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Abstract 

In the current orthodoxy it is argued that financial repression is a result of government 
behavior which aims at obtaining low-cost funds from the financial market. Selective credit 
policies are seen as a component of financial repression. Further, in this orthodoxy, it is 
argued that financial repression hinders growth and hence ought to be eliminated. This 
prescription also advises the abolishment of selective credit mechanisms. In this paper, a 
simple two-sector model is set up in order to show that governments may institute selective 
credit policies to internalize existing positive production and investment externalities. It is 
shown that such a policy is welfare-improving in the context of the model assumptions and this 
abolishment of selective credits may cause welfare loss. The model also provides a case where 
financial policy is designed according to the priorities of industrial policy. 
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I. Introduction 
Financial repression and liberalization have been extensively debated topics in the last 
two decades, especially after publication of the books by Ronald McKinnon (1973) and 
Edward Shaw (1973). In these two books the main idea put forward is that the neoclassi- 
cal relation between money and growth, elaborated by Tobin (1965), does not hold in the 
context of developing countries where the financial markets are not develop adequately. 
Another point of departure was the `financial development' literature represented by 
Cameron (1967) and Goldsmith (1969). 

With these two roots, `financial liberalization' literature argues that causality runs 
from financial development to real economic growth and that, given the dominance of 
commercial banking in under-developed countries, ceilings on deposit rates (and/or lend- 
ing rates) historically hindered financial development and thus growth in the real econ- 
omy. 

Though the theory was originally formulated as dealing with long-term growth, Kapur 
(1976) gave also a short-term stabilization flavor to it, arguing that stabilization policies 
in developing countries should incorporate abolishment of ceilings and other financial 
liberalization moves to eliminate possible recessionary effects of the standard stabilization 
policies. 

There seems to be sonic divergence in the literature about how financial repression is 

defined. A narrow definition would simply refer to existence of ceilings on deposit and/or 
lending rates. A broader definition would refer to governments' intervention in the price 
formation in financial markets with various other tools'. For example, the government 
can opt for preventing the development of certain financial institutions in favor of others 
(like banks instead of stock exchanges) or conducting selective credit schemes. 

If there is financial repression of the sort mentioned above, there should be some 
government action behind it, introducing measures leading directly or indirectly to re- 
pression. Why would then governments opt for such measures? Fry (1982) argues the 
following reasons: 

1. "Most developing countries slipped into financial repression inadver- 
tently; the original policy was aimed simply at financial restriction." 

2. "Financial restriction encourages institutions and financial instruments 
from which government can appropriate a large seignorage and discourages all 
others. For example, money and the banking system are favored and protected; 
high reserve requirements and obligatory holdings of government bonds can be 
imposed to tap this source of saving at zero or low cost to the public sector". 

Similarly, "interest rate ceilings are imposed to stifle competition from the 
private sector. . . . Foreign exchange controls, interest rate ceilings, high re- 
serve requirements, suppression or none-development of private capital markets, 
etc. can all increase the flow of domestic resources to the public sector. . . 

. Successful financial repression is exemplified by a higher proportion of funds 
from the financial system being transferred to the public sector". 
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3. "Selective or sectoral credit policies are common components of financial 
restriction. . . . The former necessitates the latter. For selective credit policies 
to work at all, financial markets must be kept segmented and restricted." [Fry, 
1982, p. 732]. 

Thus the main point put forward by Fry (1982) is that financial repression is just a 

consequence of financial restriction which the government purposefully institutes in order 
to obtain `rents' from the financial system. However, as recent experiences of East Asian 
countries have demonstrated, selective credit policies conducted in these countries rather 
aimed at supporting industries that were targeted by the government. The support 
came either in the form of subsidies, i.e., a fiscal tool, or in the form of selective credit 
policies. With the broader definition of financial repression mentioned earlier selective 
credit policies imply financial repression as they indicate direct government intervention 
in the financial market. 

A clear formulation of a similar idea was recently made by Amsden and Euh (1993), 
who argued that in Korea, "financial system operates under the umbrella of an industrial 
policy". They further argued that: 

"The . . . point is illustrated by the method adopted by the Korean 
government to channel more credit to small and medium size firms. Instead of 
granting banks and other financial institutions carte blanche to decide to whom 
to lend (on the presumption that in the absence of heavy handed government, 
small- and medium-size enterprises will get their fair share of credit), the gov- 
ernment has taken the opposite Lack. It has set minimum quotas on the amount 
of credit that financial institutions must allocate to such firm." [Amsden and 
Euh, 1993, pp. 389-90] 

Amsden and Euh (1993) thus propose a view totally opposed to that of Fry (1982, 
items 1 and 2 above), on possible reasons of repressionary financial policies followed by 

governments3. 
We argue in this paper that such selective credit policies may be desirable in terms of 
welfare consequences, although they are financially repressing by definition. 

To elaborate on these issues, we utilize a simple model with two available production 
technologies, producing the same-and the only-consumption-investment good. One of 
the technologies is assumed to consist of a standard CRTS production function with no 
exogenous technological development, while the other, the `modern' or `non-traditional' 
technology, includes a positive externality from learning in the fashion proposed by Romer 
(1986) described here later. The model shows how a welfare improving financial policy, 
which may be called 'reprcssionary', might be employed by the government as a tool of 
industrial policy. 

In the next section, some earlier important models on financial repression will be 

discussed with relevance to our model. In section III, the model and the main ideas are 

introduced. Section IV concludes the paper. 
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II. Brief Overview of Some Earlier Models of Financial Repres- 
sion 

Three earlier models will now be discussed as providing a background for our model: 
Kapur (1976), Galbis (1977), and Spellman (1976). These are models with bank finance 
of investments in fixed or working capital which were designed to formalize the ideas of 
McKinnon (1973) and Shaw (1973). 

Kapur (1976), as already mentioned, was an early and important paper in this litera- 
ture in that it aimed at carrying the McKinnon-Shaw results to the short-run stabilization 
platform. He assumes a linear production function in capital for a labor-surplus economy. 
Moreover, he assumes that there is unused fixed capital in the economy, which arises from 
the shortage of working capital provided to the firms by the banks. The balance sheets 
of the banks consist of reserves and credits on the asset side and deposits on the liability 
sides. In line with Fry (1982, 1988), deposits can, with no harm to the general results, 
be considered as the only monetary asset and thus to constitute the entire money stock. 

Such a link between the working-capital constrained real economy and the financial 
economy naturally relates the money demand of the consumers/savers to growth. A 
ceiling on deposit rate will reduce the tendency to hold money (deposits). This constraint 
on the liability side of the banking system balance sheet will lead to a reduction in credit 
supply. The ensuing reduction in working capital will reduce the growth rate. 

Galbis (1977) introduces a two sector model, more in the spirit of Mc Kinnon. The first 
sector is the traditional sector, and the second the modern sector. The returns to capital 
in both sectors arc constant, with the return in the second sector higher than that in the 
first. The existence of the two sectors with constant but differentiated returns to capital 
is made possible by assuming that the first sector has no access to the bank finance. 
It can, however, hold deposits. The second sector has access to both bank finance and 
deposits. However, as it is the only sector that has access to bank credits, the bank 
deposits that are made by this and the first sector's members are again extended to the 
members of the second sector. 

The first sector holds a portfolio of real (capital) assets and bank deposits according 
to the relation between the deposit rate and the return to capital in the first sector. 
Once this relation is set, the natural consequence is that when the deposit rate is set by 
the government below the equilibrium value, the deposit holdings in the second sector 
is reduced, and through the banking system balance sheet constraint this reduces the 
credit supply in the modern sector leading to reduced investments and growth rate in 
the economy. 

Spellman (1976) specifies a neoclassical production function and a capital demand 
function whose arguments are the return to capital and current income. Assuming that 
the capital demand function is homogenous of degree one in current income, the ratio of 
capital to output can be written as a function of the marginal product of capital. The 
equilibrium capital intensity in the economy is determined by this demand for capital 
(which has a positive slope in capital intensity) and the marginal product of capital 
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schedule (which has a negative slope in capital intensity) emerging from the specified 
production function. 

The banks are assumed, arbitrarily, to obtain a higher yield from the capital services 
than the 'self-finance' at each capital intensity. However, the banks are also assumed to 
bear real factor costs in fulfilling their functions. It is assumed that the return banks 
provide to their deposit holders (which is the difference between the higher returns from 
the capital and the real factor costs incurred) is still higher than the self-finance case at 
each capital intensity level. Spellrnan then shows, using this new schedule together with 
the capital demand schedule, that interest rate ceilings will lead to under-capitalization 
and possibility of a misallocation of the already scarce capital. 

III. Endogenous Growth and Financial Repression: a Simple 
Model 

The recent developments in the growth theory, which are referred to as endogenous growth 
models, have incorporated the technological development into the economic system, so 

that agents' behavior has effects on the technological development and thus growth. The 
growth experience of the cast Asian `tigers' has started since then to be explained by this 
new approach. 

The model we will use to elaborate on our argument, is a simple closed-economy model, 
where there are four interest groups: consumers, `robot' banks, firms/projects which are 
classified under two technological categories (the traditional and the non-traditional or 
`modern' technologies) and finally a government /planner whose objective is to maximize 
social welfare. 

Consumers 

There are a large number of infinitely long lived consumers. The representative consumer 
maximizes an intertemporal utility function of the form: 

ci-0 - 1 

u(c) = c-' 1 -0 dt (1) 

subject to 

a=ra -I- w - c (2) 

a(0) = ao > 0 (3) 

where a represents total assets owned by the consumer, w is the wage earned, p is the 
(exogenous) rate of time preference, r is the return to the assets and c is the per capita 
consumption of the only consumption/investment good in the economy. The constraint 
(2) is written with the implicit assumption that the population growth rate is zero. Each 
consumer is endowed with one unit of labor which he/she supplies inelastically. 
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There are two assets available to consumers: bank deposits and the shares. Consumers 
own shares in firms but they arc assumed to leave the funding decisions entirely to banks 
and thus do not directly supply any capital. Thus the zero ex-ante capital gains and 
dividends do not enter the constraint (2), and thus assets equal bank deposits. It is 
assumed for simplicity that this is not a monetary economy so that the deposits are held 
in the form of the consumption/investment good. 

The solution of (1) together with the constraint (2) implies the following optimal 
growth path for consumption: 

-(r-P) (4) 

Thus in determining the optimal path for consumption, the consumer uses the return 
offered to the assets (deposits) by the banking system. 
By construction, consumers are also owners of the banks but, since they do not pay in 
any capital, as in the case of firms, batik shares are not accounted for in the constraint 
(2). 

Financial Market and Assets 

The banking system is the link between the real economy and the consumer/saver. In our 
story, it is also the leverage point of the planner/government in conducting its financial 
policies. 

For a simplifying assumption, we have that the economy is closed, and effectively the 
only type of asset is the indirect claim to capital stock through bank intermediation. The 
competitive banking system is composed of many banks managed by `robots' programmed 
to satisfy profit maximization. In other words, the banks are assumed to incur zero factor 
costs in fulfilling their functions. 

The funds collected by the banks are placed in firms/projects in the form of long-term 
credits (assuming the production process does not require any working capital). This 
intermediation process by the competitive banking system is assumed to be governed 
by a CRTS production (intermediation) function. Furthermore, the banks do not have 
capital of their own, as assumed before. As money is not introduced, implicitly we are 
assuming that no `bank money' can be created by the banking system. In other words, 
through banks' aggregate balance sheet identity, total deposits equal total credits equal 
total capital stock at any time'. The simple profit function of the banking system in 
aggregate thus looks like: 

II=r1D-VVbD (5) 

where D is the total funds (in terms of real consumption/investment good), ri and rb are 

the lending and borrowing rates respectively. With zero profit condition following from 
CRTS assumption, it follows that: 

rl = rI, (6) 
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Thus the competitive banking system simply determines the borrowing rate (deposit 
rate) by equating it to the rate they charge on credits. At that point banks maximize 
their profits (which is zero). However, as such, (6) can be satisfied by any lending rate, as 
all that (6) says in this context is that the banking system reflects the return it obtains 
from the real economy to the deposit holders. 

Firms/projects 

For simplicity, the firms can be considered as capital investment projects proposed to the 
banking system. In the funding decision, the criterion that the banks use is the marginal 
product of capital offered by the projects. Projects are fully transparent and any adverse 
selection issue is assumed away. Projects belong to two different technological categories. 
We assume that labor is immobile between the two sectors. 

The first project category refers to the `traditional' technology which has an ordinary 
CRTS production function, with capital and labor inputs. For simplicity, we use a 
standard Cobb-Douglas production function: 

Y; = F(K=;,L1;) = A;K"L1 a, j = 1 (7) 

where F,; is the production function for project i in the project category j = 1 (the tra- 
ditional technology) with 0 < a < 1. We assume zero depreciation and no technological 
progress (i.e., A; = constant). Also, a non-zero but small initial capital accumulation in 
the first technology is assumed: 

k(O) = d(0) = k (8) 

The marginal product of capital in the traditional sector is a function of the capital 
labor ratio: 

aY = all; A;akj (9) 

where kl is the capital labor ratio of the-identical-traditional technology firms. Marginal 
product of capital is a decreasing function of the capital labor ratio and convex to the 
origin when plotted against the capital labor ratio. 

The wage rate can also be derived from the profit maximization problem of the firms: 

w = A3(1 - a)k , j = 1 (10) 

where kl is the capital labor ratio in the traditional sector. 
The second project category, the `modern' or the iron-traditional' technology, involves 

an increasing returns to scale (IRTS) production function (see Romer, 1986). In this 
technology, the aggregate capital stock of firms that possess this technology at any time 
is a measure of the knowledge accumulated up to that time as a by-product of the 
production/ investment process and is assumed to have a positive externality on each 
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of the firms in this category. Following the lines of Romer (1986) and of Barro and 
Sala-i-Martin (1995) this idea can be expressed with the following production function: 

l ij = G(Ki, KLi) = AjKp(Kj, Lij)1-0 j = 2 (11) 

where 0 < Q < 1, i.e., G is CRTS in Kij and hj, where subscript i again represents 
ith firm. Here, Kj represents the aggregate capital stock of the firms operating in the 
non-traditional technology: 

Kj =) hij, j = 2 (12) 

Thus in the non-traditional sector, firms learn from their arid other firms' (of the same 
technology) experience and this is reflected as a productivity increase for each firm. 

Usual assumptions of diminishing products to each factor is retained at the firm level: 

a2Yj/aK < 0 and a2Ilj/aL < 0, j = 2 (13) 

The properties of the marginal product of capital in the non-traditional sector is more 
interesting. Unlike the CRTS case, the production function in the non-traditional sector 
brings about a wedge between the private and social marginal products of capital. By 
differentiating (7), the private marginal product of capital can be obtained: 

49Y,j/aKij = Aj,6L'-'3, j = 2 (14) 

In this differentiation, it is assumed that aKjlaKij = 0 , i.e., the individual firms 
neglect their contribution to the aggregate capital stock and the aggregate knowledge. 
Note that this marginal product is a function of labor only, and thus is invariant with 
respect to capital labor ratio. 

For the social marginal product of capital in the non-traditional sector, we first ag- 
gregate the individual production functions to get 

l Yj A, K., Ll-", j = 2 (15) 

where L j = E Li j is the total labor in the non-traditional sector. 
The social marginal product of capital is then 

DY/OKj = AjL'-", J= 2 (16) 

This is greater than the private marginal product of capital, (14), by a factor of 1/0, 
the reciprocal of the share of capital in total production. Note, again, that the social 
marginal product of capital is also invariant with respect to the capital labor ratio. 

Thus to a firm in the non-traditional sector, the marginal product of capital it employs 
(private marginal product of capital) is less than the social marginal product of capital, 
which it does not care about anyway. ']'his, of course, stems from the positive externality 
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introduced in the production function of the non-traditional sector. Investment made by 
any non-traditional firm increases the productivity of all the other existing non-traditional 
firms and thus at the social level returns to capital exceeds the private returns contrary 
to the case of the traditional sector. 

The wage rate in the non-traditional sector is given by: 

w = A,(1 - Q)k;L1-Q, j = 2 (17) 

The wage rate in the non-traditional sector (17) need not be equal to that of the 
traditional sector (10). The assumption of labor immobility between the two sectors thus 
leads to differentiated wages. 

Government 

The government/ planner tries to maximize the social welfare function which can be 
taken as the sum of the identical individual utility functions. In this maximization, it 
internalizes the production/investment externality in the second technology. For the 
results that we want to obtain, we do not need to assume that any of the parties has 

private information. Thus the production schedules and the banks' behavior are common 
knowledge to both the government and the consumers. As a straightforward positive 
externality, the accumulation of knowledge within individual firms in the modern sector 
and its spill-over to other firms in the same sector is taken into consideration in the 
optimization problem of the planner but not in the problem of the consumers. The 
government thus takes necessary actions to improve social welfare. We will use a simple 
apparatus to show the welfare loss in the absence of government policy, where we do not 
need to specify the social welfare function to be maximized by the government. 

Equilibrium 

In the equilibrium, the return that the banking sector can get in return to its funding 
depends on the sector it chooses to finance or on the distribution of its funds among the 
sectors. Banks, in turn, reflect this return to the deposit holders identically. 
We have assumed that the banks base their funding decisions continuously on the marginal 
product of capital of the proposed projects. Of course the marginal product that matters 
to both the banks and the firms in this respect is the private marginal product of capital. 
In this respect, there is no difference between the banks and the firms themselves in the 
inability to internalize the positive externality. 

From the aggregate balance sheet of the banks and closed economy assumption, we 

have total deposits equal total capital stock. Consequently, the constraint of the con- 
sumers' optimization problem (2) can be rewritten as 

k=rk+w - c (18) 
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If only the traditional (CRTS) technology was available, (18) and (3) would yield the 
steady state values of capital labor ratio, consumption per person and rate of return as: 

k* _ (p/flta)t1a_t (19) 

c* _ At(plAia)"I" (20) 

r*=p (21) 

`I'lius for our simple case of zero depreciation, zero population growth and zero techno- 
logical progress, these three variables would tend in the long-run to the constant values 
in (19) - (21). Given constant labor force, (19) implies a certain steady state level of 
aggregate capital stock, which yields a return equal to the constant (exogenous) time 
preference rate. 

Let us introduce the new technology into the scene with the assumption that the 
(constant) private return to capital of the modern technology is bigger than the rate of 
time preference, i.e., 

a Y; 
=A;/)L=;>p, j = 2 (22) 

How will the batik funds be distributed? A graphical apparatus will facilitate the 
analysis. Figure 1 plots three relevant marginal product curves against the capital labor 
ratio of the traditional technology sector. The marginal product curve labeled CRTS 
is drawn for the standard neoclassical production function that the traditional sector 
has. By standard neoclassical assumptions, it. is convex to the origin and asymptotic 
to both axes. With the 11CPS technology in the non-traditional sector the private and 
social marginal products (r1 and 7*2 respectively) given by (14) and (16) arc invariant 
with respect to the capital-labor ratio in both sectors. They are thus represented by 
horizontal lines on the same graph. 

See Figure 1 at the end of the paper. 

Banks would start funding the traditional sector first, given that ko < kt. The capital- 
labor ratio and thus also bank credit-labor ratio in the traditional sector will trace the 
marginal product schedule (Figure 1) Lending to k*. If the government does not intervene 
at all, the batik funding would shift to the modern sector when k2 is reached in the 
traditional sector, since at that point additional investment in the traditional sector 
leads to lower return compared to the modern sector. 

At k2, when the non-traditional sector starts to be funded, the marginal product of 
capital, instead of staying at the level r2i actually jumps to the level rt, the social marginal 
product of capital in the modern technology. `l'lie existence of the non-traditional sector 
thus not only provides a lower bound for the (private) marginal product of capital in the 
economy (which, assumed greater than p, allows for a constant steady state growth rate 
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of consumption), but also provides an ex-post markup over the private marginal product 
of capital. 

Once funding of the modern technology commences, the non-traditional firms start 
to receive `unexpected' (or ex-post) returns due to productivity increases stemming from 
aggregate accumulation of capital and knowledge. These extra returns accrue to the 
owners of the new technology firms5, of course, and not to the banks as credit agreements 
between banks and firms are made on the basis of private marginal product of capital. 
The ex-post constraints of consumers arc thus wider than (2), which implies a higher 
cx-post welfare than ex-ante. 

However, the same fact also indicates that for optimality, funds have to be shifted to 
the non-traditional technology, when ki is reached. If this action were taken, the marginal 
product of capital-and thus return to saving-would stay at the level of r1, from kr on. 
In other words, from k1 to k2, the marginal product of capital in the economy would 
trace AB instead of AC. 

The decentralized solution does not take the externality in the non-traditional sector 
and thus leads to a welfare loss, which is proxied by the shaded area in Figure 1. 

Government Action 

In such a setting, clearly, there is room for Pareto improvement associated with govern- 
ment action. The usual recipe is the design of a simultaneous lump-sum tax-subsidy pair. 
An appropriate design will guarantee Pareto Optimality. 

However, the government can also intervene (when kr is reached) and ask banks to 
shift the funds to the modern sector which is feasible as the private return to capital in 
the modern sector is, as assumed, greater than the time preference rate. 

This welfare improving action is actually a financial repression policy by the broader 
definition cited in the introduction because it actually distorts the financial market and 
lowers, exogenously, the returns; from the consumers', firms' and banks' point of view, a 
ceiling (private marginal product of capital in the modern sector) is put on the returns 
obtainable over the assets after the point kr, which reduces the return available to con- 
sumers had the financial market been left free. The ceiling is binding till k2 at which 
point, it becomes voluntary. 

Hence, government institutes a `financial repression policy' under the umbrella of an 
industrial policy which has welfare improving consequences. 

IV. Conclusion 

Rather than providing an unconditional normative statement advising repressionist poli- 
cies, this paper offers a theoretical example in which repressionary financial policies may 
be welfare improving. The current orthodoxy argues that financial repression owes its 
existence mainly to the government's desire to obtain `rents' from the financial markets. 
In this study it is shown that, in the context of a closed economy, financially repressing 
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policies may be welfare improving if there is an available increasing returns to scale tech- 
nology. This follows from the positive production and externalities embedded in such 
technologies. 

As the government's response to this environment boils down to an 'Industry-picking' 
strategy, i.e., an industrial policy, another interpretation of the same result follows. This 
second interpretation is that in such situations where positive externalities exist, financial 
policies may have to be designed according to the priorities of the industrial policy. As 
such the model explains the financial policy conducted in Last Asian countries like Korea 
and Japans. 

For various reasons, a tax-subsidy system may not be feasible with the existence of 
externalities such as here. Lump-sum taxes arc politically not very feasible in democra- 
cies, as demonstrated by the recent troubles with poll tax in the UK. Any other tax will 
bring about dead-weight losses. Thus for a possible continuation of this paper, we may 
compare the social costs of alternative tax-subsidy systems to repressionist policies. 

For another continuation, one might investigate the consequences for an open economy. 
Intuitively, in an open economy setting, conclusions should get further reinforced as the 
`new trade theory' increasingly emphasizes the importance of increasing returns to scale 
in international trade7. 
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ENDNOTES 

1. Still, it is difficult to say that there is a consensus even in the broader definition. For 
example, McKinnon does not agree that in post W.W.II Japan, especially in the high 
growth period, financial markets were repressed, whereas ceilings and government 
intervention existed in Japanese financial markets of the time. 

2. In other words selective credit policies were conducted according to the priorities of 
the industrial policy. 

3. Similar ideas have also been expressed by Amsden (1989). 

4. We need to emphasize that this equation holds ex-ante, as there exists an IRTS 
production function in the real side of the economy with the credit agreements 
between banks and firms be made on private marginal products of capital. 

5. As we are not dealing with distributional issues here, we simply assume that own- 
erships of traditional and modern technologies are distributed evenly among con- 
sumers. 

6. See Okimoto (1989) and Nester (1991) pp. 32-34 on Japan, in addition to Amsden 
(1989) and Amsden and Euli(1993) on Korea. 

7. See for example Young (1991) and Krugman (1987). 
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FIGURE 1: Schedule of Marginal Product of Capital in the Traditional Sector 

r--MP 

MP(1) 

MPS(2) 

P 

C MPP(2) 

k" k 

MP(1): Marginal Product Schedule for the Traditional (CRTS) Technology 
MPP(2): Private Marginal Product Schedule for the Non-Traditional (IRTS) Technology (r2) 
MPS(2): Social Marginal Product Schedule for the Non-Traditional (IRTS) Technology (r1) 

15 



The Economic Research Forum for the Arab Countries, Iran and Turkey (ERF) was established in 
June 1993 as an independent, non-profitmaking regional networking organization. Its mission is 
to promote policy-relevant economic research with a broad representation of views, and to help 
activate the policy-formulation debate in the region - by encouraging and funding quality 
research, and disseminating results of research activities to economists and policy-makers. 

The ERF Working Papers Series disseminates the findings of research work in progress to pro- 
mote the exchange of ideas, and encourage discussion and comment among researchers for time- 
ly revision and application by the author(s). 

The Working Papers are a prepublication outlet intended to make preliminary research results 
available with the least possible delay. They are therefore subject to light editing only when 
strictly necessary, and ERF accepts no responsibility for errors. 

The views expressed in the Working Papers are those of the author(s) and not those of ERF. 
Requests for permission to quote their contents should be addressed directly to the author(s). 
ERF retains the rights to first publication unless mutually agreed to the contrary. 



ECONOMIC 
RESEARCH 
F DRUM 

FOR THE ARAB COUNTRIES, IRAN & TURKEY 

7 Boulos Hanna Street, Dokki, Cairo, Egypt 
Tel : (202) 3370810 - (202) 3485553 - (202) 3602882. Fax : (202) 3616042 or (202) 3602882 
E-mail : HANDOUSA @ AUC-ACS.EUN.EG or ERF @ IDSC.GOV.EG 




