
attract the savings of the low income groups.

2., The authorities in the Arab countries should seek
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to increase the volume of available credit. Such credit
facilities will ultimately eliminate the need for the merchant
money lenders who charge usurious rates of interest., As a
result, the rates of interest in the money market will stabi-
lize on a uniform level, which will ensble variations in
the Bank rates to have some effect. The suthorities can pro-
vide credit by encouraging the establishment of credit co-
operatives, savings banks and commercial banks., Moreover,
the authorities cen step directly into the field by establish-
ing state-owned banks which will provide cheap credit for the
various fields of economic activity.

3, The bill markets can be developed by educating the
public to the use of commercial bills. The commercial banks
can help in thie concern by gshowing preference to extend credit
through the discount of bills rather than through loans and
advances. Also, the governments can encourage the use of
bille by reducing the fiscal charges attached to it.

The central benks in the Arsb countries can take
several meassures to develop the bill markets, As regards
commercial bills, the central banks can grant re-discount
facilities that will encourage the commercial banks to hold
trade bills such as reducing the amount per bill eligible for
re-discount and by considering bills of long maturities. The
holding of Treasury bills can be enhanced if the central bank
declares its readiness to buy the bills from third parties at

a moderate rate of interest, as has been done by the National

Bank of Egypt in 1954.
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B. 8Se ty Markets
While our study of the short term money market was
related to the use of the central bank rate as a method of
credit control, our interest in the capital market lies in
the institutional framework that this market forms for the

use of open market operations as a tool of eredit control.

1. e Marke pera ns and the Sec ty Market

Open market operations mean the purchase and sale of
securities in the open market by the central bank with the
purpose of affecting the volume of money in the interest of
economic stebility. The primary effect of such operations
falls upon the prices of securities, and consequently, upon
their yields which represent the prevailing interest rates in
the market; a variation in the interest rates means a varia-
tion in the cost and availability of credit. The indirect
effect of open market operations falls upon the cash reserves
of the commercial benks, thus reducing or increasing their
gbility to extend credit. If the central bank wishes to
expand credit, it buys securities from dealers and pays them
by checkes on itself, The checks deposited with the dealers'
banks are credited on the books of the central bank accordingly,
and thus these banks are ensbled to expand credit in mmltiples
of the central bank credit they acquired. If the central benk
wishee to contract eredit, it sells securities in the open
market with due effects on their interest rates and the cash

reserves of the commercial banks.
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In an expansionist policy, open market operations have
a definite advantage over the manipulation of the central benk
rate, If the central bank rate is lowered, the commercial
banks cannot be foreed to expand their credit accordingly
while a purchase of securities in the open market will have

the effect of directly increasing the balances of the public
in the commercial banks., The sellers of securities will
receive the checks of the central bank drawn on itself in
settlement of the sale and as soon as they deposit these checks
in their banks, their accounts will be automatically credited
and more money will be placed at their disposal, Thus an ex-
pansion of credit results in spite of any counteraction that
the commercial banks may show,

There are always conditions that have to be satisfied
for successful open market operations, The assumptions that
should be made here are: a) that the gquantity of money will
tend to change in the trend that is aimed by open market
operations; b) that the commercial banks will increase or
decrease their credit in accordance with the change in their
cash reserves; c¢) that the public demand for bank credit will
change in accordance with the change in its cost and avail-
ability.

The sbove conditions are lisble to pressures from dis-
turbing factors. An inflow of foreilgn capital or an expansion
of public expenditure at a time when the central bank sells
securities to contract credit, will keep the guantity of money

in the market as it is, thus meutralizing the effect of open
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market operations. Or else, the commercial banks may not
vary bank credit in accordance with a change in their cask
reserves, as such a policy may be affected by other considera-
tions. Moreover, the circulation of money and credit does

not have a constant velocity, and it always depends on the
reaction of the people which is governed by factors beyond

the central bank's control.

However, other things being equal)the existence of
8 broad security market will supply the central bank with a
tool of credit control through open market operations. The
security market is the market of long term capital and it
consists of stocks and bonds of corporations, government
bonds and treasury bills and all other paper that represents
financing in medium and long term investments. The supply
and demand for capital require the existence of highly organized
institutions, such as big corporations, investment banks and
stock exchanges.

In developed security markets, three groups of dealers
exist, In the first place, there are the investment banks that
underwrite the issue of new stocks and bonds and their distri-
bution to the public. Some of these firms buy the securities
of a new corporation and take title to them, selling them after-
wards in the market at a premium. In the second place, there
are the stock exchanges which are concerned with transactions
in securities that have already found their way into the hands
of the investors. The stock exchanges assist in the distribu-

tion of investment and provide the investors with a means to
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convert easily their securitiee into cash at a minimum of
loss and sometimes at a profit., Also, it 1is easier for the
government and business corporations to sell their new stocks
and bonds in the stock exchanges in as much as their investors
can sell their old securities to buy new issues, A further
advantage of stock exchanges is that business concerns will
find it easier to get short term loans from the commercial
banks when the marketability of their stocks at the stock
exchanges provides a proof of their credit worthiness, The
third group of dealers in the market are the brokers in securi-
ties which are not listed in the stock exchanges for one reason
or another, It is noted that transactions in U.S.A., Government
securities are almost exclusively handled in this over-the-
counter market even though they are listed on the New York
Stock Exchange. Securities of companies which do not favour
speculation and those held by femilies and small groups are
also hendled in this market.’

In addition to the open market operations that the
central bank undertakes to change the volume of credit are
the operations in the foreign exchange market, The central
bank can utilize its reserves of gold and foreign currencies
to support the exchange rates in the open market and thus bring
about the desired conditions of inflow or outflow of capital.
These direct operations depend upon the funds at the disposal

1. Kent, R., ,» (Rinehart & Co.,
Inc., New York: 1949), p. 631.
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of the central bank and can only be effective if they are
supplemented by other measures of credit control, Moreover,
such direct operations can be carried only in free exchange
markets where the rates are decided mainly by foreces of supply

and demand.l

2. he Se ity Market in Egypt

The security market in Egypt is characterized by the
existence of organized stock exchanges that have been operat-
ing since 1903. The operations in these stock exchanges are
confined to the paper of Egyptian companies and Egyptian Govern-
ment securities. Before the securities are listed in the ex-
change, the companies are required to present satisfactory
statements that are examined by the executive committee of the
stock exchange, which is composed of representatives of the
brokers' association, of bankers and of a government control-
ler who has the right of veto.

The stock market in Egypt is active but narrow. In
1955, the total market value of Egyptian securities guoted in
the stock exchange was £E 362,8 million out of which £E 111.0
million were Egyptian Government bonds.2 In that year, the
turnover in Government securities marked £E 26 million, their
nominal value being £E 25.5 million; the turnover in other
securities marked £E 89.1 million, their nominal value being

1, Cf. Plumptre, A., G%aggg% ng;1¥§ in the
British Dominions e University o
Toronto Press, Toronto: 1947) . 20-23,

2. N.B.E., Economic Bulletin, 1956, No. 2, p. 21Q.
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£E 41.5 million., However, the transactions in the stock
exchanges are, until now, restricted to a few favourites and

a considerable part of company stocks is concentrated in few
hands of big subscribers or are kept permanently ss invest-
ments.l This renders the security market unsuitsble for open
market operations which, until now, have never been performed
by the Central Bank. The non-Government securities represent
the stocks and bonds of joint stock companies which total 600
in Egypt with a total capital investment of £E 500 million,
and only one third of which are listed in the stock exchange.
The formation of joint stock companies, especially the industries
has been enhanced recently in Egypt by the Government. Offi-
cial committees and institutions were set up to study the
projects and establish the new companies which are financed
partly by the Government and partly by the public. Myreover,
the Industrial Bank in Egypt has been supported by the Govern-
ment to enable it increase its participation in the newly
established companies either by granting loans or by share-
holding,

The formation of joint stock companies has been en-
couraged by legislation., The Companies Law No, 26 of 1954 which
replaced Law No., 138 of 1947, provides thc'rollowing advantages
with respect to the joint stock companies:

l. Ibid., p. 149,
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l. It simplified the procedure of registration by
limiting the number of days during which Government authori-
zation should be given to 45 days.

2. The nominal value of shares has been lowered from
£E L.- per share to £E l.- This measure will attract the small
investors.

3« The Law provides that a minimum of L9% of the shares
must be offered for subseription to Egyptians for a period
of one month,

4. The Law requires the newly established companies
to publish essential details in their prospectus and in their
annual statements, in order to protect the investors from
fraud.

In addition to the gbove, the formation of Joint stock
companies has been encouraged indirectly by regulations exempt-
ing them from some categories of taxes and from custom duties
on machinery and equipment needed for national production as
well as raw materials used by loecal industry.

As regards Government securitieg, the Egyptian Govern-
ment has long been in the habit of issuing loans to finance
its development projects and Treasury needs. This trend has
been using since the Revolution of 1952, as the Government
became more interested in financing development projects
through domestic borrowing. At the end of 1956, the outstand-
ing debt of the Egyptian Government was £E 174.7 million of
loans in addition to an amount of £E 146 million of Treasury
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bills.?}

It is interesting to note that the last issues of

the Production Loans have been quickly covered, which indicates
the confidence of the population in the Government stock. The
Treasury bills are mostly held by the Central Bank while a

few are held by the commercial banks, in spite of the re-
discount facilities offered by the former and its measures to

develop a market in Treasury bills.

3« The Se t t r

In Iraq, a security market is hardly in existence.

The dealers in securities can be classified into three groups,
The Central Bank deals with Government securities by reason
of its function as a fiscal agent of the Government. The
Rafidain Bank acts as intermediary between buyers and lei-
lers of securities through a special department for that
purpose established in 1954, At last, there are some few
private brokers in securities.

The corporation system of business organization is
still new in Irag. The shares of the existing corporations
are very closely held either by few shareholders or by family
groups. These shares are rarely put in the market since the
stockholders keep them as permanent investment., The corpora-
tion system of business organization has been pushed by the
Industrial Bank, a state-owned institution established in 1940.
This Bank extends facilities to industrial concerns either by

1. N.B.E., Economic Bulletin, 1957, No. 1
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direct participation or by granting them long term loans,
Until 1955, the Bank held shares of 13 joint stoek companies,
the total value of which amounted to ID 1,63 million, In
addition, it extended loans and documentary credits to a big
nunber of concerns. The total loans amounted at that time to
ID 1.3 million and the total documentary credits ID 1,1 mil-
lion. However, the Bank is being eriticized for its policy
of holding the shares it acquires too long rather than selling
them in the market. If this weakness is amended in the near
future, the Industrial Bank can be effective in establishing
corporations which in turn will feed the security market with
stocks and bonds.

A relatively small amount of Iragi Government bonds
are outstanding at present, At the end of 1956, ID 12 million
of these bonds were outstanding of which the Central Bank
held ID 7.06 million. The commercial banks and the garrafs
held ID 2,55 million, 60% of which were deposited in the Central
Bank as part of the legal reserves, The balance of the bonds
were in the hands of Government agencies while the publie held
only 12% of their total amount.l

4. ZIThe Security Market in Syria

At present, no security market practically exists in

Syria except for some small scale transactions that are per-

1, Allus, opecit,, p.24
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formed between the restricted shareholders of joint stock
companies. The stocks and bonds of the existing companies
ere held either by family groups or by few shareholders who
keep them for investment.

As regards Government securities, the only amount
existing is a total debt of £S5 220 million that is held per-
manently in the cover of the Syrian currency. The loans of the
Syrian Government have been always in the form of advances from
the BSL which held the privilege of note issue until August 1,
1956, Moreover, the recent reform in the money and banking
system of Syria prepares the ground for the issue of govern-
ment securities, The Monetary Law of 1953 requires the banks
in Syria to invest their obligatory reserves in Syrian Govern-
ment bonds with the obligation that these bonds cannot be
sold or mortgaged except with the permission of the Money and

Credit Board.l

Moreover, Law No., 89 of 1955 was enacted pres-
cribing the management of public debt and the issue of Govern-

ment securities.

5. Prospects
Being pools of available capital for investment, the

security markets are directly related to the level of savings
which constitute the main source of capital in the country.
In the Arab countries, savings are short of the needs of in-
vestment. This is particularly the case with the private

l. Legislative Dedree No. 87 of 1953, article 117,
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sector since in some o0il producing countries, such as Irag,
the ratio of savings 1s very high in spite of the underdeveloped
conditions prevailing, due to the oil revenues that are receiv-
ed by the Government and channelled into investment projects.
In general, the ratio of savings to national income in the
Arab countries does not exceed 5% while in the advanced countries
it reaches 15%. Out of this small ratio of savings, a con-
siderable amount is hoarded by the population, so that the part
that is invested does not exceed the natural increase of the
population, and thus, the general standerd of living remains
as it is.1

With such a low level of savings, the authorities in
the Rrab countries should take the initiative to raise this
level and provide capital for investment. One way to do it
is by inducing people to consumep less. This can be done by
limiting the importation of consumers' goods or by raising some
taxes that will not lead to a reduction in the standard of
living, such as the income tax and the inheritance tax. How-
ever, these measures may not lead to any increase in savings
and may have an unfavoureble effect upon the present standard
of living.

The other way to mobilize savings is through the crea-
tion of institutional means which will induce the population

to save voluntarily. Although this means cannot be developed

in a short time, yet it is the only natural means to channel

Lo " Ggpadl oM G solaB ¥ oYl Joges 6 an 6 s0kes
CYIY e e V18T Jobl o el
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the savings into institutions thet will in turn invest these
savings in profitasble securities and these help in creating a
security market. These institutions take the form of savings
banks, insurance companies, postal savings systems, and social
insurance or provident funds. The authorities in the Anab
countries can help to create these institutions by suitsble
legislation, by direct action and by cooperation with the exist-
ing institutions tc educate the public on savings.

Going a step further, we find that the growth of
security markets depends largely on the dominance of the cor-
poration form of business organization. It is noted that the
security markets in Europe have developed at the time of
development of the corporation systems. In the Arab countries,
the corporation system is not sufficiently widespread due to
two main reasons:

1. The lack of entrepreneurship spirit and menagerial
abilities in the Arab countries. The corporation system of
business organization requires creativeness on the part of
promoters who have enough confidence and training to start a
big business that requires a high degree of efficiency in
planning and execution. The i:portance of entrepreneurship
in economic development should not be underestimated, and

gsome economists believe that it is the "missing link" in the

Areb countriea.1 The characteristics of entrepreneurial pattern

1, Meyer, A.J., "Entrepreneurship; The Missing

Link in the Arsb States", Middle East Econo-
mic Papers, 1954, p. 121.
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in the Arsb East are to be found in the family firm, lack of
concentration on one line, joint ventures, deficient methods
of book-keeping and mangement, inability of business firms
producing similar products to combine in association for the
purpose of promoting their business, and other symptoms that
are associated with the backward stage of social and economic
structure prevailing in the Arasb countries,

2. The corporation form of business is a developed
pattern that arises in industrialized communities which have
attained a high standard of living and technical skill, The
Arab countries have agricultural economies where old systems
of land tenancy and cultivation prevail., Such societies do
not form a proper atmosphere for the development of business
organizaticn. It is to be noted that the prevalent corpora-
tions in the Arab countries at present are public utilities such
as water and electricity, or services such as banking, in-
surance and transportation.

The authorities in the Arab cﬁuntries should take the
initiative in setting up the necessary organization for the
promotion of investment projects., The most practical way to
do it is to establish Government Boards which will prepare
the necessary studies to set up projects which will be owned
partly by the government and partly by the publie. To start
with, the government will float the majority of the shares
of the newly established corporations in the market. Those
shares that are not sold should be purchased by the govern-

ments in order to set the corporations on their feet. After
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some time, the authorities will sell some of their heldings

in the market, and the proceeds will then be taken to establish
new corporations and so on. That is to say, the authorities

in the Arab countries are called upon to play the part of long
term financiers and investment bankers.

Also, the guthorities in the Arab countries can en-
courage the formation of corporations through suiteble legisla-
tion, The companies Law No. 26 of 1954 in Egypt provides a
good exsmple in this respect. The important points that should
be satisfied in company legislation are: a) the simplification
of the procedure of registration; b) the obligatory issue of
the shares to the public through an authorized bank; c) the
reduction of the nominal value of the share to the minimum
in order to attract small investors; d) the safeguard of the
interests of the shareholders by all means possible, More-
over, the legislation can cover exemptions from certain cate-
gories of taxes for the first years of the company operations
and other exemptions from custom duties on equipment and ma-
chinery.

The discussion sbove was concentrated on the corpora-
tion securities, The other main constituent of the security
market are the Government Treasury bills and bonds. The
Treasury bills are promissory notes of the Treasury to pay a
stated sum of money at a certain date of maturity, which is
usually not more than three months off. The Treasury bills &ams
usually not more than three months off, The Treasury bills -
are usually issued by tender at par value and are handed over

to the highest bidder, the difference between the actual money
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paid for it and their par value being the short term interest
rate preveiling in the market. Any time the authorities wish
to expand credit, they buy the bills and pump money in the market.
However, the success of open market operations in Treasury
bills depends on many factors, namely, "a sufficient volume
of Treasury bills; a regular flow of maturities; the offer of
bills periodically on a tender basis under the aegis of the
central bank which should be allowed to tender; the use by
banks of Treasury bills as secondary reserves; and an under-
taking by the central bank that it would always be prepared
to discount Treasury bills for third parties at a rate not far
removed from the current rate at which such bills are issued."l
As was mnetioned earlier, no Treasury bills are out-
standing at present in Iraq while in Syria no such bills have
been issued whatsoever. As regards Egypt, a considerable
amount of Treasury bills is outstanding but mostly held by
the Central Bank, The Central Bank in Egypt has taken measures
to encourage the banks to hold Treasury bills by offering them
a favourable discount rate, but it seems that the banks are
not yet in the habit of holding them as a secondary reserve.
This should be enhanced by legislation which will oblige the
commercial banks to invest part of their liguid assets in
Treasury bills. In Irag, the obligatory reserve ratio carried

by the banks may include Treasury bills and Government securi-

l. Koek, QE.Cltg, Pe 218.
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ties up to one third.

The other category of Government securities are the
long term bonds issued to finance development projects and
public investment. The obstacles in the way of marketing Govern-
ment bonds in the Arab countries are: a) the bonds do not carry
term attractive enough to the publie; b) lack of capital
markets and saving institutions and c¢) lack of confidence in
the governments, These obstacles can be tackled by government
action in different ways although the matter of confidence comes
only gradually, The following are some ways that can be follow-
ed by the authorities in this respect:

lo To provide that the bonds will be redeemed at in-
tervals, to assure the investor a maximum degree of liquidity.

2. Toissue the bonds to finance specific projects
which impress the commnity.

3. To have the bonds issued to bearer and to have
them carry a lottery feature.

4. To exempt the interest on the bonds from income
tax.

5. To impose upon the insurance companies, saving
institutions and banks to invest their surplus reserves in

Government securities.
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C. B S e

The purpose of this section is to relate the banking
structures in the Arab countries with central banking func-
tions. Apparently, the banking relations of a central bank
are mainly concentrated on the commercial banks dealing with
short term credit. The reason being that these banks are the
intermediary between the central bank and the money market,
which reflects the conditions of credit in the country., How-
ver, we have chosen in addition to discuss medium and long
term banking institutions because of their increasing importance
in supplying the required credit in the Arab countries. Also,
because of the special interest of the authorities in these
countries to establish state-owned institutions of this

nature.

1, Ihe Central Bank and the Banking System
The effectiveness of the central bank depends mainly

on the amount of contact it has with the money market. On
the basis of this contkact, a monetary policy can be formulated
and executed, which will affect the level of prices, incomes
and production,

The first and foremost means of contact with the
money market is the banking system, by virtue of its ability
to create credit on the basis of a smaller amount of cash
money, The link between the banking system and the central
bank can only be established if the former keeps close contact
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with the latter, resorting to it frequently and depending

upon it for its needs for liquid assets. Thus, the more advanc-
ed the banking system is in a country, the more influence it
commands over the various fields of economic activity. On

the other hand, its dependence on the central bank will place

in the hands of the latter the power to regulate bank credit
with due effects on economic activity.

Control of the market can be performed by affecting
the cost of credit through the rediscount rate. In underde-
veloped countries, the rediscounting habit is not dominant and
thus the effect by a change in the rediscount rate of the
central bank will be insignificant.

Another way of control of bank credit is through open
market operations. We have seen in the previous section that
these operatiﬁns cannot be carried in narrow security markets

such as those existent in underdeveloped countries.

Therefore, other ways have to be developed to establish
central banking control on the cost and availability of credit.
In underdeveloped countries, the following ways may stand to
be the most effective:-

l, The central bank may step in the credit market
through direct operations. These operations will provide the
central bank with the necessary contact with the market and
enables it to execute whatever monetary policy it formulates.
Although direct operations contradict te classical theory of

central banking, yet it has definite advantages if performed
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moderately and cautiously. Professor Sayers believes that
the central bank should help in spreading banking services in
underdeveloped countries through its performance of ordinary
banking business. He believes that ",.. the evidence warns
us to be cautious in developing the ordinary banking business
of a central bank, rather than to say that there should be
no such business."l

The central bank can reach the same goals through state-
owned banks which perform ordinary banking business., In this
case, the central bank will have to secure close coordination
of policy and operation with these banks.,

2. The central bank can act directly upon the amount
of bank credit through variable reserve ratios. In order

K that this wespon be effective for control, banks should

(a) determine their lending policies on the basis of their
\\ cash reserves; and (b) they should be in the habit of maintain-

| ing reasonably fixed ratios between their deposits and cash
lbalances. Although these two conditions may not be strictly
Fadhered to in the banks of underdeveloped countries, yet these
fbanks will have to give some consideration to their cash re-
/ serves in any policy they follow.

3« The central bank may be given the power to control

the lending operations of banks. This can be performed by

1., Sayers, Central Banking in Underdeveloped
Cogtriegl 0 QCit.’ Pe e
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fixing portfolio ceilings and by the variation of obligatory
ratios of bank assets, By this way, a variation will be
effected not only in the total volume of bank credit, but also
on the quality of credit. Qualitative controls is a necessary
supplement for the weapons in the hands of the central bank
in underdeveloped countries, In such countr&es, there is always
a tendency for bank credit to be concentrated on few items of
trade. Most of these countries are at present underteking
development programe, and it is necessary that the monetary
authorities channel the financial resources in the right
direction.

4. The central bank may be given other powers of control

over the banks, One of these powers is control over the
interest rates paid by the banks on their deposits and the
rates charged by them on loans and advances, Such a control
will induce liquidity and solvency of banks. Moreover, it
is necessary to keep down the lending rates of the banks and
to secure a parallel movement of these rates with the varia-
tions of the central bank rates.

Another method of control is found in fixing limits
for certain kinds of 1nveathants made by banks, These in-
vestments may not be within the requirements of liguidity and
solvency such as investment in immovable property by commer-
cial banks or investment in foreign securities and similar
others.

A third method of control is the right to inspect the
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finanecial records of banks and to request information from
them. Through these records, the central bank will have full
knowledge of the market., In addition, this information is

necessary for the execution of control over the banks.

2. The Bank Syste

Until January 15, 1957, banking p:actice in Egypt was
not regulated by a comprehensive legislation. The banks which
were in the form of joint-stock companies, were subject to
the Company Law. The Central Bank Law of 1951 included few
articles dealing with commercisl banks., In these articles a

commercial bank was defined as any person, natursl or Jjuristic

whose main activity is the acceptance from the public of depo-
sits payasble on demand or at a fixed date, Moreover, the Law
of 1951 imposed upon the commercial banks a reserve ratio, a
liquidity ratio and periodical gstatements to be submitted to
the Central Bankol

On January 15, 1957, Law No., 22 was enacted. The Law
provided that all banks in Egypt must take the form of Egyptian
joint-stock companies fully owned and menaged by Egyptians,
Moreover, the Law provided that a bank must have a minimum
paid up capital of £E 500,000 and that its shares must be

2

n;ﬁnal and owned by Egyptians at all times. The object of

the Law was to effect the Egyptianization of foreign banks

1, Articles 19 & 20,
2. Article 1,
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within a period of five yearsl, and it was supplementary to
the sequestration of British and French banks in Egypt effected
late in 1956,

On July 20, 1957, a new Law for banking control was
enacted. The main provisions of the Law are the following:

1. The National Bank of Egypt, in its capacity as
central bank of the State is empowered to control the quantity,
quality, and cost of credit in accordance with the require-
ments of the various flelds of economic activity.2

2. The Central Bank affects the registration of banks
if it is organized in accordance with the Law, namely, Jjoint-
stock company of £E 500,000 capital owned by Egyptiann.3

3. The Central Bank is empowered to lay general direc-
tives for the control of commercial banks, The control measures
include liquidity requirements, fields of investment forbidden
and ceilings for certain kinds of loans and investmants.h

4. The Central Bank is empowered to lay general direc-
tives for the control of non-commercial banks, as regards
conditions of deposit, conditions for participation in the
establishment of other institutions, and the maximum amount
of bonds that may be issued by these banks.5

5. The Central Bank may carry credit transactions

with the banks that fall subject to this Law., The interest

rates and discount rates on these transactions are decided

1, Article 2,
2e Article 1,
3. Article 2,
ho Article 3.
5. Article L.
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by the Bank depending upon the nature, duration end need
for these transactions and in accordance with the credit

policy that is followed.1

The sbove legislation eliminates the foreign banks
in Egypt. As a matter of fact, commercial banks in Egypt were
either branches of banks registered abroad or locally re-—
gistered banks owned and managed by non-Egyptians. To give an
idea of the significance of foreign banks, it has been noted
that at the end of 1956, "foreign banks wére controlling some
£E 100 million of deposits out of a total of over £E 195 mil-
lion for all commercial banks, while their discounts and ad-
vances reached some £E 76 million of a total of £E 158 mil-
lion."2

Compeared with advanced countries, the banking habit
in Egypt is still underdeveloped. This can be drawn from the
ratio of notes in circulation to total bank deposits. In June
1956, the ratio of the latter to the former was 1,08 while
at the same date the ratios for U.S.A. and Britain were 3,79
and 2,07 reapectively.3 Moreover, the seasonal fluctuation
of notes, as was mentioned previously, is indicative of the
preference to use cash money instead of bank deposits to meet
the requirements of the cotton season.

The little use of bank deposits is due to several social

l, Article 5.
2, N.B.E., Economic Bulletin, 1957, No. 1, p. 38
3, Figures are taken from the United Nations

Statistical Yearbook, 1956.
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and economic factors, These factors were mentioned by Issawi
as follows: "the absence of a large and prosperous middle
class; the prevailing traditions of conspicuous consumption,
especially among the rich; the prevalent illiteracy and dis-
trust among the poorer class; the preference shown for invest-
ment in hand or hoarding of gold; the emphatic Koranic prohibi-
tions against usury, only partly offset by Mohammed Abdu's
fetwa authorizing the taking of interest on Post Office
Sgvings Bank deposits; the absence, until 1937, of any legisla-
tion regarding the drawing of cheques, leading to a general
distrust of cheques and reluctance to open bank accounts; and
finally, not least important, the fact that until quite recent-
ly and more particularly before the date of Misr Bank, few
bank menagers (who were almost foreigners) were able to es-
" tablish close contacts with Egyptians and persuade them of
the advantages of opening an account."1 Needless to say, that
these factors are loeing significance due to the reforms intro-
duced during the last few years. In his address to the Parlia-
ment in July 1957, President Abdul Nasser mentioned the fact
that the total bank deposits of Egyptians rose from £E 200,-
700,000 in 1952 to £E 262,500,000 in 1957.

The banking system in Egypt can be classified according
to the kind of credit involved, namely, commercial, agricul-

tural, mortgage and industrial,

1, Issawi, Opscit., p. 215.
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Commercial banks deal mainly with the financing of
the cotton season stretching through the last quarter of the
year. Financing of cotton takes the form of loans and advances
to the cotton merchants. In the period following Decenber,
the commercial benks are replenished as the cotton proceeds
start pouring in until banks reach their highest degree of
liquidity around August.

The activities of commercial banks in Egypt can be
ijllustrated by the following aeggregate balance sheet of com-
mercial banks.

Table 7
Aggregate Balance Sheet
f C r 1B E

as at December 31, 1956

Assets £E 000's % of total
Cash 6,818 2.4
Balances with the NBE 39,953 10.8
Other items of cash nature 1,337 O. U4
Bills discounted 22,779 8.2
Instruments and securities 28,766 1. k4
Correspondents 20,941 Te5
Loane and advances 142,946 51.6
Other assets 13,162 Uo7

Total assets 276,701 100,0
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Lisbilities £E 000's Z of total
Paid-up capital 11,051 3.9
Reserve funds and undivided profits 11, 389 L.1
Cheques, drafts, etc. outstanding 2,311 0.8
Correspondents 19,803 Tod
Current deposits 139,730 50.5
Time, saving and other deposits 55,444 20,1
Borrowings 18,530 6.8
Other liabilities 18, Llh 6,7
Total lisbilities 276,701 100,0

Source: N.B.E., Economic Bulletin, 1957, No. 1.

It is noted from the sbove table that the outstanding
activities of these banks are the acceptance of deposite and
the extension of loans and advances, while the discounting
of bills is a secondary item. Moreover, the ratio of liquid
assets to current deposits was at that date well above 30%
which is considered very adeq_uat.e.1 This liquidity ratio rises
considersbly during the export season, as cash balances are
accumlated by the commercisl benks. The ligquidity of commercial
bank sssets can also be drawn from the reserve ratio held by
these banks which was in August snd Decenber 1956, 23.3% and
18.L4% respectively,2 while the legal ratio during that period

1, Cf. Sayers, R,S. Central B £t ’
(oxford, 1957), pp. 101-107.
2, N.B.E., Economic Bulletin, 1957, No. 1, p. 7C.
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was only 12,5%.

Agricultural credit in Egypt is handled mainly by
the Credit Agricole et Cooperatif, originally founded in- 1931.
The Government owns 517 of the capital of this bank while the
rest is owned by other banks and cooperatives, Its services
include advances to peasants and cooperatives, distribution
of seeds and fertilizers, etec. The operations of the Bank
have expanded greatly and several loans have to be secured
from the National Bank, In 1956, Law No. 382 was enacted
allowing the Bank to issue Government-guaranteed bonds of 3%
interest up to £E 20 million. The National Bank covered the
issuenlfready and will sell the bonds at a future time.

Mortgage credit in Egypt was in the hands of powerful
foreign banks, the most important of which was the Credit
Foncier Egyptien. This bank was founded in 1880, its loans

in Decenber 1956 amounting to £E 12 million.l

Another foreign
bank was the Land Bank of Egypt. Both of these banks were
sequestrated by the Government. In addition to the above,
there is the Credit Hypothecaire Agricole d'Egypte, which is
a state-owned bank that extends advances against first mort-
gages,

Industrial eredit is handled by two big institutions
Misr Bank and the Industrial Bank. Misr Bank is originally

a commercial bank established in 1920 and since that date it

1. N.B.E., Economic Bulletin, 1957, No. 1, p. 39.
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supported industrial growth in Egypt by direct participation,
advances and industrial loans. It is a perfect example of
mixed banking; it borrows on short term and lends on long.

At present, Misr Bank controls almost half of the total depo-
sits in Egypt, and the Misr group comprises more than 20 com—
panies with capital and reserves exceeding £E 20 million,.

The Industrial Bank started operations in 1949 with a
capital of £E 1.5 million, 51% of which owned by the Government.
It serves industry through direct participation, granting
loans and supplying them with raw materiesls and equipment.
Under the Republican Regime, the requirements of industiry neces-
sitated consolidation of the Bank. It was granted loans
at low interest rates by the National Bank and Government
agencies. The Government declared its readiness to guarantee
loens granted by the Bank up to £E 5 million. Moreover, a
system of close cooperation was developed between the Bank
and the commercial banks to facilitate rediscounting of bills
at the Central Bank.® Thus, the Industrial Bank entered a
new era of activity under the supervision of the Government
to assist the growing industry in Egypt.

An outstanding feature to be noted about the banking
system in Egypt at present, is the inereasing Government in-
terest in its development, This interest was expressed by the
Egyptiesnization of foreign banks, which eliminated a serious

1. Cf. The Industrial Bank, m{gg%slq_mn%
of Tpdustrial Credit im Egypt, (Cairo, 1956),

PPe 5 & = 25.
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problem in the face of chanelling funds into the right direc-
tion. Moreover, the Government has enacted new legislation
which places in the hands of the Central Bank large powers to
control the quality and quantity of bank credit. Also, the
Govermment is encouraging the establishment of new commercial
banks; one of its achievements in this field is the establish-
ment of the Republic Bank which started operations in 1956 with
a capital of £E 1 million, 25% of which subscribed by the Govern-

ment.

3. The Banking System in Irag

Law of Banking Control No. 34 of 1950 provides the basis
and conditions of banking practice in Irage Commercial banks
must be organized in the form of a limited company, while
sarrafs can take any legal form of business orgenization.l
The minimum capital requirement for a bank is ID 250,000 fully
paid 'up2 while for garrafs it ranges from ID 12,000 down to
ID 3000 according to the place of operation.>

The Law provides the following condit ions for the
activities of commercial banks:

1. Commercial banks are required to keep 157 of their
total fixed and current deposits at the Central Bank." One

third of this ratio may be in the form of Government securities.

1. Article 1 (2
2. Article 4 (1
3, Article L4 (L
ua Article 9 (1
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Moreover, the Central Bank may lower this ratio to 10% at
its own discretion.1
2, A bank must not accept deposite more than sixteen
times its capital and reserves held in Iraq.2 Moreover, com-
mercial banks must hold at least 50% of their total deposits
in certain assets paysble in Irag by residents of the cou:ntry.3
3, Commercial banks are not allowed to invest any
part of their assets in jarmstrial, agricultural or real estate
shares or bonds of foreign companies or of foreign governments.h
4., No bank is allowed to extend a credit facility to
any person that will involve the bank in a liability of more
than 20% of its capital and reserves, This percentage may be
exceeded with the approval of the Central Bank.5
5. A minimum of 10% of the net annual profits of banks
mist be alloted in capital reserves, until these reserves equal
at least 50% of their paid-up capital of the banks.6
6. Banks must submit to the Central Bank periodical
financial statements. Also, the Central Bank retains the
right to delegate any person to check upon the activities of

banks whenever that is necesaary.7

It is noted that the above Law of Banking Control

1, Article 10 (1).
2% Article 8 EB .
3., Article 9 2)e
L. Apticle 12.

5. Article 14 (1)
6, Article 16,

7. Articles 17-20.
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lacks the necessary emphasis on two of the important tools
of credit control: varisble reserve ratio and qualitative
credit controls. The reserve ratio, as provided in the Law
can be varied only within a range of 10 to 15%. As was men-
tioned before in this thesis, the ratio at present is 15%,
yet no tangible influence has been noted on the amount of bank
credit. Consequently, it may be advantageous to raise this
upper limit or sbolish it completely from the Law. As to quali-
tative credit controls, they are absent from the Law. Their
jmportence in underdeveloped countries has already been noted,
and it is necessary that provision is made for it.

The banking habit in Iraq is still undeveloped for
practically the same social and economic factors that were
mentioned for Egypt. Although there has been an improvement
in the recent years, the banking habit is still behind that
ruling in Egypt. In June 1956, the ratio of deposit money to
currency in circulation amounted in Irag to 0.52 while in Egypt
it was 1.08.1

The banking system in Iraq can be classified into the
kxinds of credit handled by banking institutions, namely, com-
mercial, agricultural, real estate, mortgage and industrial
credit.

Almost two thirds of the commercial banks in Iraq are

1. Figures are taken from tho6 United Nations
Statistical Yearbook, 1956.
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branches of non-Iragi banks. Commercial banking activity
includes financing of foreign trade, accepting all kinds

of deposits, meaking loans and advances, and discounting
bills. Moreover, commercial banks invest a good percentage of
their assets in foreign securities, mainly British, as appears
in the table below; however, these investments are required
by the Law not to exceed 50% of their total deposits. Also,

a part of their investments is made in Iragi Government bonds up
to the 1limit allowed by the Law to be included in the legal
reserve ratio. The table below shows clearly that the liguidity
ratio of commercial banks in December 1956 was well above the
requirements of liquidity and safety.

A notsble feature of commercial banking in Iraq is the
Rafidain Bank which is a state-owned institution established
in 1941 to carry out commercial banking. The paid-up capital
of the Bank was in December 1956, ID 1 million in addition to
a reserve fund of ID 2 million. Until May 1956, the Rafidain
was the formal depository of Government funds in addition to
its wide commercial banking activities.

Agricultural credit is gupplied mainly by the Agri-
cultural Bank, a state-owned institution that started operations
in 1947 on the strength of Law No. 18 of 1940, The capital
of the Bank has been raised several times until it reached
ID 2 million. However, the Bank used to acquire loans from
Government departments including the Central Bank., The object
of the Bank is to assist agriculturalists by providing them
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with credit facilities. Until now, its operations were not
very successful., The reasons being the profit seeking policy
followed, the striet regulations for credit extension, and
the priority given to big landowners.l Moreover, the Bank
undertook several small industrial projects which failed
completely. At present, the Bank is meeting an increasing
demend on sgricultural credit which will oblige the Bank to
gseek new financial sources and may be to establish branches
in the agricultural area.

The Real Estate Bank is another state—owned institution
that started operations in 1950 on the strength of Law No. 18
of 1948, The suthorized capital of the Bank is ID 10 million
and it secures loans from the Central Bank and other Govern-
ment agencies. The object of the Bank is to grant loans for
new building activity and to build on its own account dwelling
houses to be sold by instalments to Government officials and
to other persons who earn a limited income. Until now, the
Bank was active and its operations were in the favour of the
middle income-groups rather than the low-income ones.

Mortgage credit is supplied by the Mortgage Bank, a
state-owned institution established in 1951 by Law No. 14 of
1951, amended later by Law No. 21 of 1952. The capital of the
Bank is now ID 1 million fully paid up. The ob ject of the Bank
is to lend money to Iragis with limited income. Until now,

1. o GladleLolasl Gl o gl a6 Gl
e (1100 1 aall (¢ Ll igdic bl wem)

ooﬂw
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Table 8

1 te lance Shee f C

mercial Banks in Irag as at December

1956, g of
Assets ID mill, total
Cash 5.2 7+5
Deposits with Branches & Banks in Irag 6.1 8.8
Deposits with C.B.I. belt 9.3
Government Loans 1.1 1.6
Private Loans 23.3 33.6
Discounted Bills 9.5 13.9
Deposits & Investments Abroad 12,7 18.3
Other Assets 5s 0 120
Total Assets 69.3 100.0

Lisbilities
Paid-up Capital & Reserves 7.8 11.3
Provision for Income Tax & Others 0.5 0.7
Balance of Profit & Loss 1.0 1.4
Debit Balances with Branches & Banks in Irag Te5 10,8
Debit Balances Abroad 1e2 1.7
Govt., & Quasi-Govt. Deposits 8.2 118
Deposits against Guarantees & Credits 6.9 9.9
Current & Saving Deposits 28,2 L0.7
Fixed Deposits Lel 6.0
Other Liabilities 329 Del
Total Liebilities 6943 100.0

Source: Central Bank of Irag, erly Bulletin, 1956, No. 20.



- 133 -

the majority of the borrowers were Government employees, since
they can acquire the loans on the basis of their signatures
only. The amount of a loan ranges between ID 10 and ID 1000
repayable within 2 months and one year. These loans are

used for consumption purposes and help to rule out the need
for usurious money lenders.

Industrial credit is supplied by the Industrial Bank,
which is a state-owned jnstitution esteblished on the strength
of Law No. 12 of 1940 and started operations in 1948. The
fully paid up capital of the Bank in 1956 was ID 3 million,
while the authorized capital was ID 8 million. The object
of the Bank is to develop and assist industry through loans
and direct participation. At the end of 1956, half of the
paid up capital was jnvested in large industrial companies,
however, the Bank is eriticized for its profit seeking policy,
its reluctance to sell the profitable shares it holds and its
jnterest in large enterprises only. The increasing interest
of the Government in industry will definitely lead to the pro-
vision of more jndustrial credit and consequently to a revision
of the policy followed by the Industrial Bank.

A new feature of credit in Iraq is cooperative credit
which will be supplied by the Cooperative Credit Bank, a state
controlled institution established on the strength of Law No.
65 of 1956. The object of this bank is to perform banking

services to cooperative societies which will own L9% of the
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capital. The initial cepital of the Bank is set by Law at
ID 250,000 to be raised later on to ID 3 million.

The banking system in Irag is composed of a variety
of commercial banks of different nationalities, and a signi-
ficant chain of Government banks that deal with all kinds of
credit. The state-owned banks have helped greatly to spread
panking services. However, these banks are still far from
supplying the required ecredit in the country, especially as
this requirement 1s jncreasing due to the tangible rise of in-
comes and expansion of economic activity. With this era of
expansion, the Government must take every measure to encourage
the establishment of loecal commercial banks in Iraq and to

provide the state-owned banks with gufficient financial resources.

X
Le The B Syst S

Banking practice in Syria 1is regulated by a comprehen-
sive legislation that was enacted by lLegislative Decree No.

87 of 1953. The main provisions of the banking law can be
gummarized as follows:-

1., A bank is defined as an jnstitution that accepts
demand deposits or time deposits with a maximm maturity of
two years, to be jnvested in banking operations for its own
account.1 Banking operations include discounting, granting
loans and advances, operating in foreing exchange, issue pri-
vate and public bonds and similar other things that are speci-

1., Article 104 (1).
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fied in the law.1

2, Institutions that fall subject to this law can start
operations only after the Minister of Finance decides to re-
gister it in the formal register of the Government Commissioner
to Banks and after this decision is published in the Official
Gazette. A bank may be dropped out of the register upon the
recommendation of the Money and Credit Board in case it violates
the regulations or when its ligquidity and safety are endangered.2

3, A commercial bank that is formed as an individual
proprietorship or a partnership must have a minimum paid up
capital of £ 1 million, while a joint-stock bank must have a
minimum paid up capital of £S 1.5 million. Any bank that has
offices operating outside Syria, must allocate a minimum capi-
tal of £8 1.5 million for its operations in Syria and mast
keep separate books for these operations.3

4o In addition to the obligations imposed on companies
by the Commercial Code, & minimum of 10% of the annual net
profits of banks mist be allotted to a Special Reserve Account,
until this amounts to 257 of its capital for Syria. Moreover,
the banks are required to jnvest their legal reserves in State
bonds; they may not dispense with these bonds unless with the

approval of the Money and Credit BQard.'4

1. Article 104 (2).

o, Articles 106 & 109.

3, Articles 114 & 115y as amended by Decree No.250L of 1955
L. Article 117.
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5. Commercial banks are not allowed to handle opera-
tions which are not banking proper such as trading in goods
and jewels, and investment in real estate. Moreover, joint-
stock banks sre not allowed to invest more than L0% of its
funds in shares of non-bank companies, or in bonds issued by
such companies.l

6. Commercial banks are subject to quantitative and
qualitative controls imposed upon them by the Central Bank,
as was mentioned previously. Also, they are required to submit
to the Central Bank monthly and annual statements on their
financial position, and all other statements required.2 Fur-
thermore, every commercial bank must appoint an auditor who will
submit a quarterly report of his findings to the Government
Commissioner to Banks.3

7. A Government Commission to Banks is established
in the Central Bank., The duties of this Commission are to
effect control and coordination of the bank auditors, to in-
vestigate matters relating to safety and Nguidity of banks,
and to organize banking statistics. The remuneration of the
Commission staff is borme by the banks in accordance with the

decision of the Minister of Finance.h

At present the total number of registered banks in

Syria are 22, 7 of which are branches of foreign banks, 9 are

1. Artiecle 120,
2, Article 126,
3, Article 13l.
L. Articles 136 - 1LO.
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branches of Arab banks, and 6 are Syrian domestic banks.

Thus it is apparent that banks incorporated outside Syria

are dominant. On first thought, such a situation looks to be

a disadvantage from the central banking point of view. Any
need for liquid assets that might arise will lead the foreign
banks to seek recourse at their head offices. Obviously, this
reduces the dependency of commercial banks on the local central
bank. However, judging from the operations of 1956, these
foreign banks were glad to get the support of the Central Bank
of Syria to replenish their cash reserves. And as a matter

of fact, the Central Bank officials are showing their uneasi-
ness to the increasing dependency of these banks on the Central
Bank,.

The banking system in Syria is composed mainly of com-
mercial banks, which are involved in financing the import export
trade. Table 9 below gives an idea of the activities of these
banks. Apparently, they are involved mainly in the acceptance
of deposits, extending loans and advances, and discounting
bills. The liquidity ratio in December 1956 was around 30%
which is gquite satisfactory. On the whole, commercial bank
credit in Syria is insufficient to finance the import and
export operations emanating from the agricultural seasons.

In 1956 the Central Bank hed to allocate to the commercial
banks huge funds to be used for financing the agricultural
crop. These funds amounted to £5 285 million, out of which
were £8 30 million for the state agricultural bank and the
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rest for the commercial banks. After the war events in Egypt
in Novenber 1956, the Bank allocated additional funds to those
commercial benke which showed interest to expand their credit.®

Agricultural credit is supplied at present by three
sources: the Agricultural Bank, the commercial banks and the
professional money lenders. The Agricultural Benk is a state-
owned bank that was established in 1937. The Bank is supplied
with funds from the Central Bank to cope with the increasing
demand on agricultural credit. However, the services of the
Bank reach only landlords who can afford to supply the Bank with
collateral for the loans they get from it. The commercial
banks in Syria extend seasonal credit to farmers with good
credit standing on the basis of discounted bills that are usual-
ly renewsble. The money lenders supply agricultural credit in
Syria at usurious rates of interest. These lenders extend
eredit to farmers who cannot secure credit from the Agricul-
tural Bank and the commercial banks. )

On April 18, 1957, Law No. 377 was enacted for a new
Syrian Agricultural Bank that will replace the present one.
The Bank will perform all lending operations leading to the
production and marketing of agricultural crop. Moreover, the
Bank will give special attention to the establishment of

agricultural credit cooperatives and cooperative farms, and

1. From the report submitted by the Syrian
Minister of Finsnce to the Parliament on
the6financial conditions of the State in
1956,
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Table 9

Consolidated Balance Sheet Co cial
Banks in Syria as at D
% of
Assets £8 000's total
Cash 30,622 5.9
Balances with C.B.S. 27,655 5e 2
Gold & Foreign Exchange 362 0.1
Fiscal stamps 55 0.1
Credit Balances with Banks 33,836 6.5
Correspondents 33,861 6.5
Short Term Receivables 33,281 SN
Bills Discounted 82,093 15.8
Loans and Advances 226,300 43.6
Securities 45 0s1
Assets of Liguid Nature 23,251 T
Fixed Assets 9,527 1.8
Profit & Loss 174355 3s3
Total Assets 518,641 100,0

Liasbilities

Provision for Income Tax etc. 132 0.1
Debit Balances with Banks 109,608 2l.1
Correspondents 94,67 382
Current Liabilities 3,658 0.7
Saving Deposits 4,321 0.8
Current Deposits 176,471 3L.0
Short term Bills Payable 336 0.1
Other Liabilities 52,037 10,0
Capital & Reserves 53,056 10.3

Profit & Loss

Total Libabilities

Source:
of Syria.

518,641

—24,3u8 b7

100,0

Unpublished information acguired from Central Bank
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will give them priority in the granting of loans. The capital
of the Bank is fixed at £S5 100 million to be covered totally
by the State. In addition, the Bank is allowed to issue short
and long term bonds, the total of which may not exceed the
total amount of capital and reserves of the Bank. As regards
the lending policies, the Bank is sub ject to the general
directives of the Money and Credit Board.

Industrial credit in Syria is available only through
Government guaranteed loans that were started in 1949 and ensbled
the commercial banks to extend credit to large industrial com-
panies at reduced interest rates (4%). However this scheme
wa stopped in 1952 after the total amount of such loans
reached £S5 16 million. It was revived again in 1954 with
restrictions. At present, the total amount of Government
guaranteed loans outstanding to industry is £5 6 million.

It is to be noted that no institutions are available
in Syria for mortgage credit, real estate credit and industrial
credit. Steps are being taken to start an industrial bank but
no other institution is contemplated at the present time. This
lack of medium and long term credit is a serious drawback of
the banking system in Syria. As such institutions are not
usually started by private enterprise, the Syrian Government
is expected to establish them. This will depend upon the
availability of financial resourcers at the disposal of the

. Government,
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5. ZProspects

The effectiveness of central banking operations de-
pends to a large extent upon the degree of development in the
banking system existing. From this point of view, the following
features of the banking systems in Egypt, Iraq and Syria are
noted:

l. The major portion of investable capital is still
outside the scope of the banking systems. The reasons lie
basically in the social and economic conditions prevailing.
However, these conditions are undergoing guick improvement due
to the spread of education and the interest of the governments
in development projects, which will raise the general standard
of living. These improving conditions will lead to more en-
lightment and conviction in the uses of banking. But, at
present, savings are still hoarded, bank credit is not exten-
sive, and business is financed by private savings of investors
in addition to the money-lenders who charge exorbitant interest
ratea.l

The above situation reduces the amount of credit
control that can be exercised by central banks, Even if the
central banks succeeded to control and regulate bank credit,
it still fails to affect the general level of economic activity

e Himadeh‘ op.cit.,, p. 282, Although Prof.
Himadeh's observations date back to the 1930's,
yet these observations can be applied at the
present time on Egypt, Irag and Syria.
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due to the "free capital" that falls beyond the control of
the banking systems.

2. Commercial banking in Egypt, Iraq and Syria is
regulated at present by good legislation. This legislation
was enacted in Irag in 1950, in Syria 1953 and in Egypt in
1957. In the three countries, the legislation is quite com-
prehensive. It regulates matters relating to formation of
banks, capital requirements, registration, operation and
control. This legislation esteblishes a sound basis for banking
practice and safeguards the interest of related persons whether
they be depositors, stockholders or correspondents. Conseg-
uently, more coni'idence can be held in the banking systems
and more banking business will be performed as a result.

Aside from protecting the interests of related persons,
banking legislation in Egypt, Iraq and Syria, provides the com-
mercial banks with advantages. These advantages arise from the
services of the central banks, which are extended to the bank-
ing systems. The various methods of control exercised by the
central banks, place the commercial banks in a position of
easiness in the face of any possible changes in economic acti-
vity, which might affect their safety. Moreover, the existence
of the central banks as lenders of last resort, ensbles the
commercial banks to expand their operations more than they
would have done in the sbsence of central banks.

3., The dominance of foreign banks in Iraqg, Syria
and until recently, in Egypt, creates a special problem for
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the local central banks. These banks not only outnunmber the
domestic banks but they have the support of huge capitals in
their countries of origin. Their Main interest is financing
export import trade between their countries of origin and the
countries in which they operate. Thus, their services are
always confined to a limited group of businessmen of good
reputation, while their interest in attracting local deposits
is only secondary. However, the World War II brought some
changes in their field of operation as many of these banks

had to rely on local business to keep themselves busy. So

that in the post-war period, the foreign banks were already
involved in local business and had to accommodate themselves

to local conditions and business practice. Consequently, their
need for their head offices was reduced to matters of high
poliey. However, there always lies the possibility that the
foreign banks may not channel credit in those activities most
need=d in the countries of operation. Moreover, they may not
conform to the monetary policy imposed by the newly established
central banks in Egypt, Iraq and Syria. This is what led the
Egyptian Government to Egyptianize all foreign banks in Egypt.
In Iraq and Syria, the problem is still existent but has been
limited by legal provisions imposed by banking legislation.
These provisions detach the foreign banks from their head office
and subjects them, together with the domestic banks, to the
control powers of the central banks in the two countries.

L. Bank credit for agriculture is still insufficient.
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The mein sources for agricultural financing at present are:
private capital of big lendowners, money-lenders and state
agricultural banks. State agricultural banks suffer from
insufficient resources which come mainly from direct Govern-
ment contribution, and from their services to big landowners
who can comply with their conditions, which the small peasants
cannot.

The importance of this problem cannot be underestimat-
ed, since the largest portion of the national income in Egypt,
Syria and Irag (other than oil) comes from the agricultural
sector. Consequently, the central banks in these countries
cannot possibly be effective in a money market which lacks
rediscountable agricultural paper provided by the banking sys-
tem. Because in such a situation, the central banks will be
ignoring the major sector of economic activity, which they
are eager to regulate.

5, Bank credit for industry is being provided solely
by state-owned banks in Egypt end I aq, while in Syria an in-
dustriel bank is to be established shortly. These state-owned
banks are operating with capital supplied to them by the govern-
ments apd by loans secured from the central banks, Thus, their
resources are limited and their services are limited to few
large entcrprises while small enterprises are left behind.

The undeveloped stage of industrial bank credit affects un-
favourably the supply of stocks and bonds, which are essential
for central bank operations, as was discussed in a preceeding’

section.
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The development of the banking system in a country
is usually an offspring of the general development in its
social and economic conditicns. In the Arab countries dealt
with in this thesis, there h&éﬁ been considerable improvement
in these conditions that started with their political indepen-
dence. The governments of these countries have been taking
the necessary measures to raise the standards of living and
to provide the countries with the institutions that help to do
it. Thus, central banks were established in Egypt, Irag and
Syria and their powers vere imposed upon the commercial banks
in order to enable them to control bank credit. Henceforth,
banking matters are receiving more attention and new regulations
are enacted every now and then. An outstanding evidence of
this situation is the Egyptianization of foreign banks for
purposes of public interest.

Therefore, there is every reason to believe that the
banking systems in Egypt, Irag, and Syria, are on the way of
development and growth, after the foundations have been laid for
that., Ho.ever, the governments and the central banks in these
countries have a responsibility to lead this development and
patronize it. The policy to be followed in this conecern may
be on the following lines:

1. Efforts should be made to establish new domestic
commercial banks., This will be advantageous in two respects:
first, to provide asdditional meens for marketing and distribut-

ing "free capital', and, secondly, to have the domestic banks
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ebsorb the greater amount of banking business so that the
influence of the foreign bmks is reduced to a minimum. The
encouragement of domestic commercial banke be done by several
measures. One of these is by direct participation of the
governments as was done in the case of Rafidain Basnk of Irag
and in Republic Bank of Egypt. Another way is through Govern-
ment subsidy of new commercial banks, and through provision

of rediscounting facilities.’

Other ways may be found in the
reduction of capital requirements and exemption from taxes for
the first few years of operation.

2. Bank credit for agriculture should be provided
extensively and cheaply. A practical way to provide to do that
in the Arsb countries is through credit cooperatives. These
cooperatives will secure loans collectively from the agricul-
tural banks and will distribute the loans according to the
financial needs of the peasants. Moreover, the cooperative
members will replace the original lender in supefviaing the
expenditure since all of them are lisble for its prepayment.

In the course of time, these cooperatives will raise their own
sources of finance so that they will not need to resort to out-
side institutions.

In addition to the credit cooperatives, systems of
supervised credit should be developed in the Areb countries.

These systems involve loans and technical guidance for the

1. Cf. Sayers, Modern Banking, op.cit., pp. 295-297.
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borrowers. But its efficiency will depend upon the quality
of consultants who will assist the farmers in planning their
farm business and supervise the use of the loans. Thus, these
programs require two kinds of expenditures: first, the funds
to provide for loans and second, the expenditures incurred in
training agricultural technicians. Apparently, these systems
will have to be undertaken by the governments and attached to
the state agricultural banks existing in the Arsb countries.

3, Industrial credit may be provided by industrial finan-
ce corporations., These corporations should be privately owned
and managed to keep it away from government intervention, which
is usually resisted by private industry. However, the govern-
ments would assist in the esteblishment of these corporations
by extending them long term advances through the central banks
or other agencies., Moreover, it is necessary that these corpora-
tions establish a body of technical staff which will render
technical assistance to industry in addition to the financial
assistance. This assistance will help the manufacturers to
improve their methods and increase their productivity. Also,
the techniciesns should be ready to appraise the profitability
of new industrial projects, in the view of providing them with
financial assistance either by direct participation or by loans
and advances.

L4, Coordination between the central banks and the other
state-controlled banks should be secured. The operations of
these banks have monetary implications which fall within the
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sphere of the central banks. Consequently, the credit policy
of these banks should be in accordance with that of the central
banks. One way to affect such a coordination is to have the
central banks as shareholders of these institutions represented
on their boards of directors. A more direct way is to subject
these institutions to the policy directives issued by the
central banks.

D, Statistics Personnel

The existence of an efficient system of money and banking
statistices is a prerequisite for central banking operations,
Moreover, a monetary policy cannot be formulated and executed
without a complete knowledge and comprehension of economic acti-
vity in the country, which can only be transmitted through
sufficient and relisble statisties.

The central bank laws of Egypt, Irag and Syria require
the commercial banks to submit periodical financial statements
and any other statements requested by the central banks. How-
ever, an elaborate system of money and banking statistics have
been developed in Syria which is worthy of special notation.

In March 1953, upon the recommendation of an IMF official, the
Syrian Government requested the commercial banks to file month-
1y reports starting March 1953 and to submit the returns of
1951 and 1952, In November 1954, the Law of Banking Statistics

was enactedl in accordance with the provisions of Legislative

AR S AP AR RINI A E



- 149 -

Decree No. 87 of 1953, This Law requires the commercial banks
in Syria to submit detailed information about their financial
position on special forms supplied by the Monety and Credit
Board. These forms spell out all the details of the assets
and liabilities of the commercial banks, their foreign ex-
change position, their debtors and creditors position, their
letters of credit, etc. This system has been applied effi-
ciently in Syria and forms a good example that may be imitated
by the neighboring countries. As a matter of fact, U.N. ex-
perts have already advised the authorities in Iran and Pakistan
to send some trainees to Syria for this purpose. It should be
noted here, that the effectiveness of these statistics depend
upon the existence of trained personnel who can interpret them
intelligently, and are able to make the right decisions.

As mentioned ebove, money and banking statistics,
should be supplemented by general statistics that cover the
various fields of economic activity, such as, national income,
commerce, agriculture, industry, balance of payments, prices,
employment, etc. Such statisties in Egypt, Iraq and Syria are
at present insuificient eand unreliable. The main reasons may
be stated as follows:

1. The reluctance of the population to submit correct
information, for reasons of il iteracy and ignorance. Also,

a big sector of the population are reluctant to disclose in-
formation for fear from utilizing this information in purposes

which they do not favour, such as military service, taxes, etc.
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Thie fear is deeply rooted in the experience of the Arab
population under the foreign rule that prevailed a long period
of time.

2., The government statistical departments in the
Arsb states suffer from insufficient funds for proper operatiocn.
The reason lies in the underestimation of the usefulness of
statistics on the part of the authorities. Thus, these depart-
ments are being run by ungualified personnel who lack the
theoretical and practical training in this field.

3., The reluctance of private institutions in the
Araeb countries to compile statistical information. In ad-
vanced countries, such institutions as companies, banks, uni-
versities and chanbers of commerce are eager to compile data
in their fields of operation and to transmit it to the public.
In this way, they will be contributing to the supply of relkable
information that can be utilized by all interested parties.

In the recent years, there has been an increasing in-
terest in statistics in the Arab countries. This interest can
be seen in the reports and recommendations presented by various
bodies for the improvement of statistical methods. The IBRD
reports to Iraq and Syria include specific recommendations on
this subject. Moreover, the conferences held by the Arab
Chambers of Commerce stress the importance of statistics and
request the local chambers to participate in statistical re-
gsearch and to cooperate with local government departments in
this respect. Also, the problems of gtatistics were discussed

by the Arab Publie Administration Conference of 1955, and
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specific recommendations for development in this field were
adopted.1

The development of statistics in the Arab countries
involves two main problems: organization and personnel. The
organization problem should be solved by detaching the de-
centralized statistical offices from the different government
departments, and bringing them together in an independent
central statistical office which plans and coordinates the
collection of statistics. As regards training, the Arab
governments should establish for that purpose statistical insti-
tutes mnd should send bursaries abroad for specialization,
Moreover, a great need for middle technicians will arise to
conduct the field work, The training of this group may be done
on the job by experts who can be secured from international
organizations and from other countries.

The problem of training statisticians is similar to
the problem of training staff to run the central banks in the
Arab countries. Central banking is an art that should be handled
by an elite of highly trained staff in bank management, finance,
foreign exchange, etc.

The basic principle for staffing the central banks is the
independence of central bank personnel from the ordinary regula-
tion of civil service. It is necessary that these central

banks develop their own personnel scales and training methods.

l. Arsb Public Administration Conference,
(Cairo, 19'5), p. 11.
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Being highly technical people, the senior officials of these
banks must be paid salaries that are compatible with their
qualifications. Moreover, candidates to these posts should
be carefully examined as to their theoretical and practical
background. It is noteworthy to mention here, that the Central
Bank of Syria has esteblished its personmel status on the
above mentioned grounds. In addition, the Central Bank Law
provides for a special reserve to be expended on training of
its personnel and on research in Syrian economy.1

Training of the new staff in the central banks may be
performed by the following ways, which have been followed by
the Central Bank of Syria and proved successfu1:2

l., Training in central banks of other countries.

2. Training in local central banks under the super-
vision of foreign experts.

3. Training in local commercial banks, for familiari-

zation with the local markets.

In addition to the above, it is adviseble that the
central banks take the initiative in esteblishing banking
institutes such as the Banking Studies Institute in Egypt.3
Such institutes will provide training for the personnel of
the central banks, government financial departments and all

other banke in the country. These institutes exist in most

1, Legislation Decree No. 87 of 1953, Art. 97.

2., From an interview with Mpr. Adnan Fearra,
Secretary of the Syrian Money and Credit
Board.

3, Cf. Institut Des Etuds Bancaires (Le Caire,
1955), Preface.
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of the advanced countries, and proved instrumentsl in rais-

ing the standard of banking staff,



CONCLUSION

The ‘Bgtablishment of central banks in Egypt, Irag and
Syria ceme as a result of the developing economic and political
conditions in these countries. The economic significance of
central banks has been recognized long ago by advanced countries
and by the various international economic conferences that
recommended central banks in all countries of the world.
Moreover, the advantages of central banking were empirically
proved during and after World Var II, as central banks were
extremely helpful in war finance and foreign exchange problems.
Thus, central benks became symbols of economic stabilitye.
This trend urged the Arab states to establish central banks
to make use of their stabilizing functions and to emphasize
the countries' political independence from foreign rule.

On the imtiative of the governments, new central
banks were set up in Irag end Syria, while in Egypt the
National Bank was converted officially into a central bank.
These banks were provided with full-fledged powers to conduct
their operations in accordance with conventional central bank-
king theories and practices. The functions of currency issue
and stabilization were soon undertsken by each of these banks.
Moreover, the new central banks undertook the function of the
fiscal agents of the governments, serving their loans and

undertaking their international financial relations. However,
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the new central banks faced difficulties in assuming other
central banking functions. The commercial banks in Egypt,

Iraq and Syria did not yet get accustomed to rediscounting
and resorting to the central banks for credit. This makes

regulation of credit by the central banks difficult. Thus,
a major central banking function remains unperformed in the
short run, due to undeveloped monetary institutionms.

The money markets in Egypt, Irag and Syria are charac-
terized by the use of banknotes rather than checks in discharging
payments. In addition, considerable differences in the cost
of credit exist which renders these markets imperfect. Also,
no call loan markets exist, while the commercial bill markets are
still undeveloped. All these factors limit the power of the
central banks to affect the cost and availability of credit
through variations in their interest rates.

The security markets in Egypt, Iraq and Syria are either
narrow or non-existent. The corporation form of business
organization is not prevalent yet so that business securities
are limited and are being held mostly by few people for pur-
poses of permanent investment. Government securities are
also limited and do not enjoy a wide market. This dearth of
securities does not enable the central banks to influence
the volume of credit through open market operations,

As regards the banking systems existing, it can be
safely said that they are still inadequate and insufficient.

The major portion of "eree capital" in Egypt, Irag and Syria
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is still outside the scope of the banking systems. More-
over, numerous foreign banks exist, which resort to their hezad
offices rather than to the local commercial banks. Also, bank
credit for agriculture and industry is still insufficient re-
lative to the growing demand for it. These factps prevent

the central banks from controlling credit with the purpose

of affecting economic activity.

In such underdeveloped countries, one might argue
whether it is necessary to have central banks, and whether
central banks can be of any use in economies which do not have
developed financial organizations? This argument is still put
forward at the present time and, as a matter of fact, is the
subject of a big controversy for contemporary economists.

It is true that a central bank cannot operate properly
in the absence of‘%eveloped financial system in the country.
But it is true also that in an underdeveloped country, finan-
cial institutions cannot be left to develop alone for two
reasons: First, they may teke too much time as compared to
the speed required in economic development, and, second, these
institutions may be organized in a way which might not be
suitable for the general monetary structure. Thus, the es-
tablishment of a central bank should be the first step in the
development of the financial organizations in the country.
This central bank will, in turn, help to develop its field of
activity.

In order to develop the money markets in Egypt, Iraa
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and Syria, the banking habit of the population should be
more propagated., Although this depends to a large extent on
the social and economic conditions, yet the authorities should
take necessary measures to push it through. Educational
campaigns can be carried by the central banks, commercial banks
and the governments concerned; postal savings offices should
be also established to receive small savings. In addition
to developing the banking habit, the authorities should pro-
vide more credit facilities to the different sectors of the
economy at low interest rates in order to rule out the 4dif-
ferences in interest rates prevailing in the market. More-
over, the use of commercial bills should be encouraged by suit-
able legislation and by the preference shown by commercial
banks for discounted bills rather than advances and overdrafts.
The development of wide security markets depends upon
the existence of a market in long term capital. This market
deals with trading in corporation shares and bonds on one
hand, and government bills and securities on the other. 1In
order to develop the corporation form of business, suitable
legislation should be enacted which will induce wide ownership
and safeguard of shareholders' interests. Moreover, the
authorities in Eg pt, Iraq and Syria will have to start these
corporations on joint ownership with private investors. As
regrds government treasury bills, the central banks should en-
courage the commercial banks to hold these bills by offering
them suitsble rediscount rates, Government long term bonds

should be made attractive to the public by various ways such
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as lottery features, payment of high interest rates and by
obliging banks and saving institutions to invest in them part
of their reserves.

The banking systems in Egypt, Iragq and Syria should be
able to market and distribute the majority of "free capital”.
The establishment of domestic commercial banks can be encourag-
ed through subsidies, credit facilities and government parti-
cipation. Moreover, agricultural credit should be made avail-
able widely and cheaply by increasing the financial resources
of the existent state agricultural banks, by estsblishing
systems for supervised credit, and by encouraging credit
cooperatives. As regards industrial credit, private industrial
banks should be established with the financial support of the
governments; these banks will have to provide technical as-
sistance to industry in addition to financial assistance.,

Other credit institutions should be encouraged by the govern-
ments such as mortgage and real estate banks.

The central banks in the Arab countries need to be run
by efficient staff and through relieble statistics of econo-
mic activity. These aspects cannot be underestimated and
their development should receive the grecatest care and atten-
tion. The training of central banking staff can be done either
sbroad or on the job under supervision of foreign consultants.
Moreover, banking studies should be encouraged in universities
and institutes to prepare candidates for posts in central and

commercial banks, As regards statisties, systems should be
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developed to supply the central benks with relisble current
information about the position of commercial banks., In addi-
tion, the governments should establish central offices which
compile and coordinate statistical data collected by the
various government departments on the various fields of social
and economic activity.

In Egypt, Iraq and Syria, the central banks are at
present undertaking all kinds of measures to develop their fields
of activity. Central bank rates 'ere declared and established;
commercial banks are being encouraged to rediscount commercial
bills and to resort to the central banks for credit; banking
control is provided by the central banks to safeguard the
interests of depositors and shareholders; and additional weapons
of credit control are being placed with the central banks such
as vﬁridble reserve ratios and qualitative controls. More-
over, the central banks in Egypt, Iraq and Syria have already
succeeded in convinging the authorities in these countries
of the uses of central banking and the need to develop finan-
cial organizations. This can be seen clearly in the recent
amendments of central bank laws in Egypt and Iraq and in the
establishment of state-owned banking institutions., This
increasing interest in monetary structures will definitely
enhance the influence of central banks in regulating economic
activity.

In the coming few years, the Arab countries in question
will be involved in development projects undertaken by the
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governments., The central banks will probably have to take
part in these development schemes in different ways. First,
the banke will have to provide services related to loans
secured by the governments to finance development projects, in
their capacity a fiscal agents for their governments. More-
over, the central banks may be resorted to for inflationary
financing to the extent allowed by currency laws., Second, it
will be the duty of central banks to check any inflationary
trends that may appear. This is just a probability as such
trends need not necessarily show up; the increased public ex-
renditure may mobilize human and material resources to an extent
that the monetary demand is matched with sufficient supply of
goods and servieces, Third, the central banks will have to ex-
tend easy credit to the private sectors through the commercial
banks. This will be necessary to supplement the expenditure
made in the public sectors, in order to provide for a balanced
growth in the economies.

A last word remains to be said: it is an established
pehnomenon that a central bank is the product of growth and
experience. From this point of viev, the central banks in
Egypt, Irag and Syria are still in their initial stage. How-
ever, if serious efforts will be exerted on the part of these
banks and if the cooperation of the concerned authorities can
be secured, one can safely be optimistic sbout their future.

The rising economic and political consciousness of the Arsb
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population, is a further impetus for their growth which, it
is hoped, will ultimately lead to the amalgamation of these

separate banks into one united central bank serving one United
Arab State.
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