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ABSTRACT 

Foreign direct investment has attracted many 

researchers and scholars. In Egypt, this topic has been 

discussed and debated by economists, the People's 

Assembly and Cabinet Ministers since the President of 

the Republic declared the adoption of the policy of 

economic openness "Al-Infitah" in June 1974. This new 

economic approach aimed to encourage the inflow of 

foreign capital into Egypt in an attempt to solve the 

mounting problems of the Egyptian economy, mainly growth 

of the population, shortage of foreign exchange, and 

persistent deficit of the balance of payments. 

The main purpose of this study has been to 

investigate the impact of the Egyptian Tax Accounting 

System on the foreign decision to invest in Egypt. The 

main concentration is on the general tax principles 

applied to foreign corporations in Egypt, the impact of 

tax incentives, in general, on the inflow of foreign 

capital into Egypt, the key tax and non-tax problems 

encountered by foreign investors in Egypt, and the main 

tax and non-tax motives for investment in Egypt. 

The findings of this study and the insights gained 

about the nature of foreign investment in Egypt, provide 

the basis for some recommendations and suggestions for 
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the effective implementation of the "Open Door" policy 

declared by the government for the purpose of attracting 

foreign investment. 
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PART A 

Introduction and Structure 

of the Study 



CHAPTER ONE 

INTRODUCTION AND STRUCTURE OF THE STUDY 

1.1 Nature of the Problem and Objectives of the Stud 

On June 19,1974, the Egyptian People's Assembly 

approved and issued Law No. 43 of 1974 "Concerning the 

Investment of Arab and Foreign Funds and Free Zones". 

This law constitutes the new legal framework of 

investment in Egypt. 

Law No. 43 of 1974 gives special tax concessions and 

guarantees to projects approved by the General Authority 

for Investment and Free Zones. ' 

The basic tax incentives offered to investors are: 

Tax holiday period: The approved projects shall be 

exempted from corporate tax, withholding tax and tax 

on movable capital during a period ranging from S-15 

years. 

2. Personal income tax: Investors shall be exempted 

from general tax on income during the tax holiday 

period. 
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3. Duty exemptions: All capital assets and components 

necessary for such approved projects may be exempted 

from customs duties and any other dues. 

The exemption of 

approved projects 

taxes and dues. 

Foreign employees 

privileges. 

interest due on loans, held by 

in foreign currency, from all 

shall be given special tax 

Among the basic assurances and guarantees offered to 

investors under Law No 43 of 1974 are: 

Projects approved may not be nationalized or 

confiscated. The assets of these projects cannot be 

seized, blocked, confiscated or sequestrated except 

by judicial procedures. 

2. Approved projects shall be exempted from certain 

statutory requirements which other enterprises in 

Egypt are subject to, i. e., the distribution of 

twenty-five per cent of profits to employees. 

3. Approved projects shall be allowed to import, on 

condition of inspection but without licence, the 

production facilities, machinery, equipment, spare 

parts, and transportation equipment required for the 
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installation and operation of the project, that are 

compatible with the nature of their activities. 

4. Foreign employees are permitted to transfer out of 

Egypt up to fifty per cent of their gross earnings 

from such approved projects. 

S. Invested capital may be transferred abroad in five 

annual instalments. 

6. Projects realizing self-sufficiency in foreign 

currency needs shall be permitted to repatriate 

their annual net profits in full. 

The Egyptian Government expected that these tax 

concessions and guarantees would motivate foreign 

investors to make direct investment in Egypt. Yet, the 

inflow of such foreign investment proved to be very 

slow. 2 Carr (1979) pointed out that 408 inland projects 

were approved by 30 June, 1977 while only 100 projects 

were in production by that date and the total capital of 

these projects represented about 15 per cent of the 

3 total capital of approved projects . 

Another fact which shows the slow influx of foreign 

capital to Egypt can be identified from Table 1.1 and 

Table 1.2 
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Table 1-I 

Sources of Direct Investment in Egypt in the Approved 

Projects, End-1985 (in L. E- thousand) 

N Investors I Amounts % 

m -1-fl 

Me Egyptian public sector 1 1457590 1 25.19 

"The Egyptian private sector 1 2594779 44.83 11: 

qArab countries 914847 15.81 

. U-S-A- 250657 4-33 2 

OE-E. C 1 370158 1 6.40 0 

q0thers 1 199386 3-44 1 

Total 1 5787417 H 100 

Source: The General Authority for Investment, Cairo- 
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Table 1-2 

Inland Investment Projects, End 198S 

(in L. E. thousand) 

I Investment Projects 

lApproved ProjectslIn 
I 

No Amountl' No' 

Produc-ti-o-n-1, 
Projects 

I' Amount 

lIndustrial Projects 1567 1 207S225 1 282 1 7197SS 

lFinancial Projects 12S4 1 1780403 1 223 1 1S61816 I 

lAgricultural and 1102 1 317018 1 37 1 141108 

lAnimal Projects 

lHousing and Contractingi 
I Projects 1204 1 567191 1 101 1 171S70 

IService Projects 1215 1 1047580 1 137 1 39092S 

Total 113421 5787417 1 780 2985177 

Source: This table has been prepared from various tables 
obtained from the Investment Authority, Cairo. 

These two tables show: 

1. The Egyptian investors occupy the lion's share in 

the capital of the approved inland projects with a 

total equity of L. E. 4.1 billion (70 per cent), 

whereas both Arab and foreign investors contribute 

only L. E. 1.7 billion (30 per cent) to the capital 

of such approved projects. 
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2. Since the declaration of the "Open-Door" policy in 

1974 until the end of December 198S, the total 

inland approved projects have been 1342 projects 

with a total capital of L. E. S. 8 billion while only 

780 projects were in production by that date with a 

total capital of L. E. 3 billion. 

3. Agricultural, animal, housing and contracting 

projects do not appear to have attracted investors 

while the financial projects, especially, seem to 

have attracted investors rather than desired and 

needed projects. 

The slow influx of foreign capital to Egypt reflects 

that there are still problems facing investors in Egypt. 

Dialogue between the Egyptian officials and foreign 

businessmen during 1976 highlighted major problems in 

Law No. 43 of 1974 which led to the amendment of such 

4 law by issuing Law No. 32 of 1977 . Such investment 

problems will be discussed in Chapter 7. 

Therefore, the main problem to be dealt with can be 

stated as follows: 

"Why do foreign investors still hesitate to make 

direct investment in Egypt in spite of tax concessions 

and guarantees offered by Egyptian government to 

encourage them to locate in Egypt? 
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Are these tax concessions and guarantees inadequate? 

Are there other factors considered to be more 

important to foreign investors which affect their 

investment location decision? 

Are there tax and non-tax problems that affect their 

location decision, and if so, what are these problems? " 

Thus, the overall objective of this study is to 

investigate the foreign investment location decision of 

the multinational corporation to determine the impact of 

the Egyptian tax accounting system* on attracting and 

encouraging investors to make direct investment in 

Egypt. 

Specifically, this study aims to achieve the 

following objectives: 

To examine Egypt's Open-Door policy declared in 1974 

and to make a comparative study between the Egyptian 

Tax Accounting System and other tax systems for the 

purpose of highlighting the philosophy of Egypt's 

Tax Accounting System towards the tax treatment of 

foreign corporations in Egypt. 

For the purpose of this study, the Egyptian Tax 
Accounting System includes: (a) The Egyptian Tax Law 
No. IS7 of 1981, and (b) The Egyptian Investment Law 
No. 43 of 1974 as amended by Law No 32 of 1977. 
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2. To investigate the impact of tax incentives and 

guarantees, in general, on the inflow of foreign 

capital to Egypt through an analysis of privileged 

data obtained from the Investment Authority in 

Cairo. 

To identify the tax problems and non-tax problems 

which may be encountered by foreign corporations in 

Egypt and to highlight the measures taken by the 

Egyptian government to alleviate or eliminate such 

investment problems in an attempt to create a 

reasonable investment environment which may 

encourage foreign investors to locate in Egypt. 

Finally, this study aims to relate some aspects of 

the theories of FDI to help explain the pattern of 

FDI in Egypt: mainly the characteristics of Egypt as 

a host country and the characteristics of investing 

countries in Egypt, the types of economic activities 

which attract foreign investors in Egypt, and the 

foreign ownership structure. In addition, investment 

motives in Egypt will be ranked in order of their 

relative importance on the investment location 

decision. 

The achievement of these objectives are expected to 

contribute to an understanding of the investment 
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location decision of the MNC to invest in Egypt in the 

light of Egypt's tax Law and tax concessions offered to 

attract and encourage investors to make direct 

investment in Egypt and in the light of Egypt's 

investment climate in general. 

1-2 Stages of the Studv: 

(1) Literature review 

The foreign investment location decision was 

examined first from the theoretical point of view, then 

from the empirical view-point in an attempt to identify 

the main motives for investment abroad. In addition, 

discussion is made of both the "Operi-Door" policy 

declared by Egypt in 1974 and of the Egyptian Tax Law 

was helpful in identifying the various tax concessions 

and guarantees. These tax concessions and guarantees 

were listed in a questionnaire to determine their impact 

on the investment location decision in Egypt. 

(2) Questionnaire design: 

The questionnaire was based on the literature review 

and on major earlier surveys (See Appendix A). 

(3) Sample selection: 

A sample of S4 companies was selected as follows: 

(a) 36 investing companies in Egypt were selected 

randomly; and 
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(b) 18 British parent companies which have direct 

investment in Egypt were contacted. These British 

companies were the only companies whose names and 

addresses in the U. K. were available from the 

Egyptian-British Chamber of Commerce in London. 

(4) Pilot study 

The questionnaire was tested by a pilot study in 

three British companies using a mail questionnaire. 

(5) Data collection 

34 companies out of 54 completed the questionnaire 

as follows: 

(a) 6 British companies out of eighteen completed the 

questionnaire and another two companies replied but 

did not complete the questionnaire and the remaining 

ten did not respond at all. 

(b) 28 investing companies in Egypt were visited. 

Interviews were conducted with Egyptian finance 

officers of these companies. The remaining a 

companies in Egypt asked me to give them the 

questionnaire and mail it after completing it but no 

further response was received from them. 
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In addition, data on investment problems were 

collected from both the General Authority for Investment 

and the Tax Authorities in Egypt. 

(6) Analysis 

The analysis was carried out using the relevant non- 

parametric statistical techniques. 

1.3 Methodology 

1-3-1 Phases of Investigation 

1-3-1-1 Phase 1: ObtaininR Privileeed Data 

In this phase, the General Authority for Investment 

and Free Zones in Cairo was visited. Interviews were 

conducted with four high-ranking officials at the 

Investment Authority. During these interviews, the 

process of investment applications' approval was 

discussed in addition to an assessment of the investment 

environment in Egypt in the light of Investment Law No. 

43 of 1974 as amended by Law No. 32 of 1977. More 

importantly, privileged data were obtained from the 

Statistics Department at the Investment Authority. 

These data indicate the number of inland and free 

zones projects and the sources of direct investment in 

Egypt by country and by type of economic activity. Such 

statistical data were analyzed in Chapter 6 of this 

thesis for the purpose of determining the impact of 
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investment incentives, in general, on the influx of 

foreign capital to Egypt. 

1-3-1.2 Phase 11: Interviews with Tax officials 

In this second phase, the Egyptian inland revenue 

Services in Cairo and Tanta were visited. Interviews 

were conducted with 8 high-ranking tax officials [S 

officials at IRS in Cairo and 3 officials at IRS in 

Tanta]. In these interviews, tax problems which are 

encountered by investing companies in Egypt were 

identified and discussed. Chapter 7 investigates these 

tax problems and the way in which such problems have 

been alleviated or eliminated to create a reasonable 

investment environment that may help encourage the 

inflow of foreign capital to Egypt. 

1-3.1.3 Phase III: InterviewinK Finance Officers of 

Investing Companies: 

Interviews were conducted with Egyptian finance 

officers of a sample of 28 investing companies in Egypt 

to identify the main motives for their investment 

location decision in Egypt and to highlight the main 

investment problems which may affect their investments 

in Egypt. 

It is noteworthy that different answers will be 

expected because companies differ in their objectives, 

strategies and circumstances. Similarly, the motives for 
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investing in a specific area may be different from the 

motives to invest in another, and if the motives are the 

same, it is to be expected that their degree of 

significance on the investment location decision will 

vary from one area to another. The motives and their 

degree of significance on the decision to invest abroad 

is also expected to change from time to time as the 

company's environment may change. 

Thus, the survey approach will have a great 

contribution to the following main issues: 

(a) What are the main tax and non-tax factors which have 

a significant impact on the investment location 

decision in Egypt, and what is the significance of 

each factor. 

(b) What are the tax and non-tax problems which face 

investors in Egypt, and how are these problems 

tackled? 

(c) What is the impact of tax concessions, in general, 

on the inflow of capital to Egypt? 

(d) What are the tax principles applied to investors in 

Egypt? 
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In providing an answer to the aforementioned 

questions, the survey approach can be a direct approach 

to understanding the behaviour of firms investing in 

Egypt. Moreover, the survey approach, unlike the 

theoretical approach, can give more explanation of the 

specific determinants which affect the investment 

location decision of a particular economic activity. In 

addition, the survey approach, unlike the theoretical 

approach, focuses upon the current data related to a 

particular investment location. So, this study will 

follow the inductive approach to gain its advantages and 

mainly to have an up-to-date answer for the questions 

and issues raised above. Yet, to be fair, the survey 

approach is never meant to be able to generate a general 

theory of foreign direct investment. However, it shall 

be able to generate some useful guidelines for policy 

formulation. 5 

It is essential to mention that the way in which 

data were collected from the 28 companies interviewed in 

Egypt may be criticized on the grounds that: 

(1) Those finance officers interviewed in Egypt might 

not have been involved in the key decision to set up 

the joint-venture, and consequently not privy to the 

decisions of the overseas partner. In addition, they 

might have been appointed after the joint-venture 
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was set up, and could not even have been present 

when the decisions were made. 

(2) There might be a lack of communication between the 

overseas partner and the joint-venture in such 

issues as the change in the strategies, policies and 

circumstances which might have an effect on the 

foreign decision to invest in Egypt, and 

consequently on the determinants of FDI. However, 

data collected from such investing companies can be 

valuable and useful as such data focus upon the 

current situation related to the problems and 

motives for investment in Egypt in the light of the 

experience of those finance officers responsible for 

the management of such investing companies in Egypt. 

So, the views of those finance officers may give 

useful guidelines whether for the present overseas 

partners or for the potential investors who may 

consider decisions to locate in Egypt. Moreover, the 

approach followed in collecting data was the only 

option available to me. 

Finally, I will consider, for the purpose of 

analysis, the views of Egyptianl finance officers 

represent only the views of Egytian investors because 

they own the majority of equity in these joint-venture 

companies. 



17 

1.3.1.4 Phase IV: Collecting Data from U. K. Companies: 

In this last phase, data were collected from some of 

U. K. companies which have direct investments in Egypt. 

The names and addresses of 18 U. K. companies were 

available from the Egyptian-British Chamber of Commerce 

in London. Only six companies out of 18 completed the 

questionnaire, and another two companies replied but did 

not complete the questionnaire and the remaining ten 

companies did not respond at all. However, such limited 

data will give guidelines to compare the views of the 

U. K. managing directors, responsible for U. K. interests 

in the joint-ventures in Egypt, with those of Egyptian 

finance officers as regards motives for investment and 

problems facing each group of them. 

1.3.2 Questionnaire Desien 

The questionnaire used in this study was produced 

after a study of the theories of foreign direct 

investment and a review of some empirical studies. These 

theories and empirical studies highlighted the various 

motives for foreign investment location decisions. In 

addition, previous surveys were consulted as a basis to 

produce the questions raised in this study. C. 

The questionnaire was divided into three sections, 

each designed to achieve one particular objective. The 

first section headed "General" was designed to obtain 
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general information about the investing company and to 

get some idea about the impact of the tax holiday period 

on the company's decision to invest in Egypt. 

The second section entitled "Motives for Investment 

in Egypt" was designed to identify the main motives 

which have a significant impact on the company's 

investment decision to locate in Egypt. Twenty four 

factors were listed in this section and respondents were 

asked to rate the relative importance of these factors 

in their decision to invest in Egypt. A five-point scale 

of Likert in which a rating scale ranging from 5 

7 
(strongly approve) to 1 (strongly disapprove) was used . 

The third section headed "Impediments to Investment 

in Egypt" was designed to highlight the key investment 

problems which face the investing companies in Egypt. 

Sixteen problems were listed in this section and aS 

point scale was also used. 

1.3.3 Sample Selection 

Through consulting the "Investor's Guide" published 

by the General Authority for Investment and Free Zones, 

a list of investing companies was prepared. 0 This list- 

excluded some companies because of the nature of their 

activities. These excluded companies include financial 

institutions, professional companies and oil companies. 
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Financial institutions were excluded because of the 

nature of their activities and the difficulty of getting 

access to data about their operations. s Professional 

companies were also excluded due to their relatively 

small amount of investment and the belief that these 

companies are motivated to invest abroad in order to 

follow their customers and to render them better 

services. Oil companies were also excluded because it is 

believed that they are motivated to invest abroad for 

the purpose of seeking raw materials everywhere in the 

world, and because their activities are always agreed 

upon through direct negotiations with the host 

government concerned. 

A sample of thirty six investing companies in Egypt 

was randomly selected from a population of 248 

companies. In addition, eighteen British parent 

companies were contacted here whose names and addresses 

were obtained from the Egyptian-British Chamber of 

Commerce in London. Thus, the total sample was S4 

companies. 
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Table 1-3 

Breakdown of Companies' Response in Egypt 

lGroup I Groups of Activities No. of 
I No. I Companies 
t- -I -- -i 1. Agricultural, Land reclamation, 

Fishery and Animal husbandry 

2.1 Building materials, construction IS 
I and Contracting 

3.1 Weaving, Food, and Wood 

1 4.9 Engineering, metallurgical 7 
and Chemical 

total 28 

1-3-4 Pilot Testing 

The questionnaire designed was tested by a pilot 

study in three British companies. They were asked to 

make comments on the structure of the questionnaire, its 

contents, the clarity of questions and on any other 

point they considered important. In response, no 

modifications were made to the questionnaire and no 

other motives for investment or investment problems were 

added by respondents in the space provided. Moreover, 

senior executives of investing companies in Egypt were 

asked, during my interviews with them, to make comments 

or to add any other factors they considered that they 

have a significant impact on their decision to invest in 
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Egypt, but they told me that they considered the 

questionnaire to have consisted of the major 

determinants of foreign investment and nothing else, in 

their view, needed to be added or modified. 

1-3.5 Data Collection: 

Three British companies out of eight completed the 

questionnaires and returned them by mail. Another three 

companies did not reply at all and the remaining two 

companies replied but gave reasons for not completing 

the questionnaire. One company stated that it could not 

complete the questionnaire because their Egyptian 

partner is the Egyptian Ministry of Defense and this 

places the company under special obligation not to 

discuss the operational activities of the company under 

its association with other regulatory bodies in Egypt. 

The same company also added that it gets many unique 

privileges concerning import, export and other operating 

regulations and in its relationship with the Investment 

Authority which would make it the exception rather than 

the rule in this field research. Another of the 

companies explained that the reason behind not 

completing the questionnaire was due to the relatively 

small amount invested in Egypt which was just under 

f-10,000. 

Interviews were conducted with twenty-eight 

investing companies in Egypt. The remaining eight 
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companies in Egypt asked me to leave the questionnaire 

and undertook to complete and forward it, but no answer 

was received. Thus, in total, 31 companies out of 44 

completed the questionnaire, giving a positive response 

rate of 70 per cent. Table 1.4 shows the breakdown of 

the companies' response. All interviews were conducted 

with the Senior Executives of these investing companies 

in Egypt. Interview times ranged from two hours to a 

complete day, but the average time was approximately 

three hours. 

In addition, high-ranking tax officials in Egypt 

were interviewed to discuss with them the tax problems 

which face these investing companies in Egypt and to 

discuss how to eliminate or alleviate such tax problems. 

Finally, the General Authority for Investment and Free 

Zones in Cairo was visited in order to get statistical 

data about foreign investments in Egypt and to discuss 

the measures taken to alleviate investment problems. 

Table 1.4 

Breakown of U. K. Companies' Response 

Type of Activitiy I No. of Companies 

Construction and contracting 2 

Consultation Services 2 

Engineering 1 

Metallurgical 1 

Total 6 
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1.4 Structure of the Thesis 

This study is divided into five parts: 

Part A, introduction and structure of the thesis. It 

provides a detailed account of the nature of the 

problems and the objectives of the study, stages of the 

study, methodology: phases of investigation, 

questionnaire, design, sample selection, pilot testing 

and data collection. 

Part B, a review of relevant literature. It provides 

an investigation of the existing theories of foreign 

direct investment which are discussed in Chapter 2. The 

main theories of FDI are: the theory of international 

capital movements, the theory of the firm, the location 

theory, the theory of international trade and 

comparative advantage, and the eclectic theory. These 

theories focus upon the main motives for foreign 

investment. Chapter 3 was designed to identify the key 

motives for investment from the empirical point of view 

and to highlight the impact of tax factors, in 

particular, on the foreign investment location decision. 

Part C, "Open-Door" policy (Al-Infitah) and Egypt's 

tax accounting system. Chapter 4 presents a discussion 

of the "Open-Door" policy. This new economic approach 

was adopted on June 19,1974 by Law No. 43 of 1974. This 
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law constitutes the most comprehensive legal document 

ever enacted with respect to foreign investment. It 

offers special tax incentives and guarantees to the 

approved projects by the General Authority for 

Investment and Free Zones. In Chapter 5, the Egytian tax 

accounting system was investigated and compared with 

other tax systems for the purpose of highlighting the 

philosophy of Egypt's tax accounting system with respect 

to the tax treatment of foreign corporations in Egypt. 

Part D, empirical findings. It includes Chapters 6. 

7 and 8. Chapter 6 provides an assessment of Investment 

Law No. 43 of 1974 on the inflow of foreign capital to 

Egypt through an analysis of privileged data that were 

obtained from the Investment Authority in Cairo. Chapter 

7 investigates the tax and non-tax problems which may 

encounter foreign corporations in Egypt and highlights 

the measures taken by the Egyptian government to 

alleviate or eliminate these investment problems. 

Chapter 6 provides a detailed account of some aspects of 

the theories of FDI to help explain the pattern of FDI 

in Egypt: mainly the characteristics of Egypt as a host 

country and the characteristics of investing countries 

in Egypt, the types of economic activities which attract 

foreign investors in Egypt, and the foreign ownership 

structure. Moreover, it identifies the motives for 

investment in Egypt ranked in order of their relative 

importance on the investment location decision. 
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Part E, includes Chapter 9 which gives a summary of 

the study and recommendations for further research. 
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CHAPTER TWO 

THEORIES OF FOREIGN DIRECT INVESTMENT 

2.1 Introduction 

One of the remarkable phenomena of the last decade 

has been the rapid growth in international investment. ' 

Surges of international investment before the Second 

World War and in the 1920s have consisted largely of 

portfolio investment: funds moved from low-interest rate 

areas to higher interest-rate areas. Since the Second 

World War, the major component of the capital flow has 

been direct investment as firms domiciled in one country 

have invested amounts in foreign enterprises over which 

they have effective control. 2 Kindleberger defined 

direct investment as a capital movement which is 

accompanied by varying degrees of control, plus 

technology and management. 3 

Until the 1960s, foreign direct investment was 

usually considered as just one form of international 

capital movement, responding to different rates of 

return on capital. But this interpretation has appeared 

to be increasingly inadequate. 4 

While portfolio investment abroad is made to a large 

extent by individual investors, direct investment is 

made essentially by corporations. Under perfectly 
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competitive conditions, markets for securities would 

provide a more efficient way to transfer capital 

internationally than would direct investment, because 

local enterprises could presumably operate at lower 

Costs in their own country than could foreign firms. 

Therefore, the determinants of direct investment must be 

found in actual deviations from perfectly competitive 

conditions. The main line of modern theory of direct 

investment. focuses upon advantages of superior 

"knowledge" that allow the foreign firm to obtain higher 

rates of return than local competitors. Other authors 

have stressed the maximisation of growth rather than 

profit as a main determinant of direct investment. 

2.2 The Theory of ForeiRn Direct Investment 

A complete theory of foreign direct investment is 

expected to cover the main following issues: 

How is the foreign investment decision reached 

by foreign investors to invest abroad? 

(2) What are the general characteristics of the 

investing companies that tend to invest outside 

their territories, and what are their 

nationalities? 
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(3) What are the characteristics of the host 

countries receiving foreign investment, and 

what are the considerations taken into account 

by these multinational corporations when 

choosing a specific location for their 

investment? 

(4) What are the advantages a multinational 

corporation must have to overcome the 

additional costs they incur as a result of 

operating in a foreign location? 

(S) Why has the bulk of investment taken the form 

of direct investment since the Second World 

War? 

(6) When are other means of international 

investment, licensing and exports, better than 

foreign direct investment? 

(7) Why does the two-way flow of FDI occur as it is 

now a common observation that while firms in 

country A invest in B, firms in country B also 

invest in A at the same time? 

(8) What are the specific tax and non-tax factors 

that motivate each foreign company to locate in 

a certain host country? And what are the 
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motives for direct investment in each economic 

activity? 

(9) What are the tax and non-tax problems facing 

foreign investment? 

(10) What does the host country expect from foreign 

investment in return for tax concessions and 

other guarantees offered to foreign investors? 

The writings on direct investment are 

increasing with the majority devoted to covering one 

or two aspects of the above questions. 

Many attempts were made to classify the studies 

on foreign direct investment into categories. Brooke 

and Remmers5 stated that studies on the theory of 

foreign direct investment can be classified into 

five approaches as follows: 

(a) The Economic Approach 

This approach sees the changing pressures on 

decision-making being caused by changes in the 

environment which affect the pursuit of profit 

and the optimum use of resources. 
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(b) The Socio-Psychological Approach 

This approach sees the incentives and 

constraints built into the organisation and its 

relationship with the environment. 

(c) The Historical Approach 

This approach looks at what has been 

happening over a period of time. 

(d) The Organisation Learning Approach 

This approach bridges the gap between the 

economic and socio-psychological. 

(e) The Commercial Approach 

This approach focuses attention on short-term 

needs and conflicts as well as the action of 

competitors. 

Dunning classified the studies on direct investment 

as follows: 6 

(a) The survey approach 

(b) The capital theory approach 

(0) The international trade theory approach 

(d) The location theory approach 

(e) The industrial organisation and the market 

structure approach 
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7 
Kelly gave another similar classification . He 

classified theories of foreign direct investment 

into six theories. These theories investigate the 

reasons why companies make foreign direct 

investment. They are: 

(a) Differential interest rates 

(b) Growth of the firm 

(0) Abilities and competitive advantages 

(d) The product life cycle 

(e) Capital intensity under differential income 

valuation 

(f) Management superiority 

Beside these six theories of foreign direct 

investment, Kelly emphasises the significant 

importance of-O 

(a) The Normative Approach 

This approach investigates international 

investment problems such as exchange rate 

fluctuations, differential tax structures, 

differential inflation rates and multiple legal 

and political systems. 
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(b) The Positive or Survey APRroach 

This is a questionnaire survey to identify the 

reasons why companies make direct investment 

overseas. 

Spitaller concluded through some different 

hypotheses' that the quantitative evidence on the 

behaviour of foreign direct investment suggests that the 

desire to invest abroad is primarily affected by the 

size of the foreign market and the differential rates of 

return. Other factors such as tariffs and differences in 

rate of inflations were found to have no effect on the 

investment location decision. 

Following Kelly's classification and according to 

the positive approach, companies are asked to identify 

the main motives that they consider important when 

deciding to make direct investment abroad. "Why do you 

invest abroad? " is a question that may either be left 

open for the companies to answer, or the companies may 

choose and rank in order of importance, some given 

factors that are considered to be influential on the 

location decision abroad. When this question is 

addressed to many companies, different answers are 

expected because companies differ in their objectives, 

strategies, and circumstances. 10 Similarly, the motives 

for investing in a particular area may be different from 

the motives to invest in another, and if the motives are 
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the same, it is 

significance for the 

vary from one area 

degree of significancý 

is also expected to 

company's environment 

expected that their degree of 

investment location decision will 

to another. The motives and their 

e for the decision to invest abroad 

change from time to time as the 

may change. 

It appears from the previous discussion that the 

main theories of foreign direct investment are: 

(a) The Theory of International Capital Movements 

(b) The Theory of the Firm 

(0) The Location Theory 

(d) The Theory of International Trade and 

Comparative A dvantage 

(e) The Eclectic Theory 

The remaining part of this chapter will be a 

discussion on these theories. 

2-3 The Theory of International Capital Movement 

After an early denial of the existence of 

international factor movements by classical economists, 

notably Smith and Ricardo, capital mobility gradually 

became accepted as a fact of life, beginning in the 

latter part of the nineteenth century. " Essentially, the 

theory of international capital movements explains 



37 

foreign direct investment in terms of 

rates of return on capital: capital 

capital-abundant country to the capita 

in response to the difference in rates 

capital-poor country having a higher 

capital-rich country. 12 

each country's 

moves from the 

1-scarce country 

of return, the 

rate than the 

The theory of capital movements is based upon 

certain assumptions such as the maximization of profit 

as the sole objective of the firm, the firm operates 

with perfect information, and that the "long run" is 

comprised of a succession of identical "short-run" 

periods. This last assumption ensures that the 

maximization of short-run profits implies the 

maximization of long-run profits, so that there is no 

problem of a trade-off between profits "today" and 

profits "tomorrow". 13 

This point of view of the capital theory may be 

defensible as long as the firm is run by its owners" and 

in the case of explaining portfolio investment which is 

a transfer of funds between countries. " Flows of 

portfolio capital occur to countries where expected 

rates of return for securities of a given class-risk are 

higher. Moreover, portfolio investments would be a more 

efficient way to move capital in response to 

international differences in rates of return than would 
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direct investment 

conditions. "6 

only under perfectly competitive 

Foreign direct investment, therefore, must be found 

in actual deviations from perfectly competitive 

conditions. In addition, direct investment is normally 

distinguished from portfolio investment on the grounds 

that the former entails control of a local enterprise by 

a foreign resident, while the latter does not. Also, 

direct investment is different from portfolio investment 

because portfolio investment normally implies a transfer 

of capital only, whereas direct investment usually 

comprises a transfer of not only capital but also a 

package of auxiliary factors such as management, control 

and technology. 17 In addition, the capital theory is not 

relevant to explain foreign direct investment, simply 

because it assumes a riskless world. 18 It also cannot 

explain why FDI concentrates on some industries but not 

on others. Moreover, it cannot explain why two-way 

foreign investment can occur at the same time. 

The capital theory was defended by Stevens who 

stated that capital movements are a function of the 

expected value of returns on investment in different 

countries balanced against the variance (and covariance) 

of these returns, given maximization of utility by risk- 

averse investors. " Thus, investment moves to locations 
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with relatively high anticipated returns and low 

variance in the returns. 

In line with Stevens, Ohlin argues that interest 

rate differentials are the most important stimulus to 

foreign investment. 20 

Reuber also emphasized that "profit prospects" is 

the main motive for foreign investment, and the other 

factors will vary in their degree of significance on the 

investment location decision. He states: 

The international inflow of capital does not 
only respond to the relative attractiveness of 
investing abroad as compared to investing at 
home, but also the allocation of foreign 
investment among countries and among industries 
reflects the profit prospects as seen by the 

21 investor . 

But to what extent can the theory of international 

capital movement be relevant in explaining foreign 

direct investment? This approach has several theoretical 

deficiencies as well as a general lack of support in 

22 empirical research . First, the introduction of 

information costs and the concept of risk make the 

calculation of equal interest rates difficult. Second, 

the differential interest rate theory does not explain 

the equity investment to gain control over a local 

enterprise, nor does it explain the observed pattern of 

foreign investment which is concentrated in a few 
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countries and industries. Finally, the capital theory 

lacks empirical evidence. Several empirical studies 

found that actual interest-rate differentials between 

host and source countries are small and that no 

significant relationship exists between foreign 

investment flows and interest rates. 23 Thus, differential 

returns failed to explain international investment 

flows. Moreover, the assumption of investment in assets 

that are riskless or equally risky is often 

unrealistic. 24 

In conclusion, the capital theory argues that 

foreign direct 'investment can be explained in terms of 

profitability of investment. But, this cannot be taken 

as a yardstick for explaining the motives for investment 

overseas as long as MNCs follow the global approach, 

especially between the related companies. 

Moreover, profitability alone is not enough to 

explain foreign direct investment as companies, although 

their aim and main objective is to maximize profits, may 

invest in areas with low rates of profit for 

considerations other than profitability of investment. 05 

Moreover, Ragazzi adds that markets for securities in 

most less developed countries are not organised, and 

therefore, capital inflows occur only in the form of 

26 direct investment . 
Nevertheless, theories on the 
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taxation of the returns to foreign investment have been 

developed as an extension of the capital theory. 27 

2.4 The Theory of the Firm 

The theory of the firm explains foreign direct 

investment in a way different from the previous theory 

of international capital movements. This theory stresses 

growth of the firm rather than profit as the main 

objective of the firM. 20 Thus, profit is regarded as a 

constraint rather than a target in itself, in the sense 

that the achievement of a minimum rate of profit is 

necessary to finance further growth and to retain 

control of the firm. 

Kindleberger says: 

Firms manage and allocate resources; they 
innovate in new products, they are legal 
people; but primarily they grow. In growing 
they may go abroad; in going abroad they grow 
abroad. 2' 

Rowthorn and Hymer also suggest that the 

multinational firm seeks to maximize the size of growth 

of its global operations. so 

The theory of the firm is based on the assumption 

that shareholder ownership and managerial control are 

separate from one another in most large corporations. 31 
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Gordon argued that managers' primary concern, once the 

survival of the firm was assured, was for growth. 32 This 

theory also assumes that firms are in perfect 

competition. 33 

a 

The theory of the firm is important in that it views 

the firm as concerned with such variables as investment, 

finance, advertising and research and development. 34 

Polk, Meister, and Veit found that, through their 

questionnaire survey, the business investors are 

motivated to seek overseas opportunities by the 

potential for increasing market share, volume of sales, 

and earnings-to-sales ratios. 3* Thus, foreign investment 

is seen as a response either to domestic obstacles to 

growth or to attract overseas opportunities. 

Horst distinguished between three different 

approaches in explaining the theory of the firm. 36 These 

three approaches which explain the theory of the firm 

are: 

(1) Static optimising Theories 

These theories suggest that managers would seek only 

some minimal level of profits and devote their 

further resources towards expanding the size of the 

firm through advertising and other forms of sales 
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promotion, raising employee morale and enhancing the 

firm's market power. 

(2) Dynamic Optim sing Theories 

These theories of foreign direct investment focus on 

choosing an optimal investment strategy for making 

the firm grow. But, because investments must be 

financed and current earnings offer the surest 

source of funding, the more profitable the 

investment strategy selected during this period, the 

more money available for investing in the next 

period. Therefore, these theories have been 

criticised on the grounds that growth maximisation 

requires profit maximisation. Thus, growth 

maximisation will be tantamount to profit 

maximisation. 

(3) Behaviourial and Organisational Theories 

These approaches say that the behaviour of the firm 

is determined, not by a single individual or a group 

as is claimed by the traditional theories of the 

firm, but by several groups: shareholders, managers, 

employees, etc., and all groups have a common 

interest in the survival of the firm and a 

consequent willingness to cooperate. Thus, the 

behaviour of the firm is the product of the 

interaction of these several groups. Consequently, 

the behaviour is an uncertain and shifting 
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compromise among several interest groups. In other 

words, the behaviourial theory contends that the 

firm operates according to rules of thumb, 

established through interpersonal conflict and 

compromise within the firm, and in response to 

specific environmental StiMUli. 07 

The oldest behaviourial explanation of foreign 

direct investment was popularized by Barlow and Wender 

and it was called the "gambling theory" of foreign 

direct investment. They viewed the foreign investor as a 

gambler who bets money at the racetrack. Each time he 

wins, he reinvests one half of his profits and keeps the 

other half. 28 

In a more sophisticated model, Aharoni enumerated 

certain internal and external initiating forces, e. g., 

drive of a top executive that accompanied by auxiliary 

forces followed by a process of investigation and 

311, commitment, determine foreign direct investment . 

In conclusion, the theory of the firm has 

considerable empirical support in survey research, but 

it still has some limitations. " First, it focuses on 

companies' willingness to invest overseas but largely 

ignores their ability to do so, e. g., their 

profitability. The other limitation is its inability to 
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explain withdrawal of investments once they have been 

made. 

2.5 The Location Theory 

Location theory has so far had little to contribute 

to an explanation of the foreign investment location 

decision. This is because location theory has 

traditionally confined its attention to the territorial 

allocation of resources, and trade within national 

boundaries. 41 In as much as MNCs differ considerably in 

characteristics and behaviour from national firms, the 

traditional location theory has to be modified when used 

to account for the location of MNCs. For a country to be 

attractive to foreign direct investment, the country 

should possess a number of location-specific advantages. 

Instead of going in to the traditional location theory, 

the location explanation for foreign direct investment 

may be discussed in terms of the following location- 

specific factors : 23 

(1) AvailabilitY and lower cost of inputs. 

(2) Marketing factors which include, for example, 

locating production near to the market, 

avoiding tariff barriers, and reducing 

transportation costs. 
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(3) Bypassing trade restrictions. 

country sets up a subsidiary in 

which is not subject to such trad 

for the purpose of exporting to 

which have imposed restrictions 

of this investing country. 

The investing 

a host country 

e restrictions 

those markets 

on the exports 

(4) Factors related to the investment climate of 

the host country such as lower tax rates, 

better infrastructure and assurances against 

political risks. 

Stobaugh explains the location theory in his article 

"Where in the World Should We put That Plant? "43 He says: 

The manager who is investigating opportunities 
for building foreign manufacturing facilities 
faces a difficult problem in selecting the 
"right" country for investment. 

Stobaugh's empirical research has shown that there 

are two sets of variables which affect the location 

decision. 

The first group of variables is called the "country- 

related variable", and this group includes the following 

motives: 
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(1) The Market Size of the Host Country 

This supports a profitable operation and may push 

the investor into building a plant, perhaps sooner 

than he might wish. 

(2) The Investment Climate 

This shows the willingness of a host country to 

provide a good investment climate and its ability to 

do so. Among the factors which affect the investment 

climate are political stability, repatriation of 

capital and profits, willingness to grant tariff 

protection, currency stability, etc. 

(3) Availability of Local Technology 

This shows that a country with a high probability of 

possessing the necessary technology to start 

production is better than that which lacks the 

technology. 

(4) Distance from ProducerB 

Here the higher freight costs are considered to be 

another factor in encouraging an earlier start-up of 

production in countries remote from major producing 

centres. 

The second group of influences are called the 

"product-related variables", and this group includes: 
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(1) Freight Costs: This can be considered also as 

an important factor when considering products. 

(2) Economies of Scale 

(3) Consumers's need for the Product 

Schollhammer added another category of variables 

which affect the location decision. He called this 

category the "company-related influences", 44 which 

includes: 

(1) The size of the company 

(2) The management strategy 

(3) The scope of international operations 

Reekie and Crook stated that when the manager 

is faced with a location decision, he must consider 

these variables: 45 

(1) Input costs 

(2) The location of the market 

(3) Transportation costs 

Weber in examining the investment location decision 

stressed only two factors: transport costs and labour 

costs. 
46 
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Thus it appears from the previous discussion of the 

location theory that it considers both supply and demand 

variables that influence the production process. 47 On the 

supply side, assuming the main objective of the company 

is to maximize profits, then, given a certain size of 

markets, the company will be motivated to locate where 

the cost is minimum. On the other hand, from a demand 

side point of view, with the assumption that production 

costs are to be independent of location, then, it is the 

market structure, and location of competitors that will 

determine the location of a new investment. 

In conclusion, the location theory has considered 

many factors when deciding to invest abroad, yet, one 

cannot generalize on results simply because foreign 

investors are not motivated by the same factors. On the 

other hand, host countries differ among each other. 

Consequently, each foreign direct investment decision 

should be thoroughly examined case by case according to 

the host country in which the investment will be 

located. Each host country has its own characteristics 

which determine its investment climate including, for 

instance, market size, political stability, availability 

of foreign exchange, currency stability, attitudes 

towards foreign investors, tax concessions, etc. 
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2.6 The Theory of International Trade and Comparative 

Advantage 

It has been pointed out when discussing the theory 

of capital movements that portfolio investment under 

perfectly competitive conditions would be a more 

efficient way to move capital in response to 

international differences in rates of return than would 

direct investment. One of the main reasons is that, in 

the absence of special advantages, subsidiaries of 

foreign companies are likely to operate at higher costs 

than are local competitors, due to the lack of 

information of the local market, differences in adapting 

to local customs and the cost of international 

communications with the parent company. 

Among the main requirements for perfectly 

competitive conditions are: 46 

Enterprises of one country have no special 

advantages that allow them to operate 

subsidiaries in another country more profitably 

than local enterprises. 

(2) The objective of both individuals and 

enterprises is the maximization of profits in 

competitive markets. 
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Therefore, under these assumptions, all 

international capital movements would presumably take 

the form of portfolio investment. Thus, the determinants 

of foreign direct investment may be analyzed in the 

light of actual deviations from those assumptions. 

Lal and Streeten emphasized that the existence of 

some special advantage is a necessary condition for 

pursuing direct investment overseas, and this special 

advantage is not possessed by local competitors. 4-3 

Hymer explained that direct investment belongs more 

to the theory of industrial organisation than to the 

theory of international capital movements. He mentioned 

that the foreign firm should be able to earn more than a 

local firm in order to overcome the disadvantages of 

distance and foreignness, each of which is costly. 00 

Thus, to compete, the foreign firm must maintain some 

monopolistic advantages that local firms cannot obtain. 

Thus, foreign direct investment takes place when 

there are imperfections in the market for goods or 

factors, and these imperfections can result from some 

interference in competition by governments or firms. 

Kindleberger indicated that the nature of the 

monopolistic advantages which produce direct investment 

can be categorised under a variety of headings: " 
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Departure from perfect competition in goods 

markets including product differentiation, 

special marketing skill, retail price 

maintenance, administered pricing, and sc 

forth. 

(2) Departure from perfect competition in factor 

markets, including the existence of patented or 

unavailable technology, of discrimination in 

access to capital, of differences in skills of 

managers organised into firms rather than hired 

in competitive markets. 

(3) Internal and external economies of scale, the 

latter being taken advantage of by vertical 

integration. 

(4) Government limitation on output or entry. 

The above four categories of advantages can be 

classified into two broad categories: superior 

"knowledge" and economies of scale. 

Thus, the foreign investor has a list of advantages 

over his counterparts in the local economy: technical 

capacity, capital, access to markets, good management, 

and so on, and this enables him to exploit the local 
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resources when local entrepreneurship is incapable of 

doing so. "2 

The theory of international trade may be explained 

through a sophisticated study by Vernon" in his model 

known as "product cycle". This model regards 

technological innovations as the main determinants of 

the structure and development of world trade and the 

distribution of production among countries. This model 

may be extended along the following lines to explain the 

predominance of U. S. direct investment abroad. In most 

countries, a rise in real income causes similar changes 

in consumption patterns, with the progressive diffusion 

of new products. The United States having a large market 

and the highest per capita income is normally the place 

where new products are introduced first. 

In the "new product stage", the location of a new 

product will take place in the United States, since the 

product is not yet standardized even if production costs 

in other countries are low. During this first stage, the 

producers are more concerned with the degree of freedom 

they have in changing their inputs and the need to 

contact consumers and suppliers so that they can develop 

the product. 

In the second stage, the "maturing product stage", 

when the product is established in the U. S. market as 
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the demand for the product expands and a certain degree 

of standardization usually takes place, then the U. S. 

company starts exporting the products to other countries 

in which some demand for the products appears to be 

inelastic. At this second stage, the U. S. company may 

think of setting up a producing facility abroad. As long 

as the marginal production cost plus the transport cost 

of the goods exported from the United States is lower 

than the average cost of prospective production in the 

market of import, then the U. S. producers may presumably 

prefer to avoid direct investment, but they may 

establish a plant in a certain country due to the threat 

of competition in that country and the possibility of 

losing its market. 

In the last stage, "the standardized 

when demand for the product in foreign 

because -techniques are standardized, 

company is motivated to invest abroad 

lower local production costs and to avo 

losing the local market. 

product stage", 

countries grows 

then the U. S. 

both to exploit 

id the danger of 

Therefore, U. S. direct investment abroad according 

to the "product cycle" would be essentially of a 

"defensive" rather than an "offensive" nature; that is, 

U. S. company would invest abroad to avoid losing the 

market. 
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One of the main advantages of the "product cycle" 

model is its ability to explain the direct investment by 

U. S. firms first in the developed countries and much 

later the shift to developing countries due to cost 

considerations which become the principal determinant of 

location. In addition, Vernon's approach helps explain 

the choice of foreign investment over exporting to 

service an overseas market. He argues that if average 

local production costs equalled marginal costs at home 

plus transportation costs, a company would commence 

foreign production. Thus, foreign investment is seen as 

a function of economies of scale and growth in local 

markets. 

However, Vernon's approach did not explain why U. S. 

companies prefer producing abroad when it would be more 

advantageous to sell the licence to more efficient local 

producers. To explain that, one should consider again 

the imperfections in the license market or assume that 

there is oligopolistic behaviour by the companies. 54 

Moreover, this approach did not fully justify or 

explain foreign investments which do not follow that 

pattern. More importantly, the product cycle fails to 

explain foreign direct investment which is not export 

substituting, direct investment in non-standardized 

products, and direct investment in products of special 

designs for foreign markets. It seems also that Vernon's 
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approach treats the three stages independently which are 

in fact interdependent. 

In addition, it is now commonplace to find that the 

production of a new product begins simultaneously at 

home and abroad. This phenomenon reflects that Vernon's 

approach has become defective. Vernon in his recent 

paper attempts to defend his product cycle theory. 00 He 

indicates that there are two major reasons for the 

declining usefulness of his approach in explaining the 

foreign investment location decision. First, the spread 

of the networks of MNCs has established subsidiaries to 

produce and conduct R&D all over the world. Thus, the 

disposition of MNCs to move first into the traditional 

areas visibly declined. Under these circumstances, new 

products can be produced simultaneously at home and 

abroad, and if first produced in the United States, the 

introduction of the product in the U. S. A. and its first 

production in a foreign location has been steadily 

declining. The second reason is the environmental 

change. As the years go by, the technology gaps, the per 

capita income and the differences in factor costs of the 

U. S. A., E. E. C. and Japan have been shrinking. This 

shrinkage, of course, has weakened a critical assumption 

of the product cycle, namely, that the entrepreneurs of 

large enterprises confronted markedly different 

conditions in their respective home markets. Thus, the 

leading MNCs in the E. E. C. and Japan have now developed 
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global networks of subsidiaries and the U. S. market is 

no longer unique among national markets either in size 

or factor cost configuration. This means that the 

product cycle will be less useful and will lose some of 

its power and has to be reconsidered. 

Yet, Vernon still argues that strong traces of the 

sequence of the product cycle are likely to remain. One 

such trace is likely to be provided by the innovating 

activities of smaller firms, firms that have not yet 

acquired a capacity for global scanning through a 

network of foreign subsidiaries already in place. 

Moreover, the product cycle, he adds, is likely to 

continue to provide a guide to the motivations and 

response of some enterprises in all countries of the 

world. Finally, the product cycle should also be useful 

in predicting the development of foreign direct 

investment in the LDCs where their income levels are 

still far below those of advanced countries. 

Another approach helps to explain why it is often 

observed that a foreign firm exports a new product into 

a local market, then sells the licence to a local 

producer, and finally establishes its own subsidiary for 

local production. The reasons for this sequence have 

been illustrated by Aliber. 56 
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The central question of his paper addresses whether 

foreign direct investment is better explained as a 

customs-area phenomenon or as a currency-area 

phenomenon. He assumes that the source country firm has 

a monopolistic advantage (patent) and the firm wants to 

decide how best to exploit that patent to satisfy the 

domestic market and various foreign markets. 

His first assumption was that currency areas are 

unified - devaluations and exchange controls are 

impossible - while customs areas remain separate. He 

analyzed the decision to service a foreign market via 

direct investment, licensing or export. In this case, he 

found that the choice of how to service a foreign market 

will depend on the size of market (economies of scale) 

and the height of tariff. 

His second assumption was that customs areas are 

unified while currency areas remain separate. Separate 

customs areas mean that interest rates on similar assets 

denominated in different currencies may differ because 

exchange rates might be changed. In this case, Aliber 

found that the choice between exporting and direct 

investment depended on the cost of doing business abroad 

and national differences in capitalization rates, and 

not on the height of the tariff. 
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Aliber's approach 

that he assumed that 

same income from a 

assumes perfect info 

that monopoly profits 

57 sold . 

may be criticized on the grounds 

a local firm and a MNC earn the 

given "patent". This implicity 

rmation in the patent market and 

are undiluted when a patent is 

In conclusion, the theory of international trade 

helps explain why a foreign company invests abroad via 

establishing a subsidiary as a substitute for both 

exports and licensing due to some special advantage it 

possesses. In other words, the theory explains the 

characteristics which foreign firms must possess to make 

direct investment overseas. 50 

2.7 The Eclectic Theory 

In the past few years, Dunning has played a key role 

in the study of the location decision of MNCs to make 

direct investment abroad through his efforts to 

synthesise the existing theories of FDI. He calls his 

approach the "eclectic theory" of FDI. 5" 

In principle, the eclectic theory suggests that a 

firm will engage in foreign direct investment if three 

conditions (components) are satisfied. The first is the 

ownership-specific advantages of firms. These ownership 

advantages largely take the form of the possession of 
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intangible assets, which are at least for a period of 

time, exclusive or specific to the firm possessing 

them. The second component of the eclectic theory is the 

internalisation advantages. This means that it must be 

more beneficial to the firm possessing these ownership 

advantages to use them itself rather than to sell or 

lease them to foreign firms, i. e., for it to internalise 

it advantages through an extension of its own activities 

rather than externalise them through licensing and 

similar contracts with independent firms. The third 

component of the eclectic theory is the location- 

specific factors of the home and host countries. 

What is new about the eclectic theory is that it 

provides a thread which links up the different specific 

considerations of international production. Table 2.1 

gives a good presentation of the eclectic theory. The 

table shows that if only ownership-specific advantages 

are possessed, a firm will consider FDI. Under these 

circumstances exporting and contractual resource 

transfers will be equally viable. 

However, the possession of internalisation 

advantages suggests that the firm will exploit these 

advantages by way of FDI or exports rather than by 

contractual resource exchanges. Lastly, if the 

ownership-specific advantages can be profitably 

internalised across national boundaries due 
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Table 2.1 

Alternative Routes of Servicing Markets 

Advantages 
lRoutes of Servicing ff 
I Market lownershiplinternalisationi(foreign)I 
IIII locationi 
iiaai 
IForeign direct I yes I yes I yes I 
I investment IIII 
IIIII 
lExports I yes I yes I no I 
IIIII 
lContractual resourcel yes I no I no I 
I Transfer, i. e., IIII 
I licensing, IIII 
I contracts, etc. IIII 

Source: 
Dunning, John, "Explaining the International Direct 
Investment position of countries: Towards a Dynamic or 
Developmental Approach", in Black, John and Dunning, 
John (ed. ), International Capital t4ovements, MacMillan 
Publishers Ltd., England, 1982, p. 86. 

to the location-specific factors of a foreign location, 

then the firm will favour FDI over both exports and 

contractual resource transfers. " 

To sum up, the eclectic theory embraces (almost) all 

existing theories of FDI. Consequently, it is not a new 

theory. In this sense, the eclectic theory is just a 

framework for identifying some determinants of FDI. 

Nevertheless, the eclectic theory offers a useful tool- 

kit for those who are interested in the study of the 

foreign investment location decision. 
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2.8 Summary: 

The existing theories of FDI which examine and 

justify direct investment as a substitute for other 

means of foreign direct investment (e. g. exports and 

licensing) remain without clear-cut superiority of one 

approach to another. 61 Moreover, there is no single 

theory which explains all motives for FDI because each 

theory tries to give just a partial explanation of some 

motives for FDI. The capital theory stresses the 

maximization of profit as the sole objective of the 

firm, while the theory of the firm emphasizes the growth 

of the firm and looks at profit as a constraint rather 

than a target in itself. The location theory attempts to 

assess the foreign location-specific advantages as a 

motivation for direct investment, while the theory of 

international trade and comparative advantage gives 

general guidelines for foreign direct investment as a 

substitute for other means of foreign investment. 

Finally, the eclectic theory is just a framework for 

identifying some determinants of FDI as it analyzes the 

foreign investment location decision in terms of the 

existence of three components together: the ownership- 

specific advantages, the internalization advantages, and 

the foreign specific-location advantages. This means 

that the theories of FDI are not comprehensive and 

cannot be generalized when explaining the pattern of FDI 
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in all countries. This is due to the different 

priorities and characteristics of both host and 

investing (home) countries. 

In addition, the existing theories of FDI did not 

attempt to classify the motives for investment by types 

of economic activity. This means once again that any 

generalizations will not be helpful. More importantly, 

these existing theories of FDI concentrate only on the 

study of FDI made by MNCs from developed countries, and 

thus there is no single theory which explains direct 

investment made by investors from LDCs in other LDCs as 

in the case of Egypt due to the participation of Arab 

investors in some of approved joint-ventures in 

Egypt. Consequently, there are still questions to be 

addressed by empirical research. So, what is needed is a 

micro approach to investigate such issues as the 

characteristics of both Egypt as a host country and 

investing countries, the types of economic activities 

which attract Arab and non-Arab investors in Egypt, the 

tax and non-tax motives for investment in Egypt 

classified by types of economic activities, tax and non- 

tax problems which may encounter investors in Egypt, and 

the foreign ownership structure of approved projects in 

Egypt. All these raised questions will be answered 

throughout the next chapters. 
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CHAPTER THREE 

TAX INCENTIVES AND THE FOREIGN INVESTMENT 

LOCATION DECISION 

3-1 Introduction 

Tax concessions represent perhaps the most widely 

adopted policies in developing countries to promote 

economic development. Today virtually all developing 

countries - and many developed countries, too - offer 

inducements to approved enterprises in the form of 

reductions in or exemptions from import duties and 

income taxes for given periods of time. Some countries 

also provide relief from taxes on sales (including 

exports) and property, as well as relief from stamp 

duties and other levies. ' 

There is no agreement among researchers on the 

relative importance of tax incentives offered by rival 

countries for the attraction of foreign capital. One 

view holds that tax considerations are highly important 

in decisions to invest, and they make unpromising 

investment attractive because they permit a rapid 

recovery of capital and a higher rate of return. In 

addition, a country's failure to offer the same 

advantages to investors as are provided by other 

countries might result in a serious diversion of capital 
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2 
to these other countries Bryce also believes that tax 

incentives are an important factor in foreign investment 

decisions. He writes: 

I have taken pleasure in attempting to 
"debunk"... those who seek to discredit such 
proved industrial incentives as tax 

3 exemption . 

A second view holds that tax incentives are not an 

important factor in foreign investment decisionS4 and 

tax considerations are probably only infrequently of any 

significant consequence in a business decision. 5 

A third view holds that tax incentives are only a 

litany of good intentions and do not have a significant 

impact on the inflow of foreign capital. So what is 

needed, in their opinion, is to solve the basic 

environmental problems which cannot be solved merely by 

changing the legal environment. 6 Tax incentives indicate 

only favourable government attitude towards foreign 

investments, but it is believed that foreign investors 

may not respond eagerly until such environmental 

7 problems are solved . 

This chapter is designed to examine in more detail 

the above conflicting views in order to determine the 

association between tax incentives offered, especially 

by LDCs, and the foreign investment location decision, 

in the light of some empirical studies. Needless to say 
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this chapter analyses the foreign investment location 

decision from the empirical point of view in an attempt 

to identify the key motivations for foreign investment. 

'I 
- 

9. lht-- Tay I or StU[LV" 

This study was an assessment of the significance of 

the tax holiday period granted to American investors in 

Puerto Rico. Taylor conducted interviews with a sample 

of 44 American enterprises operating in Puerto Rico for 

a period ranging from 1-5 years. Taylor's questionnaire 

consisted of twenty one factors that he believed to have 

an impact on the investors' decision to locate in Puerto 

Rico. 

Taylor's analysis is presented in Table 3.1. The 

table indicates that 95 per cent of the respondents to 

the questionnaire counted the availability of the tax 

holiday period as the most crucial factor that motivated 

them to invest in Puerto Rico. 

In addition, Taylor supported his previous finding 

as regards the significance of the tax holiday period by 

asking the 44 firms three specific questions. The 

replies received were as follows: 
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Table 3-1 

Advantages and Disadvantages of Puerto Rico as a 

Location for Industry 

Iper cent of firmsi 
Iciting factor as I 

10pe rational Factor Ian advantage to I 
I Itotal answers 

11. Availability of tax exemption 95 

12. Wage Rates 70 
1 
H3. Efficiency of machinery and 
0 equipment 69 

94. Attitude of the community 65 

INS. Present plant site 60 

H6. Adequacy of electric power 53 
N 
07. 
0 

Present plant building 5) ILI 

06. 
0 

Adequacy of water supply 49 

19. 
1 

Adequacy and cost of transportationj 
E facilities 1 44 

H10. Character of labour force 43 

011. Relations with labour unions 43 

Availability of unorganised labourl 41 

K13. Availability of government plants 41 

114. Location with respect to markets 
for products 38 

015. Local living conditions of 
personnel 35 

016. Climate 36 

117. Cost of electric power 33 
1 
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Table 3.1 (Continued) 

iper cent of firmsi 
Iciting factor as I 

10perational Factor Ian advantage to I 
I Itotal answers I 
II 
II 
118. Availability of production 1 29 
1 material I 
II 
119. Adequacy of water housing and I 
I financing facilities 1 30 
11 
120- Availability of skilled labour 1 24 

121. Availability of fuels 23 

Source: Taylor, Milton c., op. cit., p. 124 

S7 per cent of the respondents considered tax 

exemption as the primary motive to locate in 

Pureto Rico. 

2. Eighty-four per cent of the respondents 

answered that they would not have initiated 

operations in the absence of the tax holiday 

period. 

Eighty per cent of the respondents indicated 

that the tax holiday period should be continued 

in order to stimulate new industries and to 

hold those already established. 
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Though Taylor highlighted the significant impact of 

the tax holiday period on the location decision made by 

American investors to invest in Puerto Rico, his 

findings may have some limitations. Firstly, investment 

in Puerto Rico was simply a decision of location without 

the added risk and uncertainty usually involved in 

investing in a less developed country, as Puerto Rico is 

a part of the United States Judicial System. ' 

Secondly, Taylor's findings were based solely on the 

use of a questionnaire data collection method. He did 

not use statistical data and statistical tests to 

support his findings. Finally, Taylor's findings may be 

irrelevant for generalization to other LDCs, as he 

himself stated: 

it is possible that such an assessment may be 
able to contribute in a small way to the 
problem of encouraging investment of private 
capital in underdeveloped areas, even though 
the conclusion arrived at for Puerto Rico may 
not constitute entirely valid 
generalizations. 10 

3.3 The Abdullah Study" 

This study seeks to evaluate the relative 

significance Of tax incentives schemes offered by the 

Malaysian government to encourage the inflow of foreign 

capital. 12 Abdullah used the statistical data published 
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by the Malaysian government to achieve the objectives of 

her study. 

Abdullah's analysis of these official data indicated 

the following results: 

Tax incentives and the favourable attitude of the 

Malaysian government have played their role in 

attracting foreign capital to Malaysia rather than 

elsewhere in the developing countries. Malaysia 

became the third largest receiver of private foreign 

capital within the Asian region by the early 1970s. 

2. More than fifty per cent of the total foreign 

companies as of 1976 were approved and established 

in Malaysia without getting tax incentives. 

Moreover., the total foreign capital investment in 

projects which were granted approval by tax 

incentives accounted for a mere sixteen per cent of 

the total foreign capital in the manufacturing 

sector. This result indicates that foreign investors 

have been motivated by factors other than tax 

incentives. Indeed they have located in Malaysia in 

order to gain access to the Singaporean and 

Malaysian markets and to use them as centres for 

regional distribution. 
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3. Tax incentives are effective in establishing more 

capital-intensive industries. Tax holidays, 

investment credits, and depreciation allowances tend 

to reward capital-intensive industries, since they 

are based on capital expenditure. 

Labour utilization relief is ineffective to 

encourage more labour-intensive industries. 

S. Despite the granting of a tax holiday for a period 

of ten years under locational incentives, the 

foreign firms tend to be concentrated in the more 

developed areas. Industries in the rural and other 

less developed areas are set up mainly by local 

Malaysian companies. This result indicates that tax 

incentives have not had a significant role in 

determining the choice of location by foreign 

investors. Indeed, factors which determine their 

investment location decision are: 

a. The availability of infra structural facilities 

b. The availability of raw materials 

C. The nearness to market outlets 

6. Finally, export incentives are the most significant 

incentives offered by the Malaysian government. 

However, the establishment of more export-oriented 

industries in Malaysia are not a direct response to 
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tax incentives, but lies in the Malaysian 

government's overall export promotion. 

To sum up, Abdullah's analysis indicated that the 

tax incentives have little impact on the basic decisions 

of foreign firms to invest in Malaysia. At best, the tax 

incentives have induced foreign firms to locate in 

Malaysia rather than elsewhere in the developing. world. 

Indeed, foreign investors have been motivated to invest 

in Malaysia due to such factors as the market potential 

(including an easy access to export markets), lower 

production costs, insurance against political risks, and 

the favourable attitude of the Malaysian government 

toward foreign investments. 

However, Abdullah's fi 

the basis that she did not 

use of other means such 

collection method in order 

themselves about the main 

them to locate in Malaysia. 

ndings may be criticized on 

support her findings by the 

as the questionnaire data 

to ask the foreign investors 

factors which have motivated 

, 
'A 4 Tht- Aharoni StlidLV-13 

The objective of the Aharnoi Study was to analyze 

the way in which the United States manufacturing firms 

decide to make foreign direct investments, particularly 

in less developed countries to determine the impact of 
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the policies of various foreign governments on this 

decision process and to suggest ways of achieving 

greater harmony of interests between governments of less 

developed nations and the United States direct 

investors. 

Aharoni wanted to know what motivates American 

businessmen to invest abroad and what factors are taken 

into account. 

Aharoni conducted extensive open-end interviews with 

key individuals in thirty-eight firms (21 were Jewish 

respondents and 17 were non-Jewish respondents). The 

corporations in the sample ranged in size from very 

small, closely held enterprises, to giant corporations 

with sales of billions of dollars and foreign direct 

investments of hundreds of millions of dollars. 

Aharoni explained the different processes of foreign 

investment decision which included the decision to look 

abroad, the investigation process, the decision to 

invest and finally reviews and negotiations. 14 [See 

Figure 3.11 

"The decision to look abroad" is initiated by many 

forces from inside as well as outside the company. The 

forces leading an organisation to consider the 

possibility of launching a project outside the U. S. A. 
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might be classified into those 

organisation and those exogenous 

its environment. In the first 

arising from a strong interest by 

ranking executives inside the 

second category, the following for, 

arising within the 

to it, stemming from 

category are forces 

one or several high- 

organisation. In the 

oes might be included: 

An outside proposal provided it comes from a 

source that cannot be easily ignored. They 

include, for example, foreign governments, the 

distributors of the company's products. 

2. Fear of losing a market. 

3. The "band wagon" effect. The threat of losing a 

market indirectly. It may be a threat to an 

established market position. In some cases, 

when several companies in the same industry 

went abroad, others felt compelled to follow 

suit in order to maintain their relative size 

and their relative rate of growth 

Strong competition from abroad in the home 

market, here the competition from foreign firms 

is not only in the overseas markets but in the 

United States too. Thus, it seems that this 

competition has compelled businessmen from the 

U. S. to look abroad. 
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From inside the company 
Strong interest by one or 
several high-ranking executiveso 

inside the organisation. 

From outside the companv 
------- An outside proposal from a 

lInitiating foreign government, distributorsi 
lForces I 
L _____j I 

of the company's products, etc 
I 

91 - Fear of losing the foreign 
IDecision to I market. 
KLook A road II 

I - The "Band Wagon" effect. 
I 
I - Strong competition from abroad I 
I in the home market. I 
I 
I 

I 
- Auxiliary forces such as I 

1 utilisation of old machinery. I 

I Investigation Process 
I- Phase I: Crude general 
I indicators: 
I (a) Size of the market 
I (b) Risk and uncertainty 

1-----)ý- Phase II: On the spot 
I investigation 

I Phase III: Presentation of 
I the report by investigators 
I indicating their recommendationsf 

I Decision to invest 

I 
L_ 

Reviews and negotiations 
i 

Fig. 3-1 A Model of the Foreign Investment Decision Process 

Using Aharoni's Stages 
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The second stage of 

foreign investment pros 

"investigation process". 

investors are trying to 

the relevant factors which 

in a particular country. 

the assessment of potential 

pects is focusing upon the 

In this phase the U. S. 

gather information related to 

affect the location decision 

The decision to invest abroad is not necessarily the 

last in a chain of decision, as Aharnoi explains, nor is 

it always the outcome of the investigation process. 

Sometimes, the decision to invest is made before the 

investigation begins, and the investigation is carried 

out with the specific aim of finding an optimal way of 

implementing it. 

The Main Results of the Aharoni Study 

Aharnoi concluded that there are two relevant 

factors which affect the foreign investment location 

decision. They are risk and uncertainty, and size of the 

market. 

Risk and Uncertainty: Aharnoi grouped this factor 

into three categories. 

a- Political: War, expropriation, revolution, 

general instability. 
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b- Economic: inflation, devaluation, 

inconvertibility of currencies. 

c- Nuisance: lack of adequate basic services, 

government intervention, differences 

in customs, personal difficulties. 

Aharoni mentioned a multitude of devices which may 

be employed to reduce the impact of risk and uncertainty 

to a level the company is willing to accept. Some of 

these devices are: 

a- Reduction of the amount of the company's own 

capital investment 

b- Search for local partners 

Injection of flexibility into the investment 

program. 

d- Negotiations with the host government for 

concessions to reduce risk and uncertainty. 

Government loans: In Aharoni's view the 

availability of the host government loans or 

any other local currency loans is a very 

important incentive. A loan reduces the 
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uncertainty of exchange, minimises the amount 

of equity capital committed by the company and, 

therefore, reduces the impact of risk. 

f- Accelerated depreciation with guaranteed loss 

rebate. 

2- Size of the Market 

This is the second relevant factor which affects the 

investment location decision to invest abroad. 

Aharnoi indicated that all respondents cited this 

factor as one of the most important variables they 

considered. 

Indeed, the size of the market is a key factor which 

must be checked thoroughly in the first phase of the 

investigation. As one of the respondents says: 

If the size of the market is not there, we 
cannot do anything, We are not miracle men. 

Another respondent says: 

Of course, the first thing is market. No 
company is going to go to a foreign country 
unless they see profits. 

However, Aharoni concluded that the granting of 

income tax exemption by foreign governments is not an 
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important factor in foreign investment decisions. He 

considered this conclusion as a startling one. Income 

tax exemption is today the incentive most widely used by 

foreign governments in trying to induce direct 

investments. Aharoni argues that this incentive does not 

achieve the results expected, that it should be 

discarded, and that other, more efficient incentives 

should take its place. '-' 

To sum up, Aharnoi concluded that the two factors 

which have a strong impact on the foreign investment 

location decision are risk and uncertainty, and the size 

of the market. He argues that the granting of tax 

concessions is not an important factor in attracting 

foreign investment. However, Aharoni's findings may be 

criticized as indicated below: 

Aharoni did not support his findings by other means 

of verification such as the use of statistical data. 

He relied only upon a few statements or micro- 

observations in explaining the actual behaviour of 

foreign investors. 

2. Aharoni's findings may not be generalized for other 

LDCs because of possible bias in the data collected 

due to the fact that more than fifty per cent of the 

total respondents were American Jews who have 

invested in Israel for reasons other than 



profitability, 

but rather to 

its economy. 

invest in Isr 

disposition. "'5 

recognized in 

said: 

86 

market factors, or tax incentives, 

help Israel financially in building 

This means that their decision to 

ael has been affected by sentimental 

This sentimental disposition was well 

the words of a Jewish respondent who 

Do not kid yourself. Nobody would invest 
in Israel unless he was a Jew. Why should 
he? I could have made the same profits 
here, with much less headache. I invested 
in Israel because I wanted to help it. 17 

3. Finally, Aharoni concluded that the first factor 

which has the most significant impact on the foreign 

investment location decision is risk and 

uncertainty. This conclusion may be correct in the 

case of foreign investment in Israel, but not be so 

in another less developed country, simply because 

Israel, as is known, was created as a state in 1948 

and ever since has had political rows with its Arab 

neighbouring countries as well as its own domestic 

political problems as regards the legitimate rights 

of the Palestinian people. 

'A S The Ra--, i Stimiyle 

This study is an inquiry into the determinants of 

U. S. direct investments in developed and less developed 
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countries. Basi wanted to distinguish between the 

relatively important factors and the relatively less 

important ones rather than to identify such factors in 

general terms as foregoing studies did. Fifteen factors 

are listed in the questionnaire that Basi believed to be 

significant to the foreign investment decisions by U. S. 

companies. The questionnaire was mailed to 475 of the 

major U. S. industrial corporations. The total good 

responses were 160 questionnaires, i. e., 33.6 per cent 

of the total universe. 

The results of analysis of 160 questionnaires 

indicated that the five major determinants of foreign 

investment decisions by the American companies, in a 

descending order of importance are: 

Ist- Extent of the potential market 

2nd- Political stability in the foreign country. 

3rd- Favourable attitude of the foreign government 

4th- Expected higher profitability 

Sth- Present extent of the market 

lt is noteworthy that tax structure in the foreign 

country is ranked eighth. This result indicates that tax 

factors are considered as fairly important by U. S. firms 

as Basi found in his empirical study (101 out of 1S8 

companies considered tax structure in the foreign 

country as fairly important). 
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Basi also identified the major determinants of 

direct investments in India and Brazil as they represent 

two major recipients of direct investments by American 

companies. The results of analysis are indicated below: 

(A) The major determinants of U. S. direct investments in 

India in a descending order of importance are: 

1st- The extent of the potential market 

2nd- Political stability in the country 

3rd- Present extent of the market 

4th- Government's favourable attitude towards 

foreign investment 

Sth- Expected higher profitability 

(B) The key determinants of U. S. direct investment in 

Brazil in a descending order of importance are: 

1st- The extent of the potential market 

2nd- Expected higher profitability 

3rd- Fear of losing the market 

4th- Present extent of the market 

Sth- Raw materials availability 

The above results indicate that American investors 

are motivated to invest in India by somewhat different 

factors than those of investing in Brazil except for the 
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first factor. Moreover, those common motives for 

investment in the two countries were ranked differently. 

This disagreement in identifying and ranking the 

determinants of foreign direct investments, by investors 

from one country that have a significant impact on their 

decisions to invest in only two developing countries 

(India and Brazil), reveals a very important conclusion 

in this research that it is difficult to generalise the 

determinants of foreign direct investments found in 

previous studies to all recipient (host) countries. So, 

what is needed is a micro-approach to identify and rank 

the determinants of FDI on a country by country basis. 

'1 6 Tht- Grg-en and Minniiagham Stij 1'9 

This study is concerned with measuring the extent to 

which investor behaviour is related to the findings of 

Basi and Aharoni. The factors identified by Basi and 

Aharoni as being important in the investment decision 

were quantified, and multiple regression was employed to 

determine the relationship between the factors and 

foreign investment. Green and Cunningham collected data 

from 25 nations which received 83 per cent of all U. S. 

foreign private direct investment in 1965. The dependent 

variables were the total U. S. direct investment found in 

each nation and the U. S. manufacturing investment in 

that nation. The independent variables employed in their 

study include eleven factors which were identified by 
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previous studies mainly those identified by Basi and 

Aharoni. 

The results of the analysis, for both total U. S. 

foreign direct investment and U. S. investment in 

manufacturing, indicated that market potential is the 

most important factor in determining a nation's 

desirability as an investment site. GNP may be the best 

single indicator of market potential to the foreign 

investor, and such a finding is contrary to the 

foregoing findings in which population and profitability 

appeared to have pronounced effects. 

On the other hand, investment incentives offered by 

host countries to encourage the inflow of foreign 

capital did not appear to be significant. Countries with 

high market potential can institute severe restrictions 

and still attract foreign investment, but countries with 

little market potential must offer significant 

incentives in order to attract a minimal amount of 

investment. 

It is noteworthy that Green and Cunningham found the 

insignificance of such factors as political instability 

and economic instability. These findings are contrary to 

what Aharoni found in his study where he concluded that 

risk and uncertainty constitute the most significant 

determinant of U. S. foreign direct investment. Green and 
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Cunningham themselves admitted that it is difficult to 

explain the insignificance of these factors, and it may 

be that investors consider these factors important, but 

not significant enough to override the opportunities 

provided by a large potential market. This indicates 

once again that there is no agreement among investors on 

the rank-order of the determinants of foreign direct 

investment. 

'I 
-7 

Tht- Agotin Stildy 20 

This study is an inquiry into the determinants of 

U. S. private manufacturing investments in Africa. The 

inquiry centred on a sample of 33 U. S firms having 46 

manufacturing investments in 20 African countries. Agodo 

employed a mail questionnaire for 17 of the firms and 

conducted interviews at the remaining 16. Moreover, he 

used the U. N. sources to obtain pertinent economic 

statistics. The statistical techniques used are the 

student T-Test and simple and multiple regression 

analysis. 

The results of analysis indicated that the most 

important determinants of U. S. firms to invest in Africa 

are market size and political stability. These results 

are similar to those concluded by Aharoni. For market 

size, 37 out of 46 investments, were undertaken 

primarily to serve the host markets. In addition, Agodo 
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said that "the larger the population size, even when per 

capita GDP is relatively low, the larger will be the 

aggregate market and thus the greater the possibility 

for achieving more efficient levels of output". This 

conclusion was supported statistically by Agodo when he 

found that the larger the population of an African 

country the more foreign investment it tends to attract. 

Political stability comes next in importance to 

market size. The statistical result and all of the 

interviews indicated the importance of political 

stability as a crucial factor in foreign investment 

decisions. However, Agodo did not attempt to evaluate 

the importance of the host government assurances and 

guarantees in reducing political risk and uncertainty. 

Other factors which found to be significant by Agodo 

included economic infrastructure, expected 

profitability, raw materials availability and 

development planning. 

On the other hand, tax concessions and tariff 

protection are not effective in attracting foreign 

investment. Only two firms indicated that the absence of 

tariff protection could have precluded their 

investments. None indicated that tax concessions, in the 

form of tax relief or import duty relief, was a crucial 

factor in the decision to invest. Other insignificant 



factors found by Agodo included the rate of growth of 

the domestic market and relatively low overseas wages. 

In sum, it should be noted that no single factor 

alone determines the foreign investment decision, though 

some factors show high statistical significance. Agodo 

mentioned that although the domestic market size was 

found to be the most important determinant for most 

firms, this factor alone does not guarantee that a 

decision will automatically be made to invest in a 

prospective host country with a market viewed as 

sufficiently large if other necessary conditions are not 

present. Thus, foreign direct investment is based upon a 

set of related factors and a combination of decision 

compromises. 

'I R The A7. har and Sharif Study2l 

This study seeks to evaluate the effectiveness of 

the tax holiday scheme introduced in Pakistan during the 

period from 19S9 to 1972 to increase the overall level 

of investment in the industrial sector and to encourage 

investors to locate in the less developed areas of the 

country. Azhar and Sharif conducted interviews with a 

sample of 40 firms in order to identify the determinants 

of direct investment in Pakistan. They also used a 

mathematical model based on the calculation of net 

anticipated present value of an investment for each of 
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the 40 firms assuming that the expected profitability is 

the vital factor in the investment decision. 

The results of the analysis are summarized as follows: 

The tax holiday played a minor role in the 

investment decision process. Only 20 per cent of the 

firms have invested due to the tax holiday because 

it made the investment profitable. 

2. Forty per cent of the firms would have invested even 

without tax holiday as the present value of their 

investments is positive even in the absence of the 

exemption. This means that the investor will not 

rely on the tax holiday to undertake his investment. 

'3. Forty per cent of firms would not have invested even 

with tax holiday as the present value of their 

investments is negative with and without tax 

holiday. In this case, the tax holiday would 

naturally not induce the investors to invest since 

they would suffer a loss with it as well. 

4. Investors considered the availability of 

infrastructural facilities as the most important 

factor to locate in Pakistan. They added that there 

is little point in granting a tax holiday in areas 

without these infrastructural requirements. 
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Industrial units set up in rural and less developed 

areas were established only by local inhabitants 

whose primary motive to invest was to develop their 

areas rather than consider the profitability 

criterion. 

In sum, the tax holiday had succeeded in inducing 

investment in only eight firms out of forty (twenty per 

cent of the cases studied). Therefore, the tax holiday 

should go hand in hand with a regional development plan 

that provides for the infrastructural requirements. It 

is interesting to mention that the findings of this 

study are similar to those of the Abdullah study in 

Malaysia. 

Q Thf- Raktzý-r and Rearth-, Igmy Study 72 

This study focuses upon the factors taken into 

consideration by American multinational corporations 

when evaluating financial risk and how profits from a 

foreign investment are measured. Baker and Beardsley 

conducted an extensive survey of 134 American MNCs 

requesting information about their long-term capital 

budgeting operations. The rate of response was 46 per 

cant, i. e., 62 firms replied. 

The results of the analysis are shown in Table 3.2. 

The table indicates that the repatriation of profits to 
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the U. S. parent company is the key factor in the foreign 

investment decision process. 

For political risk, Baker and Beardsley found that 

49 per cent of the firms add a premium percentage rate 

for risk to their required rate of return on foreign 

investment. They argued that this method seems to be an 

ineffective evaluation of overseas investments. Risk and 

uncertainty can be reduced by such methods as making 

joint-ventures with local partners, borrowing locally to 

reduce dollar exposure, hedging against local currency 

devaluation, and the negotiations with host countries 

for concessions to reduce risk and uncertainty. 

Table 3.2 

Risk Factors 

------------ 
lExtent to which risk 
Ifactors influence capital 
Ibudgeting decision 

Risk Factors 
ISubstantiali Little I Nonel 

%I 

01. Prospects for remittance III 
0 of profits to U. S. 92 62 

12. Availability to repatriatel 
I capital to the U. S. 1 76 19 151 
II11 
13. Convertibility of currencyl 84 1 16 101 
11111 
14. Availability of U. S. IIII 
I guarantees for investment 27 1 48 1 25 1 
1111 
IS. Stability of the exchange III 
I rate 63 1 35 121 

Source: Baker, J. C. and Beardsley, L. J., op. cit., p. 39. 
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For profit measurement, Baker and Beardsley found 

that 76 per cent of the firms have placed substantial 

importance on the profits after foreign taxes, not on 

profits remittable to the U. S. parent. This result 

indicates the significance of foreign taxes in the 

evaluation process of foreign investment. 

1n Tht- Ri I c:: hnrrnu and Pnrtc-3. r -Iqtijcjy7-'* 

This study is an appraisal of tax incentives for 

foreign investment in Colombia during the period 1960- 

66. Colombia promulgated its fundamental reform of tax 

laws in 1960 offering foreign investors tax exemptions 

from major income taxes for a maximum period of 10 

years. Bilsborrow and Porter conducted interviews with a 

sample of 78 firms in a attempt to determine the 

effectiveness of tax exemptions on their investment 

location decision in Colombia. 

The results of the analysis indicated that many 

firms had initiated operations in response to the 

promise of exemptions, and some firms were able to 

expand more rapidly through reinvestment of profits once 

they began receiving exemptions. However, foreign 

investors suffered from bureaucracy due to the lack of 

clear definition of responsibilities between the three 

governmental agencies responsible for the administration 



98 

of exemptions in Colombia. This led to the 

ineffectiveness of tax exemptions on stimulating foreign 

investment. In addition, tax exemptions failed to 

encourage foreign investors to locate in the less 

developed areas. Finally, the Colombian tax system gives 

more exemptions to firms which are very profitable 

although they invest little rather than to those firms 

which make low profits but large investment 

expenditures. 

In conclusion, Bilsborrow and Porter suggested some 

guidelines for encouraging foreign investment not only 

in Colombia but also in other LDCs. These guidelines are 

summarized as follows: 

To encourage investment, in general, accelerated 

depreciation or investment tax credits can be 

applied, without extensive administrative problems 

and without discrimination between firms. The 

advantage of this approach is that it rewards 

companies in proportion to their investment, not to 

their profitability. 

2. To induce an increase in output in specific sectors, 

direct output subsidies can be offered. These have 

the benefit of rewarding not profits but production. 
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3 11 The RnS-R and r-hrigtt-mg-en-Stildy 24 

This study is an appraisal of tax incentives for 

foreign investment in Mexico which has some 20 years of 

experience with tax incentives which started in 1926 by 

the issuing of a decree granting certain enterprises an 

exemption from federal taxes, and ended with the 

promulgation of the 19SS Law which grants tax reductions 

to approved enterprises provided specific economic 

criteria are met by these enterprises. Ross and 

Christensen conducted over SO interviews with these 

approved enterprises. 

The results of the analysis are summarized as follows: 

Tax exemption is not the decisive factor in the 

investment location decision in Mexico, and in most 

cases it was not even taken into serious 

consideration by investors. Ross and Christensen 

asked a sample of U. S. investors in Mexico: "Would 

you have started business without the availability 

of tax exemption? " Fourteen respondents answered 

"Definitely yes"; nine, "Probably yesto one, 

"Probably no", and none of the respondents said he 

would "definitely not" have invested. Thus, the tax 

exemption program can be said to have virtually no 

impact on investment decision. This conclusion is 

in line with that reached by Aharoni. 
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2. Despite the fact that the availability of tax 

exemption played no part in the decision to invest, 

many firms believe that the exemption has been of 

importance to them and has resulted in substantial 

benefits. In response to the questionnaire, eleven 

respondents report that the exemption has been "very 

helpful"; twelve, that it has been "helpful"; and 

only one , that it has been "not helpful". 

The major determinants of foreign investment in 

Mexico include import duty exemptions and the tariff 

protection which enabled foreign firms to establish 

themselves with less invested capital and to 

establish a profitable export market. Other 

significant factors are the market potential, the 

free convertability of Mexican currency into 

dollars, and the favourable attitude of the 

government towards foreign investment. 

4. Finally, tax exemption is important to smaller 

companies to enable them to get started because they 

were unable to obtain government financing. 

In sum, tax exemption is not the decisive factor in 

the investment decision in Mexico. However, it has been 

of importance to many firms. Indeed, it is only one of 

the factors which combined to industrialize Mexico and 
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no single factor alone determines the investment 

location decision which can be said to be based upon a 

set of related factors and a combination of decision 

compromises. 

3-12 Summary 

The above review of some empirical studies attempts 

to investigate what motivates foreign investors to 

invest and establish businesses abroad. The granting of 

tax incentives and other guarantees and assurances lead 

to improve the investment climate, but this does not 

mean that all conditions needed to attract and motivate 

foreign businessmen would be satisfied. This favourable 

attitude of the government of host country may be 

considered as a first step towards improving the 

investment climate and persuading foreign investors to 

think and consider such investment opportunities in the 

host country. 

The preceding review of these empirical studies may 

be divided into three categories: 

(1) The First Category: 

Studies which fall in this category support the idea 

of the tax incentives offered by host countries and 

consider these tax incentives as very important and 

significant in the foreign investment decision process. 
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Taylor, for example, highlighted the importance of 

tax incentives in encouraging foreign firms to establish 

businesses in Puerto Rico. Green and Cunningham also 

showed the importance of tax incentives when the host 

country does not have high market potential. Baker and 

Beardsley highlighted the significance of foreign taxes 

when evaluating the investment decision process. Also, 

Bilsborrow and Porter highlighted the significance of 

tax exemptions when many firms indicated that they 

initiated operations in Colombia in resoponse to the 

hope of exemptions. Finally, Reuber made clear the 

importance of incentives offered by host countries 

particularly those provided through import restrictions 

and tax incentives. 25 

(2) The Second Category: 

Studies which come under this categroy are contrary 

to the studies related to the first category. These 

empirical studies eliminate the significance of tax 

incentives offered by host countries when considering 

and evaluating the foreign investment location decision. 

Aharoni, for example, concluded that the granting of 

tax exemption is not an important factor in the foreign 

investment decision. He also mentioned that government 

assurances and guarantees would reduce political risk 

while tax incentives do act as catalysts, strengthening 
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an initiating force or supplementing its impact to 

create a decision to look abroad. Agodoa also indicated 

in his analyis the nonsignificant association between 

tax concessions and foreign investment decision process. 

Ross and Christensen found that tax exemption was not 

the decisive factor in the decision to invest. 

Finally, Mikesell2r' concluded that tariff advantages, 

relatively low cost and profitability in the short-term 

were not significant determinants in explaining the flow 

of U. S. capital to Europe and to the EEC. 

(3) The Third Category: 

The empirical studies which fall in this last 

category indicate that tax incentives play just a minor 

role in attracting and motivating foreign investors when 

they want to invest outside their own territories. 

Abdullah, for instance, found that tax incentives 

have little impact on the basic decisions of foreign 

firms to invest in Malaysia. At best, tax incentives 

have induced foreign firms to establish businesses in 

Malaysia rather than elsewhere in the developing world 

because of the favourable attitude of the Malaysian 

government and the existence of infrastructural 

facilities which made Malysia attractive to foreign 

investors. Azhar and Sharif also found that tax 

incentives had succeecded in inducing investment in only 
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eight firms out of 40 firms, but these tax incentives 

had a minimal impact on the basic decisions of foreign 

firms to locate in the rural areas in Pakistan. Levy and 

Sarnat 27 indicated also the relative importance of 

incentives offered by host countries to attract foeign 

investment. Ross and Christensen found that many firms 

have benefited from tax exemptions in Mexico despite the 

fact that it was not the decisive factor in the decision 

to invest. 

Finally, Eliraqi found in his study that tax 

incentives offered by the Egyptain government have a 

significant impact only on short-term and quick 

profitable industries and services. Consequently, these 

tax incentives, in general, did not have a strong 

positive impact on encouraging foreign firms to locate 

28 in Egypt . 

Thus, it appears from the review of these empirical 

studies that there is no agreement among researchers on 

the impact of tax incentives offered mainly by 

developing countries to encourage the inflow of foreign 

capital. Indeed, there is no single factor which 

determines the foreign investment location decision, but 

rather such a decision is based upon a set of related 

factors and a combination of decision compromises. 

Moreover, the separation of these related factors and 

attempt to claim that any one was more influential than 



105 

another is next to impossible. 09 The major determinants 

of foreign direct investment (especially in LDCs) 

include such factors as the market potential, political 

stability, availability of infrastructural facilities, 

ability to repatriate earnings and capital, and the 

favourable attitude of the host government towards 

foreign investment. Such favourable attitudes seem to be 

very important especially in countries where nationalism 

is strong and the antagonistic attitude of the general 

public towards foreign firms is a great barrier to 

30 foreign investment . 

This disagreement among researchers on the impact of 

tax incentives offered mainly by LDCs to attract foreign 

capital gives a starting point for this empirical 

research to examine and evaluate the impact of tax 

incentives and guarantees offered by the Egyptain 

government by Law No. 43 of 1974 to encourage the inflow 

of foreign capital into Egypt. 

In addition, there are still many issues to be 

addressed by this empirical research which previous 

empirical studies did not discuss. In the case of Egypt, 

this empirical research examines the characteristics of 

both Egypt as a host country and investing countries, 

the types of economic activities which attract foreign 

investors in Egypt, the rank-order of tax and non-tax 

determinants of FDI in Egypt, tax and non-tax problems 
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which may face foeign firms in Egypt, and the foreign 

ownership structure of approved projects in Egypt. All 

these questions raised will be highlighted throughout 

the next chapters of this research. 
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CHAPTER FOUR 

THE "OPEN-DOOR" POLICY 

(AL-INFITAH) 

4.1 Introduction 

The Egyptian government on June 19,1974 issued Law 

No. 43 of 1974 concerning Arab and foreign Capital 

Investment and Free Zones, thereby repealing Law No. 65 

of 1971. Law No. 43 constituted the most comprehensive 

legal document ever enacted with respect to foreign 

investment. 

Law No. 43 gives special guarantees and incentives 

to approved projects by the General Authority for 

Investment and Free Zones (GAIFZ). However, despite 

these guarantees and investment incentives, the influx 

of foreign capital into Egypt is still slow, and the 

majority of the capital invested in these approved 

projects comes from the Egyptian private sector not from 

Arab and foreign investors. This reflects that there are 

still investment problems encountering foreign 

investment in Egypt. 

This chapter will highlight the following: 
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1. Definition of the "Open-Door" Policy. 

2. Evolution of foreign Investment Laws in Egypt. 

3. Investment Law No. 43 of 1974. 

4. The major problem areas emanating from Law No. 

43. 

S. Law No. 32 of 1977 to amend Law No. 43. 

6. Approval of investment applications. 

7. Supporters versus opponents of "Open-Door" 

Policy. 

S. Egypt's ODF versus policies of other LDCs 

towards foreign investment. 

4.2 Definition of the "Open-Door" Policy 

On 26 of August 1974, the President of Egypt, Anwar 

Sadat, told an audience of students at Alexandria 

University: 

I shall not hide from you, my sons, that 
before the decision to go war we had reached a 
very difficult economic situation. Without 
economic resistance there could be no military 
resistance. Our economic situation, six days 
before the battle was so severe and critical 
that I called for a meeting of the national 
Security Council and told them we had reached 
zero. The army Cost L. E. 100 m. a month, and 
all our tax receipts in one year were L. E. 200 
m, just two months' expense for the armed 
forces. There was nothing left for us to enter 
the battle, whatever happened. After the fifth 
of October we received $ 500 m which saved our 
economy and gave us a new life. ' 

It clearly appears from Sadat's speech to the 
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students at Alexandria University that Egypt was 

suffering from mounting economic problems. These 

problems led the Egyptian government to change its 

socialist policy, adopted during the last two decades by 

Naser, and free its economy by adopting a new strategy 

in the pursuit of its goals to encourage multinational 

corporations to make direct investments in Egypt and to 

make their technology available as an integral part of 

the economic development process so as to attain a high 

rate of development for raising the standard of living 

2 
of the constantly increasing population of the country . 

This strategy is known as the "Infitah" or the "Open- 

Door" Policy (ODP). 

The ODF was first introduced when President Sadat 

laid the October Working Paper, his blueprint for post- 

war economic recovery, before the People's Assembly on 

April 4,1974.3 The first task in the "new stage in the 

life of this ancient people", Sadat declared, was 

"economic development at rates that exceed all we have 

achieved up till now". There was to be "an open door 

economic policy at home and abroad that provides 

guarantees for funds invested in development. The Arab 

oil producers are willing to invest their surplus funds 

in Egypt and other Arab countries, for they are 

motivated by noble, patriotic feelings and round 

economic attitudes ... 
We welcome and encourage this 

trend, partly because we are in need of such investments 
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and because we believe they will find a safe and stable 

climate here. Therefore, the President went on, "We 

shall provide the investors with all legislative 

guarantees and tax incentives". 

In addition, the October Working Paper outlines the 

main objectives of this new policy. These objectives 

were to: increase economic development through 

improvement of the local private sector, as well as by 

foreign investment, the development of the economic 

structure through the adoption of scientific planning 

and modern technology, the modernization of the 

administrative system and the reformation of the 

management of the public sector to encourage local and 

foreign investment. 

Thus, to regain the pre-war level of economic 

growth, the economy was in dire need of foreign 

investments that would not only provide finance but also 

provide new technology, know-how, and management skill. 

The President also mentioned: 

... we have three economic sectors: public, 
private and co-operative sectors, and with the 
ODP the economy is opened for Arab and foreign 
investments in a frame of planning that sets 
up strategic objectives to change the face of 
the economy. 
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Infitah won the overwhelming support of the People's 

Assembly, and following the approval of this new policy 

in a national referendum in May 1974, it became the duty 

of the Egyptian Cabinet to define, draw up and carry out 

the new policy. The ODP has been defined by the Minister 

of Economy as follows: 

A new approach to economic development by 
motivating foreign businessmen to co-operate 
with the Egyptian companies and private sector 
in setting up projects necessary for the 
growth of the economy. 4 

Also, the General Authority for Arab and Foreign 

Investment has introduced the following definition: 

A type of economic policy which tries to make 
the Egyptian economy dependent for its 
economic development not only on its domestic 
resources, but also on the flow of foreign 
capital in the forms of grants, loans and 
direct foreign investments. 5 

It is clear that the above definitions are general 

in nature. So, when discussing the meaning of the ODP 

and its implications for Egyptian society, we should 

understand several points such as: 

The "Open-Door" Policy aims to achieve economic 

development by encouraging both foreign capital and 

technology into the country. This will result in 

raising the per capita income as a result of 
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increasing the GDP. 

(2) The "Opening up" or liberalization policy will 

result in other effects on the economic structure 

which differ from the previous policy of socialism 

especially the encouragement of the private sector 

and foreign investments. 

(3) The adoption of the ODP was a consequence of other 

external and international phenomena, especially 

after the 1973 October War and the increasing 

surplus in the hands of the Arab oil exporting 

countries which led the Egyptian government to 

rethink and issue Law No. 43 of 1974 to encourage 

both Arab and foreign investors to come and make 

direct investment in Egypt. This Law has been 

considered the new legal framework of investment in 

Egypt. 

4.3 Evolution of ForeiRn Investment Laws in ERypt 

To ascertain the significance of investment Law No. 

43 of 1974, it would be relevant to review the various 

investment laws issued in Egypt since the 1952 

Revolution. These investment laws are summarised below: 6 

Law No- 213 of 1952 

This law established the Permanent Council for the 
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development of the National Production. It specially 

mentioned the utilization of Egyptian and foreign 

capital. 

2- Law No. 156 of 1953 

This law could be considered the first basic law 

concerning foreign investment in Egypt., it 

encouraged foreign participation in economic 

development projects. It permitted the repatriation 

of profits up to a maximum of 10% of invested 

capital and allowed the repatriation of capital in 

five annual equal instalments but only after the 

elapse of five years from the date of importation of 

the said capital. 

Law No- 475 of 1954 

This law amended Law No. 156 of 1953. It allowed the 

full repatriation of profits without setting a 

maximum limit and allowed the repatriation of 

capital in full, provided that one year had elapsed 

from the date of importation of the capital. 

4. The 1962 National Charter 

This charter aimed at dispelling the fears and 

suspicions surrounding foreign investment. it 

recognized foreign participation in management and 

unconditional repatriation of profits. 
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The 1971 Constitution 

This constitution aimed at improving the investment 

climate in Egypt. It safeguarded private ownership, 

prohibited nationalization, and prohibited the 

general confiscation of funds. 

6- Law No- 65 of 1971 

This law may be considered the most important legal 

framework launched by the Egyptian government, for 

the first time, in an attempt to organize the 

7 investment of Arab funds and free zones . Basically, 

Law No. 65 sought to achieve three things: 0 

Establish a system of guarantees and 

incentives. 

(b) Create a legal framework for the establishment 

of free zones in which industrial, commercial, 

and financial projects would be erected; and 

(c) Establish the General Authority for Investment 

of Arab Funds and the Free Zones to pass on 

investment proposals, create and manage the 

Free Zones, and generally administer the 

Investment Law. 

Among the investment incentives and guarantees given 

by Law No. 65 of 1971 are: 
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(a) Repatriation of profits at the prevailing 

exchange rate at the time of transfer. 

(b) Repatriation of capital, after five years of 

its importation, in five annual equal 

instalments. 

(c) Exemption of profits for a period of five years 

from corporate tax. 

(d) Funds invested may not be nationalized or 

expropriated unless for public interests and 

against a fair indemnity. 

Despite the above attempts to attract foreign 

investment, the inflow of such investments was meager. 

The total amount of foreign capital invested in Egypt 

between 19S2 and 1961 was L. E. 8.7 million, of which. 

L. E. S. 2 million went into the petroleum industry. 5 The 

attempts to encourage foreign investment between 1962 

and 1973 were also largely unsuccessful except in 

petroleum and pharmaceutical industries. A number of 

petroleum companies, mainly Italian and American, have 

participated with the general public organization of 

petroleum in exploration projects. 10 Possibly, a fair 

measure of the success of Law No. 65 of 1971 is the 

number of projects realized. Out of isi industrial 

projects, 46 were approved, of which just five had 
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reached the production stage over a two-year period. " 

The preceding discussion has indicated the legal 

steps taken by the Egyptian government in an attempt to 

attract foreign investment. However, the radical 

economic and political changes of the period 1952-1973 

affected the inflow of foreign capital to Egypt. The 

tripartite aggression on Egypt in 1956, followed by the 

nationalization of the Suez Canal Company, the 

nationalization of major British and French interests in 

Egypt, and above all the Arab-Israeli conflict had a 

negative impact on the inflow of foreign capital into 

Egypt. In addition, there were some drawbacks to Law No. 

6S of 1971, mainly in the limitation of the tax holiday 

period to only five years and imposing customs duties on 

capital equipment imported for the approved projects. 

In late 1973,, as a result of the October War, the 

improvement in relations with the West, and the rapid 

accumulation of oil revenues by Arab Gulf States, the 

Egyptian government attempted to liberalize the economic 

system by adopting the policy of economic openness and 

began actively to seek foreign capital in order to 

stimulate economic development and national 

reconstruction. 12 

Consequently, the government reconsidered Law No. 65 

of 1971, recognizing its shortcomings and its failure to 
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attract foreign capital, and decided to prepare a new 

legal framework on the subject. After a full and frank 

debate both in the Cabinet and the People's Assembly 

(the Egyptian Parliament), Law No 43 of 1974 "Concerning 

Arab and Foreign Capital Investment and Free Zones", was 

issued on June 19,1974 to provide a legal framework 

that may attract and encourage foreign investment in 

Egypt. Needless to say, Law No. 43 of 1974 repealed Law 

No. 6S of 1971. 

4.4 HiphliRhts of Investment Law No. 43 of 1974 

The major provisions of Investment Law No. 43 of 

1974 can be summarised below: 

Ownership 

Article 4 of Law 43 requires that foreign capital 

invested in Egypt should take the form of 

participation with public or private Egyptian 

capital. The law does not place a maximum limit on 

the foreign share of the joint venture. 

Consequently, the foreign investor can own in excess 

of 50 per cent of the joint venture. However there 

are three exceptions to this rule. First, for banks 

engaging in local currency transactions, the local 

Egyptian capital should be at least 51 per cent of 

the joint-venture (Article 3(vi), Law No. 43). 

Second, housing projects constructed for the purpose 
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of investment may be undertaken only by Arab 

capital: foreign capital may not undertake housing 

projects even in participation with Egyptian capital 

[Article 4(a), Law No. 433. Finally, Arab or foreign 

capital may operate without local participation in 

investment banks, and merchant banks whose 

activities are confined to transactions effected in 

free currencies so long as they take the form of 

branches of firms the principal offices of which are 

situated abroad [Article 4(b), Law No. 431. 

Generally, upon the approval of two-thirds of the 

Investment Authority's Board of Directors, Arab or 

foreign wholly-owned projects can be undertaken 

without local participation [Article 4(c), Law No. 

431. 

2. Fields of Investment 

Article 3 of Law No 43 gives special priority to 

projects designed to generate exports, encourage 

tourism, or reduce the need to import basic 

commodities, as well as to projects which require 

advanced technical expertise or which make use of 

patents or trademarks of worldwide reputation. These 

projects include fields such as industrialization, 

mining, energy, tourism, transportation, reclamation 

of barren land and cultivation, developing animal 

production, and finance. 
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Repatriation of Capital 

Article 21 of Law No. 43 organises the process of 

repatriation of foreign capital out of Egypt as 

described below: 

(a) Invested capital may be transferred abroad in 

five annual equal instalments in the same 

currency originally received and at the rate of 

exchange prexLailing at the time of transfer, 

provided five years have elapsed from the date 

of importation of such capital unless the 

Investment Authority has decided to waive this 

condition. 

(b) If the funds were brought in kind, they may be 

re-exported in the same manner as originally 

brought in. 

(c) Finally, transfer of the invested capital shall 

be limited to the value of the investment at 

the time of liquidation or disposal, with a 

maximum not exceeding the value of such 

invested capital as registered when imported, 

plus a percentage to be fixed by the 

Authority's Board to meet any rise that might 

have occurred in the value of such capital. 
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4- Repatriation of Profits 

Article 22 of Law No. 43 indicates the general rules 

which govern the transfer of profits out of Egypt. 

These rules are summarised below: 

(a) Export-oriented projects may be permitted to 

transfer, in full, their annual net profits but 

within the limits of the proceeds of the 

projects' exports. 

(b) Basic projects with major significance to the 

national economy where no exports are 

contemplated are permitted to transfer the net 

profits from the investment in full. 

(c) Housing, the rents of which are payable in 

foreign currency, is allowed to transfer net 

revenues in full. Housing, the rents of which 

are payable in local currency, may transfer net 

revenue up to a maximum of 6 per cent per annum 

of the invested capital. 

(d) Finally, the government will not be obliged to 

allow the transfer of the revenue of projects 

the total value of which is less than L. E. 

50,000. 
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5- Investment Incentives 

The major investment incentives offered by Law No. 

43 of 1974, to attract the inflow of foreign capital 

into Egypt, are summarised below: 

(a) Duty exemptions 

Machinery, equipment, 

equipment necessary for 

be exempted from taxes, 

other dues only upon the 

Authority's Board and app 

of the Republic [Article 

No. 431. 

and transportation 

approved projects may 

customs duties, and 

recommendation of the 

roval of the President 

16, paragraph 4, Law 

(b) Tax Holiday 

Profits will be exempted from corporate tax and 

withholding tax for a period of five years from 

the first tax year following commencement of 

production of engagement in activities. 

However, these exemptions remain applicable 

provided that these profits are not subject to 

taxation in the investor's home country or in 

any other country. Finally, the exemption 

period may be extended to eight years by 

consideration of the public interest and in 

view of the nature of the project, its 

location, the value of its capital, and its 
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importance to economic development [Article 16, 

Law No. 431. 

(c) Exemption of Interest 

Interest due on foreign loans concluded by the 

approved projects shall be exempted from all 

taxes and dues (Article 18, Law No. 431. This 

tax incentive is designed to encourage foreign 

companies in Egypt to borrow from parent 

corporations and other foreign countries 

instead of borrowing local currency. 

(d) No Nationalization or Confiscation 

Projects may not be nationalized, or 

confiscated. The assets of such projects cannot 

be seized, blocked, confiscated or sequestrated 

except by judicial procedures [Article 7, Law 

No. 431. 

4-5 The Major Problem Areas Emanatine from Law No. 43 of 

1974 

Despite tax incentives and guarantees given to 

foreign investors against expropriation, the inflow of 

foreign capital into Egypt proved to be very slow. 13 A 

task force appointed by the Egypt-U. S. Business Council 

conducted a comprehensive research project and held 
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interviews with foreign businessmen in order to study 

the effectiveness of Law No. 43, identify the 

impediments to investments emanating from such law, and 

develop recommendations on ways to attract greater 

foreign participation in business ventures in Egypt. " 

The findings of this research project revealed the 

following problems-13 

Degree of Foreign Ownership 

Foreign investors claim that while Law No. 43 does 

not stipulate the percentage of Egyptian equity in 

any investment, in theory it could permit a foreign 

equity as high as 90%. However, there are at present 

no examples of a high degree of foreign ownership. 

In addition, the question of equity is handled by 

the Investment Authority on a case-by-case basis. 

Consequently, the degree of foreign ownership 

allowed and the measures adopted by the Investment 

Authority to decide upon it are not clear. 

2- The Generality of Law No. 43 

Investors have remarked that the provisions of Law 

No. 43 constitute a general announcement and do not 

provide a clear set of principles, especially, as 

regards the following: 

a- No Specification of Desired Objects: 

Neither Law No. 43 nor the regulations 
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specified the precise nature of desired 

projects or set down detailed objective 

criteria to be applied in apprasing investment 

proposals. 16 They merely stated that investments 

might be undertaken in such areas as industry, 

energy, tourism, transportation and other 

fields. This means that Law No. 43 is merely an 

17 invitation to come and negotiate a deal . 

(b) Definition of Basic Projects: 

Investors mentioned that the criteria used to 

determine whether a project is basic or not are 

unclear. This is probably because if an import- 

substitution project was deemed "basic", it 

would have the right to transfer 100 per cent 

of its profits regardless of the country's 

current foreign currency position. '" 

3. Repatriation of Capital 

Article 21 of Law 43 required that a foreign 

investor must wait five years, from the date of 

importation of the capital, to repatriate his 

invested capital. Then, he may transfer it out of 

Egypt in five annual equal instalments. This means 

that a foreign investor must wait a full ten year- 

period before he can recoup his capital. 

Consequently, investors claim that this restricts 

the marketability of their equity if they decide to 



130 

sell it. 

In addition, according to Article 21 of Law No. 

43, the transfer of invested capital was limited to 

the value of the original capital plus an arbitrary 

percentage to be fixed by the Investment Authority 

to meet any rise that might have occurred in the 

value of the invested capital. Finally, they 

maintain that leaving the valuation of the 

repatriated capital to the discretion of the 

Investment Authority does not give a clear idea of 

the criteria it uses for measuring the increase in 

the value of the invested capital. 

4- Repatriation of Profits 

According to Article 22 (section i) of Law No. 43, 

projects realizing self-sufficiency in their foreign 

currency needs "may be permitted" to transfer their 

annual net profits within the limits of the 

project's exports. Investors say that it is unclear 

whether they would have an automatic right to 

transfer their net profits in such circumstances or 

whether the Investment Authority has the discretion 

to stop such transfers at any time. 

In addition, investors mentioned that foreign 

exchange scarcity will make it difficult for non- 

exporting projects to transfer their revenues. 



131 

Finally, they referred to the absence of obligation 

on the part of the government to allow the transfer 

of profits from projects the total value of which is 

less than fifty thousand Egyptian pounds. 

Taxation Problems 

Regarding the issue of taxation, investors have 

mentioned four specific difficulties encountered by 

them in this area. First, investors want a guarantee 

that no taxes will be applied to the project during 

the tax holiday period. Second, foreign investors 

fear that the entire tax exemption might be 

eliminated if there is no tax sparing treaty between 

Egypt and the investor's home country. If this 

situation exists, the tax authority in the home 

country will not recognise the tax exemption as 

deemed paid in Egypt. " This problem will be 

highlighted in Chapter 7. Third, manufacturing 

projects considered the tax holiday period not 

enough because such projects need a lengthy period 

of development before becoming profitable. Thus, 

they urged the extension of the tax holiday period, 

or considering the tax holiday period to be from the 

first year in which the project actually showed a 

profit. 

Finally, one of the most troublesome tax 

matters is the taxation of foreign employees. The 
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aggregate impact of the tax on employment earnings 

and the general tax on income is considered very 

high. This aggregate tax burden will make it 

difficult for approved projects to have the services 

of the best available foreign expertise. This tax 

problem will be highlighted in Chapter 7. 

6. Discouraziniz the Private Sector 

Law No. 43 did not offer Egyptian private sector 

investors the same privileges offered to their 

foreign counterparts when participating with them in 

these approved joint ventures. This situation may 

not encourage the Egyptian private sector to 

participate in such joint ventures. In addition, 

foreign investors want a stronger domestic private 

sector in Egypt which they can co-operate with 

instead of having to work solely with the public 

sector. 

7. The Exchange Rate Structure 

This problem arises from the existence of two 

exchange rates in Egypt as it may be understood from 

Articles 2 and 21 of Law No. 43 as regards the 

importation and re-exportation of invested capital. 

This problem will be highlighted in Chapter 7. 
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4.6 Law No. 32 of 1977 to Amend Law No. 43 of 1974. 

In order to tackle the problems outlined above 

which may make investors hesitant to investigate 

investment opportunities in Egypt, the government issued 

on June 9,1977 Law No. 32 of 1977 to amend Law No. 43 

of 1974. 

Law No. 32 of 1977 related to several major areas 

covered by the law, which include foreign exchange rate, 

fields of investment, repatriation of capital, transfer 

of profits, taxation problems, the private sector, and 

the generality of the law. 

Fields of Investment 

The 1977 amendment has broadened the scope of 

allowed activities by opening up new fields of 

investment to foreign investors. To stimulate 

construction within the country, as well as to 

encourage the introduction of needed technology, Law 

No. 43 of 1974 as amended by Law No. 32 of 1977 now 

allows investment in the following newly designated 

fields: 

(a) Construction activities in regions outside the 

agricultural area and the perimeters of 

existing cities. 
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(b) Construction contracting activities in which 

there is a 50% minimum Egyptian equity. 

(c) Technical consulting activities needed for 

other approved projects. 

In addition, several procedures have been taken 

by the Egyptian government in an attempt to attract 

the inflow of capital. For example, Law No. 66 of 

1980 was issued to lift the economic boycott of 

Israel and allowed foreign companies dealing with 

Israel to invest in Egypt. 

2. Revatriation of caDital 

To facilitate the repatriation of invested 

capital, Article 21 of Law No 43 of 

1974 as amended by Law No 32 of 1977 allows the 

following: 

(a) Any investor may immediately transfer his 

capital through sale or liquidation provided 

that the Investment Authority is notified of 

this action. It is clear then that the 1977 

amendment makes the divestment an automatic 

process, thus alleviating what investors 

considered a restriction on the marketability 

of their equity should they decide to divest. 
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(b) Shares offered in free currency may be sold on 

the Egyptian Stock Exchange and the proceeds of 

sales shall be transferable to the seller's 

account abroad. Thus, the 1977 amendment 

expands the ability of foreign investor to 

disinvest. 

3- Repatriation of profits 

To assure investors that their profits can be freely 

transferred abroad, the government has taken the 

following steps: 

(a) Amending section I of Article 22 of Law No. 43. 

The confusion as to the term "may be permitted", 

which was used in the original article, has been 

eliminated through replacing the term with "shall be 

permitted". Thus, investors who realize self- 

sufficiency in their foreign currency needs shall be 

permitted to transfer their annual net profits at 

the highest rate prevailing and within the limits of 

their credit balance of foreign currency account. 

(b) Amending BeCtion ii of Article 22 of Law No- 43 

This amendment permits projects which are not 

export oriented and which reduce the country's 

need for imports to transfer their net profits 

within the limits approved by the Investment 

Authority. 
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(c) AmendinF-Bection iii of Article 22. Law No. 43 

This amendment increases the amount of net 

revenues which can be transferred from housing 

projects from 6% to 8% and up to 14% of 

invested capital in cases of popular housing 

and housing in new cities. 

(d) Deleting section iv of Article 22 of Law NO. 43 

The non-obligation of the government to allow 

the transfer of the revenue of projects, of 

which the total value is less than SO thousand 

Egyptian pounds, has been deleted. This makes 

such projects eligible to transfer their 

profits regardless of their invested capital. 

(4) Taxation Problems 

Law No. 43 of 1974 has been changed by Law No. 32 of 

1977 to assure that the foreign investors will gain 

the tax privileges and to remove the obstacles in 

the tax structure. 

(a) Approved projects shall be exempted from the 

corporate tax during the tax holiday period. It 

is noteworthy that this exemption was 

applicable only as long as the profits of the 

project are not subject to taxation in the 

investor's home country. This condition has now 
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been cancelled [Article 16 of Law No. 43 as 

amended by Law No. 323. 

(b) The traditional S-8 year exemption from 

corporate tax has been extended to include 

undistributed profits [Article 16 of Law No. 43 

as amended by Law No. 321. 

Exemption of distributed profits from the 

general tax on income (income tax) during the 

tax holiday period. However, this exemption is 

conditional upon such income not being subject 

to a similar tax in the investor's home country 

or in the country to which income is 

transferred, whichever the case may be (Article 

16 of Law No. 43. In addition, Article 17 of 

Law No. 43 as amended by Law No. 32 has granted 

the foreign investor another exemption from the 

income tax up to a maximum of 5% of his share 

in the invested capital after the expiration of 

the tax holiday period stated in Article 16 of 

Law No. 43. 

(d) Exemption for projects involving 

reconstruction, establishment of new cities and 

land reclamation shall be for a ten-year period 

that may be extended for 15 years. 
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(e) All capital assets and imported construction 

materials and components necessary for founding 

projects approved under this Law may be 

exempted from, or granted the privileges of 

deferred payment or instalment payment for, all 

or part of the customs duties and any other 

taxes or dues with the approval of the 

President of the Republic and upon the 

recommendation of the Investment Authority 

[Article 16 of Law No. 43 as amended by Law No. 

321. 

Alleviating the tax treatment of expatriates 

Article 20 of Law No. 43 as amended by Law No. 

32 exempted all payments made by approved 

projects to foreign employees from the general 

tax on income (income tax). Such payments shall 

be subject to the Employment Earnings Tax only 

which has gradual tax rates up to a maximum of 

22%. This tax exemption allows investors to 

bring in technical and managerial experts. 

(g) Finally, to enable foreign investors to gain 

the above mentioned tax privileges and to avoid 

double taxation, Egypt has concluded tax 

treaties with many capital exporting countries. 

Tax treaties concluded between Egypt and other 

countries are highlighted in Chapter 7. 
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(5) Encouraginp- the Eityptian Private Sector 

Several steps have been taken to boost the private 

sector. First, the amendment to Article 6 of Law No. 

43 offers Egyptian investors the same incentives and 

guarantees granted to foreign investors by Articles 

9,14,15,16,17 and 18 of Law No 43. Second, the 

government established the Development Industrial 

Bank in 1976 for providing credit to the private 

sector. 20 Finally, private companies now have freer 

access to hard currency in order to import all 

materials they need. 21 

(6) Generality of the La 

Revision of section ii of Article 22, Law No. 43 

deleted the term "basic", thus removing the 

confusion resulting from it. This section has been 

amended as mentioned above when discussing the 

repatriation of profits. ' 

(7) The Exchange Rate Structure 

A new Article (3 bis) has been added to Law No. 43 

which unifies the exchange rate used in calculating 

the inflow and outflow of funds, thus eliminating a 

major obstacle which foreign investors faced. The 

exchange rate structure is highlighted in Chapter 7. 

In sum, the 1977 amendment to Law No. 43 of 1974 has 

resolved most of the legal problems which faced 
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investors during the first three years of economic 

openness. The provisions on exchange rates, tax 

holidays, repatriation of capital and profits, boosting 

the private sector and access to foreign currency are 

clear and seem to have won the acceptance of foreign 

investors. 22 In addition, the Egyptian government, 

throughout this period of adjustment, showed great 

openness to the opinions and criticism of investors, 

involving them closely in the process of revision and in 

the end incorporating many of their suggestions into the 

revised law. 

Despite the above attempts by the government to 

relieve the previous problems, the response of foreign 

investors was not as enthusiastic as the government 

hoped. The impact of Investment Law on the inflow of 

foreign capital into Egypt will be discussed in detail 

in Chapter 6. 

4.7 Approval of Investment Applications* 

The General Authority for Investment and Free Zones 

is responsible for implementing the investment Law No. 

43 of 1974. It has prepared lists of activities 

acceptable under the law. These lists were ratified by 

the Council of Ministers and are offered to investors. 

This sub-section is based upon an interview with the 
Manager of Information and Research Department at 
the Investment Authority, Cairo. 
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Applications for setting up projects relating to any of 

these activities are submitted to the Investment 

Authority, together with an appropriate feasibility 

study. Then, they will be sent to the appropriate 

governmental technical agency for comment on the 

technical side thereof. Industrial proposals, for 

example, are reviewed by the Ministry of Industry; 

agricultural projects are reviewed by the Ministry of 

Agriculture, In some instances, projects must be 

reviewed by several Egyptian ministries. 

The application forms submitted for approval by the 

potential investors should include the following: 

(1) Name and credentials of the prospective 

investor. 

(2) Technical aspects of the proposal, such as the 

initial investment costs, sources of material 

inputs, area of land needed, quantity and 

quality of labour, products to be produced, the 

output proposed and the expected selling price. 

Financial and economic aspects. This includes, 

for example, debt-equity ratio, currency used 

in finance, the method of profit distribution. 

The position of the Egyptian ministry, which 
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comments on the technical side of the project, along 

with an economic assessment of the project prepared by 

GAIFZ are submitted to the Executive Committee - the 

Evaluation Department - which meets once a week. 

Amendments are considered, and the project is then sent 

to the Board of Directors, with the Executive 

Committee's recommendations. 

Within 2 months of receiving the completed project 

application form, the Board of Directors meets to adopt 

its resolution on the project. On any project, a 

majority of the Board should agree. Projects that do not 

include an Egyptian partner require a two-thirds 

majority. Implementation of the project is expected to 

begin within 6 months of approval, although extensions 

are granted. Resolutions of the Board require the 

endorsement of the Ministry of Economy. 

In an interview with the Manager of the Information 

and Research Department at the Investment Authority, he 

explained that the Authority has recently adopted a very 

flexible approach concerning the quick approval of the 

application forms. This new system has authorised the 

vice-chairman of GAIFZ to approve the application forms 

of a share capital of L. E. 5 m. and authorised the 

chairman of GAIFZ to approve those application forms 

which include a share capital of not more than L. E. 10 

million. 
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Projects relating to activities not on the approved 

lists are not precluded. They may be submitted to GAIFZ 

for consideration together with a preliminary 

feasibility study and if the project is found to be 

within the scope of the law, it may be accepted and 

referred to the Council of Ministers for approval. The 

potential investor is informed of the Board's decision, 

and when the investment proposal is accepted, the 

project file will be passed to the "Follow-up" 

Department which undertakes the necessary procedures to 

facilitate the implementation procedures and follow up 

the project throughout its different stages. 

It is also important to mention here that a recent 

elevation of the GAIFZ's Board of Directors to 

ministerial level has been adopted and this can be seen 

as an important step in improving the decision making 

process and providing for the approval of more and 

better conceived projects. 

4-8 Supporters VS. OpponentB Of "Open-Door" Policy: 

Of course, Egypt's adoption of ODP, and enactment of 

the Investment Code No. 43 of 1974 which can be 

considered the legal framework for approved projects, 

was in fact a result of a number of factors. These 

factors may be summarized as follows: 
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(1) International Factors: 

Egypt has an important strategic position which has 

always attracted conflicting powers. After the 

expulsion of the Russian experts, the 1973 War with 

Israel, and with increasing availability of hard 

currency from the Arab Petroleum exporting countries 

for investment in Egypt, the United States of 

America wanted to re-evaluate its policy in the 

Middle East area, especially in Egypt as it could be 

considered the leading Arab country. Thus, a new 

relationship between Egypt and the capitalist 

countries was embarked upon. For example, the World 

Bank and the IMF were willing to take action to help 

Egypt alleviate its economic problems. 20 

In addition, the Camp David Accord, which 

resulted in achieving a peace agreement with Israel 

in 1978, has made Egypt, to a great extent, 

dependent on the goodwill and ability of the U. S. A. 

to co-operate with Egypt in order to overcome its 

economic crisis. This has encouraged the inflow of 

foreign capital and led multinational companies to 

invest in Egypt, as a consequence of the political 

stability there. 

(2) External Factors or Regional FactQrs 

These factors refer to the changes in the political 
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relationship between Egypt and neighbouring Arab 

countries and the accumulation of oil revenues in 

the Middle East. So, Egypt wanted to take advantage 

of some benefits from this "sudden wealth" to 

alleviate its economic crisis through restoring and 

stabilizing relations with countries like Saudi 

Arabia, Kuwait and the Gulf States who promised to 

support Egypt financially. This step occurred 

through Arab aid and the encouragement of Arab 

investors to invest in the country as well as 

support from Arab financial agencies such as the 

Kuwait Development Fund, which played a part in 

encouraging the Egyptian government to adopt more 

24 rational planning . Moreover, thanks to the 

remittances from the Egyptians working in the 

neighbouring Arab counties, this source of hard 

currency became the biggest single source of foreign 

exchange earnings. 2*"' 

(3) Domestic Factors 

These factors are related to the internal 

environment. The Egyptian government adopted the new 

policy in an attempt to mitigate a range of 

problems. These problems included the growth of 

population, unemployment, housing, low income, lack 

of infrastructure, lack of hard currencies, 

increased burden of defence expenditure, subsidies 

for basic commodities and services, bureaucracy 
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problems, deficit in balance of payments and, in 

general, the poor performance of the economy. 

Thus, these international, external and 

domestic factors led the Egyptian government to 

adopt the new economic policy. Hirst and Beeson said 

that Infitah won the overwhelming support of the 

People's Assembly. They added that this support was 

to be expected, for the Assembly was dominated by 

Sadat loyalists and the resurgent right. 

Essentially, the right argued that Nasser's 

socialism had failed; the whole concept had been 

ill-conceived from the outset; it was time for Egypt 

to return to free enterprise and the Western 

capitalist fold. 26 

At the same time, the economic openness has 

adversely affected other Bocio-political groups in 

Egyptian society, because some of these groups hold 

opposite ideological positions with regard to this 

new economic policy which has no formal enactment 

destined to transform Egypt from a "Socialist" into 

a "Capitalist" society. At most there was to be a 

27 grafting of the one upon the other. 

It is quite common that any socio-economic 

policy produces conflict and arguments between those 

who support or oppose it, and their differences may 
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be explained through opposing concepts such as 

capitalism, imperialism, socialism, dependence, 

independence, and other concepts of political 

28 economy . 

For example, Emmanuel argues that Left-Wing 

criticism of capitalist development ignores economic 

progress in the capitalist world. He also stresses 

the role of MNCs in transferring technology to third 

world countries, despite Marxist views which claim 

that these MNCs are imperialist agents in these 

21 countries . 

There was much opposition to the ODP by several 

opposition groups in Egypt. They argued that the 

poor performance of the public sector stemmed less 

from the principles which governed it than from the 

manner in which they had been applied. Socialism, 

administrated by fake socialists, had never had a 

fair chance; what was needed was the reform, not the 

uprooting, of the system. Also, this new policy 

would lead Egypt to fall once again under the 

foreign yoke which the 1952 Revolution had finally 

thrown off. 30 These opposition groups are represented 

by the Nasserists, leftists, the poor and middle 

classes who lost ground because of this new policy, 

bureaucrats who control the public sector and are 

afraid of the changes to their power and position, 
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and religious groups. To all these opposition 

groups, "liberalization" measures signify a return 

to a system of the dominance of the few and the 

liberty of a privileged class. The opening to the 

West is suspected to be aiding and abetting movement 

31 in the same direction . 

4.9 ERypt's ODP Vs. Policies of Other LDCs Towards 

Foreign Investment 

As we have seen, the Egyptian government has changed 

its attitude towards foreign investment and it has 

taken several steps in an attempt to encourage and 

motivate capitalists through promulgating Law No. 43 of 

1974. Then, after three years of experience, this law 

has been amended by Law No. 32 of 1977. The government 

is trying to encourage the Egyptian private sector and 

both Arab and foreign investors through giving them 

specific guarantees and a package of incentives and 

concessions. 

The main feature of the Egyptian Investment Law is 

that it allows all businessmen, irrespective of their 

nationality, to participate in the approved projects 

proclaimed by the GAIFZ. Thus, the investment Law does 

not discriminate between investors on the basis of their 

nationality. This means that the Egyptian Investment Law 

adopts the principle of "non-discrimination". In other 
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words, the Law does not restrict the operations of 

foreign investors to specific investment projects. Thus, 

it can also be said that the Egyptian investment Law is 

based on the principle of "generality" not on the 

IV exceptionality" principle. 

In addition, the Investment Law does not impose 

conditions on the repatriation of profits since the 

investors are allowed the automatic right to transfer 

their profits without interference from the GAFIZ as 

long as they realize self-sufficiency in their foreign 

currency. Moreover, the import-substitution projects 

have the right to transfer their net profits within the 

limits approved by the GAFIZ. 

Moreover, the Egyptian Investment Law grants a 

period of tax holiday which ranges from 5 years up to a 

maximum of 15 years. Such characteristics distinguish 

the Egyptian Investment Law from other investment laws 

applied by many developing countries. Many developing 

countries restrict foreign investment in certain 

sectors, either on the grounds of the political 

sensitivity of certain industries (especially public 

utilities, broadcasting, publishing, banking), or to 

reserve for local enterprises those industries with 

relatively simple technical and financial 

requirements. 32 



iso 

In addition, a number of countries (including India, 

Mexico, the Philippines, Yugoslavia, and most centrally 

planned economies) generally require that foreign 

investors hold only a minority equity participation in 

enterprises. 33 

Moreover, some countries impose conditions on 

remittances of interest and dividends as part of their 

permanent direct investment policies. This group 

includes the Andean Pact countries and Greece since they 

limit remittances to a certain percentage of invested 

capital. Algeria, for example, restricts the profit 

remittances to up to 15% of invested capital. S4 

Moreover, some developing countries do not permit 

foreign-owned firms to borrow from the local capital 

markets. These countries include, for instance, 

Argentina, Kenya, Nigeria, Peru, the Philippines, and 

Turkey. This policy aims to insulate the domestic 

financial system in order to maintain noncompetitve 

35 interest rates . 

In common with most of the investment laws, the 

Egyptian Investment Law grants investors specific 

guarantees and tax concessions. The aim behind adopting 

such a flexible strategy is to encourage the conversion 

of outstanding external debt into equity investments. 
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4-10 Summary: 

The Egyptian government on June 19,1974 issued Law 

No. 43 of 1974 concerning "Arab and Foreign Capital 

Investment and Free Zones". This Investment Law is 

considered the most comprehensive legal framework ever 

enacted for such purposes in Egypt. It offers investors 

a generous package of tax privileges and guarantees 

against political risk in an attempt to encourage the 

inflow of capital to Egypt. This new economic policy was 

known as the "Open-Door" Policy (Al-Infitah). 

There was no alternative to this liberalization 

policy in Egypt after the failure of the policy of 

socialism which was applied during the fifties and 

sixties throughout Nasser's era. 

This economic openness was not adopted randomly. The 

international variables that prevailed after the 1973 

October War in addition to regional and domestic factors 

made the Egyptian government, led by President Sadat, to 

re-assess objectively the previous economic policy, the 

socialist approach, and this led to the adoption of a 

new economic approach in an attempt to ease Egypt's 

mounting economic problems and to encourage the inflow 

of foreign capital to Egypt. 

The response of foreign investors to Investment Law 
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No. 43 of 1974 was not what the government would have 

expected. This spurred the government to investigate the 

situation in order to identify the problem areas and to 

take the necessary corrective measures. An open dialogue 

between Egyptian officials and investors during 197S and 

1976 highlighted the various obstacles which emanated 

from Law No. 43 of 1974 and led to the issue of Law No. 

32 of 1977 as an amendment to Law No. 43. 

Despite the above attempts taken by the government 

to create a reasonable investment climate in Egypt, the 

response of foreign investors was not as enthusiastic as 

the government hoped. Seventy per cent of the equity of 

approved projects is financed by the Egyptian investors. 

This means that Arab and foreign investors have, in 

general, a minority ownership in these approved 

projects. 

Finally, it could be said that Egypt has a 

favourable investment climate. A rating scale, adopted 

from the one described in Robert B Stobaugh's article: 

"How to Analyze Foreign Investment Climates? , 315, consists 

of eight economic and political factors as the bases for 

screening the investment climate of a particular 

country. The maximum and minimum scores of this rating 

scale are 100 and 8, respectively. The higher the total 

score of a country, the more favourable its environment 

will be, and vice versa. Based on this rating scale and 
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in the light of our discussion of the Investment Law No. 

43 of 1974 as amended by Law No. 32 of 1977, Egypt might 

obtain a score of 72 (See Table 4.1). 

One can, therefore, say that Egypt has a favourable 

investment climate. However, Egypt could obtain a higher 

score than 72 as Stobaugh's model did not consider the 

significance of such factors as the market size of the 

host country, its geographical location and the tax 

privileges offered to attract the inflow of foreign 

capital. Needless to say Stobaugh's model is very 

subjective, and it is difficult to assign proper weights 

for each category of investment climate. 
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Table 4.1 

Rating Scale for Evaluating a Countrys Investment Climate 

IScreening Factor 
I 
I 

Score 

IIndividual IRange forlEgypti 
ISubcategorylCategory II 

Il- Capital Repatriation: 
I 
I No restrictions 12 0-12 

1 Restriction based only 
I on time 
I 
I Restictions on capital 6 

1 Restriction on capital 4 
and income 

I Heavy restrictions 2 

1 No repatriation possible 10 

12- Foreijzn OwnershiD I 
I Allowed I 
I 
1 100% allowed and welcome 
I 

I 
12 1 0-12 1 

1 100% allowed, not 
I welcomed 
I 

10 

I Majority allowed 8 8 

1 50% maximum 6 

1 Minority only 4 

1 Less than 30% 2 

1 No foreign ownership 0 
allowed 
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Table 4.1 (Continued) 

IScreening Factor 

Score 

lIndividual 
; 
Range forlEgyptj 

ISubcategorylCategory II 
13- Discrimination and 
I Control foreijzn Vs. 
I Domestic business 
I 
I Foreign treated same as 1 1 0-12 1 12 1 
1 local I III 
I Minor restrictions on 1 10 111 

foreigners, no control I III 
I 

I No restrictions on 18 
foreigners, some controll 

I Restrictions and control 
I 

6 
on foreigners 

I Some restrictions and 
heavy control on 4 
foreigners 

I Severe restrictions on 2 
1 foreigners 

I Foreigners not allowed tot 0 
invest I 

14- Currency Stability 
I 
I 

I 
I Freely convertible 
1 

20 
I 
1 4-20 

1 Less than 10% open/black 18 
1 

1 market differential 

1 10% to 40% open/black 14 1 14 1 
1 market differential 
I 

II 

1 40% to 100% open/black 8 
II 

1 market differential 
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Table 4.1 (Continued) 

IScreening Factor 

Score 

lIndividual ; 
Range for; Egyptj 

ISubcategorylCategory II 

I Over 100% open/black 4 
1 market differential 
I 
Is- Political Stability 
I 
I Stable long term 12 1 0-12 1 

1 Stable but dependent on 1 10 11 10 1 
I key person 
I 

I 
I 

III 

I Internal factions, but Ia 
I 

government in control 

Strong external and/or 14 1 
internal pressures 
that affect policies 

I Possibility of coup or 2 
other radical change 

I Instability, real 0 
possibility of coup or 
change 

16- WillinKness to Grant 
Tariff Protection 

Extensive protection 8 1 2-8 1 
granted 

I Considerable protection 6 161 

1 Some protection 4 

1 Little or no protection 2 
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Table 4.1 (Continued) 

Score 

IScreening Factor IIndividual 
; 
Range forlEgyptl 

ISubcategorylCategory II 

17- Availability of Local 
I Capital 
I 
I Developed capital market, J 10 1 0-10 11 
I 
1 

open stock exchange I 
1 

1181 

1 Some local capital I 
111 
III 

I available speculative I III 
I stock market I 
I I 
I Limited capital market 6 

1 Capital scare, short terml 4 

1 Rigid controls over 2 
capital 

I Active capital flight 0 

18- Annual Inflation for lastl 
years: 

I less than 1% 14 1 2-14 11 

1 1% - 3% 12 

1 3% - 7% 10 

7% - 10% a 

1 10% - 15% 6 

1 15% - 35% 4 

1 Over 35% 2 

I Total 8-100 1 72 
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CHAPTER FIVE 

THE EGYPTIAN TAX SYSTEM AND THE LOCATION 

DECISION 

5-1 Introduction 

The investment location decision by MNCs is reached 

through a thorough assessment of the key elements of 

relevant tax factors in the light of the material non- 

tax factors. ' Therefore, the tax environment of the host 

country should be considered carefully in the light of 

the tax system prevailing, the various kinds of taxes 

and their rates, the allowances given to the taxpayers 

when calculating their tax base, the tax principles 

applied to the treatment of profits achieved by foreign 

corporations, and in general, the attitude of the host 

government towards foreign investors. 

Surrey and Tillinghast indicate the significance of 

the host countries which have low tax rates by saying 

that: 

Income, like water, flows to lower levels; and 
lower tax rates have a considerable 

2 
attraction. 

In addition, tax factors can be considered to be 

relevant when thinking of a new location particularly 

when the planners take the view that their task is to 

maximize the after-tax profits. ý' 
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This chapter deals with the following: 

(1) The Egyptian tax system. 

(2) The tax systems of host countries. 

(3) The Egyptian tax principles applied to the 

foreign investors in Egypt. 

5.2 The Egyptian tax system* 

The relative scarcity of capital that characterises 

most developing counties, has led these countries to 

depend on the attraction of capital from abroad. Thus, 

the corporation tax policy of the capital importing 

countries is greatly influenced by the tax treatment of 

earnings by the creditor countries to which they are 

4 remitted . 

Therefore, throughout the discussion of the various 

kinds of Egyptian taxes, we shall notice that these 

taxes have been affected by the policy followed in the 

capital-exporting countries. In the meantime, the trying 

to motivate and encourage foreign capital to be located 

in Egypt. The framework of the income tax system in 

Egypt has been established by the introduction of the 

schedular income tax by Law No. 157 of 1981. This tax 

was supplemented by a general tax levied on the income 

This part is based upon the Egyptian Tax Law No. 1S7 
of 1981 (in Arabic). Egyptian government is still 
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of individuals. It is noteworthy that this Law has 

repealed the previous income laws which included the 

Income Law No. 14 of 1939 and Law No. 99 of 1949 

concerning the general tax on income. 

Law No. 1S7 of 1981 covers the following kinds of 

income taxes: 

(a) The tax on commercial and industrial profits. 

(b) The tax on the profits of Fund companies. 

(c) The tax on movable capital. 

(d) The tax on property and capital transfers. 

(e) The tax on employment earnings. 

(f) The tax on non-commercial professions, and 

(g) The general tax on income. 

Before explaining the previous 

should be noted that the kind of 

according to the source of income. 

income stems from capital only, the 

will be the tax on movable capital 

stems from the collaboration between 

together, the tax levied will be thý 

and industrial profits and so on. 

income taxes, it 

tax levied varies 

For example, if the 

specific tax levied 

and if the income 

capital and labour 

e tax on commercial 

In addition, it is noteworthy that such taxes 

constitute an effective means in the hands of the 

Egyptian government to finance its huge public 
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expenditure. Table 5.1 shows that tax revenues cover 

more than 50 per cent of Egypt's total expenditure. 

Details on the amounts of these schedular taxes are not 

available. It is interesting to note the general fall in 

the ratio of Egypt's tax revenues to its total 

expenditure. The increase in the tax revenue is not in 

proportion to the rapid increase in the total 

expenditure incurred by the Egyptian Government. This 

may be due to the huge losses in tax revenues resulting 

from the Open-Door Policy which offered tax concessions 

to the approved projects as was discussed in the 

previous chapter. 

Table 5-1 

Percentage of Egypt's Tax Revenue to the Total 

Expenditure (in L. E. millions)* 

ff-: Z: ýý- I .-........... ....... 
Year I Total Expenditure 4 Tax Revenue I%I 

1977 3911 2490 63.7 

1978 4151 2690 1 64.8 1 

0.11979 1 S590 3227 S7.7 I 

1961 1 7892 S006 63.4 

I 1<)S2 1 11592 5923 S1.1 

1963 11195 6783 60.6 

1 1984 13161 7233 1 55.0 1 

1 1985 1494S 8272 1 SS. 3 I 

1 1986 17S40 9166 S2.3 I 

Source: Government Finance Statistics Yearbook, IMF, 1987. 
Year ending June 30 after 1979; year ending December 

31 through 1979. 
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Here is a brief discussion on such schedular income 

taxes as they are levied under the Egyptian Tax Law No. 

1S7 of 1981. 

5.2-1 The Tax on Commercial and Industrial Profits 

This tax is charged on the profits of each 

enterprise doing business in Egypt as long as it adopts 

the form of either an individual firm or a general 

partnership (Article 14). Thus, joint stock companies 

and limited liability companies and partnerships limited 

by shares are excluded from being subject to this tax. 

They, instead, are subject to the tax on profits of fund 

companies. Also, this tax is charged on the profits from 

brokerage and agency commission whether of a continuing 

or a casual nature (Article 1S), from the allotment and 

disposal of building sites (Art. 19), from the letting 

of furnished flats (Art. 20), and from the profits 

resulted from horticulture (for areas over 3 feddans) 

and plots in excess of one feddan used for growing 

medical plants, and nurseries, whatever their area, 

provided that these nurseries are not meant for private 

use (Art. 22). 

Thus, this specific tax follows the income source 

principle or what is known as the "territoriality" 

approach which will be discussed later in this chapter. 

Also, one of the main features of this tax is that it is 
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charged only on the net annual profit not on the gross 

profit (Art. 13). Article 24 of Law No. 1S7 of 1981 

reads: 

The net annual taxable profit is calculated after 

the deduction of all related expenses, mainly: 

The rental value of the premises occupied by 

the enterprise itself. 

Relevant depreciations calculated on the basis 

of historical cost of assets. 

2S% of the total cost of new machinery and 

equipment which are bought to be used in the 

production processes in addition to the 

ordinary depreciation mentioned in the previous 

clause. It should be noted that this extra 25% 

is deducted for only one year. 

All taxes paid by the taxpayer except the tax 

on commerical and industrial profits. 

All donations which are paid to the Egyptian 

government and public organisations. But 

donations paid to the Egyptian charitable 

organisations are deducted from the annual 
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taxable profit to the limit of 7% of the net 

prof it. 

The provisions made for certain or potential 

losses within the range of 5% of the net annual 

profit. 

The rewards paid to the employees within the 

range of three month salary. 

Social insurance contributions. 

Also, another important feature of the Egyptian Tax 

Law is its adoption of the sharing concept. This means 

that, as the government shares with the taxpayer in his 

profits achieved, it also allows him to carry forward 

any loss recognised by the Tax Department in any year 

for a maximum period of five years (Art. 2S). 

Moreover, the Egyptian tax legislation in an attempt 

to prevent economic double taxation, which can be 

defined as an income flow being subjected to more than 

one tax charge to tax under the same domestic tax 

systems. 's Article 26 of Law No. 157 of 1981 states that 

only 10% of the gross income which was subject to 

another specific tax will be included among the taxable 

profit. Moreover, the Egyptian legislation taxes also 

10% of specific income which has been exempted by this 
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law from being subject to specific tax, in order to keep 

and maintain the same advantage given by the law to such 

specific incomes. The objective behind this is to 

encourage and motivate persons to invest their savings 

in specific fields which are essential to the goals of 

the country's economic and social development plan. 

Moreover, the Egyptian tax Law in Article 32 offers 

the individual taxpayer a family relief which differs 

according to his family status as follows: 

L. E. 720 annually for the bachelor taxpayer. 

L. E. 840 annually for the married taxpayer who 

has no children or for the unmarried taxpayer 

who keeps children. 

L. E. 960 annually for the married taxpayer who 

keeps children. 

Thus, the Egyptian legislati, 

tax equity considerations. In 

graudated system of tax rates 

partners in partnerships. Article 

rates of the tax on commercial and 

follows: 

20% on the first L. E. 1000 

23% on the next L. E. 1500 

27% on the ensuing L. E. 2000 

Dn attempts to follow 

addition, it uses a 

for sole traders and 

31 determines the tax 

industrial profits as 
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32% on the remainder 

This graduation of tax rates shows clearly the 

principle of the ability to pay. 

Before ending discussion of this specific tax, it is 

important to note that this tax does not follow the 

separate entity approach, i. e., the individual 

enterprise and the partnerships have no legal entity 

separate from their owners. Accordingly, the tax on 

commercial and industrial profits is imposed upon the 

owners of the firm themselves as individulas. Therefore, 

we have found that the tax legislator has given a 

substantial amount as a reduction from the tax base as a 

personal relief for each individual taxpayer which 

differs according to his family status. 

In addition, the Egyptian government in an attempt 

to achieve its social and economic goals, and to 

encourage investors, whether they are Egyptian or non- 

Egyptians, has exempted specific fields of activity from 

being subject to this tax, mainly (Article 33): 

1. The income from apiculture projects. 

2. The income from fruit trees in desert areas or 

reclaimed land, as defined by the Ministers of 
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Finance and Agriculture for the first ten years of 

production. 

The income from breeding or fattening cattle for a 

period of five years. 

4. The income received by the owners of fishing 

vessels, who are members of a fishing co-operative, 

for a period of ten years. 

The profits arising from insurance funds belonging 

to enterprises which conform to the private 

Insurance Fund Law No. 54 of 197S. 

5.2-2 The Tax on the Profits of Fund Corporations 

This tax has been introduced for the first time in 

Egypt under a specific chapter by Law No. 157 of 1981. 

Before that, it was included within the tax on 

commercial and industrial profits by Law No. 14 of 1939 

which was repealed by the aforementioned Law. This tax 

is charged upon the annual net profits of the following 

enterprises engaged in activities in Egypt (Art. 111): 

The joint stock companies and partnerships 

limited by shares and the limited liability 

companies which are subject to the provisions 

of Law No. 26 of 19S4. 
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2. Banks and public sector companies. 

3. Foreign banks and foreign enterprises doing 

business in Egypt through a permanent 

establishment or through a subsidiary company 

in Egypt. 

Thus, this tax adopts the principle of 

territoriality. Also, it applies the separate entity 

approach since the enterprise has its own legal and 

judicial entity which is separate from the entity of the 

shareholders. But, what is more important here is that 

the Egyptian tax legislation does not impose tax on all 

profits achieved by the company, as the classical system 

of taxation does, but distinguishes between the profits 

distributed to the shareholders and those retained in 

the company so as to avoid what is called economic 

double taxation. In other words, the Egyptian Tax Law 

adopts what is called the two-rate system. This system 

will be discussed in the remaining part of this chapter. 

It means that the profits which have been distributed 

are deducted from the tax base after being taxed on 

movable capital at a flat rate of 32% (Art. 2), and the 

retained profits are subject to the tax on the profits 

of fund companies in the name of the company itself as a 

legal entity at a flat rate of 32%, except the profits 
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of oil companies where the tax rate is 40. SS% (Art. 

112) 

The general tax principles applied to calculating 

the tax on commercial and industrial profits are the 

same principles applied to the calculation of this tax 

base, especially Article 24 concerning the expense items 

deducted from the taxable profits, but here this article 

is read under Article 114. Also, the tax losses are 

carried forward for the following five years (Art. 115). 

Moreover, the Egyptian tax legislator in an attempt 

to encourage the taxpayers to invest in new capital 

assets, has made an exemption from tax on capital gains 

resulting from the disposal of these assets when they 

utilise the sale proceeds in obtaining new capital 

assets during the same year of disposal or during the 

next two years (Art. 117). It is noteworthy that this 

article is applied both to the individual taxpayer and 

partnerships (Art. 17). 

Again, the activities exempted from tax on 

commercial and industrial profits are exempted here as 

well according to Article 120. 
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5.2-3 The Tax on Movable Capital: 

Here the Egyptian tax legislation exerts tax on the 

income stemming from the utilisation of capital only. 

Therefore, all forms of income derived from the use of 

capital only shall be subject to the tax on movable 

capital, for example, dividends, interest, lottery 

prizes, income from insurance, etc. 

But to encourage persons to deposit their savings, 

the Egyptian government exempts specific items of income 

derived from the movable capital such as bank deposits, 

post office savings interest and the interest from 

government bonds (Arts. I and 4). 

This tax is charged at a flat rate of 32% of the 

gross income. Thus, no personal relief is given 

concerning the calculation of this tax base. 

One of the main characteristics of the tax on 

movable capital is that it is considered as a tool by 

the government to motivate persons to finance 

governmental projects through purchasing governmental 

shares and bonds in return for exempting the yield they 

obtain from any sort of taxation. In addition to this, 

exempting all sorts of interest paid by the financial 

institutions in Egypt. Thus, the tax policy can be used 

as an economic tool for the achievement of the goals of 
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the economic development plan, and at the same time as a 

social instrument used to raise the standard of living 

through the exemption of interest earned. 

5-2-4 Tax on Property and Capital Transfers: 

As we have seen that the capital gains resulting 

from the disposal of any capital asset belonging to an 

enterprise, whether they are subject to tax on 

commercial and industrial profits or tax on the profits 

of fund companies, have been exempted from being taxed 

if the sale proceeds are used in obtaining new capital 

assets in the same year of the sale or during the 

ensuing two years (Articles 17 and 117). 

Also, the revaluation gains resulting from the 

revaluation of the assets of individual enterprises and 

partnerships are exempted from being taxed in the case 

of offering these assets as a kind stake in the capital 

of a joint stock company or in the case of merger with a 

joint stock company provided that the owner of such kind 

stake does not dispose of the shares given to him in 

return for this kind stake within five years (Article 

17), otherwise any capital gain will be subject to the 

tax on commercial and industrial profits. 

Also Article 19 speaks about the way of taxing the 

disposal of a piece of land as follows: 
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Profits on disposal of land or constructed 
premises in city areas will be taxed at a flat 
rate of S% of the total value resulting from 
the sale. But for inherited property, the heir 
will be exempted from this tax if he disposed 
of this property at the time of inheritance or 
if he offered this inherited property as a 
kind stake in the capital of a joint stock 
company provided that he does not dispose of 
the shares offered to him in return for this 
kind stake within a period of S years. 

Also, the income stemming from arable land is 

subject to tax on the basis of its "annual rental value" 

assessed every ten years by a special central 

department. 6 The basic rate is 14 per cent of the annual 

rental value. 

Taxes on buildings, like the land taxes, are paid on 

the basis of the annual rental value as fixed by a 

special central department, or on the actual income when 

the building is rented. A deduction of 20% of the annual 

rental value is allowed against all expenses, including 

7 maintenance, which the landlord incurs . The tax rate 

ranges from 10% to 40% according to the average monthly 

rent per room as follows: 
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However, if the landlord rented the 

or a part of it as furnished, the income 

be subject to the tax on commercial 

profits, and the tax base will be the 

less SO% against all expenses incurred 

(Art. 20). 

whole building 

resulting will 

and industrial 

actual revenue 

Dy the landlord 

Finally, the inheritance tax is levied on the total 

estate and on shares of inheritance. 0 Estates under L. E. 

SOOO and shares under L. E. SOO are not taxed. Additional 

exemptions are provided in respect of houses for family 

living, collective insurance, and insurance of less than 

2000 for the benefit of a legal heir. 

Shares above L. E. 500 are taxed at an increasing 

rate according to their sizes and the relationship 

between the testator and the heirs. 
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5-2-5 Tax on Employment EarninRs 

This tax is levied on the income derived purely from 

employment performed in Egypt. Article 55 of Law No. 157 

of 1981 defines the scope of this tax. It reads: 

All salaries, wages, life annuities and more 
in the same manner (& c. ) paid by the 
government, public administration, municipal 
and local councils to any person whether or 
not resident in Egypt, and all salaries, 
wages, rewards, life annuities & c, paid by 
all organisations and individuals to any 
person resident in Egypt or to any person 
resident outside Egypt in consideration of 
services performed in Egypt. Also, all amounts 
received by only four named directors of 
private joint stock companies shall be subject 
to this tax within the limit of L. E. 5000 
annually ... Any extra payments shall be 
subject to the tax on movable income. 

Article S8 talks about the items of incomes 

exempted. It mentions that representation or reception 

allowances, incentive payments and such allowances 

related to the nature of the job done are exempted 

within the limit of L. E. 4000 p. a. 

Moreover, the taxpayer is allowed a family relief 

which amounts to L. E. 720 for the unmarried who supports 

children or for the married who has no children and L. E. 

960 for the married taxpayer who supports children (Art. 

60) . 
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Article 62 determines the tax deductions allowed. 

These deductions include: 

1. Payments in respect of the Social Insurance 

Laws. 

2 Life assurance premiums paid by the government 

servants and other employees within the range 

of 1S% of the annual taxable income or L. E. 

1000 whichever is the less. 

The tax rates are levied on a graduated base. 

Article 56 reads: 

After the application 
tax rates are determined a! 

2% on the first L. E. 480 
S". on the following L. E. 
1 0ý7 /0 on the following L. E. 
1S% on the following L. E. 
18% on the following L. E. 
22% on any extra sums. 

of Article 60, the 
S follows: 

480 
960 
960 
960 

Concerning foreign technicians employed in Egypt for 

not more than six months in a year, they are taxed at a 

special rate of 10% with no allowances and are not 

liable for any other Egyptian tax on their income (Art. 

S9). 

From the above discussion, it seems clearly that the 

tax on Employment Earnings adopts the territorial 
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approach and it gives a package of exemptions, personal 

and family allowances. This tax is withheld on payment 

of assessable income, on a monthly basis, in accordance 

with the published tables, the employer being 

responsible for the payment to the Tax Department within 

the first fifteen days of the month following of the tax 

due for the previous month. 

5-2-6 Tax on Non-Commercial Professions 

Articles 73 and 74 of Law No. 157 of 1981 determine 

the general features of the tax on non-commercial 

profits. First, this tax is applied to liberal and other 

non-commercial professions carried on by self-employed 

individuals where labour is the main constituent of 

their activity. Second, this tax is considered to be the 

tax of the General Law, i. e., any profession or 

activity, which is not subject to another specific tax, 

will be subject to the tax on non-commercial profits. 

Third, it adopts the tax calender year principle. 

Fourthly, it applies the principle of matching 

expenditures with revenues. So, the tax is calculated on 

the net annual income. Again, Article 74 speaks about 

the tax territorial principle, since it asserts that 

this tax is imposed on the net profits of non-commercial 

professions if these profits are stemming from 

activities or professions inside Egypt. 
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On calculating the taxable income, the following 

deductions are permitted (Art. 77): 

10% of net profit for what is called "professional" 

or "human" depreciation. This percentage is 

increased to 1S% for writers, authors and composers. 

Thus, the Egyptian tax legislator recognised, for 

the first time, the importance of the human being as 

a human asset by allowing a deduction in return for 

"human" depreciation. 

2. Payments to trade associations for pension 

provisions calculated at 10% of net profits. 

3. Life assurance premiums or policies on the 

taxpayer's own life. This deduction equals 1S% of 

net annual taxable income or L. E. 1000 whichever is 

the less. 

4. Donations of any amount to the government or public 

organisations. 

Donations of a maximum of 7% of annual net profits 

paid to charitable organisations recognised by the 

government and having their headquarters in Egypt. 

Article 78 allows tax losss to be carried forward 

for the following five years. 
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Article 79 allows for random estimate when the 

taxpayer has no regular accounting records supported by 

authentic documents. In this case, the tax base is 

determined by just deducting 20% of the gross profit 

against all expenses assumed to be incurred. 

Moreover, the taxpayer is permitted a family relief 

which differs in accordance with his family status as 

follows (Art. 81): 

1. L. E. 720 for the unmarried taxpayer. 

2. L. E. 840 for the married taxpayer who has no 

dependants or for the unmarried who supports 

children. 

3. L. E. 960 for the married taxpayer with 

children. 

Again, the tax rates concerning the tax on non- 

commercial profits are fixed at progressive rates as 

follows (Art. 7S): 

18% on the first L. E. 1000 

20% on the following L. E. 1SOO 

2S% on the following L. E. 2000 

30% on any exceeding amount 



163 

Finally Article 82 exempts the following incomes: 

1. Agricultural establishments except those 

mentioned in this Law 

2. The social, scientific or sports activities of 

non-profit making associations. 

The education institutions which are under the 

supervision of state organisations. 

4. The income received in the first three years of 

the practice by an individual of his 

profession. To qualify, the individual must be 

recognised by the appropriate professional 

syndicate and not be a member of a partnership 

unless the other member of the partnership also 

qualifies for this exemption. But, the 

exemption period will be one year only for an 

individual who starts the practice of his 

profession for the first time after the elapse 

of 15 years or more from the date of his 

graduation. 

5. The profits arising from text books produced by 

staff of universities and higher education 

institutes for the benefit of students and in 
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accordance with the rules of these universities 

and institutes. 

6. The profits of artists resulting from 

sculpture, photography and more in the same 

manner. 

5-2.7 The General Tax on Income 

Through a review of the various articles of the 

general tax on income, the following characteristics can 

be recognised from Articles 9S-101: 

(1) This tax is a supertax, i. e., it is a tax on the net 

cumulative income. 

(2) It is charged on the revenues achieved during one 

calender year. 

(3) What is more significant is that this tax is levied 

only on individuals. Thus, the general income tax is 

not levied on corporations. 

(4) As a general principle, all incomes which are 

subject to any of the previous schedular taxes will 

be subject to the general tax on income and vice 

versa. Thus only income exempted from being taxed 

will not be taxed under the general tax on income. 
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(S) This tax aims to achieve tax equity considerations 

among individual taxpayers according to their 

capacity to share in the public expenditure of the 

state. Thus, the general tax on income also adopts 

the graduated income tax rates to improve neutrality 

of income taxes. ' 

Thus, all incomes of the individual taxpayer on 

which a specific tax was charged will be subject once 

again to a supertax on the net aggregate income. Article 

99 gives the individual taxpayer a generous package of 

tax deductions. Among these deductions (provided that 

these deductions were not subtracted from a specific tax 

base so as to prevent a repeat of deduction) are: 

(1) Loan interest paid. 

(2) All direct taxes (including tax on land and property 

which is due for payment) paid in the previous year. 

Supertax paid under this law, inheritance tax and 

any fines are excluded. 

(3) All donations paid to the government and public 

organisations. 

(4) Donations paid to charitable institutions up to 7% 

of the net aggregate income. 
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(S) Pension contributions, alimonies and payments under 

court order (not bringing the individual a 

corresponding benefit) up to a maximum of 10% of the 

net aggregate income. 

(6) Life assurance premiums for the benefit of the 

taxpayer himself or for his wife or children; the 

deduction is restricted to 15% of the total net 

income or L. E. 2000 whichever is the less. 

(7) Purchases of bonds and shares of investment projects 

which are under the economic development plan of the 

state are deducted within the limit of 30% of the 

total net income and up to a maximum of L. E. 3000 

p. a. 

Again, the general tax on income follows the 

graduation of tax rates to achieve tax equity among 

taxpayers. According to Article 96, the tax rates on the 

successive slices are as follows: 

(1) The first slice up to L. E. 2000, the tax rate is 

nil. 

(2) The second slice which exceeds L. E. 2000, and up to 

10,000 the tax rate is 8% on the first L. E. 1000, 
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then it is increased by a rate of 1% for each 

ensuing L. E. 1000. 

(3) The third slice which is more than L. E. 10000, and 

up to 50000, the tax rate is 18% on the first L. E. 

10000, then it is raised by 2% on each following 

L. E. 5000. 

(4) The fourth slice which is higher than L. E. 50000 and 

up to L. E. 7SOOO, the tax rate is 32% on the first 

10,000, then it is raised by S% on each following 

L. E. SOOO. 

(S) The last slice which exceeds L. E. 75000, the tax 

rate will be SO%. 

Thus, if the taxable net cumulative income for an 

individual taxpayer is L. E. 7SOOO, he is going to pay a 

general tax on income amounting to L. E. 18320. This 

means that the average tax rate is just 24.4% which 

seems very reasonable, whereas under Law No. 99 of 1949, 

the tax rates of these slices were higher, for example, 

the last slice which was for over L. E. 10000, the tax 

rate was 9S% and this proved to be a significant 

obstacle in recruiting staff to work for the investment 

projects approved under Law No. 43 of 1974. To obviate 

this hard tax situation, the approved projects had to 

pay their staff and employees additional sums to 



compensate for the tax loss. 10 Thus, the Egyptian tax 

legislature is doing its best to improve the investment 

climate in Egypt. 

In addition, Article 101 assures the reciprocity 

principle when it mentions that foreign diplomats will 

be exempted from being taxed subject to reciprocity. 

It is noteworthy that the foreign individual 

taxpayer shall be exempted from the general tax on 

income during the tax holiday period provided that such 

income is not subject to a similar tax in the country to 

which income is transferred (Art. 16 of Law No. 43 of 

1974 as amended by Law No. 32 of 1977). 

Moreover, after the elapse of such a tax holiday 

period, the foreign individual investor will be entitled 

to an exemption from the general tax on income up to 5% 

of his share in the project's capital (Art. 17 as 

amended by Law No. 32 of 1977). 

In addition, as regards foreign experts and 

employees, all their employment earnings will be subject 

to the tax on labour earnings only. So, they will be 

exempted from the general tax on income (Art- 20 as 

amended by Law No. 32 of 1977). 
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To sum up, the Egyptian Tax Law is based upon 

specific taxes on income which vary according to the 

source of income. These specific taxes are tax on 

commercial and industrial profits, tax on profits of 

fund companies, tax on movable capital, tax on property 

and capital transfers, tax on employment earnings, tax 

on non-commercial professions. This schedular income tax 

is supplemented by a general tax levied on the net 

cumulative income of only physical individuals. 

In addition, each specific tax has its own package 

of allowances and personal relief which make the 

Egyptian Tax Law more equitable among various taxpayers. 

Moreover, the Egyptian Tax Legislation levies only 

one tax on the company's profits whether they are 

retained or distributed so as to prevent economic double 

taxation. Thus, the Egyptian Tax Law applies the split- 

rate system for profits achieved by corporations. Tax 

systems will be discussed in more detail in the rest of 

this chapter. 

It is noteworthy that the Egyptian Tax Law often 

follows the territoriality approach of taxation, in 

addition to the practice of the reciprocal treatment 

principle. 
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5.3 Tax Svstems of Host Countries 

The tax information system of the parent company 

should have the relevant information about the tax 

system adopted in the host country before deciding to go 

there and locate their venture. 

Tax factors of the host country may affect decisions 

on where to site new factories and other facilities. " 

But it is important to notice that, as a general rule, 

tax factors should not be the decisive factors. 

However, calculations should be made in after tax terms. 

Therefore, tax factors should be considered, together 

with tariffs and economic market conditions. 12 

There are, of course, important differences ih the 

structure of tax from one country to another (the 

classical., two-rate and imputation systems), and where 

similar taxation structures prevail, there are 

differences in tax rates and in the details of the 

determination of the tax base. " 

Here is a discussion of these different tax systems 

with emphasis on the British Tax System. 
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5.3.1 The Classical System 

Under the classical system, corporate income taxes 

are levied at a single rate. Dividends are then taxed as 

income to shareholders at their personal income tax 

rates. 14 This classical system is based upon the entity 

theory of financial accounting and modern corporate law 

in that it reflects the principle that a company has a 

personality that is entirely separate from that of its 

shareholders. 15 Therefore, the classical system is known 

as the "separate entity system". "' The classical system 

was introduced in Britain in 1965 and was in force until 

1973, but from 1973, the imputation system of 

corporation tax has operated. 17 

In the absence of relief against double taxation, 

the classical system will be very disappointing to the 

parent company and its subsidiary because the total 

burden of tax would be two charges to corporation tax 

and two charges to tax in respect of dividends if the 

host country and the country of the parent company have 

a classical system of corporation tax,. 10 This is because 

the profits achieved by the subsidiary company will be 

first totally taxed in the host country and again the 

dividend repatriated to the parent company will be 

liable to tax in the same host country, and when the 

parent company receives this dividend it will be taxed 
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to the corporation tax as a part of its total taxable 

profits in its own country, and, finally, when the 

parent company pays dividend, it will be liable to 

personal income tax in the hands of the recipient 

shareholders. 

Thus, the corporation tax and the personal income 

tax are imposed independently of each other, and there 

is no recognition of the fact that distributed 

corporate-source income is taxed twice: when received by 

the corporation and when received by the shareholder. " 

This means that there is no integration, at all, between 

the corporation tax and the personal income tax on 

shareholders. 20 Supporters of the classical system 

justify it on the grounds that the company is a legal 

person separate from the shareholders, and thus there is 

no legal double taxation. 21 Therefore, the total burden 

of tax borne by distributed profits is higher than that 

borne by undistributed profits and this means that there 

is clear economic discrimination in favour of retained 

profits. 22 

To sum up, the MNCs will be demotivated to locate in 

such host countries which follow the classical system of 

taxation because it does not provide relief for 

corporate distributions at either the corporation or the 

shareholder level 23 (partial integration system). 

Moreover, this system gets worse in the absence of 



193 

relief against double taxation. Therefore, the classical 

system may encourage the company not to distribute a 

high proportion of its profits in the form of dividends 

but it may make the company retain more profits or 

approach different methods of distributions where these 

distributions will not be liable to tax or will be taxed 

at a lower rate. 

5-3.2 Partial Inteizration Systems 

These systems aim at achieving partial integration 

of corporation and personal income taxes by providing 

relief for corporate distributions at either the 

corporation or the shareholder level . 
24 Therefore, 

partial integration systems include two systems: the 

imputation system and the two-rate system. 

5-3.2-1 Imputation or Dividend Credit System 

Under this tax system, a tax is levied on corporate 

income at a given rate; however, part of the tax paid 

can be treated as a credit against the personal income 

25 tax on dividends . 

Thus, this system provides relief at the shareholder 

level by providing a credit for part of the corporation 

tax against personal taxes due on dividends received by 

shareholders. If all the corporate tax allocated to 
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dividends is creditable, this system amounts to full 

imputation. 76 

The U. K. has adopted the imputation system since 1 

April 1973.27 The essence of this system is that when the 

shareholder receives his dividend, he is deemed to have 

already paid income tax at the basic rate on the 

dividend. Normally, dividends are "grossed up" by the 

amount of credit, then they are taxed at the applicable 

personal rate, and the credit is deducted from the total 

personal income tax owed by the dividend recipient. 28 Any 

excess of credit over the personal tax is refunded and 

vice versa. 

In the U. K., the rate of imputation is always set 

equal to the basic rate of income tax because the 

majority of sharesholders pay tax at the basic rate, and 

hence for a large number of dividend recipients no net 

payments or refunds are required. 2" 

The U. K. imputation system has become complicated 

because of the introduction of "Advance Corporation Tax" 

(ACT). ACT is equal to the "imputation credit" attached 

to the dividend. 30 Thus, ACT (and hence the rate of 

imputation credit) is defined as the ratio of the 

national tax paid by the company on behalf of its 

shareholders to the dividends distributed, and so is 

always expressed in the rather strange form of 30/70, 
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for example, in the case of a basic rate of personal 

income tax of 30%. ý" 

As we have seen, ACT is paid by the corporation on 

making any distribution and it is equal to the basic 

rate of personal income tax, but what should be noticed 

here is that this ACT is not a separate tax but only an 

32 advance payment of corporation tax 
. 

So, ACT is offset 

against the company's eventual liability to corporation 

tax 
. 

33 The net amount of corporation tax which is paid 

later is known as regular "Mainstream" Corporation Tax 

(MCT). But, there are many companies with small or zero 

tax liabilities, and for these companies the ACT is 

unrelieved, although any surplus of unrelieved ACT can 

be carried back against the two previous years' taxable 

income, or carried forward without liMit. 34 

As Frommel clarifies that, since many U. K. companies 

have no "mainstream corporation tax" liability, whenever 

they distribute dividends they accumulate a "surplus 

ACT" which in practice cannot be re(7ýový=trtz! d. He mRntions 

three causes for this surplus ACT"-35 

The U. K. has very generous depreciation allowances, 

e. g., the entire cost of plant, and machinery, 

whether new or second hand, can be deducted from 

taxable profits in the year of purchase. 
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Companies with stock in trade or work in progress 

are entitled to a deduction from taxable profits, 

which is designed to alleviate the effect of 

inflation on the increase of stock values (stock 

relief). 

The U. K. grants a credit for foreign taxes on 

income. This foreign tax is restricted to a credit 

against mainstream corporation tax. 

Thus, when a U. K. company with insufficient U. K. 

source taxable profits, and therefore with insufficient 

mainstream corporation tax, distributes its foreign 

source income, the foreign tax credit cannot be utilised 

in full. This situation may be known as an "'overspill" 

problem which arises mainly from "ACT". 3f' 

To clarify the above stated problem, the following 

example may be required: suppose that the foreign income 

is taxed at 40%, and that as much as possible is 

distributed to U. K. shareholders, the corporation tax in 

the U. K. is S2% and the U. K. follows the credit system 

for foreign income. The results will be as follows: 



197 

Foreign profits 1000 

Less: Foreign Tax 400 

Dividend passed on to U. K. shareholders 600 

Less: ACT (30%) 180 

Maximum "net" dividend 420 

Computation of U. K- Corporation Tax: 

Profits 1000 

Corporation Tax (52%) S20 

Less: ACT 180 

"Mainstream" Corporation Tax 340 

Less: Credit against foreign tax up to 340 

U. K. Tax Liability 0 

Needless to say in the case of a U. K. source income 

of E-1000, a high "net" dividend of E. 480 could have been 

paid compared to E420 in this case. Thus, the 

shareholders have lost E-60 as a dividend mainly due to 

ACT, since with ACT, the company cannot get a full 

credit against the foreign tax amounting to f-400. 

Another major problem related to the imputation 

system which faces the foreign subsidiaries operating in 

the U. K. This problem arises from the non-payment of the 

imputation tax credit to foreign parent companies, as 

these parent companies are not liable to personal income 

tax and hence they are not entitled to the imputation 
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tax credit. Thus, these credits will be effectively 

useless to the subsidiary company and its parent 

company. The U. K., furthermore, does not regard a 

payment of ACT as a dividend withholding tax for the 

purpose of double taxation agreements which has led to 

considerable dissatisfaction among foreign subsidiaries 

operating in the U. K. 37 

Thus, the imputation system seems irrelevant to the 

MNCs since it does not provide relief at the corporation 

level for corporate distributions. In other words, it 

does not allow the extension of such imputation tax 

credit as a means of an alleviation of the "double 

taxation" of dividends. 

5.3-2-2 The Two-Rate System 

Under a two-rate system, there is one rate of 

corporation tax applicable to undistributed profits and 

a lower rate applicable to distributed profits. 30 The 

distributed profits are taxed at a lower rate to take 

account of the fact that they will also be subjected to 

personal income tax in the hands of shareholders. This 

split-rate system, therefore, provides relief at the 

corporation level as it usually takes the form of a 

lower tax rate on corporate distributions. " Examples of 

countries that use this system include Germany, Japan 

and Norway. 40 In Norway, for example, profit 
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distributions are taxed at a rate of 23%, whereas 

retained earnings are taxed at SO. 8%. 

It seems that the dual system is relevant to the 

MNCs because it motivates the foreign subsidiaries 

operating under this tax system to repatriate profits to 

their parent companies abroad. Moreover, it gives them 

bargaining power when negotiating the rates of 

withholding tax with the host countries which adopt this 

two-rate system. So, there is a school of thought which 

says that an imputation system is preferable to a two 

rate system when it comes to negotiation of double tax 

treaties .41 
The reasoning being that a country with a 

two-rate system would wish to negotiate a high 

withholding tax on dividends flowing abroad to reduce 

the loss of total revenues, whereas a country having an 

imputation system would be unconcerned about the maximum 

dividend withholding tax and would therefore hope to 

negotiate from a position of strength. This was the 

principal reason why the Select Committee on Corporation 

Tax recommended Parliament to adopt an imputation rather 

42 than a two-rate system for the U. K . 

5-3-3 Full Integration Approach 

As has been mentioned the "full imputation" system 

is an innovation and allows the shareholder to credit 

in full the tax on the company's distributed profits 
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against his own liability to tax. 43 Under the full 

integration approach, all corporate income (whether 

distributed or not) and corporate income tax are imputed 

to shareholders-44 Thus, shareholders are taxed on their 

imputed shares of corporate profits (whether distributed 

as dividends or not). So, under this approach, the 

corporation tax and the personal income tax are said to 

be fully "integrated". 

Full integration of corporation and personal income 

tax has never been implemented in practice, although it 

has been proposed in some countries, notably in Canada 

45 by the Royal Commission on Taxation in 1967 . under this 

proposal, corporations were to be taxed at a rate of 

So%, while shareholders were to be subject to personal 

income tax on both dividends received and the share of 

undistributed profits allocated to them. That is, both 

dividends received and the share of allocated retained 

earnings, grossed up by the amount of corporation tax, 

were to be included in the personal income tax base of 

shareholders. To offset this, however, shareholders were 

to be entitled to a full credit of corporation tax 

against personal income tax due on dividends and the 

allocated share of grossed-up retentions. The amount of 

this credit exceeding the personal income tax was to be 

refunded to the shareholders. As a result, under this 

system all corporate profits would be subjected to tax 

at progressive personal rates and the corporation tax 
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would be no more than a means of withholding personal 

income tax. 

This system may be difficult to administer, that is 

because complete integration of corporation and personal 

income taxes along these lines requires considerable 

sophistication in the income tax structure. 

To sum up, it appears from the discussion of these 

tax systems that the most relevant system to the MNCs 

may be the two-rate system, as the countries which adopt 

L. his system levy a lower rate of tax on the distributed 

profits and thus this tax system encourages the foreign 

subsidiaries to repatriate directly the profits to their 

parent companies abroad, and in the meantime, this dual 

system allows the MNCs to negotiate with the host 

countries, which follow this system, from a position of 

strength concerning the withholding tax on dividends. 

Before ending our discussion here about these 

different systems of taxation, it should be noted that 

Egypt follows the two-rate system of taxation, since as 

we have seen in the beginning of this chapter, the 

Egyptian tax system distinguishes between retained and 

distributed profits so as to prevent economic double 

taxation on distributions. Thus, it seems that the 

Egyptian tax climate would be relevant and it motivates 
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the MNCs to establish businesses in Egypt from the tax 

point of view. 

5.4 Egyptian Tax Principles Applied to Foreign Investors 

in Egypt 

Profits achieved by foreign investors doing business 

in Egypt are subject to tax according to the Income Tax 

Law No. 157 of 1981 and Law No 43 of 1974 as amended by 

law No. 32 of 1977 concerning the investment of Arab and 

Foreign Funds. 

Through a review of the above two mentioned laws, 

the following principles can be identified which 

determine the tax treatment of those profits achieved by 

foreign businessmen who have investment in Egypt. 

Among these principles are: 

The territoriality principle; 

The matching principle; 

3. Double taxation relief principle; 

4. Tax equity principle; 

S. Principle of discrimination between distributed 

and undistributed profits; and 

6. Principle of granting tax concessions. 

Here is a discussion of these principles: 
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5-4-1 The Territoriality Principle 

Under the principles of national sovereignty, every 

nation claims the right to tax income that originates 

within its borders. Those adhering to the "territorial" 

principle confine their collection efforts to this 

income. Countries holding such philosophies include, for 

example, Hong Kong, Switzerland, Argentina, Venezuela, 

many Central American countries and Caribbean Islands. 46 

Thus, businesses headquartered or domiciled in these 

jurisdictions pay no taxes on dividends and other income 

earned outside the territory. 

Or, the other hand, most countries adopt what may be 

called the "jurisdictional" or "worldwide" principle of 

taxation primarily because of the greater revenue 

possibility. This philosophy holds that countries have 

the right to tap income arising outside their national 

boundaries when that income is earned by an entity 

domiciled, incorporated, or otherwise headquartered 

47 within their borders . Thus, under this system income 

earned overseas could be taxed twice. Consequently, 

double taxation problems will arise and such problems 

are often solved through double taxation agreements 

between countries. 
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Therefore, the "territorial" principle adopts the 

criterion of "source of income", while the "worldwide' 

principle uses the criterion of "residence of the 

taxpayer". Thus, when applying the worldwide approach, 

the problems of dual residence will arise. 

Unfortunately, domestic legislations do not agree on a 

single definition of residence . 
40 Residence is, of 

course, a factor which generally determines the scope of 

a taxpayer's liability to taxes. Two principles 

determine the residence of a company for tax purposes. 

First, when a company has been formed, i. e., 

incorporated in a country, it will be generally regarded 

as resident by the country of incorporation. Secondly, 

when a company has been incorporated in one country but 

has its place of management in another, it will, as a 

rule., be treated as resident by the latter, i. e., by the 

country where its central management is located. 4' 

The OECD model tried to solve the problems of dual 

residence by ending the conflict in favour of the 

country where the company has its place of effective 

management. Article (4), paragraph (3) says: 

Where by reason of the provisions of paragraph 
(1) a person other than an individual is a 
resident of the state in which its place of 
effective management is situated. 50 

The United Kingdom applies what the OECD model has 

suggested concerning the problem of dual residence. 
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Therefore, in the U. K. a company is considered to be 

resident at the place where its central management and 

control is exercised, not where the company has been 

incorporated. A company is resident in the U. K. when 

the directors who manage the business of the company 

meet in the u. K., and that is what the British courts 

have determined. These courts decided that a company 

resides where its mind and brain are, i. e., where its 

management and day-to-day control are located. al 

But under U. S. law, a domestic corporation is one 

that has been organised (incorporated) under the laws of 

the U. S. and any corporation organised abroad is a 

foreign corporation. 52 Thus, the U. S. treats place of 

incorporation as the test of corporate residence while 

the OECD model uses a "managed and controlled" test when 

it determines the corporate residence by the place where 

its "effective management" is situated. am 

From the above discussion, it appears that the 

problems of dual residence are always related to the 

application of the worldwide principle of taxation, as 

this creates the problem of double taxation. 

Through the review of the Egyptian Tax Law, - it seems 

that it follows the principle of "territoriality", 

Article (14) of Law No. 157 of 1981 says: 
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Tax on commercial and industrial profits is 
imposed upon the profits of any enterprise 
engaged in activities in Egypt... and this tax 
will be imposed upon the profits of any 
enterprise engaged in business in Egypt and 
those profits which stem from any activity 
carried out abroad as long as this activity 
has not been carried out abroad through an 
independent firm. 

Thus, it appears from this article that the Egyptian 

legislation imposes taxes only on companies which have 

business in Egypt whether these companies are owned by 

Egyptian nationals or by foreigners as long as these 

companies are doing their business within Egypt. This 

tax will also be imposed upon the dependent branches 

abroad, but, if that branch which is carrying out 

business abroad is independent, it will be exempted from 

being taxed in Egypt. 

Here an obvious mistake has been made by the 

Egyptian legislature in the use of the term 

"independent" branch, as the branch has no legal entity 

and is considered a natural extension of its head- 

office. So, the foreign branch is always dependent and 

it is taxed according to the concept of permanent 

establishment. "4 

It is wrong to describe the branch as "independent", 

as the Egyptian legislature did, but, if the branch is 

independent it is a "subsidiary" not a "branch", simply 

because all domestic legislations treat subsidiaries in 
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the same way as their domestic companies are treated as 

subsidiaries are separate legal entities. " 

When applying the principle of territoriality to 

Arab and foreign approved companies, the following cases 

can be distinguished: 

(A) Arab and foreign companies which have their 

effective place of manaRement in ERypt 

Here, tax treatment will be different according to 

the two following cases: 

(a) If these companies do not have independent 

firms abroad, then the tax will be imposed upon 

all profits whether they are achieved within 

Egypt or without Egypt. 

(b) If these companies are not engaged in business 

in Egypt while they have a firm or more abroad, 

they will pay no taxes on commercial and 

industrial profits, but instead, all sorts of 

distributions these companies get from abroad 

will be subject to tax on movable capital 

(Article 1, Law No. 157 of 1961). 
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(B) Arab and foreign companies which are managed and 

controlled outside Egypt 

In this case, only profits achieved within Egypt 

will be subject to the Egyptian taxes according to 

the "territorial" principle. 

To sum up, the Egyptian Tax Law applies the 

"territorial" principle concerning the profits 

achieved in Egypt by companies whether they are 

owned by Egyptian nationals or by foreign investors. 

However, concerning the profits which are 

achieved abroad, the Egyptian Tax Legislature 

distinguishes between two cases: 

(a) If these profits are achieved by branches, then 

the profits of these branches will be subject 

to tax on commercial and industrial profits in 

Egypt even if these profits are not remitted to 

the head-office in Egypt, and similarly any 

foreign branch losses will be offset against 

domestic source profits. 

(b) On the other hand, the profits of a subsidiary 

located abroad, will be exempted from the tax 

on commercial and industrial profits or from 

the tax on profits of fund companies according 

to the legal form of the recipient (Article 14 
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of Law 1S7 of 11981), but any distributions made 

by that subsidiary to its parent company in 

Egypt will be subject to the tax on movable 

capital (Article 1 of Law No. 1S7 of 1981). 

So, a clear contradiction has been made by the 

Egyptian legislator. At the time he exempts the 

profits achieved by subsidiaries abroad from a 

specific tax in Egypt, he imposes another specific 

tax on any distributions made by these subsidiaries 

to their parent companies in Egypt. So, the Egyptian 

legislature contradicts itself and applies the 

"worldwide' principle. Therefore, these two 

contradictory articles (1 and 14) of Law No 1S7 of 

1981 need to be re-examined and modified as the 

Egyptian legislature mentions in Article (14) that 

it applies the territorial approach, it contradicts 

itself in Article (1) when it mentions that all 

sorts of distributions made by subsidiaries abroad 

to their parent companies in Egypt will be subject 

to another specific tax. 

5.4-2 The Matching Principle 

In calculating the taxable profits of sole 

proprietorships, partnerships, joint-stock companies and 

limited liability companies, the Egyptian legislature 

assured the principle of matching revenues with their 
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relevant expenses. This assurance has been mentioned in 

Articles 24 and 114 of Law 1S7 of 1981. These articles 

were explained before when talking about the Egyptian 

Tax System. Thus, tax imposed on these entities engaged 

in business in Egypt will be calculated on the basis of 

net annual profit not on the gross annual profit as the 

Egyptian legislature did with the tax on movable 

capital. 

It can be noted here that there is a difference 

between accounting profit and taxable profit. Accounting 

profit is calculated after applying generally accepted 

accounting principles, whereas the taxable profit is 

calculated by the adjustment of accounting profit 

through the application of tax principles mentioned in 

the domestic Tax Code. a6 

Also, the main important principles used to 

calculate the taxable profit include, for example, the 

realisation principle and the accrual principle. 57 

5-4-3 Double Taxation Relief Principle: 

As has been mentioned earlier, the territorial 

principle is concerned withh the source of income 

irrespective of the nationality of the taxpayer or where 

he resides. Consequently, if this principle was to be 

adopted by all countries, it would appear to provide an 
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easy means of avoiding 

taxing the same income 

adopted basically the 

source of income. 58 So, 

are taxed only on incom4 

the country. 

the possibility of two countries 

flow provided the two countries 

same rules of determining the 

residents and non-residents alike 

that arises from sources within 

However, there is a flaw in the source principle in 

that it conflicts with the concept of the tax ability to 

pay because the taxable income will not include that 

part of income received by residents from outside the 

country. Partly for this reason countries have tended to 

adopt some sort of residence principle, particularly 

with respect to personal income taxation. " 

In contrast with the territorial principle, the 

worldwide principle, which is concerned with the 

taxpayer's nationality and his residence considers 

primarily the income recipient's ability to pay. Such 

income tax is not in principle a tax on income itself, 

but on the recipient of income, taking into account his 

income from all sources including that received from 

abroad. Thus, with the application of the worldwide 

approach, the problems of double taxation will arise. 

The next point is concerned with the definition of 

double taxation. Basically, there are two types of 

double taxation: 
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(a) Domestic Double Taxation 

Domestic double taxation occurs where one tax 

jurisdiction imposes tax twice in respect of the 

same taxable event and person. 60 This definition is 

concerned with what is called "juridical" double 

taxation simply because the same taxpayer will 

suffer from the burden of tax more than one time. 

Another definition of domestic double taxation says: 

The term economic double taxation is used 
to describe the phenomena of an income 
flow being subjected to more than one 
charge to tax under the same domestic tax 
system. 6L 

This definition is concerned with what is 

called "economic" double taxation, that is because 

the tax will be imposed on the same income more than 

one time, but not on the same taxpayer. This 

happens, for example, when imposing tax on the 

taxable profit of a domestic subsidiary, then 

imposing another tax when distributing, in whole or 

in part, that profit to its domestic parent company. 

Here there is no juridical double taxation because 

the subsidiary and the parent company are two 

different legal entities. But, if this previous 

situation happened in the case of a domestic branch 

and its head-office, there will be a juridical 

double taxation because the branch has no legal 

-ATh 
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entity. Thus, the branch and its head-office are 

considered as one entity. Accordingly, domestic 

double taxation may be economic or juridical. 

(b) International Double Taxation 

Again, international double taxation may be 

juridical or economic. 62 In a definition given by 

Frommel, he says: 

Double taxation can occur only when a taxpayer 
resident in one country derives from a source 
in the other a type of income which both 

63 countries have been given a right to tax . 

It can be noted that, this definition explains only 

one side of the international double taxation, i. e., the 

juridical double taxation. It is this phenomenon with 

which both Articles 23A and 23B of the OECD model were 

concerned. 64 These two articles deal with only juridical 

double taxation where the same income or capital is 

taxable in the hands of the same person by more than one 

state. Of course, this case should be distinguished from 

the so-called economic double taxation, i. e., where two 

different persons are taxable in respect of the same 

income or capital. 65 However, economic double taxation 

problems can be solved between the two states through 

bilateral negotiations. 
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As a general rule, the country of source has a 

"prior right" of taxation and the country of residence 

is left to decide by which method it will avoid and 

mitigate the double taxation of such income. 

Description of Methods for Alleviating International 

Double Taxation: 

Relief against international double taxation may be 

unilateral or bilateral. Bilateral relief is relief 

granted under agreements made between two states, 

normally in the form of a treaty. Each state agrees to 

grant the reliefs stated in the treaty because the other 

state will grant reciprocal reliefs. But, unilateral 

relief means relief which one state grants irrespective 

of whether any reciprocal relief is granted by any other 

state. 66 As of the first of January, 1977,179 bilateral 

conventions had been concluded between OECD Member 

Countries for the avoidance of double taxation. 67 

Unilateral relief and bilateral relief can take the 

form of exemption, credit or deduction. 

(a) The Principle of Exemption 

Under this principle, the profit is taxed only in 

one of the states concerned and is exempted from tax 

in the other country. The profit may be exempted 

from tax in the state of source (exemption on an 
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origin basis) or exempt from tax in the state where 

the recipient resides (exemption on a destination 

basis). 68 

The principle of exemption may be applied by 

two main methods: 

Full Exemption: This means that income may be 

taxed in one state, but the other state is not 

entitled to take that income into consideration 

when determining the tax to be imposed on the 

rest of the income. 69 

(2) Exemption with Frogression: The broad effect of 

this is that foreign source income which has 

been taxed in the origin country is not taxed 

by the state of residence, but that foreign 

source income can be taken into account when 

determining the progressive rate applicable to 

the taxpayer on the rest of his income . 
70 This 

system is adopted by Holland. 

(b) The Principle of Credit 

Under this principle of credit, the state of 

residence calculates its tax on the basis of the 

taxpayer's worldwide income, i. e., including foreign 

source income, and then gives him a credit against 

the foreign tax paid. Generally, foreign source 
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income is calculated gross (i. e., before the foreign 

tax) . 

The tax credit system is adopted by most 

ountries including the U. S. A. and the U. K. It was 

adopted by U. S. A. in 1918.71 When foreign dividends 

are received there is a distinction between a 

"direct foreign tax credit" - for the foreign 

withholding tax paid on dividends received from 

abroad 72 
- and the "indirect foreign tax credit", 

sometimes called the 

which means that the c 

paid by the foreign 

government is deemed to 

73 company . 

"deemed foreign tax credit", 

Drporate income tax actually 

corporation to the foreign 

have been paid by the parent 

The principle of credit may be applied by two main 

methods : 74 

Full Credit: This means that the state of 

residence allows the deduction of the total 

amount of tax paid in the state of source. 

(2) Limited or Ordinary Credit: Here the deduction 

given by the state of residence for the tax 

paid in the source state is restricted to that 

part of its own tax. 
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The U. S. has a credit system of double 

taxation relief, but it has a method of 

calculating the maximum credit for foreign tax 

which is different from the U. K. method . 
75 The 

U. K. requires each source of foreign income to 

be dealt with separately even in cases where 

there are two or more sources of foreign income 

which are situated in the same foreign country. 

Those limitations do not exist under the U. S. 

system which calculates the maximum credit 

either on a per country basis or on an overall 

basis, but unlike the U. K. not upon a per 

source basis. Thus, under the U. K. system of 

calculating the credit, the "overspill" problem 

of taxation will be more obvious than that 

followed by the U. S. 

(c) The Deduction Method: 

This means that foreign taxes will be deducted as an 

expense in the calculation of the home country 

taxable profit. Clearly this method is less 

advantageous than the credit method. 76 Thus, the 

distinction between this system and the credit 

system is that the foreign tax is deducted from the 

tax base, whereas under the credit system the 

foreign tax is a credit against tax liability. 

The refore, the deduction method will give less 

relief than the other two systems. 
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Assessment of Methods of AlleviatinR International 

Double Taxation 

In this part there will be a discussion to see to 

what extent the previous three methods of mitigating the 

international double taxation have contributed to 

solving that problem. 

The exemption method may be seen to solve the 

problem of international double taxation. But this 

system does not however, entirely solve the problem. 

That is because the income flow suffers a dividend 

withholding tax in the origin country and shareholders 

are subject to full personal income tax on the dividend 

they receive in the destination country without any 

relief in respect of the source country withholding tax. 

Thus, there is still an element of unrelieved 

77 international double taxation . To illustrate this 

point, suppose that company A, resident in state I, owns 

a subsidiary company B, which is resident in state II, 

the shareholders in company A are all residents in state 

I. Both states have a classical system of corporation 

tax with a rate of 50% and both states have a basic rate 

of personal income tax of 30%. Under the double tax 

treaty between the two states dividend withholding tax 

is limited to 15%. 
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On profit 100, Company B will pay state II 

corporation tax of 50 and if it distributes the balance 

of SO to company A that dividend will suffer state II 

withholding tax of 7.5 (i. e., SOx1S%) leaving a net 

dividend of 42. S. The net dividend of 42. S received by 

company A will be exempt from state I corporation tax in 

company A's hands. When company A distributes to its 

shareholders the 42. S which it has received, they will 

be liable to basic rate income tax at 30% on the 42. S 

which is 12.7S, leaving them with a net amount of 29.7S. 

But, in a purely domestic state I or state II case, the 

2hareholders could receive a net dividend of 3S out of a 

profit of 100 accruing to the company which is S. 2S more 

than the 29.75 received by the shareholders in this 

example. 

Also, where a credit system is in operation, the 

problem gets more complex, especially if the credit was 

confined only to the dividend withholding tax exacted by 

the source country, as the credit would be small, there 

would be a considerable amount of unrelieved 

international double taxation especially if the tax 

rates in the source country are higher than that of the 

residence country and the residence country grants only 

a limited credit. Thus, neither the credit nor the 

exemption systems carry the relief through to the 

shareholders in the destination country. Accordingly, a 

multinational corporation will be subject to a greater 



total tax liability than purely domestic corporations of 

either country. "'O 

In addition, the deduction system has been 

criticised on the grounds that the deduction of foreign 

taxes from taxable income in computing domestic tax due 

on income derived from abroad is, as has been noted, 

insufficient to provide full relief from international 

double taxation. So, this method is less frequently 

utilised by countries applying the residence principle, 

although it exists, for example, in the U. S. and Japan 

71 as an alternative to the credit method. 

Therefore, the aforementioned methods of alleviating 

the problem of international double taxation do not 

provide a full relief by the destination country towards 

the burden of foreign taxes paid in the source country. 

This element of unrelieved international double taxation 

may be known as an "overspill" problem. 80 One possible 

meaning of overspill is the problem of a taxpayer 

company having a credit for foreign tax which is larger 

than its corporation tax liability in the destination 

country. Thus, it has unused tax credit. A second and 

wider meaning of overspill is the phenomenon of profits 

derived from multinational corporations being subjected 

to a more severe total tax burden than that suffered in 

the case of profits derived from domestic corporations 

of either country. 
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In an attempt to solve the "overspill" problem, EEC 

Commission submitted to the Council of Ministers in 

August 197S proposals for harmonisation of corporate tax 

systems within the EEC. The Commission recommends a 

common imputation system and a common system of 

withholding taxes. 01 In essence, the proposals are a tax 

sharing system. The income from the subsidiary is 

subjected to the corporation tax system of the source 

country and then the tax levied is shared between the 

source country and the destination country by means of 

inter-state financial compensation. 

To sum up, the methods of alleviating international 

double taxation may not be sufficient to solve that 

problem. The result is that there is still an element of 

unrelieved international double taxation which may be 

known as the floverspill" problem. Thus, the 

multinational corporations which derive their profits 

from foreign sources may suffer from a greater burden of 

tax if they have been compared with domestic 

corporations which derive their profits from domestic 

sources. But, it can be argued that these conclusions 

may not be true due to the following reasons: 

(1) Multinational corporations may be in a better 

position than domestic corporations because of their 

ability to compete, to penetrate the markets and 
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increase their sales and consequently their ability 

to achieve higher profits than those achieved by 

purely domestic corporations which confine their 

operations in the domestic market. In essence, 

multinational corporations enjoy many advantages and 

privileges in the foreign markets which help them 

achieve higher profits which can offset their higher 

tax burden in their residence countries. So, their 

shareholders may be better off than those of 

domestic corporations. 

(2) Also, the above conclusions assume that domestic 

corporations are always able to achieve the same 

rate of profits achieved by multinational 

corporations. In my opinion this assumption is 

difficult to prove. Otherwise why do these 

multinational corporations go abroad looking for 

better investment opportunities while in the 

meantime they may be exposing their assets to 

expropriations and other sorts of political risks. 

(3) In addition, multinational corporations may have the 

ability to shift their tax liabi lity. 02 

The Egyptian Tax LeRislature and the Double Taxation 

Problem 
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The Egyptian tax legislature has been concerned with 

the case of double taxation, whether domestic or 

international, as follows: 

(a) Concerning Domestic Double Taxation 

Article 26 of Law No 157 of 1981 says that only 10% 

of the gross income which has been subject to 

another specific tax will be included in the tax 

base when determining the taxable profit of the 

taxpayer. Also, the Egyptian Tax Law taxes 10% of 

specific incomes which have been exempted by this 

law from being subject to a specific tax so as to 

keep the same tax advantage given by the Tax Law to 

these investors. 

Also, the Egyptian Tax Law treats the taxable 

profit as follows: 

(1) Distributed profits to the shareholders will be 

subject to a specific tax, i. e., tax on movable 

capital (Article 2 of Law No. 157 of 1981). 

(2) However the retained profits will be subject to 

another specific tax in the name of the company 

as a separate legal entity. 
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Thus--, the distributed profits are subject only 

to one tax. Consequently, economic double taxation 

has been totally eliminated. 

(b) Concerning International Double Taxation 

Egypt can be considered one of few countries which 

adopted the principle of relief against taxation and 

authorised the Egyptian Cabinet Ministers to 

negotiate and conclude bilateral tax treaties with 

other countries provided the reciprocal principle 

83 was adopted . 

Thus, tax treaties are one of the more 

conspicuous tax tools used by countries to eliminate 

or minimise double taxation problems . 
84 AThe tax 

treaty is a contract between two or more countries 

that seek to set certain guidelines in the taxation 

area to minimise the extent to which double taxation 

will hinder free trade. 85 

The existence of the Draft Convention published 

in 1963 made it possible to facilitate bilateral 

negotiations whether between OCED Member Countries 

or between the Member and non-Member Countries 

themselves, so as to reach a desirable harmonisation 

between their bilateral conventions for the benefit 

of both taxpayers and national administrations. 86 
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Tax treaties, thus, help achieve two major 

objectives : 07 

(1) To facilitate the international flow of goods 

and capital by eliminating or alleviating 

international double taxation; and 

(2) To set forth rules governing the allocation of 

the tax base between the contracting countries. 

The willingness of countries to restrict their 

tax jurisdiction by treaty depends essentially on 

the reciprocal nature of the agreement and on their 

desire to encourage the free flow of international 

investment. Thus, when the investment flows between 

countries which are approximately equal or where 

there is a strong desire to encourage the free 

movement of capital, there will be a strong 

incentive to negotiate tax treaties. 

From this discussion, it appears that it will be 

easier to negotiate tax treaties between two or more 

developed countries or between two or more developing 

countries. In contrast, the process of negotiating a tax 

treaty between a developed and a developing country 

usually presents a greater degree of complexity. " The 

main reason for this situation is that the flow of 

investment is predominantly in one direction from the 
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creditor to the debtor countries, and because there are 

significant differences in the wealth and capacity to 

raise revenue of the countries concerned. These 

differences, for example, are quite obvious when one 

considers the taxation of interest, dividends, royalties 

and shipping profits. 

Interest on loans would usually be a one-way flow 

from a developing to a developed country, but where both 

countries are developed countries, interest payments 

will be a two-way flow. Thus, a question arises 

concerning which country shall have priority in taxing 

such interest, the source country (developing country) 

or the residence country (where the creditor resides). 

Therefore, in the case of a developing country, forgoing 

taxation at the source will represent both a revenue 

loss and a foreign exchange loss. Dividends and 

royalties represent similar problems. 

Moreover, there is another major obstacle when 

negotiating a tax treaty between a developing country, 

like Egypt which offers a considerable package of tax 

incentives to stimulate foreign investors to establish 

businesses in it, and a developed country which applies 

the foreign tax credit system. " This system is generally 

adopted by many capital-exporting countries. This system 

would lead to one-sided sacrifice by the developing 

country and this sacrifice will be represented in a loss 
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of tax revenue and a foreign exchange loss as well, and 

this one-sided sacrifice would not benefit the foreign 

investor himself for whom these tax concessions have 

been made, but, instead, the beneficiary will be his own 

country. Consequently, there will be no real incentive 

to encourage him to invest in such a developing country. 

Therefore, the above mentioned problems should be 

considered carefully when negotiating a tax treaty 

between a developed and a developing country so as to 

help achieve a sort of mutual benefit between the two 

countries and in a way which will encourage the foreign 

investor to invest in such a developing country to 

assist it to overcome its social and economic problems. 

Some of the basic principles which should be taken 

into consideration when negotiating a tax treaty between 

a developed and a developing country include, for 

example, the following: 'O 

(a) The Principle of Primacy: In considering taxes on 

business profits and income from immovable property, 

the primary right of the source country to impose 

tax has not been in dispute. However, there is no 

agreement to apply the same principle with respect 

to income from movable property (namely interest, 

dividends and royalties) and income from shipping. 
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So, these areas of conflict should be reconciled 

between the two countries. 

(b) The source country should take into account expenses 

allocable to the earning of the income so that such 

income would be taxed on a net basis. 

(c) The source country's tax rates should not be so high 

in order to encourage foreign investment. 

(d) The source country should take into account the 

appropriateness of a sharing of revenue with the 

country providing the capital. 

(e) Finally, the home country should extend a method of 

relief from double taxation through either foreign 

tax credit or exemption. 

These basic principles have been considered wheh 

Egypt negotiates a tax treaty with other countries. The 

tax treaty concluded, for example, between Egypt and the 

United Kingdom states that the source country has the 

primary right to impose taxes on income from immovable 

property. Article 6 says that: 

Income from immovable property may be taxed in the 
contracting State in which such property is 
situated. "" 
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Also, the same tax treaty applies the principle of 

primacy concerning business profits achieved through a 

permanent establishment. Article 7 says that: 

The profits of an enterprise of a contracting state 
shall be taxable only in that state unless the 
enterprise carried on business in the other 
contracting state through a permanent establishment 
situated therein ... 

5-4-4 Tax Equity-Principle 

Tax equity between taxpayers was among the 

considerations which Adam Smith called for. He said: 

The subjects of every state ought to contribute 
towards the support of the government as nearly 
as possible in proportion to their respective 
abilities; that is in proportion to the revenue 
which they respectively enjoy under the 

93 protection of the state . 

The importance of fairness in taxation rests 

particularly on the natural desire of the governors and 

governed for justice. The most obvious requirement of 

equity or fairness is to treat equal people in equal 

circumstances in an equal way. This is called preserving 

a "horizontal equity". But if there should be 

discrimination between those who are not equal, such 

different treatment of people in different circumstances 

would be used to preserve what is called "vertical 

V4 equity" . 
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Lent also added: 

Tax equity calls for a tax on distribution that 
does not discriminate between foreign and 
domestic investors. " 

The Egyptian tax legislature has tried to achieve 

tax equity between taxpayers who are doing business in 

Egypt irrespective of their nationality. Thus, it tried 

to avoid such discrimination between domestic and 

foreign investors. For example, Article 6 of Law No 43 

of 1974 as amended by Law No. 32 of 1977 makes it 

possible for Egyptian nationals to take advantage of the 

same privileges granted to foreign investors, who have 

business in Egypt, by Articles 9,14,1S, 16,17 and 18. 

This Article, 6, reads: 

Irrespective of the nationality or domicile of 
their owners, projects in the Arab Republic of 
Egypt approved under the provisions of this Law 

shall enjoy the guarantees and privileges set 
forth in this Law. Subject to the Authority's 
approval according to its rules and regulations, 
projects established in any area of the areas 
set forth in Article 3 entirely with Egyptian 

capital and owned by Egyptian nationals shall 
enjoy the privileges and exemptions set forth in 
Articles 9,14,16,17 and 18. 

Moreover, tax conventions concluded between Egypt 

and any other country are based upon what is called the 

loreciprocity" principle of taxation in order to achieve 

tax equity between the subjects of the two countries and 

to achieve tax equity in terms of the loss of revenue 
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sacrificed by the tax authorities of the 

For example, the tax convention concluded 

and the U. K. achieves tax equity which is 

reciprocity principle between the nation 

establishments and enterprises of the two 

example, paragraph 2 of Article 23 reads: 

two countries. 

between Egypt 

based upon the 

als, permanent 

countries. For 

The taxation on a permanent establishment which 
an enterprise of a contracting state has in the 
other contracting state shall not be less 
favourably levied in that other state than the 
taxation levied on enterprises of that other 
state carrying on the same activities. 96 

5-4-5 Discrimination Between Distributed and 

Undistributed Profits 

This principle was referred to in this chapter when 

talking about the various tax systems of host countries 

and also when examining the Egyptian Tax System. 

As has been mentioned before the Egyptian Tax Law 

applies the split-rate system of taxation. Consequently, 

profits will be subject to only one tax whether they are 

distributed or they are reinvested in the business. 

According to the tax treaty concluded between Egypt and 

the U. S. A. any dividends paid by an Egyptian corporation 

to a resident of the United States shall be subject in 

Egypt to the tax on income derived from movable capital, 

and in the meantime these dividends shall be allowed as 
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a deduction from the company's taxable income. S7 

Thus, the remaining taxable income (undistributed) 

shall be subject to the tax in the name of the company. 

The same principle is adopted between Egypt and the 

United Kingdom. '" 

Of course, as these dividends are to be allowed as a 

deduction from the amount of the company's taxable 

profits, it must be distributed out of the taxable 

profits of the same taxable year and not out of 

accumulated reserves. 

It can be said that both split-rate and imputation 

systems tend to encourage the distribution not the 

retention of earnings. " Such a tax policy may be adopted 

only if the capital market is sufficiently well 

developed. "00 

So, Egypt as a less developed country is trying to 

encourage the retention rather than the distribution of 

earnings. Article 16 of Law No. 43 of 1974 as amended by 

Law No. 32 of 1977 exempted the proceeds of profits 

which are reinvested in the approved projects from being 

taxed for a period of five years. 
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5.4.6 The Principle of Granting Tax Concessions 

This principle is the main theme of this research 

and has been examined and analyzed in detail throughout 

the chapters of this thesis, that is because the 

philosophy of the new policy of economic openness is 

based upon this principle, i. e., this new policy adopted 

by Egypt is built upon offering tax and non-tax 

privileges to investors whether they are Egyptians or 

non-Egyptians in order to encourage the influx of 

capital to help Egypt establish and rebuild its economy. 

5-5 Summary: 

This chapter focused upon the Egyptian tax system in 

relation to the tax systems of other countries and gave 

an account of the tax treatment of foreign corporations 

in Egypt. First, Egypt's income tax system was examined 

in the light of Tax Law No. 1S7 of 1981. Egypt's Tax Law 

adopts the schedular income tax which is supplemented by 

the general Tax on income. Tax Law No. 1S7 included the 

tax on commercial and industrial profits, tax on profits 

of fund companies, tax on movable capital, tax on 

property and capital transfers, tax on employment 

earnings, tax on non-commercial professions, and the 

general tax on income. The Egyptian tax system has the 

advantage of levying only one tax on the taxable profits 
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whether these profits are retained or distributed in 

order to prevent the double taxation. 

Second, tax systems of other countries were 

discussed. These tax systems include the classical 

system, the imputation system, the two-rate system, and 

the full integration system. It was concluded that the 

most relevant tax system to the MNC may be the two-rate 

system, because under this dual system a lower tax rate 

will be levied on the distributed profits. 

Consequently, the dual system encourages the foreign 

subsidiaries to repatriate the profits to their parent 

companies abroad. In addition, the dual system allows 

the MNC to negotiate with the host countries, which 

follow this approach, from a position of strength 

concerning the withholding tax on the dividends. It is, 

therefore, interesting to mention that the Egyptian tax 

system may be relevant to foreign corporations to 

establish businesses in Egypt as it distinguishes 

between the distributed and undistributed profits. 

Finally, the 

was highlighted 

Egyptian tax ac( 

tax principles 

corporations in 

derived from the 

tax treatment of foreign corporations 

in the light of the philosophy of the 

aounting system which applies specific 

to the profits achieved by foreign 

Egypt. These tax principles can be 

Income Tax Law No. 1S7 of 1981 and the 
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Investment Law No. 43 of 1974 as amended by Law No. 32 

of 1977. The tax base of foreign corporations in Egypt 

is determined on such tax principles as the 

territoriality principle, the matching principle, the 

double taxation relief principle, discrimination between 

distributed and undistributed profits, and finally the 

principle of granting tax concessions. Thus, Egypt is 

trying to encourage the influx of foreign capital 

through its tax accounting system which applies 

specific principles towards a privileged treatment of 

foreign income achieved by foreign corporations which 

locate in Egypt. 
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CHAPTER SIX 

THE IMPACT OF INVESTMENT LAW 

NO. 43 ON THE INFLOW OF 

CAPITAL TO EGYPT THROUGH AN 

ANALYSIS OF PRIVILEGED DATA 

6-1 Introduction 

Investment Law No. 43 of 1974 was discussed in 

detail in Chapter 4. This law was amended after three 

years by Law No. 32 of 1977 in order to solve the legal 

problems which emanated from the application of Law No. 

43 of 1974. All these attempts aimed at attracting and 

encouraging the inflow of capital into Egypt. 

Law No 43 of 1974 as amended by Law No. 32 of 1977 

offered potential investors a package of incentives and 

guarantees which may be categorised into two broad 

categories as follows: 

(1) Tax Incentives 

The basic tax incentives offered to investors are: 

(a) Tax holiday period: The approved projects shall 

be exempted from corporate tax and the 

withholding tax and the tax on movable capital 
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during a period ranging from 5-15 years. The 

same treatment shall be extended to include 

undistributed profits re-invested in the 

project. 

(b) Income Tax: Investors shall be exempted from 

the general tax on income (personal income tax) 

during the tax holiday period. In addition, 

investors shall be exempted from this income 

tax up to a maximum of 5 per cent of their 

share in the equity of the project after the 

expiration of the tax holiday period granted to 

that project. 

(c) Duty exemption: All capital assets and 

equipment and components necessary for such 

approved projects shall be exempted or granted 

the privileges of deferred payment or 

instalment payment for all or part of the 

customs duties and any other tax or dues. 

(d) Exemption of interest due on foreign loans, 

concluded by approved projects, from all taxes 

and dues. This means that the interest shall be 

repaid in gross to the lender and shall be tax 

deductible from the taxable profits of such 

approved projects. 
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(2) Protection aRainst Political risk 

The main assurances and guarantees against political 

risk offered to investors are: 

(a) Approved projects may not be nationalized, 

confiscated or sequestrated. 

(b) Invested capital may be transferred out of 

Egypt in five annual instalments provided the 

elapse of five years from the date of 

importation of such capital unless the 

Investment Authority has decided to waive this 

condition. 

(c) Approved projects shall be permitted to 

transfer their profits in full out of Egypt. 

(d) Foreign employees are permitted to repatriate 

out of Egypt up to fifty per cent of their 

gross earnings from the project. 

The Egyptian government expected that the above tax 

incentives and guarantees would stimulate a rapid and 

continuous inflow of capital into Egypt. However, the 

influx of capital has been slower than the government 

anticipated. 
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This chapter attempts 

these tax incentives and 

the inflow of capital to 

privileged data which I 

Authority for Investment 

my visit last Bummer 1988. 

to investigate the impact of 

guarantees, in general, upon 

Egypt through an analysis of 

collected from the General 

and Free Zones in Cairo during 

6-2 Response by Foreign Investors to Law No. 43 of 1974 

Large numbers of foreign investors were impressed 

with the marked improvement in the foreign investment 

climate in Egypt after the 1973 October War. The extent 

of their interest in exploring investment opportunities 

was broadened by the promulgation of the comprehensive 

foreign investment Law NO. 43 of 1974, the responsive 

1977 amendment and the changes in the other laws and 

regulations. The result was many exploratory visits to 

Cairo and a fair number of projects was approved by the 

Investment Authority by comparison with Law No. 65 of 

1971 which resulted in only 46 approved projets, of 

which just five had reached the production stage over a 

two-year period. ' 

Table 6.1 shows inland foreign investment projects 

which were approved until June 30,1977. The table 

indicates that the implementation of projects was far 

from satisfactory. Four hundred and eight projects were 
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approved as of June 30,1977 with a total capital of 

L. E. 1.2 billion, while only 100 projects were "in 

production" by that date with a total capital of L. E. 

181 million, i. e., 15.3% of the total capital of these 

approved projects. 2 These results were certainly 

disappointing to Egyptian officials. In a 1977 progress 

report, the Investment Authority admitted that the 

"desired investment inflows have not appeared to date", 

and expressed disappointment over the failure of big 

U. S. firms to follow through after exploratory trips. 3 

In addition, Table 6.1 indicates that most of the 

capital commitment was in speculative investment 

activities. The most important sector by far at the 

production or operation stage was investment companies 

and banking. The five investment companies accounted for 

SS per cent of the committed capital and the seventeen 

banks accounted for 22 per cent. Consequently, 

manufacturing operations were small in size and confined 

to processing, assembling and warehousing activities. It 

is natural that banks and investment companies would be 

the early foreign entrants since one of their main 

functions is to be in a good position to advise and 

finance other prospective investors. However, these 

financial institutions have concentrated on financing 

private sector trade and the needs of the service 

sector. Moreover, they have placed substantial sums on 

the Eurodollar market. 4 
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Table 6.1 

Inland Foreign Investment Projects as of June 30,1977 

(in L. E. millions) 

-- 

Groups of 

Projects 

-w- 
I Approved lIn 

INo. lCapitaliNo. 

I 
Executionj In 

I Production 

lCapital I No lCapital 

1. Investment 120 1167.5 14 1 44.0 15 1 98.6 
Companies 

2. Banks 120 1 74.0 16 1 10.0 1 17 1 40.2 

3. Tourism 175 12S3.3 118 1 77.7 1 11 1 13.7 

4. Housing 124 1144.9 17 1 75.0 11 1 0.05 

S. Transportation 112 1139.6 12 1 10.7 13 1 3.2 

6. Health 8 1 36.0 12 1 2.4 1- I- 

7. Agricultural 115 1 27.6 13 1 1.3 1- I- 

8. Construction 120 1 7.5 11 1 0.1 17 1 3. S 

9. Textile 126 1 94.0 17 1 16.1 1 10 1 4.0 

10. Food & 12r. Cl 1 56.7 19 1 5.3 1- I- 
Beverage 

11. Chemical 194 
1 

1117.0 
1 

121 
1 

1 23.2 
1 

1 34 
1 

114.3 
1 

12. Engineering 120 
I 

1 33.0 
I 

15 
I 

1 5.8 
I 

15 
1 

1 0.8 
1 

13. Building 114 1 33.5 17 1 25.5 12 1 0.9 
Materials 

14. Metallurgical 119 1 16.4 18 1 11.0 3 0.8 

15. Pharmaceuticall 5 1 2.9 12 1 0.9 

16. Mining 14 1 2.8 12 1 0.6 12 1 0.7 

Total 14081 1182.011031 310.4 1100 1180.8 

Source: Carr, David, OP. cit., p. 57. 
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The above discussion shows that three years after 

the promulgation of Investment Law No. 43 on June 19, 

1974, the influx of foreign capital to Egypt was very 

slow and it was not what the government would have 

expected. This slow influx of foreign capital spurred 

the Egyptian government to seek to identify the problem 

areas so that corrective measures could be taken. These 

problem areas were discussed in detail in Chapter 4. 

Finally, as was mentioned in Chapter 4 Law No. 32 of 

1977 was promulgated to amend Law NO. 43 of 1974 in 

order to solve the legal problems which emanated from 

it. 

6.3 Response bv ForeiRn Investors to the 1977 Amendment 

Table 6.2 shows 

Law No. 32 of 1977 

problems which emai 

table makes a 

investment projects 

Law No. 43. 

the response by foreign investors to 

which was issued to solve the legal 

nated from Law No. 43 of 1974. The 

comparison between inland foreign 

before and after the adjustment of 

Table 6.2 shows that the total foreign capital of 

the projects that started production has been L. E. 355.6 

million since the adoption of economic openness in 1974 

until the end of December 1979, of which L. E. 174.8 

million has been invested since the passage of the 1977 
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amendment (49%). This indicates that there was no 

significant difference between the amount of foreign 

capital invested in Egypt whether under Law No. 43 or 

Table 6.2 

Inland Foreign Investment Projects "in 

Production", December 1974 to December 19795 

(in L. E. million) 

lUnder Law iUnder the 
INo. 43 Dec. 11977 amend- 
11974 to Iment, July I 

lGroups of ProjectsjJune 1977 11977 to Dec. 1 
I11 1979 

MI19 
INo-ICapitalINo. ICapital I 
I(l)I (2) 1(3 1 (4) 1 

If ------ I-2 

Total I 
I 

No lCapitall 
(S)l (6) 1 

11. Investment 151 98.6 
1 

131 1 28.1 1 36 
II 
1126.7 1 

Companies 

12. Banks 117 1 40.2 114 1 33.5 1 31 1 73.7 1 

13. Tourism Ill 1 13.7 110 1 6.4 1 21 1 20.1 1 

14. 
1 

Housing 11 
1 

0.05 121 
11 

0.35 1 3 1 0.4 1 

IS. Transportation 131 3.2 111 
1 

1S. 6 1 4 
11 
118.8 1 

16. Health II - 111 0.03 1 1 1 0.03 1 

17. Agricultural I-I - 110 1 22.2 1 10 122.2 1 
1 11 11 1 11 
18. 
I 

Construction 171 
II 

3.5 119 1 
II 

7.0 1 
I 

26 110.5 1 

19. 
I 

Consultation I-I 
II 

- Ill 1 
II 

1.8 
I 

1.8 

110. 
1 

Services I-I 
11 

- 110 1 
1 

. 3.0 1 10 1 3.0 1 

Ill. Textile 110 1 4.0 
1 

110 1 
1 

7.3 20 
11 
111.3 1 
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Table 6.2 (Continued) 

iUnder Law iUnder the I 
INo. 43 Dec. 11977 amend- II 
11974 to Iment, July I Total I 

lGroups of Projectsliune 1977 11977 to Dec. 1 I 
11 1979 

INo. ICapitaljNo.; Capital I No ICapitall 
1(1)1 (2) 1(3 1 (4) (5)1 (6) 1 

112. Food & I-I- 114 1 9.0 1 14 1 9.0 1 
I 
I 

Beverage II 
II 

II 
II 

I 
I 

II 
11 

113. Chemical 134 1 14.3 7 7.6 1 41 121.9 1 

114. 
1 

Wood Products I-I- 
11 

141 
11 

0.7 14 
1 

1 0.7 1 
1 

115. 
1 

Engineering 1510.8 112 1 9.5 1 17 
1 

110.3 1 

116. Building 
11 
1210.9 

11 
171 4. <9 

1 
19 

11 
1 5.8 1 

I Materials II II I II 
I 
117. 
1 

Metallurgical 
II 
1310.8 
11 

II 
112 1 12.3 

I 
1 is 

11 
113.1 1 

118. 
1 

Pharmaceutical l-I- 
11 

11 
12 1 1.8 

1 
12 

11 
1 1.8 1 

119. Mining 1210.7 
11 
13 1 3.8 

1 
15 

11 
1 4.5 1 

T t l 11001 180 8 1180 174 8 280 355 6 o a . 1 . 1 1 . 
1 

Source: Columns 1&2 from Carr, D., op. cit, p. 57. 
Columns 5&6 from the Investment Authority. 
Columns 3&4 are computed by the author. 
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under the 1977 amendment to Law No. 43. However, the 

1977 amendment appeared to have a positive impact on the 

number of foreign projects (64 per cent] in Egypt. 

It is noteworthy that the pattern of foreign 

investment following the 1977 amendment did not appear 

to have changed significantly. Financial institutions 

still have the highest percentage of total foreign 

investment under the 1977 amendment [L. E. 61.6 million, 

i. e., 35.2%]. However, there is an improvement in 

investment in desired and needed projects under the 1977 

amendment (Transportation, 9 per cent; agriculture, 12.7 

per cent; metallurgical, 7 per cent of the total capital 

invested under the 1977 amendment). Despite this 

improvement, the government is still not satisfied with 

the rate of investment in such projects. 6 

From the above discussion, it seems that the 1977 

amendment did not have such a significant impact on the 

inflow of foreign capital into Egypt as the government 

had expected. SeverienS7 argued that the slow inflow of 

foreign capital into Egypt is due to basic problems 

which could not be solved merely by changing the legal 

environment. The legislated investment incentives remain 

only a litany of good intentions. These problems 

include, for example, lack of infrastructural 

facilities, the reputation of being a socialist country 

during the fifties and sixties and the possibility of 
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nationalizing foreign-owned companies as Nasser did in 

1961, the chronic deficits in Egypt's balance of 

payments and the shortage of foreign exchange. These 

problems will be focused upon in Chapter 7. 

6.4 Evolution of Domestic and Foreign Capital Invest 

in Ejzvpt 

It is noteworthy that Law No. 43 did not aim only at 

encouraging foreign investors to invest in Egypt, but it 

also aimed at motivating the Egyptian investors by 

granting them the same tax privileges and guarantees 

offered to their foreign counterparts. 0 

Table 6.3 indicates domestic and foreign (Arab and 

non-Arab) capital invested in Egypt both before and 

after the promulgation of Law No. 43. "' The table 

indicates, very clearly, that the invested capital has 

increased remarkably under Law No. 43. This means that 

Law No. 43 has had a strong positive impact on the 

inflow of capital to Egypt. This positive impact may be 

attributable to several factors. First, the declaration 

of the Investment Law may have motivated the Egyptian 

and foreign investors to play an active and competitive 

role in the economy because foreign investors are 

permitted 
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Table 6.3 

Domestic and Foreign Capital Invested in Egypt in Inland 

Projects which are in operation (In L. E. million) 

Before Law No. 43 Under Law NO. 43 

Year Capital Year Capital 

1965 27.7 1975 1 176.5 

1966 29.4 1976 1 285.5 

1967 26.3 1977 1 155.7 

1968 42.3 1976 1 167.3 

1969 37.9 1979 1 410.7 

1970 41.0 1980 1 295.0 

1971 40.0 1981 1 509.1 

1972 41.0 1982 1 293.2 

1973 38.0 1983 1 466.2 

11974 27.5 1984 1 246.5 

198S 1 IS6.0 

351.1 3,161.7 

Source: 

(1) Amounts invested 
are obtained froi 

(2) Amounts invested 
are obtained 
Investment and 
Cairo. 

throughout 
m Carr, D., 

throughout 
from the 
Free Zoneý 

the years from 1965-1975 
op. cit., pp. 100-103. 

the years from 1976-1985 
General authority for 

s, Statistics Department, 

to establish joint ventures with the Egyptian investors. 

Second, the Egyptian investors have freer access to hard 
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currency in order to import all materials and equipment 

needed. Third, the Egyptian government established the 

Development Industrial Bank in 1976 for the purpose of 

providing credit to the private sector. "O 

Table 6.4 

Approved Inland projects owned in Full by Egyptians until 

198S (in L. E. million) 

Groups of 
projects 

ITotal lOwned by ITotal 
lApprovedlEgyptians lCapital 
lProjectsiNo. I%I 

lOwned by I 
lEgyptiansi 
I L. E. I% 

1. Industrial 1 567 1211 1 37.21 2075.2 1 544.4 126.2 
Projects I 

2. Financial 1 254 1110 1 43.31 1780.4 1 810.1 14S. S 
Projects 

3. Agricultural 1 202 1 50 1 24.81 317.0 1 78.7 124.8 
Projects 

4. Housing and 1 204 1106 1 52.01 S67.2 1 411.6 172.6 
Contracting I II I 'I I 
Projects I I 

S. Services I 21S 1 90 1 41.911047.6 1 401.4 138.3 
Projects I 

Total 11342 1 5671 42.31S787.4 12246.2 138.8 

Source: The General Authority for investment, Cairo 
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Finally, Article 6 of Law No 43 was amended by Law 

No 32 of 1977 to make it possible for Egyptian nationals 

to take advantage of privileges granted to foreign 

investors by Articles 9,14,16,17 and 18 of Law No. 

43. Such amendment of Article 6 of Law No. 43 has had a 

significant impact on the amount of capital invested in 

Egypt by Egyptian investors. As was mentioned in Chapter 

One 70 per cent of the total capital of approved inland 

projects was contributed by Egyptian investors. This 

means, in general terms, that on average foreign 

investors in Egypt have a minority ownership. In 

addition, as Table 6.4 shows that 42.3 per cent of the 

total number of approved inland projects is owned in 

full by Egyptians with a capital of L. E. 2246.2 million 

(39 per cent of the total capital invested in the 

approved inland projects until 1985). 

In sum, Law No. 43 of 1974 as amended by Law No. 32 

of 1977 did not seem to have the same positive impact on 

foreign investors as it has had on Egyptian investors. 

This may reflect that there are still problems facing 

them in Egypt which could not be solved merely by 

changing the legal environment. 
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6.5 Inland Projects Vs. Free Zones Prolects 

Table 6.5 indicates the evolution of the number of 
I 

approved inland projects until 198S and those projects 

which are in operation. The Table shows that the total 

number of approved inland projects until 1985 was 1342 

projects while only 780 projects (S8 per cent) are in 

operation. This means that there is a big gap between 

the number of approved projects and the number of 

projects which are in operation. This situation reveals 

a real problem concerning the slow down of investors, 

who got an approval from the General Investment 

Authority, but did not take the necessary steps to start 

their business in Egypt. Table 6.6 indicates that the 

General Authority for Investment withdrew approval which 

had been given to 30 projects with a total capital of 

L. E. 97 million because these projects did not take the 

serious steps required to start their activities. This 

phenomenon may be attributable to several reasons. For 

example, the General Authority for Investment relies on 

the foreign investor to initiate a project. For capital- 

intensive projects, the feasibility studies are 

expensive and many foreign investors did not devote time 

and money for a detailed assessment of a project which 

the Investment Authority might not approve. These 

investors attempt to get the approval of the Investment 

Authority on the idea of the project first before 

incurring expenditure for the feasibility study. After 
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the project is approved by the Investment Authority, the 

feasibility study may indicate that the project should 

not be undertaken. " The result of this procedure is the 

subsequent cancellation of many investment projects 

which were approved by the Investment Authority and may 

affect the total size of foreign capital invested in 

Egypt. In addition, foreign investors undertaking 

capital-intensive projects may encounter difficulties 

with various agencies over priorities on the allocation 

of power, communications and other basic items needed to 

establish a new project. This situation may also reduce 

the total size of foreign investment influx in the 

country. 12 
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Evolution of the number of Inland Projects 

in Egypt until 1985 

Year Approved I In Operation 

1976 189 52 

1977 94 45 

1978 122 62 

1979 112 85 

1980 129 81 

1981 196 103 

1982 146 113 

1983 99 109 

1984 144 98 

1985 32 

Total 1342 780 

Source: This table has been prepared from various tables 
obtained form the Investment Authority, Cairo. 
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Table 6.6 

The Withdrawn Projects During the Period from 1st January to 

June 30,198S. 

(in E. L. million) 

Investment Activities No. iCapital I 

I. Industrial Projects 9 1S. S 

1 2. Financial Projects 14 1 66.7 1 

3. Housing and Contracting 2 9.7 1 

1 4. Services Projects 5 1 5.0 

Total 30 1 96.9 

Source: The General Authority for Investment, Cairo. 

The withdrawal of some approved projects needs to be 

examined thoroughly. To identify the reasons behind the 

withdrawal of such projects, which had an approval from 

the Investment Authority, it was necessary to conduct 

interviews with the senior executives of these projects 

who had decided to invest in Egypt, and had then 

withdrawn their investments out of Egypt. To identify the 

reasons for disinvestment is essential and will help fill 

in a gap in the existing theories of foreign direct 

investment which concentrate only on the motives for 

investment overseas. Yet, to get access to the names and 

addresses of those projects which had withdrawn from 

Egypt proved to be impossible during my interviews with 
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senior officials at the Investment Authority. 

Finure 6.1 

(2) (3) 
IPre-approval Stagel Execution Stage Wroduction Stage I 
ISai 
I-Negotiations I-Acquisition of I-Actual Productioni 
II Licenses II 
IIII 
I-Feasibility I-Construction of I-Marketing I 
I studies I Premises II 
IIII 
I-Application I-Importing I-Manpower Trainingi 
I Forms I Materials and I Programmes I 
II Equipment needed II 
IIII 
I I-Installation of I 

I Equipment 

I-Manpower 
I Recruitment 

Fig. 6.1 indicates three stages namely the pre- 

approval stage, the execution stage, and the production 

stage. What is needed, especially in the case of Egypt, 

is to prepare a time-table for each of these three 

stages and sub-stages in order to have an up-to-date 

account of the seriousness of investors once they have 

got an approval from the Investment Authority in an 

attempt to ease any sort of impediments the investors 

may encounter when taking the executive steps to start 

their activities in Egypt. This sort of mutual 

cooperation between the Investment Authority and 

investors will help reduce the gap between the number of 
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approved projects and the number of projects which are 

in operation. 

On the other hand, Table 6.7 indicates the evolution 

of the number of free zones projects approved by the 

Investment Authority until the end of 1985 and the 

number of such projects which have already started their 

activities. 

The table shows that the total number of free zones 

projects approved was 307 projects, out of which 2S4 

projects (83 per cent) have already started operations. 

These results contrast with the above results found in 

the case of inland projects, where it was found that 

only SS per cent out of the total inland approved 

projects have started operations. This indicates that 

the investors of free zones projects, in general, take 

the administrative and executive procedures to start 

their activities once they have got the Investment 

Authority's approval. 

In addition, table 6.8 makes a comparison between 

inland and free zones projects since the adoption of the 

open-Door Policy in 1974 until the end of 1985. The 

table indicates that investors of free zones projects 

are, generally, more seriously committed towards the 

start-up of their operations and activities than those 

of inland projects. This gap between the inland and free 
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zones projects is mainly related to the fact that most 

projects in the free zones are engaged in speculative 

activities. 

Table 6.7 

Evolution of the number of Free Zones Projects, End 

1985. 

Year Approved In Operation 

1975 12 2 
1976 57 is 
1977 38 13 
1978 52 39 
1979 22 37 
1980 28 43 
1981 46 34 
1982, 13 35 
1983 20 12 
1984 9 is 
198S 10 9 

Total 307 254 

Source: This table has been prepared from various 
tables obtained form the Investment 
Authority, Cairo. 
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Table 6.8 

A comparison between inland and Free zones Projects, 

End-198S (in L. E. million) 

iApproved iProjectB in Productionj 
Wrojects II 

I No I Capitall No 
i% iCapitall 

% 1. 

IInland Projects 113421 5,787 1 7801 581 2,1985 
-51 

IFree Zones Projectsi 3071 816 1 2541 831 563 1 69 1 
iiaAi 
I Total 11649i 6603 1 10341 621 3548 153.7i 

Source: This table has been prepared from various 
tables obtained from the investment 
Authority, Cairo. 

As Table 6.9 indicates, 81 per cent of the total 

capital in free zones projects is invested in such 

speculative activities, while only 19 per cent of such 

total capital is invested in industrial activities. 

Finally, table 6.10 indicates sources of direct 

investment in Egypt in the approved inland and free 

zones projects since the declaration of Open-Door Policy 

until the end of December 1985. The table shows that 

Egyptian investors finance 66 per cent of the total 

equity of these approved inland and free zones projects, 

and this is contrary to what the Egyptian authorities 

had hoped when the Investment Law No. 43 was launched in 
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1974, since the Egyptian government hoped that Law No. 

43 would especially encourage the formation of many 

trilateral arrangements, combining venture capital from 

oil-rich Arab states with Western technology and know- 

how and Egyptian manpower. 13 

Table 6.9 

Sectoral DistributEcid-008Sree Zones Projects, 

(in L. E. million) 

r- I 
lGroup of Activities I Number of Projects Capital 

11. Warehousing 197 1 149.5 

12. Services 1 35 1 280.7 
111 
13. Trade and Finance 161 232.2 
111 
14. Industrial 1 69 1 153.4 1 

Total 307 815.8 1 

Source: The General Authority for Investment, Statistics 
Department, Cairo. 
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Table 6.10 

Sources of Direct Investment in Egypt in the Approved 

Inland and Free Zones Projects, End-198S 

(in L. E. thousand) 

Investors 
iInland 
m 
lCapital 

Projectsi Free Zones 
N2 I% lCapitall %I 

IThe Egyptian Public Sector 11457590 125 1 1126511 14 1 

IThe Egyptian Private 
1 

SectorJ2594779 
1 

145 
1 

1 1892S71 
11 

23 1 
1 

lArab Countries 
1 

1 91847 
1 

116 
1 

1 3192251 
11 

39 1 
1 

1U. S. A. 
1 

1 250657 
1 

1 4.3 
1 

1 S22301 
11 

6.41 
1 

1E. E. C. 
1 

1 370158 
1 

1 6.4 
1 

1 344711 
11 

4.21 
1 

10thers 1 199386 
i 

1 3.3 
i 

1 10803SI 
ii 

13.41 
i i 

I Total 
I 

1 57874171100.0 
aa 

1 81S8691100.0i 
A 

Source: This table has been prepared from 
various tables obtained from the Investment 
Authority, Cairo. 

6.6 British Direct Investment in Egypt 

Table 6.11 shows the sectoral distribution of the 

total British direct investment in Egypt in the "in 

production" inland and free zones projects since the 

declaration of economic openness in 1974 until the end 

of December 1987. The table indicates, in general, that 

there is no significant difference between the total 
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number of British investment projects (irrespective of 

the size of these projects) in Egypt under the two 

stated periods (from December 1974-June 1981 and from 

July 1981-December 1987). The same observation applies 

to the amounts invested by British investors in these 

inland and free zones projects under these two stated 

periods where the amounts invested were increased by 

only L. E. 6.7 million under the second period (from July 

1981-December 87). Needless to say the effect of 

inflation was ignored. 14 Thus, the time factor has not 

had an impact either on the number of British investment 

projects in Egypt or on the British equity invested in 

these projects. 

In addition, the table indicates that chemical 

industries seem to have the highest percentage of the 

total British direct investment in Egypt (30 per cent). 

The reasons behind such concentration on chemicals are 

highlighted in Chapter 8. Storage and services sectors 

accounted for 21.6 per cent of the total British 

investment in Egypt. This means that British investors 

seem to have a greater propensity to invest in those 

projects which are characterised by short-term, high 

growth rate of cash inflow, and low cost of capital 

which secure a safe and relatively high return on 

investment. 15 Financial institutions projects have 
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Table 6.11 

Sectoral Distribution of British Direct 

Investment in Egypt, end-1987 

(in L. E. thousand) 

1 Groups of 
I Activities 
I 
I 
I 

iFrom Dec. iFrom July 81i Total i 7. 
1 1974 to Ito December II 
IJune 1981 1 1987 Icapitall 

lNo. lCapitaliNo. lCapital III 
aNaINiI 

11. 
I 

Finance 161 
II 

3141 17 
I 

1 7054 
I 

110195 
I 

11S. 81 
11 

12. 
1 

Tourism 111 
11 

910 1- 
1 

I- 
1 

1 910 
1 

1 1.41 
11 

13. 
1 

Contracting 161 
11 

870 15 
1 

1 1983 
1 

1 2853 
1 

1 4.41 
11 

14. Consultation 131 187 12 1 178 1 365 1 0.61 
1 11 1 1 1 11 
IS. 
1 

Textile 121 
11 

267 12 
1 

1 742 
1 

1 1009 
1 

1 1.61 
11 

16. Engineering 121 1S72 13 1 920 1 2492 1 3.91 
0 11 1 1 1 11 
17. 
1 

Metallurgical 21 
1 

1300 13 
1 

1 1720 
1 

1 3020 
1 

1 4.71 
11 

18. 
I 

Chemical 121 
II 

4431 13 
I 

114760 
I 

1 1919 
I 

130.01 
II 

19. Storage and 16 111523 13 1 2294 113817 121.61 
1 Services II I I I II 
I II I I I II 
110. Pharmaceutica ll -I - 12 1 196S I 196S 1 3.01 
1 11 1 1 1 11 
Ill. Building 111 480 1- I- 1 480 1 01.81 
I Materials II I I I II 
I II I I I 11 
112. 
1 

Petroleum 151 
11 

4064 1- 
1 

I- 
1 

1 4064 
1 

1 6.21 
11 

113. Food & I-I - 12 1 3800 1 3800 1 6.01 
1 Beverages II 

M 
I 
I 

I 
M 

I 
I 

II 
I 
I Total 

I 
1 361 28745 1 321 35416 1 64161 

II 
1100 1 

Source: This Table has been prepared from various tables 
obtained from the Investment Authority, Cairo. 
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attracted about 16 per cent of the total British 

investment in Egypt. This may be attributable to several 

factors. First, Egypt's banking system is well developed 

in such a way that foreign banks may be motivated to 

participate in joint ventures with Egyptian banks. 

Second, the liberalization of banking laws (197S) 

allowed greater flexibility in the banks' day-to-day 

operations and introduced greater competition in the 

operations of the banking sector. 10 Finally, foreign 

banks are mostly concentrated in the more developed 

areas (in Cairo and Alexandria) in such a way that these 

projects are not faced with the problems of 

infrastructure. 

On the other hand, concerning the capital-intensive 

projects, table 6.11 provides evidence that British 

investors are not enthusiastic to invest in the desired 

and needed projects (such as tourism which represented 

1.4% of the total British investment, textiles which 

represented 1.6%, engineering which represented 3.9%, 

metallurgical which represented 4.6%, and pharmaceutical 

which represented 3%). This phenomenon may be 

attributable to several reasons which are external to 

the Investment Law No. 43. First, investors undertaking 

capital-intensive projects may encounter difficulties 

with various agencies over priorities on the allocation 

of power, communications, and other basic 

infrastructural facilities needed to set up a new 
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project. This situation may reduce the total size of 

foreign investment inflow into Egypt. X7 Second, the 

Investment Authority relies upon the investor to make 

feasibility studies which are expensive for these 

capital-intensive projects. Third, these capital- 

intensive projects may be hindered by a lack of adequate 

technology as in engineering industries or may be 

encountered by such problems as strict government 

control on access to local raw materials as in the case 

of the textile industry where private sector companies' 

accessability to yarn is limited. Finally, the strong 

involvement of public sector companies in such 

industries as health and pharmaceuticals may not 

motivate foreign investment participation. 

6.7 Summary: 

This chapter has exami 

Law No. 43 on the inflow 

through the analysis of 

the Investment Authority 

statistical data indicated 

ned and assessed the impact of 

of foreign capital to Egypt 

privileged data obtained from 

in Cairo. Such analysis of 

the following: 

(1) Response by foreign investors during the first three 

years of issuing Law No. 43 proved to be very low 

and this spurred the Egyptian government to seek to 

identify the problem areas so that corrective 

measures could be taken, and this resulted in 
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enacting LaW NO. 32 Of Vý4'11 t-0 Mleffid tht It'AU-11 

issues emanating from Lam NO, 4-3. 

(2) The 1977 amendment did not have such a significant 

impact on the inflow of foreign capital to Egypt as 

the government had anticipated. Severiens explained 

that such slow inflow of capital to Egypt is due to 

basic problems which could not be solved merely by 

changing the law. 

(3) Through examining the evolution of domestic and 

foreign capital, it was found that 70 per cent of the 

total capital invested in the approved inland 

projects was financed by Egyptian investors. 

Moreover, about 40 per cent of the total capital of 

these approved projects was owned fully by Egyptian 

investors. This means that, in general, foreign 

investors in Egypt have a minority ownership in 

these joint ventures. Consequently, Law No. 43 as 

amended by Law No. 32 of 1977 did not seem to have 

the same positive impact on foreign investors as it 

has had on their Egyptian counterparts. These 

results are contrary to what the Egyptian government 

had hoped from the declaration of the Open-Door 

Policy which aimed at encouraging the formation of 

trilateral arrangements, combining venture capital 
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from oil-rich Arab states with Western technology 

and Egyptian manpower. 

(4) A comparison between inland projects and free zones 

projects has indicated that there is a wider gap 

between the number of approved inland projects and 

the number of inland projects which have already 

started production than that of free zones projects. 

This means that investors of inland projects are not 

so enthusiastic to take the executive steps to start 

up their business in Egypt once they have got an 

approval from the Investment Authority. In addition, 

the Investment Authority withdrew approval which had 

been given to 30 projects. 

On the other hand, it was found that investors 

of free zones projects seem to be enthusiastic 

towards the start-up of the 

once they have got their 

Investment Authority. But, it 

most free zones projects are 

activities and only 19% of 

these projects is invested in 

ir business activities 

approvals from the 

is noteworthy that 

engaged in speculative 

the total capital of 

the industrial sector. 

(5) Finally, on assessing British investments in Egypt, 

it is found that the total capital invested in Egypt 

since 1974 until the end of December 1987 is L. E. 64 

million which is equivalent to just E16 million. 
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This amount is just a small fraction of the amounts 

invested by Egyptian investors. In addition, the 

bulk of British investments goes to chemicals, 

services and financial sectors, which attracted 64.4 

per cent of their total investments. Yet, the 

desired and needed projects in Egypt did not seem to 

have attracted the U. K. investors. 

To conclude, despite the government's attempts to 

encourage foreign investors to make direct investment in 

Egypt, the inflow of foreign capital to Egypt has been 

slower than anticipated. This means that changing the 

legal environment remains only a litany of good 

intentions which indicates the government favourable 

attitude towards foreign investment. So, what is needed 

is to provide solutions for the environmental problems 

which arise from factors external to Law No. 43 such as 

the shortage of foreign exchange, decision-making 

process and bureaucracy, lack of infrastructural 

facilities, and other investment impediments. The next 

chapter was designed to deal with such investment 

problems. 
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2. The Investment Authority classifies projects as: 

"approved", "in execution", and loin production". 

"Approved" means that a government license has been 

granted for the project, while "in execution" indicates 

that investors have started to take the necessary legal 
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S. Although Law No. 43 was issued on June 19,1974, 
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6. According to Al-Ahram newspaper, September 3, 

1981, Sayed Mariy, the Chief of the Egyptian President's 
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CHAPTER SEVEN 

AN EMPIRICAL STUDY OF INVESTMENT 

PROBLEMS IN EGYPT 

7-1 Introduction 

This chapter is based upon an empirical study of the 

investment problems facing investors in Egypt. These 

investment problems include tax problems and non-tax 

problems. Thirteen tax problems were recognised when 

conducting interviews with high-ranking tax officials in 

Egypt. These tax problems were discussed with them in 

addition to the measures taken by the Egyptian tax 

authorities to alleviate or eliminate such tax problems. 

Data on other investment problems were collected 

from 31 investing companies in Egypt. They were asked to 

rate the relative significance of 16 investment problems 

which may affect their investments in Egypt. The Likert 

Scale in which a rating scale ranging from 5 (strongly 

agree) to 1 (strongly disagree) was used. As was 

mentioned in Chapter One, these 31 companies were 

categorised into 4 groups, each group having a number of 

companies with homogeneous activities. The investment 

problems will be ranked first from the view-point of 

each investing group, in an attempt to classify the 

results by type of homogeneous economic activity, then 
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they I will be ranked from the view-point of all " 

investing groups. The Kendall coefficient of Concordance 

is used to test to what exten t these 4 investing groups 

agree upon the rank order of these investment problems. 

7-2 Tax Problems which encounter investors in Egypt 

This part deals with the tax problems which face 

investors in Egypt. These tax problems may arise from a 

misunderstanding of Law No. 43 of 1974 which was amended 

by Law No. 32 of 1977. In addition to this law, there is 

the "Tax Law on Income" which is considered the mother 

tax law in Egypt. Therefore, a sort of conflict 

sometimes arises between these two laws. So, this part 

deals with this conflict and attempts to explain to what 

extent such conflict has been solved between the 

investors and the Egyptian tax authorities. 

Tax problems which were discussed with the tax 

officials in Egypt were: 

Determining the date of commencement of production 

or engagement in activity; 

I') 

2. Determination of the tax holiday period; 

'-),. The general tax on income; 
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Tax sparing credit; 

S. Tax treatment of members of Board of Directors of 

approved companies; 

6. Tax treatment of employees of approved companies; 

7. Tax treatment of partners' salaries of approved 

companies; 

Tax treatment of servants of public sectors when 

working with these approved companies; 

9. Tax treatment of payments to employees which are 

paid in free currency; 

10. Tax treatment of sums which are paid in full to 

employees without the withholding of the taxes due, 

whereas these approved companies bearthe burden of 

taxation themselves; 

11. Tax treatment of revaluation gains; 

12. Tax treatment of foreign exchange losses; and 

13. Inheritance tax. 

There follows a discussion on each of the above tax 
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problems and how each problem has been eliminated or 

alleviated 

7-2.1 Determining the Date of Commencement of Production 

or Engagement in Activity: 

Tax authorities in Egypt are responsible for 

determining the date on which these approved companies 

started production or engaged in activities because the 

determination of that date is the base for determining 

the tax holiday period for these companies. The 

determination of that date is not easy since many 

approved companies may spend a long period (maybe years) 

before they can start the actual production or become 

able to practise the normal activity. 

This problem is due to: 

a. Some approved companies may not commence 

production at full (normal) capacity, but 

start, instead, in stages. Examples include 

spinning and weaving projects and projects of 

land reclamation. These projects need a long 

time before being able to operate at full 

capacity. For example, spinning and weaving 

projects may begin with the spinning process 

and only start the weaving process some years 

later. 
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b. Also, some projects cannot start at full 

capacity as they have not obtained what they 

require of machinery, equipment, etc. 

In addition, some projects prefer not to start 

the actual production before accomplishing 

their feasibility studies and doing some 

research and experiments. 

Moreover, from the practical point of view, it seems 

very difficult to have separate accounts for each stage 

or process, nor is it feasible to wait for a long time 

until the project is able to operate in its full 

capacity. 

For the above reasons, it would be better to 

increase the tax exemption period for these projects 

especially as the Investment Authority has the right to 

increase the period of tax holiday in view of the nature 

of the project, its location and its importance to 

economic development. 

The problems of determining the date of commencement 

of production or engagement in activities was 

alleviated., to some extent, through the guidelines 

issued by the Investment Authority on November 15,1978 

as follows: 
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(a) ConcerninR industrial projects: 

The date of commencement of production might be the 

date of the first produce for marketing, i. e., to be 

sold in the domestic market or abroad. 

(b) Concerning commercial projects: 

The date of purchasing the commodity might be 

considered the date of starting the business. 

(c) Concernirig services projects: 

These projects include, for instance, transportation 

projects, contracting projects, banks, insurance 

companies, etc. The date of starting the activity in 

such cases might be determined in view of the first 

contract performed between the project and his 

customers. 

(d) Concerning joint ventures: 

The date of commencement of production will be 

determined by the Investment Authority which issues 

a certificate showing the date of the start-up. 

7.2.2 Determination of tax holidav Period: 

Having determined the date of commencement of 

activity, the question of determining the period of tax 

holiday will arise because Article 16 of Law No. 43 of 
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1974 as amended by Law No. 32 of 1977 is not clear-cut. 

This Article reads: 

... such exemption is to be for a period of 
five years from the first fiscal year 
following commencement of production or 
engagement in activities ... 

Some argument was raised about what the first fiscal 

year following commencement of production or engagement 

in activities is. 

Study of Article 16 of Law No. 43 of 1974, reveals 

the following: 

(a) The tax holiday period has been determined as five 

years up to a maximum of fifteen years; 

(b) The five-year period starts from the first fiscal 

year following commencement of production or 

engagement in activities; and 

It is meant by 

commencement of 

activities, the 

following the date 

second financial 

otherwise the tax 

the first fiscal year following 

production or engagement in 

first financial year in full 

of starting the business, not the 

year as some people may argue, 

holiday period will be six or nine 

or eleven or sixteen years! 
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In addition, some investors wanted the tax holiday 

period to be extended, or be calculated from that year in 

which the project actually achieved profit. ' They argue 

that the period of five years will have no relevance for 

projects which do not achieve reasonable profit during 

the first years of the start-up of their activity. 

Indeed, such projects may sustain losses during these 

first years. Therefore, Arab and foreign investors, 

during the second investment conference held in Cairo 

from the period between 12-13 March, 1979, wanted the 

tax holiday period to start only when the company is 

capable of achieving profit. However, it seems that this 

suggestion did not solve the problem, because it did not 

present a logical solution to it. This is because there 

would be a problem if an investing company achieved 

profits in a specific year, then sustained a loss in the 

following year, for instance. In that case, how will the 

tax exemption period be calculated? Shall the tax 

holiday period be stopped until the company achieves 

profits to complete the period of the tax exemption? 

It may be suggested that the. extension of the tax 

exemption period should be left to the Board of the 

General Authority for Investment and Free Zones to 

determine on the basis of examining each investment 

proposal individually and according to its volume of 

capital, its nature, its geographical location and its 

importance to economic development in Egypt. 
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7-2-3 The General tax on income: 

As has been seen w 

system in Chapter Five 

supertax, i. e., it is a 

which was subject to 

general tax is levied 

corporations. 

hen discussing the Egyptian tax 

the general tax on income is a 

tax on the net cumulative income 

another specific tax and this 

only on individuals not on 

The general tax on income was considered an obstacle 

to those approved companies in Egypt for which foreign 

employees work. That is because their wages, salaries, 

compensations, etc. were subject to the tax on 

Employment Earnings and consequently to the general tax 

on income (Article 20 of Law No. 43 of 1974 before 

amending). 

The Egyptian tax legislator recognised this problem 

and solved it when amending Law No. 43 of 1974 by Law 

-1 of 1977. Now Article 20 of this law reads: No . 3',:, 

... all payments subject to the Employment 
Earnings tax, such as wages, salaries, bonuses 
or other similar payments made to foreign 
employees by projects established according to 
the provisions of this Law shall be exempt 
from the General Tax on Income. 

Thus, the foreign employees will pay only a tax on 

Employment Earnings up to a maximum of 22%. 
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In addition, the Egyptian tax legislator gave only 

the foreign investor an exemption from the general tax 

on income, after the expiration of the tax exemption 

period stated in Article 16 of Law No. 43 of 1974, up to 

S per cent of the original amount of his share in the 

invested capital (Article 17 of Law No. 43 of 1974 as 

amended by Law No. 32 of 1977). 

But concerning the Egyptian investor, the problem of 

the general tax on income has not yet been solved. Of 

course. that is a clear discrimination in tax treatment 

between foreign investors and Egyptian investors. Thus, 

the Egyptian investor will suffer from the burden of the 

general tax on income. It is noteworthy that all types 

of savings accounts opened with the state banks in Egypt 

are exempted from all kinds of taxes except the 

inheritance tax. Meanwhile, the approved companies in 

Egypt are trying to put their case 

people's Assembly in an attempt to find 

this tax problem which has led to the 

Egyptian investors from investing in 

Discussions and seminars are being 

concerning this tax problem. 

7.2.4 Tax sparing credit: 

to, the Egyptian 

a settlement for 

discouragement of 

such companies. 

held in Egypt 

This is a type of relief aimed at providing 
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underdeveloped countries with a chance to develop 

manufacturing and industrial bases. This relief grants 

tax exemption, in the country of receipt, for profits 

derived from countries permitting a tax holiday. 2 This 

provision was necessary because without it the investing 

company would enjoy no benefit from the tax holiday 

period. Although the profits were free of tax in the 

income-producing country, they would still be taxed 

"back home". 

Consequently, foreign investors feared that the 

entire tax exemption may be eliminated if there is no 

tax sparing treaty concluded between the investor's home 

country and Egypt. Under this treaty, the investor's 

home country will recognise the tax exemption granted by 

the host country. So, the tax exemption will be treated 

as if it was paid to the investor's home country 

treasury by deducting such benefit from the investor's 

domestic bill. Thus, the tax sparing treaty is designed 

to recognise the income tax incentive offered to 

foreign investors by the host country in the interest of 

its economic development. ' 

Recognizing the dimensions of the above raised 

problem, Egypt has signed tax treaties with many capital 

exporting countries. These tax treaties will enable 

foreign investors to get the benefit from the tax 

holiday period and to avoid double taxation. 
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The tax treaty concluded, for example, between Egypt 

and France on June 19,1980 states in Article 24 the 

4 following. 

... France allows recipients of dividends, 
interest and royalties from Egyptian sources 
to credit the higher of the following sums: 

a. The amount of Egyptian tax paid, or 

b. 2S% of the gross amount of dividends and 
20% of the gross amounts of interest and 
royalties if these items of income are 
subject to tax relief under Egyptian Law 
No. 43 of 1974, as modified by Law. No. 
32 of 1977. 

Thus, this tax treaty will enable French investors 

in Egypt to get the advantage of the tax exemption 

period and avoid double taxation. Also, the tax treaty 

concluded on April 2S, 1977 between Egypt and the U. K. 

guarantees the exemption of British investors from being 

taxed on their revenues repatriated from Egypt during 

the tax holiday period granted by Egypt, but for a 

period of not more than ten years. 5 

7-2-5 Tax treatment of members of boards of directors of 

approved companies 

Some argument has been raised concerning imposing 

the tax on movable capital upon the members of Boards of 

Directors of approved companies. 
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When studying and reviewing the Investment Law and 

the Egyptian tax law, the following will be noticed: 

(a) According; to Article 16 of Law No. 43 of 1974 before 

amending it by Law No. 32 of 1977, this Article 

exempted only the I shares from the annual 

proportional stamp duty and the proceeds of these 

shares. 

Therefore, the Egyptian tax authorities argued 

that all amounts received by these directors shall 

be subject to the tax on the revenues from movable 

capital since the exemption was only given to the 

proceeds of these shares. 

(b) The 1977 amendment exempted the profits distributed 

by the approved companies from the tax on the 

revenues from movable capital. 

The Egyptian tax authorities argue that this 

new amendment has exempted only the profits 

distributed not the amounts received by these 

directors in, for instance, fees and compensations. 

(c) According to Article 1 (par. 11) of Law. 157 of 

1981, this new article exempted all the amounts 

given to these directors by the approved companies 

by 50 per cent from the tax on the revenues from 
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movable capital during the tax holiday period only. 6 

Thus, the tax treatment concerning the amounts paid 

by the approved companies to their directors shall be as 

follows: 

(a) The period between May 19,19 

For this period all amounts 

directors will be subject to 

capital whether these amounts 

the profits or from any other 

16, before amendment, exempted 

shares. 

74 until June 9,1977. 

obtained by these 

the tax on movable 

have been paid from 

source, since Article 

only the proceeds of 

(b) The period between June 9,1977 (the date in which 

Law No. 32 of 1977 came into force) until July 20, 

1978 (the date in which Law No. 46 of 1978 came into 

force). For this period all amounts paid to these 

directors out of the profits shall be exempted only 

from the tax on movable capital during the tax 

holiday period, whereas other payments given to them 

during the fiscal year such as fees, compensations, 

rewards, etc. shall be subject to this tax at a rate 

of 32%. 

(c) The new tax treatment from July 20,1978 until the 

present day, is as follows: exemption of 50 per cent 

of all amounts given by the approved companies to 
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such directors from the tax on the revenues from 

movable capital. Thus, 50 per cent only of the 

amounts received by these directors shall be subject 

to the tax on movable capital at a rate of 32%. 

7-2-6 Tax Treatment of Employees of Approved Companies: 

This tax problem is related to the amounts 

distributed to the employees out of the profits achieved 

by these approved companies, since Article 16 of Law No. 

-1 of 1977 exempted the 43 of 1974 as amended by Law No. 321 

profits distributed from this tax during the tax holiday 

period, or at least exempted by 50 per cent from the tax 

on movable capital during the tax holiday period. 

On reviewing Law No. 43 of 1974, it can be noted 

that Article 16 of this law mentions two kinds of taxes 

which include tax on commercial and industrial profits 

and tax on movable capital. Thus, nothing has been 

mentioned concerning the tax on employment earnings. 

Consequently, the amounts distributed to employees by 

the approved companies shall be subject to the tax on 

employment earnings in view of Article SS of Law No. 1S7 

of 1981. This tax treatment was assured by a letter 

issued by the Egyptian Inland Revenue Service on 

September 12: -, 1977. 

In addition, Article 20 of Law No. 43 of 1974 levies 
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the employment earning tax on all amounts paid by 

approved companies to foreign employees. 

7-2-7 Tax Treatment of PartnerS' Salaries of Approved 

Companies: 

Such ta 

legal entity 

(general or 

company or 

treatment of 

as follows: 

x treatment 

which, for 

limited) or 

joint stock 

partners in 

r>hall differ according to the 

instance, may be a partnership 

a company (limited liability 

company). Therefore, the tax 

the approved companies will be 

(a) Salaries of General Partners: 

The general partner is fully liable for the debts of 

7 the partnership . As many partnerships fix a certain 

sum of money as a salary for the general partner or 

a specific percentage of the profit achieved at the 

end of the financial year in return for his work in 

the company, so, some argue that this salary should 

be subject to the Employment Earnings Tax because 

such salary is a proceed of work only. 

However, the Inland Revenue Service in Egypt 

was accustomed to subjecting all amounts received by 

the general partner to the tax on commercial and 

industrial profits since this tax is imposed on the 

proceeds of capital and employment together, and I 
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agree with this tax treatment because if the first 

view was adopted, the general partner might get a 

very high salary which would only be subject to the 

employment earnings tax which has a very low rate of 

taxation. 

Then the Egyptian Inland Revenue Service took a 

formal decision concerning this problem by issuing a 

letter, dated December 24,1979 in which it was 

mentioned that the salary of the general partner 

from the approved companies would be subject to the 

tax on commercial and industrial profits. 

Consequently, this salary shall be exempted from 

this tax during the tax holiday period granted to 

the company by Law No. 43 of 1974. 

(b) Salaries of Limited Partners: 

Limited partners, as it is known, have limited 

liability. 8 So, if the partnership sustained a loss, 

they would be liable for this loss within the limit 

of the capital they possess in it. 

In view of the Egyptian tax law, the limited 

partner is not legally allowed to be a general 

manager of a partnership or to be one of the 

directors of its Board. However, the limited partner 

may be employed by the partnership. So, the limited 

partner could be an engineer, an accountant, a 
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technician, etc. in return for a specified salary. 

In such a case, there will be an employment contract 

between the partnership and the limited partner. 

Therefore, the limited partner's salary shall 

be subject to the tax on employment earnings 

provided that he is performing a genuine job and his 

salary should be equal to the salary, more or less, 

paid by the partnership or by other similar 

companies to other employees doing the same job, 

i. e., the salary of the limited partner should be 

reasonable. 

However, according to Law No. 43 of 1974, as 

amended by Law No. 32 of 1977, only the profits 

distributed by the partnership to the limited 

partner in return for his share in the capital shall 

be exempted from the tax on the revenues from the 

movable capital throughout the tax holiday period. 

The tax holiday period having expired, the tax 

treatment concerning the amounts received by the 

limited partner shall be as follows: 

(1) His salary shall be subject to the tax on 

employment earnings. 

His profits as a return for his share in the 
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invested capital shall be subject to the tax on 

the revenues from movable capital. 

(c) Directors' salaries who are partners in the limited 

liability comvanies: 

This new type of legal entity was introduced for the 

first time in Egypt in 1954. The number of the 

partners in such limited liability companies do not 

exceed fifty partners and not less than two 

partners, and if there is a couple among the 

partners, the number of partners must be, at least, 

three. The legal nature of the partners in these 

companies is limited. 

Therefore, the Egyptian Inland Revenue Service 

imposes upon those partners the same tax treatment 

of the limited partners in both limited partnerships 

and partnerships limited by shares. So, the tax 

treatment of the partner in the limited liability 

companies approved by the Investment Authority shall 

be as follows: 

His salary will be subject to the tax on 

employment earnings. 

(2) His profits distributed at the end of the 

financial year as a return for his stake in the 

capital shall be subject to the tax on the 
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revenues from movable capital. It is noteworthy 

that such profits shall be exempted from the 

tax on movable capital throughout the tax 

holiday period. 

The above tax treatment was assured by a letter 

issued by the Egyptian Inland Revenue Service on 

February 21,1978. 

7-2-8 Tax treatment of servants of public sector when 

doing some work with these approved companies: 

Law No. 70 of 1977 was published in the Egyptian 

Official Gazette concerning salaries, rewards, 

compensations, and other amounts due or paid to the 

government's representatives, the juridical persons, 

banks and other public sector companies by the approved 

companies. ' 

Among the articles of this law were: 

a- Article One: 

Without prejudice to the final decrees, all amounts 

due to the government's representatives, banks and 

representatives of public sector companies towards 

the approved companies, must be paid directly to 

these organisations not to those representatives, 

i. e., individuals, except travelling expenses and 
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accommodation expenses since these latter amounts 

are paid directly to those representatives. 

It is noteworthy that this article does not 

apply to the individuals who are working with these 

approved companies full time. 

b. Article Three: 

The approved companies should pay within a month the 

amounts due, mentioned in Article one, to the 

government and the public sector companies and other 

legal persons. 

In addition, the Egyptian Inland Revenue Service 

issued a letter dated June 29,1978 indicating: 

(1) The amounts paid by the approved companies to the 

government, legal persons and other companies, and 

banks of public sector in return for the service 

rendered by the representatives of these entities 

shall be subject to the tax on movable capital, but 

such amounts shall be exempted from this tax during 

the tax holiday period in view of Article 16 of Law 

No. 43 of 1974. 

(2) The amounts which will be paid by the above 

mentioned entities to their representatives as 

rewards shall be subject to the tax on employment 
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earnings. 

(3) The amounts paid by the approved companies to those 

representatives such as travelling expenses, and 

accommodation shall be subject to the tax on the 

revenues from movable capital. Yet, I do not agree 

with this tax treatment because the amounts paid in 

such cases are a sort of reimbursement. 

7.2.9 Tax treatment of payments to employees who are 

paid in free currency: 

This problem arose when some approved companies used 

to pay their employees' salaries, rewards, 

compensations, etc., in free currency. These companies 

argued that such amounts should be valued on the basis 

of the official exchange rate until June 9,1977 (the 

date in which Law No. 43 of 1974 was amended by Law No. 

321 of 1977). The 1977 amendment replaced the term 

"official rate" by the term "the highest rate" 

prevailing for freely convertible foreign currency as 

declared by the competent Egyptian authorities. 2*0 

It is noteworthy that there is no relationship at 

all between the replacement of "official rate" by "the 

highest rate declared" and the process of revaluation of 

these amounts paid in free currency, since this 

amendment was only for the revaluation of foreign 
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capital in terms of Egyptian currency. Also, the 

Investment Law did not mention anything concerning the 

revaluation of amounts paid in free currencies either 

before the amendment or after the amendment of the 

Investment Law. 

Tax is also imposed on the actual income which the 

taxpayer gets. In addition, what the taxpayer gets in 

this case in foreign currency allows him to convert this 

amount of foreign currency into the Egyptian currency at 

the highest rate declared. 

Therefore, the amounts paid to employees by these 

companies in free currencies should be revalued, for the 

purpose of taxation, in terms of Egyptian pounds on the 

basis of the highest exchange rate declared by the 

competent Egyptian authorities. Needless to say, the tax 

imposed on these amounts will be the tax on employment 

earnings. 

Moreover, the Egyptian Central Agency for Accounting 

confirmed in its report issued on November 16,1978 that 

these amounts should be revalued on the basis of the 

highest rate declared. Also, the Egyptian Inland Revenue 

Service issued its letter No. 1070 dated April 1,1979 

indicating that these amounts paid in free currency 

should be revalued according to the highest exchange 

rate declared by the Egyptian competent authorities. 
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7.2.10 Taxes Paid and Borne by Approved Companies on 

Behalf of Employees: 

It is known that the burden of tax on employment 

earnings should be borne by the employee himself not the 

organisation for which he works. So, this tax is an 

income tax, and according to the Egyptian tax system, 

this tax should be withheld at source by the 

organisation paying salaries, wages, rewards and other 

similar amounts to its employees and workers. Then such 

tax withheld will be repaid to the Egyptian Inland 

Revenue Service. 

But what if the organisation paid the employee the 

gross amount and it bore the tax burden itself and 

repaid it to the Inland Revenue Service? What will the 

result be? The Egyptian tax authorities argued that this 

tax would be a cash benefit obtained by the employee, 

and accordingly, the tax must be imposed on that cash 

benefit and repaid by the company to them. 

In my view, this position of the Egyptian tax 

authorities is very extreme, because the company is 

attempting to motivate its workers to work hard for the 

purpose of achieving the company's objectives by paying 

their salaries and rewards in gross rather than 

deducting the tax on employment earnings, and the 
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company is itself bearing the tax due 

workers. So, such cash benefit should 

the tax. In addition, paragraph 4 of 

No. 157 of 1961 exempts from tax the 

benefits related to the accommodation 

foreign experts who are subject to the 

earnings. 

on behalf of its 

be exempted from 

Article SS of Law 

cash and fringe 

which are paid to 

tax on employment 

7-2-11 Tax treatment of revaluation RainSL 

Article 17 of law No. 1S7 of 1981 reads: 

Tax on commercial and industrial profits 
shall be imposed on the gains resulting from 
the sale of a fixed asset which belongs to the 
firm ... 

Thus, capital gains according to the above article 

will represent an actual gain. Accordingly, this gain 

shall be subject to the tax. However, if the company 

revalues some of its assets, and a gain or a loss 

resulted from this process, it can be said that, in this 

case, there is no actual gain or loss because the asset 

was not sold according to the above article. Therefore, 

the gain or the loss resulting from the revaluation 

process represents a paper gain or a paper loss. Thus, 

Article 17 will not apply in this case, and that is what 

the Egyptian courts and tax authorities supported and 

applied to the revaluation process of assets except in 

some cases such as: 
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(1) a change in the legal entity of the firm; 

(2) an admission or retirement of a partner; and 

(3) a sale of the company to another one. 

7-2-12 Tax treatment of foreign exchange losses: 

According to section (i) of Article 2 of Law No. 43 

of 1974 before amendment, invested capital transferred 

into Egypt was calculated at the official rate of 

exchange whereas the re-exportation of capital was to be 

at the rate of exchange prevailing at the time of 

transfer (Article 21 of Law No. 43 of 1974). 

Such confusion arose when there were two exchange 

rates in Egypt declared by the government: the official 

rate and the parallel market rate, and the law did not 

specify which of the two prevailing rates was to be 

applied. Investors argued that if the invested capital 

was required to be repatriated not at the official rate 

but at the prevailing parallel market rate, the loss on 

the original investment could be substantial. " 

To alleviate such confusion arising from the foreign 

exchange rate structure, a new Article (2 bis) was added 

to the Investment Law, Paragraph one of this article 

reads: 
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Invested capital shall be transferred to or 
exported from Egypt, and profits generated 
therefrom shall be transferred in foreign 
currency abroad in accordance with the 
provisions of this Law, at the highest rate 
prevailing and declared for free foreign 
currency by the competent Egyptian 
authorities. 

It is clear that this Article unified the exchange 

rate used in calculating the inflow and outflow of 

funds, thus eliminating a major obstacle which potential 

investors faced. 

It should be noted that the "unified rate" is 

neither the official nor the parallel market rate. To 

maintain flexibility, the new Article mentioned the 

"highest rate prevailing and declared for foreign 

currency. This will prevent any further need for 

amending the Investment Law if Egypt decides to float 

the pound or introduce a new exchange rate, 22 and this is 

what Egypt did on May 11,1987 by issuing Act No. 222 -1 

when it decided to float its currency. 

In addition, the officials of the General Authority 

for Investment and Free Zones assured me that such 

exchange losses resulting from the difference between 

the two exchange rates, the prevailing rate when the 

capital was transferred to Egypt and the prevailing rate 

at the date of repatriating it, shall be a loss 

recorded in the company's accounts and shall be 



recognised by the Inland Revenue Service in Egypt as 

deductible from the tax base. 

7.2-13 Inheritance tax: 

This tax constitutes a major obstacle facing 

approved companies in Egypt. Most senior executives whom 

I interviewed mentioned this tax problem. They mentioned 

that this tax problem discourages investors from 

investing their wealth in these approved companies, 

because they are going to lose half of their amounts 

invested if they died, due to the heavy burden of such 

inheritance tax. The inheritance tax is levied on the 

net assets of inherited estate according to the Law No. 

159 of 1952 at gradual tax rates which reach 40 per cent 

on the last slice. Moreover., the proportion of every 

heir will be taxed once again by levying another tax at 

gradual tax rates which reach 221% on the last slice, 

according to Law No. 142 of 1944.13 

When raising this tax problem with the Egyptian tax 

officials, they mentioned that discussions and seminars 

are being held with representatives from approved 

companies in an attempt to reach a solution concerning 

this tax problem which alienates individuals from 

investing in these companies due to the grave loss which 

will affect their heirs. 
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7.3 The rank-order of investment-problems which face 

each investing group in Egypt 

This part deals with the rank-order of investment 

problems which encounter each investing group in Egypt 

in an attempt to classify the results by type of 

homogeneous economic activity. 

Table 7.1 shows the rank-order of investment 

problems in each of the following four investing groups. 

The main problems which face agricultural, land 

reclamation, fishery and animal companies in 

descending order are: 

lack of foreign exchange 

bureaucracy 

lack of infrastructural facilities, mainly 

transportation 

political instability 

difficulties with tax authorities. 

2. The major problems which encounter building 

materials, construction and constructing companies 

in descending order are: 

lack of foreign exchange 

bureaucracy 
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lack of infrastructural facilities, mainly 

communication system 

political instability 

lack of raw materials 

3. The key problems which face weaving, food and wood 

companies in descending order are: 

lack of foreign exchange 

bureaucracy 

minority ownership 

difficulties with tax authorities. 

lack of infrastructural facilities, especially 

communication systems. 

4. Finally, the major problems which meet engineering, 

metallurgical and chemical companies in descending 

order are: 

lack of foreign exchange 

bureaucracy 

lack of infrastructural facilities, 

particularly communication system 

Shortage of skilled labour 

political instability 



308 

The Rank-Order of 

Table 7.1 

Investment Froblems by Groups of 

Homogeneous Economic Activities 

I Group II Group IIJGroup IIIJG roup IV 
Investment I a1 5 18 1 7 
Problems [CompaniesiCompaniesiCompaniesIC 

IIII 
ompanies 

1 Rank- I Rank- I Rank- I Rank- 
I Order I Order I Order Order 

1. Political s1 4.5 0 8.5 1 6. S 
instability I 

I 
I 
I 

I 
I 

2. Bureaucracy 2 2 

Lack of infra- 
struture such as I 

a. Transportation 1 3 4.5 1 6. S I s 
b. Communication 1 10 3 05 3 

system 
0. offices and 10 13 H 14 8 

houses 19 1 
d. Power supply 1 

a 
10 is 1 8.5 12 

4. Lack of raw 1 6 9 10 4 is. s 
materials 

. 5. Lack of foreign 1 1 1 
exchange I 

I 
6. Shortage of I 12. S 1 9 1 6.5 1 4 

skilled labour I I I I 

7. 
I 

Lack of double taxi 
I 

is 16 
I 
1 16 13.5 

agreements I 
I 

I 
I 

Difficulties with I s1 9 14 9 
tax authorities I 

I 
I 
I 

I 

9. Minority ownershipi 7. S 1 9 
I 
13 1 6. s 
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Table 7-1 (Continued) 

The Rank-Order of Investment Problems by Groups of 

Homogeneous Economic Activities 

I Group I I Group IIIGroup IIIIGroup IV 
Investment 18 15 181 7 
Problems lCompanies iCompanies[CompaniesiCo mpanies 

Rank- I Rank- I Rank- I Rank- 
Order Order I Order I Order 

10. Finding a 12. S 11 11.5 13.5 
suitable partner 4 

11. Lack of 7. S 7 9 ii. -C., 1 10 
feasibility 
studies 

12- Government 13 13 11 
interference in I 
setting prices I 

13. Language is 13 is is. s 

It is important to note that each investing group which 

is involved in homogeneous economic activities has its own 

specific investment problems. For example, the shortage of 

skilled labour is considered as a major problem in the 

engineering, metallurgical and chemical companies because, of 

course, these industries are highly sophisticated industries. 

Yet, it is interesting to note that the majority of such 

investing groups agree on the rank-order of specific problems 

ma i ri ly: 
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lack of foreign exchange 

bureaucracy 

lack of infrastructural facilities. 

In the meantime, these investing groups do not consider 

the following as investment problems: 

lack of double tax agreements 

language, and 

finding a suitable partner. 

Finally, as this research highlights the role of tax 

factors on the location decision, it is noteworthy that 

the lack of double tax agreements is not considered as a 

problem at all. This reflects that Egypt has now 

concluded tax treaties with all capital exporting 

countries whose residents have established businesses in 

Egypt. 

7-4 The rank-order of investment problems which face all 

investinK groups in Egypt 

This part shows the rank-order of investment 

problems which encounter all investing groups in Egypt. 

Table 7.2 gives the rank-order of these investment 

problems. To what extent do these four investing groups 

agree on the rank order of these investment probems? The 

answer to this question can only be achieved through the 
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application of Kendall's coefficient of concordance, W, 

using the following formula: 

s 

k2 (N 
3- 

N) 

[Champion, 1981, p. 36S] 

where: 

S= sum of squares of the observed deviations from 

the mean of R,, that is, 

R. 2 S (R_j - --2-) 
N 

K= the number of investing groups assessing ranks 

N= the number of investment problems to be ranked. 

Thus, W=0.76 expresses the degree of agreement among 

the four investing groups in ranking the investment 

problems facing them. 

A test of statistical significance of W may be 

conducted, 

and the null hypothesis may be stated as follows: 

There is no agreement among the four investing 
groups concerning the rank-order of the 
investment problems facing them in Egypt, 
i. e., their ratings are unrelated to each 
other. 

To test this hypothesis, an approximation of the 

Chi-square test will be used as follows: 

X2 = K(N-1) W (Siegel, 19S6, pp. 229-381 
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= 45.6 

Thus, as X2 calculated =4S. 6, and X2 tabulated for 1S 

degrees of freedom at a level of significance O. OS=2S. 

Therefore, the calculated value lies in the rejection 

region. This signifies that the null hypothesis is 

rejected in favour of the alternative hypothesis. This 

statistical evidence shows that there is an agreement 

among the four investing groups in Egypt concerning the 

rank-order of the investment problems. Thus, it can be 

concluded with considerable assurance that the agreement 

among the investing groups is higher than it would be by 

chance. 

The theme of this part is to highlight the main 

investment problems which face investors in Egypt. Such 

problems are to be discussed according to their rank- 

order as shown by the analysis. Investment problems 

which will be highlighted here are: 
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Table 7.2 

The Rank-Order of Investment Problems facing Investors 

in Egypt 

Investment problems 
I 

Sum of 
Ranks 

Rank- 
Order 

1. Political instability 24.5 s 

2. Buraucracy 8.0 2 

3. Lack of infrastrcuture such asl 
Transportation 19.0 
Communication system 21.0 4 
Offices and houses 1 45.0 11 
Power supply I 4S. S 1 12 

4. Lack of raw materials 46.5 13 

15. Lack of foreign exchange 4.0 1 

6. Shortage of skilled labour 0 32.0 8 

7. Lack of double tax agreements 0 60.5 1 16 

S. Difficulties with tax 9 27.0 17 
authority 

9. Minority ownership 26.0 6 

10. Finding a suitable partner 14 

11. Lack of feasibility studies 1 36.0 9 

12. Government interference in 4 42.0 1 10 
setting prices 

13. Language I sa. s is 

R-j = sum of rank sums S44 
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7-5 Highlights of main investment Problems in Egypt: 

a. Lack of foreign exchange 

b. Bureaucracy; 

C. Lack of infrastructure; 

d. Political instability; and 

e. Shortage of skilled labour. 

7.5-1 Lack of foreign exchange: 

Lack of foreign exchange ranked first among the 

investment problems facing investors in Egypt. In the 

opinion of foreign investors, the shortage of foreign 

exchange hinders the smooth flow of investment into 

Egypt. They added that it is important for them, when 

considering investments in Egypt, to have an assurance 

that foreign exchange will be available in adequate 

quantities within the foreseeable future in order to 

meet the demand for the import of raw or semi-finished 

materials, to service external debt, and to repatriate 

dividends and capital if necessary. 

In addition, investors indicate that the 

availability of foreign exchange is equally important 

for projects designed to export their products. Foreign 

exchange is needed during the critical start-up phases 

of such projects in order to import production 
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requirements and working capital. Such expenditures must 

take place before the project is able to generate export 

earnings. The scarcity of foreign exchange compels 

companies to seek exports to third markets even though 

they are essentially import-substitution projects. 

Many reasons have led to the dilemma of foreign 

exchange in Egypt. Among these reasons are: 

Military confrontation with Israel. According to the 

Planning and Budget Committee of the National 

Assembly, the preparation and execution of the 1973 

October War cost not less than $ 41 billion, to 

which other Arab states, according to the Committee, 

contributed a meager $ one billion. 14 In addition, 

pressing demands made on Egypt's armed forces (in 

spite of the peace treaty with Israel) due to the 

international situation and fears for national 

security constitute the obstacles to a cut in 

military expenditure. 15 

In 1967, the Egyptian economy suffered a serious 

blow when the Suez Canal was closed following 

Egypt's setback in the war with Israel. 16 The closure 

of the Suez Canal in 1967 led to the meeting of Arab 

leaders in Khartoum to agree to make up Egypt's lost 

17 revenue from the shut down of the Suez Canal . 
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Population Growth: it was declared in 1970 that 

combating the population problem was second as a 

national priority to defence, but with the 

conclusion of the peace treaty with Israel, it 

should be assumed that it is now the top priority as 

the population is increasing at almost one million 

people per year. "" The rapid population growth has 

meant that the existing infrastructure is far from 

than adequate, and in fact enormous public 

expenditure programmes will be necessary to provide 

even a basic level of infrastructure for the year 

2000. "" 

Egypt's continuing dependency on imported 

commodities, even of food in spite of being an 

agricultural country, importing more than half the 

20 food it eats , led to a substantial deficit in the 

balance of payments. 21 

Consumption subsidies: These have a severe impact on 

the Egyptian economy by turning the government 

22 
savings into a negative . Subsidies now represent 

almost 14 per cent of total public expenditure. This 

fact, has sparked an intense and wide spread debate 

among Egyptian politicians and scholars on the 

consequences of subsidies for the Egyptian economy 

and on the necessity or desirability of eliminating 

them. 23 



317 

Free Education: From 19S2 onwards, the Revolutionary 

Government gave particular and worthy emphasis to 

education. Education is free from the primary stage 

up to the higher education in the universities 

including postgraduate education. Overall enrolment 

figures by 1980 were estimated at about five million 

in primary education, 400,000 in academic secondary 

education, SOO, 000 at higher technical institutes, 

and over 30,000 at universities. The total student 

population continues to increase year by year. 24 

Moreover, since 1960s, all university graduates have 

been guaranteed a government job, and this Nasserite 

policy has been blamed for the emergence of a huge, 

underemployed bureaucracy. 

However, despite this gloomy picture of the 

lack of foreign exchange in Egypt, such problems are 

expected to remain only in the short term. 2-5 The 

foreign exchange situation in Egypt is expected to 

improve significantly due to several growth sectors 

that could considerably improve Egypt's financial 

situation. 26' 

The main sources of the availability of foreign 

exchange in Egypt are: 

Earnings from the Suez Canal which increased from 
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3SO million in 1976 to about $ SOO million in 1977 

and by mid-1980, it will reach $ one billion 

annually. 27 

Although oil earnings were about L. E. 210 million in 

1977 and L. E. 4SO million in 1980,20 such earnings 

are estimated to reach $2 billion annually by the 

end of the decade due to the substantial investment 

in oil explorations. " 

Income from tourism increased during 1977 where it 

reached L. E. 204 million compared with L. E. 120 

30 
million in 1976 and it is expected to generate 

31 
about $ SOO million by the end of the decade . 

Emigrants' remittances: In 1980, such remittances 

totalled 3 billion dollars, equivalent to 70 per 

cent of all Egyptian exports in the same year. 32 The 

plain fact is that within the Arab-oil producing 

countries, Egypt has the largest pool of 

professionals, technicians, skilled labour and 

unskilled labour. This wealth of human capital is 

one of the fundamental strengths of the Egyptian 

economy, both in the short and in the long-term. 

Concluding agreements with the "Gulf Organization 

for the Development of Egypt" to supply Egypt with 

medium or short-term loans at a low interest. It was 
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agreed on three loans amounting to $2 billion to be 

settled during 7-10 years with a 3-S years grace 

period at an interest not exceeding 5 per cent. " 

Finally, one of the most effective measures taken 

recently by the Egyptian government to ease the 

dilemma of foreign exchange is the floating of the 

Egyptian pound by issuing Act No. 222 declared by 

the Egyptian minister of Economy on May 11,1987.34 

This new economic policy aims to unify the exchange 

rate of the Egyptian pound as there were more than one 

exchange rate: the official rate, the parallel market 

rate and the black market rate. 3* In the words of the 

Minister of Economy, this new economic policy will help 

achieve the following: 36 

The availability of foreign exchange through the 

legal channels represented in the state banks 

instead of the black-market dealers; 

Foreign exchange will be sold to investors at the 

free market rate; and 

Measures will be taken by the government to protect 

this new economic policy from any speculations and 

the government will support its banks by providing 

them with a reserve of foreign exchange in an 
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attempt to put an end to this black market of 

foreign exchange. 

Before ending this part, it may be noteworthy that 

Egypt's desert occupies 96 per cent of Egypt, and this 

can be considered an invaluable potential asset rather 

than a negative element. Apart from oil there are large 

deposits of manganese and phosphates and the desert is 

also the source of various materials used in the 

construction industry. Discoveries could still be made 

as much is still to be learned about the geology of the 

37 desert . 

The oases could be extended by land reclamation and 

much attention has been given to the possibility of 

turning this land over to the cultivation of non- 

traditional crops using abundant sources of brackish 

water where sweet water is not available. 38 

Thus, in spite of the present cloudy picture of the 

shortage of foreign exchange in Egypt, such problems 

might remain only over the short-term due to the several 

invaluable assets which Egypt possesses. 

7.5.2 Bureaucracy: 
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The empirical evidence has shown that bureaucracy is 

the second problem facing investors in Egypt. Investors 

claim that little has been done in this field. No doubt 

the government has taken a successful step by bringing 

together all competent offices relating to foreign 

investment under the organisational framework of the 

Investment Authority. However, the small and 

inexperienced staff hinder the Authority from living up 

to its responsibilities. 

Problems encountered by investors when dealing with 

the Investment Authority include, for example, the 

following: 

The lengthy process of getting approval for their 

proposed investment. 

The multitude of officials with whom they have to 

interact during the approval process. 

The unawareness of the criteria used by the 

Authority in screening investment proposals; 

The various interpretations of the Investment Law 

made by diffferent civil servants; 

The gap between the goals, capabilities, and levels 
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of commitment of the high-ranking Egyptian officials 

and those of lower levels; and 

The reluctance on the part of the middle management 

levels to take decisions. Some businessmen complain 

of a fear of decision-making, especially by lower- 

level government officials, bred from decades of 

autocratic rule from the top. One Western 

businessman says: 

I got a blanket letter from the Investment 
Authority authorising me to import duty- 
free, but customs wanted a letter 
indicating specific items exempt from 
duty. When I asked the Investment 
Authority for this, I could not get a 
decision. Nobody would take the risk. I 
finally got the equipment through customs 
on the basis of a letter of credit and can 
only hope I will not have to pay the duty 
later. " 

Many investors advised that the Investment Authority 

should be restructured to be a "one-stop" place for the 

investor. The staff of the authority should be small and 

made up of high-ranking officials with extensive private 

business experience. The government should draw up a 

clear definition of the steps necessarry to obtain 

approval for the establishment of a manufacturing 

facility in Egypt. 

In addition, to reduce the problems of bureaucracy 

with regard to foreign investment, the following should 
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be done: 

The appropriate departments of the government should 

develop self-imposed time limits on responding to 

requests for information and on making the required 

decision for each step of the investment process: 

and 

Serious consideration should be given to appointing 

an individual reponsible for monitoring the program 

40 
of stimulating foregin investment in Egypt . 

The Egyptian government has taken effective measures 

to speed up the decision making process and to ease 

these problems. In the words of Mr. Gamal el-Nazer, 

Deputy Chairman of the Investment Authority: 

... The Open-Door Policy left itself open to a 
wdie range of interpretations. it was 
necessary to eliminate such confusion by 
clarifying and defining policies. Efforts 
started by establishing the Economic Group 
[made up of the Deputy Prime-Minister for 
Financial and Economic Affairs, the Ministers 
of Trade, Economy and Economic Cooperation, 
Finance and Planning] to achieve ecomomic 
integratiion in all decisions undertaken by 
any member of the group. It became clear that 
some of the decisions extend beyond the limits 
of the Economic Group to affect other sectors 
such as industry and health; thus, the Supreme 
Council for Investmennt was established to 
include ministers of the Production Group to 
acheive strong integration and eliminate 
obstacles that may arise. This action makes 
clear the government's intention to speed up 
the decision making process specifically in 
relation to foreign investment ... 

41 
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Moreover, the General Authority for Investment made 

it clear to other government departments that they 

should submit their reponses to the investment proposals 

sent to them by the Authority within thirty days of the 

date of the request. If they failed to comply, the Board 

of Directors of the General Authority for Investment 

would have the prerogative to decide upon the proposal 

withouut waiting for the departments' responses. In 

addition, the Vice-Chairman of the Investment Authority 

has been authorised to decide upon the investment 

proposals if the invested capital of any proposal does 

not exceed L. E. 5 m. and the Chairman of the Investment 

Authoritty has the prerogative to decide upon the 

investment proposals if the invested capital of any 

proposal does not exceed L. E. 1S m. 

7-5.3 Inadequacy of the infrastructure: 

Investors express their concern regarding the 

inadequacy of the infrastructure in Egypt. They mention 

that this results in increasing their costs and in 

causing a serious loss of time and efficiency. Of 

course, the effects of population growth on the labour 

force and on employment are only one side of the coin; a 

second and even more obvious consequence of the rapid 

population growth is the pressure it has put on the 

country's infrastructure. " 
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The problematic areas in this field include the 

inadequacy of road or rail transportation, the shortage 

of utilities, the poor system of communications (such as 

telex and telephone) and the difficulty of finding a 

suitable and adequate industrial site. Housing and 

accommodation shortage is another aspect of the 

infrastructure problem which has been worsened by 

migration towards the main urban centres (Cairo and 

Alexandria). 

Table 7.3 shows the distribution of approved inland 

projects by regions in Egypt. The table indicates that 

the majority of approved projects tend to be 

concentrated in the most developed areas where 

infrastruottural facilites such as power, 

communications, roads, railways and financial facilites 

are readily accessible. It is very interesting to note 

that 53 per cent of the approved projects are located in 

Cairo and Giza, which is considered to be an extension 

of Cairo City, while only 4 per cent of these approved 

projects is located in upper Egypt. This means that tax 

concessions are not adequate to motivate investors to 

locate in rural and underdeveloped areas. Abdullah 

reached a similar conclusion when she examined the 

effect of the tax incentive schemes in motivating 

investors to locate in Malaysia. 



26 

Some remedies suggested by investors in Egypt are: 

The investment Authority should provide active 

assistance to the potential investor looking for 

appropriate sites. The assistance should be given by 

specialists who understand the specifics of how to 

arrange for leasing or acquisition of a site; 

The government should consider using more of the 

funds being made available by other governments for 

developing infrastructure in support of industry; 

and 

Development and ownership of private industrial 

parks, including utilities and other infrastructure, 

on a profit-making basis, could be a particularly 

appealing investment for investors from other Arab 

countries. 

Taking the above recommendations into consideration, 

the development of Egypt's infrastructure is clarified 

by the commitment made in the five year plan (1978-1982) 

to renovate and expand the utilities, transportation, 

communications and port facilities. 4a 
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Table 7.3 

The Regional Distribution of Approved Inland Projects in 

Egypt, end-1985. 

Region Investment Activities 

lIndus-iFina n-iAgricul-iConstrue- ýService iTotal 

Itrial Icial I tural I tion I I 

Cairo I 9s I 1S6 11 130 0 97 479 

Giza 77 1 39 1 18 1 49 1 46 229- 
I I I I 

Alexandr ial 40 1 12 11 1 10 9 )0 11 9- 

Can a1 32 1 14 11 1 1 12 70 
Zone 

Lower 9 89 1 12 1 39 3 6 149 
Egypt 

Upper 17 is 12 is 59 
Egypt 

New 4 209 11 19 C; 8 12 3ý 2 
Towns 

Unknown 18 1s 11 6 11 31 

Total S67 I 2LS4 1 102 1 204 1215 11342 

Source: The general Authority for Investment, Cairo. 

7-5-4 Political Instability: 

Based upon the empirical evidence found in this 

field research, political instability occupies problem 
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number five facing investors in Egypt. 

Thus, in spite of assurances and guarantees given by 

the Egyptian government to investors concerning the 

repatriation of their profits and capital out of Egypt 

and concerning the non-confiscation and non- 

nationalization of their assets in Egypt, they still 

have some worries and doubts about such assurances and 

guarantees. In other words, investment in Egypt is still 

uncertain and risky. For example, the investor might 

wait for two years until he could get an approval from 

the Investment Authority to repatriate his profits. 44 

Political instability in Egypt could be attributed 

to the mounting economic problems and the government 

policy of handling these problems. In 1977, the 

government in an attempt to rationalize its economic 

policy took some measures to modify the subsidy system 

through decreasing subsidies on basic commodities, 

decreasing public consumption and increasing the prices 

of some commodities that are sold below their cost 

prices. Immediately, after announcing these measures in 

January 1977, the major cities of Cairo and Alexandria 

were full of riots and demonstrations rejecting these 

measures and the government was forced to change and 

cancel them. 
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Another aspect of the internal instability could be 

attributed to the frequent change of government-45 Since 

1974, the government has changed four times in less than 

six years. To investors, changing government means that 

they have to renegotiate their projects, and approvals 

are delayed. 

Another aspect of the internal instability in Egypt 

might come from the challenge to the regime from the 

Islamic groups. Sadat was eventually assassinated by a 

member of "al-Jihad" (Holy Struggle) group in October, 

1901. These fundamentalist groups represent the most 

radical wing of a much broader religious trend normally 

referred to as the Islamic resurgence. 46 Most members of 

these Islamic groups belong to the poor and lower-middle 

classes. These groups are the product of a crisis, 

characterised by economic difficulties but above all by 

a state of moral and ideological confusion and growing 
47 

social unrest The low and medium low income classes 

account for about two thirds of Egypt's urban 

population. The youth of these classes suffer from 

constant inflation, the problems of overpopulation, 

overurbanisation and infrastructural decline which among 

other things often force them to continue to live with 

their parents even after they marry because they cannot 

find a house of their own. 48 So, to ease this phenomenon, 

the Egyptian government should contain and curb its 
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military expenditure in addition to limit its 

expenditure on its institutions abroad so as to raise 

the standard of living of these classes. 

7-5-5 Shortage of Skilled Labour: 

Shortage of skilled labour ranked eighth among the 

investment problems facing investors in Egypt. Egypt 

prides itself on being the only country in the Arab 

Middle East in which qualified personnel at all levels, 

from skilled labour to middle management, can be found. 

Egypt's labour force does indeed offer companies a broad 

range of technical skills and the government intends to 

improve its education system for the purpose of training 

additional workers, technicians and management 

personnel. 49 

Nevertheless, investors are realizing that skilled 

labour is becoming increasingly difficult to obtain. 

This may be attributed to the departure of many Egyptian 

technicians and professionals to the oil-rich Gulf 

states, which offer them higher salaries. One high- 

ranking official of the Manpower Ministry comments on 

this phenomenon by saying that 

It is easy to find unskilled workers among the 
mass of the labour pool, but finding a first- 
class welder is something else. They are all in 
Abu Dhabi making their fortunes. 
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Thus, the "brain drain" has led to a shortage of 

skilled labour in Egypt. Moreover, the shortage of 

skilled labour may be due to the government's policy of 

guaranteeing a secure job in the government to each 

college graduate with a high degree. This led, to a short 

supply of the highly demanded skilled workers, welders, 

mechanics, etc. In the meantime, the job market is full 

of engineers who, as a result, find themselves doing the 

work of technicians. 50 

The government could ease this problem by 

establishing training centres, and slightly changing its 

educational policy in favour of vocational education for 

the purpose of allowing Egyptians to update their skills 

and apply what they learn on a continuous basis. In the 

meantime, foreign investors should have their own 

training programmes. 

Moreover, the Prime Minister highlighted this 

important issue. In his speech he stated: 

... the Supreme Council for Labour and Training 
was established to plan the national policy 
regarding labour force and training in order to 
secure the optimum utilisation and development 
of human resources... 51 

7-6-6 Summary: 

To sum up, the major problem areas facing investors 

in Egypt are lack of foreign exchange, bureaucracy, 
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inadequacy of infrastructure especially of the 

communication system, political instability and shortage 

of skilled labour. However, other investment problems 

such as finding a suitable partner and language do not 

appear to be problems facing investors in Egypt. In 

addition, most tax problems have been alleviated or 

eliminated. Yet, there are still some tax problems which 

have not been solved. These tax problems emanate from 

the adoption of the general tax on income and the 

application of the inheritance tax. However, discussions 

are now being held in Egypt's People's Assembly in order 

to reach a solution to such tax problems so as to make 

the investment climate in Egypt more attractive and 

reasonable for the purpose of attracting and encouraging 

potential foreign investors to make direct investment in 

Egypt. 
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CHAPTER EIGHT 

DIRECT INVESTMENTS 

IN EGYPT IN THE LIGHT OF THEORIES OF FDI 

8-1 Introduction: 

As was mentioned in Chapter Two, a comprehensive 

theory-of FDI is-expected to cover such issues as the 

foreign investment location decision process, the main 

motives for investment abroad, the characteristics of 

the investing companies, the characteristics of host 

countries receiving foreign investments, the two-way 

flow of FDI, the types of economic activities which 

attract foreign investors, the ownership structure, and 

the impact of these investments on the economy of both 

host and home countries of investment. 

This Chapter aims to relate some aspects of the 

theories of FDI to help explain the pattern of FDI in 

Egypt mainly the characteristics of Egypt as a host 

country and the characteristics of investing countries 

in Egypt, the types of economic activities which attract 

foreign investors in Egypt, and the foreign ownership 

structure. 

In addition, this Chapter aims to identify the main 

motives for investment in Egypt and arrange them in 



338 

order of their relative importance. Finally, it will 

highlight U. K. investments in Egypt. 

8.2 Characteristics of Both Egypt (as a Recipient 

Country) and Investinp- Countries: 

The geographical location of Egypt is considered to 

be one of the most influential factors on the investment 

decision process of foreign investors to locate in 

Egypt. The location of Egypt was ranked third by 

investing companies in Egypt which were asked to rate 

the relative importance of twenty four factors in their 

decision to invest in Egypt (See Section 8.4). 

In addition to the geographical location, Egypt has 

other characteristics which can be summarized as 

follows: 

The existence of a fairly large domestic market 

(over so million) with increased needs for 

industrial and consumer products, resulting from the 

increase in number and the enhancement of the 

standard of living of the population. 

The Egyptian private sector shows signs of 

revitalization and its companies are now playing a 

more critical role in the economy (See Table 1.1). 
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The availability of a large reservoir of educated, 

skilled and adaptable manpower with a relatively low 

tendency to mobility and strikes. ' Egypt has a well- 

educated cadre of experienced business, academic, 

and government leaders who understand and welcome 

new technology concepts. 

The expectation of significant enhancement of 

Egypt's foreign exchange earnings from many sources 

such as the Suez Canal, new oil discoveries, tourism 

and remittances from Egyptians working in the Arab- 

neighbouring countries. 

The location of Egypt in the middle of oil producing 

Arab countries gives an opportunity to investors in 

Egypt to export to these rich countries. 

The mounting economic problems of Egypt have led to 

the adoption of the "Open-Door" Folicy and to a 

favourable government attitude towards potential 

investors through providing them with opportunities 

to invest in Egypt in addition to granting them a 

reasonable package of tax concessions and guarantees 

against expropriation and assurances for the 

repatriation of their capital and profits out of 

Egypt. 

As to the characteristics of the capital exporting 
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countries who make direct investments in Egypt, they can 

be classified into two broad groups: 

Those who belong to the LDCs. 

Those who belong to developed countries. 

The first group includes investors from the oil 

producing Arab countries and some investors from 

Lebanon, Syria, Jordan and Iran. The main asset 

possessed by investors belonging to this group is the 

capital only. They lack technology, marketing and 

management skills which are the main components of FDI 

that give foreign investors an advantage over their 

local competitors. 

The second group of investors are mainly MNCs which 

come from developed countries such as U. S. A., E. E. C., 

and Japan. These multinationals are large corporations, 

operate in many countries, carry out R&D, and invest 

substantial amounts overseas. Generally, these MNCs 

possess oligopolistic advantages which are not owned by 

their local competitors. 

In sum, these MNCs possess capital in addition to 

technology, marketing and management skils. So, they 

furnish sophisticated, high-technology production 

2 processes of products . 
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But, are investors from Arab and other Middle East 

countries and investors from developed countries 

motivated by the same reasons? 

All theories of FDI which were discussed in Chapter 

Two examine the reasons of FDI made by MNCs from 

developed countries that invest in LDCs and other 

developed countries. Yet, there is no single theory of 

FDI to which one can turn in the search for an 

understanding of investors from developing couuntries 

who invest mainly in other LDCs. 0 As mentioned in 

Chapter Two and Chapter Three (which examine motives for 

FDI made by MNCs from developed countries) the main 

motives for investment are the size of the market, 

potential growth in the size of the market, defence of 

the market, political stability, return on investment, 

lower costs of inputs, in addition to tax concessions 

and import restrictions offered by host countries. 

So, are Arab and Middle East investors motivated by 

the same motivations? A study carried out by D. Lecraw4 

on 200 firms (included in this group 20 firms from LDCs) 

in Thailand indicated that foreign firms from developed 

countries were motivated to invest in Thailand by 

(almost) entirely different factors than firms from 

LDCs. Table 8.1 indicates the findings of this study. 

These findings indicate that FDI by MNCs from developed 

countries has followed the product life cycle theory of 



342 

international trade introduced by R. Vernon. * Firms from 

developed countries are seen to invest in LDCs to 

protect their markets which they have previously 

supplied by exports. These firms produce and export new, 

high-quality products with high marketing and high 

technology inputs which are not very sensitive to price 

competition. Over time as a given product matures, its 

marketing and technological advantages tend to erode so 

that local firms can start to produuce a similar 

product, often at a lower price. Faced with this threat, 

the MNC will either withdraw from the market, upgrade 

the product and enhance its brand image, or invest in a 

local manufacturing facility in order to take advantage 

of low labour costs and avoid transportation and tariff 

costs. MNCs from developed countries followed this 

pattern in their investments in Thailand. They ranked 

"threats to existing markets" as the prime motivation 

for making direct investments in Thailand. 

Firms fom LDCs were motivated to invest in Thailand 

by "threats to their markets", but by several additional 

factors as well. They place greater emphasis on 

diversification of risk than do their counterparts from 

advanced countries. The motivations that are of average 

importance to developing country investors are much less 

important to MNCs that have gone to Thailand. In 

general, firms in LDCs tended to produce 

unsophisticated, and low-technology products. They 
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tended to use labour-intensive technology which was 

suitable for small-scale production. But, firms from 

developed countries tended to furnish sophisticated and 

high-technology production processes and products either 

to the local economy or for export to other LDCs or 

developed countries. 6 
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Table 8-1 

Rating of motivations for foreign investment in Thailand 

by firms from advanced and developing countries* 

Average of 
Motivation Iratings by firms 

from advanced 
countries 

I Average of 
Iratings by firms 
I from LDCs 

1. Threats to existing I 
markets 8 6 

2. Diversification of I 
risk 1 7 

3. High local return 3 6 

4. Investing accumulatedl 
local funds 

S. Exploit experience I 
with high-technology I 
production 

6. Exloit experience 
with labour-intensivel 
technology 

7. Relatives or 
countrymen business 
associates in LDCs 1 1 S 

S. Export capital 
equipment 2 4 

9. A source of cheap 
labour 3 1 

10. To export to the 
developed world 2 1 

11. Use marketing 
expertise 7 1 
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Table 8-1 (Continued) 

Average of Average of 
Motivation Iratings by firms Iratings by firms 

I from advanced I from LDCs 
I countries I 

12. Small markets at 
home 26 

13. Circumvent tariff 
and quotas in 
developed countries 112 

Source: Lecraw D., Direct Investment by Firms from 
LDCs, Oxford Economic Papers, Vol. 29,1977, p. 
444. 

Rating based on a scale of 1=unimportant, 
10=very important. 

Therefore, it can be argued that the findings of the 

Lecraw study would not be applied to direct investments 

made in Egypt by Arab and other Middle East countries. 

These countries are still in the developoment stage and 

Egypt may be considered to be the most advanced country 

among other developing countries in the Middle East. 

Thus, these Arab countries who invest in Egypt do not 

have specific technological advantages which are the 

main ingredients of FDI. This, of course, implies that 

Egypt's imports from these countries are limited if they 

are compared with its imports from developed countries. 
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Consequently, it would be logical to exclude the 

"threats to existing markets" as the prime motive for 

Arab investors to make direct investments in Egypt. This 

would suggest that their primary motive to invest in 

Egypt is the return on investment. In addition, Arab 

investors have a greater disposition to invest in such 

activities that secure a high and safe return. Table 8-2 

indicates that Arab countries invest L. E. 586.3 million 

out of L. E. 914.9 million, i. e., 64 per cent in 

financial and services approved inland projects in 

Egypt. In the meantime, the argument that firms from 

developing countries invest in neighbouring countries 

which are poor in order to offer them hope of less 

dependence on firms from rich countries, as was found in 

some studies 7 and to apply such a finding to investments 

from Arab countries in Egypt needs to be considered in 

further research. 

To conclude this part, all theories of FDI 

concentrate on the study of direct investments made by 

MNCs from developed countries. Yet, there is no single 

theory which explains direct investments made by 

investors from developing countries in other LDCs or in 

developed countries. However, firms from developing 

countries, as found in some studies, tend to invest in 

LDCs with similar or lower levels of development than 
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Table 8.2 

Capital invested by Arab countries in approved Inland 

Projects until 1985. (in L. E. thousand) 

Investment Activities L. E. -7. 

1. Industrial 1 227144 1 24.8 

2. Financial 
1 
1 337133 

1 
1 36.9 

3. Agricultural and 
Animal Husbandry 42761 1 4.7 

4. Housing and contracting 58700 1 6.4 

S. Service 1 249109 1 27.2 

Total 1 914847 1100.0 
R 

Source: The General Authority for Investment, Cairo. 

that of the parent countries because of their experience 

with certain technologies at home that gave them 

advantages over their local competitors. Yet, these 

findings cannot be applied to direct investments in 

Egypt made by Arab countries that own only capital and 

lack marketing and technological skills. So, there is a 

gap in the theory of FDI which has paid little attention 

to direct investment from developing countries in other 

LDCs especially in the case of investments made by 

investors from developing countries - who own capital 
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and lack technological skills - in another developing 

country which is more advanced than their home country. 

More research is needed into the motives and pattern of 

foreign investment by this new group of investors. 

8.3 TyDes of Economic Activities Which Attract Foreizn 

Investors in Exypt 

In explaining the types of economic activities which 

motivate foreign investors to invest in LDCs, Sidney 

Rolfee (as Table 8.3 indicates) found that foreign 

investors have a greater propensity to invest in 

petroleum and mining industries which have attracted 49 

per cent of the total inflow, whereas the manufacturing 

and services sectors have accounted for 27% and 24% 

respectively. 

Reuber also found that extractive industries 

(petroleum and mining) have accounted for 43 per cent of 

the total foreign investments in the LDCs, whereas 

manufacturing and services industries have accounted for 

31% and 26% respectively (See Table 8.4). ' 
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Table 8.3 

Estimated Accumulated Overseas Direct Investments of DAC 

countries (millions of dollars) 

Groups of Activities Amount % 

Petroleum 1 11892 40 

Mining 2801 19 

Manufacturing 8047 1 27 

Other 7230 1 24 

Total 1 29970 100 

Note: Development Assistance Committee (DAC) 
Countries include: Belgium, Canada, France, 
Germany, Italy, Japan, Netherlands, Sweden, 
Switzerland, United States, and United Kingdom. 

Source: Rolfe, Sidney E., The Multinational Corporation 
in the World Economy, Praeger Publishers, New 
York, 1970, p. 7. 

Buckley and Casson found that foreign investment by 

MNCs tends to be in the chemicals, rubber, machinery 

(electrical and non-electrical), transport equipment, 

and instruments industries. The reason for such 

industrial concentration, in their view, is that the 

output of such industries is concentrated in the hands 

of just a few producers where R&D, the skills of 

highly trained manpower, and the services of 

sophisticated plant and equipment all play a key role in 
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boosting productive efficiency. 10 

Table 8-4 

Sectoral Distribution of FDI in Developing Countries, 

End-1970 (in billions of dollars) 

Groups of Activities Amount % 

Petroleum 13 33 

Mining 4 10 

Manufacturing 12 31 

Other 10 26 

Total 39 100 

Source: Reuber, Grant L., Private Foreign Investment in 
Development, Oxford University Press, London, 

1973, p. 253. 

Contrary to the above findings, it was found in this 

study that foreign investment in Egypt is concentrated 

more in the service sector which accounted for 61% of 

the total foreign investment, followed by manufacturing 

sector with 3S%, while the extractive sector (mining and 

agriculture) accounted for only 4% of the total inflow 

(See Table 8-S). 
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Table 8.5 

Sectoral Distribution of FDI in Egypt in the Approved 

Inland Projects, End-1985 (in L. E. thousand) 

Source: The General Authority for Investment, Cairo. 

It is noteworthy, that tourist projects have 

attracted 1S. 3% of the total foreign investment in 

Egypt. This may be attributable to the attractive 

geographical location of Egypt together with the 

characteristics of these projects in terms of relatively 

high profitability, and the easy repatriation of profits 

due to the availability of foreign exchange generated 

especially in this sector. 

In addition, it was found in this study that 

chemical, engineering, and metallurgical industries have 

attracted 19.2% of the total foreign investment in 
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Egypt. This industrial concentration may be explained in 

terms of the highly sophisticated attributes of such 

industries which are concentrated in the hands of just a 

few manufacturers especially from developed countries. 

This conclusion is in line with the findings reached by 

Hood and Young. " 

Table 8.6 shows foreign direct investment in Egypt 

by type of business and principal capital-exporting 

countries. This table indicates that American investors 

have a greater propensity to invest in the services 

sector while they do not have the same propensity to 

invest in the highly sophisticated industries. Moreover, 

they invest only 1.8% in extractive industries. 

In sum, the general pattern of foreign direct 

investment in Egypt was not what one would have expected 

from other research findings. This means that the 

theories of FDI are not comprehensive and cannot be 

generalized when 

countries. This 

characteristics 

This signifies, 

approach which 

investment in ea 

explaining the pattern of FDI in all 

is due to the different priorities and 

of both host and investing countries. 

of course, the importance of the micro 

helps explain the pattern of foreign 

ch host country. 
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Table 8-6 

Stock of FDI in the Approved Inland Projects in Egypt, 

by Sector and Principal capital EXporting Countries, 

End-1985 

(in L. E. thousand) 

iArabs USA i EEC iOthersi 
Total 

Spinning and weavingJ76081 1 2387BI 36.20 1182S4 1 1ý1830 

Food-stuffs 1151<)l 1 1623113530 1 4448 1 34792 

Chemicals IS2409 1 9317181320 13438S 1 177431 

Wood 7890 1 171 3078 1 S16 I 
IIII 

11SO1 

Engineering 12632S I 127891375SS 1 7189 1 83861 

Building materials 132S49 I 209691171S7 I S911 I 
IIII 

76S86 

Metallurgical 
I 
11S021 1 110001102<)3 140099 1 

1 
76413 

Pharmaceutical 
1 
I S70 

1 11 
1 105831 S709 1 4848 1 21710 

Mining 
1 
11 108 

1111 
1-11 241 1 1349 

Sub-total 1227144 1 90173117.221265111S89 1 605473 

Financial i337133 
I 

I 236S3i1O978Sj44696 I 
IIII 

SIS267 

Agricultural 1 42761 
1 

1 45741 119391 8099 1 
1111 

67373 

Housing 1 58700 1 222SI 178S11 7S44 1 
11 

86320 

Services 
1 
1249109 

11 
11300321 S83181321S6 I 46061S 

Total I 191484712SO657137015811993861 
I 

173SO48 

Source: The General Authority for Investment, Cairo. 
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8.4 Motives for Investment in Egypt 

This part is based upon a survey study in order to 

assess the relative importance of investment motives for 

each investing group in Egypt as an attempt to classify 

the results by type of homogeneous economic activities. 

Then, these investment motives will be ranked in order 

of their significance from the view-point of all various 

investing groups in Egypt. This part also highlights the 

major motives for investment in Egypt. 

B-4-1 The Rank-Order of Investment Motives for Each 

InvestinK Group in Egypt 

This sub-section deals with the rank-order of 

investment motives which have a significant impact on 

the investment location decision of each investing group 

in Egypt. Table 8.7 shows the rank-order of twenty four 

investment motives in each of the following four 

investing groups: 

The main investment motives for agricultural, land 

reclamation, fishery and animal companies in 

descending order are: 

Tax holiday period 

The Egyptian market size 

The geographical location of Egypt 

Return on investment 
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Depreciation allowances 

Duty exemptions 

The Egyptian tax law in general 

2. The major investment motives for building materials, 

construction and contracting companies in descending 

order are: 

The Egyptian market size 

Return on investment 

Tax holiday period 

The geographical location of Egypt 

Depreciation allowances 

Duty exemptions 

The government attitude towards foreign 

corporations. 

3. The main investment motives for food and wood 

companies in descending order are: 

Tax holiday period 

The geographical location of Egypt 

Insurance against expropriation 

Guarantee for repatriation of capital and 

profit 

Depreciation of allowances 

The Egyptian market size 

Import restrictions by Egypt 
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Finally, the major investment motives for 

engineering, metallurgical and chemical companies in 

descending order are: 

The Egyptian market size 

Reurn on investment 

Tax holiday period 

Insurance against expropriation 

Import restrictions by Egypt 

Imperfect competition in Egypt 

Guarantee for repatriation of capital and 

profits 
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Table S. 7 

The Rank-Order of Investment Motives by Groups of 

Homogeneous Economic Activities 

Investment Motives 

W ; 
Group I 

; 
Group II lGroup IIIIGroup IV 

18151a17 
ICompaniesICompaniesiCompaniesiCompanies 
aiii 
I Rank- I Rank- I Rank- I Rank- 
I Order I Order I Order I Order 

1. The Egyptian taxi 7 1 11. S 1 17 1 12 
law in general I I 

I 
II 
11 

2. Tax holiday 
I 
11 2.5 1 1. S 1 3 

period I 
I 

II 
11 

3. Tax exempt 12 14.5 1 13. S 1 10.5 
interest II 

11 
4. Depreciation 4. S I S. 5 161 8 

allowances I II 
II 

S. Duty exemptions 17 
I 

S. S I 11. S 1 13 

6. Insurance 1 10 18 3. S 1 4.5 
against 
expropriation 

7. Guarantee for 1 17.5 1 11.5 1 3.5 1 a 
repatriation I I II 
of capital and I 
profit 

8. Return on 1 4.5 1 2. S 1 9.5 2 
investment 

9 The market size 26 
in Egypt 
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Table 8.7 (Continued) 

The Rank-Order of Investment Motives by Groups of 

Homogeneous Economic Activities 

iGroup 
I 

; 
Group II 

; 
Group IIIIGroup IV 

18151817 
Investment Motives lCompaniesiCompaniesICompaniesiCompanies 

iiai 
I Rank- I Rank- I Rank- I Rank- 
I Order I Order I Order I Order 

10. Political 13 18 16 1 19 
climate in I 
Egypt I 

I 
11. To build up a1 21.5 18 81 14 

base to export I I I 
to other Middlel I I 
East countries I II I 

12. 
I 

Imperfect 1 19.5 
I1 
1 16 

1 
11.5 1 6 

competition 
in Egypt 

13. Import 1 23 1 23 6 4. S 
restrictions 
by Egypt 

14. Transport costsi 24 23 23 1 24 
to Egypt are I I 
relatively high I 

1S. Cheapness of 1 14.5 17 18 1 21.5 
labour 

16. Cheapness of 1 16 1 14.51 21 1 19 
raw-materials I 

17. Availability ofl 11 11.51 13.51 17 
skilled labour I 
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Table 8-7 (Continued) 

The Rank-Order of Investment Motives by Groups of 

Homogeneous Economic Activities 

lGroup I lGroup II 
; 
Group IIIIGroup IV 

18151817 
Investment Motives lCompaniesiCompaniesICompaniesiCompanies 

aiai 
I Rank- I Rank- I Rank- I Rank- 
I Order I Order I Order I Order 

18. Availability ofj 9 1 19.51 is 
local technologyj 

I 
I 
1 

I 
1 

19. Availability ofl 14.5 1 20 1 22 1 23 
local borrowingi 

I 
I 
I 

II 
11 

20. Difficulties 1 19.5 1 23 1 24 1 21.5 
with agents, I I II 
licensees I I 

I 
II 
II 

21. 
I 

To exploit 1 17.5 19 1 9. S1 19 
marketing and I II 
managerial I II 
skills I II 

22. 
I 

To get more 1 . 1211.5 21 
11 
1 19.51 16 

profitable usesi II 
for I II 
underemployed I II 
resources at I II 
home I 

I 
II 
11 

23. Government 7 a I is 1 10.5, 
attitude II 
towards foreigni II 
corporations I 

I 
II 
11 

24. Geographical 3 4 1.51 8 
location I 
of Egypt I 
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It is important to note that each investing group 

which is involved in homogeneous economic activities has 

its own specific investment motivations. For example, 

import restrictions and imperfect competition have 

attracted MNCs which are engaged in highly sophisticated 

industries to locate in Egypt. In the meantime, tax 

holiday period took first position in the agricultural, 

land reclamation, fishery, and animal companies because 

such holiday period reaches 15 years for such projects. 

Yet, it could be seen that the investment location 

decision is affected, to a great extent, by the same 

investment motives irrespective of the type of business 

or the rank-order of such investment motives. 

In addition, it appears clearly from Table 8.7 that 

the most important investment motives which have an 

impact on the investment location decision by investors 

to make direct investment in Egypt are: 

Tax holiday period 

The Egyptian market size 

The geographical location of Egypt 

Return on investment 

Government attitude towards foreign 

corporations. 

It is noteworthy that the reason that investing 

companies do not usually assign the same score to 
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all investment motives is, of course, due to the 

variation in the relative importance of each 

investment factor on the investment decision of each 

investing company, i. e., the investing companies may 

assess each investment factor in a different way 

according to their peculiar characteristics and the 

main reasons behind their investment decision to 

make direct investment in a particular country. Mun 

and Ho, in their study investigating the opinion of 

foreign investors in Hong Kong, conducted a survey 

which covered eighty-one firms mainly with American, 

Japanese, and British investment. X2 Respondents were 

asked to rate the relative influence of 20 factors 

on their decision to invest in Hong Kong. A rating 

scale ranging from 0 (no influence) to 3 (decisive 

influence) was employed. The results are reported 

separately for American, Japanese and British 

respondents" in Tables 8.8 - 8.10. From these 

tables, it can be seen that there are some 

variations among these three different groups of 

investors who come from different countries 

concerning the assessment of the relative importance 

of these 20 investment factors, but they were 

largely influenced by financial factors (low tax, 

freedom to manage their own assets) and labour 

factors. However, political stability was regarded 

as a very important factor by American investors but 

only as moderately important by Japanese and British 



362 

investors. It is also of interest to note that local 

market potential is a moderately important factor 

for Japanese investors, a very important factor for 

British investors, but a very unimportant factor for 

American investors. This great difference in 

assessing the relative importance of the local 

market potential in Hong Kong by American and 

British investors may reflect that American 

investors in Hong Kong are mainly engaged in 

production for exports, while British investors 

would consider the promotion of sales in the 

domestic market of Hong Kong. 
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Table 8.8 

Investment Factors in Hong Kong 

American Investors 

I I Mean 
I Scores 

Factors with most influence (2-00-3-00) 

1. Peaceful industrial relations I 2.3SS 

2. Availability of efficient labour 1 2.323 

3. Stability of Hong Kong government 1 2.323 

4. Freedom to repatriate earnings I 2.2SS 

S. Freedom to transfer capital, assets I 2.2SS 

6. Low tax ceiling 1 2.032 

7. Easy to serve export markets 1 2.000 

Factors with moderate influence: (1-00-1-99) 

B. Lower wage costs including fringe benefits 1 1.968 

9. Strategic location of Hong Kong 1.839 

10. Existence of adequate infrastructure 1.806 

11. Existence of supporting industries 1 1.774 

12. Relationship of Hong Kong with China 1. S48 

13. Acess to specialized skills 1 1.290 

14. Tax incentives 1 1.226 

15. Conditions of living for expatriates 1.161 

16. Lower cost of transportation 1 1.129 
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Table 8-8 (Continued) 

mean 
Scores 

Factors with least influence ((0.00-0.99) 

17. Government incentives 1 0.968 

18. Greater depreciation allowances 0.903 

19. Access to local sources of capital 1 0.806 

20. Local market potential 1 0.806 

Source: Mun and Ho, (1979, Table 4, p. 284). 
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Table 8.9 

Investment Factors in Hong Kong: 

Japanese Investors 

i mean 
IScores 

Factors with most influence (2.00-300) 

1. Low tax ceiling 

Factors with moderate influence (1-00-1-99) 

2. Easy to serve export markets 

3. Lower wage costs including fringe benefits 

4. Availability of efficient labour 

S. Freedom to repatriate earnings 

6. Freedom to transfer capal, assets 

7. Peaceful industrial relations 

8. Local market potential 

9. Stability of hong kong government 

10. Existence of adequate infrastructure 1 1.375 

11. Strategic location of Hong Kong 1 1.312 

12. Lower cost of transportation 1 1.250 

13. Existence of supporting industries 1 1.125 

14. Greater depreciation allowances 1 1.000 
I 

Factors with least influence (0-00-0-99) 1 
I 

15. Access to specialized skills 0.938 

16. Access to local sources of capital 1 0.750 
L- 
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Table 8-9 (Continued) 

mean 
Scores 

17. Tax incentives 1 0.750 
1 

18. Conditions of living for expatriates 1 0.563 
1 

19. Relationship of Hong Kong with China 1 0.375 

20. Government incentives 0.313 
L- 

Source: Mun and Ho, (1979, Table S, p. 285). 

Table 8.10 

Investment Factors in Hong Kong 

British Investors 

Mean 
I Scores 

Factors with most influence (2.00-3.00) 

1. Low tax ceiling 1 2.778 

2. Freedom to transfer capital, assets 2. SS6 

3. Freedom to repatriate earnings 1 2.444 

4. Local market potential 1 2.333 

S. Peaceful industrial relations 1 2.222 

6. Availability of efficient labour 1 2.111 
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Table 8.10 (Continued) 

Mean 
Scores 

7. Easy to serve export markets 2.111 

8. Existence of supporting industries 1 2.111 

Factors with moderate influence (1.00-1.99) 

9. Existence of adequate infrastructure 1 1.889 

10. Stability of Hong Kong government 1.778 

11. Lower wage costs including fringe benefits 1.778 

121. Access to local sources of capital 1.333 

13. Lower cost of transportation 1.333 

14. Strategic location of Hong Kong 1.333 

15. Relationship of Hong Kong with China 

16. Greater depreciation allowances 1 1.222 

17. Conditions of living for expatriates 1 1.000 

Factors with least influence (0.00-0.99) 

18. Access to specialized skills 1 0.889 

Source: Mun and Ho, (1979, Table 6, p. 286). 
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In addition, both government incentives and tax 

incentives are not important factors attracting foreign 

investment. This simply reflects that the Hong Kong 

government offers very little to assist foreign or local 

firms14 and no specific investment incentives are offered 

to foreign companies. " 

In sum, it must be noted that the survey approach 

has some limitations. Besides the fact that the 

investment factors are subject to different 

interpretations by the respondents and that scores given 

by the respondents may reflect what they think the 

scores should be rather than what the scores actually 

were. is Moreover, the survey approach deals with the 

motivations of taking up initial foreign investment; it 

does not deal with changes in motivations over time. 17 

Yet, the survey approach is a useful starting point to 

study those characteristics of a host country 

environment which are most attractive to foreign 

investment, given the ownership - specific factors of 

the investing firms. Thus, the survey approach will help 

generate some useful guidelines for decision making, but 

it is never meant to generate a general theory of 

foreign direct investment. 



8-4-2 The Rank-Order of Investment MotiveB for All 

Investing Groups in Egypt 

Table 8.11 shows the rank-order of investment 

motives of the previous mentioned four investing groups 

in Egypt. But, to what extent, do these four investing 

groups agree on the rank-order of these 24 investment 

motives? The answer to this question can only be 

achieved through the use of Kendall's coefficient of 

Concordance, W, using the following formula: 

s 
w23 (Champion, 1981, p. 3651. 

K (N - N) 12 

Where: 

S= sum of squares of the observed deviations from the 

mean of R,, that is, 

Rj. 
_) 

2 
N 

K= the number of investing groups assessing ranks. 

N= the number of investment motives to be ranked. 

Thus, W=0.74 expresses the degree of agreement among 

the four investing groups in Egypt regarding the rank- 

order of investment motives which have an impact on 
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Table B. 11 

The Rank-Order of Investment Motives for All Investing 

Groups in Egypt 

Investment Motives Isum of 
I Ranks 

I Rank- 
I Order 

1. The Egyptian tax law in general 147.5 1 10 

2. Tax holiday period 
I 
1 8.0 1 

3. Tax exempt interest 150.5 
I 

11 

4. Depreciation allowances 124.0 
I 

S 

S. Duty exemptions 137.0 
1 

17 
1 

6. Insurance against expropriation 126.0 
1 

16 
1 

7. Guarantee for repatriation of capital I I 
and profits 140.5 1 8. S 

I I 
S. Return on investment 118.5 14 

9. The market size 
1 
110.0 
1 

1 
12 
1 

10. Political climate in Egypt 166.0 1 18 
11. To build up a base to export to I I 

other Middle East countries IS1.5 
1 

1 12 
1 

12. Imperfect competition in Egypt 153.0 13. S 

13. Import restrictions by Egypt 156.5 1 16 

14. Transport costs to Egypt are 
relatively high 194.0 

1 
1 24 

1S. Cheapness of labour 171.0 
1 
1 20 

16. Cheapness of raw-materials 
1 
170.5 

1 
1 19 

17. Availability of skilled labour 
1 
153.0 

1 
1 13.5 
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Table B-11 (Continued) 

Investment Motives isum of 
I Ranks 

i Rank- 
I Order 

18. Availability of local technology 155.0 1 is 
I 

19. Availability of local borrowing 
I 
179.5 
1 

1 22 
1 

20 Difficulties with agents, licensees 188.0 
1 

1 23 
1 

21. To exploit marketing and managerial I I 
skills 165.0 1 17 

22. To get more profitable uses for 
underemployed resources at home 178.0 1 '-)j 

23. Government attitude towards foreign 
corporations 140.5 

1 
1 8. S 
1 

24. Geographical location of Egypt 116.5 3 

Total Sum of Ranks, R, 11200 

their location decision to make direct investment in Egypt. 

To test the significance of W, the null hypothesis 

may be stated thus: "There is no agreement among the four 

investing groups concerning the rank-order of the 24 

investment motives which have an impact on their investment 

location decision to make direct investment in Egypt, i. e., 

their ratings are unrelated to each other". 

To test this hypothesis, an approximation of the chi- 

square test will be used as follows: 
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X=K (N-1) W [Siegel, 1956, pp. 229-381 

=4 (24-1) 0.74 

= 68 

Thus, as X7 calculated=68, and X2 tabulated for 23 

degrees of freedom at a level of significance 

0.05=3S. 17. Therefore, the calculated value lies in the 

rejection region. This indicates that the null 

hypothesis is rejected in favour of the alternative 

hypothesis. This statistical evidence shows that there 

is an agreement among the four investing groups as 

regards the rank-order of the 24 investment factors. 

Thus, it can be concluded with considerable assurance 

that the agreement among the four investing groups is 

higher than it would be by chance. 

8.4.3 Diagnosis of Investment Motives Based on 

Organisational Size: 

In the previous two 

were ranked in order of 

decision making process 

by type of homogeneous 

section goes further by 

according to the size 

Egypt. 

sub-sections, investment motives 

their importance on the foreign 

in Egypt whether in general or 

economic activities. This sub- 

ranking such investment motives 

of the investing companies in 
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There is no agreement concerning the criteria upon 

which organisations may be classified as small-sized, 

medium-sized, and large-sized companies. Child used the 

number of employees when he classified the organisations 

into three categories as follows: 16 

Small-sized organisations which have up to one 

thousand employees; 

Medium-sized organisations, which have more than 

one thousand and up to a maximum of two 

thousand employees; and 

Large-sized organisations which have more than 

two thousand employees. 

Boswell sees that firms may be defined as small 

companies only when the number of employees in these 

organisations is not more than two hundred while he 

regarded them to be medium-sized if the number of their 

employees is more than two hundred and up to a maximum 

of five hundred. ""' 

Davenport says that "small" is a relative term, and 

a factory considered small in Detroit or even in Bombay 

would be considered large in Katmandu. 20 
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Stanley and Morse defined organisations to be small- 

sized if they are carried on in relatively small 

establishments. Theyý added that such small 

establishments have special characteristics as : 21 

One-man management: This characteristic gives 

small industry certain special needs for types 

of advice and aid which are not so much needed 

by large manufacturing firms. 

Close personal contacts: The manager is 

personally in touch with production workers, 

customers, suppliers and owners (ownership is 

often identical with management). 

Handicaps in obtaining capital and credit: the 

small firm cannot raise capital in the 

organised securities market, and often finds 

difficulties in getting loans and credit from 

banks and other financial institutions. 

From the previous discussion, it appears that there 

is no one single definition on which one can rely upon 

when defining what is meant by the organisational size. 

To define a firm to be small-sized, medium-sized or to 

be a large-sized firm, one should take into 
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consideration such key points as: 

1- The Country of Study: 

The organisational size may be defined in a 

different way in terms of the country under survey. 

For example, organisations that employ 1000 

employees may be considered as a small-sized firm in 

a developed country while it may be regarded as 

medium-sized or even as a large-sized firm in a less 

developed country like Egypt. This means that one 

cannot borrow definitions which belong to developed 

countries and apply such definitions to LDCs. 

2. Type of Activity: 

it is usually common that manufacturing 

organisations have more employees than services 

establishments. Consequently, the organisational 

size may vary from one activity to another. 

3. AccountinE Entit 

The organisational size may vary considerably in 

terms of the organisation's accounting entity which 

may take the form of a sole proprietorship, or 

partnership, or a stock company. 

Stock companies, for instance, can raise 

capital by issuing shares and can get more loans 
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from banks and other financial institutions, and by 

their ability to do so they are usually classified 

as large-sized companies as in the case of Egypt. 

Moreover, stock companies in Egypt are subject to a 

different tax treatment than that of sole 

proprietorships and partnerships as has been 

mentioned in Chapter Five. Thus, the Egyptian Tax 

Law considers partnerships as small or medium-sized 

companies whereas it regards the stock companies as 

large-sized companies. 

Following such a discussion, motivations for 

investment in Egypt will be analyzed and ranked in order 

of their importance by using such criteria as: 

1. The number of employees in the investing companies; 

2. their size of capital; and 

3. Their accounting entity. 

8.4-3.1 The Rank-Order of Investment Motives Based on 

the Number of EmployeeS: 

Table 8.12 presents the rank-order of investment 

motives in Egypt based on the number of employees in 

twenty-eight joint-venture companies. I considered the 

companies which have less than 500 hundred employees to 

be small-sized, and the companies which have SOO hundred 
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employees or more to be regarded as medium-sized. Using 

such a subjective criterion, it was found that twenty 

companies will be regarded as small-sized while eight 

companies will be considered as medium-sized. It is 

noteworthy that the estimated total number of employees 

in these 28 companies is only 12144 employees. This 

means that the mean number is just 434 employees. 

Moreover, the total annual estimated wages in these 

twenty eight companies is L. E. 15. S8 m. This means that 

the mean wage is only L. E. 1283 annually which is 

22 equivalent, more or less, to f 321 p. a . Thus, based on 

the criterion of the number of employees, none of the 

sample could be regarded as large except in one company 

only where it has 3004 employees (See Appendix B). 

As shown in table B-12 both small-sized and medium- 

sized companies agreed on the same rank-order of such 

significant factors as the tax holiday period and the 

Egyptian market size. They also agreed on the 

significance of the return on investment and the 

geographical location of Egypt regardless of the slight 

difference in ranking these two significant factors. 

Factors which have little impact on the decision to 

invest in Egypt, whether by small-sized or by medium- 

sized companies include as in the more general case 
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Table 8.12 

The Rank-Order of Investment Motives Based on the No. 

Employees. 

Investment Motives 

iNo. 
of 

0 
IS<500 
IRank- 
10rder 

Employees 

1 
JS>500 
I Rank- 
I Order 

I The Egyptian Tax Law in general 1 11 19 
2 Tax holiday period 1 1.5 1 1.5 
3 Tax exempt interest 10 1 13.5 
4 Depreciation allowances 5 6.5 
S Duty exemptions 7 9 
6 Insurance against expropriation 16 1 11.5 
7 Guarantee for repatriation of 8 1 16 

capital and profit 
8 Return on investment 4 
9 The market size in Egypt 1.5 1 1.5 
10 Political climate in Egypt 1 12 1 22 
11 To build up a base to export 13 13 

to other Middle East countries 
12 Imperfect competition in Egypt 1 14.5 1 13.5 
13 Import restrictions by Egypt 1 16.5 1 16 
14 Transport costs to Egypt are 1 24 1 24 

relatively high I I 
IS Cheapness of labour 1 22 19 
16 Cheapness of raw-materials 1 19 18 
17 Availability of skilled labour 1 16.5 5 
18 Availability of local technology 1 14.5 11.5 
19 Availability of local borrowing 1 21 1 21 
20 Difficulties with agents & 1 -, 3 4. 1 23 

licensees 1 1 
21 To exploit marketing & managerial 18 19.5 

skills 
22 To get more profitable uses for 1 20 19.5 

underemployed resources at home I 
23 Government attitude towards 9 1 6.5 

foreign corporations 1 
24 Geographical location of Egypt 4 3 



379 

discussed early, transport costs, difficulties with 

agents and licensees, availability of local borrowing, 

and cheapness of raw-materials. Other factors have been 

ranked slightly differently by these small-sized and 

medium-sized companies. This may suggest that these 

companies have, more or less, the same objectives behind 

their decision to invest in Egypt regardless of the 

number of employees in each company. Another possible 

explanation is the fact that the majority of equity in 

these twenty eight companies is owned by Egyptian 

investors where they own 68 per cent of the total equity 

23 in such companies . Therefore, it may be reasonable to 

infer motives for investment are, more or less, affected 

by the type of investor's nationality (See sub-section 

6.4.4). In addition, as has been mentioned in Chapter 

One that the questionnaires were completed by Egyptian 

finance officers. Finally, the agreement on the rank- 

order of key motivations by the 28 companies based on 

the criterion of the number of employees supports, 

undoubtedly, the same results reached in the two 

previous sub-sections. 

It is noteworthy that the association between the 

rank-order of the number of employees in the companies 

which have less than 500 employees and that of more than 

SOO employees by using Spearman's rank-order correlation 

coefficient is 0.76. Moreover, by testing such an 
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association, it is found that the sample correlation 

coefficient is significant at a level of significance 

O. OS where t calculated is S. 48 and t tabulated for 22 

degrees of freedom is 2.074. This statistical evidence 

indicates that the null hypothesis has been rejected in 

favour of the alternative hypothesis. 

In addition, if I considered the companies which 

have less than 125 employees to be regarded as small- 

sized, and the companies which have 12S employees or 

more to be considered as medium or large-sized, it was 

found that eleven companies would be regarded as small- 

sized and seventeen companies would be considered as 

medium or large-sized. Once again, by using Spearman's 

rank-order correlation coefficient, it is found that the 

sample correlation coefficient is 0.88 which indicates a 

higher positive correlation than that found before. 

As shown in Table 8.12, one can note that some ranks 

of investment motives are, more or less, similar and 

some ranks are not. For instance, political climate, 

cheapness of labour and availability of skilled labour 

have been ranked differently by companies which have 

less than 500 employees and those of 500 employees or 

more. Therefore, it may be a matter of interest to test 

statistically these differences to determine whether 

such differences are significant or not. 
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By using the Mann-Whitney Test* (Rank-Sum Test), the 

following has been found: 

The difference in the rank-order of political 

climate has been found to be significant at a level 

of significance 0.05. This statistical evidence 

indicates that small-sized companies are more 

motivated by the political climate than are medium 

or large-sized companies. This finding needs to be 

re-examined and analyzed in detail through 

conducting interviews with more companies of various 

sizes in Egypt in order to assess the significance 

of the political climate in Egypt in motivating 

these companies of various sizes. 

2. The difference in the rank-order of cheapness of 

labour has been found to be significant at a level 

of significance 0.027. This statistical evidence 

indicates that medium and large-sized companies are 

more motivated by the cheapness of such a cost 

factor than are small-sized companies. 

Finally, the difference in the rank-order of 

availability of skilled labour has been found to be 

-------------------------------- 
* Mann-Whitney Test has been used at the suggestion of 
A. D. Gordon, Head of Statistics Division St. Andrews 
University. 
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signficant at alpha 0.10. This indicates that the 

null hypothgesis cannot be rejected at a level of 

signficance O. OS which indicats that such a 

difference is not signficant. 

One should be careful when relying upon such 

findings due to the fact that the sample size is not 

equal as 23 companies out of 28 have been considered to 

be small-sized while only 5 companies have been regarded 

as medium or large-sized. 

8.4.3.2 The Rank-Order of Investment Motives Based on 

the Size of Capital: 

Table 8.13 gives the rank-order of investment 

motives based on the size of capital in a sample of 28 

joint-venture companies in Egypt. Robbins and Stobaugh 

defined the organisational size in terms of the annual 

sales of foreign units as folloWS: 24 

Small: less than $ 100 million. 

Medium: From $ 100 to $ 500 million. 

Large: over $ 500 million. 

It is noteworthy that the total estimated annual 

sales in these 28 companies has accounted for about 

E. 83.8 m. This means that mean sales is just under f 3m. 
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Moreover, the total capital of these 26 companies is, 

more or less, f 41.7 m. This means that the mean equity 

is just under f 1.5 million . 
25 Thus, it seems very 

clearly that these 28 investing companies in Egypt may 

be regarded as only "small-sized" in terms of their 

sales and equity. Yet, for the purpose of this research, 

I shall consider companies which have capital 

of less than f 2.5 million as small-sized, while 

companies which 'have capital of more than f 2.5 million 

as medium-sized. Based on such a subjective criterion, 

it was found that 23 companies out of 28 will be 

regarded as small-sized while the remaining five 

companies will be considered as medium-sized. 
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Table 8.13 

The Rank-Order of Investment Motives Based on 

the Size of Caital 

Investment Motives 

I 
JSize of Capital 

I 
IS<2. SmIS>2. Sm 
lRank- I Rank- 
10rder I Order 

I The Egyptian Tax Law in general 1 11 1 11 
2 Tax holiday period 121 2 
3 Tax exempt interest 1 10 1 14 
4 Depreciation allowances 151 S. S 
S Duty exemptions 71 11 
6 Insurance against expropriation 61 a 
7 Guarantee for repatriation of 18 

capital and profit 
8 Return on investment 3.5 4 
9 The market size in Egypt 11 2 
10 Political climate in Egypt 1 17 1 20.5 
11 To build up a base to export 16 15.5 

to other Middle East countries 
12 Imperfect competition in Egypt 13 13 
13 Import restrictions by Egypt 1 14.5 1 20.5 
14 Transport costs to Egypt are 1 24 1 24 

relatively high II 
is Cheapness of labour 1 21.5 1 11 
16 Cheapness of raw-materials I is. S I is 
17 Availability of skilled labour 1 12 1 
18 Availability of local technology 1 14.5 1 
19 Availability of local borrowing 1 21.5 1 22.1; 
20 Difficulties with agents & 1 23 1 22 

licensees 11 
21 To exploit marketing & managerial 1 18.5 1 1S. 5 

skills 11 
22 To get more profitable uses for 1 20 1 18 

underemployed resources at home 
23 Government attitude towards 9 5.5 

foreign corporations 
24 Geographical location of Egypt 3.5 1 2 
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once again, it was found that both small-sized and 

medium-sized companies have agreed on the rank-order of 

such significant motives as the tax holiday period, the 

market size in Egypt and the return of investment. In 

addition, factors which were found to be insignificant 

for both small-sized and medium-sized companies include, 

for instance, transport cost, difficulties with agents 

and licensees, availability of local borrowing, and 

cheapness of raw-materials. 

it is noteworthy that Spearman's rank-order 

correlation coefficient for the data in table 8.13 is 

0.63 which indicates a very high positive correlation. 

Moreover, by testing such an association, it is found 

that the sample correlation coefficient is significant 

at a level of significance 0.05 where t calculated is 

7.00 and t tabulated for 22 degrees of freedom is 2.074. 

This statistical evidence indicates that the null 

hypothesis has been rejected in favour of the 

alternative hypothesis. 

Table 8.13 shows that some factors have been ranked 

differently which include, for example, guarantee for 

repatriation of capital and profit, and cheapness of 

labour. Therefore, it may be a matter of interest to 

test statistically such differences in the ranks of 

these two factors in order to determine whether these 
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differences are significant or not. 

By using the Mann-Whitney Test, the following has 

been found: 

The difference in the rank-order of guarantee for 

repatriation of capital and profit has been found to 

be significant only at alpha 0.6S. This means that 

the null hypothesis cannot be rejected at a level of 

significance O. OS which indicates that the 

difference in the rank-order of such a factor is not 

significant. 

2. The difference in the rank-order of cheapness of 

labour has been found to be significant only at 

alpha 0.10. This means that the null hypothesis 

cannot be rejected at a level of significance 0.05. 

One should be careful when relying upon such 

findings due to the fact that the sample size is not 

equal as 23 companies out of 28 have been considered to 

be small-sized while only 5 companies have been regarded 

as medium or large-sized. 

In conclusion, the analysis of investment motives 

based on the size of capital has confirmed the previous 

results reached in the other sub-sections of this 
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Chapter. 

8-4.3.3 The Rank-Order of Investment Motives Based on 

Accounting Entity: 

This sub-section aims to analyze and rank the 

motives for investment in a sample of 28 investing 

companies in Egypt based on the criterion of accounting 

entity. The main reason behind doing such an analysis is 

the fact that the Egyptian Tax Law treats taxpayers in a 

different way according to the tax vehicle of the 

company. As mentioned in Chapter Five, that both sole 

proprietorships and partnerships are subject to taxation 

on a basis of gradual tax rate besides granting 

partners in these enterprises a family relief which is 

deducted from their tax base, while stock companies are 

taxed on a basis of a flat rate irrespective of the 

level of profits they achieve. The main reason behind 

that is the presumption of the Egyptian tax legislature 

that stock companies have the capacity of raising more 

funds, employing more employees and consequently 

achieving more sales and profits than that achieved by 

proprietorships and partnerships. The data collected 

about the size of capital, number of employees and the 

sales volumes in these twenty eight companies support 

such a presumption. The mean equity in stock companies 

was found to be L. E. 7.4 m (about E 1.85 m), whereas the 
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mean equity in partnerships is just L. E. 2.9 million 

(about E 0.73 m). Moreover, the estimated average of the 

number of employees in stock companies is S60 employees 

in comparison with only 167 employees in partnerships. 

Finally, the estimated mean sales in stock companies was 

found to be L. E. 16.3 m (about f 4.1 m), comparing with 

26 only L. E. 2.9 m (about E 0.73 m) in partnerships . 

From the above discussion, it seems reasonable to 

analyze and rank the 24 investment motives in the 28 

companies from the view-point of the tax vehicle adopted 

by these investing companies in Egypt to determine 

whether or not there is any difference in ranking such 

investment motives. Based on the criterion of the tax 

vehicle, it was found that only nine companies carry out 

their business through a partnership whereas 19 

companies carry out their activity through a stock 

company. 

Table 8.14 indicates the rank-order of twenty four 

investment motives in the 28 companies based on the tax 

vehicle they adopt. Once again, it was found that both 

partnerships and stock companies agree on the rank-order 

of such key motivations as the tax holiday period, the 

market size in Egypt, and the return on investment. 

Transport costs, availability of local borrowing and 

difficulties with agents and licensees were found to be 
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insignificant in the investment decision making process 

in both partnerships and stock companies. Other factors 

were ranked slightly different as duty exemptions, 

political climate in Egypt, imperfect competition in 

Egypt and import restrictions by the government. 

it is noteworthy that Spearman's rank-order 

correlation coefficient for the data in table 8.14 is 

0.83 which indicates a very high positive correlation. 

Moreover, by testing such an association, it is found 

that the sample correlation coefficient is significant 

at a level of significance O. OS where t calculated is 

7.00 and t tabulated for 22 degrees of freedom is 2.074. 

This statistical evidence indicates that the null 

hypothesis has been rejected in favour of the 

alternative hypothesis. 

Table 8.14 shows that some ranks have been ranked 

differently which include, for instance, guarantee for 

repatriation of capital and profit, and the building up 

of a base to export to other Middle East countries. 

Therefore, it may be a matter of interest to test 

statistically these differences in the ranks of these 

two factors to determine whether these differences are 

significant or not. 
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By using the Mann-Whitney Test, the following has 

been found: 

The difference in the rank-order of guarantee for 

repatriation of capital and profit has been found to 

be significant at a level of significance 0.05. This 

statistical evidence indicates that the null 

hypothesis has been rejected in favour of the 

alternative hypothesis. This statistical evidence 

shows that partnerships are more motivated to invest 

in Egypt by the guarantee for repatriation of 

capital and profit than are stock companies. One 

should be careful when interpreting these results 

due to the fact that the sample size is not equal as 

19 companies out of 28 carry out their activity 

through a stock company while only 9 companies carry 

out their business through a partnership. 

2. The difference in the rank-order of building up a 

base to export to other Middle East countries has 

been found to be significant only at alpha 0.08. 

This means that the null hypothesis cannot be 

rejected at a level of significance 0.05 which 

indicates that such a difference is not significant. 
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Table B-14 

The Rank-Order of Investment Motives Based on 

Accounting Entity 

Investment Motives 

; 
Partner- 

I ships 
iI 
IRank- I 
10rder I 
Na 

Stock 
Companies 

Rank- 
Order 

1 The Egyptian tax law in general 1 14 1 
I 

9 
2 Tax holiday period 121 1 
3 Tax exempt interest 1 8.5 1 11 
4 Depreciation allowances 121 6 
S Duty exemptions 1 8.5 1 8 
6 Insurance against expropriation 8.5 1 S 
7 Guarantee for repatriation of 51 1, -ý Z, 

capital and profit 
8 Return on investment 141 4 
Q The market size in Egypt 12 2 
10 Political climate in Egypt 1 19 17 
11 To build up a base to export 8. S is. s 

to other Middle East countries 
12 Imperfect competition in Egypt 1 12.5 1 14.5 
13 Import restrictions by Egypt 1 15.5 1 16 
14 Transport costs to Egypt are 1 24 1 24 

relatively high II 
15 Cheapness of labour 22 14.5, 
16 Cheapness of raw-materials 20 18.5 
17 Availability of skilled labour I is. s 10 
18 Availability of local technology 13 
19 Availability of local borrowing 
20 Difficulties with agents & 1 21 23 

licensees I 
21 To exploit marketing & managerial 1 17 20 

skills I 
22 To get more profitable uses for I is 1 22 

underemployed resources at home 11 
23 Government attitude towards I 12. S 7 

foreign corporations I 
24 Geographical location of Egypt 161 

11 
3 
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To sum up, the investing companies in Egypt have 

agreed, more or less, on the rank-order of key 

motivations based on such criteria as: the type of 

activity, the number of employees, the size of capital, 

and the accounting entity. Moreover, the degree of 

agreement among the 28 investing companies as regards 

the rank-order of the 24 investment factors has been 

tested statistically in sub-section 8.4.2 which proved 

that such an agreement among the investing companies has 

been higher than it would be by chance. 

8.4.4 The Rank-Order of Investment Motives Based on the 

Investor's Nationality 

In the previous sub-sections, investment motives in 

Egypt were ranked in general, by type of homogeneous 

economic activities, and finally were ranked according 

to the criteria of organisational size. This sub-section 

aims to analyze and rank these investment motives 

according to the investor's nationality. 
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Table 8- 15 

The Rank-Order of Investment Motives Based on 

Investor's Nationality 

Investment Motives 

i 
LCSS 

A 
lRank- I 
10rder I 
iI 

OECD 

Rank- 
Order 

1 The Egyptian tax law in general 1 9.5 1 11 
2 Tax holiday period 121 1 
1ý Tax exempt interest 1B. S 1 11 
4 Depreciation allowances 61 6 
s Duty exemptions 7. S 1 6.5 
6 Insurance against expropriation 1 8.5 1 4. S 
7 Guarantee for repatriation of 1 9. S 1 11 

capital and profit 
a Return on investment 3 
9 The market size in Egypt 1 2 
10 Political climate in Egypt 19.5 16 
11 To build up a base to export 12 18 

to other Middle East countries 
12 Imperfect competition in Egypt 13 1 13.5 
13 Import restrictions by Egypt 1 17 1 13.5 
14 Transport costs to Egypt are 1 24 1 24 

relatively high II 
is Cheapness of labour 1 19.5 19 
16 Cheapness of raw-materials 1 11 20 
17 Availability of skilled labour I is 1 7 
is Availability of local technology 1 14 1 17 
19 Availability of local borrowing 1 22 1 21. S 
20 Difficulties with agents & 1 23 23 

licensees I 
21 To exploit marketing & managerial 21 

skills 
22 To get more profitable uses for 1 17.5 21.5 

underemployed resources at home I 
23 Government attitude towards 1 7.5 

foreign corporations I 
24 Geographical location of Egypt 4.5 1 4.. r-- 
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By analyzing the 28 questionnaires, it is found that 

5 companies are wholly-owned by Egyptian investors. 

Therefore, these 5 questionnaires are excluded. The 

remaining 23 questionnaires have been analyzed according 

to the investor's nationality. It has been found that 

twelve joint-ventures have investors from LDCs (10 

investors from Arab countries +2 Iranian investors), 

ten investors who are members of the OECD, and only one 

Japanese investor, (for details, see Appendix B). For 

simplicity, I will include the Japanese investor among 

the OECD countries. 

Table 8.15 gives the rank-order of motives for 

investment by investors from LDCs and from OECD 

countries. The table indicates that investors from LDCs 

are motivated, more or less, by the same factors which 

motivated investors from OECD countries to locate in 

Egypt. Such a finding is contrary to that of Lecraw (See 

section 8.2). However, such a finding is similar to that 

of Chen (See sub-section 8.5.5). 

It is noteworthy that the association between the 

rank-order of LDCs' motives and those of OECD by using 

Spearman's rank-order correlation coefficient is 0.86 

which indicats a very high Positive correlation. 

Moreover, by testing such an association, it is found 
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that the sample correlation 

at a level of signficance 

7.90 and t tabulated for 22 

This statistical evidence 

hypotthesis has been re 

alternative hypothesis. 

coefficiennt is signficant 

0.05 where t calculated is 

degrees of freedom is 2.074. 

indicates that the null 

jected in favour of the 

One should be careful when interpreting these 

previous findings due to the fact that the 

questionnaires were completed by Egyptian finance 

officers. Yet, it has been found that there is a great 

similarity between the motives for investment by 

Egyptian investors and those of their British 

counterparts (See sub-section 8.5.5). 

8.4-5 Hijzhlights of Motives for Investment in Egypt: 

The aim of this part is to highlight the most 

significant investment motives which have a significant 

impact on the investment location decision by investors 

to make direct investment in Egypt in the light of the 

results shown in this field research. 

8.4.5-1 Tax Holiday Period 

Based on this field research, the tax exemption 

period offered by Egypt's Investment Law ranked first. 
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This indicated that this tax concession has been the 

most significant motive when considering the investment 

location decision by investors to make direct investment 

in Egypt. 

Taylor reached a similar conclusion when he 

mentioned that 95 per cent of the respondents to the 

questionnaire counted the availability of tax exemption 

as the most important factor in the decision to invest 

in Puerto Rico. 27 Other empirical studies which 

highlighted the significance of tax incentives offered 

by host countries to encourage foreign investors 

include, for example, those of Barker and Berdsley, 

28 Bilsborow and Porter . 

In addition, to test the signficance of the tax 

holiday period offered by Egypt, investors were asked 

three specific questions as regards this tax factor. 

The first question posed was: What was your primary 

motivating factor to invest in Egypt? 

In reply to this question, tax holiday period was 

among the motivating factors mentioned by 2S companies 

out of 28 considered tax holiday period as an important 

factor in attracting and encouraging them to invest in 

Egypt. 
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Other motives mentioned were the Egyptian market 

size, duty exemptions, return on investment and import 

restrictions by Egypt. 

The second question was designed to emphasize 

explicitly the impact of tax exemption period. The 

question posed was: Would you have started your business 

in Egypt in the absence of the tax holiday period? 22 

companies out of 28 replied "No" and 3 companies replied 

"Probably not", whereas only 3 companies answered "Yes". 

This indicates once again the impact of the tax holiday 

period on investors to make direct investment in Egypt. 

The final question was: What do you think should be 

the policy of the Egyptian government at the expiration 

of the tax exemption period in order to stimulate 

investors to invest in Egypt? The replies received 

indicated the following: 

10 companies demanded another tax holiday period or 

to exempt SO per cent of the taxable profit during 

the five years following the expiration of the tax 

holiday period. 

25 companies recommended a comprehensive review of 

the Egyptian tax system as regards the general tax 
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on income and the inheritance tax. They also 

recommended the graduation of tax rates concerning 

the tax on the profits of fund corporations. 

20 companies recommended the continuation of the 

government policy regarding imposing restrictions on 

import of similar commodities produced in Egypt by 

these approved companies, and the stability of 

present laws because the investors prepare their 

feasibility studies on the assumption that such laws 

will not be changed for a long period. 

8.4.5-2 The Egvptian Market Size: 

The market size in Egypt ranked second among the 

factors which motivate investors to make direct 

investment in Egypt. The existence of a fairly large 

domestic market (over SO million), with increased needs 

for industrial and consumer products resulting from the 

increase in number and the enhancement of the standard 

of living of the population is considered one of the 

major favourable factors that make Egypt attractive to 

29 potential investors 
. 

Thus, Egypt presents a unique 

opportunity for international companies weighing up 

possible investment sites especially as it is a gateway 

30 to the rest of the Arab Middle East . 
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Similar conclusions about the significance of the 

market size as a major motive for investment overseas 

were reached through the bulk of empirical studies 

launched to investigate the main motives for investment 

abroad . 
31 The signficance of the market size in Egypt has 

also been confirmed by asking the approved companies in 

Egypt the following question. "What was your primary 

motivating factor to invest in Egypt? " The replies 

received indicated that all the 31 companies considered 

the market size in Egypt among the main motives for 

their decisions to invest in Egypt. 

8.4-5.3 The Geographical Location of ERypt: 

Egypt's geographical location ranked third among the 

factors which motivated investors to locate in Egypt. 

This evidence indicates the strategic location of Egypt 

in a geographical area of increased economic power, 

together with its proximity to European, Asian and 

African markets which makes possible the rise of Egypt 

as a potential manufacturing base for the region. 32 

8.4-5.4 Return on Investment 

Based upon the empirical evidence found in this 

field research, the return on investment has been the 

fourth motive attracting investors to make direct 
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investment in Egypt. This finding is in line with the 

theory of international capital movements. which was 

discussed in Chapter 2, i n addition to the findings of 

some empi rical studies, discussed in Chapter 3, which 

concluded that profits were a major motive for 

investment abroad. 

8.4.5.5 Guarantee for Repatriation of Capital and 

Profit: 

Based upon the empirical evidence found in this 

field research, the guarantee given to investors that 

they will be allowed to export their capital and profit 

out of Egypt has been a major motive which encouraged 

them to invest in Egypt. Guarantee for repatriation of 

capital and profit was discussed in Chapter 4. 

It is noteworthy, that the basic principle adopted 

by Egypt's Investment Law can be considered a solution 

to the question of repatriation of profits. This 

principle requires that a foreign investor should 

achieve self-sufficiency in his foreign currency needs, 

including his need to transfer his net profits abroad in 

full. In other words, the principle is that a foreign 

investor should not, as a result of his investment 

activities, become a burden on Egyptian foreign currency 

resources. 33 
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In practice, this solution means: 

(1) That it is an individual solution depending on the 

success or failure of each particular project. This 

is because the project can be in control of its 

foreign currency account. It can control its 

earnings and its expenses in foreign currency, and 

if successful, it can achieve a surplus. 

(2) That a part, 

must be aimed 

invisible. 

at least, of the project's activity 

at exports, whether visible or 

(3) That as the economic responsibility for the 

repatriation of earnings rests with the project, the 

need for a serious feasibility study is evident. 

Therefore, the term "invested capital" includes: 

"The free foreign currency spent on preliminary 
studies, research, and incorporation and 
assumed by the investor within the limits 
approved by the Authority's Board of 
Directors. " (Article 2, Law No. 43 of 1974) 

It is also important to note here that the Egyptian 

solution does not imply that a project must earn enough 

profits in foreign currency to cover the repatriation of 

its total profits, but it is sufficient that it realizes 
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enough surplus in its foreign currency account to cover 

this repatriation. 

With this economic solution in mind, it may be 

easier to understand the rationale for the special 

priorities granted by the Investment Law to certain 

projects as provided in the last paragraph of Article 3 

of Law No. 43 of 1974: 

"Special priority shall be given to those projects 
which are designed to generate exports, encourage 
tourism or reduce the need to import basic 
commodities, as well as to projects which require 
advanced technical expertise or which make use of 
patents or trademarks of worldwide reputation. " 

Finally, Article 22 of Investment Law No. 43 of 1974 

permits projects that are basically not export oriented, 

and that limit the country's need for imports to 

transfer in whole or in part, their net profits within 

the limits approved by the Investment Authority. 

8-4-5.6 Government Attitude Toward Foreizn Corporations: 

This study indicated that the favourable attitude of 

the Egyptian government toward foreign corporations was 

a major motivation to encourage them to make direct 

investment in Egypt. Such empirical evidence has also 

shown the importance of favourable climate in Egypt all 
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year round, and the traditionally open and hospitable 

attitude towards foreigners. 

The relative importance of government attitude 

towards foreign investors, which somehow reflects the 

overall business climate for foreign investors, was 

highlighted by Hung in his empirical study. 34 In his 

survey to assess the relative importance of twenty 

investment factors, he mailed questionnaires to a sample 

of foreign manufacturing firms which have direct 

investments in Hong Kong. Fifty six foreign 

manufacturing firms responded to the postal 

questionnaire. The analysis of the 56 questionnaires 

indicated that the government attitude towards foreign 

corporations obtained the highest average score. This 

points to the fact that in many other countries where 

nationalism is strong, the antagonistic attitude of the 

general public towards foreign firms is a great barrier 

to foreign investment. 

Egypt's declaration of the adoption of the "Open- 

Door" Policy in 1974 assured foreign investors this 

friendly attitude of the Egyptian government towards 

foreign investment. Chapter 4 was designated to give the 

reader some details about this new economic policy 

launched by the government for the purpose of attracting 

and encouraging potential investors to make direct 
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investment in Egypt. Chapter Seven also discussed the 

measures taken by the Egyptian authorities to eliminate 

or alleviate investment problems which may be 

encountered by investors in Egypt so as to create a 

reasonable and favourable investment climate. 

In sum, the main motives for investment which 

attract foreign investors to make direct investment in 

Egypt, based upon the findings of this field research, 

are: 

Tax holiday period 

The market size in Egypt 

The geographical location of Egypt 

Return on investment 

Depreciation allowances 

Insurance against expropriation 

Guarantee for repatriation capital and profits 

Government attitude towards foreign corporations. 

On the other hand, factors which have no significant 

impact on the location decision by investors to invest 

in Egypt include, for example, the following: 

Transportation costs 

Difficulties with agents and licensees 
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To get more profitable uses for underemployed 

resources at home 

To build up a base to export to other Middle East 

countries. 

Thus, most findings of this field research may be 

highlighted in the light of the major existing theories 

of FDI which were discussed in Chapter Two. Egypt, as a 

host county, possesses a number of location specific 

advantages which motivate foreign firms to make direct 

investment in it. These location-specific advantages 

include, for example, tax concessions offered to 

investors, depreciation allowances, duty exemptions, 

import restrictions, and its strategic location which 

makes possible the rise of Egypt as a gateway to the 

rest of other Middle East countries. In addition, the 

findings of this study support the theory of the firm 

and the theory of international trade and comparative 

advantages, in which growth is depicted as vital for the 

survival of the international company, and foreign 

direct investment takes place when there are 

imperfections in the market for goods and other factors, 

and these imperfections can result from some 

interference in competition by governments or firms. 

Growth in this context can be defined as an increasing 

share of the total potential market, foreign as well as 

domestic. o-' 
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In addition, there is no single factor alone which 

determines the direct investment decision as the 

majority of empirical studies indicated. For instance, 

although the market size may be the most important 

factor for most firms, this factor alone does not 

guarantee that a decision will automatically be made to 

invest in a prospective host country with a market 

viewed as sufficiently large if other necessary 

conditions are not present. Thus, direct foreign 

investment is based upon a set of related factors and a 

combination of decision compromises. 36 

8.5 British Investment in Egypt in the Light of Theories 

of FDI, 

This part deals with an analytical study of British 

direct investment in Egypt in the light of existing 

theories of FDI. Some main aspects of U. K. investment 

will be highlighted in this part in relation to the 

major writings on foreign investment. These main aspects 

are: 

(1) The types of economic activities which attract U. K. 

investors; 

(2) U. K. ownership structure in Egypt; 



407 

(3) Motives for U. K. investors versus motives for 

Egyptian investors; 

(4) The location decision of U. K. companies to invest in 

Egypt; 

(S) Motives for U. K. investors versus motives for 

Egyptian investors; 

(6) Investment problems facing U. K. investors in Egypt; 

and 

(7) Problems facing U. K. investors versus those of 

Egyptian investors. 

B-5-1 The Types of Economic Activities Which Attract 

British Investors in Egypt: 

Reuber found in his study (See Table 8.16) that 

extractive industries attracted 39.6% of the total 

British investments in developing countries, while 

manufacturing and services sectors accounted for 23.4% 

and 37% respectively. However, this pattern of U. K. 

investment has radically changed as is shown from tables 

8.17 and 8.18 The most important change, as shown in 

table 8.18, is that there was a major increase in the 

so-called "high technology" sectors such as chemicals 

and engineering. 
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Table 8.16 

Sectoral Distribution of U. K. Direct Investment, end- 

1967 ($ million) 

Source: Reuber et al, op. cit., p. 283. 

Table B. 17 

Sectoral Distribution of U. K. Direct Investment in 

Developing Countries 

Source: Hood and Young, The Economics of Multinational 
Enterprise, Longman, N. Y., 1979, p. 33. 
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Table 8- 18 

Industrial Distribution of U. K. Outward Direct Investment 

(per cent of total) 

I 10utward Investment 
s 
11955-64; 1973-77 
ii 

Food, drink and tobacco 1 25.9 1 24.8 

Chemicals 1 14.5 1 23.6 

Textiles 1 3.8 1 2.9 

Paper, printing and publishing 1 13.0 1 7.6 

Metal manufacture 1 9.6 1 9.0 

Vehicles 1 8.3 1 2.6 

Electrical engineering 1.3 4.0 

Mechanical and instrument engineering 1 2.9 1 5.6 

Other manufacturing 1 5.2 1 10.2 

Mining 1 12.2 1 8.0 

Agriculture 1 3.3 
R 

1 1.7 
i 

Total 1100.0 1100.0 

Source: Black, John and Dunning, J. J., International 
Capital Movements, MacMillian Publishers Ltd., 
1982, p. 159. 
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In addition, table 8.19 gives a clear picture of the 

pattern of U. K. direct investment whether in Egypt or 

elsewhere overseas in relation to the general pattern of 

FDI in developing countries. This table indicates that 

U. K. investment in Egypt is not only different from the 

general pattern of U. K. overseas investment, but also is 

different from the general pattern of foreign investment 

in LDCs as found by Reuber. 

Table B-19 

Sectoral Distribution of U. K. Direct Investment, and 

Overall Direct Investment in Developing Countries. 

IU. K. DirectiU. K. Direct IDirect 
IInvestment IInvestment lInvestment 
lin Egypt 10verseas lin LDCs 

1 (2) 1 
i ------- ir Petroleum & Mining 6.3% 1 28.0% 1 44.0% 
11 

Manufacturing 1 49.9% 1 45.2% 1 31.0% 
111 

Other 1 43.8% 26.8% 1 25.0% 

Total 1 100.0 1 100.0 1 100.0 

Source: (1) The General Authority for Investment, Cairo. 
(2) Hood and Young, op. cit., p. 33. 
(3) Reuber et al, op. cit., p. 4. 
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It is noteworthy, that chemicals and engineering 

industries have attracted about 39 per cent of the total 

U. K. direct investment in Egypt as is shown in table 

8.20. This finding is in line with the pattern of U. K. 

investment overseas as was indicated in table 8.18 and 

in line with the findings reached by Hood and Young 37 

where they found that chemicals, machinery, electrical 

products and transportation equipment attract half of 

U. K. direct investment overseas. The main reason behind 

the concentration of U. K. foreign direct investment in 

chemicals and engineering industries is that the 

sectoral distribution of foreign investment in U. K. 

manufacturing tends to concentrate heavily in 

engineering and chemicals. 30 

In addition, it is interesting to mention that 

financial, storage and services, contracting and tourist 

sectors have attracted 43.8% of the total British 

investment in Egypt. This means that U. K. investors in 

Egypt tend to invest in project which secure a safe and 

high return on investment like Arab investors who invest 

the bulk of their equity (64%) in only financial and 

services sectors (See table 8.6). This evidence 

indicates that foreign investors in Egypt tend to 

invest more in such projects which secure a relatively 

high profit and this remains true whether these 

investors come from developed or from developing 
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Table 8.20 

Sectoral Distribution of U. K. Direct Investment in 

Egypt, end- 1987 

(in L. E. thousand) 

a IAmount 9 I% 

Finance 1 10195 1 15.8 

Chemicals 19191 1 30.0 

Storage and services 13817 1 21.6 

Engineering and metallurgical I SS12 1 8.6 

Contracting and consultation 1 3218 
I 

5.0 

Textile 1 1009 1 1.6 

Tourism 910 1 1.4 

Pharmaceutical 1 1965 1 3.0 

Building materials 1 480 
I 

1 0.8 
I 

Food and beverages 1 3800 
1 

1 6.0 
1 

Petroleum 1 4064 1 6.2 

Total 1 64161 1100.0 

Source: This table has been prepared from various tables 
obtained from the Investment Authority, Cairo. 
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countries. Consequently, the main motive for their 

investment is the return on investment. 

To conclude this part, it was found that the pattern 

of U. K. investment in Egypt is not only different from 

the general pattern of U. K. overseas investment, except 

in the so-called "high technology" sectors such as 

chemicals and engineering, but also is different from 

the general pattern of foreign investment in developing 

countries. Moreover, the general pattern of U. K. direct 

investment has radically changed since the early 1960s. 

Therefore, the existing theories of FDI (Macro approach) 

cannot be solely relied upon to explain the general 

pattern of FDI by MNCs. In fact, such a pattern is 

greatly affected by the characteristics of investing and 

recipient countries and the types of major investors in 

such recipient countries which may affect the sectoral 

distribution of foreign investment. This, of course, 

signifies the relative importance of the application of 

an inductive approach in studying investment problems, 

investment motives, pattern of investment, ownership 

structure, and the characteristics of parent and host 

countries. 

8-5.2 British Ownership Structure in ERypt: 
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Reuber in his study found that investors from 

developed countries own the total equity of 32.1% of the 

number of projects in developing countries, and have a 

majority ownership of 41% of these projects (See table 

8.21). This pattern of ownership structure found by 

Reuber indicates that investors from developed countries 

have a majority ownership of the equity of joint-venture 

projects in developing countries in which they have 

direct investment. 3"' 

Table 8.21 

Ownership Structure of Sample Projects Classified by 

Home Country of Investor 

1 I Percentage of 
1. 

Foreign Ownership 
Home of Investor 9 q 

1 100% Majority 150%lMinority ITotal 
I Foreign I lForeign I 
I lOwned I lOwned I 

Europe 17 
1 

1 17 
1 

10191 33 
111 

North America I is 17 31 426 

Japan 3 18 
I 

14141 19 
III 

Total 25 1 32 51 16 1 78 

Source: Reuber et al, op. cit., p. 84. 
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Wells found similar results as those found by 

Reuber. 40 Table 8.22 indicates that investors from 

developed countries tend to have a majority ownership in 

manufacturing firms in Thailand, while their 

counterparts from developing countries were found to 

have a minority ownership in 86% of the number of 

manufacturing firms in Thailand. Thus, investors from 

developing countries have wholly-owned or minority-owned 

subsidiaries less frequently than do investors from 

advanced countries. These results, as found by Reuber 

and Wells, indicate the great desire of foreign 

investors to maintain as close control over their 

operations as possible. 

Table 8.22 

ownership of Foreign Manufacturing Firms in Thailand 

(1962-1974) 

-- 

Home of Investor 

r- I Percentage of Foreign 
IaI 
1 100% 199.9-50.1%1 50% 

ii 

Ownership 

49.9-0% 

Japan 
i 
1 25% 
1 

1 51% 
1 

1 10% 
1 

14% 

U. S. A 1 10 1 47 
1 

1 is 
1 

28 

Europe 
1 
1 23 
1 

1 45 
1 

1 12 
1 

20 

Developing 2 17 5 86 
Countries I 

Source: Wells, Louis T., op. cit., p. 110. 
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Comparing the above results with the pattern of 

ownership structure of U. K. projects in Egypt, it was 

found that U. K. investors have a minority ownership in 

most of the joint-ventures they have in Egypt. Table 

8.23 indicates that U. K. investors have a minority 

ownership in 75% of the number of U., K. projects in 

Egypt. 

These findings are absolutely contrary to the 

results found by Reuber and Wells concerning the pattern 

of ownership structure of firms which are owned by 

investors from developed countries. Such difference 

between the findings of Reuber and Wells and the 

findings of this study may be explained in several ways. 

First, the U. K. multinationals that invest in Egypt 

could be small British firms which appear to have 

ownership patterns similar to those of investors from 

developing countries. This should not be surprising, 

given the relationship between strategy and ownership. 

Small multinationals, regardless of their national 

origin, tend to follow strategies that do not require 

control over their affilates. Moreover, they are likely 

to need assets when they invest abroad. Consequently, 

they find that the benefits of a partner with assets 

outweigh the accompanying sacrifice of some degree of 

control. 41 Thus, for smaller firms with an inadequate 
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supply of finance, the joint-venture can prove an 

effective method of getting the necessary resources to 

42 
enter a number of markets Second, in numerous cases, 

the foreign partners who participate in joint-ventures 

on a minority basis find their interests are adequately 

represented despite the fact that they do not exercise 

control over a majority of the voting power in the 

enterprise: the enterprises are dependent on the 

foreign partners - for proper technical operations, for 

financial assistance other than through investment in 

equity, or in other ways. As a result, the enterprises 

are usually managed to the satisfaction of the foreign 

partners without their exercising actual formal 

43 control . Finally, controlling foreign projects does 

not necessarily depend upon the ownership structure. 

Control could be maintained by means other than 

ownership, e. g., the joint-venture agreement that 

covers the major potential difficulties which may occur 

among the participants of the joint-venture and how 

such difficulties are dealt with in order to achieve 

the objectives and strategies of the concerned 

partners. " 

In sum, the findings of previous studies of foreign 

investment in general and the findings of this study, 

concerning the U. K. ownership in Egypt, in particular 

could not be generalized as regards what is likely to 
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be the pattern of ownership of foreign projects in host 

countries, simply because the characteristics and 

strategies of investing companies are not the same 

concerning their foreign investment location decision. 

In addition, host countries have different legislations 

as regards foreign ownership allowed for foreign 

investors in their domestic enterprises. Moreover, many 

developing countries restrict foreign investment in 

certain sectors. 4" 

Table 8-23 

Ownership Structure of U. K. Projects in Egypt 

% of equity N of U. K. Projects 0% of U. K. equity 
Ownership ownership 

100% 3.3% 

Majority owned 7.4% 

so-so 13.2% 

Minority owned 51 7S. 0% 

No. of U. K. 
Projects in Egyptl 68 

Source: This table has been prepared from various tables obtain 
from the Investment Authority, Cairo. 
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8.5.3 Motives for British Investors in Egypt: 

The main theme of this sub-section is to focus on 

the most significant motives for U. K. direct 

investments in Egypt. Despite the fact that data were 

collected from only six British companies which have 

investments in Egypt, the analysis of such a limited 

number of questionnaires will help understand the 

individual decision taken by each of these British 

companies to invest in Egypt because companies, of 

course, differ in their objectives, strategies and 

circumstances. Moreover, such an analysis will help 

recognise the leading factors behind the foreign 

investment decision in each company. Needless to say 

the findings of such an analysis may not be generalised 

to other U. K. companies since the sample is very 

limited. 

Table 8.24 indicates the rank-order of investment 

motives for U. K. companies in Egypt. It seems from 

table 8.24 that the key motives arranged in order of 

importance are: 

1. Insurance against expropriation. 

2. Return on investment. 

3. Market size in Egypt. 

4. Political climate in Egypt. 
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Table B. 24 

The Rank-Order of Investment Motives for British Companies 

in Egypt 

No I Investment Motives Mean Score 

1 IThe Egyptian Tax Law in general 1 16-5 
2 JTax holiday period 1 10 
3 RTax exempt interest 1 19 
4 IDepreciation allowances 6 
5 IDuty exemptions 19 
6 gInsurance against expropriation 1 
7 IGuarantee for repatriation of 10 

Icapital and profit I 
IN, 0 

8 lReturn on investment D 3 
9 Me market size in Egypt 0 3 
10 ItPolitical climate in Egypt 0 3 
11 ! To build up a base to export 0 21 

Oto other Middle East countries 

12 JImperfect competition in Egypt 14 
13 lImport restrictions by Egypt 19 
14 ITransport costs to Egypt are 24 

Orelatively high 

1S ! Cheapness of labour 10 
16 JCheapness of raw-materials I? i). 5 
17 #Availability of skilled labour 14 
18 OAvailability of local technology 0 16.5 
19 HAvailability of local borrowing 1 "5 2.2 
20 IDifficulties with agents & 14 

4licensees 

21 JTo exploit marketing & managerial 1 10 
Uskills I 

1 
22 

1 
JTo get more profitable uses for 0 6 
junderemployed resources at home I 

23 
I 
lGovernment attitude towards 10 
Aforeign corporations 

24 
I 
lGeographical location of Egypt 6 



421 

on the other hand, the factors which have relatively 

ittle impact on the U. K. foreign decision to invest in 

Egypt include: 

1. Transport costs. 

2. Cheapness of raw-materials. 

3. Availability of local borrowing. 

Finally, other factors such as tax holiday period, 

duty exemptions, guarantee for repatriation of funds, 

building a base to export to other Middle East countries 

and import restrictions seem to have a moderate 

influence on the U. K. decision to invest in Egypt. 

Here is a discussion of the key motivations for U. K. 

companies to invest in Egypt in a descending order. 

8.5.3.1 Political Factors: 

None of the British companies neglected the 

significance of the guarantee given by the Egyptian 

government against expropriation of foreign capital to 

be a very important factor in encouraging and motivating 

them to have direct investments in Egypt. This means 

that the Investment Law has already dispelled the fears 

and suspicions of foreign investors as regards the 
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previous reputation of Egypt as a socialist country 

during the fifties and sixties and the possibility of 

nationalising foreign-owned companies as Nasser did in 

1961. 

Moreover, U. K. companies have considered the 

political climate in Egypt to be a very crucial element 

behind their foreign investment decision. This indicates 

that Egypt is regarded to be a very safe and secure 

place for the British investments. As a matter of fact, 

to test the significance of political climate in Egypt, 

U. K. investors were asked to identify the major problems 

facing them in Egypt (16 problems were listed including 

the political climate in Egypt). In response, the 

political climate has never been considered to be a 

problem by all the six companies (see sub-section 

8. S. 6). This evidence indicates, undoubtedly, that the 

political factors have been highly significant in the 

U. K. decision to invest in Egypt. 

These findings are similar to those concluded by 

Aharoni (See Aharnoi Study discussed in section 3.4) 

where he found that the first factor which has the most 

significant impact on the foreign investment location 

decision is risk and uncertainty. 

8-5.3-2 The Return on Investment: 
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As has been mentioned in both Chapters Two and 

Three, the decision to invest abroad was mainly 

attributed to the difference in the rates on investment 

at home and abroad. This means that profit expectations 

have been a key motive for overseas investments. All 

British companies in this study have considered the 

profitability of investment to be of major influence on 

their decision to invest in Egypt. 

Despite the fact that U. K. companies agreed upon the 

crucial significance of the return on investment to be 

an important motive for their investment in Egypt, they 

did not regard the cheapness of labour and cheapness of 

raw-materials to have the same degree of influence on 

their investment decision. This may suggest that these 

British companies are engaged in such activities which 

are highly profitable irrespective of the cost 

structure, or that these companies look for highly 

profitable opportunities. This tends to be true as four 

companies out of six mentioned that they have taken 

their decision to invest in Egypt mainly to take 

advantage of the "Open-Door" policy and to be able to 

serve the U. K. companies who would be attracted to 

invest in Egypt due to such a new economic policy. 

8.5.3-3 The Market Size in Egypt: 
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None of U. K. companies neglected the major impact of 

this factor. Such a finding is similar to those 

concludeJ by many studies and surveys as has been 

discussed in detail in Chapters Two and Three. Thus, it 

is very evident that the attractiveness of the Egyptian 

market has been a very important factor in encouraging 

and motivating U. K. companies to invest in Egypt as the 

Egyptian market is promising a fairly large domestic 

market (over SO million) with increased needs for 

industrial and consumer goods. It is noteworthy that all 

investing companies in Egypt have stressed that a very 

important reason for investing in Egypt is the fact that 

Egypt has a highly potential and large market. 

It is important to mention that the larger the 

population size, even when per capita GDP is relatively 

low, the larger will be the aggregate market and thus 

the greater possibility for achieving more efficient 

levels of output. Such a finding is reached by Agodo and 

was supported statistically by him as mentioned in 

section 3.7. 

However, there is a study launched by Root and 

Ahmed 46 which seeks to identify the empirical 

determinants of FD1 flows in developing countries. They 

classified 70 developing countries, using the criterion 
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of their average annual per capital inflow of non- 

extractive direct investment over the period 1966-70, 

into three groups as follows: 

The "Unattractive" group which received an average 

annual per capita inflow of $ 1.00 or less; 

2. The "Moderate attractive" group with a per capita 

inflow of more than $ 1.00 but less than $ 4.10; and 

The "highly attractive" group which included 

countries with inflows over $ 4.10. 

Moreover, they used general economic, social and 

pulitical variables to measure the size of the market 

which they concluded that it is the most important 

factor determining the inflow of foreign investment. 

According to Root and Ahmed's study, Egypt was 

classified among the "unattractive" countries due to its 

market size and the per capita inflow of foreign 

investment. Such a study can be criticised as follows: 

The criterion of the per capita inflow is not 

sufficient and valid to be used alone to classify 

countries to be attractive or not. Indeed, other 
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variables should be considered when assessing and 

evaluating opportunities to invest overseas. Such 

factors include, for example, the political 

stability of the host country, the attitude towards 

foreign corporations and other tax concessions 

offered to foreign corporations. Many communist 

countries, for instance, with a promising large 

market will be a relevant location for foreign 

investments provided that such countries welcome 

foreign investments into their territories despite 

the fact that such countries will be classified as 

"unattractive" countries according to Root and 

Ahmed's study. 

2. More importantly, Egypt during the period 1966-70 

was under the "socialist" policy which, to a great 

extent, restricted the inflow of FDI and this may 

explain why Egypt was considered to be an 

"unattractive" country in terms of its low per 

capita inflow of foreign investment. 

3. Finally, the economic indicators used to measure the 

market size can be useful as guidelines due to the 

fact that the potential growth of the market can be 

affected by such variables as the potential increase 

in extractive resources or the establishment of 

protected tariff zones and common markets as found 
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by Mikesell that the flow of American direct 

investment to Europe has increased on a large scale 
47 

due to the establishment of the E. E. C . 

8.5-3-4 To Exploit Marketing and Managerial Skills: 

The desire to exploit marketing and managerial 

skills was considered to be of moderate influence in 

general by U. K. companies. Two British companies (one 

consultation company and one contracting company) were 

found to be highly motivated by such a factor as they 

mentioned that they invested in Egypt for their strong 

desire to bring professional management skills to a 

large property company in Cairo. Another U. K. 

engineering company considered this factor to be of 

major influence. The remaining three companies 

considered this factor to be of least influence. 

B-5.3-5 Imperfect Competition in Ezypt: 

Generally, this factor was found to be of moderate 

influence on the U. K. decision to invest in Egypt. One 

U. K. engineering company considered this factor to be of 

major influence as it uses its highly sophisticated 

technology in manufacturing, installing, maintaining and 

repairing all kinds of electric elevators. This company 

owns 49% of the total equity of the joint-venture in 
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Egypt. 

Similarly, another U. K. metallurgical company 

considered this factor to be of major infýuence as it 

makes use of its technical know-how in the manufacture 

of high quality furniture. This company owns 40% of the 

total capital of the joint-venture in Egypt. 

8.5.3-6 Import Restrictions by Egypt: 

Generally, this factor was considered to be of 

moderate influence. Four U. K. companies out of six have 

considered this factor to be of little influence on 

their decision to invest in Egypt. These four companies 

include two contracting companies, one consultation 

company, and one construction company. Thus, it can be 

suggested that the nature of such activities has led to 

the insignificance of import restrictions. Moreover, the 

remaining two countries did not consider this factor to 

be of major influence. This may be due to the non- 

existence of their previous exports to Egypt. 

8-5.3-7 BuildinK up a Base to Export to Middle-East 

Countries: 

As mentioned in sub-section 8.4.3.3 Egypt is located 

in the heart of the Arab World, in addition, Egypt is 
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considered to be a relatively more developed country 

than any other Arab country. Therefore, it was believed 

that U. K. investors would be motivated to invest in 

Egypt in order to take advantage of its avail, =! ble 

facilities to manufacture goods and export them to the 

rest of the Arab countries. 

Contrary to what has been expected, this factor was 

considered to be of no major influence on the U. K. 

decision to invest in Egypt. Only one U. K. company 

considered such a factor to have an impact on its 

foreign location decision in Egypt. 

8.5.3-8 Tax Holiday Period: 

This factor was considered to be of moderate 

influence on the U. K. decision to invest in Egypt. Thus, 

it was not a prime motive by British companies except in 

only one company where it was considered to be of major 

influence. 

Indeed, political factors, the Egyptian market size 

and the profitability of investment were the most 

influential determinants of U. K. foreign investment 

location decision in Egypt. Most empirical studies have 

concluded that tax incentives are not the most 
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significant factor in the foreign investment location 

decision (see Chapter Three). 

To sum up, the motives for U. K. companies which have 

investments in Egypt varied from one company to another, 

that is because these companies differ in their 

objectives, strategies and circumstances. The findings 

of this study suggest that these motives can be 

classified into three groups as follows: 

A- Factors with Most Influence: 

These factors include the following: 

1. Insurance against expropriation. 

2. Return on investment. 

3. Market size in Egypt. 

4. Political climate in Egypt. 

B. Factors with Moderate Influence: 

These factors include, for example, the following: 

1. Tax holiday period. 

2. Depreciation allowances. 

3. Cheapness of labour. 

4. To exploit marketing and managerial skills. 
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S. Government attitude towards foreign corporations. 

6. Location of Egypt. 

C. Factors with Least Influence: 

These include the following: 

1. Transport costs. 

2. Cheapness of raw-materials. 

Availability of local technology. 

8.5-4 The Location Decision of U-K- Companies to Invest 

In Egypt: 

In Chapter Two of this research, an important model 

of the foreign investment location decision was 

discussed. This model was presented by Vernon and known 

as "product cycle". This model suggests three stages 

that U. S. companies follow in their overseas 

investments: the new product stage, the maturing product 

stage and finally the standardized product stage. The 

essence of Vernon's approach is that it identifies two 

main determinants of foreign direct investment. They are 

the lower cost considerations and the fear of losing the 

foreign market. 
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Another model of the foreign investment location 

decision was that presented by Aharoni. Such a model was 

discussed in Chapter Three of this thesis. According to 

Aharoni, the decision to look abroad is initiated by 

many forces from inside as well as outside the company. 

Aharoni's model seems to be irrational as the foreign 

investment location decision is based on an almost 

complete lack of economic logic. Moreover, he mentioned 

that the foreign decision to invest may have to be made 

before the investigation even began due to the strong 

belief of the company executive in the foreign market 

potential. 48 

A third model which investigates the U. K. foreign 

investment decision to locate overseas was presented by 

49 
Reddaway . In his model, he suggests four independent 

stages that a U. K. company will follow in its foreign 

investments. According to his model, the U. K. company 

will first export goods manufactured in the U. K. and 

sells them through agents. In the second stage, the U. K. 

company will set up a selling subsidiary in the host 

country to sell goods which it produces in the U. K. In 

the third stage, the U. K. company will go a further step 

by establishing an overseas assembly factory to produce 

the goods from components which are shipped from the 

U. K. In the final stage, the U. K. company will develop 

full-scale manufacture in the overseas country as a 
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result of having considerable knowledge and experience 

about the foreign market. 

Thus, the essence of Reddaway's model is the U. K. 

investment location decision will be made only in the 

final stage after the U. K. company has already acquired 

sufficient knowledge and experience about a specific 

location. Yet, this model is easy to be criticized as 

the U. K. company did not have to follow those four 

stages in their order. Moreover, Reddaway did not even 

identify the main motives for U. K. companies to make 

direct investments overseas. 

Now, the key question which can be directed is: What 

is the model which U. K. companies followed in their 

foreign investment decision to locate in Egypt? 

It is, of course, difficult to state which model all 

U. K. companies followed in their investment decision to 

locate in Egypt. The foreign decision making process is 

complicated and there are many related and unrelated 

factors which have an impact on the final investment 

location decision. 

By analyzing the six questionnaires completed by 

U. K. companies which have direct investments in Egypt, 

the following leading factors can be recognized: 
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In four cases, the U. K. decision to invest in Egypt 

has been made to take advantage of the new economic 

policy launched by Sadat in 1974 for the first time 

since 19S2 revolution by his predecessor Nasser who 

followed the socialist block and nationalised 

foreign interests in 19S6 and 1961. Thus, U. K. 

companies which aimed to take advantage of the 

"Open-Door" policy were motivated by assessing and 

evaluating profitable opportunities in Egypt. 

2. One U. K. company has been motivated to invest in 

Egypt due to its previous exports to Egypt. Thus, 

the prior exports can be considered the leading 

factor in this U. K. company to locate in Egypt. 

3. One U. K. company mentioned that it has been 

motivated to invest in Egypt due to the strong 

personal interest of a key person in the company who 

has expertise as regards the Egyptian market. This 

coincides with what has been mentioned before by 

Aharoni in this sub-section. 

4. Two U. K. companies which are engaged in the services 

sector in Egypt stressed that they have been 

motivated to establish businesses in Egypt in order 

to be able to bring their highly skilled staff to 
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serve U. K. companies in Egypt. 

Finally, one U. K. company has been motivated to 

invest in Egypt due to the economic recession which 

led it to look for opportunities overseas specially 

in the Middle-East where oil surplus is accumulated 

and the governments are planning ambitious 

development programmes. 

Based on the previous discussion, it seems that U. K. 

companies, in this survey, did not restrict themselves 

to only one specific investment model. Indeed, the U. K. 

foreign investment location decision was taken in some 

cases due to the desire of the company to assess and 

evaluate investment opportunities in Egypt; in other 

cases it was based on the companies' prior exports to 

Egypt., in some cases because of the strong interest of a 

key individual in the company; in some cases due to the 

strong desire of the company to bring its highly skilled 

staff to serve U. K. companies in Egypt; and finally the 

investment location decision was taken because of the 

economic recession in the U. K. 

8-5-5 Motives for British Investors Versus Motives for 

Egyptian Investors: 
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Having discussed the motives for Egyptian investors 

and for British investors in sections 8.4 and B. S. 3 

respectively, this section aims to make a comparison 

between the motives of these two groups of investors 

based on the criterion of their nationality. 

Table 8.25 and figure 8.1 give a comparison between 

the rank-order of motives for investment by U. K. 

investors and that of their Egyptian counterparts. It 

seems from the table that U. K. investors and their 

Egyptian counterparts are motivated, more or less, by 

the same factors which have an impact on their location 

decision to invest in Egypt. 

It is noteworthy that the association between the 

rank-order of motives for investment by U. K. investors 

and that of their Egyptian counterparts by using 

Spearman's rank-order correlation coefficient is 0.50 

which indicates a high positive correlation. Moreover, 

by testing such an association, it is found that the 

sample correlation coefficient is significant at a level 

of significance 0.05 where t calculated is 2.71 and t 

tabulated for 22 degrees of freedom is 2.074. This 

statistical evidence indicates that the null hypothesis 

has been rejected in favour of the alternative 

hypothesis. 
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Table S. 25 

The Rank-Order of Investment Motives for U. K. Investors 

Versus Motives for Egyptian Investors 

No investment Motives 

I U. K 
lInvestor 
i 
lRank- 
10rder 

I Egyptian 
I investors 
0 

Rank- 
Order 

I PThe Egyptian Tax Law in general 1 16.5 1 10 
2 ITax holiday period 1 10 11 
3 ITax exempt interest 1 19 11 
4 IDepreciation allowances 6 s 
S ýDuty exemptions 19 IN 7 
6 JInsurance against expropriation 1 6 
7 141Guarantee for repatriation of 10 S. s 

9 Rcapital and profit 

! Return on investment 3 4 
9 IThe market size in Egypt 3 i2 
10 O. Political climate in Egypt 3 go 18 
11 l! 1, To build up a base to export 1 21 1 12 

9 , to other Middle East countries I I 

121 '.. Imperfect competition in Egypt 1 14 1-. 5 
13 gImport restrictions by Egypt 0 19 16 
14 511Transport costs to Egypt are 9 24 24 

1! relatively high 

is ! Cheapness of labour 10 1 20 
16 JCheapness of raw-materials 19 
17 HAvailability of skilled labour 14 

lAvailability of local technology 16.5 is 
19 HAvailability of local borrowing 1 22.5 1 
20 Mifficulties with agents & 1 14 1 23 

Ilicensees I I 
I I 

21 JTo exploit marketing & managerial 1 10 17 
Iskills I 
I I 

22 ITo get more profitable uses for 06 1 21 
lunderemployed resources at home 
0 

I I 

2_3 lGovernment attitude towards 
1 
1 10 

1 
1 8.5 

`foreign corporations I H I 
24 ýGeographical location of Egypt 06 
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Table 8.2S shows that some factors have been ranked 

differently. These factors include, for instance, the 

tax holiday period, duty exemptions. insurance against 

expropriation, political climate in Egypt, the building 

up of a base to export to other Middle East countries, 

cheapness of labour, the exploitation of marketing and 

managerial skills, and finally obtaining more profitable 

uses for underemployed resources at home. Therefore, it 

may be a matter of interest to test statistically these 

differences to determine whether these differences are 

significant or not. 

By using the Mann-Whitney Test, the following has 

been found: 

The difference in the rank-order of the tax holiday 

period has been found to be significant at a level 

of significance 0.003. This statistical evidence 

indicates that the tax holiday period has not been a 

prime motive for U. K. investors to locate in Egypt 

while it has been a prime motive for their Egyptian 

counterparts. This important finding was expected 

since most empirical studies have been concluded 

that tax incentives are not the most significant 

factor in the foreign investment location decision 

(See Chapter Three). 
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2. The difference in the rank-order of duty exemptions 

has been found to be significant at a level of 

significance 0.01. This statistical evidence 

indicates that duty exemptions have been a key 

factor in motivating Egyptian investors while such a 

factor has not been so for their U. K. counterparts. 

This may be due to the fact that the sample size of 

U. K. companies, 6 companies, includes 4 companies 

which are engaged in the services sector (two 

contracting companies +2 consultation companies). 

Therefore, they may not be motivated by duty 

exemptions because they may not need to import 

machinery, raw materials and other equipment 

necessary for industrial companies. 

3. The difference in the rank-order of insurance 

against expropriation has been found to be 

insignificant at a level of significance O. OS. This 

statistical evidence indicates that the null 

hypothesis has not been rejected. Therefore, both 

U. K. investors and their Egyptian counterparts have 

been motivated by such a factor to invest in Egypt. 

The difference in the rank-order of political 

climate in Egypt has been found to be significant at 

a level of significance O. OS. This means that the 
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null hypothesis has been rejected in favour of the 

alternative hypothesis. This statistical evidence 

indicates that the political climate has been a key 

motive in encouraging U. K. investors to locate Jn 

Egypt while it has not been so for their Egyptian 

counterparts. Political climate in Egypt has been 

discussed in section 7.5. 

S. The difference in the rank-order of building up a 

base to export to other Middle East countries has 

been found to be insignificant at a level of 

significance O. Os. This statistical evidence 

indicates that such a factor has not been a main 

motive for encouraging U. K. investors and their 

Egyptian counterparts to invest in Egypt. This may 

be explained in terms of there being a highly 

potential and large market in Egypt which in itself 

is sufficient to motivate investors to locate in 

Egypt irrespective of a need to establish a base to 

export to other Middle East countries. 

6. The difference in the rank-order of cheapness of 

labour has been found to be insignificant (This 

difference is significant at alpha 0.44). This 

statistical evidence shows that the null hypothesis 

cannot be rejected. This means that cheapness of 

labour has not been found to have a significant 
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impact on motivating investors to locate in Egypt. 

This may be due to the outflow of skilled labour to 

other rich Arab countries which may lead to a rise 

in the wages of the labour factor in Egypt. 

7. The difference in the rank-order of exploiting 

marketing and managerial skills has been found to be 

insignificant (This factor is significant at alpha 

0.48) 

Finally, the difference in the rank-order of getting 

more profitable uses for underemployed resources at 

home has been found to be significant at a level of 

significance 0.0s. This statistical evidence 

indicates that such a factor has been a main motive 

for U. K. investors to invest in Egypt. 

In sum, the comparison between motives for U. K. 

investors and their Egyptian counterparts has shown that 

they agree, more or less, on the rank-order of 

investment motives which have an impact on their 

investment location decision. Such an important finding 

may suggest that foreign direct investment, broadly 

speaking, form a less developed country like Egypt is 

not very different from that of a developed country like 

the United Kingdom. One should be careful when 

generalising such a finding to all LDCs and developed 
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countries as it is difficult to assume that other LDCs 

are the same as Egypt. Similarly, it can be hardly 

assumed that other developed countries are the same as 

the United Kingdom. Yet, Chen has found that motives for 

direct investment from LDCs are not very different from 

that of developed countries. ac) 

6.5.6 Investment Problems Facing U. K- Investors in 

Egypt: 

This sub-section aims to highlight the main 

investment problems which are encountered by U. K. 

companies in Egypt. Investment problems are presented in 

Table 8.26. Here is a discussion of these problem areas 

in order of their impact on the U. K. foreign decision to 

invest in Egypt. 

8.5-6-1 Lack of Foreign Exchange: 

Lack of foreign exchange is considered to be a major 

problem facing U. K. investors in Egypt. This means that 

U. K. investors agree with their Egyptian counterparts 

that the lack of foreign exchange is the first problem 

area faced by Egyptian and British investors alike. This 

problem area has been highlighted in sub-section 7. S. 1. 
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8-5-6-2 Bureaucracv: 

Bureaucracy is considered to be a major problem 

facing U. K. investors, in general, in Egypt, while it 

has been found to be a problem area facing Egyptian 

investors (see sub-section 7.5.2). As one executive 

comments on such a problem by saying that: 

"Bureaucratic procedures should be streamlined. 
He added that foreign investors should deal with 
only one department as regards foreign exchange, 
taxation, customs duties, and labour permits. " 

Another executive said: 

"Our key problem is that we have to deal with 
civil servants who are quite uncertain about the 
implementation of the Investment Law. Moreover, 
they lack the ability to take decisions as 
regards special tax concessions, import 
licences, etc. ... because of not being well 
trained or due to their unwillingness to take 
responsibility" 

Procedures taken by the Egyptian government in order 

to ease and alleviate this problem has been discussed in 

sub-section 7. S. 2. 

8. S. 6-3 ShortaRe of Skilled Labour: 

While shortage of skilled labour has not been 

considered to be a problem facing Egyptian investors, it 

is considered to be a major problem facing their British 
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counterparts. This problem may be as a result of the 

outflow of skilled labour to other rich Arab countries. 

This problems has been highlighted in sub-section 7. S. S. 
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Table B. 26 

Mean Scores of Investment Problems Facing U. K. Investors 

in Egypt 

No Investment Problems Wean Scores 

Wroblems with most impact (4.00-500) 

5 QLack of foreign exchange 4.67 
2 OBureaucracy 4_50 
6 ý. Shortage of skilled labour 4.50 

Wroblems with moderate impact (2-50-3-99) 

3. bp'. Communication system 3.67 
3. cO. Offices and houses 3.67 
3. aýTransportation 3. SO 
4 ! Lack of raw-materials 3.17 
8 IDifficulties with tax authorities 3.17 
9 Winority ownership 3.17 
3. dlh Power supply 3.00 
10 Pý, Finding a suitable partner 3.00 
11 'HlLack of feasibility studies 3.00 
12 PGovernment interference in setting 2.50 

9prices 

Wroblems with least impact (1-00-2-49) 

I ! Political climate ". 00 
13 IffLanguage 1.67 
7 ALack of double tax agreement 1.00 
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8-5-6.4 Inadequacv of Infrastructure: 

Inadequacy of infrastructural facilities have been 

found to be a problem facing U. K. investors in Egypt. 

Steps taken by the Egyptian government in order to ease 

and alleviate such a problem have been discussed in sub- 

section 7. S. 3. 

8.5.6-5 Lack of Raw-Materials: 

Lack of raw-materials is considered to be a problem 

facing U. K. investors in Egypt. It is noteworthy that 

the type of activity and accessibility to the needed 

raw-materials determine whether raw-materials will be 

considered a problem or not. 

8-5-6.6 Minority Ownership: 

Minority ownership is considered to be a problem 

facing U. K. companies in Egypt. Only in one case, 

minority ownership is considered to be a major problem 

and led the U. K. investor to write down his investment 

in the joint-venture company in Egypt because of the 

unwillingness of the majority Egyptian partner to be 

realistic as regards the cost of employing highly 

skilled expatriates. 
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8.5-6.7 FindinR a Suitable Partner: 
- 

Finding a suitable partner is considered to be a 

problem facing U. K. investors in Egypt. Such a finding 

is due to the fact that all investing companies are 

considered to be a private sector enterprise regardless 

of their accounting entity in view of the Investment Law 

(see Chapter Four). 

Moreover, the foreign partner has the freedom to 

choose his Egyptian partner whether from the public or 

the private sector enterprises. 

8-5.6-8 Others: 

Among other problems which are considered to be a 

problem are: 

Lack of feasibility studies. To ease such a problem, 

the government has set up an information centre 

within the Investment Authority so as to provide 

potential investors with the basic needed 

information. 

b) The government interference in setting prices for 

some commodities. Investors complain that such an 
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interference affects their profits. 

c) Difficulties with tax authorities. Tax problems have 

been highlighted in detail in Chapter Seven. 

8-5-6-9 Language: 

None of U. K. investors has considered language to be 

a barrier to his investment in Egypt. Such a finding had 

been expected because English is the first foreign 

language to be taught in the school and university 

curriculum. Therefore, the majority of school and 

university graduates can read, write and communicate 

with English language speakers. 

8.5.6-10 Lack of Double Tax Agreements: 

Lack of double tax agreements is considered to be of 

no problem. This means that Egypt has concluded tax 

agreements with the United Kingdom, and this is true 

since Egypt concluded a tax treaty with the United 

Kingdom on April 2S, 1977 as mentioned in Chapter Five. 

8.5.6-11 Political Climate: 

None of U. K. companies has considered political 

climate in Egypt to be a problem. Indeed, political 
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factors are considered to be one of the major motives 

for U. K. investors to establish businesses in Egypt as 

mentioned in sub-section 8. S. 3. 

8.5.7 Problems FacinK U. K- Investors in ERvpt Versus 

those of Egyptian Investors: 

In this final sub-section, it seems important to 

make a comparison between U. K. investors and their 

Egyptian counterparts as regards the investment problems 

facing each group of them. Table 8.27 gives the rank- 

order of investment problems facing both U. K. investors 

and their Egyptian counterparts. The table shows that 

U. K. investors and their Egyptian counterparts agree, 

more or less, on the rank-order of these investment 

problems. The association between the rank-order of 

these investment problems which are encountered by U. K. 

and Egyptian investors by using Spearman's rank-order 

correlation coefficient is 0.68 which indicates a very 

high positive correlation. Moreover, by testing such an 

association, it is found that the sample correlation 

coefficient is significant at a level of significance 

0.05 where t calculated is 3.47 and t tabulated for 14 

degrees of freedom is 2.145. This statistical evidence 

indicates that the null hypothesis has been rejected in 

favour of the alternative hypothesis. 
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Table B. 27 

The Rank-Order of Problems Facing U. K. Investors in Egypt 

Versus Those of Egyptian Investors 

Investment Problems 

I U. k. I 
lInvestors I 
Ii 
lRank-Orderl 

Egyptian 
Investors 

Rank-Order 

1. Political climate 14 
2. Bureaucracy 2. S 0 2 
3. Lack of Infrastructure such as II 

a. Transportation 60 3 
b. Communication system 4. S 0 4 
c. offices and houses 4. S 0 11 
d. Power supply 11 J') 

4. Lack of raw-materials 13 
S. Lack of foreign exchange 1 
6. Shortage of skilled labour 2.5 8 
7. Lack of double tax agreements 16 16 
a. Difficulties with tax authoritiesg 8 7 
9. Minority ownership 
10. Finding a suitable partner 14 
11. Lack of feasibility studies 9 
12. Government interferences in j-, 10 

Setting prices 
13. Language is is 
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As shown in table 8.27 the rank-order of investment 

problems by U. K. investors is, more or less, similar to 

that of their Egyptian counterparts. However, some in 

investment problems have been ranked differently. These 

problems include, for instance, political climate in 

Egypt and shortage of skilled labour. Therefore, it may 

be a matter of interest to test statistically these 

differences in order to determine whether such 

differences are significant or not. 

By using the Mann-Whitney Test, the following has 

been found: 

The difference in the rank-order of political 

climate in Egypt has been found to be significant at 

a level of significance O. OS. This statistical 

evidence indicates that the null hypothesis has been 

rejected in favour of the alternative hypothesis. 

This shows that the U. K. investors have not 

considered the political climate to be a problem. In 

contrast, Egyptian investors still have some worries 

concerning such a factor. This problem has been 

highlighted in section 7.5. 

The rank-order of shortage of skilled labour has 

been found to be significant at a level of 
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significance 0.0003. This statistical evidence 

indicates that the null hypothesis has been rejected 

in favour of the alternative hypothesis. This 

statistical evidence supports that the shortage of 

skilled labour is a key problem facing U. K. 

investors in Egypt. 

One should be careful when interpreting such 

findings due to the fact that the sample size is not 

equal as the number of Egyptian companies is 218 in 

contrast to only 6 U. K. companies. 

8.6 Summary: 

In this chapter, direct investment in Egypt was 

examined in the light of theories of FDI. Many aspects 

were highlighted. First, the characteristics of Egypt, 

as a recipient country, and of investing countries were 

examined. It was found that direct investment in Egypt 

was made by two different groups of investors: investors 

from developing countries, mostly Arab, and investors 

from advanced countries. Consequently, the investment 

motivations of these two variant groups were 

highlighted. In addition, it was found that all theories 

of FDI concentrate on the study of direct investment 

made by MNCs from developed countries and there is no 

single theory which explains direct investment from 



4SS 

developing countries in other LDCs or in developed 

countries. 

Second, types of economic activities which attract 

foreign investors in Egypt were highlighted, and it was 

found that the general pattern of FDI in Egypt was not 

what one would have expected from other research 

findings. Consequently, the existing theories of FDI are 

not comprehensive and cannot be generalized when 

explaining the pattern of FDI in all countries. 

Third, motives for investment in Egypt were analyzed 

and these motives were ranked in order of their relative 

importance for each investing group in Egypt which is 

involved in homogeneous economic activities. These 

motives were then ranked in order of their relative 

importance for the investment location decision of all 

investing groups in Egypt. It was found that the main 

motives for investment in Egypt are: 

a- Tax holiday period 

b- The Egyptian market size 

c- The geographical location of Egypt 

d- Return on investment 

e- Government attitude toward foreign corporations. 
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Finally, British investment in Egypt was specially 

highlighted. Main aspects were discussed, namely, the 

types of economic activities which attract U. K. 

investors in Egypt; the U. K. ownership structure in 

Egypt; motives for U. K. investors in Egypt; the location 

decision of U. K. companies to invest in Egypt; motives 

for British investors versus motives for Egyptian 

investors; investment problems facing U. K. investors in 

Egypt; and finally a comparison between problems facing 

U. K. investors versus those for their Egyptian 

counterparts. 

It was found that the pattern of U. K. investment in 

Egypt is not only different from the general pattern of 

U. K. investment overseas, except in the so-called "high 

technology" sectors such as chemicals and engineering, 

but also is different from the general pattern of 

foreign investment in developing countries. In addition, 

it was found in this study that the U. K. investors have 

a minority ownership in most of the U. K. projects in 

Egypt and these findings are contrary to other similar 

studies that examined the pattern of ownership of 

foreign firms in host countries. 

The main motives for U. K. investors to locate in 

Egypt have been the political factors and the Egyptian 

market size. The comparison between motives for U. K. 
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investors and their Egyptian counterparts has shown that 

both U. K. and Egyptian investors are motivated, more or 

less, by the same factors which have an impact on their 

location decision to invest in Egypt. 

The major problem areas facing U. K. investors in 

Egypt include lack of foreign exchange; bureaucracy and 

formal procedures; and shortage of skilled labour. 

Finally, a comparison between investment problems facing 

U. K. and Egyptian investors has shown that they agree, 

more or less., on the same rank-order of these investment 

problems. 

In conclusion, the findings of both theories of FDI 

and the empirical studies which examined the foreign 

investment location decision cannot be generalized when 

studying the foreign direct investment in all countries, 

and this indicates the relative significance of adopting 

an inductive approach to study, for example, the 

investment problems of a specific location, the 

investment motives, the pattern of investment, the 

foreign ownership structure, and the characteristics of 

host and parent countries. 
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CHAPTER NINE 

CONCLUSIONS AND SUGGESTIONS FOR 

FURTHER RESEARCH 

9.1 Summary and Conclusions: 

The main purpose of this study has been to 

investigate the impact of the Egyptian Tax Accounting 

System on the foreign decision to invest in Egypt in an 

attempt to highlight the following: 

(1) The general tax principles applied to foreign 

corporations in Egypt; 

(2") The impact of tax incentives, in general, on the 

inflow of foreign capital into Egypt; 

(3) The key tax and non-tax problems which may be 

encountered by foreign investment in Egypt and the 

procedures taken by the Egyptian government to 

eliminate or alleviate such problems; and 

(4) The main tax and non-tax factors which may have a 

significant impact on the foreign decision to locate 

in Egypt. 

Investment Law No. 43 of 1974 expresses the 
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favourable attitude of the Egyptian government towards 

foreign investors in an attempt to encourage them to 

invest in Egypt. This law, in my opinion, may be 

considered as a first step in stimulating and persuading 

investors to investigate the investment opportunities in 

the country. 

The Egyptian government expected that this 

Investment Law, which offers investors tax concessions 

and guarantees against political risk, would motivate 

foreign investors to locate in Egypt. Yet, the inflow of 

foreign capital proved to be very slow. The Egyptian 

investors occupy the lion's share in the capital of 

these joint-ventures. This means that foreign investors, 

in general, have a minority ownership in such joint- 

ventures. 

Interviews were conducted with senior executives of 

twenty eight investing companies in Egypt in order to 

identify the main determinants of their investment 

decision to locate in Egypt and to recognise the 

investment problems which may face them in Egypt. 

Interviews were also conducted with eight high-ranking 

tax officials in Egypt in order to recognise the tax 

problems which may face investing companies in Egypt and 

to highlight the measures taken to eliminate or 

alleviate such tax problems. Finally, interviews were 

conducted with four high-ranking officials at the 
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Investment Authority in Cairo and privileged data were 

obtained from the Statistics Department at the 

Investment Authority. 

While "welcome foreign investment", is the attitude 

of the government as declared by the President and his 

Cabinet Ministers, it is apparent that such investment 

incentives do not offset seriously negative features 

which are external to the Investment Law, such as: 

(1) Lack of foreign exchange. 

(21) Bureaucratic problems which include, for example, 

the following: 

The ill definition and different 

interpretations of what is meant by the "Open- 

Door" Policy. 

(b) Lack of experience in dealing with foreign 

investors. 

(c) The lengthy process of getting approval. 

(d) The unawareness of criteria used by the 

Investment Authority in screening investment 

proposals. 

(3) Lack of infrastructural facilities. 

(4) Lack of adequate technology. 



467 

(S) Reliance on investors making the feasibility 

studies, as the Investment Authority does not have a 

detailed list of specific projects (supported by 

feasibility studies) in which foreign investors can 

participate in joint-ventures with their Egyptian 

counterparts. 

The government therefore, if it wishes the new 

policy to succeed, should: 

(1) Make it clear to the civil servants what is meant by 

the "Open-Door" Policy, and what objectives it aims 

to achieve. 

(. 2) Reduce the staff of the Investment Authority which 

should be made up of high-ranking officials with 

extensive private business experience. 

(3) Draw up a clear definition of the steps necessary to 

obtain approvals for the establishment of a 

manufacturing facility in Egypt. 

(4) Develop self-imposed time limits on responding to 

requests for information and on making the required 

decision for each step of the investment process. 
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(5) Restructure the Investment Authority which should be 

a "one-stop" place for the investor. The functions 

of the Authority should range from the very 

practical aspects of aiding the investor to 

assisting him in site location for industrial 

ventures and in the preparation of a feasibility 

study. 

(6) Prepare an overall government plan which would 

provide for infrastructural requirements such as 

transportation, public utilities, communications and 

port facilities. 

Article 26 of Investment Law No. 43 of 1974 assigned 

eight functions for the Investment Authority. However, 

the Authority is implementing some of these functions 

and neglecting others. Among those neglected functions 

are: 

(1) To prepare lists covering types of activities and 

projects to which Arab and foreign capital may be 

invited. 

To familiarize the international capital markets and 

capital exporting countries with the approved 

projects offered for foreign investors plus 

conditions and privileges enjoyed by incoming 
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capital when invested within the country and the 

free zones. 

Therefore, the Investment Authority should co- 

ordinate its efforts with the various government 

departments for the purpose of being capable of 

preparing lists of such projects (supported by 

feasibility studies), and such lists should be submitted 

to the potential investors. This approach may persuade 

foreign investors that such projects are worthy of 

consideration and induce them to make their feasibility 

studies since the basic information they need is 

available. 

It was found that the Investment Authority withdrew 

its approval for 30 projects with a total capital of 

L. E. 97 million during a period of just 6 months (from 

January to June 30,1985). This means that the investors 

were not serious in taking the executive procedures to 

start up their activity in Egypt. This situation should 

be examined thoroughly by the Investment Authority 

because it will badly affect its status. 

The analysis of privileged data showed that the 

Investment Law did not appear to have a positive impact 

on attracting capital-intensive projects such as 

transportation, health, engineering, tourism, textile 

and pharmaceutical projects. Such projects may encounter 
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difficulties with the government departments over 

priorities on the allocation of power, communications 

and other basic requirements needed to establish such 

projects. In addition, the feasibility studies of these 

capital-intensive projects are expensive. 

on the other hand, 

data that investors are 

and short-term projects 

cash flows and require 

situation may suggest 

investment in Egypt se, 

holiday has encouraged. 

it appears from the statistical 

motivated to invest in services 

which generate high growth of 

a lower cost of capital. This 

that the pattern of foreign 

ems to be exactly what the tax 

Though capital assets and other components imported 

by such approved projects may be exempted from customs 

duties, it appears that such incentive did not motivate 

investors of capital-intensive industries to locate in 

Egypt. This phenomenon may be due to the seriously 

negative features (such as lack of infrastructural 

facilities and lack of foreign exchange) which cannot be 

offset by just granting an exemption from import duties. 

The exemption of interest due on loans concluded by 

approved projects in foreign currency may be also 

ineffective in motivating such projects to borrow from 

their parent companies abroad or from other 

international capital markets. This may be due to the 
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floating of the Egyptian pound in May 1987 which led to 

a drastic devaluation in its value in confrontation with 

major foreign currencies. Consequently, foreign 

companies in Egypt may prefer borrowing local currency 

to borrowing loans in hard currency regardless of the 

exemption of interest from taxation in order to reduce 

their exchange risk. 

So., I believe that the Egyptian government should 

reevaluate its tax incentives policy and adopt objective 

policies on which investment proposals are assessed if 

the government wants to achieve the objectives of the 

"Open-Door" Policy. Among these policies suggested are: 

(1) Designing tax incentives to motivate labour- 

intensive projects which employ a certain number of 

workers. This labour-utilization relief may help 

solve the unemployment problem in Egypt. 

(2) Encouraging capital-intensive projects by granting 

them tax exemptions based on the capital 

expenditures they incur and not on their 

profitability. For example, granting such projects 

investment grants in addition to accelerated 

depreciation. 



4 72 

(3) Motivating export-oriented industries by granting 

them export allowances, accelerated depreciation and 

double deduction for promotion overseas. 

(4) Stimulating investors to locate in less developed 

areas through offering them more than one type of 

tax incentive and providing them with the basic 

infrastructural facilities they need for the start- 

up of their activities. 

(S) Encouraging import-substitution industries by giving 

them direct output subsidies, as such subsidies have 

the benefit of rewarding not profits but production. 

(6) To assure more effective use of tax holiday, it is 

important to provide for the offset of losses 

incurred during the initial period of investment 

against earnings of later years. 

(7) Designing tax incentives to reward such projects 

which use materials of national origin, add to the 

country's reserve of hard currency, and have a high 

standard of technology. 7 

Analysis of questionnaires indicated that investing 

companies in Egypt are motivated by the following major 

factors: 
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(1) Tax holiday period. 

(2) The Egyptian market size. 

(3) The geographical location of Egypt. 

(4) Return on investment. 

(S) Government attitude towards foreign 

corporations. 

Thus, despite the fact that the influx of foreign 

capital into Egypt is still slow, the tax holiday period 

has been a key factor in encouraging investors to locate 

in Egypt. But, this does not mean that the tax holiday 

period is the only determinant of FDI in Egypt. This 

explanation is not correct because the decision to 

invest in a specific location is based upon a set of 

related factors and a combination of decision 

compromises. For example, the market potential has been 

found to be the most determinant of foreign direct 

investment. However, this factor alone does not 

guarantee that a decision will automatically be made to 

invest in a prospective host country with a market 

viewed as sufficiently large if other conditions are not 

present. 

Analysis of foreign investment showed that: 

(1) All existing theories of FDI concentrate on the 

study of investments made by MNCs from developed 

countries. Yet, there is no single theory which 
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explains direct investments made by investors from 

developing countries in other LDCs, or in developed 

countries. So, the results of such theories cannot 

be generalized to explain the determinants of direct 

investments made especially by Arab investors in 

Egypt who possess only capital but lack marketing 

and technological skills. So, there is a gap in the 

theory of FDI which did not pay attention to explain 

direct investments made by investors from developing 

countries. 

('2) It was found that the type of economic activities 

that attract foreign investors in Egypt was not what 

one would have expected from other research 

findings. This means that, once again, the theories 

of FDI are not comprehensive and cannot be 

generalized when explaining the pattern of FDI in 

all recipient countries. 

Finally, analysis of U. K. investment showed that: 

(1) The total amounts invested by U. K. companies in 

joint-ventures since the declaration of "Open-Door" 

Policy till the end of December 1987 has been L. E. 

64 million which is equivalent to just f16 million. 

(2) Almost 66 per cent of the U. K. capital is invested 

in financial, chemicals and services sectors, while 
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14.6 per cent is invested in such capital-intensive 

industries as textiles, tourism, pharmaceutical 

engineering and metallurgical projects. 

(3) U. K. investors have a minority ownership in 7S per 

cent of the total number of U. K. projects in Egypt, 

while their wholly owned projects in Egypt represent 

only 3.3 per cent. 

(4) The general pattern of U. K. investment in Egypt is 

not only different from the general pattern of U. K. 

investment overseas, but also is different from the 

general pattern of foreign investment In LDCs. 

9.2 Suggestions for Further Research: 

This study has provided a general outlook of the 

role of the Egyptian Tax Accounting System on the 

foreign decision to invest in Egypt. Further research is 

still needed to examine such issues as: 

(1) The effects of foreign investments on the Egyptian 

economy. 

(2) The effect of environmental problems on the decision 

of MNCs to locate in Egypt. 

(3) Direct investments by firms from LDCs in Egypt. 
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(4) The tax vehicle (subsidiary or permanent 

establishment) adopted by MNCs to invest in Egypt. 
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QUESTTIONNAIRE 

Mosaad El-Sharkawy 
University of St. Andrews 
Dept. of Management 
Scotland, KY16 9DJ 

June, 1988 

Dear Sir, 

This letter invites your Company to participate in a 
study of the impactt of the Egyptian tax incentives and 
the Egyptian evnironment on your investment location 
decsion to invest in EGYPT. 

I am an Egyptian Ph. D. candidate at the Univeristy 
of St. Andrews and this survey is an entegral part of 
may Doctoral Thesis. 

I would appreciate it if you would take a few 
minutes to complete the enclosed survey or pass it to 
the most appropriate individual in your organisation. 

Your answer is very important because it will give 
me the opportunity to have a practical basis to apply my 
analysis for the purpose of improving the investment 
climate in Egypt. 

of course, any information that you can give me 
would be both highly confidential and greatly 
appreciated. 

I am looking forward to receiving your answer. 

Thank you in anticipation for your co-operation. 

Yours Sincerely, 

M. El-Sharkawy 
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Section one 

GENERAL 

Name of Company 

The Date of starting the Business 

What was your primary motivating factor to invest in 

EGYPT? 

(See Section Two) 

Would you have started your business in EGYPT in the 

absence of the tax holiday period? 

What do you think should be the Policy of the 

Egyptian Government at the expiration of the tax 

exemption period in order to stimulate investors to 

invest in EGYPT? 
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SECTION TWO 

MOTIVES FOR INVESTMENT IN EGYPT 

This section aims to identify the key motives which attract and encourage 

your company to invest in Egypt. 

Motives affecting investmentiStronglyl I IStrongly 
I lApprove JUndecidedIDiapprovel 

location decision in Egypt lApprove III Misapproveý. 

I The Egyptian Tax Law in 
general 

2 Tax holiday period 

2 Tax exempt interest 

Depreciation allowances 

Duty exemptions 

Insurance against 
expropriation 

7 Guarantee for repatriationi 
of capital and profit 

8 Return on investment 

9 The market size in Egypt I 

10 Political climate in 
Egypt 

11 To build up a base to 
export to other Middle I 
East Countries 

12 Competition in Egypt 
is not perfect 

13 Import restrictions by 
the Egyptian Government I 

14 Transport costs to Egypt I 
are high 
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Sectoion Two (Continued) 

Motives affecting investmentIStronglyl II IStrongly 
I lApprove jUndecidediDiapprovel 

location decision in Egypt JApprove I IDisapprove 

15 CheaDness of labour 

16 Cheapness of raw 
materials 

17 Availability of skilled I 
labour 

16 Availability of local 
technology 

19 Availability of local 
borrowing 

20 Difficulties with agents I 
and licensees I 

I 
21 To exploit markeing and I 

managerial skills I 
I 

22 To get more profitable I 
uses for underemployed 
resources at home 

23 Government attitude 
towards foreign 
corporations 

24 Geographical location of I 
Egypt I 
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SECTION THREE 

IMPEDIMENTS TO INVESTMENT IN EGYPT 

This section is concerned with recognising the investment impediments 

facing your company in Egypt 

Problem Areas iStronglyi IStro gly 
I lApprovelUndecidedIDisapprovel I 
JApprove III IDisapprovel 

1 Political climate 

2 Bureaucracy 

3 Lack of infrastructure: 

- transportation 
- communication system 
- offices and houses 

- power supply 

4 Lack of raw materials 

S Lack of foreign exchange IIII 

6 Shortage of skilled 
labour 

7 Lack of double tax 
agreements 

8 Difficulties with tax 
authorities 

9 Minority ownership 

10 Finding a suitable 
partner 

11 Lack of feasibility 
studies 

12 Government interference III 
in setting prices 

13 Language 

14 others (Please specify) I 
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APPENDIX B 

A PRIFILE OF 34 INVESTING COMPANIES IN EGYPT 

A- Wholly-Owned companies by Egyptian Invesotrs: 

1. Nimos "ricultural Company: 

Name of the finance officer: 

Accounting entity: 

Total capital: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

2- National Seed Company: 

Name of the finance officer 

Accounting entity: 

Total capital: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

N. Mostapha 

Partnership 

L. E. 637,000 

L. E. 223,000 

10 

L. E. 14,000 

M Attia 

Stock Company 

L. E. 1.00 m 

L. E. 512,000 

27 

L. E. 67,000 

3- Ismaelin Company for Fish Farms: 

Name of the finance officer: Y. Mansour 

Accounting entity: Stock Company 
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Total capital: L. E. 6.6 m 

Estimated annual sales: L. E. 28.89 m 

No. of employees: 225 

Estimated annual wages: L. E. 354,000 

4. Modern Corporation for Marble. Granite and Tiles: 

Name of the finance officer: 

Accounting entity: 

Total capital: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

S. AI-Sharif Plastic Factories: 

Y. Turkey 

Partneship 

L. E. 2.1 m 

L. E. 4.3 m 

401 

L. E. 381,000 

Name of the finance officer: A. Al-Sharif 

Accounting entity: Partneship 

Total capital: L. E. 13.7 m 

Estimated annual sales: L. E. 14.00 m 

No. of employees: 527 

Estimated annual wages: L. E. 482,000 

B- Joint-Venture Companies: 

1- Delta SuRar Company: 

Name of the finance officer: E. Sabry 
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Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

Stock Company 

L. E. 42.9 m 

90% 

10% 

Five Call-Babcock Co. 

French 

L. E. 6S. 00 m 

140S 

L. E. 1. S m 

2- Misr-Aswan Company for FishinR: 

Name of the finance officer: M. Marai 

Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

3. The EjRcvptian Poultry Company: 

Stock Company 

L. E. 9.00 m 

8s% 

is% 

Namirelco Ltd 

Japanese 

L. E. 4.00 m 

42 

L. E. 540,000 

Name of the finance officer: M. Ibrahim 

Accounting entity: Stock Company 

Total capital: L. E. 4.2 m 
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Egyptian participation: 

Arab participation: 

Nationlity: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

4. Cairo Poultry Companv: 

91% 

9% 

Saudi Arabian 

L. E. 2S. 8 m 

620 

L. E. 683,000 

Name of the finance officer: M. El-Sebaaie 

Accounting entity: Stock Company 

Total capital: L. E. 3.00 m 

Egyptian participation: 57% 

Arab participation: 43% 

Nationality: Kuwait 

Estimated annual sales: L. E. 25.3 m 

No. of employees: 222 

Estimated annual wages: L. E. 791,000 

S. Ismailia-Misr Poultry Company: 

Name of the finance officer: 

Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign Partner: 

Nationality: 

M. Bayomi 

Stock Company 

L. E. 13.2 m 

96% 

4% 

J. Latcees 

Greek 
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Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

6- The Arab Ceramic Company: 

L. E. 87.00 m 

643 

L. E. 393,000 

Name of the finance officer: G. Al-Abd 

Accounting entity: Stock Company 

Total capital: L. E. 12.00 m 

Egyptian participation: SO% 

Arab participation: SO% 

Nationality: Saudi Arabia 

Estimated annual sales: L. E. 9.4 m 

No. of employees: 63S 

Estimated annual wages: L. E. 1.1 m 

7. The Eizvptian Spanish Companv for Aspestus 

Products: 

Name of the finance officer: A. Haloul 

Accounting entity: Stock Company 

Total capital: L. E. 3.00 m 

Egyptian participation: 70% 

Foreign participation: 30% 

Foreign partner: Auralita Co. 

Nationality: Spanish 

Estimated annual sales: L. E. 2.3 m 

No. of employees: 350 
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Estimated annual wages: L. E. 61,000 

8- The Egyptian Iranian Company for Contracting: 

Name of the finance officer: 

Accounting entity: 

Total capital: 

Egyptian participation: 

Iranian participation: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

M. Salah Al-Din 

Stock Company 

L. E. 1.5 m 

SO% 

SO% 

L. E. 6.7 m 

242 

L. E. 401,000 

9- Donz San Company for Contruction: 

Name of the finance officer: M Lotfy 

Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

Stock Company 

L. E. 700,000 

50% 

50% 

Dong San 

Korian 

L. E. 3.00 m 

18 

L. E. 61,000 
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10- Misr-Iran Textile Companv: 

Name of the finance officer: S. Abbas 

Accounting entity: Stock Company 

Total capital: L. E. 29.2 m 

Egyptian participation: 41% 

Iranian participation: 49% 

Foreign partner: Edro Corp. 

Estimated annual sales: L. E. 16.3 m 

No. of employees: 3004 

Estimated annual wages: L. E. 3.5 m 

11- Vestia Readv Made Garment: 

Name of the finace officer: 

Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

12. Giza Textile & Clothing Inc.: 

Y. Omar 

Stock Company 

L. E. 1.2 m 

75% 

2S% 

Vestia Co. 

French 

L. E. 9.1 m 

600 

L. E. 722,000 

Name of the chairman: M. Marzouk 
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Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

partnership 

L. E. 1.00 m 

43% 

57% 

M. Marzouk 

American 

L. E. 77S, 000 

90 

L. E. 27,000 

13- Alexandria Company for Refreshments: 

Name of the finance officer: M. Abdel Kader 

Accounting entity: Stock Company 

Total capital: L. E. 4.6 m 

Egyptian participation: 92.6% 

Arab participation: 7.4% 

Nationality: Saudi Arabian 

Estimated annual sales: L. E. 5.8 m 

No. of employees: 490 

Estimated annual wages: L. E. 573,000 

14. The United Company for Mineral Waters: 

Name of the finance officer: M. Mahmoud 

Accounting entity: Partnership 

Total capital: L. E. S. 6 m 

Egyptian participation: SO% 
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Arab participation: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

15. German Hearted Waters Co.: 

50% 

U. A. I. 

L. E. 4.1 m 

107 

L. E. 163,000 

Name of the finance officer: R. Rashed 

Accounting entity: Partnership 

Total capital: L. E. 1.4 m 

Egyptian participation: 80% 

Arab participation: 20% 

Nationality: Abu Dhabi 

Estimated annual sales: L. E. 1.4 m 

No. of employees: 200 

Estimated annual wages: L. E. 183,000 

16. Rustico for Furniture: 

Name of the finance officer: 

Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

M. Al-Abd 

Stock Company 

L. E. 880,000 

31.3% 

68.7% 

Rustico Holding 

Luxemburg 

L. E. 2.1 m 
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No. of employees: 212 

Estimated annual wages: L. E. 580,000 

17. Arab Complex for Wooden Products (WOODY): 

Name of the finance officer: 

Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

M. Abdu 

Stock Company 

L. E. 2.5 m. 

90% 

10% 

Champion 

Engineering Co. 

French 

L. E. 4.6 m 

164 

L. E. 286,000 

18. Arab Elevators Co- "Schindler-Egypt": 

Name of the finance officer: 

Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Y. Zakaria 

Stock Company 

L. E. 5.00 m 

36% 

64% 

Schindler Holding 

Swiss 

L. E. 11. S m 

1200 
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Estimated annual wages: L. E. 2.3 m 

19. Scheradier Company for Electrical Equipment: 

Name of the finance officer: I Ratib 

Accounting entity: Stock Company 

Total capital: L. E. 400,000 

Egyptian participation: 25% 

Foreign participation: 75% 

Foreign partner: Companie Financiere 

Des Applications 

D'Electricite 

Nationality: Belgian 

Estimated annual sales: L. E. 1.00 m 

No. of employees: 24 

Estimated annual wages: L. E. 1S, 000 

20- The Nile Leather Board Co-: 

Name of the finance officer: A. Helmi 

Accounting entity: Partnership 

Total capital: L. E. 1.00 m 

Egyptian participation: 82% 

Arab participation: 18% 

Nationality: Abu Dhabi 

Estimated annual sales: L. E. 875,000 

No. of employees: 106 

Estimated annual wages: L. E. 99,000 
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21. Iraq Co. for Plastic and Leather Shoes: 

Name of the finance officer: A. Gaafar 

Accounting entity: Partnership 

Total capital: L. E. 150,000 

Egyptian participation: 15% 

Arab participation: as% 

Nationality: Iraqi 

Estimated annual sales: L. E. 1S3,000 

No. of employees: 4S 

Estimated annual wages: L. E. 28,000 

22. Cairo Aluminium Co- "Calcom:. 

Name of the finance officer: H. Al-Kamaah 

Accounting entity: Partnership 

Total capital: L. E. 200,000 

Egyptian participation: SO% 

Arab participation: SO% 

Nationality: Saudi Arabian 

Estimated annual sales: L. E. 170,000 

No. of employees: 22 

Estimated annual wages: L. E. 17,000 

23. Ismetal for Metal Works: 

Name of the finance officer: H. Muhammad 
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Accounting entity: 

Total capital: 

Egyptian participation: 

Foreign participation: 

Foreign partner: 

Nationality: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

Stock Company 

L. E. 287,000 

80% 

20% 

Wolfgang Brown 

German 

L. E. 678,000 

121 

L. E. 181,000 

C. The Ejzyptian-British Companies: 

1. Svnlev Arabian Co. for Construction: 

Name of U. K. Managing Director: A. Shannon 

Accounting entity: Stock Company 

Total capital: L. E. 1.00 m 

Egyptian participation: 63% 

U. K. participation: 37% 

U. K. partner: Shannon & 

Surveying Ltd. 

Estimated annual revenues: L. E. 2.7 m 

No. of employees: 355 

Estimated annual wages: L. E. 637,000 

2. Estates Manaxement Company: 

Leach 

Name of U. K. Managing Director: Walker Son 



sis 

Accounting entity: 

Total capital: 

Egyptian participation: 

U. K. participation: 

U. K. partner: 

Estimated annual revenues: 

No. of employees: 

Estimated annual wages: 

3- Consultation Services: 

Partnership 

L. E. 700.000 

70% 

30% 

Walker Son & Packman 

L. E. 1.00 m 

40 

L. E. 40,000 

Name of U. K. Managing Director: A. Anderson 

Accounting entity: Partnership 

Total capital: L. E. 200,000 

Egyptian participation: 50% 

U. K. participation: 50% 

U. K. partner: Anderson & Partners 

Estimated annual revenues: L. E. 400,000 

No. of employees: is 

Estimated annual wages: L. E. 160,000 

4. Arab International Optics Co.: 

Name of U. K. Managing Director: D. S. Fraser 

Accounting entity: Stock Company 

Total capital: L. E. 4.00 m 

Egyptian participation: 51% 

U. K. participation: 49% 
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U. K. partner: 

Estimated annual sales: 

No. of employees: 

Estimated annual wages: 

United Scientific 

Holding Plc. 

L. E. 10.00 m 

230 

L. E. 632,000 

5. Marrvat & Scott E"pt Co. for Electrical Escalators: 

Name of U. K. Managing Director: I. Vartiainen 

Accounting entity: Stock Company 

Total capital: L. E. 1.00 m 

Egyptian participation: S1% 

U. K. participation: 49% 

U. K. partner: Marryat & Scott Ltd. 

Estimated annual sales: L. E. 2.1 m 

No. of employees: 400 

Estimated annual wages: L. E. 767,000 

6. Taki Vita Company: 

Name of U. K. Managing Director: Not mentioned 

Accounting entity: Stock Company 

Total capital: L. E. 3.00 m 

Egyptian participation: 60% 

U. K. participation: 40% 

U. K. partner: Norman Gresho 

Estimated annual sales: L. E. 6.4 m 

No. of employees: 47S 

Estimated annual wages: L. E. 599,000 


