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PREFACE 

In putting together this work, published 
in two volumes, ~the following persons 
collaborated: Samcir Al Qaryouti (Part Two 
- Chap. I), Gianpaolo Calchi Novati {Part 
Two - Chap. Il), Pier Virgil:io Dastoli 
(appendix to chap. V, Part Two), Raffaele 
De Mucci (Part One - Chap. II), Gia:nluca 
Devoto {Part. One - Chap. IV), Francesco 
Gozzano (Part II - Chap. VIII), Paolo 
GueDrieri ('Part. Three - ·Chap. VI), Georges 
I rani (Part One - Chap. I), Giuseppe Leuzzi 
(Part One - Chap. I, Ill, Part Two - Chap. 
Ill), ~Giacomo Luciani (Part Ill - Chap. 
HI-V, ,Part IV - Chap. Ill), Margherita 
Paolini (Part Two - Chap. IV), .Franco 
Passacantarndo {Part Three - Chap. VII), 
Sergio Augusto Rossi (.Part One -Chap. IV), 
Stefano Silv,estri {Part One - Chap. IV), 
Fabio Tana (Part Two - Chap. V-VI), Luigi 
Troiani {Part Two - Chap. VII, Part four -
Chap. I-ll), Stefano Vona (Part Three - Chap. 
I-II), Adachiara Zevi (Part Two - Chap. I). 
Giampaolo Calchi Novati, Gianluca .Devoto, 
Stefano Silvestri, Roberto A!liboni and IRECI 
(lstituto per le Ricerche sull'Economia 
Internazionale - :Research Institute for 
International Economics - Rome) acted as 
consultants for the resea,rch. Aliboni 
coordinated the work. Richavd Walker did 
the translat:i:on f:ro·m the Italian. 

For the elaboration of the tables numerous 
sources, generally cit,ed in the text, were 
utilized, the principal ones being: The Oil 
and Gas Journal, 1975; Energia e 
ldrocarburi, Sommario Statistico, 1955-1974; 
AMMI, Metalli non ferrosi e ferroleghe, 

statistiche 1974; UN, Statistical Yearbook; 
IISS, Military Balanoe, Statistical Year book 
1974; Commodity Research Bureau Inc., 
1974 Commodity Yearbook; IISS, Military 
Balance; SIPRI, Arms Trade Registers; 
SIPRI, Yearbook, World Armaments and 
Disarmaments; UN, Demographic Year book; 
Ministero degli Affa:ri Esteri, "Problemi del 
lavoro italiano all'estero", World Bank, Year 
Report; Recent Economic Development; 
International Monetary Fund, Recent 
Economic Development; World Bank, Atlas; 
The Economist Intelligence Unit, Quarterly 
Economic Review; International Monetary 
Fund, International Financial Statistics; 
UN, Monthly Bulletin of Stastistics; OCDE, 
Etudes Economiques; Europa publications, 
Europa Yearbook; Survey of Current 
Business. 

The term Mediterranean in th~s work is 
complex. Countries conside·red strictly 
Mediterranean are those with a coastline on 
the Sea, that is: Albania, Algeria, Cyprus, 
Egypt, France, GDeece, Israel, Italy, 
Yugoslavia, Lebanon, Libya, Malta, Morocco. 
Syria, Spain, Tunisia, Turkey, For political 
reason the term ~is often extended to include 
two other countries: Jordan and Portugal. 
In order to analyze certain themes the 
definition was ampHfied to include several 
neighboring zones, essentially three: a) the 
Balkans, i.e., Rumania and Bulgaria, besides 
the coastal Balkan countries already 
mentioned; b) the Gulf and the Middle and 
Near East: Irak, Iran, Kuwait; Oman, Saudi 
Arabia, North Yemen, South Yemen, Bahrein 
Qatar, Union of Arab Em.irates, in addition 
to Jordan and the other coastal countries 
already indicated; c) the European 
Economk Community. 
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I. IRAN 

Iran is one of the countries in which the 
radical change in: the internationa'l economic 
situation brought about by the massive 
i·ncrease in oil prices is most IJ.ikely to be 
translated into rapid progress towards 
long-term economic development. 

The country possesses all the prerequisites 
for successful economic "take-off:" a large 
population (34 million in February 1975) 
which prrovides a guarantee against 
bottlenecks due to the lack of an internal 
market, a fairly broad and diversified 
industrial sector (albeit somewhat over
concentrated in traditional! manufactures) 
and, above all, huge 1reserves of oil (proved 
reserves at the beginning of 197 5 standing 
at 8,800 million tons), natural gas (with 
proved reserves on the same date equivalent 
to 12.8% of the world total), as weill as 
coal, iron ore, zinc and lead. Between 1962 
and 1972 a 10.2% .per annum growth rate 
in GDP was accompanied by a major 
change in the ·country'·s economic structure. 

Table III/1 shows changes over time in 
the ·contribution of diffeY.ent economk 
sectors to GDP. I·mmediately one is st1ruck 
by the g:mwing importance of the oil sector 
which has expanded significantly more 
rapidly than the II"est of the economy. 

The sector's contribution rose from 20.1% 
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in 1962 to 50.6% in 1974. Although notable 
in absolute terms, the contribution to the 
GDP of the manufacturing, mining and 
services sectors appea:rs to have diminished, 
in percentage terms, ,in 1relation to the oil 
sector. Table III/2 shows how the 
proportion of output going to consumption 
is falling with respect ~to that devoted to 
saving. Although in absolute terms there 
has been a considerable increase in 
consumption, its share of gross national 
product frell between 1962 and 1972 from 
84.5% to 78.4%. Within this ~trend pubHc 
consumption has inoreased 1rapidly {from 
10% ·to 21% of GDP), this being due to an 
intensification of government ·spending 
between 1967 and 1972. Meanwhile private 

gov.ernment strategy has been concentrated 
on three main fronts. Fkstly, oil ·revenue 
has been used to finance a national network 
of roads, railways, ports, airports and 
telecommunications. Secondly, a pubQic 
sector has been created inducting not only 
civil and military services but also NIOC 
(the Iranian national oi·l ·COinpany), the Bank 
Markazi Iran, a number of ~special banks 
and a growing number of state 'enterprises. 
Thirdly, measures have been taken to 
encourage the development of modern 
industrial production beginning with 
investment 1in the steel and petrochemical 
sectors and in modern trading facilities and 
social services. 

Government intervention has been based 

Table III/1. Iran: Industrial origin of GDP (%) 

1970 

Agriculture 19.9 
National Oil 18.7 
Industries and Mines 22.3 
Services 39.1 
Gross Domestic Product 100.0 

Source: Bank Markazi Iran. 

consumption's share has £alien from 74.1% 
to 57.4%. 

Domestic gross fixed .capital formation 
was espeoially 'intensive between 1962 and 
1967 when it grew at an average annual rate 
of 18%. Although in the fO'llowing five 
years there was •something :of a slow-down 
(to 13.3% per annum) capital formation's 
contribution to GDP ·rose during the period 
from 13.9% to 23.2%. The two sectors 
which made the Iargest contribution to 
accumulation were agDiculture and 
manufacturing and m'ining industries, whose 
respective contributions to national ·capital 
formation rose between 1965 and 1972 from 
6.7% to 10.8% and from 12.3% to 16.1%. 

State intervention in the Iranian economy 
has been growing and i·s now of -oonsiderable 
importance. In the last fifteen years 

1971 1972 1973 1974 

16.5 16.5 12.3 9.4 
20.0 27.0 40.8 50.6 
22.8 20.1 17.6 14.4 
40.7 36.4 29.3 25.6 

100.0 100.0 100.0 100.0 

on a series of economic p[ans. The most 
recent of these (includdng ,the present plan 
for the period from 1973 to 1978) have been 
on a five year basis. Planning priorities 
may be deduced from Table IIIj3. 

Wher·eas the heavy growth ~in expenditur·e, 
parti·cularly in ·the mining and industrial 
sectors, should be judged positively, the 
:reduction in government aid to agriculture 
seems to go aga:inst the general line of 
policy. The agricultural sector is in urgent 
need of mCI!ssive government intervention to 
improve the living conditions of the labour 
force (about hallf of the national total), to 
reduce unemployment (3 o/o) and 
underemploym·ent. (About 30% of the 
labour force works for les·s than 42 hours 
per week. A further 15% works for less 
than 28 hours weekly). 
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Table III/2. Iran: Resources supply and demand 
(billion rials) 

1962-63 1967-68 1968-69 1969-70 1970-71 1971-72 1972-73 

Consumption 
expenditures 287.7 457.5 524.3 584.9 664.2 761.0 929.7 

Gross domestic fixed 
capital formation 47.4 119.3 136.5 156.4 167.3 216.3 276.6 

Exports of goods and 
non factor services 78.1 127.8 148.4 172.5 211.0 317.0 363.6 

Factor income 
received abroad 3.6 6.8 9.6 11.5 9.7 13.0 17.9 

Imports of goods 
and non factor 
services 43.7 101.1 120.4 139.6 158.4 199.3 248.5 

Factor income 
paid abroad 32.7 53.8 69.0 81.5 95.6 128.9 152.9 

GNP at 
market prices 340.4 556.5 629.4 704.2 798.2 979.1 1,186.4 

Source: Bank Markazi Iran. 

Many of the difficulties fad.ng agriculture 
in Iran are caused by the hydrological 
structure of the country. iAbout half of the 
total area (165 million hectares) is taken up 
by a ·semi-arid central plateau (av~rage 
altitude 1200-1300 metres). On this pllateau 
are situated a large number of vi·llages the 
surivval of which is made possible only by 
scarce local water .suppLies. 

·Fifty million hectares of land are 
classified as cultivable. Of these only 20 
mi!Hion are at present under cultivation and 
only 8-9 million hectares are sown in any 
one year. There are 3.3 million hectares of 
irrigated land. It would however be 
possible to iPrigate up to 5.5 mill:ion. 
Irrigation sysvem-s are still backward arrd 
inefficient, this being largely due to a 
'Serious lack of irrigation canals. Only 
one-fifth of all irrigated 1and receives an 
optimal water flow. A further fHth receives 
a flow which is barely :sufficient to meet 
requirements. The remaining 2 million 

hectares have only nominal access to 
irrigation. 

The Nort!h-western zone, including the 
coastal strip along the Caspian Sea, one of 
the few naturally fertile areas of the 
country, has a quarter of Iran's -rural land 
area and 40% of alii irdgated land. The 
greater part of agrkultural production is 
concentrated. in this region. 

In 1971 of the total cultivated area 1(8.8 
million hectares), .SO% was devoted to grain 
production, the remainder to ·cotton:, 
1sugar-heet, forage, fruit and vegetables. 
Within the irrigated zones some of these 
last, more specialized -crops, were of greater 
significance. 

The volume of production shows an 
upward trend with some fluctuatd.ons. 
Nonetheless, the increa·se in demand for 
food products following increases in real 
incomes due to rapid •economic growth has 
led to an expllosive expansion in imports of 
foodstuffs and other agricultural products. 
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This has nonethe·less failed to satisfy 
demand from urban centres for certain 
products (·meat, sugar, milk products). The 
result has been strong ·P'ressur:e on prioes. 

The gravity of the problem's caused by 
the backwardness of Iranian agriculture 
becomes even more apparent when ·it is 
taken ·into consideration that irr 197S SS% 
of· the population still liv:ed in rural areas. 
Although, due to a high level of 
urbanization, the share of the rural in the 
total population will, by ~the end of the 
1970's, faH to a!1ound SO%, the rural 
population will nonetheless increase by the 
mid~l980's from its present level of 18 
million to about 20 million. 

There is thus a danger that if the state 

projected expenditure being increased to 
2,847 billion reals, arr increase of 119.2%. 

The largest scale expenditu;re is planned 
for infrastructural development, especialJly 
~in the electrical, transport and 
communkaHons sectovs, improvements in 
which are highly necessary in a vast country 
planning an annual economic growth rate 
in the next few years of around 26%. 

Heavy expenditure ;is also planned on 
industrial development, oil and agriculture. 
Nonetheless industry's contribution to GNP 
is ·expected to fall to 16.1% and agriculture's 
to 8% despite planned average rates of 
growth in the two sectors of 18% and 7% 
respectively. This will be due to a massive 
increas·e in the contribution ·made by the oil 

Table III/3. Iran: Foreseen expenses in the development plan 
(billion rials) 

Total 
of which: 

Agriculture and irrigation 

Industry and mining 

Transport and communication 

Social services 

Fuel and other energy supplies 

fails to inte!I'verre effectively, the already 
·serious differ·enoes which exist between the 
standards of living of city families and of 
those in the countryside will worsen. Seen 
in ,this 'light the agrarian reform, carded 
out between 1963 and 1971, which led to 
the redistdbution of 8 m,illion hectares to 
about 2.3 million families and which eroded 
the existing se1ni-feudal system of latifundia, 
appears as only a first step towards the 
~solution of the problem:s of the sec'bo•r. 

Let us return however to the examination 
of the economic plans. The fifth five-year 
plan, adopted in 1973, projected a total state 
expenditure of 1,299 biUion reals. Owing, 
however, to the rapid increase in oH revenue 
in August 1974 the plan was revised, 

Plan 1 Plan 2 Plan 3 Plan 4 

14.1 83.2 204.6 506.8 

5.7 17.4 47.3 41.2 

4.1 7.0 17.1 113.1 

3.5 27.3 53.8 71.4 

0.8 9.3 43.1 73.5 

32.0 79.7 

industry (which by 1978 is expected to 
provide 48.7% of GNP) and by natural gas. 
Production in these two sectors is expected 
to increase at an annual ·rate of 51.5%. 

In the future, therefore, oil may be 
expected to play a still more ~important 
role than at pr.esent in the economic 
development ~of the oountry, part-kularly 
given that since the 20th of March 1973 the 
whole production process, from drilling to 
refdning has been eont,rolled by NIOC, 
which has taken control over the plarrt 
belonging to foreign companies in the 
famous Iranian oil -oonsoTtium. Despite 
massive pl"ice increases in 1974 NIOC's 
strategy has remained that of continually 
increasing production. Oil revenue in that 



year reached 21 bill1ion dollars. 
It carr thus be seen that Iran possesses 

several factors favouring a development of 
the indust·rial 'sector. Of ·especial 
importance is the presence of a large 
potential labour force, in particular of a 
labour foree of ex-artisans with the abi'lity 
to acquire complicated skills. 

Rapid development and ,changes have 
occurred in the industrial -sector and in its 
internal st·ructure. As weU as a 
considerable inorease in overall producNun, 
there has beerr an increase in the share in 
thi•s total of intermediate and investment 
goods (from 19.6% in 1962 to 23.7% in 1972) 
and of consumer durables (9% 1in 1962, 
12.3% in 1972). The share of non-durable 
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relations reflects two characteristics of the 
economic devellopment of the .la!st decade, 
namely reliance on raw material exports 
and import ·substitution. If oil and natural 
gas a•re exduded firom .considerat:ion, 
exports represent only a small proportion 
of GNP ( 1.4% 1in 197 4). Growth in norr-oil 
exports has been slow. Between 1962 and 
1972 theDe was no significant change in 
their composition. Iran continues ·to 
export largely unprocessed goods, mainly 
carpets, cotton, fresh and dried fDuit, skins, 
and ·skirr and leather products. 

The main aim of import substitution is to 
develop locail consumer goods industries. 
To this end national companies have 
r·eceived protection from both domestic and 

Table III/4. Iran: Main imports 
(million US dollars) 

1970-71 1971-72 1972-73 

Intermediate Goods 

Capital Goods 

Consumption Goods 

1,068.5 

391.0 

217.1 

1,336.3 

482.9 

241.7 

1,596.2 

642.6 

331.6 

Total 1,676.6 2,060.9 2,570.4 

Source: IBRD. 

consumer goods in the same pedod fell 
from 70.7% to 63.2%. All thi:s is indicative 
of a general strengthening of I>ranian 
irrdustry. 

Amongst intermediate goods one should 
note rapid inoreases in production of base 
metals, chemical and chemical products and 
the importance of metall product•s and 
non-metallic mine:r.al products. The most 
!rapid increase in non-durable consumer 
goods production has been .irr the clothing 
industry. Food and textiles producUon are 
nonetheless of greater ove1rall .importance. 

Despite the rapid development of her own 
industry, Iran is still to a large ·extent 
dependent on imports. In general the 
pattern of Iranian exterrral economic 

foreign competion allowing high profit rates 
which may act as a powerful motor of 
growth. 

At the same time the ~rapid increase in 
imports due to industrialization has tended 
to hide the real importance of the 
substitution process. Policies of import 
substitution: enabled kanian enterprises to 
increase sales of consumer goods. The 
share of the latter in total imports thus 
fell continuously. 'Meanwhile imports of 
machinery and vehidles rose rapidly. 

The majority of ,imports come from 
developed capitalist -countr,ies (about 70% 
in 1974). In these years East European 
countries provided 6.3% of the total. The 
United States and the German F~ederal 
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.:R:epublic play a dominant role. Japan is 
continually increasing her share. Britain 
on the other hand has lost some of her 
importance. 

In so far as expo~ts are conoernerd, we 
should make a distinction between oil and 
non-oil exports. Of the latter 42% go to 
western developed countries. The largest 
market for Iranian non-oil exports is 
provided by the Sooiallist countr~es. 

Owing to oil ·exports, between 1962 and 
1973 the Iranian balance of trade ran 
constantly at a surplus. This surplus, 
together with long-term foreign loans, 
arlowed an unusual rate of growth in those 
imports necessary for rapid ·econom\ic 
development. 

Despite this surplus in the balance of 
trade, from 1964 onwards cur:r;ent account 
showed an overall deficit which, between 

Table III/5. Iran: Geographical distribution of exports ('~) 

(million US dollars) 

1969 1970 1971 1972 1973 1974 

Common Market Countries 62.2 70.4 89.8 106.5 211.5 174.8 

United States 25.4 24.2 27.8 41.5 54.8 46.1 

Japan 9.3 12.3 12.7 12.9 43.1 31.6 

Socialist Countries Party 
to Clearing Agreements 96.2 100.3 106.5 151.4 152.6 167.5 

ECAFE Member 
Countries (*'~) 6.6 9.2 21.6 22.1 34.1 21.9 

Turkey and Pakistan 1.4 1.7 0.8 0.8 1.7 4.0 

Other Countries 43.6 54.5 75.4 104.6 136.9 164.1 

Total 244.7 272.6 334.6 439.8 634.7 610.0 

("<) Excludes export of oil and gas. 
('~"<) Excludes Japan and Pakistan. 

Source: M. Ganji, A. Milani, "Iran: Development During the Last 50 Years", in Aspen Institute 
for Humanistic Studies, Iran: Past, Present and Future, New York 1976, pp. 33-67. 

It is diffi.cult to estimate whether there 
has been: any increase in the competitivity 
of Iranian expo,rts, not least because of the 
nature of the trading agreements which 
have been reached with the eastern bloc 
countries. Certainly however Iran has 
improved her position with respect to the 
average performance of the developing 
countries on the Japanes·e, Gulf, ·Middle
Eastern and North ·African markets. 

1968 and 1972, grew to considerable 
proportions. This was due, in the main, 
to profit remittances by _foreign investors 
in the oil 1industry. The general balance of 
payments position varied from year to year, 
influenced mainly by the level of official 
bm~rowirrg abroad. Foreign loans were 
used for industry (which between 1965 and 
1972 absorbed 17% of alia foreign lending) 
and above all for military expenditure 



(26%). Despite these factors the balance 
of payments was, for most of the period 
under considerat•ion, in surplus, as may be 
seen from Table Ill/ 6. 

After ·the 23rd of December 1973 the 
massive ·increase in oil prices and the 
changes of ownership which occurred in the 
oil sector led to profound changes in the 
balance of payments 'situation (and indeed 
in the economy at large). Whereas in 
September 1973 oil revenue for 1974 wa·s 
estimated at 3.7 billion dollars the final 
f,igure was 21 b]llion. Between 1974 and 
1980 oil revenue could amount to as much 
as 170 biHion dollars. This .could give a 
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of western Europe and the Arab world. 
Others sought to ·consolidate Iranian 
hegemony over neighbouring countries. 

The conviction that Iranian security in 
the East de;pended on the territorial 
integrity of Pakistan persuaded the Iranian 
government to concede a •three-year loan of 
580 million dollars to cover .Pakistan's 
im·mediate development requirements. At 
the same time emphasis was given to the 
improvement of relations with the Afghan 
republic. Again the aim was to maintain 
the politkal balance in the region. Close 
coLlaboration agreements were reached in the 
agricultural, banking and communications 

Table III/6. Iran: Balance of payments 
(million US dollars) 

1. Trade Balance 

Exports 

Imports 

2. Services and transfers (net) 

3. Balance on current account (1 + 2) 

4. Capital account (long term) 

5. Short term capital (errors and omissions) 

6. Balance (3 + 4 + 5) 

Source: IMF 

healthy balance of payments ·surplus for a 
long time in the future, particularly if 
income from investment abroad is sufficient 
to compensate for any future ;reversal of 
the terms of trade in favour of industrial 
products. 

Iran has thus become a net exporter 
of capital. The government has dearly 
indicated that it w,ishes to provide financial 
aid both to developing and developed 
countries. During 1974 and 1975 a 
considerable number of trading agreements 
were made with this end in view. A 
number of these agr:eements aimed at 
instituting new relations with the countries 

1970-71 1971-72 1972-73 

574 1,364 1,074 

2,615 4,048 4,654 

2,041 2,684 3,580 

-1,230 -1,639 -1,937 

656 275 863 

777 818 556 

242 177 825 

121 366 518 

sectors. Talks were resumed with Turkey 
over plans to build a large~diameter gas 
pipeline linking the two countries. .ENI, 
Ruhrgas and Gaz de ;France are all d:nvolved 
in the project. 

Trading ·relations with India and Senegal 
have been -improved. Important agreements 
have been reached with Syria (for a $150m 
loan) and with Egypt (for a $750m loan). 

Iran has also conoluded large-scale 
agreements with the major European 
countries. In June 1974 the Shah visited 
France. During his visit contracts were 
signed to a value of not less than four 
billion dollars. France is to provide la:'an 
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with 5 nuclear power stations, a steel mill 
and six warships. French companies will 
also be involved in the extension of the 
Iranian road network and in the building 
of the gas pipeline mentioned above. Iran 
has paid an advance of 1 biillion dollars. 

The second most important agreement 
(to a value of 3 binion dollars) was reached 
with Haly, for the ·Construction of a steel 
mill with an annual production capacity of 
3 million tons and a modern integrated 
industrial centre on the Gulf at Bandar 
Abbas. 

In May agreements were reached with 
Germany for joint investments ·to a value 
of 2.5 billion dollars. These provided for 
a large jointly financed refiinery costing 1 
billion dollars, a technical university and 
the installation of a PAL eolour TV system. 
Germany was to finance a gas pipeline 
linking J,ran tn :Germany via the Soviet 
Union. 

Rinally a loan of 1.2 biNion dollars was 
made to .Britain to finance inv·estment in 
the nationalized industries. 

Iran sees herself as a worthy partner for 
the Western industrialized countries. She 
is seeking large-scale economic development. 
Nonetheless her development model, which 
does not seem to be guided by any ooherent 
strategy, is ·managed by a small, repressive, 
ruling dass. 

The obstadles faoing I1ran are les·s 
economic than social. There is st·ill the 
risk that development will grind to a halt 
due to the lack of a set of well-defined 
objectives. 

11. LIBYA 

In the last few years there have been 
profound changes in the structure of ·the 
Libyan economy. Since the foundation of 
the republic, in September 1969, Libya's 
leaders have in practive followed a policy 
of "balanced deve:Jopment". The aim for 
this polky 'is to reduce the strains caus·ed 
by the dualism between the oil and the 
non-oil sectors of the economy. Government 
eoonomic policy has 'thus sought to pursue 
a prog~ramme building up national 
infrastructures of broad, diversified 
industrialization and for improvements in 
agriculture. The declared intent of this 

policy is to fr.ee the country from its 
position of relying on a single pToduct with 
the dependency and vulnerability to which 
this leads. 

The devellopment of the sector of the 
economy which today constitutes the motor 
of Libyan growth, namely the oil industry, 
is comparatively recent. The first major 
discoveries were made in 1959. Since then, 
and particularly since the dosure of the 
Suez Canal, which conferred a great cost 
advantage on Libyan oil, producHon has 
Tisen rapidly, reaching a maximum level, in 
April 1970 of 3.7 million ba:rrei's per day. 
Libya thus became 'the third largest world 
oill producer aft·er Iran and 1Saudi Arabia. 

Already, halfway through the 1960's oil 
had taken a dominant role in the economy 
leading to an ever stronger tendency 
towards dualism. The isolated oil sector, 
totally under foreign ,cont•rol, absorbed 
resources from other sectnrs, in particular, 
manpower from agrioulture. This led to a 
chaotic process of urbanization:. In 1970 oil 
production was respons·ible for two-thirds of 
gross domestic pPoduct. 

After the fal'l of King Idris the new 
republican government began a policy of 
economic diversification, beginning with a 
change in policy on oil. This led to a 
number of institutional changes affect;in:g 
oil concessions and property rights. 
Concessions to foreign companies w·ere 
replaced by participation agreements 
between these and the state-owned National 
Oil Corporation {NOC). The government 
then proceeded to take control over some 
of the largest companies, in a number of 
cases resorting to nationalization. By the 
f·irst quarter of 197 4 NOC was responsible 
for 63% of total production. Having 
reacquired control over nationa[ resources 
government policy aimed long-sightedly at 
the ·Conservation of Libya's only source of 
wealth. Production was reduced. Despite 
the country's continued reliance on oil 
•revenue, dsing •prices meant that no loss 
of income ·resulted. 

Following these government policy 
decisions the oil sector's •share of gross 
domestic product fell in 1973 to 47.9%. 
Simultaneously there was a rise ~n the 
importance of other sectors. 

A detailed examination of the period 
between 1966 and 1973 allows us to see 
more dearly the eharrge in direcHon which 
had taken place. 

Between 1966 and 1969 ~ross domestic 



product measured at current prices grew at 
a rate of 25 o/o per annum. The oil sector 
expanded at a rate of 29 o/o per annum; the 
other sectors at 20% per annum. In 1971, 
1972 and 1973, on the other hand, the 
relevant figures are as follows : for gross 
don).estic product 1971: + 13.9%; 1972: 
+ 10.2 o/o ; 1973 : + 9.5 o/o ; for the oil sector: 
+ 13.1 o/o ; + 0.1 o/o and 0% respectively; for 

15 

standing at 13.3 o/o. There have also been 
notable increases in health and education 
and in wholesatle and retail trading. tAll 
other sectors hav·e remained more or -less 
stable. 

Since 1971 there has been a change in the 
statistical criteria used :in the measurement 
of national expenditure. As carr be seen 
from Table III/8 however, there have been 

Table III/7. Libya: Industrial ongm of GDP (at current prices) 
(million Libyan dinars) 

1971 1972 1973 
1973 
(%) 

Oil sector 992.1 916.0 916.0 47.9 

Other sectors 664.4 832.0 998.0 52.1 

agriculture 33.0 43.6 48.0 2.5 

manufacturing and mining 32.7 46.0 54.5 2.8 

construction 116.8 182.8 255.0 13.3 

electricity and gas 7.3 9.4 11.0 0.6 

transport 87.2 100.5 115.5 6.0 

trade 75.6 95.8 120.0 6.3 

banks 29.4 32.2 35.5 1.8 

public administration 136.4 147.8 158.0 8.2 

education 46.6 60.7 73.5 3.8 

health 22.0 26.9 31.5 1.6 

real estate 69.0 76.1 84.0 4.4 

other services 4.4 10.2 11.0 0,6 

GDP at factor cost 1,586.5 1,748.0 1,914.0 100.0 

Source: IBRD 

the other sectors: 15.2%; 25.2% and 20.0%. 
Although, as we have just seen, a change 

has occurred in Libyan policy on the 1rates 
of growth of the various sectors of the 
economy a detailed break-down of gross 
domestic product (see Table III/7) shows 
that agriculture, manufacturing and mining 
still play a negligible role. Growth in the 
construction industry has had a more visible 
effect, the sectors contr-ibution to GDP now 

no major changes in the distribution of 
revenue between consum,ption and 
inves·tment. 

There has been a considerable increase 
in the weight of the public sector, 
particularly in fixed capital formation. 
State intervention has ·compensated for a 
fall in private investment, in particular in 
investment by the oil companies. The share 
of investment in gros·s domestic product 
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thus returned by 1972 to its 1969 level 
after a serious fall in the two intervening 
years. 

the sectorial distribut·ion of public 
expenditure over the last decade. The f:i:rst 
period shown in the Table refers to the 
first five-year pian (1963-4 rt:o 1967-8); the 
second, the period up to 1972-73 when, 

The objectives of state intervention may 
be deduced from Table III/9 whkh shows 

Table III/8. Libya: Expenditure on GNP (at current prices) 
(LD million) 

1971 1972 

Consumption 786.8 897.5 

private 468.4 488.4 
public 318.4 409.1 

Investment1 300.7 450.6 
gross formation of fixed capital 287.9 436.6 
private (79.5) (98.7) 

public (208.4) (337.9) 

increase in stocks 12.8 14.0 

Net exports 328.2 171.0 
Gross national product at market prices 1,415.7 1,519.1 

Source: IBRD 

Table III/9. Libya: Public expenditure by sector 
(LD million) 

1965-68 Plan 1968-73 Plan 1973-75 Plan 
Final amounts % Final amounts % Estimated amounts % 

Agriculture 37.7 13 159.9 16 441.3 21 
Industry 14.9 5 106.1 11 261.8 12 
Oil 38.2 4 189.0 9 
Transport 52.7 18 115.3 12 199.0 9 
Public works 87.5 30 201.2 20 361.1 17 
Education 25.8 9 77.9 8 217.9 10 
Health 8.7 3 30.3 3 69.8 3 
Housing 29.5 10 187.6 19 295.0 14 
Other 33.1 11 84.3 8 57.1 3 
Reserves 23.0 1 

Total 289.9 100 1,000.8 100 2,115.0 100 



following the change in regime, there was 
no plan in operation and the third the 
projected expenditure for the three-year 
economic and social development plan for 
1973-1975. The heavy increases in 
government expenditure in the second and 
third of these periods may be clearly seen. 

The share of expenditure .devoted to 
transport, communications, public works 
and electricity has gradually fallen. Its 
projected value for the period 1973-5 is 26%. 
Even if the 1infrastructural 'requirements of 
the country are s·till very far from being 
satisfied, the gradual! achievement of certain 
important goals in these fields has enabled 
resources to be switched into sectors with 
even more urgent needs such as agriculture, 
industry and government housing projects 
t:o resolve the ·serious housing problem. 

Although, following the oil price vises, 
Libya has no diffkul ty in financing the 
heavy flow of expenditure projected in the 
three-year plan, there are problems 
connected with the absorptive capability of 
the economy. In the first year of the plan 
(i.e., fiscal year 1973) effective expenditure 
was 27% bellow the projected level. 

The main problem which the ·three-yeaT 
plan aims to resolve i·s that of agriculture, 
which employs 30% of the Libyan 
population and yet which produces only 
2.5% of 'GDP non-attributable to the oil 
sector. The conditions for agricultuve in 
Libya are highly unfavourable. The total 
area of cultivable land is 2.5 milllion hectares, 
that is to say, less than 2% of the total 
area of the ·country. Vvhat is more, 90% 
of this cultivable land is devoted to ·cereal 
production, mainly barley and grain, and 1in 
any one year three quarters is left fallow. 
The remainder is used for olives, tomatoes, 
potatoes and onions. 

As only a sma!ll proportion of arable land 
is under irrigation harvests depend on 
rainfall. This may va·ry greatly from year 
to year. 

The main activity is however sheep-rearing. 
In 197 4 this accounted for three-quarters of 
the production of the animal rearing sector. 

The plan aims initially to reduce the 
country's dependence on food imports and 
thus to make Libya a net ·ex;porter rather 
than a net importer, as she ·is at present, 
of ag11icultural products. To do this the 
plan aims to r·einforce existing agricultural 
structures both through long and short
term measures. In the short-term it is 
planned to provide better seeds and 

subsidies to •cover 50% of the cost of 
fertilizers, machinery, insecticides arrd 
forage. A state enterprise, the National 
Supply Corporation, guarantees the 
purchase of large harvests at suppo1rt 
prices. 

17 

Long-term measures have been taken 
aiming at reducing peasant emigration to 
urban centres and at increasing production, 
mainly by extending the area under 
cultivation and by ;improving the quality 
of animal heads. It is also planned to 
distribute land to indiv1dua1 farmers, 
thus reducing the extent of tribal property. 
Note should also be taken of long-term 
land-reclamatron projects and the efforts 
being made to drill new wellls ·in the 
desert. Thes·e have al·ready led to the 
discovery of a huge underground 
reservoir near the Cufra oasis. 

The latest f-igures seem to show that 
this massive state intervention is 
beginning to give good resu1ts. In 1972 
agricultural production rrose by 25%, in 
1973 by 20% It seems that in 1974 this 
trend will continue. Although their 
contribution to gross domestic product 
rremains small (2.8% in 1973 ), the 
manufacturirrg \and mining '!industries 
have expanded considerably since the 
beginning of the 1960's. Traditionally 
the industrial sector is mainly involved 
in food, drink and tobacco production. 
In recent years the clearest trend has 
been the rapid expansion in cement 
production. 

Industry to has been affected by 
political change. In 1969 value added in 
~ndustry was only 3% higher than in the 
previous year. In 1970 the figure was 9%. 
In 1the previous period (1966-68) the annual 
growth rate was 12%. The improvement 
in 1971 (12%) and the rapid growth in 
1972 (41%) show the efforts which are 
being made. 

The three-year plan projected the 
expenditure of 262 million Libyan dinars 
on 57 industrial projects outside the oil 
sector. .Delays with imported machinery 
and difficulties met during the building of 
plant have meant ·that of the nine factories 
whichi should have been compileted in 1973 
only three have so fa<r begun production. 
Thus value added irr the sector was in 1973 
only 18% higher than ;in the previous year. 
Meanwhile the number of projects due for 
completion in 1974 has risen to 26. 

Two criteria have been used in 
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determining which products should be 
produced, namely market ·conditions and 
raw material availability. Thus large-scale 
plant has been set up in the 'P'retrochemicalos 
sector, producing mainly for export. 
Production for home consumption has been 
concentrated in areas where there is 
a!lready a good level of demand or where 
demand is ·§rowing rapidly and where ·raw 
materials a're locally available. The aim of 
this policy is to reduce transport costs and 
to enjoy the advantages to be derived from 
the use of capi,tal intensive !technology. 

Nonetheless the ,shortage of a skilled 
labour force and of managers is still a 
major obstadle in the way of 
industrialization. In a number of cases, 
despite the efforts which, as we have seen, 
are being made, lack of infrastructures 
(e.g., ·electricity, water and 
communications) has also proved a 
problem. 

Like other sectors of 'the economy, the 
construction industry ·grew rapidly 
throughout the 1960's. After a recession 
from 1969 to 1970, due to the political 
events already mentioned, to the adverse 
effects of falling rents and to the departure 
of 'the Italian community, 1971 saw an 
exceptional 14% growth in added value in 
the sector (measured at current prices). 
1972 value added was up a further 57 o/o, in 
1973: 40%. 

The strongest dr•ive behind the 
building boom ·came once again from 
the public ·sector. Not only was there 
growing investment in public works but a 
strong emphasis was placed on providing 
houses for low-wage earners. In 1970 a 
special board was set up with the task 
of building more than 30,000 houses, to 
be sold at prices between 30 and 90% below 
cost, according to the 1income of the buyer. 
Payment was interest free and spread over 
twenty years. Efforts were also made to 
encourage non-subsidized residential 
const·ruction. Houses built after 1970 were 
exempted from rent control. .Low interest 
loans from ·commercial banks were 
encouraged. 

An important factor in the expansion of 
the sector helped, as it was, by the increase 
in public and private demand, was the use 
of labour from neighbouring countries. 
This phenomenon affeoted other sectors of 
the economy as welll. In only two years 
from 1971 to 1973 the proportion of 
foreigners 'in the labour force rose from 
7.9% to 18.2%. Meanwhile unemployment, 

in the strict sense, fell from 5% to 2,5%. 
The labour shortage is due to the small 
size of the Libyan population (2.26 million 
according to the 1973 census, growing 
rapidly at 3.7% per annum), to its 
dis·t·ribution by age, to the high number of 
Hliterates and semi-'illiterates and to the 
generally low level of participation in the 
work force. Only a quarter of the 
population and very few women wo!I'k. 
Indeed only 7% of :the labour force are 
women; 60% are illiterate or semi-illioterate. 
This leads to a certain level of structural 
unemployment. In 1972, although demand 
for plumbers, electridans, carpenters, 
brick-layers, etc. was in excess of supply, 
2.5% of the labour force was unemployed. 

Policy on public spending ~is, because of 
the prinoiples on which it is based, one of 
the factors underlying the labour shortage, 
particularly 'in industry. The social services 
and the construction industry emp!loy a 
la-rge number of workers. The 
Government's plans for agriculture are not 
only labour intensive but actually aim to 
reduce e1nigration from the countryside, 
thus preserving the traditional pool of 
labour in farming. 

To eliminate the labour shortage ·the 
three-year plan projected an influx of 
54,000 new foreign workers, that is, a 50% 
increase 'in the total number in the country. 
Alr.eady in 1973, however, these projections 
had proved to be outdated. Instead of the 
planned 16,500 workers at this stage, 38,000 
had been recruited. 

Libya does not only rely on .foreign 
countries for her labour supply. 
Industrial products, from food to vehicles, 
and nearly all raw materials are imported. 
The basic pattern which shows up in the 
Libyan balance of payments in ·recent 
years is a heavy surplus in oil, used mainly 
to cover the trading deficit in the non-oil 
sector. 

The balance of payments (see Tablle 
III/10) has nonetheless been in surplus 
for many years. The size of the surplus 
has increased from 6 million Special 
Drawing Rights dn 1961 to 866 million in 
1971. In 1972 ,this surplus was drastically 
cut to 324 milHon, thi's being due, on the 
one hand, to a reduction in income from 
the oil sector and on the other to an 
increase in: ·imports by the non-oil sector, 
due in its turn to rapid economic growth 
and to even faster world infllation. The 
deficit on services was swelled enormously 
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Table III/10. Libya: Balance of payments 
(million SDRs) 

1972. 1973 1974 

1. Trade balance 1,914 2,411 5,534 
Exports 3,195 4,830 10,120 
Imports -1,281 -2,419 4,586 

2. Services -1,207 -2,090 3,049 
3. Transfers 162 454 252 
4. Balance on current account (1 + 2 + 3) 545 - 133 2,233 
5. Capital account 106 92 60 
6. Errors and omissions 115 -1,229 62 
7. Balance (4 + 5 + 6) 324 -1,270 2,111 

Source: IMF 

Table III/11. Libya: Main commodities traded (%) 

Imports 
Food 
Raw materials 
Chemical products 
Manufactured goods 
Machinery and equipment 
Others 

Exports 
Crude oil 
Natural gas 

Source: IBRD 

by remittances by foreign workers and by 
outflows of public capital in the form of 
loans to the Arab countries. 

Figures for 1973 show a large deficit 
(1,270 million Special Drawing Rights) due 
to the same factors as those listed above. 
Their effect has, however, become more 
serious. The oil surplus has fallen. An 

1969 1970 1971 1972 

100 100 lOO 100 
14.2 22.5 22.2 16.6 
5.1 5.0 5.6 5.1 
5.2 5.8 6.0 4.8 

23.2 21.4 '20.8 23.7 
39.6 29.7 29.2 34.3 
12.7 15.6 16.2 15.5 

100 100 100 100 
99.7 99.6 99.4 98.0 

0.3 1.3 

increase <i!I imports had led to an ·increase 
in the non-oil defidt. The deficit on 
services has doubled. Capital transfers 
and outflows of public capital have 
increased. The increase in imports, ·despite 
a large revaluaNon of the dinar with 
respect to the currencies of Libya's major 
trading partners, is particularly significant, 
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being closely linked to accelerating 
economic growth and to the expansion of 
the import-intensive public sector. Finally, 
the worsening during 1973 of the situaNon 
on services account should be interpreted 
as a consequence, on the one hand, of 
remi ttarrces by for·eign wor k·ers, on the 
other of government expenditure . on the 
war with Israel (this also being reflected in 
the item "errors and omissions"). 

Strongly rising Libyan imports in 1972 
and 1973 suggest that it might be useful to 
exam·ine Libya's foreign trade in more 
detail. The largest share of imports is 
taken up by ma·chinery, vehicles and 
manufactured goods (some of which are 
classified in Table III/11 as "others"). 
Together with foodstuffs these account for 
around 80% of the 1969 total. In 1972 and 
the first half of 1973 they maintained this 
share. The only ·significant export is still 
oil. No measurable progress has been 
made with other products. 

Given the nature of Libyan imports and 
exports Libya's main trading partners are 
the western industria'lized countries. 
Since 1970 there has nonotheless been an 
increase in trade with other countries. It 
thus seems as if the Libyan economy is 
more dosely integrated with the developed 
western econom,ies than with those of 
North Africa and the Middle-East. In the 
medium-term there seem to be few 
prospects for a ~change in this situation. 
Such a change would in any ease require a 
coordination of Libyan industrial policy 
with that of the other Arab countries. 

The main obstacles to such coordination 
are on the one hand differences in economic 
s~tructures and, on the other, the ·imbalance 
between Libya''S considerable financial 
influence, her limited potential for 
industrialization and her low populatiorr. 

Such. obstacles do not however .e;x)clude 
the possibility that in the long-term Libya 
might find her place in the North-African 
regional economy, supplying capital 
intensive in exchange for labour intensive 
goods. 

Ill. THE COUNTRIES OF THE 
MAGHREB 

The potential for ·economic development 
in the Maghreb is greater than in any other 
non-European Tegion of the Mediterranean. 

The region is rich in mineral resources. 
These could form a basis for countries of 
the region from the balance of payments 
constraints which hamper most under
developed countries. The region is 
agriculturally faidy rich. There is an 
abundance of cultivable land; the climate 
favours -the growing of high-priced produce. 
The regional population is large enough to 
provide a market for self-sustained 
deve'lopment, while not being so excessive 
as to impose an undue strain on natural 
resources. In other words, the Maghreb 
has been spared the problems faced by the 
rest of the Arab world both in North Africa 
(Egypt and Libya) and in the Middle-East 
(Yemen and the ·Emira,tes). · 

From the point of view of natural 
resour·ces, the three maghreb countries 
(Algeria, Morocco and Tunisia) are fairly 
similar. Each possesses large reserves of 
some export mineral ; oil in the case of 
Algeria, phosphates in that of Morocco, 
both for Tunisia. · In each case agriculture 
is the largest economic sector in terms of 
employment and has considerab~le un
!exploited develop~ment pot·entia1. The 
regional population distribution is relatively 
even. 

It is not clear however whether these 
similarities favour regional economic 
integration. At least to some extent the 
three :eountries compete with rather than 
complement each other. What is ·certain is 
that all three countries have simi'lar 
prospects for development, that all three 
face roughly the same problems. 

This has not however led to any degree 
· of homogeneity in economic policy; on the 

contrary, {hese have tended to diverge. 
Algeria has steadfastly aimed a:t internally
orientated industrial development. The aim 
has been to develop a whole series of 
sectors simultaneously with a view to 
satisfying the requirements of the int.~rnal 
market. In development Hterature this 
strategy is known as "balanced growth". 
Exports are only encouraged to the extent 
that this is necessary to cover import 
requirements. Certainly they are not 
expected to provide ,the driving foroe 
behind industrial development. 

Morocco represents the opposite extreme. 
Her economic polky has few salient 
features and is 'SOmewhat difficult to 
categorize. In financial and balance of 
payments poiJky the government follows 
old liberal good management criteria. This 
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Table III/12. Algeria: Industrial origin of GDP (at current prices) 
(million Algerian dinars) 

1969 1970 1971 1972 1973 

Agriculture 2,560 2,510 2,250 2,794 2,477 

Mining 3,158 3,624 3,439 4,931 6,139 

Manufacturing 2,659 2,895 3,280 3,385 3,819 

Construction 1,432 2,126 2,321 2,760 3,422 

Transport and Communication 740 880 840 914 1,075 

Trade 4,850 5,210 5,430 6,060 6,910 

Public administration 6,640 2,900 3,100 3,853 3,963 

Other services 2,910 2,760 2,860 3,189 3,394 

GDP 20,949 22,905 23,520 27,886 31,199 

Source: IMF. 

Table III/13. Tunisia: Industrial origin of GDP (at current prices) 
(million Tunisian dinars) 

1969 

Agriculture 97.9 

Mining 47.3 

Manufacturing 58.6 

Construction 48.8 

Transport and communication 44.1 

Trade 73.5 

Public Administration 93.3 
Other services 121.9 

GDP at factor cost 585.4 

Source: IMF. 

policy, although it may have limited price 
rises and maintained balance of payments 
equilibrium, has nonetheless acted as a 
brake on economic growth. At the same 
time, Morocco has adopted protectionist 
measures both in trade policy, where the 
aim has been to encourage the development 

1970 1971 1972 1973 

114.5 147.7 186.0 167.2 

53.8 65.6 70.9 75.8 

60.9 72.3 93.1 97.2 

47.9 53.9 65.5 78.2 

50.7 49.4 56.9 62.5 

83.5 100.6 124.3 128.6 

103.8 111.1 127.2 139.2 

130.0 151.9 171.0 174.5 

645.1 752.5 894.9 923.2 

of import substitution industries, and in 
policy on ,company and land ownership 
where the objective is "Moroccanisation". 

Until 1970 the emphasis of Trunisian 
policy was on the agricuiltural sector where 
the peasants were forced into cooperatives. 
In that year however this policy was .. 
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abandoned and it now seems as if Tunisia 
aims to follow a ·strategy of expor•t-led 
growth. 

GROWTH IN NATIONAL INCOME 

These differences between the economic 
policies pursued by the three ·countries in 
the ar.ea have been clearly r.eflected in 
differing rates of economic growth. 
Algeria has had the most rapidly growing 
gross domestk product. In the period 
covered by the four-year plan 1970-73 gross 

agricul,tural production fell by 11.3%, 
owing to bad weather. This was not 
unusual. In 1970 production had fallen 
by 2.0% and in 1971 by 10.4%. 

Tunisian gross domestic product also 
grew, although on average at a slower rate 
than the Algerian figure, (see Table III/13 ). 
During the period covered by the third 
development plan (1969-72) the average 
annua!l growth rate stood at 9,6%. Growth 
was fastest >in 1972 when GDP (measured 
at current prices) rose 17.6% over the 
previous year. This represented a 16.9% 
increase in pro capita income. 

A S'ectoll":ial analy,sis shows howeve1r sharp 

Table III/14. Morocco: Industrial ongm of GDP (at 1960 prices) 
(million dirhams) 

1968 

Agriculture 3,980 
Mining 890 
Manufacturing 1,490 
Construction 570 
Transport and communication 2,010 
Trade 2,440 
Public Administration 1,380 

GDP 12,760 

Source: IMF. 

domestic produot measured at ctwrent prices 
increased at a rate of 11.2% per annum. 
Approximate estimates of price inflation 
allow us to cailculate a real annual growth 
rate of around 7%, that is to say, slightly 
less than the projected figure in the 
economic development plan (see Table 
III/12). 

Outside the agricultural sector growth 
has been particularly intense and relatively 
uniform. In 1973 the fastest-growing 
sector was the oil industry (24.2% up on the 
previous year). Buil1ding and public works 
grew at a ·similar rate (24% ). Growth in 
other sectors varied between 10 and 20%. 

In contrast with this performance, 

1969 1970 1971 1972 

3,650 3,720 3,950 4,090 
950 970 1,000 1,190 

1,580 1,700 1,780 1,840 
610 700 750 740 

2,090 2,190 2,300 2,390 
2,550 2,730 2,840 2,950 
1,440 1,540 1,640 1,710 

12,870 13,550 14,260 14,910 

differences between the two economies. 
Rapid Tunisian growth in 1972 was mainly 
due to excellent 1results in agriculture in 
that and the preceding year (1971: +28%; 
1972 : + 25% ). These were exceptional. In 
1973 agrkultural production fell by 11%. 
In 1972 manufacturing industry also 
expanded Tapidly (28%). Growth in the 
folllowing year was however much slower 
(4%). Unstable growth rates were also 
characteristic of the other main sectors of 
the economy. It may thus be concluded 
that although between 1969 and 1972 the 
Tunisian and Algerian economies •expanded 
at a similar rate, it is urrlikely that Tunisia 
will be able to maintain this performance 



unless in one sector a stable pattern of 
rapid expansion is established, allowing 
that sector to act as a motor of growth. 

The ·rate of growth of the Moroccan 
economy is significantlly lower than that to 
be found in Algeria or Tunisia. In 1972 
gross domestic product grew by only 4.8% 
and in 1973 by only 1.4%. 

This shows a gradual 'Slow-down in -· _ 
economic activity. During the five-year plan 
1968-72 the annual rate of growth was 5.7%. 
The significance of 'this 1ast figure is 
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Expansion has not however been rapid. 
The average annual growth rate between 
1968 and 1972 was 5.8% irr mining and 5.3% 
in manufacturing and artisanal industry. 
In 1973 both sectors grew more rapidly 
(17.1 and 10.3% respectively). H is unl·ikely 
however that this represents a fiorm trend. 

Another interesting way of •seeing the 
different development strategies being 
pursued by Algeria, Tunisia and Morocco 
is to look at expenditure patterns, in 
particular, the propensity to invest. In 

Table III/15. Algeria: Resources supply and demand (at current prices) 
(million AD) 

Resources supply 
GDP 
Imports 

Demand 
Consumption 

private 
public 

Investment 
gross fixed capital formation 
increase in stocks 

Exports 

Source: IMF. 

however somewhat doubtful owing to a 
high degree of variance in annual T·esults. 
In 1968, for instance, gross domestic 
product rose by 12.4%. The figure for the 
following year was 0,9%. As in the Tunisian 
case, these extreme results could be traced 
back to agriculture which generates about 
28.4% of gros·s domestic product. Whilst in 
1968 agrioutltural production rose by 29.6%, 
in 1969 it fell by 8.3%. 1973 was an even 
worse year with a fall of 10.7%. Other 
sectors of the economy have maintained 
a more stable pattern of growth. 

1969 1970 1971 1972 1973 

25,600 29,913 30,400 35,039 41,145 
20,529 22,905 23,520 27,886 31,163 
5,071 7,008 6,880 7,153 9,982 

25,600 29,913 30,400 35,039 41,145 
15,000 16,216 17,140 19,801 20,889 
11,325 12,180 12,840 14,725 15,447 
3,675 4,036 4,300 5,076 5,442 
6,109 8,256 8,538 8,958 11,651 
5,745 7,600 8,600 9,180 12,001 

364 656 -62 -222 -350 
4,491 5,441 4,722 6,280 8,605 

Algeria investment is growing at 18.4% per 
annum, more than twice as fast as 
consumption. In 1969, gross domestic 
savings were equivalent to 26.9 o/o of gross 
domestic product devoted to investment 
rose even more rapidly by 7.7 points to 
37.4% (Table III/15). 

In Tunisia, on ,the other hand, investment, 
at an annual rate of growth between 1969 
and 1972 of 12.7%, rose only slightly faster 
than· consumption (12.4% per annum). 
Gross fixed captia1 formation represented 
only 20.2% of gross domestic product, a 
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Table III/16. Tunisia: Resources supply and demand (at current prices) 
(million TD) 

1969 1970 1971 1972 1973 

Resources supply 708.6 780.9 884.4 1,043.1 1,123.4 
GDP 678.2 746.9 866.6 1,028.0 1,067.4 
Net imports 30.4 34:0 17.8 15,1 56.0 

Demand 708.6 780.9 884.4 1,043.1 1,123.4 

Consumption 561.5 629.9 701.6 806.6 870.7 

private 443.4 499.1 563.7 649.7 699.8 

public 118.1 130.8 137.9 156.9 170.9 

Investment 147.1 151.0 182.8 236.5 252.7 

gross fixed capital formation 141.6 146.2 173.4 207.4 257.2 

increase in stocks 5.5 4.8 9.4 29.1 -4.5 

Source: IMF. 

Table III/17. Morocco: Resources supply and demand 
(million dirhams) 

Resources supply 
GDP 
Imports 

Demand 
Consumption 

private 

public 

Investment 

gross fixed capital formation 

increase in stocks 

Exports 

Source: IMF. 

much lower figure than for tAlger,ia (see 
Table III/16). 

In Morocco, finally, investment, after 
having ri,sen by 19.7% in 1970, was steady 
in 1971 and in the two following years only 
rose veryslowly~2.3% in 1972;2.6% in 1973). 

1970 1971 1972 1973 

21,280 22,890 24,540 27.050 

16,960 18,550 20,210 21,650 

4,320 4,340 4,330 5,400 

21,280 22,890 24,540 27,050 

15,200 16,470 17,830 18,750 

12,740 13,770 14,880 15,425 

2,460 2,700 2,950 3,325 

2,550 2,690 2,680 3,200 

2,610 2,620 2,690 2,750 

-60 70 -10 450 

3,530 3,730 4,030 5,100 

During ,the 'last three years this rate of 
growth has been slower than that of 
consumption. There has thus been a 
steady fall in the shar,e of gross domestic 
product devoted to investment {from 15.4% 
in 1970 to 12.7% in 1973) (see Table III/17). 



AGRICULTURE 

Throughout ·the Maghreb agriculture i·s 
the 'largest sector of ,the economy in terms 
of employment (see Table III/18). The 
agricultural labour force represents 41% of 
the total in Tunisia, 50.4% in Algeria and 
56.3% in Morocco, a figuJ:1e surpassed in 
the .Mediterranea1JI aJ:1ea only by Syria with 
66.5% and Turkey with 71.8%. 

The significance of the sector irr terms of 
gross domestic product varies considerably 
between the three .countr:ies. In Algeria 

Table III/18. Economically active population 
by sector (%) 

Algeria Morocco Tunisia 

Agriculture 50.4 56.3 41.0 
Mining 0.9 1.2 2.2 
Manufacturing 6.4 8.2 9.5 
Construction 5.0 1.7 5.4 
Electricity 0.4 0.3 1.6 
Trade 5.9 7.3 6.7 
Transport 3.4 2.5 3.5 
Services 13.2 9.9 19.5 
Others 3.3 3.3 6.9 
Not yet employed 11.1 9.3 3.7 

National sources 

agriculture is responsibile for only 7.1% of 
gross domestic product; in Tunisia for 
14.6% and in Morocco for as much as 2$,.4%. 

This in no way means that Algeria gives 
a lower priority than Tunisia or Morocco 
to agricultural modernization. In all three 
.countries the size of 'the farming 
population is such that if agriculture remains 
marginal to economic development an 
intolerable situation is bound to Tesult. On 
the one hand the modern industrial sector 
will be deprived of a doinestic market; on 
the other, traditional! agriculture will be 
excluded from the benefits to be ·rlerived 
from industrialization. Agriculture is thus 
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vital both to Algeria (where the problem 
is that of transform.ing industrial growth 
into real economic development) and to 
Morocco (where agricultural modernization 
is an essential prerequisite for any 
industrialization at all). 

.Climatic conditions in the Maghreb are 
fairly uniform. Thus more or less the same 
main ·Crops are grown: in aill three countries. 
Cereal crops are of prime importance 
throughout the region. In 1973 Algeria 
produced 1,170,000 tons, :Morocco 3,402,000 
tons and Tunis·ia 846,000 tons of -cereals. 
In Algeria and Tunisia the most important 
cereal crop was hard grain (Algeria -
500,000, Tunisia 481,000 tons) followed by 
soft grain (420,000 and 231,000 tons 
respectively) and barley {250,000 and 
134,000 tons). In Morocco this was the 
main cereal ·crop (1973 production totalling 
1,250,000 tons) followed by hard grain 
(1,182,000 tons) and soft grain (392,000 tons). 

The level of -cereal production varies 
greatly from year to year. The same is 
true of olives and olive oil, produots which 
are especially important in Tunisia and · 
Morocco. Between 1971 and 1972 Tunisian 
olive production rose from 450,000 to 
900,000 tons. In the following year, 
however, production fell to 350,000 tons. 
In 1971 Moroccan production stood at 
160,000 tons, tripling the following year to 
506,000 tons. Again, however, 1973 saw a 
drastic drop with a harvest of only 200,000 
tons. 

Wine production is mainlly concentrated 
in Algeria, and represents the country's 
main agricultural export. After reaching 
a peak of 9.3 million hectolitres in 1971, 
production declined significantly and in 
1972 only 5.8 million hectolitres were 
produced. The following year saw a slight 
improvement to 6.6 million: heotoilitres. The 
drop in production was only partially due 
to poor weather conditions. At the same 
time the Algerian government was 
encouraging the substitution of cereal for 
vine cultivation. Between 1969 and 1973 
the area under vines was thus significantly 
reduced from 300,000 to orrly 214,000 
hectares. As a result wine's share in 
Algerian ·exports fell from 14% in 1969-70 
to 8.6% in 1973. · 

Citrus fruit production 'is 'important 
throughout the ·Maghreb. The largest 
producer is Morocco {987,000 tons in 1973). 
:Algeria produces about half this quant·ity 
(1973: 450,000 tons). Tunisian production 
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is much lower (75,000 tons in 1973 despite 
a crop of 120,000 tons the previous year). 
Vegetables are also produced in all three 
countries. Production 1eve1s are however 
much lower tharr for the crops above. 

In Algeria and Morocco animal husbandry 
is an important activity. In the former, 
sheep (of which there are 87 million) are 
of prime importance. The level of cattle 
rearing (less than 1 million head) is 
insufficient to meet nationa!l requirements. 
In Morocco the ratio between sheep (13.2 
million) and ·cattle (2.7 million) is rather 
more favourable. 

The statistics above clearly show the 
problems faced by agriculture in the 
Maghreb. The organization of production 
is backward and the .colonial legacy has yet 
to be overcome. The sector is thus 
incapable of ·satisfying domestic demarnd 
and of realizing its export potentia[. It is 
easy to see that policy on agriculture is 
vital to Maghreb development strategy. 

There can be no doubt that the most 
!innovative policy 'has been adopted by 
Tunis·ia. Up to 1969 the government made 
great efforts to encourage or to oblige the 
peasants to set up agricultural cooperatives. 
Under Ahmed Ben Salah the cooperatives 
came to .cont1rol 24% of all land under 
cultivation. In 1969 however, the year in 
which the cooperatives should have begurr 
for the first time to take over land 
be!longing to modern agricultural 
enterprises, Ben Salah was eliminated from 
the Tunisian political scene. Since 1969 
Tunisian policy on agriculture has been 
somewhat ill-defined. Production has 
however grown more rapidly than in the 
years preceding 1969, this being due, in 
part, to Ben Salah's concentration on 
long-term infrastr:uctural investment with 
deferred returns - in irrigation, erosion 
control and reforrestation programmes. 

Algerian policy . on agriculfbure has been 
less radicarr. During the first stage of the 
agrariarr reform programme about 800,000 
hectares (23.5% of all land under cultivation) 
was redistributed to about 50,000 peasantE: 
organized into 2,614 .cooperatives. During 
the second stage, 250,000 hecta·res (about 
7.5% of all cultivated land) will go to 10,000 
peasants similarly organized. 9.5% of public 
investment funds in the economic 
development .plan (1970-73) have been 
a!aocated to investment irr agriculture. A 
large proportion will go to mechanization. 

Morocco also has a plan for agricultural 

land redistribution, although it is far more 
cautious than those adopted by her 
neighbours. At the beginning of the 1960's 
land distribution in Morocco was ext~remely 
unequal. tAb out 23% of the farming popu
lation owned no land. 52% had less than 
two hectares. Meanwhile 4% owned more 
than 10 hectares and contrdlled 33% of all 
cultiviated land. Since independence 
181,194 hectares have been redistributed, 
under rthe terms of the agrarian Teform 
programme. This represents however only 
3.2% of all cultivated land. 11,101 farmers 
in 348 cooperatives have benefitted from 
the redistribution. 

OIL AND MINERAL RESOURCES 

Oil is easily the Maghreb's most important 
mineral resource. Reserves are mainly 
concentrated in Algeria. Morocco has 
practically none. In 1974 Algeria produced 
45 million and Tunisia a little over 4 million 
tons. The difference between the rtwo 
countries' reserves i·s even greater. )\..lgeria 
has reserves of 1,100 million tons. If 
extraction continued at its 1973 level this 
would be enough to last ra century. 

Tunisia, on the other hand, has already 
reached optimal levels of production and 
the quantity of oil produced is now 
expected to fall at a rate of 8% per annum. 

The Algerian oi'l wells are mainly situated 
in two areas of the Sahara desert, one in 
the central-northern region and one in the 
east. The fir•st of these, a single well at 
Bassi Messaoud, is the larger of the two 
and is responsible for 50% of total 
Algerian oil production. 

Algeria has followed a distinctly 
nationaList line in her po1icy on 
hydrocarbons. Alii oil and natural gas 
production is in the hands of the Societe 
nationale pour la Recherche, la Production, 
le Transport, la Transformation et la 
Commercialisation des Hydrocarbures 
(SONATRACH). Since 1971, the year in 
which the Algerian wells were completely 
nationalized, SONATRA:CH has been 
responsible for the management of the 
whole Algerian oil industry. 

In 197l,fdllowing nationalization, there 
was approximately a 23% fall in oil 
production due to the French companies' 
refusal to accept the nationalization decree 
and the temporary suspension of French 



imports of Algerian oil. Following the 
settlement of the dispute (in which the 
French more or less ·capitulated) production 
and exports began once again to rise 
although at a 1Slower than the initially 
projected 'rate. 

AJlgeria has made an effort to increase 
the share of her oil refined on Algerian soil 
and to export ·ex-refinery products rather 
than crude. Up to 1973 'there was only 
one refinery, with a ·capacity of 2.3 million 
tons, situated at tAlgie·rs. At the beginning 
of that year, however, a second refinery at 
Arzew with a 2.3 million tons capacity 
became operational. With increased 
refining capacity exports of refined products 
have risen rapidly.· 1973 exports stood at 
2.4 million tons, about four times the 
figure for the previous year. 

The most dynamic a-rea of Algerian 
hydrocarbons policy however has been the 
exploitation of the country's natural gas 
reserves. In 1974 production shoulld reach 
3.5 miUion cubic metres. 

Between 1970 and 1973 about 50% of this 
total was exported as liquid gas. Over the 
next few years this proportion may be 
expected to increase rapidly. Algeria is the 
only oil producing country which has 
succeeded in establishing a natural gas 
industry organically linked to oil 
production. In other countries the gas 
which is usually found in large quantities 
during oH drilling used to be simply burnt 
off. Only recently has it become ·common 
practice to ·reinjeot it :into the well in order 
to increase the oil pressure. Only tiny 
quantities are actually put on line. 

Algerian gas exports mainly depend on 
two liquification plants at Arzew and 
Skikda. When the gas pipeline linking 
Algeria and Italy, via Tunisia and the 
Medit,emanean, is completed, it will becom·e 
possible ~to ·export methane as a gas. 

Algeria's hydrocarbons policy is thus, in 
many respects, exemplary and this explains 
her great authority within OPEC. !Although 
she produced less than some other Arab 
countries (Libya, Kuwait and Saudi Arabia) 
she succeeded before them in winning 
complete independence for her oil industry 
from foreign control. She was helped in 
this aim by her generally more favourable 
economic situation. Although oil is 
A'lgeria's main export and ~thus provides 
foreign currency necessary for development 
it is not, as in other A·rab ·countries, the 
only source of national income apart from 
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an impoverished agrioultural sector. 
Tunisian oil p01licy i's much less :i:nteTesting 

and thi·s is bound to be so given the 
relatively modest size of the country's oil 
fields. The main El Borma field is 
exploited by the Societe Italo-T.unisienne 
d'Exploitation Petroliere (SITEP), a mixed 
enterprise half of whose working ·capital is 
provided by the Tunisiar.r state and half by 
ENI. A second field at Douleb is worked 
by a similar Franco-Tunisian ·company. 
Prospects for offshore production in the 
Gulf of Gabes are good. 

Giv·ell1 the level of Tunisian production, 
refining is fairly large-scale (a little ·more 
than 1,000,000 tons per annum). There is 
at present only one refinery, owned by the 
STIR (Societe Tuniso-Jtalien de Raffinage) 
and situated at ~Bizerta. A second refinery 
is to be built at Babes. 

The Maghreb's second most important 
mineral -resource is phosphate, which is to 
be found in all three countries of the 
region. Morocco is the largest producer 
with a total production in 1973 of 16.6 
million tons, that is to say, 20% of the 
world total. Tunisia also produces a 
considerable quantity of the mineral (3.7 
million tons in 197 3). 

Algerian production is much lower 
(604,000 tons in 1973). Reserves are 
however large, being estimated at 
500,000,000 tons. This exptlains why 
production in Algeria has grown more 
rapidly (at 11% per annum) than in Morocco 
(8.7% per annum) and Tunisia (7.0% per 
annum). Throughout the Maghreb 
phosphate production is under the direct 
control of the state. Efforts have been 
made to achieve vertical integration within 
the phosphates industry. Moroccan and 
Tunisian policy has concentrated on 
building plants to produce prosphoric acid, 
mainly for export. Algeria, on the other 
hand, has concentrated on producing 
fertilizers for internal consumption. Thus 
the percentage of total production devoted 
to export has fallen from 93% in 1971 to 
47% in 1973. 

Iron ore is also present throughout the 
Maghreb. In Algeria production is gro~ing 
and in 1972-3 reached 3.4 milllion tons. In 
Tunisia and .Morocco on the other hand it 
is falling. Tunisian production in 1968 
stood at 1 million tons but by 1973 had 
dropped to 0.8 million tons. Between 1971 
and 1972 Moroccan production fell from 
623,000 to 234,000 tons. About a third of 
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Algerian production is consumed within the 
country at the El Hadgiar steel works, 
owned by the Societe Nationale de 
Siderurgie. The remainder is export·ed. 

In the next few years Algerian production 
way well grow considerably as work begins 
on vast new deposits of about 2 billlion tons 
of ore which have been discovered on the 
frontier with Morocco and Mauritania. 

Algeria also has large deposits of 
mercury. The Ismail deposit began to be 
worked in 1971 producing 245 tons of the 
metal. In the following year production 
reached 462 tons. Once the mine is fully 
operational annual production should reach 
900 tons, that is to ~say, about 10% of the 
world total. 

From this brief summary of the situation 
in 'the Maghreb mineral sector it is possible 
to see its three main .characteristic features. 
Firstly, resources are diversified. Oil is the 
most important but not the only :source of 
mineral income. Secondly, the sector is 
almost entirely under state control, allowing 
resources to be used appropriately. 
Finally, the Tegion's mineral .resources may 
be used for purposes other than export. 
The availability of oil, phosphates and iron 
is of considerable importance in the 
setting in motion of an autonomous 
development process. 

MANUFACTURING AND BASIC INDUSTRY 

The different economic development 
s:trategies adopted by the .three Maghreb 
countries are more visible in the 
manufacturing than in any other sector of 
the regional economy. The differences are 
such that it seems legitimate to sneak of 
the growth in :Algeria of an industl::'fal 
development pole for the whole region. 
Algeria has been trre on1y country to set 
up heavy industry orientated towards the 
satisfaction of internal needs. In the two 
countries on the perifery, industrial 
development has been limited to light 
industry producing for export. Although on 
the one hand this increases the degree of 
complimentarity between the three · 
economies, at the same time it leads to 
the danger of the creation of a regional 
economic hierarchy which might degenerate 
into some kind of dual economy. 

The development of manufacturing 
indust·ry has been one of the main goals of 

Algerian government economic policy. In 
order to achieve this objective state 
enterpris·es have been set up and have 
received most of the funds allocated, in the 
plan, to investment. The main aim pursued 
in the development of the manufacturing 
sector has been to make use of and to set 
up processing plant for the .country's · 
natural .resources (oil, natural! gas, 
phosprates, iron ore and other minerals) 
whilst at the same time taking advantage of 
potential,ext,ernal ·economies and linkages 
between specific activities. The new 
initiatives which have been taken in the 
manufacturing sector have been dictated 
more by the requirements of the domestic 
than of the international 1narket; more by 
the need for industrial development and 
thus for capital goods than by private 
consumer demand. The technology chosen 
has been highly capital intensive. In the 
belief that this problem will be' more easily 
solved once the country has a sound 
indust-rial backbone the government has 
not aimed at any immediate reduction in 
unem:ploymen t. 

The largest heavy industrial sector is the 
steel industry. In the period ·covered by 
the 1970-73 development plan, the Societe 
Nationale de Siderurgie (SNS) took 38% of 
all state enterprdse inv,es~tmemt. ,Most of 
thes·e funds went to build the Err Hadjar 
steel complex which began production in 
1972. 

Algerian steel production thus rose from 
an average of 30,000 tons between 1967 and 
1971 to 98,000 tons in 1972 and 183,000 tons 
in 1973. ·Plans are now under examination 
to expand El Hadjar giving it by 1980 an 
annual capacity of 2 million tons. 

The electrical and mechanical ·engineering 
sectors are controlled by the Societe 
Nationale de Constructions Mecaniques 
(SONA:COME) and between 1970 and 1973 
took 22% of investment. 

The fastest growing lines were trucks, 
tractors, diesel engines arrd machine tools. 
Since 1974 bicycles and motorcycles have 
also been manufactured. 

The chemical industry mainly consists of 
processing plants for oil, natural gas and 
phosphates. SONA.TRACH has two 
fertilizer plants. The market for :secondary 
chemicals (soap, detergents, paint, etc.) is 
divided between the Societe N ationale des 
lndustrie Chimieue (SNIC) and small 
private firm's. 

The building materials sector has 



developed different1y. The Societe 
N ationale des Materaux de Construction 
(SN.l.VIC) has, a monopoly over both domestic 
production and imports. 

Light manufacturing industry engages in 
food, textile and shoe production. There 
has been little state investment .in these 
sectors. Nonetheless the food industry, 
mainly controlled by small state enterprises 
has ·expanded production considerably. The 
same does not ap.ply to the textile industry 
where private investment seems to have 
fallen in ·recent years. The sector _includes 
SONITEX (the Societe Nationale des 
Industries textiles). 

Up to 1970 Tunisia also followed an 
industrialization policy based on state 
intervention and import substitution. 
Owing to deficiencies of management, 
however, the policy proved to be a failure. 
Since 1970 it has been ;reversed and Tunisia 
has tried to increase exports and attract 
foreign investment. A law passed on the 
27th of April 1972 encouraged exports, 
granted tax and tariff concess·ions to 
exporters and exempted the latter from 
exchange control. In 1973 the Agence de 
Promotion des lnvestissements was set up, 
the aim being to encourage foreign 
investment with aid and .information. 

Moroccan industrial policy, unlike that 
of Tunisia, has always been founded on 
clas·sic, liberal prindples. 

ln both -count1I1ies. the main manufacturing 
sector in terms of added value has been the 
food industry producing in part for 
domestic consumption, in part for export. 
Growth irr this ·sector is influenced by 
results in agriculture. This leads one to 
doubt whether it is capable of becoming a 
driving force behind indust•rial 
development. 

The textile industry is the "Second most 
important sector both in Tunisia and in 
Morocco. In Tunisia the sector has 
expanded very rapidly with a rate of 
growth in production .of 23.2% in 1972 and 
30.4% in 1973. 

The Tunisian textile industry is 
dominated by a public enterprise, 
SOGITEX. Many foreign companies have 
begun textile manufacture in Tunisia, 
drawn by low labour costs. Tuni·s'ian fkms 
have made agreements to supply European 
companies. The Moroccan textile industry 
is less dynamic. Growth is slow (7.4% in 
1972; 6.1% 1n 1973). 

Both in T<unisia and Morocco there has 

been a certain development in the 
chemical industry producing phosphate 
derivatives. 
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Lastly, Tunisia has a steel work!s at El 
Fouledh. There are plans to increase its 
capacity · during the fourth economic 
development plan. 

POPULATION AND LABOUR FORCE 

The total population of the. Maghreb is 
almost 36 million of which 15.4 million in 
Morocco, 14.6 million 1n Algeria arrd 5.4 
million 'iill Tunisia. .Population growth rates 
vary. In Tunisia the population is 
expanding at a rate of 2.15% per annum. 
In Algeria and ·Morocco the annual rate of 
growth is about 2.15%. In the 
Mediterranean area only Libya, Jordan and 
Syria have a faster rate of growth than 
those to be found in Algeria and Morocco. 
Although Tunisia has the slowest growth 
rate, 45<Hl of Tunisians are less than 15 
years old. 

Algeria, Tunisia and Morocco use different 
definitions of the "labour force". Irr 1973 
the Algerian labour force was estimated at 
2.5 million, that is to say, 12% of the 
population. The Moroccan labour force 
was ·estimated at 3.6 million with 9% 
uneployment. The Tunrsian labour force 
was estimated at 2.7 million, of whom only 
1.4 million were employed. Only 55.7% of 
this last category had a stable job. 
Nonetheless the ratio of economically 
active .total popuilation is far higher in 
Tunisia {about 1 :3) that in either 'Morocco 
or Algeria. 

As can be seen in Table III/18, the 
structure of the labour force is fairly 
similar in all three countries. The lesser 
importance of the manufacturing sector in 
Algeria reflects the government'•s 
preference for investment in heavy, capital
intensive industry. The greater importance 
of the services :sector :i!n Tunis-ia and 
Morocco reflects the encouragement given 
in these two countries to the tourist 
industry. 

To talk about trends in employment is 
rather difficult given the lack of adequate 
data. The whole of the Maghreb has qeen 
affected by an ·exodus away from 
agriculture and a parallel process of 
urbanization. Thi•s has led in some cases 
to serious social problems. The pattern of 
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employment continues however to be that 
characteristic of non-industrialized 
countries. The lack of sufficient 
~mployment opportunities at home has led 
to a steady migratory flow away from the 
Maghreb, mainly towards EEC -countdes. 
In 1971, 30,000 workers left Algeria; ·in 
1972, 25,000; in the first four months of 
1973, 40,000. Between 1968 and 1973 nearly 
25,000 workers emigrated from Morocco. 
In the early 1970's emigration from Tun~sia 
averaged 15,000 workers per annum. 

Most emigrants from the Maghreb are 
employed in France. Only tA.lgeria has 
made an attempt at diversification. An 
agreement has recently been made with 
East Germany whereby the latter is to 
accept 35,000 migrant workers over a 
period of four years. 
~Emigration is certain to continue for a 

numbler of yea,rs and will provide a safety 
valve for unemployment in the Maghreb. 
It is too much to hope that the expansion 
of industry in the region will be sufficient 
to keep pace with the rapid expansion of the 
working population and with the 'rural 
exodus. 

FOREIGN TRADE AND THE BALANCE 
OF PAYMENTS 

The share of gross domestic product 
devoted to expo~ts is ~similar in all three 
Maghreb economies {a'bout 27% in Tunisia 
and Algeria; 24% in Morocco). The types 
of goods exported ref1ect differences in 
productive structures and available 
resources (~see Table III/19, 20, 21). 

In 1973 oil and oil derivatives made up 
82.6% of Algerian and 32.6% of Tunisian 
exports (more than any other group of 
produce). 25% of Moroccan exports were 
phosphates. It is hardly worth pointing 
out that in 1974 and in the following years 
the value of oil and phosphate exports 
should be much higher, on account of 
massive inereases in price in both these 
products. 

Uncertainty as to future price increases 
makes it impossible to predict trends in 
Maghreb exports. In particular, it is 
uncertain whether the expansion of exports 
in 197 4 (in value terms) will be followed by 
a period of stability, by a recession or by 
further expansion. The only thing which 
can be said with ~certainty is that, given 

Table III/19. Algeria: Main exports 
(million AD) 

1972 1973 
1973 
G%) 

Oil 4,628 5,660 75.3 
Oil products 49 380 5.1 
Gas 139 164 2.2 
Wine 334 647 8.6 
Fruit and vegetables 164 140 1.9 
Iron ore 120 52 0.7 
Metals and products 73 58 0.8 
Others 347 413 5.4 
Total 5,854 7,514 100.0 

Source: Secretariat d'Etat au Plan 

the prospects for increased exports of liquid 
methane and methane gas, Algeria runs a 
smaller .risk of seeing her hydrocarbon 
exports stagnate or fall than do the other 
oil producers. The investments made in 
this sector by the Algerian government have 
yet to have their full ·effect on eX~ports. 

In_ all the Maghreb countries the second 
most important category of exports, in 
value terms, is agricultural produce. 
This group is especially important for 
Tunisia. Up to 1972 agricultural produce. 
was the country's most important export 
(32.6% of total exports). In 1973 
agricultural ·exports fell by 5.6% and the 
share of agricultural produce irr total 
exports by 17.7%. This was due to a poor 
olive harvest. Olive oil represents between 
one-half and four-fifths of all Tunisian 
exports of proces~sed agricultural produce. 
30% of Moroccan exports are similarly of 
agricultural produce. Many different 
products are exported. In value terms the 
most important export is citrus fruit (which 
represents about 25% of all agricultural 
exports) followed by tomatoes, cons·erved 
fish, dried vegatables, olive oil and .. wine 
(each with between 7 and 10% ). 

In Alger.ia about 13% of expor,ts aDe of 
agricultural produce. Wine, on its own, 
makes up two-thirds of agricultural arrd 
8.6% of total exports). 

It is only in Tunisia that other exports 
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Table III/20. Tunisia: Main exports 
(million SDRs) 

Unprocessed agricultural products 
Processed agricultural products 

of which: olive oil 
Primary products 
Oil and oil products 
Construction materials 
Chemical products 
Products from mechanical and electrical industry 
Wood and wood products 
Textile products 
Other products 

Total 

Source: IMF 

Table III/21. Morocco: Main exports 
(million dirhams) 

1972 1973 
1973 
(%) 

Citrus fruits 429 510 14.2 
Tomatoes 179 210 5.8 
Wine 35 85 2.3 
Preserved fish 134 170 4.7 
Olive oil 111 100 2.7 
Phosphates 673 810 22.5 
Lead 90 95 2.6 
Fertilisers 69 90 2.5 
Carpets 59 70 1.9 

Source: Europa Publications, The Middle East 
and North Africa 1974-75. 

are being expanded. In 1973 textile and 
leather products made up 10.6% of the 
total. Both sectors ar,e growing rapidly. 

1972 1973 
1973 
(%) 

21.3 22.7 8.0 
111.1 50.3 17.7 
(89.7) (33.3) (11.7) 

29.1 29.3 10.3 

78.7 92.4 32.6 

2.7 2.7 1.0 

21.1 29.5 10.4 
12.6 18.5 6.5 
1.5 2.1 0.8 

15.4 30.1 10.6 

7.3 6.2 2.1 

300.8 283.8 100.0 

Chemical products made up 10.4%. Up to 
now, this sector, based mainly on phosphate 
derivatives, has not proved to be very 
dynamic. The same may be said of 1raw 
phosphates, Tunisia',s most importnt 
mineral export {10.3% of total ·exports). 

Marketing patterns for Maghreb exports 
vary little from country to country. In this 
respect the Tegiorr has yet to escape from 
the influence of French domination in the 
not so distant past. 

For Tunisia, however, the period between 
1968 and 1972 saw an increase in the 
influence of the -Europeaill ,Economic 
Community as a trading partner. The 
Community's sha-re of Tun:i,sian exports 
grew fflom 49.9% to 62.4%. The share of 
Community exports in Tunisian imports 
rose from 57.8% to 62.8%. Up to 1970 
Tunisia's largest market was in France. 
Since 1970, Italy has taken first place. This 
is on account of the expansion of oil 
exports. 47% of Tunisian oil goes to Italy. 

In recent yea!"s there has been no change 
in the geographical pattern of Moroccan 
trade. The EBC takes 66% of the country's 
exports and provides 54% of imports. 
France alone absorbs 36% of exports and 
supplies 32 o/o of imports. 
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Table III/22. Algeria: Balance of payments 
(million SDRs) 

1970 1971 1972 1973 1974 '" 
% 

1. Trade balance - 104 - 274 - 148 - 304 1,158 

Exports 1,013 819 1,096 1,527 4,196 

Imports -·1,117 -1,093 -1,244 -1,831 --3,038 

2. Services 311 252 295 382 601 

3. Unrequited transfers 245 456 254 226 227 

Public 12 196 12 30 40 

Private 233 260 242 256 267 

4. Current balance (1 + 2 + 3) 170 70 189 460 784 

5. Capital account 105 106 262 956 226 

private 91 17 249 880 n.a. 

public 14 89 13 76 n.a. 

6. Errors and omissions 16 73 3 22 n.a. 

7. Balance (4 + 5 + 6) 81 37 70 518 558 

* Provisional. 

Source: IMF. 

Table III/23. Morocco: Balance of payments 
(million SDRs) 

1969 1970 1971 1972 1973 

1. Trade balance - 38 -137 -137 - 61 - 91 
Exports 484 487 498 582 709 

Imports -522 -624 -635 -643 -800 
2. Services 44 60 - 31 - 21 - 37 
3. Unrequited transfers 69 73 109 125 147 

public 11 4 3 5 
private 58 69 106 125 142 

4. Current balance (1 + 2 + 3) 13 -124 -59 43 19 
5. Capital account 30 137 117 7 21 

6. Errors and omissions 

7. Balance (4 + 5 + 6) 17 13 58 so 40 

Source: IMF. 
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Table III/24. Tunisia: Balance of payments 
(million SDRs) 

1969 

1. Trade Balance -111.6 

.Exports 169.9 

Imports 281.5 

2. Services 8.2 

3. Unrequited transfers 51.0 

4. Current balance 52.4 

5. Capital account 70.9 

6. Errors and omissions 

7. Balance (4 + 5 + 6) 18.5 

Source: IMF 

In Algeria, on the other hand, the 
government has deliberately attempted to 
increase the number of the -country's 
trading partners and in particular 1o find 
new outlets for 1Algerian oil and wine. 
Before 1970 about half of all exports were 
sold to France. Between 1971 and 1973 
this proportion was reduced to 23%. At 
the same time exports to the GFR, to the 
USA, to Spain and to Italy increased 
rapidly. The scale of French irnports was 
also ·considerably reduced (from 57% of 

"total imports in 1968 to 33% in 1973). In 
the same period the GFRs share of total 
imports doubled to 14%. 

There is still very little trade between 
the ·Maghreb countries. 3.1% of Tunisian 
exports go to the other two .oountries of 
the region. 3% of Moroccan exports go to 
Algeria. ·From an Algerian point of view 
links with Tunisia and Morocco are of very 
Httle importance. This shows the low level 
of success achieved by attempts at regional 
integration in the :Maghreb. 

If we leave foreign trade to look at 
balance of payments figures we see how, 
in recent years, all the Maghreb countries 
have ended up in surplus. In each case, 
however, there are different reason's for 
this performance. -

Up until 1973, tAlgeria .(see Table III/22) 
ran a growing deficit on trading account 
and on •services where shipping and 

1970 1971 1972 1973 

-131.2 -140.6 -149.7 -251.4 

188.2 223.2 300.8 283.8 

319.4 363.8 450.5 535.2 

26.9 84.0 97.1 99.0 

52.7 51.4 41.4 51.4 

51.6 5.2 11.2 -101.0 

65.0 91.4 77.8 126.0 

13.4 86.2 66.6 25.0 

insurance were ·especially important. 
197 4 should see a radical change in this 

position. Due to oil price rises trading 
account will go into substantial surplus. 
The deficit on services may however be 
expected to increase considerably. Despite 
a large surplus on private capital transfers, 
owing to remittances from emigrants, 
between 1971 and 1973 there was a 
worsening of the overall deficit on current 
account. In 1973 this deficit should be 
turned into a surplus. In the past the 
conversion of the deficit on current account 
into •surplus was effected by medium and 
long-term private .capital movements (other 
than direct investn1.ent) mostly coming from 
the Eurodollar market. 

The main features of the 'Moroccan 
balance of payments (see Table III/23) are 
similar to those shown in the Algerian 
figures. The general trend is however in 
the opposite direction. Between 1970 and 
1973 there was a reduction in the deficit in 
the balance of trade and in 197 4 a surplus 
is ·expected. Up until 1973 the deficit on 
services was also falling, due to tourism. 
Transfers showed a growing surplus due to 
remittances from emigrants. The result is 
that since 1972 ·cur:rent account has been in 
surplus. 

At ·the same time· there has been a 
reduction in inflows both of public and 
private capital, this being mainly due to the 
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unc-ertainty caused by the process of 
"·Morocanization". The net result has been 
a mildly fluctuating payments position. 
The balance of payments has however 
always remained in surplus even if at times 
the surplus was a small one. 

Tunisia (see Table III/24) has suffered 
like Algeria from a steadily worsening 
deficit in the balance of trade. It is as yet 
unclea'r whether this will be eliminated in 
1974. 

At the same time her surplus on services 
and transfers has risen even more rapidly 
than Algeria's, this being due, as in 
Morocco's case, to tourism and remittances 
from ·emigrants. As a result the position 
on •current aocount improved until in 1972 
the deficit was vktually ·eliminated. I~ the 
following year, however, the situation 
worsen!ed oonsidera:bly, ,this being entirely 
due to a fall in exports. 

On .capital account, direct investment, 
which until 1970 had been gradually falling, 
has reacted positively to the new line in 
economic policy, showing an upward trend. 
There has been a surplus in medium and 
long-term capital flows, which has allowed 
a constant 10verall balance of payments 
surplus. 

IV. THE MIDDLE EAST 

INTRODUCTION 

In no region of the Mediterranean are 
there more contrasts to be found ·than in 
the Middle East. If we look at per capita 
incomes the region includes countries which 
are extremely rich such as Kuwait and the 
Emirates and others which are extremely 
poor such a•s :North and South Yemen. If 
we look at agriculture we see fertile zones, 
such as ·the Nile Valley, Mesopotamia an.d 
the Eastern coast of the Mediterranean and 
others which are just desert. If we Jook 
at natural resources we find the countries 
with the largest oil reserves in the world, 
in particular Saudi Arabia, and others such 
as Lebanon, Jordan and South Yemen 
without a drop. There are countries with 
large populations {Egypt, Syria and I1raq) 
and others which are simply city states, 
owing their independence more than to any 
other factor, to the interests and the 

calculations of the western powers. 
The existence of these contrasts in no 

way reduces the area's potential for regional 
economic integration; on the contrary, it 
makes the advam.tages which might be drawn 
from such a process even more obvious. 
If we exclude Israel (the :reasons for whos·e 
isolation are exclusively political rather 
than economic) it can be said that there is 
a greater degree of economic 
interdependency in the Middle-Eastern 
region than in any other area of the 
Mediter,ranean. The region, furthermore, is, 
when considered as a whole, extremely rich 
in natural resources. The potential for 
development is enormous. If ·economi·c 
integration were successfully achieved, the 
Middle East could become the second 
industrial development pole in the 
Mediterranean after the EEC. 

Given the great differences among them, 
it is necessary to attempt some form of 
classification of the Middle-Eastern 
countries. The first distinction to be made 
is that between ·the oountries of the 1A:rabian 
peninsula and the others in the region. The 
Arabian peninsula countries are in some 
ways "paradoxical". Kuwait and the 
Emirates, with enormous oil wealth have 
tiny populations - less than 900,000 in the 
case of the former; 300,000 in that of the 
latter. Even Saudi Arabia has only an 
estimated population of between 4.5 and 
7.5 million. (The doubt as to the true 
figure is not of course due to any lack of 
finance preventing the taking of an accurate 
census. Rather it is due to the fact that 
the missing 3 million, if they acvually exist, 
are nomads). This means that the labour 
force and the market for industrial goods 
are limited in ·size. Both uhe rtwo Y em ens 
and Oman have sizeable populations 
(totaLling close to 8 million). These 
countries, however, have very limited 
resources and there is little scope for 
accumulation. To speak in non-economic 
terms we might say that the countries of 
the peninsula are one-dimensional. In some 
all that one sees is oil, in others - poverty. 

This is not true of the rest of the 
Middle~East, which is characterized by a 
series of complex, if diverse, economic 
systems. 

A second distinction should be made 
between the countries remaining. Only a 
few of these are capable of pursuing an 
independent development strategy. The 
remainder are conditioned by the 



performance of foreign economies. The 
dividing line is drawn according to size of 
territory and population and resource 
availability. There are two possible poles 
around which autonomous development 
processes might be set in motion. The 
most important of the two -is undoubtedly 
Egypt, which on her own has a population 
of 35 million, 45% of the Middle-Eastern 
total. The other pole is the zone of the 
Tigris and Euphrates valleys, that is to say, 
Syria and Iraq. The area has a population 
of 16 million: 20% of the rregional total. 
The remaining countries of the region 
(Lebanon, Jordan and Israel) are all 
characterized by a high degree of 
dependency due to low population 
(Lebanon - 3 million; Jordan - 2.5 million; 
Israel - 3.3 million). The war influences all 
three ·economies, though to varying extents. 
This inf,luence is greatest in Israel. 

This chapte;r will thus be divided ·into 
two parts, the fii"st covering the ·countries 
at the heart of the region, the second the 
Arabian peninsula. The first part will in 
its turn be divided into thr-ee sub-sections, 
the first devoted to Egypt, the second to 
Syria and Iraq and the thi·rd to Lebanon, 
Jordan and Israel. 

EGYPT 

Ther-e can be no doubt that Egypt will 
in the future play a dominant Tale in 
Middle-Eastern economic development, and 
this not only because she has 45% of the 
population of the region but also because 
she has the greatest untapped potentiaJ 
both for agricultural ·development (linked 
to •the Aswan dam project) and for 
industrial expansion (linked to the 
rre-opening and ~the exploitation of the 
opportunities offered by the Suez canal). 
As will be shown, we are talking here of 
the future. In 1973, Egyptian per capita 
income stood at $250 US per annum, that 
is :to say, one-twelfth of the ftigure for 
Is.rael, or one-quarter of that for Lebanon 
just a .little move than half per-capita 
income in Syria. 

During the first five yea•rs of the 1960's 
Egyptian gross domestic product grew at a 
rate which varied between 5% and 6% rper 
annum. This wa•s not unusual;ly rapid; it 
represented nonetheless quite a good 
performance, especially since government 
policy had concentrated on ambitious 
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projects, such as the Aswan dam, which 
could only be expected to give a return over 
a long period of time. At the same time 
structural reforms were carried out. The 
agricultural latifundia were broken up; 
farming cooperatives were created. ·Large 
scale industry and the banks came under. 
state control. 

Aggregate demand nonetheless grew 
faster than: production, this being due, on 
the one hand, to military expenditure, on 
the other to government policy on ·income 
redistribution. This ;led to inf,lationary 
pressures and to a serious deterioration in 
the balance of payments. The government 
resorted to import controls but by so doing 
harmed industry which found it impossible 
to obtain a number of vital imported ·inputs. 

Defeat in the 1967 war meant, for the 
Egy.ptian economy, the closure of the Suez 
Canal, the loss of the Sinai oil fields and 
serious damage to industrial plant in the 
Canal zone. This led to a slight reduction 
in national income. Between 1968 and 1969 
however production began once again to 
expand Tapidly. 1968 national income was 
6% higher than in the previous year. In 
1969 the rate of growth was 7%. Despite 
this improvement the period of srlower 
growth between 1965 and 1968 meant that 
the real annual .rate of growth, over the 
1960's, was only 2.9%. .Production in other 
words grew only slightly faster than the 
population. 

The first years of the 1970'•s were again 
a period of Tecession. Between 1970 and 
1971 national income increased 'by 5%. In 
the two following years the annual rate of 
growth was only 4%. 

If we look at sources of national income 
(Table III/25) we see that since 1965 there 
have been no significant changes in the 
structure of the .Egyptian economY, 
Agriculture continues to provide nearly 
30% and the industrial sector about 22% 
of national income. The biggest ·change 
has been the reduction in the importance 
of the transport sector, whose share has 
been almost halved falling from about 9% 
to about 5%. This is entirely due to ·the 
closure of the Suez Oanal. 

Not only does agriculture provide 30% of 
national income; agricultural products also 
account for 60% of exports. Agricultural 
growth (averaging about 2% per annum) has 
been s1ow. This is due to the failure of 
the Aswrun dam project to extend the area 
of irrigated land as much as was originally 
expected. 
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Table III/25. Egypt: Industrial ongm of GDP (at current prices) 
(million Egyptian pounds) 

1969 

Agriculture 688 
Manufacturing 504 
Construction 110 
Transport and communication 116 
Trade 216 
Public administration 535 
Other services 527 
GDP at factor cost 2,696 

Source: Ministry of Planning. 

There is a vast literature on the 
advantages and disadvantages of the darn 
and the interest which has been aroused 
by the problem is political as well as 
technical. Nonetheless there can be little 
dobut that the building of the dam has 
allowed the achievement of extremely 
important goals, namely the elimination of 
flooding and drought. At the same time, 
however, there ·can be equally little doubt 
concerning the problems that it has caused, 
such as increased rsalinity levels and lower 
soil fertility. These have made it necessary 
to use more advanced irrigation techniques 
and this in turn has meant that the 
extension of the area of cultivable irrigated 
land has proved to be a longer, more ·costly 
and more difficult process than originally 
expected. 

Egypt's main agricultural product is 
cotton, followed by g.rain. The former is 
produced for export, the latter for the 
domestic market. The main decision on 
agricultural policy which the Egyptian 
government has ~o take each y~ar is how 
to divide the available land between these 
two crops. Policy is implemented through 
adjustments to government purchase prices 
from the agricultural cooperatives. 

Although more than half of the Egyptian 
cotton crop is exported, the proportion of 
the ·country's grain requirements imported 
is even higher. Annual home consumption 
of grain stands at about 4.6 m·illion tons. 

1970 1971 1972 1973 

772 774 933 1,018 
542 611 641 705 
124 121 118 124 
131 144 151 159 
229 239 279 304 
628 667 776 754 
545 589 492 581 

2,971 3,145 3,390 3,645 

Given that ·in a year dom:estic production 
is equivalent only to about 1.8 million, the 
remaining 2.8 n1illion have to be purchased 
abroad. This has led to an extei1sion of 
the area under grain and a parallel 
reduction in the area under cotton. :At the 
same time new varieties of Mexican grain 
are being introduced. These could lead to 
16% higher yields. The most important 
crops apart from cotton and grain are rice 
and maize. 

If we exclude the Nile valley and the 
Aswan dam, which, although it is not yet 
working at full capacity, already produces 
enormous quantities of hydroelectricity, 
Egypt's most important natural resource :i:s 
oil. Production is relatively small-scale, 
compared to other Middle-Eastern 
countries. In 1971 it reached a record level 
of 16.4 mHlion tons (.i.e. less than half 
a million barrels per day). It is only of 
limited importance with respect to the rest 
of the Egyptian economy, contributing less 
than 2% of gross national product. Egypt, 
in other words, does not rely on oil, it just 
produces oil, oil which is almost as 
important a sour.ce of ·energy as 
hydroelectricity and which is the country's 
second most important export. Oil exports 
should increase Egyptian convertible 
currency ·earnings, thus allowing a reduction 
in the scale of cotton cultivation and 
greater self-sufficiency in food. 

Egyptian oil production recovered quickly 



from the loss of the Sinai fields following 
defeat in the 1967 war. Production rose 
from 5.7 miHion tons in 1968 to 16.4 million 
tons in 1971. This was mainly due to 
off-shore fields in the Gulf of Suez but also 
in part to new discoveries in the western 
desert along the ·Libyan border. After 1971 
there was a noticeable drop in production 
due to loss of pressure in the Gulf of Suez 
fields. In the near future, however, thi·s 
trend should be reversed when plans are 
completed to restore oil pressure. Potential 
.production levels are thus higher than those 
presently being achieved. 

The :Egyptian oil industry is managed by 
a state monopoly, the Egyptian Genera1 
Petroleum Corporation. This ·corporation 
has a number of participation agreements 
with foreign ·companies. 

Oil and agriculture provide solid 
foundations for the development of a 
modern industrial sector. Egyptian 
industry is mainly state controlled. This 
has led to the emphasis being placed on 
large scale projects in heavy industry. 
After a period of ·rapid expansion during 
the early 1960's, stagnation set in until after 
the 1967 war. Results in the last years of 
the 1960's were good. 

Between 1971 and 1972 real growth in 
the manufacturing sector was only 4%, this 
being mainly due to supply difficulties 
caused by import controls. In 1973 these 
problems worsened. The past emphasis on 
large scale projects here played a negative 
role at least in the short term. Returns on 
such projects were necessarily slow. 

If we look at figures for production ·in 
the public sector we see that the most 
important branches of industry are stiU 
food and textiles. In 1973 industrial 
production totalled 1,215 million Egyptian 
pounds of which 408 million came from the 
former and 413 million from the latter. 
The other most important branches of 
production were chemicals {£103m), 
mechanical engineering (£107m) and metals 
(£99m). There are insufficient statistics 
for the private sector to allow a structural 
analysis. 1973 production stood at £436m, 
that is to say, about one-third of the figure 
for the public sector. 

In the 1973-82 development plan, 
investment is concentrated in the industrial 
sector and on infrastructures. The largest 
industrial projects are for the building of 
a third blast furnace at the Helwan steel 
complex and for. the completion of the Nus 
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Hamady aluminium smelter which will use 
hydroelectric energy from the Aswan dam. 
A fertilizer plant with an annual production 
capacity of 277,000 tons is to be built at 
Talkha. ·Finally there is a project to 
construct a refinery to process crude oil 
for ·export. The refinery will have an 
annual capacity of 12 million tons and wHl 
cost 400 million dollars. It is to be 
financed by the oil producers of the Arabian 
peninsula. 

The heaviest planned expenditure is on 
transport. There is to be large 'Scale 
investment in aircraft, ships and on the 
improvement of the railways and urban 
transport systems. The largest projects, 
however, are those for the .building of an 
oil .pipeline (SUMBD) from Suez to the 
Mediterranean and for the reopening 
and enlarging of the Suez canal. 

SUMED should ·cost 345 million dollars. 
It is planned to lay two 42 inch pipes 
allowing an annual flow of between 65 and 
85 million tons of oil. The pipeline ~s to 
be the property of a mixed Arab company, 
50% of whose ·capital shar.e is to be oWOJ.ed 
by Egypt, the rest being divided between 
Abu Dhabi, l(iuwait, Saudi Arabia and Qatar. 

The plan for the Suez Canal aims 
- following its 'restoration- to widen and 
deepen the canal so as to allow the passage 
of super-tankers drawing up to 300,000 tons. 

Linked to this plan there are numerous 
reconstruction and industrialization project·s 
for the ·canal zone. These include the 
building of tunnels connecting the two canal 
banks and the opening of duty-free zones 
in Cairo, Alexandria, .Port Said and Suez. 

This emphasis on infrastructures r·eflects 
changes which have occurred in Egyptian 
economic policy. This now allows a 
broader margin for private initiative and 
for medium scale enterprises in light 
industry. 

Egypt i'S counting on attracting capital 
from other Arab oil producing countries 
as a preferential market. Given the 
country:'s potential this is an intelligent 
policy. , For s'ev;eral 1reasons Egypt runs no 
risk of being transformed into a mere 
appendix of the western industrial system. 
She already possesses ba,sic heavy industry. 
The other Arab countries provide her with 
a market and with "homegrown" capital, 
she has a large labour force, including 
skilled workers; she produces her own 
energy; she has an economically viable 
agricultural sector; her geographical 
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Table III/26. Egypt: Main exports 
(million E £) 

1972 1973 1974 1974 (%) 

Oil 20.3 36.9 23.9 4.0 
Oil products 3.0 7.8 26.5 4.4 
Cotton 162.0 191.9 279.1 47.0 
Cotton cloth 42.6 44.2 65.1 10.9 
Textiles 30.8 31.8 25.9 4.4 
Chemical products 10.3 4.6 4.7 0.8 

Source: Central Agency for Public Mobilization and Statistics. 

position is extremely favourable. 
Although the shadow of political 

irrsta'biHty continues to hang over the 
country there can be no doubt that Egypt's 
prospects for industrial development are 
more promising than those of any other 
non-European ·Mediterranean country. The 
civilian working population (i.e., the 
working population excluding the armed 
forces) was estimated in 1973 at about 9 
million:, that is, about a quarter of the total 
population. On account of inadequate 
statistics, there are no available estimates 
of unemployment or under-employment. 
Given the large proportion of the labour 
force absorbed by the armed forces, these 
are like1y however to be relatively low. 
The working population i•s rising at a rate 
of about 2% per annum, at a rate close to 
that of the population at large. In the last 
few years there has been some migration 
away from agriculture. Agricult-ural 
employment has fallen from 35% to 30% 
of the total. The tertiary sector absorbs 
36% of the working population. 

Levels of education are fairly high - high 
enough, in any case to lead to an 
unemployment problem among graduates 
and school-leavers which the government 
has tried to resolve by allowing ·easy access 
to posts in public administration. 

Emigration is on quite a large scale. The 
principal migratory flows are rrot however, 
as is the case for most Mediterranean 
countries, towards Europe but rather to 
neighbouring countries. The workers who 

leave are relatively skilled, that is to say, 
thei·r average level of education is higher 
than that of workers in the host country. 

Egypt has a structural deficit in her 
balance of trade. During the 1950's the 
deficit on trading account was only a small 
one. 'During the 1960's however the 
situation worsened ovving to high levels of 
demand for investment goods and to 
increased dependency on foreign food 
supplies. After a brief improvement which 
lasted until 1968 the deficit grew 
continuously, this being due in part to the 
fact that in orecent years prices for grain 
(Egypt's main import) have risen faster than 
those of 'Cotton. · 

Cotton remains Egypt's main export 
product (se1e Table III/26), although its 
share of total exports has fallen from 7 5% 
during the 1950's to 47% 1in 1973. A furthel!' 
11% of exports is however made up of 
cotton cloth. Finished textile products 
account for another 5%. Cotton and cotton 
products thus stiU make up 60% of 
Egyptian exports. Oil products provide 
10%. This is an improvement over the 
position in 1968 when: the figure was 3% 
(immediately after the loss of the Sinai 
fields). Rice, on the other hand, has 
become less important as an export, 
providing 6% of the 1973 total as opposed 
to 17% in 1968. 

Figures for imports show the efforts 
Egypt has made to industrialize. In 1973 
36% of imports were of intermediate goods. 
A further 22 o/o consisted of investment 
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Table III/27. Egypt: Balance of payments 
(million E £) 

1972 1973 1974 1975 

Trade balance -205.5 -261.3 - 703.6 -1,078.3 
Exports (f.o.b.) 353.7 396.3 653.9 612.8 
Imports (c.i.f.) -559.2 -657.6 -1,357.7 -1,691.1 

Services (net) 3.0 2.7 66.2 109.7 

Receipts 134.1 166.4 277.6 422_.5 

Payments -131.1 -163.7 211.4 312.8 

Unrequited transfers 128.2 289.0 509.9 421.3 

Current balance 74.3 30.4 127.5 547.3 

Capital transactions (net) 56.4 31.9 77.6 153.3 

Long-term loans (net) 39.5 15.5 66.8 129.3 

Suppliers credit (net) 19.2 46.2 4.5 32.2 

Others (net) 2.3 1.2 6.3 - 109.6 

Errors and omissions (net) 3.2 3.9 4.9 9.6 

Allocations of SDRs 94 
Overall balance 16.8 5.1 200.8 403.6 

Monetary movements 11.7 5.4 191.6 403.6 

Minus = increase in assets. 

Source: Central Bank of Egypt and the IMF. 

goods. Grain on its own made up 15% of 
imports, whilst non-agricultural consumer 
goods took 17%. 

During the last two decades the 
geographical pattern of Egyptian foreign 
trade has noticeably changed. Western 
Europe, which in 1950 took 70% of exports, 
now only tak~s about 20%. The largest 
share (52%) IS taken by Eastern Europe 
under a number of bilateral agreements. 
The A~ab League ·countries absorb about 8%. 
On !he imports side, western Europe's 
deohne has been less drastic. 40% of 
Egypt's imports still come from this 
quarter. Eastern Europe's share comes 
around 30%. Imports from other Arab 
League countries account for about 7%. 

As far as ·the balance of paym·ents is 
concerned, one notes an increasing trade 
deficit (see Table III/27). Increased 
earnings from oil and the Suez Canal due 

- after its re-opening - are expected. A 
crucial role in the financing of the Egyptian 
deficit is to be seen, however, in the 
assistance given to Egypt by Arab oil 
producing countries. This assistance ~s 
shown by the unrequited t·ransferts in Table 
III/27. From the October War of 1973 
until the end of 1975 the Arab oil producers 
provided some 3 billion dollars to Egypt. 
In 1975 Saudi Arabia and Kuwait placed 
on deposit with the Egyptian Treasury over 
1 billion dollars. This sum - shown as 
monetary movements in the table - has 
been a decisive factor for the financing of 
the balance of payments last yea:r. It 
should be noted that both deposits and aid 
from Ara:b oil producing countries amount 
to more than Egyptian exports in 1975. In 
any case, the growing engagement of 
countries such as Saudi Arabia and Kuwait 
has led to a firm request for the Egyptian 
pound being made convertible in 1976. 
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SYRIA AND IRAQ 

The second potential economic 
development pole in the Middle East is the 
area of the Tigres and Euphrates valleys, 
basical.ly Syria and Iraq (though Syria 
extends beyond this zone to the 
Mediterranean). 

These countries are distingui,shed from 
the others in the region by two main 
characteristics, namely the size of their 
respective populatiorrs and their relatively 
high levels of economic diversification. 
These two characteristics are obviously 
interrelated. 

revenue from oil exports made up 56.8% 
of national income. In Syria, on the other 
hand, production is relatively small scale, 
though not insignificant. Production in 
1973 totalled 6 million tons (that is to say, 
two-thirds of the highest level ever 1reached 
by Egypt. The Syrian is only orre-fifth the 
size of the Egyptian population). 

If we ignore the oil sector we see the 
similarities whc.ih in fact exist between the 
two economies. In both countries about 
22% of national income (excluding the oil 
sector) comes from agriculture. Industry 
accounts for about 20% in Syria and 13% 
in Iraq. In economic development terms 

Table III/28. Iraq: Industrial ongm of GDP (at 1966 prices) 
(million Iraqi dinars) 

1967 

Agriculture 167 
Mining 248 
Manufacturing 76 
Construction 25 
Transport and communication 56 
Trade 52 
Public administration 97 
Other services 91 

GDP 812 

Source: IMF. 

The region is, however, much less credible 
than Egypt as a development pole, th1s on 
account of its political division into separate 
states, the two of which, although they both 
have the characteristics mentioned above, 
are nonetheless very different. 

The main difference between Syria and 
Iraq is in the oil sector. Iraq's main 
economic role is as an oil producer. The 
oil sector produces 36% of gross domestic 
product. Even looking at figures for 1971, 
that is to say, figures which date from 
before the price increases, we see that 

1968 1969 1970 1971 

182 187 219 221 
319 320 370 518 

84 89 116 135 
28 30 39 45 
62 64 71 75 
58 61 99 106 

112 121 125 137 
103 108 150 164 

948 980 1,189 1,401 

however the oil sector questions cannot be 
ignored. 

Given the size of the Iraqi oil industry, 
it i'S necessary to be very cautious in 
interpreting aggregate data. For instance 
it is meaningless to say that Iraq's national 
income grew by 18% in 1971, by only 2% 
in 1972 and again by 18% in 1973. The 
figure for_ 1974 has yet to be ·published but 
is bound to be astronomical The poor 
performance in 1972 was due entirely to a 
13.3% reduction in the volume of oil 
produced, following the nationalization of 



wells belonging to IP.C. 
The figures for Syrian national income 

growth are a little ·more meaningful. In the 
years up to 1968, growth was generally 
slower than 5% per annum, with the 
exception of 1964 when the figure was 9.3%. 
At the same time a number of radical 
structural reforms were ca::r:ried through. 
The .largest companies were nationalized. 
Land was redistributed in an ambitious 
programme of land reform. 

Since 1969 Syrian gross national product 
has grown .much faster, at an average rate 
of 10% per annum. In the Syrian case too 
however the examination of a single series 
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government differs, although in both cases 
it is very high. In Syria, government 
expenditure absorbs about 30% of available 
resources. Two-thirds of all investment is 
by the state. In Iraq public spending 
accounts for 54.1% of national income. 
This is due to the fact that oil revenqe 
(which as we have seen accounts for more 
than half of natio111al it11come) flows directly 
to the state in the form af taxes. 

Just as in Syria, agriculture in Iraq 
suffers from violent f,luctuations in 
production levels and shows no detectable 
upward trend. Grain production, for 
example, totalled 1,236,000 tons in 1970. In 

Table III/29. Syria: Industrial origin of GDP 
(million Syrian pounds) 

1963 

Agriculture 1,196 
Manufacturing 631 
Construction 119 
Transport and communication 328 
Trade 758 
Public administration 360 
Other services 588 

GDP 3,980 

Source: IMF. 

of aggregate data is liable to prove 
deceptive. 1Behind the aggregate national 
income statistics there is in fact a double 
trend. WhHst value added in agriculture, 
despite strong year-to-year variations, is in 
fact stagnant (the figures for 1970 and 1971 
being lower than those for 1963), value 
added in industry is rising very fast indeed, 
doubling in the ten year period between 
1963 and 1972. In 1971, for the first time, 
industrial overtook agricultural production. 

If we examine resource utilization, we see 
that in both Syria and Iraq investment 
absorbs about 15% of available income. 
The share of national income ·taken by 

1968 1970 1971 1972 

1,087 1,153 1,187 1,525 
826 1,109 1,204 1,447 
159 159 205 209 
506 623 797 682 
829 998 1,040 1,176 
574 704 815 854 
768 870 938 1,012 

4,749 5,616 6,186 6,905 

1971 it fell to only 822,000 tons, jumping in 
1972 to 2,625,000 and falling again in 1973 
to 957,000. Given that in both Syria and 
Iraq, 50% of the labour force is employed 
in farming, it is easy to see how agriculture 
is the main problem which these countries 
wi11 have to resolve if they are to develop. 

If this problem is to be resolved, there 
must be massive investment in irrigation 
works and river control projects. There 
has, in fact, been large-scale investment in 
both countries. This has not yet, however, 
proved sufficient. 

In Iraq the main problem seems to be an 
inadequat.e number of drainage ditches 
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leading to ·increas'ed soil salinity. There 1s 
a}so, however, a need to adopt more 
modern methods of .cultivation, in 
particular to make a more widespread use 
of fertilizers. A few figures show the 
size of the problem. The total area open 
for cultivation is about 7.5 million hectares. 
Primitive farming methods make it 
necessary however 'to leave the land fallow 
on'e year in two; thus in any one year only 
a little ·more than 3 million hectares are 
actually planted. Of this area, only ha1f 
is under irrigation. The remainder is at 
the mercy of the rains. 

In this situation the Iraqi government 
has recently decided to give agriculture a 
larger share of public investment than any 
other sector of the economy. Not all the 
projects included in the plan have, 
however, been .carried out to completion. 
Thus in practice public investment 
continues to be concentrated in industry. 

The difficulties of applying planning 
decisions in agriculture can also be seen 
from the history of Iraqi agrarian 
reform. The law is an extremely radical 
one. 2.3 million hectares, i.e., about on:e
third of the area under cultivation, have 
been exp['opriated. Only 1,100,000 have, 
however, been redistributed. The rest 
awaits the completion of complicated 
bureaucratic procedures. 

In Syria too the main problems to be 
resolved are irrigation and the improvement 
of farming methods with intensified use of 
fertilizers. In the third five-year plan the 
largest single slice of investment has gon'e 
to the Euphrates Basin Project. This 
should allow the total area under 
cultivation to be increased by about 
640,000 hectares. The Tabq a dam, the 
nucleus of the project, was opened in 1974. 
The smaller-scale Balikh Basin project is 
now also nearing completion. Initially 
this will provide irrigation for about 
25,000 hectares. Later, however, it is 
planned to add a further 41,000 hectares. 

In the industrial field Syria concentrates 
on light industry. Iraq has placed a 
greater emphasis on large scale projects in 
heavy industry. The Syrian manufacturing 
sector is divided into three sub-sections 
(food, textiles, chemicals and engineering) 
each of which is controlled by a separate 
public holding company. (All large 
companies are state-owned). The very 
way irr which this subdivision has been 
carried out suggests the priority given to 

light industry. Even the chemicaLs and 
engineering sector only produces consumer 
goods .(refrigerators, batteries, televisions, 
washing machines, soap) and building 
materials. Until a few years ago Iraq too 
followed a policy of import substitution. 
This led to concentration on light industry 
such as food and textiles. Recently, 
however, a greater emphasis has been 
placed on a few large scale projects in 
heavy industry. In this. field too, 
however, the planner's success rate has not 
been high. In the years up to 1970, only 
50% of planned investment was in fact 
carried out. 'Since 1970 the .situation 
appears to have improved greatly and this 
figure has. risen to an average of 73%. 

Among the main projects completed in 
1973 were the enlargement of the ·Mishray 
sulphur plant to an annual capacity of 
1.25 million tons, the building of a refirrery 
at Basrah and a steel tubes plant. Work 
has begun on building a steel works 
capable of producing 400,000 tons per 
year. In this plant natural gas will be 
used to smelt imported iron ore. Among 
other large scale projects is one for an 
aluminium plant, producing 15,000 torrs of 
sheet metal per year. l;at;er it is hoped to 
build factories building electric generators, 
diesel engines, tractors and other heavy 
vehicles. These ideas r'ep.I1es1ent, however, 
more general Iines of thinking on f:uture 
development than dear- projects. 

We have already mentioned the relative 
importance of the oil sector to Syrian arrd 
Iraqi national income. We should add that 
Iraqi is the world's tenth largest oil 
producer and is 'responsible for 9% of total 
world production. The Syrian ·share of 
world production is, on the other hand, 
negligible. 

The Iraqi oil industry is completely state 
controlled. The main nationalizations were 
carried out in 1972 before natimialization 
became a general trend amongst the oil 
producing countries. The Iraqi action was 
in fact of considerable strategic importance, 
marking a turning point in relations 
between oil producing and oil consuming 
countries. Iraqi demonstrated the 
producers' position of strength. The 
boycott proclaimed by the nationalized 
company failed and Iraqi production fell 
only very temporarily, soon resuming its 
previous g~rowth tPend. Iraqi leaders 
(unlike their counter-parts elsewhere in 
the Middle East) hope that in the future, 



growth in oil production will be very 
rapid. 

Iraqi crude oil is at present sold directly 
by the state-owned }raq National Oil 
Oompany either through long-term ·supply 
agreements with foreign companies or 
alternatively through ·economic cooperation 
agreements with foreign governments. 

The main agreement of the first type is 
that with the French .company CFP, for the 
supply of 14 million ·tons of oil per year, 
ov.er a ten-year period. A less ·important 
agreement has been reached with ENI for 
the supply of 20 million tons, also over ten 
years. 

The main economic cooperation 
agreements are those with Japan, Spain, 
Italy and Yugoslavia. All of these 
agreements are "open". No detailed 
definition is given of the projects to be 
carried out by the consumer countries. 
The agreements with Italy and Yugoslavia 
lay down that Italian and Yugoslav 
companies will ·each be resporrsible for 
projects to a value of 3 billion dollars. By 
the terms of the agreement with Japan, · 
Iraq will receive a credit of one billion 
dollars to be spent on projects, the value 
of which is not stated, to be carried out 
by Japanese .companies. In return Iraq 
has committed herself to providing Japan, 
over a ten-year period, with 90 million tons 
of crude oil and 70 million tons of 'refined 
petroleum products and liquid gas, all at 
market prices. The agreement with Spain 
is for 30 projects in agriculture and 
industry. In return Iraq has committed 
herself to increasing oil supplies to 25 
million tons before the end of 1974. 
Given the lack of details it is impossible 
to .calculate the importance of these 
agreements to Iraqi development. What i's 
certain is that with the ·exception of Iran, 
no country has made a greater effort to 
establish new bilateral relations with the 
importing countries, ·based on industrial 
cooperation. 

The Iraqi and Syrian oil sectors are 
closely linked. A large proportion of 
Iraqi oil 1reaches the :MedJiterranean i:hrough 
a pipeline which crosses Syria as far as 
Horns {the site of the main Syrian oil 
refinery) and then forks with one line 
reaching i:he Mediterranean at ·Hanias, on the 
Syrian coast and the other at Tripoli ,in 
Lebanon. The "Tapline", the 'pipeline 
linking the Saudi Arabian oil fields to the 
Lebanese port of Sidon, also crosses 
Syria. Since 1969, however, the pipeline 
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has heen out of operation. Iraq and Turkey 
are planning .to build a new pipeiHne giving 
Iraqi oil an alternative outlet on the 
.Medi ter.ranean. 

Oil is not the only mineral resource at 
Syria's disposal. Phosphates are also 
produced in large quantities. Production 
began in 1971 with the openirrg of a 300,000 
ton capacity plant. In 1972 and 1973 
annual production stood at an average 
level of about 100,000 tons. In 1974 
production should reach 500,000 and in 
1975 - 1,000,000 tons. 

Both the Iraqi and Syrian populations 
are ·growing rapidly, at more than 3% per 
annum. The working population stands at 
about 1.6 million in Syria and 2.8 million 
in Iraq. There are no precise estimates of 
unemployment but it must be high. The 
number of jobs has risen more slowly than 
population, leading to increased 
unemployment. In the last two or three 
years, however, Syria has reversed this 
trend due to an increase in the size of the 
armed forces and to intensified emigration 
towards the other Arab countries. 

The Iraqi and Syrian balance of 
payment•s (Tables III/30, 31) are both 
dominated by oil; in the former case 
becaus·e oil makes up 95% of all exports, in 
the latter because oil makes up 20% of 
exports and because revenue from the 
pipelines brings in a sum equivalent to 70% 
of total export earnings. 

Iraq therefore has a substantial 
structural surplus on trading and current 
acco11nt. The Syrian trading account, on 
the other hand, suffers from a structural 
deficit. Only since 1973 has current 
account run at a small surplus. The 
Syrian balance of payments thus continues 
to depend on donations from other Arab 
countries and on private capital £lows. 

Syria's most important export is still 
cotton (35% of total exports). Grain and 
meat are also exported. Exports of certain 
industrial products, such as textiles, are 
growing rapidly. 
Iraq's main export is oil, followed by 

dates. The only significant industrial 
export is cement. 

Syria and Iraq's largest imports are food 
and investment goods. However whilst for 
Iraq the latter are dearly the most 
important, (in 1973 making up rrearlv half 
of total imports) in Syria timports of food 
products (25% of total imports) are slightly 
higher than of investment goods (22%}. 
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Table III/30. Iraq: Balance of payments 
(million SDRs) 

1969 1970 1971 1972 1973 

1. Trade balance 602 584 838 585 1,174 
Exports 1,045 1,098 1,538 1,265 1,930 

Imports -~443 -514 -700 -680 -756 

2. Services ~-422 -483 -648 - 82 -385 

3. Current balance (1 + 2) 180 101 190 503 789 

4. Capital account 36 18 -56 -318 8 

private - 24 32 -112 -692 160 

public - 12 14 56 374 -152 

5. Errors and omissions -127 -123 53 - 37 -257 

6. Balance (3 + 4 + 5) 17 - 4 81 148 540 

Source: IMF. 

Table III/31. Syria: Balance of payments 
(million SDRs) 

1969 

1. Trade balance -167.5 
Exports 201.8 

Imports -369.3 

2. Services 97.5 

3. Unrequited transfers 17.9 
4. Current balance (1 + 2 + 3) 52.1 

5. Capital account 2.4 
private 4.2 
public 6.6 

6. Errors and omissions 17.4 
7. Balance (4 + 5 + 6) 32.3 

Source: IMF. 

Western Europe constitutes both Syria 
and Iraq's moS!t important trading partner. 
Its importance as a market for Syrian 
products is increasing. Its share of Syrian 

1970 1971 1972 1973 

-149.4 -210.7 -188.0 -148.6 

196.5 201.0 259.5 288.4 

-345.9 -411.7 -447.5 -437.0 

93.7 134.3 116.2 159.6 

29.9 50.1 76.2 105.6 

25.8 26.3 4.4 116.6 

0.7 31.3 13.3 20.0 

34.7 13.9 1.0 

0.7 3.4 0.6 19.0 

26.4 21.1 17.1 21.0 

51.5 16.1 0.6 117.6 

exports passed from 27% at the end of the 
1960's to 39C)·o in the early 1970's. There 
has been a parallel fall from 37 to about 
22% in the importance of Syrian export's to 



other Arab countries. Western Europe 
provides 41% of .Syrian imports. The 
socialist countries take second place with 
20%. The other Arab countries provide 
14% of the total. 

The pattern of Iraqi exports is tight.Iy 
linked to developments on the international 
oil market. It is fairly meaningless to 
talk in terms of the share of Iraqi exports 
going to different countries, given that this 
changes rapidly from year to year. It 
seems dear however that the Iraqis are 
seeking to diversify market outlets for their 
crude oil which has traditionally gone to 
the countries of Western -Europe. 

Most non-oil exports go to ·the lA.rab 
countries (69% of the total in 1971). In 
1973 however this figure fel.l to 57%. 

On the imports ·side, Westerm Europe li.s 
still of prime importance providing 41% of 
all Iraqi imports. Imports from the 
sociwhst countries aliJ.d .from Japan are both 
falling. This cannot however be seen as a 
long-term trend. In the last analysis, the 
pattern of Iraqi foreign trade depends on 
the greater or lesser degree of success 
achieved by the recently signed economic 
cooperation agreement·s. 

LEBANON, JORDAN AND ISRAEL 

Lebanon, Jordan and Israel form a single 
geographical region. Apart from this they 
have nothing in ·common. The Syrian 
intervention in the Lebanese war could 
have a unifying effect absorbing - in some 
way which today is impossible to predict -_ 
the Lebanese and the Jordanian economies. 
In that case the Syrian pole, which was 
mentioned in the previous ·chapter, would 
have arr ·even greater consistency. Whatever 
the result of the war being fought in 
Lebanon, since VJorld War II, political 
events have so divided these countries that 
their only common economic features are 
their dependency on foreign economic 
systems and their lack of potential for 
autonomous development. Thus, Lebanon 
and Jordan depend on the Arab World and 
belong, economically, to the Middle East._ 
Israel, on the other hand, depends on 
Western .Europe and the United States. It 
is an enclave within and in no way 
belonging to, the region. 

Although Israeli pro-capita incomes are 
easily the highest in the region, in reality, 

there are few similarities between the 
Israeli and the industrialized western 
economies. 
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Her advantages have ma:iJnly been in 
services arrd in superior entrepreneurship. 
She also engages in a very special form of 
craft - diamond .cutting. It is difficult to 
argue that Israel is a vital cog in the 
western capitalist machine. 

Lebanon's role in ·the Middle-East was of 
relatively greater importance. As well as 
being a holiday resort for the Arab elite, 
the country also acted as an important 
financial, trading and service ,centre. It is 
hard to judge whether this specialized 
posi.tion can be restored; or whether dt .can 
survive the war. 

In Jordan's case, so many "if's" .come 
to mind both as to make it impossible to 
foresee the future or even to give an 
evaluation of the present situation. The 
country seems to have stood the loss of ·the 
mos,t ferti1e part of its ten1itory and of 30% 
of its population irr the 1967 war very well 
indeed. Very underdeveloped economies 
are like simple biological organisms, 
composed of numbers of similar segments 
with no functional specialization. Their 
pattern of economic activity is one of 
mutually independent uniform segments 
rather tharr the complex web of 
intedeperndency to be found in advanced 
economies. Like simple biological 
organisms, they often withstand very 
serious damage without undue suffering. 
The early 1970's during which som·e 
embryonic industry came into being, 
showed how Jordan was more affected by 
developments amongst her Arab neighbours 
than by events within her own borders. If 
rumours of large-sca-le copper deposits are 
confirmed this could, in the not too di·stant 
future, prove to be a turning point for the 
country. 

It should be added here that both Jordan 
and Israel's balance of payments depend on 
donations from governments and ·private 
sources abroad. 

Bven here how·ever .the two countries are 
different. Jordan costs her protectors 
relatively little (in 1973, 158 million special 
drawing rights). In the same year Israel 
received more than eleven times this figure 
(i.e., 1,800 million ·special drawing rights). 
In 1972 she received nea·rly 1,000 million. 
In 1974 she should receive 1,500. The 1973 
figure is unusually high but is not ;really 
much more than average. 1,800 million 
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means nearly 600 dollars per Israeli, that is 
to say mor.e :than per capita incomes in 
Egypt, Syria, and Jordan. To look at the 
position in another way, only 58% of 
resources available to the Israelis in 1973 
came from national income. 42% were the 
resu!lt of imports. Only 20% of available 
·resources were exported. 

These figures should be remembered in 
order to avoid slipping into the error of 
looking at economic structures in these 
three countries in the same way as those 
of .any other country. We need always to 
bear in mirrd that we are talking here of 
"political" economies, that is to say, of 

already lost the calm which had made it a 
"Middle-Eastern Switzerland". After two 
or three years of relative stagnation, growth 
was resumed, at a rate of 8% in 1971 and 
6% in 1972. 

The long civil war of 1975-76 has 
seriously damaged the enti·re Lebanese 
economy. Thus it is probable that ·the 
war wil'l not just be a simple break in the 
life of Lebanon. 

The Lebanese economy before the war 
was dominated by the tertiary sector, the 
importance of which was growing 
continually. In 1966, the sector was 
responsible for 59% of gross domestic 

Table III/32. Lebanon: Industrial ongm of GDP (at current prices) 
(million Lebanese pounds) 

1967 

Agriculture 426 
Manufacturing 493 
Construction 196 
Transport and comrnunica tion 329 
Trade 1,161 
Public administration 337 
Other services 879 

GDP 3,821 

Source: Ministry of Planning. 

economies which have been artificially 
manipulated and supported for politicial 
ends. This is hardly surprising in a region 
which has been at war for decades. 

Let us now look at the three countries 
one by one. 

In the past the !Lebanese economy has 
grown rapidly. Between 1956 and 1966 
rrational income grew at a real annua:I rate 
of more than 6%. In October 1966 one of 
the main ·Lebanese banks, the Intra Bank, 
went into a period of crisis. There was a 
general reduction in the credibility of 
Leba~nes1e fin:anoe houses. In the following 
year there was the war. Lebanon has 

1968 1969 1970 1971 

436 432 445 430 
552 609 661 760 
194 216 219 260 
380 383 401 445 

1,360 1,435 1,527 1,756 
358 393 424 453 
995 1,097 1,190 1,346 

4,275 4,565 4,867 5,450 

product. By 1971 this figure had r·eached 
63% (Table III/32). 

Commerce on its own was -responsible 
for one-third of gross domestic product. 
Before the war its development benefitted 
:f:irom the closure of the Suez CaJJial. 

Agriculture's share of national income is 
continually falling. The figure for 1971 was 
about 8%. About 40% of the labour force 
is nonetheless still employed in farming. 
Lebanon's most important agricultural 
product is fruit which in 1966 made up 38% 
of total agricultural production. By 1972 
this had reached 43% ·consisting mainly of 
citrus fruit and apples. The most 



interesting point here is that more than 
half of the former and two-thirds of the 
latter are exported to other Arab 
countries. At the same time however 
Lebanon depends on foreign supplies for 
85 o/o of her cereal needs. This is a very 
high figure even if in recent years it has 
tended to fall. 

In 1971 industry was responsible for 
about 14% of gross domestic product; this 
mainly from light manufactures -
consumer goods and building materials. 

out final processing _of some goods for 
export to the Middle-East in Lebanon. 
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In the years following 1967, industrial 
production grew at an average annual rate 
of 12%. The trend in growth was upwards. 
Between 1967 and 1970 the average annual 
rate was 10 o/o reaching 15 o/o in 1971 and 
16% in 1972. 

Exports of industrial products grew 
even faster, at a rate of 25% per annum. 
The fastest growth was in textiles, 
chemicals and metal ,and timber products. 

Table III/33. Lebanon: Balance of payments 
(million SDRs) 

1967 1968 1969 1970 1971 

1. Trade balance -304 -358 -345 -360 -421 
Exports 203 238 263 306 373 
Imports -507 -596 -608 -666 -794 

2. Services 
3. Unrequited transfers 
4. Current balance (1 + 2 + 3) 
5. Capital account 

private 
long-term 
short-term 

public 
6. Errors and omissions 
7. Balance ( 4 + 5 + 6) 

Source: IMF. 

The most important sectors were the food 
and textile industries, followed by building 
materials and metals. These were 
responsible for about half total capital 
investment in industry. In recent years 
this :S:hare has declined in paral:lel with 
increased economic diversification. 
Chemical, petrochemical, ;paper and timber 
processing p!lants have been set up, 
producing mainly for export to other 
Arab markets. The closure of the .Suez 
canal encouraged the re-exporting business 
and has created new incentives to carry 

234 290 295 312 373 
28 27 28 29 31 
42 41 22 - 19 - 17 
22 82 84 176 267 
1i 78 80 171 262 
5 11 12 13 15 

12 67 68 158 247 
5 4 4 5 5 

20 41 62 157 250 

(In 1973 plywood production rose by 47%). 
Tourism was very important to Lebarion 

and provided 9% of gross domestic 
product. Every year the country was 
visited by more than a million tourists·, 
the majority (65% in 1966, 71% in 1972) 
Arabs. 

These structural characteristics of the 
Lebanese economy are reflected in the 
balance of payments. 

There is a very high level of imports, the 
value of which is equivalent to about 40% 
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of gross domestic product. In 1966 
Lebanon exported only a third as much as 
she imported. Since then exports have 
risen rapidly so as to •stand a littLe more 
than half the level of imports. A deficit on 
trading account is thus a fundamental 
characteristic of the Lebanese balance of 
payments. This deficit is, however, offset 
by large surplusses on services and on 
capital account. 

The last year in which the balance of 
payments (Table III/33) showed an overall 
deficit was 1967. Since then the surplus 
has risen •steadily. This improvement, 
which has affected all items, is most 
visible on short-term capital account. In 
1970 short-term capital movements returned 
to their 1966 level of 150 million special 
drawing rights ( 1966 was the year of the 
Intra Bank crisis). In 1972 they reached 
250 m:i:llion. More recent figures are 
unavailable. It is ex·tremely probable 
however that with increased oil prcies 
thi·s trend has continued. 

Given the steady. balance of ipayments 
surplus, between 1970 and 1973 the value 
of the Lebanese pound rose by an average 
(weighted by imports) of nearly 15%. The 
revaluation with respect to the US dollar 
was nearly double that amount. 

Irr February 1976, despite the war, the 
pound was still strong. This was mainly 
due to unusua!l inflows of foreign currency 
to the participants in the war, before and 
during the fighting. 

Lebanon's main markets were amongst 
the Arab countries. These have not 
however expanded as rapidly as other 
outlets for Lebanese goods. Their share 
of total exports has fallerr from 67.4% in 
1968 to 58.1% in 1972. The EEC's share 
has remained stable at around 12%. The 
US share has risen from 2.3% in 1968 to 
6.1% in 1972, as has that of European 
countries belonging neitheT to the EEC or 
COMECON (from 9.9% in 1968 to 14.3% 
in 1972). 

On the imports side, Lebanon's main 
supplier in 1973 was the EEC (with about 
45% of total imports). ATab countries 
are of much less importance (about 10%) 
arrd their share of imports is slowly 
falling. Imports from other Asian and 
African countries are rising {7.8% in 1968, 
13.3% in 1972). 

In the ·same way as for most of her 
Arab neighbours, for Israel too the 1967 
war had the effect of stimulating economic 

growth. Between 1968 and 1972 the real 
average annual rate of growth in national 
income was 10%. This level of growth 
continued through 1973 up to the 
outbreak of the Yom Kippur war. 
During the first nine months of 1973 
production was 7.58% up on the same 
period the previous year. 

The effects of the October 1973 war left 
a significant mark on the Israelian 
economy, contrary to what happened in 
1967. The uncertain outcome of the 
conflict together with an acute worsening 
in the international situation caused a 
slowing down in the rapid development 
which had previously taken place. The 
most ·serious period of this crisis was in 
1974 when, at the end of the year, the 
Israeli pound was devalued by 43%. 

The structure of Israe1's economy i·s very 
different from that of her neighbours. 
The industrial and mineral sectors provide 
more than 24% of gross domestic product. 
Agriculture's share is little more than 5%. 
If we now include building (nearly 14%) we 
see that ·commodity production makes up 
less than 45% of domestic product. The 
rest consists of .private and public services. 

This extreme weight of the services 
sector is linked to various factors. It 
reflects both the war effort and 
government social policy. It is possil)le 
only on account of Israel'-s high level of 
dependency. {Services, normal:ly, cannot 
be imported. Neither, however, may they 
be exported. Israel .can rely on f~reign 
supplies of goods whilst creating her 
own services domestically. Meanwhile the 
deficit on trading account is offset by 
unilateral transfers of funds). 

Statistics on Israel's industrial structure 
suffer from more than a few gaps. The 
largest sectors are the textiles, the food and 
the diamond cutting industries. ·Between 
1972 and 1973 this last sector grew faster 
than any other. Vehicle production is the 
greater importance of arrimal. :rearing, 
which makes up 40% of tota!J production. 
The most important agricultural product is 
easily citrus fruit, which accounts for a 
little less than 20% of total production. 
Other fruit, greens and vegetables are also 
important. ·Cereals however (about 4% of 
total product~on) are of little significance. 
From a structural point of view then there 
is some similarity with Lebanese 
agriculture. 

Amongst the service indust1:1ies tourism is 



especiaLly important and is on a scale 
comparable to that in Lebanon. rEvery 
year Israel is visited by more than 600,000 
foreign tourists. 

Between 1972 and 1973 the Israeli 
population increased by 33 o/o, much of this 
increase being due to immigration which 
continued to be intense. Irr 1972, .net 
immigration was 42,000 and :Un 1973 ~ _ 
38,000. It should be noted however that 
in both years gross immigration was. 
55,000. This shows a considerable 
outflow. By the end of 1973 the total 
population stood. at 3,300.000. Of these 
about 2.8 million were jews, of whom .less 

the population in the labour force is 
very high ( 49.6% in 1972, 49.8% in 1973. 
In most neighbouring countries the 
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corresponding figure is around 25%. In 
particular the per.centage of the female 
population working is rising rapidly. 

The number of people with jobs is rising 
faster than the labour force (in 1972 by 
5%, by 4% in 1973). Over the last two 
years the rate of unemployment has thus 
dropped to an average level of 2.7%. 
Really. however, it is the population in the 
occupied territories which provides a 
safety valve. The number of people from 
the occupied tenritories working :irn Israel 

Table III/34. Israel: Industrial origin of NDP (at 1972 prices) 
(million Israeli pounds) 

Agriculture 
Mining and manufacturing 

Construction 
Transport and communication 
Trade 
Public administration 
Other services 

Net Domestic Product 

1971 

1,435 
5,315 
3,058 
1,978 
5,160 
4,348 
1,822 

23,116 

1972 1973 

1,557 1,495 
5,932 6,650 
3,511 3,760 
2,209 2,386 
5,547 5,913 
4,548 4,839 
1,940 2,082 

25,244 27,125 

Source: UN, Mdnthly Bulletin of Statistics. 

than half had been born in Israel. If the 
occupied territo11ies with an Arab 
population of about a mil:lion are excluded, 
then Israel proper has an Ara:b population 
of around 500,000. These figures are of 
fundamental importance. ·They show that 
Israel's main resource is, or least has been 
in the past, immigration. 

Given that the growth of the Israeli 
population is largely due to adult 
immigration, the labour force has risen 
even faster (4.2% in 1972, 4.0% in 1973). 
Despite this rate of expansion the labour 
market is characterized by an excess of 
demand over supply. The percentage of 

rose by 55% in 1972 and by 24 o/o in the 
first 9 months of 1973. Most of these 
worked in the building trade or as 
agricultural labourers. 

There can be no doubt that conditions 
in the labour market constitute a serious 
constraint on future Israeli economic 
development. The Israeli economy· 
works at full capacity- it relies mainly on 
humarr resources, used as fully as 
possible. This means that if there was 
ever a lack of these human resources the 
effects on the economy would be 
immediate. Continued hostilities, 
diverting a proportion of the -labour force 
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away from production or a peace which 
deprived Israel of her access to manpower 
~n the occupied .territories, would both have 
an immediate ·effect on production. 

Compared with those of other Middle
Eastern -countries, Israeli exports are 
relatively diversified. In recent years 
indust•rial products' share of total exports 
has been rising, this being due in part to a 
rise in their abso1ute value, in part to a 
faH in •exports of dtrus fruit, Israel's main 
agricultural export. In 1972, 85% of 
exports were of industrial products. It is 
expected however ·that in 197 4 this figure 

without imports of military material. In 
1972 for example, total imports amounted 
to 2,293 million US dollars, of which no 
more than 700 million could be accounted 
for by war needs. 1,500 million were thus 
due to ·civilian imports. The value of 
exports was only 1,212 millions. 

In 197 4 the deficit was even larger than 
in 1972, especially for "civilian trading". 
Demand for diamonds fell due to the 
genera!} economic crisis which has hit the 
countries of the industrialized western 
world. 

Damage from the western economic 

Table III/35. Israel: Balance of payments 
(million US dollars) 

1. Trade balance 
Exports 
Imports 

2. Services 
3. Unrequited transfers 

Private 
Government 

4. Balance on current account (1 + 2 + 3) 
5. Capital account 
6. Errors and omissions 
7. Balance (4 + 5 + 6) 

Source: IMF. 

wil:l fall. Nearly half of all industrial 
exports are of diamonds. The proportion 
of agricultural exports covered by citrus 
fruit varies between two-thirds and three
quarters. 

These ·figur.es 1 however 1 which do not 
take imports of uncut diamonds into 
account, ·exaggerate the importance of 
diamond cutting to the Israeli balance of 
trade. Imports of uncut diamonds usually 
offset mor:e than three-quarter.s of the 
value of diamond exports .. 

The Israeli balance of tTade is in 
substantial deficit, and would be, even 

1971 1972 1973 1974 

-1,224 -1,081 -2,457 -3,020 
997 1,212 1,558 2,000 

-21221 -2,293 -4,015 -5,026 
7 20 - 194 - 329 

768 1,054 2,171 1,674 
773 996 1,383 11050 

5 58 788 624 
462 48 470 -1,681 
692 515 969 11118 

8 59 24 252 
238 527 524 - 815 

crisis is not restricted to diamond exports 
but has affected the whole of Israeli trade. 
52% of Israeli exports go to western 
Europe and 18% ·to the USA. Japan, with 
6% of the total, is also an important buyer 
of Is•raeli goods. 

The EBC is also Israel's main source 
of supply (providing 54% of the country's 
total imports). The USA follows with 19%. 

Despite a deficit the ·situation in services 
differs to some extent from ·that on 
trading account. Most of the expenditure 
her eis due to the war. Without it there 
would be a small surplus. 



We thus see that the balance of trade 
and services is in large deficit. This 
deficit however is offset on current 
account by a massive surplus under 
unrequited transfers at the scale of which 
we have already hinted. Here it is 
sufficient to add that they consist mainly 
of wa~r ·reparations paid by w:est Germany 
and private donations. Until 1973 these 
transfers were sufficient to 1compensate for 
the deficit in trading and services. The 
residual deficit on current account was 
offset by foreign investment and by 
large-scale borrowing abroad. 

Until 1973, the Israeli balance of 
payments ran at a surplus. In 1974, 
however, even without further 
expenditure necessitated by the war, and 
despite an extensive :Blow of donations and 
loans the Israeli balance of payments 
ended in substantial deficit. 

.Perhaps in Israel's case it is meaningless 
to :talk of the ·country's development 
prospects in purely ·economic terms. The 
an economist however the data suggests, 
that, were Israel to return following a peace 
agreement, to those frontiers which ·she 
has accepted on several occasions (that is 
to say, if she kept the Golan Heights, 
Jerusalem and Gaza), she would face an 
extremely serious economic .crisis, recovery 
from which might prove possible but 
certainly not easy. 

A period during which income levels and 
standards of living were visibly lower than 
today, would be inevitable. 

.During the 1967 war Jo1:1dan lost control 
over the West Bank, losing with it 40% of 
her national income, 30% of her population 
and 6% of her territory. One of the 
results has been that no data has been 
compiled on national income trends. The 
only data avai~lable is for the volume of 
production in that part of the country 
which ·the Israelis have not occupied. This 
seems to ~suggest that the East Jordanian 
economy has not suffered unduly from the 
loss of ties with the West Bank. The 
effects of the .conflict between the Amman 
government and the ·Palestinians were 
rather more serious and in 1970 resulted in 
a 1slow - down ·in ·economic gvowth. 
Performance in other years has been 
good. 

The largest sector in the J ordani economy 
is agriculture, which produces about a 
fifth of gross domestic product, employs 
around a third of the population and 
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provides 40·% of the country's exports. 
Given the lack of a system capaole of 
providing permanent irrigation, 
agricultural production depends on the 
rains. Levels of production are 
consequent:ly unstable. The political and 
military situation has hindered the 
extension of modern methods of irrigation. 
To have an idea of how in their absence, 
production may vary from year to year we 
will take the figures for grain production 
(Grain: is Jordan's main agricultural 
product). In 1969 the harvest ·totalled 
159,300 tons. In 1970 this figure fell by 
two-thirds to 55,000 tons, returning in 
1971 to around the 1969 level - 168,200 
tons. In 1972 there was a further 30% 
improvement to 211,400 tons. Then in 
1973 production fell to less than a quarter 
of this level, 50,400 tons. 

The industrial and mineral sector, 
responsible for 12% of national income, 
shows a much higher degree of dynamism. 
In 1971 industrial production increased by 
18.6%, in 1972 by 22%, in 1973 by 10%. 

The main industries are phosphates, 
cement, oil refining and steel. In 1969 
and 1973 phosphate production reached 
the record level of 1 billion tons. 

Cement production and a number of 
light manufactures (food, cigarettes, 
textiles, pharmaceutical products) have 
reacted very positively to new openings in 
neighbouring A!rab ~countries. Accovding 
to ~statistics fQr 1972, Jordan has a labour 
force of 360,000 out of a total estimated 
East Bank population of 1.4 milllion. 42.% 
of the labour force works in public 
administration. Jordan has more 
technicians and university graduates than 
neighbouring countries and continues to 
supply the latter with white collar 
workers. 

The J ordani balance of trade suffers from 
a heavy structural deficit. From 1967 to 
1973 the percentage of imports covered by 
exports varied between 14 and 25%. 
Jordan's main exports are raw materials. 
Before 1970 phosphate, fruit and greens 
made up 70% of all exports. In recent 
years, this proportion has fallen to 60%. 
Exports of industrial products on the other 
hand have expanded rapidly. Cement 
exports, for instance, have risen from 
62,000 Jordani dinars in 1969 to 1,296,000 
dinars in 1973. 

Jordan's mo•st important imports (about 
30% of total) are food. 70% of Jordani 
exports go to other Arab ·countries. A 
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further 14% are taken by Japan and India. 
Jordan's main suppliers of imports are 

the other Arab .countries, the USA and the 
EEC. In 1973 the Arab countries' share 
rose from 17 to 20 o/o, the US A's fell from 
18 to 10%. The EEC's share of the market 
was ·stable at 28%. 

Given the large deficit on goods and 
services the Jordanian balance of payments 
depends on donations from foreign 
governments and on remittances from 
Jordani emigrants, the former being by far 
the most im_portant. From 1969 to 1970 the 
Arab govermnents were Jordan's main 
supporters. In the following years the USA 
resumed its position as chief donor. In 

it is true that the statistics show huge 
differerrces between economic conditions in 
the different countries of the region (annual 
per-capita incomes in Kuwait, for instance, 
standing at close to 12,000 dollars whilst 
the figure for South Yemen is closer to 100 
dollars), it is also true that these apparent 
differences are merely the result of the 
differing weights of the oil agricultural 
sectors in particular countries. The 
boundaries between wealth and poverty do 
not follow the frontiers of states but are 
drawn within each country between the two 
sectors of the economy. In any one of 
these countries per-capita income is 
determined by the relative importance of 

Table III/36. Jordan: Balance of payments 
(million SDRs) 

1971 

Exports 31.9 
Imports -213.3 
Trade balance -181.4 
Net service 19.0 
Net transfers 102.5 
Capital account 19.1 
Errors and omissions 5.2 
Balance 35.6 

Source: IMF. 

1973 Jordan received 80 million special 
drawing rights from the USA, 61 million 
from other Arab countries and 17 million 
from various United Nations agencies. 

THE ARABIAN PENINSULA 

The Arabian peninsula has a population 
of about 16 million. Politically it ris div~ded 
into seven different states, the ones with 
the largest populations being North Yemen 
( 6 million), Saudi Arabia (between 4.5 and 
7.5 million) and South Yemen (1.5 million). 

From an e·conomic point of view these 
political divi·sions are irrelevant. Ahhough 

1972 1973 

43.9 62.4 
-244.9 -278.1 
-201.0 -215.7 

27.9 58.8 
176.2 166.7 
16.3 16.8 
4.4 5.7 

15.0 32.3 

the oil and traditional agricultural sectors. 
In Kuwait there is no traditional 
agricuHure; in South Y·emen, no oil. 

Over 'ihe Arabian .peninsula as a whole 
agriculture is easily the largest source of 
employment (with about ha:If the work for.ce 
and two-thirds of the population in Saudi 
Arabia, higher percentages in North and 
South Yemen and Oman and lower ones in 
the Emirates and Kuwait). 

Relatively speaking the most favourable 
conditions for agriculture are in North and 
South Yemen, especially the former, where 
the :rains are more regular and where the 
climate ressembles that to be found in the 
East African highlands. In North Yemen 



the main agricultural product is coffee, in 
the !South, cotton. The other main crops 
are .cereals, fruit and greens. There is also 
some pastoral farming but only on marginal 
land. 

Progress d:n agriculture is hindered by 
irregular rainfall, by inadequate methods of 
irrigation and by a quasi-feudal system of 
land tenure. Much of the land belongs to 
religious orders - the Waqf. The only 
country to have carried through a thorough 
land reform programme has been South 
Yemen, where religious and other large 
holdings have been abolished. South 
Yemen is also trying to improve the 
irrigation system. To this end four new 
dams are being built. Orr the irrigation 
front, however, it seems as if Saudi Arabia 
has the best prospects. Large underground 
water deposits have been discovered 
(although there are no estimates yet 
available a:s to their precise :size). 

In South Yemen, the Emirates and 
Kuwait, fishing is an important activity. 
Only in the last of these countries, however, 
is the industry organized along modern 
lines. 

!Agricultural production in the Arabian 
peninsula is insufficient to meet the region's 
food ·requirements. The ·shortfall is 
especially large for cereals and animal 
products. 

The gap between incomes earned in 
agriculture and those earned in the oil and 
dependent industries is bound to lead to a 
.flow of population from one sector to the 
other, and to migration between states. 
"Moving to where ·the oil is" is ·common not 
only within the Arabian peninsula but also 
in other Middle-Eastern countries. The 
country most affected has undoubtedly been 
Kuwait. Only 46% of the country's present 
population are nationals. The remaining 
54% are foreigners. 

Paradoxically the huge gap between 
agriculture and the oil ·sector means that 
the "agrioultural problem" in the Arabian 
peninsula is less serious than in the rest 
of the ·Middle East. In one sense the most 
efficient agricultural policy for the peninsula 
is simply the creation of new jobs in other 
sectors of the economy. By the time the 
rural exodus has assumed proportions such 
as to allow agricultural modernization, the 
sector· will have become a purely marginal 
one. If the main activity of the peoples of 
the Arabian peninsula is farming then the 
main activity of their respective governments 
is oil. Oil requires very little labour (in 
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Saudi Arabia - 18,000 men, i.e., 0.3% of the 
population). The great majority of the 
population ·can only benefit from oil revenue 
through an extension of the public ~ector. 
In Kuwait this policy has been earned to 
extremes. Nationals make up on:Iy 30% of 
the labour force, 40% of which is in 
government employ. The government will 
offer a post to any dtizen who requests one 
and even offers many to foreigners. 

It is not our task, in this chapter, to 
describe the development of the Arabian 
peninsula. oil sector, not least because. ~he 
regions' 011 field are so large as to cond1t10n 
the whole world oil industry. Here we will 
mention only two characteristics of the sector 
of especial importance to economic 
development strategy. 

Firstly, the scale of the oil revenues, 
received by these countries is such as to 
make it impossible to invest them all within 
the Arabian peninsula. Even the Middle 
East, taken as a whole, cannot provide 
sufficient investment opportunities. (In any 
case the only part of the Middle Ea:st which 
counts from this point of view is Egypt. 
Syria and Iraq are financially self-sufficient), 

Secondly, the ratio between production 
and reserves is ·such that, especially for 
Saudi A.rabia, the main worry is not that 
reserves should come to an end but rather 
that the oil era will come to an end before 
them. The most recent estimates give 
Saudi Arabia reserves of more than 130 
billion barrels, that is to say, more than 
sixty times 1972 production. Presently 
Saudi Arabia has an excess production 
capacity of 3 million barrels a day. 
Kuwait's situation is different. The 
government has been forced to adopt a 
conservation:ist policy. Production has been 
reduced from three to two million baorrels 
of oil per ·day. Saudi Arabia however plays 
a dominant role. Her importance as an oil 
exporter is bound in the future to inorease 
greatly. 

It should be added at this tpoint that oil 
is not the Arabian peninsula's only mineral 
resource. There are also deposits of coal, 
copper, iron, sulphur, lead, z1nc, silver and 
uranium, mainly located in Saudi Arabia 
and Yemen. The size of these deposits has 
yet to be determined. If these factors are 
taken into account, it is easy to see that 
even if the Arabian .Peninsula and the 
Middle East reach the highest level of 
industrialization ·consistent with the •size of 
their population, the 1Arabian peninsula's 
main role is bound to remain that of 
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exporting raw materials to the rest of the 
world. 

The only valid development strategy for 
the countries of the Arabian peninsula is 
unbalanced g:Dowth, i.e., growth centrled on 
a few, mainly export-orientated, activities. 

This is in fact the line taken by the 
countries in question. Priority has been 
given to investment in oil and oil-dependent 
activities. The biggest outlays have been 
on the purchase of super-tankers and on 
the building of adequate transport facilities 
(including dry docks for repairs), on 
refineries, on basic petrochemical 
production {urea and fertilizers) and on 
other capital and energy intensive activities 
(aluminium smelters and steel plants). 

It is hard to tell how far this process 
of specialization can be pushed. It is too 
early to see the effects on international 
markets. If expansion is rapid, it is easy 
to foresee a ·situation in which there will 
be international excess capacity. There is 
already this sort of crisis on the 
super-tankers' market. The western oil 
companies are reacting with larges.cale 
cancellations of orders. 

As far as integration with the rest of the 
Middle East is concerned, this is dearly in 
the interests of the oil producing ·countries 
of the Arabian peninsula, especially in the 
imports field. Already, whilst nearly all 
exports go to the industrialized countries 
(oil traditionally to Europe and Japan, 
although the USA's share is growing) a 
significant proportion of imports come 
from other Arab countries {22% for Saudi 
Arabia, 8% for Kuwait). 

V. THE IBERIAN PENINSULA 

The origins of the Iberian Peninsula'·s 
(Spain and Portugal's) economic 
backwardness relative to the rest of Europe 
may be trq.ced far back into history. Thus 
to some extent the peninsula is similar, in 
other respects different, from other 
Mediterranean countries. It shares in the 
general backwardnes·s and yet has a very 
different 1evel of social development. It is 
problably this higher level of "human capital 
development" which explains why the 
peninsula is a favoured investment location 
for multinationals in search of low ·cost 

labour. An alliance of foreign investment 
and local entrepr·eneurship has led, in the 
last decade, to the beginning of a process 
of export-orientated industrialization. It is 
not possible however to speak of a Spanish 
or of a Portuguese "miracle". The strategy 
of export-led growth was adopted too late. 
The explosive period of European growth in 
the 1950's was over. Amedcan ·companies, 
facing European and Japanese competion, 
had already begun to search out even 
cheaper supplies of labour in places such 
as Northern ·Mexico, or Eastern Asia 
(Singapore, Taiwan, South Korea). The 
industrialization process in the Iberian 
peninsula has thus p-roved incapable of 
accommodating the massive ·exodus from 
agriculture. The number of emigrants to 
other European countries has thus 
continued to be high, ·especially if one 
considers the size of the populations 
concerned. Between 1969 and 1973 an 
average of 140,600 people left .Portugal per 
year, that is, 1.6% of the 1972 population 
(8,590.000). In the same period an average 
of 104,000 people left Spain, i.e., 0.3% of the 
1972 population '(34,365 ,000). 

GROWTH IN NATIONAL INCOME 

rDuring the last few years Spanish and 
Portuguese growth have proceeded at 
approximately the same rate, that is to say, 
at around 6.5% per annum. In particular 
years there have however been differences. 
For Portugal 1969 was an exceptionally bad 
year; for Spain it was a good one. The 
trend in Portuguese growth is upwa·rds. 
This is not the case for Spain. The same 
holds true of trends in national income 
formation. In both countries agriculture is 
becoming less important. However whilst 
in Spain agricultural production is still 
growing, though at •a •Slower rrate rthan the 
economy at large, in Portugal it seems to 
be falling. In both countries manufacturing 
industry is expanding faster than national 
income, at around 8.5% per annum. Other 
sectors of the Portuguese economy such as 
building and transport and communications 
(counted for statistical purposes as one) are 
growing very rapidly. In the five yeaT·s 
between 1968 and 1972 the former expanded 
by 58.4%, the !latter by 57.5%. Public 
administration and defence are also 
expanding -rapidly. Whether or not defence 
should be included as a ~source of income 
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Table III/37. Spain: Industrial origin of GDP (at 1964 prices) 
(billion pesetas) 

1969 1970 1971 1972 1973 

Agriculture 219.7 224.9 242.6 248.4 262.1 

Mining 16.5 14.8 15.2 16.0 15.9 

Manufacturing 427.2 459.2 483.0 540.0 599.4 

Construction 80.1 82.5 81.5 88.8 96.8 

Transport and communication 94.4 103.1 110.3 120.6 127.2 

Trade 147.0 156.2 163.3 177.7 194.2 

Public administration 66.4 68.3 69.7 72.6 81.3 

Other services 340.5 363.9 385.8 411.7 435.1 

GDP at factor cost 1,391.8 1,472.9 1,551.4 1,676.4 1,812.0 

Source: OECD. 

Table III/38. Portugal: Industrial origin of GDP (at 1963 prices) 
(million escudos) 

1969 1970 1971 1972 1973 

Agriculture 18,450 19,557 18,365 18,444 18,502 
Mining 578 606 683 706 no 
Manufacturing 42,802 46,820 50,507 56,721 61,320 
Construction 6,268 6,607 8,143 9,432 10,104 
Transport and communication 6,978 8,465 9,183 10,079 10,820 
Trade 13,510 13,621 14,924 15,482 16,031 
Public administration 7,862 8,137 8,641 10,072 11,120 
Other services 19,372 20,872 22,392 24,531 25,820 

GDP at factor cost 115,820 124,685 132,838 145,467 154,437 

Source: Instituto Nacional de Bstatisticas. 

is arguable especially in Portugal where the 
military account for 38% of public 
expendi_ture. In Spain, on the other hand, 
sectorial growth has been fairly uniform. 

When we examine Tables III/39, 40, we 
see significant structural differences 

between the two 'countries. Whilst the 
proportion devoted to private consumption 
is more or less the same in both the 
proportion going to public consumption i·s 
higher in Portugal. The rate of 
accumulation (1973) is significantly faster in 
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Table III/39. Spain: Resources supply and demand (at 1964 prices) 
(billion pesetas) 

1969 1970 1971 1972 

Resources supply 1,755.2 1,859.9 1,931.9 2,124.5 

GDP 1,494.1 1,583.8 1,653.9 1,789.5 

Imports 261.1 276.1 278.0 335.0 

Demand 1,755.2 1,859.9 1,931.9 2,124.5 

Consumption 1,133.6 1,184,5 1,225.7 1,312.2 

private 1,012.5 1,052.1 1,084.7 1,162.7 

public 121.1 132.4 141.0 141.5 

Investment 405.1 416.8 410.2 480.9 

fixed 369.5 383.7 377.5 439.4 

increase in stocks 35.7 33.0 32.8 41.5 

Exports 216.4 258.7 295.9 331.4 

Source: OECD. 

Table III/40. Portugal: Resources supply and demand (at 1963 prices) 
(million escudos) 

1969 1970 1971 1972 

Resources supply 170,001 180,456 198,822 216,127 

Gross Domestic Product 127,178 137,258 145,201 157,761 

Imports 42,823 43,198 53,621 58,366 

Demand 170,001 180,456 198,822 216,127 

Consumption 112,610 121,598 132,538 138,078 

private 95,784 103,595 113,380 117,270 

public 16,826 18,003 19,158 20,802 

Investment 22,950 24,977 28,138 33,752 

fixed 22,605 25,052 27,870 33,965 

increase in stocks 345 -75 -268 -213 

Exports 34,441 33,881 38,146 44,297 

Source: INE. 

1973 

2,325.3 

1,932.7 

312.6 

2,325.3 

1,399.1 

1,240.6 

158.5 

554.1 

502.3 

51.8 

372.1 

1973 

226,942 

161,231 

65,711 

226,942 

145,020 

123,400 

21,620 

35,920 

35,728 

192 

44,197 



Spain, where gross fixed investm.ent takes 
up 23.8% of available resources as opposed 
to 15.7% in .Portugal. However, whilst in 
Spain,· between 1968 and 1973, the rate of 
accumulation remained practically 
unchanged, in Portugal there was a tendency 
towards an intensification of the process 
(in 1968 only 12.6% of resources went to 
fixed investment). 

Portugal suffers from a higher degree of 
dependency than Spain. During the last 
years her position: has worsened. Whilst 
exports' share of resources has remained 
more or less corrstant there has been a 
significant increase in the proportion of 
resources which are imported. For Spain 
the foreign sector of the economy is less 
important, although its ·importanoe is 
growing. 

After 1973, following the political events 
which affected Portugal, the economic 
situation of this country worsened. Irr 1975, 
gross national income underwent a real 
contraction of 14%. !Due to the mas·sive 
repatriation of the .colonies, the 
metropolitan population increased by 4.3% 
and per capita irrcome decreased by 
approximately 23%. Unemployment 
reached 14% of the active population 
(including repatriates) ·and industrial 
production fell by 40% ·compared with the 
preceding year. Imports covered by exports 
proved to be just on 55%. Naturally it is 
impossible to say when and how, having 
overcome this difficult moment of change, 
Portugal will resume a normal ecorromic 
development. 

AGRICULTURE 

Agriculture plays an important economic 
role throughout the Iberian peninsula. Its 
importance is slightly greater in Portugal 
(where it is responsible .for 12% of GDP 
and 28.8% of employment) than in Spain 
(where the corresponding figures are 14 
an:d 24.8%). The only two .European 
countries where agriculture is more 
important are Greece and Turkey. From 
an economic point of view the main crops 
are the same in both countries. 

The most important agricultural product 
is wine, of which, in 1972, Spain produced 
26.5 million and Portugal 70 million 
hectolitres. Taken as a who~le the Iberian 
perrinsula is responsible for about 12% of 
world wine production. 
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The second most important product is 
olive oil. In 1972 Spain produced 4.85 
million and Portugal half a million quintals. 
Spain is the wor.Jd's largest olive oil 
producer. 37% of world production comes 
from the Iberian peninsula. 

Cereal growing is widespread. In 1972 
Spain ·and Portugal produced respectively 
45 million and 6 million quintaJ.s of wheat, 
19 million and 5 million quinta~ls of maize, 
43.5 million and 0.5 million quintals of 
barley and 3.3 and 1.8 million quintals of 
rice. 

Animal rearing is of considerable 
importance to Spain. In 1972 the country 
possessed 4.3 million catt:Ie, 7.2 million pigs 
arrd 17.8 million sheep. 

Despite crop and climatic similarities 
Portuguese agriculture is very backward 
example Po['tugurese maize yields were 13.3 
quintals per hectare whereas the Spanish 
figure was 21.9 quintals on nonirrigated and 
48.9 quintals on irrigated land. In Portugal 
rice yielded 37.7 quintals per hectare, in 
Spain 59:1 quintals. Rye yielded 7.3 
quintals per hectare in .Portugal arrd 9.2 or 
20.8 quintals in Spain according to whether 
the land was irrigated or not. 

It is this technological backwardness 
which explains the stagnation of Portuguese 
farming and the gigantic proportions 
assumed by the exodus from the 
countryside. Nonetheless Spanish 
agriculture also suffers from serious 
structural deficiencies. There are less than 
2.3 million hectares of irrigated ·land; 
equivalent to 11.5% of all land under 
cultivation and somewhat less than half the 
area whkh could be irrigated. Irrigation 
is only expanding slowly. If. we index the 
area under irrigation in 1920 as 100 by the 
end of the 1960's this figure had only risen 
to 169. 

Agriculture aJ.so suffers from an irratiorral 
pattern of land distribution. ·More than 
96% of farming units take up less than 40% 
of the area under cultivation. Less than 
2% take up more than 52%. 

EXTRACTIVE INDUSTRIES 

The Iberian peninsula is wel:l endowed 
with minerals. Mining has a long history 
and today is passirrg through what one 
might term a difficult transition period. 
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The richest deposits, which have been mined 
now for a very long time, are approaching 
exhaustion. At the •same time no .one has 
yet completed a serious geological study of 
available resources. The mining industry is 
more or less stagnant~ as it has been since 
the :First World War. 

·Mining is much more important irr Spain 
than in :eortugal, whose only important 
mineral is tungsten. 1972 production 
totaHed 1,769 tons. If one sums this 
with Spain's production of 560 tons, a total 
is reached, equivalent to 5% of world 
production. 

Spain has 1large de:posit1S of fossil fuels 
(9,912,000 tons of coal arrd 3,000,000 tons of 
lignite produced in 1973). There are also 
sizeable deposits of iron ores {3,450,000 tons 
produced in 1973) pyrites (2,163,490 tons) 
mercury (2,087 metric tons) lead (63,840 
tons) and fluorspar (in 1972 490,000 tons). 

Overall ·the Iberian peninsula's mineral 
resour.ces, a:lthough quite large, are 
insufficient to become a motor of economic 
development. ,Despite the size of the 
deposits mining conditions ar·e unfavourable 
and production costs therefore high. 

Nonetheless, if at some future date there 
are further increases in raw material prices 
the possession of domestic sources of supply 
may come to represent a significant factor 
favouring the expansion of the Spanish 
economy. 

MANUFACTURING INDUSTRY 

In both .Spain and Portugal manufacturing 
industry's corrtr:i:bution to gross domestic 
product has now overtaken that of 
agriculture. Judging from industry and 
agriculture's contributions to national 
income, it seems as if the level of 
industrialization is Slimi1ar in both countliies. 
In both cases production in manufacturing 
industry is about 200% that in agriculture. 

If, however, we look at the proportion 
of the economical.Iy active popu~ation 
employed in ·the sectors, a significantly 
different pictur·e emerges. Whilst in Spain 
the number of workers in the manufacturing 
sector is more or less the same as that in 
agriculture, in Portugal the latter absorbs 
41.5% and the former only 21.1% of the 
economically active population. 

Spanish manufacturing industry ex·panded 
particularly rap-idly between 1961 and 1967. 

After a slow·down at the end of the 1960's, 
the early 1970's saw a recovery which ·lasted 
until the oil ·crisis. Taken as a whole 
sectorial production was 36% higher in 
1972 than in 1964. The fastest growing 
industries were traditional manufactures : 
food (+51%), clothing ( +40%) and 
woodworking ( + 42% ). The only other 
sector to grow at a faster than average rate 
was the paper industry ( +38%). The ·most 
techrrologically advanced industries were 
also those which grew the slowest (chemical 
products - + 28% ; vehicle production -
+23%). 

This dynamic ·expansion is reflected in 
the 1972 figures for industry by industry 
production in the manufacturing sector. 
Food '(with 14.5% of total production) and 
textiles and .clothing (with 17%) continue to 
hold their position at the top of the league. 
The third most important sector is metals 
(14.3%) followed by chemicals (11.7% ). 

Spanish industrialization is driven by two 
basic forces: state intervention and foreign 
investment. The state has encouraged the 
process mainly through INI (the Instituto 
Nacional de Industria), established in 1941 
in line with the model provided by the 
Italian state holding, IRI. 1Nl has 
concentrated its investment in heavy 
industry. To date, steel has taken 38%, the 
energy sector 32%. The fotlowing figures 
illustrate the group's importance to the 
rest ·of the Spanish economy. 1Nl controls 
62% of car production (the group has a 
35.22% share in SEAT, in which FIAT has 
an identical share). It controls 38% of steel 
and 33% of electricity production, 35% of 
oil refining, 61% of aluminium arrd 55% of 
coal production. 1Nl is massively involved 
in ship building which is one of Spain's 
(and ·Portugal's) fastest growing industries. 
Taken together, 1Nl companies are 
responsible for 10% of Spanish industrial 
production and 25% of industrial 
investment. 

The second force driving Spanish 
industrialization is foreign investment. .Up 
to 1959 Spanish policy was basically opposed 
to direct investment from abroad. Since 
then there has been a clear upward trend 
in the flow of foreign capital. In 1959 the 
influx of capital amounted to 62 million 
dollars. In 1961 this figure reached 200 
million, in 1965 300 million; in 1969 nearly 
500 million and in 1972 more than 900 
million. <During the last two years there 
has been a slight decline. 

Chemicals took the largest share of 



investment (in any given year between: 59.3 
and 26.3% of the total). Engineering and 
steel came second with between 14 and 
16%. Vehicle production is growing in 
importance, passing from 2.7% of total 
investment in 1962 to 9.2% in: 1973. It 
shou'ld be borne in mind that these figures 
apply to investment in general, and not just 
to investment in manufacturing industry. 
Property investm·ent .for instance took 
fourth place with a share of 8.4%. Most of 
the investment ·came from the United 
States, either directly or via Switzerland. 
The lack of comp!lete daJta is due to the 
fact there exists no statistical •study of the 
scale of foreign investment. Such a s·h1dy 
is at present approaching completion. 
Some observers feel that it will lead to a 
lowering of estimates of the quantitative 
level of direct foreign investment. It seems 
unlikely however that it will lead to any 
doubts as to the qualitative importance of 
the phenomenon, especially from the point 
of view of the integration of the Spani·sh 
with the European and Mediterranean 
economies. State intervention through INI 
is mainly aimed at building up basic 
industry; its objectives are domestic. 
Given the lack of national companies 
involved on international markets, Spanish 
industry's integration with industry in 
neighbouring countries 1argely depends on 
the strategy of foreign multinationals. 
Perhaps the only exception to this rule is 
ship building, which is both Spanish 
controlled and highly active internationally 
(in 1973, 68.5% of production was for 
export). 

To judge the vitality of this process of 
economic integration, entrusted io foreign 
capital, it is thus necessary to look more 
closely at the multinationals' motives for 
chasing to build their plant in Spain. 

.Contrary to what one would assume on 
a priori grounds, low labour ·costs do not 
seem to have been a fundamental factor in 
this choice. In any case, even if such has 
been their role in the past, it is unlikely 
that this will continue io be the case. In 
recent years Spanish wages have risen 
rapidly. Although they are still lower than 
in other European coun.tries, recent 
development·s seem to show that even a 
fascist regime is incapable of controlling 
wages once labour supply begins to decline. 

Average hourly earnings in manufacturing 
industry have risen from 18.60 pesetas in 
34.69 pesetas in 1969 an:d 62.48 pesetas in 
1973. These average figures ·conceal 
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widely differing trends in different 
industries. In other words, there has been 
a significant increase in salary differentials, 
hitting labour-intensive industries 
(textiles, clothing, wood). Given the lack 
of an independent trade union movement, 
this is hardly •surprising .(the government 
may have a very clear interest in the 
creation of an 11aristocracy of labour"). 
As we have seen however, foreign investment 
is concentrated in •sectors (such as chemicals 
and engineering) characterized by a relatively 
high ratio of capital to labour. 

The main factors attracting multinational 
investment to 'Spain must then be sought 
elsewhere. The most important seems to 
be the rapid expansion of the highly 
protected Spanish domestic market, and 
Spain's association agreement with the EEC, 
giving Spanish exports .free aocess to 
Community ·countries. A company which 
invests in Spain: has the broadest possible 
market open to it, broader in fact than if it 
located in the EEC itse:If and broader than 
if it located in other count,ries with similar 
agreements with the Community and yet with 
less dynamic domestk markets. 

Another important factor is the plentiful 
supply (as opposed to the 1ow cost) of labour 
available. In a number of ·sectors the 
reliance of companies operating in Central 
Europe on supplies of immigrant labour from 
the periphery creates serious problems for 
management. Companies have reacted in 
some instances by locating factories dose to 
their labour supply. •For ·Europe's recent 
decision to build a new small ·car production 
plant in Spain appears to be a ·case in point. 

The exi·stence of essential infrastructures, 
and especially .ports, is also a considerable 
attraction. This has been ·especially so 
for the chemicals industry. Plant for the 
production of basic chemicals for export 
outside Europe has been located in Spain . 

It seems therefore legitimate to suppose 
that for ·some years to ·come direct foreign 
investment will continue to provide a driving 
force behind Spanish industry. In the 
long term, however, Spain will probably 
lose her advantages. On the -one hand, she 
will have to reduce her protective tariffs 
against EEC exports;· on the other, the 
potential 1abour supply in agriculture is 
hound, eventually, to be exhausted. 

Portuguese industry seems to reproduce, 
on a reduced scale and with some peculiar 
features of it·s own, the main characteristics 
of Spanish industry. Textiles and clothing 
are the largest manufacturing sectors. In 
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recent years, however, the relative 
imp_ortance of chemic:als, oil refining, and 
capital goods productiOn has been growing 
rapidly. · . 

Portuguese industry's future seems to be 
closely linked to that of a few ·large-scale 
projects begun under Caetano's fascist 
regime. The -largest of these is for the 
area around Sines, today just a fishing 
village on the Atlantic. The ·port is to be 
greatly expanded so as to allow large ships 
to take advantage of its u.nusually deep 
craters. A huge integrated industrial zone 
~s to be built around the port, centred 
around a massive petrochemicals plant 
owned by the Companhia N acional de 
Petroquimica. The total -cost of the· 
project is to be 500 million dollars. 

The ship-building industry is of 
considerable importance and has benefitted 
in recent lears from the dosure of the 
Suez canal and from the growing size of 
freight transporters. There are two main 
companies : Limace and Setanace a Setubal. 
The former began operations in 1967 the 
latter only in 1974. ' 

Portugal has a fairly high level of foreign 
investment. This, unlike investment in 
Spain, is attracted mainly by low labour 
costs which give ·companies an incentive 
to locate a number of :SJmple assembly 
?perations in the country. (Grundig, for 
mstanc~, assembles radios for export to 
the Umted States. The American Timex 
Company assembles watches for sale on 
the European ma1rket). This i·s a v.ery low 
grade form of industrialization similar to 
th::~.t to be found in Singapore, Hong Kong, 
Tmwan, etc. · 

Wage ·levels in Portugal have •been indeed 
very low. Increases have varied 
consid~rably .. from ~ndustry to industry. 
According to ILO frgures for the period 
between 1964 and 1970, the largest 
increases in average dai:ly earnings during 
the period were in the paper industry 
( + 161% ). The lowest increases were in 
metals (54%). There are very great 
·~iff~rences between average daily earnings 
m different sectors. Workers in oil refining 
(who in 1970 received 242.0 escudos per 
day) are paid more than five times metal 
workers' wages (44 escudos per day). By 
European standards all these wages are 
very low. In 1970 oil refining wages in 
I talv were seven times higher than in 
Portugal (where the sector, -compared to 
others, was relatively well paid). In other 
sectors there were even greater differences. 

It seems hardly necessary to point out 
that this situation was due to the existence 
of a fasoist regime. Since the revolution 
wages have been increasing at a rate of 
25% per year. 

The coup d' et at on the 25th of Apri:l 
1974 was followed by a wave of strikes, 
resulting in large increa-ses in wages. 
It is no coincidence that one of the 
companies which put up the longest 
resistance to the new wage demands was 
Timex. If the multinationals -continue to 
take an interest ·in the Portugues•e •economy 
it will no longer be for the same reasons a~ 
in the past. As far as the new government 
is concerned, it ha-s takerr great -care, ih its 
first year of life, to avoid measures which 
might dis·courage foreign investment. The 
Servicio de Apoio ao Investidor, which 
helps foreign companies s-eeking to invest 
in Portugal, has continued its operations. 
The nationalization of banks and insurance 
has affected only national companies. 

THE BALANCE OF PAYMENTS: FOREIGN TRADE 

Spain and Portugal's ba:lance of 
payment•s (Tables III/41, 42) are similarly 
structured. Both ~countries have 
growing balance of trade deficits offset by 
large surplusses on services and foreign 
investment. In recent years both 
countries' basic ba1lance (current account 
+ long-term capital movements) has 
remained in surplus. 

Spain and Portugal's •surplusses on 
services and private transfers are due 
mainly to tourism and to emigrants' 
·remittances. Tourism is especially 
important to Spain. Between 1967 a:ird 
1972 net annual receipts more than doubled 
from 1,110 to 2,245 million dollars. Thus 
in 1972 the deficit in the balance of trade 
(2,254 million dollars) was completely 
covered by this single item. Tourism's 
importance to Portugal is somewhat less. 
Between 1967 and 1973 net annual 
earnings rose from 196 to 280 mil'lion 
dollars. This represent~d a smaller 
increase ( 43%) than that in Spanish 
receipts. Given that in 1973 the deficit in 
the balance of trade was 989 million dollars 
tourism covered less than a third of this: 

Emigrants' remittances are of much 
greater, indeed of fundamental, importance. 
Between 1967 and 1973 they increased 
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Source: OECD. 
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Exports 
Imports 

2. Services 
3. Unrequited transfers 

Table III/41. Spain: Balance of payments 
(million l]S dollars) 

1968 1969 1970 1971 

-1,575 -1,871 -1,874 -1,599 
1,667 1,994 2,483 2,978 
3,242 3,865 4,357 4,577 

885 945 1,293 1,687 
448 532 659 768 

18 4 
448 550 659 772 
242 394 78 856 
313 163 735 401 -
168 138 763 504 
436 481 697 602 
268 343 66 98 
145 25 28 103 

71 231 813 1,257 

Table III/42. Portugal: Balance of payments 
(million US dollars) 

1969 1970 1971 

-SOS -646 -806 
923 1,053 1,199 

1,428 1,699 2,005 
163 223 335 
397 486 656 

4. Current balance (1+2+3) 55 63 185 
5. Capital account 25 172 

Private 5 26 169 
long-term 33 46 81 
short-term 38 20 88 

Public 5 1 3 
6. Balance ( 4 + 5) 5 88 357 

Source: INE. 
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1972 1973 

-2,254 -3,545 
3,812 5,403 
6,066 8,948 
2,050 2,688 

868 1,413 
9 

877 
664 556 
805 1,007 
808 
937 
129 

3 
1,469 1,563 

1972 1973 

-766 -989 
1,589 2,282 
2,365 3,271 

375 437 
824 1,082 
433 530 
70 -210 
30 -190 
46 -112 
76 - 78 
40 - 20 

363 320 
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Table III/43. Spain: Main exports 
(billion pesetas) 

1970 1971 1972 1973 1973 (%) 

Agricultural products 60.1. 64.9 70.1 90.6 29.9 . 
Mining and oil 12.7 12.8 13.0 18.8 6.2 
Chemical products 12.3 15.6 18.1 22.9 7.6 
Leather and skins 3.2 4.3 6.2 7.5 2.5 
Cellulose and paper 5.9 7.5 9.4 10.1 3.3 
Cotton and textiles 8.7 11.2 15.4 16.6 5.5 
Metals and products 13.4 19.0 24.4 32.2 10.6 

Machinery 17.1 22.5 23.9 29.2 9.6 
Transport equipement 15.3 20.9 29.0 35.7 11.8 
Others 18.4 26.9 35.7 39.1 12.9 

167.1 205.6 245.2 302.7 100.0 

Source: OECD. 

Table III/44. Spain: Main imports 
(billion pesetas) 

1970 1971 1972 1973 1973 (%) 

Agricultural products 53.3 62.3 73.7 98.6 17,6 
Mineral products 11.0 12.2 15.5 18.7 3.3 
Oil products 44.1 57.0 63.1 72.9 13.0 
Chemical products 41.1 43.5 54.7 69.2 12.3 
Timber 7.0 7.5 9.1 15.6 2.8 

Cotton and textiles 13.9 14.4 18.9 24.4 4.3 
Metals and products 47.3 34.3 39.7 50.7 9.0 

Machinery 66.7 70.3 90.8 116.5 20.7 

Transport equipment 16.0 10.9 21.5 31.9 5.7 

Others 31.9 35.0 50.6 63.0 11.3 

Total 332.3 347.4 437.6 561.5 100.0 

Source: OECD. 



nearly five-fold, from 211 million to more 
than one bHlion dollars. The value of 
1973 remittances was about half that 
of expor:ts and one-third :that of imports. 
They were in other words ot crucial 
importance to the Portuguese balance of 
payments. Any decline in remittances 
would have immecUate negativ,e effect's on 
the ,Portuguese economy. 

In Spain, emigrants' remittances are on 
a much smaller scale, increasing, between 
1967 and 1972 from 320 million to 599 
million dollars. If, however these figures 
are to be compared with those for Portugal, 
it is first necessary to add those for other 
private transfers, bringing the total up to 
446 miUion dollars in 1967 and 877 million 
in 1972. These new figures are still 
however lower than those in the 
Portuguese balance of payments. 

Foreign capital flows are much more 
important to Spain than to Portugal. 
Between 1968 and 1972 the net annual 
flow of long-term private capital 
increased from 433 to 937 million dollars. 
On the other hand, there was a 
deterioration in the situation with Tegard 
to flows of long-term pubUc capital. A -
surplus of 145 million dollars in 1968 by 
1971 had become a 103 million dollar deficit, 
reduced in the following year to only 3 
million. 

In Portugal there is no c:lear trend in 
capital movements. After a ·record 81 
million dollar surplus in 1971 in 1973 there 
was a 112 mililon dollar deficit. This 
shows clearly the more speculative nature 
of foreign investment in ·Portugal. 

The prospects for the two ~countries' 
balance of payments seem to be very. 
different, this, on account of diverging 
trends in imports and exports. First of 
aU, Portugal's reliance on trade is 
growing far more rapidly than Spain's. 
Between 1962 and 1967 :Po:rtuguese imports 
and exports more than doubled. The 
Spanish inc1:1ease was :Siignifkantly lower. 
Furthermore whilst in Portugal imports arrd 
eX!ports were growing at approximately 
the same rate, in Spain the fastest growth 
was in exports. In 1974 Portuguese 
imports expanded spectacularly leading to 
a deficit in the balance of payments. 

The kinds of goods in which Spain 
trades (Table III/43, 44) reflect the 
industrialization process. 1Between 1970 
and 1973 agricultural and food products' 
share of total exports feU from 39.5 to 
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29.9%. At the same time industrial goods 
(e.g., m·etal products') share rose from 
8.0% to 10.6%, as did vehicles from 9.1 to 
11.8%. The trend on the imports side has 
been similar. The improvement in 
standards of living was reflected in a 
higher lever of agricultural imports (whose 
share of total imports increas·ed, between 
1970 and 1973 from 16.0 to 17.6%) and 
imports of durable consumer goods (motor 
vehicles share of the total increased from 
4.8 to 5.7%). 

Investment goods have kept a large 
share of total imports (20.7% in 1973, that 
is to say, 20% more than in 1970). ·Metal 
products' share has fa:Ilen (9% in 1973, 
14.2% in 1970). This is obviously '.due to 
import substitution. 

In Portugal too the kinds of goods in 
which the country trades are changing 
(Tables III/45, 46). On the exports sid~ 
there has been a significant fall in food 
products' sha1:1e of the total which between 
1968 and 1972 fell form 22.9% to 17.7%. 
Simple manufactures (classified as ~raw 
materials) also fell (from 3·8.7 to 35.4%). 
Machinery and means of transport increased 
from 5.7 to 11.7% of the total. Other 
manufactures' share rose from 10.9 to 
13.8%. On the import side the changes 
were less clear. Between 1968 and 1972 
foodstuffs' share increased from 12.5 ·to 
13.8%. Raw materials and semi-processed 
products fell from 24.0 to 19.9%. 

Manufactures classified as raw materials 
also fell {from 20.1 to 17.6%). ·Ma·chinery 
and means of transport increased (from 
29.9% to 34.1%). 

Spain's main trading partner is the EEC 
which in 1973 absorbed 46.6% of Spanish 
exports and supplied 42% of the country's 
imports. In 1973 the most important 
community members were West Germany 
(11.6% of exports, 13.6% of imports) an:d 
France (12.8% of exports, 10,3% of imports). 
The United States was a}so very important, 
absorbing 15% of 1973 Spanish exports and 
supplying 17.1% of the country's imports. 
OECD members are of only limited 
importance, absorbing only 15.4% of 
exports and supplying 21.4% of imports. 

The geographical distribution of 
Portuguese foreign trade is rather different. 
On the export side, ·Portugal's main trading 
partner is Britain, which in 1973 took 
nearly a quarter (23.7%) of tota.:l export·s. 
Second place is taken by the United States 
with a share of 9.8%. On the imports side, 
on the other hand, West Germany (with 
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Food and beverages 

Table III/45. Portugal: Main exports 
(million US dollars) 

1969 1970 

169.9 177.0 
Raw materials and semifinished products 128.1 162.6 
Chemical products 51.9 69.5 

1971 

182.3 
159.1 
75.0 

Metal and textile products 337.8 335.1 381.8 
Machinery and transport equipment 60.2 79.6 102.2 
Other manufactured goods 93.1 112.2 139.0 
Others 12.0 13.5 12.8 

Total 853.0 949.5 1,052.2 

Source: INE. 

Table III/46. Portugal: Main imports 
(million US dollars) 

1969 1970 

Food and beverages 150.6 180.2 
Raw materials and semifinished products 305.3 342.4 
Chemical products 134.3 158.9 
Textile and metal products 266.5 353.8 
Machinery and transport equipment 386.4 478.0 
Other manufactured goods 52.8 68.7 
Others 0.2 0.3 

Total 1,296.1 1,582.4 

Source: INE. 

1971 

232.9 
370.8 
177.8 
374.8 
580.1 
86.2 
0.4 

1,823.0 

1972 

229.5 
180.4 
84.2 

458.2 
152.4 
179.3 

9.8 

1,293.8 

1972 

306.9 
443.5 
216.2 
392.5 
759.7 
108.2 

0.5 

2,227.2 

1972 (%) 

17.7 
13.9 
6.5 

35.4 
11.8 
13.9 
0.8 

100.0 

1972 (%) 

13.8 
19.9 
9.7 

17.6 
34.1 
4.9 

100.0 

14.5 of all imports) ,tak.es fiks.t place, 
followed by Britain {with 11.5%). 
Portuguese trading relations with non-OE:CD 
countries are of considerable if rapidly 
declining importance. In 1973 non-OECD 
countries took 21% of Portugal's exports 
(35.6% in 1969) and provided 22.8% of the 
country's imports (28.9% in 1969). This 

drop was almost entirely due to the decline 
in trade with the ,colonies. Here, between 
1969 and 1973, exports fell from 27.8% to 
14.7% of total and imports only by slightly 
les (from 15.0% to 10.1% ). 

Trade between Spain and Portugal is 
negligible. The two •countries have a 
competitive rather than a complimentary 



relationship. Spain trades mainly with the 
EEC, Portugal with EFTA. Britain's 
membership of the EEC and the oom·ing 
into force of the commercial agreement 
between Portugal and the Community 
should encourage Portuguese interest in 
the Common Market. This should in its 
turn encourage a higher degree of 
integration within the Iberian Peninsula 
itself. 

VI. GREECE, TURKEY, CYPRUS 

GENERAL TRENDS 

From an economic point of view there 
are few link!s between !Greece, Turkey and 
Cyprus. 

Their economies, like those of most 
Medit·erranean ·economies, are competitive 
rather than complimentary. What is 
mo:re, Cyprus' closes1t l·inks,. f.ur histodcal 
reasons, are with an outside power, Great 
Britain. Nevertheless the region is so 
tightly held together by external political 
.and economic ties, ·so bound in conflict, 
that we have found it useful to present its 
economic profile within the .confines of a 
single chapter. This brings out certain 
homogeneous ·structural .factors which 
migth in the not too distant future prove to 
be important. We will thus· begin by 
describing those development 'trends 
common to a!ll three count.ries and then 
proceed to give a separate analytical 
outline of the structural •situation of each. 

To begin with Greece, we should note that 
although in the last ten years industry has 
expanded fairly rapidly, agriculture. is still 
the main sector of economic activity, 
this despite serious structural problems 
such as the fragmentation of agricultural 
property and technological backwardnes·s. 
Greek farms are generally very small. 
Mechanization is difficult. Their 
productivity is low. Price elasticities 
for tradJitio[lal export crops, such as g.rain, 
toba.cco and o:lives, which make up 40% of 
total exports, are characteristically fairly 
low. 

The aim of the five-year plan for the 
period 1968-72 was to increase the average 
size of farms and to introduce technical 
improvements. This objective was not 
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achieved. Farms continued to be too small 
to be economic. . Producnon -levels were 
disappointing. .Farm worlcers' incomes 
rernamed far below those earned m other 
sectors. The plan had aimed at an annual 
rate of growth in productiOn ot 5.L%. T.ne 
actual growth Tate achieved was only 1.8%. 
The changeover to products w1th h1gher 
price elasticities than traditional crops was 
also n:mch slower than planned. 
Nevertheless in 1972 the growth rate 
accelerated to 3.4%. The projected annual 
rate of growth for the 1973-77 plan is 3.5%. 
Agricultural policy still aims to influence 
the k~nds of products produced and to 
improve the general structure of the sector 
in the direction indicated above. 

In Turkey, on the other hand, the last 
ten years have witnessed far more 
sustained growth in the agricultural sector. 
The Turkish economy as a whole has 
expanded ·extremely rapidly and has gone 
through a number of important structural 
changes. National income has grown at an 
average annual rate of 5.7%, agriculture at 
a rate of 3.3%, industry at 7.2% and services 
at 7.1 %. Rapid industrialization has · 
profoundly .changed the structure of the 
Turkish economy. Agriculture's 
contribution to national income at factor 
cost, measured at current prices, has fallen 
from 48% in 1950 to 28% in 1972. Industry's 
contribution has risen, over the sarrie period, 
from 13% to 23%, as has that of services, 
from 39 to 49%. Many of the raw materials 
used in industrial production come from 
agriculture. Farming is responsible for 
little less than a third of net national 
product and two-thirds of all 
employment. 

Above all, this expansion in agricu1tural 
production, has been extremely steady and 
over the last ten years, has kept up 
with and at times overfulfilled, planning 
targets. The high production levels 
ach~eved in 1971 and 1972 seem to have been 
due partly 1t0 favourable weathetl' oondition.s 
and partly to experiments in the massive 
US'e of fertilizers, machinery and !Ilew 
irrigation systems under the second plan. 
This rapid growth was however in 
production for export. Improvements in 
productivity were not followed by any 
increase in per capita food production. 
The sig1iificant increase in the use of 
fertilizers during the period covered by the 
last two plans, shows the shift away from 
extensive towards highly productive · . 
·intensive farming. Itis largely thiE; shift 
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which lies behind the 11apid dse in 
productivity ·in sugar-beets, cotton and many 
cereal crops. 

nespite these good results, agricultural 
policy still faces serious structural problems 
which need to he ~esolved. These may 
be summarized under four headings : 
Irrigation: the completion of projects 
begun under the two previous plans ; 
Pricing policy : The need for a new policy on 
prices which gives incentives to diversify 
agricultural investment and to modifiy 
traditional production patterns; 
Credit: The fact that since 1963 credit has 
been mainly used to finance large ... scale 
government irirgation projects; the public 
sector has tended to ·concentrate its 
financial resources in plans to increase 
productivity ·through the purchase of 
machinery and the building up of 
i~nfrastructures ; Agrarian re£orm : The 1945 
Agrarian reform law gave only one-quarter 
of the 'land then under cuLtivation to rthe 
poor arrd to the agricultural labourers. 
Between 1947 and 1967 about 2 million 
hectares were distributed to 370,000 
peasant families. The situation :is however 
obscuf!ed by delays in the land Tegistration 
process and by major regional differernoe. 
In the most fertile and best !irrigated 
regions large ... scal!e landed prope•rty has 
survived. 

In Cyprus too agriculture represents the 
backbone of the economy. 35% of the 
economically active population work in 
the sector. 1Food .conservation makes up 
most of the island's industry. 

The ·Cypriot economy suffers from 9ther 
structural weaknesses, the first of these 
being the insecure rrature of the sources of 
income upon which it relies : foreign 
military expenditure and capital transfers. 
The island's mineral resources are 
approaching exhaustion. Finally, it •should 
be noted that 30% of the country's imports 
come from Britain which at the same time 
supplies a market for 60% of Cypriot 
exports. 

Over the last ten years the is:Iand's real 
average rate of growth has been more than 
7% per annum. In 1973 however after an 
extremely serious drought, growth fell 
nearly to zero whilst the rate of inflation 
came close to 8%. 

The drought affected the performance of 
the whole economy. Production fell even 
outside farming. The collapse in 
agricultural production hit the balance of 

payments leading to increa·sed imports and 
to an 8 mi:llion dollar deficit. Employment, 
which up to 1972, had been expandirrg in all 
manufacturing sectors, in 1973 declined. 

The Third Development Plan aims at a 
broader diversification of output, ready 
for Cypriot association with the EEC. 
Agricultural productivity is to be improved 
through an expanded irrigation programme 
and through rationalization of land-holding 
patterns. Farming still suffers from 
over-fragmentation. The average scale of 
enterprise is too small to be econom~c. 

GREECE 

We have seen how in Greece agriculture 
has remained the dominant economic 
activity. In 1972 farming production rose 
by 3.4% (·see Table III/47). The year was 
especiaUy good for wheat. The area of 
land under cultivation increased. The main 
agricultural products are olive oil, meat, 
grapes and milk. 

Production in manufacturing industry is 
also expanding rapidly. Industry is still 
however faced with the problems resulting 
from a weak stf!ucture of ·excessively 
small, family managed businesses surviving 
only with the aid of special credit facilities. 
The 1969 census showed that 41% of Greek 
firms employ less than five people. Such 
small enterprises serve only the domestic 
market and lack the entrepreneurship or 
the financial independence to ,compete 
abroad. More than 90% of total production 
is in fact absorbed by the home market. 
Since the beginning of the 1960's there has, 
however, been no large-scale investment in 
this sector. 

Owing to a fall .:in fofleigrr demand in the 
iron, nickel and aluminium sectors, there 
has been a slow~down since 1972 in 
manufacturing industry expansion. It was 
rapid growth .(26% per annum) in these 
sectors which from 1965 onwards had 
provided the driving force behind Greek 
industry. Growth in non-metallic 
minerals and in a number of oil-derivatives 
also slowed. ,By 1973 however a recovery 
could be detected in basic m·etal 
production. 

Between 1968 and 1972 total gross 
investment grew at a real Tate of 14% per 
annum {·that is to say, faster thaJll .the 
9.9% projection in the plan) (See Table 
III/48). 
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Table III/47. Greece: Industrial origin of GDP 
(million drachmae) 

1969 1970 1971 1972 

Agriculture and mining 56.5 51.9 63.4 65.3 

Manufacturing 61.7 70.8 80 89.5 

Construction 24.2 26.1 29.4 35.9 

Transport and communication 24.8 27.0 30.1 33.2 

Trade 32.8 36.5 40.5 44.5 

Public administration 14.9 15.5 15.5 15.8 

Other services 73.5 79.9 87.9 83.7 

GDP 288.4 317.7 346.5 377.9 

Source: OECD 

Table III/48. Greece: Resources supply and demand 
(million drachmae) 

1969 

Resources supply 306.6 
GDP 288.4 
Net Imports 18.2 

Demand 306.6 

Consumption 234.2 

private 206.2 

public 28 

Investments 72.4 

Source: OECD 

Public and private investment grew at 
more or less the same rate. Private 
investment, however, varied more from 
year to year. 

The largest share (about two thirds) of 
private investment werrt to building. The 
instability of investment in this sector 
explains the 'large annual variations in 
private investment. 

The government has no direct control 

1970 1971 1972 

341.2 369.8 401.4 

317.7 346.5 377.9 

23.5 23.3 23.5 

341.2 369.8 401.4 

253.4 275.6 299.0 

227.7 239.0 250.8 

25.7 36.6 48.2 

87.8 94.2 102.4 

over industry and tends to act through 
incentives and the creation of 
infrastructures. A wide range of financial 
and cash incentives have been used to 
attract foreign and to encourage domestic 
investment. Special incentives have been 
given to firms which are highly labour
intens,ive and to tthose planning to invest in 
depressed areas, thereby increasing 
employment in rural zones. 
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Given that the building sector is, as we· 
have seen, one of the most important 
components of the private· sector, it is 
important to recall a few figures. In 1970 
real growth in the sector was 2.2%. In 
1971 thi·s rose to 13% and in 1972 to 24%. 
These figures include investment in 
infrastructures. Nevertheless there is no 
doubt that most of this investment went to 
private housing. Rising average incomes 
have increased demand in this sector. On 
the supply side, however, there are a 
number of obstacles which have to be 
overcome. In particular there is a lack of 
specialized labour. Bottlenecks have led 
to increased costs and have delayed 
completion of many projects. 

In the services sector, shipping is 
expanding rapidly. This has led to a 
substantial! improvement 'in the balance of 
payments situation. The sector has passed 
the growth targets set in the plan. In 1972 
projected rate of growth was 13%, the 
actual rate 16%. 

The key feature in government policy has 
been the encouragement given to Greek 
ship owners to register their ships in 
Greece. The sector has been able to 
expand thanks to tax and financial 
incentives and new infrastructures. 

Between 1965 and ·1973 the tonnage of 
the Greek fleet doubled. 50% of the fleet 
was registered in 'Greece. 

The toudst industry is also expanding 
extremely rapidly. Between 1960 and 1970 
there was a steady growth in the sector's 
importance in the balance of payments. In 
1972 earnings from tourism made up 36% of 
total income from exports of goods and 
services. 

In 1971 a census was ·carr}ed out of the 
labour force, measured at about 3.3 million 
people, 37% of the total population. 41% 
were employed in agriculture, 18% in 
industry and 34% illl services. The rate of 
unemployment was 1%. Here, however, 
it ·should be pointed out that in recent 
years only through massive emigration has 
the labour supply been kept within 
bounds. Account should also be taken of 
relatively high levels of underemployment 
in agriculture and seasonal unemployment, 
neither of which are included in the 
official figures. 

Betwee 1966 and 1972 increased 
productivity led to wage rises ranging 
from 0.1 to 5.1% per annum. The average 
annual rise over the period was 2.5%. In 

1972 productivity improved by a further 
7.8%. Hourly earnings rose by 8%. The 
increase in unit labour costs was smaller 
than the average annual increase between 
1966 and 1972. 

At least officially, Greece has no 
income poli.cy. Nonetheless the plan 
makes provision for a 32% increase in 
minimum wages for men and a 35% 
increase for women, both to be 
implemented, in three stages, before the 
end of 1975. 

Over the last five years there have been 
considerable changes in the composition of 
Greek exports. 

Manufactured goods' ·sha:re of total 
ex-ports has risen from 23 to 38%. 
Meanwhile agricultural goods' share has 
fallen from 65% to 49%. Nonetheless, 
between 1968 and 1972, the ·Greek balance 
of payments (Table III/49) ··was 
characterized by a growing trade defidt. 
This deficit, which in 1971 stood at 1,320 
million special drawing rights, was due in 
part to a 14% increase in imports, in part 
to stagnating export·s, caused as we have 
already seen, by a drop in foreign demand 
for iron ore. Import elasticities proved to 
be very high. Between 1968 and 1972 
imports grew at an annual rate of 16%. At 
least some of the trade deficit was, 
however, offset by invisible earnings, 
which grew at a rate. faster than exports. 
The most important items were transport 
(14% per annum), tourism (18%) and 
emigrants' remittances ( 14%) . The increase 
in ·remittances was more than the 
projected value in the plan (7% ). Tour.ism, 
however, grew slower than the .planned rate 
(25% per annum). 

TURKEY 

We have already seen how Turkey, too, 
is passing through a phase of rapid ·change 
in the agricultural sector and intensive 
industrialization (Table III/50). 
Agriculture still plays a dominant role in 
the economy, employing two-thirds of the 
labour force and providing about one-third 
of gross national product. The area under 
cultivation i·s 54 million hectares. Half this 
area is planted with cereals which provide 
one-quarter of agricultural value add-ed. 
Patterns of p-roduction reflect regional 
differences. The most productive areas 
are orr the coast. 



·· table III/49. Greece: Balance of payments 
(million SDRs) 

1968 1969 1970 

1. Trade balance - 784 - 904 -1,093 
E:x:ports 465 530 612 
Imports -1,249 -1,434 -1,705 

2. Services 719 788 949 

3. Unrequited transfers 194 241 267 

4. Current balance (1 + 2+ 3) 259 357 411 
5. Capital account 271 328 369 

private 203 222 318. 

public 68 106 50 

6. Errors and omissions 6 29 14 

7. Balance (4 + 5 + 6) 18 0 28 

Source: IMF. 

Table III/50. Turkey: Industrial origin of GDP 
(million Turkish liras) 

1968 1969 1970 

Agticu,lture 30,319.9 32,376.6 37,968.4 

Mining and manufacturing 20,320.0 22,582.8 25,441.4 

Construction 7,320.0 8,332.3 9,463.1 

Transport and communications 6,895.8 7,494.1 8,377;8 

Trade 
Public administration 10,480.3 11,387.4 13,323.1 
Other services 22,534.0 25,397.4 29.089.0 

Gross Domestic Product at Factor Cost 97.870.0 107,570.6 123,662.8 

Source: OECD 
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1971 1972 

-1,320 -1,480 

625 769 
·-1,945 -2,249 

1,292 1,454 

317 373 

345 399 

520 870 

324 524 

196 346 

1 - 23 

176 448 

1971 1972 

46,989.6 52,893.1 

33,812.7 43,549.3 

10,031.4 12,330.6 

10,219.8 12,106.6 

20,029.5 25,530.2 
36,556.6 44,065.6 

157,639.6 190.475.4 

Between 1950 and 1972 value added in 
agriculture grew at a rate of 3.3% per 
annum, a good performance when 
compared with the world average rate of 
2.7%. At the. beginning of the 1950's 
growth was due to inc-reases in the area 

under cultivation. In the 1960's however, 
this pattern began to .change. Increased 
production of many crops (such as cotton 
and beets) was due much less to increases 
in the area planted than to increased 
productivity. Over the last ten ye~rs a.rable 
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land has gained in importance over pastoral 
faTming, although cereals have been in 
decline. 1Between 1962 and 1972 
agricultura:I production grew by 44%. It 
is thought that in the future the area 
under cultivation: will continue to expand 
at a rate of 0.5% per year. The real 
development of farming will however 
depend on productivity increases on land 
already farmed. 

Although the "dirigiste" approach 
adopted by the government had led to a 
certain degree of growth, by the beginning 
of the 1950's, the industrial sector was 
still relatively small. Aocording to the 
1950 industrial census, the private sector 
produced 54% of value added and provided 
work for 64% of the industrial labour force. 
At the same time, however, public 
companies, on account of their size, 
their market power and their financial 
capacity, dominated the national economy. 
103 public companies generating value added 
to the sum of 4.1 million Turkish Hras, 
were responsible for 58% of industrial 
output. 2,155 private companies were 
responsible for 42%. 

Broadly speaking, industrialization in: the 
period from 1950 to 1970 may be divided 
into three phases. The first phase, from 
1950 to 1962 was dominated by a trend 
towards import substitution. This task 
was entrusted to state companies. There 
were special development projects. New, 
large scale companies were created. Aided 
by a stringent policy of protectionism and 
by the 'Setting up of a Turkish industrial 
development bank, the private sector also 
grew rapidly. 

The second period, from 1963 to 1969, 
was similarly .characterised by import 
substitution. At the same time, however, 
an: active effort was made to strengthen 
exports and to improve efficiency in the 
nationalized industries. The third period, 
from 1969 to 1973, was marked by 
devaluation in 1970 and by an increase in 
emigrants' remittances, that is, by increased 
Turkish earnings abroad. 

Thus in 1973 industrial production ·rose 
by 23%. The corresponding figures for 
1950 and 1960 were 13 and 17% respectively. 
In 1972, 85% of industria:! value added was 
generated in manufacturing industry. 

Industrial growth, which during the 
1950's had been slow, speeded up in the 
1960's. The first and second plans gave 
priority to industrialization. During the 

first plan the average annual rate of 
industrial growth was fixed at 10.5%, duTing 
the 1second at 9.8%. The growing 
importance of manufacturing industry may 
be seen from its .rising share of total 
investment. In the last ten years this has 
increased from 24 to 32%. 

The expansion of the manufacturing 
sector has not, however, led to any 'parallel 
growth in employment. New work is 
appearing only very slowly. In 1962 there 
were 8% more jobs than in the previous 
year. By 1972 the annua.:l rate of 
·expansion in employment was still only 
11%. The general expansion of the labour 
force has been characterized by a fall in 
employment among young people (between 
15 and 25) and women. The mature labour 
force is relatively stable. The lack of job 
opportunities explains the fall in the ·~ize 
of the labour force relative to the 
population at large. In 1962, 44% of the 
population worked. By 1972 this had fallen 
to 38%. 

The strategy for development laid down 
in the plan gives a greater emphasis to rapid 
growth and to labour productivity. than to 
employment. Although there has been an 
increase in: the -rate of expansion of 
employment in industry this has been 
insufficient ·to completely absorb the 
labour force. Available estimates of 
unemployment are not very reliable, being 
influenced by seasonal unemployment and 
by underemployment. ,Em•igiration has had 
a signifkan:t ·effect in limiting the labour 
supply and in reducing the demand for 
jobs. (Since 1966 about 700,000 Turks have 
gone to work abroad). 

Ther·e is nothing in the thh:d plan: likely 
to change the Stituation on the labour 
market. The emphasis is still on capital 
intensive industry. In the medium-term 
therefore unemployment is expected to 
rise. This is the inevitable price which must 
be paid if there is to be rapid economic 
growth and if the government is to achieve 
its target of full employment by 1985. 
According to calculations in plan, by 1977 
unemployment should have reached nearly 
2 million. 

In recent years oentral government has 
had an extremely important role in the 
Turki,sh economy. State ·expenditure has 
risen from 15.9 to 23.2% of gross national 
product. 

At this point it is worth giving a little 
attention to the problem represented by 
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Table III/51. Turkey: Balance of payments 
(million US dollars) 

1969 1970 1971 1972 1973 

1. Trade balance -264 -360 - 494 - 678 - 782 
Exports 537 588 677 885 1,317 
Imports -801 -948 -1,171 -1,563 -2,099 

2. Services - s 4 21 44 79 
3. Unrequited transfers 48 185 351 626 1,199 

4. Current balance (1 + 2 + 3) -221 -171 122 8 496 
5. Capital account 249 315 345 275 341 

private 44 92 72 82 129 
public 205 223 273 193 212 

6. Errors and omissions 105 - 6 121 360 240 

7. Balance (4 + 5 + 6) 133 138 344 627 1,077 

Source: OECD. 

Table III/52. Cyprus: Industrial ongm of GDP (at current prices 
(million Cyprus pounds) 

1972 

Agriculture 48.6 
Mining 9.5 
Manufacturing 32.5 
Construction 23.0 
Transport and communication 25.8 
Trade 41.5 
Public administration 17.1 
Other services 66.1 

GDP at factor cost 264.1 

Source: IMF. 

state enterprise, set up and developed by 
the government less for doctrinal than for 
pragmatic reasons, dictated by the 
urgency of the economic situation. The 

Rates of change 
1972% 

1970 1971 1972 

18.4 -10 30 7 
3.6 2 -15 -11 

12.3 10 15 
8.7 17 17 
9.8 13 18 

15.7 4 17 
6.5 4 13 

25.0 11 7 

100 6 15 

main lines of action were suggested by 
Italian, Russian and ~German experience. 
State enterprise came into being on 
account of the failure of the Turkish 

16 
16 
12 
11 
27 
14 

11 
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managerial and entrepreneurial class, during 
the early years of the Republic, to live up 
to the expectation~ of t_he ·country's 1politica:I 
leaders. Local private enterprise lacked 
completely the necessary· management 
ability. and entrepreneurship to. take 
advantage of the generous incentives 
offered by the government. As a result . the 
government turned to a strategy of massive 
investment in industry and transport and to 
a lesser extent 'in agriculture, trade and 
services. 

The expansion of the pubHc sector met 
with serious financial difficulties, 
particularly in: mining and transport. It 
appears however as if between 1969 and 
1972 there was an improvement in the 
situation. 

The Third Pian (which covers the present 
period) is especial:Iy ambitious with regard 
to state enterpris·e. It is proposed to carry 
through a general reform of the mixed 
economic system tried out in recent 
years. The failings of the system, from 
an organizational, financial and marketing 
point of view, are dearly pointed out. 

During the second world war, Turkey 
enjoyed a balal)ce of payments ~urplus. 
This allowed her to accumulate substantial 
gold and foreign currency reserves. ··From 
the time of the . war up until 1970 the 
balance of payments was characteri2led by 
a chronic deficit on trading account. 
During the 1950's the average level of the 
aeficit was about 120 mhlHon do!lla:rs per 
annum. In the 1960's this rose to 180 
million dollars (Table III/51). 

Over the period in question Turkish 
foreign trade .. and foreign trade policy were 
marked by this structural dis·equilibrium. 
Tight controls of various kinds were placed 
on trade. During the early 1950's there was 
a period of relative 1ib~ralism foUowing 
Turkey's joining of the European 
Payments Union. After the 1958 
stabilization programme and devaluation, 
the period from 1959 to 1926 saw something 
of a relaxation irr import controls. 
During the 1960's however they were again_ 
tightened. Afeter a further devaluation in 
August 1970 and a new stabilization 
programme, the system was again relaxed. 

The lack of equilibrium in the balance of 
trade during the 1950's and 1960's was 
mainly due to rapid growth in demand for 
imports (due in its turn to increased 
investment requirements and higher 
imports of raw materials and maintenance 

equipment) and stagnation in exports 
(caused by inelastic demand for traditional 
Turkish products and the fa~lure to 
develop new, more readily niarketable 
ones). 

Certainly the balance of payments was 
affected by inflation, by poor 
entrepreneurship and by outflows of 
capital. Attempts to remedy this situation 
through the use of quantitative controls to 
eliminate the balance of payments effects 
of inflation and increased demand rather 
than through adjiustments to the exchange 
rate, led to a major liquidity crisis and, 
-during the 1960's, to an intolerable mix of 
long and short term liabilities. 

Controls have however beerr effective 
in reducing the overall volume of imports 
and in allocating scarce foreign currency 
resources to investment rather than to 
finished consumer goods. 

CYPRUS 

Let us take a detailed look at the main 
structural features of the Cypriot economy. 

The effects of the 1973 drought on 
production have already been mentioned. 
Agriculture is t1~uly the activity upon which 
all else depends. Its importance becomes 
clear when it is borne in mind that Cypriot 
light industry relies on agrkultural imputs. 
Since 1960 exports of agricultural produce 
and conserved food have quadrupled. The 
main market is Britain which absorbs as 
much as 90% of exports such as potatoes, 
carrots, grapes, and so on. Cypn1s also 
exports to the USSR, West Germany, 
Czechoslovakia and the Netherlands. 

The most important crops are citrus fruits 
and potatoes. In 1971 the total value of 
agricultural exports reach.ed £24m of whkh 
£12m were of citrus fruit, £4m of potatoes 
and £3m of wine. Irr recent year·s great 
efforts have been made to diversify. At the 
same time large scale projects have been 
begun to expand animal rearing and to 
improve the water supply (which at the 
moment is ooor). Attempts to begin a 
process of industrialization and to develop 
small industry have not given the results 
hoped for or at least have not succeeded 
in shifting production away from 
agriculture, which still generates 20% of 
gross domestic product (see Table III/52). 
In 1971 gross agricultural production 
totalled £56m. The corresponding for 



1966 was only £38m. 
One of the main goals of the Third Five 

Year Plan (for the period from 1972 to 
1976) is the development of manufacturing 
industry. 

Cyprus has recently negotiated wlith the 
Unuited Nations a five year technical 
assistance programme and a programme to 
promote exports of manufactured goods. 
The development of manufacturing industry 
is intended to lead to the substitution of 
domestically produced for imported goods. 

This is natural enough if the country's 
resources are to be exploited. If, however, 
manufacturing industry is to eXJpand at 
the desired rate, it must necessarily turn 
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Salaries are relatively low, compared with 
the rest of Europe. These factors, combined 
with government policy of encouraging 
foriegn investments in those sectors where 
the local capi.tal marlC'et is incapable of 
providing sufficient funds, are attracting 
large quantities of outside capital to 
Cypnts. (This capital is invested both in 
industry satisfying local demand and in 
the ·exports sector). 

From 1959 to 1972 the balance of payments 
was in surplus (Table III/53. A deficit on 
trading was offset by a surplus on capital 
account. 

In 1972 the value of exports rose by 6%, 
though this was due to rising prices. 

Table III/53. Cyprus: Balance of payments 
(million SDRs) 

1969 

1. Trade balance - 88.5 
2. Exports 92.2 
3. Imports -180.7 
4. Services and net transfers 78.7 
5. Current balance 9.8 
6. Capital account 28.8 
7. Balance 19.0 

Source: IMF. 

towards the ·export market. The present 
expenditure of effort in manufacturing has, 
as its objective, the development of those 
sectors with the greatest change of 
penetrating foreign markets. In the future 
Cyprus' associate membership of the 
European Community may prove of 
considerable benefit to Cypriot exports, 
which will be able to profit from 
preferential tariff rates. 

The Cypriot entrepreneurial class is much 
more· active and better endowed with 
managerial talent than its counter-
literacy rate and the degree of mobility of 
the labour force are higher than in under
developed countries. 

1970 1971 1972 

-107.3 -120.5 -147.1 
99.1 106.3 112.6 

-206.4 -226.8 -259.7 
86.2 104.6 123.8 
21.1 15.9 23.3 
50.3 65.9 46.1 
29.2 50.0 22.8 

Imports on the other hand rose by 14%. 
Most of this increase was due to an 
increase in the volume of imports. 
Consumer goods' share of imports, which at 
the beginning of the 1970's had faHen, began 
to rise again. By 1973 it had reached 35%. 
Much of this boom in imports could be 
attributed to the expansion of the tourist 
trade and to the pressure of domestic 
demand. The figures show a close 
correlation between variations in the real 
value of imports (that is to say, the current 
value deflated by an import price index) 
and real national income. 

Given the country's position this high 
degree of correlation is hardly surprising. 
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Imports of consumer durable·s, raw 
materials for industry and construction 
work and capital goods 1nade up about 
70% of the total. 

In 1973 public expenditure was 
deliberately increased. The authorities' 
main aim was to counteract the effects of 
the drought. They hoped to expand 
public spending without giving rise to 
inflation. At the time taxes were increased 
on a large number of consumer goods. 
Income tax was increased. 

In recent years government expenditure 
has risen faster than revenue. Spending 
on development has increased enormously, 
passing, it is estimated, from 4.4 to 6% of 
nationa:l income. 

The budget surplus of the 1960's has in 
recent years been replaced by a deficit. 
The 1972 deficit of 4.7 million Cypriot 
pounds was financed by foreign loans and 
by funds from the domestic market. In 
recent years the treasury has made a steady 
policy of borrowing more than sufficiently 
to ·cover the deficit. 

VII. THE BALKANS 

HOMOGENEITY AND DIVERSITY 

Within the ·Balkan peninsula, the 
Bulgarian, Rumanian and Yugoslav 
economies, despite having evolved in 
different directions ov.e:r the laSit twenty 
years,· still have extremely similar structura:l 
characteristics. 

The Balkan geographical region is in an 
intermediate position between the countries 
of the third world and those with more 
highly developed economies. The 
agricultural sector is still very large, 
employing 52% of the economically active 
population in Yugoslavia and Rumania and 
42% in Bulgaria. Per"'capita incomes (852 
dollars per annum in Rumania, 612 in 
Bulgaria and 492 in Yugoslavia) are below 
average European levels. Yugoslavia, 
furthermore, has marked differences 
between the rich•est republics, Slovenia and 
Croatia, where per-capita incomes stand 
respectively at $900 and $624 per annum and 
the underdeveloped areas of Macedonia, 
Montenegro and Kossovo, where average 
yearly incomes are below $300. 

Even from a purely quantitative point of 
view the performance of the Rumanian, 
Bulgarian and Yugos·lav economies has been 
remarkably similar. Between 1950 and 
1970 the industrial sector developed much 
faster than the agr:ku!ltural sector. In ail 
three count·ries industrial production has 
increased eleven-fold. Agricultural 
production on the other hand has increased 
by about 110% in Rumania, 130% in 
Bulgaria and 200% in Yugoslavia. Net 
material product was seven times higher 
in Yugoslavia, six tlimes higher in 
Rumania and five-times higher in Bulgaria, 
at the end than at the beginning of the 
period. Yugoslavia's exceptional results 
should he attributed mainly to rapid 
growth in tourism and the hotel trade. 
The fastest rates of expansion were 
achieved in the years between 1953 and 
1962, during which period the average 
annual growth rate 'I'·eached 8.5%. 

If then we take a broad perspective, 
based on traditional indicators such as the 
relative importance of the agricultural 
sector, pro capite incom·e levels, and rates of 
real growth, we can say that there exists a 
pattern of growth common to all three 
countries. 

In realty however the components of the 
regional economy have acquired their own 
autonomous characteristks, in particular 
with regard to the institutional organization 
of .production, their international position 
and the composition of national product. 

During the first years of the post-war 
period all three countries adopted a policy 
of rigidly centralized economic management. 
Quantitative production t·argets .for 
individual ·enterpdses were laid down in 
the plan. Although the CMEA (Council 
for Mutual Economic Assistance) did not 
yet exist (it was set up in 1959) there was 
llittle trade with the West .. Planning strategy 
reflected the need to integrate the Balkan 
economies with those of Eastern Europe and 
the Soviet Union. 

Domestically the emphasis was placed on 
the development of heavy industry at the 
expense of consumer goods production. 

Yugoslavia was the first of the Balkan 
countries to move away from this model 
towards economic de-centralization. At 
the same tim·e "workers •self-management" 
was introduced as a metrod of factory 
administration. There was a shift towards 
trade with the western countries, especially 
those in the 1Mediterranean basin. 



Meanwhile domestic production of durable 
consumer goods, such as cars, was expanded. 

Rumania, on the other hand, has made 
no major adjustments to the centralized 
planning system. On the ·contrary, by 1970 
the socialized sector of the economy was 
responsible for 96% of net material product. 
Priority is still given to primary industry 
(cement, steel etc) to production goods and 
to oil derivates (the count~ry is rich in oil). 

Rumania has however won a degree of 
economic independence from the other 
Eastern European -countries. ·Despite her 
membership of the OMEA she has always 
rejected proposals for economic integration 
incompatible with the tnat:ional interest. 
Similarly she has never accepted trading 
or economic co-operation agreements with 
CMEA countries when it was possible to 
make more advantageous deals outside the 
organization. 

Of these three countries Bulgaria has 
been the most faithful to the CMEA system 
of alliances and economic ·co-operation. 
The composition of her national product 
and her instituzional framework have never 
deviated from the Soviet model. 

It can be s:een then that there has been 
a growth in internal differentiation within 
the Balkan area. Yugoslavia's ·economic 
and ·cultural links are with the 
Meditenranean, in particular with Italy. 
Bulgaria is strengthening her integration 
within the Soviet bloc. Meanwhile Rumania 
is following a strategy of diversifying her 
international trade and of safeguarding her 
national sovereignity at all costs. 

POPULATION, CURRENCY AND INCOME 

In 1971 Yugoslavia had a ;population of 
20.5 million, on a surface a~rea of 256,804 
square kilometres. The respective figures 
for Bulgaria were 8.5 million and 111,912 
square kilometres, for Rumania 20.4 million 
and 237,500 square kilometres. 

The Yugoslav national currency is the 
Dinar. After a series of devaluations (which 
became ·particularly frequent after 1972), at 
the .end of 1974 the rate of exchange was 
16.5 dinars to one ddllar. 

The Bulgarian national ourrency is the 
Lev. It is hard to quote an exchange rate 
giving a realistic idea of purchasing power 
in terms of Western currency. The official 
base rate in 1973 was 0.94 Lev to the dollar, 
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the tourist rate was 1.65 Lev to the dollar. 
In June 1973 the baack market rate for one 
US dollar was 2.7 Lev. 

The Rumanian national currency is the 
Lei. In J urre 197 4 the official exchange 
rate was 4.97 lei to the dollar. · In June 
1973 1 dollar on the black market was 
worth 24.8 Lei. 

All these countries use the national 
accounting technique developped in the 
socialist ·countries. The main difference 
between these techniques and those usually 
used in the Wes.t is that certain services ar·e 
not counted as productive activity. 

The aggregate coming Olosest to the 
Western concept of national income is net 
material product (NMP). This is defined 
as the tota1 value of goods and productive 
services, including indirect taxation, 
produced by the economy. Those services 
which make a direct contribution to 
production, such as transport and 
communications, are included within NMP. 
Others such as defence and personal service 
are excluded. 

Table Ill/54 shows NM·P per sector of 
economic activity. This table shows up 
what was stated early about the 
homogenerity existing between the three 
countries' productive structures. Note 
should be taken of the importance of the 
Yugoslav hotel and tourist sector which 
together with trade is responsible for 20% 
of national N'MP. 

In Bulgaria the agricultural sector is 
responsible for a greater share of NMP 
than that in the other two countries. 
Agriculture nonetheless employs a smaller 
proportion (39%) of the economi.cally 
active population than in either Yugoslavia 
( 45%) or Rumania ( 49%). This 
demonstrates the relativ·ely high degree of 
efficiency which has been achieved. 

Industry's role in .the .formation of national 
income is a dominant one especially in··· 
Rumania where it produces 57.1% of :NMP. 
The ·corresponding figures for Bulgaria and 
Yugoslavia are respectively 50.8% and 
36.2%. Extractive industry is included. 
This gives an advantage to Rumania which 
has extensive oil fields. 

There are no major differences in the way 
in which the three countr.ies make use of 
available resouces (See Tabl1e III/55). In 
Rumania investment takes a slightly higher 
percentage of .NMP than in the other two 
countries (30% with respect to 29.7% for 
Yugoslavia and 27.2% for Bulgaria). 
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Table · III/54. Yugoslavia, Bulgaria, Rumania: Industrial origin of 
Net National Product (%) 

Yugoslavia Bulgaria Rumania 
(1972) (1971) (1972) 

Agriculture 20 23.7 21.7 
Mining and manufacturing 36.2 50.8 57.1 
Construction 8.9 9.2 8.5 
Transport· and communication 8.8 7.3 5.6 
Trade 20.3 (1) 5.8 

Other services 5.8 3.2 7.1 

Total 100.0 100.0 100.0 

(1) Includes tourist industry. 

Source: The Economist Intelligence Unit Ltd. 

Table lii/55. Yugoslavia, Bulgaria, Rumania: Resources supply and demand 

Yugoslavia Bulgaria Rumania 
(1973) (1972) (1971) 

million % million % % 
dinars le vas 

Investments 43.8 29.7 . 3,088 27.0 30 
Consumption 90.6 61.3 8,490 75.5 

private 76.9 52.0 8,052 

public 13.7 9.3 438 70 
Net Exports 13.2 9,0 -336 -2.7 

Net material product 147.6 100.0 11,242 100.0 lOO 

Source: see Table III/54. 

PLANNING AND ECONOMIC REFORM 

All three countries in the Balkan area 
have five year plans showing economic 
priorities for the period in question. In 
Bulgaria and Rumania these p~lans are 
binding. The Yugoslav plan, however, does 
nothing more than provide guide lines to 
decision-makers. 

Yugoslavia has in fact abandoned all 
direct state intervention in the economy. 
In pxactice the only 1neans of -control left 
to the government are monetary and to a 
lesser extent fiscal policy. Even budgetary 
planning has a limited influence. The only 
sectors in which centred government 
controls expenditure are defenc·e and 
adininistration. The other sectors are the 

~· 



responsibility either of the individual 
republics, of local government or of other 
socio-political. bodies. Investment funds, 
for example, are mainly administered by 
banks outside the . state system. The 
national investment programme covers only 
a limited number of projects. · 
· The basic principle on which the system 
is founded is that worke1rs .control over :the 
economy should be exerted directly within 
jndividual production units: The overall 
co-ordination of the system is left to 
self-regulating market mechanisms, which 
are meant to ensure maximum efficiency and 
quality. Enterprises are thus administered 
directly by the workers. The latter in their 
"collective", that is to say, in the workers 
General As·sembly, elect the Workers 
Council, responsible for a:ll major decisions, 
the administrative council, responsible for 
detached decision making and the director 
who ads as the enterprises legal 
representative and is responsible for its 
actions. 
_ Irr a long process, which in 1965 and 1971 
culminated in important measures of 
reform, the ·enterprises's f·reedom of aCtion 
was extended to all these fields typical of 
a market economy: production levels, wages, 
prices, investment, mergers with other 
enterprises, and funding. Recently 
enterprises have been al:lowed to issue 
shares and bonds as a means of collecting 
investment capital. 

This · system has led to many problems 
which the authorities must now resolve. 
The· workers' right to decide on wage levels 
has led to a gradual reduction of profit 
margins. There is a very high level of debt 
wtih the banks (which are also 
self-managed). In practice this has led to 
a fall in investment. In the same way the 
freeing of prices has proved a stimulus to 
inflation. All attempt•s to impos·e some ill'ew 
form of control have failed. 

The Yugoslav system, unlike that of the 
other Socialist countries, has proved 
incapable of guaranteeing full_ ·employment. 
In many cases self~management has led to 
a reduction in the number of workers hired 
and even to redundancies as the enterprise 
tried to increase the share of its income 
available for distribution. 

The persistance and indeed the deepening 
of the gap between advanced and backward 
areas; and that between the more and the 
less dynamic sectors of the economy is 
another serious .problem. Free enterprise 
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decision-making on salary levels has made 
it ev·er more Ctlfticult to transfer resources. 

Bulgaria and Rumania have introduced 
less radical retorms in: their systems of 
economic planning. In both .cases the aim 
was to trans:J:ier a number of decision-making 
powers from the centre to the periphery anct 
to increase economic efficiency by applymg 
economic principles in price calculatiOns. 
In practice subsidies to ·enterprises have 
been more or less completely withdrawn. 
There has been a general revision in price 
levels which in many cases have been 
brought into line With those obtaining 
internationally. .Recommendations made in 
the Plan are no longer binding. More than 
in the past they are based upon individual 
entreprises' forecasts and programmes for 
expansion. 

Whereas in the past planning targets were 
specified in physical measures, planning· 
today depends upon a series of credit arrd 
financial incentives. Enterprises have also 
been al:lowed a certain degree of freedom 
to fix price, wage and •investment lev.els. 
The co-ordinatiOn of activities in different 
sectors is now ·entrusted to vertical and 
horizontal agreements between enterprises. 
Preyiously it was the exclusive reserve of 
the economics ministries. 

-The Bulgarian reform came into effect on 
the 1st of January 1969. The economic plan 
for the period from 1971 to 1975 was drawn 
up in line with the principles described 
above. The result-s up to 197 4 were not 
entirely satisfactory. It is forecast that 
planning targets will be achieved though 
only by a narrow margin. 

In particular there has not been the 
hoped for increase in labour productivity. 
There have been •continuous ·calls by the 
authorities for a better disciplined labour 
force. The worst bottlenecks have been in 
the transport and agricultural sectors. In 
the latter production has consistently fallen 
below planning targets. 

The application of the Rumanian reform 
began in August 1967. IA:t f,itrst !however it 
was limited to a restricted group of sectors 
and enterprises. In the last two years the 
country has suffered from increases in 
import prices and owing to administrative 
difficu:Ities, from short supply of a number 
of products. This has led the government 
to suspend the application of the reform. 
Over the la-st two years there has been a 
thend towards economic "deoentraliza:tion". 
The power and responsibilities of. the 
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economics ministries have grown 
accordingly. 

In all sectors except agriculture it is 
expected that the planning targets for the 
period 1971-75 will be achieved ahead of 
time. The greatest success has been the 
energy conservation programme. In 1974 
electricity consumption was reduced by 4000 
million Kwh. Oil consumption felt by 1.5 
million ton:s. Rumania and Bulgaria have 
already decided on the main objectives of 
the five yearr plan for 1976-1980. 
Yugoslavia, on the other hand, has so far 
only approved the general frame of 
reference for planning in the decade ending 
in 1985. 

Bulgaria plans an average annual growth 
rate (in rret material product) of between 
8% and 10%. Industry is expected to 
expand at a rate of between 10% and 12% 
per annum. The most dynamic sectors 
should be chemical and electronics with 
annual rates of growth of between 20% and 
25%. Foreign trade is also expected to. 
expand rapidly (at a rate of between 15% 
and 17%). 

Rumania's main priority is to achieve the 
rapidest possible real growth rate irr order 
to catch up with the most advanced 
European countries. A large share of the 
national product is thus to be devoted to 
investment. Consumption is on:ly expected 
to grow slowly. 75% of energy 
requirements should be met from domestic 
sources. The main emphasis is on 
increasing coal production. The volume of 
oil and natural gas production •should 
remain ·constant at a ·slightly higher level 
than at present. 

Investment is ·expected to rexpand at an 
average rate of between 10.5% and 11.4% 
per annum. This should allow an annual 
increase in revenue of hetween 9% and 10%. 
The heaviest investment will be in metals, 
mechanical engineering and chemicals. 
Foreign trade should ·expand at an average 
rate of between 11.5% and 12.5% per annum. 

The main problems for Yugoslavia over 
the next decade are the reduction of regional 
inequality and the development of the 
extractive industries. 

The following average annual growth 
rates are forecast: social product 7%, 
industrial production 9-10%, agricultural 
production 3%, exports 9-10%, imports 
8-9%, employment 3%. 

AGRICULTURE 

32.0% of the surface area of Yugoslavia, 
40.8% of that of Bulgaria and 44.3% of that 
of Rumania, is given over to arable and 
tree crops. rGrass and permanent pasture 
tal~e respectively 24.8%, 13.4% and 18.4%; 
for·ests and woods 34.6%, 33.4% and 26.6%; 
uncultivated and unproductive land 8.6%, 
12.4% and 10.5%. 

In all three countries a large proportion 
of arable land is devoted to cereals. !n 1972 
Yugoslavia produced 79.4 million quintals of 
maize, 48.6 million quintals of wheat and 
4.8 million quintals of barley. The total 
area sown was 4,598,000 hectares. In the 
same year the Bulgarian wheat harvest 
totalled 35.8 million quintals, Bulgaria also 
produced 29.7 million quintals of maize and 
14.6 miLlion quintals of barley. The area 
sown amounted to 2,096,000 hectares. 

In Rumania the harve·st produced 60.5 
m·illion quinta!ls of wheat, 95.5 million 
quintals of maize and 8.5 million quintals 
of barley, from an area under cultivation 
of 6,116,000 hectares. 

The most typical Yugoslav agricultural 
products are prunes .(10.6 million quintals 
in 1972) and apples (3.2 million quirrtals). 
The former are not only eaten fresh but 
are also dried for use rin jam. Some are 
also distilled to produce Slivovic. Much of 
the apple crop goes to make cider. 
Dalmatia, :Eastern Slovenia and the Danube 
region also produce considerable quantities 
of wine (63 million hectolitres in 1972). 

Bulgarian agriculture's most typical 
product is roses. These are used to ·produce 
essence, mainly for export. It is calculated 
that Bulgaria produces four fiths of the 
world total. A.mong ·Bulgaria's other 
export crops are sunflowers { 4.9 million 
quintals in 1972) tobacco ( 1.4 million 
quintals), •strawberries (3.2 million quinta[s) 
and wine (3.4 million hectolitres). 

Rumania's most important crop is 
sunflower seeds (8 million quintals in 1972). 
She is the world's third largest producer. 
She also produces large orops of suga·r beets 
(53 million quintals) and potatoes (36.2 
miUion). 

In all three .count-ries agriculture has been 
the most backward sector of .the economy. 
In recent years the state has intervened 
directly to try and improve production 
levels. 

In Yugoslavia the main cause of this 
backwardness is to be found in the 



atomization of agricultural property. In 
1971 there were 2.6 million private holdings 
each with an average area of 3.2 hectares. 
The average area of the 1900 cooperatives 
and state farms was 728 hectares. In order 
to increase the average size of land holdings 
the state has introduced a large number of 
incentives encouraging the formation of 
cooperatives and the purchase of peasants' 
land by state farms. 

At the same time the authorities hope to 
improve yields through the introduction of 
new crop strains. The removaJl of price 
controls and the price rises to which this 
has led should improve farmers' profit 
margins. 

As has already been mentioned the 
Bulgarian agricultural sector has achieved 
remarkable results. Its performance has 
been better than that of agriculture in 
neighbouring ·countries. In part this is due 
to a favourable· climate and environment, 
in part to a high level of mechanization 
and generally superior organization. The 
state and cooperative sector is larger than 
in either Yugoslavia or Rumania. Out of a 
total of 5.5 million hectares the state owns 
475 thousand and the ·cooperatives control 
3.6 million. 

The worst problems are frequent flooding 
calling for heavy investment in preventative 
measures and the difficulty of planning 
production in line with demand from 
consumers and the processing industry. In 
order to resolve this last problem the 
government has launched a programme to 
build large agro-industrial complexes 
combining agricultural production and 
processing within a single unit. 

Special teams will -supervise the whole 
production ·cycle from the harvest to the 
market place. They will also have control 
over research. 

In Rumania there have been difficulties 
in coordinating the collectivised ·sector with 
other kinds of farm. :Despite massive 
investment production has failed to make 
any great leap forward. 

Since 1974 the government has been 
making a major 'effort to increase 
productivity. A start has been made in 
restructuring the i!irigation sy,stem. At .the 
same tim-e new seed has b.een d.:ntJroduoed. 
The most important organizational ·reforms 
have been the 11eduction in the number of 
farms, the granting of greater responsibility 
to farm managers and .the improvement of 
1noomes and prof.it margins through 
increased p:nices and subsidies. 
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MINERAL AND ENERGY RESOURCES 

The Balkan area is, as a whole, rich in 
mineral and energy resources. Many of 
thes·e have yet to b'e ·exploited. 

Yugoslavia is the most richly endowed of 
the countries of the area. She is Europe's 
largest producer both of ·Copper and of 
bismuth. Of the former in 1973 she 
produced 118,000 tons. It is forecast that 
in the future production will expand 
considerably, due to new deposits which 
have been discovered. The .country is also 
Europe's second largest producer of silver 
(11 tons in 1973) and mercury (566 tons in 
1972) and the third largest producer of 
bauxite (2.2 miJ:lion tons in 1972). There are 
also extensive deposits of iron ore. In 1973 
these yielded 1.6 million tons of metal. 

As far as energy resources are concerned 
Yugoslavia produces legnite (27.7 million 
tons in 1973 ), oil (3.4 million tons in 1973) 
and natural gas { 1.5 billion cubic metres 
in 1974). Oil exp'.loration is going on in the 
Adriatic sea. The results are encouraging. 

Bulgaria has fewer mineral resources. 
There are bauxite deposits along the 
Yugoslav border, most of which have yet 
to be exploided. The country also produces 
copper (in 1972 42,400 tons of metal) natural 
gas {in 1973 220 million cubic m·etres) oil 
(irr 1973 189,600 tons) Until a few years ago 
Bulgarian oH was all refined .in the Soviet 
Union. Recently however production has 
begun in a number of refineries on 
Bulgarian ·soil. These should provide a 
basis for an independent petrochemical 
industry. 

Rumania is mainly known for its huge 
oil fields and the large refineries at .Ploesti. 
In 1972 ·Crude oil production totalled 14.1 
million tons. It is not expected that there 
will be any major increase in production 
in the coming years. Recent exploration at 
great depths has failed to yie1ld significant 
results. 

Bulgaria and Yugoslavia have large 
deposit·s of uranium. In recent years this 
has begun to be used to produce electricity. 
Yugoslavia is at present receiving British 
technical assistance and tA.nglo-American 
credits to build her first nuclear 
power-station, with a capacity of 600 
megawatts. 

Bulgaria and Rumania, on the other hand, 
have received Soviet aid to bui:Id two 
power-stations with a capacity of 800 and 
440 megawatts respectively. These are •still 
being built. 
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INDUSTRY 

As we saw when we looked at national 
income the Balkan peninsula has achieved 
a fairly high level of industrialization. In 
1969 the Yugoslav index of industrial . 
production stood at 154 and in 1973 at 213 
( 1963 = 100). The corresponding figures for 
Bulgaria were 199 and 285 ( 1965 = 1 00) and 
for Rumania 202 and 285 (1963 = 100 ). 

In the first two decades after 
reconstruction the accent was on primary 
industry. Only in the last decade has there 
been a diversification towards light and 
consumer goods industry. 

From figures for steel and cement 
production it can be seen that the country 
with the strongest primary industry is 
Rumania, which in 1973 produced 8.1 million 
tons of the former and 10.2 million of the 
latter. Yugoslavia came in second place 
with 2.7 and 'Bulgaria with 2.2 and 4.2 
million tons. 

Yugoslavia has her own copper, lead, 
zinc and aluminium smelting industries 
using ore produced within the country. The 
most developed sector is however 
engineering, responsible on its own for 
19.2% of industria!! production. Here the 
car industry plays a Ieading role. Although 
initially its activities were limited to the 
assembly of kits imported from abroad it 
has now succeeded in integrating vertically 
with factories producing within Yugoslavia. 
1973 production totalled 124,993 p-rivate and 
commercial vehicles. .Paralle!l industries 
have grown up producing ball bearings and 
engines. The second most important sector 
is textiles whkh is responsible for 11.4% of 
total industrial production. The industry 
specializes in cotton textiles and carpets. 
The third largest sector is the food industry 
(9.3% of total industrial production) 
followed by wood (7.6%). No Yugoslav 
industry has a longer tradition, especially 
in furniture manufacture and wood tiling. 

Bulgaria boasts a long tradition in . 
textiles. In recent years however there has 
also been a development of more 
technology-intensive industries. The 
electronics industry has established itself. 
The production of television and radio sets 
has been of especial importance. The ship 
building industry has grown up around 
Varna. In the coming years it will exparrd 
considerably. More recently chemicals and 
machine tools industries have come into 
being. In the present development plan 

considerable emphasis has been placed on 
these sectors. 

Rumania has the largest and most highly 
diversified mechanical engineering industry 
in Eastern Europe, specializing in the 
production of ·certain kinds of agricultural 
machinery and of machines for use in the 
building industry and road construction, in 
ships for use on rivers, in food processing 
equipment and in machinery and plant 
for mineral (especially oil) exploration. 

She also has a ~radJtionally solid chemical 
industry based on an abundance of ·certain 
fundamental :raw materkt~1s 1(1J:10Ck-salt, oi:l 
and natural gas). Recently there have been 
major advances in the advanced chemical 
industry producing p:lastics, fertilizers and 
synthetic fibres. 

The sectors which have begun to develop 
most recently are the electronics, electricity 
and timber industries. 

EMPLOYMENT, WAGES AND PRICES 

The economically active Yugoslav 
population :iJs at 9.6 million: The 
corresponding figures for Bulgaria and 
Rumania are 4.5 and 10 million respectively. 
Yugoslavia also has an un- or under-employed 
popu1ation of 1 million as well as another 
million imigrant workers. 

If we divide the work force by branch 
of economic activity (see Table III/56) we 
again see Bulgaria's higher level of 
industrialization with respect to Yugoslavia. 

From 1973 onwards Yugoslavia first 
slack:ened and then abolished wage controls. 
This was left in the hands of the management 
councils. The result has been a fairly large 
rise in money wages, absorbed however, to 
a Iarge extent, by price rises. Between 
1952 and 1969 monthly incomes for workers 
in the state sector, measured at constant 
prices, have risen by 146%. In 1971 the 
average income in the socialized sector was 
1222 dinars. 

Many prices have also been freed. 
Government .control has been maintained 
only for raw materials and basic industrial 
products. Three quarters of all trade rn9w 
takes place without any price control. In 
recent years price moveinents in Yugoslavia 
have followed the same pattern as in the 
market economies. In 1971, 1972 and 1973 
the rate of inflation was respectively 15%, 
16% and 17% .. An attempt is presently 



being made to introduce arr income polky. 
This does not seem, however, to be giving 
the desired results. 

Rumanian average incomes in industry 
have risen from 1160 lei in 1965 to 1482 lei 
in 1972. These increases were made 
possible by the new wages sytem linking 
incomes to labour productivtiy. 

In Bulgaria too a new system has recently 
been introduced linking incomes to 
enterprise profitability. The general 
average wage has increased from 113 1ev in 
1968 to 132 lev in 1972. 

Price levels in Rumania and Bulgaria, 
unlike Yugos!lavia, have remained practically 
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In 1969 Rumania and Yugos'lav•ia had trade 
deficits of 108 milllion and 896 milLion 
dollars respectively. In the same year 
Bulgaria had a surplus of 51 million dollars. 
By 1973 the Yugoslav ·surplu!s had more :than 
doubled, reaching 1,657 million dollars. 
Meanwhile Rumania and Bu!lgaria had 
achieved surplusses of 35 and 228 million 
dollars respectively. 

The Yugoslav trading deficit was however 
more than offset by a surplus in transfers 
and services, deriving particularly from 
tourism. Overall ~current account showed a 
surplus of 329 million dol:lars. On capital 
account the country received help from the 

Table III/56. Yugoslavia, Bulgaria and Rumania: 
Active population by sector 

Sectors Yugoslavia Bulgaria Rumania 

Agriculture 
Industry 
Handicrafts 
Construction 

45 
18 
6 

5 
Transport, communication 
Trade 

15 

Services 11 

Total 100 

Source: national sources and Table III/54. 

constant over the last twenty years. The 
increasing whkh occurred after the 
introduction of the economic reform mostly 
only made up for previous reductions. 

INTERNATIONAL TRADE 

In this field, as in others, Yugoslavia's 
position is 1radically different from that of 
Rumania and Bulgaria. She has suffered 
above all in recent years, from a heavy 
trading deficit. The other two countries 
have succeeded in balancing imports and 
exports. 

39 
29 

8 
6 

6 

12 

100 

49 
23 

8 

7 

12 

100 

West in the form of aid, loans and trading 
credits. Recently a small foreign exchange 
market has been opened. A number of 
banks have been authorized to deal in 
convertible currency. Foreign investment 
has also been allowed on ·certain ·conditions. 
The maximum foreign stake allowed in a 
Yugoslav enterprise is 49%. Profit 
remittances to the mother country are not 
permitted to exceed one third of the value 
of the foreign currency earned by the 
enterprise's exports. In 1973 there was a 
surplus of 391 million dollars on capital 
account. This meant an overall balance of 
payments surplus (including errors and 
omissi,ons) of 668 million dollars. 
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Table III/57. Yugoslavia: Main imports and exports in 1973 

Imports Exports 

Food products 14.0 11.1 
Beverages and tobacco 2.1 0.2 
Raw materials 9.6 10.8 
Fuel and lubricants 0.8 7.9 
Animal and vegetable oils 0.1 0.5 
Chemical products 6.2 10.0 
SemHinished products 28.5 24.0 
Machines and transport equipment 24.7 31.4 
Other manufactured products 13.4 4.1 
Others 0.6 0.1 

Total 100.0 100.0 

Source: Index: Statistical Yearbook of Yugoslavia. 

Table III/58. Bulgaria: Main imports and exports in 1969 (%) 

Food products 
Machinery and plants 
Industrial consumer goods 
Primary agricultural and breeding goods 
Fuel, minerals and metals 
Raw materials for the food industry 
Chemical products, fertilizers and rubber 
Construction materials 

Total 

Exports 
(%) 

31 
26 
22 
7 
6 
4 
3 
1 

100 

Imports 
(%) 

4 
40 
7 

10 

27 
3 

8 

1 

100 

Source: Bulgarian Statistical Yearbook, 1970. 

If we examine the geographical pattern 
of Yugoslav trade, we see that the EEC 
absorbed 36% of total exports and provide 
42 o/o of imports. There exists a non
preferential trading agreement with the 
Community. This provides for the 
greatest possible degree of liberalization 

and contains a number of special clauses 
concerning trade in specific goods such 
as meat. 

Following recent developments, including 
the EEC's halting of meat imports, 
Yugoslavia has faced serious problems. 
Several times she has ·stated her intention 
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Table III/59. Rumania: Main imports and exports in 1970 

Fuels, minerals and metals 
Machinery and equipment 
Industrial consumer goods 
Raw materials and food products 
Vegetable and food primary products 
Chemical products, fertilizers and rubber 

Construction materials 

Total 

Exports 
(%) 

23 

22 

18 

16 
11 
7.4 
2.6 

100.0 

Imports 
(%) 

31 

40 
5.5 
5.2 

10.0 
6.7 
1.6 

100.0 

Source: Rumanian Statistical Yearbook, 1971. · 

of intensifying her trade with the 
developing contries. 

Since 1964 Yugoslavia has been an 
associate member of the CMEA which in 
1973, took 30% of the country's 
exports and provided 22% of imports., 

If we classify Yugoslav trade by dass of 
product {see Table III/57) we see that the 
most important items are semi
manufactured goods, and machinery and 
equipment for the transport sector. These 
make up respectively 28.5% and 24.7% of 
imports and 24.0% and 31.4% of exports. 
The next most important items are food 
products, manufactured goods and raw 
materials. 

As has already been mentioned Bulgaria 
is from a trading point of view, dosely 
integrated within the CM-EA area. In 1971 
the •CMEA ·Countries absorbed 75.3% of 
Bulgarian exports and provided 73.9% of the 
country'·s imports. There was very little 
trade with western Europe which absorbed 
9.5% of exports an:d •provided 12.8% of 
imports. Recently trade with the EEC has 
been intensified. The deficit has however 
also expanded. The most important West 
European exporter to Bulgaria is West 
Germany. 

If Bulgarian trade is classifed according 
to olass of product (Table III/58) we see 
that the most important exports are food 
products (31%), machinery and plant 
(26%) and industrial consumer goods 
(22% ). Bulgaria is the largest exporter 
of fruit and vegetables in the socialist 

world, Europe's largest tomato exporter 
and the second largest exporter of grapes 
arrd tobacco. She is also the world's 
largest exporter of cigarettes, providing 
one quarter of total world cigarette 
exports. Her main imports are machinery 
and plant {40%), fuel, minerals and 
metals. 

58% of Rumania's exports go to and 52% 
of her imports come from the socialist 
world. Western Europe takes 20% of 
Rumania's exports and provides 22% of her 
imports. Rumania has always aimed to 
diversify as far as possible her trade with 
the sociaHst coun-br.ies. This was confirmed 
in trading ag:veements signed during 1974 
with the ·Soviet Urrion and ·China. The 
station; Chil1!a will export cotton, non
ferrous metals, alloys, coke, rice and 
machinery for the rubber and plastics 
industries in return for ships, busses, oil 
drilling equipment, electric locomotives 
and machine tols. 

In 1970 Rumania's main exports were 
mineral fuels and metals (23%) and 
mach1nery and ·equipment (22%) (Table 
III/59). Her main imports were also 
machinery and equipment { 40%) and fuels, 
minerals and metals (31% ). 

The main problem facing Rumanian trade 
policy is how to maintain the balance of 
trade with the West in the face of rapidly 
growing imports. Trade with the United 
States is growing more rapidly than: with 
any other country. 



PART IV 

EXTERNAL ACTORS 



I. EXTERNAL ACTORS IN THE 
MEDITERRANEAN 

In the ,Mediterranean we may speak of 
"external" actors located geographically 
outside the region. The political, military 
and economic presence of the latter 
influences the political line and policies 
adopted by the 'llvlediterranean states. 
Leavirrg aside centres of multinational and 
transrrational power, and 1he European 
countries themselves, the most important 
external forces present in the ·Mediterranean 
in the 30 years since the war have been the 
superpowers, China and Japan. The United 
States and Russia have been active in the 
political, economic and military spheres, 
3!nd sinGe the Suez Gri,sis in 1956 which 
marked the withdrawal of 1French and 
Britd.sh influence ~1n the ~Mediterraa:l!ean have 
stepped up their activity. The ·Chinese 
presence has almost exclusively taken the 
form of political penetration. The 
Japanese have been involved mainly in 
economic activity. .France and the United 
Kingdom will '!lot be 1deaH with her·e as 
Frarice is a Mediterranean country in her 
own right, and Britain is clearly a 
declining power. 

The American Presence in the 
M~editerranean. 

Since the end of the Second World War 
the United States has managed to build a 
close network of ties with the Mediterranean 
countries, an area traditionally under British 
and French control from which it had 
previously been absent. The main factor 
behind this development was Great Britain's 
relinquishing of her imperial role, a result of 
the new ba!lanoe of fiorces brought about by 
the Vvorld War, and of the socio-political 
upheavals in the colonies, protectorates and 
overseas territories of the European powers. 
The first move in the British withdrawal 
f~rom the Mediterranea'n took plaoe in 
February 1947 when the British 
government informed Washington that it 
was no longer able to continue supplying 
aiel to Greek anti-communist forces. In 
January 1968 this trend was confirmed by 
H3!ro1d Wilson, head of the ~Labour 
government, who announced a definitive 
withdrawal East of Suez. by 1971. In 
March 1975 came the British government's 
publication of a defence White Paper setting 
out plans for withdrawal from Malta by 
1979, and for a substantial reduction of 
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forces stationed in Cyprus. Britain stated 
that she would no longer keep a permanent 
force in the Mediterranean and that from 
1977 she would reduce her naval presence 
to token visits and participation in NATO 
exercises. The British withdrawal 
substantially affected not only the Indian 
Ocean {through .the disman:velli:ng of the 
great Singapore naval base and the military 
withdrawal from the air bases of Bahrain 
and Sha~rja), but also vhe Southeastern 
sector of the ·Mediterranean. 

The United States progressively assumed 
the role whcih had been Brtiain's. Her 
objectives and the way in which ·she 
played this role were however different. 
United States'. goals in vhe Mediterranean 
can be summed up as the containing of 
Soviet influence, the covering of the 
Southern flank of the Atlantic Alliance, 
the protection of commercial sea routes and 
American economic interests and the 
support of American a~lies (Israel, Spain, 
etc.). The forms assumed by this presence 
had however to take account of the changed 
international ·situation. Consideration had 
to be given to the role assumed by the 
Soviet .Union (a great land power with 
strategic interests in the nearby 
·Mediterranean area), and to the aspirations 
for real autonomy being expressed by the 
.newly independent states. The USA had to 
consider the claims of the ·countries in the 
Mediterranean basin and the role played by 
the Soviet Union as an alternative power to 
herself. The presence of the two Great 
Power·s was used by the Mediterranean 
countries as a bargaining counter. 
Potentially they could play one off against 
the other. There are numerous examples 
of how, in the eyes of the small 
Medd.te~ranean countries, the USA allld the 
USSR were virtua:Ily interchangeable. The 
most notable example of this is the 
withdrawal of American collaboration in 
the building of the Aswan 'Dam in 1956 by 
the then Secretary of State, Foster Dulles. 
This, plus the American military support 
given to Israel, provided the occasion for 
Egypt's coming down in favour of the 
USSR. The combination of factors alluded 
to above has meant that the characteristics 
of the American presence in the 
Mediterranean have not been constant in all 
places and at all times although the steady 
pattern of behaviour of a number of 
Mediterranean countries has provided 
certain fixed 'reference points. Since 
1973, however, the Yom Kippur War, the 
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Lebanese and the Cypriot crises have 
exacerbated the structural instability of 
the area. 

The October War and the oil crisis -
with its more or l·ess artif.iaial links 
with the Arab-Israeli conflict - faced the 
superpowers and the belligerents with a 
series of problems upon whose ·solution the 
entire balance of power in the southern 
Mediterranean, and the future relationship 
between the USA and the Middle East, 
depended. 

During the war the USA had given 
military support to Israel, despite certain 
reservations on the part of the European 
NATO allies, and had even gone so far as 
to block Soviet military pressure by 
announcing a nuclear alert on the night of 
25 October. ·Once the conflict was over, 
however, the United States government took 
stock of the changes brought about by the 
war. On the one hand it had strengthened 
the leadership of Sadat and Egypt in the 
Arab world. On the other it left deep traces 
of uncertainty and political instability 
within Israel, which made her more open 
than she had been after her overwhelming 
victory in the Six..1Day War, to overtures and 
concessions towards the Arabs. The old 
Israeli political elite came under fire. 
Israeli public opinion felt frustrated an:d 
isolated in the world - so much so that 
some sectors actually began to question 
the very ideology of the Israeli state. 

The Arab front- guided by the Egyptian
Saudi axis, the sector of the coalition most 
open to compromise, once again turned 
towards the United States, and in the 
nationalistic euphoria stemming from its 
newly-found military capacity and the 
satisfactory outcome of the oil dispute, was 
able to iustify this. The Egyptian and 
Saudi Arabian leadership broadened the 
nolitical ·Consensus around their position 
favoured bv the vast development plans 
made possible by the steady flow of 
petrodollars. The prestige gained by the 
Saudi monarchy is a striking 'case in 
point. Economic links with the USA 
became more numerous. Further 
encouragement to the :A:rab-American 
ravvrochement was stimulated by the fact 
that 1the USSR had less •technical aJ111d 
financial aid to offer to offset the offers 
coming from the West. 

The onlv serious obstacle to closer ·ties 
between the USA and the Arab countries 
remained the traditional support offered 
by the Americans to Israel. 'Even this 

obstacle, however, began to seem less 
prominent and crucial than in the past. 
In fact, apart from the period around the 
time of the Six-Day War, Arab-American 
links had always been cordial and dose. 
It is sufficient to recaU the positive 
relations between the USA and Egypt, 
Libya, Saudi Arabia and all the other Arab 
countries immediately after the Second 
World War, when it was still Great Britain 
who was guaranteeing the independence of 
the new Israeli state. The United States' 
anti-colonial tradition had also favoured 
links with Third World leaders, including 
those of the Arab countries. Even Truman's 
policies - conditioned to a large extent by 
military considerations and anti-Sovietism -
had not endangered these ties. The State 
Department had fought a long battle for a 
more. viable plan for a Jewish hom·eland in 
Palestine : Truman' s decision to give 
immediate recognition to the State of Israel 
was counterbalanced bv the Soviet Union's 
earlier, similar action. · Even later some oil 
experts in ;the State Department supported 
the political :line of the new nationalist 
governments (though with some 
contradictions : they were against Mos·sadeq 
in Iran). It was rather a number of 
discriminatory deds1ions on developm,ent aid 
and the open American military aid to 
Israel in the 1967 war which alienated Arab 
sympathies. Following the October War 
the 'reassessment of po1icy made necessary 
by the changed balance of power in the 
Mediterranean pointed to the desirability of 
finding a peaceful solution ·to the oonflict and 
of a more conciliatory attitude towards 
Arab demands. Kissinger's continual 
shuttling between Arab capitals and Tel 
A viv favoured the restoration of Arab 
confidence in the USA. America was no 
longer seen simply as an Israeli ally. It is 
however premature to pass judgement on the 
overran results of Kissinger'·s step-by-step 
approach. It was this policy, let it be said, 
which produced the agreement of 4 
September 1975 for a second disengagement 
in Sinai. Leaving aside all considerations 
regarding progress towards peace, the 
agreement bears witness to the role 
played by the USA as exclusive guaranto1r of 
the Middle Eastern situation. Even if 
there were to be no further prog:ress, and 
if the chances of a Geneva Peace Conference 
were to improve, as the USSR has always 
hoped, this would not affect the improved 
tone of Arab-American relations. The 
Soviet Union, moreover, is seriously 



hampered in the bilateral sphere by the 
suspension of normal diplomatic relations 
with Israel. 

The new 'Arab-Amerkan entente has led 
to long-term economic agreements. Some 
of these, such as the one signed with Saudi 
Arabia during Nixon's journey to the 
Middle~East in June 1974, can be considered 
as of key importance. The USA,. Great 
Britain and Japan have won a virtual 
monopoly over the operations for the 
reopening of the Suez Canal. There is talk 
of 2 billion dollar.s to be invested in 
Egypt in addition to aid promised to give 
the country a civil nuclear energy 
capabality capable of producing atomic 
energy by 1980. One difficulty is however 
that ·Egypt has yet to sign the Nuclear 
Non-Proliferation Tr.eaty. The American 
concessions to Egypt and the propaganda 
around the friendship between Nixon and 
Sadat were ·Oert:ainly st:mngly influen.oed by 
the u:rgerrt need for the American President, 
with the Watergat'e crisis at its height, 
to achieve success in foreign affairs. 
However, the Egyptian-American 
relationship has been considerably 
strengthened and as long as Sadat remains 
in government ther·e is no reason why it 
should weaken. The American budget for 
economic and military aid in 1976 assigns 
700 million dollars to Egypt, an increase of 
450 million on ·the pflevioUJs year. Syr1a 
and Jordan have also received large 
contributions - 50 and 192 millions 
respectively. Since 1967, the year of the 
breaking off of diplomatic relations 
between the United States and :Egypt, the 
American government had been offering aid 
to a value of only 800,000 dollars per 
annum. 

The USA's assumption of the role of 
impartial mediator between Israeli, Egyptian 
and Syrian demands, has also brought 
about an improvement in relations 
between the USA and those Arab countries 
not directly involved in the 'Middle Eastern 
conflict, the only ·exception being Libya. 
Here, although there is no Ionger the 
tension which characterised the early 
months of 1970, during the evacuation of the 
US airbase at Wheelus, Gheddafi's 
extreme antizionism, and the rise of the 
pro-Soviet J allud have not permitted any 
real improvement in political relations ... 
Nevertheless, it should be noted that during 
the embargo decided upon by OAPEC .(the 
Organisation of Arab Petroleum Exporting 
Countries) the Libyan government continued 
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to supply the United States with oil and 
refrained from nationalising American 
companies operating in Libya. 

In the ·Maghreb, Tunisia and tMorocco 
have traditionally been favourable to 
American policy. Morocco, apart from 
anything els·e, provides America's only 
base on 1Arab territory; although it faces 
the Atlantic the naval ·communications 
station at Kenitra, which costs the American 
treasury around one million dollars, 
nonetheless assists the ·Mediterranean VI 
fleet. United States' aid to ·Morocco in the 
period 1962-70 totalled 432.9 mHlion dollars: 
231.3 million was in loans and 201.6 million 
in grants. Over the same period Tunisia 
received a total of 420.9 million dollars with 
a sharper distinction between loans and 
grant•s; the former amounted to 237.9 
miHion, the latter to 183 million. Both for 
'Morocco and Tunisia, aid has varied 
greatly over time. Both countries have 
given the United States guarantees against 
risk deriving from changing exchange rates, 
expropriation, war, revoluton or 
insurrection. 

The situation as regards Algeria ·is very 
different. American aid in the 1969-72 
period amounted to approximately one 
million dollars per annum. To give some 
terms of comparison Morocco in the same 
ueriod received 40 mililon dollars and 
Tunisia 41.3 million. The diplomatic break 
between the USA and Algeria took place 
after :Nasser's denunciation of the 
intervention of the VI fleet in favour of 
Israel in the 1967 conflict. rAs a sanction 
the Algerian government expropriated the 
Anglo-American oil companies operating on 
its territory. Indemnities were only 
forthcoming in 1970. At the time of the oil 
emba:rgo, however, it was Allg.enia, together 
with Saudi Arabia, who most strongly 
ooposed the Iraqi proposal to na.ti.onalis·e all 
American investment on !Arab oil. On the 
29th-30th April 1974. in this general climate 
of new-found A~rab-American tn1st. 
Kis·singer was Boumedienne's guest at 
Algiers. Great prominence was gjven in 
the talks to collaboration in the exploitation 
of Algerian natural gas. In the future the 
USA was to supplv a large proportion of her 
needs with 32 million cubic metres of gas 
pe.r annum from ~lgeria. H should be 
remembered that the USA is already 
Algeria's fourth trading partner after 
France, the German Federal Republic and 
Italy. 

The ready consensus in the Arab 
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countries of the Mediterranean world as to 
the need for closer ties with the United 
States should be no cause for surprise. 
Ties with America, which in 1945 had 
baskally been those of King Ibn Saud 
of Saudi Arabia, had always been sought 
by the Arab bourgeoisies. These had 
moved away from American influence out 
of a reluctance to link up with the 
nationalist "progr·essive" regimes which had 
begun: to spring up, as a result of their 
inability to understand that _non-alignment 
did not mean pro-commumsm, that 
neutrality and ·equidistance were concepts 
which in no way favoured Moscow more 
than Washington. The USA, with 
Kissinger in the State Department, has 
shown that she has faith in the as·cendan t 
classes in the Arab countries, at lea•st where 
they show themselves to be moderate in 
international policy and we~ll-disposed 
towards American financial and 
technological aid for the development of 
their countries. Kissinger and Nixon's 
activities outdated the various doct·rines 
which had contributed to an Arab move 
awav from the Am_ericans. In the 1950's 
the .;Truman doctrine of ·containing 
communism by all pos·sible n"leans, even in 
areas unconnected with United States' 
national security, was the formula which 
}ed to the Pact of Bagdad and in 1959, 
to the Central Treaty Organisation 
(CENTO). Subsequently, ·the Eisenhower 
doctrine of granting Ameri·can aid to all 
those Middle Eastern countries which asked 
for it in order to combat open attacks by 
Communist-controlled states on their 
poHtical independence, .iustified the 
American intervention in the Lebanon in 
1958 and the support given to the 
precarious government of King Hussein in 
1ordan. 

It was hefore Nixon, during the 
Kennedy administration in fact, that the 
American position began to improve in the 
Arab Mediterranean areas. This was 
partly because the USA showed signs of no 
longer subscribing unconditionally to th~ 
Israeli position. Kissinger make possible 
this ne\v distinction between American and 
Israeli positions on the 'Middle Eastern 
conflict, after the Johnson presidency 
(during which the 1967 war had taken 
place) had created extreme Arab-American 
tension. 

The present good relations between the 
United States and the majority of the Arab 
States has not altogether elilninated 

criticism of the American military presence, 
even from these countries. It is not only 
in the Arab World that non-alignment finds 
suppoTt in the M.editerranean. In the Eastern 
sector, Archbishop Makarios's Cyprus is an 
ardent supporter of the reduction of 
external military forces in the area. 
Further W·est there is Yugos:lavia and also 
Malta, which has held this view since Don 
Mintoff came to office. Despite the 
constant pres·~noe of ·the Soviet Union, it 
is above all the American mliitary presence 
which comes under attack from 
Mediterranean advocates of non-alignment. 

Criticism of the defence system set up by 
the USA through her network of bases and 
ports of call gained through bilateral and 
i11ultilateral agreements, even come from 
the A:llies themselves. In the .Eastern 
sector, the Creek-Turkish dispute over oil 
in the Aegean and over ·Cyprus erodes the 
stabillity of t!he alliance and its military 
cohesiveness. This damages both 
multilateral and bilateral cooperation. 
The relationship between the two sides 
had already reached crisis point durirrg 
J ohnson's presidency in 1963. The .Cyprus 
crisis of summer 1974 involved the United 
States far more than she wished. The 
Greek withdrawal from the military 
organisation of the Atlantic Al'liance, 
although it has 1in fact so far be:en restricted 
to the withdrawal of Greek officials from 
bodies in which they had to cooperate with 
the Turks, and the heated debate between 
Turkey and the United States Congress 
after the su.spension of military aid, all go 
to underline the instability of American 
relations \vith these countries and the 
bargaining power at their disposal. 
Greece, through whose territory passes the 
NADGE radar network, and Turkey, which 
acts as the watchdog of the 1Montreux 
Convention orr the Dardanelles, are both 
almost indispensable US allies. The USIA 
continues to maintain her base at Pireus in 
Greece. In Crete and elsewhere there are 
still NATO bases. It is likely that in the 
future Greece will step up bilateral 
relations with the 1Americans : the large 
amounts of aid allocated to her in the 
spring of 1975 confirm this. Moreover, the 
li·nks between the 1Greek entrepreneuria1 
bourgeoisie (especially in the arms 
business) and the ~Greek-American lobby, 
are extremely solid. The Greek lobby is 
well represented in Congress and in the 
federal administration. It even includes a 
vicepresident, Spiro Agnew, a supporter of 



the Colonels' regime. Turkey has 
repeatedly threatened both through NATO 
and bilateral channels to withdraw her 
contribution to the At:lantic Alliance as a 
retaliation for the sus.pens,ion of military 
aid decreed by the United States Congress 
after her invasion of Cyprus. Ford's visit 
to Europe in the late spring of 1975 and the 
talks which took place at that time 
between Ford and Prime Minister Demirel 
seemed to have had positive results. This 
did not stop Turkey, in July, from 
blocking access to the bas·es. A greater 
degree of Turkish detachment would have 
involved s·erious military dangers for the 
USA, and would have favoured the . 
expansion of Soviet influence in the 
Mediterranean. The continued nressures 
brought to bear on Congress by the State 
Department and by the President finally 
:led to the signing of a new agreement in the 
spring of 1976. In exchange for a 
thousand mrllion dolla:rs of mi<Htary aid 
spread over 4 years, and for various 
military supplies, the USA still has the use 
of twerrty-six bases in Turkish territory 
which will continue to be controlled by 
Turkish officers. Not only NATO bases 
are involved; as a result of bilateral 
agreements, the United States has at its 
disposed listening devices for aircraft 
movement in the USSR and dozens of 
military installations. The most 
important ones are at Karamursen, Adana, 
Incellik, Sinople, -Diyarbakir and Ismir. 
Even though they have been run by the 
Turkish military authorities for some time, 
a large number of these installations are 
in fact given over to the exclusive use of 
the USA. Before the Six-"Day War there 
were 101 bases and American installations 
in Turl~ey - often wi1th ~ext1rater:ritor.ial 
rights. 

The United State has reacted to Greek 
protests and to threats of further military 
disengagement, by granting a similar treaty 
to Greece worth 700 mnlion dollars of 
military aid over a four year period. This 
has the objective of safeguarding the 
American presence in the country consisting 
of seven bases and a ,series of concessions 
for the VI fleet. The relationship with 
Greece and Turkey has always been 
important. The Truman doctrine of 
containing Soviet ambitions in the 
Mediterranean was devised to keep these 
two countries in the Western Bloc. On 12 
March 1947, faced with the communist 
struggle in Greece, arrd -confronted with 
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Stalin's claims for Soviet military bases in 
the Straits, Truman asked Congress for 250 
million dollars of economic and military aid 
for Greece and for 150 million for Tu.rkey. 
He also requested the sending of military 
advisors. In 1952 Greece and Turkey 
eventually joined NATO, and with Iran, 
formed the axis of the Central Treaty 
Organisation. Once a moderate, pro
American, albeit not always very stable 
government had been established in· Greece, 
Turkey became a privileged hase in the 
Cold War, virtually irreplaceable for the 
surveillance of Soviet territory. This was 
particularly so before the era of the 
intercontinental m'is1sile, when it was of 
considerable strategic importance to 
have an' ally guaranteeing the Soviet 
borders. In that period Turkey, Iran and 
Israel were the oountDies which received 
most aid from the United States, this on 
account of the strong American interest 
in that sector of the Mediterranean. 
From January 1951 to June 1957, 703 
m.illion dollars w·ent to Turkey as opposed 
to 113 million to Egypt arrd 14 million to 
Iraq. Iran, with a population of almost 20 
million, received in 1956 56 miNion dollars, 
Syria with 4 million, practically nothing .. 
In 1973 alone American aid to Turkey -
including military aid - totalled about 150 
million ;dollars. "It was this kind of 
discrimination in aid which stimulated 
friendship or hosti'lity towards the 
American government. 

The Yugoslav case is different and more 
complex. Today the State Department 
considers Yugoslavia a 'grey non-aligned 
zone', the neutrality and independence of 
which is of crucial importance. Although 
this has not led to economic and military 
aid on a scale comparable to that received 
by the allies, it is by 'Il'OW dear that 
Yugoslavia is the Communist ,country to 
which the United States has dedicated 
most atte:ntion during the post-war period, 
and towards which it has directed the 
la·rgest amount of aid {after Tito's split 
from the Corninform in 1948). Since 1950 
American aid to Yugos'lavia has been on a 
massive scale both in the economic 
development and in the military sectors. 

Between 1950 and 1956, aid for 
development amounted to at least 600 
million dollars. 'Roughly the same ,sum 
was allocated to the programme for 
military modernisation. This was 
encouraged by the prospects opened by the 
Bled Pact between Yugoslavia, Greece and 
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Turkey. Subsequently, however, Yugoslayia 
opted for a temporary rapprochement with 
Khruschev's Russia, and thus relinquished 
United States military aid while maintaining 
good economic relations with the West. In 
the early 1960's, American aid stopped 
altogether having been reduced between 
1955 and '1960 almost exclusively to the 
food sector. The Kennedy administration, 
which could rrot fail to see the importance 
of maintaining the friendship built up with 
Yugoslavia during the 1950's, tried to . 
maintain links with Belgrade. In 1963 T1to 
went to Washington. .From about 1965 
onwards the reorganisation of the 
workers self-management system and 
Yugoslavia's need for wider western 
markets to maintain production, drew her 
once again towards the United States. The 
Yugoslav government was a!llarmed above 
all by the Soviet intervention in 
Czechoslovakia in 1968. The Brezhnev 
doctrine of limited sovereignty led Tito to 
stress his position of equidistance between 
the two blocs- just as he had done twenty 
years pr>evious.Iy whe:~ faoed ~ith ·the . 
ideology and -conformist praxis of the tnne. 
The first American president to make an 
official visit to Belgrade was Nixon in 
September 1970; the following .November 
Tito returned the visit. In 1971, there was 
a reciprocal exchange of military 
delegations. In 1972, to ~et the seal on g;ood 
Yugos!lav~American relatiOns, the Amencan 
organisation controlling investment 
overseas extended its guarantees to 
investment in Yugoslavia. During the final 
period of the Nixon administration the 
implementation <?f Amer~·can for~ign policy 
was fragmented m a senes of bilatera} 
initiatives and often reduced to the s1mple 
management of business in hand. The 
Yugoslav-:Balkan area, which was not at 
this tiine involved in any particular 
crisis was excluded from immediate 
American concern. Tito's decision to 
contract closer ties with Comecon and to 
strengthen the tenuous links existing with 
the Warsaw Pact date from this time. In 
part it was the result of interna!J crises and 
of the need to consolidate his leadership 
of the party within the country. 
Relations between Belgrade and Moscow 
continued to be subiect to uos and downs. 
This made it possible to maintain good 
relations with the USA. Recent 
developments 'in tbe ·Mediterranean have 
obvi!Ouslv •in:creas.ed .American ·interest in 
the area and at the beginning of 1976 led 
to the resumption of milita•ry aid. 

The long •standing Greek-Turkish crisis, 
far more than the Yugoslavia question, 
seems to have increased the strategic role of 
Italy on account of the latter's . central 
position in the Mediterranean basm. . It was 
during the second stage of the Cypnot 
crisis, in 1974, that there was talk of a 
growing American interest in obtaining new 
bases on Italian soil. There does not 
appear however to have been an official 
request from the USA. 

If ·Congress, on the insistance of the 
executive, ratifies in the event of a Greek
Turkish rapprochement, the Greek and the 
Turkish agreements the Greek government 
will somehow have to reconsider its 
attitude towards the USA and above all 
towards dis·engagement from NATO. The 
question of new I~alian bilateral or . 
multilateral commitments would not, m 
this case arise. In view of the fact that 
there ·is ~}ready a NATO base in NapUes, 
and American bases in Livorno, in the 
Veneto, Sardinia and Sicily, a large section 
of Italian political opinion has showr;t. 
grave concern at the prospect of the further 
militarization of Italy. Apart from the 
problem of new bases, no Italia~ political 
party is totally opposed to Amencan. 
policy. Even the PCI does not question 
the continuing presence of the Atlantic 
Alliance in the country. The USA can no 
doubt continue to view Italy as a stable 
partner of the Atlantic Alliance even if the 
social and economic unheavals whkh have 
now lasted nearlv ten years, finally bring 
about a partial ·Change in government. 

France has no American bases. Since the 
Soviet intervention in Czechoslavakia in 
1968 she has adopted a more conciliatory 
attitude towards ·the USA, after the bitter 
Gaullist polemics of the past. Her decision 
to move numerous warships from the 
Atlantic to the ·Mediterranean sector to 
support the activities of the VI f.leet, 
dates from that period. Despite this, 
however the French continue to make a 
distincti~n between economic and political 
questions and strategic ones. This 
distinction is particularly clear as regaTds 
the European Economic Community, as 
was most recently shown during the oil 
crisis. It is nevertheless a fact that 
France is continuing to step up the number 
of joint exercises with NATO. 

Since 1953 Franco's Spain has been a 
constant factor in the network of alliances 
built up by the: USA ~~ the M~d~terra?~an. 
The first Am·encan military mis·swn VISited 



Spain in 1948 at the height of the Berlin 
blockade. ,Prom then on lir.rks were always 
extremely c:lose. Nevertheless, in 1968, 
Spanish-American relations took a turn for 
the worse, reaching ·crisis point after 
Spain's recriminations against the 
Americans for its use ot her bases to 
support Israel during the Six-IDay War. 
It should be noted that Spain and Isral(l 
have no diplomatic relations. This crisis 
was overcome however when Opus Dei was 
brought into government and Castiella -
a supporter of the annexation of ·Gibraltar 
- was removed from the Foreign Ministry 
and replaced by Lopez Bravo, who 
maintained a relatively independent Spanish 
policy in the Jv'iediterranean. .Despite the 
settlement of the crisis there was therefore 
no return to the ·spirit of the Madrid Pact 
(1953) which had marked the opening of 
economic and military Spanish-American 
cotlaboration, and to that of 1963 which 
had made it possible to renew the Pact. 

At the beginning of 1976 a new agreement 
was reached. It was highly advantageous 
to Spain in comparison with the previous 
one, both from a military and political point 
of view. It was a complete international 
treaty needing the ratification of Corrgress. 
It states that by 1970 Polaris will be 
withdrawn from the base at Rota, and 
that there will be a gradual integration of 
the Spanish military contingent into NATO. 
The previous pact, on the other hand, had 
been an executive agreement rather than 
an international treaty: the United States 
commitments had not been clear and there 
was no ratif,icat]on by .the Sena'te which 
alone is competent to grant ·full defence 
guarantees. The new state of affairs has 
only been achieved since Franco's death; it 
is however the outconre of subtle diplomatic 
activity carried out during the early 1970's. 
The verbal ·skirmishes of these five years 
were deliberately encouraged by the Spanish 
who wanted {a) to stop any questioning of 
Franco's legitimacy, showing that there was 
no obstacle in the way of the Soviet Union 
having friendly relations with a government 
defined as fasdst in the West, and which 
for this reason had been denied Marshall 
Aid ; (b) to win support from Washington 
in the longstanding controversy with Great 
Britain oVIer the possession of Gibra~ltar 
which continued even after the September 
1967 plebiscite in which the inhabitants of 
the Rock had voted in fav:our of rerria'l!llil]:ig 
with Great Britain by 12,153 votes to 44. 
Spanish diplomacy continued to work 
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towards better relations with the USA, 
knowing how important it was for the 
Western defence system to have monopoly 
control over the two entrances to the 
Mediterranean - the Dardanelles 1and 
Gibraltar. This bilateral link has given 
the USA posses-sion of air bases at 
Sarrjuya-Valencia near Saragossa, and 
Torrejon near Madrid, and at Moron and 
Saragossa near Seville. Since 1970 she 
has also gained the extremely well 
equipped naval-air complex at Rota near 
Cadiz, not to mention a host of minor 
bases. :At Rota are stationed nuclear 
submarines armed with atomic missiles; 
Rota is one of the few naval bases within 
effective strinkirrg distance of Soviet 
targets. Although Rota is on the Atlantic 
coast, its strategic role i's in the 
Mediterranean. This has obvious 
repercussions on the multilateral relations 
maintained by the USA in the area. 

This state of affairs has led ·several of 
the allies to repeatedly take up position 
in favour of Spani·sh membership in rthe 
Atlantic A'lliance, especially France which 
also supports Spanish entry into the EEC. 
The situation is however confused; there 
are currents of Spanish diplomatic 
opinion, which oppose American pressures, 
in favour of a "third road" based on links 
with the Arabs and on improved relations 
with the USSR. Spain's :inclusion in 
NATO is hampered by the opposition of 
those European countries concerned above 
all to see evidence of a democratizatio'n 
of the regime. In the meantime Spain has 
diversified her sources of arms supplies, 
although 70% ·still come from the United 
States. Soviet-Spanish relations have at 
the same time been intensified. The USA 
will do its utmost to render her bilateral 
agreement operative in the multilateral 
sphere : in this sense she has given an 
e:x,plicit guarantee of her commitment. 

All decisions on the matter will be 
influenced by the development of United 
States' relations with 'Greece and Turkey, 
but above all by the development of events 
in Portugal in view of her numerous 
strategic and other ties with Spain. 
Although Portugal has an Atlantic 
coastline, she remains essential:ly a 
Mediterranean country. The .changes 
which took place after the coup of 25 
April 1974 started up a political process 
which has set the country on the road to 
left-wing political arrd ·economic 
development. The USA is carefully 
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following the development of the 
Portuguese situation and is concerned for 
her economic and strategic interests. 
Washington fears that apart from the 
Azores base which is now lost, at least 
as regards its potentia'! use as a touch 
down point for aircraft bound for Israel, 
there could be a Portuguese disengagement 
from the Atlantic Alliance. Assurances 
regarding Portugal's willingness to remain 
in the Western Alliance have continued to 
arrive from Lisbon. Proof of the 
conciliatory attitude of the Armed Forces 
Movement which is leading the country, 
comes from their voluntary withdrawal 
from NATO's Nuclear Planning group 
which the United States did not wish to 
assemble out of fear of a potential danger 
to security from the communist members 
of the Lisbon government. It will be 
necessa,ry to await the development of the 
internal ,Portuguese situation after the 
general elections of 25 April 1976, in order 
to know what the definitive 'Portuguese 
attitude will be towards the .USA and the 
Atlantic Alliance. It does not however 
seem :possible to envisage Portugal 
completely abandoning her mi1ita['y 
comn1.itments towards the Atlantic 
Alliance. If this were actually to occur, 
the ;repercussions would affect both Italy 
and Spain. It should be borne in mind 
that Portugal's role in .NATO has always 
been in the Atlantic. 

THE SOVIET PRESENCE IN THE MEDiTERRANEAN 

The Soviet Union began to appear in the 
Mediterranean on a fairly large scale after 
the Cuba crisis. The confrnotation with 
the United States had revea'led to the USSR 
the limits of her navy - a constraint which 
contradicted her policy of worldwide power. 
In less than fifteen years the Soviet ·Union 
managed to reduce her disadvantage in this 
sphere. At the present time the 
conventional Soviet fleet is more up-to-date 
than the American one. The aim is to 
reach by 1980 a gross tonnage of 20 million 
tons. This would make the Soviet navy the 
largest in the world. Soviet strategy 
itself, as regards the use of her navy, has 
changed. From being an extension of the 
army, the navy has become an autonomous 
entity and to a certain extent, a 
self-sufficient one, with worldwide 
commitments. These commitments have 

brought the average number of Soviet ships 
in the Mediterranean from zero to about 50: 
there are between 15 to 30 combat ships, 
6 to 10 submarines and 20 to 25 auxiliary 
ships. Given the provisions of the Montreux 
convention, almost all the submarines enter 
the Mediterranean via Gibraltar. Between 
1963 and 1969, the USSR became a 
Mediterranean naval power and in this 
capacity she constantly patrols the 
southern area around the 36th parallel, 
flyng her flag in numerous Mediterranean 
ports. 

Given the obvious superiority of the 
Western powers in the Mediterranean, 
Russ:ia's presence is dearly more political 
than military. She is, what is more, 
subject to fairly substantial restrictions; 
firstly, all access to the !Mediterranean: is 
controlled by United States allies, though 
Turkey has always strictly applied the 
Convention signed at Montreux in 1936, and 
fruitful and friendly diplomatic relations 
with Spain have existed for years. As far 
as regards the Suez Canal, it does not 
appear that Sadat has any interest in 
favouring one of the super-powers irr the 
running of the Canal nor does it seem 
possib'Ie that this could happen without 
provoking a serious reaction from the other 
side. Another important restriction ,stems 
from the actual technical structure of the 
flleet. It lacks air ,support, espedal1ly since 
1972, when Egypt ,severely limited the 
numbe'r of Soviet fighters on her territory 
(with the single exception, according to 
some sources, of the Marsa Matruh base). 
This technical restrktion is all the more 
real in that, with the exception of the 
helicopter ·carrier Moskva and the aircraft 
carrier Kiev, ·soon to be brought into ·service, 
the Soviet fleet lacks the support of ships 
properly fitted out for the carrying and 
landing of aircraft. This limitation is only 
partly compensated for by the relatively 
recent acquisition of missiles, even ,though 
some of these have quite a long range. The 
extensive use of satellites can .compensate 
for the absence of -strategic air 
reconnaissance, but this is difficult 
technically. In the past it was above all 
the Egyptian bases which guaranteed 
support and cover; since 1972 Russia has 
no longer been able to count on Egypt as 
be:5ore, even though it does appear that she 
has one touchdown point left. In Syria 
the base at Latakia ;provides the Soviet 
fleet with its only port of call. This is, 
however, quite clearly inadeguate. There 



are anchorage and fueling facilities in 
Algeria, Cyprus, 'Crete, Libya, Tunisia and 
Malta. There are also numerous anchorages 
in the open sea. 

The expulsion of fifteen thousand Soviet 
technicians and advisors from Egypt in July 
1972 has had a major effect on the balance 
of power in the 1Mediterranean. The Arab 
defeat in: the 1967 war had aroused a 
general feeling of discontent with the 
Russians who stood accused of not having 
supplied them with arms on a scale similar 
to the United States' supplies to Israel, and 
also of having demanded cash payment for 
those consignments which they did receive. 
Antisoviet feeling took years to manifest 
itse'lf openly. Thi·s only happened in July 
1972 when Sadat made his notorious speech. 
It had taken so long because it had first 
been necessary for the Arab leadership to 
gain stability within the Arab world. 
Sadat's moderate leadership had only just 
asserted itself in 1972. Ue-Nasserisation 
had just begun to make the country les·s 
socialistic, while the loca!l bourgeoisie was 
beginning to increase its economic and 
political power. This development in Egypt 
had led to the consolidation of links with 
other Arab states, in particular as a result 
of the emergence of the pro-American King 
Feisal of Saudi Arabia and the anti-soviet 
Gheddafi in Libya. Iraq tended to associate 
with Syria, and Libya was urging Egypt to 
proceed towards unity. If Soviet strength 
had increased at the same time it would 
have created a disparity between the 
Western and Eastern areas of the tA.rab 
world. This was ·even more of a potential 
danger given that in Iran an almost litera!} 
version of the Nixon doctrine was being put 
into· effect by Reza Pahlevi, who had a 
policy of rearmament linked to American 
interests in the area. At that time the 
USSR was pressing for 1he .concession of 
two naval bases in Egypt: Nasser had 
always opposed these request'S in order 
not to rule out the possibility of tallc1s with 
the Americans, and so as not to limit his 
freedom of action. Of the 15,000 Soviet 
advisors and technicians present in Egypt 
in 1972, there were barely 1,200 left in the 
following year, and a mere 200 at the end 
of 1975. It appears that Syria too, had in 
the meantime, reduced the Soviet .presence. 
In 1975 there were 800 Soviet advisors in 
Syria. · 

Egypt has continued to accept Soviet 
economic military aid, though she is more 
concerned than in the past to diversify 
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the sources of her milita;ry :equipment. As 
a result there has been a detinite drop in 
trade between the two countries. In 1973 
Egypt .ceased to be the principal Third 
World trading par.tner or th~ USSR, being 
superoeded by India with 589 mHlion: 
roubles worth of trade. Egypt •still remains, 
however, the main Soviet partner in the 
·southern Mediterranean, with trade to a 
value of 541 million roubles. Iraq, well 
known as the state most friendly 1to the 
USSR in that part of the world, attained 
a total volume of trade equivalent to only 
332 million roubles, while Syria's total was 
119, and Algeria's 117. In order to giv~ 
some terms of ·comparison we cite the 
figures for two non-Arab Mediterranean 
states: Iran, 275 million; Turkey, 133 
million. 

A Soviet loan for the financing of 
development projects over a period of four 
years, equivalent to 50 million doU~rs, was 
announced at the end of the Egyptian 
foreign minister, ;Mr. •Fahmi'·s visit to 
Moscow in November 1974. :Agreement 
seems to have been reached on Soviet 
participation in the construction of two 
large industrial complexes : a steel works 
at Alexandria and a aluminium factory in 
northern Egypt. All this was agreed on 
soon· after the triumphal welcome given to 
Nixon during his visit to Egypt. 

The Russians have never shown exces·sive 
strategic interest in the Arab Mediterranean 
world. · The :Soviet Union has always been 
more interested in penetrating the Gulf and 
the southern region of the Balkans, as has 
been shown, for examp!le, by Molotov's 
sensational refusal of Ribbentrop'·s 
overtures. In 1947 this traditional lack of 
interest in the southern Medit·erranean, 
together with resentment against the Arabs 
for the support they had offered to the 
Nazis, led to the upholding of. the Zionist 
claims of the homeless Jews. The USSR 
was the firSit state to •recognize Is!l'ael. The 
constitution of the Central Treaty 
Organisation, however, made Russia realise 
the impossibility of gaining the influence 
she desired in the Gulf, while on the other 
hand, the deposition of .Farouk in Egypt and 
J. Foster Dulles' hard :line policy (his 
intervention in the Lebanon, and the 
support given to Hussein in Jordan), held 
out some possibility of Soviet penetration 
in the Arab ·Mediterranean. It thus seems 
that there existed no organised global 
Soviet .policy for the penetration of the 
Mediterranean. The rapprochement with 
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the coastal states seems to have been of a 
local and ·contingent character, functioning 
as a response to immediate necessities. 
This was partly because these states 
viewed the rapprochement with Russia in a 
negative rather than a positive light; they 
approached the USSR as the "enemy of 
their enem.ies" rather than as a real friend. 
The most immediate consequence was the 
precarious nature of the relations which 
gradually developed between the USSR and 
the coastal -states. The alliances which 
were formed lacked a -common vision able 
to lead towards a ·concrete long term 
objective. 

For a considerable period of time 
difficulties grew out of the :Soviet inability 
to seize on the potential friendship inherent 
in the Mediterranean countries' declarations 
of neutrality. It was necessary to wait 
until 1955 before Stalin's policy of only 
helping communist and "antifascist" states 
was abandoned. 1955 was the year of the 
first arms contract with Egypt: until 1960 
roughly half Soviet military aid went to the 
Arab Mediterranean world. The change in 
Soviet foreign policy had been worked for 
by Khrushchev: in the !Mediterranean as 
els·ewhere amongst the emerging nations, 
the USSR began to support all "progressive" 
governments, putting into full operation the 
resolutions of the 1955 AfroMAsian Congress 
at Bandung. This meant the renunciation 
of discrimination between popular fronts 
and non-marxist antkolonia!l or third world 
groups. The USSR continued however to 
oppose .Pan-Arab nationalist claim·s, 
represented in that period by Nasser. In 
1965 this policy was reversed when K.osygin 
recognised that ·even if Arab nationalism 
was not socialist, it nevertheless represented 
a progressive force. The new Soviet 
position ended a long period of unhealthy 
Arab-Soviet relations. Khrushchev's regime 
had been incapable of completely 
abandoning plans to export the revolution 
and had remained too narrowly bound to 
its ideological position. As a result of the 
Arab communist parties' defence of Russia, 
open disagreements had erupted with the 
Arab countries, and in the case of Saudi 
Arabia there had been a complete break. 
With Nasser the quarrel exploded violently 
in July 1958 as a result of the USSR's 
support of ·the ·coup in l;raq against the 
Nasser faction, led by pro-Soviet elements. 
A further cause of dispute was the 
formation of the United Arab Republic by 
means of which Nasser hoped to be able to 

draw Syria out of the Soviet sphere of 
influence. 

During the 1960's the progress of 
de-Stalinisation contributed towards the 
weakening of the ideological side of Soviet 
foreign policy. Further ·stimulus to this 
process was provided by the new collegial 
structure of the executive which made it 
impossible for a single charismatic leader 
to hold power. The intensifying conflict 
with China was also a factor. The Soviet 
attitude towards Israel reflect·ed this new 
style of policy-making. The Soviet Union 
had been an ardent supporter of the 
formation of the Jewish state, and had ·even 
quarreled with .Great Britain who was more 
favourable to the idea of a Jewish homeland 
than to the formal partition of Palestine. 
From 1954 onwards, instead of abstaining 
as she had previously done, the USSR voted 
against Israel in the United Nations on 
problems regarding the Middle Eastern 
question. In the 1960's and the 1970's the 
Russian an:ti-Isra·el position grew stronger 
although there was still no formal refusal 
to recognize Israel's existence as a state; 
concrete Soviet support was given to the 
Arab armed struggle. After the 1973 war, 
secret Soviet diplomatic activity was 
stepped up. ·Meanwhi:le the USA was 
dealing with Egypt and Syria. This activity 
became even more intense after the failure 
of Kissinger's "step-by-step" policy. The 
pragmatism of Soviet diplomacy, which 
since 1964 has followed a coherent line ·can 
be seen with regard to the Palestinian 
problem: Arafat had frequent contacts with 
the USSR, but it was only on his sixth visit 
to ;Moscow, in August 1974, after the Arab 
countries had expressed support for the 
PLO, that he was finally received by top 
government officials. It was on that 
occasion that support was given for 
Palestinian representation at the Geneva 
Peace talks and that it was suggested that 
the Palestinians should open an office in 
Moscow. Only the month before, Breihnev 
had offered the Lebanese president aid 
against Israel on account of anti-Palestinian 
raids into Lebanese territory. 

Further evidence of ·th:e changed Soviet 
attitude towards the Arab ·Mediterranean 
countries came from the way in which 
during the 1960's the USSR 1nodified her 
claims for bases on their territory: 
Arab-Soviet cooperation now takes the form 
of military supplies and development aid. 
Technological assistance was given to Egypt 
for fifteen years. This became a formal 



agreement after the signing of an 
inter-government agreement on technical and 
economic cooperation in January 1958. 
The agreement covered the following 
sectors: gedlogy, mining, oil, metallurgy, 
chemica:ls, building, textiles, food and 
pharmaceuticals; particular attention was 
paid' to the electrification of rural areas. 
The most impressive product of this 
agreement, the Aswan Dam, was finished in 
1971 after ~t-en years' work involving an 
expenditure of 320 million pounds sterling. 
Development was promoted by the 
financing of the public sector through the 
concession of long-term credits at a low 
rate of interest: these served to buy 
machinery, pay technicians, and also to 
finance technical and professional training 
in courses set up either on the spot or in 
the Soviet Union. 

Soviet training resulted in a large 
reduction in the number of 'Rlussian 
technical staff in Egypt, and in a 
simultaneous rise in na_tive employment in 
the field as compared with the early years 
of aid. Although economic aid to Egypt 
was on a large scale, it was five times less 
than the amount of military aid the country 
received. The most recent Soviet-Egyptian 
cooperation treaty dates from May 1971. 
When this fifteen-year treaty was made the 
events of 1972 were as yet unforseen. The 
reasons for Sadat's brusque 'reaction have 
already been mentioned. nuring_ the 
Kippur War the USSR gave total support 
to the Arab allies and ·set up an air lift 
for supplies. She was determined to 
eradicate the memory of the 1967 conflict. 
Nevertheless, this was not enough to break 
the pro-American axis led by Egypt and 
Saudi ~rabia, nor did it reduce American 
influence in the area. The Soviet Union 
seemed practically powerless. This was 
partly because she was at a disadvantage 
not having official ·contacts with Israel, and 
partly because she was aware that the 
Egyptian entrepreneurial bourgeoisie could 
more easily obtain capital and technological 
assistance from the United States. 
Nevertheless, the USSR decisively opposed 
Kissinger's clumsy attempt to undermine 
her links with Syria. This led to a 
reopening of talks with Egypt. At the same 
time it seems that s-ecret contacts with 
Israel were stepped up. It was not 
difficult for the USSR to maintain the kind 
of presence in Middle Eastern affairs which 
she had achieved by the end of 1974,· at 
least as long ~s there· was tension on 
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various fronts.· The Arab countries caught 
up in the ~conflict were less interested in 
relationships with the superpowers than in 
the recapturing of the territory lost in 
1967, and their own developm.ent. Sadat 
has several times taken the advice of King 
Feisal of Arabia into consideration. The 
partnership with the Saudi sovereign marks 
a turning point in Egyptian foreign policy: 
the establishing of links with Saudi Arabia 
obviously invO'lves ties with a close 
American ally. The USSR no doubt bears: 
this in mind, although it is only possible 
to speculate about the various courses which 
the Egyptian-Saudi partnership might take, 
now .Feisal is dead. The solution of the 
conflict between Iraq and Iran will also 
have to be watched carefully by the Soviet 
Union, which could lose ground in Iraq. 

A possible return of the Middle Eastern 
belligerants to the conference table should 
however widen the Soviet field of action. 
It will be necessary to see what policies the 
superpowers eventually .choose at Geneva: 
whether, that is, they -choose to favour a 
peaceful solution regardless of the short 
term consequences on relations between the 
superpowers and the Middle Eastern states. 
A peace based on a responsible Israeli 
attitude would undoubtedly favour the USA. 
Kissinger's methods need however to be 
changed; bilateral· diplomatic mediation has 
only been successful for 1 5 o/o of the entire 
territory under dispute. During the Y om 
Kippur War Syria lost 800 km2 on 1the Go}an 
Heights. Then there is the immense 
Palestinian problem. Careful multilateral 
mediation with the support of both the 
superpowers may perhaps mal0e more 
substantial progress towards the 
stabilisation of the Middle East. 

The centre of Soviet diplomatic activity 
remains however Egypt, despite the latter's 
rejection of the friendship treaty in March 
1976. Her unpaid debt·s with the USSR 
make it unlikely that there will be a total 
split between the two .countries. The . 
outstanding Egyptian debt for 20 year's 
economic and military aid is estimated at 
around 8,500 million dollars against a total 
received of 22,500 million. Consideration 
must also be .given to the ·continuing state 
of tension with Israel and the latent risk 
of war \vhich rules out any plans for . 
totally substit(lting Egypt'·s predominately 
Russian· arsen'al. Such an operation would 
take· at least five years (leaving aside the 
complexities of efficient technical traiping 
in the use of new weapons). Recent. ·: : 
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Egyptian orders for weapons with 'British, 
French and American suppliers and her use 
of Chines•e spare parts, does not signify any 
move away from the USSR. It is merely a 
sign of a continuing policy of international 
non-alignment and of the diversification in 
arms supplies already begun under Nas~er. 
After the 1973 war, Soviet supplies 
continued at the usua·l rate. What is more, 
the Russians granted Egyptian requests for 
more modern and sophisticated equipment: 
in 1974 they received amongst other things, 
missiles with mobile ramps and a range of 
250 mHes and a squadron of Mig 23 jets. 
It is unlikely however, that Soviet power 
will be restored in the ·Mediterranean on a 
scale comparable to that of the 1960's. 
With the opening of the Suez Canal, the 
USSR has an opportuntiy to direct her 
strategic forces ·eastwards. ·From a naval 
viewpoint this ·strategy would be more 
suitable to her needs, since it would take 
care of the India route once controlled by 
Britain and which today interests her more 
than the USA. A desire to "deter" China 
is also of relevance. 

The European negotiations at present 
under way show that the Russians are 
concerned abov·e all with their land forces. 
In the Mediterranean, the USSR seems to 
be concentrating her strategic forces on her 
land frontiers (Iran, Afghanistan) rather 
than along the coast. This will continue to 
be the case as long as political and 
strategic devolopments in Southern Europe 
prevent the USSR from playing a renewed 
role in that area of the .Mediterranean. 
Another possibility could be renewed Soviet 
initiatives in the Maghreb. There might be 
an attempt to offset losses in the Middle 
East with gains in the western Arab zone. 

The 'Maghreb and .particularly !Algeria is 
one of the .regions of the Mediterranean 
most strongly attached to the concept of 
non-alignment. After 1Bandung, as we have 
seen, the USSR dedded to support the 
claims of emerging non-Communist nations. 
As a result of this decision the USSR scored 
heavily against American strategy which 
was still attached to the idea that 
non-alignment was synonymous with 
membership of the Eastern bloc. In Algeria 
this led to Boumedienne's declaration 
against any interference by the superpowers, 
and to the granting of permission for about 
a thousand Soviet military and t·echnica:l 
advisors to be permanently stationed on 
Algerian soil. Algeria owes most of her 
C\rm(;unents to the USSR, especially her 

aircraft and tanks. The Soviet fleet 
receives its most cordial welcome in the 
Maghreb from Algeria. Nevertheless 
rumours of a Soviet base at .Mers-el Kebir 
do not seem to be well founded. 

The USSR's relation with Tunisia and 
Morocco are less 'Stable. Bourghiba ha~ 
always taken a pro-A.merican line in order 
not to alienate the sympathy of the local 
middle dass·es to whom he owes his power. 
The state of Soviet-Moroccan relations is 
illustrated by the sum of Soviet aid between 
1956 and 1971, i.e., only 40 million dollars 
in 15 years. 

.During the ·early years of Gheddafi's 
leadership, Libya, which links the Maghreb 
and Mashrak, took up a violently anti-Soviet 
position. After the change in foreign 
ministers, J allud dfected a spectacular 
volte-face reaching concrete agreements 
with the Soviet Union. The worst friction 
had been in April 1972 when Gheddafi had 
recalled his ambassador from Baghdad in 
reply to the stipulations of the fift.een yea·r 
tre_aty of Soviet-Iraqi friendship and 
cooperation. Yet, two years later, in May 
1974, at the end of a week'•s friendly visit to 
Moscow, Jallud signed a wide-ranging 
cooperation agreement. As well as an 
increase in trade there was to be an 
arrangement for the purchase of a Soviet 
anti-aircraft system: it was fe:lt that 
France's willingness to continue with her 
traditional policy of supplying the Libyan 
army could no longer be guaranteed. At 
the military parade marking the fifth 
anniversary of Gheddafi's revolution all 
the best Soviet equipment was on show -
from the latest type of SAM missile to 
T62 tanks. The USSR had picked an ideal 
moment during a period of Libyan 
politica:l and diplomatic isolation in the 
Arab world and internationally: attempts 
at union with Egypt and Tunisia had 
failed, there had been violent accusations 
against Sadat regarding :a plot hatched in 
Tripoli; at the same time Egypt and the 
USA had drawn closer together. The 
US SIR had understood that J allud was the 
right man to eradicate :the distrust of the 
past. ~t the end of his ·May 1974 visit, 
Kosygin had rightly drawn attention to 
the ideological differences between the 
two countries, underlining the .imminent 
signing of a cultural agreement. However 
as factors promoting reciprocal link·s, he 
had argued the classical case for 
non-alignment: the need for greater justice 
in international relations for the small 



nations and the right of self-determination 
in all spheres of national life. On this 
basis, the USSR and Libya set up an 
intergovernmental commission for the 
development of economic, scientific and 
technical cooperation with special reference 
to the oil sector. 1Further deve:lopments are 
forecast in rail and road works, in 
non-ferrous metallurgy, in prefabricated 
housing, and in desalinating equipment. 
Libyan oil could be used by the USSR to 
provide for her allies in Eastern Europe. 
To understand how far things have changed 
in Libyan-Soviet relations since the rise of 
Gheddafi, one needs only to remember that 
in 1971-2, Libya had offered Don Mintoff 
vast sums of money to ·stay outside the 
Soviet orbit. At the end of 1975 there were 
300 Soviet advisors in Libya, half the 
number in Algeria. 

The Soviet Union has generally cordial 
relations with the countries of the northern 
coast of the Mediterranean, although she 
has no specific military or political alliances 
with them. The area most ·concerned in 
the expansion of Soviet influence has always 
been the Balkan region, including Greece 
and Turkey. In the immediate postwar 
years, the USSR continued to ·show interest 
in these two countries even after the 
reluctant withdrawal from Iran. Later, 
the Soviet government rejected Stalin's 
work in this area. Molotov had taken 
advantage of the decline of British military 
power, and had gone so far as to request 
the revision of the Turkish-Soviet treaty of 
neutrality and to ask for Russia to be 
allowed to participate in the patrolling of 
the straits leading to the Mediterranean. 
In the 1960's as a result of Amerkan error·s 
over Cyprus, the USSR gained an 
opportunity to re-establish good relations 
with both countries. After 1967, the 
Colonels' government's need for support 
and international recognition, favoured a 
rapprochement. The USSR was the first 
nation to recognise .the regime and to send 
an ambassador to Athens and profitted from 
this in January 1970 with the signing of a 
commercial treaty making her exports very 
competitive on Greek markets. The 
previous month, the power station at 
Keratsini, built with Soviet technical and 
economic assistance, had beerr opened. In 
that same period, plans were drawn up for 
the building of another power station at 
Filippon in ·Macedonia. The cost of 116 
million dollars was to be repaid to the 
USSR almost exclusively in agricultural 
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produce. The USSR press 1aunched only 
very ·sporadic ideological attacks against the 

·fascist character of the Junta: when these 
occurred they were provoked by the Greek 
role in NATO, especially at the time of the 
concession of the Piraeus base to the 
Americans. 

It was only in 1953 that the USSR 
explicitly renounced her Turkish ambitions. 
It was necessary however to wait until the 
1960's for concrete economic and political 
agreements. In 1958 the headquarters of 
the Central Treaty Organisation was set up 
in Ankara. This seemed to emphasise the 
line chosen by Turkey. After a joint 
declaration by Khruschev and the Turkish 
president, Gersal, in favour of detente in 
1960, a railway agreement was reached in 
1961, followed in 1962 and in 1963 by 
agreements on telephones and on the 
building of hydroelectric stations. 1963 
marked a turning point in Turkish-Soviet 
relations. The following year a Turkish 
parliamentary delegation accepted a Soviet 
invitation to visit ·Moscow. Two years 
previsiously a similar invitation had been 
refused. During 1965 there was a continual 
exchange of delegations until finally in 
August, for the first time since 1932, a 
Turkish Head of State paid an official visit 
to Moscow. By then Soviet technicians 
and commercial delegations were arriving 
in Turkey by the hundreds. In 1967 trade 
reached 70 million dollars - the 
corresponding figure for 1963 had barely 
attained 15 million, whi:lst Soviet credit to 
Turkey amounted to 400 million dollars. 
After the events of 1968 in Czechoslovakia, 
Turkey's relations with the USSR became 
less dear. She maintained a friendly attitude 
but avoided any act or declaration which 
might create an impression of hostility 
towards the West. The provisions of the 
Convention of Montreux were left open to 
wideranging interpretations. The USSR 
was able to· supply arms and aircraft to 
Syria, Iraq, and to other countries even 
during periods of warfare in the Middle 
East. Increasing Soviet pressure in the 
Mediterranean through the enlargement of 
her fleet contributed to a phase of "cordial 
coolness" on Turkey's part. In October 
1968 the Soviet representative to the United 
Nations defined the Eastern Mediterranean 
as a Russian "security zone". In 1974 
during the Cypriot crisis, the USSR at first 
favoured Turkish intervention but then 
came down decisively on the Greek side. 
The USSR will probably be unsucces·sful in 
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her aim of taking advantage of the split in 
t?e Atl~ntic Alliance, and of increasing 
lmks With Greece. Indeed her room for 
manoevre is likely once again to be reduced. 
With Caramanlis at the head of the Greek 
government, it seems that the USA wil:l be 
able to overcome most of the outstanding 
problems which ·emerged in the 1974 crisis. 

As for Cyprus, the present partition of 
the island by the Turkish occupying forces 
objectively favours the Atlantic Alliance 
which can already count on two British 
bases there. Makarios's return to power, 
however, does at least assure the USSR of 
continued Cypriot non-alignment as well as 
guaranteeing the security of the local 
communist parties' position, gained through 
democratic elections. 
T~e Cypriot communist party, Akel, is the 

Mediterranean party which most faithfully 
reflects the Moscow line. Leaving aside the 
Yugoslavian communist party whose split 
from Moscow goes back to the immediate 
post-war years, the other Marxist parties 
(with the single partial exception of the · 
Portuguese) have been at pains to 
distinguish their position from that of 
Moscow, especially since the 1968 invasion 
of Czechoslovakia: The possible entry of 
left wing parties into governm,ent as a 
result of elections does not necessarily give 
the USSR greater influence over the 
countries where this may occur. This, at 
any rate, is what one may deduce from the 
positions taken by the leaders of those 
communist parties interested in gaining a 
place in government: Marchais in France, 
Berlinguer in Italy and Santiago Carillo in 
Spain. In France the Union de la Gauche 
came close to victory in the 1974 elections. 
There is a strong possibility that by the 
next elections the Left will have improved 
its position. In Italy the most prominent 
political issue has, for years, been the 
question of a possible alliance between the 
largest western communist party and the 
Catholic party which has held power 
constantly since the ·end of the war. The 
11 communist question" acquired overriding 
importance after the success of the Left in 
the regional elections on 15 June 1975. For 
the moment the PCI is rejecting speculation 
that Italy will abandon the Atlantic Alliance. 
As far as regards Spain, it will be necessary 
to await developments in the post~Franco 
era. Nevertheless Carillo's differences with 
Moscow are common knowledge. Portugal 
is a more· complex case, as only two years 
have lapsed sinoe the prog:Des1sive army 

officer:s coup against the fascist regime, and 
there IS no doubt that Cunhal has closer 
ties with Moscow. It appeared at that time 
that Portugal was about to grant the USSR 
an anchorage for her ships, and that she 
was involved in important economic 
negotiations with Eastern Europe. This 
however is insufficient evidence to conclude 
that Lisbon is moving into the Soviet orbit. 
Spain too has granted an anchorage to the 
Russians, and has an important commercial 
treaty with the USSR. She has also 
accepted the good offices of Soviet 
diplomacy to advance her claims on 
Gibraltar. 

The official break between Stalin and 
Tito took place in June 1948 with the latter's 
expulsion from the Cominform. It was not 
until the XX Congress that the Russians 
accepted the principles of peaceful 
coexistence and "national roads to 
socialism"; in 1955 Khruschev went to 
Belg:rade to r·ecognise Yugoslavia's right to 
autonomy. The following year Tito went to 
Moscow and received a tumultuous welcome. 
From 1958 to 1961 there was a phase of 
mutual distrust following events in Hungary 
which had provoked alarm in Yugoslavia. 
The re-emergence of working :relations 
between the USSR and Yugoslavia in the 
following years, promoted above all by the 
"confrontation" with China, which forced 
the USSR to make ·concessions towards 
those "renegade" ·socialist countries which 
might have provided fertile ground for the 
temptations of the second of the two poles 
of international communism. At the time 
Yugoslav non-alignment assumed the 
characteristics of a latent but stable 
friendship with the Soviet Union; the USSR 
gave Yugoslavia abundant military supplies 
and used Split as a port of call for her 
shows of force in the Eastern Mediterranean. 
The aggression committed by Wars~w .. Pact 
forces against Czechoslovakia did however 
affect Yugoslavia and she began after 1968 
to increase her links with the West. 
Gromyko's visit to Belgrade in September 
1969 must have dispelled most of the 
apprehension regarding the USS!R's role in 
Europe, for irr 1970 Soviet-Yugoslavian 
cooperation was resumed and intensive links 
re-established in the economic, cultural, 
·scientific and political fields, while in the 
commercial sphere a five-year (1971-1975) 
agreement was reached. As the post-Tito 
era appro(1ches, Kissinger's present policy 
towards Yugoslavia gives the USSR a 
certain amount of room to manoeuvre. It 



was the Yugoslav President, who in the 
name of non-alignment, reproached Sadat 
for his blatant policy of rapprochement with 
the USA during 1974. According to Tito, 
this upset the balance of forces in the 
Mediterranean. In April 1974, Tito 
solemnly re-affirmed his friendship with 
Moscow and tabled a law before Parliament 
proposing to grant more ports of call in 
Yugoslavian territory to Soviet ships. 

THE CHINESE PRESENCE 
IN THE MEDITERRANEAN 

The Chinese have only recently been 
present in the ·Mediterranean, and only on 
a modest scale. This is the result of 
China's distance from the region, of the 
difficulties of presenting herself as a model 
for the developing countries there and of 
the almost total isolation in which she has 
kept herself for years. 

The turning point in: Chinese foreign 
policy was in the early 60's when China's 
ideological conflict with the USSR led her 
to adopt an anti-Soviet as well as an 
anti-Amerkan position. Uuring the cultural 
revolution, from 1966 to 1968, China once 
again withdrew to deal with her internal 
problems and only resumed international 
contacts in the 1970's. 

Since that time the Chinese offensive in 
the Arab 1Mediterranean area has been 
directed towards Syria and Iraq and has 
taken advantage of disputes between these 
countries and the USSR. Following the 
abrogation of the Egyptian-Soviet treaty, an 
Egyptian: delegation was received in Peking 
for high level talks. Commercial links 
between the two countries will probably be 
extended to the technical and military · 
spheres. The :Pa'lestinian question has 
proved even more fertile ground. ·Further 
to the south China opposes the USSR in the 
Yemen, whilst in the province of Dhofar 
(Oman) ·she was opposing the imperialist 
policy of Iran, even though it is with Iran, 
in: fact, that the only important Chinese 
commercial treaty in the ·Mediterranean has 
been signed. 

This oro-Arab position is part of the 
Third World, anticolonial option taken by 
Chi01a at Bandun:g: before she had ma1nuained 
normal :relations with Israel, partly because 
Israel had been the first country to 
recognise the People's Republic of China irr 
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1950. During the 1956 crisis Chinese 
support for the Arabs became explicit: it 
was announced that 250,000 volunteers 
were ready to fight for Egypt. After Suez, 
Egypt and Syria, followed by the Yemen, 
Sudan and Iraq recognised the People's 
Republic. Around 1960 Cairo became the 
centre of Chinese propaganda in the Middle 
East through APSO (the Afro-Asian People's 
Solidarity Organisation) which played orr the 
nationalist and anti-colonialist demands of 
the recently independent Afro-Asian nations. 
Relations between China and the Arabs -
especially Egypt and Iraq - were spoilt 
by the repression of national communist 
movements in many Middle ·Eastern 
countries, and. by irregularities in the 
practical tnterptr~etation of non-alignment. 
From the end of Uecember 1963 to March 
1964, Chou en Lai went on a long visit to 
Africa: he visited Egypt, !Algeria, ~Morocco 
and Tunisia, patching up many of the 
quarrels which had emerged in recent 
years. He proposed a "new Bandung" 
which would ratify China's role as leader 
of the Third World. This plan failed. 
Meanwhile China suffered a further setback 
when the Russians were not exclw;led from 
the Algiers conference. This subsequently 
proved abortive. China had staked a great 
deal of her prestige in the Third Wor:ld on 
the exclusion of the USSR. She had to 
wake up to the fact that the Russians were 
still highly regarded. 

In January 1964, the PLO ·resumed 
operations. In March of the following year 
its leader Chukeiri, went to .Peking: the 
Palestinian delegation received full 
diplomatic treatment. Under Arafat, 
Chinese influence over the PLO grew and 
was maintained until 1970, in which year 
the Palestinian: leader visited Peking. In 
1971 however Arafat directed his requests 
towards .Moscow. He wanted large scale 
military supplies and more concrete 
diplomatic support. Peking's reaction to 
Arafat's Soviet convertsion was to !Support 
the more extreme organisations led by 
Habash and Hawatmeh. 

In 1971 China concluded an economic and 
technical agreement with Algeria, and 
contracted good relations with Iran, Turkey 
and Egypt. In the Middle East, in keeping 
with her ideological tradition, China became 
the spokesman of the principles of 
"counting on one's own power", in d~rect 
opposition to the policies of the 
superpowers. In December 1972, the 
Chinese ambassador to the United Nations 
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clarified his position, declaring that the two 
superpowers were deliberately fostering a 
situation which was "neither war nor peace" 
in order to maintain their footho1d in the 
Mediterranean. 

After a bitter diplomatic dispute in the 
mid-1960's between China and Tunisia, 
which in September 1967 led to the 
withdrawal of the Chinese delegation in 
Tunis, wide-ranging commercial relations 
were finally established between China and 
Tunisia, as well as with Morocco. There 
has been a special relationship between 
China and IA.lgeria ever since the time of 
the anti-colonial guerrilla struggle. China 
was the first country to recognise the 
Algerian Liberation Front arrd by 1958, 
(even before independence), she had 
concluded a commercial treaty with the 
Front. This was renewed in 1963 on a 
broader military and technical basis. 
Chinese aid to Algeria, which began in 1954, 
rose in the period 1954-69 to 50 million 
dollars. 

The advances of Chinese foreigrr policy 
are documented by the rate of increase in 
their aid. In the fifteen years from 1956-71, 
total Chinese aid in the Middle East was 
275 million dollars. 20 million of this was 
given between 1956-60, and 125 for 1961-65. 
From 1965 to 1969 aid was reduced to about 
48 million dollars. The sudden flux of 43 
million dollars in 1970 was a sign of the 
end of the ·Cultural revolution, while the 39 
milliorr dollars given in 1971 confirmed the 
internal stability of the Chinese government. 
Nevetheless, the amount of Chinese aid to 
the Middle East, as a percentage of the 
total given to the emerging nations, was not 
much more than 6% in 1970 and 8% in 
1971. This is very 'little if one bears in 
mind that in Chinese strategic considerations 
the Arab sector was second only to 
Indochirra. 

As far as regards the Mediterranean, 
China has made her most notable advances 
in the Balkans : she has succeeded in 
involving herself in 1the conflict between the 
USSR and Albania and in strengthened her 
relations with Rumania, Yugoslavia and 
Greece. The most fertile period with 
Greece was at the beginning of the 1970's 
as a result of commercial agreements 
contracted with private Greek enterprises 
with explicit Greek governm·ent 
authorisation. 

In August 1970 China's relations with 
Yugoslavia, which since 1958 had been 

conducted through a charge d'affaires, 
were once again directed through normal 
embassy channels. Commercial exchange 
remained, however, fairly restricted, 
amounting to a few tens of millions of 
dollars per annum. The positive trend in 
Chinese-Yugoslav and Chinese~Greek 
relations helped Albania to restore normal 
bilateral re!lations with these two countries 
ir1 1971. 

Albania is the area of greatest Chinese 
infiltration in the Mediterranean and 
represents the USSR's worst defeat in the 
diplomatic and ideological conflict between 
the two leaders of world communism in 
the emerging nations. After a prolonged 
phase of full political and economic 
cooperation, which over the last five years 
gave Albania 200 million dollars' worth of 
aid Chinese-Albanian friendship has for 
some time been gradually modified: Soviet 
diplomacy is obviously trying to step in 
between the two countries in order to 
regain lost influence. The violent break in 
relations with A~lbania took place in 1961 
when the USSR was denied the use of the 
port of Valona which she was planning to 
equip with missiles and link to the nearby 
lake of Butrinti which was to have provided 
her with a submarine base. After the 
invasion of Czechoslovakia in 1968 
Soviet-Albanese hostility reached its peak 
and Albania withdrew from the Warsaw 
Pact. :At the present time Albanian 
interests are represented in Moscow by the 
Bulgarian delegation. 

The Chirrese-American rapprochement 
caused the Albanian leaders part:kular 
displeasure, and they began to voice 
complaints about collusion between the 
great powers: in November 1971 the 
absence of the Chinese delegation to the 
Albanian communist party ·Congress was 
noted. Another 1Joint at issue between 
China and Albania is the EEC. China has 
recognised the Community, and views 
sympathetically the idea of a more united 
and autonomous ·Europe able to oppose the 
unchallenged strength of the superpowers. 
She sees the EEC a~ a counterweight in the 
West to Soviet predominance on the 
Euro-Asian continent. Albania, on the other 
hand, sees the possible birth of a united 
Europe as a result of United States' 
expansionism, consented to by the USSR. 
;As yet there is no .formal pact between 
Albania and China although they have been 
in dose partnership for almost 15 years. 
It is however quite dear that unless there 



were to be a drastic revision of her policy, 
Albania will continue for a long time to 
remain a trusted friend of China, despite 
their differences over the United States and 
European unity. 

China has also succeeded in establishing 
good relations with 'Malta following the 
election of :Dom Mintoff as Prime Minister. 
In 1972 the two countries established a 
ten-year agreement for economic and 
technical aid amounting to 40 million 
dallars. Malta's relations with China 
however do not ·so much mark a substantial 
change in political line as an integral part 
of a strategic design aimed at raising the 
cost of her bases to the Western powers. 

THE JAPANESE PRESENCE 
IN THE MEDITERRANEAN 

Since 1973 Japanese relations with the 
Mediterranean have taken the form of a 
strategy aimed at ensuring ·energy supplies. 
By 1979 Japan should have succeeded in 
obtaining stocks equivalent to an average of 
90 days' supply. 

At the time of the outbreak of war 
between the Arabs and the Israelis in 
October 1973, Japanese demand for oil 
amounted to 300 million tons per year, of 
which 90% came from the Gulf {60% from 
the Arab countries and 30% from Iran). 
Her annual oil expenditure amounted to 20 
brllion dollars. The OPEC oil embargo in 
November 1973 and the quadrupling of ~the 
price of oil, would, without adequate 
count•ermeasu1:1es, have done 'irrepaa:-ab1e 
damage to Japanese production. On 23 
December the Japanese government declared 
a state of emergency and proceeded to 
adopt drastic, selective oil rationing. At the 
same time the Japanese government began 
intensive diplomatic activity to try and 
restore friendly relations with the Arab 
countries. The Japanese far outstripped 
the European countries in the unyielding 
anti-Israel stance they adopted. For some 
time there had been debate in the EEC 
regarding the merits of a firm dissociation 
from ~American policies towards Israel, 
stimulated by the process of drafting, 
European ·Mediterranean policy. There 
were those in Europe who had already 
opted for the Arab countries : France for 
ex_ample, and to some extent, Italy. The 
Japanese on the other hand never wavered 
in their support for Israel. Then, on 22 
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November 1973, the Tokyo government 
made an official declaration deploring the 
Israeli occupation of Arab territory 
conquered in 1967, adding that it might in 
the future review its traditional policy 
towards Israel. A few days later the 
Japanese delegation to the United Nations 
made :a 5 million dollar ·contribution to the 
annual aid fund for Palestine refugees. The 
previous year the Japanese contribution had 
been 1 mHlion dollars. 

On 10 December the tForeign 'Minister 
Takeo Mild made a th1:1ee-week vi,s·it to ·the 
seven Arab oil-producing states and to Iran. 
The visits to Abu Dhabi, Saudi Arabia, 
Qatar, Kuwait, Iraq, Syria and Egypt proved 
very fruitful in the following months. The 
Japanese strategy for the obtaining of oil 
supplies was based on the offer of 
specialised technology and technical aid for 
the development of the Arab world. In the 
political field this was backed up by 
gradual dissociation from Israel. In 
December the Tokyo government issued a 
strongly-worded declaration demanding the 
withdrawal of Israel's troops to the ceasefire 
line of 22 October 1973 as a first step in 
a complete withdrawal from occupied tArab 
territory. 

Talks with Iranian economic advisors led 
to the drafting of a plan for Japanese 
investment in Iran amounting to about 
1.5 bilLion dollars. 1 billion was to be 
spent on an oil refinery complex, the rest 
on a petrochemicals pJant and a cement 
works. In March, however, the building of 
the oil refinery was handed over to a West 
German consortium. 

Japan agreed on joint ventures with Saudi 
Arabia in the oil sector, and in September 
197 4 Saudi Arabia announced a 1 billion 
dol,lar loan to Japan, payable over 5 years 
at 10% interest, to cover the Japanese oil 
deficit. 

In February, Takeo Miki's meetings with 
the Cairo authorities led to a contract for 
a two-year supply of 800,000 tons of crude 
oil. 300,000 were to be supplied in 1974 
and 500,000 in 1975 at a price just under 
10 dollars. The Japanese government then 
.conceded 240 mi'llion dollars worth of credit 
to Egypt: 140 million for the restructuring 
of the Suez canal, 50 million in aid and 
50 million for the purchase of Japanese 
goods. The money for the ·canal was to 
be repaid over 25 years at 2% with seven 
year grace before the first ~repayment. The 
rest was also repayable over 25 years w.ith 
seven-year's grace; the interest rate was 
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however lower at 3.5%. In December 1974 
this credit was expanded by a further 175 
million dollars. This sum came almost 
exclusively from government sources and 
was granted for the final stage of work on 
the canal to open it to ships drawing up to 
150,000 tons. Japan will also provide help 
in the development of the canal zone. At 
the moment she is the industrialised 
country contributing most to Egyptian 
reconstruction. 

On 17 January 197 4 a wideranging 
commercial and 'economic ag11eement was 
signed between Japan and Iraq. Iraq 
undertook to supply 90 million tons of 
crude oil over 10 years and 70 million tons 
of liquified gas and other oil by-products. 
In exchange Japan offered 1,000 million 
dollars - a quarter of which was to take 
the form of a government loan and 
three-quarters of which was to come from 
private sources at an average interest rate 
of 5.25%. The loan is to be used for 
numerous industrial projects especially in 
the liquified gas, ·cement, aluminium and 

· fertiliser sectors. In addition Japan offered 
her cooperation in the building of new 
refineries and oil tankers. 

The comp:Jiex Japanese-haqi agreement 
was finalised and confirmed in Tokyo in 
August and ratified in Baghdad at the end 
of -October, after numerous problems 
regarding the price of oil had held up its 
progress. 

In .January 197 4 the Saudi oil minister, 
Y amani,. and the Algerian minister for 
Industry and Energy, Abdessalam, visited 
Tokyo as OA·PEC delegates to the consumer 
countries. Japan seized the opportunity to 
re-open the question of her contribution to 
the second four-year pl:;m for :Algerian 
development. Algeria had insufficient oil as 
yet to guarantee the supplies needed by 
Japan. In the talks the Japanese made 
offers of joint oil prospecting and refining 
operations. Algeria in turn offered 
substantial supplies of natural gas. 

If Japanes-e financial commitments to 
Arab deve1opment in the 1973-74 period are 
compared to those in the immediately 
preceding years, we gain a further indication 
of how the oil embargo has affected 
Mediterranean politics. In the ·short term 
at least, Japan's attitude towards the 
Mediterranean has been drastically revised, 
this because of her need to build up lasting 
relations with an area far away from the 
traditional axis of her commercial and 
strategic interests. In the ·fou_r year period 

from 1969 to 1972, average annual Japanese 
aid to the Arabs amounted to 500,000 dollars, 
the same ·sum as that granted to Turkey. 
Countries such as Algeria, Libya, Tunisia 
and Saudi Arabia were completely excluded. 
The only ·countries in the area. to receive 
aid on a significant scale were Iran, with an 
annual average of nearly five million 
dollars and, further to the North, Yugoslavia, 
which in 1972 received 30 million dollars of 
which 10.5 million (35% of the total) in the 
form of a grant. In that year no OEGD 
country made a greater contribution to 
Yugoslav development than Japan. 

Since 1973 however Japanese policy on 
aid has had to take account of the needs 
of the Southern <Mediterranean, the 
satisfaction of which is a key point in 
government oil supply ·strategy. The 
immediate ·concrete result of this policy has 
been at least a medium term guarantee for 
the Japanese economy, always supposing of 
course that the policy is continued. In 
. 97 4 Japan reduced her oil imports to 260 
million tons and thus succeeded in covering 
her oil deficit, without drawing on her 
foreign exchange reserves, this despite 
quadrupled prices. This was :a positive 
result achieved thanks to increased exports 
and to the agreements reached with the 
producer countries. It is unlikely that 
Japan seel<"!s, or indeed is able to exploit her 
friendly relations in the area for political 
ends. The presence of the superpowers 
arrd of China leaves little room for political 
infiltration. The peace treaties signed 
after World War II discourage and indeed 
place concrete constraints on the expansion 
of the Japanese armaments industry. The 
Mediterranean countries have no intention 
of imitating the Japanese development 
model. Japan's political and strategic 
interests are in any case in the East rather 
than in 'i'he West. Japan's main problem 
is still her overall role in the far East,· that 
is to say, the form of her. relations with 

·her major Asian neighbours, the Soviet 
Union and China, constraints upon which 
are imposed by her dose alliance with the 
United States. It is not too far fetched to 
suppose for instance that if . the optimistic 
forecasts regarding the oil fields off South 
Vietnam should prove to be a slackening in 
Japanese attention towards the lA.rabs. In 
the 1975 financial year alone Japan plans 
to invest 15.7 million dollars in off shore 
research. If orr the other hand J apa,nese 
industry finds it impossible to supply itself 
with Asian oil then one might expect the 



transformation nf present links with the 
Arabs into a permanent working 
relationship. This would represent a new 
feature on the Mediterranean scene which 
other actors in the area would have to take 
account of in their calculations. The 
re-opening of the Suez canal will certainly 
ease the Japanese role in the area. 

THE CRISIS OF RIGID BIPOLARISM 

For a long time the presence of the two 
superpowers in the Mediterranean resulted 
in a kind of concertina effect. The 
efforts of each to contain the other led 
to a continual search by both sides for 
close political and military alliances. The 
small Mediterranean countries used the 
threat of a switch of alliance as a 
bargaining counter against excessive 
superpower pretensions. In several cases 
these countries mo·ved rapidly away 
from one power towards the other without 
even going through a transitional period. 
This situation, although it saved the 
Mediterranean states the impression of 
independence, in practice led to the 
perpetuation of a system of al'liances 
whereby these states were continually 
subordinated :either to one superpower 
or to the other. The criS!is in this 
model is due above all to the s.pread of 
non-alignment and the progress of detente 
between the blocs. The general tendency 
today is to have cordial relations with both 
superpowers, although one may receive 
priviledged treatment in specific ·sectors. 
The continual crises of the last few years 
have confirmed this trend. The United 
States and the Soviet Union are 
collaborating to reso1ve the 'Middle Eastern 
crisis. Often the two powers work 
together though for differing motives to 
influnece one of the parties to the 
conflict. The Cypriot crisis enabled the 
Soviet Union to take up a position 
favouring Greece, despite the latter's 
extremely close allaince with the United 
States. The Portuguese revolution must 
take account not only of the Soviet Union 
but also· of the United States to which 
Portugal is tied in the Atlantic Alliance. 
The crisis in the rigid bipo1aristic model has 
been contributed to even by the 
behaviour of the superpowers them•eselves. 
Neither the United States nor the Soviet 
Union intends to sacrifice global interests 
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to local or regional interests. Both 
countries' policy priority remains the 
promotion of detente and security. If a 
crisis ever endangered detente, the United 
States and the Soviet Union would impose 
a sdlution which avoided that •risk. The 
states involved in the crisis have on the 
other harrd a local or at best a regional 
view of the balance of power. 

The first result of this situation has 
been a widespread return to bilateralism, 
sometimes as a means of heaHng conflicts 
within multinational groupings. Already, 
immediately after the end of the war 
there was a lively debate within the 
American administration concerning the 
advisabHity of establishing bilateral re1lations 
with friendly ·Mediterranean countries. 
The history and the socio-political 
structures of these countries ·seemed to 
pronounce against multinational mitlitary 
al'liances, the coherency of which would 
depend on the lack of des·tabilizing factors. 
This .for example was Kennan's position. 
The USSR has always preferred bilateral 
relations in the Mediterranean. The 
present trend is for the superpowers to 
increase the efficacy of their joint 
action. This will undoubtedly affect their 
ability to exert pressure on the countries to 
which they are tied. 

This means, and this is the second 
thing which ·emerges, that the area is so 
inherently unstabl•e that it is impOis'sible for 
the superpowers to devise and implement 
an internally coherent policy of 
stabilisaHon. The Mediterranean policies 
of the USSR and the USA will probably 
always remain basically short term in their 
approach. They will continue to consist 
of ad hoc responses to localised tension. 
This is a far .cry from the much-needed 
structural recomposition of the balance of 
power. 

Given that ideology plays an important 
part in her foreign po'licy and that she has 
fewer world responsibilities, it seems that 
China, on the other hand, has a chance of 
implementing a more organic, long-term 
policy. She is able to avoid relations 
with some states and choose her mmhods 
of approach with greater coherence. This 
can be seen from the way in which China 
bases her development aid policy on 
objectively egalitarian principles and gives 
practically free financial aid. Even though 
the vo'lume of .Chinese economic and 
technical aid is -larger than that from any 
other Communist country, it is limited to 
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a certain extent by the Soviet Union's 
superiority in some areas, particularly in the 
field of specialised military and dvil 
technology. .For ·example, China at present 
is a long way from being able to carry out 
the kind of large scale airlift which the 
USSR undertook during the October War. 
One should also bear in mind that at least 
two-thirds of Soviret aid to ·emerging states i's 
still given to the Arab countries. If the 
present trend of a move away from 
superpower leadership in the Mediterranean 
continues at a faster rate, China may find 
further encouragement in her aims. Her 
attempts to use the European Security 
Conference to this end have been perhaps 
a little too blatant. The wide:n:itng of the 
discussion to cover ·Mediterranean security 
would involve questioning the present 
division of the ·superpowers' spheres of 
influence and would .Lend supp01r.t to the 
position maintained for years by Algeria, 
Yugoslavia, ·Malta, etc. Amongst those 
countries which favour the widening of the 
debate there exist differences of opinion 
regarding the role to be played by external 
forces in the ·Mediterranean. Italy, for 
example, which favours a wider debate, has 
also expressed her support for Soviet and 
US participation at the Conference. The 
superpowers' military presence is ·still 
considerable. nespite the present stalemate 
in the Soviet Union's 'relations with the 
MediteTranean, 1she still has about ·seven 
thousand military experts and advisors m 
the Middle Eastern Mediterranean 
countries including Iraq. 

In the strictly economic fiield, wide-ranging 
possibilities are opening up for Japan. 

· She is demonstrating that she is managing 
far better than Europe - a fellow sufferer 
in energy problems - in resolving the 
question of oil supplies while maintaining a 
certain degree of independence in the 
process. 

It is difficult to make reliable predictions 
about developments in the Mediterranean. 
Nonetheless, that which has actually 
changed in the 'Mediterranean, and the new 
decisive forces there, appear quite dear. 
It is obvious for example that internal 
considerations are more important than 
before - that the Arab front must be taken 
into consideration, that a possible swing 
to the Left tin Southern Europe could create 
serious problems for the present balance 
of power in the area and so forth. On the 
other hand, it is impos1sible to make 
reasonabl·e predictions about the way in 

which these new forces wil[ behave or the 
chokes they wilrl make. At best one can 
give a rough indication of the most orucial 
facto['S of internal and international change 
likely to act as independent variables 
affecting the whole Mediterranean. 

These are the following in the 
Mediterranean: the Middle Eastern crisis 
and the Palestinian problem, the stability 
of the Cairo,JRiyad axis after the death of 
Feisal, Iran's imperial ambitions, the 
Cyprus problem and nationalism in the 
Balkans, the development of the ·communist 
question in Southern Europe, the control 
and use of the Suez Canal. 

In the international sphere, the crucial 
questions are the following: internal 
developments in the United States and in 
particular the debate between the 
~upporters of the legislatvie and those of the 
executive, the strategic and technological 
choices made by the superpowers and 
their attitude at the Geneva negotiations, 
the outcome of the European Security 
Conference, the impact of changes in 
Southeast Asia and in Africa on American 
foreign policy in the W·est and on •Chinese
Russian relations, and finally, internal 
developments in the Soviet Union. 

The behaviour of external actors in the 
Mediterranean will continue to depend on 
global considerations. Further confirmation 
of this comes from Ford's visits to Europe 
and the Mediterranean after the final defeat 
in Vietnam and the simultaneous Soviet 
diplomatic offensive in the 'Middle East and 
amongst the forces of the Left in 
Southern Europe. 

11. THE EUROPEAN ECONOMIC 
COMMUNITY'S POLICY 
TOWARDS THE 
MEDITERRANEAN 

From the beginning of the 1960's 
onwards the European Economic 
Community began to conduct a policy of 
building special relations with the 
Mediterranean countries. This policy was 
inspired by the Community's decision to 
cooperate with the emerging nations of the 
world. The policy's specific characteristics 
are det.eTmined by geographical factors, 



cultural affinities and strategic ties 
linking the northern and the southern zones 
of the Mediterranean basin. Suffice it to 
say here that over 52% of ·Mediterranean 
exports go to the Community, with 
particularly high percentages in Libya 
(86%), ,Algeria .(83%), Cyprus {72%), and 
Morocco ( 69%). 

The evolution of the EEC's Mediterranean 
policy can be divided into four main 
stages: 

- an initial very cautious stage marked 
by an agreement in 1962 with Greece and a 
further one in 1964 with Turkey; 

- the proliferation of agreements 
between 1969 and 1973; 

- a static period between 1973 and the 
first half of 1974; 

- the resumption of negotiations after 
the oil crisis. 

To date there are twelve bilateral 
agreements between :Community and 
Mediterranean countries: six are association 
agreements, five are preferential and one 
is a non-preferential economic agreemel]1.t. 
These have been signed without there being 
a consistent and coherent policy placing 
EEC-Mediterranean relations on a 
well-defined, less empirical footing. 
Albania, Syda and Libya are ·excluded .from 
these agreements. Albania and Libya 
have never requested an accord, while 
Syria on .the other hand began negotia:tio:ns 
in Mar.ch 1974 after Cheysson's visit to 
Damascus. 

The EEC has association agreements with 
Greece, Turkey, Morocco, Tunisia, Malta 
and Cyprus. Preferential economic 
agreements have been concluded with 
Spain, Israel, Egypt, the Lebanon and 
Portugal while the only non-preferential 
one exists with Yugoslavia. The association 
agreements are based on Article 238 of the 
Treaty of Rome. Both forms of economic 
agreement are based on Artide 113. 

The agreements concluded by the EEC 
vary between countries, privileging, for 
economic and political reasons, one with 
respect to another. There are three kinds 
of agreement. Association agreements 
allow for far wider concessions than do 
the purely economic ones. Nevertheless 
there are ·still disparities of treatment even 
between different association agreements. 
The countries with a so-called 'European 
vocation' have the prospect of enjoying 
much closer relations. These are those 
countries moving towards full membership 
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in the BEC. The orrly membership 
requirement laid down by the Treaty of 
Rome is that full members should 
geographically form part of Europe. 
Community practice has however added two 
further criteria: democracy, that is to say, a 
political criterion, and an acceptable level 
of economic development, an economic 
criterion. This is why fascist Greece was 
not considered to have a 'European 
vocation' whereas she has now been put 
back into that category. A country's right 
to be considered as having a European 
vocation can thus vary in time with her 
political regime and economic structure. 

The EEC's Mediterranean agreements 
have led to international protest, especiaUy 
from GATT (the General Agreem.ent on 
Trade and Tariffs). The American 
government has protested most vigorously 
because of the damage done to her 
exports by European concessions •to •the 
·Mediterranean countries. The United 
States has been pointing out for years that 
Article 24 of :GATT states that customs 
unions or area·s of free trade can only 
exist between countries which have 
freed 90% at least of their exports. It is 
claimed that subsequent iEEC agreements 
with the less developed countries also 
contravened part IV of GATT which had 
been drawn up in the meantime, and which 
states that the less developed countries are 
in no way obliged to reciprocity in their 
trading agreements. A convergence of 
views thus ·emerged between the United 
States and the developing countries, 
although the adoption of this position on 
the American side was purely tactical. 

These ·criticisms gradually led to 
substantial modfiications in the 
Community's position. In the 1 Treaty of 
Lome, signed with 46 countries of tAfrica, 
the Caribbean and the ·Pacific, inverse 
preferences were eliminated. Thi1s treaty 
provided a concrete basis for the 
negotiations under way with the countries 
of the Mediterranean basin. 

AGREEMENTS WITH NON-ARAB COUNTRIES 

Greece was the first Mediterranean 
country to sign an agreement with the 
EEC. The agreement, which aims at an 
eventual .customs union, is of indeterminate 
duration and came into force from 1 
November 1962. The long-term objective is 



108 

complete Community membership. No 
specific date for this has however been set. 
There is simply an indication that matters 
will be examined once Greece has fully 
accepted the clauses of the Treaty of Rome. 
The 1962 agreement stipulated that Greek 
tariffs on goods from the EEC should be 
abolished within a period of 12 to 22 years. 
The Caramanlis government, despit,e the 
difficult economic situation inherited from 
the military Junta, kept up this commitment 
and -removed further customs bau:-rie\I's in 
November 1974. This move, along with the 
Greek ambassador's official request for 
membership, made on 12 June 1975 .. shows 
clearly that Greece wishes to join the 
EEC within 5 years. The freezing of Greek 
associate membership after the coup d'etat 
in 1967 was lifted by the EEC. The Greek 
government received a positive reply to its 
request and opened preliminary 
negotiations. During these the Community 
will offer sufficient aid (800 miUion dollars) 
to ba'lance the Greek oil deficit. At the 
same time it will be necessary to reactivate 
constitutional procedures (the Council of 
Association and the mixed Parliamentary 
Commission) as well as to harmonise 
agricultural policies. Commercial 
questions will not be neglected either: 
trade between the EEC and Greece, despite 
the events of 1967 virtually tripled, 
expanding from 953.9 million dollars in 
1969 to 1,630.9 million dollars in 1972. 

The EEC-Turldsh association agreement, 
of indeterminate duration, was signed on 
12 September 1963 and came into force on 
1 December 1964; it creates a customs 
union between Turkey and the Community. 
As regards the possibility of Turkey's 
joining the EEC (Turkey has always 
stated that if Greece does so, she will also) 
the treaty is much more precise than that 
regulating EEC relations with Greece. It 
sets out three distinct stages comprising a 
preparatory 5 year period, a transitory 12 
year period and a final stage, the length of 
which has yet to be established. The 
institutional links, however, are less clear: 
for example there is no provision for a 
parliamentary commission. The treaty as a 
whole makes it clear that the Community 
is rather cautious about Turkish 
membership. It should be remembered 
that when a complementary protocol was 
signed in 1973 the Community made no 
mention of eventual Turkish membership. 
A particularly important aspect of ·EEC
Turkish relations concerns the status of 

Turkish immigrants. Out of a total of 
580,000 Turkish workers who have 
emigrated, a good 530,000 have gol])le to the 
Common Market. Of these about 400,000 
have no official status. On 10 June 1974 
the Council supported the Commission in 
advocating that the social rights granted 
to workers from the other member 
countries should be extended to the 
Turks. 

The agreement between the EEC and 
Cyprus was signed on 19 December 1972. 
It came into force on 14 May 1973 and is 
to be executed in two stages. The first 
will last until 30 June 1977 and the second, 
initially, 5 yea'l".S·. The ob}ectJives of the 
agreement are the removal of obstacles to 
essential trade between the Community and 
Cyprus, and the setting up of a customs 
union. 

The agreement with Malta has been in 
force since 1 ·April 1971 ; it provides for the 
setting up of a 5-year customs union from 
1 April 1976. The negotiations at present 
under way aim at the extension of the 
agreement to agricultural produce and to 
technical and financial cooperation. 

The need for an agreement with 
Portugal gradually became apparent as 
Great Britain and Denmark's negotiations 
for membership proceeded. Portugal had 
important economic links with Northern 
Europe in the European Free Trade 
Association. The agreement with Portugal 
came into force on 1 January 1973. It is 
just one of the bilateral treaties which the 
Community has with countries not applying 
for membership. It provides for a free 
trade area for industrial products to be 
established progressively by 1 July 1977, 
and for preferential agricultu['al ta:Tiiffs. 
After 25 April 1974, the new Portuguese 
government seized every opportunity to 
let it be known that she intended to widen 
the relationship far beyond the scope of 
the commercial agreement. This did not 
mean that Portugal was seeking 
membership. Her requests were exlusively 
concerned with improving agricultural and 
industrial trade and financial cooperation. 
On several occaSJions the Community has 
declared itself favourable to .ft11rther. 
negotiations. It was in June 1975 that the 
most important measure was adopted. The 
Community decided on the granting of 400 
million dollars of virtually untied financial 
aid in Portugal, as the West's first concrete 
gesture of support to the new Portuguese 
democracy. This was in addition to the 



60 million mark loan which had come from 
the .German Federal Republic. 

On 1 October 1970 the commercial 
agreement between the .EEC and Spain came 
into force. Its minimum length of duration 
was to be 6 years. The new negotiations 
now under way aim at the establishing 
of a free trade area. Spain is requesting 
similar treatment to the Maghreb countries 
for her agricultural sector. If effecHve 
democratic reforms are carried out, 
Spanish membership in :the EEC will be put 
on the Community agenda. 

The non-preferential 5-year commercial 
agreement with Yugoslavia came into force 
on 1 September 1973. The distinctly 
discriminatory character of this agreement. 
with respect to the other Mediterranean 
countries is due to economic factors (the 
self-managed economy) and to pol:itica!l 
factors (the fact that Yugoslavia is a 
Communist country). For Yugoslavia, as 
for Turkey, one of the most important 
questions at the moment concerns the 
status of immigrant workers in the 
Common Market. 

AGREEMENT WITH ARAB MEDITERRANEAN 
COUNTRIES 

The first agreements with the 
Mediterranean countries were made with 
the Maghreb. On 1 September 1969, 
association agreements were signed with 
Morocco and Tunisia. These provided for 
the creation of a free trade area with 
reciprocal trade concessions. The 
agreements expired on 1 September 19~4.· 
A new agreement, including the final 
"lega'llzation" of Community practice 
towards Algeria, still based on 
discriminatory norms, was reached during 
1976 within the framwork of general EEC 
Mediterranean policy, of which below. 

The commercial treaty with Egypt, 
signed on 24 July 1973, came into force on 
1 November of the same year. The 
agreement set up a free trade area with 
reciprocal commercial concessions. 

The ·commercial treaty with the Lebanon 
came into force at the beginning of 1974 
but has hever been ratified by the Lebanese 
Parliament. The agreement provides for a 
free . trade area. 
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THE AGREEMENT WITH ISRAEL 

Israel was the first country to which the 
Community applied the principles of . her 
global Mediterranean policy. The five-year 
commercial agreement in force since 1 
October 1970 did not provide for technical 
and financial cooperation, being almost 
exclusively based on commercial 
concessions. In the new agreement of 
unlimited duration signed on 10 May 1975 
Israel accepved almost entirely 1the EEC's 
offers in the agricultural and industrial . 
sectors. In the industrial sector there will 
be an attempt to create a free trade area 
by 1 January 1989; in agriculture there 
will be progressive tariff reductions ranging 
from 40% to 80% applying to 85% of 
Israeli exports to the Comunity. Israel has 
adopted a conciliatory negotiating position 
because of her need for international 
political Tecognition. Shi is now TequesN11.1g 
for further extensions in the fields of 
industry and agriculture, as well as for the 
inclusion of an additiona'l financial 
protocol. · · 

THE GLOBAL POLICY 

The empirical nature of the bilateral 
agreements which the Community has 
signed with the Mediterranean countries 
has been the object of strong criticism. 
Their fragmented and discriminatory 
nature has caused particular disquiet. 
The idea of a single, global approach to 
Community commercial agreements and 
Mediterranean development aid has made 
headway. There is hope in several 
quarters that a comprehensive scheme of 
commercial and financial aid and legal 
labour agreements win be devised to apply 
to all the Mediterranean countries. 

The most effective arguments for such a 
plan are the European Community's need 
to establish structural economic links with 
the Mediterranean economies and the 
positiive political consequences which would 
:undoubtedly result from the ending of 
discrimination between ·countries. 

Opposition to the plan came from those 
who pointed out the competitivity of 
European with respect to Mediterranean 
agriculture, and above all the difference 
in leve'ls of economic development 
amongst the countries with which the EEC 
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would have to have dealings. These doubts 
were easily confirmed by a rapid 
examination of the ·economic structures of 
the countries involved. It seems as if there• 
are differences between them such as to 
discourage any idea of a single 
comprehensive policy for the whole of the 
Mediterranean. 

Greece and Spain can be considered semi
industrialised, whereas Portugal and 
Turkey are only beginning to industrialise. 
Yugoslavia, despite a fairly high level of 
industrialisation, cannot be integrated with 
the other countries because of her socialist 
economy. Israel has a unique economic 
system. Amongst the Arab countries, 
Algeria has planned her industrialisation 
as far as the mid-1980's while the other 
two countries of the Maghreb - Tunisia 
and Morocco - are not in a position to 
attain the same objectives. Libya is staking 
everything on a take-off based on oil. In this 
respect her problems resemble those of the 
Gulf rather· than those of the 
Mediterranean. .Egypt is still an 
agricultural country despite the 
industrialisation plans begun after the 
Kippur War. Cyprus, the ~Lebanon and 
Malta have in common large revenues from 
tourism and a fairly high level of 
industrialisation. 

A further objection was then raised. 
This stated that the Community, founded 
on democratic principles, could not treat 
countries with western democratic regimes 
and those with authoritarian or dictatorial 
ones in the same fashion. Added to an 
this there was the clear opposition of the 
United States and her faithful European 
anies, to any separate EUJropean policy of 
aid to the Mediterranean, which differed 
from the Community's general policy 
on development aid. 

The European Parliament was the first 
Community organ to take up a position on 
the Mediterranean question. At the 
beginning of 1970 it gave unqualified 
approval to a global Community approach 
towards the Mediterranean countries. 1972 
was the decisive year for the launching of 
the "global policy". The enlarging of the 
Community to 9 countries ereated serious 
problems for Spain and Israel, both of 
which had commercial links with Northern 
Europe. At the time the Maghreb was 
having further dis·cussions with the EEC 
on free trade areas. The Community 
proposed to Spain, Israel, M01rooco, Tunisia 
and Algeria that their negotiations should 

be encompassed within ·a global 
Mediterranean policy. The only ·state to 
oppose this was Great Britain, who did not 
fail to see the political implications of 
such a policy. The British government 
proposed that it should not be the 
Commission to decide, but the Davignon 
Committee (a diplomatic policy
coordinating body). Britain's opposition to 
the global policy went so far as to lead to 
the winding up of the 'Mediterranean 
executive' irr Brussels: the work of t11is 
group was then divided between Directorate 
I dealing with North European affairs and 
a second nirectorate concerned with 
development in the Southern 
Mediterranean. Despite Btriti<sh opposition, 
on 27 September 1972, :the Commission 
brought out a document which made the 
'global' option official. It was stated that 
the Commisison was aware of the present 
state of international relations and that 
there was no intention of making a series 
of identical agreements with ·everyone. 
The global policy was to apply to tho:se 
countries borde1:1i1ng the Medite1:1ranean plus 
Portugal. However the possibility was 
not excluded that the global approach 
might be extended to inland countries 
such as Jordan, Iraq and the Sudan. 
The objectives of the global policy were 
divided into three sections: commerce, 
economic cooperation and labour. In the 
commercial sphere, free trade areas were 
proposed as well as a customs union for 
those countries envisaging •eventual 
membership. Economic cooperation was 
to be developed to the extent allowed by 
the different member states. The most 
important new feature was in the field of 
financial cooperation. This was to be 
undertaken with help from the European 
Investment Bank, with loans at 
advantageous repayment rates or with free 
subsidies. A.s regards labour, there was a 
promise of the ending of disorlimination in 
conditions of work, equal pay, obligatory 
social security and professional training 
for Mediterranean workers in the 
Common ·Maket. 

The global policy was at a standstill 
during 1973 and for a good part of 1974, 
and the interested countries continued to 
demand the implementation of the 
Commission's decisions. .Difficulties came 
meanwhile from ·France and Italy, who had 
problems in their respective agricultura'l 
sectors. Technical problems arose with 
GATT, to which the EEC members are 



linked. The main obstacle however was 
inadeguate political support from certain 
member stat•es : Great Britain, .the German 
Federal Republic, nenmark and Holland had 
no intention of granting generalised 
preferences or reciprocal agreements to 
the Maghreb countries and by so doing 
contravening GATT principles. This at least 
was the official reason. It has escaped 
no one however that this ~s the same line 
as the one taken by their close ally, the 
United States. In Great Britain's case 
there was also her desire to continue 
preferential relations with the 
Commonwealth. 

On 26 June 1973, in Luxembourg, the 
Council approved the Commission's 
mandate to negotiate preferential 
agreements with the Maghreb, Spain, 
Israel and Malta on the basis of the 
'global' policy. In the field of agriculture 
the mandate f.ell short of the Commission's 
requests. There were also deficiencies in 
the fields of technical and financial aid 
and labour agreements. There was no 
significant change with respect to existing 
bilateral agreements. The reply from the 
Mediterranean countries was highly critical. 
Spain even considered whether it might 
not be more advantageous to continue 
with her present arrangements. In ·the 
Maghreb, Algeria was the most vociferous 
in her disagreement; she had been 
demanding a global policy since 1963. In 
February 1974, under the pressure of the 
oil crisis, Great Britain ended her opposition 
to the globa'l policy and accepted the 
opening of negotiations even before 
maximum financial dev·elopment aid had 
been fixed. The .British decision seemed to 
remove the obstacles hindering an effective 
global policy. However, an almost 
simultaneous change of leadership in 
three major European oountries (the Labour 
victory in Great Britain, the death of 
Pompidou in :France and Brandt's 
resignation in West ·Germany) slowed down 
Community affairs over the next few 
months. This affected the decisions to be 
made regarding the 'Mediterranean. 
Finally, on 23 July 1974, the Council adopted 
a new mandate for the Commission, which 
represented a step forward as regards the 
1973 one. Algeria, for example, improved 
both her agricultural position (for wine in 
particular) and her industrial one (she 
was to be able to export 900,000 tons of 
refined oil to the Common Market, duty
free). The .sum of economic and financial 
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aid for the Mediterranean countries was to 
be raised to 360 million accounting units to 
be .paid over 5 years : half was to take the 
form of a loan from the European 
Investment :Sank, 120 million were to be 
granted under special conditions and were 
to take the form of a gift. 

In actual fact the July 1974 mandate was 
simply a mandate to conclude bilateral 
preferential commercial agreements. Little 
actually remained of the Commission's 
1972 'global' proposal. The negotiations 
in progress may lead to improvements but 
the 'global' plan seems to have misfired. 
The piecemeal empiricism which 
characterised early Mediterranean policy 
will be modified but there will be little 
success in achieving the free trade area 
and the economic and agricultural 
integration with its autonomist political 
implications for which the ·Mediterranean 
countries had been hoping. 

THE EUROPEAN-ARAB NEGOTIATIONS 

The modified structure of- international 
relations brought about by the Kippur War 
and by the 1974 oil crisis makes it essential 
for Europe to make an unequivocal decision 
regarding her relations with the Arabs. 
This decision is clearly in part an 
economic one, given that the Arabs 
provide Europe with more than 80% of her 
oil requirements and that over 60% of her 
energy needs come from oil. It i·s also 
however a political choice. This is 
inevitable given the persistent Middle 
Eastern crisis bound up with the oil 
.crisis, the American pro-Israel position and 
the atlianc-es ·existing between ,the UnJited 
States and -Europe. 

tAll the Community's decisions in the 
field of energy have to reconcile EEC 
energy po'licy, cooperation with the 
producer countries, and 'Atlantic' energy 
interests behind the scenes. 

Within the Community each country's 
energy requirements are -different. Great 
Britain is :i!n 'the best position since 1in 
addition to coal she also has :North Sea 
oi'l. Similarly well off are Ger·many and 
France, the former because of her coal 
and enormous nuclear potential and the 
latter because of favourable oil 
agreements signed with her ex-colony, 
Algeria. It is quite obvious that these 
countries wil!l not adopt the same position 
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as the other EEC countries. In the case 
of .Britain for example it is clear that if 
she has as much North Sea oil as believed 
her interests will lie increasingly in high 
oil prices which cannot be in Italy's 
interests. Even in this respect, therefore, 
it is hard to speak of common positions 
and problems for the whole Community. 

Other problems must not be forgotten. 
There ar·e American interests backed by a 
number of European and producer 
countries; there is the question of the 
structure of the European economy and that 
of the institutional deficiencies of the 
Community. The opposition of the USA 
and her European and ATab allies is based 
on political and strategic rather than on 
strictly economic considerations, 
although a policy of high though not 
excessively high prices does undoubtedly 
favour the United States as an unrivalled 
producer of alternative energy sources to 
oil. 

The United States has far-r.eaching 
economic, political and strategic links 
with ·Europe through the Atlantic Alliance 
and with the Arab producers, particularly 
Saudi Arabia and Iran. It is these lin'ks 
which give rise to outright American 
opposition to any ·European-Arab 
negotiations which ignore the United 
States' role in the region. This kind of 
methods of payment or specialised 
negotiation, conducted on a basis of patrity 
between the two parties, would set in 
motion processes of political as well as of 
economic integration, which might free 
both Europe and the Arabs from Amerjcan 
control. 

.As regards the structural deficiencies of 
the European economy and Community 
institutions, one must remember that the 
Arabs are demanding either suitable 
methods of payment or specialised 
technology. Both of these are more easily 
obtainable from the USA. It is for this 
reason that although the Arabs continue on 
every possible occasion to demand 
oonorete European talks, they rstill pr·efer the 
USA for the recycling of petrodollaDs, for the 
purchase of know-how, and for the 
implementation of development plans. 
Europe has rarely been in a position to 
compete with United States' technology and 
she has never been able to offer a common 
currency to compete with the dollar, or a 
European bank to oope with ·recyoling, etc. 
Simonet, the Vice President of the 
Commission, was not mistaken when in 

November 1973 he declared that the oil 
question had to be considered above all in 
a politica·l light. But it is precisely from 
a political point of view that the European 
position has become increasingly devoid of 
any real independence. The highest point 
of achievement was reached at the 
Copenhagen summit· in mid-December 1973 
when the Community decided to maintain 
its freedom of choice in the energy field and 
in the choice of links with the producer 
countries, and the low point at the 
Washington Conference in the following 
February when only France remained to 
support the- Copenhagen decisions. Two 
parallel courses were followed during 197 4 
and the first few months of 1975. The 
International Energy Agency and the 
Trilateral Conference co-existed side by 
side. All the Inembe,r states, :apart from 
France, associated themselves with the 
OECD's energy agency, as Kissinger had 
wished. The Community participated in 
the work of the International Energy 
Agency only as an observer. In April 1975 
the Trilateral Conference, presided over by 
France, managed with difficulty to assemble 
the producer countries, the rich and the 
poor consumer nations. In an already 
chequered situation both the European 
states and Europe as a whole continued to 
seek advantageous agreements with the 
Arab ·countries as a basis for future 
negotiations .. Italy's preferences went to 
Iran and Saudi Arabia. The result of this 
was a ·confusion of roles and a fundamental 
ambiguity particularly at the political level. 
The role of the Community as a unit was 
Teduoed virtual'ly !to noth£ng. In June 197 4 
talks began at the Council level with the 
producer countries, and on 31 July, after the 
British Labour government had withdrawn 
its veto, the HEC-Arab dialogue took place. 
The rocks on which these talks nearly 
foundered were the international status of 
Israel, and· the Palestinian question. 
Europe defined her position with respect to 
Israel in November 1973 when the 
Davignon Oommittee deplored the 
acquisition of .territoTy by force, and called 
for the return of occupied areas. The 
following year in the United Nations there 
was an exhaustive statement of European 
views declaring in favour of Israel's right to 
exist as a State. In the end the Community 
gave the Arabs a satisfactory reply on the 
Palestinian question by means of the 
French proposal, elaborated by 
Sauvagnargues in ·February 1975. In line 



with the Sauvagnargues proposal~ 
Palestinian experts are no-w talnng part in 
work on economic, technical and mclustrial 
cooperation between Europe and the Arab 
world, as members of a single Arab 
delegation which is negotiatmg with the 
European delegation. Since the two 
delegations do not :actually reprresent 
individual states or governments, the 
question of their composition is left to the 
participatory countries. 

At best, these talks could give Europe 
guaranteed energy supplies and the Arabs 
technological know-how. This would 
safeguard European, and ensure the 
take-off of Arab, industry. It would be 
possible to set up an organised petrodollar 
circuit from the producing countries to the 
European banks, and thence back to non
producer tArab countries via European 
technical aid, to finance development. 
However, for the reasons outlined above, it 
is unlikely that this will actually happen. 
Adequate economic and institutional 
structi1res are lacking, as well as sufficient 
political motivation. With the setting up 
of the International bnergy Agency the USA 
gained the leadership of the Western side 
in the talks with the producer countries. 
One of the factors which made the 
International ,Energy Agency possible was 
the faithful 'support of some of the 
United States' European al:Ires, Gr,eat 
Britain irr particular. The decisions taken 
by the International Energy Agency will in 
practice make it impossible for the 
European-Arab talks to really get off the 
ground. They wiU 'remain more or less 
meaningless, nothing more than one of a 
series of talks between third parties and the 
Community. The best results which can 
be hoped for are clear, concrete technical 
agreements encompassed within the 
framework set by the general policies of 
the Agency. .France alone is still insisting 
on the importance of a free European Tole 
in the talks with the tArabs. Considering, 
however, the points scored by Kissirrger 
against Giscard both in 1Martinique and 
afterwards, one is left to wonder whether 
this line is not determined simply by 
f,rench 1nternal politics and prestige 'rather 
than by the actual interests of Europe. 

MEDITERRANEAN POLITICS 
IN THE INTERNATIONAL CONTEXT 

At the present time the maim political 
and economic forces in the 'Mediterranean 
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are the United States, the European 
Community and the Arab oil-producing 
countries. The question of the importance 
of Mediterranean politics in the international 
sphere is closely bound. up with that of 
American attitudes to Europe and to the 
count111es of the Meditenra:nean basin. 
The content and the limits of any 
Community policy for the Mediterranean 
depend on relations between the USA and 
Europe and on the results of US-Em1opean 
negotiations. Any definition of the EEC's 
Mediterranean policy requires first a 
definition of the nature of the American 
presence in the area. 

The United States had never opposed 
a European Mediterranean policy; since 
the decline of British power in that area it 
has however sought to ensure control over 
developments. 

American-European interests converge in 
at least three areas: namely, the Atlantic 
Alli~mce, defence against the East, and 
European integration. Any attempts to 
elaborate a European Mediterranean policy 
interfere with all three. The USA's concern 
for European integration during the post
war period can be explained by her 
convinction that an integrated Europe 
would be a force favouring Atlantic 
solidarity and a united stand against the 
East. T·he United States never envisaged 
the possibility of Community policy. going 
beyond the limited realm of economics. 
Each time the Community has wanted to do 
this in fact she has come into conflict 
with the interests of the Amercians and 
with Atlantic solidarity. The first important 
revelaton of differences between Europe 
and America goes back to 1971, after 
the devaluation of the ·dollar and the 
problems arising from the Tokyo round. 
Europe argued about the harmful effects of 
the Eurodotlar market and of the activities 
of the multinationals. In turn America 
pointed out that the cost of the Atlantic 
Alliance in the European sector fell 
disproportionately on the ~n~t~d States, 
and ·suggested that a new drviSIOIT of .the 
financi~l and military expense might be in 
order. Kissinger declared 1973 to be 
Europe Year and Euro~e. ';Vas. invited to 
assume regional responsrbrhty m the 
integrated global system which Washington 
was aiming to construct. T~e yea~ passed 
in a succession: of mutual recnmmat1ons and 
at times bitter accusations. The height of 
the dispute was reached on 4 ~arch 1974 in 
the ·period immediately followmg the 
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Community's decision to open Arab
European talks. The European 
disengagement during the Kippur War and 
the oil crisis went to show the Atlantic 
allies the extent of their differing 
interests. With the embargo and the rise 
in oil prices Europe was threatened with 
total bankruptcy. The Uni1ted Stat,es, 
which planned to be self-sufficient in 
energy by 1980, could run the risk of 
iosing Arab oil by continuing to help 
Israel, while Europe could not. Another 
American advantage was her monopoly of 
intermediary services on the oil market. 
The .European attempt at autonomy of 4 
March remained an isolated incident. 
Through a system of 'prior' consultations. 
Kissinge.r obtained fu]l European 
participation in the International Energy 
Agency and substantial support for his 
proposals. This m·eant that before making 
important decisions, Europe was to consult 
the American government. In the near 
future European strategy arrd defence wil'l 
be dealt with within the framework of the 
Atlantic Alliance whilst economic and 
political decisions will remain the 
prerogative of the Community. This is 
basically what the European compromise 
with Kissinger amounts to. This system of 
consultations agreed upon by the Nine at 
Gymnich should avoid splits in the Atlantic 
Alliance. Thus the two Europes -the 
Atlantic and the Economic Community -
will implement the same strategy towards 
common objectives. 

American interests in the region have 
escaped unscathed from the oil crisis. The 
US:A's monopoly over oil services is intact, 
the European Community keeps within the 
institutional and political limits agreed orr; 
the risk of the Arabs superseding the 
Americans in Europe has been avoided. In 
both the European Community and the 
Arab countries it is dear that the United 
States has allies capable of blocking anti
American interests. In his famous Chicago 
speech in mid-November 1973, Kissirrger 
had urged Europe to move towards greater 
integration to create a more compact bloc 
in the West. Europe today is well and 
truly lined up with America. Very little 
.remains of European MediteDranean policy; 
there are maybe a few open possibilities, 
but certainly no concrete facts. 
Nonetheless, given structural economic 
weakness and her dependency on imported 
raw materials, the Community is able to 
offer the Arabs political guarantees which 

the United States cannot do. Europe is not 
a great economic power. For this reason 
any European-Arab negotiations would take 
place on a basis of parity. One side has 
technology and krrow-how while the otper 
possesses oil and raw materials, labour, 
unpolluted land and agricultural potential. 

If a process o·f d!ntegrat:iorr between 
Europe and the tArab Mediterranean were 
to get under way, this would, in a few 
decades, produce results which could 
modify the present strategic configuration 
in· the region. This could le~d to the 
reconsideration of subordination to the 
superpowers. Europe might begin to 
differentiate her policies .from those of 
Washington, even if she were not to 
actually prove hostile. In politica!l terms 
this would mean a certain detachment of 
Europe and the Mediterranean from the 
United States. Kissinger fought his 
battle in order to make quite sure that 
this could not happen. He appears to 
have won. 

Ill. THE MULTINATIONAL 
CORPORATIONS' STRATEGY 
IN THE MEDITERRANEAN 

Will the Mediterranean in the near 
future become an area of politicwl and 
economic integration and cooperation, or 
will it continue to be as it is now, the scene 
of ·conflicts between the .East and the West, 
between the developed and the developing 
world and between exporters and importers 
of oil? 

The answer obviously depends on a 
great number of variables. Among these 
MNE behavior should be included. MNE's, 
through their industrial strategy, (by 
"industrial strategy" I mean the complex of 
decisions which affect the location of 
productive facilities, the direction and 
volume of trade flows, the quantity and 
type of labour employed and its 
remuneration) ·encourage one or the other 
of the two possible solutions: cooperation 
or confrontation:· 

This introduction will help to make clear 
some of the definitions used. First of all, 
our definition of the Mediterranean area 
includes the following countries : Portugal, 
Spain, Greece, Turkey, Syria, Iraq, Kuwait, 



Saudi Arabia, the United Arab Emirates, 
Egypt, Libya, Tunisia, Algeria and Morocco. 

Italy and .France are excluded from the 
definition because they are members of the 
EEC; MNE behavior in these countries 
must therefore be seen in relation to their 
European not their Mediterranean strategy. 

Likewise, Yugoslavia, Rumania and 
Bulgaria are ex:cluded since they belong to 
the socialist block and this is by far the 
most important element affecting MNE 
attitude. 

Israel is not considered since the boycott 
carried out by ·the Arab countries leaves it 
out .of the economic .context of the 
Mediterranean. 

Thus defined, the Medibe1rranean can 
obviously be divided into two sub-areas : 
"Southern European Countrres" (SEC's) 
including Portugal, Spain, Oreece and 
Turk·ey: a!l!d ~~Mediterranean Arab 
Countries" ~MA:C's). These two sub-areas 
have almost nothing in common and the 
question of the attitude of the 
multinational firms presents itself ,in 
completely different terms. 

The distinctive characteristic of SEC's 
is that they are the poor, unindustria:lized 
periphery of central Europe. That presents 
a number of political and social problems 
which cannot easily be solved. Greece has 
already formally applied for ·full 
membership in the European Community; 
Spain has not yet put forward a formal 
application but for years her diplomacy 
has been directed toward this end. Many 
predict that ·similar requests by Portuga:l 
and Turkey wi'll be formulated 
before long. The problem is: are 
multinational firms interested in investing 
in these countries? 

The situation in MAC's is completely 
different. Here we have governments 
determined to industrialize. This 
determination is inade credible in some 
cases by the financial means acquired 
following the increase in the price of oil. 
The attitude of these countries toward 
,MNE's varies: but all, even if in different 
forms, ask for their collaboration. The 
problem is: are the multinationals 
interested in collaborating? 

We can therefore say that the mne's 
Mediterranean strategy exists only as the 
simple sum of one strategy toward sec's 
and another toward mac's. Unfortunately, 
even these two sub-strategies are simple 
aggregates of as many different attitudes as 

there are ·countries in the areas under 
consideration. 
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These areas are, in fact, extremely 
fragmentary and diversified from the point 
of view of the multinational firm. That is 
particularly evident in relation to mac's. 
On'ly a few of the .countries in the area have 
oil; others are completely lacking. Some 
have large populations, others, irrelevant 
ones. Some have governments which 
pursue a policy of ·state intervention in the 
economy, others are run by more or less 
feudal regimes. The amount of trade 
among them is slight: most foreign trade 
is with countries outside the area, mainly 
European ones. The attempts at economic 
integration carried out by the Arab League 
or by OAPEC (Organization of Arab 
.Petroleum Exporting Countries) have 
produced modest results, though not 
irrelevant ones. ·From the point of view of 
the multinational firm, therefore, mac's are 
not an integrated homogeneous area .. 

The same app:lies to sec's. The economic 
structures of the four countries that make 
up the area are very ·different. Spain is a 
highly populated country with a fairly large 
industrial sector; !Portugal is much smaller 
and more backward. Likewise, there is a 
noticeable difference in the degree of 
industrialization between Greece and 
Turkey. This difference is only. partially 
compensated for by the larger population 
of the latter country. 

One might ther·efore wonder: what is the 
sense of a study on mne Mediterranean 
strategy when one knows that it does not 
exist as such? The answer is that the single 
strategies concerning ·each country are not 
independent of each other, but are closely 
interrelated. That is even truer if we 
consider the operations of multinational 
corporations as a whole. 

The existence of these interrelations 
makes it possible to single out different 
attitudes and ddscus.s possible ,scenarios of 
future multinational presence in the aTea. 

It is necessary to have well-defined time 
limits. The industrial strategies considered 
are those which will determine the 
productive structure and the trade flows in 
the next decade. Trying to see beyond 1985 
would only lead to wild intellectual 
speculation. Limiting ourselves to a nearer 
horizon would take away much of the 
interest of the ·research since it is dear that 
within the next five years changes will 
necessarily be very limited and only some 
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trerrds might emerge. 
A time limit is necessary in order to 

define integration vs. -confrontation. Within 
the next ten years will mac's be able to 
build up their own productive facilities in 
the manufacturing sector? If so, will they 
look to the EEC for a market outlet? 
Will the competition coming from these 
countries damage sec's? Will the latter be 
allowed to enter the EEC? Is it possible 
that some firms will install plants irr sec's 
in order to export to the mac'-s? \h/hether 
a model of integration or a model of 
confrontation will prevai'l in the next ten 
years depends on the answers given to 
these questions. 

By integration we mean a two-way 
increase in trade flows : and therefore the 
opening of the European markets to Arab 
exports and the installation of productive 
facilities in southern Europe as a function 
of both the Arab and the central European 
markets. 

Bv confrontation we mean the 
continuation of the present situation, that 
is, of the tendency to concentrate the 
productive facilities of the manufacturing 
industry in central Europe and the 
prevalence of exchanges of manufactured 
goods against raw materials. 

It is clear that the choice between 
integration and confrontation does not 
depend only on what multinational 
corporations do since they are not 
responsible for arl investment decisions. It 
mav well be that a climate of confrontation 
prevails even though mne's are willirrg to 
exnand their operations to the 
Mediterranean; or that a process of 
integration will evolve instead, even though 
mne's maintain a conservative attitude. 
But in order to do without mne's, the 
Mediterranean countries would have to 
overcome formidable difficulties and a 
decade would not be errough. They are 
aware of this and therefore seek the 
cooperation of the multinationals, making a 
dear distinction between politics and 
business. We .can therefore say that mne 
cooneration is a necessary though not a 
sufficient condition for the development of 
greater integration in the area. 

Multinational cooperation is not equally 
necessary in all sectors and this is why we 
concentrate on the manufacturing industry 
and leave out petroleum and petrochemicals. 

The logic of the petroleum and 
petrochemical industries is completely 

different from that of any other industry. 
The detennining factor is the availability 
of oil. This is clearly reflected in the data 
on direct investments in the Mediterranean 
in the past: the petroleum .sector is the 
only one which has developed in the area. 
Investment was, however, mainly limited to 
extraction: downstream activities were 
located in consuming countries. One may 
be sure that this is changing, and that a 
greater percentage of the crude oil extracted 
will be transformed into refined products 
and petrochemicals in the Mediterranean 
area. This however will not be enough for 
mac's. In fact, as is known, the impact of 
the oil and petrochemical industries on the 
rest of the economy is very slight - they 
tend to appear as modern enclaves in a 
substantially backward context. Therefore, 
on one side future mne behavior in 
downstream oil activities is easily 
predictable, on the other side, its impact 
in terms of the cooperation vs. confrontation 
dilemma is slight. It is mne behavior in 
manufacturing which makes a difference. , 

THE PAST EXPERIENCE 

In the past direct investment in the 
manufacturing sector in the Mediterranean 
has been slight. The available data is 
extremely limited and this in itself is an 
indication of the scarse Televance of the 
phenomenon. What information we were 
able to gather is shown in tables IV /1 to 
IV/7. 

Table IV /1 gives a measure of the 
importance of ·Mediterranean countries to 
non us-based mne's, based on the number of 
subsidia-ries in these countries relative to 
total number of subsidiaries in the world. 
:Admittedly, these are rough data, since no 
indication is given on the size of each 
subsidiary. This tends to exaggerate the 
importance of smaller subsidiaDies: if 
anything, then, the attraction of 
Mediterranean countries is exaggerated by 
these data. It is all the more astonishing 
to see how little attraction on mne's 
Mediterranean countries have. 
Furthermore, most subsidiaries are 
concentrated irn Spain (with the exception 
of the petroleum sector). 

Table IV /2 shows equivalent data for 
us-based mne's. Once again, overall interest 
appears to be limited and heavily 
concentrated on Spain. 
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Table IV /1. Percentage Breakdown of Number of Manufacturing Subsidiaries of 
non-US Based Parent Sistems by Subsidiary's Country and Principal Industry Group 

(as of 1-1-1971) 
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Food and tobacco 0.7 1.8 0.1 0.3 0.0 0.0 0.0 2.9 100 685 
Textiles and apparel 1.4 3.6 0.0 0.4 0.4 0.0 0.0 5.8 100 279 
Wood, furniture and paper 0.5 1.0 0.0 0.0 0.5 0.0 1.0 3.0 100 210 
Chemicals 1.4 4.8 0.6 1.2 0.3 0.5 0.5 9.3 100 1258 
Petroleum 0.5 1.6 0.0 0.5 1.0 2.1 4.2 9.9 100 192 
Rubber and tires 0.9 7.5 1.9 0.9 0.0 0.0 0.0 11.2 100 106 
Primary metals 1.2 2.2 0.2 0.2 0.2 0.7 0.2 4.9 100 413 
Fabr. metals + non el. machin. 0.7 2.1 0.3 0.3 0.5 0.5 1.0 5.4 100 605 
Electric and electronic 0.5 3.6 1.3 0.6 0.8 0.5 1.5 8.8 100 787 
Transportation equipment 2.0 5.7 0.0 1.6 0.8 0.8 0.4 11.3 100 246 
Precision, goods 0.0 2.6 0.0 0.0 0.0 0,0 0.0 2.6 100 78 
Other 0.6 4.8 0.3 0.0 0.6 0.0 0.6 6.9 100 336 

Source: Vaupel e Cm·ham, The World's Multinational Enterprises, pp. 51-55. 

according to their principal market (data 
available only for non us-based rnne's). A 

Table IV /3 shows in detai:l the country 
of origin of non us-based mne's which have 
subsidiaries in the Mediterranean. It 
appears that interest in the area comes 
primarily from companies based in Italy 
and France ; the presence of German and 
·Belgian companies is also remarkable, 
although they appear to be relatively less 
involved in the area. Once again, a 
concentration on Spain is to be noticed. 

Data in Table IV I 4 divide subsidiaries 
subsidiary is classified as being mainly 
oriented to the local market if the latter 
accounts for more than 50% of its total 
sales ; otherwise it is classified as being 
mainly export-oriented. As it is clearly 
shown, only a very few subsidiaries belong 
to the second category. 

Data in Table IV /5 are different because 
mne involvement is measured by book value 
of investment •rather than number of 

subsidiaries. Such data we found only for 
us-based mne's: once again the conclusion 
is that the Mediterranean did not attract 
1arge investment. Spain has attracted more 
than 50% of total investment in the 
Mediterranean. Some of the figures are 
strikingly low: to have 143 million US 
dollars invested in the whole of Africa 
except South Africa in manufacturing 
necessarily means that involvement is 
limited to warehousing, possibly some 
assembling (or bottling, canning, etc.) but 
no proper manufacturing. 

The picture is different if seen from the 
host country point of view: mne's appear 
to be very important to the Mediterranean 
although the ·Mediterranean is not important 
to them. 

Data in Table IV /6 give an indication of 
the Spanish situation: they show the 
importance of mne subsidiaries among the 
500 largest Spanish industrial enterprises as 
measured by their share in sales, profits 
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and employment. If the total group of 500 
enterprises is considered, then mne 
subsidiaries account for 40% of sales, 
36.9% of pre-tax profit and 35.4% of 
employment. In the case of individual 
sectors these rations became very big 
indeed {electrical materials, chemicals, 
vehicles). 

What evidence we have shows that the 
relative weigh of mne subskliaries is lesser 

although they fundamentally snubbed the 
area has little to do with mne behavior: it 
is a consequence of the 'low level of 
industrialization in both sec's and mac's. 
What we should try to understand is the 
reason why up until the ·end of 1973 the 
Mediterranean was seen by almost all 
multinational firms in the manufacturing 
sector as an area of little interest. 

That is not at all surprising. Direct 

Table IV /2. Percentage Breakdown of Number of Manufacturing Subsidiaries of 
US Based Parent Sistems by Subsidiary's Country and Principal Industry Group 

(as of 1-1-1968) 
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Food and tobacco 0.6 3.3 
Textiles and apparel 1.0 2.0 
Wood, furniture and paper 0.5 4.5 
Chemicals 0.6 3.4 
Petroleum 0.0 2.9 
Rubber and tires 2.7 2.7 
Primary metals 0.0 0.9 
Fabr. metals + non el. machin. 0.2 3.2 
Electric and electronic 0.0 1.1 
Transportation equipment 0.4 . 2.7 

Precision goods 0.0 0.0 
Other 0.4 1.7 

Source: Vaupel e Curham, op. cit., pp. 59-63. 

in other Mediterranean countries, with the 
possible exception of :Portugal. As an 
example, available data on Turkey show that 
subsidiaries account for 2.9% of total sales 
in the .consumer goods •sector, 19.9% in the 
intermediate goods sector, 28.7% in the 
capital goods sector. These data, however, 
include all establishments employing 10 or 
more persons. (Table IV /7). 

The fact that mne's already have an 
important role in ·Mediterranean economies 

0.2 0.2 0.2 0.6 0.4 5.5 100 509 
0.0 0.0 0.0 0.0 0.0 3.0 100 102 
0.5 0.0 0.0 0.0 0.5 6.0 100 109 
0.7 o:3 0.5 0.5 0.3 6.3 100 1093 
0.5 0.5 1.9 4.9 0.5 11.2 lOO 206 
0.0 1.8 1.8 0.9 1.8 11.7 100 113 
1.8 
0.4 
0.3 
0.0 
0.0 
0.4 

0.9 0.0 0.9 0.9 5.4 100 112 
0.4 0.2 0.0 0.4 4.8 100 530 
1.1 0.3 0.0 0.3 3.1 100 359 
0.9 0.0 0.0 0.4 4.4 100 226 
0.0 0.0 0.0 0.0 0.0 100 74 
0.0 0.4 0.0 0.4 3.7 lOO· 233 

investment arises from an expo_rt flow. It 
comes about when the size of the national 
market has become large enough relative to 
minimum plant size. .Along with the size of 
the local market, its accessibility, i.e., the 
level of transportation costs and of tariff 
and other entry bar.riers, is of 'equal 
importance. However, if the size of the 
local market is insufficient, entry barriers 
will not be enough to stimulate direct 
investment. The key variable therefore is 



Table IV /3. Percentage Breakdown of Number of Manufacturing Subsidiaries of 
non-US Based Parent System· by Subsidiary's Country and National Base of 

Subsidiary's Parent System 
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United Kindom 0.8 2.1 0.5 0.5 0.4 0.6 0.3 5.2 100 

Germany 1.3 5.7 1.5 2.1 1.1 0.8 0.6 13.1 100 

France 2.5 9.3 0.6 0.9 0.9 1.6 7.5 23.3 100 

Italy 1.7 14.0 0.9 1.7 0.0 1.8 4.1 24.2 100 

Belgium + Luxemburg 2.4 5.3 0.9 0.0 0.6 0.6 1.4 11.2 100 

Netherlands 0.4 2.0 0.4 0.4 0.9 0.0 1.7 5.8 100 

Sweden 1.3 1.9 0.0 0.0 1.4 0.8 0.0 5.4 100 

Switzerland 1.2 4.0 0.7 1.2 0.0 0.5 0.0 7.6 100 

Japan 1.4 0.8 0.0 0.0 1.0 0.4 0.5 4.1 100 

Canada 0.0 2.2 0.0 0.7 0.0 0.0 0.8 3.7 100 

Other non-US 0.0 2.2 0.0 0.0 0.0 1.2 0.0 3.4 100 

Source: Vaupel e Curham, op. cit., pp. 107-111. 

Table IV /4. Percentage Breakdown of Number of ·Manufacturing Subsidiaries by 
Subsidiary's Principal Market and Country (non-US as of 7-7-1971) 

Local country 
Export markets 
Total percent 
Total number 
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Source: Vaupel e Curham, op. cit., p. 378. 
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the size of the local market, which in its 
turn generally depends on the size of the 
population and on income per ·Capita. The 
distribution of income arrd the amount and 
nature of public· spending may influence the 
behavior of -single firms but they are not 
likely to change the general picture. 

. Another important variable is the 
possibility of local competition arising. It 
other words, the multinational firm may 

of regional integration. is very slight -
except for the .EEC and, in the past, EFTA. 
It follows that in most cases multinational 
firms must take into consideration only the 
national market and in most countries of 
the Mediterranean this is very small, the 
only real exception being Spain . 

Furthermore, rp.ost countries in the area 
had a not too favourable attitude toward 
the multinational corporations : Egypt until 

Table IV /5. Book Value of Investment of US Corporations in Selected Countries 
at End 1973 (million US dollars) 

All industries Manufacturing 

Spain 1.017 
Other Western Europe* 1.086 

563 

378 
143 
130 

Other Africa ** 2.830 
Middle East '"** 2.682 
Subtotal 7.615 1.214 

12.635 
18.962 
6.460 

45.791 
3,5 

Canada 28.055 
EEC 31.257 
Latin American 18.452 
All Areas 107.268 
5!9 X lOO 4,5 

* Includes Austria, Cyprus, Finland, Gibraltar, Greece, Iceland, Malta, Portugal, 
Turkey and Yugoslavia. 
** Includes United Arab Republic and all other countries in Africa except South 
Africa. 
*** Bahrain, Iran, Israel, Jordan, Kuwait, Lebanon, Qatar, Saudi Arabia, South 
Yemen, Syria, Trucial States, Oman and Yemen. 

Source: Survey of Current Business, August 1974. 

hasten its decision to pass from· exports to 
local production if it fears that a local firm 
might otherwise validly compete. 

If the economic conditions for a flow of 
direct investment exist; political conditions, 
i.e., government attitude toward foreign 
investment, will be of decisive importance. 

It is then easy to see why the 
Mediterranean does offer favorable 
conditions for mne expansion. The degree 

1973, Turkey until 1970, Libya sinoe 1969, 
Algeria since independence, Iraq since 1958 
and Syria until 1974. Even in Morocco 
there is a program of "morocan:isation"; its 
effectiveness is questionable but it 
nevertheless constitutes a disturbing 
element for mne's. Spain also maintained 
a negative attitude until the early '60s and 
even now the right wing of the ~Falange is 
suspicious of foreign capital. As for 
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Table IV /6. Indicators of Importance of MNE Subsidiaries among 500 Largest 
Industrial Enterprises in Spain in 1973 (Share of MNE Subsid!aries in Percent 

of Total for 500 Largest Industrial Enterprises) 

Sector Sales Pre-Tax Profit Employment 

Food and drinks 35.6 41.5 31.6 
Construction materials 43.1 36.9 54.3 
Mechanical construction 42.4 57.3 44.1 
Electrical material 63.7 72.5 59.0 
Non-ferrous metals 22.3 33.0 29.0 
Minerals 56.4 95.0 14.4 

Paper and printing 14.1 15.1 13.1 

Chemicals 74.1 75.5 73.1 

Steel and metals 27.0 29.1 30.4 

Textiles 6.6 21.6 7.0 

Vehicles 81.8 80.8 82.1 

Total 40.0 36.9 35.4 

.Source: C. Perrakis, Market Structure and Economic Performance of Foreign 
Affiliates and Indigenous Spanish Enterprises, mimeograph. 

Table IV /7. Turkey Shares of Foreign Companies in the Manufacturing Sector in 1973 
(million US dollars) 

Sectors 

Consumer goods 
Intermediate goods 
Capital goods 
Total 

1. Total Sales 

3748 
1388 
1647 
6783 

2. Foreign sales 

112 
277 
473 
862 

2/3 100 

2.9 
19.9 
28.7 
12.7 

Source: Ministry of Trade (Turkey), Foreign Investment Survey, 1973. 

Portugal, while Sa:lazar was in power the 
government's economic policy was aimed at 
limiting not only foreign investment but the 
process of industria,l development itself. 

It is to be noted that 'Mediterranean 
markets have, for the most part, been fairly 
accessible. The Mediterranean is near the 
central European industrial pole and 
transport costs are not high. Many of the 

countries of the area have gained 
independence only in the postwar period 
and Algeria not until 1962. Portugal be:longs 
to the EFTA while Greece, Turkey, Tunisia 
and Morocco are associated with the .EEC 
and this prevents them f1:om adopting highly 
protectvie tariff policies. Once again, only 
Spain has a more protected market. 

Finally, the threat of ·competition from 
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a local producer is very slight. The only 
exceptions, besides Spain, are Greece and 
perhaps Turkey. But in all the other 
countries there is no private manufacturing 
sector in the making; that is, there are no 
small or medium - sized industrial 
establishments which could try to imitate 
the foreign product. The productive 
structure is highly polarized with small 
craft industries at the one end ·and large 
public or semi-public ·enterprises c<:rrtrolling 
key sectors at the other. In Spam too, 
public intervention in the economy is of 
capital importance (INI); however it is run 
according to private business criteria and 
has encouraged the formation of joint 
ventures with foreign companies. Thus 
multinational corporations have no incentive 
to start local production in order to defend 
their market share, and are discouraged by 
the absence of supporting activities. 

Last but not least, one should discuss the 
possibility of direct investments centered 
on export-oriented production and attracted 
by an abundant supply of labour. This type 
of investment .(corresponding to the last 
stage of Vernon's product life cycle) is a 
relatively recent phenomenon; its 
quantitative importance cannot be compared 
to that of investments in view of the local 
market. To date, mainly Mexico and ·certain 
countries of Southeast Asia have been 
affected. 

There (lre only a very few instances of it 
in the Mediterranean. The most obvious 
explanation of this is that labor supply in 
Medite.rranean countries is not all that large. 

There is :also little doubt that European 
firms are - or at least have been - less 
enterprising than US ones : the former 
continue to depend on imported labour and 
have not seriously considered, until very 
recently, the possibility of locating plant 
where manpower is more abundant and 
cheaper. 

These are the reasons manufacturing 
mne's have not expanded operations to the 
Mediterranean. The question is: can we 
forecast a change? 

Government attitude in most 
Mediterranean countries has changed: from 
a negative stand they have passed to asking 
for collaboration. In the case of mac's, the 
balance of power at the financial level has 
shifted owing to oil surpluses, while the 
international position: of sec's could change 
if they joined the EEC. ,These changes 
cannot be ignored by mne s. 

Mediterranean countries are a risky 
venture. They offer a completely new 
situation for mne'·s and assessment criteria 
used by the latter will have to be new as 
well. 

The novelty of the situation we are 
discussing justifies the fact that extreme 
and opposing opinions are expressed 
regarding future mne behavior in the 
Mediterranean; My impression is that most 
firms are still not aware of the nature of 
the problem or have not developed a 
strategy yet. In many cases· there is 
remarkable ignorance of the economic 
developments in the ~Mediterranean. 
countries. Even more often, one notices 
an ·extremely cautious attitude: and since 
the Mediterranean is risky this usually 
leads to negative attitudes. o.n t~~ 
contrary, firms already operatmg 111 the 
area or Mediterranean experts generally 
have a positive view of the area's 
potentialities. 

MEDITERRANEAN GOVERNMENTS' ATTITUDES 
TOWARDS MULTINATIONAL CORPORATIONS 

The attitude of Mediterranean 
governments toward mne's has undergone 
remarkable changes over the years. The 
evolution is more noticeable in mac's and 
we shall concentrate our attention on these. 
The attitude of sec's is less interesting. 
Greece and Turkey have no "multinational 
policy" as such, but an open door one; 
Portugal's attitude is still difficult to . 
forecast: they obviously tried to avoid open 
conflict with mne's up to now. That leaves 
Spain, which is the most interesting because 
of the way in whkh public iuterv·ention in 
industry (INI) has operated to promote 
important join:t ventures with foreign 
companies. 

Among the Arab countries, Tunisia has 
been foremost in trying to attract foreign 
investments. In 1972 a law, aimed at 
promoting export-oriented industries was 
approved. Besides granting various for~s 
of fiscal incentives, an Agence de promotwn 
des investissements was instituted to 
provide assistance to potential investors. 
German firms pressed· for the approval of 
this law and submitted a majority of the 
projects approved. In 197 4 German 
investment accounted for 56.5% of the 
investments approved by the Agence de 



promotion des . investissements. The 
app:roved investments amounted to about 
163 million US dollars. These are 
concentrated in the textile and electrical 
machinery sectors. 9,342 jobs have been 
created in the export-oriented industries of 
which 5,630 in textiles. One could say this 
is the beginning of a "Mexican border". 
Economist Intelligence Unit, "Quarterly 
Review on Tunisia", n. 2, 1975. 
·The Tunisian government takes for 

granted that the country's internal market 
is not large enough to attract investment 
and follows an expert-led industrialization 
policy. Such a policy is shared by the 
Gulf states (Saudi Arabia, the United Arab 
Emirates, Kuwait). But while Tunisia 
offers cheap labor, few raw ma:tedals and 
very limited financing, the 1Gulf states offer 
raw materials in abundance and funds for 
financing large-scale projects. 

Joint ventures are the Gulf countries' 
preferred formula (usually 51/49%, 
sometimes 60/40%, rarely 75/25%); the host 
country (either the government, a state 
enterprise or a local private citizen) usually 
has the ·controlling interest, but there are 
examples to the contrary. · 

It is not dear whether Gulf governments 
would allow foreign ·companies to invest in 
their countries with n6 local participation. 
In some sectors, those most directly 
connected with the ·extraction and 
processing- of raw materials, this seems 
highly unlikely. In other sectors the 
problem has probably not yet arisen. It 
seems to me that there is a philosophy 
which sees joint ventures as the only 
solution allowing for rapid industrialization. 
A .lot is ·asked of the foreign f1rms: advanced 
technology, management, and market 
outlets. A lot is also offered, especially in 
the way of financing, which is 1an extremely 
important factor for ·capital intensive 
_projects. 

One wonders to what extent prefer~nce 
for joint v.entures is a tactical ·Choice (this 
seems to be the most convenient solution 
for the moment) or a strategic one. If it 
is a tactical choice then the problem of its 
stability arises. It is not difficult to 
imagine how the governments' attitude 
might change in the future: if the projects 
prove profitable there will be· a tendency 
to buy off the for·eign partner; if, to the 
contrary, they prove unsuccessful the 
foreign partner will be blamed or will want 
to pull out. In this respect then we can 

say that the attitude of the Gulf states 
toward mne's is not all that clear. 
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Even Egypt's and Syria's strategy is 
partially based on exports. Both countries, 
in fact, are creating free trade zones (in 
Egypt along the Canal, in Syria on . the 
Mediterranean) though it is not certain 
under what conditions mne's would be 
allowed to establish themselves there 
(whether only as joint ventures or also as 
subsidiaries completely controlled by the 
foreign firm). However, in the immediate 
future initiatives directed toward satisfying 
the needs of the internal market will 
probably be more relevant.. In both 
countries, there has been a change in 
government policy which has opened up 
greater possibilities for private initiat~ves. 
Even though this .change is more noticeable 
in Egypt, it is present in Syria as well. . 

A different ·case must be made for 
Algeria, whose general approach is most 
clearly inward looking. The !Algerian · 
government wants to closely control the 
industrialization process. Relations with 
firms are mainly based on turn-1\!ey or 
"product in hand" contract '(in the second 
case the foreign firm supplies both a plant 
and the management necessary to begin 
production, until local management. is 
available). At times the foreign company 
is required to hold some equity as a .. 
guarantee of its good faith in the .contract. 
In a few instances the foreign firm is 
offered payments in the form of the 
project's output, i.e., there is· a sort ·of term 
barter; which is the same thing as asking 
the foreign firm to take on the burden of 
selling part of the production. 

DIFFERENT FORMS OF MULTINATIONAL 
INTERVENTION AND THEIR MEANING 

In this section we shall discuss the 
meaning. of possible government-mne 
arrangements in relation to the 
conflict-cooperation dilemma.· The 
multinational corporation may supply plant 
on a turn-key or "product in hand" basis. 
In this case it does not worry about the 
profitability of the project: its role is 
merely that of supplier and its 
responsibilities are limited to the execution 
of the contract. Since the market for this 
sort of •supply is ext·remely imperfect (very 
limited number of potenti~d suppliers and 
buyers, which makes ·collusion. among 
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suppliers very likely) the suppli~rs often 
realize large profits. !Moreover; a number 
of ties are established between seller and 
buyer which later on may prove to be even 
more profitable. 

Most governments do not have the means 
to control the quality of what is being 
supplied to them, or indeed to check if the 
price tag is appropriate. This is why they 
generally prefer the sort of arrangement 
that will make the supplying firm feel 
responsible for success, which most often 
involves giving up some degree of ·control. 

However, if a government is convinced 
that a giv.en project is sound, and ;cannot 
find any firm willing to act as a partner, 
then it can go along, nevertheless, and· buy 
the plant on a turn-key or product in haud 
basis. Companies must, therefore, carefully 
consider any partnership propos1:tion: if the 
project is good, they do not have the 
power to stop it by refusing cooperation. 
It ·i·s dear that if governments could 
not buy plants on a turn key or product in 
hand basis, a far smaller number of joint 
ventures would be formed. In this sense, 
the fact that governments could go along 
acts as a threat and obliges rune's to 
consider the joint venture formula with 
benevolent eyes. 

Joint ventures are preferred by most 
governments because in them rune's have 
something at stake. However, the 
guarantee deriving from mne equity 
participation is very slight. If mne 
participation is limited (let's say, less than 
twenty percent) then it is likely that the 
deal is profitable for it even if it ends in 
a conflict. Under such condi.tions a conflict 
would mean that the multinational would 
recoup more than 80% of the value of the 
contract and that would most probably sti11 
leave it with a profit margin. 

If its equity participation inoreases, the 
cost of conflict will increase ;proportionally. 
Nevertheless, there are· examples of 
multinational enterprises withdrawing f·rom 
joint ventures, even at a high ·COst. The fact 
that the multinational corporation agrees to 
hold a relevant minority interest in the joint 
venture does not guarantee its continued 
oollaboration. 

From the standpoint of the purchasing 
government the best guarantee is when the 
multinational agrees to being paid with the 
products of the plant to be installed. 

In this case, the mne has a clear interest 
in getting the plant to work fast and well. 
The government is assured of some market 

outlet abroad for a given period of time. 
The mne is not really conoerned by any . 
management decision the government might 
take in a later stage. The probability of 
conflict is obviously reduced. 

My impression is that the nature of the 
cooperation problem is quite independent 
of equity distribution. The important point 
is whether the multinational ·corporation 
intends to integrate this project in its 
productive and distributive structure at the 
internatiOnal level. If it does, we can· speak 
of real cooperation. Otherwise, there wil'l 
be potential elements of conflict. ·· 

Naturally not all projects involve many 
problems. It is dear that in the ·case of 
a small project geared to the local market 
the risks of conflict are slight. .But if it is 
a large-scale project and a good part of the 
production will have to be ·exported, then 
the risks of conflict are great. 

The probability of conflict depends not 
only on the project but also on the firm 
chosen as a partner. .F!I'anlw 
(Prospects for Industrial Joint Ventures, 
OECD, Sept 1975) pointed out that most 
firms involved in joint ventures are · 
"outsiders", i.e., firms that until that 
moment did not have an extensive · 
productive and distributive structure. for 
the product involved. It is dear that a 
firm that is starting out in a new sector 
can more easily adjust its structure to 
"make room" for the joint venture; the risk 
of conflict is therefore less. · 

Many of .the observers interviewed. 
maintain that looking at joint ventures 
recently started, one gets the impression 
that many multinational corporations are 
willing to cooperate. In reality, according 
to this point· of view, multinationals decide 
to take part in Mediterranean projec;ts in 
order to "leave their visiting cards", or to 
sell a plant and assure themselves the role 
of suppliers of parts, components, 
consultants, etc. for the future. These same 
observers are convinced that in the long 
run the Arab countries do not have the 
possibility of becoming industrialized: the 
present projects would therefore be ballons 
d'essai doomed to give deluding results. 

THE PROBLEM OF THE LOCAL MARKET 

Most people I interviewed expressed the 
opinion that the size of the local market is 
a major constraint for the success of 



industrialization projects. In this section 
we -shall discuss how hinding the oon:st·rainrt 
really is. 

The· governments of almost a:ll the Arab 
countries have concentrated their attention 
on heavy industry projects. The fact that 
this policy is adopted at the same time by 
almost all the countries of the area increases 
the chanc~s of overproduction. 

The most colossal developments are 
expected in the iron· and steel sector. Saudi 
Arabia has two steel projects: the first one 
is a 50/50 joint venture between the 
state-owned company Petromin and the 
·Marcona group for the creation of a 5 
million tonsjyear plant; the· second is of 
smaller but still considerabie dimensions 
(accord between .Petromin and Broken Hill 
Proprietary Co., Australia). Iraq is planning 
at least one complex with a capacity of 1.6 
miJlion tons. In Egypt the steel works of 
Helwan will increase capacity from 0.3 to 
1.6 million tons. Syria has an agreement 
for the formation of a joint venture with 
a German· corporation. Algeria wants to 
increase production (presently about 
200,000 tons) to two million tons a year by 
1980. 

In all, th~ productive capacity of steel in 
mac's should not exceed 20 million tons a 
year by 1985. Most of these could be 
absorbed within the area if large 
investments are made in construction and 
transport. 

Otherwise it will be necessary to find 
some market outlets abroad. This would 
be a difficull t task, as the steel sector is 
organized along national lines, often with 
dominant state intervention. 

.The prohlem of a market for aluminium 
is more serious. There are two big projects 
in this sector, one in Bahrein (in production) 
·and another in Dubal. Aluminium, unlike 
steel, is a very internationalized sector. 
Both projects are geared for exports to 
MAC's and the rest of the world. At the 
international level there is presently excess 
capacity in aluminium smeHing, which has 
led to closure of a number of plants in 
industrialized countries. 

Cemerit is another primary industry which 
has received a lot of attention. There too, 
the market is linked with infrastructure 
and ·construction programs. As one of the 
people interviewed said, ''before long thes·e 
countries· will have all the infrastructure 
one· can think of". That is certainly true 
for tlie minor Gulf states - not for Iraq. 
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Egypt or Syria, where a market problem 
for cement is not predictable yet. 

My general impression is that the market 
siz·e constraint i·s often being ovea:eS'timated. 

The idea that most Arab markets rate 
too small seems to be partly based on past 
data, namely; 1) the Arab countries that 
had large popu1ations did not have oil; 
those that .had oil did rnot have significant 
population (except possibly Iraq 'and 
Algeria) ; 2) the income f.rom oil did not 
expand the consumer goods market because 
it was invested abroad without circulating 
internally. 

This was in fact the situation until 
1974. But ·since then :there have been 
significant changes. 

In the first place, the dmnestic use of 
oil income has increased greatly .. In some 
cases the ·end is clearly to transfer this 
income from the state to the citizen. 
Libya has launched a gigantic program for 
the construction of low income ho1:1sing, in 
which ·the houses are sold at prices 
30-90% below cost depending on the 
buyer's income; the interest-free payments 
can be spread over a period of twenty 
years. Similar low-income housing projects 
have been launched in Iraq and Saudi 
Arabia. In Algeria a system of subsidies to 
keep down the cost of basic foods has 
been introduced. 

Similar initiatives did not exist previously. 
It is difficult to deny that they will have 
immediate effects on internal aggregate 
demand. 

On the other hand, even though it is 
true that most populated MA!C's are not 
large oil producers, it is also true that the 
major oil producing countries are 
investing in them. It is quite true that 
there is always a danger of old political 
disputes re-surfacing; but in my opinion it 
is quite unlikely that this would lead to a 
substantial inversion of this tendency. 

The most .important point to be made is 
that even the problem of the size of the 
market and its dynamic in the next decade 
is linked with political variables, and in 
particular with the development of 
economic cooperation among the !Arab 
countries. This cooperation must he. both 
financial (investments by Arab ·countries in 
Arab countries) and commercial 
(liberalization and incr·ease of trade). 

The success of some industrial initiatives 
vitally depends on greater commercial 
integration. The automotive industry is 
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the best example, as the one which most 
benefits from economies of scale and 
int,ernational specialization of production: 
average plant size is constantly 
increasing, a greater number of parts are 
standardized and can be used on different 
models, and there is a growing tendency to 
concentrate the production of a certain 
part in a single plant. In other words, the 
degree of integration and interdependence 
among different p!lants in dliffetrent 
countries is increasing. At the same time, 
the automotive industry is centred to the 
industrialization process both because of 
the amount of semi-skilled labor it 
absorbs and because of the 'importance 
of the activities it gives rise to. This leads 
many developing countries to install 
automotive industries even when their 
dimensions are not economic. 

'MAC's predictably want to increas·e 
their presence in the transportation 
industry. It is probable that they have 
learnt the lesson from the pa·st and that 
they will not be stuck with plants of 
uneconomical dimensions. However, the 
local market of eacli of these -countries is 
not large enough to support an integrated 
production process. 

In some of these .countries an auto 
sector already exists but it is usually 
limited to the assembly of "·completely 
knocked down" parts. In Saudi Arabia 
General 'Motors has a joint venture in 
which it controls 60% of the capital and 
which should produce 7,800 buses and light 
trucks per year; Nissan has a joint 
venture in which it owrrs 40% of the equity, 
with an expected initial production . of 
22,000 light trucks a year. In Egypt Ford 
and British Leyland initiatives have been 
announced, but there are no detai.[s 
regarding the size and type of production. 
Peugeot is present in Syria. In Morocco 
and Tunisia there are limited assembly 
activities (Renault, Fiat). Algeria has 
considered and perhaps not yet abandoned 
an initiative ·capable of producing 100,000 
vehicles a year. 

It is almost impossible that MAC's will be 
able to attract the auto multina:tiona1ls and 
develop significant automotive production, 
unless they agree on cooperation and 
regional division of labor, somehow along 
the :lines of the 1Andean Pact model. In 
other words, these countries would have 
to unify markets, if a total 
production target, and divide this in 
different specialized productive units to 

be located in differ·ent countries. Since · 
such a solution does not seem likely 
MAC's will probably not be able to make 
significant progress in the auto sector. 

The problem of the local market therefore 
exists, even if it is commonly being 
exaggerated. Its impact depends very 
much on politica!l variables; that is, 
principally on the criteria of public 
spending within the oil producing ·countries 
and the degree of financial and commercial 
cooperation among the countries of the 
region. 

DIFFERENT MNE BEHAVIOR ACCORDING 
TO PRINCIPAL SECTOR OF ACTIVITY 
AND COUNTRY OF ORIGIN 

w,e have until now .imderscored the fact 
that the Mediterranean is not a 
geographically homogeneous area and that 
fundamental differences ·exist from ·country 
to country. We must now specify that 
multinational enterpri~es are not 
homogeneous either. Some distinctions 
have already been intruduced her~ and 
there; but it is necessary to present the 
matter in a more systematic way. This 
necessity was often underlined by the 
people interviewed in the course of this 
project. 

A first distinction is to be made on the 
basis of the industrial sector to which the 
multinational belongs. ·From this point of 
view,. four main groupings may he 
established: 

1 - A first group might include those 
enterprises that operate in sectors which. 
a) not neces,sarily r·equire Large 
production units; b) have a non- . 
standardized product which must be 
adapted to local market condition~; and/or 
c) have a product whose transport costs 
weigh heavily on the selling price. For 
example, most food processing and 
pneumatic tire production industries do not 
require very large productive units: in 
almost all cases the local market is large 
enough to absorb the output of an efficient 
plant. Foods are an example of a product 
that must usually be adapted to the local 
market. Pneumatic tires are an ·example 
of a product where transport costs are too 
high in relation to the benefits of · 
centralization. 'MNE's belonging to· this 
group will ·examine the market situation 



country, and will end up being present in 
most of them. 

2 - A second group is that of firms 
operating in sectors with highly specialized 
products, produced in small series and 
_with high technological content, and 
requiring skilled manpower. These firms 
have a marked ptreferenee for conoent·ration, 
are prevalently located in central .Europe, 
and are not likely to take into consideration 
a location such as the Mediterranean. 

3 - There are then the corporations 
operating in sectors that produce goods 
that need limited adaptation to the local 
market, have large economies of scale in 
production, and require prevalently 
semiski'lled labor. The major examples are 
the automotive and ·electrical household 
appliances sectors. It is more difficult to 
make predictions for this sort of enterprise 
because of market conditions which we 
discussed in the previous paragraph. 

4 - .Finally, there are those firms for 
which .the key variable is the cost of labor 
(for example: textile processing, integrated 
circuits, consumer electroniCs). These are 
highly internationalized sectors, but there 
is no r·eason to expect a concentration in 
the Mediterranean area; on the contrary, it 
is probable that there will be a tendency to 
skip over the ·Mediterranean and 
concentrate in other areas (Southeast Asia, 
Comecon, Latin !America). This does not 
mean, howev·er, that this kind of 
investment might not be important for 
certain Mediterranean countries (Tunisia, 
Greece, Turk!ey, perhaps Egypt and 
Portugal)~ ·· · 

Secondly, the hehavior of the corporations 
varies according to the country of origin. 
Franko points out the fact that USA and 
Japanese companies are more active than 
European ones. The 'Americans are 
particularly active in the petroleum and 
petrochemical sectors, while their 
predominance in the strictly manufacturing 
sector is less evident. The Japanese firms 
are active ill' all sectors, but their int·erests 
are mainly concentrated in the Gulf area, 
and are less evident at the Mediterranean 
level. 

In the case of .British enterprises the 
colonial tradition seems to have significant 
influence. ·They have expanded mainly in 
the Commonwealth countries. Only 
recently some have attempted to ·establish 
themselves in the Community area, but not 
all have been successful. At the ·moment 

most British firms are going through a 
phase of reorganization, and are generally 
not very interested in getting involved 
in a new area. The f.ew that are active in 
the Mediterranean area concentrate their 
attention on those countries with a 
prevalently British influence {the Gulf 
states, Egypt), while they are m at ease 
in countries with a predominantly French 
influence (Maghreb ). 

The fact that these national distinctions 
are still important is indicative of a lack 
of political initiative. If adeguate 
incentive, information and support policies 
were equally furnished by all the European 
governments to the corporations interested 
in establishing themselves in the 
Mediterranean, national behavior differences 
would not exist. But this is not the case: 
certain governments have taken no initiative 
at all and initiative at the European level is 
inadequate. The Mediterranean situation 
is unique in that generally political interest 
follows economic interest, while here it 
must precede it. This reflects what we not,ed 
already at the beginning- about the political 
nautre of the problem of Mediterranean 
economic integration. 

One Jast distinction must be introduced. 
We have already mentioned IFranko's 
observation according to which "outsiders", 
i.e., those firms that within a sector have 
a marginal position or are attempting to 
enter a new line of production, are more 
active. This observation may be ex:tendecl 
to say that the weakest .firms of each sector 
are the most willing to meet the 
government's requirements and to . take 
risks. This is certainly the reason for the 
behavior of certain firms {for example 
British Leyland in .Egypt). 

This behavior is justified. In fact, to 
the extent that there is a limit, due to the 
dimensions of the market and the 
importance that relations between the 
corporation and the government assume, it 
will not always be equally possible to 
expand in the Mediterranean. In ·oertain 
cases, those who do not commit themselves 
now wi'll not easily be able to get involved 
in the future. 

This risk of exclusion is obviously greater 
for the firms that have less to offer in 
terms of advanced technology, managerial 
capacity, comme:rcial penetration. For 
these firms it is very important to acquire 
the advantage inherent in a long-term · 
relationship with the governments. 



THE EFFECTS OF RECESSION IN EUI-I:Ui"'s: 

One of the key variables in determining 
multinational behavior in the 
Mediterranean is the economic situation 
in the industrial world and, in particular, 
in the EEC. 

The fall of the Bretton Woods system and 
the crisis of economic relations among 
industrialized countries 'is the origin of the 
incr-ease in the priCe of orude oil of 1973. . 

Insufficient international -cooperation 
has led to a J1ecession in all the European 
economies. There is now talk of an 
imminent recovery, but there are a number 
of. uncertainties about the ·extent of it. 

It is clear that this is of fundamental · 
importance in determining MNE behavior. 
It is unlikely that MNE's would invest in 
the 1\llediterranean if they have substantial 
slack capacity next door. 

If there wer·e no recovery, SEC's would 
be the hardest hit. Especially if the process 
of trade libera'lization with the EEC were 
accelerated, MNE's would find it to their 
advantage to utilize excess capacity in the 
Community by increasing exports. 

On the contrary, if there were a recovery 
these countries could benefit from it, 
particularly if the recovery led to a quick 
increase in prices. In this ·case MNE's 
might decide to shift production to these 
"marginal" countries in order to avoid the 
price-wage · spiral. 

The matter is quite different for MAC's, 
which are experiencing an unprecedented 
boom. 

If the recession in Europe continues, or 
if the recovery is very weak, the MNE's 
wou'ld be all the mo11e attracted by Arab 
countries since this could improve their 
cash flow even in the short term. 

At the same time, the problem of 
find1ng mark:et ouHets abroad would become 
more serious for M.NC's since it is not likely 
thC~;t they will be allowed substantially 
greater access to European markets at a 
tiine when European industry is plagued by 
excess ·Capacity. · 

Il MAC's cannot find market outlets in 
Europe, they will clearly try harder to r~ach 
regional integration~ among themselves. 
This will become vital for the ·smaller 
MAC's such as Tunisia or the UAE. If 
efforts to integrate Arab economies were 
successful, their industrialization process 
would develop on a sounder base. MNE 

involvement too might eventually be greater. 
So, after all, iMAC's might gain out of 
continuing recession in Europe. 

Interestingly enough, gr·eater regional 
integration among Arab economies might 
accelerate the process of substitution of 
imports from Europe. Coupled to a 
relativ·ely depressed demand for oil in the 
EEC, one might ·end up with a tendency 
to lower inter-Mediterranean trade. 

Would this mean less "cooperation" and 
more "confrontation"? Not necessarily, 
since MNE's might be active in helping 
Arab countries substitute imports. 

AN AFRICAN STRATEGY? 

Alrab count·ries might attempt to increase 
market outlets for themselves in the 
other African countries, as an alternative 
to European markets, by financing 
development projects in those countries. 
Though such a hypothesis may ..seem 
somewhat futuristic, some of the observ·ers 
intervdewed agree that .the A·rab 
countries have an "African . strategy", 
though a latent one. This is shown by 
the creation of special institutions· for 
financing development projects in Africa. 

It should be remembered that not a!ll 
Arab countries are 1Mediterranean. 
Significant investments are being made in 
non-Mediterranean Arab countries 
particularly in the Sudan. These 
investments are concentrated in agricultur·e, 
in mining and in infrastructures. 

If we then widen the horizon from the 
Arab countries to the Muslim ones, or to 
those with important Muslim minorities, 
ll!early the entire cont1nent is lirrcluded. 
After all, European domination in most of 
Africa lasted less than a century; the 
influence of the :Arab world goes back 
much further. 
· That the· Arab countries have .. a particular 
interest in Africa seems to me 
unquestionable. For example, Kuwait's 
purchase of an jmp01:rtant 1ninodty share 
in the Lonrho is of particular significan'ce. 

An "African strategy" would hav.e ·great 
potentials. Investment opportuniti.es are 
particularly numerous in the agricultural 
sector, the development of which has always 
been limited by the lack of available · 
capital, and which is today particularly 



important in the face of the world food 
problem. 

Investments in 'transport infrastructures 
would. greatly expand the ·effective market 
area and would themselves open up new. · 
market outlets for some of the expanding 
industries in ·M~C's (steel, cement). 

Finally, an "African strategy" might be a 
diplomatic necessity for MA:C's. A split in 
the front of the developing countries •is 
developing between the oil~produdng arrd 
the other couritries. The latter, that at 
~irst unconditionally supported the formers' 
action, now hav·e growing doubts, since the 
benefits from the greater flow of aid. do. not 
compensate for the damage provoked by 
the higher price of ?il. 

IGNORANCE AND POLITICAL ACTION 

·One notices that the 'Mediterranean 
sHuation is generally hot well krrown. 
Ther:e is widespread ignorance which 
derives from the fact that, :unti!l Decently; 
most· of the corporations had no good 
reason for concerning themselves with the 
region. 

In these conditions, as we pointed out 
earlier, it ~s up to the governments rather 
than the multinational ·Corporations to 
take the initiative. We have already seen 
what the pos'itions and the policies of the 
Mediterranean governments are; we must 
now ask ourselves what is and what could 
be the role of the BBC in the pres·ent 
conditions; the Community's attitude is a 
variable of the greatest importance in 
determining. multinational behavior. 

The Community's present attitude is 
hesitant and contradictory. 

Requests for full membership are 
expected, sooner or later, from all SBC's. 
It i·s widely aweed .tha:t po'litical motives 
exist which would prevent a refusal. One 
cannot say no to a Greece that wants to 
consolidate its re-found liberty, to a Spain 
that guaranteed fundamental democratic 
rights, to a :Portugal irr searoh of a defense 
against reactionary or adventuristic 
temptations. And if Greece is accepted, it 
would be difficult to exclude Turkey. On 
the other hand, the present members ·of the 
Community do not seem willing to accept 
the necessary economic policy. The most 
common prediction is that assent in 
principle will he followed by dillatory 
tactics. 
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As for MAC's,. two "initiatives are being 
developed, namely the ~'Mediterranean 
policy" and the "Euro-Arab dialogue". The 
latter is proceeding very slowly and with . 
many political and economic difficulties. 
It is easy to predict that nothing practical 
will develop within the next few years. · The 
Mediterranean policy has been recently 
carried into effect with the signing of.. 
three sep~.rate agreements with. Tunisia, 
Algeria and Morocco. The principal 
shortcoming of these agreements is the 
fact that they are separate, and that they do 
not therefore proVide for cooperation . 
between areas, but between an area and 
a single country. 

What could the Community do instead? 
As far as SEC's .are concerned, it should 

accept their membership as soon as . 
possible {once the political condit!ions have 
been ·respected), and face the problem of 
disequilibriums not only between those 
countries and the present EEC. members 
but also within the EEC itself. 

The importance of the question is just 
this : the acceptance of the new south · 
Europeai1 members would oblige the . 
Community to face the problems it already 
has, and that are becoming ev·er more · 
serious. 

I am· convinced that if the Community 
does not face these problems, the · · .. 
centrifugal forces which ·are growing 
stronger and stronger will pull it apart. I 
maintain, therefore; that ·the ·entry of the 
new countries of southern Europe could 
help rather than hinder the process of 
integration. 

Remarkable farsightedness would also be 
necessary in relations with MAC's. 

The importance of regional ·economic 
integration among ~rab countries has been 
stressed already. For this r·eason a 
Euro-Arab accord should be ·conceived in 
such a way as to favor, first of all, inter
Arab economic integration, and only 
subordinately Euro-Arab integration. 
Fr~er access to the European market 
should be conditioned to freer trade 
among the countries of the Arab League: 
for each product the EEC should not offer 
better conditions than :the worst conditions 
offered by any of the countries of the 
League for the products coming from the 
other members of the organization. \At the 
same time, no Arab' League country should 
offer the EEC better conditions than the 
worst conditions offered to any of the other 
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countries of ·the League. In this way it 
would always be easier for an Arab producer 
to ,export to another tA:rab country rather 
than to the EEC; and for each Arab 
importer, assuming equal quality and 
prices, it would always be more convenient 
to import from ·another Arab ·Country 
rather than from the ,EEC. 

Secondly, :the accor.d 1shou1d be conceived 
in such .. a way as to favor inter-African 
economic integration. We have already · 
seen that there are important forces 
which might induce the Arab countries to 
promote a process of. development involving 
the ·entire African ·continent. An expansion 
of the potential market cannot but favor a 
dynamic solution,opening development 
possibilities not only for the new Arab 
industries but also for the European ones. 

CONCLUSIONS 

We hav'e attempted to ana!lyz,e the mad.m 
variab'les that will influence multinational 
behavior in the Mediterranean from now 
until 1985. It is now time to off·er a 
forecast. 

I ·think it is necessary to distinguish two 
main scenarios, according to whether there 
is an organic political initiative by the 
Com1nunity or_ not. 

If such an initiative is lacking, it s·eems 

unlikely that the picture can change 
much. I think that there would not be a 
vigorous recov~ery in the Community, and 
that thi1s would damage southern Europe. 
MAC's will see a good part of their 
industrialization projects frustrated, and 
this will make relations with the BEC more 
and more difficult. The "tA.frican 
strategy" will be developed, but timidly. 
Inter-Arab integration will be slowed down 
because of politica!l difficulties. Only Egypt 
will register a very rapid rate of growth~in 
the manufacturing sector. Iraq and Syria 
could become a second pole,. but they would 
have to resolve their present contrasts. The· 
same is true for Algeria, which is aiming at 
becoming the Ruhr of .iMaghr.eb at a· time 
when Maghreb is a meaningless wo:.rd. 
Maghreb may exist in ten years time, but 
that assumes the collapse of Amerkan 
influence. Saudi Arabia wiU be able to 
make progress, but it wi!ll not solve its 
crisis of identity. The EEC itself will be 
prey to continual cris·es, and this might help 
communist parties to come to share power 
in at least four countries. 

Il there were a strong initiative from the 
EEC the picture would be substantially 
different. In fact, the conditions exist for 
massive MNE jntervention, similar to those 
of the '60's in the EEC. That, provided a) 
that a determined policy of :aggregation of 
sou then1 Europe to the Community is 
launched and b) that a policy of economic 
integration among the .Atrab countries is 
begun. 
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