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PREFACE

Finance constitutes an important limiting factor
in the implementation of economic development in the various
Arab Middle Eastern countries. During the past decade,
foreign aid has not been of major importance in the rapid
progress achie;ed by these countries, and is not likely to

assume a more significant role in the future development of
the region. Therefore, in their efforts to accelerate eco-

nomic growth, the Arab countries should depend primarily

on internal and inter-regional sources of financing.

The spectacular growth of oil revenue in recent
years has provided the major oil producing countries with
ample capital, and put them in a position not only to meet

their own requirements but also to provide a substantial
portion of the growing capital needs of the other less

privileged countries of the region.

So far, the Arab countries have not been getting
any substantial benefit from their huge o0il royalties.
Marked progress can be achieved only if the financial re-
sources derived from oil are properly and fully utilized
in the oil, as well as the non-oil countries.

Several plans, both official and private, have

been put forward for the establishment of an inter-regional
financial institution, through which the oil countries would

be able to invest a portion of their surplus capital in the

non-o0il neighbouring countries.
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This dissertation presents the major proposals sub-
mitted for the creation of an arab Development Bank, and
attempts to evaluate its practical and thecretical feasiB-
ilicy,

The topic is divided into two parts, The first
part discusses the need for the establishment of the Bank,
4 brief survey of the Middle Eastern economy is given, in
which the main stress is laid on the method adopted by the
various countries in f'inancing their development programs,

Despite the recent political developments, Egypt,
oyria and Yemen, on the one hand, and Iraq and Jordan, on
the other, have been treated individually rather than
collectively, On February 1, 1958, Egypt and Syria merged
to form the United Arab Republic., Thirteen days later,
Irag joined with Jordan to form the irab Federal Union,
Finally, on March 8, 1958, under the terms of a convention
signed in Damascus, the United Arab States, a federal union
of the United dArab Republic and the Yemen, was established.

The second part is devoted to a presentation and
evaluation of the three ma jor proposals,

The author wishes to express his deep gratitude to
his advisor Professor Paul J. Klat, whose sound criticisms,
advice and constant encourégement have been of invaluable

help in the writing of this dissertation,

Roy A. Karaoglan

Aamerican University of Beirut
June 2, 1958



ABSTRACT

Even though the Middle Eastern countries have developed
rapidly during the post-war years, the problem of the lack of
capital to finance economic development has become a major pre-
occupation of all the governments of the area. If the plans
contemplated by the non-oil countries are to be realized within
the time schedules, additional funds will be required. Quick
action should be taken to build up the productive capacity of
these economies; otherwise, the progress achieved so far, as
reflected by higher standards of living, will be caught up withby
the tremendous population increase.

One important source of financing, open to the Arab
countries, but not yet employed, is the creation of an Arab
Development Bank, whose capital would be largely contributed to
by the oil countries.

This idea was first advanced by the British and American
Governments in 1945, Since then, several noteworthy proposals
have been presented. Professor Himadeh was the first to submit
a complete draft of the proposed Arab Development Bank to the
Lebanese Government on May 25, 1953, which in its turn submitted
it to the Arab League.

The IBRchommented on Himadeh's proposal in a memorandum
dated November 28, 1953 and later in 1957 presented a complete
draft to the Arab League.

The Economic Council of the Arab League took notice of
such a project in 1953. The Secretariat General was asked to

1- The International Bank for Reconstruction and Development
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prepare a draft of the project after consultation with the various
member states. Finally, during the fourth ordinary session (May
1957) of the Economic Council a resolution was taken to create

an Arab Development Bank, with an authorized capital of EE 20
million. However, this institution has not yet come into being.

The idea of creating a joint financial institution is in
itself basically sbund, since all the financial ingredients are
available. The theoretical obstacles to be encountered are not
insurmountable.

The most serious obstacle arises from the method adopted
in the distribution of capital among participating countries,
namely, according to budget revenues. Egypt, under such a scheme
becomes the leading subscriber. It seems doubtful whether Egypt
could pay such large sums without endangering its own develop-
ment plans.

Despite this weakness, the project is theoretically
feasible. However, from a practical point of view, the Bank is
not feasible, at least for the time being. Aside from the dif-
ficulties which would be created as a result of the limited
convertibility of the sterling and the possible reluctance of the
three sheikhdoms (Kuwait, Qatar and Bahrein) to participate, the
prevalent political situation in the Arab world does not seem to
warrant at present the launching of such an ambitious project.
For success, an inter-regional financial institution requires,

above everything else, a more favourable political climate.
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CHAPTER I
INTRODUCTION

Prior to World War I, the development of a country's
resources was left almost entirely to private initiative.
Economic thought had been largely dominated for over a cent-
ury by the so-called classical school which favoured individ-
ual initiative and which believed that the& government governed
best which governed least. To the classicists, the functions
of the state were restricted to administration, defence and
public works.

The same principle prevailed for the international
movements of capital; traditionally, foreign investment was
primarily a private function except in the case of war or
other emergency. Private capital seeking profit moved to
countries which offered highest returns and participated in
the development of these countries. It is undoubtedly true
that, on some international investments, substantial losses
had been sustained especially in South America; nevertheless,
foreign investment under private patronage had shown great
accomplishments in building up nations and developing the
new world, a striking example being the United States, and
for the most part, had proved profitable to investors.

To a certain extent, fareign investment before 1914

had been influenced by other than economic considerations.



"The charge was frequently made that forelgn powers ...
/“particularly the French and British/ and including U.S.A.
with its so-called 'dollar diplomacy' were guilty of in-
fringing om local sovereignty in connection with their over-
seas investments."(l) Whatever the veracity of this charge,
however, the greatest incentive for the movement of foreign
capital was always the profit motive.

The international financial structure which made possible
the achievements of private capital in foreign development
rested on two principal foundations. ¢ The first was the in-
ternational gold standard, whose most attractive feature was

its assumed automatism, The gold standard depended more than

was generally realized on the preservation of certain practices
and attitudes on the part of participating countries, It
provided continued stability of exchange rates, within a narrow
range, and a considerable degree of freedom in foreign exchange
transactions only if the monetary authorities were attentive
in taking steps to adjust the economy to changes in the inter-
national eccnomic position of the country.(a)

The second pillar was the institution of foreign lend-
ing, based primarily upon a tradition of private profit and
individual initiative. The freedom accorded by almost all

(1) Whittlesey, Principles and Practices of Money and
Banking (New York: Macmillan Co., 1948), p. EST.

(2) Ibid., p. 652.

(3) E.M, Bernstein, "A Practical International Monetary
Pol%gg“, American Economic Review, Vol. XXXIV, (1944),
Pe . -



nations to the movement of capital and payments and consequent-
ly the relative freedom of world trade were contributary facte
ors.

The international financial structure was partly shaken,
partly shattered by the war of 1914-1918, at the end of which
the U.S5, found itself transformed almost overnight from a
debtor to a crediéor nation. For a period after the war, the
intermational economic system saw the appearance of a substan-
tial improvement in the economic and financial conditions,
despite the big reparations problem, due to the liberal in-
jection of credit resulting from the floatation of foreign
loans in the U.S. However, the drying up of the loans, and
the stock market boom of 1929 finally led to the Great
Depression,

"The great fault with international fimancial recon=-
struction after World War I was that it looked backward rather
than forward ... Consequently the whole international financial
structure collapsed, carrying with it the international gold
standard system and a substantial proportion of postwar foreign
investmenbs.“(l)During the 1920's, the great trading countries
did not take the positive measures necessary to restore the
world economy, and the fundamental international economic
problems of the pre-war decade were never solved,

The Great Depression resulted in the shrinking of

international trade, due in part to the imposition of restric-

(1) Whittlesey, op.cit., p. 654,



tions, the almost complete cessation of the flow of interna-
tional investment, and the universal default on war and com-
mercial debts. Many countries reverted to economic isolation,
They embarked on nationalistic monetary policies and estab-
lished complicated and disorderly, restrictive and discrimi-
natory, exchange practices. Restrictions were imposed on the
movements of capital and payments., Moreover, the heavy losses
incurred by the foreign investors became a further deterrent
to international capital movements.

As long as free enterprise was effective in the
development of a country's resources, either by the utiliza-
tion of local savings or by foreign capital, or both, the
need for public planning or the international regulation of
capital movements, was not greatly felt. However, certain
factors and trends called for a gradual change in this ap-
proach to the financing of development.

An important trend was the spread of the idea of
government control or planning, especially after wWorld War II,

The General Theory (1936) of Lord Keynes had revolutionized

economic thought and contributed largely toward the spreading

of the idea of more government spending, since Keynes believed

that if private investment is left alone unaided by public

investment, it will not maintain a state of full employment.
The spread of socialistic ideas and later on, the

urgently felt need to reconstruct as quickly as possible



economies which had been devastated by the war, were the main
reasons for the penetration of the idea of government control
in developed countries. As to the underdeveloped countries,

the idea came as a result of a feeling that private initiative
was insufficient by itself to achieve rapid growth. Moreover,

some of the projects were by their nature of the type that

could be carried out by the state only.(l)

The trend of control in the function and policy of

governments necessarily had a counterpart on the international
level. Govermments found it very difficult to tap directly

the resources of foreign money markets, and private capital
was even more reluctant to provide loans.

The breakdown of the private system of international

lending and investment created a need for the establishment

of a new system, if international lending and investment were
to be made possible. The world could not afford to repeat the
experience of the 1920's and 1930's., A new practical inter-
national monetary policy was needed, capable of dealing with
the immediate problems of post-war adjustment and the longer=-
range problems of an ever-expanding world economy.

The emergence of the United States as the only country
with substantial surplus capital had quite a bearing on the
outcome, The newly established financial system inevitably

(1) Burhan Dajani, Unpublished Report on "An Arab Develop=-
ment Bank" (AﬁB), p. 2.



tended more towards financial cooperation, since it was realized
that it was the only solution to avoid the disastrous experience
of the previous decades. The international system was thus
deeply $?§1uenced by American thought, economic need and general
policy.

The most interesting feature of the American system is
the gradation of éhe terms of credit from the ordinary grant
to the loan which is contracted on purely economic considera-
tions.(a)

For our purposes, the terms of credit can be divided
into three categories., The first consists of aid grants under
such plans as the European Aid Program and others. The second
consists of loans with easy terms and without full investiga-
tion into their application, but with the expectation of proper
servicing. The U.S, Treasury loan to Great Britain in 1946
totalling $3.75 billion, with interest of 2 per cent starting
in 1952, is a typical example of easy loans. The United States
provided others loans of the same nature in the post-war period,
primarily t?a?outh American countries, through the Export=
Import Bank whose resources were substantially increased

for this purpose.

(1) Ibid., p. 3.
(2) Ibid.

(3) The activities of the Export-Import Bank, which was
established in 1934, were originally confined to
financing U.S. exporters, but since then, specially
after the war, its operations have been broadened to
include fostering public works and industrial develop-
ment.



These two categories of financing, which are govern-
mental with no private sharing were considered, more or less,
of a temporary nature, since they primarily formed an attempt
to bridge the gap between war-time devastation and peace-time
economy.

It would seem logical, therefore, to assume that these
investments would‘decreaae in the future. However, the recent
Foreign Aid Program with its accompanying grants, is a case
against such point of view. This program is aimed at the
strengthening of democracy in the world, and appears as a
long term venture, It may even become a permanent feature
of the American economy which calls for an ever-increasing
public expenditure and investment, in order to equate saving
.énd investment at the level of full employment.

Furthermore, the prevailing belief that the developed
countries should take interest in the economic progress of
underdeveloped areas, is a contributory factor towards main-
taining such kind of investment. Such a policy would result
in an increase of the purchasing power of the underdeveloped
countries, and consequently, their import requirements, But
as long as it is closely tied up with American policy and
economic peculiarities, it should not be looked upon as the
most dependable source of international investment,

The third category of credit consists of the purely
economic loans, which are chiefly channelled through the
International Bank for Reconstruction and Development (IBRD),

popularly referred to as the World Bank.



During the early part of World War II,America and her
allies realized that at the conclusion of hostilities they
would be faced by huge economic problems. "There would be a
pressing need for international capital to finance both the
reconstruction of productive facilities destroyed by war and
an increase in productivity and living standards in the under=-
developed areas of the world. The requirements were recognized
as being so great and the risk so large, that private capital
would be unable to fulfill them without some form of govern-
mental guarantee."(l)

Consequently, monetary and financial plans for the
creation of a new type of international investment institutions
began to be elaborated as early as 1941, and after three
strenuous years of consultations and conferences, the outlines
of two complementary financial institutions emerged at the
Bretton Woods Conference, namely, the International Monetary
Fund (IMF) and the International Bank for Reconstruction and
Development (IBRD).

These two institutions are related in that they are
both formed to contribute to world stability and development,
but they differ in their methods to attain that aim, The IMF
"was to provide for international currency stability by help-
ing to finance its members' temporary balance of payments
deficits and by providing for the progressive elimination of

(1) "The International Bank for Reconstruction and Develop-
ment 1946-1953" prepared by the staff of the Bank
(Johns Hopkins Press, Baltimore, 1954), p. 4.



exchange restrictions and the obfffvance of accepted rules of
international financial conduct"™ while the IBRD's chief

contribution was to help finance the reconstruction and develop=-
ment of its member countries through long-term investment,

The immediate purpose of IBRD is to assist in the
reconstruction of ,the territories of member countries which
had been disrupted by war, The second main purpose is to
assist in the development of productive facilities in the less
developed territories. The actual financial needs for re-
construction proved to be more than was envisaged at Bretton
Woods, and conseguently, the IBRD could not concentrate its
activities on development loans until the European Recovery
Program was well under way in 1948. ?

The objective of IBRD was to complement and promote
private foreign investment rather than to compete with it,
Therefore, it either promoted private investment or extended
direct loans, but only in cases where private capital was not
available on reasonable terma.(a

IBRD is to some extent paralleled by the Export-Import
Bank, which extends loans for development purposes, but there
exists one main difference between these tWwo institutions.
Whereas the operations of the latter are closely related to
the promotion of U.S. trade and hence all loan contracts

normally contain a tying clause regarding purchases of machinery

(1) Ibid.
(2) Ibid., p. 8.
(3) 1Ibid., p. 7.
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and materials, the IBRD loans do not entail tying provisions;
the IBRD imposes no conditions requiring the preceeds of

its loans to be spent in the territories of any particular
member or members, and hence is better equipped to contribute
toward achieving world equilibrium by assisting....in recti-
fying the disequilibrating factors that... hamper world
trade," (1)

Despite its obvious contribution to world develop-
ment, IBRD has its own limitations which prevent it, or
render its task more difficult, in covering the whole field
of international investment.(2) In the first place, it
has been presented with certain problems in supplementing
private investment in industry. "In underdeveloped areas,
industry often develops through a variety of small pro-
jects; and it is extremely difficult for the Bank to assess
the economic merits and feasibility of these enterprises.“(a)

In addition, the Articles of Agreement state that
direct loans to private enterprises should be guaranteed
by the government, the central bank or its equivalent.

This statutory requirement has discouraged private borrowers

because they fear that a government guarantee might lead to

(1) Arthur Smithies, "The International Bank for Reconstruc-
tion and Development",-American Economic Keview,(1944)p.794,

(2) International Bank for Reconstruction and Development

The Proposed International Finance Corporation (pamphiet)
y, 1955), p.5.

(3) International Bank for Reconstruction and Development,
Tenth Annual Report 1954-1955, (Washington 25, D.C,)p.3l.
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its interference in the concern. On the other hand, govern-
ments hesitated to place their guarantee on loans for private
concerns for fear of being charged with favoritism.(l) A
further limitation is that IBRD does not engage in equity
financing.

Attempts have been made, on the part of the IBRD,
to overcome these limitations and, in some cases, it has
succeeded in making funds available to industry through
intermediary institutions.(a)

IBRD has developed rather rapidly, and rightfully
shares part of the credit for the achievement of postwar rapid
economic progress all over the world, due to its contribution
to the flow of international private investment., At the close
of its twelfth year of operations,(June 30, 1957), it had 60
members and a subscribed capital of § 9,268.4 million.(s)

IBRD started operations having only its members'

subscriptions to lend, but since its main purpose was to

(1) Ibid., pp. 31-32,
(2) Ibid., p. 32.

(38) By October, 1957, Ireland, Saudi Arabia, Sudan and Ghana
had respectively joined the IBRD, thus Bringing up the
number of members to 64 and increasing the subscribed
capital to § 9,333.4 million,

International Bank for Reconstruction and Development,

Iwelfth Annual Report 1956-1957 (Washington 25, D.C,) p.50

an

International Monetary Fund, Financial News Survey,

(Washington 25, D.C.), Vol. X; No, 7 , August 16, 1957
No., 9 , August 30, 1957
No., 11 , September.18, 1957
No. 14 , October 4, 1957,
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encourage the international investment of private capital,
rather than to deploy government funds, it realized that
"pefore it could go far in its lending /and come to command
the resources with which the founders at Bretton Woods had
hoped to equip itj it would have to test its ability to
borrow."(l) The character of the only market (the U.S.)
capable of providigg funds to the IBRD in its early years,
presented many difficulties. "The financial community
distrusted any investment connected with international lending
and the Bank, although possessing the advantage of its large
uncalled capital subscriptions, suffered the disadvantage of

being new and little knom:F(E)

(1) The Articles of Agreement stipulated that 2 percent of the
members' subscriptions were payable in gold or United States
dollars and 80 percent were callable in gold or appropriate
currencies if the Bank should need it to meet obligations
rising from guarantees or borrowings, while the remaining 18
percent were payable in the members'! own currency. However,
as a protection against undue strains on the subscribers, the
18 percent could be used for lending only when the members
consented,

At first, apart from the 2 percent of the total subs-
cribed capital, the IBRD had access to only the share of the
United States of America (its entire 18 percent share re-
leased in April 1947), and consequently, was obliged to seek
sources, other than governmental, for pooling funds for
lending.

Later on, Canada released all its 18 percent share (1952)
and recently much progress has been made by member govern-
ments in freeing their subscribed capital for use through
complete or partial releases, bringing the total paid-in
capital, on June 30, 1957, to § 1210 million (of which
$ 182,8 million represented the 2 percent of the subscrip-
tion of each member country). Even then, § 643,7 million of
the members' subscriptions were still untapped.
International Bank for Reconstruction and Bevelopment,

Tenth Annual Report 1954-1955, p.36.
Twelfth quualﬁﬁeport Ig§6-1§§7, opscit,, pp.12-13 & p.37.

(2) Ibid., p.37.




As early as 1947, the IBRD launched a wide program to
acquaint investors and officials with facts about it, to create
@ wide a market for its bonds as possible, and to qualify them
for institutional investment. The outcome was extremely en-
couraging. Out of § 3108 million,(l) the total amount of loans
extended by the IBRD from its inception date till June 30, 1957,
$ 1613 or nearly 52 percent can be traced to private sources,
either in the form of bond issues (§1280) purchased by pension
and trust funds, insurance companies, savings banks, commer-
cial banks, and other private holders, or through the sales
of part of its loans ($133).(2)

While the issue of bonds is apt to remain "the chief
vehicle" through which the IBRD will mobilize international
(3)

investment, the additional course open to it, the sales of
its funds to private investors, would increase its lending
funds, The IBRD can either transfer its own loans to private
investors to participate directly in the loans at the time
they are made, or can later sell borrowers' obligations out

of its own portfolio., "These transactions would be a step

(1) Made up of 170 loans in 45 member countries and territories,
IBRD, Twelfth Annual Report 1956-1957, op.cit,, p. 6.

(2) For the figure of total sales of loans see, IBRD, Twelfth
Annual Report 1956-1957, p. 14, The total figure for bond
issues has been calculated from the Twelve Annual Reports
(1946-1957).

(3) At first, the U,S. was the only market for the IBRD's bonds,
but in 1851 bonds were Floated elsewhere, in Great Britain and
later in Switzerland, Canada and Netherlands, Of the total of
$1280 million of bonds issued, $610 million (47.6 percent)
were sold in the U,S, while the remaining part, #680 million
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toward enabling borrowers to establish their own credit in
the private market, " (1)

For a number of years, the IBRD continued to gua-
rantee the loans it placed with other investors, but from
1953 onward the great majority of these transactions did
not carry its guaréntee, an evidence of a greater readiness
on the part of private capital to enter the field of inter-
national investments.(a)

Despite the substantial growth of the IBRD in a re-
latively short period and its contribution to economic de-
velopment, there is no doubt that a gap remained in the in-
ternational system of investment, partly due to the limi-
tations set in the Articles of Agreement, At any rate,
when the global needs for development are compared with the
total lending capacity of the IBRD, it is soen realized

that it has relatively limited resourcesgs)

(52,4 percent) was purchased by investors all over the
world, (Figures computed from the Twelve Annual Reports
1946-1957),

The impressive growth of this kind of financing is
evidenced by the recent floatation of an additional $200
million in the U.S, and outside., International Monetary

Fund, Financial News Survey, Vol, X, No., 17, October 25,1957,

(1) IBRD, Tenth Annual Report 1954-1955, op.cit., p.38.
(2) By June 30, 1957, $122 million of the $333 total sales of

loans, had already been repaid at maturity or prepaid to the
purchasers, leaving a total of $211 million still outstanding

of which only $23 million carried the IBRD's guarantee,
IBRD, Twelfth Annual Report 1956-1957, op,cit., p. 1l4.

(3) It has been estimated that §$ 10 billion will be needed an-
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In order to fill in this gap, the United States inter-
national Development Advisory Board published a report entitled

"Partners in Progress", which had been prepared after consultation
with the IBRD, The Board proposed, among other things, the crea-
tion of an International Finance Corporation (IFC), as an affi-
liate of the IBRD. The purpose of such an institution would be
to help finance productive private enterprise, especially in the
less developed countries, without governmental guarantee and to
make equity investment in participation with private invest-
ment.(l)

The IBRD felt that the proposal deserved careful study
and a second report was published in 1952 pointing out the ad-
vantages of such an institution, the role that it will play in
creating an atmosphere conducive to the flow of private invest-
ment, and the chances of its success.

For several years following publication of the IBRD's

report, the proposal was discussed, in business as well as
governmental circles, and the general feeling was that almost
all the underdeveloped countries favored such an institution,

while the countries with surplus capital, on whom would fall

nually to raise national income 2 percent percapita per
annum in the under-developed areas, U,N, Department of

Economic Affairs, Measures for the Economic Development of
Under-developed Countries, (New York, 1951), pp. 7E-§U,
(1) IBRD, The International Bank for Reconstruction and Dev-

elogment 1946-1953, (Johns Hopkins Press:Baltimore,l1954)
p. 113, . |
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the greater part of the funds, were not ready, for one reason
or another, to commit themselves.(l)

Slowly, however, the idea gained grounds in business
and financial centers as well as with the important creditor
countries, and a third report was published in April, 1955
by the IBRD,

Finally, the IFC came into being in July 1956, with
an authorized capital of U.S., § 100 million, By September
27, 1957, it had 53 members and a subscribed capital of
nearly § 93 million. (2)

The IFC intends to further economic development
by encouraging the growth of productive enterprise in its
member countries, particularly in the less developed areas
by:

: "(1) Investing in productive private enterprises in
association with private investors and without government
guarantee of repayment, in cases where sufficient private
capital is not available on reasonable terms.

(2) Serving as a clearing house to bring together
investment opportunities, private capital (both foreign and

domestic) and experienced management; and

(1) Ibid., p. 115.

(2) IFC, First Annual Meeting of the Board of Governors
(Washington, ﬁ.c., Sept, 27, 1957) p. 2.
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(3) Helping to stimulate the productive investment

of private capitgl both domestic and foreign."(l)

Under the Articles of Agreement, the IFC has much

room for filling the gap in international investment, but

its capacity to give a substantial stimulus to the growth of

private enterprise is greatly reduced by its limited finan-

cial resources in relation to global needs.

(2)

A new source of financing for economic development

was made available by the Congress of the United States of

America when it provided for a Development Loan Fund (DLF)

in the Mutual Security act of 1957.

The DLF was set up, partly to counteract the easy

term loans extended by the Soviet Union to the underdeveloped

areas of the WOrld,(3) and partly to reinforce the Export-

Import Bank, the IBRD, and the IFC in assisting "... on a

basis of self-help and mutual cooperation, the efforts of free

(1)

(2)

(3)

IFC, The International Finance Corporation (pamphlet),
(Wwashington, D.C.: 1956) p. 2.

Although it is too early to pass a final judgement on
the capacity of the IFC in stimulating private invest-
ment and hence on its success, yet the size of its

total commitments during the First fourteen months of
its operations (five commitments totalling §5,980,000),
certainly gives an idea of the magnitude of its contrib-
ution and form a temgorary basis for extragolating its

future role. IFC, First Annual Report 1956-1957
(Washington, D.C.: September 10, I8575, P Te

IFC, First Annual Meeting of the Board of Governors
(Washington, D.C.: September 27, 1957), p. 3.

It is reported that promised Soviet aid to underdeveloped
areas (of which around 10% has already been dispersed)
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peoples to develop their economic resources and to increase
their productive capacities.(l)

The Congress authorized the appropriation of up to
$ 500 million during the LLF's first year of existence
(¢ 300 million have been allocated for the 1958 fiscal year,
which expires June £0), and additional {g?ds, up to § 625
million, have beén authorized for 1959. However, since
one of the purposes of the DLF is to provide a continuity

of resources available for economic development, the Congress
did not require that the funds appropriated be used within
any time limit, but allowed them to remain available until
used. Furthermore, authority was granted for the re-use of
funds, as loans are repaid.

Financing from the DLF will take the form of loans
(government guarantee is not necessarily required), credits,
guarantees that loans made by other institutions will be
repaid, and other operations with the exception of grants
and direct purchases of equity securities. Arrangement for
such financing could be made by persons, private corpora-
tions, organizations, nations and other entities.

Most enterprises, i.e., industrial, agricultural,

financial, commercial, extractive, power, transport, com-

amounts to $1500 million. Middle East Business
Digest (Beirut: January 27, 1958), p. 3.

(1) Pamphlet published by the Development Loan Fund
(Washington 25, D.C,: December 1957), p. 2.

(2)  Ibid., p. 3. It is reported that the additional § 625
million were also made available for the first year,
Mi@%le East Business Digest (Befrut: March 24, 1958),
p. L .
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munications, and others are eligible for financing from the
DLF provided that proposals for operations give reasonable
promise of contributing to the economic growth of the country.
The DLF especially welcomes proposals which contribute to
increased private investment.

One of Fhe keynotes of the operation of the DLF is
flexibility, and hence not many conditions have been estab-
lished. However, it is necessary to set certain criteria
according to.which the proposals will be Judged. No proposal
will be approved unless it is economically sound and techn-
ically feasible, and unless prospects for repayment of the
loan are reasonable. Moreover, the project must be unable
to obtain financing (or is able to secure only part of its
financial needs) on reasonable terms from other world sources
including private investment, the Export-Import Bank, the
IBRD, and the IFC,

Since the DLF has been established on a revolving
basis, its ability to make a substantial contribution to
economic development in the future will depend, in large
part, on the amounts of loan repayments. Hence, ability to
repay within a reasonable period will be an important factor
in decisions on applications. Preference will also be given
to proposals in which assistance is required to cover the

foreign exchange costs of projects whose local costs are
largely covered from other sources.(l)

(1) Development Loan Fund, op.cit., pp. 7-8.
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The response of the underdeveloped countries to this

new type of financing has been very quick. In a few weeks,
applications for § 1400 million had been received, a quarter

cape
of which/from the Middle East, and so far § 122 million have

1
been granted in loans to seven oountries.( )

The next section will be devoted to an investigation
of the magnitude of the role played, in the past, by the
international investment system in helping the Arab countries
raise their living standards. An attempt will also be made
to evaluate the benefits that will accrue to the Arab countries
in the future, from foreign capital (i.e., private foreign
investors, government grants and loans, the Export-Import Bank,

the IBRD and the IFC) in relation to their global needs for

promoting economic development.

(1) Middle East Business Digest (Beirut: March 24, 1958),
P. .



CHAPTER II

THE ARAB MIDDLE EASTERN ECONOMY

I. Features and Extent of Underdevelopment

The majority of the world's population lives in squalor
and poverty under conditions very near to subsistence level,
It is estimated that over two-thirds of the world's inhabit-
ants, including the whole Arab Midd}f)Eastern population,
belong to underdeveloped countries.

The interpretation of the term ™under-developed"
creates some difficulty since it has been used in various
ways, sometimes loosely, to mean or explain different phen-
omena. The concept in itself is a comparative one, i.e.,
the distinction between more developed and less developed
countries is one of degree, and hence adds to the difficulty
of framing a standard definition.

A country is qualified as "under-developed" when its
economic performance is poor, that is, when it is far from
maximizing the utilization of the various factors of produc-
tion. In other words, the country is in a state of chronic
mass poverty.

A simple and clear criterion for the measurement

"... of a country's economic development may be taken to be

(1) Eugene Staley, The Future of Underdeveloped Countries
(New York: Harper and Brothers, 1954), p. 14.

-21-
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(1)
the people's standard of living (or material welfare)" as

reflected by both monetary and non-monetary indicators, The
most frequently used monetary indicator or index of the people's
material well-being is the per capita income, while the non-
monetary indices which indicate the -extent of human prosperity
include food consumption, life expectancy, mortality rates,
levels of literacy, general health conditions, clothing and
shelter standards and other social factors.

National income statistics are not available for all
the Arab Middle Eastern countries. They are almost lacking
for the oil producing countries, while for the others the in-
formation is scanty. The country studies already undertaken
are, at best, rough estimates, the only possible exception
being Lebanon. - According to Dr. Badre, the per capita in-

4)
come of Lebanon, in 1950, was around LL. 800 (§ 250), while

(1) Paul Klat, "The Future of Economic Development in the
Arab World", Middle_ East Economic_Papers (Economic
Research Institute, American University of Beirut: 1956)
p. 51.

(2) United Nations experts use the term underdeveloped
countries "to mean countries in which per capita real
income is low when comgared with the per capita real
incomes of the United States of America, Canada, Aus-
tralia and Western Europe," See, U.N., Measures for

Underdeveloped Countries (New York: May 1951) p. 3.
(3) Albert Badre, "The National Income of Lebanon", Middle

East Economic Papers (Economic Research Institute,
merican University of Beirut: 1956) pp. 1-37.

(4) In the race between £opulation and production, production
is drawing ahead in Lebanon., The national income in 1957
amounted to LL., 1580 million, while the population in-
creased to 1,525,000, giving a per capita income of
LL., 1086 (or roughly § 325). When changes in the cost of
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in the other states per capita income ranges from around
$148 in Iraq in 1956, to § 40 in Saudi Arabia.(l)

There is no need to look for statistics on other in-
dicators, be it monetary or non-monetary, to ?%nclude that
the Arab Middle East is still underdeveloped, despite the
great progress achieved during the last decade, However, it
can no longer be said "that the Middle East suffers from
poverty in the extreme."(S) The statement needs some qualif=-
ication; a distinction has to be made between oil and non-

0il countries.

living index are accounted for (an increase of 12 per-
cent during the same period), the increase in real per
capita income amounts to 16 percent, instead of 30 per-
cent, See, Le Commerce du Levant (Beirut: No, 369
February 26, 1958) and 1MF, International Financiai
Statistics Vol. X1, No. 2 !February 1958) p. 160,

(1) The per capita income in Syria was around § 125 in 1954,
¢ 115 in Egypt in 1956, Prof. Klat gives the rounded
figure of § 100 for Jordan., He also points out that the
per capita incomes of Bahrein, Qatar and Kuwait are ex-
tremely high due to the increasing oil royalties on the
one hand and the small population on the other, But he
goes on to explain that these figures are exceedingly
misléading in the sense that they do not show the actual
well-being of the whole population, since the wealth is
concentrated in the hands of the few rulers of the terr-
itories in question, See, Paul Klat, op,cit., p. 52.
For figures on Iraq, Syria and Egypt, see ", Financial
News Survey (Washington: vol. X, No. 19, November ;

nited Nations, Department of Economic and Social Affairs,

Economic Development in the-'Middle East 1954-1955 (New
York: 1956) Ippe%HIE Table A; 1MF, International Financial
Statistics, Vol, X, No. 12 (December 1957) g. 98; Post
Office Savings Bank Report 1956 (Cairo: 1957) p. 3.

(2) Ifaggffigﬁs to gogpari thg Ker capita income of Lebanon
e
(§3624) , “Bonmas® (Goreiobadeitan) OUmC Y a ot B hak 88 VeSe A

find out how primitive the Arab economies are. United Nationms,
Monthly Bulletin.of Statistics (October 1957). All figures

are for 1956,

(3) United Nations, Economic Survey Mission to the Middle East,
Final Report (Lake Success, N.Y.: 1949) p, 34,




Despite the lack of adequate national income statistics,
it is evident that as a result of the continuous increase in
oil production and better terms of payment, income has risen
regularly in the former group of countries, while the rate of
increase, excluding some sharp declines, has been both less
marked and steady in the latter group.

The rate at which o0il revenues are accruing to the oil
countries exceeds the rate at which money can be effectively
spent at present in fostering economic development and in some
countries the actual revenues even "outstrip the total fore-
seeable potentialities of development"fl, On the other side of
the scale, the lack of proper funds constitutes the primary
limiting factor in the implementation of development plans in
the other less fortunate states,

The income disparities arise to a certain extent "from
the wide diversity in physical, human, and institutional con-
ditions which prevail in the different parts of the region
under consideration."(a) As a result, there are wide differen-
ces in the state of primitiveneés of the various Arab countries.
It follows that the reasons for the backwardness are not al-
together the same, and that every country faces different ob-

stacles in its endeavour to raise its people's standards of

(1) United Nations, Economic Developments in the Middle East
195455, op.cit., p. 5.

(2) Albert Badre, "The Economy of the Contemporary Arab World",

Middle East ﬁcgnggig PaEers (Economic Research Institute,
rican University of Beirut: 1955) p., 18,
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living which require particular solutions. Consequently, any
generalization on the region as a whole should be made with
utmost care since hasty conclusions can be very erroneous and
misleading.

On the other hand, there are political, geographic,
cultural, historica%, social and economic ties which bring
the Arab countries together. "Each country of the Middle East
will, sooner or later, learn that the resources of its neigh-
bours have an important and frequently determining influence
upon the economic growth of each individual country., And,
where physical resources, especially water, are not abundant
to start with / oil being an exception/, the interdependence
of the countries of a geographic region is an elementary fact
which cannot be evaded indefinitely."(l)

It is evident also "... that there exist some economic
problems which are common to all / Arab countries/... A proper
solution to some of these problems cannot be found except by
close co-operation among the various existing political units."(a)
Therefore, it seems useful to give an over-all picture of the
Middle Eastern economy, pointing out the main obstacles to

economic development, as well as recent developments, with a

major stress on its financial aspect.

(1) United Nations, Economic Survey Mission for the Middle
East, Final Report, p. viii,

(2) Paul Klat, "The Future of Economic Development in the
Arab World", op.cit., p. 53.
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II. Problems of Economic Development

The low income prevalent in most of the Arab countries
is a result of low productivity which is caused by the inter-
action of a number of factors, both human and natural.(l)The
major problems of economic development can be classified under
two headings: Production problems (i.e. problems in agricul-
ture and industryf and saving and investment problems.,

A, Production Problems

The Arab Middle East is predominantly an agricultural
region, the majority of the population depending for their
livelihood on the produce of the land. Agriculture forms the
largest sector of the national income in all countries in
question with the exception of Iraq and Lebanon.(a)

Agricultural productivity is very low as compared to

the developed countries, The main impediments to its rapid

- ——t ——

(1) Burhan Dajani, "A Rounded Picture of Middle East Economy",
The Economy of Lebanon and the Arab World No., 32 (Beirut:
February I§§5I p. 8.

(2) Paul Klat, op.cit., p. 53. The trade sector will not be
discussed below since it is quite developed., However,
inter-regional trade can be expanded, but that depends
primarily on the willingness of the Arab countries to
cooperate.

(3) The agricultural sector is the most important sector in
the Syrian and Egyptian economies, while it becomes second
in both Iraq and Lebanon, It is estimated that 65 percent
of the national income of Syria (1954 figures) and 36
gercent of Egypt (1954 figures) stem from agriculture.

n Iraq, the oil sector comes first accounting for 27 per=-
cent, followed by agriculture, 24 percent (1956 figures),
whilé in Lebanon, the trade and financial sector comes
first, with 31 percent, as opposed to 16 percent for
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progress are probably institutional, of which the land tenure
system is the most acute, and technical.(l)

It should be noted that during the last decade notable
progress has been made in several countries in removing the
above obstacles, A larger proportion of the cultivated area
is now irrigated and modern farm technology is more widely
appliedt resulting in a steady increase in total agricultural
output. o Nevertheless, the level of production is still
largely dependent on climatic conditions, which vary con-
siderably from country to country and over time, but are on

the whole rather unfavourable.

The industrial sector is the most rapidly developing

sector in the Arab economies. Active steps have been taken to

agriculture (1957 figures), See, U,N,, Economic Develop~-
ment in the Middle East 1954-195§, op.cit., ApEendix

Table A; IMF, Financial News Survey, op.cit.; Le Commerce
du Levant (Beirut, No, 369, February 26, 1958); The Egyp-
tian Economic and Po;iticai Review (Cairo: June-July fsgs)
P. 34,

(1) For further details see D. Warriner, Land Reform and
Development in the Middle East (Lon&on: 1957) and Land
and Poverty in the Middle East (London: 1948); George
Hakim, "Land Tenure Reforms in the Arab World"™, Middle

m
East hconomic Papers 1955; Land Reform Defects in Agrarian
tructure as Obstacles to Economic Development !U.N., NeWw

York: 1951i.

Pt bl .. .

(2) It is estimated that agricultural production has increased
by roughly 40 percent during the last decade, but due to
population increase the change in output per capita was
beﬁs marked fassing from 100 in 1934-38 to 110 in 1956-57,

. .y

Economic Developments in the Middle East 1945 to 1954
(New York: 1955) p. 7 and Paul Klat, "Structural UBstacies
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promote this development, and the results are quite satisfact-
o1y, industrial production increasing at a rapid rate., Al-
though industry is still in its early stages, it accounts for
14 percent of the national income of Lebanon.(l)At any rate,
industrial productivity compares more favourably than agricul-
ture with the advanced countries mainly because the capital
investment per worker is larger in industry than in agricul=-
tuwre. The per capita income is much higher in industry than
in agriculture. For example, the available estimates show
that in kgypt the per capita income for agriculture is &£E 50
against £E 126 for industry.(z)
However, industry in the Arab world is faced by a

serious problem, the lack of raw materials, which necessarily

limits its scope of growth. Except for oil and some iron ore,

sulphur, and phosphate, all mineral products are lacking or
are not found in commercial quantities. Heavy industry is
almost completely lacking (except in Egypt), and all future
effort should be concentrated on the mechanization of agrie
cultural products and on petrochemical industries.

B, Saving and Investment Problems

The low per capita national incomes in the Arab coun-

tries are accompanied by low levels of savings. The region

to Economic Development in Arab Asia with Particular
Reference to Lebanon", Paper presented at the Seminar
on the Contribution of the Social Sciences to Economic
Development (Beirut: 9-20 December, 1957).

(1) Le Commerce du Levant, No. 369 (Beirut: February 26, 1958).

(2) Charles Issawi, Egypt at Mid-Cent (London: Royal Institute
of International Affairs, 1954) p. 83.



has been invariably described as a "hand-to-mouth economy"
since consumption absorbs almost all output., The level of
savings depends not only on the level of national incomes,
but also on their distribution among individuals, tending
to be higher in those countries where the distribution of
income is more unequél. The maldistribution of income in
the Arab countries, especially the oil countries, has not
resulted in a substantial increase in savings, since a
large part of the income is being wasted on conspicuous
consumption, and "the productive system is deprived of a
considerable part of its lifeblood in the form of import
leakages.(lj The level of savings is furthermore affected
by "the extent to which economic activity is controlled by
foreign corporations",(z) which, in this case, adds another
obstacle to capital formation.

The absolute amount of savings is small, yet only a
relatively small percentage of this amount is being mobilized
into productive channels, It is reported that in most under-
developed countries net capital formation is not as high as
5 percent of the national income, even when foreign invest-
ment is included, whereas in developed countries, the net

capital formation exceeds 10 percent of the national incom&?)

(1) Paul Klat, "The Future of Economic Development in the
Arab World", opscit., p. 59.

(2) U.N,, Measures for Underdeveloped Countries, op.cit.,p.36.

(8) A.D.Knox, "Some Economic Aspects of Growth" Paper presen-
ted at the Seminar on the Contribution of the Social Scien-
ces to Economic Development, (Beirut, 9-20 December,1957)p.2,
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The chief reasons for the low rate of domestic capital forme

ation are: the habit of hoarding, the deficiency of the bank=
ing systems, the lack of efficient saving institutions, the

lack of bonds or securities markets (except in Egypt), and

the lack of confidence in national currencies,

III. Consciousness for Development and Recent Economic

Developments

There has been recently a distinct change in the
attitude of most of the Arab governments toward long-range
economic development, Evidently, the degree of this change
varies among the various political units, in accordance with
the social development and the particular economic problems
of each state, but the need for better standards of living is
recognized everywhere,

"Two strong forces now pervading the contemporary Arab
World" have enhanced the creation of the present consciousness
for development: "On the one hand there is the common struggle
of Arab countries to free themselves from foreign political and
military domination and on the other there is the common fear
of Zioniamsl) It is fully realized that unless the Arab Countries
consciously try to modernize their economies as quickly as is
efficiently possible, real poclitical independence cannot be

achieved and the danger of a Zionist expansion will persist,

(1) Albert Badre, "The Economy of the Contemporary Arab
World", op.ecit., p. 23.
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The awareness of the Arab governments to the urgency
for development has been expressed in many ways: by the im-
portant reforms introduced in the financial systems of several
countries, by the formation of central banks or by granting
of greater powers to existing banks which had performed some of
the functions of cenéral banks,by the creation of autonomous
development boards, both for planning and execution, by the
establishment of industrial, agricultural and other banks, part-
ly or wholly owned by the governments, or by the enlargement of
existing ones in order to meet part of the medium-term and long-
term credit needs of the region, and finally by the formulation
of development programmes to which bigger funds have been al-

located.

A. lMonetary Reforms and the Banking Systems
Since financing is the backbone for the possibility of

investment and development, the credit structure has important
bearing on the degree of development of a country.

The efficiency of the banking system varies rather
widely between the various Arab countries, the credit struc-
ture being relatively well-developed in Egypt and Lebanon, but
little developed in Saudi Arabia and Jordan. Despite such dif-
ferences, there are certain common trends and features to most,
if not all, the countries.,

Central banking was nmexistent in the Middle East a
decade ago. Since then, Egypt, Iraq and Syria have established
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central banks empowered with wide regulatory powers over
the commercial banks. These institutions were formed, not
only to control and direct the commercial banks, but also
"to complement, whenever necessary, inadequate banking fa-
cilities.“(l) Even Saudi Arabia has taken certain measures
at organizing currency affairs with a view of achieving

a stable monetary and banking System, by establishing an

independent currency through the creation of the Mone-

tary Agency in 1952.(2) However, both Jordan and Leba-

non do not have a real central bank, some of the powers of

a central bank being delegated to the Ottoman Bank (Jordan)
and to the Banque de Syrie et du Liban (Lebanon), The fact
that both banks exercise dual functions in the sense that
they are primarily commercial institutions, results in a
considerable reduction in rediscount operations., The whole
banking system is rendered rather rigid and lacks harmony
and co-ordination,

One important common feature is the inadequacy of the
banking systems to pool all the financial resources of the
community., This deficiency is due partly to the lack of con-
fidence, on the part of the public, in paper legal tender and

in banks, partly to the inherent belief that interest is pro-

(1) Paul Klat, Business Legislation i® Syria (Economic Research
Institute, y Pe4.

(2) Paul Klat, Business Legislation in Saudi Arabia (Economic
Research Institute, 1956), p,2o.




hibited by religious law (this is confined to certain areas
and its effects are gradually diminishing), and partly to the
lack of efficient saving institutions, bonds or securities
markets, and branch banking, As a result, total bank deposits
form ohly a part of total savings, the leakage being in the
form of hoarding, mostly gold.(l)

Most of the countries' currencies were previously
closely linked with either the franc or the sterling area,
However, Egypt left the sterling area in July, 1947, while
Syria and Lebanon left the franc area in 1948, thus minimizing
the losses incurred as a result of the devaluations of 1949,
This move has proved to be wise, since the respective national
currencies have gained in stability, especially the Lebanese
Pound, and gold hoarding has been considerably reduced,

Another inherent weakness of the banking system is
the lack of laws for the effective regulation of banking sys-
tems and practices, Until very recently, the machinery for
supervision was completely lacking, but with the formation
of government owned central banks the situation has been im-
proved., Commercial banks are extremely individualistic, and
48 a consequence very little intra-banks relations exist,

For our purposes, the most important weakness of the

system is the non-existence of long-term credit for industry

(1) Although no official figures are available, it is esti-
mated that in some cases hoarding amounts to 10 percent
of the national income. U,N, Measures for Underdeveloped
Countries, op.cit., p. 35,
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and agriculture., Private banking is primarlily commercial,
most of the loans being extended on short term basis, Banks
rarely venture into agricultural and industrial enterprises
except with government guarantee. What aggravates the si-
tuation is the fact that foreign banks are very dominant.

These institutions are'primarily interested in financing inter-
national trade, and hence render almost no service to the in-
dustrial and agricultural sectors. Long-term loans form a

(1)

very small percentage of total loans.

B, The Growth of Specialized Credit Institutions

In order to fill in the gap in the banking systems,
the Arab governments have established agricultural, indus-
trial and other banks, and have enlarged the existirg ones.
These institutions are important; their formation is a bold
attempt at filling a big gap in the Arab economy, but up
till now only a small part of the region's needs for medium-
term and long-term credit has been met. A stumbling block has
been the small resources available to these banks, which were
forced in a way to be very reserved in their early operations.
In a sense, this limitation was beneficial, since the lack of

funds is not the only obstacle. There would have been much

(1) Long-term loans form around 4% of total loans in Egypt.

Paul Klat, Business Legislation in Egypt, (Economic
Research 1nstitute5, P. 6.
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more waste, had there been larger funds at the disposal of

the newly-established banks, since the Arab countries do not
have much experience in this type of banking. They are gra-
dually acquiring the necessary experience, and along with the
extra captital allocated to such ventures, they are now better
equipped to serve theié purpose efficiently. The change in the
role played by such institutions in the development of the Arab
economy is clearly reflected by the changes in institutional
credit,

Even though it is too early to pass a final judgment
on the efficiency and contribution of such institutions, yet
the recent trend and developments cannot pass unnoticed,

Table I below compares the value of the total out-
standing loans in five Arab states in 1955 with the respec-
tive figures for 1951. 1In four of them, there has been an
increase. However, the picture is not clear, a complicating
factor being the average maturity of the loans extended. The
increase in agricultural credit cannot be properly gauged un-
less we take into consideration the proportion of long and
medium term loans to short term loans. For example, Table I
gives the misleading impression that agricultural credit has
increased more rapidly in Iraq than in any other country (to-

sed

in
tal outstanding loans haveﬁmorgr%ﬂan five-fold in four years,

while in Syria they have not even doubled).

Table II gives a better picture of the changes in
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Table I
Increases in Institutional Agricultural Credit by Country

(Millions of national currency of each country)

Country Value of Loans Type of Institution
1951 1955
Egypt 11,9 18,2 Agricultural Bank
Iraq 0.3 1.6 Agricultural Bank
Jordan 0,1 0.1 Agricultural Bank
Syria 23.6 43.5 Agricultural Bank
Lebanon -- 3.5 Agricultural, Industrial and

Real Estate Credit Bank (BCAIF),

Source: Reproduced from U,N, Economic Developments
~ in the Middle East 1955-56, p. 18,

Original Source: Food and Agricultural Organization of the
United Nations; Bangue Libanaise pour le
Commerce; Economic Keview (Beirut, Sept,1956).

institutional credit during the years 1950-56, It clearly shows
that in Syria there has been a steady increase while in Iraq
there are ups and downs and the increase is less marked, The
explanation is that in Iraq, long-term credit forms a higher
proportion of total credit than in Syria. In Irag, during

1950 and 1951, 99% and 90% of all agricultural loans were ex-
tended forkperiods ranging from 4 to 5 years.(l) In Syria

(1) Agricultural Bank, Annual Report, 1950 and 1951 (Baghdad,
1951 and 1952), ,
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Table II

Institutional Agricultural Credit by Country

(Millions of national currency of each country)

Country Value of Loans
1950 1951 * 1952 1953 1954 1955 1956

Egypt 13,56 18,42 15.96 16,01 17,1 14.1
Iraq‘® 0,14 0.26 0.66 1,90 0.88 0,95
Jordan(®) 0,11 0,53 0.34 0.15 0.06 0.22 0,10
Lebanon - - -~ -~ - 3.441) 5.40
Syria 6.94 10,55 14.33 12,47 15,35 29.53 38,16

(a) Fiscal year begins April 1,
(1) Loans extended during the last four months
(Sept, = Dec.).

Sources: Egypt: Agricultural Credit and Co-operative
Bank, Annual Reports, 1951 and 1952
(Cairo)j N,B,E., Economic Bulletin
(vol. X, No, 2, 1957) p.ll2.
Iraq: Agricultural Bank, Annual Reports,
1%51 and 1952 (Baghdad); Bank of

Iraq, Annual Report 1954 (Baghdad);
§§§t)stic§i Abstract of lrag (Baghdad,
1953).

Jordan: Annual Statistical Yearbook, 1950-56
mman) .

Lebanon: BCAIF, Annual Report 1955 and 1956
(Beirut, 1956-1957),

Syria: ftatistical Abstract of Syria (Damascus,
55).




although all loans extended in 1950 and 1951 were long-term,
the percentage dropped to 26 percent in 1952, 33 percent in
1953, and 16 percent in 1954(1). In other words, loans are
being repaid more rapidly in Syria than in Iraq.

On the whole, however, there is a gradual increase
in agricultural credit, Jordan being the exception.(a)

The slowing down of the bank's activities in case
of Jordan is mostly due to the defaults and delays in re-
payments of outstanding loans, and partly due to the limited
resources of the government-owned bank. However, it should
be noted that agricultural credit in Jordan is also avai-
lable from sources other than the Agricultural Bank.

The Jordan Development Board (established in April
1952) contributes to the extension of agricultural credit
in two ways:(3) First, it lends money to the agricultural
co-operative societies at low rates (usually 4 percent),
and these societies, in turn, extend to their members short-
term seasonal loans, The growth of these societies was slow

at the beginning, but the benefits were quickly recognized

(1) Statistical Abstract of Syria (Damascus, 1955).

(2) In Egypt there has been a steady increase from 1950 to
1955 but due to the political instability which followed
the nationalization of the Suez Canal and the aggression
on Egypt, the activities of the Bank were reduced, but
it is expected that in 1957, or at the utmost, in 1958
the 1955 optimum level will be reached, if not surpassed.

(3) IBR? The Economic Development of Jordan (Baltimore:1957),
p. 143,
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everywhere, The rate at which these societies are presently
increasing is tremendous, the number jumping from 42 in 1953
to 133 in 1956.{1) Secondly, the Board extends credit large-
1y for terracing and land development projects, including ir-
rigation schemes, through the Village Loans Scheme, which was
started in October 1952, By March 81, 1956, the total loans
granted amounted to JD 991,974, of which JD 775,036 went chief-
1y for terracing and JD 153,035 for irrigation.(e)
The Development Bank of Jordan was established under
an agreement between the Jordan Government and UNRWA, dated
June 8, 1951, The Bank, whose authorized capital was fixed
at JD 500,000 (JD 400,000 was subscribed by UNRWA, JD 50,000
by the Government of Jordan, and JD 50,000 by commercial
banks), began operations in November 1951, It extends both ag-
ricultural and industrial loans, mostly long-term (5 to 10
years), On June 1, 1956, total outstanding agricultural loans,
160 in number, amounted to JD 239,284.(3)
In addition to the above sources, one of the commercial
banks in Jordan, the Arab Bank, extends agricultural loans gua=-
ranteed by funds provided by the United States-Jordan Joint Fund

for Economic Development.

have increased
(1) The amount of loans/more than five-fold = in three years.

In 1956, the total amount loaned reached JD 229,051 as
compared with JD 42,052 in 1953. Annual Statistical Year-
book, 1953 and 1956 (Amman).

(2) UNRWA, Bulletin of Economic Development (Beirut, No. 14,
July 1956) p. 13z,

(3) Ibid., pp. 191-192.
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Although the total of all agricultural loans is
rapidly increasing, it still falls short of long-term needs.(l)
However, agricultural credit is expected to increase consi-
derably in the future, since a Co-operative Bank is to be
established in Jordan shortly, together with a branch of the
Iraqi Agricultural Bank *hich is due to open in Amman sometime
in 1958.(2)

Table II gives the impression that institutional ag-
ricultural credit was rmexistent in Lebanon before 1955,

In reality, a quasi-govermmental institution extended ag-
ricultural credit as early as 1939, "The insufficiency of
credit for industry and agriculture led the Lebanese Go-
vernment to consider seriously the possibility of creating
a specialized credit institution to finance agriculture and
industry. In 1937 an agreement was concluded between the go-
vernment and BSL, whereby the latter sponsored the creation
of a society which would undertake the issue of agricultural
and industrial long and medium term loans for development,
Scail / Bociete de Credit Agricole et Industriel du Liban/
was established for a period of 25 years, starting in 1939

and ending with the concessionary period of BSL in 1964".(3)

(1) The IBRD states that in 1954-1955, agricultural credit
totalled JD 500,000, while annual needs are estimated at

JD 1 million. iBRD: The Economic Development of Jordan,
(Baltimore, 1957) p. 154,

(2) Middle East Business Digest, (Beirut, March 24, 1958) p.29,

(3) Nadim Khalaf,"Long-Term Credit in Lebanon" (unpublished M.A.
thesis at the American University of Beirut, 1957), p.76.
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In November 1942, the Lebanese government concluded
an agreement with Scail for a period of five years under the
terms of which the government undertook to guarantee agri-
cultural and industrial loans extended by Scail., It was
also decided to set up at the Ministry of Finance a special-
ized Government Agency, ﬁnown as the Agricultural, Industrial
and Hotel Credit Service, whose function was to study and ap-
prove all guaranteed loans, Later, in 1945, another agreement
was reached between the government and Scail to extend the
period of the 1942 agreement, as from December 1945, for ten
more years (till December 1955).(1)

Loans extended by Scail, through the Government
Agency, amounted to LL 18,78 million during 1948-1952, mostly
in medium-term form.(z)

"As a result of the government's decision in 1953 to
establish an Agricultural, Industrial and Real Estate Bank,
and of the expiration of the agreement with Scail in 1955, the

operations of Scail through the Government Agency were first

(1) Ibid., pp. T7-T8.

(2) The breakiown is the following: LL.5.40 million in 1948
LL.3.88 million in 1949, LL. 2,44 million in 1950, LL.2.95
million in 1951, LL.4,13 million in 1952, Scail also
operated (and still operates) directly, since it had funds
apart from those of the government. In addition to its
capital, Scail was able to obtain credit facilities from
BSL and from other commercial banks. ©OScail's direct loans
during 1948-1952 amounted to LL.13.44 million. Scail,

Annual Reports 1948-1952 (Beirut).
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greatly reduced and later abrogated and at present Scail oper-
ates only directly.“(l)

Institutional industrial credit is a more recent develop-
ment than agricultural credit. Except in Iraq, domestic private
capital provided the bulk of investment in the Arab countries.
Foreign capital continués to play a minor part in the industr%g}

development (excluding the petroleum industry) of the region.

Table III shows the growth of institutional industrial credit:

Table I1I

Institutional Industrial Credit by Country

(Millions of Wational Currency of each country)

;

Country of Institution Value of Loans

=

1950 1951 1852 1953 1954 1955 1956

EgY?t) Industrial Bank 0.61 0.60 0.29 0,34 1,04 1.84 0,72
a

Iraq Industrial Bank 0,13 0,28 0,66 0,73 1,37 0.?4 0.75
b)

Lebanon BCAIF - - - - - 0.°8 0,40

(a) Fiscal year begins April 1.

(b) Loans extended during the last four months (September-
December).

Sources! Egypt; The Industrial Bank, The Development of Industrial
Credit in Egypt (Cairo: 19567 Pe 18,

Iraq; Industrial Bank of Iraq, Annual Reports, 1951-1952-
1953-1956 (Baghdad); Statistical Abstract qf iraq.4;95§

(Baghdad: 1956).
Lebanon: Becaif, Annual Reports, 1955-1956 (Beirut).

(1) Nadim Khalaf, op.cit., p. 83.

(2) U.N., Economic Developments in the Middle East 1955-1956,
op.cit., p. S.
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in Egypt, Iraq and Lebanon, during the period 1950-1956, 1In
Egypt, the Industrial Bank passed a critical stage (1952-1954)
frequently referred to as the "caution™ period, during which
the Bank was reluctant to grant easy credit, The reorganiza-
tion of the Bank in 1954 resulted in an immediate enhancement
of its activities, which were later checked in 1956, by the
political disturbances in Egypt. However, the restrictive
effects of these disturbances on the loan policy of the
Industrial Bank, as well as the other banks, seem to have
been overcome,

Prior to the formation of the Industrial Bank in
1949, Bank Misr, a commercial institution, attempted to foster
local industry in two ways: by direct participation in indus=-
trial enterprises, and extension of industrial loans., The
government provided Bank Misr with funds to be used as loans
to industry, but this method of financing industry was cri-
ticized in the business circles. At the outbreak of World
War II, a run on the Bank compelled it to appeal to the
government for financial help., During the war boom years,
Bank Misr was able to repay the government, but it was ge=-
nerally recognized even by the Bank itself, that the ins-
titution was not well equipped to supply the growing need for
industrial credit, and as a result the Industrial Bank was

established.(l)

(1) Charles Issawi, op.cit., pp. 225-226,
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Some of the new industrial credit institutions,

those of Egypt and Iraq, perform, in promoting industry,
other activities than extending loans. They undertake stu-
dies for setting up new industries, make these studies a=~
vailable to industrialists, and even participate in the ca-
pital of new undertakings. In Egypt, the bank's investments
in industrial enterprises stood at £E 1,393,000 in 1955 as
against £E 50,000 in 1953.(1) In 1956 alone, they amounted
to £E 1,500,000, (2)

In Iraq, the growth of industrial credit has been
steady. In view of the large requirements of industry for
long and medium-term credit, in relation to the small capi-
tal availabilities of the Industrial Bank, the Bank is
allowed to borrow from the Central Bank on easy terms, when
the need arises. Moreover, the Development Board can assist
the bank in extending credit to semi-governmental under-
takings.(a) The bank's participations in the setting up of in-
dustrial enterprises are quite considerable, having totalled
ID 2,143,467 in March 31, 1957, (%)

(1) U.N., Economic Developments in the Middle East, 1955-56,
Ops Cit. ’ p.14o

(2) The Industrial Bank, The Development of Industrial Credit
in Egypt (Cairo: 1956), p. 186.

(3) Paul Klat, Business Legislation in Irag (Beirut: 1956),
pp. 41 and 57,

(4) Industrial Bank of Iraq, Annual Report 1956 (Baghdad: 1957).




Despite the fact that since the establishment of BCAIF
the growth of industrial credit has increased, institutional
credit still plays a minor role in the development of industry
in Lebanon. Institutional industrial credit is growing at a
slower rate than the whole industrial sector of the Lebanese
economy. Table IV indicates that from 1949 to 1957, the
capital invested in industry increased by 247 percent, while
jnstitutional industrial credit increased by 159 percent
from 1949 to 1956 (LL 5.40 million in 1956 against LL 3.40
million in 1949).(1)

Jordan has not been included in Table III because,
although the Development Bank has been established to grant
industrial loans (along with agricultural ones), its activi-
ties have been mainly concentrated on agriculture, The funds
allocated to industry are meagre. On June 1, 1956, total
industrial outstanding loans numbered 16, and amounted to

Jp 107,096, (&)

(1) The industrial loans extended by Scail in Lebanon throu%h
the Government Agency have not been included in Table Il1I.
The total value of loans extended by Scail during 1948-1952
amounted to LL 12,92 million (LL 4.05 m, in 1948, LL 3,40 m.
in 1949, LL 2.34 m, in 1950, LL 1,68 m. in 1951 and LL 1.45 m,
in 1952). Scail, Annual Reports, 1948-1952 (Beirut).

(2) UNRWA, Bulletin of Economic Development, op.cit., p. 192.
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Table IV

Indicatiors of Industrial Development

in Lebanon, 1949-1957

Capital Invested (Millions of LL)
120
117
135
165
175
185

213
232
297

Source: U,N,, Statistical Yearbook and Monthly

Bulletin of otatistics.

Le Commerce du Levant (Beirut: March 6, 1957;
February 26, 1958).

Recently, the Arab Bank Ltd., started providing credit

to small firms which were unable to obtain it elsewhere, because

of the lack of acceptable collateral, The bank's loans are

guaranteed by funds provided by the United States-Jordan Joint

Fund for Economic Development., The scheme was begun early in

1955; through June 1956, 40 loans were made totalling
Jp 37,075, (1)

(1) Ibid., p. 176
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Despite this and other schemes, like the Jerusalem
City Loans Scheme,(l)institutional industrial credit is
still very deficient in Jordan. The opening of a branch of
the Industrial Bank of Iraq in Amman is a positive step at
reducing the existing deficiency in industrial credit in
Jordan.

Institutional industrial credit is completely lack-

ing in Syria. The Ministry of Finance attempted in 1949 to

reduce the deficiency by guaranteeing loans that were ex-
tended by commercial banks to large industrial enterprises
at reduced interest rates, The scheme was stopped in 1952,
after the total amount of such loans reached £516.,9 million,

but was revived in January 1954, However, in practice such

loans are at present extended to hotels only. At any rate,
the Ministry seems to be less liberal in its attitude; total
loans have har?%¥ amounted to £8515million since the revival

of the scheme.

Summing up, specialized institutional credit is de-

veloping in the Arab Middle East, but at present existing

(1) Loans extended for repair of buildings and development
of light industries for periods ranging between 5 to
10 years. By March, 1956, total loans amounted to
JD 153,035, Ibid., p. 132.

(2) Paul Klat, Business Legislation in Syria, op.cit., p. 49;
and U,N,, Economic Developments in the Middle East, 1945
to 1954, op.cit., p. 189,
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banks satisfy only part of the needs. Agriculture seems
to be at a relative disadvantage, agricultural credit fall-
ing much short of needs. This deficiency can be remedied
by enlarging the financial resources of the existing ins=-
titutions as well as by creating new ones.(l)
As to industrial éredit, although still in its
infancy, it has developed more rapidly in some countries,
but is still very deficient in Jordan and Syria. The
latter is planning to establish an Industrial Bank which

will specialize in long-term loans to industry.

C. The Financing of Development Programs
Although finance constitutes an important limiting

factor in the implementation of economic development plans
now being formulated in most of the Middle kastern countries,
there exists an equally important problem, which in some
cases might overshadow the first one; that of shortage of

technical skills.(z) Awareness of this problem, on the

(1) Various governments are planning to establish new ins=-
titutions. For example, in Iraq, a Cooperative Loan
Bank, with a capital of ID 250,360 has been authorized.
In Syria, aside from the proposal of raising the capital
of the existing Agricultural Bank, the formation of an
Aggicuitural Credit Corporation is being seriously con-
sidered,

(2) A perfect exemple in Irag, where the economy cannot
absorb capital as rapidly as oil royalties are flowing
in, During 1951-56, actual expenditures of the Develop~-
ment Board have fallen short of the authorized expenditure
due to the lack of plans, labour and technical skill,
Annual Report of the Central Banmk of Irag (Baghdad, 1956).

——— e
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part of the Arab governments, has been reflected by the
creation of Ministries of Planning, and of permament deve-
lopment boards for the formulation, and in some cases, the
execution of development programs. Egypt, Syria and Lebanon
have Ministries of Planning,(l) Iraq has a Development Board
(established in 1950) with executive powers, while Jordan
has a Development Board (established in 1951) which enjoys
advisory powers only.

Despite the increasing expenditure on defence,
investment in development projects, and in social services
was intensified in a number of Arab countries, the major
emphasis being placed on agriculture, irrigation, and trans-

port.ta)

Table V shows the Budgeted Development Expenditures
in the various Arab Countries during the period 1955-1957,
Capital outlays and development expenditures increased in
most countries in 1955, and the allocations for development
in the budget estimates for 1956 and 1957 appear, on the

whole to be even greater in 1955, These expenditures are

(1) In April 1958, a High Council for Planning was estab-
lished in the United Arab Republic enjoying advisory
ﬁowers only. Executive powers are still vested in the

inistries of Planning of the two provinces of the Re-
public, In Lebanon, a Development Board, with advisory
ﬁ?wers, was established in 1953. Two years later, a
inistry of Planning was created,

(2) U.N,, Economic Development in the Middle East 1955-1956,
op.cit., pe l. |
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usually financed through extraordinary budget receipts.(l)

In Egypt, the projected expenditure in 1957 was
less than the previous year due to the following reason:
some of the development expenditures for 1957, as well as
expenditures of the Social Services Council, have been
transferred to the ordinary budget.(a)

However, the decrease in 1957 will not be felt as
the actual expenditures in 1956 fell short of projected
expenditures.(S)

In Egypt, development outlays have been covered only

partly from the ordinary budget. The government had recourse

(1) Ibid., p. 90.

(2) Some of the 1957 development expenditures were trans-
ferred to the ordinary budget in order to reduce the
dependence on loans for financing capital expenditures.

The reason for transferring the expenditures of the

Social Servieces Council to the ordinary budget is dif=-
ferent., The Council was established in Egypt in 1953

to "... plan the over-all policy for social reform;

draw up health, educational, social, and town planning
projects; and to supervise and participate in the exe-
cution of these projects which aim at the provision of

a self-respecting and fruitful life for all," Its funds

were derived from the proceeds of sales of confiscated
properties of the former royal family. Since expenditure
on welfare services require a continuous source of income,

while the above proceeds were not of a recurrent nature,
the projects of the Social Services Council were trans-
ferred to the various government departments., UNRWA
varterly Bulletin of Economic Devego ment (Beirut: fio. 13,

s Pe 3 nistry of Finance an conomy, Egypt, Budget
Message for 1956-1957 Fiscal Year (Cairo: 19%6).gyp ’

(3) National Bank of Egypt, Ie ort of the Fifty-Seventh Ordinar
General Meeting (Cairo: I§EEI. Seventh Sroinar
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Table V.
Budgeted Development Expenditurea(a) by Country

(Millions of national currency units)

Country, Currency and item 1955 1956 1957
Egypt (Egyptian Pound)
Capital Works , 19.9 21.6 28,7
National Production Council 42,9 54,2 45,7
Public Services Council 16.4 22,7 -——

Irag (Iragi Dinar)
b)
Development Board 46.& 61.0 75.0
Jordan (Jordan Dinar)

Capital works & Development
expenditures 3.5 3.2 s

Lebanon (Lebanese Pound)

(b)

Capital wWorks 22.6 27.4)
( 39.0
Development Expenditures 14,2 8.3)
Syria (Syrian Pound)
Capital Works ) 23,1 16,3 14.8
Development Expenditures 9.6, 3.9 39.1

Note: Fiscal years: Iraq ends 30 April, Egypt 30 June, Jordan
81 March, Syria and Lebanon 31 December.
(a) Including capital works expenditure in the ordinary budget.
(b) Actual expenditure.

Sources: United Nations, Statistical Yearbook, 1956; Iraq: Na-
 tional Bank of Iraq, Annual Report lﬁan.-ﬁecember 1955);
Lebanon: Le Commerce du Levant (9 February 1957); Syria:
Bureau of Documents for Syria and other Arab Countries,
Etude Sur la Syrie économique, 1955; Etude mensuelle

sur 1'économie et le marché Syriens (No.79, 25 March 1957),
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to internal loans, of which three were floated in December,
195&{)and were covered with surprising rapidity., Sixteen
months later, in March 1956, the government issued two new
production loans to the value of £E 25 million, which met
(2)

with even greater success'than the previous ones.
Egypt's need for foreign exchange in the implementa-

tion of its economic development plans were partly, but not

adequately, met by foreign aid. As a result of a basic

agreement made in November, 1954, the U.S. made available

to Egypt § 40 million (§ 52.5 million in grants and § 7.5

was a 40-year loan which could be repaid in local currency

at Egypt's option)sa) In addition to development assistance
funds, the U.S. has also given technical aid. Based on an
agreement concluded in May 1951, such aid amounted to §20,446,165

between 1952 and 1955!4)

In all, Egypt received between July 1945
and June 1957, $64 million in grants and § 8 in loans from the
u.s. (8

Despite these grants, the participation of additional

foreign capital in financing the contemplated schemes 13 =ssen-

(1) The loans are a 5-year issue of £E5million at 2.5%, a
10-year issue at 3%, of £E10million, and a l5-year issue
at 3.5% of £E 10 million, adding all up to £E 25 million.
UNRWA, op.cit., p. 25,

(2) The loans are a 5-year issue of £E 5 million at 2.5%, and
a 15-year issue of £E 20 million at 3,5%. The new issue
raised the total outstanding loans from £E 133 million to
fE 158 m lliin e Egyptian Economic and Political Review
Cairo: Apri 195 P i e s S -

L

(3 Country Survey Series, Egypt (Human Relati A F
) New Hggen: 19&7) p. 257, U SEIRR NS W Py

(4) Ibid.,
(5) INMF, Financial News Survey, Vol. X, No, 27 (January 17,
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tial; otherwise, the population problem is apt to become more
acute,

The Soviet-Egyptian economic agreement included an
interesting item: the extension of a loan of 700 million
roubles (around § 200 million) to Egypt for purchasing machin-
ery and equipment needed for its 5-year industrial plan. The
loan, which bears a 2.5 ﬁercent interest rate and which will
be repaid over a period of 12-15 years out of industrial pro-
ductsl will inevitably assist Egypt in its industrial develop-
ment. = |

Iraq seems to be the country with the least financial
problems, with development outlays showing a sharp increase.
The new five-year plan (1955-1960) envisages total expend-
itures of ID 504 nﬁllion,(a)a sum which exceeds by roughly
ID 50 million the expected share of oil revenues which is ear-
marked for development (70 percent of the oil revenues in Iraq
are allotted to the Development Board). This will not create
any financial problem, since the Development Board has accumul-
ated a considerable reserve fund, due to tWo reasons. First,
the revenues of the Board invariably exceeded expenditures.

Secondly, actual expenditures are always lower than budgeted ones,

1958). Eﬁyﬁt has also received technical assistance
from the U,N,, which in 1955 amounted to a meagre
$ 720,00C. Country Survey Series, Egypt, op.c t.,p. 257,
(1) Al-Ahram éCaii 3 go. 25914, November 21, 1957; No, 25919
Novenbar 260 31857)." The akreement negotiated in R r
was ?inally’s gned on Ban ry %3? 1955. iig gslglsgv$§_é
ported that Czechoslovakia has offered to grant a credit
of £E20million to finance Egyptian purchases of Czech
industrial equipment and goods, on terms similar to those
of the Russian credit., Middle East FEconomic D%ggst (London:
%gggmber g?, 1957, p.1l; December 6, 1957, p.5; January 31,
y P .

(2) UNRWA, ops.cit., p. Tl.
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as is indicated in Table VI, Between 1951 and 1956, actual

expenditures fell short of authorized expenditures by 1D 91

million.
Table VI

Expenditures of the Development Board of Irag

(Millions of IragiDinars)

Financial Year Authorized Expenditure Actual Expenditure Saving

1951 9.4 3.1 6,3
1952 20,5 12,8 i |
1953 28.4 12,3 16,1
1954 3l.6 20.9 10,7
1955 46,6 34,0 12,6
1956 82.0 45,0 37.7

Source: Annual Report of the Central Bank of
—— Trag (BaEEHEH: 1956].

Iraq has enough foreign exchange for its development
purposes. Only § 6.3 million of the § 12.5 million loan con=
tracted in 1951 from IBRD for the Wadi Tharthar Project was

used, and the loan was entirely repaid by the Development Board
in 1955.(1)

Of all the Arab countries surveyed, Jordan is most depend-

able on foreign capital since the ordinary receipts of the general

(1) Ibid., p. 71.
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budget are insufficient to cover the total of current and
development expenditures. During the five years ending March
1955, domestic revenue accounted for only 40 percent of total
government receipts, the remainder consisting of grants (52

percent) and loans (8 percent).(1)

The official grants were mainly from the United King-
dom, and more recently from the U.S., as well as from UNRWA, the
U.N. Expanded Technical Assistance Programme, and the Arab

League countries.
Table VII

Jordan: Official Foreign Grants

Year Grants (in millions of Jordan Dinars)
1950-51 4,90
1951-52 7.20
1952-53 _ 7.81
1953-54 8.98
1954-55 9.10
1955-56 2] 8.70
1956-57 ) 11.20

Total 57,39

(a) Estimates

Source: IBRD, The Economic Development of Jordan
(Baltimore: 1957) p. 384.

UM, Statistical Yearbook, 1956 (New York:
1956) p. 52l.

U.N., The Economie Developments in the Middle
East, 1955-56, pp. 92-93.

(1) IBRD, The Economic Development of Jordan, opseit., P. 385,
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Table VII shows the magnitude of the official grants
to Jordan. Between April 1, 1950 and March 31, 1957, these

grants amounted to dJD 57.59 million, or an annual average of
JD 8.20 million.
Most of the amounts shown in Table VII were furnished

by the United Kingdom in the form of subsidies the greater part

of which was earmarked for defence.(l)

After the British subsidy was suspended, as a result
of the abrogation of the Anglo-Jordan Treaty, the United States
increased its financial aid to Jordan. At present, global
U.S. aid is running at a higher rate than the previous U.K.
subsidy. During the 1957-58 fiscal year, the U.S. supplied

to Jordan § 48.7 million ($ 20 million to meet the budget

deficit, $ 10 million in military assistance, § 3.75 in tech-
(2)
nical assistance, and § 15 million for development projects).

An important reason for the relatively large budget
deficits incurred by Jordan during the past two years is the

default of the Egyptian and Syria governments to supply the

financial aid agreed upon under the Arab Solidarity Pact of

(1) Between 1950 and 1956 Jordan spent JD 54,59 million
on defence., Allocations for this purpose were made,
not only from grants, but also from the ordinary
budgeg. 1BRD, The Economic Development of Jordan, op.cit.,

p, 384,

(2) Middle East Economic Digest (London: January 17, 1958,
p. 7; March 14, 1958, p. 4). Also, Middle East Business
Digest (Beirut: March 12, 1958) p. Z26.
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Table VIII

British Loans to the Development Board of Jordan

(a)

Year JD Millions
1952-1953 1.50
1953-1954 0.50
1954-1955 ' 1,60
1955-1956 1.75

(a)

1956-1957 2,25
| Total 7.60

Not all the sums allocated for the year 1956-1957
were paid, when the Anglo-Jordan Treaty was abro-
gated by Jordan. However, the United Kingdom
oconsented to make two payments, amounting to
£1,130,000, representing the balance of the loan
of £2,250,000 which had already been offered and
accepted. £500,000 were paid in February 1958,
and the remaining £630,000 are expected during
the 1957-1958 financiai year. Middle East Economic
Digest (London: August 16, 1957) p. 6;

Ea

iddle
st Business Di§est (Beirut: January 27, 1958,
P. 233 Apr 8, 58, p. 28).

Source: UNRWA, Bulletin of Economic Development (Beirut:
No. 14, 1956) p. 125. e

in order to ascertain whether the country was capable of

repaying ?n¥ loans which might be made for development
1

projects.

(1) Middle Bast Business Digest (Beirut: December 16,

1957) p. al.
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January 1956 (the annual Egyptian and Syrian(g%yments were to
be £5 million and £2.5 million respectively. Saudi Arabia
paid in 1957 &5 million, as its first annual payment under the
pact, bu?2§t was reported lately that no future payments will
be made.

Before the U.S. started giving grants for development
projects,(a)the expenditures of the Development Board of
Jordan were entirely financed by the United Kingdom loans,
which amounted, from 1952 to 1957, to JD7.60million, as shown
in Table VIII.

Since future receipts under the ordinary budget are not
apt to increase substantially, Jordan would, undoubtedly, still
depend to a large extent, on foreign capital. It is expected
that economic aid will be mostly forthcoming from the U.S.,
and to a larger extent than in the past, from Iraq. Since
the union of Irag and Jordan was declared on February 14,
1958, Iraq has not taken an specific action as regards Jordan's
budget deficits and development plans and needs.

In order to alleviate part of the financial pressure,
Jordan applied for a $50 million loan from the IBRD, whose
representative visited Jordan late in 1957 and carried out a

survey of the financial and economic situation of the country

(1) Middle East Economic Digest (London: January 17, 1958)
p. B.
(2) L'Orient (Beirut: April 5, 1958).

(3) 1Iraq extended to Jordan loans totalling £1,125,000 during
the financial year 1957-1958, to be spent on development

rojects, Middle East Economic Digest (London: February
4,°1958) p. 8.
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In Lebanon, capital works and development expenditure
have increased steadily. These expenditures are financed
through the extraordinary budgets, as well as the ordinary and
‘'special budgets. The large projects are financed thfough the
Development Works Fund created on April 5, 1944, This fund is
financed from allocations from the Reserve Fund by special
Acts of Parliament. Between 1944 and the end of 1957, that
is, during a span of almost fourteen years, these allocations
totalled LL 306.5 million,(l)While the Reserve Fund still
showed a surplus of LL 65,892,245, (2]

A part of the foreign exchange component of develop-
ment expenditures has been met by the U.S. aid. During the
period 1952-1957, the U.S. have granted Lebanon a total of
§ 38,111,000 in various ways: expenditure on agriculture and

jndustry, reconstruction, and finally Eisenhower Doctrine
(§ 10 million for 1957 only). ¢ &)

(1) OflthiLL%%OS,%l?ill%oneallocaged gor %egel mgng pr%iects,
n millicn were actua en m
395¥. %f the remaining ffESS.%Ymiglion L 88 mli{ion’are
alreadi committed for use_ in 1958 and the coming years,
L55.5 million still remained free. Report Sub-
mitted to Parliament on January 30, 1958, b . Joseph
Chader, then Chairman of the Financial Parliamentary
Committee, p. 6.

(2) However, when all committments against the Reserve
Fund are accounted for, namely, LL215,568,911 in all,
of which LL108,565,000 are due in 1958, then it is

ciear that a%lfthe surplus_in the Reserve Fund 1s
wiped out. bid., pp. 10-14.

—_——

Finance Minister, Pierre Edde stated recentlg that

n, .. all money reserves in the Treasury had been ex-
hausted as a result of the Governmentls obligations
drawn on these funds. He urged a policy of economy

to save the country's finances. He said only important
and well-studied schemes should be carried out., All
schemes will now be referred to the Council of Ministers
to stud¥ their implementation in the liﬁht of the
country’'s financial go ition." Middle East Business
Digest (April 22, 1958), Pp. 2. ven thoug niscer
Edde is plannin cut in public spendin it is be-
lieved tgat he giil %ollowpa policg og g%bing priority
to development plans.

(3) D. Miazrahi, "Aide Americaine", Le Commerce du Levant
(Beirut: February 26, 1958). e T
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Apart from the Litani §$27 million 4.75 percent
interest bearing loan, contracted from the IBRD in 1955
(of which a first payment of §3 million was received on
April 3t 1958), the Lebanese public debt is small and in-

- ternal, at

The Planning Board submitted to the Cabinet a
LL.800 million 5-year plan for development, with over
LL.300 million already voted for by the Chamber of Deputies,
The plan envisages the spending of LL.180 million in 1958,
LL.170 million in 1959, LL.152 million in 19605 LL.146
million in 1961, and LL.lSé million in 1‘362.(2

In order to go through with such a plan, the Leba=
nese government would have to depend to a larger extent

than in the past on U.S. economic aid. The Foreign Affairs

Parliamentary Committee recently examined the question of

—

(1) Mig%%e East Business Digest (Beirut: April 8, 1958)
Pe. .

(2) Expenditure is divided under ten main headings:

l. Surveys and Census LL 7.5 million
2. Water Utilization 277.5 million
3. Agriculture 33.2 million
4., Industry 19.6 million
5. Tourism 35.0 million
6., Major Works 304,6 million
7. Important Social Pro jects 101.0 million
8, OStatistics 5.4 million
9. Financial and Banking 12,7 million
10. Administration 3,0 million

Paul Klat, "Un Plan Quinquennal pour le Développement
de 1'économie Libanaise", Le Commerce du Levant
(Beirut: March 26, 1958),
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U.S. aid to Lebanon, "... and adopted a recommendation to
exhort the government to obtain an increase in American
Aid."(l)

At any rate, the dependence on foreign exchange will
be reduced appreciably if the government succeeds in obtain-
ing favourable terms from the current negotiations which
are taking place with the oil companies, IPC and Tapline.

According to Table V, Syria's pro jected development
expenditures for 1956 were less than those of 1955, but are
expected to increase substantially in 1957.

Previously, development expenditures in Syria were
financed from three sources: ordinary budget appropriations,

available Treasury Funds, and loans from the Bank of Issue.

During the years 1945-1952, total expendi?gfes on develop~-

ment projects amounted to L8301 million,

(1) L'Orient (Beirut: April 25, 1958), In fact, the ques=
Tion of U.S. economic aid has been discussed in govern-
mental circles during the past few months. When Mr, James
H., Smith, director of the nternational Cooperation
Administration, paid a two-day visit to Lébanon in Jan-
uary 1958, the Lebanese Minister of Public Works sub-
mitted to him a programme of public works (including
irrigation, power, water, and road projects) to be
carried out with 0.S. financial aid during 1958-1959
totalling LL 101 million. Up till now nothing has
materialized, but negotiations are still going on
between the two governments. Middle East Economic
Digest (London: February 7, 19 P. 8.

(2) The dispute between the Lebanese §overnment and the oil
companies is over the magnitude of the pipeline royal-
ties to be paid to Lebanon for letting oil transit
through its territory.

(3) Awad Barakat, "Recent Economic Development in Siria",
Middle East Bconomic Papers (Economic Research Institute,
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At the request of the Syrian government, the IBRD
undertook an economic study of the Syrian economy and its
potentialities for development. The Mission estimated
total expenditures of the central government for economic
and social development in 1953 at LS 88,3 million. It
recommended a six-year Development Plan (1954-1960) total-
ing LS 986.1 million, tﬁat would step up developmental(l)

expenditures to an annual average of LS 164.3 million,

The Plan was to be financed from various sources, namely,
additional taxes and improved tax administration, internal
borrowing(é%s 102 million) and foreign borrowing (LS 195

million).

The Syrian government readily estéblished the proper
machinery to carry out the IBRD proposal. In August 1955,
the Syrian Parliament approved a Seven Year Plan (1954-1961)
calling for a total expenditure of(%? 660 million, or an
average of LS 94 million annually. The total outlay was
to be derived partly from ordinary sources, partly through
some sort of deficit financing, and partly through an ex-
ternal loan,

Syria looked first to the IBRD as a source of the
external loan needed, but nothing came out of the negotia-

tions.

AUB: 1954), pi 10¢ The actual distribution was the

followin%:

From Budget appropriations LS 115,000,000
From available Treasury Funds 59,537,000
From the Bank of Issue 126,825,000

Total LS 301,362,000

(1) IBRD, Economic Development of Syria (Baltimore: Johns
HOpkinB'PrE!E, 1955]) %T 175, e

(2) Ibid., p. 177.
(3) UNRWA, op,cit., p. 298.




The late 1955 agreement with IPC, which entailed a
considerable increase in Syria's foreign currency revenue,
brightened the country's prospects of being able to carry
out the Seven Year Plan on the scale contemplated, With
such increase in magnitude, most, if not all, of the country's
need for foreign curre?cy could h?f? been met without re-
course to any external borrowing.

The Suez crisis was, in a sense, detrimental to the
Syrian economy, as all revenues destined for development

purposes were spent on defence. The country faced a more
serious "financial bottleneck" than that of 1955, since the

strains of the last years "... have slowed down the rate
of Syrian investment -- and may have caused a temporary
flight of capital."(a)

The Soviet-Syrian economic agreement, signed on
October 28, 1957, stipulated that Russia will supply long=
term loans for Syria's immediate projects, which are all
but one (nitrate factory) in the nature of public utilities.
The loans, which will be used to import the material needed
for the projects, will be supplied in roubles during a

T-year period, (at a 2.5 percent interest) after which re-

payments will be made in 12 annual installments. The mode

(1) Aside from the £8.5 million in back payments, Syria
received LS 65 million in 1956, but only LS 27 million
in 1957, due to the blowing up of the pumping stations
late in 1956, It is expected that in 1955 the oil
revenues would exceed those received in 1956, Middle
East Economic Digest (London: March 21, 1958) p, 11,

(2) Burhan Dajani, "The Soviet-Syrian Economic Agreement",
Middle East Forum (Beirut: December 1957) p. 37,
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of repayment, be it in merchandise or any free transferable
currency, Will be the subject of a s?ggial agreement between
the Soviet and Syrian Central Banks.

It is expected that with this cheap financial help,
along with the projected increase in oil royalties, the
"financial bottleneck" w1ll be resolved, and Syria w?uld be
able to accelerate its economlc development plans,

Saudi Arabia and the Sheikhdoms do not possess the
proper machinery for development, but are aware of the need
for accelerating the rate of progress. Consequently, certain
amounts have been allocated to that end.

Table IX shows the magnitude of these allotments
in Saudi Arabia in relation to total expenditures, while
Table X shows that of Kuwait. In Saudi Arabia, expenditures
on development accounted for 12 to 27 percent of total ex-

penditures, as opposed to 28 to 51 percent in Kuwait,

(1) Ibid., p. 37. The full text of the agreement was
published in The Economy of Lebanon and the Arab
World (Beirut: No, 60, December 1957) pp. 17-20.

(2) It has been reported that the first projects to be
carried out under the loan agreement with the USSR
will start soon. The Syrian Cabinet has approved an
allocation of £5 40,550,000 for development projects;
about half this amount represents local expenses on
projects to be carried out with Soviet financial aid.
Middle East Economic Digest (London: March 7, 1958)
p. 10.
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Table 1X
Development Expenditures

(Millions of Saudi Riyals)
(a) Expenditure on Total
Year Devel opment Expenditure Percentage
1370-71 116 ? 490 24%
1371-72 144(C) 758 19%
1374 160(0) 1335 12%
1375(b) 500 1750 27%
1376(b) 460 1700 27%

(a) The fiscal years covered these periods:

1370-71

April 8, 1951 - March 27, 1952

1371-72 March 27, 1952 - March 16, 1953

1374
1375
1376

(b) Estimates

August 30, 1954 - August 19, 1955
August 19, 1955 -~ August 8, 1956
August 8, 1956 - July 27, 1957

(c) Expenditure on public works.

Source: UNRWA, Quarterly Bulletin of Economic Develop-
ment (Beirut: No. 13, 1956) pp. 324-325,

Statement
Budgets 1

s of the Minister of Finance, Saudi
375 and 1376 A.H,
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Table X
Kuwait} Development Expenditures
(Millions of US§)

(a) Devel opment Total
Year Expenditures Expenditures Percentage
1952-53 24 51 47%
1953-54 56 110 51%
1954-55 33 116 28%
1955—56“)’ 40 129 31%

(a) Fiscal year begins april 1.
(b) Estimate

Source: UNRWA, Quarterly Bulletin of Economic
Development (Beirut: No. 13, 1956) pp. 322-
323,

In both Saudi Arabia and Kuwait, total outlays are
quite large, but not all these expenditures can be strictly
considered as developmental. For example, in Kuwait, a ten-
year town planning scheme was drawn in 1951 which will cost
something like £100 million., In Saudi Arabia, as well as
in Qatar and Bahrein, most expenditures have been on publiec
utilities and social services and royal palaces., It should
be noted that the extent of development is limited in all
the region, but that should not stand in the way of these
countries to establish the necessary machinery for fostering
economic development. The present expenditures are too

costly, being undertaken in a haphazard and uncoordinated way.
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The o0il revenues of these countries are enormous,

Saudi Arabia and Kuwait, the two leading producing countries,
together received more than § 500 million annually in 1955,
1956 and 1957, and expect to receive still more for many

years to come.

This survey of the Middle Eastern economy can be
best summarized by the following: Even though the Middle
Eastern countries have develcped rapidly during the past
decade, the problem of the lack of capital to finance
economic development has become a major pre=occcupation of
all the governments of the area., Foreign aid, at the rate
that it is presently given, is not sufficient in relation
to the area's needs, but the total oil resources, if properly
managed and distributed, would certainly do away with the
existing poverty in the midst of plenty.

At present, the Middle East as a region, is not
getting the utmost benefitfromits huge oil royalties. The
countries concerned are trying to find solutions to this
problem, but to date no comprehensive regional plan has yet
been followed up seriously. The schemes are not lacking
however; many have been put forward at official levels and
on private initiatives, but none has yet materialized, If

any lasting benefits are to be reaped, by all the Arab
countries, from the discovery of Middle Eastern oil, some
sort of inter-regional financial institution should be set up.



Chapter III
PROSPECTS OF FINANCING OF ECONOMIC DEVELOFPMENT

The brief survey of the Arab Middle Eastern economy
has shown that the non-cil countries have formulated lately
economic and social development goals calling for more
fimnce than these countries are now spending for new de-
velopment. This is a Aecessary step for any government
that desires to accelerate its economic development, How-

ever, if the plans are to be realized within the time
schedules desired by the respective governments, additional

funds will be necessary.

The survey also showed that, except for Iraq, the
0il countries' potentialities for development are meagre,
And that unless better use is made out of the enormous ©il
revenues in the future, the o0il countries would not obtain
lasting benefits of the present prosperity.

The various sources of funds open to the non-oil

countries for the future financing of their programs may
be divided into two broad classes, the internal and the

external sources of financing., The first part of the pre-
sent chapter discusses three methods of foreign financing,
namely, private investment, grants and aids, and external
loans. An attempt is made at evaluating the expected future

role of each of the three methods of foreign finaneing in

the economic development of the Arab countries,

‘= BB =
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"The role of foreign finance in economic develop-
ment can only be of a subordinate character". Under-
developed countries, and the Arab countries are no excep-
tion, should finance at least a substantial and, in normal
cases, the major part of their economic development needs
from domestic sources. It will be found out that, unless

the oil countries participate directly in the development

of the Arab World, through the projected Arab Development
Bank or any similar institution, these non-oil countries
cannot realize their plans at the contemplated rate, and the
whole Arab World will not be able to raise its standard of

living substantially, and hence become a better place for
life and living,

I. External Financing,

A, Private Investment,

It was explained in Chapter I how and why private
investment played a predominant role in the external finan-
- cing of world economic development in the past, particularly
up to the outbreak of World War I, and later in the early
post-war period (early 1920's)., It was further explained
how after the depression of the 1930's private investment
failed to be resumed on a significant scale, and how the
years follwing World War II have witnessed a substantial

(1) Norman Buckanan and Howard Ellis, Appr >
_ oaches to E
Development (New York, The Twentﬂietﬁ Century Fﬁngfnfgég)

p. 301,
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revival of private foreign investment, especially direct
investment.(l)

Despite this revival, and except for the extrac-
tive industries which are working mainly for export to
the advanced industrial centers, private foreign capital
has not actively participated in the development of under-
developed countries, As far as the Arab Middle Eastern
countries are concerned, the chief characteristic of private
direct investment is its current tendency to concentrate on
petroleum,

Aside from legal, cultural, and political obstacles,(a)
there are two general economic reasons which might ",..explain
why even the traditional type of foreign investment is virtually
non-existent today... First, there is little or no incentive for
private business capital to g0 to low-income countries, Second-

ly, even for the expansion of raw-material supplies for export,

(1) Those investments which involve foreign control of the
enterprises in which the investments are made,

(2) The chief impedements to the flow of private foreign
investment are found on both the demand and supply sides,
Some under-developed countries do not look favourably upon
igivate foreign investment; they fear foreign control of

portant sectors of their economy. On the other hand,
some foreign investors are held back by fear of arbitrary
acts by the governments of capital-imforting countries
(namely the fear of expropriation). still further obs-
tacle is the Bossible occurrence of double taxation, U.N,,
Measures for Under-developed Countries, op.cit., p. 81.
A good detailed discussion of the numerous administrative

and technical obstacles to private foreign investment is

presented in: U,N,, Methods of Finanecin Economic Develop-
ment _in Undeg-deveiopea Countries, og,cgt., Pe 97,
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private business funds will not want to have out in any
steady or sizeable flow unless there is a confident ex-
pectation of steady and sizeable expansion of demand for
such commodities," (1)

It is generally believed that the magnitude of
capital influx to the Arab countries will undoubtedly
not change drastically in the future partly due to the
continuing tension in the Middle East. In fact, private
western capital is steadily leaving the Middle East, except
for oil companies, whose returns are great enough to justify
putting up with the existing problems,

A new source of financing the industrial development
of the region through private means has been recently intro-
duced. On March 17, 1958, the Middle East Industrial Deve-
lopment Projects Corporation (MI.DEC) was officially regis-
tered in Luxembourg by a cosmopolitan group of businessmen
from the U,5., Canada and ten European countries. The
newly formed corporation is seeking the direct participation

(1) Ragrar Nurkse, Problems of Capital Formation in Under-
deVelop%d Countries, (Oxford, Basil Blackwell, 1955)
88

?' " e same argument is made in: U.N,, Methods of
inancing Economic Development in Under-developed
ountries, op.cit., pe. .

(2) France, U,K., West Germany, Italy, Sweden, Norway,
Denmark, Switzerland, Holland, and Belgium, Le Com-
merce du Levant (Beirut, March 26, 1956; Middle East
Business Digest (Beirut, March 24, 1958), pp. 2-4,
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of nine liddle Eastern countries(l) in its initial capital
making a total of twenty-one participants.(a) The forma-
tion of MIDEC is the first serious and practical attempt to
solve Middle East economic problems through other tHan go-
vernment channels., MIDEC's main object will be to develop
new industries, with emﬁhasis on small businesses, through
private means and on a strictly commercial basis. It is
significant that there is neither governmental nor oil
company participation or representation in MIDEC,

MIDEC's basic function will be to bring together
arab businessmen with capital to invest and western cor-
porations with capital and know-how who are willing to
accept a minority interest.(a) For its services, it will
receive 5 percent participation in the equity capital of
any company in the establishment of which it has been

instrumental,

(1) Lebanon, Egypt, Sudan, Saudi Arabia, Jordan, Syria,
Iraq, Kuwait and Iran.

(2) The initial capital, equivalent to Sw, Fr, 1 million,
is divided into "A" and "B" shares, the former only
carrying voting rights. The "A" shares amounting to
Sw, Fr, 420,000 are equally divided between the par-
ticipants (5w, Fr. 20,000 per participant), while the
"B" shares, amounting to Sw. Fr, 580,000, are subscribed
to by the western participants only,

(3) It is expected that the Arab businessmen will supply the
local currency needs of the businesses they run, while
the foreign corporations will supply the necessary foreign
exchange. The upper ceiling for western financial parti-
cipation has been tentatively set at 40 percent of the
capital of the concern financed.
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Since some projects might demand substantial
amounts of capital, MIDEC envisages the possibility of
borrowing from international financial sources, such
as the International Financial Corporation, At any
rate, at the time of its formation, MIDEC's associated
members comprised over eighty companies and institutions
in all types of industrial and commercial activity (among
which are important American, British, French and German
banks). Therefore, the financial capacities of MIDEC
seem to be quite substantial, MIDEC might prove, if
properly managed, to be a good catalyst for the inflow
of foreign capital into the Middle East, and might play
an important role in the future industrial development
of the region,

Whatever may be the underlying economic and non-
economic causes of the current stagnation of international
private investment, it is generally recognized that a sig-
nificant increase in the flow of private investments to
under-developed countries would require substantially
greater incentives than now exist, The Arab countries
should use every possible means to attract foreign capital
by providing a better climate through such measures as
"... granting a convertibility right and authorizing
without any delays or restrictions, the remittability
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of profits."(l) Private capital moves on a sound business
basis of mutual profit and hence provides a firmer long-
run foundation than any other source of external financing,
Private capital investment, which is nowadays almost al-
together in the form of direct investment, brings with it
managerial and technical skill, apart from having the ad=-

vantage of going directly into capital formation.

B. Grants and aids

The Arab countries need huge sums of money to
spend in improving the human factor, on schools, university
training, technical education, public health, and on agri-
cultural extension services. Capital is also needed in
order to improve the administration and to be spent on
basic social needs,

All these requirements which are indispensable for
economic development cannot readily be expected to yield a
direct return. Some of the Arab countries, namely the non-

0il countries, do not have the capital needed to finance such
expenditures, Moreover, some of the basic economy projects,

(1) Paul Klat, "The Future of Economic Development in the
Arab World", Middle East Economic Papers (Beirut: 1956)
p. 67. Proposals for reducing or eIiminating deterrents
to private direct investments may be conveniently grouped
into three meausres: (1) to increase their yeilds %gax
relief); (2) to increase the opportunity of transferring
yields to the capital-exporting countries (through agree=-

ments); (3) to increase the security of investments
against risks not normally associated with domestic
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Table XI
U.S, Foreign Grants, July 1, 1945 - June 30, 1957

(in millions of U,S. dollars)

Country Grants
Egypt 54
Iran 222
Iraq 11
Israel 265
Jordan 38
Lebanon 22
Saudi Arabia R
Syria 1
Turkey 381
1,008

Source: Council for Middle Eastern Affairs,
- Inc., Middle Eastern Affairs, Vol,
III, No. 11 lmont, N.Y.: ovember,
1957) p. 385,

Original Source: U.S. Department of Commerce Office
| of Business Economics, Foreigg Grants
and Credits, by the Unife ates
overnment, June 1957 Quarter, Fiscal

Year)1957 Review (Washington: October
1957),
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a time, every govermment should look at it as a catalyst,
Since it cannot by itself solve the chronic problem,
"Foreign aid will undoubtedly help to relieve the 'dollar
shortage', but will it relieve the shortage of capital?"(l)
Unless an interqational body is created with power to
make grants to the govermnments of under-developed countries
for the purpose of helping them in raising their standards
of living, the Arab countries cannot depend on foreign aid
without taking the risk of being subject to political in-

terference,

C. Loans

Another source of financing open to the Arab counte
ries is through external loans, which include both bilateral
and multilateral financing.(z)

Some Arab countries have benefited from bilateral
agreements such as Jordan, which financed all its development
program from British loans, and recently Egypt and Syria have
resorted to such a device in order to cover the greater part

of their foreign exchange needs in the implementation of

their respective development programs,

(1) R, Nurkse, opeit., p. 93.

(2) Bilateral financing means that only two parties parti-
cipate in the transaction or agreement, while multilateral
financing means that more than two parties participate,
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The U.S5, extends loans with easy terms for develop-
ment through its Export-Import Bank. Up to the present
time, only four Arab countries (Egypt, Iraq, Saudi Arabia
and Syria) have secured loans totalling $22,7 million
from this Bank, which were devoted mostly to non-develop-
mental purposes. '

Table XII indicates some particulars of the four
loans extended by the Export-Import Bank, By June 30, 1957,
$22.4 million were utilized by the Arab countries, while the
outstanding sums amounted to $6.95 million,

Late in 1957, a new source of bilateral financing for
economic development was made available by the U.S, through
the Development Loan Fund (DLF). Within a few months, ap-
plications from the Middle Eastern countries reached $225
million, but it has not been known yet what proportion of
these applications has been approved. 4t any rate, even
though the financial capacities of the DLF seem to be
limited to roughly §925 million, its ability to make con-
tribution to economic development in the Arab region is
unquestioned,

As far as the multilateral financing is concerned,
IBRD and its affiliate, IFC,(l) are the main specialized
agencies. Up till now, IBRD's attitude toward the under-

(1) IFC was established in August, 1956, Up to the present
time none of the Arab countries has yet applied for a
loan, '
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Table XII

Export-Import Bank Loans to the Arab Countries

(in millions of dollars)

Principal Outstanding on
Country  Authorized  Utilized Collected dJune 30, 1957

Egypt Ted T3 5.1 2,2
Iraq 0.5 0,2 0.02 0.1
Saudi
Arabia 14.8 14.8 10,1 4,6
Syria 0.1 0.1 _0.05 0.05
Total 22,7 22.4 15,27 6.95

Source: Council for Middle Eastern Affairs Inc.,
Middle Eastern Affairs. Vol, III |Elmond,
N.Y. November 1957) p, 388,
Uriginal

Source: U,S., Department of Commerce, Office of Business
Economics, Foreign Grants and Credits by the

United States Government, June Quarter,
Fiscal Year 1957 Review tWashington: October
1957).

developed countries has been rather reserved. For the last
few years, the Bank has allotted a sum not exceeding $300
million annually to underdeveloped countries, which falls
short of total needs,

Of all the Arab countries, only Iraq and Lebanon have
obtained loans from IBRD so far, Syria, Egypt and Jordan

have applied for loans but with negative results, It is
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believed in some circles that, despite its being an inter-
national body, political factors have been a setback on

(1)
the success of some of its operations.

IBRD seems to attach excessive importance to the
foreign currency aspects of development. Instead of that,
it should attempt at-building up the capacity of underdeveloped
countries which would later on facilitate the transfer problem
of meeting the debt charges.(z)

However, it should be noted that an important obstacle
to greater lending by the IBRD has been the unpreparedness
of some govermments. Even when all the good intentions for
rapid progress prevailed, some countries lacked the facility
of absorbing capital rapidly due to the lack of technical
staff to undertake surveys and to prepare concrete over-all
plans.

IBRD has sent several missions to Arab countries and
as a result of the reports submitted by the individual
missions most of the governments concerned have elaborated
development plans, and hence are better equipped to absorb
capital constructively. It might, therefore, be expected
that the Arab countries would benefit more from such a source
in the future, especially if the IBRD decides to allot more
capital to underdeveloped areas. However, it would be more

realistic to assume that the policy of the IBRD will not

(1) Burhan Dajani, "An Arab Development Bank", op.cit.,

(2) U.N., Measures for Underdeveloped Countries, op,cit.,

p. 83,
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change drastically towards the underdeveloped areas of
the world., The reasons for expressing such point of view
are clearly pointed out in the following quotation:

"The gap between the needs of the Middle East and
its importance, and Fhe insignificance of the loans granted
for its development, indicates a fundamental problem in-
herent in the functioning of the Bank ....

In a certain sense the International Bank is han-
dicapped by a kind of banking conservatism which cannot
meet the needs and aspirations of underdeveloped count-
ries. It naturally tends to recommend a rather slow and
organic development procedure and to avoid the risk of
financial overstrain. The underdeveloped countries want
to make big strides. Their governments are under internal
social pressure, and externally they are exposed to the
East-West competition for economic preponderance... The
peoples of the Middle East want to see tangible results
in terms of higher standards of living for their rapidly
increasing populations... At the present pace of development,
the gulf between the underdeveloped countries of the East and
the developed countries of the Wwest is widening, Countries
like Egypt, Syria, Lebanon and Jordan prefer to take risks
and endure certain financial strains to accelerate progress,
This is bound to conflict with the principles of the Inter-
(1)

national Bank,"

(1) Alfred Michaelis "International Bank Activities in the
Middle East", lilddle Eastern Affairs, Vol. VIII, No, 5
(New York: May 1957 Pp. 184-185,
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II. The Need for an Arab Development Bank (ALB)

It follows from the preceding discussion that foreign
financing will undoubtedly assist the Arab countries in their

endeavour of raising their standards of living, But foreign
financing will not be enough by itself. "Unless the habits

of consumption and saving, the institutions and legal frame-
work for accumulation, lending and investing can be adapted
to the building and maintenance of capital, foreign aid

can bring only transitory benefits. A permanent basis for
higher living standards must be created within the society;
indeed, this is the very meaning of econcmic development,
Unless the chief nurture of growth is indigenous, the so-
ciety is constantly exposed to retrogression."(l)
The Arab countries should depend to a large extent
on domestic financing. In order to increase resources avail-
able for the domestic financing of economic development, re-
course may be had to a variety of methods: voluntary savings,
fiscal measures, inflationary methods and direct control,
None of the methods will be taken up in this discussion, be=-
cause such matters fall beyond the scope of this dissertation.
However, one important source of financing, of an inter-regional

nature, open to the Arab countries, but which has not yet been

employed, will be discussed in some detail.

(1) Norman Buchanan and Howard Ellis, ﬂgproaches to
Economic Development, op,cit., p. 301
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The Arab Middle East has occupied lately a promi-
nent role in Western European industrial development as a
result of the striking of oil. However, the mere abundance
of oil and the wealth accruing to the Arabs have not been
"unconditional blessings,"™ Aside from the disruption and
the foreign domination that it has entailed, oil cannot
be a blessing unless a large proportion of royalties is
devoted to the development of the entire region.

Although actual production forms a very small part
of total proven oil reserves,(l) these reserves are liable
to exhaustion within the foreseeable future or even oil
might be substituted for by atomic power. Ccnsequently,
unless quick action is taken to build up the productive
capacity of the Arab economy, the progress achieved so far,
as reflected by higher standards of living, will be soon
caught up by the tremendous population increase. The whole
region will become a poverty-stricken economy, and again
will fall into that vicious circle.

Arab oil revenues are ever-increasing as a result
of better payments terms and increased production. In

1955 and 1956, total revenues were $790 and ¢794 millions

(1) Emile Bustani, "Sharing Oil Benefits", Middle Egst
Forum (Beirut: January 1958) p. 9. DBustani gives
the figure as 1%.
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respectively(l) and it is expected that in 1957 both years
will be exceeded.

The three largest producing countries, Saudi Arabia,
Kuwait, and Irag accounted for $750.4 million in 1955 and
$714,4.million in 1956.(2) Of these huge sums, an insig-
nificant percentage hés been spent on new development. Be-
cause of the poverty in natural endowments (with the excep-
tion of oil) the extent to which Kuwait, Bahrein, (Qatar and
even Saudi Arabia can be developed is extremely limited.
Only Iraq has vast potentialities for development and seems
capable of absorbing most if not all its future oil revenues.

The central problem of development in the Middle
East is that the oil revenues seem toO be mostly used to
finance development projects which will raise the national
income but nothing more., In order to prevent the population
growth from absorbing the increased output, "the oil royal-
ties must be used as a fulcrum by means of which national
income can be levered not only to a higher level but to a

higher level from which it will continue to grow.(a)

(1) U.N,, Economic Developments in the Middle East, 1955-56,
op.cit., ps 93

(2) Ibid,,

(3) S.d. Langley, "Oil Royalties and Economic Development

in the Middle East", Middle East Economic Papers
(Economic Research institute, AUB) p. 27.



Since development opportunities are completely in-
adequate in the oil countries, except Irag, then a strong
case exists for transferring part of the wealth to other
neizhbouring Arab countries, which are better suited for
development, but lack the required capital. The produc-
tivity of capital is much higher in Lebanon, Syria, Egypt
and Jordan than in the Sheikdom's and therefore an influx
of capital would set off a cumulative process of economic
growth which will insure an adequate income in the future.

A suitable way of transferring this wealth 1is
through the creation of an Arab Development Bank whose
capital would be largely contributed to by the oil count-
ries, By doing so, the whole regiop would obtain unending
benefits from its oil wealth.

The creation of an arab Development Bank is justi-
fiable only if certain conditions prevail., The question
naturally arises as to whether those countries which have
the available financial resources are willing or can in-
vest them in other countries through such an institution.
The problem is by no means easy.

In the first place, some potential lenders have
developed consumption habits which leave little or no sur-
plus for any development. Saudi Arabia, despite the fact
that only a negligible part of its enormous oil revenues

is spent on development, seems to be in the peculiar



situation of being constantly indebted to the oil
company.

Secondly, some potential lenders do not possess
the freedom of action which might enable them to take any
appreciable part in investment.(e) For example, in the case
of Kuwait, an ndvisoré Board, with headquarters in London,
and entirely composed of British citizens, is responsible
for the all-important question of investing Kuwait's sur-
plus capital. Hence, for all practical reasons, it seems
logical to assume that a part of these revenues which take
the form now of Kuwaiti loans to Great Britain at 2.5% in-

terest rate,(d) is not readily available to Kuwait.

While Saudi Arabia's problem can be easily solved
by cutting down conspicuous expenditures, that of Kuwait
is of a different nature, The advisory Board should be
made to understand and realize the advantages of such an
institution and the role that it can play in the whole
region,

It is true that investment in such an undertaking

(1) Paul Klat, "The Future of Economic Development in the
Arab World", op.cit., p. 63.

(2) Burhan Dajani, "An Arab Development Bank", op.cit.,pe. 1ll.

(3) Burhan Dajani

"The Soviet-Syrian Economic Agreement",
op.cit., Pp. 4],
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might be somewhat risky in the sense that Arab countries
have only recently acquirea their independence and hence
have limited experience in development. The danger of
undertaking projects which might prove to be unprofitable
will exist, at least during the first years of operation,
but the bad consequenées could be limited. The bank can
and should take a conservative attitude at first until it
feels its way through.
The oil countries should realize that it is more
profitable to invest their surplus capital in the Middle
East than elsewhere. They should realize that in case of
political disturbances or war, it is easier for them to get |
back their money if it is invested in friendly Arab countries. ‘ﬁ*
The aggression on Egypt and the consequent blocking of foreign g
exchange balances should have opened their eyes to that fact. |
It seems realistic therefore, to assume that the oil
countries should and will consider seriously an eventual par-
ticipation in such a bank. /
A further possible source of capital would be thé
0il companies. Much of the present prosperity in the Arab
countries is due to the initiative of these foreign oil
companies which have provided the funds for financing all
operations, the technical knowledge and experience and all

the facilities of a world wide organization. They have re-

cently shown their goodwill by offering better terms of
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payments, but they are still reaping huge profits. It is

in their interest to help the Arab countries in every way

they can, one way being by investing a proportion of their
profits in Middle East development.,

Py contributing towards a smooth and positive
development in the whéle region, the oil companies will
insure, in a sense, the continuation of their activities.
The blocking of the Suez Canal and the tlowing up of the
Syrian pumping stations (which resulted in the stopping
of Iraqi oil to flow across Syria) have shown to what ex-
tent Western Europe's industrial plants depend on Middle
East oil. Therefore, it is to the benefit of both parties
that a stable arrangement be arrived at which "will insure
the uninterupted flow of oil, upon which Arab Development
Programs as well as the Zuropean economy depend."(l)

Once this is fully realized, and the proper approach
to the oil companies is made, the results ought not te nega-
tive. The past record of the oil companies in lending local
governments might be regarded as suggestive of a possible
willingness on their part to co-operate.

One point should be stressed: the Arab Development
Bank will be a purely business concern; it is neither an
aid nor a charitable institution. However, a necessary con-

dition for success is that the rate of interest should be

(1) Emile Bustani, op.cit., P. 94
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somewhat low, at least lower than the rate of which capital
can be obtained from international sources.(l) Otherwise,
the high interest burden will impose a further obstacle to
development,

This does not mean that the Bank is established
to compete with the IBRD. On the contrary, it is with the
idea that this institution can complete the gap which can
neither be filled by the IBRD nor by its affiliate, IFC, that
the suggestion is presented.

An arab Development Bank can perform many functions
which the IBRD is precluded from performing either by its
(2)

articles of Agreement or by its practices. For example,
the IBRD loans are extended for the purchase of equipment
needed for development projects, leaving the burden of all
other costs entirely on the local government or institution.
This imposes a heavy limitation on development especially
on projects which demand a high labor cost component. A
serious trap which some governments might fall into in

underdeveloped countries is to try and imitate the highly

developed countries by applying labor-saving equipment

(1) This does not mean that the participating countries
should not have a fair and secure return, otherwise
there will be no sufficient inducement for the poten-
tial lenders to participate,

(2) Burhan Dajani, "An Arab Development Bank", op.cit., p. 12,
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while the country has surplus labour (This danger is inc-
reased when the IBRD is granting a loan for the purchase
of equipment, Since by doing so most of the costs would
be shouldered by the IBRD).

The other limitations of the IBRD namely that
it extends loans only’'to governments or to private concerns
but with government guarantee, and that it does not indulge
in equity financing, are supposed to be compensated for by
the IFC. However, no matter how successful the latter is
in stimulating the productive investment of private capital,
its financial resources are limited and consequently its
services should be regarded as supplementary to the other
sources of financing.

By creating an Arab Development Bank, the par-
ticipation of the IBRD in Middle East development will
be rendered easier. This could be achieved by the grant-
ing of a line of credit, over and above the other re-
sources of the Arab Development Bank, along lines similar
to those previously adopted with the Turkish Develcpment
Bank.

Aside from the above financial considerations
there are non-financial, but economic advantages of such
a bank. No matter to what extent the IBRD is active and
shows interest in the initiation and promotion of pro-

jects in the Arab World, a regional bank would be more
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efficient for our purposes. # bank which is entirely
preoccupied with a definite region, will inevitably
acquire a more intimate knowledge of the needs of the
region and by experience can develop its own technique
for promoting private gevelopment. A regional bank of this
nature can play a very useful economic function and might
be able to help in the co-ordination of economic growth
for the entire regicn and, consequently result in the more
efficient exploitation of its resources.

There are non-economic advantages too, In an
age like ours where political development is closely tied
up with economic development, the far reaching economic

consequences of such a project are clear., The security

of the Arab world depends to a large extent on its economic
development, since such development is essential for stabi-
lity.

Behind such an array of advantages, one cannot
but wonder why that institution has not come into being
yet. So far the oil countries have shown no real interest
in the project, "The whole issue is basically one of co-
operation and mutual trust. The oil countries must be
made to understand that the economic development of their
neighbours can only be to their own long-run economic

advantage. Once this oneness of interest is appreciated
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and close co-operation achieved a good part of the

problem of capital would be solved."(l)

(1) Paul Klat, "The Future of Economic Development in
the Arab World", op.cit., p. 63. The word Part is
used on purpose, 5ince it is believed that the
creation of such a bank, will considerably reduce
the need for foreign capital, but will not eliminate
it completely.



CHAPTER IV

A HISTORICAL SKETCH

Among the first who realized the possibilities
and advantages of an Arab Development Bank (ADB), were
the British and American governments, who in 1945, in

consultation with the oil companies operating in the Middle

East, "recommended the setting up of a bank for general
economic development, covering all the territories concerned,

to which the companies would have assigned a proportion of

their profits, for investment in long-term development

. 1
progects."( ) It was fully realized that such a scheme

would be the only way of securing that the development

of the chief resource of the region would directly promote

a general rise in its standard of living.
The proposal which was a part of the general
Anglo-american oil agreement (signed in 1945), was not

carried out mainly because the general agreement was not

(2)

ratified. Since then, the interest of both countries,

in such a venture, has not been revived.

Soon many Arab politicians and economists became
aware of the benefits of such a project, and put forward
(1) Doreen Warriner, Land and Poverty in the Middle

East (London: Royal Institute of International
Affairs, 1948) p. 139,

(2) For further details on the agreement, see "0il
Politics", The Economist (January 2, 1947),
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their views through the Arab press. It was left to
Professor Said Himadeh to present the first definite plan;

in an address before the third session of the congress of
Arab Chambers of Commerce, Industry and Agriculture, which
took place in Damascus on May 8, 1953, he exposed his
ideas on the need for such a bank, and the possibilities

(1)

of its establishment and success.

Professor Himadeh recommended the creation of a
bank, with an authorized capital of the equivalent of
£E 400 million, half of which would be subscribed to by
the Arab governments in proportion to their budgets, the
other half being left entirely to the o0il countries in
proportion to the oil royalties they receive.(z}The first
half of the share capital was to be paid in the different
local currencies, while the second in the currencies which
the governments received from the oil companies, and in
the same proportion. That method would ensure to the
bank its foreign exchange needs, Furthermore, the bank
was to supplement its resources by the issue of interest
bearing bonds which would be purchased by the oil companies

to the extent of 25 percent of their net operational

profits.(s)

(1) Said Himadeh, "The Financing of Economic Development
in the Arab Countries and the creation of an Arab

Development Bank", The Economy of Lebanon and the
Arab world (Beirut: Nos., 15 and 16, May-June 1953)
ppc 35-50- 5
(2) The grogortion-of share capital was to be calevulated
e

on t asis of 1953 figures, with an adjustment every
three years. lbid., p. 46.

(3) Ibid., p. 47.




At the request of the Lebanese government, Professor
Himadeh prepared a complete draft of the proposed Arab
Devel opment Bank, and submitted it to the government on
May 25,(%?53, which in its turn submitted it to the Arab
League.

The idea of an ADB took first official notice during
the Conference of ‘Arab Ministers of Finance and Economy
which was held in Beirut late in May (25-31) 1953, It
was decided at the conference, "... that the Arab countries
are in great need for the formation of a financial insti-

tution for Arab development, and that the best way for
establishing this institution is by requesting the Secre=-

tariat General of the Arab League to study the project
and the possibilities of its execution, taking the advice
of experienced banking institutions in technical and org-
anizational matters. The results of the study were to be
put before the Economic Council of the Arab League at the
earliest possible date."(al

As a result of the above recommendations, the
Secretariat of the Arab League adopted the draft project
of Professor Himadeh, after introducing few alterations,
and presented it to all the members., The IBRD was requested

to comment on Professor Himadeh's plan, and to give its

views on the possibility of creating such an institution.

(1) The complete draft, which contains certain modifica-
tions on the original plan, most important of which

is the cutting down of the authorized capital in half,
from £E400 million to £E200 million will be discussed

in detail later on., See The Economy of Lebanon and
the Arab World (Beirut: No. 25, May 1954) pp. Ll-23.
(2) Secretariat General of the Arab League, Economic

Section, The Arab Financial Institution for Economic
Development (Cairo: 1957) p. 3.
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During the first ordinary session of the Economic
Council, held in December 1S5Z, the draft pro ject was
presented, after which the Council took the resolution to
refer the matter to the Financial Sub-Committee for further
investigation,

After its first two meetings (held on December &

and 10, 1955 respectively), the Financial Sub-Committee of

the Economic Council, found out that it needed more inform-

(1)

ation on certain aspects of the scheme before it could

present a complete draft, and instantly informed the
Economic Council about the result of its study.

The Economic Council met on December 10, 1953, and
after listening to the report of the Financial Sub—Committee,
was convinced of the arguments presented and decided to
refer the matter to a sub-committee, The latter was asked
to gather the opinions and suggestions of all member coun-
tries, and along with its personal study of the project,
to embody the whole in a report which will discuss the

technical and economic possibilities of creating the

proposed institution,

(1) The Financial Sub-Committee felt that it needed
further investigation on problems such as: the fix-
ing of the unit of currency on the basis of which
subscription to the authorized capital was to be
made; the fixing of the amount of authorized capital
and the method of subscription; on estimating tge
amount that the ADB can get, either through parti-
cipation or through loans, from the 1BRD etc.
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The Sub-Committee did not meet on the date scheduled
(January 23, 1954) due to the delays of member countries in
submitting their suggestions, but the subject was brought up
again, when the Economic and Financial Committee was convened
in July 1954,

Turn by tumm, the draft project prepared by the
Secretariat General of the Arab League, the comments of all
the member countries, and the memorandum of the IBRD(l) were
reviewed. The committee, despite its approval of creating
a joint financial institution in principle, believed that
the original draft was not practical for execution. It

suggested that the IBRD should be contacted, and asked to

prepare a different draft, with the help of Arab experts,
which will conform more realistically with the economic
conditions of the region, and hence have a better chance
of success,

The decision reached at the second ordinary session
of the Economic Council (December 1954) regarding the fin-

ancial institution, was ",., to ask Dr. Abd Jalil el-Omari
to prepare a new draft project, which will be eventually
presented to the various governments, and then the Economic

Council would be summoned in an extraordinary session at

which the final text of the Articles of Agreement of the

2
ADB would be agreed upon."( )

(1) The IBRD memorandum was published in The Economy of
Lebanon and theé Arab World (Beirut: No, 27, Sep%. 1954)
pp. 32-38. ;

(2) Secretariat General of the Arab League, Economic Sec-

tion, The Arab Financial Institution for Economic
Develo ment, p. 4.
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The Economic Council was not convened in an extra-
ordinary session, but at the end of its third ordinary
session (January 25, 1956) a resolution was taken ",.. to
establish an Arab financial institution for economic develop-
ment with an authorized capital equivalent to £E20 million

fixed in gold at the time of formation., The authorized

capital was to be subscribed to by the Arab countries in

proportion to their shares in the Arab League Budget, and

every country was to pay twenty-five percent of its total
subscription as an initial payment, as soon as the insti-
tution was established, while the rest was to be decided
upon by the institution ... Arab countries, not members in
the Arab League, were accepfed to participate in the above
capital of the institution.“(l)

In accordance with the decisions of the Economic
Council the Secretariat General prepared the draft project,
as well as an explanatory memorandum, and was assisted by
Dr. Abd-Jalil el-Omari. In the meantime, having already
received the proposal prepared by the IERD, it compared
both drafts in a supplementary explanatory memorandum,

and sent copies of all these documents to the member coun-

(2)

tries.
The Economic Council discussed both projects during

its fourth ordinary session (May 1957) and after long

(1) Ibid., p. 5.

(2) The Arab Leagué and the IBRD drafts will be discussed
later on.
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deliberations adopted that of the Secretariat General, with

slight changes, and unanimously voted to create an ADB in

its meeting of May 3, 1957,
Of the nine countries which voted to create an ADB

only four, namely, Egypt, Saudi Arabia, Syria and Jordan

have so far signed the Agreement.(l)
Since the share in the total subscriptions of these

four countries in the stock capital of the ADB (which is

roughly 67 to 68 percent)(z)falls short of the minimum

percentage required (75 percent) to enable the Agreement

to enter into force, the ADB cannot be established unless
other countries decide to participate. It is hoped that,
during the fifth ordinary session of the Economic Council,
the subject will be brought up again. If this long projected
Arab Development Bank should ever materialize, a project
which has been considered and is still considered by many
economists as the most ambitious yet conceived in the Arab
World, it might form the launching of a new and bold phase

in regional economic organization and co-operation.

Having a seniority right, Professor Himadeh's pro-
posal will be discussed in the first section of Chapter v,

(1) Letter from the Arab Lea§ue Council to the various
Ministries of Foreign Affairs, dated May 13, 1957,

(2) For further details of the distribution of shares
among the individual countries, see Chapter V,
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while the second section will be devoted to a comparison
of the two other major proposals, those of the Arab League
and the IBRD, with that of Professor Himadeh without, how-
ever, attempting an evaluation of any of them,

The comments and suggestions forwarded by some

Arab League experts and other Arab economists on the above

proposals, as Well as the discussion of few original, but
less detailed, proposals(l)cannot be mentioned in detail, .
However, reference will be made to the most noteworthy

criticisms and suggestions in another chapter, which will

deal with the appraisal of the three main schemes.

—

(1) The latest original, but sketchy, proposal is that
of Mr. Emile Bustani, who proposes to establish an
Arab Development Bank, which will be equally financed
by the oil-producing countries and oil companies out
of a fixed proportion (he suggests 10 percent) of the
yearly operational profits of the oil companies, be-
fore distributing royalties, taxes and profits to either
the oil countries or the companies. For further de-
tails, see Emile Bustani, "Sharing 0il Benefits",
Middle East Forum (Beirut: January 1958) p. 9.



CHAPTER V
THE MAJOR PROPOSALS

The present chapter is of a descriptive nature,
The first section is a resumé of the Articles of Agreement
of Professor Himadeh's proposal for the creation of an
Arab Development Bank (ADB), which was presented to the
Lebanese Government on May 25, 1953,

The second section is devoted to a comparison of
the Arab League and the IERD proposals with that of Pro-
fessor Himadeh. In this comparison, major stress will be
laid on the Arab League proposal, partly because it was
adopted by the Arab countries during the Fourth Ordinary
Session of the Economic Council of the Arab League (May
1957) and hence deserves more careful investigation; but
more so because of the partial inadequacy of the IBRD

proposal.(l)

(1) In Fact, the limitations of the IBRD proposal are
readily recognized by its own proposers., In the
introductory section of the proposal the IBRD states
that "The draft has been prepared without having the
benefit of the views of the sponsoring governments
in respect of basic problems affecting the Bank's
structure, the sources of its funds and the essential
nature of its operations. In the absence of policy
decisions on such matters, a draft charter can do no
more than serve as a basis of discussion and a means
of raising questions for consideration. This draft
has been prepared to serve those purposes and does
not purport to reflect any views of the IBRD on policy
issues of the kind mentioned above." IBRD, Articles of
Agreement of the Arab Development Bank (Fublished by the

Secretariat General of the Arab League, Cairo: 1957) p.l.

Moreover, the draft is incomplete in the Senmse that im-
portant matters have been left open, such as the amount
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It is evident that the discussion cannot include
all the provisions of the Articles of Agreement of the
three proposals., An attempt has been made at covering
the most basic items, as well as the main controversial
issues,

’

(1)
I. The Himadeh Proposal

A, Purpose of the ADB

(2)

The purpose of the institution is fourfold:

l. To help in the economic development of the
Arab member countries by facilitating the pooling of
financial resources and their channeling into productive
ventures, and also to help in developing the productive

means and resources of these countries.

of authorized capital, the currency in which it is to
be expressed, the number and value of the shares, and
the currency or currencies in which subscriptions are
to be paid,

It is also mentioned in the introduction to the IBRD
proposal, that " The IBRD draft follows in general

the pattern of the articles of Agreement of the IFC,
which seemed more appropriate as a framework than
those of the IBRD, which provide for more restricted
activities and contain clauses which seem unnecessary
for the purposes of the ADB... It is possible that the
approach to the organization and operations of the ADB
as reflected in the draft or the language used in par-
ticular sections may not always be appropriate for an
institution designed to operate in the Middle East
which has a background, law and culture differing from
that on which the draft is based. Accordingly, it may
be necessary to make certain changes on that account."
Ibid., p.l.

(1) Said Himadeh, "An Arab Development Bank," The Econom
of Lebanon and.the Arab world (Beirut: No. 25, May 1954)

pp. 11-2G., Proposal published in Arabic,

(2) Article 1.
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2, To expand the trade relations among member
countries by participating in the financing of regional
projects, especially those which result in regional
specialization of production.

S« To manage its operations in such a way so as
to take into consideration the relative financial needs of
member couﬁtries, and its (the ADB's) impact on the pre-
vailing economic conditions.

4. To co-ordinate the loans it extends with the in-
ternational loans, priority being given to the most useful
projects.

B. Membership

(1)

Membership is open to:
1. The arab states which sign the Agreement (regarded
as original member); and
2. Any Arab state that might join later on,
C. Authorized Capital

The authorized capital is set at 200 million Egyp-
tian Pounds, valued in terms of gold, as declared to the
International Monetary Fund.(a) The capital is divided
into 2000 shares, each of the value of LE 100,000, (3) issueq

at par.(4)

(1) Article 2,

(2) On September 19, 1949 the Egyptian Government declared
to the International Monetary Fund that the gold con-
tent of the Egyptian Pound was equivalent to 2,55187
grams of fine gold.

(3) Article 3, paragraph 1.
(4) Article 5.
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The ADB is empowered to increase its capital, if it
finds it suitable or necessary, but the increase re?u§res
1

a three-fourths majority of the total voting power.

D, Subscription to the Stock Capital

he share capital is distributed among all parti-
cipating countries‘in the following manner: the share of
every country is proportional to the magnitude of its 1953
budget revenues (including oil revenues), in relation to
the total budget revenues. . A member country is entitled
to subscribe to a larger part of the capital stock than which
is alloted to it, in accordance with the above principle. In
such an instance, in order to meet the increase in demagd for
its shares, the ADB should increase its capital stock.(O) All
problems relating to the method of subscription, the kind of
sharesi and the way of payment, will be decided upon by the
ADB.(4

The capital stock is divided into three parts:

1. The first quarter will be called in in ten

(5)
annual instalments, the first of which is payable

(1) Article 3, paragraph 2,

(2) Article 4, paragraph 1,

(8) It is assumed that all the countries will subsecribe
to the amounts that are alloted to them. Article 4,
Paragraph 2,

(4) Article 4, paragraph 3.

(8) Article s, paragraph 1,
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within eight months of signing the agreement, while the
remaining nine instalments will be payable in the month
of January of every following year.(l) Table XIII shows
the amounts of annual subscriptions of member countries

during each of the first ten years.

Table XIII

Himadeh Proposal

Subscriptions to the Capital Stock of the ADE

(in millions of Egyptian Pounds)

Total Annual

Country Budgets(l) Subscription Subscription
Egypt 200 80 2,000
Iraq 85 54 0.850
Saudi Arabia 80 32 0.800
Kuwait 60 24 0.600
Syria 20 8 0,200
Qatar 15 6 0,150
Lebanon 12 4,8 0.120
Sudan 10 4 0.100
Jordan 10 4 0,100
Lybia 6 2.4 0,060
Bahrein _ 0.8 0,020
500 200,0 5.000

(1) Figures for the year 1953
Source: Said Himadeh, "An Arab Development Bank," The

- Economy of Lebanon and the Arab World, {BeTrut:
0. 25, y 4) p. 23,

(1) Article 9, paragraph 1.
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2, The second quarter will be called when the ADB
finds that its funds are short of its requirements.(l)
This portion of the stock capital is callable in dates
and instalments decided upon by the ADB.(E)

3. The third and fourth quarters are callable only
for the settlement of obligations undertaken by the ADB,

and to the extent of those obligations, in dates deter-

(8)

mined by the ADB, The extent of the liability of mem-
ber countries is limited to the unpaid part of the share
capita1$4)

Every member pays its share to the capital stock in
the currency or currencies in which it receives its budge-
tary revenues, and in the same proportions that it receives
these currencies.{s)

Equilibrating measures are provided for in order
to stabilize any fluctuations in the rate of exchange of
member countries, In case of devaluation, the member
ought to pay additional amounts of its own currency to

bring up the value of its total payments to its original

(1) Article s, paragraph 1,

(2) It is not memtioned specifically, whether the second
quarter will be called in only after the tenth year,
or simply when the ADB finds that the first quarter
funds are not sufficient for the development needs of
the area. Article 9, paragraph 2,

(3) Article 6, paragraph 1.
(4) Article 7.

(5) Article 8,
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level; or, alternatively, the member's contribution

ought to be equitably adjusted in case of the overvalua-
tion of its currency by withdrawing part of the original
subscription.tl)

The shares of the ADB cannot be pledged or encum=-
bered in any manher whatever, and can only be transferred

_(2)
back to the ADB, 5

E., Other Financial Resources

The financial resources of the ADB, other than
its stock capital, consist of:(b)

1. Amounts borrowed from the IERD and other banks,
or through the floating of bonds; and

2. The reserve capital,

The ADB fixes the conditions under which the bonds
are issued, 4t no time can the value of total bonds

issued exceed the subscribed capital and reserve of the
ADB.,

Ten percent of the annual net operational earn-

ings of the ADB gre automatically transferred to the re-

serve fund., Additional sums, out of profits, could be

(1) Article 10,

(2) Article 11. No explanation is given on whether mem-
ber countries can resell or return their shares to
the ADB, except when a member loses its membership,
Wwhen a member is suspended, or when it willingly
withdraws its membership, it is obliged to resell its
shares to the ADB, Article 39, paragraph 2,

(3) Article 12,
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transferred to the reserve fund, the decision being left

(1)

to the Board of Governers.

F. Functions
The functions of the ADB or the forms of financing
are divided into.two broad groups:(z)

1. Extention of lecans,

2, Direct equity participation.

Loans are extended to member governments and de-
velopment boards, or to specialized agricultural and in-
dustrial credit institutions, a government guarantee
being required in the latter two cases.

The ADB may participate partially in the capital of
companies which undertake developmental activities in one
or more countries of the region. It also may participate
in companies which indulge in trading activities,on a re-
gional basis.

All of ADB's financial resources, whether mobilized
in the form of loans or in direct participation, should be
invested in member countries only.(s)

G, Operational Principles of Financing

The operational policy of any institution of this

nature is of prime importance as far as the contribution

(1) Article 36, paragraph 1.
(2) Article 14,

(3) Article 1:.
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of such an institution to the economic development of
the region is concerned., If the principles adopted are
impractical, it follows that the Bank will not be able
to serve its purpose. Therefore, great care should be
taken in formulating a practical and flexible policy.
Before coﬁing to the operational principles of
financing, it should be noted that the ADB and its offi-
cers are not allowed to interfere in the political affairs
of any member. Nor should the officers be influenced in
their decisions by the political character of the member
concerned. If the purpose or purposes of the ADB are to
be achieved, only economic considerations should be rele-
vant to its decisions, X}

1. Extension of Loans: The ADB is not allowed to

grant any loans to any member country or any institution
operating in that country, unless certain conditions are
satisfied. In this connection, a distinction has to be
made between loans which are extended to finance a spe-
cific project, and those advanced to financial developmen-
tal institutions, since the criteria for loan approval
differ in the two cases,

There are four requirements in the case of loans

(2)

extended to specific projects. First, if the reci=-

pient is not a government, then the government, the

(1) Article 24,

(2) Article 17, paragraph 1.
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central bank, or any similar institution accepted by the
ADB, should guarantee the repayment of the loan, the in-
terest charges, and other supplementary costs. An excep=-
tion to the above rule is allowed when an enterprise, in
which the ADB has participated, applies for a locan. The
ADB is empowered'to approve the loan without demanding
any government guarantee,

Secondly, the ADB will not extend any loans, un-
less it is convinced that the requesting borrower cannot
get sufficient money from other sources, on reasonable
terms, to finance the project.(l)

Thirdly, a committee of experts should examine the
financial, technical, and economic aspects of the projects,
and submit a report to the ADB before the loan is ap-
proved.(a) The committee is asked to pay special attention
tec the prospects of recovering the investment. The ADB
should be convinced of the recommendations of the commit-

3
tee (in case they are favourable)( ) and of the capacities

of the government in fulfilling its obligations as debtor

(1) It is not mentioned whether the IBRD and the IFC are
included among the other sources,

(2) The committee of experts for any project consists of
two or more members, The governor who represents the
country in which the project is undertaken chooses a
technician, while one or more experts will be selected
from the regular technical staff of the ADB, Article &1,

(3) In case the committee's recommendations are unfavourable,
the ADB would also have to be convinced of the soundness
of these recommendations.
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or guarantor; otherwise, no loan would be granted.

Fourthly, the ADB will not finance on enterprise
in the territories of any member, if such a project will
harm the interests of the other members.(l)

A prerequisite for the extension of loans to fi-
nancial developmént institutions is that the borrower
should be a specialized institution in industrial or
agricultural credit or both. Loans should be guaranteed
by mortgages or shares acquire& through the operations of
the borrowing institution, but the loan should not exceed
fifty percent of the value of the collateral or shares
placed as a guarantee.(a)

The ADB will extend loans in currencies other than

the currency of the borrower, except in the case of credit

institutions which can borrow of the currency of the country

in which they are operating.(b)
The ADB has the right to make arrangements to ensure

that the proceeds of any loans extended by it, will be used

(1) This requirement is ambiguous. Presumably, the com-
mittee of experts will determine whether a project is
harmful or not. An important question is whether the
committee will consider competition harmful.

(2) Article 17, paragraph 2,

(3) Article 22, Since the demand for every currency need
not necessarily be proportional to its supply (and will
not in all probability be proportional), and since it
is not in the advantage of the ADB to have idle re-
sources, the ADB reserves the right to convert the cur-
rency of any member, into the currency of any other
member or into foreign currencies, according and to
the extent of its needs (Article él).
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(1)

only for the purpose for which they are made available,

2. Direct Participation: Coming to the opera-

tional policy pertaining to the other form of financing,
namely, direct participation in enterprises, certain co?él
ditions are required if participation is tc be obtained.

First, thé ADB will not participate except in those
enterprises in which private capital or governments are
unwilling to invest alone.

Secondly, the ADB should limit its participation
to those productive ventures which are apt to yield rea-
sonable returns.(O)

Thirdly, the ADB should be certain of the success
of the project. This could be partly achieved by consult-
ing technical institutions as well as economists experienced
in the type of project concerned, prior to participation,

Fourthly, there should be an upper ceiling for the
participation of the ALB in any single project as well as

for its aggregate participations. The participation of

the ADB in any single project should not exceed one third

(1) article 18, paragraph 1.
(2) Article 19,

(3) Reference is made here to the profits to shareholders,
and not to the economy. This requirement would limit
the contribution of the ADB, since most public utili-
ties, which yield very little profits, if any, but are
extremely useful to the economy, might not be financed,
if the above principle is applied.
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the capital of the company which is undertaking the project.
Moreover, at no time should the participation of the ADB,
plus its loans, if any, to anyone of these ventures exceed
10 percent of the paid-in capital and reserve of the ADB,
Finally, total participations of the ADB (including the
loans extended t; those ventures in which it participates)
should not exceed 40 percent of its paid-in capital and
reserve.(l)

Fifthly, the aDB should be represented in any
enterprise in which it invests, in proportion to its par-
ticipation in the total share capital.

Since the ADE should try to pool private capital,
it is advisable that it gives up the shares which it
acquires through its investments by sale, whenever pos-
sible, to Arab individuals or companies for "reasonable
prices"(z)provided such sales do not cause any considerable

(3)
jeopardy to the other stockholders of the concerns.

(1) There is also a limit to the total amount of financing
of the ADB (all loans and equity participations), which
is not to exceed the value of the subscribed capital
and reserve of the ADB (Article 16),

(2) It is not specifically mentioned who is to decide on
what the "reasonable price" is, but presumably the con=-
ditions of sale will be arrived at by mutual agreement
between the ADB and the prospective buyers,

(3) Article 20, The selling of obligations has a dual ad-
vantage. Other than‘pooling private capital, it results
in an increase inthe ADB's lending capacity, ﬁowever, it
might be interpreted at times (by the business community)
as reflecting bad financial status of the concern in
question., In such instances, the ADB should refrain
from selling its shares for safeguarding the interests
of the other investors.
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3. Loan Repayment: The AD? will formulate its
1)
policy regarding loan repayment. It will fix for every

loan the interest rate, the commission rate, the maturity

date, the method and dates of repayment, and other condi-

tions. Moreover, provision will be made for the currency

in which the loaﬂ will be repaid, The borrower can settle
his account in gold, no matter in which currency the loan

was made, or if the ADB approves, in a currency other than
the one originally agreed upon,

The ADB may alter the conditions under which a
loan was extended at the request of the debtor, if it
is convinced of the necessity of such action, or if the
suggested change is to the benefit of the borrower, its
members and itself,

The ADB may, if it finds it absolutely necessary,
accept to receive the repayment of a loan in the borrower's
own currency (in case the loan was made in another currency)
over a period not exceeding three years. In that case, it
is the responsibility of the ADB to fix the way in which
the amount of that currency will be disposed of, to main-
tain the price of the currency, and to make arrangements
for the repurchase of the currency, by the borrower, at
a later date.

Finally, the ADB may amend the conditions relating

(1) Article 23,
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to the redemption or settlement of loans, or the prolon-

gation of its maturity or both,

H. Administration of the ADB

The ADB shall have a Board of Governors, an Exe-
cutive Board of'Directors, a Director General, a Board
of Advisors, and other officers and ?E?ff to perform

such duties as the ADB may determine,

l. Board of Governors:(a) Each member country

will appoint to the Board a Governor and an Alternate
Governor, who will elect one of them as Chairman to
preside over the Board's meetines, Unless the member
country decides to the contrary, each Governor and his
alternate, shall serve for a period of five years, sub-
ject to re-appointment,

All the powers of the ADB are vested in the Board
of Governors, which may adopt such rules and regulations
which are judged necessary or appropriate to conduct the
business of the bank. The Board of Governors may delegate
to the Executive Board of Directors, authority to exercise
any of its powers, except the power to:

(a) Admit new members.

(b) Increase or decrease the capital stock.

T

(1) Article 25,
(2) Article 26,
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(c) Suspend a member,

(d) Decide any question of interpretation of the
provisions of the Agreement,

(e) Make arrangement to cooperate with other
inte?national organizations (other than in-
formal arrangements of a temporary or adminis-
trative character).

(f) Decide to suspend permanently the operations

of the ADB and to distribute its assets; and

(g) Determine the distribution of the net income

of the ADB.

The Board of Governors shall hold an annual meeting,
and may hold others, either when it feels there is a neces-
sity or at the request of at least five members of the
Board of Directors. (1)

Every member will have 200 votes regardless of the

amount of stock capital held, plus one vote for each share

(1) In order to reduce the meetings of the Board of
Governors to a minimum (only for important decisions)
the Board may, by regulation, establish a procedure
whereby the Board of Directors may obtain a vote of
the Governors on a specific question without calling
a meeting of the Board of Governors. This procedure
is time-saving, since every Governor will be in his
country, and less expensive, since although the
Governors and their Alternates shall serve without
compensation from the ADB, yet they are entitled to
reasonable reimbursement for expenses incurred by
them in attending meetings (Article 26).
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of stock held. For any meeting of the Board of Gover-
nors, the quorum will be obtained by a majority of the
Governors exercising not less than two thirds of total

votes,

Table XIV shows the voting power of every member

country, and hence of every Governor.

Table XIV

Himadeh Proposal

Board of Governors: Voting Power

Country Fixed Votes Share Votes Total Votes
Egypt 200 800 1000
Iraq 200 340 540
Saudi Arabia 200 320 520
Kuwait 200 240 440
Syria 200 80 280
Qatar 200 60 260
Lebancn 200 48 248
Sudan 200 40 240
Jordan 200 40 240
Libya 200 24 224
Bahrein 200 8 208
2200 2000 200

Source: ©Said Himadeh, "An Arab Development Bank",

The Lconomz of Lebanon_and the Arab World,
eirut: . 3 y P«
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Except when otherwise expressly provided, all
matters before the ADB will be decided by a majority of
the votes.

(1)

2. Board of Directors: The Board of Directors

undertakes the day-to-day operations of the ADB, and hence
should exercise all the powers delegated to it by the(g?ard
of Governors. It is composed of ten members, elected by
the Board of Governors from amongst the Arab experts by a
majority vote, for a period of two years and are subject

to re-election.

The Directors shall serve at the ADB's principal
office(S)and shall meet according to the necessity of their
work.

Every Director has the number of voteés that he ob-

(4)

tained in being elected. For any meeting of the Board
of Directors, the guorum may be obtained by a majority of

the Directors exercising not less than half the total votes,

(1) Article 27.

(2) No details are given regarding the method of electing
the ten .Directors, It would be suitable to follow
the method used by the IBKD and the IFC, where the
Governors divide themselves in groups, each group
being entitled to name a certain number of Directors,
depending on its total votes. For example, if the
same principle is adopted here and basing the computa-
tions on Table XIV, Egypt and Syria would be entitled
to be represented by 3 directors, Iraq and Jordan by
2 directors, Kuwait, Qatar and Bahrein by 2 directors,
Saudi Arabia and Lebanon by 2 directors, Sudan and
Libya by one director.

(3) The Board of Governors will desi%nate where the prin-
cipal office of the ADB will be Iocated in its first

meeting, The Board may further establish oth r offices
or branches in the territories of any member 7‘rtic e

33).
(4) Article 28, paragraph 2, This provision is impracticali
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(1)
3. Director General: The Director General, who

shall be appointed by the Board of Directors, cannot be a

member of either the Board of Governors or Board of Directors,
He is to conduct the ordinary business of the ADB

and, subject to the general control of the Directors, is

responsible for éhe organization, appointment and dismissal

of the officers and staff. He presides over the Board of

Directors, but has no right to vote except in the case of

an equality of votes., Furthermore, he may participate in

the meetings of the Board of Governors, but has no voting

power whatsoever.

(2)

4, DBoard of Adviscrs: The Board of Advisors is

composed of four members, selected by the Board of Governors

from an original list of eight members suggested by the IBRD,
The Advisors are appointed for a period of two years and are
liable to be re-appointed., The Advisors hold full-time jobs
at the ADB's principal office.

The Board will offer its advice to the ADB mainly
on matters of general policy, and will hold its meetings as
often as it sees fit, Its members may attend the meetings
of the Board of Directors at the request of the Director

General, but have no right of voting.

it would be both simpler and more logical that all
g%recgors have equal votes, say one vote for every
rector,

(1) Article 29,
(2) Article 30.
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I, Legal Status(l)

The ADB will possess full juridical personality, and
in particular, the capacity:

l. to contract;

2. to acquire and dispose of immovable and movable

prope}ty; and

3. to institute legal proceedings,

Actions may be brought against the ADB in a court of
competent jurisdiction in the territories of a member in
which the ADB has an office, or has extended any loans.
However, nc action shall be brought by members or any persons
acting on their behalf.

The property and assets of the ADB are immune from
all forms of seizure, attachment or executio?e)before the

delivery of final judgem?nt against the ADB,
3)

J. Final Provisions

The Agreement shall enter into force when it has
been signed on behalf of governments whose subscriptions
comprise not less than 65 percent of the total subscriptions

set forth in the schedule.

(1) Article 41,

(2) Being an international body, the ADB as well as its
officers and employees are immune from certain things
such as seizure and taxation, and enjoy many privileges.
For examplei the assets of the ADB are free from restric-

tions, regulations or controls of any nature. (Articles
42"45 .

(3) Article 49.
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Each member country, signatory of this Agreement,
shall deposit at the Secretariat General of the Arab League
a document acknowledging thereby that it approved of the

said Agreement in conformity of its laws, and that it took
all necessary measures to enable it carry out all its obliga-
tions resulting from the above Agreement, Each government

shall become an effective member as of the date of the filing

of such a document,

Each member shall pay to the Secretariat General of
the Arab League at the date of signing the Agreemeént, one
percent of its share in the stock capital in order to enable
the ADB to meet its initial administrative expenses, This
sum will be deducted from the members' first annual instal-

ment, when the latter is due.

II. The Arab League and the IBRD Proposals(l)

A, Purpose of the ADB

The purposes of the ADB are almost identical in
both proposals, They are similar to those advanced by
Professor Himadeh in that they are stated in general terms,

but the context differs slightly. The major purposes are
three in number: (2)

(1) The full text of the Arab League proposal was published

in The Economy of Lebanon and the Arab World (Beirut:

No. 56, June §957i pp. ©5-48, The IBRD proposal was
ublished b¥ the Secretariat General of the Arab League
Cairo: 1957) pp. 1-18, ,

(2) Section 1, Article 2 in the Arab League proposal, and
Article 1 in that of the IBRD., There is one distinct
difference between the Arab League and the IBRD pro-
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1. To further the economic development of its mem-

bers by encouraging governmental as well as corporate and
private ventures through facilitating the investment of capital

for developmental purposes by means of loans, guarantees, par-
tial participation, and the preparation of technical studies.

2. To mobilize the private capital available in
member countries for productive investments in any of those
countries, and to seek to stimulate, and to help create con-
ditions conducive to, the flow of other private capital
(domestic and foreign) into such investment; and

3. To seek to bring together in member countries
investment opportunities, private capital (domestic and
foreign), and experienced management.

The ADB will finance those productive ventures which

are either newly established or are being enlarged and im-

proved in various ways, but will not undertake any project

on its own, This limitation, however, does not prevent it
from preparing technical studies for the establishment of
new productive enterprises.

It is further assumed that the ADB would be a supple-
ment to, rather than in competition with, privafe capital to

the extent that such capital is available on reasonable terms.

osals; whereas the former limits (in points 2 and 3

elow) the purpose of the ADB to mobilize and induce
rivate capital (both domestic and foreign) into

productive enterprises, the latter includes government
funds too.



B, Membership

In the Arab League proposal, unlike that of Professor
Himadeh, a distinction is made between Adrab League count?i?s
and other Arab states as far as membership is conceg?ed
Countries which are affiliated to the Arab League, and

signatory of the Agreement, are considered as original mem-
bers, while the other Arab states can become members only
after the approval of the Board of Governors of the ADB,

C. Authorized Capital

In the Arab League proposal, the autherized capital
of the ADB is £E 20 million (one-tenth the amount proposed
by Professor Himadeh) divided into 2000 shares, each of the
value of £E 10,000.(6) However, a provision is made for an
increase in the stock capital, whenever judged necessary.
In case such addition is necessitated by the adherence of a
new Arab country to the ADBE, an absolute majority of the

total voting power is require?. In all other cases, a three-
4

fourths majority is needed.

D. Subscription to the Stock Capital
In the Arab League proposal, a different system
(than that provided in the Himadeh plan) has been adopted

for the distribution of the share capital among the members,

41) Arab League Proposal, Section 2, Article 3.

2 That is, Jordan, ria, Sudan Ira Saudi Arabia,
(2) Egypt, Lebanon, Lig Yemen, '’ .

(3) Arab League Proposal Sectlon 2, Article 4,
(4) Ibid., Section 2, Article S.
(5) Ibid., Section 2, Article 6,
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Instead of taking the separate budgets of the various countries
as the criterion for the distribution of the capital stock, it
was proposed that the share of every original member be pro-

portional to its share in the Arab League budget. Regarding
the other members, it was left to the ADB to decide on the
magnitude of their participation.

In case an increase in the autharized capital of the
ADB is decided upon (due to other reasons than the admission
of new members), each member should be given a reasonable
opportunity to subscribe to a proportion of such increase
equivalent to the proportion which its actual stock bears
to the total capital stock of the ADB, While no member
should be obligated to subscribe to any part of the increased
capital, any member is permitted to subscribe to more than
his share, on c?f?ition an absolute majority of the voting

power approves.,

The method of payment of the subscribed capital, and
the currency or currencies in which payments are to be made
differ in the Arab League proposal from the corresponding
provisions in the Himadeh plan. Three-fourths of the total
value of the share capital is payable in gold, or at the
request of the ADB, in a freely convertible currency, while
the last quarter is payable in the respective local curren=-
cies, on condition that the ADB has the right, if the need

arises, to request the members to convert their local cur-
rencies into foreign exchange.

(1) Ibid., Section 2, Article 5.
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The initial subscription of every member is equivalent
to one-fourth of the member's share in the stock capital, and
is payable in gold or in a freely convertible currency,

Table XV shows the share of every country in the
Arab League Budget, its total subscription to the capital
stock of the ADB,; and the magnitude of its initial subscrip=-
tion (paid-in capital).

Table XV

Arab League Proposal

Subscriptions to the Capital Stock of the ADB

Share in Arab Total Subscription  Initial Subscriptim
Country League Budggt(l) (in thousands of &£E) (in thousands of £E)

Egypt 37.60% 7520 1880
Iraq 15,98% 3196 799
Saudi Arabia  14.57% 2914 728.5
Syria 12,69% 2538 634.5
Sudan 6.00% 1200 300
Lebanon 5. 64% 1128 282
Yemen 2.82% 564 141
Jordan 2.82% 564 141
Libya - 1:88§ 376 94

Source: Secretariat General of the Arab League
Arab League Annual Report {Cairo: 1957].

(1) The percentages pertain to 1957, A change has been
made over the previous distribution as a result of the
admission of Sudan to the League.
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Similar to the Himadeh proposal, that of the
Arab League prescribes equilibrating measures in order to
stabilize any fluctuations in the rate of exchange of any
member country's currency, the only difference being that
the latter specifies that no equilibrating measures are ne-
cessary unless the(f?ange in any currency's rate of exchange

exceeds 5 percent,

E. Other Financial Resources

The provisions in the Arab League proposal regard-
ing the financial resources of the ADB, apart from the stock
capital, i.e. borrowing, bond issues, reserve capital, differ
from the corresponding provisions in the Himadeh plan in one
respect, namely, the upper limit set for the total value of
bonds issued, The Arab League proposal provides for greater
freedom on that specific point; instead of limitiﬁg the total
value of bonds issued to the amount of subscribed capital and
reserve of the ADB, it sets the ceiling at twice the amount

2
of the stock capital.( )

(1) Arab League Proposal, Section 3, Article 17. 1In the
IBRD proposal, it is stated that "Any provision for
maintenance of value by members would clearly be in-
appropriate .... In the ADB, members (except for Egypt
to the extent that any part of the subscriptions were
made payable in Egyptian pounds) would not be paying
in their own currency and, therefore, would not logi-
cally be expected to maintain the value of the currency
of another country. IBRD Proposal, Article 2, Section 2,

(2) It is even stated that the total amount of bonds issued
may exceed twice the amount of the stock capital, but that
could be done only after a special permission from the
Board of Governors is obtained. (Such permission requires
a three-fourths majority of the votes cast,) Arab League
Proposal, Section 2, Article, 9.
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F. Functions

The functions of the ADB, according to the Arab
League proposal, are the same as those presented by Pro-
fessor Himadeh. However, in addition to the main operations

specified, the 4rab League proposal mentions some miscella-
neous operations to be performed by the institution, namely

that the ADB shall have the power to: (L)

l. borrow funds from others and determine the
collateral or other security , if necessary, in domestic
and foreign markets;

2. guarantee the securities in which it has invested
in order to facilitate their sale;

3+ Dbuy and sell securities it has issued or guaranteed

and resell securities in which it has invested;

4. invest funds not needed in its financing operations
in the money markets that it chooses, and invest funds held
by it for the pension and saving fund of its staff or similar
purposes, in any first class marketable securities, all with-
out being subject to the restrictions imposed by other sec-
tions of this Article;

5. exercise such other powers incidental to its

business as shall be necessary or desirable in furthering

its purposes;

(1) Section 3, Article 11 in the Arab League Proposal, The
first five points are mentioned in the IBRD proposal
(Article 3, Section 5).



- 128 -

6. establish a research department for undertaking
technical and economic problems which will serve the purposes
of the ADB and assist the member countries in completing the

studies of their economies and co-ordinating their growth,

G. Operational Principles of Financing

The operational principles of financing are stated
in more general terms in both the Arab League and the IBRD

(1)

schemes than in Professor Himadeh's draft project, The
two schemes, unlike Himadeh's, do not make any distinction
between loans extended to specific projects and those to
financial development institutions, all loans being subject
to the same general conditions. Many of the conditions laid

(2)

down were previously advanced by Professor Himadeh, but

(1) Arab League proposal, Section 3, Article 13; and Article
3, Section 3 in the 1ERD proposal.

(2) The following five conditions were mentioned in the
three proposals:

1. The ADB shall not undertake any financing for which,
in its opinion, sufficient private capital could be
obtained on reasonable terms;

2. The ADB shall not finance an enterprise in the
territories of any member if the member objects to
such financing;

3. The ADB has the right to insist that the proceeds of

any financing by it shall be used only for the pur-

¥oses for which they are made available;

he ADB shall undertake financing only after examina-
tion of the financial, technical and economic aspects
of the project to be financed; its financing, more-
over, should be undertaken on such terms and condi-
tions as it considers appropriate; and

5. 1In undertaking any financing, the ADB shall pay due
regard to the prospects of recovering its investments
and shall act prudently in the interest of the par-
ticular member in whose territory the project is
located and of the members as a whole,
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a few differences of some importance still exist:

1. Both the aArab League and the Himadeh proposals
require that all non-governmental lending operations, whether
to companies or individuals, be guaranteed by the government
in which the project is undertaken. However, in addition
to this, it is stipulated in the Arab League scheme that the
ADB may, in case of financing a non-governmental project,
require "special guarantees", over and above those of the
government.(a)

On the subject of guarantees, the IBRD scheme is the
most flexible and practical in that a government guarantee is
not an absolute necessity. Provisions are made, however, that
the ADB may, if it deems advisable, require a guarantee of the
member.(s)

2, Apart from the differences in the maximum allow-
able value of bonds issued noted earlier, a difference exists
in connection with the magnitude of the ADB's direct parti-

cipation in enterprises. While the Himadeh proposal limits the

extent of the ADB's participation in every project and in all

(1) As was stated earlier, the Himadeh proposal provides
for an exception to the above rule, namely, that when
an enterprise, in which the ADB has invested, applies
for a loan, the ADB may approve the loan without re-
quiring any government guarantee.

(2) Arab League Proposal, Section 3, Article 12, The term
"special guarantees" is used in a loose way, No details
are given to explain what is meant by "special." There-
fore, it is necessary to define the term accurately.

(3) IBRD proposal, Article 3, Section 3.



- 130 -

projects in terms of certain percentage of its capital,
the Arab League scheme provides no such limits. The only
condition, set by the latter, is that the total participa-
tions should not exceed in value 20 percent of the total
loans extended by the ADB.(I)

As to the IBRD proposal, no limits, whatsoever,

are set in connection with eitrer the maximum allowable
value of bonds issued (and/or loans contracted), or in
connection with the magnitude of the ADB's loans and
direct participations. It is stated that "all the fore-
going are matters of operational policy to be decided by
the Board of Governors, but if desired specific provisions

(2)
to cover these points could also be made."

S« A third difference is in connection with the
currency or currencies in which the loans will be extended.
The Arab League scheme, in agreement with the Himadeh pro-
posal, provides that loans may be extended in currencies
other than the borrower's. However, whereas the Himadeh
plan inserts a proviso which allows credit institutions

only to borrow in their national currencies, the Arab

League scheme extends this privilege to any borrower, on

(1) Arab League proposal, Section 3, Article 10,

(2) 1IBRD proposal, Article &, Section 5. The IBRD goes
as far as stating that it is desirable to set a limit
on ADB's indebtedness arising out of its borrowings
and guarantees in order to facilitate its borrowing
(Article 3, Section 4),
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condition that the ADB is convinced of the internal dif-

ficulty encountered in raising the desired amount of local

(1)
currency.,

On this point, the IBED stipulates that the financing

should be made in the currency or currencies that the ADB
(2)
considers appropriate,

H., Structure of the ADB

The framework of the ADB, and the functions of the
different Boards are basically the same in the Himadeh agd
the Arab League proposals, with only minor differences,(d)
which are mentioned below:

1. Board of Governors: The main difference between

the two proposals is in connection with the distribution of
votes., lnstead of attributing 200 votes to every member
country, apart from a vote for every share held, the Arab

(4)

League proposal reduces the number to 25 votes.

(1) Arab League proposal, Section &, Article 14. In fact,
individuals are not expected to borrow in local curren-
cies. It is assumed that businessmen would be able to
borrow from their respective local specialized credit
institutions. Supplementary Memorandum of the Arab

League, The Economy of Lebanon and the Arab World (Eeirut:
No, 57, September ¥§57l PP. 1718,

-~

(2) 1IBRD proposal, Article 3, Section 3.

(3) The IBRD proposal differs from both in that it sees no
need for a full time Board of Directors, in addition to
the Board of Governors, and the Director General, who will
be responsible for the day-to-day operations of the ADB.
However, the IBRD proposal states that it may be desirable
to organize an Executive Committee of the Board of Gover=-
nors which could meet more often than the Board as a whole,
The functions'of the Board of Governors and the Director
General, as proposed by the IBRD, are very similar to the
other proposals (Article 4).

(4) Arab League proposal, Section 4, Article 21,



- loe =

Table XVI shows the distribution of the total voting

power of the Board of Governors as computed by the above

principle,
Table XVI
Arab League Proposal
Board of Governors: Voting Power

Country Fixed Votes Share Votes Total Votes
Egypt 25 752 777
Iraq 25 320 345
Saudi Arabia 25 291 316
Syria 25 254 279
Sudan 25 120 145
Lebanon 25 113 138
Yemen 25 56 8l
Jordan 25 56 81
Libya 25 38 63

225 2000 2225

Source: Based on computations in Table XV.

2. Board of Directors: Instead of ten members in

the Himadeh proposal, the Board of Directors in that of the
Arab League, is composed of four directors (and four co-

directors) all elected by the Board of Governors.(l)

(1) The Board of Directors is formed in the following
manner: Every Governor will nominate a director and
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3. Director General: The only difference between

the Himadeh and the Arab League proposals is that in the
former the Director General is appointed by the Board of

Directors, while in the latter the choice is left to the

(1)

Board of Covernors.

’

4, Board of Advisors: In the Arab League proposal,

the Board of Advisors is composed of three members (the num-
ber may be increased if necessary) who shall serve for a
period of three years, against four members and two years

of service in the Himadeh plan.(e)

1. Legal Status

All the provisions regarding this section, as well

as the immunities and privileges enjoyed by the ADB and its

officers are identical in the three proposals.(s)

J. Final Provisions

Instead of 65 percent, the Arab League proposal
requires that the Agreement be signed on behalf of govern-

ments whose total subscriptions comprise at least 75 percent

a co-director, and out of all the nominees, the Board
of Governors elects, by a majority vote, four directors
and four co-directors. Arab League Proposal, Section 4,
Article 23,

(1) Arab League proposal, Section 4, Article 22,
(2) Ibid., Section 4, Article 24,

(8) Ibid., Section 6, Articles 33-37. IERD proposal,
Article 6.
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of the stock capital, before the Agreement enters into
(1
force. )

The other difference is, that 10 percent of the

total subscription of every member (instead of 1 percent in
the Himadeh plan) should be paid by every member at the
date of signing the Agreement.(z}

(1) Ibid., Section 8, Article 41. The IBKD proposal
gives no figure on this score (Article 9?.

(2) Ibid., Section 8, Article 44.



CHAPTER VI
APPRATISAL AND EVALUATION

The subject matter of the present chapter is to
appraise and evaluate the three main proposals for the
establishment of an Arab Development Bank, which were dis-
cussed in Chapter V,

The procedure followed will be different from the
one adopted in the presentation of the proposals, The aim
of evaluating the proposals is not to assess the relative
advantages and disadvantages of each (and hence énd up by
choosing the best-suited proposal), but rather to point out
the special problems which present themselves in the or-
ganization of such a bold and picneering venture.

Consequently, not all the items mentioned in the
previous chapter will be taken up in this appraisal, Per-
haps the most basic question which will be left out of the
discussion is that of the organization and the legal status
of the ADB. This does not mean, in the least, that the
problem of organization is of minor importance, However,
it is believed that there are other more pressing problems,
the solution of which is absolutely necessary for the realiza-
tion of the project. It would be futile to present a de-

tailed charter, until some major issues are resolved.
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I. Theoretical Issues

A, Membership

The first issue to be resolved is that of membership.

In the three proposals, membership is open only to Arab
governments, Abdul-Mun'im Mursi, of the Research Section
of the National Bank of Egypt, suggests to open subscrip-
tion also to private institutions and individuals.(l) He
suggested this probably as a means of reducing the financial
burden on governments.

The suggestion does not seem realistic. First, it
is probable that local private capital cannot be induced to

take an active part, unless governments place a guarantee of

a4 minimum profit on share capital, which minimum must be
high enough to induce this capital to Jjoin (Mursi is in
favour of such an action). It is obvious that such a gua-

rantee will impose a grave limitation on the ADB's freedom
of action and might impair its basic purpose of long-term
investment. On the other hand, if the minimum guarantee is
put at a low level, it might not form sufficient inducement
for private capital, accustomed mostly to commercial under-
takings with quick turnover and high return.

Secondly, as far as non-local private capital is con-

cerned (e.g. oil companies), its participation in ,the equity

(1) Unpublished memorandum entitled "Views on the Arab
Development Bank Project" submitted to the Secretariat

Gengral of the Arab League (Cairo: January 25, 1954)
pe B, .
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capital might be objected to on political grounds by many,
if not all, of the goverrments concerned. It seems more
appropriate, therefore, to have the subscripticns of private
sources, both local and non-local, in the form of bond rather
than share capital,

There ié, however, one comment to make regarding the

provisions in the Arab League proposal on the subject of mem-
bership. As was stated earlier, this proposal makes a dis-
tinction batween Arab League and non-Arab League states,
whereby the governments pertaining to the former group, and
who sign the agreement, are considered as original members,
This distinction does not seem to be warranted. Some non-
Arab League states, for example Kuwait, have enormous amounts
of surplus capital. It is obvious that if such states are
accepted as original members, and not merely as ordinary
members,(l)they would be more induced to join the ADB and
take an active part in its initial operations. Their willing-
ness to subscribe to both the share capital, and later on,
the bond capital, will be greatly enhanced. Therefore, it
seems advisable to amend Section 2, Article 3 of the Arab

League proposal. As in the Himadeh provisions, membership

should be open to all Arab States which sign the agreement,

and to any others which might join later on.

(1) Actually, there will not be much difference between an
original and an ordinary member, except that the delicate
problem of evaluating the magnitude of the articipation
of the ordinary members (Kuwait, Qatar and ahrein?ain
the share capital of the ADB, and such related problems,
are left to the complete discretion of the original mem-
bers.
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B. Capitalization

In setting up the proposed ADB, the problem of capital-

ization is of paramount importance. There has been a wide

divergence of opinion, among proposers and commentators,
regarding the amount of the stock capital, ranging from
20 million Egypﬁian Pounds in the Arab League proposal to
200 million Bgyptian Pounds in Himadeh's,

It seems necessary to lay down certain principles on
the basis of which it might be possible to arrive at a
reasoned amount of share capital. There are at least three
important considerations to bear in mind:

1. the need for development in the region;

2. the ability of the ADB to borrow from the other
sources which might be willing to supply it with capital;
and

3. the ability and willingness of the participating
countries to subscribe.

As far as the first two criteria are concerned, the
issue is clear. The region's needs for development are huge.
Therefore, the larger the amounts of capital available for
development, other things being equal, the better,

Moreover, ADB's chief source of funds, in the long-
run, will probably be borrowing., Evidently, in the initial

stages, ADB's financial resources will be restricted to its

own capital stock, but as it starts commanding the confidence
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of investors, it will depend more on bond issues. ADB's
chances of commanding the required confidence will be
greater with a relatively largze capital than with a small
capital,

However, these two criteria cannot be considered
alone without the third criterion, which deals with the
financial ability of participating countries to subscribe
to the capital of the ADB., It is evidently desirable to
have a large capital, but it might be found that such a
large capital can be obtained only at an excessive cost.

Therefore, it is necessary to gauge accurately the
ability of member countries to participate in such an ins=-
titution, before deciding on the magnitude of the capital
stock., The ability of each of the member countries to
participate in the ADB is determined by a multiple of fac-
tors, the most important of which are the following:(l)

(a) How share capital is distributed among member
countries;

(b) the percentage of share capital which will be
called for the normal operation of the ADB,
and the period during which it will be called;
and

(e¢) the currency or currencies in which subscrip-

tions will be made,

(1) Burhan Dajani, "Arab Development Bank", op.cit., p. 2.
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Each of these factors will be analyzed separately,
after which it will be possible to give a final judgement
on the financial ability of each of the participating
countries to subscribe to the share capital. The object
of the analysis'is to investigate whether Himadeh's figure
of 200 million Egyptian Pounds is realistic or whether it
is excessive in relation to the financial capacities of

the member countries.

C, Distribution of Capital Stock

One of the crucial problems is the apportionment
of equity capital subscriptions among the various member
countries. It is necessary to establish quotas on an
equitable basis, i.e. due regard should be given to the
varying ab;iiEz_of the prospective members to subscribe
in both local currencies and foreign (non-Arab) exchange.(l)

Various criteria have been advanced to serve as
a basis for this distribution, some of which can be imme-
diately discarded. The Arab League proposed that the
share of every original member be proportional to its share
in the Arab League budget. In conformity with the amend-

ment suggested earlier in connection with membership (i.e.

to open membership to all Arab countries), it becomes

(1) IBRD, memorandum entitled "Project for an Arab Develop-
ment Bank"™ submitted to the Secretariat General of the
Arab League, dated November 28, 1953, p. 7. The mem-
orandum wa$ translated to Arabic and published in,

The Economy of Lebanon and the Arab world, (Beirut, No.27
September 1954) pp. ce-cB.
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necessary to abandon this standard of distribution in
favour of a more practical basis,

Abdul-Mu'im Mursi suggests that the best basis
for the distribution of shares is the aggregate national
income, because it is the real standard for the ability
to save. However, in view of the fact that not all the
countries have national income estimates (and most of those
available are, at best, crude estimates), and since figures
for the annual budgets, including oil revenues, are readily
available (with few exceptions)fl)it seems more appropriate

to adopt Himadeh's formula. The latter suggests that the
extent of the annual budget be the standard for the amount

of shares to be subscribed by every participant,

Due to the recent depreciation of the Egyptian
Pound in the free world markets, a special problem arises with
respect to the currency to be used as standard for quoting the
value of the stock capital. Both the Himadeh and the Arab
League proposals set the authorized capital in terms of Egyp-
tian Pounds. It seems appropriate to replace the Egyptian

Pound by an international currency. The main argument in

favour of using an international currency, other than the
present instability of the Egyptian Pound, is that one of
the main purposes of the ADB is to provide foreign exchange

for Arab development., In that case, it is more convenient,

(1) For example femen, Qatar, and Bahrein,
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in every respect, to use a currency which will rank high
among the non-Arab currencies of the ADB, namely the ster-
ling of the dollar, Since the former currency has only
limited convertibility, it is %{Tferable to state the capital
in terms of gold U.S. dollars,

Table XVII shows the distribution of the capital stock
of the ADB among participating members, based on the formula
advanced by Himadeh, 411 figures are 1958 estimates. In
countries where budgets are not published, or do not exist
at all, for example Qatar, Kuwait and Yemen, rough appro-
ximations have been given after consultation with economists
familiar with that problem,

In accordance with the provisions in the three pro-
posals, the exchange parities declared by the countries
involved to the IMF have been adopted in the conversion of
budget estimates from local currencies to dollars, with the
exception of Lebanon and Syria.(o) Both these countries
have dual or multiple exchange rates. Unless the market

rates are adopted, which are more in line with reality than

the de jure rates, some members will be discriminated against

(1) Interview with Professor Said Himadeh, March 18, 1958,

(2) Three experts were interviewed for that purpose: Pro-
fessor Dajani (March 10 1958), Professor Himaheh (March
18, 1958), and Mr. R.S,Porter of the British Embassy,
Beirut (March 19, 1958),

(8) For countries which are not members of the IMF or which
are members but have not yet declared any official parity
(like Saudi Arabia), the current market rate has been
adopted in the computations,
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Table XVII
Subscriptions to the Capital Stock of the ADB Cw
ota
Budget Estimates -- 1958(3) Percen- S?bscription
Country (in millions of dollars) tage in millions
of dollars)
Egypt 865 36.0 216,0
Saudi Arabia 405 16.9 101.4
Iraq 365 15,2 91.2
Kuwait 310 12.9 T7.4
Sudan 135 5.6 33.6
Syria : 105 4,4, 26,4
Lebanon 65 2, T 16,2
Qatar 50 2.1 12,6
Lybia 42 1.8 10,8
Jordan 33 1.4 8.4
Yemen 15 0.6 3.6
Bahrein 10 0,4 2,4
Total 2400 100,0 600, 0

(a) The figures for Egypt, Saudi Arabia, Iraq, Sudan, Syria, Lebanon,
Jordan and Bahrein are based on the budget receipts estimates for
1958, The figure attributed to Jordan refers to the ordinary
budget receipts, which form roughly 40 percent of total receipts,
In other words, all subsidies and grants given to Jordan from
other countries are excluded, The figures for Kuwait, and Qatar
are based primanly on o0il revenues which are estimated to form a
very high percentage of total revenues (roughly 97 percent), As
for Lybia and Yemen, the figures advanced are crude estimations
based on an interview with Nr, R, 5. Porter of the British Em-
bassy, Beirut,

In converting the budget figures from local currencies to
dollars, the following exchange rates were used:

Egyptian Pound = 2,8716 U,S. dollars
Saudi Rial = 0.2692 U,S, dollars
Iraqi Dinar = 2,8000 U,S, dollars
Indian Rupee = 0,2100 U,S, dollars
Sudanese Pound = 2,8716 U.S, dollars
Syrian Pound = 0.2709 U,S, dollars
Lebanese Pound = 0,3164 U.S, dollars
Jordanian Dinar = 2,8000 U,S, dollars
Lybian Pound = 2,8000 U,S, dollars

Source: Le Commerce du Levant (Beirut, February 26, 1958).

N.B.E., Economic Bulletin (Vol, X, No, 3, 1957).

Middle East Business Digest (Beirut, January 27, 1958;
: February 10, 1958),
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in relation to others., Consequently, it is absolutely ne-

cessary that a clause be inserted in the Articles of Agree-

ment stating that in the case of Lebanon and Syria (and in
the case of any country whose declared rate is considerably
different from it§ market rate),(l) the market rate should
be taken into consideration, until new and more realistic
parities are established in those countries.

In Table XVII, the authorized capital stock has
been set at $600 million, instead of the equivalent of
£E200 million (around 4575 million) proposed by Himadeh,
for better presentation and to avoid cumbersome calculations
in the apportionment of the share capital among member coun-
tries.

Table LVII also shows that Egypt's participation
amounts to 36 percent of the total stock capital of the ADB,
equivalent to {216 million, a sum that secems excessive in

relation to Egypt's financial resources, However, the amount

(1) The case of Egypt needs some clarification, Egypt has
multiple exchange rates, Its official rate is consider-

ably higher than its market rate. In a sense, the Egyp-
tian government has lately devalued the Egyptian Pound,
since in order to encourage exports, an export rate has
been established at £E = 2.4, or 23 percent lower than
the official rate. In Table iVII, the official rate,
£E = §2,8716, has been used in the computations., The
reason for refraining from using the export rate, even
though it is the most realistic one, is that it will in-
volve cumbersome exchange problems, By adopting the of-
ficial rate for Lgypt, the bther countries are placed at
a relative disadvantage. Hovyeverl on the other hand, if
the export rate is adopted, Egypt's share in the stock
capital would ‘be increased considerably, from 36 to 44.3
percent of the stock capital. Egypt simply cannot pay
that much,
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of the stock capital is not the only criterion for judging
whether the participation in the 4DB will form any strain

on the total budgetary expenditures of the various govern-
ments, or on any government in particular. The scheme of
payment adopted, €.g; the percentage of normally callable
capital, the period during which it will be called, and the
currency or currencies in which payment will be made, should
be carefully investigated. «ll variations of these variables
should be analyzed before asserting whether each government
can, on practical grounds, fulfill its financial obligations

without undue strains.

D. Method of Payment

In both the Himadeh and the Arab League schemes, the
normally callable capital is 25 percent of the total capital
stock., However, in the former proposal that sum is callable
in ten-equal annual instalments, whereas in the latter, the
whole portion is presumably to be paid as an initial subscrip-
‘tion., Since the capital suggested above is over ten times
bigger than that proposed by the Arab League, it becomes es-
sential to discard the latter method of subscription, If
the Arab League method is adopted, and if the share capital
is set at $600 million, the initial subscriptions would be-
come excessive and would exert unnecessary and unjustified
strains on the economies of member countries, OSome countries

would definitely not be able to meet their obligations.
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It would be more appropriate to have a large capital,
but with small initial payments. Such a scheme would have
a double advantage: First, it provides a lighter burden
for the subscribing capital, and hence will not exert
unnecessary strains on the economies of member countries.
Secondly, it builds up the funds of the ADB at a slow pace,
thus providing for greater flexibility and allowing the
ADE to gain more experience. Therefore, on this score, the
Himadeh formula is superior.

Table XVIII shows the amounts of annual subscriptions
of member countries during the first ten years. These
amounts will form less than 1 percent of the annual public
income of the govermments concerned (including oil revenues),
and therefore, unless governments are pressed in exceptional
circumstances, such as war, these amounts need not form any
strain on their total budgetary expenditures. In arriving
at such an important conclusion, it is assumed that the cur-
rencies in which subscriptions will be made are readily a-
vailable to the various countries. Wwhether this assumption
is valid or not, will be investigated in the next section.

Commenting on the amounts proposed by Professor
Himadeh, which are slightly less than those in Table XVIII
(see Chapter V, Table XIII), Abdul-Mu'im Mursi remarked
that there are grounds for believing that the annual ins-

talments are excessive. To back up his argument, he gave
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Table XVIII

Annual Subscriptions to the ADB

Total Annual

Subscriptions Normal Subscriptions

Country (in thousands Callable (in thousnads

of dollars) Capital of dollars)

Egypt 216,000 54,000 5,400
Saudi arabia 101,400 25,550 2,535
Iraq 91,200 22,800 2,280
Kuwait 77,400 19,350 1,935
Sudan 3,600 8,400 840
Syria 26,400 6,600 660
Lebanon 16,200 4,050 405
Qatar 12,8600 3,150 315
Lybia 10,800 2,700 270
Jordan 8,400 2,100 210
Temen 3,600 900 S0
Bahrein 2,400 600 60
Total 600,000 150,000 15,000

Source: Based on the figures in Table XVII,
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(1)
the example of the Arab Mortgage Company: His view that

the bad experience ought to serve a good lesson, "for al-
though shares of every participating member are triflingly
small, it is observed that many of them have not fu%ﬁ%lled
their obligations", seems to be somewhat justified. Some
countries, notably Egypt, will definitely find difficulty in
subscribing to such large amounts, especially if most of it
is to be paid in gold or foreign exchange.

Conseguently, it will be suitable to reduce the burden
on member countries. Mursi's remedy is to reduce the capital
stock. For reasons already stated, it is better to keep the
share capital high. The alternative would be to provide for
flexibility either by means of variations in the percentage
of normally callable share cépital, thus reducing the amounts
of annual instalments, or which is equivalent to it, by va-
riations in the period of time during which the callable
amount is expected to be paid, or finally a combination of
the two.

In accordance with the statutes of the IBRD, it

(3)
has been suggested to subject 20 percent of the stock

(1) The Mortgage Company was established in 1947 by the
Arab League for providing credit to Palestinian Arab
Farmers in order to limit the alienation of Arab lands
to Jews, However, the project was not a success,
failure due to the lack of interest shown by member
governments.

(2) Abdul Muim Mursi, op.cit., p. S.
(¢) B. Dajani, gop.cit., p. 4.
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capital to normal calling, instead of 25 percent. By
doing so, the annual instalments will be reduced by one-
£ifth as is illustrated in Table III (compare columns 2 and
4).

It has been further suggested that the burden be
still reduced by variations in the eriod of time during
which the capital will be paid infl The pattern of instal-
ments might take the following form: 2 percent of the sub-
scribed shares to be paid on participation (the amounts
are presented in Table AIX, column 4), and 1 percent in
annual instalments for a period of 18 years (half those
drawn in Table XIX, column 4). Thus, the callable capital
will be subscribed to in 18 years instead of 10, and would,
therefore, constitute a much lighter burden on all partici-
pating countries.

The above scheme, not only provides a lighter burden
for the subscribing capital, but also builds up the funds of
the ADB at a slower pace, thus allowing it to gain the ex-
perience which is so necessary for its success.,

However, the'scheme has a weakness. By reducing
the financial burden on participating countries, a prob-
lem might be created, that of having a small annual paid-in
capital, in relation to development needs., "The paid-in

capital subscription should be large enough... to enable the

(1) Ibid.’ p. 4.
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Table XIX

Normal Callable Capital

(in thousands of dollars)

25 Percent Callable 20 Percent Callable
(1) (2) (3) (4)
Nérmal Annual Normal Annual
Country Callable Subs- Callable Subs-
Capital criptions Capital criptions
Egypt 54,000 5,400 43,200 4,320
Saudi arabia 25,350 2,535 20,280 2,028
Irag 22,800 2,280 18,240 1,824
Kuwait 19,350 1,935 15,480 1,548
Sudan 8,400 840 6,720 672
Syria 6,600 660 5,280 528
Lebanon 4,050 405 3,240 324
Latar 3,150 315 2,520 252
Lybia 2,700 270 2,160 216
Jordan 2,100 210 1,680 168
Yemen 900 90 720 72
Bahrein 600 60 480 48
Total... 150,000 15,000 120,000 12,000

Source: Based on Table XVII
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Bank (ADB) to opetate for a time without raising loan capital.
The reason for this is, quite obviously, that it is unlikely
that the Bank could raise loan capital either in non-Arab
currencies or in local currencies until it had firmly es-
tablished itself -and was able to command the confidence of
investors".(l) Taking into due consideration both require-
ments, the problem becomes one of trying to strike a

happy medium.

Therefore, if the annual instalments under the scheme
(susberiptions of normal capital spread over a period of 18
years) are judged to be meagre or not large enough, a way
should be found by which payments will be speeded up. A
suitable solution would be to empower the ADB to call in
more than one percent in any year, if the need for more
capital should arise. Such a solution would satisfy both

requirements, on condition that the ADB will not resort to

such action unless capital is badly needed.

E., Currency Problems

There remains the problem of determining the cur-
rency or currencies in which subscriptions to the stock
capital will be made., The Himadeh scheme suggests that

every country will pay in the currency or currencies in which

it receives its budgetary revenues and in the same proportion.

The principle behind such a plan is that due account should be

(1) IBRD, "Project for the Arab Development Bank", scit.,p.6.
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taken of the ability of the prospective members to subscribe
to both local currencies and foreign exchange.

Despite the fairness and validity of the above
reasoning, the Himadeh solution raises/f:w problems:(l)

In the first place, by throwing the entire burden of the
provision of foreign exchange on countries which receive

0il royalties, and by relieving other members from the
obligation, present or future, of supplying foreign exchange,
the ability of the ADB to borrow foreign exchange from the
different sources will be substantially reduced.

If, as one might reasonably expect, the borrowed
capital will be, in the long run, the main source of capital
and if this borrowed capital is going to be mostly in foreign
exchange,(e) it cannot be reasonably expected to be forth-

coming unless the foreign exchange component of the unpaid

part of the capital is both definite as to type and amount

(1) B. Dajani, op.cit., pp.8-9.

(2) The extent of the borrowing of the ADB depends on the
gossibilities of borrowing, both locally and abroad.
he possibility of borrowing from local private sources
should not be ruled out, but its extent will most pro-
bably be limited due to two factors: First, the lack
of organized money markets; and secondly, the fact that
local governments and businesses are in a better position
to tap the local money resources. At any rate, the policy
of the ADB should be to supplement, rather than supplant,
the local economic endeavour, both private and public.

Borrowing from public funds will normally form an
important source of funds for the ADB, because some oil
countries are in a position to lend from their oil royalty
surpluses. These borrowed funds will be made in foreign
currencies, and hence should be covered, by guarantees,
in foreign currencies and not in local ones.



of the currency involved. Therefore, it is equally im-
portant for the ADB and its participating members to have

a well-defined obligation in foreign exchange. Following
the principle of "guaranty capital", which is incorporated
in its capital structure, the IBRD justly remarked that

"All member countries should in effect contribute to gua-
ranteeing the foreign exchange solvency of the Bank (ADB)
through the unpaid-up portions of their capital subscrip-
tions. Such unpaid, or guarantee, capital subscriptions
would represent a contingent liability to pay up the addi-
tional capital in the event the Bank could not otherwise
meet its obligations. If ever such capital had to be called
up, it should have to be furnished in the currencies required
to meet these obligations."(l)

On the basis of the above analysis, it seems necessary
to amend the Himadeh formula for the unpaid portion of the ca-
pital., The participating states should define accurately
their obligations in foreign exchange. It might be permis-
sible to leave the formula as it stands now, but in addition,
insert the following clause: that member countries pledge
to convert all their unpaidéup subscriptions in local cur-
rencies into foreign exchange, at the request of the ADB,

If this is done, then member countries would contribute

equally to guaranteeing the foreign exchange solvency of the

(1) IBRD, "Project for an Arab Development Bank", op.cit., p.6.
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ADB. However, from a practical point of view, the two
plans are indentical, since payments will have to be made
mostly in foreign exchange. ' Therefore, it is simpler
and preferable to make all the unpaid-up share capital
payable in foreign exchange, rather than adopt an indi-
rect method of guarantee, which might shake the confidence
of would-be lenders.

A special problem arises in choosing the foreign
currencies which should serve as a guarantee of solvency
for the unpaid portions of the share capital. : Naturally,
the currencies chosen must be those which the member count-
ries usually earn in greatest quantities, namely, sterling
and the dollar. Therefore, to be realistic, the greater
part of the unpaid capital ought to be quoted in sterling,
and the remaining in dollar. The difficulty is that ster-
ling is not freely convertible into gold or hard currencies
and there are restrictions on its transferability, whereas
the dollar is a convertible currency, readily accepted every=-
where., "Conseguently, before capital could be subscribed or
money borrowed in sterling, there would have to be prior ag-

reement with the British monetary authorities providing for

(1) It is assumed that the sums borrowed internally in
local currencies will form a negligible part of the
total sums borrowed by the ADE.

(2) The problem discussed in relation to the unpaid-up
portion of the share capital applies equally to the
paid-in part of the capital.
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the Bank's use of sterling within reasonable limits and
adjusted to its gradual requirements."(l) with such an
agreement, it would not be difficult anymore for the ADB
to raise dollar loans, as well as loans in any other cur-
rency.

With respect to the currency problems just mentioned,
the Arab League proposal does not suffer from as many defi-
ciencies as that of Himadeh. TIwo thirds of the unpaid por-
tions of the capital is guaranteed by gold or any freely
convertible currency, while the remaining one-third by local
currencies. Furthermore, the articles of Agreement stipu-

late that the ADB may require the member states to pay their
local currency portion in gold or foreign exchange. In

reality, the problem of the limited convertibility of the

sterling is not solved positively. How can some of the
member countries, especially Egypt, guarantee the unpaid
portion of their capital subscriptions in freely convertible
currencies if they do not have them?

Unless a reasonable agreement with the British mone-
tary authorities is reached, sterling will still have limited
convertibility, and there will still be restrictions on its
transferability. In other words, unless an agreement is

reached, those Arab countries which have sterling as their

(1) IBRD, "Project for an Arab Development Bank", op.cit., PeTe
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principal reserves will not be able to guarantee the un-
paid portion of their capital subscriptions in freely
convertible currencies. Therefore, agreement with the
British monetary authorities is an unavoidable require-
ment,

The only alternative, that of demanding from one or
more countries, those countries which have considerable dol-

lar earnings,(l) to guarantee the foreign exchange solvency

of the ADB, is not feasible. It is unlikely that any of
the rich oil countries, which have dollar earnings, would
be willing to shoulder such a heavy burden.

The question naturally arises as to whether the
liability in foreign currencies ought to be the same under
the paid-in part of the capital as under the unpaid-up part.
The answer is closely linked with the loan policy that the
ADB is expected to follow, If it should follow the loan
policy of the IBRD, namely to lend only the foreign
currency content of specific projects, then evidently,
most, if not all, of the paid-in capital should be in ,
foreign currencies., Otherwise, if the Himadeh plan is adop-
ted, most of the local currencies that ADB will possess will
be useless, since "with perhaps one or two exceptions, it

would not be possible to invest the local currency components

(1) The dollar is the only fully convertible international
currency which these countries earn in considerable
quantities,
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of the original capital subscriptions because the secu-
rities markets in most of the Arab states are not highly
enough developed."(l)

However, it is expected that the ADE will not follow
the IBRD loan policy. It is quite true that "the kernel of
the problem of capitalization will be the non-Arab foreign
exchange component".(a) It is equally true that in almost
any loan that the ADE might make a significant amount of for-
eign exchange will be required, since none of the Arab states
is in a position to supply the capital equipment and many of
the technical services ordinarily required by development
projects (in that respect, the ADB differs from the IBRD,
whose surplus states are highly industrialized countries).
Therefore, "sufficient supply of these currencies must be
an essential ingredient of the Bank's original capitaliza-
tion."(s) |

Yet, the ADB ought to be prepared to finance local
currency expenditures as well. It will be operating in a
much smaller area and with fewer countries than the IERD.
"Presumably the ADB will make many more small loans and

more loans to private enterprise than the IBRD has been in

the practice of making, Accordingly, there should be a

(1) IBRD, "Project for an Arab Development Bank", op.cit.,p.6.
(2) Ibid., Pe 5._
(3) Ibid., p. 5.
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substantial local currency component in the original ca-

(1)

pital subscription made by each member country."

Hence, a formula for the paid-in capital should be

devised. what currencies should be accepted and in what

proportions?

There is a strong argument for rejecting the Himadeh

provisions. [Even though the proposal provides for the supply

of local currencies (which is desirable), the amounts sup-

plied under the above scheme might be excessive in relation

(2)

to the demand for loans in those currencies. The problem

becomes more acute when the deficiency of the existing secu-

(1)

(2)

Ibid., pp. 5-6. Some economists argue that member
countries should be able to raise their local currency
needs internally, rather than resort to the ADB, This
argument is only partially correct., In the first place,
not all governments are familiar with the method of
financing their development projects through the issue

of bonds, and hence it is doubtful whether all these
states would venture into such an experiment right away.
Even if it is assumed that, sooner or later, all local
governments would be able to finance the local currency
component of the costs of the projects undertaken, some
local currencies would still be demanded, and should be
supplied, to individuals, private corporations and semi-
governmental agencies. fn accordance with this sugges-
tion, the practice of the ADB would differ in a fundamen-
tal respect from that of the IBRD, whose practice has
been primarily to lend the currencies of countries having
the capacity to export industrial equipment and technical
services., The ADB would perform the additional function
of directly mobilizing and channeling domestic capital
into productive uses.

Under the Himadeh scheme, Kuwait, Qatar, and Bahrein are
expected to subscribe almost entirely in foreign currencies,
Iraq and Saudi Arabia would partly pay in their own curren-
cies and partly in foreign exchange, while the other members
will pay almost entirely in local currencies. On this basis,
it is estimated that over 50-60 percent of the paid-in capi-
tal will be in local currencies, even when considering that
some of the local currencies can be readily exchanged for
foreign currencies on account of a free money market, such
as the Beirut market.
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rities markets taken into consideration., In adopting such
a formula, therefore, there is a persistent danger that a
substantial part of the local currency components might re-

main unused. It is preferable to devise a formula which

will provide for a lower local currency component, and which
has the additional virtue of being simple., The Arab League
corresponding set-up is simple, but does not provide for the
supply of local currencies., It stipulates that all the ca-
pital should be paid in gold or any freely convertible
CUrTENCY. In accordange with the suggested loan policy
of the ADB, it becomes necessary to amend the provisions
in the following manner: 75 percent of the capital would
be paid in gold or any freely convertible burrency, while
the remaining 25 percent would be paid in local currencies.
There is still a difficulty in connection with the
local currency component of the paid-in portion of the share
capital. This is the question of the interchangeability of
currencies. ILach country has an inconvertible currency which
cannot be exchanged into the currencies of the other Arab

(1)
Countries. In case there is a strong demand on loans in

(1) The fact that there exist many rates which fluctuate
continuously in the Arab countries should not form a
stumbling block, As was stated earlier, the rates dec-
lared to the IMF should be used, with the exception of
those countries whose market rates are considerably dif-
ferent from the official rates. In order to reduce the
deterrent effects of the continuous fluctuations of the
exchange rates, equilibrating measures should be enforced
(such as the maintenance of the value of the currencies
at a certain level), The measures pertain only to that
part of the paid-in capital subscriptions which is pay-
able in local currencies.



- 160 -

one of these currencies and a weak demand on loans in
another, the result will be that while ADB's holdings of
the former are exhausted, those of the latter remain partly
idle.

To meet such a possible difficulty, Mahmud Abu-
Su'ud, of the Lconomic Section of the Arab League, sug-
gests that the local currency component be negotiable in

(1)

the member states. Under such an arrangement, it will
be possible, on the one hand, to buy such marketable se-
curities as exist in some of the .rab countries which have
relatively developed money and securities markets, and on
the other hand, to provide freedom for the ADB to invest
all its local currency component in all the region, rather
than to subdivide it into as many currencies as it holds
and try to find outlets for everyone of these currencies,
Such a solution is reasonable, and since the Apab
states have already undertock by their payments agreement to
give priority to the settlement of payments arising from
inter Arab dealings, it should not be difficult, on condi-
tion that the will to cooperate is present, to make an
arrangement whereby the f%g?s of the ADB are made acceptable

in all the member states.

(1) Mahmud Abu-Su'ud, unpublished memorandum entitled
"Comments on the Arab Bank Project", dated January
24, 1954, pp. 2-5,

(2) Burhan Dajani, "An Arab Development Bank", op.cit.
Perdls



- 161 -

F., Functions

To be effective, the ADB ought to have relatively
broad investing authority. Its functions should not be
restricted to the extension of loans and to direct equity

participation; it should be authorized to guarantee loans
obtained throuéh other lending institutions. Moreover, it
should make a worthy contribution in the form of services

rendered to both the Arab business community and teo individual

governments. Such services "would consist of technical, econ-
omic, financial and legal advice."(l)

The details concerning the operational policy of the

ADB and the differences between the three main proposals,
will not be tackled here. The contention is that such

matters should be 1argely decided upon by the Board of
Governors, However, one important point needs emphasis:

in both the Himadeh and the Arab League schemes, a govern=-
ment guarantee is required in the case of non-governmental
loans. Although the ADB will be acting wisely in trying to
cover itself from losses, yet, some sound ventures might
not be able to get the required government guarantee, and

hence be denied the financial help. This might be detri-
_ mental to the project in question, the country in which the
project is undertaken, and the ADB itself, Therefore,

following the provisions of the IBRD proposal, it might be

(1) IBRE, "Project for an Arab Development Bank", opacit.,
Pe .
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more practical to leave the question of guarantee up to the

ADB itself, rather than make it an absolute necessity.

This suggestion will be objected to on the ground
that it is dangerous to give the ADB such powers. Further=-

more, it will be argued that there is no reason why the
ADB should not ‘demand a government guarantee, when a more

established institution, such as the IBRD, does not extend

a single loan without securing the government guarantee.
It should be remembered, that the ADUB will be

operating in a much smaller area than the IBRD, and pre-
sumably it will have an intimate knowledge of the area.

Moreover, the ADB should make more small loans than the
IBRD has been in the practice of making. It is these small
businesses which are mest in need of financial help that
will not be able to secure government guarantee very easily.

At any rate, the ADB should encourage borrowers to
secure government guarantees, This inducement could be
achieved by charging the guaranteed loans a lower interest
rate than non-guaranteed loans, due to the difference in
risk involved.

By participating in direct equity investment, the
ADB would be breaking new grounds compared to the IBRD.

The justification for suggesting such a major departure from

the IBRD's charter is that "in a region as underdeveloped
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as the Arab region, equity participation could assist in
mobilizing private capital that otherwise might not be a-
vailable in adequate quantity to permit the launching or

expansion of enterprises."(l)

The ADB would make a more positive contribution to
the promotion of private enterprise, and would be able to
utilize its funds more effectively. "It would stimulate
the formation of new productive businesses in the member
countries, encourage private capital formation, and help to
build up the sort of managerial group that is essential to
economic progress."(a) Furthermore, by making equity in-
vestments, the ADB would stimulate the use, throughout the

region, of the corporate form of enterprise, whose advantages

have been so clearly demonstrated in the highly developed
countries.

It is assumed that the ADE should take only minority
participations and should not itself operate enterprises,
since its object is to stimulate other enterprises rather:
than supplant it.

Although the guaranteeing of loans by the ADB should
not be ruled out as a function, yet its contribution to

capital formation is not expected to be substantial, The

experience of the IBRD, in its early days, should serve as

(1) Ibid., p. 3.
(2) Ibid., p. 2.
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a lesson to the ADB. Only after the ADB's financial strength

has been built up and the confidence in it has been firmly

established, which might take some time, could it begin to

guarantee loans obtained through other institutions on a

‘

wide scale.

The role of the ADB should be regarded as something
more than simply supplying money. It should render sound

advice to member countries and its staff should study and

assess investments carefully and supervise and control the

effective spending of the money. In order to do an efficient

job, it would be essential, therefore, for the ADB to acquire

¢

a highly competent staff,
It is expected that the ADB will make investments in

all of the member countries. Any suspicion that the ADB will
serve as ",.. a means by which the non-oil states can approp-
riate some of the o0il revenues for their own benefit only
should be scotched from the outset."(l) The surplus countries
will benefit directly (apart from the return on their capital
subscriptions) by using both the services and resources of

the ADB, For them, the ADB will be an additional means for

utilizing domestic capital more constructively.
In this respect, the ADB would be unlike the IBRD,
which has not been in the habit of making loans or render

services to capitél surplus countries,

(1) Ibid., p. 2.
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G. Bond Issue

When dealing with the problem of the extent of bond
issue, one is faced with a dilemma. Since basically borrow-

ing will, in the long run, be the main source of funds for
the ADB, the charter should give the ADB broad borrowing

authority., Yet, at the same time, in order to command the

confidence of potential investors and establish the ADB's
credit thus facilitating its eventual borrowing, a limit

should be set on the ADB's indebtedness arising out of its

borrowings. The charter should include "... a restriction

that will prevent the Bank from increasing its indebtedness
too much in relation to its equity capital."(l)

Mursi, referring to the Himadeh provisions, which
stipulate that the par value of bonds issued should not ex-
ceed the subscribed capital and reserve of the ADB, stated
that such restrictions render the system inflexible and
might make it impossible for the ADB to operate and achieve
its objectives. He demanded more freedom in bond issue.

The Arab League proposal provided for more freedom
by setting the upper ceiling at twice the amount of the
equity capital. The freedom in bond issue should not be
pushed far because the confidence of investors might be

shaken., It is suggested that bond issue should be tied up

not only with the general limitation of not exceeding twice

(1) Ibid., p. 7.
(2) Abdul Mu'im Mursi, op.cit., pp. 2-3.
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the equity capital, but also with the further limitation

of not exceeding a certain multiple (10 or 15) of the
actually paid-in capital, 4t the same time, in order to
gain more freedom, the Board of Governors should be allowed
to exceed the set limits at any time, if such action is re-

garded as beneficial or necessary.

II. Practical Issues

The foregoing discussion has dealt with the tech-
nical problems to be met in the formation of the ADB,
problems relating to membership eligibility, the extent
of the share capital, its division into paid and unpaid
parts and each member's contribution, the method of subs-
cription, currency or currencies to be used, and the extent
of bond issue in relation to capital,

There remains the discussion of the basic practical
difficulties that miszht stand in the way of these members'
willingness to join (if such willingness does exist), and
the methods of overcoming such difficulties, if possible.

The difficulties céuld be divided into two parts:

financial and political.

A, Financial
The financial difficulties pertaining to the members'
ability to subscribe to the ADB have already been treated in
detail. It could be concluded that no insurmouﬁtable finan-

cial difficulties exist in the way of the establishment of
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the ADD (the basic financial obstacles are in a sense poli-
tical issues, and hence will be pointed out again in the

political section).

B. Political

The poljitical implications involved in the formation
of the ADB will be discussed from two angles: the first re-
fers to the relationship between the participating Arab
countries themselves, while the second refers to the rela-
tionship of the Arab countries with the foreign powers,
namely Great Britain and the'U.S. This division, however,
is highly artificial, since both relationships are inter-
dependent i.e., the political relationships among the Arab
countries being greatly affected by the constant manouvear-
ing of the Western powers and Russia,

In its memorandum, the IDRD states that "The idea of
the Bank rests on two essential elements; its success will
depend upon them.

The first is whether the geographical, cultural, and
political affinities of the Arab states will prove a strong
enough basis for the degree of economic and financial co-
operation necessary to operate a regional development bank,

The second is whether the necessary capital will be
forthcoming... \

Unless these two element are present, an Arab Deve-
lopment Bank could not be expected to make a significant

(1)
contribution,"

(1) IBRD, "Project for an Arab Development Bank", op.cit.,p.l.
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With respect to the first element, the question is

the following: are the unifying forces within the Arab

countries strong enough to overcome all difficulties in

the way of forming such an institution? While recognizing
that there are, divisive forces among the Arab states, as
among any group of adjacent states, there is an appealing
case for greater economic cooperation and a basis for greater
unity. The Arab countries "... occupy a contiguous part of
the world; they have common bonds of language, religion,
culture and race, and they have similar customs and habits
of thought ... All can benefit from a more cooperative
approach to a variety of economic problems, such as, to
cite just a few examples, the regional development of water

resources, transportation, and communications, and a more

unified approach to common monetary problems. The essential

point is that all of the states have human and material re-

gources that can be further developed to provide their
(1)
peoples with a higher standard of life."

Despite all these common ties, the relatively recent
political developments in the region form an insurmountable
obstacle in the formation of the projected institution."

Within a matter of weeks the would-be brotherhood of the

(1) Ibido ] pp.a 1"‘2.
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Arab world has divided into two antagonistic unions (Nasser's
United Arab Republic and the Iraqi-Jordanian Arab Federation)
each vociferously competing for the adherence of uncommitted
brother-states."{1) g long as Cairo and Baghdad are con-

ducting a "slam bang®"battle for the leadership of the Arab

world, the ADE would remain an unrealizable dream.

The creation of the United Arab Republic (UAR) has
not solved the crucial problem that faced each of its two
powers, Egypt and Syria, thaﬁ of the shortage of capital for
development purposes; the Iragi-Jordanian union has superior
assets in that respect. It is expected that Irag would

invest part of its oil revenues in poor Jordan in order to

alleviate the extreme poverty there., A proposition has al-

ready been advanced for the creation of a Development Bank

for the financing of big, long-term projects in both provinces.

Branches of the state-owned Agricultural and industrial Banks

of Iraq are going to be opened in Jordan. Therefore, for all
practical reasons, it seems logical to assume, that given the
present pplitical set-up, Iraq would not be willing to join a
broader institution. Furthermore, even if it wanted to join,
its contribution to the ADB would be greatly reduced, now
that it has the additional financial obligation towards
Jordan at a time when its oil royalties have recently

decreased due to pipeline difficulties.

(1) ™Can Iraq Reply?®, Economist (March 29, 1958), p. 1110.
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Saudi arabia is undergoing a period of political in-
stability. The probable effect of the recent (March 22, 1958)

constituticnal change will be that Saudi Arabia will maintain

its policy of neutrality in Arab disputes but "... trended

in favor of the UAR instead of the Iragi-Jordanian Federa-
tion."(l)

The financial situation of Saudi Arabia has deteri-
orated lately, the government being too much involved: in
debt. Hence, Saudi Arabia seems to be, for the time being,

unable and unwilling to invest large amounts of capital in

the neighboring Arab countries. Consequently, in all probab-

ility there will not be a considerable inflow of Saudi

capital into the capital hungry UAR.

The prospective participation of the other oil
countries, namely, Kuwait, Qatar and Bahrein, entails with
it a discussion of the political relationships of these

states with foreign powers. All three are not independent

yet; they are Sheikhdoms under British protection. They all
have British financial advisers who seem to have quite an

influence, if not the final word, on how oil revenues should
be spenﬁ. The surplus revenues of these sheikhdoms are being

held in balances or are invested in London. Therefore, under

(1) Time (April 7, 1958) p. 19.
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the present conditions, and until these countries obtain
their independence, it would be necessary to obtain the
agreement of the protecting power, before these sheikhdoms

can become members in the ADB.

Cne might be inclined to believe that since the
British took the initiative back in 1¢45 to establish a
regional bank, they might be willing now to support such a
project. However, one might very easily argue back that
the British policy towards the Arabs might have changed
since then. At any rate, it is of prime importance that
all diplomatic steps be undertaken to enable those states
to participate in the aDB, especially Kuwait, which is
looked upon as one of the largest suppliers of capital, if
not the largest of all the Arab countries.

However, it would be misleading to give the impression
that Great Britain is the only obstacle in the way of the
participation of the three sheikhdoms. Even though the rates

of return tend to be higher in the underdeveloped Arab re-

gion than in the developed areas of the world, these sheikh-
doms might be reluctant to shift their surplus overseas
funds, or even portions of them, to their Arab neighbours,
because of the prevalent political instability. They might

prefer to earn a small return with relatively small risk

than invest them in some Arab states.



The problem created by the limited convertibility of
the sterling has been mentioned earlier. Evidently, nego-
tiations between the ALUE and Great Britain will be carried
on governmental levels. In the politiecs of today, the out-
come is always uncertain. Lack of cooperation on the part
of Great Britdin will have disastrous consequences for the
ADB, Egypt's capacity to pay in hard currency is next to

nil. Therefore, in casé the negotiations result in a failure,
a new formula should be sought whereby a smaller portion of
the stock capital would be allocated to Egypt. Moreover,

the ADB would be forced to operate with substantially re-

duced financial resources, thus limiting its scope of growth.

Finally, there is the problem of the 0il companies.
It would be encouraging if the oil companies participate,
out of their profits, in the bond capital of the ADB. Oil
companies have in the past shown signs of cooperation in
Iraq and Saudi Arabia by granting loans and advances. It
is true that they demanded strong guarantees in return
and that the loans were mostly short-term, yet they were
advanced with a view to retain the goodwill of these coun-
tries.

It is in the interest of the United States and
Great Britain, as well as the Arab countrieé, that such a
project be realized. Therefore, all efforts should be

exerted to make of such a venture a success. One of the
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main causes of the present aArab disputes is the unequal dis-
tribution of wealth in the region. The western powers should
help in the redistribution of income, one way being through
the participation of the oil companies. The realization of
the ADB will have more far-reaching significance than simply
the establishment of a joint financial institution. It

might serve as a first step towards Argb cooperation and
solidarity. The western powers, on their part, should
realize that they "... derive no benefit from an Arab world
split into two unequal camps; to encourage such a division

is to drive the radical one to lean on Russia. The object

of western diplomacy, therefore, should be to bridge the

gap between Egypt and Iraq, not to widen it."(l)

(1) Economist (Pebruary 15, 1958), p. 564.



CHAPTER VII

CONCLUSTION

The economic growth of the Arab countries has been
very marked since World War II., The rate of growth na-
turally has varied from country to country, but on the
whole, rapid progress has been achieved. Despite this,
the arab countries are still underdeveloped in comparison
with the advanced Western countries, In fact, it is
possible that despite the present pace of develcpment,
the gulf between them and the advanced wWestern countries
is widening,

The peoples all over the .rab worléd are in ferment;
they want to see tangible results in terms of higher stan-
dards of living for their rapidly increasing populations,
The governments being under constant internal social presg-
sure, are now resolved to modernize their economies as
quickly as they can. In order to do so, however, these
couﬁtries need technical assistance and capital.

The central problem of development in the Arab
world today is the following: On the one hand, the count-
ries which have the financial means to develop (i.e. the oil
countries,) have the smallest capacity to use capital pro-
ductively (Iraq being the exception), On the other hand,

the countries whose potentialities for development are large

-174 -
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(i.e. the non-cil countries), lack the required captital to imp-
lement their development plans, In their efforts to enhance
economic growth, the non-oil countries should depend more on
self-help than they did in the past.

The problem created by the dearth of capital in the

non-oil countries could be solved without extensive recourse

to foreign aid. a4 strong case exists for transferring part

of the wealth of the oil countries to the less privileged neigh-
bours. & suitable way of transferring this wealth is through
the creation of the projected arab Development Bank, whose
capital would be largely contributed to by the oil countries.
Unless this Bank, or a similar institution, is established,

the aArab region will not obtain lasting benefits from its oil

wealth.

The creationof a1 Arab Development Bank is not an easy
task; many issues have to be resolved and obstacles faced before
such a bold and pioneering venture could materialize. In eva-
luating the feasibility of an Arab Development Bank, a distinc-
tion has to be made between technical and practical issues.

On the basis of the analysis of chapter VI, it could
be stated that there are no insurmountable difficulties. The
proposal for the establishment of a joint inter-regional finan-
cial institution for development is basicallf sound, Yet, if
it is ever to materialize and to be able to contribute to the
economic development of the region, certain conditions are

required.
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The basic requirements can be summarized in four
points:

1., bMembership in the Bank should be open to all
Arab countries, without any distinction between Arab League
states and non-Arab League states, The participation of
private capital, whether local or non-local, should be in
the form of bond rather than share capital.

2. The authorized capital stock should be set at
600 million dollars (or slightly less). It should be dis-
tributed among member couniries in accordance with this
principle: every country's share should be proportional
to the percentage of its budget revenues to the sum of
budzet revenues of all member countries,

S+ Only 20 percent of the capital should be nor-
mally callable, of which two percent should be paid at the
signing of the agreement. The remaining 18 percent should
be called in 18 years, at the rate of one percent per year,
The remaining 80 percent of the capital should be called
only in the event of meeting the obligations of the Bank.

4, Seventy-five percent of the normally callable
capital should be paid in gold or any freely convertible
currency, and 25 percent in local currency. As to the uncalled
part of the capital, it should be guaranteed in gold or any
freely convertible currency.

The basic weakness of the above scheme is the method
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adopted in the distribution of capital among member count-
ries (point & above), If the budget revenues are taken as
a standard of distribution, then Egypt becomes the major
contributor (with 36 percent of the share capital). Egypt
cannot pay that much except at the expense of financial
strains. Despite this evident defect, this was found to
be the best standard for an equitable distribution,

It could be argued that a recourse to the per
capita budget revenues as a basis for distribution would
yield better results --- a fairer distribution of capital
burden. In fact, the use of such a standard would definitely
reduce the financial burden on Egypt, but would, on the other
hand, create new difficulties. Over 80 percent of the share
capital would have to be subscribed by Kuwait and Qatar
(since these two sheikhdoms have large oil royalties and
very small populations), while the ten other member countries'
participation would not amount to 20 percent of the capital,
Even though Kuwait and Qatar might be able to meet their
obligations under such a scheme, the distribution is not
realistic. Such a scheme would not, in all probability,
be backed by any of the participants. Therefore, it should
be discarded.

It should be noted that the defect arising out of
the use of budget revenues as a basis of distribution can

be partly corrected. By spreading the period during which
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the normally callable capital will be paid to 18 years,
the financial burden on Egypt is considerably reduced.
The practical issues, three in number, are more

difficult to overcome than the theoretical ones. First, the

participation of the three Sheikhdoms (Kuwait, Latar and
Bahrein) is not certain. It is believed that the protecting
power, Great Britain, has a considerable influence on the
decisions of these states concerning their eventual partici-
pation. If the protectorates refrain from participating,

the financial capacity of the Bank would dwindle considerably.

Secondly, there is the important problem of the con-
vertibility of the éterling. Agreement with the British
monetary authorities in this respect is a must. Otherwise,
some of the countries, notably Egypt, would not be able to
supply the Bank with freely convertible currencies,

Both problems are external, in the sense that the
outcome depends largely upon Great Britain. Lack of co-
operation on the latter's part will definitely render the
scheme unfeasible,

However, the most important obstacle is internal; it
lies within the region itself, Even in the best of conditions,
when all the ingredients are available, the Arab Development
Bank may not work., As long as the Arab world is politically
divided into two bitterly antageonistic camps, there will be

no room for clgse cooperation in the economic sphere.
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It is clear that Iraq is not interested in an
inter-regional plan. The best prospect at the moment is
the establishment of a Development Bank to operate in Irag
and Jordan only.

It miéht be argued that, even without Iraq's par-
ticipation (and naturally Jordan's), the project would be
still feasible. It is stressed that the Sheikhdoms and
Saudi Arabia have ample surplus capital to finance such an
institution. This point of view, however, is unrealistic.
The internal instability and the continuing tension in the
non-oil countries do not provide a favourable climate for
the inflow of capital from the oil countries. The latter
are relunctant to invest their surplus capital in a troubled
region; they are ready to forego higher returns for more
safety.

The oil countries are beginning to understand
that in international or inter-regional finance, when
investment capital flows from one country into sound pro-
ductive enterprises in another, both the importing and the
exporting countries gain. The former gains through increased
production and higher national income; the latter by earning
a return on its investment. The oil countries seem to
realize that the economic development of their neighbours
can only be to their own long-run economic advantage, Des-

pite this, unless the tension in the Arab world is reduced,
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and friendly relations restored, the attempt of solving
the region's economic problems through a joint inter-re-
gional financial institution is bound to fail. It takes
the goodwill and the cooperation of all the Arab countries
to create an institution as bold and ambitious as the

projected Arab Development Bank.
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