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FOREWORD

The structure of public finance in the Arab countries has
certain peculiar characteristics that deeply affect the conduct
of economic policy and prospects for development.

0il revenue is by far the most important source of
government finance in many countries. Non-oil producing
countries also benefit from it in various forms: direct
subsidies, transit tolls for passage through the Suez Canal or
pipeline transportation, migrants' remittances. The latter do
not accrue directly to the state treasury, but are indirectly
taxed mainly through customs duties, as they cause an increase
in the demand for imports.

There is little doubt that the complex mechamism of oil rent
circulation in the region has increased the financial means
available to practically all Arab states, the only exceptions
possibly being Morocco, Mauritania, Samalia and Djibuti. At the
same time, it has discouraged the develomment of a modern
taxation system again with the possible exception of Morocco.

As Oualalou and Jaidi clearly show in their chapter, -the
taxation systems have only marginally been modified since
independence, and different systems found in each Arab country
still mostly reflect different colonial experiences. Certain
countries inherited an income taxation system pre-dating the oil
era, in others there is no direct income tax worth speaking of,
although, as Gharaibeh points out for Jordan, attempts are being
made to reducing dependence on subsidies, custom revenue and
indirect taxes.

The lack of a well developed income tax has momentous
consequences for the conduct of economic policy. Income taxation
is a fundamental tool to control liquidity and contrast
inflation; it is also an effective and visible redistributive
tool. When goverments are deprived of this tool, income
redistribution can be pursued only through the expenditure side,
leading to wuncontrallable deficit spending, of which the
consumption subsidies that are common to all Arab countries are
the clearest example. Thus calls for greater financial orthodoxy
necessarily come to mean that real incame distribution should be
allowed to worsen.
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Luciani - Foreword

Under the present structure of state revenue, economic
growth often leads to a worsening of the state deficit, as
expenditure tends to increase more rapidly than revenue. Growth
is also almost inevitably accompanied by income polarisation,
leading to social and political protest. The evolution in the
pattern of state expenditure is discussed in the chapters by
Mona E1 Barade: and Khaled E!1 Manoubi, pointing to strong
similarities and common dilemmas that Arab states face.

Fiscal constraints are the immediate and prosaic cause of
many an ideological turnaround, as ‘'socialist' production units
commonly fail to generate a surplus and become constant drains
for public resources. This point is well documented in the
chapter by Oualalou and Jaidi, and is further discussed in the
case of agriculture in the chapter by Hamid Ait Amara. Faced
with a growing deficit in their agricultural balance, Arab
goverments have ceased to view agriculture as a sector that
should be squeezed to sustain the industrialisation effort.

The limited yield of Arab taxation systems, coupled with the
decline in oil prices that has been evident for much of the
1980s, and has now become a full-scale rout, is one of the
causes of increasing indebtedness of the Arab countries. Azzam
Mahjoub clearly documents a negative trend, which could lead
some Arab countries to face problems of a magnitude comparable
to that of the Latin American deébtors.

In view of the importance of migrants' remittances, a
chapter (written by Ibrahim Saadeddin Abdallah) was specifically
devoted to their influence on economic policies of the countries
of origin and on the possibility of taxing this important source
of income.

Finally, two chapters by Hazem E1 Beblawi and Mahmoud Abdel
Fadil are devoted to an analysis of rentier economies at the
micro and macro level respectively. The dominant role played by
the o0il rent has in fact multiple consegquences alongside the
underdevel opment of taxation systems, that affect the very
possibility of redressing the situation, and reducing the
reliance of the state on sources of revenue fram outside the
national economy.

It is hoped that this collection of essays will serve the
purpose of underlying the importance of developing modern
taxation systems, and in particular direct income taxation, and
reduce dependence on an unstable oil rent.

Research for the papers in this collection was made possible
by a generous IDRC grant to the Istituto Affari Internazionali
of Rome, which came to complement an existing interdisciplinary
research program on the foundations and nature of Arab states.

2
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Luciani - Foreword

Although the latter dealt with ideological, historical, social
and political considerations as well, it was clear fram the
beginning that economic variables, and in particular public
finance structures, are of paramount importance to an overall
understanding of Arab states. The broader research program will
lead to the publication of four collective volumes (The Arab
State: 1. Foundations, edited by G.Salam2; 2. The Rentier State
edited by H.Beblawi and G.Lucianli; 3. Beyond Coercion, edited by
A.Dawisha and I.W.Zartman; 4. Integration and Arab Polities,
edited by R.Aliboni and A.Cudsi; Croom & Helm, 1987, London) in
which some of the IDRC supported papers will also appear.
Readers who have an interest in such interdisciplinary approach
are referred to those.

In order to allow for mutual criticism and discussion, the
authors of these papers were irvited to participate in three
international gatherings, which took place respectively in Corfu
in September 1984, Alexandria in April 1985, and again in Corfu
in September 1985. The meetings in Corfu were organised in
cooperation with the Pantios School of Political Science.

Andrew Watson encouraged this project and provided precious
criticism and suggestions. I am grateful to him for all of them,
but I am even more grateful to him for his friendship. The
latter was very appreciated in countering the frustrations of
organising collective research under sometimes difficult
conditions.

The shortcomings of this work are my responsibility. I only
wish that, in accordance with IDRC's main purpose, participation
into this effort will have been instrumental in improving the
understanding on the part of my Arab friends of the problems of
their beautiful countries.

Giacaomo Luciani
Istituto Affari Internazionali
May 1986
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Chapter 1

FISCAL RESOURCES AND BUDGET FINANCING IN THE COUNTRIES OF THE
MAGHREB (ALGERIA, MOROCCO, TUNISIA, LIBYA AND MAURITANIA)

Fathallah Oualalou and Larbi Jaidi

This chapter describes the evolution and current status of
tax revenue in the context of budget financing in the five
countries of the Maghreb: Algeria, Morocco, Tunisia, Libya and
Mauritania. In all five countries the fiscal organisation
inherited from the colonial past is still visible. The
complexity of fiscal systems in the Maghreb is a function of
diversification of the economy, which was in turn provoked by
colonial penetration. Today, the structure of tax revenue, which
is derived mostly from indirect taxes, is a reflection of the
lack of domestic integration and of the extroverted orientation
of Maghrebi economies. Since independence; no important
transformation has occurred. Quite to the contrary, the advent
of a rentier economy based on o0il exports, in particular in
Libya and Algeria, has contributed to the reduction of the role
of tax revenue in the financing of the budget.

The failure of policies aimed at mobilising the economic
surplus is shown by the quantitative and qualitative limits of
domestic tax revenue, and obliges all Maghrebi countries, with
the exception of Libya, to look for international credit. Debt
accumulated by Morocco, Mauritania, and to a lesser extent
Tunisia, provoked a gradual worsening of international and
domestic financial equilibria, and led the states to follow
restrictive policies on consumption and public investment,
following the classical recipe of the IMF. In Algeria as well as
in Libya, o0il revenue still allows a situation of relative
f‘igancia.l ease, although it has fallen very considerably since
1982,

Notwithstanding attempts at fiscal reform presently underway
in Morocco, it is correct to conclude that in all five countries
it is the oil rent and/or foreign credits that determine the way
in which the budget is financed, and the state has no incentive
to reform and reinforce its fiscal instruments.

It is impossible to study fiscal resources in the Maghreb
countries without considering other financial sources of

4
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Oualalou and Jaidi - Fiscal Resources in the Maghreb

support, mostly from abroad. In this context, we shall analyse
the role of fiscal resources in the financing of the budget in
Al geria, Morocco, Tunisia, Libya and Mauritania; a general
comparative synthesis will be offered at the end of the chapter.

ALGERIA

Al geria derives important financial resources from the sale of
hydrocarbons to foreign countries and the Algerian state plays a
central role in the economy. State intervention in the
organisation of economic life necessitates an intensive
mobilisation of financial resources. Hydrocarbons production is
the main source of revenue, but differently from other Arab oil
countries, Algeria has a complete and diversified fiscal system.
The latter generates a considerable share of the ordinary
revenue of the state. Furthermore, its role in the regulation of
economic activity and its social impact are far from negligible.

In a dynamic perspective, the ratio of oil revenue relative
to other sources fluctuated as a function of the level of
economic activity and of adjustments that were made in the
fiscal system. On the other hand, economic policy, while it is
still centered around the role of the state, was modified
because of changes in economic orientation as well as in the
political superstructure. The fiscal instrument was affected by
these changes but not profoundly.

First Period: from Reappropriation of Resources to the Build-up
of the State, 1962-70

From independence to the beginning of the seventies, economic
life in Algeria was characterised by the effort to reappropriate
national resources and to establish a state apparatus. The
fiscal system inherited from the colonial period was not
modified with respect to its composition or contribution to
budget revenue.

This phase was however not uniform. Two sub-periods may be
distinguished, one characterised by uncertainty and a defiecit in
public finance, the other by the elimination of the
disequilibrium and a clear orientation towards the economic
policies that were to characterise the development strategy of
Algeria in the seventies.

a) Sub-period 1962-65. Immediately after independence,
Algeria had a predominantly agricultural economy, with a
fragmented and extroverted industrial sector. Income generation
was concentrated in the large land holdings devoted to export

5
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Oualalou and Jaidi - Fiscal Resources in the Maghreb

agriculture. Colonial capital paid little attention to
industrys but oil concessions that had been granted in the early
50s represented a growing share of domestic production.

The restructuring of the Algerian economy in order to break
dependence on France was based on nationalisation of former
colonial capital, an attempt at financial sovereignty and the
search for an autonomous develomment strategy (Jacquemot 1977:
65-70) .

The goals of reconstruction and development postulated the
mobilisation and centralisation of financial resources. However,
on one side, the 'surplus' that the agricultural sector
generated was too small and fragile to satisfy the financial
needs of the economy; on the other hand, the mismanagement of
recently nationalised public enterprises ruled out a transfer of
resources to benefit the state budget. Finally, the revenue
yielded by the fiscal system was limited because of the poor
economic emviromment and in particular the economic and social
displacement caused by the departure of the French. The fiscal
system was not adapted to development conditions and its
effectiveness was limited by the collapse of the tax base. It
was foreign public aid which permitted to pay for investment
and part of current expenditure.

The fiscal legislation was only marginally modified (Kandil
1970: 120-35). Because direct taxes could not be levied on a
sufficiently wide base, indirect taxes remained more important
(table 1).

Table 1: Structure of the fiscal system (percentages) 196166

Year 61 62 63 64 65 66 63-66
average

Direct taxes 29 30.7 29.4 29.2 26.5 32.3 29.7
Indirect taxes 71 69.3 70.6 70.8 73.5 67.7 70.3

Source: Minist®re des finances, quoted by Kandil, 1970, p. 120
The fiscal system was at work in the midst of

disorganisation and economic depression. Revenue considerably

decreased after independence and did not begin recovering until

6
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Oualalou and Jaidi - Fiscal Resources in the Maghreb

1966. Because revenue was derived mostly from activities with an
important foreign participation, it was severely curtailed by
the liquidation and departure of the French. The revenue
decrease was amortised through a reinforcement of fiscal
pressure. The self-managed and the public sectors were mostly in
the red and many enterprises did not contribute to the state
budget.

State budgets for 1963-65 were characterised by the weakness
of budget revenue when compared to its level Dbefore
independence; by the increasing weight of current expenditure
over the total, due to the growth in the administrative
apparatus; by the limited size of investment expenditure
compared to the total. Foreign public aid played a key role in
the financing of the deficit, covering all investment and part
of current expenditure.

b) The 1966-70 sub-period. In the years 1966-73 the Algerian
economy changed course. The phase of experimentation and
learning by doing was abandoned and a new political context
precipitated crucial decisions for the Algerian productive
system. The state apparatus was reinforced and the national
economy restructured.

The new orientation was manifested by the creation of a
system of planning and the implementation of structural reforms.

With respect to public finance, the reorganisation effort
allowed to gradually reequilibrate the state budget. The budget
laws in the latter years of this period introduced few changes,
but the yield of existing taxes increased. Revenue passed from 4
to 6.4 billion Algerian dinars. Half of this increase was due to
taxes on incame and expenditure. O0il revenue increased in
connection with increased production and came to be almost one
quarter of the total. The contribution of the socialist sector
had a tenfold increase following the introduction of compul sory
contribuions to the Treasury on the part of State enterprises.
Foreign aid played a more limited role.

The budget closed with a surplus at the end of the period.
This was made possible by an increase in revenue and strict
control over current expenditure, thus allowing to increase
investment and public saving.

Second Phase: Oil Revenue and the Algerian Development Strategy

During this period (1971=77) an industrialisation strategy was
implemented aiming at breaking away from dependence bonds. The
essential components of the strategy were the enlargement of the
state sector, industrialisation, agrarian reform and
reinforcement of the planning system, State intervention in the

7
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Qualalou and Jaidi - Fiscal Resources in the Maghreb

economy was largely financed by oil revenue. The latter grew
very fast because of increases in both price and govermment
take; it came to play a dominant role over the total revenue of
the state passing from 23.0 per cent in 1971 to 37.2 per cent in
1974, At the same time, the heavy commitments of the state, and
in particular the Treasury loans and anticipations to finance
public investment, also greatly increased. Foreign credit was
tapped to meet part of these needs, but Algerian debt service
remained modest.

Industrialisation was expected to integrate the economy and
reduce dependence from abroad. Capital intensive industries were
preferred, because of their ability to transform the economy.
The allocation of investment funds to individual industrial
sectors confirmed the bias in favour of the investment goods
producing sector, and of the o0il and gas sector. The strategy
was based on the intensification of the valorisation of
hydrocarbons; iron and steel and mechanical engineering were to
be the key sectors of the industrialisation effort. This
strategy had a very high cost for the state.

The industrialisation effort could not be pursued in the
long run if the agricultural sector was not reformed as well.
Ml gerian agricultural policy after independence was
characterised by ‘'weakness and inefficiency of structures'
(Destanne de Bernis 1971: 30). Production and exports were
declining, and agriculture did not generate the surplus needed
to finance its own investments and modernisation. Agrarian
reform was expected to solve this problem as well as to
redistribute land. Its implementation led to modest production
increases and did not allow for a transfer of financial
resources to the rest of the economy.

Direct public control over production activity and the
inflow of oil revenue allowed the funding of the projects
included in the two four-year plans in this period (1970-73 and
1974-77). The first plan had put the total of public investment
at 27.7 billion Algerian dinars, as against 9.4 billion in the
67-69 plan. The second plan envisaged total public investment of
110 billion Algerian dinars, more than three times the figure in
the previous plan. The increase in the total level of investment
is attributable to the increase in o0il revenue following the oil
price increase of 1973. The largest share of 1investment under
the two plans went to industry and energy (54 per cent in 70-73,
and 43.6 per cent in 74=77).

The rapid growth of public investment was financed primarily
through an increase in the State investment budget, that
registered yearly growth rates of 14.9 per cent in 1971 and 32.4

8
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Qualalou and Jaidi - Fiscal Resources in the Maghreb

per cent in 1973. Out of a total of approximately 41.2 billion
Algerian dinars of public investment spent during the 71-74
period, almost a third (12.9 billion) was accounted for by State
capital expenditure (IMF 1977: 13). The rest was financed by
public enterprises, mostly in the industrial sector. The primary
source of funds for public investment was o0il revenue.
Mobilisation of financial resouces from damestic sources
remained minimal, and the largest part came fram abroad.
Damestic savings contributed only 25 per cent of funds utilised
under the 70-73 plan, while oil revenue accounted for 31 per
cent, revenue of migrants for 16 per cent and foreign aid for 28
per cent (Jacquemot 1977: 155). Thus the State involvement in
the economy is closely linked to oil revenue, as table 2 shows.

A radical change in the structure of revenue took place in
1974/75. Taxes on the oil sector became the most important item
(59.1%), because of the increase in posted oil prices and in the
incoame tax rates applied to o0il companies. This structural
change was maintained in the period 75-77, as the data in table
3 show. Total revenue in 1975-77 grew by nearly a third and the
two main components, oil revenue and ordinary tax revenue, grew
at the same pace (36 and 34 per cent respectively).

Table 2: Summary of the Ordinary Revenue of the State 1971-T4

1971 % 1972 1973 1974 %

TAX REVENUE 4,264 61,1 5,050 5,701 7,976 34,1
Taxes on incame and
Taxes on'international
trade 565 (13.3) 641 759 1,286 (16.2)
Taxes on production 2,501 (58.6) 3,009 3,289 4,573 (57.3)
0Il, TAX REVENUE 1,648 23.6 3,188 14,116 13402 57.2
NON-TAX REVENUE 1,071 15.3 967 1,495 3,039 8.7
Contribution of state
enterprises 683 609 Th2 1,524

Of which: SONATRACH (300) (1,000)
Other non-tax revenue 388 358 453 515
TOTAL REVENUE 6,983 100 10,205 11,312 24,417 100

Source: Data submitted from the Algerian govermment, IMF, 1977, p. 71

9
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Oualalou and Jaidi - Fiscal Resources in the Maghreb

Table 3: Algeria, Survey of Ordinary State Revenue Forecasts
1975-77 (millions of AD)

1975 p 1976 1977 p

ORDINARY TAX REVENUE 7,265 33 8,280 10,260 _36,7

Direct taxes 1,800 2,150 (21)
Customs duties 1,020 1,800 (17.5)
Indirect taxes 5,300 6,150 (61.5)
Registration and stamp 160 160

OIL TAX REVENUE 13,000 59.1 15,000 16,500 59.1
NON TAX REVENUE 1,730 7.9 910 1,150 4.2
TOTAL. REVENUE 21,995 100 24,190 27,910 100

Source: Data derived from various reports on the Algerian
economy. Discrepancies with respect to Table 2 should be
attributed to the classification standards adopted by the IMF,
which differ fram those currently used at the national level.

Leaving aside the increase in o0il revenue, the ordinary
fiscal system evolved only very slowly. The relative share of
the main category of taxes was but marginally changed, with
indirect taxes gaining importance. The financial ease brought by
the increase in o0il revenue allowed the state to put aside the
need to undertake a radical reform of the fiscal system», and
make it more adapted to the reality of the economy. Some
modifications were nevertheless introduced, in view of improving
social justice and redefining relations between enterprises and
the state. The first goal was pursued mainly through a tax
exemption for incame below 500 Algerian dinars and abalition of
custom duties on certain essential imports, while at the same
time rates were increased on the revenue of corporations and on
capital gains connected to the sale of real estate, as well as
indirect taxes on non-essential products. The second goal was
manifested by reductions in fiscal pressure on private
enterprises and the self-managed sector. But the most important
changes affected relations between the state and public
enterprises, in view of stimulating better management.

A reform was introduced that embodied a new fiscal
philosophy with respect to the role of public enterprises in the
national economy, based on four main principles (Boussoumah
1982: 645): a) the socialist enterprises that manage the domain

10
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Oualalou and Jaidi - Fiscal Resources in the Maghreb

of the state are not ordinary taxpayers; b) the state, being the
sole owner, has the right and obligation to define the tasks
that public enterprises must fulfill in the develomment process;
¢) a unified contribution is introduced as the form of taxation
on socialist enterprises; d) this contribution is divided
between the state and the local community. Thus the state became
more demanding both in terms of economic efficiency and in terms
of fiscal revenue.

Table 4: Algeria, General Budget of the State (millions of AD)

REVENUE AND EXPEND. 71 72 73 T4 75 76 77
Total revenue 6,982.6 9,205.2 11,011.7 23,400.4 25,053 25,660 33,479
of which:

0il revenue . 1,648 3,188 4,115 13,462 14,237 18,019

Ordinary expenditure -4541.5 -4920.7 -6,193.6 -8,336.3 -13,659 -14,410 -15,281

Balance on ordina )
budget : 2,441 .1 4,284.5 4,818.1 15,064.1 11,394 11,250 18,198
Investment expend. -2254 .2 -2808.7 -3,719.3 -4,158.5 -5,480 -7,870 =10,191

Balance on total

Budget 186.9 1,475.8 1,098.8 10,905.6 5,914 3,380 8,007

Source: for 71-T4: IMF, 1977, for 75-77, Annuaire de 1'Afrigue du Nord, various issues

The situation of the Algerian budget considerably improved
over this period (table 4), as the surplus went frcm 187 billion
Algerian dinars in 1971 to 8,007 billion in 1977. This
improvement was mostly due to the increase in oil revenue, while
current expenditure increased but slowly until 1973, but at a

very accelerated rate in the following years. The growing

surplus in the budget is however not indicative of the situation
of the Treasury, as a large part of it was absorbed by loans and
advances extended by the Treasury itself. In principle, loans
from the Treasury should be used to finance industrial
investment or redress the financial situation of public
enterprises. Overall, however, the increase in Treasury credit
led to a decrease of outstanding debt to the banking sector, a
decrease in financement froam the domestic non-banking financial
sector, and limited amortisation of foreign indebtedness.

On the latter aspect, the number and total value of loans
arranged on the international financial market rapidly increased
alfter the beginning of the first four-year plan, and even more
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s0 during the years 1976 and 77. Since independence, Algeria has
always had an important foreign debt both when her trade balance
was in deficit and when it was in surplus. Foreign dredit was
extended in the years 1962-66 mostly under form of bilateral
loans granted from France, and then also by other countries
(USA, URSS, Arab countries). Sellers credit had become the
preferred form of aid at the end of the 60s. But since the
inception of the strategy based on large industrial projects,
funds were increasingly provided by loans underwritten by
international banking consortia and by the Euramarkets. Total
outstanding debt became quite important in 1977 (14.9 billion US
dollars) but debt service remained moderate during this period
(absorbing 15.3 per cent of exports in 1977).

Third period: change in development policy and continuity in
fiscal policy

During the period (1978-84) the development policy was
redefined: the industrialisation effort was slowed down, the
public sector was restructured, the rale of private initiative
was redefined, and planning showed a greater dégree of
pragmatism. While these changes were introduced, the revenue of
the state continued to be generated mostly by the oil sector,
following the second wave of oil price increases. The turnaround
in the o0il market in the 1980s had a considerable impact on the
ability of the state to meet its financial needs.

In the industrial sector, a critical assessment underlined
the excessive development of the hydrocarbons sector and
numerous structural deficiencies. On a total public investment
of almost 400 billion Algerian dinars that was expected to be
realised between 1980 and 1984, almost half was allocated to the
completion of projects undertaken under previous plans. The oil
sector maintained a dominant position in the allocation of funds
under the plan for 80-84 (40.8 per cent) but a considerable
share was also allocated to intermediate goods (28.1 per cent).

The reorganisation of the public sector became a
precondition to improve economic efficiency. Having soon grown
to huge dimensions, a majority of the public enterprises were
faced with difficult financial and management problems, and
became a drain on the financial resources of the state (from
which they received subventions or ,loans) rather than a net
contributor to them. The large public enterprises were thus
subdivided into smaller specialised units, with decentralised
management, following the rule of profit.
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At the same time, the rehabilitation of private enterprise
was the most evident sign of the change in the conduct of
economic policy. The state tried to define the role of the
private sector both more precisely and more broadly.

The change in economic orientation took place at a time when
the oil market was c¢haracterised by slackness of demand, and at
the end of 1981 the price of Algerian oil was lowered 2 dollars
per barrel. O0il revenue was correspondingly reduced, even more
80 as Algerian production is constantly decreasing (52 million
tons in 79, 47 in 80, 44 in 81). At the same time the strategy
of valorisation of natural gas resources, that were expected to
produce a considerable revenue, suffered because of the
difficulties that were encountered in the renegotiation of
prices with European and American customers.

The negative evolution in the international enviroment had
an impact on the revenue of the state. 0il revenue further
increased to reach 68 per cent of total revenue in 1981, but
subsequently declined to 57.7 per cent in 1984, O0il revenue
increased 3.1 times between 1978 and 84 (table 5). The tax rate
was inecreased to 85 per cent (from 70 per cent) and uniformly
applied to all hydrocarbon-related activities (production,
transport, commercialisation).

Ordinary fiscal revenue grew fram a minimum of 32.1 per cent
of the total in 1981 to U46.3 per cent in 1984. While in absolute
numbers the various components of ordinary taxation grew
unevenly depending on the year and the tax, the overall rate of
increase was high. The budget laws introduced numerous changes
that had social, economic and technical objectives: taxation on
consumption goods was reduced to preserve the real value of
wages; modifications were introduced in the fiscal treatment of
enterprises in the social sector, of handicraft enterprises as
well as of agricultural and hydraulic activities; technical
measures were adopted which aimed at simplifying fiscal
procedures. None of these measures had a structural character:
aside fram the 1977 reform of taxation on public enterprises,
the Algerian taxation system suffered no major changes in the
period.

Direct taxation in the Algerian Fiscal stem
The primary distinction is between the contribution of the oil
sector and other ordinary fiscal revenue.

‘Taxation on the oil sector is the most important source of
budget revenue. Corporations operating in the sector pay a
royalty which is a fixed percentage of the posted price, and an
income tax at an established rate, imposed on the estimate of
net inccome based on posted prices after deduction of the royalty

13
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Table 5: Algeria, Ordinary budget revenue forecasts and
allocations 1978-84 in millions of Algerian dinars

Year 78 79 80 81 82 83 84
Ordinary taxation 14.329 17.2 19.0 22.2 25.4 L41.1 49.0
Direct taxes 2.6 3.8 7.6 8.6
Turnover tax 5.4 7.4 14.0 15.9
Contributions# 5.0 5.2 6.5 7.6
Customs 2.6 3.9 7.6 8.7
Other taxes 1.4 1.7 5.3 8.0
0il taxation 18.2 19.6 31.7 46.1 47.6 57.5 56.7
TOTAL REVENUE 32.6 36.9 50.8 68.4 73.1 98.6 105.7
Current expendi-

ture 18.1 20.6 27.8 36.2 42.2 50.4 59.7
Balance on

current budget 14.4 16.3 23.0 32.2 30.9 u48.2 Uu46.0
Investment

expendi ture 14.3 16.2 23.1 31.6 42.6 48.2 u46.0
Balance on

total budget 0.1 0.1 <0.1 =0.6 -11.7 - -

Sources: Maghreb developpement, various issues.
®* Contributions: excises, profits of fiscal monopoly, taxes on
specific services, taxes to use goods, etc.)

and of estimated production costs (IMF 1977: 60). Both the
royalty and the incame tax rate have been repeatedly increased
since 1973. In 1980 the income tax rate reached 85 per cent,
while it was but 55 per cent in 1974. This rate, which initially
applied to oil activities only, was later extended to pipeline
transportation and to all liquid hydrocarbons (70 per cent
previously).

Income taxation in Algeria is still based on a schedular tax
(specific income tax vs. general) applying different rates to
different sources of income.
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Direct taxation is composed of:
a) a tax on industrial and commercial income: this is paid by
both individuals and entities (including cooperatives and state
enterprises) as a function of profits derived fram commercial,
industrial, craft or banking activity. It is characterised by a
multiplicity of regimes: thus private corporations pay a higher
rate than public enterprises; self-managed enterprises benefit
from a reduced rate; new enterprises benefit from a temporary
exemption.
b) taxation on non-commercial income: this tax applies to income
earned by individuals or entities in the exercise of a liberal
profession. The State tried to improve evaluation of
professional income while at the same time offering special
reductions and deductions.
¢) taxation on salaries and fixed earnings: it imposes a monthly
witholding on salaries, fixed earnings, pensions and other
emoluments, based on net revenue after deductions, and witheld
at the source.
d) a tax on higher salaries: this is a complementary yearly tax
on the higher salaries. It is also deducted at the source and
benefits the central administration.
e) a tax on financial assets: it affects the gross revenue of
individuals and entities coming fram financial assets and
deposits. The tax is geared to discourage the distribution of
benefits and favours long-term savings. It has more of an
economic than a financial purpose, as its revenue is negligible.
Interest on Treasury bonds and other paper is also taxed.
f) a tax on property revenue: it 1s coamposed of a tax on
inheritance and a tax on donations. The former is calculated on
the net inherited assets, the rates being a function of the
total value of transferred assets and the degree of parentage;
the latter is calculated on the net value of the donation.
g€) a complementary tax on total revenue: it is added to the
individual taxes, with the exception of the tax on salaries, and
is progressive; it has but limited yield.
h) registration rights: they apply to many legal acts as well as
to certain contracts; the rates are fixed or progressive
depending on the nature of the act.

Indirect taxation, is also characterised by the simul taneous
presence of numerous taxes:
a) taxes on goods and services: including a unified global tax
on production, a unified global tax on services and duties on
certain products. The unified global tax on production is levied
once only on merchandise sold in the country or imported. It is
not applied to agricultural products and to certain goods that
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pay consumption taxes. Rates are diversified (reduced, normal
and increased). This is the tax that has the highest yield among
indirect taxes. The tax on services is also not applied to the
agricultural sector. Its rates are considerably higher, and the
revenue goes to local communities.

b) excises: imposed on certain basic consumption goods (sugar,
gasaline, wine, tobacco...) are composed of a specific duty
which can be frequently changed and of a tax ad valorem. The
most productive products are gasoline and tobacco, followed by
sugar, coffee and tea.

¢) custom duties: these were initially low and were revised only
in 1968, a fact that explains their limited contribution to the
total yield of indirect taxes. A new tariff was introduced in
1973. A regular tariff is applied to merchandise coming from
countries that grant to Algeria the MFN treatment. A special
tariff may be applied if the merchandise is included in specific
commercial agreements. Rates are differentiated between primary
need products, secondary need products and luxury products.
Investment goods and raw materials are exempted from duties.

d) other taxes, such as the one on road transportation and stamp
rights on certain legal acts, make a very minor contribution to
the total revenue derived from indirect taxation.

TUNISIA

The Evolution of Tunisian Fiscal Policy in the First and Second
Devel opment Decades 1960-70
Following independence and until the end of the decade of the
60s two subperiods may be distinguished in the evolution of
Tunisian fiscal policy. A first transitional period was
dominated by the problems of decolonisation and witnessed no
change in the structure and conception of the fiscal system as
an instrument of economic palicy. Financial aid fram France
continued to dominate investment expenditure. In a second phase,
going from 1962 to 69, Tunisia chose planned develomment,
structural reforms and industrialisation led by the state. This
phase witnessed certain adjustments in the fiscal instrument,
but no effective integration of taxation into the broader
framework of development policy. The failure of the dirigiste
experience signals the end of this decade, and opens the door to
a more liberal orientation.

During the early years of 1independence, the most urgent
problem was to maintain financial equilibrium and establish a
budget structure that would permit the transition of power to
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take place. The massive exodus of foreigners and the withdrawal
of capital invested by financial intermediaries considerably
weakened the financial possibilities of Tunisia.

The fiscal system inherited fram the protectorate was
maintained, no new taxes were created and rates were not
significantly increased. The fiscal system included taxes that
can be grouped under two main headings: taxes on revenue and
taxes on expenditure. A tax on capital, with a low yield,
completed the structure. Taxes on the incame of individuals and
entities were and still are schedular (specific vs. general).
They include: a) a patent tax which applies to industrial and
commercial activities; b) a tax on non-commercial professions
including liberal professions; c¢) a tax on fixed earnings and
salaries (ITS); d) taxes on real estate; e) taxes on financial
assets; f) the so~called personal contribution to the State
(CPE). Taxes on expenditure include a tax on turnover, composed
of three elements, a tax on production, a tax on consumption, a
tax on services and specific taxes on certain individual
products. The fiscal system was unbalanced and its yield was
low: the largest share of the revenue came fram indirect taxes
(in excess of 80 per cent) (Ayadi 1980) while within direct
taxes 90 per cent of the revenue was derived from the patent
tax, the ITS and the CPE. Fiscal pressuwe was well within
tolerable limits (17% in 1956).

The increase in public expenditure following the new,
expensive tasks undertaken by the state made it necessary to
drain a maximum of financial resources fram the economy. The
state proceeded to increase rates without touching the structure
of the system.

Notwithstanding increased taxation, increased indebtedness
and an obligation imposed on banks to participate in investments
guaranteed by the state, the financial needs of the Treasury
could not be met. To obtain the needed financial means the new
state was obliged to seek foreign aid (Poucet 1971: 92).

Starting in 1962 a palicy of reforms and more active
encouragement to development was initiated. The emphasis on
structural reform implied a new orientation in economic palicy.
A fiscal reform approved in 1961 was expected to mobilise
revenue to meet the rapid increase in public expenditure.

The fiscal reform was inspired by the following objectives:
maximise mobilisation of potential domestic resources,
contribute to social Jjustice, fashion an instrument to pursue
economic equilibrium and provide an orientation to develomment.
The reform modified the characteristics of certain taxes and
improved the collection techniques for direct taxes. Almost all
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taxes saw their field of application redefined, so as to reduce
the importance of defiscalised sections of the economy (Ayadi
1980). Agricultural taxes were completely changed, to increase
the contribution of agriculture to the revenue-raising effort.

The reform had positive effects on revenue, but indirect
taxes continued to prevail as a source of revenue, accounting
for 75.4 per cent of total revenue on average. The main
components of indirect taxation were the turnover tax (45 per
cent), fiscal monopalies (17 per cent), customs duties (16 per
cent) and consumption duties (11 per cent). Direct taxes did not
account for more than 21.9 per cent of total revenue and
stagnated after 1965. Revenue from a few o0il fields generated a
marginal contribution to the total (4.7 per cent of revenue).
Fiscal revenue was 15.6 per cent of GDP on average. Because of
the dominant role of indirect taxation, one may conclude that
the reform failed to mobilise in full potentially available
fiscal resources.

Considerable financial tensions and difficulties were the
result. Increasing reliance was made on external financing, and
onerous loans were gradually substituted for grants in aid.
Already in 1964 the service of the Tunisian foreign debt came to
7.6 million dinars, as against 1.1 million in 1962 (Poucet 1971:
97).

The Financing of the Budget in the Second Develomment Decade
The difficulties experienced during the cooperative experiment
prompted the Tunisian govermment to steer a different course and
under take rehabilitation of the financial situation. In the
second development decade, Tunisian development was based on a
different set of principles: increased participation of the
private sector in the develomment effort, increased opening to
the rest of the world and pramotion of exporting industries,
intensification of efforts to mobilise domestic and
international financial resources to sustain state intervention
in the economy.

The second develomment decade had two constrasting phases.
In a first phase (1970-76), fiscal palicy introduced further
technical changes in the determination of certain taxes
(creation of a proportional advance and of a forfeit system in
the determination of the patent tax as a function of the nature
of the activity and of turnover; modification of turnover taxes
to improve the system of deductions). Thus, fiscal measures
included in the various budget laws were mostly aimed at
improving the methodology of determination and collection of
direct taxes. The base of the tax on individual revenue was
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enlarged to take into account various elements of the standard
of living (ownership of land, real estate, automobiles, etc.).
Special measures were adopted to ensure a more equitable
distribution of the fiscal 1load among salaried personnel.
Legislation called for the determination of salaries to include
the totality of revenue for the year (bonuses, fringe benefits,
etec.).

Other fiscal measures were introduced with the aim of
implementing the new develament strategy. Firstly, a system of
exemptions (law of 27 April 1972) was created in favour of
exporting enterprises. Secondly a system of incentives was put
in place to encourage the creation of =small and medium
enterprises and industrial decentralisation (laws of 31 Dec.
1973 and 3 Aug. 1974). Finally, a new custom tariff was adopted
in 1973 which differentiated imports in various categories,
increasing effective protection for the import~substituting
industries.

These changes in economic strategy and in fiscal policy
brought about a considerable increase in the ordinary revenue of
the state (table 6). It should also be said that during this
period economic activity expanded rapidly in the wake of a
favourable international situation. The increase in total budget
revenue reflects primarily the remarkable increase in tax
revenue, which increased 15.7 per cent between 1972 and 73,
further accelerated to 27.4 per cent in 74 and 30 per cent in
75, then slowed down to 10 per cent in 1978. However, the
relative share of tax over total revenue has not changed during
this period (passing fram 84 per cent in 1970 to 84.2 per cent
in 1976). The burden of taxation over GDP increased slightly
(passing from 22.8 per cent in 1972 to 27.2 per cent in 1976).

The overall increase in tax revenue was accompanied by a
limited modification in its structure. The relative importance
of indirect taxes was reduced from 77.8 per cent in 1970 to 75
per cent in 1976. Among indirect taxess taxes on international
trade played a growing role. Another important factor is the
increase in non-tax revenue from the oil sector, which
contributed 56.6 per cent of total non-tax revenue in 1976, up
fron 45 per cent in 1970. Public sector enterprises did not at
all contribute to the budget, as the rest of ownership revenue
came from financial assets in the hands of the Treasury.

Notwithstanding the positive evolution of tax revenue,
public finance suffered a negative turn after 1970. Table 6
shows that current expenditure of the consolidated central
administration grew at an accelerating pace after 1972, Its
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annual rate of increase, which had been 14.7 per cent in
1972/73, shot to 27 per cent in 1974/75 before slowing down to
9.7 per cent. The ratio between current expenditure and nominal
GDP reached 21 per cent in 1976, while it was 18.3 per cent in
1972. The increase in current expenditure was primarily due to
increased subventions and transfers to the Caisse générale de
compensation and to public enterprises. The total amount  of
these outlays passed from 54.3 million dinars in 1972 to 144.1
million dinars in 1976. Personnel expenditure also increased
from 98 to 172 million dinars), essentially because of increases
in the pay of civil servants. Interest on foreign public debt
(17.7 million dinars in 1976) was only 4.6 per cent current
expenditure.

Following a decrease in 1971 and 1972, investment
expenditure increased more than fourfald and reached 4.8 million
in 1976. Net state loans also considerably increased in this
period. As a consequence of these movements, the balance
onoperations of the central public administration, following an
improvement in 1972, worsened again because of the acceleration
in capital expenditure, and reached a deficit of §y million
dinars in 1976, equal to 10.3 per cent of total expenditure
(including net loans to the econoy).

The financial needs of the central administration continued
to be met predominantly by domestic sources (state drawings fram
deposit banks, drawings from the public sector, public sector
deposits with the Treasury, net Treasury drawings from the
central bank). The net utilisation of foreign resources financed
more than a third of the deficit, but total outstanding foreign
debt increased considerably. _

In a second phase, going fram 1977 to 1980, the relatively
high rate of growth resulting from a favourable international
erviromment decreased dramatically. Tensions on prices of
imported goods and in domestic financial resources began to have
negative effects on domestic as well as external equilibria.

The state aimed at supporting economic activity and limiting
bankruptcies in the private sector. Public investment, including
both investment of the state and of public enterprises,
accounted for two-thirds of total investment during the period.
Economic stagnation limited the ©possibility to finance
investment with domestic savings and reliance on foreign loans
increased. On top of official loans and other forms of aid fram
abroad, the state tapped the international capital market for
the first time in 1977. This tendency was maintained until 1980.
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Table 6: Tunisia, structure of revenue and summary of accounts
of the consolidated central administration 1970-76 (millions of
D)

1970 (1) 1972 1974 1976
Fiscal revenue 143.7 207.3 305.06 436.6
Taxes on incame and
net profits 31.9 39.2 55.9 82.6
Taxes on property 5.7 8.6

. 13.8
Taxes on goods and '
services 48.3 77.8 100.6 138
Taxes on foreign trade
and international

transactions 40 53.6 90.9 126.3
Social security
contributions 23.5 13.6 20.5 24.9
Other tax revenue 17 .4 29.1 51
Non-tax revenue 27.1 38.7 80.3 81.9
Revenue on property 15.4 22.4 65.6 67 .7

of which: 0il revenue (13.3) (16.5) ( 5.7) (51.1)
Other non-tax revenue 1.7 16.3 14.7 14.2
Total ordinary receigfs 170.8 246 .0 385.9 518.5
Grants 20.7 16.5 18.4 15.3
Other revenue 0.4 0.3 2.2 8.4
TOTAL. REVENUE AND GRANTS 191.9 262.8 406 .5 542.2
TOTAL EXPENDITURE & NET
LOANS 213.9 272.3 421.9 604.7
Current expenditure 151.9 197.2 276 .8 385.4
Investment expend. 57.5 43.9 119.3 191.8
Net loans to the economy 4.5 31.2 25.8 27.5
CURRENT PUBLIC SAVINGS -19.5 48.8 109.1 133.1
OVERALL DEFICIT -22 -9.5 -15.4 -62.5
SOURCES OF FINANCE 18 9.5 15.4 62.4
Foreign 18 2.1 6.4 20.2
Domestic 7.4 9.0 42.2
of which:

monetary authority (-28.2) (8.3) (25.0)
GDP (current prices) 759 1,078 1,534 1,908

Sources: IMF, 1977 and 1983
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Reliance on foreign credit is partly explained by the fact
that the fiscal system was not able to mobilise sufficient
domestic resources. As was said, the fiscal system was but
marginally changed in the first develomment decade, and changes
introduced in the second decade, although more important, did
not amount to an organic reform. New measures introduced between
1977 and 1980 aimed essentially at reinforcing mechanisms of
control, combatting fraud, rationalising fiscal incentives., The
only important innovations were the introduction of a tax on
real estate appreciation and an extra tax on certain luxury
products to finance expenditure on the part of the Caisse de
compensation. Lastly, certain rates were increased to foster
revenue (the maximum rate of the CPE went from 45 to 55 per
cent, and customs duties were raised).

These measures allowed a certain improvement in fiscal
revenue (see table 7), which increased by a factor of 1.6
between 1977 and 1980, but the rate of increase decelerated at
the end of period (going fram 23.4 per cent between 77 and 78 to
14.4 per cent in 78/79 and 15.1 per cent in 79-80). The slowdown
is even more marked if social security contributions are
included. Consequently the share of total expenditure covered by
fiscal revenue practically did not change (69.7 per cent in 1980
as against 67.6 per cent in 1977), notwithstanding the reduction
in capital expenditure. The- structure of fiscal revenue was
improved and the role of direct taxation increased (passing fram
22 per cent in 1977 to 26.2 per cent in 1980) but indirect taxes
continued to play a dominant role.

Another characterising feature in the evolution of current
revenue was the increase in revenue fram property, and in
particular the part of it which comes fram the oil sector. This
increase largely explains the surplus in the current account,
notwithstanding the rapid increase in current expenditure in the
years 1978 and 1979.
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Table 7: Tunisia, Summary of Accounts of the Consoclidated
Central Administration (millions of TD)

1977 1978 1979 1980
Current revenues 616.2 779.0 939.1 1.108.5
Fiscal revenues 522.3 644 .6 735.0 846 .1
Direct taxes 102.6 132.3 149.6 194 .4
Taxes on goods and services 176.3 203.8 243.0 264 .5
Taxes on foreign trade and
international transactions 158.5 193.7 234.1 273.3
Other indirect fiscal
revenues 28.8 32.0 10.2 11.0
Social security contri-
butions 56.1 82.8 98.1 102.9
Non-fiscal revenues 94.9 134.4 196 .1 243 .4
Revenue on property 78.5 111.2 175.4 214.4
- of which o0il revenue (53.7) ( 69.0) (129.8) (173.3)
Other non-fiscal revenues 16.4 23.2 20.7 29.0
Other administra-
tion revenues 22.6 8.5 12.9 22.7
Capital revenues 9.2 0.8 2.1 0.7
0f which 13.4 7.7 10.8 22.0
Current expenditures 463.4 559.9 728.2 784 .1
Expenditures on goods
& services 269.9 308.3 389.3 471.3
Interest on public debt 21.4 29.9 48 .1 50.4
Subsidies and other
transfers 172.1 221.7 300.2 267 .4
IV Surplus or Deficit on
Current Account 152.8 219.1 210.9 324.4
V. Capital expenditure 266 .4 285.6 265.4 333.3
VI.Net Loans 42.2 43.2 38.0 112.7
V1I Financial Deficit =132.2 101.2 =-139.6 - 98.9
VIII Sources of Funds 132.2 101.2 139.6 98.9
Foreign 95.8 75 .5 136.8 80 .4
Domestic 36.4 25.7 2.8 18.5
Non banking 46 .0 14.9 18.6 26.8
Commercial banks 2.7 17.1 -21.5 26.2
Monetary authority -12.3 -6.3 5.7 -34.5

Source: Goverment Finance Statisties Yearbook IMF, 1983: p.
754=57.
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In fact, current expenditure increased rapidly in those two
years (20.8 per cent and 30 per cent respectively) because of
increases in the pay of civil servants and in subventions and
transfers to the Caisse de compensation. In this phase Tunisia
followed an active palicy of subsidisation, and the outlays of
the Caisse for the contaimment of prices of basic necessities
went from 50.4 million dinars in 1975 to 157 million in 1981.
Progressive price readjustments met with considerable social
resistance.

The increase in current expenditure obliged Tunisia to
contain the growth of capital expenditure in order to keep
within limits the deficit to be financed, and all the more so as
foreign sources became the primary source of financing. In any
case, the load and the structure of Tunisian foreign debt
remained kept tolerable with respect to that of other countries
in the Third World.

The Structure of Tunisian Fiscal Revenue

According to IMF data Tunisian tax revenue in 1981 was composed
of 352.2 million dinars frem direct taxes (including 116.8
million of social security contributions), 310.6 million from
taxes on goods and services, 338.2 million froam taxes on trade
and international transactions and 16.4 million frcm other taxes
(including stamp rights for 4.2 million). The total came to
1,017 .4 million dinars, equal to T76.3 per cent of the total
revenue plus gifts received by the central administration.
Direct taxes generate 34.6 per cent of total revenue, but their
contribution is reduced to 26 per cent if social security
contributions are not included.

1. Direct taxes: Direct taxation in Tunisia is characterised
by the superimposition of two different categories of taxes:

-a set of schedular taxes (specific income tax vs. general)
with proportional rates that separately affect each type of
revenue (revenue from financial assets, industrial and
commercial profits, non-commercial profits, fixed earnings and
salaries) with no distinction being made between individuals and
entities;

-an additional tax with progressive rates, called
contribution personelle d'etat or personal state contribution
(CgE), that affects the overall revenue of individuals (Magnet
1969).

The schedular taxes are as follows:

-a tax on industrial and commercial profits, which is levied
on partnerships, corporations and individuals. It is composed of
a right of activity and a proportional right. The former
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replaced, in 1968, a fixed right that was a forfeit tax on amall
artisanal and traditional activities; it is equal to 1 per cent
of total sales of the tax paying body. The proportional right is
levyied with a differential rate depending on the nature of the
taxpayer and on the sector of activity, be it industry,
handicraft or tourism (40.1 per cent for societies and 29 per
cent for individuals) or commerce (46.5 per cent for companies
and for individuals).

=-a tax on the profit of non-commercial activities which is
levied on individuals and entities that are active in a liberal
profession or any other profession which is not included in the
previous tax; it is composed of a uniform right of 0.5 per cent
or 1 per cent of sales and of a proportional right with a
uniform rate of 30 per cent of net revenue.

-~agricultural taxes again comprise two categories: on the
one hand, specific taxes on consumption products (cereals, wine,
olives), each affecting a specific product and being applied to
the income from domestic or foreign sales; on the other hand, a
general agricultural tax instituted in 1962 following the
suppression of preexisting land taxes and applied to the annual
gross income of the farm.

-taxes on capital include a tax on financial assets and a
tax on real estate., The former goes back to the colonial period
and has been repeatedly modified, while the second was
introduced in 1979. The tax on financial assets affects
dividends and interest paid on bonds and other financial
instruments. Rates vary according to the nature of the revenue
and the individual concerned .

-a tax on fixed earnings and salaries: the law of 30
December 1967 introduced progressiveness in this tax. The rates
range from 5 per cent for income up to 2500 dinars, to 8.9 per
cent for income above 6001 dinars. The system of determination
of the tax takes 1into account various salary complements
(bonuses, fringe benefits, pensions, etc.) and allows for
various deductions.

The personal state contribution (CPE) was created in 1927
and is added to the various schedular taxes. Total net
disposable income after the abovementioned taxes are paid is hit
by a progressive additional tax. The structure of rates has been
repeatedly modified: the highest rate is 80 per cent.

2. Indirect taxes: these are divided into three categories:
a) taxes on domestic expenditure, which are further divided in
general turnover taxes (production tax, consumption tax, tax on
services), excises on consumption and revenue of fiscal
monopalies;
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b) taxes on trade and international transactions;
c) rights on legal acts and services.

Taxes on domestic expenditure generated a revenue of 310.6
million dinars in 1981, equal to approximately one-half of the
total from indirect taxation.

Taxes on turnover were modified repeatedly. They are:
~ a production tax, imposed on producers! prices at a rate of
14.40 per cent, and applied to goods made in Tunisia or imported
froam abroad;

- a consumption tax, which is generally added to the production
tax to increase the fiscal load on goods which are not basic
necessities;

- a tax on services, which 1is imposed on all commercial
operations except merchandise sales, including sales of services
from self-employed individuals; the general rate for this tax is
5.8 per cent.

Excises are levyied on particular products (alcohol, tea,
coffee, 0il products) and are different for each product. The
contribution of Thydrocarbons to this category has become
dominant in recent years (76 per cent in 1981).

Finally, products whose manufacture, import or sale are the
object of a state monopoly (tobacco, matches) include in their
sales price an important consumption tax which accrues to the
state. Furthermore, units that produce or distribute these
products transfer a part of their profits to the general budget,
where it is registered as revenue from indirect taxation.

Taxes on international trade and transactions gave to the
state budget a revenue of 338.2 million dinars in 1981, equal to
50.8 per cent of indirect tax revenue. Rates applied to the
majority of import products varied between 20 and 40 per cent.
The tariff of 1973 aimed at encouraging certain industrial lines
of production (mechanical industries, automobile
contracting...). Higher rates were imposed on luxury items to
increase the revenue derived from these products. Agricultural
production generally receives 'greater protection than industry
does, that includes also products whose domestic production is
insufficient to meet demand in the country' (IMF 1977: 33).

Imports must also pay the turnover tax and a tax for custom
processing, imposed at a fixed rate per gross ton of
merchandise, with a minimum of 2.5 per cent of declared value.
Taxation on imports accounts for almost all taxes on
international trade and transactions, reaching 335.4 million in
1981 (157.6 million for the customs rights and 167.8 for the
other import levies).
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Taxes on exports affect only a limited number of products
(pepper, peanuts). The tax is fixed per gross ton of exported
produce with a minimum of 1.5 of the value of merchandise. The
revenue from this tax accrues directly to the Caisse de
compensation.

The custom tariff that was in use at the time of
independence was left unchanged until 1973. The tariff on
investment goods, raw materials and intermediate products was
lowered in an attempt to encourage investment and production in
the industrial and agricultural sectors. On the other hand,
duties on products competing with doamestic production were
increased.

3. Categories of revenue generate only marginal resources.
They are generally levied on the occasion of certain legal acts
or occurrences. The total of these rights reached 16.4 million
dinars in 1981 (of which 4.2 million were stamp rights).

B. Non-tax revenue is essentially derived from state properties.
Reaching a total of 316.8 million dinars in 1981, it represents
almost a third of total fiscal revenue (31.2 per cent) and are
far more important than indirect taxation. In the total of
budget resources (i.e. the total of current revenue and gifts)
it accounts for a share of 23.7 per cent. This important
contribution is derived primarily froam the oil sector.

In Tunisia, the public and semi-public sector 1is also
greatly developed. The state is the sole owner of numerous
enterprises and jointly owns the capital of other enterprises,
thus realising an association of private and public capital
under its contral. In this way, the state owns 'a huge portfolio
whose total size is difficult to estimate' (Ben Achour 1981:
134) . State participation occurs in all economic sectors, such
as transportation, energy, mechanical industries, banking. The
primary goal of this participation is to command levers in
strategic sectors of the economy whose huge capital needs and
low rates of return discouraged private capital; at the same
time the state also has an interest in potentially profitable
activities that may add to the revenue of the Treasury. However,
management problems afflict’ the public sector and oil revenue
is almost the only form of revenue which the state derives from
its haldings.
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MOROCCO

General Framewvork

It is impossible to analise public finance data independently of
the general framework of Moroccan economic evolution, with
particular reference to the financial situation. The Morocecan
economy is experiencing a prolonged crisis which began in 1978.
Growth rates are amall (2 per cent yearly on average),
investments have decreased, traditional exports (phosphates,
citrus and early ripening fruits and vegetables) are stagnnte.
As a consequence the trade balance and the balance of payments
show increasing deficits. Twice, in 1978 and 1983, the
goverment imposed restrictive policies in order to reduce the
deficits in the State budget and in the balance of payments, yet
the former has always been greater than 10 per cent of GDP since
1979 and was heading to 16 per cent in 1983 (at 16 billion
dirhams), while the latter was equal to 12.9 per cent of GDP in
1983. Foreign indebtedness was in 1983 equal to 70 of GDP and
debt service went from 34 per cent of current balance of
payments receipts in 1982 to 42 per cent in 1983.

A recovery plan was elaborated in cooperation with the IMF,
aiming at limiting the deficit in the balance of payments to 9
per cent of GDP in 1983 and 7 per cent in 1984, The new palicy
was applied in three phases: 1) in July 1983 a corrective law of
budget was approved, eliminating expenditure under certain items
and credits for the purchase of automobiles, and reducing price
subsidies on sugar, flour, butter and oil (prices increased 18
to 70 per cent as a consequence), increasing the price of oil
products and fertilisers, increasing taxation and, in
particular, the standard rate of the TPS - the urban tax - the
pnational solidarity tax and stamp and registration rights; 2) in
a second phase the budget law for 1984 reinforced the
restrictive policy by cutting expenditure by 5 per cent; 3)
finally, in April 1984 a further corrective budget law kept
expenditure constant on most items but tried to increase revenue
through new extraordinary taxes and a fiscal amnesty. The
goverment was obliged to defer price increases on basic
consumption products, because of widespread opposition that had
been manifest since January of that year. At the same time
liberalisation of foreign trade was pursued by reducing a
special tax on imports from 12 to 10 per cent, as well as
lowering custom duties. The 1985 budget law followed the same
lines and further reduced the special tax on imports to 7.t per
cent.
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The Structure of the Morocecan Budget
Table 8 depicts the evolution of the Moroccan budget in 1978-84
and highlights the growing constraints since 1978.

As the table showss, current consumption expenditure on the
part of the State grew but after since 1978. However, transfers
to the Caisse de compensation administering price subsidies grew
regularly from 1978 (389 million dirhams) to 1985 (2,375
million), notwithstanding the repeated price increases. At the
same time, the =service «charge on public debt to foreign
creditors continuously increased and passed from 1,047 million
dirhams in 1978 to 4,118 million in 1984, after rescheduling.
Such a continuous increase is due to the accumulation of foreign
loans on the international financial market between 1974 and
1980.

Budget revenue was insufficient to cover working expenditure
(dépenses de fonctionnement) and amortisation of public debt in
1984, Fiscal revenue reached a total of 21,545 million dirhams,
of which 5,300 came from direct taxes, 4,885 million from custom
duties, 9,100 million fram indirect taxes and 2,260 million from
registration and stamp rights. In 1984 fiscal revenue covered
69% of actual State expenditure: a relatively high percentage
which can be explained with the reduction in investment
expendi ture that was financed with foreign credit. In 1982 the
same ratio stood at 55 percent.

Revenue from the public sector supplies but a small
contribution to the budget. In 1984 public enterprises
contributed 1,608 million dirhams to the Treasury, of which
1,100 million came from the Office Chérifien des Phosphates
(OCP). Thus, public enterprises contributed less than 4 percent
of the total state budget.

29



OQualalou and Jaidi - Fiscal Resources in the Maghreb

Table 8: Morocco, Evolution of the Structure of the Budget 1978-84 (millions of
MD)

1978 1979 1980 1981 1982 1983 1984

Ordinary revenue 11,693 13,802 15,193 17,838 20,480 21,094 23,815

Direct taxes 2,625 3,202 3,231 3,650 4,120 4,599 5,300
Customs duties 2,568 2,897 3,530 4,208 4,943 4,452 4,885
Indirect taxes )-l,168 )-l,659 5!”’87 5!78)4 7!376 8,290 9,100
Registration and

stamp 832 1,186 1,338 1,396 1,702 1,756 2,260
Monopolies 295 215 167 546 1,015 570 500
Publ ic domain 56 50 57 56 55 57 50
Other revenue 349 893 583 901 729 620 620
0ffice Chérifien

des Phosphates 800 700 800 1,297 540 750 1,100
Current

expendi ture 10,420 12,073 15,310 18,898 20,475 21,525 23,644
Public debt

service 1,047 1,360 1759 2,924 3,144 3,526 4,118
Working

expendi ture 8,984 10,102 12,124 13,872 15,331 16,367 17,151
Subsidies 389 611 1,427 2,102 2,000 1,632 2,375
Current deficit

or surplus +1273 +1,729 =117 -1,060 +5 =431 +171
Investment

expendi ture -6629 -9,016 -8,565 ~=9,612 =12,481 =7,979 =7,410
Extra-budgetary

expendi ture - 739 +1,018 +1,172 - 426 +1,368 + 407
Financial deficit =~6,095 -6,269 =7,510 -11098 -11108 -8,003 =7,239
Funding +6,095 +6,269 47,510 +11098 +11108 +8,003 +7,239
Foreign credit 3,364 4,016 3,91 7,116 6,471 3,392 4,769
Bank loans 2!287 1,319 2,888 3!788 2,197 6!703 2,170
Bank of Morocco (1, 007) (715) (1,259) (1,648) (1,342) (2,543)

IMF ( - ) (=) (781) (821) (2,885) (839)

Deposit banks (1,280) (604) (8u8) (1,319) (654) (3,321)
Non-barnk loans 569 959 4y7 325 379 190 600
Reserves -125 -25 264 -131 2,061 -2,282 -300

Source: Goverment of Morocco, Ministry of the Treasury
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Investment expenditure was mainly financed from resources
frem abroad. Its growth has considerably abated since 1978,
contrasting with the fast growth in previous years: from 6,229
million dirhams in 1978 to only 7,410 million in 1984, with a
peak of 12,481 in 1982. Investment was the first to be reduced
in the successive restrictions of 1978 and 1983.

Public debt as a source of revenue became more and more
important, both to cover investment expenditure and to service
preexisting outstanding debt. Foreign long term indebtedness
gred fram 3,364 million dirhams in 1978 to 7,116 million in
1981. It stood at 4,769 million in 1984,

The structure of budget revenue

Budget revenue is made up of tax revenue, tranfers from
public enterprises and public debt. The budget law for 1985
includes the following breakdown of fiscal resources: 6,710
million dirhams from direct taxes, 4,749 million dirhams from
custom duties, 10,275 million dirhams from indirect taxes and
2,326 million dirhams from registration and stamp rights. The
tax revenuetotal thus comes to 24,060 million dirhams, equal to
63 percent of total budget revenue.

Indirect taxes are by far the most important source of
revenue, yielding 72.2 percent of the total, while direct taxes
yield 27.8 percent. This is a manifestation of Moroccan economic
underdeveloment, characterised by low personal incames and the
lack of a source of rent fram the rest of the world.

There are ten direct taxes; agricultural revenue, that was
traditionally undertaxed, was totally exempted in 1982, The two
most important taxes are the tax on professional revenue (3.160
million dirhams according to the 1985 budget law) and the
witholding tax on salaries (2,180 million). The national
solidarity tax, created in 1979 as a complementary direct tax to
finance the defense effort imposed by the war in the sahara, is
third with 551 million; the three together account for 88
percent of total revenue fram direct taxes.

The limits of the direct taxation structure are shown by its
low yield and excessive complexity. The ten schedular incame
taxes (specifiec income tax vs. general) have evolved
independently of each other through various legislative
transformations, with a total 1lack of coherent and organic
design. A general personal income tax is absent, although the
creation of the general complementary contribution at the end of
the 60s contributed to rationalise the Moroccan fiscal system
and introduced progressive taxation to improve the tapping the
of individuals' incame.
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In May 1985, the goverment introduced in parliament a
fiscal reform project which replaces schedular income taxes with
a general income tax, which would increase eguity, improve the
determination of the tax base and collection procedures and
unify deductions. The general incame tax is to be applied to
professional income, agricultural income, salaries, income from
real estate and from financlal assets.

Indirect taxation is composed of taxes on domestic
consumption, a tax on turnover, custom duties and registration
and stamp rights.

Taxes on domestic consumption yielded 2,430 million dirhams,
i.e. 25 percent of the total raised through indirect taxes.
These consumption taxes are mostly excises imposed on 13
product s whose prices are fixed directly by the state, the most
important being tobacco (1,421 million, or 58 percent of the
total) and oil products (500 million, or 20 percent of the
total).

The tax on turnover was created in 1962 to replace a tax on
transactions, and as a prelude to a tax on value added. It is a
cornerstone of fiscal revenue, yielding 7,845 million dirhams.
It is composed of two taxes:

a) a tax on merchandise, yielding 5,613 million dirhams, of
which 64 percent comes from imported products. It is levied on
all products, either as they are imported or as they are sold,
and has an array of 8 different rates, from a maximum of 30
percent on luxury products to a minimum of 6.38 percent, basic
necessities are exempted altogether.

b) a tax on services, yielding 948 million dirhams, with three
rates of 4.17, 7.50 and 12 percent respectively. This tax is
entirely cumulative.

In the framework of the proposed fiscal reform, a tax on
value added should be introduced, taxation extended to wholesale
trade, deductions generalised to guarantee the neutrality of the
price structure, the two existing taxes unified and the rates
reduced to four, with a standard rate of 19 percent, a high rate
of 30 percent and two reduced rates of 14 and 7 percent.

Custom duties generate significant resources (more than
4,749 million dirhams). They are based on two essential
elements: import duties (2,184 million dirhams) and the special
import tax (2,290 million). Custam duties on exports are
insignificant, contrary to the Arab oil producing countries. For
a long time the Moroccan goverment was inclined to increase
taxation on imports to protect local production as well as to
increase state revenue. More than ever before, this was the case
between 1978 and 82 to reduce disequilibria in the Treasury and
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in the balance of trade. But the liberalist tendencies that have
prevailed since 1983 have led the govermment to reduce import
duties as well as the rate of the special import tax. This new
policy gives priority to competition and may negatively affect
the effort to overcame damestic financial disequilibria, as well
as the smpall and medium enterprises that cater to the local
market.

Registration and stamp rights yielded 2,326 million dirhams,
of which 686 million from registration rights, 1,510 from stamp
rights (of which, in turn, 1,005 million were received fram the
customs authority), and 130 million from a special tax on
automobiles.

Thus indirect taxation plays a dominant role on total tax
revenue and same 45 percent of the revenue it yields is levied
directly or indirectly (duties, turnover tax, stamps) on
imports.

Transfers fram public and semi-public enterprises are but
4.5 percent of total budget revenue and 64 percent of the
revenue under this category comes fram the OCP. The rest is
transferred from the Bank of Moroceco (250 million), the postal
authority (120 million), the Caisse de depdt et de gestion (85
million) and the National Office for Transportation (50
million).

Thus, 700 public and semi-public enterprises contribute only
marginally to the financing of the budget. The weakness of their
transferable surplus is largely linked to the stagnation in the
sales of unprocessed phosphates, partly offset by increased
sales of derivatives such as phosphoric acid. It is also due to
the failure of public enterprises, most of which receive
subventions to cover current and investment expenditure and to
finance deficits that are caused by faulty management, to the
excessively low prices motivated by social considerations, and
to constraints imposed on exporting enterprises by international
markets conditions.

The difficulties of the public sector are heatedly discussed
in the country. The prevailing orientation envisages a reduction
of subventions, greater attention to costs in the determination
of prices, and the conclusion of special agreements between the
state and the most important enterprises to improve their
management and to transfer same of their lines of activity fram
the public to the private sector, in particular, in agriculture.

Public debt has played an important role in the financing of
the budget, particularly since 1975. The decline in phosphate
demand and prices caused a considerable decrease in financial
resources, which had increased in 1973 during a period of

33



Oualalou and Jaidi - Fiscal Resources in the Maghreb

passing euphoria and caused a significant jump in the level of
public investment. To compensate for the decrease, the
goverment massively resorted to foreign borrowing, encouraged
by international financial operators who were suffering fram an
excess of liquidity in the 70s. Thus external financing became
the prime mover in the undertaking of investment projects on the
part of the govermment, public enterprises or financial
intermediaries.

While investment expenditure was soon reduced, the limits
of damestic sources of revenue caused a further accumulation of
external debt between 1978 and 1982. As a consequence, the debt
service load continuously increased from 1.7 million dirhams in
1978 to 5.7 million in 1983, bringing the debt service ratio
(debt service exports + migrants remittances) to 45 percent in
1983. The evolution of total outstanding debt is represented in
table 9. A first rescheduling was agreed upon in 1983 in
cooperation with the IMF, affecting the years 1983-85.

Table 9: Morocco, Outstanding Debt of the State and of the
Public Sector 1980-84 (million Us$)

1980 1981 1982 1983 1984

Budgetary out-
standing debt(1) 4813 (2) 5,733 8,048 8,361 8,516

IMF 153 308 704 841 864
Debt of the

public sector 2224 2,435 2,713 2,505 2,844
TOTAL 7,190 8,476 11,465 11,680 12,224

(1) Excluding short-term aid
(2) Excluding military debt

Source: Morocco, Ministry of Finances
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Domestic debt has a limited role because of the weakness of
local savings. It is expected that revenue froam domestic loans
will reach 1 billion dirhams in 1985, while the level of
discounted external loans would be over 6 billion. Revenue from
damestic loans is composed of two categories:

a) the first, revenue from the sale of Treasury bonds,
essentially to financial institutions and the Caisse de dépot.
In February 1985 the Treasury for the first time issued bonds
directly to the public. This issue was a total success because
of the high rate offered (14 percent) over a three year period.
b) the second, the receipts of a compulsory imvestment reserve,
imposed on corporations paying taxes on profits and yielding 200
million dirhams. This form of forced loan is due to disappear
under the proposed fiscal reform.

LIBYA

Following independence and until the beginning of the 70s
Libya was a country under the control of external forces and was
unable to mobilise the financial resources that were necessary
for its develomment. In the 50s, the Libyan state was one of the
poorest in the world. Sparse agricultural resources spread over
a huge territory with few natural endowments could not offer to
the state sufficient means to engage in the building of a
country. Foreign aid, a fluctuating and self-interested source
of income, was geared to keep the Libyan economy in a condition
of mere survivability. The discovery of the first oilfield in
1957 was the beginning of a process of assured and continuous
growth in the state financial resources. Nevertheless, the oil
cartel's domination of the exploitation of oil, distortions and
bottlenecks introduced in economic structures by the hegemony of
the o0il sector, and the wuprooting of traditional social
structures contributed to creating a favourable emviroment for
institutional change, which took place in 1969. This was the
beginning of a process of palicy redefinition, starting with the
reappropriation of national resources, which with the help of
increases in oil prices, led to a substantial increase the
revenue of the state. Taxation on the o0il sector became the most
important, indeed almost exclusive source of budget revenue, and
the total revenue it generated increased enormously. An
exogenous source of revenue fueling the intervention capacity of
a state keen on spending, it pushed the endogenous sources of
goverrment revenue to a mere complementary role. The growth in
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absalute terms of non-oil taxation 1s partly connected with
economic activities or income redistribution indirectly
supported by the oil sector.

Knowing full well that establishing controal over its future
requires not only centralisation of financial resources and
freedom from the limits imposed by the oil companies, but also
the overcoming export of concentration exports on a single
commodity, albeit a strategically important one, Libya espoused
an active but incoherent palicy of diversification of its
economic structures.

The unfavourable turnaround in the oil market, together with
domestic obstacles to development, frustrated its ambitions.
This, again is a manifestation of the precarious financial
condition of a state which depends on the sale of one raw
material on the international market. The precarity is relative,
however, when compared to the situation in other Third World
countries.

From independence to the revolution of 1969: royalties
Substitute for external aid as a source of budget revenue

In the first decade after independence, Libyan economic
structures remained very fragile and could not offer a base for
taxation and revenue for the state. Personal income and
consumption generated but modest sources of revenue.- The
Treasury was as the same time called on to pay for an expanding
administrative structure, and foreign aid was required to fill
the resulting gap.

Between 1954 and 1961 total expenditure increased three
times and damestic revenue equalled an average 63 percent of
expenditure. This level was reached thanks to revenue frm
custam duties. Foreign creditors supervised the utilisation of
aid. The Libyan Public Develomment stabilisation Agency (LPDSA),
created in 1952 and staffed by nationals of the donor countries,
managed the funds made availlable. A second commission, the
Libyan-fmerican Reconstruction Commission (LARC) «created in
1956, was in charge of controlling the projects funded by the Us
at a time when American aid began to overtake both English and
multilateral aid. The Libyan govermment was rarely consulted on
the utilisation of funds (First 1974: 142).

In 1959 Esso standard discovered the famous Zelten oilfield
and was soon followed by a rush of other companies.

0il production expanded at a rate of almost 45 percent per
year between 1963 and 1969 (Talha 1981: 205). The Libyan state
was able to increase its revenue fram oil, but this was still a
modest fraction of the turnover of the o0il companies. The
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Oualalou and Jaidi - Fiscal Resources in the Maghreb

companies themselves imposed their rules in the definition of
relations with the Libyan state. The oil revenue of the Libyan
state came from royalties of 12.5 percent of oil sales and fram
a tax on profits of corporations at a rate of 50 percent. These
parameters being rigidly fixed, the state could only increase
its revenue through an increase in production and/or prices. But
the index for prices of Libyan crude went from 100 in 1961 to 71
in 1966, then to back to the level of departure by the end of
the decade. The state lost revenue, and the loss was aggravated
by the manipulations of the oil companies.

The state introduced certain modifications in legislation,
and as a consequence, while between 1961 and 1966 it received
only 20 percent of the value of gross exports, starting in 1965
this ratio rose to over 40 percent.

Royalties and taxes on the o0il companies reached 75 percent
of budget revenue, and state expendlture was essentially paid by
oil money (table 10). The contribution of other taxes was almost
negligible.

The growth in oil revenue pushed the goverment to increase
expenditure. Working expenditure increased four times between
1963 and 1969, and notwithstanding the contribution of oil
revenue budget equilibrium was reached only after two years.
(65/66 and 66/67).

From the Revolution of 1969 to the Beginning of the 80s: the
Dominant Role of 0il Revenue

The revolution of 1 September 1969 was more than a simple
change in palitical institutions. A new palicy was inaugurated,
especially in relations with oil companies. The govermment
pursued a ‘development palicy based on diversification of the
productive base of the economy, and taxation was an important
instrument to this end. Taxation other than on the o0il sector
was reformed to comply with the new official doctrine, but its
economic and social effectiveness remained limited.

After the revolution, two phases may be distinguished in the
Libyan economic palicy in general and taxation policy in
particular. A first phase (1970-75) was centered around the
recovery of national resources and characterised by an abundance
of financial resources. A second phase (1977-82) was
characterised by the effort to diversify the economy and create
an economic and social infrastructure, but alsc by the reversal
in international oil conditions and the emergence of domestic
bottl enecks.
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Legislation regulating the o0il sector was repeatedly
modified (in April 1971, July 1973, January 1975) providing a
framework allowing the state to rationally control this sector
as well as to improve its capability to tap oil revenue. In
1975, the state received 75 percent of the national production
of oil.

Direct control of the state was not limited to the oil
sector. Banks and insurance companies were restructured and
their assets concentrated in the hands of the state. A variety
of public enterprises were created in various sectors to be the
instruments of sectorial policies of the govermment. The policy
of reappropriation of national resources allowed the state to
maximise benefits fram oil price increases. 0il revenue accruing
to the state went from 447 million dinars in 1969 to 1741
million dinars in 1975 (table 11), almost a fourfold increase.
The relative contribution of non-oil revenue correspondingly
decreased fram 18.7 percent in 1969 to 12.1 percent in 1974. Its
growing importance in 1975 is simply a consegquence of decreasing
0oil exports 1in that year. Modifications in the fiscal
legislation affecting the non-oil sector, and in particular, the
increased pressure brought by laws in 1964 and 1973 affecting
the tax on incame and economic activity, certainly improved the
efficiency of ordinary direct taxation, but they had no effect
on the relative role of this type of taxation on the total
resources of the state,

0il revenue permitted an increase in budget expenditure, in
particular in 1974. Current expenditure was affected primarily
by the increase in civil servant pay. Special expenditures,
which absorb a third of the budget, were concentrated in the
stabilisation of the price of certain basic necessities (flour,
wheat, rice, sugar, tea, coffee...) and in aid to foreign
countries. The law of 26 October 1970 reserved a minimum of 70
percent of o0il revenue to financing development projects,
explaining the strong increase in the investment budget in 1974
and 1975. In 1973-75, 2,571.2 million dinars were destined to
investment, and of this total the contribution of the private
sector was 370 million, i.e. 14.4 percent of public investment.
The state pursued such interventionist policies that the
goverment was obliged to go to the banks three times (in 1972,
73 and 75) to finance a deficit in the budget.
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Table 10: Libya,

Evolution of Budget Revenues (millions of LD)

63/64 6u4/65 65/66 66/67 67/68
~ Customs 15,000 15,500 15,000 20, 000 24,000
- Monopolies 1,900 2,250 3,200 3,200 3,307~ -
- Charges 4,788 6,500 7,150 9,275 10,430
- Taxes 1,650 1,810 3,250 3,750 4,450
- P.T.T. 1,250 1,350 2,000 2,100 2,250
- Ports 1,125 1,350 3,600 4,000 4,067
- Civil aviation 300 280 1,000 1,000 1,000
- Agriculture, wood 70 100 100 100 175
- Public services 1,000.5 1,200 1,300 1,400 1,436
- Others 728 650 800 1,465 1,521
- Miscellaneous 19600 19)490 2,000 29610 3’36)4
- Total receipts 29,411.5 32,480 39,400 48,900 56,000
- 0il revenues 29,411.5 32,480 39,400 48,900 56,000
~ Petral reserves 23,000 46,500 116,000 138,800 170,000
- General reserves 1,457 .4
~ Revenue surplus 8,000
- charges, taxes 1,600
- Temporary’
investments 835 165
- Foreign assistance 9,500 6,821,
TOTAL 63,368.9 85,801.4 165,835 187,865 226,000
Source: Annual BReport 66/67 et 67/68, Bank of Libya, Chronigue

économique, AAN, 1967
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From 1976 to 1982

While oil revenues continued to increase until 1980, Libyan oil
production systematically declined. Decrease in world demand and
political tensions with the United States, over and above the
Libyan preocccupation for exhaustion of reserves, are the main
causes of the decline. Exports plummeted in 1981 and 82, while

Table 11: Libya, Revenue and State Budget 1969~75 (millions of LD)

1969 1970 1971 1972 19737 1974 1975 1976
STATE REVENUE 447.1 535.9 737.2 753.9 548.2 1,863.8 1,741 2,584
0il revenue 363.5 453.2 651.3 646.4 429.5 1,638.0 1,283 2,093
Non-0il revenue 83.6 82.7 85.9 107 .5 118.7 225.8 458 491
of which: customs

duties 37.7 35.2 41.6 55.8

ORDINARY BUDGET 291.9 288.9 361.9 437.1 223.5 430.9 460.0 564
SAV INGS BUDGET 155.2 247.5 376.3 316.8 324.7 1,432.9 1,281 2,020
FQUIPMENT BUDGET 113.1  14.1 247.6 397.3 413.7 866.0 941 1,190
SPECIAL BUDGET (2) 59.8 189.6 549.7 746 849
DEFICIT +42.1 +101.4 +128.7 -140.3 -278.6 +17.2 - 406 -19

Source: 69-72: Y. Gazzo, Petrole et développement: Le cas Libyen, p. 70 and 89
73-74:IMF, : Libyan Arab Republic: Recent Economie Develomment, August 1976
75=76: FMA: Principaux aspects des &conomies des Etats Arabes, FMA April
1980, p. 104,

(1) As of 1 Jan. 1974, the budget goes with the calendar year (fram 1 Jan to 31 Dec) and
not the fiscal year (from 1 April to 31 March). Therefore, 1973 is reduced to nine months
(April to December).

(2) The special budget inclused subventions to basic products, aid to foreign countries
and military equimment expenditures.

prices, which had increased until 1981, started to decline in
1982, 0il revenues increased until 1980, reaching 23,200 million
dollarss fram 7,500 million in 1976. (see Table 12). Thus, budget
revenue increased until the end of 70s and started to decline in
the 80s, in 1981 it was 31 percent off the previous year (Talha
1981).
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This turnaround took place at a time when the Libyan
govermment had a pressing need for funds to finance its
development projects. Under the 1976-80 five-year plan, a costly
policy of diversification was begun, whose benefits could only
coane in the longer term, and which needed to be sustained by the
plan for 1981-85. But the ordinary fiscal system, parcellised in
a multiplicity of low-~yield taxes, contributes only to a limited
extent to the mobilisation of domestic resources. While the
revenue derived from it has increased, a large part of it is
8till directly or indirectly 1linked to o0il activity: state
expenditure on salaries to damestic and foreign workers broadens
the base of personal income tax; consumption induced fram
distribution of the o0il revenue increases the yield of excises
and custom duties, etc. At the same time, the policy of the
govermient has led to a shrinking of the private sector, and
consequently to a loss of budget revenue.

Nevertheless, one has the impression that the potential for
raising revenue domestically has not been fully exploited.

Table 12: Libya: 0il revenue and state budget 1976-80
(million Libyan dinars)

1976 (1) 1977 1978 1979 1980 (2)

state revenue 2,468.6 3,098.3 2,714.8 4,262.2 -
- of which:

oil revenue 2,093.6 2,702.3 2,253.4 3,762.2 L4,144.7
state budget
(total expenditure) 2,582.8 2,818.3 3,278.5 4,101.8 3,138.1
- of which:

current expenditure 564.0 669.3 796 .5 770.0 1,273
Contribution of
oil revenue to budget
resources ( percent) 84.8 87 .2 83.0 88.3

Source: Gazzo, Y (1980)

(1) Data for 1976 do not correspond with data for the same year in
the preceding table because of accounting diff erences.

(2) Data for 1980 are fram Talha 1980
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MAURITANIA

The components and final equilibrium of the Mauritanian budget
are intimately linked to those of the balance of payments.
Revenue is essentially derived fram the tax affecting the
exploitation of iron resources, from royalties paid by foreign
fishing vessels operating along the Mauritanian coast and by
official gifts and transfers or loans from abroad.

Immediately after independence, and until MIFERMA began
exploiting iron ore in 1964, tax resources did not suffice to
pay for operating expenditures, notwithstanding the latter's
paucity. For four years in a row, France funded the budget
deficit in viesw of the special ties between Mauritania and
Paris.

In the second half of the 60s revenue fram exports of iron
ore constituted between 23 and 27 percent of the total current
revenue. One should also add customs duties, which generated 36
percent of the revenue: it is evident that public consumption
was strietly linked to foreign trade. Table 13 pictures the
evolution of the current revenue of the Mauritanian state.

Table 13: Mauritania, Financement of Current Expenditure
(millions of MO)

Year Current French aid Iron ore Customs duties
expendi- revenue
ture

1960 626 57 % 0 19.5 %

1962 909 11 % 11.8 % 38.5 %

1964 806 0 16.8 % 40.7 ¢

1967 1.222 0 28.5 ¢ 28.9 %

1970 1,498 0 23.1 % 25.8 ¢

1975 4,061 0 19.7 % 35.5 %

1977 7,008 0 0 39.5 %

Source: Vergala, L'économie Mauritanienne et son
dével oppement
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The remaining revenue came fram taxation.

a) the contribution to support the national defence effort,
which reached 745 million oukiyas in 1977 when Mauritania
intervened with Morocco in the Western saharan conflict.

b) direct taxation, composed of a tax on fixed earnings and
salaries (yielding 675 million oukiyas in 1979); an income tax
(300 million oukiyas); a tax on profits (475 million oukiyas)

c¢) indirect taxation, including: a tax on the export of
copper, which yielded same 40 million oukiyas in 1974, when
mining of copper was ended; an excise on consumption of
hydrocarbons (200 million oukiyas); a consumption tax (69
million); a tax on tobacco (39 million).

These figures show the stringent limits of tax revenue, both
direct and indirect, due to the small dimension of the
Mauritanian economy. At the same time, the operating budget
increased rapidly after 1974 because of the abandorment of the
palicy of austerity which had continued since 1960, the exodus
of namads fram the desert following the drought of the 70s, and
the national defence needs between 1976 and 77.

The investment budget 1s funded fram three sources of
revenue: fishing royalties, transfers from the public sector and
the surplus on the current budget (table 14). Four observations
deserve to be made regarding these figures: a) the investment
budget has considerably increased; b) royalties paid by foreign
fishing vessels has became the main source of incame; c)
transfers fram the public sector reflect the nationalisation of
MIFERMA. They ceased in 1977 because war in the Sahara btrought
iron ore production to a halt. The surplus in the current budget
disappeared in 1974, because of the increase in current
expendi ture.

In Mauritania, govermment investment projects are also
financed out of special accounts of the Treasury and resources
of public or semi-public enterprises. Gifts and loans fram
abroad are credited to the special accounts. They totalled
some 5 billion oukiyas in 1975, 77 percent of which came fram
the Arab o0il producing countries and were intended to fund
industrial projects whose profitability was later questioned (an
0il refinery, a sugar refinery at Nouadhibou, etec.).

Fiscal policy since 1979

The deterioration in the economic situation, the worsening of
domestic and foreign financial equilibria and constraints
brought on by Mauritanian intervention in the saharan conflict
led to the fall of President Moktar Quldada. Since then, despite
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Table 14: Mauritamia, State Investment Budget (millions of MO)

Years Total Fishing Transfers fram surplus of
investment royalties public sector the current
expenditures budget

1970 159 - - -

1972 282 4o 0 200

1974 335 215 120 0

1977 600 400 200 0

1978 - 600

1979 - 2,000

Source: Vergala, L'Economie Mauritanienne et son développement

almost permanent palitical instability, all goverrments have
been obliged to follow a policy of restrictions on expenditure.
The budget for 1982 aimed at equilibrium: custom duties and
direct taxes were increased and the minimum personal revenue
exempted from taxation passed from 45,000 to 80,000 oukiyas.
Taxation on houses was reduced to encourage building activity.

However, stagnation of iron ore exports, not entirely
compensated by the increase in the value of the dollar, and
insufficient agricultural production led to a widening of the
financial gap and obliged the govermment to tighten its
austerity palicys in accordance with the IMF.

Foreign debt reached an intolerable level because the
revenue of many projects funded from abroad was very limited:
the oil refinery, the sugar refinery, the power generating
complex, the Nouadhibou harbour, the road from Nouakchott to
Noumia. Debt service was more than 3 billion oukiyas in 1978,
i.e. 39 percent of exports, while foreign outstanding debt was
estimated at 711 million Us dollars.

The economic palicy followed since 1979 can be summarised as
follows: rescheduling of the foreign debt; finanecing of the
budget deficit in the budget thanks to funds from the EEC, the
IMF, Iragq and France; realisation of projects with an assured
capacity of generating revenue (in particular the iron
enrichment plant in Guelbs) and postponement of others; priority
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to the agricultural sector; creation of joint ventures in
fishing activities with countries whose ships are active in
Mauritanian waters (Spain, USSR, Japan, South Korea).

Following the accession to power of Lt. Maaouya Sid Ahmed
Ould Taya in December 1984 the policy of financial restriction
was further reinforced. With a total outstanding debt of 1.7
billion dollars, equal to twice its GDP, Mauritania bowed to IMF
recommenda tions. The price of basic necessities, such as rice,
was increased 10 to 20 percent, and the price paid to producers
was also increased. Parallelly, Mauritania allowed the oukiya to
float and lose about 15 percent of its value. This facilitated
negotiations for a new rescheduling of foreign debt.

COMPARATIVE ANALYSIS OF MAGHREBI TAXATION SYSTEMS

The fiscal systems of the Maghrebi states have a common origin.
Modern taxes were created during the colonial period. The ald
taxes, based on religion, sovereignty or customs, lost
importance after the disgregation of pre-capitalist modes of
production, in spite of numerous attempts at reform which
preceded colonial intervention. The colonial administrations
pursued an increase in fiscal revenue by, on the one hand,
modernising scme old taxes, particularly those on agriculture,
and, on the other hand, creating new taxes, modelled on those of
the colonising power. Progressively nes taxation systems,
ineluding direct and indirect taxes, were introduced in the
Maghreb. Most of the present-day taxes date fram this period.

The second World War had an important influence on the
revenue of these taxes, linked to international economic
conditions., Because of restrictions on international trade,
customs duties and damestic consumption taxes yielded decreasing
revenue. At the same time expenditure was growing, thus
necessitating the creation of further direct taxes. Thus, a tax
on fixed earnings and salaries was imposed in Tunisia (1937) and
Morocco (1939), while taxes on corporations were sharpened (in
Morocco, Tunisia and Algeria).

Created by the colonial powers to serve their own purposes,
taxation systems in the Maghreb are not functional to the
devel opment needs of the countries. Following independence, the
social and economic turmoil brought by decolonisation and
economic develomment requirements underlined the need to
restructure these systems. Yet, more than two decades later,
these systems are still essentially the same. Govermments have
only increased rates, made a few technical adjustments, and
implemented partial reforms to substitute new taxes for old ones
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(e.g. substituting taxes on products and services for taxes on
transactions, the agricultural tax for tertib, etec...). These
partial measures have not greatly affected state revenue or the
economy of the Maghrebi countries. Countries which had the most
pressing revenue needs (Morocco, Tunisia, Mauritania) enacted
the most important changes, at least quantitatively speaking.
All the same, the need for in-depth fiscal reform is on the
agenda in all the states of the Maghreb. '

Even while sharing a common historical origin, the Maghrebi
fiscal systems reflect the realities of the individual economies
in which they are applied. Yet certain common constituent
elements can be found.

Thus, schedularity is a fundamental characteristic of all
Maghrebi fiscal systems. Taxation of income may be diversified,
but it certainly is also excessively fragmented. schedules are
approximately the same, with similar elements of
progressiveness: taxes on industrial and commercial profits, on
professional incame, on incame from real estate and financial
assetsy on fixed earnings and salaries. To these 1is added
complementary taxation. On the other hand, taxation on capital
is but partial: it affects capital only occasionally, as with
the inheritance tax (in Algeria) and taxes on transfers.

Taxation on consumption also occurs under similar
conditions. Custom tariffs are diversified and pursue the
objective of providing effective protection to domestic
production. Excises are imposed on the consumption of specific
products such as tobacco and alcohol. Finally, taxes on
transactions affect both tangible products and services at
differentiated rates.

This extreme schedularity may have the advantage of
spreading taxation over numerous sources of revenue and
expenditure, but it also leads to a lack of hamogeneity and
simplicity, which in turn may generate distortions and
inequalities, while favouring evasion.

In all Maghrebi countries a disproportionate share of the
fiscal revenue comes fram indirect taxation. Taxes on products
and services and custom duties generate between 45 and 50
percent of ordinary budget revenue (excluding oil revenue in the
oil exporting countries). A characteristic of underdeveloped
countries, the predominant importance of indirect taxation is
that it serves to restrict consumption in accordance with the
need to save and invest and also reflects the fact that direct
taxes are less flexible.
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Direct taxation is gaining importance, but is nevertheless
relatively slight (see table 15). This reflects the limits of
the contribution of the productive sectors and economic
entities. This limit becomes even clearer when it is recalled
that an important part of the income base is made up of the
revenue of state~-controlled enterprises (OCP, Sonatrach) and of
budget expenditure under the form of fixed earnings and
salaries.

Although taxation rates on the profit of enterprises, be
they private or public, are progressive and relatively high,
production units give but a amall contribution to state revenue.
Development policies based on the creation of development poles
(such as in Algeria and Libya) generate large units, financed by
slowly maturing investment, operating in an emviromment with no
economic rationality and offering little potential for growth.
It isy then, to be expected that enterprises will not generate a
financial surplus that may be a base for state taxation.
Alternatively, the policies based on light industry (Morocco and
Tunisia) and export-oriented small and medium enterprises are
accompanied by taxation policies favouring international
competitiveness. In this context they benefit fram important
fiscal advantages which translate into revenue 1lost to the
goverment.

The weakness of direct taxation in Maghreb public finance
is, more generally, a consequence of the pattern of growth in
the respective economies. Growth is unbalanced, the industrial
sector is weak and disintegrated, the agricultural sector
archaic, the services sector plethoric. Deficiencies in
productive structures explain the peculiar behaviour of the
elasticity of direct fiscal revenue with respect to GDP. This
elasticity is strongly linked to exogenous factors (oil and
mining) and to modifications in fiscal legislation.

The tendency to introduce numerous minor changes in
legislation each year (especially in non-oil countries)
manifests the need of the states to regularly increase their
revenue to fund their growing commitments, and implicitly, also
the lack of a direct link between econcmic growth and fiscal
revenue. In other words, this elasticity is neither automatic
nor endogenous; it is an input from the rest of the world or
follows legal and/or technical changes.

Consequently, govermments have but little control of their
tax revenue and cannot use fiscal policy as an efficient
instrument of short-term economic¢ palicy or long-term planning
of revenue and expenditure. Foreign demand determines a large
part of fiscal revenue, both directly and indirectly. Because
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Table 15: Maghreb, Comparative Structure

Revenue

of Current Budget

Morocco Tunisia Mauri- Libya Algeria
1981 1981 tania 1981
1985
Income taxes 18.20 15.28 23.93 13.98 5.60
of which: on individuals 8.34 6.68 19.81 7.58 -
on enterprises 8.77 7.88 3.55 6.38 -
Property taxes 2.04 1.97 0.77 - -
social security
contributions 5.31 8.79 6 .57 2.39 -
Taxes on goods and services 31.06 23.38 18.16 36.82 18.58
Taxes on trade and inter-
national transactions 20.5 25.45 26.46 6.38 5.73
0il revenues 4.86 1.23 0.25 19.48 67.20
Non-o0il revenue 18.03  23.90 23.86 10.24 2.59
of which: property revenue 8.89 21.89 2.72 10.24% 0.07

Source: for Morocco, Mauritania and Tunisia, IMF, 1984 (GFs):
Libya and Algeria our elaborations on data fram budget laws.
fiscal variables cannot be controlled, formulation of long-~term
objectives is a myth, rather than an exercise in rational
planning. Fiscal constraint and the absence of alternative
fiscal policies nullifies all attempts at autonomous
development.

Despite similarities in their ordinary systems of taxation,
the countries of the Maghreb finance their budgets in quite
different ways. This differentiation originates in the role of
0il revenue (Libya and Algeria) or of external debt (Mauritania,
Morocco, Tunisia, Algeria). Thus, the tendency for public
savings to disappear emerged in certain countries (Morocco and
Mauritania) making current expenditure partly dependent on
foreign loans or advances from the central bank (Moroceco) or
even on foreign aid (Mauritania). On the other hand, the
allocation of oil revenue to current expenditure allows the oil
countries (Algeria and Libya) to bridge the gap between ordinary
revenue and current expenditure, while the remaining surplus is
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devoted to capital expenditure. Tunisia still is in an
intermediate position, as current revenue and expenditure are
basically kept in line.

While Libya managed to invest a considerable financial
surplus abroad in the good years and limited her dependence to a
few insignificant 1loans, Algeria and the other countries
regularly tapped international financial markets to acquire the
funds needed to speed up economic development. Nevertheless, the
debt situation is different in each country of the Maghreb.

Morocco, which relied more than others on this source of
financing, was brutally confronted with the problem of managing
its international debt, with the usual consequences in relations
with creditors (debt rescheduling, structural adjustment
program). Algeria and Tunisia have avoided coming under pressure
from international financial institutions, and keep their level
of debt within proportions that are compatible with their
ability to repay.

The interplay of the three main sources of state financing
(domestic taxation, international taxation -~ mostly related to
exports of hydrocarbons ~ and foreign debt) may serve as the
base for a taxonomy of the five countries of the Maghreb.

0il or extrative rent.

Since the beginning of the 708, oil rent has become the most
important source of funds for the budget in Libya, which may be
compared to the countries of the Gulf, and in Algeria, where o0il
and gas replaced the other productive sectors in supporting the
state Treasury. In these two countries the enormous increase in
public expenditure is the direct consequence of the rapid
increase of resources linked to hydrocarbons.

In Mauritania budget financing is also fundamentally linked
to iron exports, but the rent is more fragile and fluctuating
because of unfavourable conditions in the international
markets.

Tunisia also benefitted fram the hydrocarbon boom, because
its o0il resources, albeit limited, contributed to creating a
certain financial ease in the last 15 years. In Morocco, on the
other hand, hydrocarbons are totally lacking and the extractive
sector does not significantly contribute to the Treasury, as the
period of increasing phosphate prices was very short-lived.

It is clear that the importance of rent 1is inversely
proportional to that of domestic taxation.
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Domestic taxation
Morocco is the only country in the Maghreb that finances a
substantial part of its current expenditure from taxation. But
the weakness of individual income and the importance of
exemptions extended to investors under the investment codes, or
to entire sectors such as agriculture and real estate, lead to a
differentiation of fiscal ©pressure which weighs mostly on
consumers and salary earners. The importance of taxation in
Morocco explains the initiation of a reform aimed at
simpl ifying, modernising and rationalising the fiscal system.
similarly to Morocco, Algeria and Tunisia inherited from the
colonial period a taxation system which is outdated but still
operational, although its importance has been diminished in
Algeria through the predominance of oil revenue.

In Mauritania and in Libya, on the contrary, there is no a
fiscal tradition. This does not bother the Libyan state, but
certainly is one of the structural disequilibria in Mauritanian
public finances.

Foreign Debt ‘

In this respect, Libya is the exception, as it has seldom tapped
foreign sources of credit. The other four countries have all
linked their investment budgets to credit fram international
financial institutions, from the developed or oil exporting
countries, or fram international financial markets.

The level of indebtedness of the four countries is
relatively high. In absolute terms, Algeria is first, followed
by Morocco, Tunisia and Mauritania. But Morocco and Mauritania
face the most critical situation, if their outstanding debt is
measured against their GNP, total public expenditure or export
capacity. Since 1981 the IMF has intervened in both countries to
recommend reductions in public consumption and investment and to
help in reschedul ing their debt.

Tunisia is in a precarious position, while Algeria risks
being driven into one by the decrease in o0il revenue.

In the second half of the 1980s the situation of public
finance in the five countries appears far fram brilliant.

Morocco will face the need for austerity at least until
1990. While external resources stagnate and import costs
increase fram one year to the next, the Moroccan state must
tighten restrictions on consumption and investment and cut
subsidies while liberalising foreign trade.

Mauritania is in total disarray. Revenues from iron exports
and royalties on fishing are insufficient to cope with drought
and exodus, and the state must drastically restrict expenditure
and accept IMF recipes to obtain a rescheduling of debt.

50


scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier

scormier
Sticky Note
None set by scormier

scormier
Sticky Note
MigrationNone set by scormier

scormier
Sticky Note
Unmarked set by scormier
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The financial situation in Tunisia is also critical at
times., Govermment attempts at reducing subsidies on food items
are politically unacceptable,

In Algeria, oil rent permitted a twenty-year period of
abundance, with important subsidies being extended to consumers
and nationalised enterprises. But a growing foreign debt,
continuing technological dependence and the decrease in
hydrocarbons revenue may lead to unexpected disequilibria.

Finally, in Libya the ratio of o0il revenue to population
still allows for a relaxed fiscal management but the times of
surpluses are clearly gone.

Overcoming disequilibria calls for a reorientation of the
means of financing and greater reliance on the damestic economy.
Fiscal systems must be revised and enriched to mobilise a
maximum of the national surplus and reduce reliance on funding
from abroad.
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Chapter 2

GOVERNMENT INCOME SOURCES AND THE DEVELOPMENT OF THE TAXATION
SYSTEM - THE CASE OF JORDAN, EGYPT AND KUWAIT

Hesham Gharaibeh

INTRODUCTION

It is a well established fact that govermments in less developed
countries assume a major economic role, especially when compared
to the developed countries. This situation is dictated by the
ideological inclinations of the govermments and the
socioeconomic composition of the population.

The importance of goverments in economic life is even
greater in the Arab world. Regardless of the political and
economic ideoclogy of amy country in the Arab world, the economic
role of govermments remains central and vital.

Until recently all Arab countries were classified as poor
countries with varying degrees of poverty. The massive and
consecutive increases in o0il prices created a clear distinction
among Arab countries. For those that produce oil, the massive
tlow of ¢0il revenues moved them from the poor or middle income
group and placed them among the wealthiest countries in the
world, while the rest of the Arab countries which are deprived
of oil wealth struggle to maintain and sustain their economic
growth with varying degrees of success. Thus, the flow of oil
revenues created a 'wealth gap' in the Arab world with social
and Political consequences.

As a result, one can classify goverment revenues as being
dependent on o0il income finoil producing countries, coupled with
meagre or non-existent tax systems. For non-o0il producing
countries, one can expect the existence and importance of tax
systems to generate revenues to compensate the lack of sizeable
0il incame generated elsewhere in the region. Taking into
consideration the spill-over effect and linkages among Arab
countries represented by the financial flows among them through
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Garaibeh - Income and Taxation in Jordan, Egypt, Kuwait

financial aid and workers' remittances, it becomes clear that
the massive revenues of some Arab countries have widened the gap
between those who have o0il wealth and those who do not. This
matter has resulted in free tax societies as opposed to heavily
taxed ones.

As the oil sector in the Arab world is entirely controlled
by goverments, it is expected that those particular goverments
are the direct and primary recipients, of oil revenues. This in
turn, dictates and necessitates that goverments should be the
biggest employers, spenders and investors. Thus, one can feel
the role of goverments in all aspects of economic life. This
fact is even more relevant in Arab countries since, in addition
to goverments controlling revenues and expenditures, the newly
existing private sector is underdeveloped and there is a lack of
entrepreneurial spirit in the sector.

It is the purpose of this paper to analyse and compare the
sources of revenues in a sample of Arab countries, and in
general to answer the following questions:

1. How important are the sources accruing to the state
budget, and how have they grown in the last 15 years?

2. How important are the financial revenues accruing from
taxation versus other sources?

3, If taxation is an important financial source, what part
of it is froam personal income tax, corporate income tax
and other direct and indirect taxes?

4L, How is the taxation system structured: what taxes are
levied, what segments of the population are effected and
how important is tax evasion?

5. How important is the non-tax incame, its nature and
sources?

A sample of three Arab countries will be under focus to
analyse the relative importance of the different sources of
revenues. The sample includes the following countries: Jordan,
Egypt and Kuwait. The sample is thought to be representative as
it includes an oil-rich country - Kuwait, a semi oil=-rich
country - Egypt and a non-oil rich country - Jordan.
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Garaibeh - Income and Taxation in Jordan, Egypt, Kuwait

SOURCES OF GOVERNMENT REVENUES

As mentioned earlier, higher oil prices and the consequent
large o0il revenues for o0il exporting countries created a clear
distinction between Arab countries. For oil wealthy countries,
revenues generated from oil exports considerably exceeded
domestic needs and encouraged govermments to engage in extensive
internal and external transfers. Govermments of o0il exporting
countries transfered wealth to the private sector by providing
free services and subsidies, and developing societies in which
taxation is absent. The accumulation of oil wealth also induced
0il exporting countries to engage in large unilateral transfers
to other Arab and foreign countries. The non-oil exporting Arab
countries had to rely on their domestic revenues requiring the
development of a taxation system, in addition to external aid
received from oil exporting countries. In other words, oil
revenues induced o0il countries not to impose any significant
taxes and remaln with an underdeveloped damestic taxation
sy stem, while the rest of the Arab countries were obliged to
impose different types of taxes to partly finance their
development programs. This, in turn, led to the establishment
of a relatively modern taxation system.

Recent developments in the oil market, which resulted in a
sharp decline in prices and voalume of oil exports, ‘caused same
Arab o0il exporting countries to start thinking about
establishing a taxation system to generate more revenues to
offset the deficit in external revenues. However, these efforts
are inadequate for replacing the significant loss in external
revenues. The development of a taxation system is needed not
only to raise revenues, but also for its redistributional
effect, as wealth 1is concentrated among a relatively small
number of people.

TAXATION STRUCTURES

A general look at Kuwait, Egypt and Jordan provides an accurate
classification of their revenues., While Kuwait is considered a
major oil country as most, if not all, of its revenues are
generated from o0il exports, Egypt is a semi-o0il country meaning
that some revenues are generarted fram oil and the rest are
generated from other tax and non-tax sources. Jordan is a
non-oil country: sources of revenues are confined to internal
sources of incame such as taxes and fees, in addition to foreign
aid. For the purpose of detailing sources of revenues, we will
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Garaibeh - Income and Taxation in Jordan, Egypt, Kuwait

point out the major sources of tax revenues and the structure of
the taxation systems in the three countries. Of the three
countries, only two, namely Jordan and Egypt, have a
comprehensive taxation system. 0Oil and external sources of
revenues are self explanatory.

Sources of Tax Revenues

Among the three countries in the sample, only two, namely Jordan
and Egypt, have a comprehensive taxation system. The following
is a brief description of taxation structures in the sample
countries.

Taxation structures

When a taxation structure is carefully designed and organised,
it is likely that such a structure will be highly influential in
generating revenue for the goverment. In general, experts
agree that a good taxation system should have as its fundamental
criteria: equity, consistency, economic effectiveness, .
elasticity and feasibility. The equity pertains to the ability
to pay taxes in a fair way; consistency refers to the taxation
being in harmony with overall economic palicies; economic
effectiveness refers to the positive effect taxation should have
on economic develomment; elasticity is the degree to which the
taxation system will increase revenues in response to the grawth
in incame; and feasibility is the extent to which an equitable
and etficient tax system can be implemented (Enthoven 1973:
210). Because of same differences in the tax structure in the
sample countries, a brief description will be given for each
country.

Tax Structure in Jordan

After the economic boom in Jordan which covered the period fram
1974 to 1982, the goverment found it very necessary to change,
amend, and up-date the taxation structure in response to the
changes in inccame, cost of living and other economic variations.
The most significant changes in the tax structure were
introduced and became effective in 1982. The new tax law
featured many important changes such as:

- Self-assessment: where each person is responsible for
reporting his income from different sources to the tax
department by the end of April each year. Where before the new
law was introduced, income used to be estimated by tax
department employees based on whatever documents they may have
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had. Under the new law, a tax return is still not unless it is
approved by the tax department, but in general, taxpayers have
much more freedom in estimating their incame.

- Tax exemptions: the new law gives somewhat generous
exemptions when compared to the law that existed before. These
changes include more exemptions for families, education, house
rent and same sources of incame such as agriculture.

- Larger tax brackets: under the new law, a progressive tax
is imposed on net income according to the following
rates. (Jordan Tax Department 1982: 10)

from 0 to 1000 J.D. pays 5 %
fram 1001 to 2000 J.D. 10 %
from 2001 to 4000 15 %
fram 4001 to 6000 20 %
from 6001 to 9000 25 %
fram 9001 to 12000 30 %
from 12001 to 16000 35 %
fram 16001 to 20000 38 %
from 20001 to 25000 40 %
fram 25001 to 30000 4 %
from 30001 to 36000 50 %
Any additional taxable income pays 55 %

The tax rate reaches the maximum at 45 per cent for personal
tax. Under the previous law the width of tax brackets was 400
dinars. In other words, the new tax law introduced more
exemptions and wider brackets to the effect that if a taxpayer
earns a taxable incame of 200 dinars per month, he is not
required to pay income tax. In addition to that, income is
taxable only when consistent and renewable (Khasawneh, Saleh
1981: 25) Income fram agriculture and interest earned fram
goverment bonds is totally exempted.

Tax deductions The following deductions fram taxable income are
allowed for all income earners residing in Jordan:
- 400 dinars for singles and 600 dinars for married
taxpayers
- 200 dinars for each child
- 100 dinars for each other spouse
- 500 dinars per person to cover higher education expenses
- 50 per cent of the inccame of govermment employees is
exempted fram taxes and 25 per cent of the income earned
by employees in the private sector
- interest charges can be deducted fram income
- income derived froam agriculture is entirely tax free
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Corporate tax is also important in Jordan, especially after
the economic boom in which many new corporations were created
and realised sizeable profits. The Jordamian corporate tax law
distinguishes ©between corporations according to types of
business, with a <clear inclination to treat industrial
corporations favourably.

According to the new tax law, corporations are taxed at the
following rates:

- industrial, health and educational corporations: 35 per
cent; private and non-resident companies: 40 per cent;
finance and banking corporations: 50 per cent; limited
ownership finance companies: 55 per cent

Taxes on building and real estate This type of tax 1is
imposed on the rent value of the building which is often
underestimated. Tax on buildings is charged at the rate of 17
per cent of rent value. A new amendment to this law was
introduced in which 25 per cent of rent value is exempted in
Amman and 50 per cent in other cities outside the area of the
capltal to encourage construction outside the heavily populated
capital.

Indirect taxes Indirect taxes in Jordan - as in the case in
other countries - are not directly levied on taxpayers as much
as on their economic activities. Thus indirect taxes can be
avoided and transferred to others.

Indirect taxes are the most important source of incame for
less developed countries -are not directly levied on taxpayers
as much as on their economic activities.

Indirect taxes are the most important source of income for
less developed countries. The importance of this type of
taxtation for govermment stems fram the general advantages of
indirect versus direct taxation: indirect taxes are easy to
collect and cannot be evaded. Therefore, the collection fram
this type of tax is sizeable. However, there are scme important
disadvantages to indirect taxations such as social inequity,
bacause .it is imposed on all people regardless of their
income. Moreover, indirect taxes tend to be unstable and vary
according to economic cycles.

Below are the most important indirect taxes used in Jordan:

- Customs duties: a type of tax imposed on goods imported or
exported. This type of tax is the most important in Jordan in
terms of revenues. The rate varies according to the goods
imported, luxury goods are heavily taxed, also imports with
local substitutes are taxed differently to protect 1local
production.
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Taxes on exports are also used in Jordan at a flat rate of 1
per cent of the value of exported goods.

- Excise tax: this tax is usually imposed to restrict demand
on certain goods in addition to generating revenue (Buchanan
1975: 307). Accordingly, this type of tax is imposed on goods
such as tobacco, cigarettes and alcoholic beverages. The tax
ranges from 175 per cent at its highest levels on alcohalic
beverages to 2 fills per liter of gasoline.

~ Stamp tax: 1is an indirect tax collected on documents
obtained fram the goverment and on checks by means of a stamp -
of a certain value - affixed on each document.

Taxation Structure in Egypt:

The introduction of taxes in Egypt dates back to the 1930s, thus
making Egypt the first country in the Middle East to introduce a
complete taxation system. Tax structure and rates changed fram
time to time according to inflation, economic development and
goverment budget. It has also been noted that the increase in
taxation rates is largely used to finance the increase in public
consumption rather than to reduce the share of aggregate
consumption in the economy (Mabro 1974: 183-4). In other words,
taxes are imposed mostly for their revenue effect rather than
for distributional or consumption purposes. Following are the
major types of taxes used in Egypt:

Income Tax. Egypt, like Jordan, employs a progressive income
tax rate.Iincome tax rates according to law 157 which was
introduced in 1981 and is still valid (Egyptian Ministry of
Finance) are given below:

2% on the first LE U480
5% on the next LE 480
10% on the next LE 960
15% on the next LE 960
184 on the next LE 960
22% on any amounts in excess thereof

Incame up to LE 960 is exempted from incame tax. The tax law No
157 featured some changes when compared to law No 199 and other
laws introduced in 1974 and 1978. These changes are reflected in
greater income exemptions, wider taxable income brackets and the
degree of progression.

For schedular taxes, the highest tax rate is 50 per cent.
According to law No 157, schedular taxes are paid on four types
of income, dividends and interest, profits, professional income,
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wages and salaries. Incame brackets under schedular taxes are
different fram general income tax in that they starting with LE
1000 for income reaching LE 9000 and with LE 5000 or more for
higher income.

Corporate Income Tax. A tax imposed on the net profit of all
establ ishments on an annual basis. Before the new law of 1981,
corporate incame tax was a flat 40 per cent of net profit earned
by corporations. The new law 157 makes a distinction between
public sector companies and other individual and partnership
companies. Public sector companies pay 32 per cent of their net
profit as tax, while individual and partnership companies pay
progressive tax rates according to the following:

20 % on first LE 1000
23% on the next LE 1500
27% on the next LE 2000
32% on the remaining profits.

The above tax rates represent a reduction of taxes levied on
partnerships and individual companies fram a flat 40 per cent to
a progressive rate with a maximum of 32 per cent.

Taxes on Property. These taxes are levied on property of
agricultural land or buildings. Taxes levied on arable land were
abolished in 1981, but local taxes imposed by governorates are
still in existence at the rate of 14 per cent of the annual rent
value of arable lands.

The tax on buildings is assessed on the actual rental value,
or imputed rents if building is occupied by owner. The 1981 tax
law also abolished taxation on buildings, but local governorates
impose building tax at the rate of 10 per cent for
non-residential buildings and a progressive tax fram 10 to 40
per cent for residential buildings.

Indirect Taxes. As is the case in Jordan and indeed most
less~developed countries, indirect taxes are the most
significant source of revenue in Egypt. There are many types of
indirect taxes used in Egypt. The following are the most
impor tant types:

Custom Duties

The most important source of tax revenue in Egypt. Custom duties
range widely from 0 to 3000 percent depending on the type of
imports. Favourable tax treatment is given to capital goods with
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no or very little import tariffs, whereas consumer and luxury
items are highly taxed to a rate which can reach 3000 percent on
alcohalic beverages.

Custom duties are levied on imports based on their CIF
import prices. Foreign exchange is translated into Egyptian
pounds according to the Central Bank exchange rate.

Develomment tax: a tax levied on most imports in addition to
custom duties to finance economic development. The current
development tax is about 5 per cent levied on most imports.

Export custom duties: A selective tax imposed on a few goods
when exported. These goods include raw hides and skins, metal
scraps and wastes and antigques. This type of tax ranges
according to the product exported The highest rate is 5 per
cent imposed on antiques of an age exceeding 100 years.

Consumption tax: A selective tax imposed on a list of 53
commodi ties regardless of their origin (local or imported) such
as coffee, tea, cigarettes and beverages.

Stamp Tax: tax levied on a wide range of documents,
requiring users to affix a stamp of a certain value on the
document.

Some attempts were made to analyse the tax efforts in
selected developing countries. The most important and
comprehensive study was done by Alan Tait in which he ranked the
efforts in Egypt as eleventh in a sample consisting of 44
developing countries (Tait 1979; IMF Staff Papers 1979).
However, the rapid changes in tax rate and structure make it
difficult to analyse the tax capacity or efforts in Egypt.

Taxation Structure in Kuwait

Owing to the abundance of oil revenues, Kuwait has never used
taxation as a source of income, nor a fiscal tool to influence
levels of production, employment, prices or the distribution of
incame (Central Bank of Kuwait 1981: 49), The goverment of
Kuwait levies no income, corporate or direct taxes. The main
source of tax revenue cames from indirect taxes. A relatively
low custom duty is levied on certain imported luxury items
imported. Custom duties were originally about 4 per cent of
imported goods. The rate was increased to 10 per cent in 1971.
Foodstuffs and raw materials, in addition to many commodities
needed for local industry are duty free.
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GOVERNMENT REVENUES : JORDAN, HGYPT AND KUWAIT

In this section, we will try to shed some light on the major
sources of goverrment revenues, how they have grown in recent
years and will compare the importance of domestic versus
external revenues for the sample countries.

Govermment Revenues in Jordan

Jordan is considered a s=mall country in terms of size and
population, with an area of 91,000 square kilometers and a
population of 2.7 million (in 1985). In addition to a limited
area of land suitable for agriculture, Jordan is not endowed
with any significant natural resources. But in spite of the lack
of natural and financial resources, Jordan has managed to be one
of the most prosperous among the less~developed countries.

The fact that Jordan lacks both natural and financial
resources is clearly reflected in govermment revenues. Except
for a few years, external revenues have always exceeded damestic
revenues both in volume and relative importance.

The recent economic growth achieved by Jordan is mainly
attributed to the oil wealth generated in neighbouring Arab
countries. Accumulation of o0il revenues triggered massive
development plans implemented by oil-rich Arab countries. As a
consequence, demand for skilled 1labour, administrators,
engineers and other professionals soared to run the newly
created facilities. Jordan stands as a major supplier of
educated and skilled manpower, New job opportunities and higher
pay induced Jordanians to migrate in a massive scale to the
oil-rich countries., It is estimated that about 300,000
Jordanians are currently working abroad, a number which is equal
to the labour force in Jordan itself.

Govermment revenues in Jordan are classified according to
their source, external and internal. Internal or local sources
are also classified into two major groups: tax and non-tax
revenues. Following is a detailed analysis of all sources of
revenues.

External Sources of Revenues

As a result of the influx of Jordanian workers to the Gulf
region, remittances to Jordan started to increase as the
economic situation in oil-rich countries blossomed. Increasing
remi ttances, coupled with other factors, caused an economic boom
in Jordan itself, which led to increased tax and other revenues
for the goverment.
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In addition to the remittances from abroad, Jordan was also
a major recipient of foreign and Arab aid, which reached its
highest absclute level in 1978 when total foreign and Arab aid
reached 289.9 million Jordanian dinars, or 24.4 per cent of GDP
for that year. It then started to decline.

Table 1 shows the magnitude and importance of foreign aid
relative to GDP.

Table 1: External revenues, Jordan (in million JD)

Year GDP External revenues % of GDP
1970 134.4 37 .3 21.5
1975 312.4 116.7 37 .4
1976 421.6 86 .1 20 .4
1977 514.2 180.7 35.1
1978 632.2 172 .4 27.2
1979 753.0 247 .9 32.9
1980 979.5 280.9 28.6
1981 1182.5 28g.2 24 .4
1982 1343.2 246 .4 18.3
1983 1487 .6 233.5 15.7
1984 1529.5 252.5 16 .5

Source : Central Bank of Jordan, Annual Report, several issues

Clearly, Jordan is among the very few countries in the world
which heavily depends on foreign aid and grants. This situation
was created as a result of lack of internal resources, which
obliged Jordan to look for external revenues to compensate the
shortage of domestic revenue.

Following are the major items included under foreign
revenues:

Budget Support The most significant source of Cforeign
revenues. Budget support mainly comes fram Arab oil-rich
countries, which under the agreements signed in more than one
Arab Summit conference, have pledged to financially support
Jordan and other 'confrontation line countries' to enable Jordan
to defend itself and to have a sound economy. Thus, this kind of
support takes the shape of financial grants that Jordan will not
have to repay.
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The main problem facing the govermment of Jordan is the
sharp fluctuations in Arab aid listed under budget support.
Recently, most Arab oil-rich —countries ceased ‘their
contribution, with the exception of Saudi Arabia, 1leaving no
choice for the govermment but to increase local revenues.

Economic and Technical Assistance is the second source of
foreign grants. Economic and technical assistance is mainly
constituted by of equipment, studies and other services rendered
to Jordan without obligation. The main countries providing this
type of foreign aid are the USA., Japan and some European
countries.

Development Loans Jordan is increasingly depending on
foreign 1loans to finance its development plans. Total
develomment loans contributed about 44 per cent of all foreign
receipts in 1983. Major suppliers of loans to Jordan are the
USA., Germany, the United Kingdom and Japan. In the mid 70s,
Arab oil-rich countries started to provide Jordan with 1loans
through the 'develomment funds established in Saudi Arabis,
Kuwait, UAE and other countries.

Table 2 shows the magnitude and relative importance of
foreign revenues and the share of foreign revenues in goverment
expendi ture.

The dependence on foreign revenues proved to be risky for
the goverment of Jordan. We can notice fram table 3 the
instability of foreign aid, which makes it difficult for the
goverment to plan ahead. Furthermore, foreign aid is usually
cut without advance notice, such as the stoppage of aid by USA,
Libya, Iraq and Kuwait, thus leaving the goverment no choice
but to increase local revenues to compensate for the decrease in
foreign revenues.

Internal Revenues

Internal revenues have gained significance in recent years after
several countries halted their financial aid to Jordan.
Increasing internal revenues is the only choice left to the
goverment to offset the decline in foreign aid.

In the following sections, different types of internal
revenues will be discussed:

Tax Revenues Tax revenues constitute, on average, more than
75 per cent of total local revenues. Tax revenues include both
indirect and direct taxes:
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Table 2: Relative importance of damestic and foreign revenues (in JD millions)

Year Dammestic Foreign Foreign Other Total Total Total % of
Revenues grants borroving foreign foreign revenues expendi- foreign
ture grants on
total
1967 25.49 40.29 by .29 22 by 92 70.41 68.15 65.91%
1968 26.27 40,11 5.43 .10 45,64 71.92 80.52 56.68
1669 32.52 38.37 4272 .65 43,74 76 .27 88.41 hg u47
1970 30.26 2.07 2.07 . 4 37.90 68.10 80.70 46 .96
1971 35.75 35.39 3.55 3.50 42,44 78.19 83.14 51.04
1972 42.86 4y .47 10.20 1.18 55.85 98.73 101.535 55.00
1973 46.18 43.60 11.44 2.00 57 .04 103.23 119.51 47.73
toT4  65.74 57 .65 15.21 1.33 74.19 139.93 146.62 50.60
1975 82.63 100.61 16.15 116.76 199.391 2048 656 .99
1976 107.53 66.24 19.88 86.12 193.71 262.48 32.81
1977 142.25 122.20 58 .51 180.71 322.46 337.84 53.49
1978 158.49 81.69 90.69 172.38 330.88 361.51 47.68
1979 187.89 210.30 37.62 247 .92 435.82 515.66 48.07
1980 226.15 202.83 71.56 6.46 280.85 507.01 563.14 55.39
1981 309.19 206 .31 75.73 7 .22 289.26 598 .47 647.10 by .70
1982 360.22 184.50 61.50 40 246 .40 606.61 656.27 bo.62
1983 396.00 130.00 101 .54 2.00 233.54 629 .54 717 .65 32.54
1984 437.7 124.00 128.54 252.54 705.26 746 .15 33.84

Source: Calculated from the Central Bank of Jordan, Annual Report, different issues.

Indirect Taxes Indirect taxes are the most important source
of local revenue constituting more than 80 per cent of total tax
revenues and one third of local revenues. Total indirect tax
revenues have been increasing at a steady pace. Table 4 shows
the magnitude and types of indirect taxes used in Jordan. It is
clear . that custom duties are the biggest source of local
revenue, Custom duties often change in Jordan to increase
revenues or to protect local industry. There has also been a
positive relationship between increasing indirect taxes and the
decrease in foreign aid. '
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Table 3: Sources of ald to Jordan

Year Arab aid US aid Other aid Total aid
1967 37.57 7.62 6.39 51 .58
1968 46.25 1.19 5.63 53.07
1969 41.15 1.23 3.4 45.79
1970 33.07 1.38 4,63 39.08
1971 19.11 12.82 3.56 35.49
1972 23.19 35.95 6.82 65.96
1973 23.66 30.83 6.60 61.09
1974 46.60 25.31 12.52 84,43
1975 105.65 22.44 9.92 138.01
1976 77.59 26.13 19.03 122.75
1977 132.31 15.62 19.01 166 .94
1978 66.26 18.56 17.81 102.63
1979 299.66 4.59 13.80 318.05
1980 370.43 6.15 14,27 390.85
1981 394,92 - 20.41 415.33
1982 335.83 - 27.89 363.72
1983 258.31 - 31.25 289.56
TOTAL 2311.56 209.82 222.95 2744.33
PERCENT 84.2 7.6 8.2 100.0

Source : Central Bank of Jordan, Monthly Statistical Bulletin,
several issues

Excise tax has been on the increase in recent years with
most of the revenues coming fram tobacco and cigarettes.
Licences also generated a good amount of revenue mostly fram
vehicle licences, by which each car owner is supposed to pay a
fixed licence fee on an annual basis. An additional tax is
imposed on imports over and above custam duties, Fees are also
charged on imports over mainly transoportation equipment -in
addition to custam duties. In spite of the steady increase in
total indirect tax revenues has slightly decreased in recent
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years due to the rapid increase in direct taxes. Reasons for the
growth in direct taxe will be explained in the following
section.

Direct Taxes Direct taxes rank as the third most important
source domestic revenues after idirect and non-tax revenues. As
explained earlier, direct taxes are composed of incame and
corporate taxes in adition to other direct taxes imposed for
different reasons.

Table 5 shows revenues generated fram all types of direct
taxes. Goverment statistices do not separate between incame and
corporate tax. However, most of the revenues generated fram
incame tax are generated fram corporate incame tax. Low salaries
and generous tax exemptions mentioned in the previous section,
have decreased the share of personal incame tax in total direct
tax revenues. Meanwhile, heavy corporate taxes and the
significance of corporate profits realised during the economic
boom have caused the share of corporate income tax to increase.
Table 5 also shows the steady increase in direct tax revenues
and the increasing share of direct taxes in total revenues. But
in spite of the increase in direct tax revenues, the
contribution of direct tax revenues never exceeded 20 per cent
of total tax revenues.
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Table 4: Indirect tax revenue, Jordan (in JD millions)

Year Customs Exise Licenses Fees Additio- Total %Change %of total

nal tax indirect tax

tax revenue

1967 8.19 5.05 1.01 1.85 16.10 1.2 88.1%
1968 8.84 5.52 1.41 1.49 17.27 6.8 90.0
1969 10.65 6.08 2.17 1.80 20.70 20.3 90.0
1970 9.10 5.09 1.87 1.54 1.35 18.96 10.7 88.0
1971 7.68 6.87 2.13 2.21 1.50 20.40 7.9 87.5
1972 9.54 7.78 2.55 2.69 1.92 24.48 20.0 88.2
1973 12.19 7.77 3.90 3.9 2.39 30.22 3.8 88.5
1974 16.85 8.98 4,97 4,12 2.90 37.83 25.1 86 .7
1975 20.90 10.65 5.91 7.66 3.64 48.78 28.8 83.8
1976 39.98 9.09 10.60 12.66 5.28 77.63  59.3 87 .2
1977 63.99 9.87 13.10 8.36 6.40 102.70 32.3 86 .4
1978 61.35 6.99 13.29 13.40 6.17 101.23 (1.5) 82.1
1979 72.06 10.56 16 .59 17 .06 8.00 123.28 21.7 81.5
1980 78.03 13.21 18.90 19.54 10.11 139.89 13.4 80.0
1981 94.07 16.88 25.17 36.54 11.52 184.28 31.7 79.0
1982 109.75 24,11 24,81 38.00 12.69 209.36 13.6 79.4
1983 121.61 35.38 25.70 40.26 13.89 236.84 13.1 80.1
1984 126.50 37.00 28.50 43.47 16 .00 251.47 6.2 79.6
Source: Ministry of Finance and Central Bank of Jordan, Annual Report, several

issues

taxes
departure

types of
social

taxes

services tax.

such

In addition to personal and corporate income tax,
also include
tax and

direct
as property tax,

Among these taxes,

departure tax is gaining importance after the imposition of 10
JD on every Jordanian leaving the country through the airport.
The goverrment expects to collect 10 million JD from this tax
alone in 1985,

Non-Tax Revenues Non-tax revenues rank second after indirect
taxes in terms of importance in revenue generation. Non-tax
revenues are mostly generated froam goverment services or
irvestments. Table 6 shows the major sources of non-tax
revenues. As can be noticed, non-tax revenues have increased
about 27 per cent annually in the last five years, surpassing in
growth rate both direct and indirect taxes.
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Table 5: Direct tax revenues, Jordan

Year Incoame Other Total direct % Change %of
tax taxes taxes total tax
revenue
1967 2.05 .10 2.15 7.5% 11.5%
1968 1.77 Ry 2.21 2.7 9.4
1969 2.24 .38 2.62 187 5.8
1970 2.47 .23 2.70 3.8 11.2
1971 2.84 .53 3.37 24.8 12.4
1972 3.20 .60 3.80 15.1 11.7
1973 3.84 .55 4.39 15.5 11.4
1974 5.32 - .36 5.68 29.3 13.2
1975 9.27 .85 10.12 77.8 16.0
1976 9.34 2.09 11.43 12.9 12.8
1977 12.24 2.75 15.99 39.8 13.5
1978 18.56 3.50 22.06 38.3 17.8
1979 22.42 5.42 27 .85 26.3 18.4
1980 27 .88 6.97 34.84 25.1 19.9
1981 39.98 8.79 u8.77 39.9 20.9
1982 43,54 10.10 53.6U4 10.0 -20.5
1983 45,92 10.11 56 .03 by 19.3
1984 49.00 15.10 64.1 1.1 20.4

Source: Ministry of Finance and Central Bank of Jordan, Annual
Reports, several issues

The major item 1included under non-tax revenue 1is the
interest and profits generated by the goverment, most of which
come from the profit of the Central Bank of Jordan whose net
profit for 1984 was 45 million dinars, or 91.8 per cent of the
total interest and profits item for that year (Central Bank of
Jordan 1984: U47).
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Table 6: Non-tax revenues, Jordan (in JD millions)

Year Post, tlgr. Interest  Miscell Total non % Change % of dom.

and teleph. and aneous tax revenue revenues
profits
1967 1.28 2.05 3.88 7.22 35.8% 30.7%
1968 1.00 2.88 3.28 7.16 (1.4) 27.0
1969 1.06 4.64 3.82 9.52 33.8 29.2
1970 1.01 4.82 2.97 8.80 9.2 29.9
1971 1.15 5.12 6.17 12.44 40.9 34,7
1972 1.10 3.82 9.87 14.79 18.8 34.8
1973 1.30 5.33 5.43 12.06 8.1 26.0
1974 1.56 8.47 12.13 22.16 84.1 33.4
1975 2.23 10.83 1.4 24 .47 10.4 29.5
1976 2.27 10.10 6.14 18.51 (24.2) 17.2
1977 3.45 12.42 8.63 24 .50 32.4 17.2
1978 7.59 14.35 13.25 35.19 43.3 22.2
1979 8.86 15.68 12.68 37.22 5.7 19.5
1980 11.98 21.17 18.33 51.48 38.1 22.7
1981 12.67 45.02 18.54 76 .23 48.2 24.6
1982 20.72 53.01 25.18 98.91 29.7 27.5
1983 23.33 55.42 31.86 110.61 11.8 26.8
1984 33.00 49.00 40.15 122.15 10.3 27.9

Source: Ministry of Finance and Central Bank of Jordan, Annual Reports,
several issues

Revenues fram post, telegraph and telephones have also
increased at a steady rate. But the growth rate has accelerated
in the last few years after the installation of a new telephone
network which now covers the entire country.

Total non-tax revenues are greater than revenues fram direct
taxation. This is partly due to lod incame and tax evasion.
Non-tax revenues are not a function of income in most cases and
more important, cannot be evaded. In addition to that, non-tax
revenues are usually paid for a visible service, which people
tend to be willing to pay.
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Goverment Revenues in Egypt

The Egyptian economy witnessed many drastic changes after the
Second World War. These changes swung the economy fram one
system to another. Thus the economy operated under a liberal
system until 1952, then was transformed to a socialist system.,
In 1974 1liberalisation measures were introduced. Under all
economic systems, the dominant role of govermment was kept.
Govermment now accounts for 54 per cent of GDP, 40 per cent of
total employment and 70 per cent of total investment (Ahmed
1984). The increasing role of govermment in the economy have
caused public expenditure to increase at a faster rate than
govermment revenues. The wide gap betweeen government
expenditures and revenues is a major problem facing Egypt and
will likely remain as a challenge for years to come. Total tax
revenues finance about 38 per cent of public expenditure, while
non-tax sources cover about 20 per cent of total expenditure,
thus leaving a budget deficit of more than 4 billion pounds in
1982. Dependence on foreign and local borrowing seems inevitable
to bridge the gap between expenditure and revenues. In the next
sections we will discuss major sources of revenues for the
goverment.

External Sources of Revenues
As is the case in Jordan, Egypt also benefited fram the economic
boom in oil-rich countries. But, unlike Jordan, the main
benefit was the remittances fram Egyptian workers abroad. Egypt
was deprived of Arab aid because of the Camp David Agreement.
Thus, Egypt received only little financial aid -mainly fram the
USA- but one cannot ignore the positive role of the remittances
fram about 2 million Egyptian workers in stimulating the economy
and hence, indirectly increasing govermment revenues.

Table 7 shows the amounts of aid that Egypt received in
millions of LE.

Table 7: Foreign Grants (in millions of LE)

Year 1975 1976 1977 1978 1979 1980 1981 1982 1983
Grants 250.0 223.0 60.0 61.9 20.3 18.2 9.1 16.0 100.1

Source: International Monetary Fund, Government Finance
Statistics Yearbook Vol. VIII, 1984
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As can be seen froam the table, foreign aid is insignificant.
For 1975 and 1976 foreign aid accounted for 16 and 11 percent
respectively of total govermment revenues. But for the following
years foreign aid accounted for less than 1 per cent of total
revenues. It is believed that most of the foreign aid received
by Egypt is of a military nature and comes fram one major
source, the United States.

The lack of foreign aid was compensated by heavy borrowing
from local and international sources. The amount of debt has
reached a very high level lately. Total debt currently is about
31 billion dollars.

Internal Sources of Revenues

Major internal sources of revenues are classified according to
the source: tax or non-tax revenues, as detailed in the
following section.

Tax revenues Tax revenues constitute the most dominant
source of revenues in Egypt accounting on average for 90 per
cent of total goverrment revenues and 60 per cent of total
public sector revenues (Ahmed 1984: 16). Tax revenues grew at a
fast rate which averaged 28 per cent in nominal terms for the
period fram 1974 to 1983. Rate of growth varied between
different types of taxes as described below.

Indirect Taxes
Indirect taxes are the major source of local revenue, accounting
on the average for 63 per cent of total tax revenues. For the
period under study, indirect taxes increased at an average rate
of 22 per cent.

Table 8 shows the types and magnitude of indirect taxes.

It is evident from table 8 that custom duties are the major
source of indirect tax revenues. Custom duties increased at an
average rate of 18 per cent per year in the period from 1975 to
83, reflecting a slower growth rate in total indirect taxes.
Consumption taxes are the second most important source of
indirect tax revenues and have also increased at an average of
24 per cent over the same period.

Stamp tax is gaining importance and is increasing at a fast
rate which has averaged 26 per cent per year. Other indirect
taxes increased at an annual rate of 9 per cent for the same
period and surpassing stamp tax in importance. The strong
reliance of the goverment on consumption and custom duties is
obvious. The main problem with those types is their passive
nature and the difficulty associated with increasing the rate of
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taxation. However, one may argue that setting different exchange
rates for imports may serve as an additional duty on imports, as
long as exchange rates do not prove advantageons to imports.

Table 8: Indirect Tax Revenues (in millions of LE)

Year Consump Custom Stamps Others Total % Change
tion duties

1975  231.2 502.2 44,
1976  283.6 537.8 61,
1977  339.7 979.4  89.
1978 360.3 919.8 126.
1979 566.8 905.0 ° 154.
1980 699.7 1329.4 167.
1981 812.6 1573.2 239.
1982 1217.0 1651.0 254.
1983 1713.3 1719.0 222.

51.7 829.8

55.5 938.1 13.1%
71.4 1480.3 57.7
96 .5 1502.8 1.5
150.3 1776 .6 18.2
174.6 2371.6 33.4
230.5 2855.6 20.4
222.5 3344.9 1741
247.8 3902.7 16.7

AEWWOW oD oo

Source: Ministry of Finance of Egypt

Direct Taxes Direct taxes represent the second most
important source of revenues in Egypt. The average contribution
of direct taxes to total revenues exceeded 36 percent for the
period fram 1975 to 1983. Direct taxes are also increasingly
assuming an important role at the expense of indirect taxes.
Recent years have show a fast growth rate for direct taxes.

Table 9 shows types and magnitude of direct taxes. One can
notice the fast growth in revenues fram indirect taxes which
averaged 45 per cent annually for the period under study.

Personal income tax achieved a moderate growth rate of 12
per cent annually. The introduction of the new tax law which
offered generous tax exemptions in addition to the relatively
low income contributed to the moderate increase on personal
income tax.
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Business profits contributed significantly to the growth of
direct tax revenues by increasing at an annual average of 45 per
cent. Much of the growth in business profits is attributed to
Suez Canal dues which started to come in very rapidly since it
was re-opened in 1975. Table 10 shows the revenues from Suez
which are included under business profits.

Table 9: Direct Tax Revenues Egypt (in millions of LE)

Year Personal Business Other Total % Change
Income Profit Taxes Direct

1975 42.3 161.8 94 .4 300.4 ————
1976 y7.7 277 .6 90.3 415.6 38.3%
1977 54.9 387.2 109.2 551.3 32.6
1978 51.9 538.4 135.5 725.8 31.6
1979 55.1 655.7 159.3 870 .1 19.8
1980 73.2 1506.3 244 .4 1824.0 209.6
1981 85 .4 1577 .7 281.6 1944 .7 6.6
1982 110.0 1554.3 419.0 1983.3 7.1
1983 127.3 1893.6 502.2 2523 .1 21.1

Table 10: Dues from Suez Canal (in millions of LE)

Year 1975 1976 1977 1978 1979 1980 1981 1982
Revenues 33.2 121.7 167.4 201.1 412.1 464.3 621.8 657.8

Source; International Financial Statisfics Yearbook 1983

Revenues from the Canal contributed on the average more
than 40 per cent of the business profits item.

Another major factor the led to the rapid increase in
business profits is the surplus transferred fram the petraleum
sector, and to a lesser degree, growth in taxes collected fram
private industrial and commercial activities.

Other taxes listed in table 9 include taxes on property,
estate duties, taxes on immovable property and local goverment
tax revenues. The most important tax under this group is the
property tax to which most of growth is attibuted.
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Non-Tax Revenues
Non-tax revenues rank third in terms of importance after
indirect and direct taxes. Non-tax revenues contribute on the
average to about 8 per cent of total govermment revenues and
inereased at an average rate of 30 per cent annually for the
period from 1975 to 1983,

Non-tax revenues consist of fees, local goverment non-tax
revenues and other revenues.

Table 11 shows major sources of non-tax revenues. Fees are
groding steadily but at a slower rate when compared to other
non-tax items. Local goverrment revenues are also limited in
scope, but growing at a slow rate. Miscellaneous revenues are
the most significant because they incorporate many items.

Table 11: Non-tax Revenues, Egypt (in millions of LE)

Year Fees Local Miscellaneous Total % Change
Goverment

1975 32.4 16.2 62.8 1.4 ————

1976 38.2 17.5 63.1 118.8 6.6%
1977 46 .8 23.0 65.9 135.7 14.6
1978 53.8 28.2 65.2 147 .2 8.4
1979 81.3 32.5 153 .4 267 .2 81.5
1980 123.9 50.4 319.7 4oy .0 84.8
1981 127 .2 60.9 398.9 587.0 18.8
1982 248.3 71.3 472.4 792.0 34.9
1983 272 .4 87.9 581.3 941 .6 18.8
1984 297 .6 98.6 693 .4 1089.6 15.7

Source: Ministry of Finance of Egypt

The state budget for 1984 anticipated an increase in total
revenues by 14 per cent but a budget deficits of LE 2425 was
also anticipated (Central Bank of Egypt 1983: 12). Deficits are
largely financed by additional debt, thus increasing the debt
burden, which will remain as a challenge to govermment in the
future,.
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Goverment Revenues in Kuwait

Goverment revenues in Kuwait differ greatly in sources and
magnitude was compared to Jordan and Egypt. While Jordan and
Egypt suffer fram a lack of financial resources, large budget
deficit and mounting external debt, Kuwait, thanks to its oil
exports, is far fram encountering such problems. The increase in
0il revenues in Kuwait is more than the increase in public
expenditure. For the period fram 1971 to 1983, Kuwait never had
a deficit in the budget. Therefore, goverment budgeting is
primarily concerned with distribution rather than redistribution
of wealth (Khouja 1979: 112). Tools necessary for redistribution
of wealth are either non-existent or too weak to have any
significant influence.

The classical division of revenue, sources may not apply to
Kuwait because this country has one major source of revenue
namely oil exports. Revenues fram the o0il sector are so
signficant that it is unncecessary to impose taxes to increase
revenues.

Table 12 lists all sources of revenues for Kuwait. Personal
and corporate taxes are non-existent, figures listed under
corporate tax in column (2) are actually taxes imposed on
foreign o0il companies operating in Kuwait. Other industrial or
commercial activities are tax exempted. Corporate taxes were
significant in the first few years and then dropped to a very
low level after the nationalisation of foreign o0il companies.

Property and fees listed in column 3 include property
transfer fees, fines and administrative fees. Total revenues
fram this item have grown at a very low rate. Total revenues
from property taxes and fees have never exceeded 0.5 per cent of
total revenues. Excise taxes are imposed on domestic goods and
services. This item was relatively significant before the first
0il price increase, but was lowered after the 0il wealth started
to flow. The average contribution of this item is also less than
1 per cent of total revenues.

Kuwait does not impose heavy custom duties on imports but
duties that do apply to certain types of imports usually are not
more than 4 per cent of import value. Total contribution of
custom duties averaged 1.2. per cent of total revenues for the
period under study.

0il revenues listed in column 6 in the table, should be
taken together with investment incame because both items belong
to the oil sector. Both oil revenues and investment income
contributed 95 per cent of total revenues. In spite of
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Garaibeh - Income and Taxation in Jordan, Egypt, Kuwait

Table 12: Goverment Revenues, Kuwait (in million KD)
Year Corpor Prop Excise Custom 0il Invest Other Total % Change

(1) ate (2) erty and (4) duties revenues ment non- reve- (10)

fees (3) (5) (6) incame tax(8) nues
(7) (9)

1971/72 418 5 120 9 500 k2 5 1099 10%
1072/73 452 5 132 11 537 50 4 1191 8.0
1973/74 928 6 298 17 584 89 14 1936 62.5
1974/75 398 6 16 21 2534 152 12 3130 61.6
1975/76 430 7 45 32 2793 328 10 3645 16 .4
1976/77 109 8 33 38 2598 329 10 3135 (13.9)
1977/78 258 14 18 41 2575 384 23 3313 5.6
1978/79 80 18 19 4s 3036 522 16 3736 12.7
1979/80 133 25 16 53 5940 880 12 7059 88.9
1980/ 81 154 32 30 68 4434 1744 38 6500 (7.9)
1981/82 91 33 25 86 2764 1364 7 4361 11.4
1982/ 83 92 42 16 79 2967 1657 8 4861 11.4
Sources: Calculated fram Central Bank of Kuwait, [Economic Report 1982 and Goverment
Finanecial Statisties Yearbook 1984

goverment efforts to diversify sources of revenues, the oil
sector 1is still dominating the whale economy. O0il revenues
increased drastically after 1973 when oill prices started to
leap.

As shown in table 12 o0il revenues reached their maxmum in
1979/80 when oil prices reached 34 dollars/barrel and the demand
for oil was high.

Investment income is derived fram the huge financial assets
held by the Kuwaiti goverrment as a surplus from oil exports.
Kuwait invests the surplus in industrial countries and mostly in
the United States and the United Kingdom. Imnvestment incame
matches oil revenues simply because investment income is a
portion of oil revenues.

Other non-tax revenues listed in column 8 consist of work
permit fees, forfeits and other non-tax revenues.
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Total revenues fluctuated along with oil revenues, as the
latter contributed 95 per cent of total revenues. However, in
spite of the decline in oil revenues for same years, total
revenues increased at an average annual rate of 19.3 per cent,
thus exceeding the growth rate in public expenditure. The net
result of this was a surplus in the budget for most of the
period under study.

CONCLUSION

From the preceding analysis, we have noticed that types and
relative importance of local revenues depend vastly on other
financial resources available to govermment. A direct
implication is that taxes are imposed mainly for their revenues
in the first place; the redistribution or reallocation effect of
taxes ccames in second place in terms of importance and palicy.
It has been proven that countries which lack financial resources
have no choice but to depend on other local revenues, taxes
being the most effective tool, whereas countries with huge
non-tax financial resources, like Kuwait, do not impose any
significant taxes simply because tax revenues are not needed.

It has also been noted that the level of taxation matches
the surplus or the deficit in goverment budget. This point
again emphasises the primary purpose of taxation as a source of
revenue rather than an effective fiscal tool.

Table 13 shows budget surplus or deficit for Jordan, Egypt
and Kuwait. It 1is evident that Jordan and Egypt have had
constant budget deficits, while Kuwait enjoyed a significant
surplus every year. The surplus in Kuwait's budget made it
unnecessary to raise additional revenues through taxation or amy
other means, while Jordan and Egypt developed their own tax
structure to provide govermment with the much needed revenues.
However, those revenues accruing to the states froam internal and
external sources have failed to match the rapidly increasing
expenditure. In this case the govermments, of Jordan and Egypt
hade three choices to solve the problem of budget deficit:

1 Increase total revenues and in particular internal
revenues, because countries can do very little to increase
external revenues.

2 Decrease expenditure, which may lead to economic
slow-down and other social and economic problems.
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3 Increase borrowing to offset the deficit in the budget,
inevitably leading to more complicated problems.

Both Jordan and Egypt, whose total revenues covered 80 and
81 percent, respectively, of total expenditure in 1982, tried
the first and third options with a trong recent inclination to
cut down expenditures.

Table 14 shows the ratio of total tax revenues to gross
domestic product (GDP) for the three countries. This ratio is
also known as tax burden ratio which measures the significance
of tax revenues as a percentage of GDP.

Table 14 gives a clear indication of tax efforts in Jordan,
Egypt and Kuwait. Because of the heavy reliance on foreign aid,
Jordan's tax burden ratio is less than Egypt's. The ratio
fluctuated narrowly and kept a pace of changes in GDP. Egypt
seems to have a relatively high tax burden which averaged 29.5
per cent for the period from 1975 to 1983. Kuwait is considered
an extreme case in tax burden, due to the non-existence of many
taxes. But after the anticipated sharp decrease in o0il prices,
the Kuwaiti govermment should think about introducing taxes,
especially on inccme, corporate. In fact, Kuwait could easily
raise additional revenues of more than one billion dinars if the
tax burden were increased to 20 per cent based on 1983 figures.

Table 13: Budget Surplus of Deficit
(in millions of local currency)

Year Jordan Egypt Kuwait
1975 - 18.8 -1388.0 1887.0
1976 - 81.5 -1264.7 1513.8
1977 - 61.1 -1270.0 1134.2
1978 -110.8 -2139.0 1753.9
1979 -104.0 -2907.0 454y .6
1980 -110.5 -2567.0 3025.3
1981 -100.8 -4441 .0 566 .2
1982 -108.6 -4164.0 92.5

Source: Arab Monetary Fund, Statistical and
Economic Data 1975=-1982
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Table 14; Tax Burden (Tax revenues GDP) (GDP in millions of
local currency)

JORDAN HG YPT KUWAIT
Year GDP TAX TAX GDP TAX TAX GDP TAX TAX
REV. BURDEN REV. BURDEN REV. BURDEN
1974 3121 58.1 18.6 4197 1130.2 26.9% 3487 432 12.3%
1976 421.6 89.0 21.1 50.6 1353.7 26.7 3839 514 13.3
1977 514.2 117.7 22.8 6165 2931.6 32.1 hou9 187 4.6
1978 632.2 123.2 19.4 7534 2227.8 29.5 4264 324 7.5
1979 753.0 151.0 20.0 9021 2646.7 29.3 6743 149 2.2
1980 979.5 176.6 17.8 12101 4195.6 34.6 T451 209 2.8
1981 1182.5 232.9 17 .3 16552 4799.6 28.9 6764 261 3.8
1982  1343.2 263.1 19.5 19402 5428.2 27.9 5727 214 3.7
1983  1487.3 292.8 19.6 21324 6425.8 30.1 6218 196 3.1

Source: calculated from International Financial Statistices and tables 4, 5, 8,
9, and 12.

In the long run, Jordan will have to develop internal
revenues to decrease the reliance on foreign aid. Due to low
income and limited business opportunities, the development and
increase of local revenues will not be an easy task. Jordan can
still borrow fram local and international capital markets, but
this is acceptable as a short term solution. Developing
export-oriented activities may be a good solution in the long
run. As for Egypt, Suez Canal dues are likely to increase but
this increase will be absorbed by decreasing surpluses fram the
0il sector.

Kuwait is not likely to face amy financial problems in the
future, but imposing taxes may became a necessary action at
least for their redistributional effect, which will be necessary
in the future.
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Chapter 3

MIGRATION AS A FACTOR CONDITIONING STATE ECONOMIC CONTROL AND
FINANCIAL POLICY OPTIONS

Ibrahim S.E. Abdallah

Inter-Arab migration has become one of the most important
phenamena in the Arab region, especially after the increase of
0il prices during 1973 /74. The correction of oil prices after
1973 widened the already existing gap in per capita incame
between the scarsely populated Arab oil exporting countries in
the Gulf area and North Africa and other Arab countries.

The policies of accelerated growth and rapid modernisation
adopted by almost all of the o0il exporting countries,
necessitated increasing dependence on expatriate workers. Demand
increased rapidly for both Arabs and non Arabs. Demand included
all levels of skills and types of professions. The wage and
incame differentials between the o0il and non oil-Arab countries
was so great that 1t attracted larger and larger numbers of
workers and professionals, ready to try their chances through
migration. A large exodus of manpower and of temporary
immigrants took place from the non-oil to the oil exporting
states in the Gulf and North Africa.

Without going into detailed figure about the expatriate
labourers working in the area and the increase in their number
during the seventies and early eighties, it is enough here to
mention that more than 2.2 million Arab workers were working in
Gulf countries and Libya in 1980. Almost half of these came fram
Egypt. More than 80 per cent of total Arab expatriate workers in
the Gulf and North Africa are citizens of only three countries,
namely Egypt, Jordan and the Yemen Arab Republic. Migrants from
these countries constituted an important proportion of their
total manpower. In Egypt the segment of manpower working abroad
was about 8.5 per cent of total manpower in 1980. For YAR and
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Jordan, the segment reached 20 per cent and 28 per cent in the
same year.

THE ECONOMIC IMPACT OF MIGRATION

Such large migration from non-oil to o0il Arab countries,
resulted in major and deep changes in the structure of economies
and in economic relations in the 'sending' countries.

Remittances from migrant workers became one of the most
important, if not the most important, component of disposable
income in the labour exporting countries. Value of remittances
bypassed traditional exports in many countries and became the
main source of saving. They helped finance personal consumption,
investments and exports.

Data concerning recorded remittances show more than a
ten~-fald increase during the period 1973/80 in YAR. The increase
in Jordan and Egypt during the same period was by a factor of
about 14 and 30. Actual remittances were much higher. Recorded
remittances are estimated to be only 50 per cent of total
remittances that actually flow into the Arab labour exporting
countries. Researchers in Jordan estimated transfers through the
banking system and official exchange bureaus to be only 40-50
per cent of the total transfers fram migrant workers. The same
is true about Egypt and Sudan, where an important part of
migrant savings is exchanged through the black market to finance
what is termed 'own-exchange imports'. The banking system in YAR
serves only about 8 per cent of the population, leaving most of
the transfers in the hands of non official agents. The following
table gives an estimate of the growth of remittances of migrant
workers in the most important Arab countries from 1973 to 1980.

The fact that migration has resulted in large transfers of
remittances, has not prevented heated discussions among
economists concerning the net effect of. migration on economic
and social conditions in the countries of origin. Certain
economists, especially in the early stages of labour migration,
looked positively to the new phenamenon and considered the
availability of surplus labour in a group of Arab countries and
surplus funds in others, reciprocally advantageous to both
groups, as each group can gain fram exchange of its surplus
factor of production with the factor it lacks (al-Sherbini
1977). Later, while more and more economists doubted the
reciprocal advantages to both groups of countries, they still
considered that migration had both positive and negative effects
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Table 1: Evolution of Remittances of Migrant Workers, 1973 -
1980 (in millions of dollars)

1973 1974 1975 1976 1977 1978 1979 1980

First

Group

Jordan 45 75 172 388 408 438 510 630
Sudan 4.2 2.5 140 160 130 240 270 -
Syria 5 62 99 140 234 231 290 -
Egypt 85 189 366 755 896 1761 2282 2625
YPDR 33 1 58 119 188 257 314 342
YAR 135 —-— 270 676 987 96 1025 -
Total 353.2 —— 1105 2238 2852 3873 4691 -
Second

Group

Tunisia 98 118 161 364 311 538 589 -
Ngeria 371 390 423 456 388 436 453 -
Morocco 249 359 489 499 574 657 944 -

Total 718 864 1073 1319 1473 1631 1986 -

Source: Adopted from Ibrahim Saad el-Din and Mahmoud
Abdel-Fadil, The Movement of Arab Workers, Problems, Effects and
Policies, Table 2-1, p.78.

Note: The first group include countries exporting workers mainly
to Arab oil exporting. The second group includes North African
countries exporting mainly to Europe.

on the economies of the sending countries. While it is difficult
to measure in an exact way the net result and to determine its
nature, the fact that migration cannot be prevented or
eliminated makes the best policy on aimed at minimising the
negative effects while maximising the positive ones (Abdel Fadil
1979, 1980; el-Din and Abdel Fadil 1963; el-Din 1979; Anani and
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ABdel~Jaber 1981). Few economists and social scientists,
however, emphasised that migration of manpower and population in
the present social context can only lead to a complete waste of
resources and to the spread of negative attitudes and values
that will adverselly affect develomment in both the sending and
receiving countries (Fergani 1980).

Whether the net effects of migration to the sending
countries are negative or not, it is nevertheless, useful to
summarise the main effects of large scale migration on the
economies of the sending countries.

(a) It is an accepted fact by almost all economists that
large scale migration fram Arab countries with surplus labour
has helped lessen both disguised and open unemployment in the
countries of origin. It is also agreed that the phencmenon has
not disappeared completely. Migration does not necessarily draw
upon the excess available labour. Demand for migrant workers is
highly selective and biased toward higher skills. Figures
concerning migrant workers in the Arab world show that outward
flows of workers include all levels of skills and all types of
professions, but the proportion of professionals and skilled
workers to the total of migrant workers is much higher than the
proportion of other categories to total manpower. Most of the
sending countries, which originally suffered from shortages of
prof essional and skilled workers, have suffered more as a result
of migration. This is particularly true in the case of Sudan,
Jordan and YAR. But it is also the case of Egypt. Large scale
migration from Jordan has led to acute shortages in professional
and skilled workers which has adversely affected the
implementation of developmment programs, especially the creation
of new industrial projects enlargement of the port of Aqaba and
irrigation projects in the Jordan Valley, etc. (Anani and
Abdel-Faber 1981).

In the case of YAR, even though most of the migrant workers
are non-skilled, a great number and a higher percentage of
skilled and professional Yemenis leave their country to look for
better employment possibilities in the o0il countries, causing
considerable shortages of skilled workers (Fergani, ¢?). The
1976/80 develomment plan expected a shortage of manpower supply
of about 38 per cent of total demand, mainly in skilled workers
and technicians.

In Egypts the large increase in demand of construction
workers by the Arab oil countries led to a very high increase in
wages construction due to shortages in trained construction
workers caused by migration. This led to recruitment of
increasing numbers from the agricultural sector. Both migration
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of farm workers to both the Arab countries and the construction
sector led to a scarcity of labour in certain agricultural
areas. These negative effects were strengthened by the weak
occupational mobility in the local market (Choucri, Ekarns and
el-Din 1978). Shortages in professional and skilled workers in
other occupations led to the deterioration of many services.
University education suffered greatly from migration of
prof essors (el-Din 1980).

Besides the shortage of labour in the labour exporting
countries, and because of it, is a high worker turnover, an
increase of absenteeism and lack of discipline. Studies in
Jordan, YAR and Egypt indicate a deterioration in work
discipline in all three countries due to migration.

(b) Increasing remittances are supposed to help finance
development and cover deficit in the balance of payment of the
countries of migrating workers' origin. The fact is that such a
positive effect of remittances has been limited by the way large
scale migration of Arab workers to oil countries influences the
consumption patterns in sending countries. The high income oil
producing and exporting countries in the Gulf and North Africa
are affluent societies, enjoying a very high standard of living
and consuming mainly imported non-durable and durable goods.
Workers who move to these countries are affected by the
consumption patterns and the widespread consumerism in most
countries. This 'demonstration effect' has a g