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made good their losses. Now enterpriges will be expected fo
finance operations and, to a large extent, development from
their own profits and by recourse to the commercial bank-
ing system.

(4) A «Central Agency for Trainings was set up to promote and
coordinate training activities.

The above rough appraisal of the relatively short experien-
ce the United Arab Republic had in development planning and
implementation suggests that the major problem this country
hag had so far, and is likely to face again in the 1970's lies in
the human resources field. Fast population growth (2.8 per cent
per annum) and a faster rate of growth of a labour force (3.3
per cent) that is relatively well educated and trained raises pro-
blems with at least the following two respects :

(1) Employment opportunities which are economically difficult
to increase but socially important to provide -— especially
for the educated -— and hence the policy of appointment by
decree of the surplus educated labour force every year and
the consequential decline in labour productivity which was
a manifestation of the growing degree of disguised unem-
ployment in the whole economy ;

(2) consumption requirements which were magnified as a re-
sult of this aspect of the employment policy; a wage earner
naturally spends more on consumption than a non-income
receiver.

The effect on development is two-fold. More resources are
required to be devoted to the production of consumption goods;
less to investment. Imports of consumption items are also in-
creased either at the expense of «investment» imports or the wor-
sening foreign trade balance picture or both. The result is im-
balances both internally and externally, which tend to affect de-
velopment adversely, and may force a slow down of the rate of
growth, as they actually did in 1965 or the abandonment of the
plan for a period of time which happened later.
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with a deficit of $ 185 million in the same period of 1966427, The
trade deficit for the whole of 1966/67 was only $ 253 million
against $§ 444 million in 1965/66. It went down further to $ 228
million in 1967/68. This result was, however, achieved at the ex-
pense of fast growth in the economy. It was already mentioned
that the rate of growth of gross domestic product had been cut
down in 1964/65 by about 40 per cent to a rate of 5.5 per cent.
This trend of slower growth continued also in 1965/66 and
1966767 when gross domestic product increased by only 5.0 per
cent and 2.5 per cent respectively (table 1).

Some important changes were decided upon during this pe-
riod of consolidation 1966-1967. A growing awareness of the
role the private sector can play especially in the export field,
and a recognition of the necessity of scrutinizing the public en-
terprises on strictly sound economic basis prompted these chan-
ges:

(1) The private sector is being given a more positive role in the
economy. The banking system was asked to give more fin-
ancial assistance and a training institute is to be set up to
serve exporters.

(2) To boost the handicraft and small industry, it was decided
to advance credits to artisans and craftsmen at rates of in-
terest below the current minimum of § per cent. The small
and handicraft industry (with under 10 workers apiece)
produces about 10 per cent of total industrial production
and provides employment for 285,000 workers.(18

This is about one third of industrial employment, or 4 per
cent of total employment.

(3) Industry and public trading corporations are being given
financial autonomy. The «services» budget will be separated
from the «works» budget and the losses of publicly owned
enterprises will not be automatically subsided as a result.
Under the old system profits made by public sector plants
have gone straight back to the Treasury, which has also

(17) National Bank of Egypt Economie¢ Bulletin, No. 4, 1967, p. 335.

(18) Economic Intelligence Unit, Quartely Economic Review, Egypt, No.
2 1968, p. 6.
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caused increased dependence by industry on imported ma-
terials;

(5) a gradual decline in unit labour productivity especially in
agriculture, and,

(6) a decline in the efficieney of investment or grossly under-
estimated capital output ratios or a combination of both
which led to more expenditures on investments than would
otherwise have been necessary, or a lower growth in gross
domestic product than could otherwise have been possible.

B. — Performance of 1965/1966 — 1986/67 :

Certain steps were taken during 1965 to cope with the im-
balances in the economy. These were :

(1) A slowing down of the growth of public expenditure on in-
vestments ;

(2) giving priority to investments aiming at raising land pro-
ductivity especially that under grains;

(3) extending the second five-year plan into a 7-year period
with the first two years devoted mainly to improving the
complementarity of the existing industrial units, and in-
creasing their export capacity;

(4) establishing a special council for population control under
the chairmanship of the Prime Minister;

(5) checking payments for invisibles on the foreign payments
bill, especially with regard to government expenditure.

The performance of the economy during the two years
1965/66 — 1966,/67, judged against the principal target set for
that period, namely to reduce pressure on resources both inter-
nal and external and to correct the resultant imbalances,
seems to have been rather satisfactory. The steeply rising cost
of living index — at an average annual rate of 12 per cent dur-
ing 1964-1965 slowed down to 4 per cent in 1966 and kept cons-
zant throughout 1967. Similarly the balance of trade showed a
surplus of $ 17 million during the first half of 1967 compared
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and again in 1965 the cost of living index rose by over 10 per
cent thus bringing to an end a period of price stability that ex-
tended as far back as the early 1950’s Externally, as would be
expected, the economy was also facing a rapidly deteriorating
foreign payments situation. Foreign indebtedness — made ne-
cessary by the ambitious first five-year plan and the low level
of domestic savings (the savings-investment gap reached 8 per
cent of gross domestic product in 1963/64) imposed a tremen-

dous burden of servicing that made rephasing of some schedu-
led payments necessary. Another manifestation of the problems
facing the economy in the field of international payments was
the sale of gold late in 1966, Meanwhile, the deficit on the ba-
lance of commodity transactions continued to grow umtil in
1963/64, it reached 9.6 per cent of gross domestic product. Be-
cause of certain corrective measures taken during the following
year, this deficit was reduced to 6.6 per cent of gross domestic
product. The principal factor responsible for the deterioration
in the balance of payments was, as we mentioned earlier, the
unproportionate rise in merchandise imports, with a virtual sta-
gnation in commodity exports. Imports of grains and industrial
raw materials increased faster.

A number of factors could therefore be said to have been res-
ponsible for the unfavourable change which was repressed for a
while only to explode during the last year of the first five-year
plan in the United Arab Republic :

(1) A rapid growth in population at a rate of 2.7 per cent an-
nually which was reflected in increased consumption and
imports of food; the plan assumed a rate of growth of po-
pulation of cnly 2.2 per cent;

(2) a faster rate of growth in the total wage bill, which again
increased the pressure on resources (both internal and ex-
ternal) for consumption;

(3) over optimistic projections by the planners of the length
of the gestation period of the various industrial investments
which led to a larger and longer dependence by the new in-
dustrial projects on imported raw materials and semi-ma-
nufactured goods;

(4) faulty planning of inter-industry complementarity also
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This heavy pressure on resources, which was manifested
in price upsurges and a sharp deterioration in the foreign trade
balance, was a result of a combination of factors :

— the commodity sectors which had previously increased at a
much faster rate than the services sectors slowed down con-
siderably in 1964/65. (Table 2).

— Employment increased at a high rate through the period

and, with real wage rates also increasing, the total wage bill
increased (in real terms) at a much faster rate than gross

domestic product. The total real wage bill was in the fifth
year of the plan 48 per cent above what it was before the
plan. Other incomes (property incomes) were only 29 per

cent more. As a result, the distribution of income was alter-
ed drastically in favour of wages and salaries: these rising

from 43 per cent to 46 per cent of total gross domestic
product over the Plan. (Table 2).

Two other factors — labour productivity and the efficiency
of investment — were also on the adverse side of the picture,
and helped to intensify the problem of imbalance in the econo-
my. Labour productivity increased in real terms by only 8 per
cent over the whole period while average wage earnings increas-
ed in real terms by 20 per cent. Unit labour productivity thus
stood at the end of the period at 90 per cent of what it was at
the beginning of it (Table 2). This continuing decline in produc-
tivity prompted the Prime Minister in October 1966 to put for-
ward, as a principal guideline, that «wage rises must be condi-
tioned by rises in productivitys.

Similarly, investments over the five-year period were 95.9
per cent of what was planned, but income generated as a result
was only 86.0 per cent of the plan figures. The ratio of the se-
cond to the first, which is 89.7 per cent, could be taken as an
indicator of investment efficiency (Table 3). The fact that the
ratio is below 100 could be interpreted as indicating wasteful
investment execution, the existence of unutilized capacity, but
also — and that cannot be ruled out — the possibility of initial
under-estimation of capital output ratios in the plan figures.

The effect of these unfavourable developments was imme-
diately felt both internally and externally. Prices, which remai-
ned quite stable until 1963 started suddenly to rise fast. In 1964
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year plan was also postponed for two years to make way for

what was really a consolidation (interim) period, with smaller
investments and a lower planned rate of growth of gross na-
tional product. This trend became evident to the planners in the
UAR in the early days of the (postponed) second five year plan.
In their follow-up report of 1965/66 they emphasized that the
target of doubling the national income would have to extend
over 13, probably 14 years instead of only 10.(®

After the Middle East war of June 1967, what was left of
the original 10-year plan was finally abandoned, with annual
investment budgets for the years 1967 - 69 filling the gap, while
a new S5-year plan for 1970-74 is being formulated.

The two years of 1965/66 and 1966/67 (the consolidation
years) would have to be evaluated against the performance of
the first five-year plan in general, and the problems, bottlenecks
and imbalances these two years were set to treat in particular.
The year 1967/68 would further have to be evaluated in the light
of the severe disruption to the economy brought about as a re-
sult of the June 1967 war.

A,—The performance of 1960 — 64.

Gross domestic product increased by 37 per cent (against
a planned 42 per cent) between 1960 and 1964 (¥.Y.,) an avera-
ge annual rate of 6.5 per cent. The rate for 1964 marked, howe-
ver, a decceleration of just under 40 per cent over the rates of
the previous two years. The economy was being at the time sub-
jected to severe pressure on resources especially for consump-
tion, and inflationary tendencies — strictly controlled until 1963
— began to get over to the gurface. The rise in consumption ex-
penditures which was planned at 4.9 per cent, actually reached
8 per cent during 1963-1964 before it was cut down to 4 per
cent in 1964 - 1965. Public consumption was, however, the prin-
cipal factor behind this «dramatic» rise-and-fall movement in
total consumption over the period. Private consumption growth
was much more stable, and at a rate which was below the aver-
age for total consumption. (Table 1).

(16) Ministry of Planning, Follow-up Report 1865-66, p. 61, Cairo. 1967.
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cent during these four years. At the same time the fifth year
would show a complete though abrupt dependence on domestic
savings.

Actual developments were — quite expectedly — rather
different from the above planned picture. Net foreign borrowing
— measured as the deficit on current payments — persisted

throughout, as we noted earlier.(® In fact it increased absolu-
tely, but also relatively from one per cent of gross domestic
product in 1960/61 to 4 per cent in 1964/65. During the second
five years the performance of this indicator was however more
satisfactory, notwithstanding the economic difficulties normally
associated with a war-mobilized economy. The deficit on current
payments was therefore only 1.5 per cent of gross domestie pro-
duct in 1967/68. This sudden improvement in the balance of
payments picture is partly explained by the severe cut in invest-
meents especially in the year following the June war of 1967, but
also as a more determined policy towards balancing foreign pay-
ments began to take real shape. The decline in gross fixed capi-
tal formation was not however confined to the year 1967/68. As
a matter of fact, ever since 1963/64 it showed relative stagna-
tion. The projected level of 18 per cent for the investment ratio
was actually surpassed however by 1963/64; it reached over 20
per cent. But this achievement was only made possible by draw-
ing heavily on foreign savings; domestic savings did not contri-
bute but 12.5 per cent of gross domestic product. The corrective
measures taken later — and discussed below — led however to a
pronounced increase in the share of domestic savings — in fin-
nancing the investment programme — which reached 15.4 per
cent in 1966/67. Had it not been for the aggressive war of June
1967 the decade might well have closed on a close to equilibrium
balance between investment and domestic savings.

V. — Appraisal :
It is undoubtedly evident by now that before the first five
year plan was completed in June 1965, several serious problems

had started to develop and the fifth annual plan had to be ad-
justed downwards to cope with the situation. The second five

(15) The aforementioned export surplus realised in 1968/69 les outside
the scope of this paper — no data is yet avallable on this year.
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The projected (or rather expected) result of having a substan-
tial surplus in five years’ time in the balance of payments did
not of course take place. Quite the opposite was an increased
deficit on current payments which in 1964/65 reached 175
million dollars (table 1). It was in the 9th year of the plan —
1968/69 — that the target of turning the balance or current pay-

ments into a surplus was achieved, showing a positive 19 million
dollars.

The above result should not be taken to mean a failure of
the investment programme in the field of foreign trade. On the
contrary, the target of producing a more diversified export list
was achieved — exports of raw cotton relatively declined from
72 per cent in 1959/60 to 45 per cent in 1967/68, and exports
of manufactured products increased from 21 per cent to 32 per
cent between the two years. As will be pointed out later, it was
developments in other fields — inaccurate projections of import
requirements of raw investments and longer gestation period —
that made imports increase fast instead of holding constant as
was planned. It should also be noted that an unprojected adver-
se change in export-import prices which reduced the commodity
terms of trade to 90 per cent of what it was in 1959/60 (table
1) must have made an important contribution towards the di-
sappointing picture of the foreign payments balance especially
at the middle of the decade.

IV. — Financing the investment programme

One third of the total investment budget of the five years
1960-1964, i.e., 1242 million dollars were planned to be financed
through foreign savings. With the assumption of a surplus in
the fifth year on current payments of 92 million dollars — as re-
ferred to above — the implication was that the balance of pay-
ments would be allowed to run in deficit — on current payments
— during the first four years 1960-1963 to the aggregate
amount of 1334 million dollars.®® Ag gross investments were
planned at the time at 685, 782, 812, 85304 million dollars for
the years 1960-1963, foreign savings would amount to some
43 per cent, and domestic finance would be as low as 57 per

(13) Net foreign borrowing.
(14) Including inventories.
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fic — is a free factor of production on the standard assump-

tion that in under-developed countries labour is an abundant
factor of production. Yet, it is doubtful whether a surplus of
labour exists in Egyptian agriculture in the sense that a large
number of persons could be moved permanently from agricul-
ture, ceteris paribus, without decreasing production. In fact
some evidence against the existence of an absolute surplus of
labour in Egyptian agriculture is available. The value of the
marginal productivity of labour in agriculture seems to be at
least the same as actual money wages.'/) The assumption of
labour as a free factor would suggest a bias in favour of more
labour intensive projects, while Egyptian Ministries — espe-
cially of Industry and Communications — staffed with engi-
neers, were often accused of being biased in favour of capital
intensive projects. It therefore seems doubtful «whether on ba-
lance too high or too low capital intensity has been chosen».(?

Thirdly, in the field of foreign trade the investment pro-
gramme aimed at import substitution and self-sufficiency.

The underlying idea was that an underdeveloped single com-
modity exporter should diversify its production in order to de-
pend less on foreign trade. The logical result of a more diver-
sified local production is more diversification in the export list.
This was thought beneficial both from the point of view of a
lower degree of dependence on foreign markets and a lower de-
gree of vulnerability of export receipts to economic fluctuations
and political interferences. With respect to foreign payments,
and as a result of the twin policy of import substitution and ex-
port diversification, the plan expected a substantial export sur-
plus of 92 million dollars to materialize by 1964/65. Import sub-
stitution was expected to hold imports constant — in value
terms — in spite of the projected increase of over 40 per cent
in production and income, while the increase in, and diversifica-
tion of, production was expected to lead to increased exports of
manufactures especially, the underlying assumption being it
seems that foreign demand would always absorb the «surplus».

(11) Hanaa Kheir El Din. «The Cotton Production Function in the U.A.R.
and its Relation to Technical Progress and to disguised unemploy-
ments, Memo No. 370. Institute of National Planning, 1963.

(12) Hansen and Marzouk, op. cit., p. 305.
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be the same for marginal investment projects in all the indi-

vidual sectors. A full appraisal of the investment programme
would involve getting down to the individual investment pro-
jects which is an impossible task to do. However, it is very
much doubtful that the plan undertook such a balancing pro-
cess.

Rather, total investments were allocated to ministries (seo-
tors) on the basis of the overall targets laid down by the Go-
vernment. This was done step by step. From the given over-all
growth-rate target and a series of income elasticities for con-
sumer goods, obtained by informed guesses, there followed
the distribution of consumer demand by sectors; to this was
then added Government current demand. The over-all capital
output ratio gave the total amount of investments, which we-
re roughly divided into construction and imports of capital
goods. Sectorial production targets were determined in a ra-
ther intuitive way, and the total investments needed for each
sector were estimated by the application of sectorial capital-
output coefficients, obtained from historical studies of domes-
tic development and from experience abroad. After each Minis-
try had received its broad investment frame, it was asked to fill
it in with concrete investment projects according to the best
judgement of the Ministry. Since the selection of projects with-
in each sector was thus left to the Ministry in question, there
was nobody to compare the individual projects as between Mi-
nistries. The work done by the individual Ministries was pro-
bably of quite different quality, and in some Minigtries ambi-
tious attempts were made to estimate future returns in terms
of value added, employment and import-saving effects. But
just how these factors have been weighted against each other
is impossible to know. The method of selection may also have
varied from Ministry to Ministry.@

Second, the rate of return on capital in terms of value
added has played a role in selecting investment projects. This
seems natural when the task is to minimize the amount of in-
vestments necessary to accomplish a given national income in-
crease. This procedure however presumes that labor—in gpeci-

(10) Hansen and Marzouk, op. cit., p. 303.
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cent of what it was in 1959-1960. The one sector that was
largely responsible for this deterioration is agriculture, espe-
cially because of its size, but other important sectors also wit-
nessed some rather minor deteriorations in productivity.

III. The investment programme :

The plan calculations project the ratio of gross invest-
ments to gross domestic product — at market prices — to
reach 18 per cent in 1964/65.(® Total investments, planned at
3627 million dollars for the five years 1960 — 64 (F.Y.), ie.
an annual average of 725 million dollars, compare very favour-
ably with the estimate of 393 million dollars for the base year
1959/60. 95 per cent of these investments were realised by the
end of 1964/65, as is shown in table 3, and the investment ra-
tio actually rose to the projected 18 per cent (Tables 4, 5.)

But an appraisal of the investment programme requires
us not to forget that prices which had been kept almost cons-
tant during the first four years of the plan rose rather sharply
in the fifth year (1964/65) by about 11 points in the cost of
living index and 8 points in the wholesole index, (table 1). The
fact that 95 per cent of planned investments were realised dur-
ing 1960 — 1984 should therefore be judged in the light of
price developments. More important however is that an invest-
ment programme should be appraised against the underlying
value judgements and in the light of the targets it was set to
achieve,

First, since doubling the national income in ten years was
taken as primary policy postulate, and since furthermore rais-
ing the standard of living of the population meant allowing to-
tal consumption to increase at a faster rate than total popu-
lation,® investments necessary to achieve this objective should
be minimized. An optimum pattern of investments at the mini-
mum leve! requires that the quantitative measures (necessary
to effect a process of minimization) of any criterion chosen as
a basis for decisions about that pattern of investments should

(8) World Economic Survey, 1964, Part I, op. cit,, p. 28,
(9) This is what is usually referred to in Contemporary Egyptian termi-
nology as «the difficult equations.
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after the Suez war of 1956 was thus extended and more diver-
gified, and in effect given the lead in economic development.

The third objective of the plan — that of approaching a
state of full employment — has an economic impact of a diffe-
rent nature. The development of the Government policy in this
direction during the period under consideration is worth not-
ing. The plan envisaged the absorption of all projected increase
in manpower — about one million person in the five-year period
or one-sixth of total employment. Since some unemployment
existed at the beginning of the period, full employment would
not be achieved, but the ratio of unemployment would decline.
Thus the employment ratio increased from 89.5 per cent in the
base year 1959/60 to 92 per cent in 1964/65, but declined again
to 88 per cent in the aftermath of the June war of 1967, (ta-
ble 1). To be sure, the number of employed continued to increa-
se, but this increase was rather modest as a result of the forced
drop in fixed investments in 1967/68, especially in construction
and in the field of agriculture. The construction sector actually
released in the first year after the «war» some 50 thousand
workers or about one-quarter the net annual addition to man-
power. Worse still, the agricultural sector which was counted
upon during the first five years to — and actually did — ab-
sorb one-half the expansion in employment (some 100 thous-
and on the average annually) did not expand at all in terms
of employment during 1966-1968.

Another aspect of the Government employment policy
stems from social considerations. Employment for social rea-
sons was later accorded a larger value than at the time when
the first five-year plan was drawn up. In 1961, a great employ-
ment drive took place, including an increase in employment in
Government administration and in the newly nationalized in-
dustries; in the latter it was connected with a reduction in the
working week from 48 to 42 hours. This employment drive led
to a large increase in industrial and Government employment,
with adverse effects on productivity in both spheres. Table
2 shows that during the five years 1960-1964 productivity
of labour increased by only 8 per cent while average wage earn-
ings increased by 20 per cent. Unit labour produectivity (pro-
ductivity, i.e. per unit of wages) therefore declined to 90 per
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(b) to achieve a larger equality of opportunity, and a mo-
re even distribution of income and wealth;

¢) to expand employment opportunities.

The investment programme is naturally the central core
of the plan, but it is the only policy programme laid down in
the plan frame. The plan envisages a total investment over the
first five years 1960 — 1964 (FY) of 3627 million dollars.®
The share of investments in gross national product (at market
prices) was planned to increase — on average for the 5-year
period as a whole — to 18 per cent against 12.5 per cent® in
the base year 1959/60. With properly planned capital-output
ratios for each sector and an allowance for more utilization of
excess  capacity-projected to raise gross domestic product by
5 per cent over the first five years, gross fixed investments
were, in fact, designed to raise national income by only 37 per
eent, which they almost did, as we shall see shortly.

The achievements of the investment programme, which
will be discussed later, cannot however be isolated from the so-
cial aspects of the plan and their economic implications which,
if not properly managed, could jeopardise the principle target
of attaining a certain rate of growth of national income. The
plan was to effect a process of income and wealth redistribu-
tion by means of minimum wages, larger employment outlets,
free education and a larger equality of opportunity, wider base
of and upper limit to land-ownership through land reform and
nationalization — in 1961 and 1963 — of a large number of
private enterprises which played a key role in the process of
economic development. Not less important was the predomi-
nence of public investments in the plan which amounted on the
average to more than 90 per cent of the total investments du-
ring the first five year plan. This, together with the nationa-
lizations of 1961 and 1963, placed the greater part of the pro-
ductive apparatus in the hands of the Government. The public
sector which had its early roots in the «Economic Organization»
of 1957 as a direct consequence of the «Egyptianization» of fo-
reign (British, French and Australian in specific) interests

(6) Conversion of national currency into U.S. dollars was made at the
rate of 2.3 dollars to the Egyptian pound throughout.

(7) General frame of the 5-year plan for economic and soclal development,
July 1960 — Junme 1965, Cairo, 1960.
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did for most of Africa — no indication towards growth or de-
velopment. The «Plan» of 1960 and the sectorial investment pro-
grammes which preceded it — especially in the field of industry
in 1956/57 -—— made therefore the demarkation line between
relative stagnation and growth.

It is true that gross domestic product — according to the
figures available® -—— increased at an annual rate of between
one and one and a half per cent from 1913 and 1939. This
rate was even accelerated after 1939 when the first industria-
lization efforts of the early «thirties» began to bear fruit; it
reached 2% per cent. But let us not forget that alongside this
development, population rates also began to rise fast reaching
1.8 per cent per annum after the second world war, and an
alarming 24 (or according to other estimates even 2.9) per
cent in 1960.® In other words, the slow rise in total production
was only barely adequate to take care of population increase,
and when the rate of increase of total production was stepped
up later in the period, population growth had also reached
higher proportions. The net result was a complete stagnation
of per capita income, which over a period of more than
forty years (1913 —— 1955) increased by only 5 per cent, a mere
0.1 per cent® per annum.

II. The Development Plan of 1960-69 :

The first formal economic and social development plan in
the UAR covers a period of ten years 1960 — 1969 (fiscal
years),® and is divided into two five-year plans. The plan had
the following principal objectives :

(a) to double national income, at constant prices, at the
end of the ten-year period. For the first five years a
42 per cent increase was planned, implying — at a
compound rate — an annual rate of growth of 7 per
cent in gross domestic product;

(2) Bent Hansen and Girgis Marzouk, ¢Development and Economic poll-
cy in the U.A.R. (Egypt)», Amsterdam, 1965, p. 4.

(3) Op. cit.,, Table 2-1 p. 23.

(4) Op. cit.,, pp. 4-5.

(5) Fiscal years beginning July 1 of the year stated.
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I. Imtroduction :

Economic development and development planning are re-
cent phenomena in the world of to-day. Not before the late
fifties of the present century that they became common termi-
nology in economiec language, and certainly only in the sixties
that the United Nations Secretariat had to reorganize itself to
introduce a «Center for Development Planning Projections and
Policies» instead of the standard economic research division that
is common in any service organization. The U.N. (first) ®deve-
lopment decade was also launched in 1961 to commemorate the
beginning of a global concerted effort between the developed
and the developing countries of the world towards a more de-
termined policy of development.

In the continent of Africa, efforts towards planning and
economic development are even more recent. In Asia for exam-
ple, and also in parts of Eastern Europe, successful attempts
at development were made in the late forties and early fifties.
Only Ethiopia, in the continent of Africa, is thought to have
started as early. The first UN. development decade witnessed
however a convergence of African efforts towards development,
In the United Arab Republic, where sectorial development plans
— in industry and also in agriculture — were put into effect
in the course of the 1950’s, only in 1960 did the first economic
and social development plan come into force.

The first fifty or more years which preceded this first at-
tempt at economic development through planning — since the
turn of the century — witnessed in the UAR — as it probably

(1) The United Nations is just about to declare the seventies another
development decade.
§))]
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phasized the contribution of industrialization to the development of
new skills and growth, to facilitating changes in personal attitudes
and included social consideration in their analysis.

Examples of these writers : Myrdal op. cit. D. seers, «a model of com.
parative Rates of Growth in the World Economys, Economic Journal,
March 1962: Nurkse R., Patterns of Trade and Development. Black-
well, Oxford 1962.

Other examples of the authors who advocate in the industrialization
approach in the integration schemes for the developing countries are:
A. Breton, The Economics of Nationalism, Journal of Political Eco-
nomy, August 1964.

H.G. Jonson, «An Economic Theory of Protectionisms, Journal of Po-
litical Economys June 1965.

C. A. Cooper & B. F. Massell «Toward a general theory of Customs
Union for developing countries» Journal of Political Economy, October
1965. Hazlewood A. op. cit. Some of them contend that the conven-
tional theory of customs union considers the replacement of domestic
consumption by cheaper imports commonly regarded as a cost rather
than a benefit, whereas benefits are expected to result both from tra-
de diversion and from trade creation in favour of domestically produ-
ced products, see Robson op. cit.
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(1900 — 1950) was about 14% annually.®® While the value of
exports is affected by this high degree of fluctuation, a country
specializing in primary production loses control over its natio-
nal income, money supply, and hence over its rate of growth.GD

A conclusion may be reached that the objective of economic
integration in Africa are not what has been taken care of by
the conventional integration economics, and the whole problem
of the African countries is how to develop their economies, in
other words how to industrialize. Hence the fusion of the na-
tional markets of a.group of countries in an attempt at integra-
tion is to speed up their industrial development, by creating op-
timum or near optimum markets for their industrial enterpri-
ses. The other integration measures in the other sectors are to
facilitate the industrialization efforts So policies concerning
the hamonization of agricultural production and marketing tar-
riff elimination or reduction, the economic and social infrastruec-
ture projects would be oriented to serve that purpose. Integra-
tion schemes between a group of african countries cannot be
evaluated in terms of whether they are more trade creating than
trade diverting. An integration scheme would be desirable and
useful so far as it helps the member countries to develop even
if it is trade diverting.®2

30) H.C. Wallish, Monetary Problems of an export Economy. Harvard
University Press, Cambridge Mass. 1950

31) U.N. Instability of Export Markets of underdeveloped countries, New
York 1952.

32) There are some authors who departed fundamentally from the static
analysis of the comparative cost theory, and the conventional theory
of customs union, and started a dynamic argument for integration,
and emphasized its contribution to economic growth and to the struc-
tural transformation of the developing economies. Inputs of factors
of production are taken to be variable and the character and effecti-
veness of factors are assumed to be bound up with the character of
production. They contended that what is at issue in a developing
country is not merely marginal changes but its structural transfor-
mation. Comparative advantage is not only changing but should be
forced to change. This dynamic approach lays emphasis on the unem-
ployed or underemployed resources which the conventional argument
disregarded. They observed the persistent trend towards external in-
balance for those countries and suggested the reduction of export de-
pendence in the interest of promoting domestic stability. They em-
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loped countries cannot rely on agriculture to lead their develop-
ment, as it is well-known that population increases by 3% or
more in these countries, so without industrialization we will not
have growth but stagnation. A conclusion may be made that in
addition to its usual functions, agriculture’s crucial rcle is to
facilitate the development of industry, and hence the economic
progress of the underdeveloped economy.

The international division of labour which the static com-
parative advantage theory preaches i.e. the developed countries
specializing in manufactures and the underdeveloped countries
in primary production, was attacked on two more points: the
unfavourable terms of trade and short-run fluctuation in the ex-
port markets of primary commodities.

Whatever the concept of the terms of trade®® omne takes
one would find that the amount of manufactures which the un-
derdeveloped countries can get for a certain amount of theic
agricultural or primary products is decreasing continuously,
with the result that the inputs of their factors of production
are exchanged for less and less inputs of the factors of produe-
tion in the developed industrial countries.

The second point is that prices of food and primary pro-
ducts are subject to violent fluctuation. In the short-run, in-
vestments are lumpy, resources or factors of production are
immobile. A country may benefit from specialization in food
and primary production, if their average prices are still in the
long-run. But big fluctuations in the short-run of the prices of
primary products make the export receipts an unstable source
which would slowdown the rate of growth. It has been found,
for exampie, that the average fluctuation in the price of fifty
primary commodities in the first half of the twentieth century

29) There are many uses of the «terms of trades. Single factorial terms
of trade, real cost terms of trade, utility terms of trade, double fac-
torial terms of trade, gross barter terms of trade. See Viner J., Stu-
dies in the Theory of International Trade, Haber Bros New York 1937,
Kindleberger, Economic Development op. cit. pp. 238 — 59; Myint,
The Classical Theory of International Trade and the Underdeveloped
countries, Economic Journal June 1958 pp. 318—337.
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either within a country or on an inter-country level. Efficiency.
however, should have special meaning when we talk about it in
an underdeveloped context. Nobody would seriously argue that
the economic efficiency of industries in the underdeveloped eco-
nomies in this phase of their development should be equal or
compared with the industries in the developed countries. It is
not logical nor is it necessary. It is not logical because indus-
tries together with the technological advance started their
course of development about 200 hundred years ago in En-
gland, 150 years ago in the United States and Western Euro-
pe, about 100 years ago in Japan and some fifty years in the
Soviet Union, while most of the African countries are still think-
ing to industrialize. It is not necessary at this stage of develop-
ment, because using the unemployed or underemployed resour-
ces in the African economies to establish industries to cater for
the internal market as import substitutes would be a net gain
to those economies,®® and would stirulate growth. This is not
also an argument to neglect agriculture. Indeed agriculture plays
a vital role in the process of development. It represents a sui-
table market for manufactured goods either for consumer goods
or for capital goods which are needed to promote agriculturai
production. It supplies industry with its inputs and with the
workers who are very often disguisely unemployed in the agri-
cultural sector. It provides focd for the industrial workers as
well as the rest of the population. So it can be a source of saving
of the foreign exchange which is badly needed to impcrt eapi-
tal goods for economic development instead of spending it on
importing food produects.

But the growth rate in agriculture in Africa, and in other
underdeveloped countries is estimated to be from 2 — 3% in
the last decade, and even with better organization and better
techniques, agriculture would not exceed an annual inerease of
3%. So if we iook at the material benefits alone, the underdeve-

28) If the trade diverting industry is based on hitherto unutilized resour-
ces in a developing countries, the latter is bound to increase its in-
come, Also a developing country concentrating on import substitu-
tion, even if this implies higher costs, may not in fact sacrifice alter-
native uses of resources, but rather get some growth, although ineffi-
ciently in developed world terms where none would take place other-
wise. Robson op. cit.
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to economic development does not lie only in the second, third
or more rounds of investments which it stimulates, a very im-
portant factor in the cumulative process of development, nor in
its quick returns and short run social benefits, but much more
important is its effects on the whole culture of the society. In-
dustrial development raises the level of technology, production
techniques, education, the skills of the people and it affects
their innovating capabilities, their way of life; it can help re-
move the thousand and one problems which may be termed the
socio-cultural problems obstructing the efforts to develop the
underdeveloped econom:ies.

The old economic development writers were aware of the
importance of industry in an early stage of economic develop-
ment thought. When «Von list» initiated the idea of protecting
the «infant industrys, he was not thinking only of the pure eco-
nomic benefits of industry, but of its «culturals benefits: «a
country which directs its efforts merely for agricultural or
«primary» production, backwardness will dominate its people,
who would stay lazy; they would stick to the old ideas, ideolo-
gies, habifs and obsclete technigues of production; they will
lack «culture», prosperity and freedom. Industrial development
will change all those ills, and industry will destroy mental and
moral stagnation which prevails in the agricultural society. In-
dustries and manufacture are the basis of local freedom, and
the source of intelligence, arts, sciences, external and internal
trade, navigation and improved transport and communicatiorn,
it is the origin of civilization and political power.?

Our dargument on the place of industry in the development
effort in the African countries must not be taken to mean an
invitation to inefficient industrial development. Inefficiency.
would harm the meagre resources the African countries have.
The so-called prestige industries, the waste of resources, the ex-
cess surplus capacity, the repetition of the same expenditure in
different sectors or enterprises or infrastructure projects could
be avoided with a genuine and scientific development planning

27) Fredrick Von List, The National System of Political Hconomy trans-
lated by Lampson, S.L. 1885 p. 217.
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ployment constitutes transport, communication, trade, govern-
ment and personal and household services.(

Colin Clark collected a considerable amount of data to pro-
ve Fisher’s point of view and found that there is a relationship
between employment in the different sectors of the economy
and per capita income. The ratio of labour employed in agricul-
ture decreases from 70 — 80% of the total population in the a-
gricultural (underdeveloped) countries to about 6 — 12% in the
developed industrialized countries, like the United States and
the United Kingdom.@%

3 — Fourastie,® a French statistician, developed a model
which combines the productivity of sectors and income elastici-
ty of demand. He has chosen three commodities : potatoes
which represent «primarys production, a bicycle for the «secon-
dary» production, and an hotel room as an example for the «ter-
tiary» production. He has found that the labour productivity in
the first commodity increased from 100 in the year 1800 to 130
in the year 1950. Consumption increased until the twenties
(1920—9) but the income elasticity of demand was less than
unity. In bicycle production, labour productivity increased from
100 in the year 1900 to 700 in 1950, and is still increasing, and
consumption increased by 9 times in the same period, but it
then began to decrease so far as the hotel room is concerned,
the increase in productivity remained constant between 1800
and 1950, but demand increased consumption from 10C in the
year 1800 to 10,000 in 1950.¢29

4. — More important is that the contribution of industry

23) A.G.B. Fisher, «Economic Implication of Materiat Progresss. Inter-
national Labour Review, July 1935 pp. 5 — 18, also his «Primary,
Secondary, Tertiary Production» KEconomic Record, June 1939, pp.
2438 et seq.

24) Colin Clark ; The Conditions of Kconomic Progress, 2ed. 1951, ch. XI
Maecmillan, Loncdon, see also the recent editions of the book.

25) J. Fourastie, La Productivité, Presses Universitaires de France, Paris
1952,

26) See Kindleberger, Economic Development op. cit. p. 120 who does not
agree with these figures, although he agrees that productivity is hi-
gher in industry than in agriculture. See also E.M. Ojala, Agriculture
and Economic Progress, Oxford University Press, London 1952.
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tralia, New Zealand, Holland, Denmark and Canada) is far less
than 309%.¢2"

2 — Economic development, by its very nature, implies con-
tinuous change. In this sense it constitutes a transformation
process in the use of resources, the intensive use of capital in
production, and the allocation of the labour force between va-
rious economic activities. This transformation must take place,
otherwise growth would halt. The reason is that as output and
income increase, demand on some products increase at a lesser
rate than the increase in income, while demand on other pro-
ducts increases at a higher rate than the increase in income.

This argument is based on «Engel’s law» which contends
that if income increases over a certain minimum, food con-
sumption decreases as a percentage of income even if the abso-
lute quantities of consumption of food products increase.?D In
the underdeveloped densely populated countries, it can be said
that most of all the increase in income is to be spent on food, in
other words, income elasticity of demand is near unity, while
in the Unitad States for instance, what is spent on food is a
small part of the increase in income.®2

Economists and statisticians pointed out the historical
classification of countries according to the number of workers
in the different sectors of the economy. Fisher introduced the
idea of primary, secondary and tertiary production or employ-
ment. Primary production, to him, includes agriculture, pastu-
res, some mines; secondary production includes manufactures
and mining in general and construction in general; tertiary em-

20) S. Kuznet’s Toward a theory of Economiec Growth in National Po-
licy of Economic welfare at Home and Abroad, ed. by R. Acham, Dou-
bleday on Comp., New York 1955 pp. 30 et seq.

21) See Svennilson, Growth and Stagnation in the European Economy,
U.N. Economic Commission for Europe, Geneva, 1954 p. 7 et seq.;
Kindleberger, Fconomic Development, New York, McGraw Hill, 1958
p. 116.

22) See Colin Clark, World supply and requirements for farm products-
Journal of the Royal Statistical Society, Series A. 1954 p. 278; H. J.
Burton, a survey of Recent Contributions to the Theory of Economic
Growth, Massachussetts Institute of Technology, Center of Interna-
tional Studies, Cambridge Mass, April 1956.
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tage in their total exports so, industrialization is the main fac-
tor either to encourage trade between the member countries of
the integration scheme, or to accelerate their development.

The place of Industry in economic development

Industry occupies a special place in the economic develop-
ment effort. Both the historical and theoretical analysis of the
economic development process tell us an unmistakeable story:
that industrialization is synonymous to development.

1 — From the point of view of the history of economic de-
velopment, we find that the ratio of industrial output to gross
national product, and the number of workers employed in the
industrial sector compared with those employed in agriculture
are very high in the developed countries and considerably low
in the underdeveloped countries.!® It has been found that there
is a relationship between the ratio of industrial employment to
total employment and the share of the industrial sector in the
national product on one hand and per capita income and econo-
mic development on the other hand. The corollary is that as in-
dustrial employment and output increases, income per capita in-
creases and vice versa: whenever industrial employment and
output are low, the country can be said to be underdeveloped.

A few examples will illustrate the fact that the history of
economic development does not give even one example for a de-
veloped country which relied mainly on agriculture or primary
production to achieve a high level of per capita income. In the
United States, 72% of the total labour force was employed in
agriculture in the year 1820, and less than 20% in the year 1940.
In Japan in 1870, 72% of the working people were employed in
agriculture, and less than 309% in the thirties. The labour force
employed in agricuiture in the underdeveloped countries in Afri-
ca, Asia and Latin America is between 60—70% of the total
working people, while the percentage in the countries which
export considerable quantities of agricultural products, (Aus-

19) See K.H. Khalil, Industrial development Planning, IDEP /ET/
LXVII/2035-7 plet seq.
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It is clear, then, that whatever measure is used, be it the
size of the country, the number of population, the gross national
imncome, or the much more telling criterion of the per-capita in-
come, we find that most of the african countries, taken indivi-
dually, constitute very small ‘national markets indeed. This
smallness of the national markets can be considered an obsta-
cle to growth. For an efficient economic enterprise should have
a market of an optimum size in order to benefit from the eco-
nomies of scale and of specialization. But the african countries
cannot furnish such a market, so the need arises to extend the
market through the concerted effort of a group of neighbouring
countries by establishing an integrated area, in which the mar-
ket will be larger to achieve the optimum size for their enterpri-
ses, or something near the optimum position, where costs can
be reduced to a minimum, and hence reach the maximum per-
formance of the integrated economies. In joining forces toge-
ther the member countries of an integration scheme would en-
hance their effort for economic development.

But extending the market for what kind of enterprise ?
Certainly not for the agricultural and other primary products.
It is well-known that the bulk of the exports of the african coun-
tries are agricultural and mineral products. These products are
marketed mainly in the world market ocutside the countries of
Africa. So when the U.A.R., Sudan, Uganda, for example want
to form a certain degree of economic integration, their objective
will certainly not be the export of raw cotton to one other. The
same applies to Cocoa or coffee beans between countries of East
or West Africa. The organization of States of the River Sene-
gal, (OERS) i.e. Senegal, Mali, Guinea and Mauritania, will ob-
viously not trade with each other in peanuts as all of them pro-
duce more or less the same product. The same principle applies
to the maghreb countries as we will show below so far as their
olive oil, citrutes fruits, grapes, and wine, phosphates etc. are
concerned. '

The extension of the market via economic integration, the-
refore, is needed to promote industrial enterprise, and hence en-
hance the economic and social development of these countries.
As the level of industrial production in Africa, in general is
very low, and hence manufactures represent a very low percen-
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upon is not the main concern of the underdeveloped world, it
seems that we are left with no choice but to call upon the con-
cept of «economic development» to form the type of economic
integration suitable to the developing economies of africa.

Economic development is a vast field indeed. We shall draw
attention to one important aspect of economic development
which will also be relevant {o our discussion on eccnomic inte-
gration in the african countries.

One of the main characteristics of the african countries is
that most of them are extremely small. About twenty countries
have populations of less than 2 1/2 millions® Gabon and Gam-
bia have 400,000 and 300,000 people respectively. Aithough so-
me countries cover large areas (e.g. Libya, Algeria, Mali, Tan-
zania, Sudan, etc.,) the average size of the african country is
about 271,000 sq. miles, while it is 488,000 sq. miles for coun-
tries in Asia and 529,000 sq. miles for Latin American coun-
tries.(1®

The gross national product or the total income in africa
ig very low. It was estimated in 1962 to be about 9,300 millicn
(which is equal to half the aggregate income in the United
Kingdom and as only twice that of Mexico). The per-capita in-
come — whatever the state of the distribution of income in the
different african countries is and whatever the proportion of
the gross national product transferred abroad in rthe form of
profits, remittances etc. to the foreign companies, individuals or
governments — is also terribly low. In some estimates the year-
ly average of per-capita income in Africa®® is about £ 30. It
ranges from as little as £ 144® in Niger to £75 in Ghana.

15) Twenty three african countries have a population of less than 4 million

16) On average the countries of africa have a population of 6 million com-
pared with 11 million in Souh America, and 43 million in Asia, ECA,
Industrial Growth in Africa pp. 77.

17) Excluding South Africa.

18) It has been pointed out that the money income, or the present cash
market in many African countries is not larger than that of a Eu-
ropean town of moderate size (100,000 inhabitants), See ECA. do-
cument may 7th 1963. Hazelwood op. cit. p. 9, Robson, op. cit. p. 69
See also, A.J. Brown, «Should African countries form Economic U-
nion», in E.F. Jackson, Economic Development in Africa, Basil Black-
well Oxford 1965, p. 180.
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of their total external trade. This inter-african trade is
mainly concentrated between the ex-metropolitan territo-
ries. For instance, in the ex-British territories in HKast,
Central and South Africa, we find that 809% of their in-
ter-african trade takes place with each other.

iif. — The level of industrial development is very low, and the
exports of the african countries are mainly agricultural
and other primary products which compete freely in the
world market. In such conditions, economic integration
cannot bring about a re-allocation of resources within the
union for these products.(?

With these characteristics,(® the conventional model of
economic integration will be of little significance if any, to the
african countries. If we look at the customs union theory as a
(mini) version of the classical theory of comparative advantage
and free trade, inheriting its static assumptions and stable equi-
librium analysis, neglecting the realistic circular causation of
the cumulative social process, and abstracting, like the trade
theory, from the most important problems which hinder the de-
velopment of the underdeveloped countries, considering them as
constant or given, while they are not given at all, one can con-
clude safely that this type of theorising is irrelevant to the pro-
blems of the african countries. Even if we examine the congide-
rations which the advocates of the theory discussed as necess-
ary for gains to be obtained from the customs union, the result
is that the conditions in the african economies are quite diffe-
rent from those visualized by the theory.

If this argument is accepted,™® and if the reallocation of
existing resources which the traditional theory -concentrates

12) See Robson, Econ. Integration op. cit. pp. 30 et seq.; Hazelwood, Afri.
can Integration and disintegration op. cit. p. 6 et seq.

13) More characteristics will be dealth with later on.

14) See also, D. Seers «The limitations of the Special case», Bulletin of
Oxford Imstitute of Hconomics and Statistics, May 1963; Bela Balassa.
op. cit. p. 35 ; R.F. Mikesell, «The Theory of Common Market as
applied to Regional arrangements among developing countrlesy ip
International Trade Theory in a developing world, ed. by Harrod. R
& D.C. Hague, Macmillan, London 1963 p. 213.



K.H. Khalil - Fconomic Integration and African Conditions 177

tions are : prefect competition within each ecountry, external
economies and diseconomies disregarded, no interference with
prices, full employment, problems of adjustement disregarded
etc.(1) With these static assumptions, the theory is mainly con-
cerned with gains which can be achieved from re-allocating gi-
ven inputs of existing resources.

It is clear from the above mentioned assumptions that the
theory as it stands, is far from being a suitable analysis to the
conditions prevailing in the african countries, and thus cannot
be relied upon to guide policies in those countries especially
those related to the crucial problem of economic development.

Even the advocates of the conventional tradition are not
sure of the gains from cuztoms unions. They contend that the
customs union will be trade creating if the number countries
have little external trade in proportion to total production or,
total expenditure, and if a high proportion of this trade is with
the other partners. Trade creation depends also on the sensiti-
veniess of trade pattern to tariff changes, and on the extent of
the differences in the pattern of relative prices at which protect-
ed products are produced. The customs union would also be use-
ful if the higher each member’s pre-union duties are on the other
products.

d — Some characteristics of african economies.

Taking these considerations into account, we find that the
picture of the african economies is quite different.

i, — the african countries are highly dependent on foreign
trade, so their external trade is large in relation to their
domestic production : exports of the african countries,
for example, are one fourth of total production, and im-
ports are one third.

ii. — They trade very little among themselves: the proportion
of trade between the african countries is about 7 — 10%

11) See P. Robson, Xcon. Integration in Africa, op. cit. pp. 30 — 39.
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in the differences in production and income levels between the
developed and underdeveloped countries.

What happens in reality is the contrary, and the course
which international trade theory took resulted in the underde-
velopment of the poor countries and the development of the rich
countries.

Under the influence of the stable equilibrium, the static
assumptions, and concepts like free trade, laissez-faire, laissez-
passer, harmony of interests, the failure to conceive the dyna-
mic and cumaulative process of development and underdevelop-
ment, the theory of international trade did not develop to take
into consideration the growing inequality between the under-
developed and the developed countries. It does not give much
attention to the problems related to the great differences in the
relative scarcity of factors of production, nor did it examine
the productivity functions themselves which are related to the
great differences in the relative scarcity of the factors of pro-
duction. It did not also consider the great gap in the standard
of living and cultural systems in the countries of the worid.(®
The upward cumulative process with its spread effects occured
in the advanced countries, and the downward cumulative pro-
cess with its back wash effects took place in the poor countries
according to the circular causation of the cumulative process.
Thus the international division of labour between the primary
producing countries and the industrial countries, based upon the
theory and practice of the conventional comparative advantage
argument was detrimental to the underdeveloped countries.

It appears that the conventional theory of customs union
has inherited the static assumptions and the stable equilibrium
of the comparative costs theory: the inputs of factors of pro-
duction, the state of technical knowledge, tastes, type of econo-
mic organization, social institutions, these are considered as
constant and autonomous variables. Other groups of assump-

10) See a defence of the conventional theory by Baner, International eco-
nomic development, Economic Journal, March 1959 pp. 105-23.; Ha-
berler, G. International Trade and Economic Development, National

Bank of Egypt, Fiftieth anniversary Commemoration Lectures, Cairo
1959.
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act and react on each other to keep the underdeveloped coun-
tries poor. This is similar to the case of a poor man, with not
enough food, his health deteriorates, affecting his ability to
work, and thus his productivity decreases. He will stay poor,
which means the further deterioration of his health and pro-
ductivity etc. Thus we have a cumulative process in the down-
ward direction. While if there is less poverty and more food,
his health improves and his capacity to work and his producti-
vity rise. That would again reduces poverty, and leads to a more
efficient economic performance. In this case a cumulative pro-
cess in the upard trend takes place.®

The market forces would work for increasing the inequality
between the developed, or relatively developed regions and the
underdeveloped regions within a country. If the market forces
are left to play freely without intervention, industrial produc-
tion, trade, banks and other economic activities, the infrastruc-
ture, science, art, literature and education etc. would tend to
concentrate in the prosperous areas leaving the other areas in
a backwater. The developed regions would attract capital and
gkilled labour, and hence the productive power with its ascend-
ing cumulative effects while the depressed regions would suffer
the descending cumulative process.

Applying the concept on the economic relations between the
developed countries and the underdeveloped countries, the con-
ventional theory of international trade after inheriting the sta-
ble equilibrium analysis from the economic theory, fails to ex-
plain the inequality gap between the two types of countries. The
logical structure of the trade theory would lead to the decrease

9) Myrdal showed that the social process can be altered (stopped) by an

exogenous factor introduced in the «systems. The countervailing for-
ces here are not a natural result of the forces inside the system.
He gave the destroying of a factory as an example for the down-
ward cumulative process: unemployment increases, incomes decrea-
se, poverty spreads, health deteriorates, which decrease income again.
While the establishment of fa new factory and its favorable effects
on employment and income and the sanitary and educational stan-
dards which raise productivity of labour and increase incomes and so
on and so forth in an upward curhulative process:

Econ. Theory and the underdeveloped Regions op. cit.
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considers the state of technology as given, and hence the resour-
ces endowment of a country would stay the same. This is again
part of the static approach the theory follows. Technology chan-
ges and hence the pattern of specialization changes with it as
it affects the pattern of resources the country could have in the
dynamic process of technological development.

There is another weakness of the static theory of compa-
rative cost and the free trade concept connected with it. The
type of international division of labour between the developed
industrial countries and the underdeveloped primary producing
countries which was praised by that theory and the growing
gap between the developed and the underdeveloped countries
have struck some of the contemporary economists™ who have
lead a revolt against the conventional theory of foreign trade
and even against the conventional economic theory itself.

They attack the conventional theory on the basis that it
follows what they call the «stable equilibrium» analysis. This
analysis is wrong if we want the theory to explain changes in
a social system. According to that theory the social process
follows a direction to a situation which can be said, in one way
or another, to be in a state of equilibrium between forces. It
contends that a change would lead to a reaction in the system in
terms of changes which take the opposite direction towards the
first change. They contend that in reality there is no such auto-
matic stabilization of the social system. The system does not mo-
ve by itself towards any kind of equilibrium between forces but it
moves away from that situation. In the normal case, a change
would not cause countervailing changes, but it would maintain
changes which would move «the system» in the same direction
taken by the initial change, and push it further according to the
«circular causation of a cumulative process.» This last concept®
contends that there are circular constellation of forces which

7) Mpyrdal G., Economic theory and underdeveloped regions, G. Duckworth
London, 1957.
» , An International Economy.
» » An American Dilemma, the Negro Problem and Modern
democracy, Harper's New York, 1944.
8) We find a similar analysis in the literature concerning the concept
of the «vicious circles.
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real cost, as the producer’s equilibrium here takes place where
the commodity price is always higher than its marginal cost. If
the marginal cost is the monetary expression of the real cost,
the price of commodity under different types of monopoly
is higher than its real cost. This would change the nature of the
international specializations, for if monopoly raises the value
of the commodity with less or no comparative advantage, it re-
verses that specialization and free trade here would lead to a
pattern of specialization contrary to the comparative costs.®

A serious shortcoming of the conventional theory of inter-
national trade is that it abstracts from a group of social fac-
tors, and economic and social institutions neglecting them, con-
sidering them as given, and concentrates its analysis on some
economie variables. It goes without saying that these social pro-
blems and economic and social institutions constitute one of the
most intricate group of obstacles which hinder the effort for
economic development in the African countries. Indeed, if we
forage the problems of traditional tribal and religious values
(often hindering development), illiteracy, low standards of edu-
tion, and health services, lack of efficient and stable govern-
ment and administration etc., it will mean that we are foregoing
the basic problems of underdevelopment. If we assume the exis-
tence of the necessary organizations and the institutional fra-
mework, i.e. no impediments to the perfection of the market,
a monetary economy, efficient banking, honest and efficient ad-
ministration, favourable attitudes towards growth, social justi-
ce, well trained labour force, and so on and so forth, it means
that we have removed all these problems with a pen stroke. We
would have liked the picture in the underdeveloped world to be
in fact what it is assumed to be by traditional theory, but un-
fortunately it is not so.

Related to the previous point, the comparative cost theory

6) Also a significant part of International Trade cannot be explained
on the basis of cost differentials, due to factor availabilities resource
endowment etc. Non-economic factors such as cultural links, former
colonial ties, political obstacles to trade ete. play a significant role.
See, Linnemann, H. An econometric study of international trade flows,
Amsterdam 1966.

(6)
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of a country are subject to continuous change, as in the case of
the dynamic process of economic development, where the main
problem for an underdeveloped country is to accumulate capi-
tal, or increase its cultivated land, and other national resources
etc, the concept of comparative costs cannot be a proper guide
in economic policy. In this context the theory is static, assumes
a given amount of resources, seeks its optimum allocation from
the point of view of the trading countries together, the output
increases in the two (or more) countries together because of
trade, but it is not necessarily useful from the viewpoint of a
(individual) particular country, for the latter can gain more
by restricting trade.

Another assumption is that factors of production can move
easily from one economic activity to another. This could be dif-
ficult or impossible, where there are shortages in skilled labour
for instance (another feature of the underdeveloped economies).
In such circumstances, the factors of production used in pro-
ducing goods which have no comparative advantage, should ac-
cept lower wages. If this cannot be done because of trade unions
influence, free trade would cause unemployment in the indus-
tries in which the country has no comparative advantage.

The theory also assumes full employment and the absence
of unemployment problems, so that the increase in the output
of a commodity would mean the decrease of the production of
another. As unemployment exists in the capitalist economy, and
takes different stages in the underdeveloped economy : chro-
nic, frictional, seasonal disguised etc., producing s commodity,
or increasing its output does not necessarily imply the reduction
of the output of another commodity. Hence, there will be a con-
tinuance of producing a commodity with no comparative advan-
tage so far as its production does not affect the production of
the commodity with comparative advantage.

A further assumption is the perfect competition, where the
value of the commodity equals its real cost. This is not so in the
case of monopoly and all other forms of imperfect competition,
which dominate the economic scene either within a country or
in international economic relations. Under these forms of im-
perfect competition the price of a commodity does not reflect its

— 80 —
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Customs Union theory. The Customs union is the form of eco-
nomic integration where a group of countries agree to eliminate
or suppress trade impediments among themselves and establish
a uniform tariff and other trade arrangements vis-a-vis the out-
side world, According to the analysis of the advocates of the
customs union theory, the gains from a customs union would
be realized if it is more «trade creating» that is if it results in
shifting purchases of a given commodity from more expensive
domestic to cheaper member-country sources of supply, then if
it is «trade divertings i.e. shifting sources of supply from lower-
cost foreign to higher cost member-country goods.

As the advocates of the conventional thecry of customs
union are, more or less, those who are faithful to the classical
theory of International trade, i.e. comparative advantage and
free trade, they based their analysis on the same assumptions
as those of the theory of comparative advantage.®

It might be illuminating to call upor the concept of compa-
rative advantage to find out how its basic assumptions would
fit into the condition of the African couniries, and hence the
relevance of the Conventional Integration economics which
followed the same argument.

The static concept of comparative advantage and the african
economics.

The concepts of comparative costs (or comparative advan-
tages) and free trade are synonymous in the classical analysis.
It has been calculated that the gains which can be derived from
free trade are more than if trade is restricted if we look at the
total volume of trade between all the trading countries.

The theory assumes a given quantity of natural and human
resources; free trade will result in the optimum allocation of the-
se resources and the maximization of out-put. If the resources

4) We shall see later on that there are some other forms of economic
Integration: free trade are, Common market, Economic Union etc.
5) Viner, Meade and others.
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to mean the elimination or the suppression of trade impediments
(tariffs, quotas, or other restrictions) between a group of coun-
tries in order to facilitate specialization and exchange, but it
would include any concerted measure or action taken by a group
of countries in order to accelerate the rate of economic growth
for the group as a whole or for the individual countries of the

integrated group.

By such a broad concept of economic integration we give
the integration efforts a positive and dynamic role to play in the
development of the underdeveloped economies, and not merely
a negative meaning by the mere abolition or the reduction of
trade restrictions.® Hence, all measures designed to promote
economic development in the integrated area, such as sectorial
integration, integrated industries or joint projects, corumon ser-
vices or other infrastructure projects may be more useful to
the African economies than the total or partial reduction of
trade barriers between the members of the integration scheme.
Indeed, as will be seen later, the size, value, and pattern of trade
between the African countries would render the tariff reduction
of little benefit to these countries, not to speak of their useful-
ness to their economic development.

b — The impact of economic development on integration econo-
mies.
The impact of economic development on our analysis will
also be felt when we discuss the relevance of the conventional

theory of economic integration to the underdeveloped countries
in general and to the African conditions in particular.

A great part of the theoretical analysis was devoted to the

3) Compare = Tinbergen.

He contended that negative integration implies the abolition of ins-
truments harmful fo the common well being of the integrated area
Le. trade impediments; while positive integration requires, as a mini-
mum, co-ordinating the use of some instruments in order to avoid a
falsification of the price formation and the ensuing division of la-
bour... It implies the organization at the community level of the ins-
titutions and means required for the maximum weifare.
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The main concern of the African countries is to accelerate
the rate of growth of their national economies, and to realize the
necessary changes in the structures of these economies to facili-
tate the process of economic development, and hence raise the
standard of living of the African peoples. Thus, the problem of
«Economic developments in the so-called developing countries,
will cast its shadow on our analysis. This is natural, for «Ecc-
nomic Integrations is discussed by the economists dealing with
the problem of the development of those underdeveloped econo-
mies, as a device to help them in their effort to develop. So, in
this context, economic integration is a means to a very urgent
and important end, that is to promote economic development in
the underdeveloped world.®

The importance of «economic development», then, will in-
fluence our handling of the problem of economic integration in
Africa. In other words, our definition of economic integration,
its theoretical and applied aspects, will have always the problem
of economic development in the background.

a — A definition of economic integration

So, we would extend the conventional definition of economic
integration, either as a process or a state of affairs,® not only

1) Economic development is not, of course, an end In itgelf, but it is a
means to an ultimate end, that is the welfare of the people.

2) See some definitions of economic integration in Bela Balassa, the Theo-
ry of Economic Integration, George Allen and Unwin 1961 p. 1 et
seq. Peter Robson, Economic Integration in Africa, George Allen and
Unwin 1968, p. 25 et seq.; R. Sanweld and J. Stohler, Economic Inte-
gration, Princeton University Press 1959.
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10 of Table 4 support this statement. The active male popula-
tion represents 88 per cent of total males, whereas active female
population represents only 6 per cent of total females (columns
2 and 4). Agriculture, services, manufacturing, and activities
comprise the highest percentage either of males or of females,
Even if when we relate the number of active males or females
to total population (columns 7 & 8) these activities still dominate
the others.

CONCLUSION

In this paper the writer analysed the trend of shifts in in-
dustrial structure and differentiation in job patterns in the
U.AR. The writer applied the so called «redistribution» or con-
centration index in analysing the shifts in industrial structure
during the censal periods 1937 - 1947 and 1947 - 1960. The ana-
lysis showed that there were gain and loss among the major in-
dustrial groups, and demonstrated the need to more up-to-date
data if the impact of economic development to be confirmed. Still
more important is the utilization of this index in studying the
differences in industrial shifts among the different governora-
tes. Such aerial analysis will be of great help in the assessment
of economic planning and training of manpower.
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1 per cent transport workers. Mining, construction, electricity,
and services activities utilized relatively higher percentage of
professional, executive, and clerical workers (compared with
other activities).

The distribution presented in Table 3 shows that Egyptian
industries lack occupation diffusion. Only services and mining
industries, excepting the ill-defined industries, have a diffused
occupational patterns. However, one cannot infer from the ana-
lysis of a single census what will be the occupational pattern of
a particular economic activity in the process of economic
growth. That is to say, one cannot know whether or not the ex-
pansion of a certain industry wili lead to more increase in par-
ticular occupations rather than others. The study of occupa-
tional pattern would have been greatly enhanced if the same
data had been available for the 1947 census.

3. Sex Composition of Active and Inactive Egyptian Popuiation

Table 4 gives the distribution of Egyptian population 6 years
of age and over by sex and major groups of economic activities
in 1960. The ratio of total males to total females (active and
inactive, i.e., total of column 1 to totai of column 3) is unity.
Considering the active population only, we find that active ma-
les represent 92.3 per cent of the total active population, and
the active females represent only 7.7 per cent, a result which is
entirely different from the one presented by either the total of

columns 7 & 8 or columns 9 & 10 {50 per cent for males and 50
per cent for females).

In Egypt the labor force participation of female population
16 years of age and over accounts only for 5.9 per cent of the
total labor force in 1961, as compared, for example, to 33.8
per cent in the United States in 1962.® This sex differentials in
participation in the labor force between Egypt and the United
States shows that females manpower in Egypt is still retained
for domestic and household activities. Columns 2, 4, 7, 8, 9, and

{(8) The Central Statistical Comamittee, The Aggregative of Employment
and Wage Survey, October, 1961, in Arable, (Cairo, Société Orien-
tale de Publicité) Table V, p. 35; and U.S. Bureau of Labor Statis-
tics, Employment and Earnings, VIII, May, 1962, Table A - 3, p- 3.
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during World War II. Another striking growth compared with
that of 1947-60 was in transportation and communication.
Again, thig might be due to the circumstances prevailing in the
international scene and at home (war and occupation).

These developments are supported by the redistribution in-
dex in Table 2 (col. 7), where the loss in agricultural industry
amounted to 11.17 percentage points. Such shift was stimulated
by the needs of British forces to civilian work force in different
services activities, and by manufacturing in order to fill out
the gap created by lack of imports with the strike of the Second
World War. It would be important to mention that Egypt,
by then, was dependent on foreign industries to the extent that
needles were imported. Other contracting industries in the pe-
riod 1937 - 47 were construction and electricity. Mining showed
zero growth. The gaining industries were manufacturing, com-
merce, transport, services, and ill-defined activities. The aggre-
gate change in the industrial structure during 1937 - 47 amoun-
ted to 11.72 additional workers in 1947 belonging to the gain-
ing industries as compared to the situation in 1947. On the other
hand, this means that the declining industrial groups lost em-
ployment during this period at the rate of 1,172 persons per
10,000 employed in 1947.

2. Job Pattern by Industry, 1960 :

As it was mentioned above, the 1960 census of population
provides information on Egyptian population, 15 years and over,
which contains cross-classified data on occupations and econo-
mic activities. By utilizing these data it was possible to obtain
the calculated results provided in Table 3, which shows the oc-
cupational pattern by industries in 19690.

It is obvious from Table 3 that the various industries are
differentiated from one another with respect to their occupa-
tional patterns. The table shows also that some industries are
dominated by one or two occupations, while the others are com-
posed of several occupations. In 1960, the job patterns in agri-
culture, for example, included 99 per cent farmers; similarly,
the occupational pattern of manufacturing activity was compo-
sed of 90 per cent craftsmen, 4 per cent clerical, 1 per cent pro-
fessional, 1 per cent executive, 2 per cent services, and about
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obtained by subtracting col. 5 from col. 6 and then adding
ail positive or negative differences.

The computations in Table 1 show that the aggregate chan-
ge in the industrial structure during 1947 - 1960, amounted to
4,82 percentage points. This means that, for every 10,000 em-
ployed there were 482 additional workers in 1960 belonging to
the gaining industries as compared to the situation in 1947. Or
one can say that the declining industries lost employment dur-
ing this period at the rate of 482 persons per 10,000 employed
in 1960. The gains ocurred principally in all industrial groups
except commerce and ill-defined activities. The gains were at
the rate of 54, 44, 30, 21, 13, and 7 persons per 10,000 taken in
order (see col. 7). Ill-defined activities and commerce lost at
the rate of 395 and 87 persons per 10,000 employed in 1960, res-
pectively. Such losses in commerce, industry cannot be related
to movement of nationalization since defective data can lead
to such a conclusion. The 1947 census of population in Egypt is
believed by many students of population to be inflated. Such
inflation was stimulated by rationing census undertaken in 1945
which put the population of Egypt at 24 million, i.e.,, 5 million
over the 1947 census. The over-reporting was estimated by El-
Badry to be about one million.®™

However, in order to have another assurance, the same ana-
lysis is applied to the two censuses of 1937 and 1947. The re-
sults are shown in Table 2. Again the calculations in cols. 3 & 4
show that only one industrial group (construction) implies ab-
solute decline (6.1 per cent). Activities not adequately defined
provide another proof for the lax procedures for collecting cen-
sus data, and probably more for the new variety of jobs provi-
ded by the British Occupation forces which could be considered
new to the natives occupying such jobs. The rest of industrial
groups grew at varying rates ranging from 0.9 per cent (agri-
culture) to 58.9 per cent (manufacturing). This absolute high
rate of growth for manufscturing (as compared with that of
1947 - 60, 27.2 per cent) is probably possible since the country
had to depend upon home industries in meeting necessary needs

(T) A, M. Zikry, «Soclo-Cultural Determinants of Human Fertility in

Egypt, U.AR.,» (Unpublished Ph.D. Dissertation, Syracuse TUniver-
sity, 1963), p. 62.
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population censuses of 1947 and 1960. Only one industrial group
namely «activities not adequately defined», cols. 3 & 4, showed
absolute decline. Such a decline may be an indicator to impro-
vement in methods of data collection and job description. The
rest of industrial groups grew at varying rates from 8.6 per
cent (commerce) to 62.9 per cent (electricity, gas, and others),
col. 4. agriculture, forestry, hunting, and finishing activities still
remain as the basic source of employment for the majority of
population, 57.0 per cent in 1960 as compared with 56.6 per
cent in 1947, cols. 5 & 6.

Parallel to the differential rates of increase of employment
in industries was observed a varying degree of shifts in the re-
lative share of each industry. In order to assess the total shift
in the industrial structure during this period, the index of re-
distribution or concentration is used. This index was used by
P. S. Florence and A. J. Wensley in their studies on «The Lo-
cation of Industry in Great Britain», and «Industrial Loca-
tion and National Policy by the National Resources Planning
Board»® in the United States. The index of concentration may
be explained briefly as follows :

Let Xi represent the per cent of employed persons in
the major industry group in the 1960 census and Yi is the
corresponding percentage of the employed persons for the
same major industry group in the 1950 census of popula-
tion (i = 1, 2, . .. 9). The index of employment concentra-
tion in this case will be :

Cl = $%535 (Xi — Yi), where Cl stands for concentra-
tion index. For computational check, the sum of the posi-
tive and negative differences, (Xi —Yi) are made separa-
tely, and the two sums should be equal.® This index is
widely used in regional science and in ecology. In the pre-
sent study, the index is shown in Column 7 of Table 1. It is

(4) P. Sargant Florence and Arthur J. Wensley, «The Location of In-
dustry in Great Britain», Political and Economic Planning, London,
1939.

(5) Edgar M. Hoover, «Interstate Redistribution of Population, 1850 —
1940, Journal of Economic History, 1 (1941-1942), 199.205.

(6) Duncan, Otis Dudley, et al., Statistical Geography : Problems in
Analysing Aerial Data, (illinois : The Free Press of Glencoe, 1961).

— 65 —
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data on economic activity to be comparable with 1960.¢) These
data are used in the present analysis, shown in Table 1. Data
for 1937 and 1947 refer to persons aging 5 years and over. Ho-
wever, the census authority provided the following statement:

«For comparison and research purposes it should be
noted that the number of persons aging 5 years included
in the 1937 and 1947 census were mainly occupied in agri-
culture and services. Number of population aging 5 years
in both censuses is... 556,391 and 482,565»® for 1947 and
1937 respectively.

Distributing these figures according to the ratio between
agriculture and services and subtracting the amount from these
two groups, it may be possible to assume that the adjusted da-
ta for 1937 and 1947 census refer to population aging 6 years
and over. Subtracting the «inactive population» from the three
censuses and the «not stated» from the 1960 census it would
be possible to consider the resulting population as the active
population. In fact the census does not show what is meant by
«active» and «inactives. However, most of the concepts used
in the census were based on United Nations definitions. Thus,
it seems that the concept <«active» refers to «the economically
active population» which comprises «all those persons who con-
tribute to the supply of labor for the production of economie
goods and services, including not only those employed at the
time of the investigation, but also those unemployed but availa-
ble for work.» However, one may consider the number of active
population to represent the employed persons, since the number
of unemployed persons aging 6 years and over is only 173,640,
ie. 2.2% of the active population. Taking these remarks into
consideration, one may proceed to the analysis of data.®

Table 1 presents information on the changes in industrial
structure of employed persons 6 years of age and over in the

(1) Department of Statistics and Census, 1960 Census of Population, Vo-

lume II, General Tables, English Version, Table IV, p. X1V, (U.A.R,,
Cairo : S.0.P. Press, 1963).

(2) Department of Statistics and Census, ibid.,, footnote 2 of Table IV, p.
XIV.

(3) United Nations, Population Studies No. 33, Demographic Aspects of
Manpower, Report 1 (New York : 1962), p. 1.
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SHIFTS IN INDUSTRIAL STRUCTURE AND CHANGE IN
JOB PATTERN IN THE UNITED ARAB REPUBLIC
1937 — 196¢

Dr. Mohamed El - Attar*

This paper tries to analyze the employment trends in the
United Arab Republic, Egypt, in relation to shifts in industrial
structure and change in job pattern since the Census of 1937
through the 1960 Census of Population. The processes of indus-
trialization and economic development, that have been taking
place since the Egyptian Revolution in 1952, have brought with
them an increase in the variety of jobs and a change in the com-
position of occupations. The analysis of these trends will be ba-
sed on the first digit level of the «International Standard Classi-
fication of Economic Activities (ISCE)», and the «International
Standard Classification of Occupations (ISCO)» recommended
by the United Nations and the International Labor Cffice, res-
pectively.

1. Changes in Industrial Structure.

Data on active population in the United Arab Republic
(UAR) classified according to ISCO are not available from any
Egyptian census before 1960. Consequently, it would be impos-
sible to study the trend of shifts in occupational composition in
Egypt. It would be appropriate, therefore, to study changes in
industrial structure. The 1960 census of population provides
elaborate data on active and inactive population classified by
ISCE and ISCO. For comparison purposes, the Department of
Statistics and Census has adjusted the 1937 and 1947 census

(*) Assistant Professor, Department of Sociology and Anthropology, Mis-
sissippi State University, State College, Mississippi, U.S.A. On leave
from the Central Organization for Public Mobilization and Statistics,
U.A.R., Egypt, Cairo.
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Decisions were to be taken by majority vote. The Board was to
be responsible only to a General Assembly.

The General Assembly was to consist of all shareholders.
It would debate the annual reports of the Board of Directors
and approve them. It would receive from the Board the annual
reports and accounts, and elect a chartered accountant to audit
the accounts.

The Decree of establishment was like an ordinary joint-
stock law apart from the following additional provisions : -

1 — The first Board should represent the founders only. viz 3
members to represent Government, 2 to represent the Pro-
duction Council, and one member to represent each of the
other five founders, i.e.,, the Bank of Industry, the Bank
Misr, Misr Insurance Co., Misr Spinning and Weaving Co.,
Demag. 45

2 — At least 10% of the company’s profits were to be trans-
ferred to reserve up to the point when reserve reached 50%
of the total capital of the company.

3—5% of the net profits of the company were to be spent in
the purchase of Government Bonds.

4 — The Chairman of the Board of Directors was always to be
appointed with the approval of Government.

According to the law, the company was a joint-stock
company. In fact, however, its status was very different. For
one thing, public organizations, viz the Government, the Pro-
duction Council and the Bank of Industry, had a majority on
the Board of Directors. This together with the power of veto
over the appointment of the Chairman, ensured that Govern-
ment had the last word, at least during the first three years.
Nevertheless, the company was supposed to enjoy the necessary
freedom in devising its own internal organization, in managing
its own finances and in formulating its own commercial poli-
cies. Also, the Board of Directors contained representatives of
local business as well as foreign business.

45) However, any founder of the company could change its members in
the Board of Directors during the period of the first three years with-
cut altering this arrangement.

— 62 —
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4 — The Production Council was to contribute at least L.E. 1
M of the capital of the company; the Bank of Industry at
least LLE. 1/4 M; and the Bank Misr L.E. 1 M#“2,

5 — The Egyptian Iron and Steel Co.

On May 1954, the Egyptian Iron and Steel Co., S.A.E. was
established*®, The Decree of establishment stated the purposes
of the company as the following : -

1 — To exploit the Aswan ore mines ;

2 —To establish and work a steel factory depending upon the
Aswan ore ;

3 — To trade in the products of the factory;

4 — To supervise all the operations related to the above men-
tioned purposes; and,

5 — To undertake all the necessary financial arrangements.

The founders of the company, i.e., the Production Council,
the Egyptian Government, Demag of Germany, Bank of Indus-
try and Bank Misr, agreed to contribute in capital as provided
in the February agreement. The total capital of the company
was to be L.E. 19 M. divided into two million shares of L.E. 1
and §.5 million shares of L.E. 2. the former shares were to re-
present Government’s initial contribution to the capital of the
company.“d

The company was to be run by a Board of Directors consis-
ting of a maximum of seven members, in which Government
would be represented according to its share in capital, like any
other share holder. Membership of the Board of Directors was
for a period of five years, except in the case of Government re-
presentatives, who were to be appointed for three years only.

42) Bank Misr share in capital was to be contributed by the Bank itself
(L.E. 1/2) and two of its companies, i.e, Misr Insurance Co., and

Misr Spinning and Weaving Co. — (by L.E. 1/4 M each).
43) Decree-Establishment of the HEgyptian Iron and Steel Co. Cairo May
1954.

44) Which was paid in real terms as machinery and equipment.
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its initial stages. Additional reasons for accepting Demag’s
offer were thatt®,

1-—Demag’s estimates were submitted as final while GH.H.’s
were only provisional.

2 —Demag has suggested a maximum cost margin above esti-
mate of 3% while G.H.H. has suggested one of 10%.

3 — G.H.H. has asked for at least 2% of the price of machinery
to be paid immediately after signing of the agreement; De-
mag asked for no immediate payment; and,

4 — GHH. had demanded 2% of the price of any machinery
which would not be bough through them, while Demag had
made no such stipulation.

In February 1954 an agreement was signed between the
Production Council, the Egyptian Government, Demag and the

Bank of Industry. Bank Misr was also brought into the agree-

ment, although there is no evidence that it had played any part

in the negotiations. The agreement provided for the follow-
ing(41) .-

1 —Demag was to plan the general layout of all main and au-
xiliary departments, and to act as engineers-in-charge dur-
ing the installation of machinery. As Consultant engineer,
it was to prepare specifications of machinery, material and
equipment and examine the various tenders of their supply.

2 -—~Demag was to participate in the capital of the company by
20% of the cost of machinery, up to a maximum of L.E. 2
M, and to be represented in the Board of Directars by one
member (during the first four years at least).

3 — The Government was to guarantee a 4% return on shares,
beginning three years after the establishment of the com-
pany; to participate in the initial capital by L.E. 2 M worth
of machinery and equipment, and to guarantee the raising
of the necessary indigenous finances.

40) Ibid.
41) Files and Records : The Iron and Steel Co.
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already had experience of the establishment of steel mills in In-
dia, Turkey and Brazil. The Council made it clear that it pre-
ferred such direct negotiation with foreign firms and when De-
mag submitted its cost estimate of L.E. 16.005.676, this seemed
attractive.®® Engineer Apadeir in a last attempt to secure the
project for his proposed company, brought pressure to bear on
the Council officials and on some members of the Govern-
ment®?), He argued that the technical superiority of G.H.H.
over Demag was beyond doubt. He claimed that the latter firm
had no experience of building or operating steel factories and
that it was merely a supplier of advice and machinery. He also
argued that by giving the project to this proposed company, the
Government would win the confidence of the business commu-
nity of the country.

Engineer Apadeir not only sent memos and complaints to
the Council of officials and to the members of the Military Go-
vernment; he also invited all the senior members of the Council
to vigit the factories of G.H.H. in Germany to judge its effi-
ciency themselves and to compare it against that of Demag.

However, the Council announced early in 1954 that it had
accepted Demag’s offer. Engineer Apadeir then went to the
office of the Prime Minister, General Naguib, and from him
gained permission to meetDr. M. A. Selim, a senior member of
the Council Board, to discuss with him why Demag’s offer was
preferred to that of GH.H.®® At this meeting which took
place in January 1954, Dr. Selim pointed out that Demag’s offer
was much better than all other offers; that this had been the
only reason for accepting it; that the Council would seek the
support of private investors; and that it had no intention at all
of putting out the role of the Egyptian business in economic
development.®” Demag’s qualifications, he said, were exactly
of the type required. The council would like to have a firm to
advise on the establishment of the steel factory and to supply
the necessary machinery, but not to run the industry except in

36) Ibid.
37) Ibid.
38) Files and Records : The Iron and Steel Co.
39) Ibid.
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exploitation of the Aswan ore mines for fifty years at a no-
minal fee to be decided later by the company and the Govern-
ment.

2 — It should be exempted from all customs duties and
dues on all imported machinery and raw materials.

3 — The Government should grant facilities to enable land-
lords to participate in the capital by using their compensation
Bonds on collateral.

4 — The Government should participate in the capital of
the company by at least 1/3 of the total.

5 — The company should be granted unlimited permission
to engage foreign personnel and workers.

6 — The Government should supply all the necessary ele-
ctricity.

The total cost of Engineer Apadeir’'s project proposed
by GH.H. was some L.E. 16.065.038 of which G.H.H. was to
participate to the extent of some L.E. 2 M.G

Other businessmen acted merely as agents of foreign
firms. These included two ex-Prime Ministers, Ali Maher “Pa-
cha” and Hussein Sery ‘“Pacha” who represented respectively
Schindler and S.R., a French and a German firm.®3 They sub-
mitted two cost estimates which were far higher than that sub-
mitted by Engineer Apadeir. The first project (by Schindler)
was to cost some L.E. 19.678.440 and the other (by S.R.) would
cost some L.E. 18.306.978.

A third type of negotiation was conducted directly with the
Council by some German firms.®% The most active of these was
Demag, which maintained very efficient communications with
the Council through its permanent office at Cairo.®® This firm

32) Ibid.
33) Ibid.
34) Files and Records: The Iron and Steel Co.
35) Ibid.
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steel in sections, plates and sheets. By-products would include
225,000 tons of slag, 50,000 tons of phosphoric fertilisers and
blast furnaces gas to be used for the operating of an electric
power station of a capacity of 45,000 KW.@D

The project would initially be based upon the working of
two basis furnaces with a primary capacity of 250,000 tons.?®
The initial production would need 650,000 tons of Aswan ore,
300,000 tons of dolmite and lime-stone (also locally available)

and 300,000 tons of imported coke.

The Council invited foreign firms either independently or
through local agents to submit their estimates. This was accom-
panied — as we have seen in Chapter 1, Section iii — with the
offering of improved facilites to foreign capital and investments.
The council in its communications with foreign firms which
showed interest in the project made it clear that preference
would be given to offers that involved «foreign participation in
finance and in management»®9. The facilities offered included
access to previous studies made on the project by foreign ex-
perts.

Immediately after this announcement was made by the
Production Council, several negotiations started®®. Active local
businessmen negotiated with foreign firms for partnership ar-
rangements. Among these was Engineer Adley Apadeir, a most
active member of the Egyptian business community. With other
businessmen and some landlords, he formed a joint-stock com-
pany, the Egyptian Steel Co., Société d’Etudes. He obtained the
backing of a German firm, G.H.H., and submitted a project to
the Production Council involving the following proposals : - GD

1 — The company should be granted a concession for the

27) The Production Council : Annual Report of 1953/54.
28) Ibid.

29) The Iron and Steel Co., : Files and Records,

30) Ibid. '

31) Files and Records.

— 57 —



148 L'EGYPTE CONTEMPORAINE

2. To meet local demand for steel which was consuming
foreign exchange, greater indigenous production was re-
quired.

3. This industry would enable the expansion of the existing
steel industry which could depend upon semi-finished steel
products as their basic material for production.

4. The industry would meet the needs of the industrial pro-
jects which the council was planning to launch in Egypt.

5. This industry symbolises the national independence of the
country and the starting of the route to economic develop

ment.

From an economic point of view, these arguments were
of defective validity. The steel industry being capital-intensive
was highly absortive of the scarce factor of production. More-
over, its construction and running-in period was a very long
one®). On the other hand, it could be argued that such heavy
and capital-intensive industries would in the long run justify
themselves, by laying the basis for a sounder, more diversified
and more self-sufficient industrial structure®, We are not
concerned in the present paper with the economic soundness of
the decision to establish steel industry. However, we must take
into consideration that in taking such decision «important non-
economic factors have always to be thrown into the balance»©®.

4. — Agreement with Demag
The production Council announced the intentioa to esta-
blish an iron and steel factory depending upon the Aswan ore
and imported coke with a primary capacity of 210,000 tons of

24) The choice between labour-intensive and capital-intensive projects is

analysed in : — A. H. Hanson: Public Enterprise and Economic De-
velopment -— Jan, 1960 pp. 101 — 106.
25) Ibid.

26) Typical of these non-economic factors is President Nasser’'s words in
celebrating the opening of the work in the Steel project, viz | « I am
happy to see the steel industry in Egypt contrary to what had been
said that Egypt is an agrarian country and could never becomé an
industrial ones — of Annual Report of the Iron and Steel Co., 1855.
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research (geological) related to the steel industry, failing to dis-
tinguish between its relation with the British Government and
those with the British technical personnel in its service. It also
demonstrated its lack of clear policy, by discharging from its
services the nationals of one of these countries from which it
was trying to obtain aid. It left the examination of the projects
scattered among several branches of Government, ie. the
Ministry of Commerce and Industry, the Ministry of Public
Works and the Foreign Affairs Ministry. It never performed an
economic justification for the establishment of steel industry in
Egypt, and its entirely political and nationalistic approach
could hardly encourage any foreign investors to take interest
in the matter®0,

3. The Production Council

Soon after its establishment in 1952, the Production Council
drew a programme for public expenditure in agriculture, irriga-
tion, utilities and industry. The council put forward the frame-
work of a ten-year programme in which industry was to receive
nearly L. 40 M out of th total proposed expenditure of over
L.E. 330 M@D, Tron and Steel was one of the projects to which
the Council gave priority within the industrial programme. To
some extent indeed it was one of few projects to which any
previous studies had been made, The Council put forward
five reasons in favour of establishing this industry in Egypt®2.

1. The industrialization in Egypt, which the Council announc-
ed to be one of its long-run objectives, would demand the
establishment of this particular industry.®®

20) Of course it could be argued that if its nationalistic approach
was rationalised it could have stimulated some foreign interest in
this industry. See later Section 3.

21) Ibid.

22) The production Council : Annual Report of 1953. It should be noticed
that the Council’s argument is typical of that presented by most deve-
loping countries when they established this industry. (Walter Blass:
«Steel Mills for Developing Countries» — FEconomic and Social
stadies, op. cit. pp. 157 — 8).

23) It was held that steel is indispensable for economic development. (A
Study of Iron and Steel Industry in Latin America ; U.N. Dept. of
Economic Affairs N.Y. 1954, p. 44).
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International advisers such as Loftus Engineering of Pettisbu-
rough and the Austrian expert Fritz Schusterchitz(®. Pre-
liminary investigation by these experts led to the emergence of
two proposed projects®. The first project to be located at
Aswan would depend upon the utilization of the Aswan Dam
electricity and the other to be located at Cairo, would take
advantage of the proximity of the metropolitan markets!?
Both involved great business risks particularly as no proof was
yet made coke existed in Egypt, and neither could be under-
taken without Government’s support.

As a result of the political crisis of the post-war era, initial
Government efforts were un-coordinated and haphazard.
Government was not clear as to its role in industry nor as to
its expectations from foreign or local investors. It confined its
search for foreign investors to three countries only, Britain,
the U.S.A. and France. This was criticised by the Egyptian
Chargé D’Affaires at the Hague, who advised the Government
to widen its approach(®. Specifically, he pointed out that the
U.S.A. had no interest in the establishment of steel projects in
the under-developed world and mentioned the recalling by the
U.S.A Government of its roving Ambassador, Mr, Edwin Lock
after he had expressed his support for the industrialization of
the Middle Eastern countries@®. Moreover, for political reasons
the Government discharged some British personnel engaged in

15) Ibid.

18) UK. Board of Trade : 1947, op. cit. p. 57.

17 Ibid.

18) Files and Records : The Egyptian Iron and Steel Co.

19) It is very interesting to notice, for example, that the Egyptian Govern-
ment was hoping to use the point Four Programme for the establish-
ment of steel industry in Egypt. (Files and Records, op. cit.,) Yet
American economists had already explained that this was not among
the objects of Point Four : «One of the explicit objectives of our
foreign policys, writes Mr. M. Hunter and Mr. W. H. Knowles : «is
to maintain ard expand foreign raw material supplies... Thus one
of the purposes of Point Four Programme is to increase the raw
materials output of underdeveloped countriess (Ten Problems of
Foint Four, in Inter-American Economic Affairs, Vol. III, No. I,
Summer, 1953, p. 75.

— 54 _



A. R. RACHID — Heavy Industry in a Developing Country 145

serap. It had one Siemens Martin Furnace, the first to be seen
in the Arab World®.

. The third company, Delta Steel Co., S.A.E., was established
in 1947 with a capital of L.E. 50.000®, The three companies had
a total capacity of 100,000 tons of steel products annually ;
but they produced at half capacity, the rest of Egypt’s steel
needs being imported at an annual cost of over L.E. 10M.®
Under-utilization of capacity was due to the limitations on the
supply of scrap. In 1954, the National Bank of Egypt reported:
«The indugtry relying on scrap may have to stop production in
a few years since stocks in the country are being consumed»?.

2. Early Government Efforts

- Geological surveys provided evidence that iron ore existed
at Aswan, the Baharya Oases and the Eastern desert). The
Aswan ore was the most completely surveyed, because of its
location near the Nile and other transport facilities(®, Tts iron
content was estimated at from 449 to 509 and it contained
no sulphur and little silicon®, The surveys were made as part
of the ordinary functions of the Ministry of Commeree and
Industry (The Geological Administration), and were brought
to the attention of Government when it became aware at the
end of the War, of the increase in local demand for steel pro-
jects and the burdens which this imposed over the country’s
balance of payments. Government then started investigating
the possibility of establishing a steel industry in Egypt, through
the Ministry of Commerce and Industry?%. It engaged some

7) UXK. : Board of Trade : op. cit.
8) Undated Pamphlet published by the Delta Steel Company.

9) U.K. Board of Trade, op. cit. Also, Production Council annual Report
of 1954, pp. 18 — 19.

10) National Bank of Egypt, econ. B.,, Vol. XV, No. 1., 1954, p. 12.
11) Files and Records in the Iron and Steel Co.

12) Undated Pamphlet published by the Egyptian Iron and Steel Com-
pany: the Egyptian Iron and Steel Company.

13) Files and Records.
14) Ibid.
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mulation of considerable amount of capital, as the following
table shows : —

~ Capital Formation during the War

Personal Expendi-

National - Net Capital
Year - | ture on consumer .

Income . Formation

goods and services

1939 168 148 8
1940 191 146 33
1941 233 167 i 51
1942 326 228 0 76
1943 390 271 78
1944 464 292 132
1945 502 326 122

Source : U.N. op. cit.,, p. 22.

Finally, the post-war increase in the prices of steel imports
acted as a natural protection for local production®. )

Demand for steel and the availability of cheap raw materials
were the main factors that led to emergence of the industry®
Three private companies undertook steel production from scrap.
The oldest of the three, the Egyptian Copper Works, was es-
tablished in 1936 as a joint-stock company. During the war,
restriction on imports obliged it to stop production®. After the
end of the War, the company decided to produce steel from
local scrap from the Western Desert, the capital of the company
was L.E. 80.000 mostly owned by Egyptians®. In 1946, the
second company was established : the National Metallic Co.,
S.A.E., with a capital of L.E. 120.000 to produce steel from

3) UX. : Board of Trade, 1947, op. cit. p. 26.

4) The total value of basic steel products imports reached over L.E. 13
M in 1942 and continued to increase till it reached over L.E. 22 M.
by 1960. (Lecture delivered by Dr. A. Moneim El Kaisouny, Minister
of the Economy in the Political Economy Club, Cairo, 1960. Also
Pocket Summary of Statistics : 4th Edition, Cairo, 1962. pp. 135/7.)

5) Al Messawar Magazine : Special Edition on Metallic Industries, Cairo
March, 1963.

6) E.D.O. Annual Report for 1958, op. cit. pp. 148 — 150.
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THE ESTABLISHMENT OF HEAVY
INDUSTRY IN A DEVELOPING
COUNTRY
A Case Study

Dr. A. R. H. Rachid*

The Egyptian Iron and Steel Co.

In the present paper the establishment of the Iron and
Steel Co. is given as a typical case of the emergence of heavy
industry in a developing country. It will be noticed from this
case, that the establishment of this firm involved decisions ot
political as well as economic nature. The role of the administra-
tive machinery is also obvious in this process of establishment
of heavy industry.

The case is based upon a field survey carried out by the
writer.

1. First Steel Mills

The Egyptian steel industry started privately shortly after
the 2nd World War on a very modest scale. Its appearance at
this time may be attributed to four causes, First, war expendi-
ture led to a boom in construction which increased the steel
consumption of the country to an annual average of 300.000
tons against the pre-war average of 100.000 tons ™. Secondly,
the Desert Campaigns resulted in the accumulation of great
quantities of scrap, which was cheap and easily transportable(®
Thirdly, war expenditure by the allied forces enabled the accu-

* Ph, D. & M.A. in Public Administration (Glasgow & Leeds) B, Com.
Caliro and D.P.A. ILP.A. Cairo.
Asst. Professor of Publlic Administration, ¥Faculty of Commerce
Azhar TUniversity.

1) TU.N. : Economic Development in the Middle East, 1945/54, op. cit.

2} TU.XK. : Board of Trade Annual Report on Egypt, 1947, op. cit. p. 41.
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pecially if sufficient isolation of the members is achieved. In
such situations, only the elites play citizenship roles. The in-
dividual is denied even crude and passive instruments.

How useful is the scheme developed herein for gaining a
theoretical understanding of citizenship ? First of all, classifica-
tion of citizenship situations in terms of the degree to which
elites play the roles seems to have some promise of facilitating
meaningful generalization. The entire development might be
said to be a «models or theory of citizenship roles. As we have
progressed, primarily on the basis of the observations of com-
petent scholars, it has been possible to list certain propositions
or deductions. Some empirical investigations of these deductions
— and they were designed to be testable — would indicate the
viability of this device for aiding in understanding of these
roles. It is to the contemplation of such empirical research that
we now must turn,
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because the nation is kelieved to symbolize and sustain these
groups.»©0 Although the importance of loyal sub-groups to
the strengthening of political system has been recognized by
others,®) thigs guotation stresses their significance in a very
strong manner. If this were always the case, «satisfaction of
basic needs,» which are group needs, would be the most impor-
tant among the four elements of political loyalty discussed
above. Indoctrination with patriotism, habit of obedience, and
psychologic identification with the state would be clearly secon-
dary. Group elites would have a tremendous influence on mem-
bers’ national loyalties. Their decisions as to whether to en-
courage or discourage it would be controlling., Encouragement
would doubtless vary as would the elites’ loyalty, which in turn,
recalling statements made earlier in this paper, would vary
with their feelings of successful and legitimate access to the
political system. Group elites would thus be themselves per-
forming acts necessary to an important part of the citizenship
component of loyalty. Again we note that something like this
must sometimes occur, for groups do revolt against political
authorities and revolutions do occur. We might hypothesize
that under certain conditions group elites are able through
primary attachment of members to the group, to define the
loyalty coraponent of citizenship, that is, to play the role them-
selves.

It would seem that cstablishment of group authority of
this nature, like that over voting behaviour, is bound up with
isolation of the group members. Although loyalty may primarily
attach to groups, a specific group definition of political loyzalty
cannot be authoritative, that is, productive of non-reflective
obedience, if several other group definitions exist also. This is
merely another way of saying that unassimilated (isolated)
groups can become dangerous to political authority.

The observations on modern democratic citizenship in this
paper have led to the envisioning of a state of affairs largely
dominated by group elites. Such elites seem to have much in-
fluence over various organizational non-citizenship roles of in-
dividuals. Michels’ group oligarchy seems to prevail. Group
elites may also gain authority over individuals with respect
to the citizenship components of participation and loyalty, es-
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tack. Mills, for example, sees a homogeneous national elite mani-
pulating the nation by denial of competing viewpoints to the
public. He compares the situation to economic monopoly.®
But whether there is no elite, or as seems more likely, several
competing elites, the question of member alternatives must be
considered. We might hazard the proposition that all group
elites tend to isolate their members from cross-pressures and
overlapping memberships, to create little monopolies for group
identification, thereby denying them policy choices, tending to
confer authority on their own voting suggestions, and, in short,
concentrating the citizenship component of participation and
therewith political power in their own hands.

Finally, this consideration of the relationship between the
individual and groups or group elites (as actors in our scheme)
must include a section on the citizenship component of loyalty.
The consideration of multiple allegiances and overlapping mem-
berships brings this tc mind. As noted above, one of the impor-
tant elements in individual loyalty to political authorities is
satisfactions of individual needs. Loyalty is seen as provisional;
its continuance depends upon the service of interests. These
interests, economic, religious, cte., can cause the eitizen to shift
his loyalty as evidenced by revolutions and emigration.(®® As
was noted above, however, these interests are largely group
interests. In any event they are significant only if they become
group interests. If political authorities fail to consider these
interests, in fact if they fail to provide useful benefits to them,
these same non-political groups or other political entities may
become prominent in citizen loyalties.(®

This places group loyalties in an intermediate position bet-
ween individuals and political authorities. In fact, it is often
asserted that loyalties to functional groups are primary. Men
are most desircus of acceptance by these groups. They are most
sensitive to sanctions imposed by these groups. The internaliza-
tion of group goals is very important to the psychological well
being of individuals. Loyalty to political authorities, then,
kecomes a function of groups encouraging their members to be
loyal. «Loyalties are to specific groups, specific goals, specific
programs of action. Populations are loyal to nations as a by-
product of satisfactions achieved within non-national groups,
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voting behaviour may move toward a condition af authorita-
tiveness. This is the case where group identification is high,
where the members feel distinct, where they have few over-
lapping memberships.

Since unified voting behaviour is the chief determinant of
a group’s ability to assert its claims on the political scene, it
might be expected that group elites would attempt to maximize
their persuasive power on external politics by increasing inter-
nal authority. We can now see that such a process might in-
volve more than tranmission of correct political standards. It
might well include attempts to manipulate identification with
the group. And this would certainly involve attempts to keep
groups distinct, to isolate members from the divisive effects
of overlapping group memberships.

In fact we do find that group elites do regard maintenance
of cohesion through mitigation if not elimination of other
memberships as a task of highest importance. Certain types
of «integrative» political parties perhaps offer the most con-
spicuous example of this. The establishment of party youth
groups, auxiliaries, recreation plans, etc., are designed to sa-
tisfy other member «needs» within the same group. It is not
necessary to go outside, Much more commitment and enthusiasm
for the party cause can be generated in this way.®® The prac-
tice of setting up subsidiary organizations parallel to those
likely to draw off member loyalty is also seen in such pheno-
mena as company unions, Catholic trade union and veterans’
groups, and gimilar devices.(8VElites like to get their groups
into positions where only that group can satisfy certain mem-
ber needs. The infiltration of competing groups is also a techni-
que for mitigating the effects of other possible memberships.
Communist infiltration of labor unions would be an example.
Apparently certain elites have even gone to the extent of join-
"ing opposite parties in order to deny persons meaningful voting
alternatives.®# Closely related elite attempts to eliminate
structures for alternatives of choice are laws designed to dis-
courage splinter parties and non-partisan elections designed to
destroy an organizing principle for voting behaviour.®

The importance of choice for avoiding an authority rela-
tionship is also seen by scholars who take a slightly different
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provides for «social assimilation», seems to be overlapping
memberships and multiple loyalties on the part of individual
members. The role of overlapping memberships in group modera-
tion and policy stability is well documented. They impose restric-
tions and conformities on interest groups at the pain of dissolu-
tion. Leaders cannot always act like Michels predicted. Although
there is plenty of evidence that power concentrates in a few
hands, it is also true that unheavals and rebellions occur within
groups. Leaders must be concerned akout their relations to the
massges, for there is always the disruptive possibility of their
following rival leaders.(™ That is tc say, a group usually can-
not absorb an individual completely. He can turn to another
group. If an overlapping membership is not present, a group
elite’s violation of expectations of members may call forth the
forming of a new group with disastrous effects for the degree
of cohesion of the old group.®

In a democracy, elites offer election propaganda, that is,
bid for votes, on a competitive basis. In economic terms, they
compete with one another in the opinion markets for the sale
of their policies. It seems to be characteristic of democracy that
this competition, the possibility of the citizen selecting among
alternative elite offerings, is present.(™ 1t is thus seen that
«public» influence exists, although in a crude and passive form.
Almond observes, «In most cases the influential policy alterna-
tives placed before the public represent vague impulses and
preferences of the masses.»(™ Citizens of a democracy do par-
ticipate in politics in a meaningful fashion so long as alterna-
tive exist for them to select among. Much of the participation
component of citizenship may consist in this selection. Moods,
interests, and expectations on the part of the masses set limits
on elite discretion. The opportunity for choice is conspicuously
absent from dictatorships where elites are really dominant.

This emphasizes the usually persuasive nature of group in-
fluences on voting behaviour. The citizen has several group in-
fluences impinging upon him, and must consciously choose
among them, or withdraw from voting altogether in the manner
of the classic cross-pressured individual.™® This is the very
antithesis of non-reflective obedience charaeteristic of the au-
thority relation. But as we saw above, the group influences on
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tion process to be seen. The longer one belongs, the more con-
tact and familiarity with the group and the greater adoption
of its goals.™ But this observation does not aid in making
comparison among groups, except perhaps with respect to older
groups as opposed to newer ones. It is necessary to inquire
more specifically as to the types of groups which manifest high
membership identification and cohesion. Much is revealed by
observing the extent to which members feel set apart from
other people.(™ Again the «unassimilated group» seems to be
a relevant concept. Social assimilation of groups, cne would
infer, would reduce feelings of distinctiveness on the part of
the members, and as a result their group identification and co-
hesion in voting would be expected to decline. There is consider-
able evidence to indicate that this in fact happens. As an ex-
ample, Catholics in the United States no longer normally ex-
hibit extremely distinctive voting behaviour. Simultaneously
with the erosion of the «Catholic vote» has occurred the gradual
acceptance of that group into the society.(™ Indeed, the simple
phenomenon of social acceptance or rejection may explain

some good part of the rise and fall of given groups’ influence
in politics.

As these observations indicate, the potential for group in-
fluence on voting behaviour are great indeed. Generally speak-
ing, however, these influences are probably of a persuasive na-
ture only. There are usually no sanctions a group can impose
for deviant behaviour on a secret ballot. Other factors, includ-
ing multiple sets of group influences are likely to be present
in a member’s voting decision. One is not likely to obey specific
group influences without reflection. Group influences do not
bear authority. However, as these influences of group member-
ship on voting behaviour increase in intensity, it might be said
that the influences move from persuasion toward authority.
That is to say, as political standard transmission, salience, and
group identification increase, obedience tc group cues becomes

non-reflective. Cohesion and authority of group influences co-
vary.

The key ideas of group identification and social distinctive-
ness seem to demand further attention. The greatest factor in
keeping most groups from being extremely distinctive, that
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with respect to a political issue, the group has political salience.
Salience is likely to oceur when a member of the group is a
candidate or likely appointee of a candidate (this has often
received the attention of election strategists) or when group
goals coincide with major pelitical issues.®?

Secondly, .there are certain types of people who are es-
pecially receptive of group influence. Persons who interact with
the group and its members, those who participate more in
group affairs, are found to vote in the group-distinctive manner
more consistently than those who do not interact and partici-
pate.®® This seems very obvious; if nothing else, such persons
are likely to be exposed to more group transmitted political
standards.

There is also some evidence that individuals’ voting beha-
viour vis-a-vis groups depends upon perception of the group's
right to exert political individual act, which goes into making
up some sort of general will, are likely to resist pressures to
vote in a group-distinctive fashion. But this phenomenon is
seen to vary closely with non-identificaticn with the group,®?
which will be discussed immediately below.

Persons who identify with secondary groups are much
more likely to vote in the group-distinctive way than those who
do not so identify.(™ The actions of groups or group elites
which are designed to affect member voting behaviour (see
above) are most effective on these identifying people. Clearly
the degree of psychological identification with the group on
the part of the members is basic to the degree of cohesion which
a group attzins. And cohesion 1s the most fundamental factor
in a group’s ability to assert its claims on the political scene.(™
It is the very factor which makes group-distinctive behaviour
possible.

Psychological identification with groups is thus a most
worthy subject for study. It is important to inquire into some
of the determinants of an individual’s identification with his
secondary groups. The factor which correlates most strongly
with increasing group identification is increasing length of
group membership. Apparently there is a sort of an accultura-
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Generally speaking, people tend to vote as they perceive
the political preferences of their organizations. These influences
seem to work in two ways. Organizational associations increase
the likelihood that a person will vote according to his «latent
disposition» as defined by socio-economic status. For example,
it was found in 1954 that for every occupational category, for
every socio-economic category, and in fact for every other de-
mographic variable held constant, non-union members and their
families voted Republican about half again as frequently as
union members and their families.®? Similar results were found
in a 1941 study, but there it was also observed that group af-
filiations can operate in the opposite direction from socio-eco-
nomic determinants. Lower class people who become members
of upper class «prestige organizations are much more likely
to vote Republican than are their class equals.®®

Moreover, group members — at least this was shown to
be the case for labor union members — tend to become strongly
group-issue oriented in their voting behaviour.®¥® For example,
a study of the 1854 election revealed that CIO members claimed
that labor problems and employment considerations influenced
their Presidential vote choice more than any other issue. This
was the case even though such problems were not generally
regarded as an important issue of the campaign.®®

The picture of group influences on voting behaviour becomes
somewhat more interesting when one examines scme of the
factors which affect its potency. First of all, certain types of
group action or group elite action affect member voting ten-
dencies. Very important is the «clarity of political standard
transmission,» such transmission being a communication which
alerts members to a pactisan group (or elite) standard. If such
standards are transmitted weakly, or if conflicting standards
are transmitted, perhaps as a result of decentralized leadership,
influence may be impaired. A recent study shows that member-
ship following varies directly with such clarity, even among
members whose other attributes are held constant.(®

If a group can become politically salient, it is likely to
increase its membership following in voting behaviour. That is
to say, if individuals become conscious of their membership
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need something to love and trust at election time. They have
not been prepared to react to every issue, nor could they be.
Rather, they have been socialized to a party position, and they
react to the party in elections. (5

Studies of the political socialization process have identi-
fied the principal sources of the learning involved as parents
and secondary groups. That is to say, the party identification
of individuals shows a very high correlation with the party
identification of corresponding parents. And as we shall see
in greater detail, an individual's party identification is very
likely to correspond to the distinctive party position of his
functional group. Doubtless, however, the influences issuing
from parents and functional groups often cocincide so that a
high correlation in both areas should not be surprising.

It might be noted in passing that a high correlation between
children’s and parents’ party identification seems to indicate a
rather stable hereditary attitude structure for the society as
a whole. But it must be rememhered that perhaps as many as
a quarter cof all families communicate no political attitudes, and
that the communication of preferences docs noet mean that
these preferences will be acted upon.®V These observations are
probably also applicable to groups. It behcoves us to note that
there is plenty of room for change in spite of socialization.

Since we are here concerned with relation of individuals
to groups, let us proceed to consider group influences on voting
behaviour. All studies indicate that group influences on the
vote are congiderable. Of course some groups are created for
the purpose of advancing a particular political or ideological
viewpoint. Pecple affiliated with such groups on the basis of
already existing sympathies. In such cases it is really impossible
to speak of group influences on voting behaviour. But there
are many other larger, more significant groups, membership in
which is a consequerce of other attributes, such as profession,
religion, ethnic origin, race, etc. Membership in such groups
may be effectively non-voluntary. It is with such groups that
we will be primarily concerned.
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findings of personality research show that the individual who
chooses a political policy as a symbol of his wants is usually
trying to relieve his own discrders by irrelevant pallatives.»®®
Persons may by sold on spurious self-interests. Elites may
create demands in people’s minds.

But it is agreed that elites are central in determining what
policy alternatives shall be advocated in the name of the group,
just as they oligarchically conduct the non-political affairs of
the group. The elite can assume great power indeed. From the
observations above we may derive the by now rather obvious
propesition that group elites acquire authority over members
in matters of internal affairs and with regard to the assertion
of political demands. The authority in this case may elicit ra-
ther passive behaviour, merely accepting acts of the elite with-
out revolt, for example. But this is not insignificant, for the
legitimacy of national political authorities often requires litile
more.

As was . observed above, an important part of the participa-
tion component of citzenship consists in voting, for in this way
office holders are invested. Among the important determinants
of a person’s voting behaviour are group affiliations. The in-
culcation of political attitudes might be called a type of politi-
cal socialization performed by groups. Of course it is much more
particular than political socialization which results in indoc-
trination with patriotic attitudes.

Apparently ‘human beings’ susceptibility to being socialized
to a particular set of attitudes, and particularly to a group
position in voting, is a result to need for psychological econo-
my. Decisions on all of the relevant political issues would place
an intolerable burden upon the participating citizen. The politi-
cal responsiblities of mere voting in the United States have
already been adjudged greater than at any time or place since
ancient Greece.®” The voter needs a reference group. This re-
ference group is usually th political party. Party identification
is more likely to determine a person’s vote than any other
single factor.®® The most effective socialization of persons is
done with respect to party affiliation.6® Candidates and issues
are always in flux, but parties are relatively permanent. People
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bers do have expectations about what group membership should
do for them. Leaders must recognize these, it would seem, or
they wiil have no group at all. Leaders must solicit empower-
ing responses. That is to say, although issues may be debated
and resolved among the elites, the decisions have to be sold to
the members. It has been said that there are two types of
group goals: those centering around the immediate welifare of
members, and «Whatever acts the group deems worthy of under-
taking toward the external world». Elite power probably
comes primarily from discretion with the latter.

Although the above comments on oligarchy were directed
toward the group elements in individual’s non-citizen roles, it
can readily be seen that it is also relevant to the participation
in political affairs component as well. Mills observes that indivi-
duals really have no access to the political policy making
machinery of modern interest groups. The very size and com-
plexity which gives the group political power prevents this.(?
Unorganized individuals have no effect on official policy; in-
dividuals organized into large groups belong to a powerful
device, but have little effective access.

The importance of elites in the instigation of policies has
been observed by many scholars. Almond’s comments on this
phenomenon seem very well expressed. «In the degree to which
issues and decisions are remote, the incapacity of the public te
grasp the issues and its consequent indifference accords a
special importance to the initiatives and pressures of interested
elite groups...»® The oligarchy decides which policies will
form the basis of group pressures on decision makers. In
Almond’s scheme the inattentive public doss nothing, the
attentive public merely forms an audience for discussions among
the elite, It is the elite which hags effective access.

The extent of elite dominance of the policy process seems
yet to be matter for discussion, however. Almond himself
thinks elites «give structure to the publicy he does not think
the latter totally inert.5¥ Brogan reserves that the American
citizen has his possibilities for action defined for him bv pri-
vate associations, but action is possible.%® Lasswell sees the
relation of individuals to policy as rather insignificant. «The
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To some extent, oligarchy is a necessary consequence of
administration. Especially in large groups the problem of
articulating organizational needs and purposes requires increased
power from the top.“! For example, union conventions are
usually mere rubber stamp validators of policies determined in
advance by the executive committees.®? Were it otherwise, it
would be difficult to envision that union conventions would
accomplish anything at all.

There are several reasons why oligarchy prevails. First, re-
latively few people have the necessary skills for group leader-
ship. This is essentially true of organizations like labor unions
where most members are not equipped with skills beyond those
of menial occupations; but skill monopoly is to be observed in
more sophisticated groups as well.®3 In some organizations,
notably the NAM, the moral force of money accounts in part
for the dominance of a few. Those who make the largest con-
tributions tend to occupy the powerful positions.®® Also, in
many organizations participation at critical areas is low either
because of a lack of interest in essentially boring administra-
tive details and technicalities or because time is simply not
available to all.®5 Moreover, persons who become leaders are
not above manipulating prerequisites of office to remain leaders.
A leader tends to think of himself as an elite rather than an
ordinary member and this is an enjoyable role.“®8 Important
techniques in this include dispensation of available patronage
and monopoly of organizational communications. Such com-
munications can become very authoritative, especially where
the recipients are very busy people who have little time to
become exposed to other communications. This is supposedly
characteristic of professional associations like the AMA.
Finally, group oligarchy is perpetuated by custom. The roles
which a person is initially assigned within a group tend to
determine much of a person’s subsequent behaviour.#3) The
roles of leaders include the exercise of function, and if this is
successful, continuing authority results,®“9

Of course all of this points to an extremely powerful, po-
licy determining, almost irresponsible leadership. It certainly
seems to contradict an earlier idea of leaders as more reflectors
of underlying group interests.(59 But on the other hand, mem-

— 30 —



I. DARWISH — Some Comments on Citizenship Roles 121

The danger of a dissatisfied elite to a nation is not some-
thing that has only recently been realized. Hamilton’s scheme
for consciously building loyalties to the new American nation
included providing services to prominent elites, in this case
primarily economic and commercial, so that these elites might
identify their interests with that of the nation. The powerful
had to have access.G®

Loyalty, then, is in part contingent upon group elites’
feelings of assimilation and access. It might be speculated that
the loyalty of the group elites increases as do their feelings
of such access and assimilation to the political system.

The final relationship with which we must deal is that
between individuals and their groups on the elites of such
groups. This relationship will receive more attention than the
others herein considered. This is so because contemplation of it
seems to lead to concepts which unify the entire citizenship
picture with which we are trying to deal and because it appears
more interesting to the writer. Since most groups are primarily
non-political, considerations of this relationship is bound to
involve non-citizenship roles. Also, since «Mass democracy
means the struggle of powerful and large scale interest groups
and associations which stand between the big decisions that
are made by the state... and the will of the individual citizen
as a member of the public,»» it would seem that some re-
ference to the participation dimension of citizenship must be
made at this point.

First of all, it is necessary to discuss the most obvious
factor of individual-group relationships: the iron law of oligar-
chy. Most associations, although they may be extremely de-
mocratic in formal organization, come to be run by a smal,
«one partys oligarchy. Many studies have confirmed Michels’
assertion that organization is oligarchy. Moreover, conscious
attempts to destroy organizational oligarchy, to actualize for-
mal democratic devices, have largely failed. The iron law is so
prevalent that oligarchical tendencies have become entrenched
even in clandestine groups dedicated to revolutionary anar-
chy.(40)
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As Bently observes, «public opinion» is a group phenome-
non. «It arises out of certain definately felt evils among greups
of the population.»®® Parties and interest groups are organized
manifestations of public opinion which affect policy. The var-
ious kinds of contacts which occur between group elites and
political authorities and the ways in which group pressures
become the building blocks of policy are perhaps best docu-
mented in Truman’s Governmental Process.

We might ask how to characterize this policy making re-
lationship. Although the sum total of grocup pressures might
be said to authoritatively determine policy, it is certain that
most individual relationship are persuasive only. The power of a
group is rarely authoritative for an official. Presumably he
weighs the significance of each bid rather carefully, rather
than meekly submitting. The effectiveness of a group’s policy
overtured independent upon consistent member voting behav-
iour, and this is rarely absolutely reliable.

There is another aspect of group-political authority rela-
tionships which deal with the loyalty component of citizenship.
This is closely related to demand satisfaction as discussed
under individual-authority relations, We are told that political
authority is in definite danger if those are strong «unassimilat-
ed» groups in the society.(®3® That is to say, groups tend to
support political society when they derive visible benefits
from it. If group leaders are provided with effective access to
legitimate political institutions, the group becomes assimilated
and remains loyal.3®

An example of this phenomenon is visible in the emergence
of organized labor to political power in various political sys-
tems. Where labor leaders were not able to participate in the
political decisions, they tended to be very critical of the whole
system. But with the increasing political strength of labor, due
to suffrage extensions and other factors, political access and
effectiveness of the leaders also increased, and their antagonism
to the system decreased.®” They gained power, were assimilat-
ed, and became apologists for the system.
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that we must return to the position of demand satisfaction in
loyalty when groups are brought into the analysis.

Thus, insofar as the relationship between individuals and
political authorities has to do with loyalty, it may be analysed
into four elements. The idea of loyalty implies that individuals
regard political authorities as legitimate, that is, as authorita-
tive in the strict sense of the term. If we accept Easton’s de-
finition of authority as a relationship in which®» a subject
does someone’s bidding without contemplating his action, we
can easily see that the four elements tend to establish an au-
thority relation. We can thus posit that as the four elements
vary, so will the authority of the political authorities, and that
a breakdown of any of the four will impair legitimacy and
authority. This seems to follow rather obviously.

There is another completely different aspect of the rela-
tionship between individuals and political authorities. It is so
obvious as almost to be unworthy of mention. People invest
particular sets of office holders through wvoting behaviour.
This is clearly an important part of the participation dimension
of citizenship. It is included here for the sake of completeness.

We now turn to the second relationship between the actors
of the citizenship picture; that between groups or interest
elites and the political authorities, It immediately appears that
groups play an important role in the citizenship component of
participation. Even superficially, they would appear to be ve-
hicles for participation. At one time, citizen participation was
thought to contribute to the forming of some sort of «general
interest», with any sort of group interest regarded as an evil
perversion. But this picture could not stand in the face of
reality. Earlier works like Herring’s Group Representation
Before Congress helped to build images of «the farmers or
«the worker» as participants in the political process instead
of «the common man» participating in forming the national
interest. That is to say, it was realized that «public opinion»
which affects policy was not a product of everyone’s opinion,
but rather only of those or persons who organized for expres-
sion. Policies tend to become compromises over the lines of
least resistance between the wills of special group.®3
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Closely related to indoctrination in individual-authority re-
lationships is the phenomenon of habit. That is to say, people
are loyal to a system because they perform the necessary
supportative behaviour out of habit. Mosca observed that «pub-
lic morality> was nothing more than this, He saw an innate
altruism in man which was necessary for social living. This
altruism becomes a society’s «juridicial defense» when obedience
to laws is habitually secured.©® Although fear of sanction is
deemed to help produee conforming behaviour, sheer custom
and tradition of obedience is seen as more important in es-
tablishing social consensus.@b «Habit keeps society together
in every stage of history.»@®

A third element in the loyalty component of individual-
authority relationships might be called psychological identifica-
tion with the state. For the mass of mankind, who live a mean,
insignificant, routine life, identification with the nation, seen
as great and impressive, is very pleasing. One can feel that he
is participating in the momentous acts of the official authori-
ties. Obviously this is very closely related to indoctrination as
discussed above, as such feclings are emotionalized by the
ritual and myth of patriotism. Feelings: of commonness, of
national distinctiveness, of homogeneity are important here.
In sum, as is the case with habitual loyalty, psychological
identification is in part the indiviual response to the stimuius
of indoctrination.

The fourth and perhaps basic element in the establishment
of loyalty may be termed demand satisfaction. That is to say,
policy cutputs must give people something of at least basic
demands to insure inputs in terms of supportative behav-
iour.@?® Tradition and custom may insure loyalty for a short
time, it is said, tut ultimately the system must prove useful to
its constituents.?® Of course satisfaction needn’t be constant,
for «reserves of support» are built up from past satisfactions,
but it cannot be neglected entirely.?®

The idea of demand satisfactions, however, has annther
important side. Most interests that political authorities must
serve are group interests. It is important to serve values of
an economic, religious, professional, or other nature. It is obvious

— 26 —



i. DARWISH — Some Comments on Citizenship Roles 117

an important part of the «loyalty» dimension of citizenship has
to do with this relationship. We are hers primarily concerned
with loyalty as represented by Easton's supports for the regime
and cominunity rather than supports of an individual govern-
ment. At this point it would be possible to discuss the purpose
of the individual-authority relationship. One could argue
whether the relationship had to do with the skilled application
of manipulative technique by superiors rightfully in authority
or whether the relationship represented a popular delegation
to authorities in order to satisfy necds.®® But arguing over
purpose doesn’t lead very far. Certainly both manipulation and
serving of needs occur. It is more important to inquire into
why individuals are loyal to political authorities in terms of
what ohservably happens between individuals and authorities.
It is possible to examine four such cccurrences in thege terms.

First, it is obvious that authoritics engage in extensive
indoctrination programs to build loyalties to the extent system.
«... every modern state develops a far reaching program
designed to maintain the morale of its constituent members to
a. point where their activiiizs will fit in with and perferm the
functional activities necessary for group survival.s@® This
gort of training or pecliticization, which is for the most part
unconsciously accepted, is an extremely important method of
generating support.?® The techniques of such indoctrination
programs are extremely familiar. Through compulsory childhood
education, vast amounts of patriotic propaganda are disseminat-
ed. Men’s attitudes are shaped by symbols transmitted through a
common language, press, and literature. Personification of the
state and other manipulation of symbols conspire to create a
strong body of sentiment.D

Through official and unofficial means, this irmportant part
of citizenship roles is defined. Society simultaneously builds a
system of rewards and punishments for couforming to these
roles or failing to do so. Failure to conform leads to rejection
by the society through the application of official punizhment
such as jail or through a usually less severe unofficial sanc-
tion. Individuals soon learn that to conform ig to follow the
line of least resistence.??
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ments of this scheme is acceptable if we remember that the au-
thorities may play several roles.

In addition to individuals and authorities, our sclieme must
contain another element, that of groups. The importance of in-
cluding groups in a political analysis can now hardly be doubt-
ed. Truman notes that it is impossible to consider politics with-
out observing the common habits of response which grouped
individuals exhibit. Individuals behave only in groups. They are
real only through groups.(® The concept of public opinion in a
democracy as a resultant of competition among interested
groups®® is probably widespread enough to make further com-
mentary on the importance of groups in democratic politics un-
necessary.

However, since Michels wrote his Political Parties it has
been difficult to speak of groups without mentioning thi¢ small,
oligarchical leadership cliques which come to dominate most
organizations.®) There is much evidence to support the exis-
tence of such obligarchical tendencies. To use Almond’s terms,
there are always «interest elites» which occupy a dominant
position with respect to individuals who comprise the mass
«publics».1” That is to say, elites often determine the entire
character of a group’s action. In such cases the elite practically
becomes synonymous with the group as an actor. This cannot
be neglected, and in our interpretation the idea of group will
strongly incorporate the idea of leading interest elites.

In attempting to create a picture of the three dimensional
roles of citizens, we find that there are three distinct actors. It
now remains fo inquire into the relationships that exist between
these elements. In this way it may be possible to see more
clearly some of the determinants of the behaviour which goes
into the making of the three ingredients or components of
citizenship. Development of a scheme depicting how these ac-
tors might behave toward one another should provide some
useful hypotheses about that which we are investigating, citizen-
ship roles.

The first relationship to be considered is that between in-
dividuals as individuals and the political authorities. Obviously,
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tools and concepts can be adapted in such manner as to provi-
de a framework for generating testable hypotheses and sugges-
ting meaningful research. A realistic answer to such a question
seems to be this; these thinkers did not dream their ideas up
out of whole cloth; they are probably based to some extent on
insightful if not systematically empirical observation of actual
roles of citizens. As it takes insight to get any meaning out of
empirical observation, these ideas are far from irrelevant. They
certainly seem worthy of use as a starting point in attempting
a rigorous, systematic analysis.

Exactly what are these three ingredients or components of
citizenship with which we have chosen to work ? They are ca-
tegories of individual behaviour. And it is exactly these that we
wisli to better understand. They are the matter about which
we wish to theorize. They are the very subject of this work.

In examining this behaviour, what actors must be consi-
dered ? First, it is obvious that individuals themselves must be
looked at, for they are the key elements, the citizens. It is also
clear that political authorities must be considered, for it is im-
possible to think of citizens without such. Citizenship behaviour
ig directed toward or occurs in response ta political authorities.

The question of the nature of the political authorities pre-
sents some difficulty. Easton analyzes supportative behaviour
of citizens, that is, behaviour indicative of loyalty to the «poli-
tical system», into three:elements; support for the community,
regime, and government.(® Support for the community consists
in feelings and actions expressing the desirability of association
of particular peoples, while support for the regime deals with
concessus on the extent rules of the political game, and support
for the government is self explanatory. Doubtless there are

three distinct types of political authority involved here. but in
any given sitvation, there are not three separate authorities,

one corresponding to each level of support. Rather there is only
one set of authorities. This set of authorities, the current office
holders, not only carries out individual government policy, but
also defends against attacks upon the regime or community
by exercising the appropriate sanctions. Hence, it would seem
that to speak of «the political authorities» as one of the ele-
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have received the consideration of great minds at word on pro-
blems of citizenship or political membership: participation in
communal affairs, subjugation or service to the communal en-
tity, and participation in extra-political situations. These three
elements are particularly interesting for they are not peculiar
to the three men just mentioned; they can be seen in the works
of many thinkers of different times and places. Insofar as citi-
zens both contribute to the making of the «general wills and
are subject to it, Rousseau’s thought envisions both participa-
tion and obedience.®® Thomas Paine, though very concerned
with political problems, felt that government was a necessary
evil which should impose as few restraints upon citizens’ other
roles as possible. «Government is nothing more than a national
association... Everyone wishes to pursue his occupation, and to en-
joy the fruits of his labors and the produce of his property in
peace and safety, and with the least possible expense. When
these things are accomplished, all the things for which govern-
ment ought to be established are answered.™ T.H. Green’s po-
litical thought was greatly concerned with the individual and
his ability to «realize his reason» and achieve self-perfection.
As a central concept in this achievement, he envisioned citizen
obedience and duty to the state. «It is thus the social duty of
the individual to conform, and he can have no right... that is
against his social duty; no right to anything or to do anything
that is not involved in the ability to do his duty.»®

Nor is concern with these three elements of citizenship
confined to past times. Recent more or less scholarly literature
seems to follow similar lines. Ogg has written of problems of
citizen participation,® Grodzins has discussed the question of
continuing loyalty and obedience,™® and T.I. Ccok has empha-
sized the need for attention to non-citizenship roles.) Roelofs
has explicitly stated that the idea of citizenship contains the
three «ingredients» of participation, loyalty, and privacy from
political demands.(® He extracts each of these from established
traditions of thought.

It seems fairly well established that these three elements of
citizenship or political membership have occured severally or
collectively to many great thinkers. However, none of those
mentioned are political theorists in the systematic, empirical
sense of the term. For our purposes it must be asked if their
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The idea of citizenship or membership in a political com-
munity has had many different meanings and emphases. Aris-
totle, for example, describes the citizen as «a man wlho shares
in the administration of justice and the holding of office», or
as one who enjoys the right of such sharing.® It is quite clear
that the most important attribute of citizenship to Aristotle is
the honor and privilege of participation in the state. In fact, he
notes that citizen excellence can only be attained by {hose who
have sufficient leisure from menial occupations to participate
in public affairs.®

Thomas Hobbes regards the key feature of membership in
the commmonwealth as subjugation, service, and lovalty to the
sovereign. In order to escape the anarchy of the «Stat: of Na-
ture» men make a contract to establish an all-powerful levia-
than,... and therein... submit their wills, every one to his will,
and their judgements to higs judgement.»® Government requi-
res complete obedience and submission to a coercive power. By
the very fact that man have contracted out of the state of na-
ture, they have authorized their own necessary subjugation.

Acquinas, although very conscious of the necessity of poli-
tical life to man, even to the extent of claiming that goodness
is achieved in political community and that this communal good
may be superior to the individual good,® is at pains to note that
an important part of man’s existence is separate frorn political
membership. «Not all that a man has or is, is subject to politi-
cal obligation: hence it is not necessary that all of his actions
be considered worthy of praise or blame with respect to the po-
litical community.»® Man has, in modern terms, non-citizen-
ship roles. Acquinas emphasizes personal, Christian ones.

At this point it appears that at least three distinct conecepts
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L’arrét ne pose done pas une régle générale et ne précise pas
en quoi les éléments indiqués entrainaient obligation de motiver.
Il est donc surtout intéressant comme témoignage de l'effort que
poursuit la jurisprudence dans sa tiche difficile de contrdle de
la. 1égalité en une matiére qui, sans y étre rebelle, présente, pour -
les raisons que 'on s’est efforcé de dégager dans cet exposé,
d’assez grandes difficultés.
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Il existe aussi une seconde direction vers laquelle est re-
cherchée une possibilité de développement des moyens de con-
trole du juge de I'excés de pouvoir; elle concerne la connaissan-
ce des motifs qui ont déterminé la décision administrative criti-
quée.

Sans doute, s’agissant de compétence discrétionnaire, le ju-
ge ne peut pas substituer son appréciation a celle de l'autorité
administrative en ce qui concerne la valeur de ces motifs, mais
la connaissance de ces motifs peut étre précieuse pour le juge
car il peut y découvrir des causes d’illégalité, par exemple un
détournement de pouvoir ou encore une diserimination condam-
nable,

Or, & propos de cette recherche des motifs qui ont inspiré
la décision, ure jurisprudence récente du Conseil d’Etat est par-
ticuliérement remarquable. I1 s’agit d’abord de l'arrét, qui
a été trés commenté, du 26 janvier 1966, Société« Maison Genes-
tal» (Rec. p. 62, concl. Bertrand), dans lequel le Conseil d’Etat
a étendu & linterventionnisme économique une régle qu’il avait
déja admise en d’autres matiéres depuis l'arrét trés connu du 28
mai 1954, Barel, régle selon laquelle, méme lorsque ’administra-
tion n’est pas tenue de motiver sa décision (c’est-a-dire d’énon-
cer formeilement le motif dans P'acte lui-méme), elle est tou-
jours tenue de faire connaitre ce motif au juge si celui-ci le de-
mande. Dans V’affaire «Maison Genestal», le ministre s’était bor-
né & répondre a4 une demande d’octrei d’'un prét pour une im-
plantation industrielle que l'opération ne lui paraissait pas pré-
senter un intérét économique suffisant; le Conseil d’Etat a jugé
que cette réponse était formulée en termes trop généraux pour
que le juge piit exercer son contrdle et qu’il appartenait au mi-
nistre de lui préciser les motifs de sa décision.

Plus récemment, dans un arrét du 27 ncvembre 1970, Agen-
ce maritime Marseille-Fret, le Conseil d’Etat est allé plus loin;
il a jugé que l'administration pouvait &tre tenue dans certains
cas de motiver ses décisions méme si la loi ne I'exige pas; il s’a-
gissait d’une mesure de répartition de transports maritimes fai-
te par une commission spéciale; le Conseil d’Etat a jugé qu’en
raison de la nature, de la composition et des attributions de cet-
te commission, la décision prise par elle devait étre motivée.
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vantage d'étre signalé en raison de l'effort jurisprudentiel dont
il témoigne dans le domaine dont nous parlons.

Dans cet arrét, du 11 décembre 1970, Crédit FKFoncier de
France, le Conseil d’Etat a eu 3 statuer au sujet d’aides finan-
ciéres qui sont octroyées par la commigsion nationale et les com-

missions départementales d’amélioration de I’habitat.

Un arrété ministériel précise qu'il appartient 4 chaque com-
mission «suivant les directives et sous le contrdle de la commis-
sion nationale, d’apprécier, selon les besoins régionaux ou lo-
caux, tant au point de vue économique que social, le degré d’uti-
lité des travaux auxquels peut étre accordée l'aide financiére du
fonds national.» En conséquence, la Commission nationale avait
élaboré des directives et, en application de l'une de celles-ci, re-
fusé une allocation en se référant ainsi aux normes qu'elle avait
elle-méme édictées. C’est précisément ce que lui reprochait le re-
quérant. Le Conseil d’Etat a rejeté la requéte. I1 a jugé que le
fait, pour la commission nationale de s’étre référée aux orienta-
tions générales qu’elle avait elle-méme définies en vue de diriger
les interventions du fonds ne constituait pas une erreur de droit
du moment que la commission nationale n’avait ni renoncé a
exercer son pouvoir d’appréciation, ni limité celui des commis-
sions départementales, ni édicté aucune condition nouvelle 3
Poctroi de l'allocation dont il s’agissait.

Sans doute ,la portée de cet arrét en ce qui concerne la limi-
tation de compétence de l'administration est-elle relative, puis-
que le Conseil d’Etat prend soin de relever que la Commission
nationale n’avait pas renoncé a exercer son pouvoir d’apprécia-
tion; cela veut dire que, conformément au principe rappelé plus
haut, 'administration n’avait pas pu se lier elle-méme & l'avance.

Mais le Conseil d’Etat ajoute que le requérant n’invoquait
par ailleurs -aucune particularité de sa situation au regard des
normes contenues dans la directive ni aucune considération d'in-
térét général de nature & justifier qu'il y fiit dérogé et dont la
commission aurait omis l'examen. Et cela veut dire & tout le
moins que, du moment que la commission appliquait sa propre
directive, elle était tenue de procéder & tous les examens et ap-
préciations susceptibles d’intervenir dans cette application et
cela permet un certain contrdle du juge de I'excés de pouvoir.
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cuté et qu'une recherche de progrés est faite, au sujet de ia-
quelle certains arréts récents méritent d’étre commentés ici.

Une premiére direction dans laquelle on peut relever une re-
cherche d’'un développement du contrdle concerne la réduction
méme du pouvoir discrétionnaire.

11 faut dire que cette réduction est difficile parce que 1'in-
terventionnisme économique requiert une grande souplesse de
manceuvre et d’appréciations. Il serait impossible d’envisager que
des textes préétablis déterminent & l'avance, en fonction de cha-
que situation, la décision & prendre. Néanmoins, on peut souhai-
ter que l'administration soit davantage obligée de se conformer
4 certaines lignes de conduite qui, sans la lier de maniére trop
rigide, donnent prise néanmoins 4 un contentieux éventuel de la
1égalité.

Or, de telles lignes de conduite existent dans une certaine
mesure, en la matiére sous la forme de documents d’ordre inter-
ne, tels que des commentaires administratifs, des circulaires, des
directives. Ces deocuments sont méme assez fréquents et nom-
breux en la matiére.

Mais des obstacles juridigues traditionnels s’opposent a ce

que ces documents prennent valeur de sources de la légalité: c’est
d'une part le caractére d’ordre interne de ces documents, notam-

ment des circulaires, dont il est de principe que leur violation
ne peut étre invoquée en vue d’une annulation des mesures d’ap-
plication; c’est d’autre part le principe selon lequel, lorsque ’ad-
ministration dispose d'une compétence discrétionnaire, elle ne
peut pas s’interdire a l'avenir, en édictant une régle qui l’oblige-
rait ensuite 4 prendre des décisions de principe, d’apprécier in-
dividuellement les circonstances de chague espéce sur laquelle
elle aura 4 statuer.

Ces obstacles sont trés forts. En particulier, malgré les
souhaits quelquefois exprimés, la jurisprudence n’a pas aban-
donné en la matiére ses positions relatives & la théorie juridique
des circulaires.

Un arrét tres récent du Conseil d’Etat n’en mérite que da-
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voirs de contrdle du juge, de '’excés de pouvoir en général, des
régles qui, progressivement affinées et perfectionnées, permet-
tent & ce juge d’aller trés loin dans la recherche des illégalites.
Cependant, en matiére précisément d’administration économi-
que, cette recherche s’avére assez souvent plus difficile qu’en
matiére d’administration générale.

D’abord, on a pu relever qu'en France, le juge administra-
tif parait se montrer en matiére économique un peu plus timide
qu'en d’autres matiéres, sans doute en raison de certaines dif-
ficultés d’appréciation que présentent des mesures comme les
mesures économiques, dont la véritable portée n’est pas tou-
jours facile & saisir. Aussi, le jugement administratif manifes-
te-t-il une certaine propension a faire porter davantage son con-
trole sur ce que l'on appelle la 1égalité externe (respect des com-
pétences et des formes) que sur la légalité interne, c’est-a-dire
la légalité quant au fond.

Cependant cette observation ne doit pas étre exagérée et
'on peut dire que le juge administratif s’est progressivement en-
hardi depuis que le contentieux de l'interventionnisme économi-
que s’est développé.

Mais une autre donnée intervient, dans laguelle on retrou-
ve lincidence des transformations des modalités de l'interven-
tionnisme.

On a observé plus haut qu'aujourd’hui les mesures interven-
tionnistes sont souvent des mesures d’incitation, notamment
d’incitations financiéres (octroi de préts, d’avantages fiscaux).
Or, en cette matiére, la loi laisse généralement & l'autorité admi-
nistrative chargée d’accorder ou de refuser l'avantage sollicité
une compétence discrétionnaire, ce qui signifie, on le sait, que le
juge de l'excés de pouvoir n’a plus alors de possibilités d’appré-
cier le bien-fondé de la décision prise. Bien gu'il s’agisse, non de
mesure restrictive mais d’octroi d’avantage, cette absence de
contrdle juridictionnel peut étre grave et conduire & un certain
arbitraire, 'administration pouvant, par exemple, refuser telle
demande alors qu’elle aura satisfait telle autre.

Aussi est-ce surtout sur ce point que le probléme du con-
trole de 'administration économique est actuellement trés dis-
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caractéristiques de l'interventionnisme économique, le Tribunal
des conflits a reconnu la compétence du juge administratif.

Un an plus tard, le Tribunal des conflits a été amené & ju-
ger une question tout-a-fait analogue mais & propos cette fois
de contrats d’interventionnisme économique conclus par une de
ces sociétés d'intervention qui agissent sous le contrdle et avec
les fonds fournis par le F.O.R.M.A. Ces contrats sont analogues
a ceux du F.O.RM.A. mais, alors que le F.OR.LLA, est un éta-
blissement publie, les sociétés d’intervention sont des organis-
mes de droit privé et en principe leg contrats conclus par une
persoune privée avec un autre particulier ne peuvent pas cons-
tituer des contra®s admiristratifs On pouvait donc se demander
si le Tribunal des conflits allait faire un pas de plus dans la voie
sur laquelle il s'était engagé. Ne pouvait-on transposer aux con-
trats conclug entre deux particuliers la jurisprudence, mention-
née plus haut, relative aux décisions unilatérales émanant de
personnes privées ? Le Tribunal des conflits n’'a pas pensé pou-
voir le fajre et s’en est tenu & lapplication des régles classiques
relatives aux conditions exigées pour qu'un contrat puisse étre
un contrat administratif (T.C. 3 mars 1969, Saciété Interlait).

Mais cette derniére décision a été critiquée et I'on peut
penser en effet qu’il y aurait intérét a ce que la jurisprudence
continue dans la voie de l'extension de la compétence de la ju-
ridiction administrative en matiére d’interventionnisme économi-
que, de maniére 3 réaliser un bloc de compétence administrative
en la matiére et 4 permettre au contrdle du juge administratif,
que le Conseil d’Etat a rendu aussi cfficace que pessible, de
g'exercer pleinement. '

IL

Il ne suffit évidemment pas, pour que le contrdle juridic-
tionnel de linterventionnisme économique soit efficace, aqu'il
soit aussi largement que possible confié au juge administratif,
encore faut-il que ce juge dispose de moyens de contrble eux-
mémes efficaces.

On sait que la jurisprudence administrative a elle-méme
8laboré, en ce qui concerne les moyens d'investigation et les pou-
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a4 eux, en particulier & ces organismes professionnels de droit
privé chargés de tAches de répartition (C.K. 6 octobre 1961,
Groupement national d’achat des produits oléagineux) ou de
péréquation de prix (30 mars 1962, Association nationale de la
meunerie) que nous avons évoqués plus haut.

Un second cffort jurisprudentiel, mais que 'on peut considé-
dérer comme encore incomplet, a été réalisé par le Tribunal des
conflits dans de récentes décisions, rendues le 24 juin 1968, dans
le domaine, non plus des décisions unilatérales, mais des contrats.

1l s'agissait de savoir si les contrats conclus par le F.O.R.M.A.
dans sa tdche d’interventionnisme économique évoquée plus
haut, pouvaient étre considérés comme des contrats administra-
tifs relevant du juge administratif. Ce point mettait en cause
deux questions, I'une relative 2 la nature méme du F.O.RM.A,,
Pautre aux caractéres des contrats envisagés en eux-mémes;
sur chacun de ces deux terrains apparaissaient des obstacles a

la reconnaissance de la compétence du juge administratif.

En ce qui concerne la nature du F.O.R.M.A, il s’agit d'un
établissement public mais que la loi qualifie établissement pu-
blic industriel et commercial (et non administratif) ; or, les con-
trats conclus par les services publics industriels ou commerciaux
avec leurs usagers sont réputés contrats de droit commun. Mais
le Tribunal des conflits a considéré que cette qualification léga-
le était 'une de ces fictions auxquelles nous avons fait allusion
plus haut et, faisant prévaloir la réalité sur la fiction, il a en
quelque sorte rectifié la qualification légale, jugeant que le
F.O.R.M.A. «ne poursuit pas d’action propre mais se borne 4 réa-
liser les buts déterminés par '’Etat avec des moyens fournis par
ce derniers.

Quant aux contrats eux-mémes et par la méme méthode
correclive, le Tribunal des conflits a jugé qu’en dépit de leur
apparence de contrats de droit commun, ils constituaient en réa-
lité I'instrument juridique de linterventionnisme économique,
ayant pour objet l'exécution méme du service public.

Pour ces raisons, qui font apparaitre, on le voit, I'adapta-
tion de certaines conceptions du contentieux administratif aux
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L’intervention paralléle, pour des tiches qui sont en réalité
souvent les mémes, d’organismes les uns publics, d’autres pri-
vés (mais ces derniers d’une privatisation souvent artificielle),
I'emploi simultané, selon les cas, pour des objectifs souvent ana-
logues, de procédés les uns de droit public, d’autres de droit
privé, (mais ces derniers d'une privatisation parfois relative ou
fictive), entrainent une division et un éclatement du conten-
tieux de l'administration économique qui présente un double in-
convénient.

D’une part, il en résulte une grande complexité et une gran-
de difficulté dans la détermination de la juridiction compétente,
inconvénient qui est déji, d'une maniére générale, la faiblesse
— a c6té d’utilités certaines — des systémes de dualité de juri-
dictions.

D’autre part, il en résulte une division artificielle du con-
tentieux dans la mesure ou la diversité des organes et des mo-
yens est elle-méme, comme on Pa vu, plus ou moins artificielle.

Le Conseil d’Etat et le Tribunal des conflits en ont eu cons-
cience et des efforts jurisprudentiels notables ont été accom-
plis.

Le premier effort, qui est parvenu tout-a-fait & son terme,
concerne le contréle juridictionnel des décisions unilatérales. Une
jurisprudence maintenant classique admet que lorsqu'un orga-
nisme privé est chargé de l'exécution d'un service public et est
doté, & cette fin, du pouvoir de prendre de véritable décisions
unilatérales, le recours en annulation est recevable devant le
juge administratif contre de telles décisions bien qu’elles éma-
nent de personnes privées. L'effort jurisprudentiel est d’autant
plus notable que le texte qui régit le Conseil d’Etat ne I'a jamais
reconnu compétent que pour connaitre des recours formés con-
tre les actes des «diverses autorités administratives». Cet effort
a cependant été accompli, de maniére intégrale, par le Conseil
d’Etat depuis le célébre arrét Monpeurt, rendu le 31 juillet 1942
par le Conseil d’Etat 4 propos des mesures émanant des comités
d’organisation professionnelle qu’avait institués la loi du 16
aolit 1940, Cette jurisprudence a du reste une portée générale
en ce sens gu'elle ne se limite pas aux organismes d’interven-
tionnisme économique mais elle trouve largement & s’appliquer
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économique. La jurisprudence francaise récente du Conseil d’E-
tat et du Tribunal des conflits n'ont pas manqué de le ressentir
et certains arréts rendus ces derniéres années en témoignent;
on peut penser cependant que certains efforts jurisprudentiels
restent encore a faire. C'est ce dont nous voudrions maintenant
rendre compte en envisageant successivement les deux points
qui illustrent principalement ces observations: d’une part la dé-
termination du juge compétent pour exercer le contrdle de l'ad-
ministration économique, d’autre part les moyens de contrdle
dont dispose ce juge.

L

La dualité de juridiction, administrative et judiciaire, qui
caractérise le systeme juridictionnel francais, conduit d’abord
4 déterminer quel juge est qualifié pour exercer le contrdle de
Padministration économique, pour connaitre des recours conten-
tieux dirigés contre les mesures d’interventionnisme économique.

Les principes généraux qui commandent, d'une maniére gé-
nérale, le partage des compétences entre les deux juridictions, en-
tralnent que le juge administratif n’est qualifié que si trois con-
ditions sont réunies: il faut qu’une personne publique soit en
cause dans le litige, que celui-ci soit relatif & une activité de
service public administratif, enfin que l'administration ait usé,
4 loccasion de l'activité litigieuse, de procédés de droit public.
L’application de ces principes entraine comme conséquence
que, s’agissant de décisions unilatérales, le recours en annula-
tion ne peut étre formé devant le juge administratif que si cette
décision constitue un acte administratif émanant d’une autorité
administrative et que, §'il s’agit d'un contrat, celui-ci doit por-
ter la marque du droit public, constituant ainsi un contrat ad-
ministratif et non pas un simple contrat de droit commun, le-
quel reléverait du juge judiciaire bien que conclu par l'adminis-
tration.

L’application rigoureuse de ces régles fait aisément appa-
raitre que le contrdle de linterventionnisme économique s’ins-
crit assez mal dans leur cadre. Cest 134 précisément le résultat
des caractéristiques actuelles de linterventionnisme économique
gue nous avons relevées.
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Un premier exemple est fourni par les contrats relatifs aux
prix: depuis 1965, les industriels peuvent conclure avec I'admi-
nistration des contrats dits de programme, qui leur permettent
d’échapper au blocage des prix moyennant l’engagement d’appli-
quer un programme de production dans le cadre du Plan ; en
réalité ces accords, s'il sont en eux-mémes trés intéressants
comme téinoignant de Pextension du procédé conventionnel dans
un domaline, celui des prix, qui lui est particuliérement rebelle,
ne peuvent pas &tre considérés comme de véritables contrats; on
I’a bien vu lorsque, en 1969, dans le cadre des mesures dites d’ac-
compagnement de la dévaluation du frane, le gouvernement a
établi un blocage des prix pour quelques mois : il a été expressé-
ment précisé que cette mesure s’appliquait méme aux industriels
titulaires de contrats de programme.

Encore moins peut-on admettre, autrement que comme une
dénomination, 'expression de «contrats fiscaux» qui a été, au
moins & une époque, employée pour qualifier 'octroi d’exonéra-
tions ou autres avantages fiscaux aux entreprises qui acceptent
de se couformer aux recommandations du Plan. La possibilité
pour P'administration d’octroyer ces avantages est reconnue par
d’assez nombreux textes relatifs 2 des impédts divers mais on est
d’accord pour reconnaitre qu’il n’y a 1a que 'apparence de con-
trat, l'octroi de lavantage fiscal résultant en réalité d’'une me-
sure unilatérale discrétionnaire, qui est un agrément ministériel;
ces procédures sont du reste aujourd’hui plus généralement ap-
pelées «agréments fiscaux» que «contrats fiscauxs».

Les modalités actuelles de l'interventionnisme économique
dont on vient de rendre compte ne sont certes pas les seules que
I’'on pourrait relever pour caractériser linterventionnisme tel
qu’il se présente aujourd’hui en France, mais ce sont celles dont
les incidences sont les plus notables en ce qui concerne le con-
trole juridictionnel exercé sur l'action de l'administration.

Ces caractéristiques ont pour résultat de faire apparaitre
que les régzles habituelles du contréle juridictionnel de Yadminis-
tration, telles qu’elles ont été concues depuis longtemps pour les
activités proprement administratives de I'Etat, sont, sur plu-
sieurs points assez mal adaptées & ladministration en matiére
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C'est par la voie de contrats que l'administration cherche
aujourd’hui le plus possible & obtenir, dans le domaine économi-
que, les comportements qu’elle souhaite de la part des agents
économigues privés, alors que le dirigisme traditionnel est 3 ba-
se des prescriptions ou interdictions.

Ces applications du procédé contractuel sont trés nombreu-
ses et diverses et Y'on ne peut ici chercher a les recenser; on peut
seulement donner quelques exemples et montrer en quoi le re-
cours au contrat a souvent, ici aussi, un caractére plus ou moins
fictif.

Dans certains cas il s’agit bien réellement de contrats mais
si la fiction ne se trouve pas dans la technique employée, elle se
retrouve dans le but poursuivi. Tels sont, par exemple, les con-
trats, auzquels on a fait allusion plus haut, relatifs a la régula-
risation des prix dans les marchés agricoles: ce sont bien des
contrats gue concluent le F.OR.M.A. ou les sociétés d’interven-
tion mais le but poursuivi n’est pas d’obtenir la prestation de
fournitures mais d’agir sur un secteur économique; le contrat
est 14, en réalité, un moyen d’action économique, un substitut
de Vacte unilatéral.

Dans d’autres cas, Vacte dénommé contrat ne l'est gue de
maniére partielle ou douteuse. L’exemple type est celui des con-
trats conclus par l'administration pour I'exécution du Plan. Le
IVéme Plan francais avait préconisé et langé cette formule, sous
une appeflation qui du reste laissait entendre elle-méme que 'on
n’était pas trés siir de l'authenticité contractuelle du procédé,
Pappellation de «quasi-contrats» : pour tenter d’assurer lexé-
cution des recommandations du Plan, & défaut de caractére im-
pératif de celui-ci, le IVéme Plan suggérait & 'administration de
chercher & conclure avec les entreprises des accords, dits «gua-
si-contrats d’exécution du Plan»; on s’accorde 3 reconnaitre que
fa prudence qui avait inspiré l'expression «quasi-contrat» était
bien justifiée et que ces accords créaient davantage des obliga-
tions de comportement plus ou moins précises que des engage-
ments contractuels trés certains.

Enfin, dans d’autres casg, le procédé contractuel est encore
plus fictif et il faut parler alors, plutét méme que de quasi-con-
trats, de pseudo-contracts.
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pots et consignations, Caisse des marchés de I'Etat), mais il uti-
lise augsi le relais de personnes de droit privé comme le Crédit
national ou l'Institut de développement industriel, société d’éco-
nomie inixte de droit privé.

Mais, pour tous ces organismes privés ou de droit privé, la
privatisation est trés souvent fictive :sous un habillage de droit
privé, ces organismes sont en réalité des instruments de UEtat.
Ainsi, par exemple, pour régulariser les cours de certains pro-
duits agricoles, il a été créé, notamment pour le lait et la vian-
de, des sociétés professionnelles, dites sociétés d’intervention,
dont le role est d’acheter au prix dit «d’intervention» ou «de sou-
tien», grice a un financement assuré par un établissement pu-
blic, le Fonds d’orientation et de régularisation des marchés a-
gricoles (F.O.R.M.A.); il est certain que le caractére privé de
ces sociétés est un artifice; elles n’achétent pas du lait ou de la
viande pour leur propre intérét et elles ne se seraient jamais
constitulées d’elles mémes si ce n’était pour assurer, pour le
compte de I'Etat, une fonction qui est elle-rnéme une fonction
purement interventionniste (car I'Etat n’a pas besoin, lui non
plus, ’scheter du lait ou de la viande). De méme VED.I est une
fausse société de droit privé; il est vrai qu'il a été décidé que
son conseil d’administration ne comprendrait que des personnali-
tés du monde industriel et financier, 3 'exclusion de fonctionnai-
res, mais c’est uniquement pour essayer d’obtenir gu’il assume sa
tiche avec les méthodes de gestion, Vexpérience, la psychoclogie
des grauds établissements financiers privés; il reste que c’est
une activn de 'Etat qui est exercée par son intermédiaire, dans
le cadre de directives élaborées par I'Etat et qui ne se limitent
pas & un simple contrdle analogue & celui qui peut exister a I'é-
gard d’vrganismes purement privés.

Ce caractére de relative — mais assez large — fiction, on
ne manque pas de le retrouver dans le second domaine ou se ma-
nifeste ¢e que ncus avons appelé la «privatisations, a savoir,
aprés les organes, les moyens d’intervention.

Ici, 1a grande caractéristique de linterventionnisme écono-
mique actuel est certainement la préférence donnée au contrat,
au procédé contractuel, sur les procédés d’action unilatérale et
contraignante.
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qui, pour les besoins de son exécution, a créé cette fonction ban-
caire du Trésor public, fonction qui a elle-méme suscité tout un
appareil d’organes: le Fonds de développement économique et
gocial, les instituts financiers auxiliaires du Trésor (Caisse des
dépdts et consignations, Crédit national, Caisse des marchés de
IPEtat) et, tout récemment, I'Institut de développement indus-
triel (I.D.L), destiné & aider, dans des secteurs choisis, des en-
treprises en voie de croissance.

Une autre grande caractéristique des moyens actuels d’in-
tervention de I'Etat dans l'’économie mérite une attention spé-
ciale car c’est surtout elle qui pose, en termes nouveaux, le pro-
bléme du contrdle juridictionnel de Vinterventionnisme économi-
que.

Pour la réalisation de linterventionnisme actuel, et ici en-
core dans une recherche d'assouplissement des méthodes d’ac-
tion, 'Etat a de plus en plus recours 4 des organes et & des mo-
yens empruntés au droit privé. Mais cette «privatisation» est
souvent fictive et trouble, comme nous le verrons, 'application
des régles juridiques.

Privatisation, d’abord, des organes. Pour exercer ses tiches
dirigistes ou interventionnistes, 'Etat se sert aujourd’hui fré-
quemment d’organismes privés ou de droit privé, auxquels il dé-
légue en quelque sorte l'exécution de ses interventions. Clest
surtout pendant et depuis la derniére guerre mondiale qu’il a
pris, peut-on dire, cette habitude. Elle s’explique par Iimportan.
ce méme de ces interventions, pour lesquelles I'Etat ne peut
créer une armée d’agents publics et se fait aider ainsi par des
auxiliaires. Elle s’explique aussi par le caractére de technicité
professionnelle de ces actions, pour lesquelles la puissance pu-
blique a intérét a utiliser les «gens de métiers, la profession.
Nombreux sont ainsi aujourd’hui les organismes privés, notam-
ment les groupements professionnels, syndicats professionnels,
qui sont chargés de tiches telles que des péréquations de prix,
répartitions, sous le contréle et méme Végide de I'Etat. Il en va
de méine pour ce que nous avons appelé plus haut la fonction
bancaire du Trésor public: pour allouer ses préts aux entrepri-
ses, I'Etat se sert d’organes publics (Fonds de développement
économiique et social), d’établissements publics (Caisse des dé-
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Aujourd’hui, I’Etat emploie toujours ces moyens d’action
lorsque cela est nécessaire mais, en raison de la complexité des
méecanismes économiques et du fait qu’il s’apergoit que ces ac-
tions contraignantes directes sont souvent inefficaces, I'Etat
donne le plus souvent possible sa préférence & des procédés plus
souples d’intervention,

D’abord, il cherche le plus souvent possible & agir indirec-
tement, par la mafitrise des éléments qui conditionnent la vie
économique, par une action sur ce que l'on appelle volontiers,
d’'un mot & la mode, l'environnement des activités économigques:
par la politiqgue des marchés publics, par I'action sur la monnaie,
sur le taux de l'escompte, sur le crédit; les mesures prises au
cours de ces derniéres années en France sous le nom d’encadre-
ment du crédit en fournissent une illustration typique. D’une
maniére comparable, dans l'action relative & 'aménagement du
territoire, la préférence va a la création de structures d’accueil
plutdt gu’aux mesures de contrainte.

Bien entendu, l'action de ’Etat porte aussi directement sur
les activités économiques mais c’est ici qu'apparait surtout la
préférence donnée a d’autres procédés que la contrainte. Ces au-
tres procédés constituent essentiellement les procédés dits d’in-
citation. I’action en vue d’orienter les investissements privés en

fournit 'exemple typique.

La formule de lincitation s’y exprime d’abord dans les ca-
ractéres juridiques du Plan, document simplement indicatif et
incitatif et non impératif et dont la nature constitue, de ce fait,
I'une des originalités et des nouveautés les plus importantes de
I'interventionnisme économique actuel.

La politique d’incitation s’exprime par ailleurs dans la pla-
ce prise dans linterventionnisme économique actuel par les ai-
des financiéres de I'Etat aux investissements privés. Il y a la
l'un des traits les plus remarquables — et les plus nouveaux —
de ce gu’est aujourd’hui l'action de la puissance publique a I'é-
gard de l’économie. Les plus nouveaux car, avant la derniére
guerre, il était de principe que les fonds publics ne servent pas
& préter a Péconomie privée. Clest la planification économique
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ventionnisme économique, phénoméne trés général, ne fournit
pas non plus une explication suffisante car 'administration éco-
nomique n’est que l'une des nombreuses modalités de l'action
administrative et le contréle juridictionnel de l'action adminis-
trative est, sous des formes plus ou moins diverses selon les
pays, depuis longtemps développé et rodé.

La raison de Pactualité du probléme tient 4 ce que linter-
ventionnisme économique a pris aujourd’hui des formes et mo-
dalités sensiblement nouvelles et originales par rapport aux for-
mes classiques de Paction de 'administration. L.es moyens qu’il
emploie s’inscrivent parfois difficilement dans les notions et
classifications juridiques traditionnelles, de sorte que les régles
du contrdle juridictionnel habituel sont souvent mal adaptées
4 ces modalités nouvelles.

C’est ce que nous voudrions montrer en ce qui concerne la
France, ce qui nous conduit d’abord & essayer de caractériser
les modalités actuelles de linterventionnisme économique dans
ce pays.

Deux sortes d’interventions illustrent en France, comme du
reste dans les autres pays, l'action économique de I'Etat:

La premiére, gui n’intéresse pas notre propos et que nous
ne ferons qu’indiquer pour mémoire, est constituée par les ac-
tivités industrielles et commerciales assumées et gérées par I'E-
tat lui-méme, c’est-d-dire les entreprises publigues, notamment
celles qui sont issues des nationalisations de 1946.

La seconde — celle qui nous intéresse -— est constituee
par les interventions de I'Etat a I'égard des entreprises privées.

On peut dire que, d’'une maniére générale, la caractéristi-
que actuelle de ces interventions est la recherche d’une plus
grande gouplesse dans les mécanisms d'intervention.

Autrefois, lorsque 'Etat intervenait ainsi a I'’égard de I'éco-
nomie, c’était par des procédés de réglementation, de prescrip-
tions, d’interdictions, d’autorisation préalable,
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LES PROBLEMES SOULEVES PAR LE CONTROLE
JURIDICTIONNEL DE L’ADMINISTRATION EN
MATIERE ECONOMIQUE EN FRANCE.

Professeur André de Laubadére

\

La question qui fait 'objet de cet exposé, & savoir les con-
ditions du contrdle exercé par le juge sur les interventions éco-
nomiques de I'Etat est sans doute l'une des plus débattues en
France depuis quelques années. Elle donne lieu & de fréquents
commentaires et études et exerce un grand pouvoir d’attrac-
tion sur les organisateurs de colloques de droit public lorsque
ceux-ci ont 4 choisir un théme de discussion. Et cette observa-
tion ne vaut pas seulement pcur la France. Cest, par exemple,
le sujet vers lequel se sont tournés, il y a quelques mois, les
membres des Conseils d’Etat des six pays du marché commun
pour les travaux auxquels ils consacrent des réunions peériodi-
gues.

Quelles raisons donnent aujourd’hui cette importance i une
telle question ?

On comprend que les intéressés, c’est-d-dire essentiellement
les entreprises, soient particuliérement attentifs aux moyens
contentieux de se protéger contre les interventions de I'Etat
gqu’ils ont généralement tendance i trouver abusives, soit qu’el-
les leur imposent des prescriptions, soit méme qu’elles visent au
contraire & procurer des avantages, lorsque ces avantages leur

by

sont refusés ou qu’ils sont octroyés a des concurrents.

Mais cette considération ne suffit pas a4 expliquer I'intérét
actuel porté a la question et le développement accru de l'inter-

1) V. notamment l'étude de M. Delmas-Marsalet, Le contrdle juridiction-
nel des interventions économiques de IEtat, Conseil d'Etat, Etudes et
documents, 1969, p. 133.
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