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ABSTRACT
This study analyses the economic and so cia l p o lic ie s  in the Egyptian economy during the period 1952-1970 and th eir impact on the pattern of consumption, trade and development.The econometric method used is  that of multiple regression. This technique is  also combined with input-output techniques in order to obtain a macro-growth model. This model is  used to analyse the major changes in Egypt's in stitu tio n a l and structural framework that resulted from the economic and so cia l p o lic ie s  pursued during the import-substitution stage.Chapter 1 discusses the concepts of economic development and growth, so cia l change, economic policy goals and income d istrib u tio n .I t  also outlines an an alytical framework fo r  distinguishing the various stages o f growth and fo r  id en tifyin g the ch aracteristic  pattern of trade and development underlying each of these stages. This is  followed, in Chapters 2 and 3> "by an analysis of the changes brought about by the agrarian reforms, p articu larly  th e ir  impact on the d is t r i ­bution of agricu ltu ral income. Industrial and f is c a l  p o lic ie s , the role of the public sector in controlling and allo catin g  investment, and the sectoral pattern of employment and labour supply are discussed in Chapters 4 and 5* An evaluation of the changes in pattern of consumption and an econometric estimation of private consumption and government consumption expenditures is  attempted in Chapter 6 , while the sp ecificatio n  and estimation of the structural equations.of the macro-growth model of im port-substitution strategy are discussed in Chapter 7. The pattern of im port-substitution growth and the structural changes associated with i t  are analysed in Chapter 8. In Chapter 9 the model is  used to diagnose past growth and then to analyse alternative future policy designs. The fin a l chapter outlines the main conclusions of the study and puts forward certain policy recommendations.
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CHAPTER I
INTRODUCTION

The principal objectives of Egyptian public policy as announced by Nasser and h is colleagues were the following»"1. The eradication of imperialism and i t s  agents.2. The eradication o f feudalism.
3. The eradication o f monopoly and the domination o f the state by private capita-1.4. The establishment o f a strong national army.5. The establishment of so cial ju s tic e .6. The establishment o f sound democratic life ."'* 'The concern with economic development o f the leaders of the coup of 23 Ju ly  1952 was f ir s t  related to the chronic problems of ruralEfeypt and the redistribution of land ownership and land holdings. Measures taken in the early years o f the revolution suggest that they had, from the very beginning, other objectives. The f i r s t  relates to the d iv e rsifica tio n  of the economic structure, mainly through in d u stria l isa tio n . Ib is involved at one stage greater encouragment to private industry; government participation in new industrial ventures, and an increase in the rate o f public investment in  e le c tr ic ity , agricultu re, and certain services. An essen tia lly  free enterprise system was thus rapidly transformed into an economic system that involved a considerable degree of state intervention through planning and the operation o f a large public sector.The years I 956- I 96O saw a confirmation of the growth of government control over the economy. This took two forms» increasing

Aly Sabry, Arab S o c ia lism» Its  Pattern and Its  Progress, Cairo, September -  October, I 96I ,  pp. 3-r-3'5~iin Arabic).



controls over private production and expansion of the a c t iv it ie s  of already existing public enterprises. In the agricultu ral sector, tra d itio n a l government controls over cropping patterns and water usage were extended and strengthened in  areas affected by the land Reform through the appointment o f government o f f ic ia ls  with strong supervisory powers. A number of the leading fin an cia l in stitu tio n s were placed under sequestration in  the wake o f the Suez C risis o f 1956 and have remained in  government hands since that time. For a l l  other fin a n cia l in stitu tio n s a law was passed in  195? requiring that they be "Esyptianized" within fiv e  years.This meant that a l l  shares were to be owned by Egyptians, whilea l l  members o f the boards o f directors as well as those responsible fo r
2the bank's management were to  be Egyptians. The newly formed Ministry o f Industry was given extensive authority over pricing and output decisions o f private manufacturing firm s. Besides the government's resp o n sib ilities  in the in d u strial sector were given a substantial boost with the adoption in 1957 of a fiv e  year plan fo r  industrial development. This preceded the overall f iv e  year plan fo r  the whole economy, which came in to  e ffe c t  from 1 Ju ly  i 960. The in d u strial plan was based on the assumption that the rest o f the economy would grow stead ily  at 2 percent a year. Like Egypt's e arlier f iv e  year plan (19^6/47~1950/51)» i t  was b a sica lly  a l i s t  of projects to be undertaken;-^ yet i t  differed from the e a r lie r  plans in  a number of important respects.

National Bank of Egypt, Economi c B u lle tin , Vol. X, No. 3, 1957» p. 251.3 These were mainly public works projects, involving the construction of roads and bridges, of irr ig a tio n  and drainage f a c i l i t i e s  and of water and sewerage works. There were also expenditures on low-cost public housing and an e le c tr ic ity  generating statio n .Sees United Kingdom, Overseas Economic Survey, Egypt, November 1947» p. 3» and October 1951* p. 23.
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The size of the undertakings in the in d u stria l sector was very much larger than previously. While the cost o f the plan fo r  19^6/47-1950/51 was o rig in ally  envisaged to be £E$6 m illion and was substantially  underspent, net investments in the fiv e  year in d u stria lisatio n  plan were set at £E221 m illion . While the government was expected to provide some 60 percent o f the financing fo r th is  investment, the remainder was4to come from private savings and private entrepreneurs.There was also a p roliferation  o f controls and further extension of the role of public enterprises culminating in  the nationalisations of i 960 and I 96I  which brought a l l  major industrial establishments under government ownership.The period 1952-19^1 saw the emergence o f  a mixed system in which the private sector co-existed with expanding the public sector and in which the government continually extended intervention and control.The radical change o f the economic system took place in I 961- I 962. Successive waves o f nationalisation and punitive sequestrations absorbed most o f modem industry into the public sector as well as large depart­ment stores, fin a n cia l in stitu tio n s , building and transport firms of any s ig n ifica n t s i ze , and large hotels. P'oreign trade was placed en tire ly  in the hands o f new public organisations. In agricu ltu re , the government became the sole purchaser o f  major crops and the main supplier, through the co-operatives, o f essential inputs as fe r t i l iz e r s , pesticides and seeds. Private ownership was preserved in agricultu re, within the framework and ceilin gs o f land reforms laws, and in urban real estates. Small businesses in  a l l  sectors -  and, hence most o f r e ta il  trade -  remained in private hands.

P. O'Brien, The Revolution in Egyp t's  Economic  System, 1952-65, Oxford University Press, uondon, i 960.  Chapter 474



Objects of the StudyThe purpose of th is study i s  to analyse the basic changes in agrarian structure, nationalisation and the size  of the public sector, as well as the more general change in the approach to economic planning, that have taken place since the Revolution of 1952, This la s t  factor of social change is  the change from a free enterprise system to a semi-planned economy composed o f a public and a private sector? and th is  change is  in the policy of allocatin g  and directing the economic resources o f the country , Furthermore, this study analyses Egypt's import-substitution strategy during the period 1952-1970 to describe alternative strategies fo r achieving optimal long-run growth and external equilibrium. Here Tinbergen's theory of economic policy is  adapted and used.The main reason fo r  selecting 1952 as a startin g  point should be obvious; in that year the "ancien regime" was overthrown and a new chapter of Egyptian history inaugurated. On the other hand, the choice o f the terminal year is  equally s ig n ific a n t, fo r  Nasser, who led the revolution in 1952, died in  19?0. This study could, thus, be read as an appraisal o f  the socio-economic transformations brought about in the Egyptian economy under Nasser's regime.
MethodologyThroughout th is study, no uniform methodology has been used; rather we have used various methodologies and theories as building blocks in an attempt to construct an an alytical framework that is  em pirically operational and su itable fo r achieving the aim o f the study.The econometric method used is  that of multiple regression. This technique i s ,  also , combined with input-output techniques in order to obtain a macro-growth model fo r  analysing the major changes in Egypt's in stitu tio n a l and structu ral framework as a re su lt of the so cia l and



-  5 -
economic p o licies pursued during the import-substitution stage.Before proceeding to the scope o f the present study, th is  chapter w ill f i r s t  review the concepts of economic development and growth, so cial change, economic policy ends, and measures of income d istrib u tio n . I t  also summarises the dimensions o f the income distribu tion  issue, with a view to analysing the trends and patterns o f d iffe re n t types of d istribu tions and to trace the possible interactions among them, to explaining the factors responsible fo r  changes in  income d istrib u tio n , and to examine the relationship between economic growth and income d istrib u tio n . F in a lly , i t  develops an an alytical framework to distinguish various stages of growth, and to id e n tify  the characteristic  pattern, o f trade and development underlying each of these stages.
1 .1 . ECONOMIC DEVELOPMENT AND GROWTHWhat we mean or ought to mean by development is  a d i f f ic u lt  question to answer. Nancy Baster could not find an entry under ’’development" in the International Encyclopedia o f S o cia l Sciences. Yet she has observed th at the word "modernization" was defined as "the process o f social change in which development is  the economic components. 11̂  This shows the tendency (not only prevalent amongst economists) to subsume development under economic development. Economic development in turn has been equated with per-capita growth in income (and many other v ariab les), or at le a s t th is  has been used as the proxy fo r  development. This tends to neglect the d istrib u tio n al aspect o f income, suggesting, perhaps, that i t  might take care o f  i t s e l f  through economic growth.There is a d ifference, however, between using per capita income
5 N. Baster, "Development Indicators, An Introduction", inNancy Baster (e d .) , Measuring Development, Frank Cass and Son L td .,London, 1972, p. 1.



-  6 -
as a guideline fo r  c la ssify in g  countries into developed and under­developed at a point in time, and using the growth o f per capita income as an index of development over time. The d iff ic u lt y  o f using per capita income fo r  the la tte r  purpose is  the obvious one that i f ,  in  a particular period, per capita income did not grow because population growth matched the growth o f a country's to ta l income, one would be forced into the odd position of denying that a country had developed even though it s  national product had increased. This is  an inherent weakness of linking the concept o f development to a measure of l iv in g  standards.^This leads on to the d istin ctio n  between growth and development.Development without growth is  almost inconceivable, tut is  growth possiblewithout development? I f  per capita income is  rejected as an index ofdevelopment over time, an answer to th is question is  impossible withoutdefining terms more precisely . The meaning of "growth" is  fa ir lyunambiguous, that i s  a rise  in  real national income. But "development"

7means d ifferen t things to d iffe re n t groups o f social s c ie n tis ts . Most agree that development implies more than ju s t  a rise  in  real national income. I t  must be a sustained, secular r ise  in  real income accompanied by changes in so cia l attitudes and customs which have in the past impeded economic advance. But whatever d efin ition  o f  development is  given, growth is  possible without the broader so cia l changes referred to . On the other
 ̂ A. P. Thirlw all, Growth and Development: With Special Refe rence to Developing Economies, The Macmillan Press L td ., London, 197^, P* 22.

7‘ Machlup defines economic development as "those changes in the use of resources that re su lt in a potentially  continuing growth of national income per head in a society with increasing or stable population".See: F. Machlup, "Disputes, Paradoxes and Dilemmas Concerning Economic Development", in  Essays in Economic Semantics, New York,Norton, I 967.
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hand, development i s  hardly possible without growth, but development

Qis  possible without per capita income r is in g .However, in recent years development has been viewed as a multi-dimentional phenomenon involving d iffe re n t but overlapping indicators that are so cio -p o litica l as well as economic. The p ractica l significance of talking about income d istribu tion  emerges more fo rce fu lly  in such discussions. Reduction o f mass poverty, mobilization o f mass p articip ation , expansion of economic p o ten tia l, maintenance of so cia l and p o lit ic a l s t a b ilit y  fo r  development, are ju st a few of the aspects of the d istrib u tio n al issue .
“New View** of DevelopmentDudley Seers comments that social problems and p o lit ic a l upheavals have emerged in countries at a l l  stages of development, and casts doubt on the potential o f more economic growth to take care o f such problems.In fa c t , he states “ i t  looks as i f  economic growth may not merely f a i l  to solve so cia l and p o lit ic a l d i f f ic u lt ie s ;  certain types of growth canQactu ally  cause them“ .More recently the w ritings of Domer argue that development policy an alysis, esp ecially  in the agriculture sector, should be re-oriented to take care of employment and d istrib u tio n al im p lica tio n s .^Another fo rce fu l proponent o f  th is “new view o f development” has

The upswing of the trade cycle is  the most obvious example o f the p o ssib ility  of growth without development. Examples o f abortive “tak e-o ffs" are not hard to find where countries have growth rapidly fo r  a short time and then reverted to rela tive  stagnation. Argentina is  a case in point.o D. Seers, “The Meaning of Development", International Development Review, Vol. I I ,  1969, p. 2.Peter Domer, Land Reform and Economic Development, Middlesex, England, Penguin Books L td ., 1972, p. 15.



-  8 -
been Mahbub u l Haq.'*'"*" He fee ls  that” . . .  the problem of development must be redifined as a selective attack on 'the worst forms of poverty. Development goals must be expressed in terms of progressive reduction and eventual elim ination o f m alnutrition, disease, i l l i t e r a c y , squalor, unemployment and in e q u a lit ie s .”He further suggests th a t,"so cia l indicators must be developed and progress of plans must be measured in  terms o f sp e cific  and quantitative goals in these fie ld s  and not in terms of average per capita income."This s h ift  in  the focus of the students o f development is  alsoreflected in the in terest and approaches of the international developmentagencies. The United Nation's International Development Strategy forthe Second Development Decade, w ill try  ( i)  "to bring about a moreequitable d istribu tion  o f income and wealth fo r  promoting both socialju stice  and e ffic ie n cy  of production", and ( i i )  "to raise substantially

12the level of employment."Thus, the trad itio n al d e fin itio n s , concepts, measurements, goals and tools o f development are being revised and re-oriented in  order to accommodate more and more so c ia l, p o lit ic a l and more dimensions o f the economic problem.In short, economic growth is  a s ig n ifica n t but very p a rtia l criterion  of success. I t  is"sometimes purchased in the present at the cost of future growth; today's successes which jeopardize tomorrow's performance do not compare with success which lay the foundation fo r  sustained economic growth." ^
'LX M. Ul-Haq, "The C ris is  in Development S trateg ies", Charles K. Wilber (e d .) , The p o lit ic a l Economy ofJUnderdevelopment, Random House-, New York, 1973r PP. 369- 370.
12 U .N ., International Development Strategy, Department of Economics end Social A ffa irs , New York, U .N ., para. 18, 7» 66, 1973»
^  R. Mabro, The Egyptian Economy 1952-1972, Clarendon Press,Oxford, 197?, p. l53.
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Economic development implies an a b ility  to generate and sustain growth from w ithin. Further, i t  involves structural transformations -  the d iv e rsifica tio n  of economic a c t iv it ie s  and a greater integration, through strong linkages and in stitu tio n a l interm ediaries, of these a c t i v i t i e s .^
1 .2 . MEANING OF SOCIAL CHANGEHuman l i f e  is  dynamic and so cia l relationships and so cieties changein a l l  places and in a l l  times, as Inkeles says?"most of the so cieties which form part of the more recent history o f man seem to have an almost continuous, often pervasive, and sometimes highly accelerated process of change.Yet with change, as with continuity, the so cio lo gist assumes that the sequence of events is  inherently orderly.The process of change is  not random, even though i t  may at times seem chaotic, and is  often beyond the^conscious control of individuals and o f society as a whole."Social change, as defined by W. Moore, is  the s ig n ific a n t a lteratio n  of so cia l structure (that i s ,  of patterns of social action and in teractio n ), including consequences and manifestations o f such structures embodied in norms (rules of conduct), values, and cultural products and symbols.“̂This d efin itio n  implies the change in the so cial structure that w ill a ffe c t the rule of conduct of the society in i t s  values, cultural patterns, and philosophies.R. La Here distinguishes between two types of so cial change, quantitative and q u a lita tiv e . For him i t  is  the qu alitative changes that make the so cial system at one period in time d iffere n t from what i t  i s  at a subsequent period? hence, i t  is  the q u alitative  rather than the
^  IM sL. , p. 186.Alex Inkeles, What  is  Sociol ogy?, Englewood C l i f f s ,  N . J . ,  Prentice H a ll, I 96A , p. 27.Wilbert E. Moore, Order and Change, John Wiley, New York, 1967, p. 3 .
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quantitative changes that are o f  primary sign ifican ce .S o cia l change in  a society a ffe cts  changes in other areas o f theso ciety , as pointed out hy Etzioni and Etzionis"So cial change, i t  is  now held, may originate in any in stitu tio n a l area, bringing about changes in other areas, which in turn make fo r  further adaptations in the i n i t ia l  sphere of change. Technological, economic, p o lit ic a l , re lig io u s , id eo lo gica l, demographic, and s tr a tific a tio n a l facto rs are a l l  viewed as p o ten tially  independent variables which infjgence each other as well as the course of s o c ie ty ."Other areas that can be affected bjr so cia l change include the market structure and the marketing system. Hie experience in the U .S ., the U .K ., the European Economic Community, and the U .S .S .B . shows that within the process of so cial and economic development there has been a p a ra lle l development and adaptation in  the marketing systems of these countries. ^

17

1.3 . THE THEORY OF ECONOMIC POLICYA. Aims and Targets in the Theory of Economic Policy
20Economic policy is  about ends and means. The ends are called targets and the means are known as instruments. A "target" refers to

^  Richard T. La Piere, Social Change, McGraw-Hill, New York, 1965, p. 57* iftAmitai Etzioni and Eva E tzion i, Social Change, Basic Books I n c .,New York, 1964, p. 7.See 1 R, S . V a ile , E. T. Grether, and Cox, Marketing in the American Economy, The Roland Press Co. , New York, 1952;N. A.~ H. Stacey and A. Wilson, The Changing Pattern o f D istrib u ti on, Pergamon Press, London, 1965; Marketing Science in s titu te , Marketing Development in the European Economic Community , McGraw-Hill C o .,New York, 1964; Marshall J .  Goldman,"Soviet Marketin g; D istrib u tion is  a Controlled Economy, The Free Press of Glencoe, New York, I963T and Äbdalla Àbdel-Kadar Hanafy, "Im plications of So cial Change and Economic Development fo r a Consumer Market and Marketing System* A Case Study of the Arab Republic of Egypt", Ph.D. D issertation, University of I l l in o is , Urbana, I l l in o is , 1970.B. Hanse, The Economic Theory of F iscal Pol i c y , George Allen and Unwin L td ., London , 195&> PP* 1-8.20



-  11 -
any economic magnitude deemed desirable by the decision-maker. The means to achieve the target i s  called an "instrument". There is  d is tin c ­tion in the lite ra tu re  between aims and ta rge ts . Aims refer to the global objectives o f the policy-maker or society in question. They are usually cast in broad, loose terms. The targets are more s p e c if ic .The theory o f economic p o licy  distinguishes between fixed and 

21fle x ib le  targets. A policy with fixed targets is  one where the targetvariables take on fixed  numerical values (fo r example, to make investmentduring a given period £E500 m illio n ). I f ,  however, instead of fix in gnumerical values fo r  the target variables, a function o f the variablesis  to be optimised, the policy w ill be one with f le x ib le  targets. Anexample is  the maximisation of employment, or per capita consumption, orthe minimisation o f the balance o f  payments d e f ic i t . In practice, usuallya combination o f fixed  and f le x ib le  targets are assigned fo r economic
22p o licy . D istinction is  also made between four types o f variables» data, target variables, instruments and irrelevant variables. Target variables and instruments were defined above. The data are those variables con­sidered external to the economic context o f the problem a t hand. Irrelevant variables are those endogenous variables other than the targets; i . e .  of no d irect interest to the policy-maker.Generally speaking, the theory of economic policy is  a study of the23end-means relationship in the sphere o f  the "economic". J  The end-means

 ̂ J .  Tinbergen, On the Theory jo f Economic Po lic y , 6th Edition, North-Holland Publishing C o ., Amsterdam, 1975» Chapter 1.^  I b i d . , Chapter 2.^  More broadly, economic policy is  about the "what", the "how" and the "who", to quote Boulding. Seei K. Boulding, Principl es of Economic P o licy , Englewood C l i f f s ,  Prentice-Hall I n c .,  1950. By these terms Boulding means the targets, instruments and policy-maker, respectively . See Chapter 1 o f his book fo r  very lu cid  non-technical exposition.
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relationship by i t s e l f  i s  very general; i t s  study f a l l s  within the realm o f lo g ic . However* when we talk about the end-means relationship in the economic world, we discover that there is  more to i t  than pure lo g ic ; i t  requires substance that emanates from the p articu lar mechanisms and regu larities prevailing in -the economic phenomena. Thus one o f the foremost questions is  that of the consistency of economic policy. This consistency may have to do with the relationship among the targets or between the targets and the instruments. Inconsistency among the targets is  a situ ation  where the achievement of one target precludes the achieve­ment o f another. I t  may resu lt from a contradiction between some targets2 4and one or more equations in the system.There are, generally speaking, two rules of thumb fo r  economic policy;( i)  the number o f instruments must be at le a s t  as large as the number of targets, and ( ii)  a l l  the targets depend on a l l  the instruments combined.^ I t  is  also important to note that the value o f the instruments w ill depend on the data of the system.
B. Economic  Pol ic y  EndsThere is  substantial disagreement between economists concerning the government's functions. On the one hand, Downs states that p o lit ic a l groups do not seek to gain o ffic e  in order to carry out certain preconceived p o lic ies or to serve any p articu lar in terest groups; rather, they formulate p o licies and serve interest groups to gain o ff ic e . They formulate and carry out policies as th eir so c ia l function, i . e .  as a by-product o f th e ir  private motive which is  to atta in  income, power, and prestige of being
2Ll J .  Tinbergep op. c i t .25J  I b id ., Chapter k , pp. 27-28. The two statements in  the text should be q u alified . In the cases vihich Tinbergen ca lls  consecutive or partitionable, the values o f some of the instruments may depend only on the values o f some o f the targets. A sim ilar situation holds fo r  cases o f  corresponding consecutivity or corresponding p a rtitio n . See i b id .,  pp. 28- 30.
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in  o f f ic e . Downs rejects the idea of the so cia l welfare function and the notion that the proper function of a government is  the maximisation of such a welfare function.On the other hand, another group im p lic itly  or e x p lic it ly  assumesthat the proper function of a government i s  to maximise the so cial welfarefunction. J .  Tinbergen e x p lic it ly  states th is  approach. He defineseconomic policy as actions directed toward the maximisation of theordinary ophelimity functions. Government looks for "general in terest"denoted by ( ft). This general in terest is  a function o f d ifferen tvariables which may be called "target variables" indicated by Y or inkvector form by (Y  ). A certain numerical value of Y w ill be called  aK."target". These targets w ill be chosen so as to make n ( Y ) a maximum.Acts meant to atta in  th is  maximum may also be referred to as the optimum 

27p o licy .Economic welfare denoted by ( 0 ) can be evaluated in two basic norms» (a) maximum so cial product and (b) optimum income d istrib u tion , each of which is  a function of other targets. In other words, the welfare function can be written ass
Y — (Yj, Y£* •••» Y^)* W = D (Y )

i . e .  Y is  a vector o f targets, which i f  achieved, the welfare function (W) is  maximised. A set o f weights i s  assigned to the elements of the target vector ( Y ) .  These value weights d iffe r  from one society to another, as they also d iffe r  fo r d iffere n t policy makers.Many means are available fo r  the government to achieve the specified
Anthony Downs, "An Economic Theory of P o lit ic a l  Action in a Democracy",Journal of P o lit ic a l Economy, April 195?» pp. 235-150.J .  Tinbergen, On the Theory o f Economic P o licy , op. c l t . ,  pp. 1-2.27



goals. The e ffe cts  of these means d iffe r  quantitatively and q u a lita tiv e ly . The kind and level of the means chosen to  achieve a certain target depends on a number o f considerations: the most important are the cultural values o f the so ciety , the period estimated to reach such a target, the nature o f the target i t s e l f ,  co n flicts  and co-ordination between the means and goals o f the economic policy, and the f a c i l i t i e s  available fo r  the application of such means. Tinbergen denotes these available means by a vector (z) wherej

z - (Z1, Z2, Zn )

A number o f uncontrollable variab les, denoted by (U), wherei 
u -  (Ur  U2..............Un)

are beyond the policy-maker's command. In addition, the use of policy instruments w ill have side e ffe c ts  on other economic variab les, which are not considered since they are not s u ffic ie n tly  important to warrant concern. These variables are denoted by a vector (X), where:
X -  (xr  x2......... xn)

The basic technical problem is  to  determine accurately the system ofstructural relations which connects a l l  the variables and constitutes themodel. Given an accurate model, the problem of economic policy is  to usethe means in  a way to achieve the specified goals in sp ite  o f the
28disturbance terms.In a vigorous and well organised so cie ty , a l l  various policy objectives should converge toward the overall strategy o f improving and promoting social w elfare. However, improving social welfare -  that i s ,

Karl A. Fox, "The Study of Interactions between Agriculture and the Nonfarm Economy: Local, Regional and National", Jo urnal of Farm Economic s , The American Farm Economic Association, February, 1962,28

pp. I-30.
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maximising so cia l product and optimising the distribu tion  o f income -  is  too broad a strategy to serve d irectly  as a sp e cific  programme ob jective. In evaluating a certain policy i t  is  usual to break i t  down into various projects, each of which has a sp e cific  end, i . e .  a well defined ob jective. I t  is  with respect to th is  end that we must evaluate the appropriateness of the policy means. Moreover, the end o f every project should be com­patible with general economic w elfare. The degree o f success o f a certain programme is  largely  determined by the choice of i t s  sp e cific  measures.The end of a programme may be f in e , but i f  the measures applied are inappropriate, the whole pregramme may be a fa ilu r e . In formulating and evaluating a certain policy a l l  technical and in stitu tio n a l circumstanceswhich serving as constraints on the policy maker, must be taken into

pgconsideration.
C o n flicts  Between the Majo_r J M s  o f Public PolicyI t  has been argued that the relationship between maximising so cialproduct and optimising the distribu tion  o f income i s  a co n flictin g  ratherthan a complementary one. Such an argument may not be true, depending onthe conditions and means used to achieve both goals. On the contrary,the relationship between these two ends may be the other way around. Aredistribution o f income in the direction o f reducing poverty may tend toincrease output because of the increase in labour productivity usuallyassociated with increasing standards of liv in g  in  the lower income groupsthrough better n u tritio n , health , and better allocation  of resources."A poor man may not have enough to eat; being underfed, h is health may be weak; being physically weak, his working capacity is  low, vhich means that he is  poor, which indium  means that he w ill not have enough to eat; and so o n .'°
29 I b i d -Ragner Nurkse, Problems o f Capital Formation in Underdeveloped Countries, B asil Black we H i  Oxford, i 960", p. 4.
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A better income distrib u tion  might also  c a ll fo r greater national product by reducing uncertainty in future market demand fo r consumer goods as a, result of more widely distributed and better maintained consumer purchasing power.However, a better understanding of the relationship betweenmaximising so cia l output and optimising the distribu tion  of income canbe obtained by an illu s tr a t io n , fo r example land reform.Land reform has been c r itic is e d  on the grounds of reducing thenational income because of both fragmenting the more e f f ic ie n t , wellequipped, better organised units of production and i t s  unfavourable e ffe c ton the so ciety 's  savings which, in  turn, a ffects  investment badly and thenresu lts in serious effects  on the country's growth and development.Doreen Warriner has discussed the f ir s t  argument sta tin g  that"When we try to apply th is  argument about the scale of production to the underdeveloped countries, we sh a ll find that over a very wide range of conditions i t  has no v a lid ity  at a l l  . . .  The haciendas in  Mexico and many o f  the latifunda in Southem Ita ly  were not e ffic ie n t  large estates on any standard. They wasted both land and labour. r,JOn the other hand, i f  the d istrib u tive  phase of the land reform is  accompanied by preventing fragmentation by any appropriate type o f land tenure such as co-operative farming, the e ffe cts  of fragmentation not only could be avoided to a large extent but also a greater degree of e ffic ie n cy  may be attained.Concerning the second criticism , namely the unfavourable e ffe c t  of the land reform on the so ciety 's  savings, th is argument may not be true i f  certain measures are taken. Land reform may be used as a measure to increase the savings necessary to finance other economic development

D. Warriner, Land Reform and Economic Development, Cairo* NationalBank of Dgypt, F ift ie th  Anniversary Commemoration Lectures, 1955»pp. 10- 19.
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programmes such as in d u stria lisa tio n , ir r ig a tio n , e tc . Such measureshave applied with a large degree of success in  Japan , J  a t the end o fthe 19th century and i t  is  being applied recently in Chinaj" I t  is  reported that in 19.51» of the net p rofits ( i .e .  a fter subtracting costs of production) 8% was retained as public savings, L\Q% was distributed to members dividends on the land they invested, and 52% was d istrib jte d  as »¡ages. The savings were re-invested, 60% fo r  production and k0% fo r  welfare, education, medical service and recreation.From the above discussion, one can conclude that there is  no necessary c o n flic t  between major ends o f public action , and the relationship between these ends may be complementary rather than con­f l ic t in g . Thus we can conclude that maximisation of so cia l product and optimisation o f income distribu tion  are the ultimate goals o f economic p o licy . Starting from th is  ultimate go al, a series o f goals are developed at a lower level o f generality dealing with more sp e cific  issues in  the various sectors of the economy. These goals have to be broken down further into more sp e cific  programme ob jectives, directed at a great variety of situations and a ffe ctin g  various groups of people, regions and commodities.As fa r  as th is  study is  concerned, a better understanding o f the aims of Egyptian public policy can be obtained by referrin g to the economic policy ends announced by Nasser and h is colleagues. The new Egyptian regime strongly stress the optimisation o f income distrib u tion  as a public policy end. The policy also implies a strategy o f in d u stria l­isa tio n , and implies that the state should play the major role in  t h is .

A. W. Lewis, The Theory o f Economic Growth, Geofge'.Allen and Unwin L td ., London," 1960, pp. 22^f-230.D. A. Baranett, "C o llectiv isatio n  in China", Journal of Farm Economics, The American Farm Economic Association, May, 1953» P* 197*
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1 .4 . CONCEPTS AND MEASURES OF INCOME DISTRIBUTIONA. IntroductionIn the course o f this th esis  several conceptual and methodological problems have been raised as a resu lt o f the general lack of relevant s t a t is t ic s . Neither national nor international agencies have succeeded in  establishing sjstem atic s t a t is t ic a l  series on the main indicators o f income d istribu tion  by major so cia l c la ss . As Dudley Seers has pointed out: "Lack of data on poverty, unemployment and inequality r e fle c ts  the p r io ritie s  o f s t a t is t ic a l  o ffice s  rather than the d if f ic u lt ie s  of data co llectio n . The conceptual problems of these measures do not seem to be more formidable than those of the national income. We have ju s t  grown accustomed to ignoring them.” -''*This general bias in economic s ta t is t ic s  may be attributed to the fa c t  that many economists believe that economics is  concerned with the allo catio n  of resources between products rather than the d istribu tion  ofproducts between people. Nonetheless, in recent years there has been a growing recognition that i t  i s  not only the absolute level of national income that is  important in understanding the process o f growth and development but also i t s  d istribu tion  between d iffe re n t socio-economic groups. This late  recognition has created a growing need fo r  more information on the existing distribu tion  patterns o f national income, on the determinants of the distrib u tion  of income, and on the in terrelatio nbetween d istrib u tion al sh ifts  in income and changes in the pattern of85power and property in  the developing countries.

D. Seers, The Meaning of Development, op. c i t . , pp. 2-6.See fo r  instance: U .N ., Income Distributio n  in Latin Americ a ,New York, 19/1 ; U .N ., Economic Development and Income Distribution in Argentina, New York, Ì 969'; arid Ù .N ., Economic Survey o f Asia  and the Far East, Bangkok, 1972, Chapter 11.
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B. S t a t is t ic al Descr ip t ive Concepts and MeasuresIn general, we have two types o f  s t a t is t ic a l  measures»( i)  summary indicators or overall indices; ( i i )  disaggregated data or descriptive information. Each d iffe re n t s ta t is t ic a l  measure of income distribu tion  embodies i t s  own d efin itio n  and interpretation of inequality .At the end of the la s t  century, Vilfredo Pareto proposed a formula which purportedly explained the upper portion o f the income d istrib u tio n . The formula is

N = Ax'" (1 )
where N is  the number o f people with incomes greater than income x;A and « are constants to be estimated em pirically.The slope ( « ) represents a measure o f inequality . Equation ( l)  further implies that the number o f income recipients earning at le a s t  a given income decreases by a fixed  percentage of « i f  income increased by 
1%. According to Bronfenbrenner "Pareto believed that he had discovered an economic constant comparable in significance to the gravitation al constant in physics; hence the expression 'Pareto's L a w s "'.^  I t  is  now well known that Pareto's Law does not hold with any great precision fo r  the upper t a i l ,  and certainly not fo r  the entire d istrib u tion .Gini (1936) , in  an attempt to improve on Pareto's formula, proposed the formula.»

log N = P 4- 6 log Ax (2)
where P and 3 are constants; and K is  as defined in equation ( l) .Ax i s  the aggregate income above the le v e l (x).
^  M. Bronfenbrenner, Income Distribution Theory, Aldine Atherton,Chicago , 1971, p. ZjT.
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The Gini formula describes the income d istribu tion  down to a much lower income level than does the Pareto formula. The slope, 3, is  known as the Gini co e ffic ie n t and is  sim ilarly  an index o f in eq u ality . The f la t t e r  the slope of the Gini function, the more equal the distribution of income. M. J .  Bowman points out that, although the Gini formula gives a better description of the modal range of the income distribu tion  than that provided by the Pareto formula, i t  s t i l l  emphasises the behaviour o f the income d istribu tion  in the upper rather than the lower income le v e ls .-5Gibrat (1957) hypohtesised that at any given time a number of random shocks in f  hienee incomes, the shocks being proportional to the amount o f  income. Over time these random shocks (assumed to be independent) cause the d istribu tion  o f the logarithm o f incomes to approach the normal d istrib u tio n . Hence the hypothesis is  that the d istribu tion  of income is  log-normal and the process causing i t  to become so is  known as "the law of proportionate e ffe c t" . The log-normal d istribu tion  function, when plotted on double-log paper, produces a straigh t lin e . The variation of the slope o f th is  lin e  i s  the Gibrat index o f inequality . In general the log-normal d istribu tion  does not f i t  empirical data w ell, and thus the Gibrat index shares the fa ilin g  of °= and 3. ^The most widely known and used overall index o f income distribu tion

27y Mary Jean Bowman, A Graphical Analysis o f Personal IncomeBistributionJLn the United States , Reading in  the Theory of Income D istribution, George Allen and Unwin L td ., London 195^» pp. 81-82.
38 Ib id . , p. 83.29J  For more d e ta ils  on the Gibrat index, see M. Bronfenbrenner, op. c i t . , Chapter 3*



-  21
is  the Gini Concentration Ratio, based on the Lorenz Curve. In bothnationwide measurements and international comparisons the Gini Ratio isoften regarded as the basic index of in equ ality . This indicator relatesto the cumulative d istribu tion  of to ta l income and recipient u n its .Graphically, i f  the distribution we have is  p erfectly  equal the LorenzCurve w ill be a 45-degree lin e  through the origin  o f the diagram. Themore unequal the distrib u tion  the larger w ill be the area between theconstructed Lorenz Curve and the lin e  o f perfect equality. This area isknown as the "Concentration area". The ratio  o f this concentration areato the triangular area under the lin e  of equality is  the "Gini Concentra-tion Ratio". Its  lim its  are 0 and 1, inequality increasing as theconcentration ratio approaches 1 and decreasing as i t  approaches 0. Inother words, near perfect equality is  shown by a Gini Ratio approaching41one and vice versa.Oshiraa, has c r itic is e d  the Gini Ratio because i t  "tends to overstate

The Gini ratio  is  closely related to the mean d ifference. I f  we have n incomes x  ̂ (x^) where i  = 1 , 2 , . . . »  n (j  = 1 , 2 , . . . ,  n ), the meandifference (without repetition) is  defined byA = -  (n - 1) n ' ' E Ei  j xi x . 
3 F(x.)  F (X j) , i  f  jwhere F(*) is  the frequency o f that income. The Gini ratio  is  then defined to bei G = A/2x; where x = n” ^ xi. Since the meandifference divided by the mean is  the re la tiv e  mean d ifferen ce , G is  one-half the re la tiv e  mean difference. A commonly used formula fo r grouped data which s lig h tly  underestimates the true G, the extent of underestimation diminishing as the number o f groups increases isG -  1 -  |  (Pi+ i ~ Pi K q i  + qi + ] ) .  where P.̂  and are thepopulation and income shares respectively of a l l  members of the lowest i  groups. See: M. G. Kendall and A. Stu art, The Advanced Theory of S t a t is t ic s , Vol. I ,  London, 1969, Chapters 2 and 10; and also J ,  N. Morgan, "The Anatomy o f Income D istribution", Review of Economics and St a t is t ic s , V ol. 44, 1962, Appendix.See: M. Bronfenbrenner, op. c i t . ,  p. 43.
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the importance of both the low and. high incomes relative to the moderate

¿¡.pincome, v ia  the process o f cumulation” . S im ilarly , i t  tends to be insensitive to small percentage changes that might represent large
Lloincome s h ifts  in favour of the lower income classes. JAnother problem in using the Lorenz Curve method arises when twocurves in te rse ct. As Weisskoff has observed, " i t  follows that s ig n if i-¿ihcantly d iffe re n tly  d istribution s may yield  id e n tica l Gini Ratios".This suggests that any increase or decrease in  poverty of low income groups may not necessarily be reflected  in the Gini Ratio. He further states that"the boundaries o f perfect inequality and equality are so extreme that changes in the Gini Ratio over time would,, tend to understate any actual gains toward equality. " ^Some writers have attempted to suggest alternative measures to theGini Ratio. In a recent paper Oshima has proposed an Index of Decile46Inequality. Here, deciles are formed by dividing the array of households, arranged in ascending order of income, into ten equal groups. Defining d i as the absolute deviation from 10^ of the proportion o f to ta l fam ily income held by fam ilies (a household) in the i ^ 1 d e cile , and expressing

42 H. T. Oshima, "Income Inequality and Economic Growths The Post War Experience of Asian Countries", The Malay an Economic Review, October 1970.42J  Selma Goldsmith, "Appraisal of Basic Data. Available fo r  Constructing Income Size D istribution", in  "Conference on Research in Income and Wealth", Studies i n Income and Wealth , Vol. 13, New York, National Bureau o f Economic Research, 1951* P. 299*44 R. Weisskoff, "Income Distribution and Economic Growth in Puerto Rico, Argentina, and Mexico", Review of  Income and We a lth , December 1970, p. 307.45 Ibid .46 H, T. Oshima, op. c i t
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di in  percentage u n its , the mean absolute deviation can be obtained asldi/10. Ib is  expression would have the range 0-18, and hence the Indexof Decile Inequality w ill be 2di/l80, which w ill have the range 0-1.Oshima says that the Gini Ratio w ill tend to be larger than th is decileindex because the former places re la tiv e ly  high weights on income sharesat the upper and lower extremes o f the d istrib u tio n .Prom a s t a t is t ic a l  standpoint i t  has been argued that "the logs ofincome conform more clo sely  to a normal d istribu tion  than doss income in

ly?natural numbers". I t  has been further stated that the variance of logarithms o f incomes is  i t s e l f  a ra tio  and independent of the origin al monetary u n its , and therefore is  more suitable fo r  international comparisons of income d istrib u tio n . On th is la s is  the standard deviation o f logs o f income becomes another summary indicator of income d istrib u tio n ; a lower standard deviation indicating a narrow d iffe r e n tia l between income groups. The standard deviation o f logarithms attaches more weight to transfers at the lower end o f the d istrib u tio n . The interquartile measures which r e fle c t  the transfers a ffe ctin g  middle income classes ( i . e .  the middle 50% of income recipients) is  another summary indicator of income d istrib u tio n .A. Fishlow, analysing Brazilian Income Distribution data, has useda s t a t is t ic a l  index developed by T heil. According to Fishlow, th ismeasure has the advantage that i t  can be decomposed into income components48and by sectoral d iv isio n .
If? Irving Kravis, The Structure of Income, Philadelphia, The University o f Pennsylvania Press, 19&2, p. 180. Also, seesJ .  Aitchison and J .  A. C. Brown, The Lognormal D istribution,Cambridge University Press, 1957.48 Albert Fishlow, "Brazilian Size Distribution o f Income", American Economic Review, Paper and Proceedings, Vol. L X II, No. 2, Hay 1972, ppT 391-402. ’ The index he used is  one that was introduced by H. Theil, Economics and Information Theory, North Holland Publishing Co. ,  Amsterdam, ' ‘ 1907.
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The United Nations team that analysed Latin American IncomeDistribution made use o f more decomposed and detailed data presentationswhich enabled calculations of the proportion o f the population receivingZfoa given proportion o f the mean or median per capita income to be made.In the absence of detailed data measures the mean and median can be used to arrive at a proxy for the skewness in income d istrib u tio n . I f  a d istribu tion  is  p erfectly  symmetrical (or normal) i t s  median w ill coincide with the mean. Iherefore, when the ratio of median to mean is  equal to one, we can say that the distribu tion  is  normal. Income d istribu tion  of a country is  assumed to be "p ositively  skewed", where the mean income is  higher than the median income. Thus, a median to mean ra tio  less than one w ill i-esult,^0One method that is  increasingly used is  to assess the relative share51of d iffere n t income groups. Income groups are arranged as eitherpercentiles, deciles or q u in tile s , thereby enabling a comparison of therichest and the poorest segments. The choice of groups is  arbitrary andw ill depend upon the policy focus. Tumham has suggested that (alongwith the decile information), a s t a t is t ic  representing the ratio  ofthe share of income received by d iffere n t groups (for example, top5220% to the bottom 20%) can be computed. “

lio7 U.N. ,  Economic Commission fo r  Latin America, Economic Survey of Latir^ America, Part 3, Special Studies (income Distribution in Latin America), 19&9.Seej Folke Dovring, "Distribution of Farm Size and Income: Analysis by Exponential Functions", Land Economics, Vol. XLIX, No. 2, May 1973» pp. 133-174. Dovring points out that with the help of median to mean ratio  i t  is  possible to generate a curve portraying a d istrib u tio n ..He has, by using a transformed exponential function, showed that the degree of skewness and the degree of d istrib u tive  equity are in te r­dependent.
^  Seej H. B. Chenery, Redistribution with Growth, Oxford University Press, London, 1974, Chapter 1.
•̂ 2 d . Turnham, Income Distribution^ Measurement and Problems, Inter­national Development, Dobbs-Ferry, New York, 1972» P« 37•
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The foregoing summary on d iffe re n t indicators of income d istribu tion  is  intended to give a general idea about the available choice of indicators. I t  suggests that i t  may be desirable to re ly  on several indicators rather than ju st one. This w ill not only help to reduce ambiguity but might also suggest what the so c io -p o litic a l and economic im plications of the trends in income distribu tion  are. Also, in  LDCs the distribu tion  of income between sectors (e.g.  rural/urban) is  also very important.As fa r  as th is study is  concerned, i t  might be more satisfacto ry  to use several indicators in the absence of an agreed basis fo r selecting between indicators. In the fin a l analysis, however, data lim itations w ill often lim it  the choice, and the measure adopted w ill often be that which can be readily  computed from the information at hand.

1 .5 . THEORETICAL DIMENSIONS OF THE INCOME DISTRIBUTION ISSUEA. Different  Aspects of Income Distrib u tion  TheoryAt the outset, i t  must be stressed that there are many d iffere n taspects of the problem of income d istrib u tio n . Each aspect correspondsto a d iffe re n t division  of so ciety , such as so cia l groups, regions, races,factors of production etc.  Therefore, we cannot talk  about "a theory" ofincome distribution without specifying that d istrib u tion al aspect to which
53we are referring. ^Economists, both past and present, have been mainly concerned with

ch.the functional and personal aspects of d istrib u tio n , although occupational
53 por d e ta ils  see: M. Bronfenbrenner, Income Distribution Theory,op. c i t . ; J .  Pen, Income D is tr ibution, London, The Penguing Press, 1971; and J .  Marchai and B. Ducross (eds.~), Tie D istrib u tion of National Income, The Macmillan Press Ltd. ,  London, I 968.
5^ M. Bronfenbrenner, op. c i t . ,  pp. 26-27.
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regional, industrial and ra cia l aspects of the problem have not been ignored.Each of the above broad categories can be broken down into further subdivisions, but there seems to be no universal agreement about the "proper” breakdown of such categories.In addition to the theoretical litera tu re  dealing with the various types of d istrib u tio n , more recent e ffo rts  have been to relate  d istrib u tion al trends and patterns to the phenomena of development. Here, the concept of development refers not merely to the process of economic growth, but also to other dimensions including so cia l and p o lit ic a l structure and behaviour. Such an approach is  necessary to understand the probable causes, consequences, and interactions associated with distribu tional equity and development experiences of countries.The bulk of the refined theoretical work on income distribution comes from economists, but so ciologists and p o lit ic a l sc ie n tists  have also made valuable contributions to th is  su bject. While i t  is  beyond the scope of th is th esis to review and/or synthesize a l l  the theoretical work in  relation to the various categories o f income d istrib u tio n , we attempt here simply to focus attention on some of the highlights of theories of income d istrib u tion . This w ill help us to analyse the trends and patterns of d iffe re n t types of d istrib u tio n s, and also to trace the possible interactions among them.
B. Functional Dis t r ibution TheoriesIn spite of the recognition of d iffere n t types of d istrib u tio n s,economists have generally discussed the problem of d istribu tion  "almostexclusively „in terms of functional d istrib u tio n "'.'^  But even here, one is  confronted

I b id ., p. 120. But we find that statement is  not quite true of the Walrasian school of n eo-classical economics.55
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with theoretical controversy. Since income distribution can be viewed as an intermediate stage between production and consumption, i t  is  susceptible to appi'oach from eith er the supply side or the demand sid e.On the other hand, distribu tion  can also be approached from the micro or the macro le v e l.In the c la s s ic a l view the size  of production and national incomeare determined by the productive capacity. The la tte r  i s ,  in  turn,influenced by the available amounts of the factors of production, i . e .above a l l  capital and labour, and further by the production function, therelationship between the inputs, that is  to say the amounts of cap ita land labour, and the size of production. The c la s s ic a l w riters, includingMarx, were primarily concerned with the d istribu tion  among factors ofproduction (land, labour and cap ita l) and the distribution among persons56received re la tiv e ly  l i t t l e  attention.Neo-marginalists view the income distribution pattern from the production ( i .e .  supply) side and concentrate on the income to the suppliers of any productive input. The to ta l income in such a context, depends on the quantity of that fa cto r employed and it s  price per u n it, which in turn are explained in terms of the marginal productivity theory. In other words, the distribution theory has been, under th is  approach, telescoped into a micro theory of input prices where in most cases the determinants of quantity employed are not e x p lic it ly  stated (but taken as the quantity in existence). Hence, the value of a fa c to r 's  marginal product and the extent to which that facto r is  employed determines i t s  relative share.The Post-Keynesians are prim arily concerned with the demand (or expenditure allocation) side of the economy, and tend to consider income
^  A. B. Atkins or, The Economics o f Inec.uadity, Clarendon Press, Oxford, 1975» P* 2.
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distribution as more o f a macro phenomenon than a micro one. Theycomplain that the determination of prices and quantities in terms ofmarginal productivity theory is  based en tirely  on micro-economics.Furthermore, they c ite  the problem of "adding up" d iffe re n t marginalproducts (of the heterogeneous fa cto r inputs) in arriving at the re la tiv eshares. They also c ite  empirical evidence showing deviations of "cost"per unit of input from the "returns" fo r  the same facto r.The Post-Keynesians emphasize the importance of demand components57such as investment and consumption. In contrast to m arginalists theyconcentrate upon the relationship of output and th eir income-generatinge ffe c ts , rather than on looking at relationships between inputs such ascapital and labour. Consequently, and in evitab ly , they get involved inthe economic growth process in order to id e n tify  the d istribu tion58process.A fter emphasizing the crucial relationships of investment to growth, and while holding to the saving-investment id e n tity , the Post-Keynesians look at the composition of savings. They distinguish between worker's savings and c a p ita lis t 's  savings. The worker's source o f savings is  his wages, while the c a p ita lis ts  save from th e ir  p ro fits . Thus, one has to consider the propensities to save of these two d iffe re n t groups.This savings d iffe re n tia tio n  ( i .e .  the higher savings ra tio s  and cap ita l accumulation by the c a p ita lis t  segment of the economy) leads to income in eq u alities via demand e ffe c ts .One must conclude that neither of these two approaches should be
57 See s N. Kaldor, "Alternative Theories of Distribution" in hisEssays in Value and_Distribution, The Itree Press of Glencoe, ,New York, Chapter 10. cQ
J  See: I bid. ,  Kaldor based h is work on Harrod's growth equations and savings-investment id e n titie s , so that investment jo in t ly  explains growth and d istrib u tio n .
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preferred to the other by careful analysts. A comprehensive theory of income d istribu tion  requires that both supply and demand aspects be taken into account and both micro and macro lev els  be considered. Also, there are several other exogenous and endogenous factors that can be c la ss ifie d  as either in stitu tio n a l or s o c io -p o litic a l, interacting in the process of d istribu tion  of income that are not normally captured in

Kqthese abstract models.
C. Personal or Size Distribution TheoriesIn th is  context Adelman and Morris comment that the"Theories of income distribu tion  usually emphasize explanations of functional income shares and seldom make e x p lic it  im plications fo r  the distribu tion  of income among persons and households."After surveying the major theoretical approaches to income d istribu tion  they f e l t  th at,"The im p licit assumption of a l l  theories with respect to the size  distribution is  that individuals possess various quantities of primary factor’s (ca p ita l, labour, land, e tc .)  which determine th eir income shares and that these functional shares, '^gso f a c t o ' , determine the d istribu tion  or personal income."This implies that there has been very l i t t l e  e x p lic it  theorizing on the non-functional aspects of income d istrib u tio n . However, th is  is  not true. Some theoretical work has accepted to explain the personal (size) and sectoral d istrib u tio n s. Furthermore, recent empirical studies (relating primarily to the U .S .A . and other developed countries), and the emerging interest in income distribu tion  in  LDGs, have generated a growing number of hypotheses which might help to bridge the gaps in existing theories and lead to the formulation o f new theories.
59 j ,  Marchal and B. Du cross (ed. ) , The Distribution of National Income, op. c i t . , p. 1.
59 Irma Adelman and Cynthia T. Morris, Who_J3enefits _fro_m_̂ Economic Development? Paper submitted to the international Meeting of Directors of Development Research and Training In stitu te , Belgrade August, 1972, pp. 1-2.
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In relatin g the functional d istribu tion  to the personal d istribu tion  there is  a tenfmcy to assume, though i t  cannot always be the case, that the larger the in d ivid u al's income the smaller the proportion that is  derived from wages and sa la rie s . As a corollary to th is  i t  is  usually assumed that any measure that increases the labour share of the functional distribu tion  w ill increase the equality of the personal one. Although these are not put forward as theories, they can be taken as interesting propositions stemming from functional d istribu tion  theories. However, given that some fam ilies derive income from cap ita l as well as from th e ir  labour, and given that there are transfer processes involved in income streams differences in facto r shares do not necessarily imply differences between so cia l and economic group.

D. Factors Explaining Changes_in_Income Dist r ib utionFactors responsible for changes in the distribution of income are numerous. Writers on personal or size distribu tion  of income have in most cases attempted to project the pattern of income distribution and/or suggest causes of income d isp a ritie s .Early studies by Pareto seemed to show a remarkable degree of sim ila rity  in the inequality of personal distribu tion  of income for d iffere n t countries, and h is to r ic a l periods. Later, Davis recast Pareto's Law into a condition fo r so cial s ta b ilit y  in what he ca lls  a mathematical interpretation of h is to r y .^Notwithstanding Pareto's guidelines theorists raised the question as to why the earnings of individuals are so skewedly distributed when most o f the other basic human a ttrib u tes, p articu larly  a b il i t y , are normally distributed. Some answered th is by arguing that extreme
K. T. Davis, Analysis of Economic Time Ser ie s , Principa Press, Bloomington . , 19^1» Chapter 9■



-  31 -
incomes can only be a temporary or a seasonal phenomena and i f  ■ averaged over a number of years might approximate to a normal d istrib u - tio n . ~ Others suggested that although individual attribu tes taken separately are normally distribu ted , some combinations of attributes might be distributed in a skewed fashion thus giving r ise  to d isp a ritie s in income le v e ls .  ̂ Others have submitted a range of both theoretical and empirical propositions regarding the d isp a rities in earnings and

6/i.income d istrib u tio n . I t  is  interesting to outline the sa lie n t features of those viewpoints.In regard, to the process of income determination both m arginalistsand Keynesians assume that there is  complete facto r m obility and effe ctiv ecompetitive conditions in the economy. This is  no doubt a very hardassumption to make, esp ecially  in UDCs which are mostly referred to as"d u a listic  s o cie tie s" . By d efin itio n  "dualism" precludes the above6conditions. In other words, as one w riter on LDC income d istribu tion  has stated , "development involves non-competing groups. Thus a single
Robert Solow, "Some Long-Bin Aspects of the Distribution of VIage Income, Economet r tc a , Ju ly  1951» pp. 333~35̂ * ̂ C. H, Boissevian, "Distribution of A b ilit ie s  Depending upon the more Independent Factors", METRON 13, 1939, cited in J .  N. Morgan, Income and Wealth  in the United S ta te s , McGraw-Hill New York-» 1962, p. 19.""'6i\ One must recognize that earnings d iffe re n tia ls  are ju s t one component in income d isp a ritie s . While explanation o f functional income distribu tion  (either in terms o f supply or demand oriented approaches) might account fo r  earnings d iffe r e n tia ls , i t  w ill not always account fo r  personal, regional, ra cia l and such other distribu tion al d isp a ritie s . Not only do households receive income from more than one fa cto r , b it also th e ir  decisions, potentials and opportunities to participate in the production process would not be fu lly  explained by economic facto rs. However, a summation of the earnings of a l l  factors of production owned by each household forms the size d istribu tion  of factor income.For an account of Dual Economics, see: G. M. Meier, Leading Issues in Economic Developmen t , Oxford University Press, 19?0, p. 121.65
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production function cannot be used to derive income shares".Control over productive resources has been emphasized by- Stanley Lebergott as another major source of income in equality . He refers mainly to the a v a ila b ility  o f credit as playing a s ig n ifica n t part

¿ryin  fa c il ita t in g  higher receipts fo r  some income groups. ' In view of theGreen devolution's technological package, the importance of credit has68become more cru cial fo r farmers in  LDCs. I f  the lenders view small peasants as having a zero or negative expected return the access to credit fo r these groups would be low, and so w ill be th eir productive opportunities. Thus, the income d istribu tion  e ffe c ts  of the new technology can be unfavourable to small farmers.Another explanation of income d isp a ritie s is  that people might
6qd iffe r  in th e ir  attitudes towards risk  taking or uncertainty bearing. 7 Sim ilarly , the preference functions of d iffere n t individu als, i .e .  how they allocate th eir time between work and leisure or economic a c t iv it ie s  and so cio-cultural work, can also have d iffe r e n tia l impacts on d istrib u tio n .Ihe theory of human cap ital seems to have gained wide popularity

70in recent years as an explanation of income d istrib u tion al patterns.

66

^  M. M. MacDonald, "Income Distribution and Economic M obility in Taiwan", Ph.D. D issertation submitted to the Michigan U niversity,197^, p. 9-
^  S. Lebergott, "Ihe Shape of the Income Distribution'*, American Review» ^9» 1959» P- 328.z'O° °  See: Keith G r iff in , The Green Revolution: An Economic Analysis , Geneva, United Nations, 1972, Chapter 1.^  M. Friedman, "Choice, Chance and the Personal Distribution of Income", Journal of P o lit ic a l Economy, Vol. ¿ML, September 1953» P* 277 andm :
70' See: Gary S . Becker, Human Capita l  and the Personal D istribu tion of In come: _An Analytical Approach, Ann Arbor, In stitu te  o f Public Administration," University of Michigan, 1967; and G. C. Harcourt and N. F. Laing (ed s.), Capital and Growth, Penguin Books L td ., 1971,Part 1.
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This theory emphasises investment in  education, training andsk ill-a c q u is itio n  as v it a l  elements in the " a b ility ” o f labour. Thuseven though "pure" a b ility  may be normally distributed "acquired"a b ility  need not be so and w ill therefore influence the d istribu tion  of 71income. This implies that not only the amount invested but theprocess and sources of such investments are also important indetermining the ultim ate income d istrib u tio n .Tne in stitu tio n  of inheritance and the le g a l-cu ltu ra l provisionswith regard to property rights in a society cam explain the existenceand perpetuation of income d isp a rity . For example, esp ecially  in anagrarian economy, the ownership of land and land tenure patterns can have72a high degree of relation  to the pattern o f income d istrib u tio n .' Hence, i t  becomes important to understand the impact of wealth distribution on income distribu tion  and th e ir  two way re la tio n s h ip s .^Sim ilarly , income d istribu tion  cannot exlusively be regarded as taking place in a free market economy. Government expenditure p o lic ie s can introduce s ig n ific a n t elements into the d istrib u tive  and r e d is tr i­butive mechanism o f a country . The real incidence and burden of government expenditure and i t s  financing can have either v e rtica l or horizontal d istrib u tio n al e ffe c ts . In fa c t , the e ffe c t of social policyon redistribution can be assessed only when taking into consideration

r>L\.the whole mechanism of redistribution expenditure and taxation.
71 Harold Lydall, The Structure of Earnings, Clare rid on Press', Oxford,I 96S, discusses these aspects,72 See fo r  example : Peter Domer, Land Reform and Economic Development, on. c i t . , Chapter 3*73 See: Robert Lampman, Changes in Concentration of Wealth,Edward C. Budd (e d .) , on. c i t . , pp. 80-85 fo r a b rie f discussion to th is  issue.7^ For an interesting discussion to th is  e ffe c t , see: T. B. Lim, "Redistribution of Income in UD T errito ries", in Alan T. Peacock (ed .) , Income Redistribution and Social  P o licy , Alden Press, England, I 95&, pn. 268- 290.
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U sually, the more progressive the direct and indirect tax structure i s ,  the greater w ill be the redistributive e ffe c ts  of the government expenditure.On the other hand, social benefits may be s p e c ific a lly  geared mainly to help the low income groups, thereby reducing d isp a ritie s ; or they may benefit a l l  irrespective of income le v e ls , and hence have l i t t l e  impact on the i n i t ia l  pattern of income d istrib u tio n . E galitarian e ffe cts  of government social expenditure can sJso be o ffs e t by in f la ­tionary tendencies in the economy depending on the market basket of goods of the poor. Eiarthermore, the composition and the nature of government expenditure, as well as i t s  volume, can be important in  determining the d istrib u tion al impact.In an effo rt to learn more about the impact of government f is c a l  p o licies on the size distribu tion  of income, economists have conducted what are called tax and expenditure incidence studies. These empirical studies attempt to show ju st where the burden of taxes f a l l  and the benefits of government spending accrue under certain tax and benefit incidence assumptions. Due to conceptual and s t a t is t ic a l  d if f ic u lt ie s  most research has been concerned with only the tax sid e . Only a few researchers have considered both tax and expenditure incidence together and netted out the two e ffe cts  across income classes. Termed a f is c a l  or budget incidence study, th is is  obviously a more complete and satisfacto ry  way to analyse the redistrib utive impact of government p o lic ie s .To sum up, a government can use i t s  tax and expenditure p o lic ies to a lte r  the distribu tion  of income. The way to estimate the impact of such p o lic ie s  is  through f is c a l  incidence studies, which indicate whether and to what extent the government has done i t s  part in redistributing income and in which d irection .

Besides the social and welfare expenditure policies mentioned
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above, government intervention in economic a c tiv ity  can take several forms. For example, by designing income and wage p o lic ie s , fa c il it a t in g  labour protection and unionism, and moreover, by d irect oarticip ation  as a producer and employer, governments can exert a fa r  reaching" impacts on the pattern of income d istrib u tio n . Such government actions can a ffe c t  the d iffe re n t bases of income distribution mentioned above ( i .e .  fun ction al, personal, regional, secto ral, occupational and racial d istribu tions of income).The role of the public sector, however, must not be viewed simply from an economic viewpoint • The p o lit ic a l dynamics associated with mass p articip ation , pressure groups, power bases and vested in terests , a l l  influence governmental action.As fa r  as th is  study is  concerned, a better understanding of the factors responsible fo r  changes in the distribu tion  o f income can be obtained by referring to the structural and in stitu tio n a l changes which have been brought about by government so cial and economic p o licies during the period in question.
E. Re la t ionship between Economic Growth and Income Di s t r i butionThe twin goals of modem economics, namely rapid economic growth and the equitable d istribu tion  of income, can be examined in two ways.One is  to examine the effects of economic growth on the size distribu tion  of income. The other is  to study the e ffe cts  of alternative income distribution on economic growth through i t s  influences on aggregate savings and employment. This two-way interaction of development and income distribution can be explained in terms of economic, p o lit ic a l , and so ciological theories.At the outset i t  must be said that most of the theoretical guidelines about the relationships between economic growth and income distribu tion  have been based on time series or cross section studies undertaken by
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economists, and are the outcomes of scattered empirical research. On theother hand, so cio lo gical and p o lit ic a l theories encompassing notions ofdevelopment and d istrib u tio n al equity have not been adequately tested .However, i t  is  not th is  th e sis ' concern to synthesise d iffere n t theoriesor perspectives, but rather to highlight th e ir  major propositions.

7*5The empirical studies by Kuznets y are the early attempts to obtain some evidence on the changing pattern o f income distribution as the economy develops over time. He presented the follow ing major propositions?(i)  The overall income distribu tion  of a to ta l population is  a combination of income distributions of the rural and urban populations. Overall inequality w ill depend on the re la tiv e  s iz e s , average incomes and w ithin-sector income distribu tion  patterns o f these two sectors.( i i )  The agriculture sector tends to have a more equal income d istribu tion  around a lower mean than does the urban sector. Growth usually involvesa s h ift  from agriculture to industry and hence increasing urbanization.( i i i )  Eventually, due to the expansion of economic opportunities and other spread e ffe c ts , distribu tion  becomes more equal within the urban sector and therefore overall inequality can decrease with higher mean income.The foregoing propositions suggest a U-shaped relationship between income growth and equality . Hence, the d istrib u tion al equity o f at country at a given time and at d iffere n t points of time may be viewed as a function of i t s  le v e l of income and process of growth respectively.Morgan and Kravis have studied income distribu tion  in both LDCs and more highly developed economies and th eir resu lts tend to support Kuznets* th esis . However, most of th eir studies were based on cross * S.
76 S. Kusnets, "Economic Growth and Income Inequality", American Economic Review, XLV, No. 1, March 1955» PP- 1-28.T. Morgan, "Distribution of Income in Ceylon, , Puerto Rico, The U .S ., and the U .K ." , Economic J ournal, X L III, December 1953» PP* 821-835» andI .  Kravis, "International Differences in the Distribution of Income", Review of Economics and S t a t is t ic s , X LII, November i 960, pp. 408-416.



-  37 -
sectional analyses, while Kuznets* original propositions referred to the growth process of a given economy.Weisskoff has examined changes in income distribution in someLatin American Countries. His resu lts generally confirmed Kuznets'th esis . Ojha and Bhatt found the distribu tion  of income in India is  not77much d iffe re n t from those in the developed countries. Although they found evidence that did not support Kuznets' speculations concerning overall d istrib u tio n , they did find more equality in the rural sector than in  the urban sector as Kuznets* hypothesised. These studies of overall and sectoral distribu tion  patterns and th eir relation  to economic growth give us only vague theoretical guidelines.When talking about economic growth and structural change, i t  is  hardly possible to overlook the role of technology. In addition to the distribu tion al e ffe c ts  that technological d iffu sio n  can induce through the process of economic growth, technology i t s e l f  can have more d ire ct im plications on employment and in come d istrib u tio n . Technological changes associated with the rapid moves fo r  in d u stria lisatio n  and Green Revolutionary strategies have been cited as such instances.Thiesenhusen has noted the possible adverse e ffe c ts  of technological change on employment and income distribution in the absence of desirable in stitu tio n a l changes in such areas as land tenure, credit and marketing. One way in which technological change a ffe cts  income d istribu tion  is  through it s  impact on labour u t ilis a t io n . Hence, the rate as well as the bias of technological change become determinants of
77 P. D. Ojha and V. V. Bhatt, "Pattern o f Income D istribution in an Underdeveloped Economy: A Case Study of India", American Economic Review, 5^:5» September 196^, pp. 711-720.7ft Vi. C. Thiesenhusen, Technological Change and Income D istribution in L a tin America, Land Tenure Center, Paper No. 78, University of Wisconsin, Madison, 1971.



-  38 -

functional, secto ral, and size distribu tion  of income.Adelman and Morris have attempted to observe the empiricalrelationship between growth and equality and to investigate the sources79on inter-country variations. They found no conclusive evidence to support the U-shaped relation  of equality and growth.Their second work (which involved a m ultivariate analysis using 
31 indices of economic, p o lit ic a l , and so cia l factors) found four factors most cru cial in  shaping income d istrib u tion . These were(i)  the rate of improvements in human resources, esp ecially  education;( i i )  the abundance o f natural resources (a proxy fo r wealth concentra­tio n ); ( i i i )  the extent of d ire ct government a c tiv ity  (government investment and expenditure p o lic ie s ) ; and (iv) the degree of dualism (socio-economic and technological aspects of dualism). Of these fa cto rs , ( i)  and ( i i i )  contribute to the reduction of inequality , while ( i i)  and (iv) tend to imply greater in equality . Although th eir work is  an over-generalisation of the experiences of LDCs, these variables can be taken as important guidelines for theoretical and empirical research on the income d istribu tion  issue.While the growrth process can influence the income d istribu tion  pattern, the reverse can also be true. The theoretical and empirical guidelines in th is  context f a l l  into two categories: one suggests that disparity tends to fo ster growth, while the other argues that reduction of in equ alities is  desirable fo r growth.I t  has been a conventional argument that uneven income distribu tion  is  conducive to growth. This is  based on the assumption that the upper income groups have higher savings propensities than the poor, and th is
79 Adelman and Morris, Who Benefits from Economic Development? on. c l t .p. 46.
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saving e ffe c t  w ill lead, to higher investment and rapid growth. Hence, the im plication o f equalising distribution  o f income would be to reduce savings, which in turn causes lower investment and growth rates. This theory, therefore, presumes that the rich tend to save proportionately more on average than do the poor. I t  also implies that a l l  such savings would be channelled to productive investments. Moreover, i t  assumes that increases in investments assure higher economic growth.There is  no need to emphasise that a l l  these are highly debatable statements. In many LDCs the rich have high levels of luxury consumption and also high propensities to consume. Even i f  they do save more, i t  may be deposited abroad rather than invested dom estically. Thus, i f  the hypothesised lin ks among inequality-saving-investment-growth are weak or non-existent, the trade-off doctrine (between equality and growth) would not be universally v a lid . In other words, income inequality w ill not necessarily promote economic growth.The contrary-line of thought suggests that highly concentrated income might he a barrier to growth. I t  argues that a high degree of inequality in  purchasing power d isto rts the demand structure and reduces the market s ize . The proponents of such arguments advocate better income d istribu tion  to influence the composition o f demand and thereby widen investment opportunities. Income redistribution could s h ift  demand from sophisticated cap ita l intensive goods to more labour intensive goods and f a c il it a t e  more employment.Employment has been cited as an.important variable determining d istrib u tion al patterns. For instance, William Cline, concludes that "the most e ffic ie n t  and e ffe ctiv e  policy, fo r  income d istrib u tio n , is

80the expansion of employment opportunities". ' The argument about
William R. C lin e , The Poten tia l  E ffects of Income D istri bution on Economic Growth, in L atin Ame ric an Countries, Praeger, New York,1972, P. 23*K



widening the market speculates that d istribu tion  of purchasing power to a majority would enable the exploitation of economies of s ca le . Also, on the basis of human capital investment theories, a productivity argument can also be made in favour of redistrib ution; i . e .  the redistributive measures would improve the nutritional standards, education, s k il ls  and morals of the majority of labour force , hence contributing to improved productivity.From the above discussion one can see that the state  of economic theory with regard to the interrelations between equality and growth is  f u l l  of mixed views and speculations that have not been adequately tested.
1 .6 . PATTERN OF TRADE AND DEVELOPMENTThe purpose o f th is section is  to develop an an aly tica l framework to distinguish various stages of growth, and to id e n tify  the ch aracteristic pattern of trade and development underlying each of these stages.
A, Stages of Growth and Models of Tra.de and DevelopmentThere are fiv e  stages of development id en tified  by Arthur Lewis s"A f ir s t  stage where exports are the engine of growth; a second stage where import substitution sets the pace; stage three, where unbalanced growth may set o ff  structural in fla tio n ; stage four, where the propensity to import is  reduced by breaking bottlenecks; and stage f iv e , where despite a low import propensity a c e ilin g  is  set to the growth rate of armature economy by the potential rate of growth of exports."Here, an attempt is  made to id en tify  the formal models of trade and development im p lic it in each stage or group of stages. This w ill serve to make e x p lic it  an important dimension of growth during the various stages, namely, the changing role of foreign trade in the development process.

Vi. A. Lewis, Development Plannin g : The Essentials of  Economic P o licy, Harper and Row Publishers, New York, 1966, p. JQ .



The model of trade and development underlying Lewis' export stage
8?is  the "Vent fo r  surplus" model«, ' This can be derived from his statement that growth during this stage is  not due to "a mere diversion of output to exports, but rather an increase in output to meet an increased demand for e x p o rts " .^The major characteristics of the "Vent fo r surplus" model can be best brought out by comparing i t s  assumptions with the alternative comparative-costs doctrine in both i t s  c la s s ic a l and neoclassical versions.In making such a. comparison with comparative cost theory Myint states"the comparative-cost theoiy assumes that the resources o f a country are given and fu lly  employed before i t  enters into international trade. The function of trade is  then to reallocate i t s  given resources more e ffic ie n t ly  between domestic and export production in the lig h t  o f the new set of re la tiv e  prices now open to the country. With given technioues and f u l l  employment, export production can be increased only at the cost o f reducing the domestic production. In contrast, the 'vent fo r surplus' theory assumes that a previously isolated country about to enter into international trade possesses a surplus productive capacity of some sort or another. The function of trade here is  not so much to reallocate the given resources as to provide the new e ffe ctiv e  demand fo r  the output of the surplus resources which would have remained unused in the absence of trade.I t  follows that export production can be ig^reased without necessarily reducing domestic production." •With regard to the factor-proportions theory ( i .e .  Heckscher-Ohlin),Myint points out that?"According to the Ohlin theory, a country about to enter into international trade is  supposed already to possess a, highly developed and fle x ib le  economic system which can adjust i t s  methods of production arid facto r combinations to cope with a wide range of possible variations in rela tive

Seer Hla Myint, "The C lassica l Theory of International Trade and the Underdeveloped Countries" in Readings in International Economics, Richard D. Irwin I n c ., Homewood, I l l in o is  » 1968', pt>. 318- 338.
8^ W. A. Lewis, Development Planning, op, c i t . , p. 4-0.
8d H. Myint, "The C lassica l 'Theory of International Trade and the UDCs", op. c i t . ,  p. 327.
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facto r supplies . . .  But in fa c t  the economic framework of the UDCs is  a much cruder apparatus which can make only rough and ready adjustments. In p articu lar, with th e ir  meagre technical and cap ital resources, the underdeveloped countries operate under conditions nearer to those o f fixed  technical co e ffic ie n ts  than of variable technical co e ffic ie n ts . Nor can they make important adjustments through changes in the outputs of d iffere n t commodities requiring d iffere n t proportions of factors because of the in e la s tic  demand both fo r  th e ir  domestic production, mainly consisting of basic food stuff, and fo r  th e ir  exportable pc commoditj.es, mainly consisting of in d u strial raw m aterials ." ^The basic model im p lic it  in Lewis' second, third and fourth stageswould appear to be another variant o f  the "vent fo r  surplus" model with,in  th is  case, labour being the surplus facto r.Richard Caves points out that "placed in the setting o f aninternational economy, Arthur Lewis' model of development with unlimited

86labour bears a close resemblance to Myint's construction." As in the case o f Myint's model, Lewis' "depict(s) the e ffe c ts  of trade on growth as involving the exploitation of resources lacking, in that place and at
Qrpthat time, any alternative uses o f s ig n ifica n t economic v a lu e ."The relationship between stages two to four and the "unlimitedsupplies of labour" model stems d ire ctly  from the fa c t  that both describethe path of an economy with surplus labour towards neoclassical88conditions ( i .e .  where resources are fu lly  employed).However, while the "unlimited labour" model concentrates on the relation  between facto r supplies, income d istribu tion  and growth, the

85 Ib id .R. E. Caves, "Vent for Surplus Model o f Trade and Growth", in Trade , Growth and the Balance of Paymen ts, Essays in Honor of Gottfried Haberfer, Rand McNally and C o ., Chicago, 19^5» P* 96.o7
' Overpopulation in relatio n  to agricu ltu ral resources is  not a pre­requisite for the v a lid ity  of the model i f  labour supply, fed by rapid population growth, and risin g  labour participation r a t io , is  increa.sing at a fa s te r  rate than demand which is  the case with many developing nations.OO° V/. Arthur Lewis, "Economic Development and World Trade", inE, *A, G. Robinson (ed. ), -Problems i n Economic Development, Macmillan and. Co. Ltd.., London,. 1965» p. 45c3T~



“stages” model emphasises the pattern of sectoral growth and i t s  in terrelation  with foreign trade. In other words, both models examine the same growth process but from two d iffere n t angles. They thus complement each other.I t  is  also worth noting that the stages model d iffe rs  from the unlimited supplies of labour model in examining the consequences of deviations from the long term growth path. Ib is  is  indicated by the following sequence o f growth stages. I f  “unbalanced growth" prevailed in stage two i t  would lead to an inconsistency in  the patterns of growth of supply, demand, and foreign trade. Tnis would, in  turn, result in "structural in fla tio n " ( i .e .  stage three) which would s t a l l  growth.QqThe la tte r  represents a "challenge" '' to the economy and requires a response in  the form o f p o licies aimed at bringing the economy back to the equilibrium path (as defined by the "unlimited labour" model) i f  growth is  to be resumed. Carried out su ccessfu lly , such p o lic ie s would constitute stage four.When an economy reaches stage fiv e  i t  would have achieved the n eo-classical status:"Production for the home market w ill have grown in rela.tive importance, and investment for the home market w ill have become an autonomous source of economic growth. I t  is  s t i l l  necessary fo r the propensity to import, the rate of growth of exports and the rate o f growth of output to be consistent with each other, hut a mature economy adjusts foreign trade to growth.rather than depending on foreign trade fo r growth.To sum up, the basic growth mechanism underlying Lewis' stages of growth is  exports as a "vent for surplus". The primary factors of
8990J b i i .W. A. Lewis, Development Planning: Policy, 00. c i t . . p. 48. The Essentials of Economic



production to be vented are f i r s t  natural resources and then labour.In other words, throughout the growth process, and u n til the economy- reaches the neoclassical stage, exports act as the principal engine of growth. Import substitution can substitute fo r exports only fo r  a transitory period. When the economy reaches a level of f u l l  employment exports cease to be the engine o f growth but continue to function as a constraint on growth.
B. Structural  ModelsTo assess the pattern of import substitution and i t s  contribution to economic growth the present study develops two structural models: a cross-section “World pattern" m odel,^ and an interindustry model (whichQOwas used in  studying Japan's pattern of structural change).( i)  World Pattern MethodologyThe "world pattern" model is  based on a modified, and grossly sim plified version o f a Walrasian general equilibrium m o d e l . T h e  main modifications involve the introduction o f Intermediate demand and foreign trade in sectoral output equations. Income is  treated as exogenously determined. The f in a l sp ecificatio n  of the equations used in estimating the model's parameters is  as follow s!

log Vi = log ^  + 6i  log yP-0, + 0  ̂ log N (3)log M̂̂ = log oci  + Bi log YP ,° ‘ + oi  log N w

' See: H o llis  B. Chenery and Lance Taylor, "Development Patterns:Among Countries and Over-Time” , The Heview of Economic and S ta t is t i c s , L, No. b, November 1963, pp. 390-lfi67^  See: H. B. Chenery, S. Shishido, and T. Watana.be, “The Pattern of Japanese Growth, 191 ̂ -“ 19.5 "̂ > Econometrica, XXX, No. 1, January 1962, pp. 98- I 3O.^  See! H o llis  B. Chenery, "Patterns of Industrial Growth", The American Economic Review, L I, Ho. 4, September I 960, p. 62̂ f.
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where:V i, i'L are net output and imports respectively in sector i ;P Cy * '* is  average income per capita;N is  size of population.(A ll values are at constant price U .5 . dollars)The parameters °^ , 3^, represent the intercept, income, andgrowth parameters respectively. The co effic ien ts of the income and population variables are referred to a.s growth parameters since they represent factors on both the demand and supply sides. For example, changes in per capita income not only a ffe ct demand they are also accompanied by changes in factor proportions. On the other hand, size of population influences aggregate supply through economies of scale and labour supply, and aggregate demand through import substitution .Since, fo r  the great majority of countries, there were no adequate time series data available for estimating the model's parameters,o¿f,cross-section data were used in stead .' The resu lts of the attempts to estimate a world pattern were positive in the sense that a l l  co e ffic ie n ts  had the righ t sign, standard errors were low, and co e ffic ie n ts of determination high. Thus, from an econometric point of view, these results support the hypothesis o f the existence of a uniform cross-section world pattern.According to the exponents of the world pattern, the existence of a uniform inter-country pattern is  interrelated with overtime growth in the following manner:F ir s t , i t  is  argued that there exists certain factors which influence the intertemporal growth pattern o f most countries towards a uniform path. Broadly speaking, these uniformity factors are summed up as
o/i . . •' Later estimates used a pooled sample o f cross-section and tim e-series data. See: Chenery and Taylor, ib id .



follows t" ( i)  s im ila ritie s  in production relations -  common production functions, substitution of cap ita l for labour with r is in g  income e t c .,( i i )  s im ila ritie s  in domestic demand -  both in private consumption and public expenditures.( i i i )  s im ila ritie s  in  opportunities fo r trade and international cap ita l movements. " 7 ̂Secondly, the resu ltin g  uniform inter-temporal pattern of growthis  assumed to lead to a uniform cross country pattern as fo llo w s:"The inter-country pattern o f any year is  generated by the inter-temporal development pattern of a l l  countries in  prior years. I f  each country's pattern is  dominated by a set of universal factors common to a l l ,  the cross-section relations w ill reveal some o f the characteristics o f these underlying fa cto rs . I f ,  however, individual p e cu lia ritie s  o f each country and changes in the universal relationships predominate, the cross-section relations may be of l i t t l e  use in analysing country growth pattern.Nevertheless, there appears to be two sources of variatio n  amongcountry growth patterns? a systematic variation in such factors astechnology and tastes which are assumed to be constant; and sp e cificcountry conditions such as factor endowment, economic o rig in , governmentp o lic ie s , e tc . However, the correspondence between inter-country andinter-temporal patterns remains subject to debate.Attempts to estimate world pattern regression parameters based ontim e-series have teen quite rare compared to those using cross-sectiondata. Peret Temin's estimates, which were based on s u ffic ie n tly  long• 97tim e-series, included only a small number (9) of high-income countries. 7 The United Nation's estim ates, on the other hand, were based tim e-series data spacing less than ten years. Thus, although these studies (among
95 Ib id •» P- 391.
9 6y Ib id . ,  p. 352.P. Temin, "A Time-Series Test of Pattern of Industrial Growth", Economic Development ar.d Cultural Change, XV, No. 2, Part 1, January 19'67, pp. 174-185.



others) confirm the usefulness of a cross-sectionally  derived world pattern model to explain trend growth, the evidence they provide is  rather inconclusive. In addition, they have been contradicted by other evidence. ^( ii)  Sectoral Use Pattern and Measurement o f Import-SubstitutionMany recent studies have presented estimates of the contribution of import substitution to in d u strial growth. However, there is  s t i l l  no general agreement on the appropriate way to measure import substitu tion .*^  Most of the currently used measures of import substitution areadaptations of the procedure suggested by Chenery. Chenery's100interindustry model attempts to ascribe the growth in sectoral output(gross) among the follow ing four fa cto rs:1. intermediate demand (n); 2. f in a l demand (D);3. export demand (E); and 4. import substitution (^ -U -^ Sg .
qO See: Alfred Maizels, Indust r ia l  Growth and World Trade, Cambridge, Cambridge University Press, T963* pp. 31-547 see also : M. D. Steuer and 0. Voivodas, "Import Substitution and Chenery's Patterns of Industrial Growth -  A Further Study", Economia Internazionale,X V III, No. 1, February 1965, p. 47.09' 7 The measurement of import substitution has been discussed in Bruton, Henry J . ,  "The Import-Siibstitution Strategy of Economic Development: A Survey", Pakistan Development Review, Vol. 10,1970, pp. 123-146? Chenery, H o llis  B ., "pattern of Industrial Growth", op. jc it^ ; H. B. Chenery and S. Shishido, and T. Watanabe, "ThePattern of Japanese Growth", ojo._oi-fc. ; Desai, Padma, "AlternativeMeasures o f Import Substitution", Oxford Economic Papers, Vol. 21,No. 3 , November 1969? M. L. Eysenbach, "A Note on Growth and Structural Change in Pakistan's Manufacturing Industry: 1954-1964", Pakistan Development Review, Vol. 9» 1969, pp. 58- 65? Fane, George, "Import Substitution and Export Expansion", Pakistan Development Review, Spring 1071; Lewis, R. Stephen, J r . ,  and Ron-'Id Soligo,

"Growth and Structural Change in Pakistan's Manufacturing Industry: 1954-64", Pakistan Development _Review , Vol. 5* 1965? Samuel A. Morley, 
and Gordon W. Smith, "On the Measurement of Imroi't Substitution", 
American Economic Review, September 1970, pp. 723-735? and S. A. Morley 
and G, W. Smith, "Import Substitution and Foreign Investment in 
Brazil", Oxford Economic Papers, March 1971«H. Chenery, "Pattern of Industrial Growth" on. c l t . , pp. 639-644; and. H. Chenery, Shishido, and Watanabe, “The Pattern of Japanese Growth", op. c i t . ,  p p . 104-108.



Starting with the basic identity Q + M  = R + D + E (5)where :Q -  domestic production,M = imports,R = intermediate demand,D = f in a l domestic demand, and E = exports;We can derive a sim ilar iden tity  fo r  incremental values, namelys /AQ + AM S AR + AD + AE (5)I f  S = Q + M = to ta l supply then AS = AR + AD + AEI f  in the te.se year, and i f  remains fix e d , the changein domestic output AQ is  given by U^.AS or U^(aR + + AE). I f ,however, alters to \Jp , where Up = ^ en chan£e in outputis  given by:AQ -  U-^AR + AD) + UX(AE) + (Up -  U^Sg (6)As indicated by the above equation, in measuring the extent to which d iffe re n t types of demand account fo r  sectoral growth the share of domestic production to to ta l supply is  assumed to be constant at i t s  i n it ia l  value. On the other hand, import substitution is  measured as the change in to ta l supply resu ltin g from a decline in the import co e ffic ie n t of any sector.Lewis and Soligo used the above equation (6) in th e ir  study of structural change in Pakistan.’* ^  They used the f ir s t  two terms on the right hand side to measure the contribution of demand expansion to the growth of output and the la s t  term to measure the contribution of import substitution. Their study attempted to compute the sources of growth of S.
S . R. Lewis and R. Soligo, "Growth and Structural Change in Pakistan's Manufacturing Industry: 195^-196^", 9P - i_ c it ., p. 105.
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output in 26 manufacturing industries in  Pakistan fo r  the sub-periods 1954/55 to 1959/60 and 1959/60 to I 963/64, as well as for the whole period 1954/55 to 1963/64. They were esp ecially  interested in to ta l import substitution for three main groups of industries -  those producing consumption goods, intermediate goods, and investment goods. Their measure of import substitution fo r  a group of industries is  the sum of import substitution within each of the industries in  the group -  that is  
l (U. . -  Uv. )S7. ,  where subscripts i  and j  refer to industry i  in  group j .
X XJ 1J XJ 102Desai suggests an alternative measure of im port-substitution in group j  by f i r s t  aggregating imports and domestic production across industries in group j  and then applying the Chenery/.Lewis and Soligo measure. Here the measure o f import-substitution fo r the group is  as follows i

Desai notes that the d iffe re n t measures give d iffe re n t resu lts .For example rankings might be reversed. For the Indian economy in  the109period I 95I - I 963, D esaies results J  appear to indicate that there was positive import substitution in  each of the three groups producing consumption, intermediate, and investment goods. Ib is  was true whichever
10? P. Desai, "Alternative Measures of Import Substitution", op. c i t . , p. 320.Ib id ,., p. 322 (Table 1, Columns 4 and 5)*
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measure was used. According to the Desai's measure (equation 7)* however, there was negative import substitution in a l l  industries taken together.Desai also considers two variants o f another method of measuring import substitution. According to one variant import substitution in group j  is  measured by:(M2/S2 -  M j/S^ (9)The second variant gives the following measures:

M2/S2 -  M1/S1
(10)

V S 1where, and are the imports and to ta l supplies during period 1 ; and it, and are the imports and to ta l supplies during period 2.A negative value fo r each of these measures indicates positive im port-substitution.I t  is  worth noting that in a l l  the studies mentioned above, the expansion of domestic intermediate demand fo r  the output of an industry is  treated as & source of growth of the gross output o f that industry. However, Korley and Smith adopted a d iffe re n t procedure: they assume that the economy can be described by a Leontieff open model. Let A denote a matrix whose typ ical element is  a . . ,  the input of i  per unit of"**\Jgross output of j .  Let r i j  be the typical element of the Leontieff inverse matrix (l-A )“ 1 . Any given vector of f in a l  demands (F , Fg . . . »  Fn) requires a to ta l gross output (domestic and foreign) from industry i  defined by: z\ = j  r i J  Fj -  With domestic gross output
104 S . A. Morley aid G. W. Smith, "On the Measurement o f Import Substitution", on. c i t . ,  no. 729-32* and "Import Substitution and Foreign Investment in  B ra zil" , op. c i t .
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is  given by X the foreign gross output of industry i ,  which is  im p lic itlydevoted to supplying the' needs of the domestic economy, is  given by:M* = Z* -  X. = ? r i j  M.. Morley and Smith define U* by:
1 - i i J J 1U? = X ./Z*; then dxi = U* dZ* dU* (11)

1 V  1 1 1 1  v /Morley and Smith use the second term in th is  id en tity  (equation 11)to measure import substitution in industry i .Fane^^ suggests that import substitution for industry i  bemeasured in two parts: import substitution within the industry, denotedby S i ,  and the extra contribution to import substitution in a l l  otherindustries, S. , as a resu lt o f growth in  industry i .  The to ta l contri~Thution of industry i  to import substitution, S^, is  defined using:TS.l = S. + S?l  l (12)Using formula appropriate for small changes, Fane defined dSi anddS* by:dSi = Z. dU.i  l (13)and dS*l -  (Ui  -  u) dZi (i*0where :X = EX1? Z = EZi?  and U = X/ZThe rationale fo r  the d efin itio n  of dS  ̂ is  that growth in an industry with a higher than average ratio  of domestic production to to ta l supply leads to an increase in  th is ratio  fo r the whole group.The contribution of import substitution to the growth o f a l l  industries is  denoted by S where dS = Z dU. The advantage of the above d efin itio n
G. Fane, "Consistent Measures of Impo’d: Substitution", Oxford Economic Papers, Vol. 25» No. 2, Mcrch 1973» PP* 255-257.
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is  that dS = ? dS?.1 xPane also pointed out that one may wish to consider two or more levels of aggregation o f industries. Therefore, the approach set out in the above equations was extended to yield consistent measures of import substitution in th is more complex situ a tio n .However, the framework fo r  measuring import substitution proposed by Fane allows one to obtain consistent measures fo r groups and sub-groups of industries in situations involving several time periods. Also, these measures are much more useful for analysing and describing structural chang;es than the trad itio n al measures which can be inconsistent (paradoxical) ard thus very d i f f ic u lt  to in terp ret.Hughes and Thirlw all10  ̂ have pointed out in a study on trends and cycles in import penetration in the U .K ., that there are three main measures o f import penetration at the industry le v e l, namely:

Pl i m._ ior
P2i m.l

0. + m.i  i - X.

p3i  "  " i/ Hiwhere:jtu = the value of imports in industry i ;0̂  = the value o f f in a l  output in industry i ;= the value o f exports in industry i ; n  ̂ = the number of units o f the goal imported; lb = the number of u nits of domestic sa le s .

(15)
(16)

(17)

J .  J .  Hughes and A. P. Thirlw all, "Trends and Cycles in  Imp.ort Penetration in the I J .K ." , Oxford Bu lle tin  ofjfconomics and S t a t is t ic s , Vol. 39» No. ¿1, November 1977» pt>. 301-317.
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According to the f i r s t  measure (equation 15)» import penetrationw ill always increase so long as imports increase relative  to domesticoutput. In the second measure ( i .e .  Pp^), penetration dependsnot only on imports and domestic output but also on exports. The thirdmeasure (equation 17) compares the number of units of the good importedwith the number of units of domestic sa le s . Since th is la s t  measure isnot defined in value terms i t  is  only suitable fo r  a single productmarket, but at best i t  is  only a crude measure since i t  attaches equalweight to each u nit and w ill therefore "exaggerate” import penetration i fexport units are more valuable than import u n its .Hughes and Thirlw all suggest that a better measure of domesticperformance, and of the growing dependence on imports, is  obtained frommovements in  the P̂  measure of import penetration. The reason fo r  th eirown particular choice is  as follows:"Starting from a position of trade balance in which imports = exports (so that i n it ia l ly  = P? ), an increase in exports with no change in domestic output or imports w ill cause P0 to rise  while P, remains unchanged. Conversely a decrease in exports would cause P? to f a l l  with P unchanged.Hence an improvement in export performance achieved by redirecting domestic output into exports w ill r e fle c t  i t s e l f  in  an increase in import penetration i f  the measure Pp is  adopted but not i f  is  used. Indeed, depending on the in it ia l  balance between exports and imeorts, i t  is  possible fo r the Pp measure of import penetration to rise despite a slow growth of imports re la tiv e  to the growth of output or exports. For example, i f  X. > m. i n i t ia l l y ,  a fa ste r  rise in exports than imports w ill raise the Pp measure of import penetration while P̂  f a l l s .  In such circumstances i t  is  hardly sensible to point to the growth of imports as a source o f domestic weakness, as Pp would suggest, when every encouragement is  being made to foster industrial exports."In th is  study, the Hughes-Thirlwall measure ( i .e .  P^) is  used to estimate the trend in import-substitution in manufacturing industry over the 1960s. Also, Chenery's interindustry model is  used to provide an anatomy of the structure and pattern of growth of demand and import-substitution fo r  the manufacturing sectors.
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SCOPE OF THF STUDYThe remainder of th is study is  divided into the follow ing chapters:Chapter 2 examines the basic changes in the agrarian structure, p o lic ie s  included in the agrarian reform package and the in stitu tio n s thereby created.Chapter 3 examines the impact of the agrarian reforms on the d istribu tion  of agricultu ral income. I t  analyses the socio-economic structure of income d istribu tion  in rural Egypt with the aim of evaluating the redistributional impact of the new social and development p olicies pursued a fte r  the 1952 revolution. Changes in the distrib u tion  of agricultu ral income by factor shares is  also analysed in  order to discern to what extent the movement in money wages has been associated with an increase (or a decrease) in real wages during the period under study.Chapter 4 analyses the basic changes in the industrial sector; the role o f industrial p o licies in implementing development plans. Two policy frameworks, each pertain to one economic system and hence to a fa ir ly  well defined period of Egypt's h isto ry , are distinguished. In the f i r s t  system (1930 to the la te  1950s) t a r i f f  and import controls were the main policy instruments. The second framework involved d irect investment by the state in industry, the nationalisation of foreign trade operations, extensive administration o f prices, public ownership o f modern industry, and labour and employment p o lic ie s .Chapter 5 analyses the basic changes in the f is c a l  p o lic ies in Egypt, i .e .  changes in the structure and size of the budget, changes in the structure of government expenditure and the revenue structure used to finance the expenditures. I t  also analyses the changing role of the public sector in controlling and allocatin g investment. F in a lly , i t  examines the changes in the sectoral pattern of employment and labour supply during the period under study.
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Chapter 6 attempts to evaluate the changes in pattern of consumption and standards of liv in g  in EJgypt that may be associated with the changed d istribu tion  of income. Thus, th is chapter f i r s t  examines the general pattern of private consumption. Two family budget surveys are used to examine whether or not there is  a s h ift  in the patterns of consumption that may be associated with the changed d istrib u tion  of income. Secondly, we compute some conventional summary measures of inequality in order to te st whether the s h if t ,  mentioned above, is  associated with a f a l l  (or increase) in the overall degree of inequality of the d istribu tion  o f to ta l consumption expenditure among the house­holds. Thirdly, we investigate the consumption function. Two disaggregations of aggregate consumption are used. Hie f i r s t  divides to ta l consumption by type of consumer and by commodity into:(a) household food consumption; (b) household non-food consumption;(c) government consumption. The second divides to ta l non-food consump­tion (of both household and government) in to : (a) consumption of in d u strial goods; and (b) consumption of services. That is  food consumption is  common to both c la s s ific a t io n s .Furthermore, while multiple regression is  used in estimating the parameters of the household and government consumption functions, an input-output approach is  used to estimate consumption of industrial goods and services. The hypothesis is  that th is la t te r  residual approach gives a better description of the pattern of consumption behaviour in the case of in d u strial goods and services, and therefore provides us with a better forecasting tool in the medium run.Chapter 7 discusses the sp ecifica tio n  and estimation of the structural equations of a macro-growth model of im port-substitution strategy. The aim of this is  to depict the basic structure and structural transforma­tion  which took place in  Egypt’ s economy during the period in  question.
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Chapter 8 attempts to evaluate the changes in the pattern of trade and development that may be associated with the major changes in  economic and social p o lic ie s . Imports and exports during the period under study are analysed, special attention being paid to exports of manufactured products. The purpose o f th is is  to relate  the behaviour o f manufactured exports to the growth, d iv e rs ific a tio n , and s ta b ility  of to ta l exports, and hence to place th is behaviour in perspective. Economic factors and p o licies which have influenced the performance of both industrial and non-industrial exports (imports) are also discussed. This chapter also is  concerned with a s t a t is t ic a l  assessment of some aspects of the pattern of im port-substitution growth and the resulting structural change. Thus in  this chapter we f i r s t  discuss the pattern of growth of both the production and trade of primary commodities ( i .e .  agricultu ral and mineral products); secondly, we investigate the pattern o f sectoral growth of manufacturing in p articular; th ird ly , an anatomy of the structure and pattern of growth of demand and im port-substitution (as an alternative source of supply) fo r the manufacturing sectors is  presented. F in a lly , we analyse the cost structure, the dependence on imports of intermediates consumption and the degree o f backward integra­tion of Egyptian industry. The main reason fo r th is  la tte r  analysis is  that some o f products of the manufacturing sector are fo r f in a l consumption, investment, or exports; where others are \ised as intermediary goods, either by industry i t s e l f  or by other secto rs. But the consumption of intermediate products in industry is  not lim ited to i t s  own products. I t  includes raw m aterials and inputs from the services sector. In d u strialisation  may reduce the ratio  of imports to to ta l supply of manufactured goods but lead to higher imports o f raw materials and. intermediate services. Therefore, an analysis of the import structure of intermediate consumption in  industry is  of somein terest.
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Chapter 9 is  devoted to economic p o licy , analysis and design. In this chapter we use the model, stated in Chapter 7, to attempt to rep licate the actual economic system during the period in question. Having been subjected to the above te s t , the model is  used to conduct a two-gap an alysis, and to undertake experiments aimed at id en tify in g the dominant gap. This is  a preliminary step to policy an alysis, since i f  the prescribed economic p o lic ies are to be e ffectiv e  they must be directed towards the binding bottlenecks. F in a lly , the model is  used to test alternative future strategies aiming at reorienting the economic system towards i t s  long-run growth path and the requisite external equilibrium. Here Tinbergen's theory o f economic policy is  adapted and used.Chapter 10 outlines the conclusions of the study and makes some policyrecommendations



CHAPTER 2
STRUCTURAL CHANGES AND SOCIALIST TRANSFORMATION IN 

EGYPTIAN AGRICULTURE

2.1 . A HISTORICAL BACKGROUNDOne of the f i r s t  actions taken by the new regime a fte r  the 1952 Revolution was the enactment of the Agrarian Reform Law. Coming only s ix  weeks a fte r  the coup d 'e ta t , the main objective of the reform was p o lit ic a lj  to diminish the power of large landowners, who formed the power base of the "ancien regime" and represented the main source of opposition to the Revolution.P o lit ic a l motivations, however dominant, should not rob agrarianreform of i t s  social, and economic sign ifican ce .^  By the beginning of the1950s the "agrarian question" in Egypt, emanating esse n tia lly  fromextreme inequality and growing poverty, had reached a c r is is  le v e l. Suchpoverty and inequality had th e ir  h isto rica l roots in the system ofprivate land ownership established in  the second h a lf o f the 19th century
2and the concomitant emergence of a powerful class of large landowners.'"The most strik in g  feature which characterised the evolution of th is system was the heavy concentration of land ownership and the rapid increase in the number of small owners in rela tio n  to the area of land possessed by them. Table 1 shows the evolution in  the pattern of land ownership during

For an elaboration o f this point see R. Mabro, The Egyptian Economy,
1952- 1972, op. c i t . ,  pp. 56- 57 .The in trica te  history of land ownership in  Egypt has been the subject of several studies. Sees A. A. El-Dessouky, Large Landowners and th eir Role _in the Egyptian So ciety , 191^-1952, Cairo 1975» R- Abbas Hamid, The Social System of Egypt under Large Landowners, _18?7 _19l4, Cairo, 1973; Gabriel Baer, À History of Landownership in  Modern Egypt, 
1800- 1050, London 1962; and Ibrahim Amer, Land and Peasan t; the Agrarian Question in Egypt, Cairo, 1958.
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the h a lf  century preceding the Reform Law of 1952. I t  shows clearly  that an i n i t ia l  situation of extreme inequality in the distrib u tion  of land had actu ally  worsened with the passage of time. Thus we find that at the turn of the century small farmers (owning less than fiv e  feddans) who represented 80% of the to ta l number of landowners, possessed only 20% of the land, while large proprietors, owning over 50 feddans and representing only 1.5% o f landowners, held 44%. of the land. The process o f d iffe re n ­tia tio n  continued, A strik in g  feature of th is  process was the way in which medium landowners were able to consolidate th e ir  position. Over the period 1900- 1952, the average size of medium ownerships and th eir share in  the to ta l cultivated area remained constant. By contrast, the number o f small owners more than trebled in f i f t y  years; th e ir  share of the to ta l cultivated area increased from some 22% to 35%. Despite th is  increase, the average size of th e ir  ownership f e l l  from 1.46 to 0.80 feddans, i . e .  by 45%. Furthermore, a fin e r breakdown shows that most of the increase in small properties took pla.ee in the bracket "less than one feddan". Between 1910 and 1952 the number o f owners in th is  bracket increased from 783*000 to 2,018,000 (compared to an increase from 464,000 to 624,000 in the "one to less than fiv e  feddans" bracket) and the average size of property declined from 0.47 to 0.38 feddans.^ This development was largely  due to a rapid increase in  rural population combined with the Muslim laws of inheritance which required the breaking up of properties among heirs upon the death of the owner. Despite the operation of these laws, both the number of large and medium sized properties and th e ir  area, showed l i t t l e  change over time. Ib is is  partly explained by the fa c t  that newly reclaimed land and land sold by the State
3 R. Mabro, op. c i t . ,  pp. 6o-6l .
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from public domains was generally acquired, in  the f i r s t  instance, by thebigger landlords, a practice which largely o ffs e t  the adverse e ffe c t  ofifthe breaking up of th e ir  properties on the to ta l area owned by them.Thus, through the p a ra lle l processes of fragmentation of small properties and consolidation o f medium and large properties, the d istribu tion  of land ownership, extremely uneven from the beginning, became even more unequal.In 1952, before the Land Reform, large landlords (owning over 50 feddans) numbered less than h a lf  of one per cent of the to ta l number of proprietors but held 35% of the land. At the other end o f the spectrum over two m illion persons (owning less than one feddan) represented 72% of the to ta l landowners but held a mere 13% of the to ta l cultivable area. These owners who owned less than one feddan each constituted the poorest section of the landowning c la ss . Some lived in towns or worked in  the v illa g e s , having leased th eir plots to re la tiv es or neighbours; others rented land to supplement th eir holdings.Outside the spectrum of la.ndowners there are the landless peasants, the poorest of the rural poor. Unfortunately there are no precise figures fo r  the number of "landless families'" in rural Egypt prior to the agrarian reform. However, a quantitative analysis of th is  problem has been undertaker recently. The findings of th is  analysis are summarized in Table 2. I t  shows that the number of "landless fam ilies" (those with no access to land, e ith er through ownership or rent) has grown considerably, both in absolute a.nd rela tive  terms. By 1950 there were some 1.6 m illion fa m ilie s , representing over 60% o f rural population, who owned no land at
^ E. Eshag and M. A. Kamal, "Agrarian Reform in  the UAR (Egypt), B ulletinof the Oxford University I nstitu te  of Economics a.nd St a t is t ic s , V ol. 30, No. 2, May ioSS, p. 75.5 I b id ., pp. 77-78.
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a l l  and who had to rely exclusively on th e ir  labour fo r earning a liv in g .

Table 2Landless Families in Rural Egypt Before the Agrarian Reform(000's)
AgricultureCensusYears Population Number of Rural Families Number of Landholding Families NumberofLandlessFamilies

% of Landless to Rural Families1929 10,579 1,968 1,207 761 391939 11,664 2,170 993 1,177 541950 13>700 2,548 997 1,551 61

Source; Sajnir Radwan, H e ^Impact of Agrarian Reform on Rural Egypt, 195.2-1975» International Labour O ffice , Geneva, January 1977, Table 1/2, p. 6.
H e  lopsided development of private land ownership sketched above gave birth to an agrarian system tha.t can best be described as "c a p ita lis t"  in structure and "feudal" in  i t s  so cia l relation s.^  The introduction of cash crops and the consequent integration of Egypt as a cotton producer into the world economic system, the development o f a complex transport network linking the farms to the market place, the creation of a so p histi- cated trade and fin an cia l structure, have a l l  contributed to the transforma­tion  of Egyptian agriculture from a subsistence into a highly commercialised and profit-maximising a c t iv ity . H e  dual structure of land ownership -  large estates and small peasant holdings -  was also reflected in  the

H i s  statement is  a gross sim p lificatio n  of the outcome of the rich debate on the nature of Egypt's agrarian system which took place in the 1950s * For a summary see A. Abdel-Malek, Egyptt M ilitary Society, New York, 1968, pu. 50-57*
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mode o f land exp loitation . Egyptian agriculture was dominated by alarge sector of small fam ily farms to ta lly  dependent on fam ily labourand using primitive tools and implements, while medium and large estatesdepended mainly on hired labour, permanent or casual, and employed modernmachinery. The organisational structure of fa cto r markets (land, laboura.nd cap ital) and the land tenure relationship functioned under a

7"la is s e z -fa ire "  system. Wages in  a labour-surplus economy were always pushed to subsistence le v e ls . The cost of medium and short term credit had been monopolised by the large landowners, while small peasants had v irtu a lly  no access to the modern credit market. Therefore, small landowners and tenants were compelled to turn to v illa g e  moneylenders, merchants and brokers who extorted rates o f in terest that often exceededQ100% per annum. These rates represented a heavy burden on the meagre income of these small farmers. The extremely unfavourable man/land ra tio  created an active land market. Heavy speculation in the rural land market resulted in a tremendous in fla tio n  of land prices without any actual increase in productive investment in land. Moreover, where ownership of land was concentrated in few hands, leasing was the only way in which the land "hunger" could he s a t is fie d . "Absentee landlords" leased th eir land either d ire ctly  or through intermediaries under a wide range of tenancy contractsj cash rent, rent in kind and sharecropping. I t  was estimated
7 M. Riad EL-Ghonemy, "Economic and In stitu tio n a l Organisation of Egyptian Agriculture Since 1952, in P. J .  V a tik io tis , Egypt Since the Revolu tion, London, 1968, p. 68.
g Commercial banks were mainly concerned with financing trade in cotton by advancing short-term loans to big landlords, merchants and exporters, hut were not w illin g  to undertake small cred it transactions with the mass of small farmers. In 1931> the Agricultural Credit Bank was established to provide short-term credit to small and medium sized cu ltiv a to rs , hut this was precluded by Statute from dealing with tenants or sharecroppers without the written approval of th eir landlords, or the provision o f some other c o lla te ra l. For more d e ta ils  see Section 2.5-A.



that by 1950 some 60% o f Egypt's cultivated land was tenanted, as9against 17% in 1939. Acute competition and exploitation by intermediaries sent rents rocketing. Average rents increased fiv e  times between 193$ and 
1950.9 10 In many cases, because of the rents charged were higher than the average yield  from the land, i t  was more profitable fo r  the landlord to lease out his lands than to farm them.This defective land tenure system resulted in an unequal d istribution  of income, as we w ill see in the next chapter, and also enforced a pattern of so cia l relation s that could be described as feudal. The v illa g e  scene was dominated by the large la n d lo rd .^  His manor house was run by a small army o f permanent workers and th e ir  fam ilies . Invariably, he, as the v illa g e  mayor, was the representative o f the State . In short, he represented the p o lit ic a l and so cia l power in  the v illa g e , and he used th is  power to ensure his mastery. Tales of so cia l subjection, i l le g a l  abuses, repression and human degradation of the "fe lla h in "  were a pale description of the grim r e a lity  of Egyptian rural l i f e .Against th is  background the leaders of the coup of 23 Ju ly  1952 sensed the urgent need to tackle the "agrarian question". The revolutionary regime enacted a Land Reform Law in September 1952 which represented a d ire ct attack on the chronic problems of rural Egypt, and was intended to bring about rad ical changes in the agrarian structure. This law was followed by two others in  I 96I  and 1969. In addition to th is , the Government has since 1952 enacted other laws and has issued numerous decrees either supplementing or modifying the provisions of the original

9 G. S . Saab, The_Egyptian Agrarian  Reform, 1952-1962, Oxford University Press, London 196 7 , P. 11.® Fawsi Abdel-H^meed, The Agrarian Question in DeveloningCountriesjand the Agrarian Reform in Egypt, Cairo 1973» P* H I  (in Arabic).11 Usually referred to as the "Pasha".
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reforms. Before looking at these changes in any d e ta il , however, i t  is  instructive to outline the various p o licies included in the agrarian reform package, and the in stitu tio n s thereby created. These o o licie s  can be grouped, in  the following way»(a) P o licies to change the pattern of land ownerships the successive land reform laws of 195-2» 19^1 and I 969 f ix in g  a maximum ceilin g  on ownership.(b) P o licies related to the organisation of land use: regulation of owner-tenant relation ship , co lle ctiv isa tio n  and smallholdings into large p lo ts , crop rotation .(c) P o licies creating the integrated co-operative systems the organisation and functions of the supervised co-operatives, f i r s t  established on land reform areas and la te r  extended to cover almost a l l  the countryside, the role of the co-operative in providing various inputs, cre d it, machinery and. marketing the crops.(d) P o licies aimed to improve the condition of agricultu ral labourers: minimum wage and the right to form a trade union.(e) Other p o lic ie s  to improve the liv in g  conditions in the rural areast introduction of drinking water and e le c tr ic ity , education and health f a c i l i t i e s .I t  is  the aim of the following sections of th is  chapter to investigate the major socio-economic changes which have taken place in Egypt's agrarian structure since 1952» while i t s  impact on structural s h ifts  in the d istribu tion  of agricu ltu ral income between various groups of the peasantry w ill be examined in the next chapter.
2 .2 . THE AGRARIAN REFORMThe F ir s t Land Reform was promulgated on September 7, 1952 and put into force in October of the same year. I t  has the following aims:(a) The redistribution o f land held in excess of a maximum lim it .
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(b) To increase the flow of savings to industry and commerce.(c) The development of agriculture.I'd.) Hie regulation of the relationship between landowners and tenants.(e) The safeguarding of the rights of agricultu ral workers.In addition to these economic aims the reform also had so cia l and 
12p o lit ic a l g o a ls .At the beginning of the scheme the maximum lim it of landownership was fixed  at 200 feddans, with an additional 100 feddans for the owner's children provided that the to ta l did not exceed 30  ̂ feddans. Any land held in excess of th is was to be requisitioned and redistributed by the state to small farmers, tenants and labourers. However, big land owners were allowed to s e ll  land to th eir previous tenants within a period of fiv e  years in small plots not exceeding fiv e  feddans each. Owing to large-scale disposition of land in th is way, th is  concession was soon withdrawn (October 1953)*"^ The l aw was also amended (in 1958) to f ix  a maximum holding by reference to fam ilies rather than individuals when i t  was realised that landowners were holding land in  excess of the legal maximum of 200 feddans by registering i t  in  the names of th eir minor children and wives. The maximum holding by each fam ily was then fixed at 300 feddans. The law also abolished family mortmains in which the bene­f ic ia r ie s  had control only over the product of the land. Families were forced to divide such land among th eir members and i f ,  as a re su lt, the to ta l holding exceeded the maximum c e ilin g , the excess was subject to req uisition . Land requisitioned under the 1952 land reform law from private landlords amounted to 43^,000 feddans, or ju st over 7% of the

Ministry o f National Guidance, State Information Service, The Char te r , Cairo, May 21, 1962,I t  was estimated that some 1^5»000 feddans had been sold by that. time. See Eshag and Karnal, "Agrarian Reform in the UAR", op, c i t . ,  p. ?8.
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to ta l cultivated area.Subsequent laws extended the scope of land reform. More land,amounting to about 440,000 feddans, was requisitioned fo r d istrib u tio n  inla te r  years through a variety  of actions. Tne Royal Family estates wereconfiscated in  1953» a new law in 1957 extended the reform to charitydomains; in 1962 a l l  lands held by ch arities became subject to req uisition ;more land was la te r  acquired by the sequestration decrees of 1962 and1964 which confiscated the properties of certain landowners -  a p o lit ic a laction which followed the Syrian secession -  and by a law of I 963 whichexpropriated foreign proprietors. The most important single measure

,  14taken in th is  period was the Second Agrarian Reform Law of Ju ly  1961.With the new rad icalisatio n  drive in Ju ly  1961, th is  reform reduced the maximum holding by any one person to 100 feddans and imposed a lim it of 50 feddans on each leasehold. F in a lly , in  August 1969, a Third Agrarian Reform Law was stip u lated , lowering the ceilin g  fo r individual holdings to 50 feddans and family holdings to 100 feddans.Expropriated owners (except fo r members of the Royal Family) received compensation equivalent to seventy times the basic land tax, assessed in 1949 at about £E3 per feddan. Compensation was made in the form of non-negotiable government bonds bearing an interest o f 3%> redeemable in th irty  years.The requisitioned land was to be distributed in  small plots of two to fiv e  feddans, depending on quality and the size o f the beneficiary's fam ily. The size of holdings a llo tted  by the land reform authorities was calculated in such a way as to give each beneficiary a.nd his fam ily an
14 Law No. 127, 1961.
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annual income ju s t s i f f ic ie n t  to meet ba.re subsistence expenses.P rio rity  in  d istribu tion  was given to the person who actu ally  farmed the land, whether tenant or owner, and thex'eafter to the farmers with the largest fam ilies , and to the poorest members of the v illa g e  community.The requisitioned land was sold by the government to the new bene­f ic ia r ie s , who were to pay fo r  i t  in equal installm ents over th irty  years. The se llin g  price was supposed to be equal to the compensation paid to expropriated owners plus 13 % overhead charges to cover the administrative costs of the new Agrarian Reform Department, as well as J%> in terest per annum.^ The beneficiaries were not allowed to s e ll  or sublet the land and, to safeguard against fragmentation, land subdivision through inheritance was not permitted. Land reform beneficiaries were required by law to jo in  a co-operative society which, under the direction  of a government supervisor, was to provide various inputs such as cred it, marketing f a c i l i t ie s  and the services of tractors and irrig a tio n  pumps.Another major feature of land reform, more s ig n ifica n t perhaps than the redistribution of land, was the reform of tenancy regulations

15

Sees Sayed Marei, "The Agrarian Reforms in Egypt", Intern a tional Labour Review, Vol. LXIX, No. 2, February 195̂ 4-, PP* 1^5-1^7• In th is a r t ic le , a calculation of the cost of liv in g  of d iffe re n t fam ilies (of varying sises) in Egypt showed that the cost o f liv in g  fo r a fam ily of seven was about £ E ll6 per annum. On the basis of these calcu lation s, the average share of the individual in land distribu tion  worked out at 1̂4- K irat (about 0.6 feddans). This a rtic le  also states that "since the income of fiv e  feddans under normal conditions is  nearly £E120 a year and the cost of liv in g  of a family of eight individuals is  £E128 nor annum, a family of eight should be the maximum lim it for the distribution of fiv e  feddans.I t  car ju s t liv e  on the income of these fiv e  feddans, supplemented by some other help from outside".These conditions were la te r  relaxed. In 19.58 interest on debts was reduced to 1 . 3%> supplementary charges to 1.0% and the reoayment neriod extended to ¿(0 years. The lp èl law fixed the b en eficiaries' l ia b i l i t y  at tr-lf the compensation price; in lo64 this was reduced to one quarter, interest charges and payments fo r government expenses were also abolished.



since these were to a ffe c t  larger sections of the population. I t  was estimated that by 1950 some 60% o f Egypt's land was cultivated by tenants . ^The- I 952 land reform fixed the rent of agricultu ral land at a maximum of seven times the amount o f the land tax levied upon i t .  In the case of rent based on crop-sharing, i t  stipulated that the owner's share should not exceed one h a lf  a fte r  the deduction o f a l l  expenses. A three-year minimum duration of tenancy agreements was also stipulated by the law to guarantee security of tenure. Moreover, i t  was stipulated that a copy of the lease should be file d  with the v illa g e  co-operative to ensure the tenant's in te re st.Table 3 summarises the redistrib utive e ffe cts  of land reform lawsenacted during the period 1952-1970. I t  shows how much land wasdistributed each year and the to ta l amounts distributed from the beginningof the reform to the end of any given year. The table shows that by 1970,817,538 feddans of land (or s lig h tly  less than 13% of the to ta l cultivatedl 8land during th is  year) had been distributed to 3^1>982 fa m ilie s , that is  an average of Z A  feddans per fam ily .The moderate character of the reform becomes immediately c lear. I t  touched only a fraction of the land and has certainly  not s a tis fie d  the land hunger o f the poorest members, of the v illa g e  community, the "landless peasants". As a matter of fa^ct, land reform could have had 3. stronger impact had i t  not been fo r the piecemeal introduction of le g isla tio n s and the i l le g a l  practices of old landowners. For instance, the area subject to sequestration under the F irst Agrarian Reform of
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^  I t  was estimated at 700,000 fa m ilie s . See M. R. Fl-Ghonemy,"Economic and In stitu tio n a l Organisation of Egyptian Agriculture since 1952" ,  op. c i t .  , p. 7 +̂.This comprises some 1.7 m illion persons, or about 9% o f the rural population.18



Table 3

L a n d  R e d i s t r i b u t i o n 1 9 5 3 - 1 9 7 0
(1)

R e q u i s i t i o n D i s t r i b u t i o n

O r i g i n  o f A r e a A r e a s N u m b e r  o f A v e r a g e  A m o u n t
R e q u i s i t i o n e d  l a n d ( f e d d a n s ) ( f e d d a n s ) b e n e f i c i a r i e s o f  d i s t r i b u t e d

Y e a r ( f a m i l i e s ) l a n d  p e r  f a m i l y
( f e d d a n s )

1 2 3 4 5

1 .  F i r s t  A g r a r i a n  R e f o r m  L a w , 4 5 0  3 0 5 1 9 5 3 16 4 2 6 4 7 8 4 3 . 4
1 9 5 2  ( i n c l u d i n g  R o y a l 54 65  2 8 5 2 4  2 9 5 2 . 7
F a m i l y  E s t a t e s ) 55 66 6 8 7 3 1  5 8 8 2 . 1

56 3 5  5 5 8 15  6 7 8 2 . 3
2 .  R e l i g i o u s  M o r t m a i n s ,  1 9 5 7 1 1 0  4 5 1 1 9 5 7 4 2  0 6 7 19 7 0 1 2 . 1

58 42  9 2 0 17 0 4 5 2 . 5
3 .  S e c o n d  A g r a r i a n  R e f o r m 2 1 4  13 2 1 9 5 9 5 9 8 2 2 4 4 7 2 . 4

L a w ,  1 9 6 1 6 0 23 4 2 6 1 0  3 4 5 2 . 3
61 28 3 8 1 9 2 9 1 3 . 0

4 .  C h a r i t a b l e  T u r s t ,  1 9 6 2 3 8  3 3 6 1 9 6 2 1 0 6  1 5 0 31 6 0 5 3 . 6
63 9 0  17 2 >v 'N

5 .  S e q u e s t r a t e d  l a n d 69  3 2 3 1 9 6 4 1 2 1  6 4 5  i \ 1 0 7  2 8 6 > 2 . 2
65 26 0 1 3  ) ) )

6 .  A l i e n s '  f a r m  p r o p e r t i e s , 61 9 1 0 1 9 6 6 2 5  6 6 8 12 0 1 3 2 . 1
1 9 6 3 67 58 1 0 7 3 1  2 9 8 1 . 9

68 2 0  53 1 8 2 9 5 2 . 5
7 .  O t h e r s  ( t a k e n  o v e r  f r o m 2 5  9 7 9 1 9 6 9 22  7 4 3 9 0 5 6 2 . 5

o t h e r  o r g a n i s a t i o n s ) 1 9 7 0 19 7 7 7 7 2 5 5 2 . 7

T o t a l 9 4 4  4 5 7 T o t a l 8 1 7  5 3 8 3 4 1  9 8 2 2 . 4
------------------------------------------------------------ f

N o t e  a n d  S o u r c e s : ( 1 )  T h e s e  f i g u r e s  r e f e r  t o  l a n d  s e q u e s t r a t e d  a n d  d i s t r i b u t e d  b y  t h e  a g r a r i a n  r e f o r m  
a u t h o r i t i e s  o n l y  a n d ,  t h e r e f o r e ,  e x c l u d e  s o m e  2 1 5 , 0 0 0  f e d d a n s  o f  r e c l a i m e d  l a n d  d i s t r i b u t e d  d u r i n g  t h e  s a m e  
p e r i o d .  S t a t i s t i c a l  Y e a r b o o k  o f  t h e  A r a b  R e p u b l i c  o f  E g y p t ,  1 9 5 2 - 7 3 ,  O c t o b e r  1 9 7 4 ,  p . 5 3 ;  S t a t i s t i c a l  A t l a s ,  
J u l y  1 962" ;  L a n d h o l d i n g s  a n d  C u l t i v a t e d  A r e a s  i n  t h e  A r a b  R e p u b l i c  o f  E g y p t ,  1 9 6 9 , N o v e m b e r  1 9 7 2 ,  p p . 8 8  a n d  91 
a n d  M i n i s t r y  o f  A g r a r i a n  R e f o r m ,  A g r a r i a n  R e f o r m  a n d  L a n d  R e c l a m a t i o n ,  1 9 5 2 - 6 3 , C a i r o ,  1 9 6 3 ,  p . 2 9 .



1952 was estimated to be 656,?36 feddans belonging to 1,789 large landlords. But, as Table 3 shows, only 450,305 feddans were actu ally  sequestrated and, i f  we deduct from these 178,000 feddans which belonged to the Royal Family, we find  that the area actu ally  taken from large landowners, 272,305 feddans, was much less than h a lf  of what i t  should have been."*'0 Large landowners took advantage of the provision in the law which entitled  them to s e l l  land above the fixed c e ilir g  in plots not exceeding fiv e  feddans. As mentioned above, some 14-5,000 feddans were disposed of in th is way during one year. Moreover, some landowners were able to forge backdated sales contracts to members of th eir fam ilies and thereby avoid the law.However, these d eficien cies should not detract from the h isto rica l significance of the reforms as the f i r s t  serious challenge to the authority of large landowners since the introduction of private land ownership in the second h a lf  of the nineteenth century.
2 .3 . THE IMPACT OF LAND REFORMS OR THE MATRIX OF LAND OWNERSHIPThe change in the matrix of land ownership in Egypt in the la s t  two decades can be regarded as a d ire ct result o f the implementation of the two land reforms in 1952 and 1961. A comparison of the structure of ownership in 1952 with that in 1965 (the la te s t  year fo r  which data are available on a comparable basis) reveals interesting features. F ir s t , as Table 4 shows, the number of large ownerships remained almost constant both in absolute and re la tiv e  terms, biit th eir share o f land dropped s ig n ific a n tly . Thus in 1952 11,000 fa m ilie s , representing
0. 4/c of landowners, owned more than two m illion feddans, or 34.2$ of
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v F. Abdel-Fattah, "Land and Peasant in  Egypt, 1952-1972, The Matrix of Land Ownership", Al-T a lia a , October 1972, pp. 23-24 (in Arabic).



Table 4

Changes in The Structure of Land Ownership in Egypt 

1952-1965

Size
Distribution before 1952 law Distribution after 1952 law Distribution after 1961 law Situation in 1965

Class 
(feddans)

Owners Area Average
Holding
per
owner

Owners Area Average
Holding
per
owner

Owners Area Average
Holding
per
owner

Owners Area Average
Holding
per
owner

(000s) % (feddans) % (000s) % (feddans) % (000s) % (feddans) % (000s) % (feddans) %
w r
CM less than 5 2642 94.3 2122 35.4 0 . 8 2841 94.4 2781 46.6 1.0 2919 94.6 3172 52.1 1 .1 3033 95.0 3693 57.1 1.2

sm
al

l
ow

ne
rs
!

r 5-<io 79 2 . 8 526 8 .8 6 .6 79 2 .6 526 8 .8 6 .6 80 2 .6 526 8 .6 6 .6 78 2.5 614 9.5 7.9

•H j 10—<20 47 1.7 638 10.7 13.6 47 1 .6 638 10.7 13.6 48(1> 1.6 638 10.7 13.3 41(1> 1.3 527 8 .2 13.3

.2 20-<50
' S i Ve o

22 0 . 8 654 10.9 29.7 30 1.0 818 13.6 27.3 26 0 .8 818 13.4 31.5 29 0.9 815 12.6 28.1

/so-Ooo
ci

6 0 .2 430 7.2 71.7 6 0 .2 430 7.2 71.7 6 0 .2 430 7.0 71.7 6 0 . 2 392 6 .1 65.3

2 ) 100-<200
?)

3 0.1 437 7.3 145.7 3 0.1 437 7.2 145.7 5 0 .2 500 8 .2 100.0 4 0.1 421 6.5 105.3
<h iil
£f“\ 0ver 200 2 0 .1 1177 19.7 588.5 2 0.1 354 5.9 177.0 - - - - - - - - - _

rH O

2801 100 5984 100 3008 100 5984 100 3084 100 6084 100 3191 100 6462 100

Notes and Source! (1) Adjusted figures. Official data as well as studies using them have been consistently reporting the number of owners in this bracket as 65,000 and 61,000 
in 1961 and 1965 respectively. This is clearly not correct as the average size of ownership will work out at 9.8 and 8 .6 feddans in the two respective years, 
which is less than the lower bound of the size class of 10-20 feddans. To correct this error we assumed that the number of owners in 1961 was 48,000 which 
is consistent with data published by the Ministry of Agriculture for previous years, which were 48,500 for 1956 and 48,300 for 1959. See Ministry of 
Agriculture, Agricultural Economy, Cairo, January 1962, Table 2, p.3. For 1965, we estimated the number of owners by assuming that the size of average holding 
prevailing in 1961 remained constant.

Source: Central Agency for Public Moblisation and Statistics, "Statistical Yearbook of Arab Republic of Egypt, 1952-73'*, Cairo, October 1974, pp.54-57.
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the land. In 1965 10,000 fam ilies owned 813,000 feddans, or 12.6% of to ta l land. This change came as a d irect result of the disappearance a fte r  ÎÇÔI of the very large estates o f over 200 feddans -  which amounted to 19.7% of to ta l land area in 1952. I t  i s ,  however, interesting to note that the absolute area previously occupied by the lower strata of large ownerships ( i .e .  50-100 feddans) did not s ig n ific a n tly  change despite the reduction of the ce ilin g  to 100 feddans. Secondly, although the relative  number of small ownership remained almost unchanged at 95%, th e ir  share of land increased from 35.4% to 57.1%, and th e ir  average size  of holding from 0.8 to 1.2 feddans, during I 952- I 965. This change is  attributable to a number of fa cto rs . Most important was the r e d is tr i­bution of agrarian reform land which exclusively benefited th is  group.I t  also appears that the e ffe c t  of inheritance, which tends to lower the average size of'holding in th is bracket, must have been more than o ffse t

20by sales from big as well as very small owners to members of th is group. F in a lly , the most strik in g  feature of Table 4 is  the way in which the class of medium owners (5-50 feddans) was able to maintain and consolidate i t s  position over the years. While th eir number remained constant between 1952 and 1965, the to ta l area owned by them actu ally  increased s lig h tly . Changes within this group are also s ig n ific a n t . We notice that despite a s ig n ifica n t s ta b ility  in  the re la tiv e  numbers of both the lower and upper stra ta , th eir shares of land ownership have increased, while the number and share of the middle group have s lig h tly  decreased. This is  due to the p a ralle l processes of fragmentation and concentration. Many large estates are continually subdivided through inheritance and their new owners w ill necessarily jo in  the ranks of lower ownership brackets.One is  led to think that th is would be the main source of growth in the
20 R. Mabro, The Egyptian Economy, 1952-1972, op. c i t . , p. 72
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lower bound, of the medium ownership group. The gain of the upper boundo f th is  groun must have resulted from purchases of land by th isre la tiv e ly  wealthy class from large landowners, when the la t te r  wereallowed to s e ll  land in excess of the agrarian reform c e ilin g , or by

21squeezing out smaller proprietors.We sh a ll now examine the extent to which the above-mentioned changes in land d istribu tion  have altered the extreme inequality which character­ised the pre-reform ownership structure. There is  no doubt that the disappearance of the very large estates following the F irst AgrarianReform of 1952 must have reduced the flagrant degree of in equality .Thus, as Table 5 shows, the Gini c o e ffic ie n t, which re fle cts  the degree of concentration in land ownership, declined from 0. 6l l  before the promulgation of the 1952 law to 0.4-92 thereafter. After the enactment of the law of 1961 the co e ffic ie n t declined further so that in I 965 i t  was O .383» showing a further decline in the concentration of land ownership during the f i r s t  h a lf of the s ix t ie s .A sim ilar conclusion can also draw by constructing Lorenz curves which relate to the d istribu tion  o f land ownership at d iffe re n t points of time. This is  done in  Figure 1 which shows that the Lorenz curve has uniformly moved inwards to a s ig n ifica n t degree, indicating a con­siderable reduction in the degree of concentration of land ownership between 1952 a.nd 1965.However, the above resu lts should be treated with caution. The Gini co effic ien ts may exaggerate the improvement in land d istrib u tio n . F ir s t , the o f f ic ia l  data on the d istribu tion  of land ownership are
F. Abdel-Fattah, The Contemporary V illa g e : Between Reform and Revolu tio n, 1952-1970» Cairo 1975» p.~2& 0-n Arabic).



Table 5

C u m u l a t i v e  P e r c e n t a g e s  o f  t h e  N u m b e r  o f  O w n e r s  a n d  o f  O w n e d  l a n d ,  a n d  G i n i  C o e f f i c i e n t

S i z e B e f o r e 1 9 5 2  L a w A f t e r  1 9 5 2  L a w I n  1 9 6 1 I n  1 9 6 5
C l a s s
( f e d d a n s )

O w n e r s ! A r e a O w n e r s A r e a O w n e r s A r e a O w n e r s A r e a

< 5 9 4 . 3
—1

, 3 5 . 4 9 4 . 4 4 6 . 6
f

9 4 . 6 . 5 2 . 1 9 5 . 0  1 5 7 . 1
5 - < 1 0 9 7 . 1 1 4 4 . 2 9 7 . 0 5 5 . 4 9 7 . 2 6 0 . 7 9 7 . 5  1 6 6 . 6
1 0 - < 2 0 9 8 . 8 I 5 4 . 9 9 8 . 6 6 6 . 1 9 8 . 8 1 7 1 . 4 9 8 . 8 1 7 4 . 8
2 0 - < 5 0 9 9 . 6 6 5 . 8 9 9 . 6 7 9 . 7 9 9 . 6 , 8 4 . 8 9 9 . 7 8 7 . 4
5 0 - < 1 0 0 9 9 . 8 1 7 3 . 0 9 9 . 8 8 6 . 9 9 9 . 8  1 9 1 . 8 9 9 . 9  i 9 3 . 5
1 0 0 - < 2 0 0 9 9 . 9 1 8 0 . 3 9 9 . 9 9 4 . 1 1 0 0 . 0 I 1 0 0 . 0 1 0 0 . O j 1 0 0 . 0
O v e r  2 0 0  (•, )  
G i n i  R a t i o '

1 0 0 . 0 1 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 1 — -  1 _
0 . 6 1 1 0 . 4 9 2 0 . 4 3 2 0 . 3 8 3

N o t e : ( l ) C o m p u t e d  b y  C e n t r a l  B a n k  o f  E g y p t ,  E c o n o m i c  R e v i e w , v o l . V t l l ,  N o s .  3 a n d  4 ,  1 9 6 8 .  

S o u r c e :  F r o m  T a b l e  4 .
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Figure 1Lorenz Comparison fo r  D istribution of LDndownership, 1052-1965

% o f owners
Distribution Before 1952 Law
Situation in 1965



d eficien t in that they aggregate the "less than fiv e  feddans"ownerships, which include some 95% o f a l l  owners in one bracket.Secondly, the o f f ic ia l  data are also d eficien t in that they tend tounderstate the degree o f concentration of land ownership, p articularlyfo r  medium and large landowners. This is  because landownership s ta t is t ic srelate  to the number of landed properties (ownerships) in each v illa g eand not to the number of proprietors. Thus they disregard the existence23of multiple ownership. However, these data lim itations are not so serious as to a ffe ct the v a lid ity  o f the main trends in the distribu tion  of land ownership outlined above.A simple comparison of the changes in the structure of landownership in E£ypt in 1952 with that in I 965, as Table 6 shows, reveals that by 
1965 about 671,000 feddans had been distributed in f u l l  ownership to small landowners as a resu lt of the 1952 and 1961 measures. Tire area f in a lly  transferred from big landowners to small landowners as a resu lt of the measures was much greater. The area sc Id by big landowners to small farmers, according to provisions of A rtic le  4 of the 1952 Land Reform Law (enabling the landlords to s e ll  land in excess of the ceilin g  to th e ir  tenants in small plots not exceeding fiv e  feddans), amounted to 107,000 feddans. Moreover, about ¿1-53,000 feddans J  had been sold to
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22

22 Some evidence suggests that the distribution of ownership within this very large bracket might have become more unequal. After the 1052 reform, the "less than fiv e  feddans" owners amounted to 2,642,000 o f whom 2,018,000 or 76% owned less than one feddan. A survey of ten v illa g e s in I 968 suggested that th is  ratio  had risen to 89^.
See:  F. Abdel-Fattah, "The Contemporary V illages Between Reform and Revolution, 1952-1970", op. c i t . , p. 26.G. Baer, "A History of Landownership in Modern Efeypt, 1800-1950", op. c i t . ,  p. 77 .

nh
2l 8-,000 feddans represents private sales and other transactions which includes 111,000 feddans sold by other public, organisations to small landholders. Sees U.A.R. ,  Sta t is t !c a l Handbook, June, 1970, p. 53«

^  671,000 feddans which represents the cumulative distributions o f land Reform up to I 965 minus 218,000 feddans.



Table 6

C h a n g e s  i n  t h e  S t r u c t u r e  o f  l a n d o w n e r s h i p ,  1 9 5 2 - 6 5

Number of landowners Total Area Owned Sources of Change in Total Area Owned

Before 1 Before 1 1965 Change (a) Transfers of (b) Private sales
Size Class 1952 Law 1 1965 1Change 1952 Law 1 (000 (000 land as a result 1 and other
(feddans) (000’s) 1 (000 feddans) feddans) feddans) of Agrarian Reform transactions (0001

(000's) (000's)
1
1

Programme (000 
feddans)

1 feddans)

_ L!

<5 2642 3033 + 391 2122 1 3693 + 1571 +671<3) 1 + 2 1 8 ^
f5-<10 79 f 78 ( 1 )l -1 526 1 614(2)! 

527y 1
+ 88 0 ■ +88

} 10-<20 47 1 -6 638 -111 0 1 -111
C 20-<.50 22 1 29 I +7 654 1 815 1 +161 0 1 +161
r 5 o - < i o o 6 1 6 1 0 430 I 392 -38 0 ' -38
} 100-<(200 3 I + 1 437 1 421 -16

-875 ̂ 5 ̂
I - 1 6

(¿200 2 1
___________|_ 0 1 -2 1177 ! 0 1

-1177 -302
1

Total 2801 1 
1

3191
1

+ 390 5984 1
1

6462 1 
_________

+ 478 - 2 0 4 [ Q > 1 0

N o t e s :  ( 1 )  A d j u s t e d  f i g u r e  ( S e e _ n o t e s  t o  T a b l e  4 )  a n d  R .  M a b r o ,  T h e  E g y p t i a n  E c o n o m y ,  1 9 5 2 - 1 9 7 2 ,  o p . c i t . ,  p . 7 3 .
XT) T h e r e  i s  s o m e  d o u b t  i n  t h i s  f i g u r e .  I n  t h e  a b s e n c e  o f  f i r m  e v i d e n c e ,  o n e  a s s u m e  t h a t  t h e  d e c r e a s e  m  t h e  a r e a  
i n  t h i s  s i z e  c l a s s  ( 1 1 1 , 0 0 0  f e d d a n s )  h a s  i t s  c o u n t e r p a r t  i n  t h e  1 1 1 , 0 0 0  f e d d a n s  s o l d  b y  p u b l i c  o r g a n i z a t i o n s  t o  s m a l l  
f a r m e r s .  ( 3 )  T h i s  f i g u r e  r e p r e s e n t s  t h e  c u m u l a t i v e  d i s t r i b u t i o n s  o f  L a n d  R e f o r m  l a n d s  u p  t o  1 9 6 5 .  S e e  T a b l e  3 ,
c o l u m n  3 .  ( 4 )  T h i s  f i g u r e  i n c l u d e s  1 1 1 , 0 0 0  f e d d a n s  s o l d  b y  o t h e r  P u b l i c  O r g a n i z a t i o n s  t o  s m a l l  h o l d e r s .  ( 5 )  T h i s
f i g u r e  r e p r e s e n t s  t h e  t o t a l  a r e a  r e q u i s i t i o n e d  f r o m  1 9 5 2  t o  1 9 6 6 .  S e e  R .  M a b r o ,  T h e  E g y p t i a n  E c o n o m y ,  o p . c i t . ,  p . 6 8 .  
( 6 )  T h a t  f i g u r e  r e p r e s e n t s  t h e  s u r p l u s  o f  t h e  r e q u i s i t i o n e d  a r e a  o v e r  t h e  a c t u a l l y  d i s t r i b u t e d  l a n d .
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small farmers by land reclamation organisations and companies, including 

Nile Deposit lands and the land distributed by the Egyptian Organisation 

for Desert Development. The increase in the area owned by medium-sized 

landowners in the size-class 2 0 -5 0 feddans is totally accounted for by 

the crash sales and other private deals in the land market that occurred 

after the implementation of the 1952 Land Reform. Ibis can be explained 

by the fact that the big landowners sold estates that they were legally 

entitled to keep, fearing a subsequent reduction of the limit on 

residual holdings, or more drastic tenancy regulations. These estates 

were, in general, purch sed in plots of 20-100 feddans by fanners who

either kept them or broke them up further and sold them to smaller

„ 2 6farmers.
The main conclusion to he drawn from the above discussion is that 

the effect of land reform had been limited to the two extremes of land 

ownership, that is the large and the small. The distribution of some 

I jf o  of the cultivated area to about 9% of the rural population had no 

doubt diminished the importance of large ownerships and, in fact, had 

virtually eliminated the very large ones. At the same time, redistribu­

tion slightly improved the lot of small farmers while it had. consolidated 

the position of the medium-sized properties (landowners). This latter 

feature of the structure of land ownership, as we noted earlier, goes 

hack to the 1920s, and remained unaffected by land reform. This class 

of medium-sized landowners, many of whom lived in the villages and 

represented the rural upper-income group, not only retained their share 

of cultivated area hut also gained in social and political influence,

~ G. Saab, "The Egyptian Agrarian Reform", op. cit., pp. 28-29,
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esp ecially  after the demise of the class of large landowners.Furthermore, land reform did not a ffe c t the landless peasants since land d istribu tion  was lim ited to previous tena.nts and small farmers.The existence of a sizeable pool of landless peasants was -  and s t i l l  is  -  a notable feature of the Egyptian Agrarian scene. These landless peasants, being the le a st credit-worthy members of the rural community, find themselves unable to rent land and can only s e ll  th e ir  labour power for subsistence. Thus they are compelled to take casualday to day employment or to enter longer-term commitments as27permanent labourers.Accurate data on the landless peasants is  not availab le . However,a tentative analysis o f the number of landless fam ilies has been
28undertaken recently. The findings o f th is  analysis are summarised in Table 7 which shows that there was a s ig n ific a n t f a l l  in the absolute number of landless fam ilies between 1952 and 1961, but an increase thereafter. This reversal of trend in the la te  1960s can be attributed to the growing population pressure on a lim ited area o f land and the freeze' of agrarian reform.To assess the impact of land redistribution on the structure of landholdings we distinguished between th is  impact on the structure of landholdings among landowners and among the rural population as a whole. This i s  done in Table 8 fo r  the years I 95O and I 96I .  Despite some improvement between the two years the table shows that the distribution of landholdings was fa ir ly  skewed in both years. The land tenure system

27 See H. H. Ayrout, The Egyptian Peasant, Beacon Press, Boston, 1963,P. 55.pO S. Radwan, "The Impact of Agrarian Reform on Rural Egypt, 1952-1975"» op. c i t . , p. 22.
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A n  E s t i m a t e  o f  L a n d l e s s  F a m i l i e s  i n  R u r a l  E g y p t ,  1 9 5 0 - 1 9 7 2(000' s)

Table 7

1 9 5 0 1 9 6 1 1 9 6 5 1 9 7 0 1 9 7 2

1 . R u r a l  P o p u l a t i o n 13 7 0 0 16 1 2 0 17 6 0 4 19 2 8 0 19 9 2 8

2 . N u m b e r  o f  p e o p l e  e n g a g e d  
i n  n o n - a g r i c u l t u r a l  
a c t i v i t i e s 9 5 8 1 1 2 8 1 2 3 2 1 3 5 0 1 3 9 5

3 . A g r i c u l t u r a l  p o p u l a t i o n 12 7 4 1 14 9 9 2 16 3 7 2 17 9 3 0 18 53 3

4 . N u m b e r  o f  f a m i l i e s  
e n g a g e d  i n  a g r i c u l t u r e 2 5 4 8 2 9 9 9 3 2 7 4 3 58 6 3 7 0 7

5 . N u m b e r  o f  l a n d e d  f a m i l i e s 1 0 0 3 1 6 4 2 1 7 8 5 1 8 5 3 1 8 5 7

6 . N u m b e r  o f  l a n d l e s s  
f a m i l i e s 1 5 4 5 1 3 5 7 1 4 8 9 1 7 3 3 1 8 5 0

7 . L a n d l e s s  f a m i l i e s  a s  % 
o f  a g r i c u l t u r a l  f a m i l i e s 6 0 . 6 4 5 . 3 4 5 . 5 4 8 . 3 5 0 . 0

N o t e s  a n d  S o u r c e s :

R o w  ( l ) :  F i g u r e s  f o r  1 9 5 0 ,  1 9 6 1  a n d  1 9 6 5  a r e  o b t a i n e d  b y  i n t e r p o l a t i n g  
b e t w e e n  p o p u l a t i o n  c e n s u s  y e a r s ;  1 9 7 0  a n d  1 9 7 2  a r e  e s t i m a t e s  
o f  t h e  C e n t r a l  A g e n c y  f o r  P u b l i c  M o b i l i s a t i o n  a n d  S t a t i s t i c s  
a n d  p u b l i s h e d  i n  t h e  1 9 7 4  W o r l d  B a n k  R e p o r t  o n  E g y p t ,  T a b l e
1 . 3 .

R o w  ( 2 ) :  T h e s e  f i g u r e s  w e r e  e s t i m a t e d  a t  7% o f  t o t a l  r u r a l  p o p u l a t i o n ,  
a  r a t i o  s u g g e s t e d  b y  p o p u l a t i o n  c e n s u s  d a t a .

R o w  ( 4 ) :  C a l c u l a t e d  b y  a p p l y i n g  a  u n i f o r m  a v e r a g e  s i z e  o f  r u r a l  f a m i l y  
o f  f i v e  p e r s o n s  w h i c h  i s  t h e  s i z e  o b s e r v e d  i n  s u c c e s s i v e  
p o p u l a t i o n  c e n s u s e s .

R o w  ( 5 ) :  F i g u r e s  f o r  1 9 5 0  a n d  1 9 6 1  r e p r e s e n t  t h e  t o t a l  n u m b e r  o f
l a n d h o l d i n g s  a s  r e p o r t e d  b y  t h e  a g r i c u l t u r a l  c e n s u s  i n  t h o s e  
y e a r s .  F o r  s u b s e q u e n t  y e a r s  d a t a  w e r e  o b t a i n e d  b y  a d d i n g  t o  t h e  
n u m b e r  o f  l a n d e d  f a m i l i e s  r e p o r t e d  i n  1 9 6 5  t h e  f a m i l i e s  r e c e i v i n g  
n e w  l a n d  f r o m  a g r a r i a n  r e f o r m  a u t h o r i t i e s .

R o w  ( 6 ) :  F i g u r e s  o b t a i n e d  a s  a  r e s i d u a l .



TABLE 8
Distribution of Landholdings by Size, 1950 and 1961

Among Landowners Among rural population

Size
of
Holdings
(Feddans)

1950 1961 1950 1961

Total 
Number of 
Holdings 
(000 Families)

%
Area(000
Feddans]

%
Total
Number of 
Holdings
(000 Families)

%
Area(000
Feddans)

%
Number of 
Holders (000
Families

%
Area(000
Feddans)

%
Number of 
holders (000
Families

%
Area(000
Feddans)

%

Landless 0 0- <.1 1- <  2
2- <3
3- <4
4 -  < 5
5- <10 10-<20 

20-<50 
50-<U00

->100

214
248
162
99
63122
53
278
7

21.4] 
24.8 g  
16.1> • 
9.9g 
6.3J 12.2
M g  2.6)« 0. 8 
0. 7

111.8
335.7 
373.9
328.7 
27 2.7 
818.4 
705.3
792.1
579.1 

1826.3

1.81 ^  
5.5 co 6.if ̂  
5.4 N

4 -4M13.3 f- 
11.5f td 12.9j ” 
9.41 «  

29.71 ■
to

43 5 
386 
286 
174 100 
170 
57 
24 6 
4

26.4) S? 
23.51 1
17.5 S10.6 6.1
10.4] S  
3 . 4 ^  
1.5 -1 
0.4' 0.2

211.2
505.3
647.9
566.4
423.6 

1100.7
742.6 
689.3
429.9
905.9

3.4 1
8 . 1  M  

10.4 V
9.1 n 
6 .8.

17.7 ^  
12-01 o' 
1 1 . 0 T 
7.0 4« 

14.5j “J
C\J

1545(1)
214
248
162
99
63122
53
278
7

60.6
8.4 
9.7 
6.3
4.0
2.5 
4. 82.1 
1.0 
0.3 
0.3

000.0111.8
335.7 
373.9
328.7
272.7 
818.4 
705.3
792.1
579.1 

1826.3

0.01.8
5.56.1
5.4
4.4 

13.3 
11.5 
12.9
9.4 

29.7

13 57 ̂ 1  ̂
435 
386 
286 
174 100 
170 
57 
24 6 
4

45.2
14.5
12.9
9.6
5.8 
3.3
5.7
1.9 0.8 0. 2 0.1

000.0211.2
505.3
647.9
566.4
423.6 

1100.7
742.6 
689.3
429.9
905.9

0.0
3.48.1

10.4 
9.1 6.8

17.712.011.0
7.0

14.5

j  Total 1003 100.0 6144.0 100.0 1642 100.0 6222.8 100.0 2548 200.0 6144.0 100.0 2999 100.0 6222.8 100.0
Note: (1) Compiled from Table 7, row 6.

Source: Compiled From: Ministry of Agriculture, Department of Statistics and Census, Agricultural Census 19J50, vol. I, Government 
Press, Cairo, 1968, pp. 34-35; and UAR, The Fourth Agricultural Census 1961, Cairo, 1967, Part I.
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was largely  dominated by smallholdings, those less than fiv e  feddans in sise accounting fo r  78. 5% of  the to ta l number of holdings in 1950» and 84% in I 96I ,  while the acreage they covered amounted to 23. 2% and 
38% of to ta l cultivated land in  1950 and 1961 respectively. The group of medium-sized holdings (from fiv e  to 50 feddans) amounted to 20% of to ta l holdings in 1950 and 15*3% in 19^1 , while th eir cultivated area rose from 37.7% to ¿1-0.7%. The acreage o f large farm holdings (50 feddans and over) declined from 39% to 21. 5% of to ta l cultivated land as a resu lt of land reform measures.Table 8 also shows that the inclusion o f the landless in the distribu tion  of landholdings has fundamentally changed the picture, that is  land d istrib u tio n  among rural population as a whole was much more unequal than among landowners only. Thus, as Table 9 shows, the Gini C oefficien t of inequality declined from O.889 to 0.800 between 1950 and 1961. Despite some improvement between these two years the table shows that while the bottom 40% of the rural population had. no land in 19Ô1 , and h a lf  the population controlled only 1%, the top 10% controlled about 65% of the land. We are inclined to believe that the situ ation  must have worsened during the la te  1960s in view of the fa ct that landlessness has increased, the supply of arable laud remained more or less constant, and the land d istrib u tion  programmes affected only a small proportion of availab le land.
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Table 9Decile D istribution o f Landholdings in Efeypt, 
1950 and 1961

Deciles Percentage Share in Landholding1950 1961

1 0.0 0.0
2 0.0 0.03 0.0 0.04 0.0 0.05 0.0 1.0

6 0.0 2 .547 2.31 6.21

8 16.05 9.62
9 12.03 15.67

10 79.61 6^.96Gini C oefficien t (average) O.889 0.800

2.4. DISTRIBUTION OF HOLDINGS ACCORDING TO TYPE OF TENURETables 10 and 11 present data on the d istribu tion  o f holdings and
2Qfarm area by size o f holdings fo r  the basic types of tenure. ' Prom these data one can see some basic fa c ts  characterising the Egyptian agrarian structure in 1961. F ir s t , a high proportion o f holdings in the size class less than one feddan (39%) were "purely leased holdings". Holdings in the size class 1-3 feddans were distributed more evenly between the three tenure systems but a large proportion of holdings in

2q7 L^nd tenure systems include a complex set o f relationships which involves many forms and bundles of land-use righ ts. For, we sh a ll concentrate in th is  section on the relationship between the owner of the laud (the one who has a possessPry claim to the land), and the land user or immediate cu ltivato r.
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the range 3-10 feddans were concentrated in the "mixed'* category, where owned, and leased land are combined together in one operating u n it.Secondly, there was an upper lim it  to the area governed by a tenant-farmer as a "purely leased holding" (almost 10 feddans). Thirdly, the propor­tion of "purely leased" holdings and farm area (fo r holdings o f larger s iz e , over 10 feddans) declined very sharply with the increase in  the size  of holding, leaving "owner occupied" and "mixed" farms as the two dominant forms of land tenure. For the largest holdings (over 50 feddans), the "purely leased" category of tenure was n e g lig ib le .Table 12 throws some lig h t  on the relationship between the size of farm holdings and the type of tenancy arrangement that existed in I 96I .  I t  shows data on the distribu tion  of leased holdings and farm area allocated to "cash rent" and "sharecropping and other types of leases" by holding size s . The area under "share-cropping" was n egligib le  fo r smallholdings of less than three feddans but s ig n ifica n t fo r  small farms of 3~5 feddans, as well as fo r  medium size holdings of 
5-20 feddans (which represents of to ta l leased land), while forlarger farm holdings (over 20 feddans), the proportion of share-cropping averaged only 7% of the tota.1 leased land.Although i t  is  d i f f ic u lt  to explain the significance of share-cropping in the tenancy arrangements of medium size holdings, i t  might be argued th t  for holdings of more than 20 feddans crop-sharing ceases to be a profitable arrangement. The incentives fo r  increased investment as well as fo r  capturing the returns on such investment may indicate the preference fo r  fixed contractual payments.The pattern of d istribu tion  of farm holdings mentioned e a r lie r  had negative implications fo r resource a llo catio n  in Egyptian agriculture and the government pursued a vigorous policy of land consolidation to a lle v ia te  the adverse e ffe c ts . I t  attempted to consolidate land holdings into more e ffic ie n t  larger units through the development of co-operative



Table 10

Distribution of Holdings of Different Sizes by  Type of Tenure, 1961

S i z e  o f  
H o l d i n g  
( f e d d a n s )

T o t a l  
N u m b e r  o f  
H o l d i n g s

' %
_________________ 1_________

N u m b e r  o f  
" P u r e l y  O w n e d "  
H o l d i n g s

i %

N u m b e r  o f  
" P u r e l y  l e a s e d "  
H o l d i n g s

i % 
1____

N u m b e r  o f

" M i x e d "
H o l d i n g s

1 %
1

< 1 4 3 4 2 1 9 1 0 0 2 0 4 9 4 2 47 1 6 8 7 9 1
1

39 60 4 8 6 14
l-<2 3 8 5 9 0 1 1 0 0 1 2 4 4 7 9 I 32 1 3 8 6 3 5 i 36 12 2 7 8 7 32
2 - < 3 2 8 6 8 0 4 1 0 0 1 0 6 0 1 7 1 37 86 8 9 4 3 0 93 8 9 3 33
3 - < 4 1 7 4 5 9 5 1 0 0 58 8 2 7 3 4 51 1 0 9 I 29 6 4 6 5 9 37
4 - < 5 99 7 2 2 1 0 0 32 2 7 1 1 32 27 1 5 4 27 4 0 2 9 7 41
5 - < 1 0 1 7 0 0 1 9 1 0 0 56 1 93 33 4 0 2 9 2 | 2 4 73 5 3 4 43
1 0 - < 2 0 56 7 0 5 1 0 0 23 3 2 9 1 41 8 2 5 4 15 2 5 1 22 4 4
2 0 - < 5 0 23 8 1 1 1 0 0 11 2 9 5 , 4 8 1 9 9 1 1 8 10 5 2 5 4 4
5 0 - < 1 0 0 6 4 2 4 1 0 0 3 4 7 9 ' 54 4 4 0 7 n¿a 5 0 5 39
^ 1 0 0 3 9 6 0 1 0 0 2 3 3 8 | 59 2 6 6 ! 7 1 3 5 6 34

T o t a l 1 6 4 2 1 6 0 1 0 0 6 2 3 1 7 0 38 5 2 3 8 2 6
i-----------------

32 4 9 5 1 6 4 30

S o u r c e : U A R ,  A g r i c u l t u r a l  C e n s u s  1 9 6 1 ,  P a r t  I ,  S e c t i o n  A ,  T a b l e  I I I



Table 11

Distribution of Farm Area by Types of Tenure and Size of Holdings, 1961

S i z e  o f  
H o l d i n g  
( f e d d a n s )

T o t a l  A r e a  
( f e d d a n s )

1 % 
i

" P u r e l y  O w n e d "  
H o l d i n g s  
( f e d d a n s )

1 %

" P u r e l y  L e a s e d "  
H o l d i n g s  
( f e d d a n s )

1 %
__________________ 1__________

" M i x e d  H o l d i n g s "  
( f e d d a n s )

1 %
__________________ 1___________

R a t i o  o f  r e n t e d  
t o  o w n e d  l a n d  i n  
" m i x e d  h o l d i n g s "

<1 2 1 1 1 5 5 1 0 0 9 2 0 4 4
1

4 4 7 9 6 5 8 1 3 8 3 9 4 5 3 18 1 . 2
l - < 2 5 0 5 3 2 5 1 0 0 1 6 0 8 9 8 I 32 1 7 3 7 0 7 3 4 1 7 0 7 2 0 l 34 1 . 3
2 - < 3 6 4 7 9 1 2 1 0 0 1 3 6 6 6 5 36 1 9 2 0 0 6 I 30 2 1 9 2 4 1 34 1 . 3
3 _ < 4 5 6 6 4 0 7 1 0 0 1 9 0 5 1 3 1 34 1 6 2 7 3 7 2 9 2 1 3 1 5 7 i 47 1 . 2
4 - \ 5 423 6 2 2 1 0 0 1 3 7 1 7 6 32 1 1 3 4 7 1 1 27 1 7 2 9 7 2 41 1 . 2
5 - < 1 0 1 1 0 0 6 6 9 1 0 0 3 6 3 1 2 5 1 33 2 5 3 5 0 0 , 23 4 8 4 0 4 4 1 4 4 1 . 2
1 0 - < 2 0 7 4 2 6 1 9  | 1 0 0 3 0 7 8 0 2 1 41 1 0 3 4 9 8 1 14 3 3 1 3 1 9 i 45 1 . 2
2 0 - < 5 0 6 8 9 2 6 7  1 1 0 0 3 2 8 3 7 3 48 5 6 1 9 3 1 8 3 0 4 7 0 1 1 4 4 1 . 1
5 0 - < ^ 1 0 0 4 2 9 9 5 2  | 1 0 0 2 3 2 6 1 1 | 54 . 2 9 1 9 3 7 1 6 7 9 2 5 1 39 1 . 0
¿ 1 0 0 9 0 5 9 1 1  ( 1 0 0 6 1 5 3 4 2 68 4 9 7 4 0 1 5 2 4 0 8 2 9

!
27 0 . 9

T o t a l 6 2 2 2 8 3 9  I 
__

1 0 0 2 6 6 4 5 4 9 1 4 3
i

1 2 1 3 9 2 6
"1

, 1 9 . 5 2 3 4 4 3 6 4 i
i

3 7 . 5 1 . 5 5

S o u r c e : A g r i c u l t u r a l  C e n s u s  1 9 6 1 ,  P a r t  1 ,  S e c t i o n  A ,  T a b l e  I I I .



TABLE 12

Distribution of Holdings and Leased Land by Types of Rent, 1961

T o t a l  l e a s e d C a s h  R e n t S h a r e  c r o p p i n g a n d  o t h e r s

S i z e  o f  h o l d i n g s N o . o f A r e a N o . o f A r e a N o . o f
!

A r e a

h o l d i n g s ( 0 0 0 h o l d i n g s % ( 0 0 0 % h o l d i n g s % 1 ( 0 0 0  F e d d a n s )  j %

( 0 0 0 s ) F e d d a n s ) ( 0 0 0 ) F e d d a n s ) ( 0 0 0 ) 1 1 1

l e s s  t h a n 1 2 2 9 . 3 1 0 1 . 2 2 2 2 . 7 97 9 8 . 0 97 7 . 0
1
I 3 ! 3 . 3  ^ 3

F r o m  1 t o l e s s 1
t h a n  2

2 6 1 . 4 2 6 9 . 4 2 4 7 . 4 95 2 5 3 . 3 94 1 5 . 3
1

5 1 6 . 0 6

2 -  <  3 1 8 0 . 8 3 1 4 . 3 1 6 5 . 1 91 2 8 3 . 0 90 1 7 . 4
1

9 3 1 . 3 10
3 - < 4 1 1 5 . 8 2 8 0 . 7 1 0 1 . 9 88 2 4 0 . 0 85 1 5 . 7 1 12 4 0 . 5 15
4 -  < 5 6 7 . 4 2 0 7 . 5 5 8 . 2 86 1 2 7 . 4 83 1 0 . 4 1 14 | 3 5 . 1 17
5 - < 1 0 1 1 3 . 8 5 1 7 . 5 9 7 . 0 85 4 2 6 . 3 82 1 9 . 1 1 15 1 9 1 . 2 18

1 0 - < 2 0 3 3 . 4 2 8 5 . 5 2 9 . 7 89 2 4 7 . 0 86 3 . 6 I 11 I 3 8 . 5 14
20-<50 1 2 . 7 2 1 6 . 5 1 1 . 7 92 2 0 0 . 2 92 1.0 1 8 1 6 . 3 8
5 0 - < , 1 0 0 2 . 9 1 1 4 . 3 2 . 7 93 1 0 6 . 6 93 0 . 2 | 7 7 . 7 7

> / 100 1 . 6 1 6 3 . 5

___________

1 . 5 9 4 1 5 1 . 8 93 0 . 1
1

6 1 1 1 . 7  

1

7

T o t a l 1 0 1 9 2 4 7 0 9 3 8 2 1 7 8 . 8 9 0 . 6 1 2 9 1 . 8
_i________________

S o u r c e : F o u r t h  A g r i c u l t u r a l  C e n s u s  1 9 6 1 ,  S e c t i o n  A ,  T a b l e  V
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organisation. I t  also aimed to overcome the shortage of agricu ltu ral production, through v e rtic a l and horizontal expansions. I t  is  the aim of the following section to investigate these p o lic ie s .
2 .5 . GO-OPERATIVES AS AN ALTERNATIVE FORM OF ORGANISATION FOR RURAL DEVELOPMENTOne of the most strikin g features o f the Egyptian agrarian reform was the creation of the supervised co-operatives. These co-operatives, f i r s t  established in agrarian reform areas but la te r  extended to cover almost the entire countryside, have become the most s ig n ific a n t policy instrument through which Government influences rural development.The principal question that arises here is  to what extent did 'the co-operative system succeed in changing the character of a predominantly c a p ita lis t  agriculture which had developed in  J%ypt since the establish­ment of private land ownership in  the second h a lf of the 19th century?To answer th is  question, this section f i r s t  begins with a b rie f survey of the evolution and objectives o f the co-operative system. Secondly, i t  examines the impact of the co-operative system and the various policies i t  introduced on resource a llo ca tio n , the transfer of the agricu ltu ral surplus, the process of d iffe re n tia tio n  and the change in the so cio -p o litica l power structure in the v illa g e .
A. Evolution, Objectives of the Co-operativesThe creation of the supervised co-operatives in 1952 was undoubtedly a turning point in the history o f the co-operative movement in % ypt. Generally, we can distinguish two phases o f development prior to the 1952 Agrarian Reform. The f i r s t  phase began at the turn o f the century when the emerging class o f Egyptian c a p ita lis ts  (mainly landowners and cotton merchants) were looking fo r  an altern ative source of finance to substitute the decreasing flow o f foreign c a p ita l, esp ecially  a fter the crash of I9O7. • Agricultural credit was d i f f ic u lt
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to obtain from a banking system to ta lly  controlled by foreign in te re sts . Commercial banks were mainly concerned with financing trade in cotton by advancing short-term loans to big landlords, merchants and exporters, but were not generally v ailin g  to undertake small credit transactions with the mass of small farmers. For loans, real estate banks asked fo r c o lla te ra l security which was fa r  beyond the a b ility  o f small holders to provide. Given these conditions, the majority of farmers were compelled to turn to v illa g e  moneylenders who extorted rates of interest that often exceeded 100% per annum.  ̂ These rates represented a heavy burden on the meagre income o f the small farmers.Some attempts were made to improve the system o f rural cre d it, the most important of which was the establishment, in 1902, o f the Agri­cultural Bank of Egypt to provide loans in small sums (£E500) at a 8% interest rate . But the in a b ility  o f most borrowers to repay, due tosharp fluctuations in  cotton p rices, led to a wave of expropriation of31land which affected small farmers in  p a rticu la r. The promulgation o f the five-feddan law in 1912 (prohibiting seizure for debt of properties of fiv e  feddans or le ss) had the adverse e ffe c t  of reducing the bank's lending operations. Thus, in  1913 the bank loans offered to small farmers amounted only to £E4 m illion  compared to debts of £E12 m illion to private moneylenders. Within th is  context a group o f reformers called fo r the creation of "agricultural unions" to provide farmers with the necessary credit and services on a co-operative basis.The second pha.se in  the development o f the co-operative movement
3° G, S . Saab, Tne Egyptian Agrarian Reform, 1952-1962, op, c i t . , p. 8.The number of expropriations of small holdings during' the period 1909-1913 averaged around 450 per year. See: E. Esheg and M. A. Kamal, "A Note on the Reform of the Rural Credit System in UAR (Egypt)", Bul le t in  of Oxford Unive rsity  In stitu te  o f Economics and S t a t is t ic s , Voi. 2*9, No. 2, May 1967.
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followed the 1919 Revolution. One o f the most s ig n ific a n t measures taken was the establishment in 1931 of the "Credit Agricole d'Efeypte" to provide co-operatives with the needed credit at a 5% in terest rafe . Despite the notable growth of the co-operative movement during th is period, the government maintained a tigh t grip  on the movement, mainly through allocation of funis to the Credit A grico le , which lim ited the effectiveness of most s o cie tie s . Wartime d if f ic u lt ie s  renewed the c a ll  fo r government support. Therefore, the government created the Depart­ment of Co-operation within the Ministry of Social A ffa irs  as the agency through which state support was to be channelled. In addition, in  1958 the bank's name was changed to the "Credit Agricole et Coopera,tif" and i t s  cap ita l increased in order to provide more credit to co-operatives.Despite the notable expansion o f agricu ltu ral co-operatives duringopthe 1930s and. 1940s , t h e  main weaknesses o f the system remainedunchanged. One of these was that agricultu ral co-operation lo st i t spopular character in  the face o f increasing government intervention. Theco-opera,tive so cieties were in most cases reduced to branches of theCredit Agricole, the sole function of which wa.s to provide cred it. Eventhis role was extremely lim ited in view of the meagre resources allocatedby the government or the banking system. For instance, the to ta l loansgranted by the Credit Agricole increased from £E2 m illion to £E5 m illionduring the period 1933“ I957* then to £E15.7 m illion in 1952. Despiteth is increase between 19-57 and 1952 they could hardly cover more than a33fraction  of rural cred it needs, J  Moreover, small farmers, who were
op The number o f ■■agricultural co-operatives increased from 559 (with a membership of 55,973 end a cap ita l of ££‘158, 382) in 1932 to 1,565 so cieties (with a membership of 555*756 and a. capital of £E?55,782) in 1955. See: Tarik EL-3ishry, "The History o f the Co-operative Movement in Egypt", Al-T aliaa , September I 965, pp. 58-50. (in Arabic)E. Eshag and M. Kamal, "A Note on the Reform o f the Rural Credit System in Efeypt", op. c i t . .  p. 100.33



-  92 -
supposed to be the main beneficiaries of the system, had l i t t l e  or no access to co-operative services. Most co-operatives were dominated by large landowners who found i t  advantageous to form themselves into co-operative so cieties in  order to obtain cheap cred it. The d efin itio n  of "small owners" who could qu alify  fo r  co-operative cash loans had l i t t l e  e ffe c t in favouring the genuinely small peasants. A "small owner" was in it ia l ly  defined as an owner of 30 feddans or less but la te r  the d efin itio n  was changed to include owners of 200 feddans or le s s . In th is way, 99»9% o f a l l  landowners holding three-quarters of the to ta l agricultu ral land were made e lig ib le  for individual cash

r ihl o a n s ,U n d e r  these circumstances, the majority of small farmers were compelled to continue th e ir  dependence on the private moneylender, a process which usually resulted in the loss o f th eir smallholdings and th eir joining the ranks of the landless.From the foregoing survey i t  becomes clear that the co-operative system has reflected the main features o f the prevailing agrarian system, a system which was dominated by large landowners. Thus the co-operatives were no more than cred it in stitu tio n s catering mainly fo r  the needs of this dominant cla ss , with l i t t l e  or no regard fo r  small fanners.Against this background the supervised agricultu ral co-operatives were created. 'Ihe F ir s t Agrarian Reform of 1952 stipulated that every beneficiary must jo in  one of the multi-purpose agricu ltu ral co-operatives supervised by appointees of the Ministry o f Agrarian Reform. This was designed to assist new holders who inevitably had l i t t l e  experience and knowledge o f agricu ltu ral management and organisation. I t s  aim was to provide him with cred it and other inputs on easy terms and to help develop the co-operative s p ir it .
35 Ib id ., p. 100.
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With government concentrating i t s  services through co-operatives the system was extended beyond the bourdaries o f agrarian reform areas u n til i t  covered almost a l l  of rural EJgypt by the mid-1960s . Table 13 summarises the development of the agricultu ral co-operatives during the period 1952-1970. I t  shows that agricultu ral co-operatives trip led  in number, while membership increased fivefo ld  and capital eleven fo ld .F in a lly , i t  is  worth noting that the wide network o f co-operatives^ has enabled the government to reach the remote rural areas and to influence d ire ctly  the course o f rural development.

B. Go-operatives and the Organisation of Agricultural Production One of the most interesting features of Egypt's co-operative system-^ was the attempt to reorganise agricu ltu ral production through the introduction of the system of land and crop consolidation. One of the basic problems in  the way of increased agricultu ral productivity and efficien cy  was the continuous fragmentation o f lard holdings. The problem of fragmentation -  manifested by the structure o f ownership being dominated by tiny and separated holdings -  was a constant feature of Egyptian agriculture since the establishment of private land ownership.
Three types o f agricu ltu ral co-operatives can be distinguished:( i)  the agrarian reform and the lard reclamation co-operatives which were creeled in land reform and newly reclaimed areas to cater exclusively fo r these benefiting from land redistribution; ( i i )  the multi-purpose co-operatives, or credit co-operatives, which have as th eir members a l l  the farmers on the "old” land, i . e .  outside land reform areas; and ( i i i )  the specialised co-operatives with a membership c f producers engaged in agriculture-related a c tiv it ie s  such as animal husbandry, fish e rie s  and food processing. The multi-purpose co-operatives are the most important ones. See:S. Radwan, "The Impact of Agrarian Reform on Rural Efeypt, 1952-1975” »op. c i t . ,  pp. 53- 5^.

✓  - ̂ The introduction of the co-operative system in Land Reform areas in Egypt was d irectly  copied from the B ritish Gezira Project in Sudan, and was adopted as a clever way o f combining large scale advantages in irr ig a tio n , crop rotation and marketing with sn ail scale production and private in it ia t iv e . See: B. Hansen, "Economic Development in %ypt" in 0. A. Cooper and S . S . Alexander (eds.) Economic Development and"Population Growth in the Middle Sort, Rand Corporation Study, New York, 1972. "  ’ ..



Table 13

1952-1970

Development of Membership, Capital and the Number of Agricultural Cooperatives

Agricultural
Years

Number of 
Co-operatives

Members (000s) Capital £E (000s)

1952 1727 499 661
1965 4839 2369 2653
1966 4879 2533 2682
1967 4921 2751 2801
1968 4955 2960 2974
1969 5009 2921 4248
1970 5049 2830 7415

Source: Central Agency for Public Mobilization and Statistics, 
Statistical Handbook, June 1971, p.52, and Statistical Yearbook, 
October 1974, p.52.
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As we have seen the structure o f land ownership was dominated by small holders and the average size o f th e ir  holdings has declined over time.By the beginning o f the 1950s, the problem o f fragmentation had reachedserious proportions with most landholdings below what was considered a37minimum viable size of farm. The to ta l number o f operational holdingsamounted to 1 , 003, 000, o f which 62% were below three feddans and o f an38average size of 1.3  feddans.The system of crop and land consolidation was f i r s t  applied to land reform areas. The co-operatives treated the whole land reform area controlled by them as a single u n it which they divided into three blocks, each of which was planted with a sin gle crop, according to the phase o f the trien n ia l crop rotation . Though farmers retained both ownership and the resp onsibility  fo r cu ltiv a tin g  their own plots a number of important farming operations such as mechanised ploughing, crop fumigation and pest control, were done by the co-operative since they could be performed more e ffic ie n tly  by them.The advantages of th is system became immediately apparent. By cu ltivatin g a s irg le  crop in a large area i t  was possible to eliminate the maze of separate irriga tio n  and drainage channels required by the cultivation  of a variety  of crops on the same land, thus saving some 
10% to 20/5 of the cultivated land. Moreover, crop consolidation made i t  possible to avoid certain losses caused by the contiguity o f d iffe re n t crops with varying irrig a tio n  requirements in  a single block of land,
37 ̂ An area o f three feddans was considered the minimum holding to be operated by the labour of an average fam ily in rural Egypt. See: S. Marei, The Fragmentation o f Agricultu ral Land in E£ypt, Higher In stitu te  fo r S o c ia lis t  Studies, Cairo, Ì 965 (in Arabic).qOJ  Department of S ta t is t ic s  and Census, A gricultural Census 1950» Voi. I ,  Cairo, 1958, pp. 3^“ 35»S. Marei, Arrarian Reform in Egypt, Cairo, 1957» pp. 190-191 (in A rabici.



which often resulted in  the transmission o f pests and diseases fromone crop to another, Crop consolidation made i t  a.lso possible tointroduce a uniform and more e ff ic ie n t  system o f crop ro tation . Thedamage to s o il f e r t i l i t y  under the biennial system, which was popularduring the postwar cotton boom, was sig n ifica n t due to the greaterfrequency o f cotton crops, the short fallow- period and the less frequentplanting of clover. Under the new trien n ial rotation, where cotton wascultivated every third year, s o il  was allowed to rest eight months andclover was grown twice every three y e a r s .^The success of land and crop consolidation on land reform areas ledthe government to think of extending the system to non-reform areas.A p ilo t experiment was conducted in  the v illa g e  of Nawag in  1955 when thegovernment in itia te d  a scheme of voluntary co-operation to consolidate4lfragmented holdings. This experiment produced impressive re su lts . Between 1955 and 1958 there was an increase in  the average yield per feddan of J>0% for cotton and 15% fo r  wheat.
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I t  was estimated that the change in the system of rotation has increased the yield  of land by as much as 20%. See: E. Eshag and M. Kernel, "Agrarian Reform in the UAR (Egypt), op. c i t . , p. 87.¿ f l  . ■In the v illa g e  of Nawag 1,54-3 feddans of land were owned by 1,585 owners. There were 1,181 holdings scattered among 3,503 p lots, each d iffe re n tly  drained and irrig a te d . Of the 1,585 owners, 1,346 had one feddan or le s s ; only 11 owners had more than ten feddans, and the two largest holdings were about 40 feddans each. The agrarian reform authorities reactivated the semi-dormant co-operative in the v illa g e  and persuaded landowners to pool th e ir  land fo r  cultivation  in a manner sim ilar to that followed in land reform v illa g e s . The entire land of the v illa g e  was divided, in to  several large blocks each incorporating a number of smallholdings. The owners o f the plots in each block were required to follovr a uniform system of crop rotation . Moreover, those farmers who owned separate pieces of land located in d iffe re n t parts of the v illa g e  were induced to regroup th eir holdings in a sin gle block on an exchange basis. See: G. Saab, "The Egyptian Agrarian Reform", op. c i t . . pp. 190-106.
L \.o See: J .  S . Oweis, "The Impact of Lend Reform on Egyptian Agriculture, 1952“ 19o5"» I ntermpun tain Economic Review, Vol. I I ,  No. 1, 1971, p. 60.
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By the early I 96OS the movement, towards consolidation was gainingstrength and momentum, and the government considered the generalisationof the system to the whole country. Two provinces, Kafr-el~Sheikh andBeni Suef, were chosen as a testin g  ground fo r an elaborate system of

4 3co-operative reorganisation.  ̂ The results demonstrated the fe a s ib ility
tand d e sira b ility  of the co-operative reorganisation of v illa g e  economics. Thus the government drew a plan to extend the system into the rest of the

0country by 1970.I t  is  worth noting that beyond the establishment of co-operatives and the enforcement of the crop rotation system, the land and crop consolidation programme had a lim ited success. F irst of a l l ,  i t  has fa ile d  to solve the problem of fragmentation. However, the agrarian reform law has i t s e l f  exacerbated th is by allowing the redistribution of land in  parcels of two to fiv e  feddans. Secondly, the crop consolida­tion programme has advers by effected  poor and small peasants who found i t  d i f f ic u l t  to d iv e rsify  th eir products. Their small plots of land would inevitably f a l l  within a sin gle  block and they would be obliged to grow a. single crop. On the other hand, the larger landowners have an advantageous position as th eir holdings are large enough to enable them to d iv ersify  their production and have a surplus to s e l l .From the foregoing discussion we can conclude that the ideas of land and crop consolidation had a great potential in creating a new form of communal land system. The co-operatives were, to a large extent, instrumental in preventing further exhaustion o f the s o il by introducing
3 Public Organisation of Land Reform, The_ P roject of Reorganising Agricultural Production i n the Governorates of K a fr-e l-Shiekh and Beni Suef, Cairo, 1963~(i"n Arabic) •

Lh See J .  S . Oweis, "The Impact of Land Reform on Egyptian Agriculture, 1952-1965", Q p^xJLi,, p. 60.45 Law Ho. 178, of 1952, Article 9
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the new trien n ia l rotation, hut they did not succeed in providing a viable alternative to the system of peasant agriculture except, perhaps, on land reform areas. Moreover, a negative aspect of the Egyptian co-operative system was i t s  adverse e ffe c t  on poor and small peasants since i t  resulted in a redistribution in favour of larger farmers.
C. CO-OPERATIVES AMD HIE PROVISION OF AGRICULTURAL INPUTS

*One of the main objectives of the supervised co-operatives was toinfluence agricultu ral productivity through the supply of improvedinputs ~ seeds, f e r t i l is e r s , pesticides, technical advice and cred it.By mid-century, ag ricu ltu ral development in  Efeypt had reached a stagewhere i t  cru cia lly  depended on better inputs and improved methods ofcu ltiv a tio n . The co-operatives provided a. convenient network, akin toan agricultu ral extension service, which the government used to promote
l\6"net inputs" and diffuse new techniques.The government had a monopoly o f supply fo r  f e r t i l is e r s , certain selected seeds and p esticid es, and used the co-operative as a d istribu­tion channel. Table l4  provides an idea o f how d iffe re n t inputs were supplied by the co-operatives. I t  shows that the to ta l value of these inputs increased s ig n ific a n tly  during the 1950s and they became the sole supplier of most inputs by the mid-1960s . Moreover, easy and cheap cred it, in  cash and kind, must have made i t  easier for poor and small farmers to have access to these inputs. Co-operatives were also instrumental in extending the use of improved seeds and, to a lesse r extent, new cultivatio n  techniques.Another aspect of the supervised co-operatives in Egypt relates to agricultu ral cre d it. The history of agricultu ral credit in Egypt dates

^  R. Mabro, "The Egyptian Economy, 1952-1972", op. c i t . , p. 75.



T a b l e  1 4

V a l u e  o f  I n p u t s  S u p p l i e d  b y  t h e  C o - o p e r a t i v e s

1 9 6 0 - 1 9 7 0  

( £ E  t h o u s a n d s )

A g r i c u l t u r a l
Y e a r s S e e d s F e r t i l i s e r s P e s t i c i d e s

P e s t - C o n t r o l
E q u i p m e n t B a g s

1 9 6 0 5 4 2 2 1 4 9 9 6 0 116 14
61 5 6 1 1 9 4 2 1 5 3 9 3 5 2 1 3 7
62 523 1 1 6 6 3 1 2 9 4 8 0 5 0 0
63 7 3 1 3 0 2 5 1 8 9 4 4 8 2 7 0 0
64 8 5 6 7 5 3 1 1 6 4 7 1 0 6 5 1 0 0 0
65 1 2 0 2 8 9 9 3 1 7 8 5 55 1 1 7 4
66 1 1 9 1 9 1 5 3 2 4 4 2 9 6 1 n . a .
67 3 3 4 8 9 8 4 5 2 2 0 3 1 2 n . a .
68 4 7 7 1 1 1 6 7 9 1 6 2 3 n . a . n . a .
69 4 6 6 1 1 0 9 6 6 1 6 5 5 48 1 5 5 4

1 9 7 0 3 8 0 6 8 9 8 9 1 7 5 7 46 n . a .

N o t e  a n d  S o u r c e :  n . a .  =  n o t  a v a i l a b l e

S t a t i s t i c a l  Y e a r b o o k ,  v a r i o u s  i s s u e s
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b a c k  t o  1 9 3 P  -w h e n  t h e  A g r i c u l t u r a l  C r e d i t  B a n k  w a s  e s t a b l i s h e d .  B e f o r e

t h a t  d a t e  t h e  c o u n t r y  d i d  n o t  h a v e  a  c r e d i t  s y s t e m  i n  t h e  r e a l  s e n s e .As we have seen froia our b r ie f h is to r ic a l survey, the pre-reform rural
c r e d i t  s y s t e m  s u f f e r e d  f r o m  t w o  b a s i c  d e f i c i e n c i e s s  i n a d e q u a c y  o f

l o a n s  a n d  t h e  a b s e n c e  o f  m a c h i n e r y  w h i c h  w o u l d  d i r e c t  a v a i l a b l e  c r e d i t

t o w a r d s  t h e  p o o r e r  f a r m e r s  w h o  w e r e  l e f t  a t  t h e  m e r c y  o f  m o n e y l e n d e r s

w h o  t r i e d  t o  g e t  a s  m u c h  b e n e f i t  a s  t h e y  c o u l d  b y  i m p o s i n g  o n  b o r r o w e r s

h e a v y  terms a n d  exorbitant rates of in te re st. The question of the
v o l u m e  o f  c r e d i t  w a s  s o l v e d  b y  a u t h o r i s i n g  t h e  A g r i c u l t u r a l  C r e d i t  Bank
t o  r a i s e  t h e  m o n e y  n e e d e d  f o r  i t s  l e n d i n g  o p e r a t i o n s  b y  b o r r o w i n g  f r o m

t h e  C e n t r a l  B a n k  a n d ,  l a t e r ,  t h r o u g h  t h e  i s s u e  o x  b o n d s  u p  t o  t h e  v a l u e

o f  £ S 3 0  m i l l i o n .  M o r e o v e r ,  f r o m  1 9 6 1  t h e  i n t e r e s t  l e v i e d  o n  l o a n s¿I-7granted by the Agricultural and Co-operative Bank was abolished.
F u r t h e r  s t e p s  w e r e  t a k e n  t o  s o l v e  t h e  m o r e  d i f f i c u l t  p r o b l e m  o f  e n s u r i n g  

t h e  a c c e s s  o f  p o o r e r  p e a s a n t s  t o  c r e d i t .  By I 9 6 2  t h e  c o - o p e r a t i v e  h a d  

b e c o m e  t h e  s o l e  s u p p l i e r s  o f  a g r i c u l t u r a l  c r e d i t ,  c o - o p e r a t i v e  m e m b e r ­

s h i p  w a s  o b l i g a t o r y  f o r  a l l  f a r m e r s ,  a n d  l o a n s  w e r e  a d v a n c e d  a g a i n s t  

t h e  s e c u r i t y  o f  c r o p s  i n s t e a d  o f  a g a i n s t  l a n d  a s  h a d  p r e v i o u s l y  b e e n  

t h e  c a s e .  B u t ,  t h e  m a j o r  s t e p  i n  t h e  e v o l u t i o n  o f  t h e  r u r a l  c r e d i t

s y s t e m  w a s  t a k e n  i n  1 9 6 ^  w h e n  t h e  A g r i c u l t u r a l  a n d  C o - o p e r a t i v e  C r e d i t  

B a n k  w a s  c o n v e r t e d  i n t o  a n  O r g a n i s a t i o n  f o r  A g r i c u l t u r a l  a n d  

C o - o p e r a t i v e  C r e d i t .  T h i s  t o o k  o v e r  r e s p o n s i b i l i t y  f o r  t h e  f o r m u l a t i o n  

o f  g e n e r a l  p o l i c y  f o r  a g r i c u l t u r a l  c r e d i t  a n d  f o r  s u p e r v i s i n g  t h e  

i m p l e m e n t a t i o n  o f  t h a t  p o l i c y .  I t s  f u n c t i o n  w a s  a l s o  t o  s u p p l y  t h e

^  i n  1 9 6 7  a f t e r  t h e  A r a b - I s r a e l i  w a r ,  i n t e r e s t  o n  l o a n s  w a s
r e - e s t a b l i s h e d ,  a n d  f i x e d  a t  k.5%. A s  f r o m  1 9 7 0 ,  a  c o m m i s s i o n  o f  
3% i s  c h a r g e d  o n  a l l  l o a n s  g r a n t e d  b y  t h e  b e n i : ,  a n d  a  f i n e  o r  a  

p e n a l t y  a m o u n t i n g  t o  %  i s  c h a r g e d  i n  c a s e  o f  o v e r d u e  d e b t s .  S e e s  

C e n t r a l  Bank o f  E g y p t ,  E c o n o m i c  I t e v i e w , V o i .  X I I I ,  N o .  1 ,  1 9 7 3 »  

p .  l 6 .
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C o - o p e r a t i v e  L o a n s  b y  T y p e  a n d  P u r p o s e

Table 15

( £ E  m i l l i o n )

( l )  L o a n s  b y  T e r m

Y e a r
M e d i u m

T e r m

S h o r t

T e r m

T o t a l

( a t  c u r r e n t  p r i c e s ) ( a t  c o n s t a n t  p r i c e s j ) ^

1 9 5 9 / 6 0 1 . 5 3 5 . 1 3 6 . 6 3 6 . 6
61 1 . 2 3 8 . 2 3 9 . 4 3 9 . 4
62 0 . 9 4 1 . 5 4 2 . 4 4 3 . 3
63 2 . 1 5 1 . 8 5 3 . 9 3 7 . 2
64 3 . 2 5 6 . 3 5 9 . 5 4 1 . 6
65 2 . 6 6 2 . 8 6 5 . 4 4 6 . 7
66 1 . 3 7 8 . 1 7 9 . 4 5 8 . 0
67 2 . 2 8 4 . 2 8 6 . 4 6 6 . 0
68 2 . 3 7 6 . 3 7 8 . 6 6 9 . 6
69 1 . 9 6 6 . 9 6 8 . 8 6 3 . 1
70 1 . 8 7 9 . 0 8 0 . 8 7 4 . 1

N o t e  a n d  S o u r c e :

( a )  T h e  v o l u m e  o f  c r e d i t  a t  c o n s t a n t  p r i c e s  a r e  c a l c u l a t e d  b y  u s i n g  
t h e  p r i c e  i n d e x  o f  m a n u f a c t u r e d  a g r i c u l t u r a l  i n p u t  d e f l a t o r .  S e e  
A p p e n d i x  2 .

E g y p t i a n  G e r n a l  O r g a n i s a t i o n  f o r  A g r i c u l t u r a l  a n d  C o - o p e r a t i v e  C r e d i t .

( 2 )  L o a n s  b y  I n p u t  C l a s s i f i c a t i o n

Y e a r T r a c t o r s M a c h i n e r y L i v e s t o c k  
( c a t t l e )

S e e d s I n s e c t i c i d e s F e r t ­
i l i s e r

1 9 5 9 / 6 0 — 0 . 8 0 . 6 1 . 9 — 1 2 . 6
61 - 0 . 7 0 . 6 2 . 3 - 1 6 . 4
62 0 . 5 0 . 7 0 . 2 2 . 8 1 . 6 1 7 . 1
63 0. 1 1 . 5 0 . 6 2 . 7 6 . 9 2 0 . 3
64 - 0 . 7 1.0 2 . 9 9 . 0 2 0 . 4
65 0 . 3 0 . 8 1 . 3 3 . 0 6 . 0 2 5 . 3
66 1 . 2 0 . 9 1 . 9 4 . 6 7 . 8 3 4 . 7
67 0 . 9 1 . 8 2 . 3 5 . 8 9 . 6 3 8 . 0
68 0 . 8 1 . 9 0 .  9 8 . 9 7 . 2 3 5 . 9
69 0 . 2 1 . 6 0 . 9 7 . 5 6 . 3 3 2 . 0
70 0 . 6 1 . 5 2 . 3 7 . 3 9 . 2 3 5 . 0

Source: Egyptian General Organisation fo r  Agricultural and Co-operative Credit.
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funds necessary fo r the extension of credit and to provide the48necessary requirements fo r  agricultu re! production.As may be seen from Table 15 the most notable feature of th is new rural credit scheme was i t s  emphasis on short-run loans. These loans, which were in kind ( i .e .  seeds, f e r t i l is e r s , in se cticid e s , e tc .)  were made to each farmer according to the area o f the farm and the type of crop planted. The amount of cash loans allocated to each farmer was determined by reference to h is cash outlays in production. Table 15 shows that the volume o f cred it at current prices was more than doubled during the period 1959/60- 1969/70, but the real growth of rural credit at constant prices ■was not that impressive. I t  increased from an average of £E4l m illion per year during the period 1960-1964 to an average of £S65 m illion during the second h a lf o f the 1960s . Moreover,despite th is growth in the volume of cre d it, i t  was fa r  from satisfyin g. 49the farm ers needs.Detailed breakdowns of agricultu ral loans by purpose and kind are available for certain years in the 1960s . The disaggregated figures fo r  1965/66 reveal a ty p ical pattern. Short-term cash loans, which represented 305 to 405 of to ta l loans, were p articu larly  biased in favour of the large landowners and c a p ita lis t  farmers who operated with wage-labour. Medium-term loans, repayable over fiv e  to ten years, were also advanced to farmers fo r  the purchase of machinery and animals, and fo r  land reclamation. These medium-term loans represented about 2%

p. 13.phe ratio o f co-operative credit to the cost o f agricultural production increased from 24,3 in the 1950s to 28,5 in the I 96OS.See: M. A. El-Shabaat and S . Z . Nasser, "An Economic Analysis of State Earm Credit in Egypt", L 'Egypte Contemuoraine, No.. 353» „■July 1973» p. 96.R. Mabro, The Egyptian Economy, 1952-1972, on. c l t . ,  Table 4.5» p. 78.
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of the to ta l agricu ltu ral credit and generally speaking they went tothe landholders and c a p ita lis t  farmers. This is  not surprising sincethese are the only farmers able to undertake the kind of investment51projects mentioned above. Thus co-operative finance has made i tpossible for these farmers to invest in  fixed agricultu ral investmentto a greater extent than would have been possible had they had. to relyen tirely  on th e ir  own investible surpluses. F in a lly , a serious aspectof the process of credit d iffe re n tia tio n  was that many p rivileges wereenjoyed exclusively by rich farmers by virtue of certain provisions ofthe agrarian reform laws. For instance, in  the system of livesto ckinsurance, only the owner o f at le a st three head o f ca ttle  is  formallye lig ib le  to insure his livesto ck , and subsequently to obtain a ration of150 kg fodder, at the subsidised price fixed by the State . The poorpeasant who cannot insure h is livestock is  deprived of such p rivileges;in most cases he has to buy fodder on the black market. Moreover, onlyowners of more than 15 feddans were e lig ib le  to buy selected seeds at53subsidised p r ic e s .- vNevertheless, in spite of a l l  the shortcomings of the new supervised rural credit scheme, increases in the volume and changes in the terms of rural credit were among the most important complementary measures to land reform.The improved supply by co-operatives of credit and other inputs were successful in improving the yields of cotton and basic food crops,

E. E s h a g  e n d  M. Kanal, ,SA N o t e  o n  t h e  R e f o r m  o f  t h e  R u r a l  C r e d i t  
S y s t e m  i n  U A R  ( E g y p t ) " ,  o p .  c i t . , p .  1 0 3 .52 The low rates of in terest charged by the co-operative in relation  to the borrowing rate of in terest in the v illa g e  market were cru cial in th is respect. See M. Abdel-Fadil, Development, I ncome Distribution in  Egypt, 1952-1970, Cambridge, 1975» p. Ö-9.

53 Ib id ., p. 1^9.



TABLE 16

I n i d c e s  o f  Y i e l d s  f o r  S e v e n  C r o p s ,  1 9 5 2 - 7 0  ( b a s e :  a v e r a g e  1 9 4 8 - 5 1 = 1 0 0 )

A g r i c u l t u r a l
Y e a r s

C o t t o n W h e a t M a i z e M i l l e t B a r l e y R i c e S u g a r - c a n e

1 9 5 2 1 0 2 1 0 1 1 0 1 1 0 7 1 0 7 88 1 2 5

19 5 3 1 0 9 1 1 2 1 0 5 1 0 5 1 0 9 98 1 2 7

1 9 5 4 1 0 0 1 2 5 1 0 5 1 0 5 1 2 2 1 1 5 1 1 7

1 9 5 5 83 1 2 4 1 0 7 1 0 8 1 1 5 1 3 0 1 3 0

1 9 5 6 89 1 2 8 1 0 3 1 0 9 1 2 6 1 3 9 1 2 9

1 9 5 7 1 0 0 126 96 1 1 1 1 2 8 1 4 0 1 3 0

1 9 5 8 1 0 7 1 2 9 1 0 3 1 1 4 1 2 2 1 2 4 1 3 3

1 9 5 9 1 1 8 1 2 7 92 1 1 8 1 2 7 132 136

1 9 6 0 1 1 6 1 3 3 1 0 6 1 1 8 1 3 2 1 3 1 1 4 3

1 9 6 1 76 1 3 5 1 1 5 1 2 1 1 4 0 1 3 3 1 3 2

1 9 6 2 1 2 4 142 1 2 5 1 2 9 1 4 2 1 5 4 137

1 9 6 3 1 2 3 1 4 5 1 2 3 1 3 4 141 1 4 5 1 3 0

1 9 6 4 141 1 4 9 1 3 2 133 1 4 9 1 3 3 1 3 0

1 9 6 5 1 2 4 1 4 3 1 6 7 1 4 2 1 3 7 1 3 2 1 3 0

. 1 9 6 6 1 1 0 1 4 5 1 7 1 1 4 8 1 2 9 12 5 1 3 9
1 9 6 7 1 2 1 133 1 6 5 1 5 0 1 1 5 1 3 3 1 3 7

1 9 6 8 1 3 4 1 3 7 1 6 7 1 5 1 1 2 8 1 3 5 1 3 9

1 9 6 9 1 5 0 1 3 0 1 8 1 1 5 2 1 2 5 1 3 5 1 4 4

1 9 7 0 141 1 5 0 1 8 0 1 5 6 1 2 4 1 4 3 1 3 3

S o u r c e  : R .  M a b r o ,  T h e  E g y p t i a n  E c o n o m y  1 9 5 2 - 1 9 7 2 , C l a r e n d o n  P r e s s ,  O x f o r d ,  1 9 7 4 ,  T a b l e  ( 4 . 7 ) ,  p . 8 1
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as can be seen from Table l 6. Considering the period 1952-1970 as a whole, i t  is  clear that improvements have teen impressive. In general, y ields did not rise  in the years corresponding to the f ir s t  stage of the Land Reform (between 1952 and i 960) . Cotton performed badly u n til 1957 when yields ju s t regained the average le v e l fo r 1948-1951. Wheat y ie ld s, a fte r  an early r is e , remained stagnant u n til 1959- The yields of maize (the main ingredient o f the peasant d ie t) , did not improve during the 1950s. Rice yields had increased by 40?S by 1957» but thereafter tended to d eclin e.Table 16 shows that increases in  yields in  the late  1950s and 1960s coincided with the expansion of co -o p e ra tiv e s.^  However, other factors had been at play. The government invested heavily in the development of irrig a tio n  and drainage systems, including the High-Dam.I t  also promoted the use o f fe r t i l is e r s  and in itia te d  measures to improve seeds, pest control, research, marketing and agricultu ral education g e n e r a lly ,^  As a result of a l l  these measures the productivity of land was raised while the area under cu ltivatio n  was extended.
^  R. Mabro, The Egyptian Economy, 1952-1972. op. c i t . , p. 80.
p' pf The area of land reclaimed between I 960/6I  and 1964/65 amounted to

536,000 feddans as compared with 78,900 feddans during the period 1952-59. Under the period 1965/66- 1969/70, an integrated programme of horizontal agricu ltu ral expansion was proposed, proceeding at an annual rate of about 140,000 feddans of reclaimed land. Sees In stitu te  o f National PI a nni ng'/l n t  e rnat i  o na 1 Labour O ffic e , Research Report on Employment Problems in Rural .Areas UAR (Report E on Impact of National Development Projects}, Cairo 1965, p. 88. However, o f f ic ia l  s t a t is t ic s  claim that the to ta l area actu ally  reclaimed during the period I 96O/6I - I 969/7O, amounted to 884,300 feddans. In other words, the actual progress in land reclamation proceeded at a moderate pace of 88,000 feddans per annum, only about h a lf  the target figure fo r th is  period. Sees Central Agency fo r Public Mobilisation and S ta t is t ic s , S t a t is t ical Handbook, June 1971.56 For a detailed account of these government p o lic ie s  sees Egypt,The Permanent  Coun cil fo r  the Development of National Produ ction, 19,5 Cairo 1955» pp. 24-173» ?-nd United Arab Republic o f Egypt, Ministry 0 Agrarian Reform and Land Reclamation, Agrarian Reform and Land Reclama­tio n , 1952- 63, Cairo 1963.



The completion of the f i r s t  phase of the High-Dam project in  196  ̂led to an increase in the area under cu ltivatio n  as a result of land reclamation and an extension of irr ig a tio n . Tnis would have resulted in a large increase in the to ta l cropped area had. not urbanisation encroached upon agricu ltu ral lands, consuming about 6*40,000 feddans in the process. The increase fo r  the 1960s was therefore confined to about 
5% (about h a lf a, m illion fodders).The completion of the f i r s t  phase of the High Dam project provideds u ffic ie n t water fo r irrig a tio n  throughout the year and made possiblethe perennial irriga tio n  o f 700,000 acres of land that had previouslybeen under basin irrig a tio n  in Upper Efeypt, thus enabling more than one 57crop a year. The horizontal expansion in other areas had also been made feasible pending only the preparation of land to receive the irrig a tio n  water when extended thereto.Thus the a v a ila b ility  of additional water supplies from the High Dam made considerable f le x ib i l i t y  in "cropping patterns". Before the construction of the Dam many crops were competing fo r  lard during the N ili  (autumn) season, from August to November, in  order to benefit from the flood, waters generously available during that season. With the completion of the High Dam the N ili round crops cea.sed to be a l l  that important. Tnis was matched by important increases in the acreages of summer crops such as rice  and summer maize. Tne area of land cultivated with rice increased to about one m illion acres, and with summer ma.ize to about 1.5 m illion acres by the la te  1960s . Tne share of rice production increased by 19.6/3 compared to the annual average o f the
5? M. Clawson, H. Landsberg and L. T. Alexander, The Ag ricu i'turaiPotential of  the Middle-Bast, American Elsevier Publishing (Jo. In c ., Nevi York, 1971, p. 131.
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I 965- I 969 period.These changes in crop mixes axe such that they w ill contribute s ig n ifica n tly  to the future growth of the Egyptian economy, since rice is  a leading' export crop and maize is  considered to be the main subsistence crop in rural areas. I t  seems reasonable to argue that changes in the level and composition of agricultu ral production that occurred in the la te  1960s contributed to the solution of Egypt's balance of payments problem.To sum up, the main changes in acreage and production may betraced to major crops affected by the High-Dam p rojects. The sharp59drop in the acreage and the production of onions emerges as a resu lt of the s h ift  from basin to perennial irr ig a tio n  in Upper Egypt made possible by the completion of the f i r s t  stage of the High-Dam.
D. Co-operatives and the Mobilisation of Agricultu ral  SurplusAs stated e a r lie r , the wide network of agricultu ral co-operatives provided the government with an effe ctiv e  in stitu tio n a l set up through which i t  was able to carry out i t s  p o lic ie s . This section analyses the impact of the two most important of these p o lic ie s , co-operative marketing and pricing on the mobilisation and transfer of the agricu ltu ral surplus. The basic objective of these p o licies was to manipulate the agricultu ral terms of trade in such a way as to squeeze as much of the agricultu ral surplus as possible in order to finance the process of accumulation in other sectors of the economy and redress the d e f ic it  in  the balance of payments. This was achieved through three main types
^ See Table 17 and Appendix 1, Table 5« ■59 See Table 18.



Table 17

C r o p p e d  A r e a  D e v e l o p m e n t s  

( 0 0 0 ' s  f e d d a n s )

Y e a r
W i n t e r
C r o p s

S u m m e r C r o p s

N i l i  
( a u t u m n ) 
C r o p s

O r c h a r d s T o t a lC o t t o n S u g a r - C a n e O t h e r s

1 9 5 2 4 3 6 4 1 9 6 7 92 9 6 7 1 8 2 4 9 4 9 3 0 8
59 4 7 7 0 1 7 6 0 1 1 2 1 5 3 3 1 9 6 9 1 2 6 1 0 2 7 0
6 0 4 8 0 8 1 8 7 3 1 1 1 1 5 4 9 1 8 9 8 131 1 0 3 7 0
61 4 6 9 2 1 9 8 6 1 1 2 1 4 2 9 1 6 1 6 1 3 7 9 9 7 3
62 4 8 2 2 1 6 5 7 1 2 1 1 9 2 5 1 6 9 5 1 4 5 1 0 3 6 5
63 4 7 1 7 1 6 2 7 1 3 3 2 1 4 0 1 5 8 8 1 5 2 1 0 3 5 7
6 4 4 7 5 8 1 6 1 1 1 3 4 2 1 7 1 1 5 3 6 1 6 7 1 0 3 7 7
65 4 6 2 4 1 9 0 0 1 2 9 2 6 6 8 7 6 2 1 7 8 1 0 2 6 1
66 4 7 3 9 1 8 5 9 1 3 3 2 8 0 2 7 6 0 1 9 5 1 0 4 8 8
67 4 7 7 6 1 6 2 6 1 3 7 3 0 9 4 6 2 2 2 0 7 1 0 4 6 2
68 4 9 2 9 1 4 6 4 1 5 5 3 3 2 6 6 4 6 2 2 5 1 0 7 4 5
69 4 8 4 9 1 6 2 2 1 7 0 3 2 5 8 6 0 1 2 3 2 1 0 7 3 2

1 9 7 0 4 8 3 5 1 6 2 7 1 8 6 3 2 4 0 6 1 8 2 4 4 1 0 7 5 0

S o u r c e : 1 ) C e n t r a l  A g e n c y  f o r  P u b l i c  M o b i l i z a t i o n  a n d  S t a t i s t i c s ,  
S e l e c t e d  S t a t i s t i c s ,  v a r i o u s  i s s u e s

2 ) A p p e n d i x  1 ,  T a b l e s  1 - 4 .
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TABLE 18

A r e a  i n  F e d d a n s  0 0 0 ' s  P r o d u c t i o n  i n  M e t r i c  t o n s  0 0 0 ' s

C r o p

A c r e a g e P r o d u c t i o n

1 9 6 0 1 9 7 0 %
c h a n g e

1 9 6 0 1 9 7 0 %
c h a n g e

R i c e 7 0 6 1 , 1 4 3 + 6 2 % 1 , 4 8 6 2 , 6 0 4 + 8 2 %

M a i z e 1 , 8 2 1 1 , 5 0 4 - 1 7 % 1 , 6 9 1 2 , 3 9 3 + 4 2 %

W h e a t 1 , 4 5 6 1 , 3 0 4 - 1 1 % 1 , 4 9 9 1 , 5 1 6 + 1 2 %

S u g a r c a n e 1 1 1 1 8 6 + 6 7 % 4 , 5 4 5 6 , 9 3 0 + 5 2%

O n i o n s 49 3 4 - 3 1 % 5 0 4 4 3 7 - 1 3 %

S o u r c e  :

C o m p i l e d  f r o m :  A p p e n d i x  1 ,  T a b l e  5 .
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of state purchasing, ( i)  co-operative marketing, ( i i )  contracts; and ( i i i )  compulsory d e liv e rie s .Since the year 1952, the co-operatives belonging to the Ministry of Agrarian Reform have come to play an important role in marketing member's cotton crop. The system of co-operative marketing of cotton was f i r s t  introduced in 1953 in  land reform areas, and in I 962 was voluntarily introduced in four governorates. In 1965 the system became compulsory end was extended to cover a l l  governorates producing cotton.Table 19 indicates the quantities of cotton marketed co-operatively during the period 1952- 1970» I t  shows that by 1965/66 the whole of the cotton crop was marketed co-operatively. Under th is  system farmers delivered th e ir  cotton to co llectin g  centres where i t  was registered, weighted and graded. The cotton was then transported to the ginning m ills where i t  was processed and pressed into bales before being sent to lo cal spinners, or exported. Farmers were paid the value of th eir crop (according to the year's price fixed  by the government) a fte r  deduction of a l l  debts to the co-operative. S im ilarly , the other main export crops, r ic e , onions, groundnuts, potatoes, sesame etc . were marketed through co-operative channels. Table 20 shows the importance of these channels during the 1960s .The contract system of agricultu ral purchasing was introduced fo r certain crops, including some that are exported. I t  covers sugar cane, r ic e , onions, groundnuts, tomatoes, sesame, green beens as well as others. These contracts are concluded before production decisions are taken and involve peasants, and state trading organisations, co-operative and nationalised industries. They stip u late  the sale of predetermined quantities of certain products of defined standard at certain prices.They are voluntary and th e ir  popularity is  to be ascribed mainly to the guaranteed prices and other sales conditions that they stip u la te . These other sales conditions include supplying farmers with seeds, fe r t i l iz e r s ,



TABLE 19

Q u a n t i t i e s  o f  C o t t o n  m a r k e t e d  C o - o p e r a t i v e l y ,  1 9 5 2 / 5 3 - 1 9 6 9 / 7 0

A g r i c u l t u r a l
Y e a r s

Q u a n t i t i e s  i n  

m e t r i c  . 
K a n t a r s v

A s  a  %  o f  

T h e  T o t a l  
C o t t o n  
P r o d u c t i o n

1 9 5 2 / 5 3 2 7 7 0 0

5 3 / 5 4 8 4 8 2 6

5 4 / 5 5 1 6 2 7 0 0
5 5 / 5 6 2 3 7 0 0 0
5 6 / 5 7 3 1 1 1 3 7
5 7 / 5 8 3 6 9 2 0 8
5 8 / 5 9 4 0 3 0 0 0
5 9 / 6 0 4 5 4 8 4 9

1 9 6 1 / 6 2 6 9 9 6 4 8
1 9 6 2 / C 3 1 4 2 8 0 0 0 17

6 3 / 6 4 3 6 8 4 0 0 0 42
6 4 / 6 5 5 5 6 1 0 0 0 60
6 5 / 6 6 9 5 7 3 0 0 0 1 0 0
6 6 / 6 7 8 2 2 3 0 0 0 1 0 0
6 7 / 6 8 7 6 9 6 0 0 0 1 0 0
6 8 / 6 9 7 6 8 3 0 0 0 1 00

1 9 6 9 / 7 0 9 3 8 7 0 0 0 1 00

N o t e s  a n d  S o u r c e s :  ( 1 )  O n e  K a n t a r  ( m e t r i c )  =  5 0 . 0  K i l o g r .

T h e  p e r i o d  1 9 5 2 / 5 3 - 1 9 6 1 / 6 2 ,  F r o m :  B u l l e t i n  o f  t h e  G e n e r a l  
C o - o p e r a t i v e  a n d  A g r i c u l t u r a l  C r e d i t  O r g a n i s a t i o n , Q u a r t e r l y ,  

N o .  3 ,  1 9 6 4 ,  p .  4 8  ( i n  A r a b i c ) .

T h e  p e r i o d  1 9 6 2 / 6 3 - 1 9 6 9 / 7 0 .  F r o m :  N a t i o n a l  B a n k  o f  E g y p t ,  
E c o n o m i c  B u l l e t i n ,  V o l .  X X V I ,  N o .  2 ,  C a i r o ,  1 9 7 3 ,  p .  1 3 8 .

Ill



C o o p e r a t i v e  M a r k e t i n g  o f  S o m e  S e l e c t e d  E x p o r t  C r o p s

1 9 6 4 / 6 5 - 1 9 6 9 / 7 0

Table 20

A g r i c u l t u r a l R i c e O n i o n s G r o u n d n u t s P o t a t o e s S e s a m e F l a x  s t r a w

Y e a r s Q u a n t i t i e s 0/
"n Q u n a t i t i e s *  % „ Q u a n t i t i e s Q u n a t i t i e s l°/of Q u a n t i t i e s !  %„ Q u a n t i t i e s * 0/

m a r k e t e d o t m a r k e t e d o r« m a r k e t e d o f m a r k e t e d o f m a r k e t e d i o r m a r k e t e d o f
( 0 0 0  d a r i b a ) T o t a l ( 0 0 0  T o n s ) 1 T o t a l ( 0 0 0  T o n s ) T o t a l ( 0 0 0  T o n s ) ' T o t a l ( 0 0 0  t o n s ) i T o t a l ( 0 0 0  T o n s ) , T o t a l

_____________ i
o u t p u t 1 o u t p u t o u t p u t i o u t p u t o u t p u t

i

11 o u t p u t

1 9 6 4 / 6 5 - — 2 4 1 ! 36 13 26 39 1 9 5
1----------------------

23 5 . 5 10
6 5 / 6 6 9 0 1 50 2 1 3

1 3 1 1 1  1 25 7 0 18 5 1 31 3 4 . 0  ! 63
6 6 / 6 7 1 0 9 0 52 1 8 8 1 29 20 55 54 1 18 8 . 80 4 5 . 0 86
6 7 / 6 8 1 2 2 6 48 1 7 0 1 33 20  | 59 n .  a . n .  a . 6 ' 7 0 4 1 . 0  ! 6 0
6 8 / 6 9 1 2 7 7 47 2 3 1

1 46
n .  a .  i n .  a . n .  a . 1 n .  a . n .  a . 1 n .  a . n .  a .  i n .  a .

1 9 6 9 / 7 0 1 3 4 3
____________________

49 1 4 1 1 28  
J ____________

2 4 6 0 n .  a . 1 n .  a .  
j __________

15 . 8 0
1

n .  a . n .  a .

N o t e  a n d  S o u r c e :  ( l )  O n e  d a r i b a  o f  r i c e  ( i n  h u s k )  =  9 4 5  K g .
C e n t r a l  A g e n c y  f o r  P u b l i c  M o b i l i z a t i o n  a n d  S t a t i s t i c s ,  T h e  A n n u a l  B u l l e t i n  o f  t h e  C o o p e r a t i v e  A c t i v i t i e s  
i n  t h e  A g r i c u l t u r e  S e c t o r ,  v a r i o u s  i s s u e s .  T h e  p e r c e n t a g e s  c o m p u t e d  F r o m :  C e n t r a l  A g e n c y  f o r  P u b l i c  
M o b i l i z a t i o n  a n d  S t a t i s t i c s ,  S t a t i s t i c a l  H a n d b o o k , J u n e  , 1 9 7 1 ,  p p . 3 3 - 3 5  ( o n  a  2 y e a r  m o v i n g - a v e r a g e  
b a s i s ) .

112
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pesticides, credit f a c i l i t i e s  and other s e r v ic e s ,^  But in sp ite of the well-known advantages of the contract system of agricu ltu ral purchasing, and the reliance placed tipon i t  in both s o c ia lis t  and c a p ita lis t  countries, i t  is  only slowly expanding in  Egyptian agricultu re. One of the key problems encountered is  the m u ltip lic ity  of Egyptian organisations concerned with contracts fo r  farm produce. This not only presents serious organisational d if f ic u lt ie s  but also causes trade expenses to be high.The third form of state purchasing of agricu ltu ral products is  compulsory d elivery. This system was introduced fo r  wheat in  the early 
1950s whereby the farmers had to deliver to the state a part of th eir wheat crop at "administered prices". This was achieved through the introduction of "allocated quotas". In the mid 1960s th is system was extended to cover part of the output of rice and onions. This system of obligatory d eliveries had. been introduced mainly to achieve two goals( i)  to ensure that the growing urban population had s u ffic ie n tsupplies of agricu ltu ral products, p articu larly  wheat at stable prices;( i i )  to increase the exports of rice and onion crops which, together with cotton, were main export crops.The "allocated quotas" of d iffere n t crops to be delivered to the State , and th e ir  prices, are fixed each year by the State. As Table 21 shows the prices fo r  obligatory d eliveries were lower than those fo r non--obligatory d e liv e rie s . Such a difference in prices can be considered as a tax on agriculture. Where farmers f a i l  to d eliver 'the "obligatory quotas" to the State in time they become lia b le  to fin es of £g51 for each
60

6l Nassar Saad, "Structural Changes in Agriculture of the UAR (ESgypt), L'Egypte Contemporaine, No. .337» Cairo, Ju'ly 1969, p. 123.I b id ., pp. 124-125.



Table 21

O b l i g a t o r y  d e l i v e r i e s  o f  d i f f e r e n t  C r o p s  f o r  t h e  p e r i o d  1 9 6 5 - 7 0 ,  a n d  i t s  P r i c e s  a s  C o m p a r e d  
w i t h  F r e e  M a r k e t  P r i c e s  ( P r i c e s  e f f e c t i v e  d u r i n g  1 9 6 7 - 1 9 6 8 )

C r o p

O b l i g a t o r y  d e l i v e r i e s P r i c e s  f o r  o b l i g a t o r y  d e l i v e r i e s  a n d  
n o n - o b l i g a t o r y  p u r c h a s e s

M i n i m u m  C o m p u l s o r y  1* A v e r a g e  Y i e l d s  I O b l i g a t o r y  d e l i v e r i e s  
d e l i v e r i e s  p e r  j p e r  f e d d a n  i i n  %  o f  a v e r a g e  
F e d d a n  i n  a b s o l u t e  ' f o r  t h e  p e r i o d  Y i e l d s  p e r  f e d d a n  
N u m b e r  ( l )  j 1 9 6 5 - 1 9 7 0  |

A v e r a g e  P r i c e s  f o r  1 A v e r a g e  P r i c e s  1 
C o m p u l s o r y  2̂) 1 f o r  |
P u r c h a s e s  i n  £ E  , n o n - o b l i g a t o r y  ' P r i c eI P u r c h a s e s ( £ E )  j R a t i o s  %

W h e a t  ( a r d a b )  

R i c e  ( d a r i b a s )  

O n i o n s  ( t o n s )

j !2 1 7 . 5  2 6. 7%1 . 5  * 2 . 5  6 6. 0 %4 j 7 . 0  ! 5 7. 0 % ! !
4 ( 3 )  5 ! 125 ( 4 )  12 0 V ; 1 40 I 200 I 111 j 1 6 . 5  j 150

N o t e s  a n d  S o u r c e :  ( 1 )  T h i s  f i g u r e s  r e p r e s e n t  o n l y  a n  " a v e r a g e  q u o t a s " .  I n  p r a c t i c e ,  i t  d i f f e r s  f r o m  o n e  d i s t r i c t  * 2 3 4
t o  a n o t h e r  a c c o r d i n g  t o  t h e  q u a l i t y  a n d  f e r t i l i t y  o f  t h e  s o i l .
( 2 )  P u r c h a s e  p r i c e s  l i s t e d  m  t h a t  c o l u m n  a r e  a v e r a g e  p r i c e s .  I n  p r a c t i c e ,  t h e s e  p r i c e s  f o r  t h e  
s a m e  c r o p  d i f f e r  a c c o r d i n g  t o  t h e  q u a l i t y  o f  p r o d u c e  a n d  t h e  d a t e  o f  d e l i v e r y .
( 3 )  T h e  a v e r a g e  p u r c h a s e  p r i c e  f o r  t h e  H i n d i  w h e a t  r a i s e d  t o  £ E 5 0  i n  1 9 6 9 / 7 0 .
( 4 )  P u r c h a s e  p r i c e s  f o r  r i c e  v a r y  w i d e l y  a c c o r d i n g  t o  t h e  q u a l i t y .  E f f e c t i v e  p u r c h a s e  p r i c e s  
f i x e d  b y  S t a t e  r a n g e d  f r o m  £ E 2 0  u p  t o  E E 2 8 . 5  p e r  d a r i b a .

R . _A b d e l - R a s s o u l , P r i c e s  a n d  I n c o m e  P o l i c i e s  i n  E g y p t i a n  A g r i c u l t u r e ,  i n :  I n s t i t u t e  o f  N a t i o n a l  P l a n t i n g ,  M e m o .  1 6 8 ,  
C a i r o ,  1 9 7 1  ( i n  A r a b i c ) ;  A n d  A . M .  S a l e m ,  T h e  A g r i c u l t u r a l  C o o p e r a t i v e  M a r k e t i n g ,  i n  t h e  l i g h t  o f  l o c a l '  p r a c t i c e s ,  
D a r - e l - M a a r e f , C a i r o ,  1 9 6 8 ,  p p . 9 6 - 9 7  ( i n  A r a b i c ) .  1------------------------------------------------------------------------------------------------------- ---— -
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non-delivered ton o f r ic e , and £EL2 fo r each non-delivered ton of onions.6  ̂ Such severe fin es are clearly  intended to prevent farmers from d istribu ting th e ir  output according to normal market c r ite r ia .I t  is  also worth noting that the use of price d iffe re n tia ls  as a means of appropriating the agricu ltu ral surplus was not lim ited to the requisitioned crops, but also extended to other crops marketed through co-operatives, esp ecially  cotton. As Table 22 shows, during the period 
1960-1970 the difference between producers' prices and f . o . b .  export prices fo r  cotton amounted to some 70/5-80%. Moreover, the d iffe r e n tia l between producers' prices and the se llin g  prices of cotton to domestic m ills ranged between 115% and 125% during the same period.  ̂ S im ilarly , during the period I 965/66- I 969/7O the d iffe re n tia l between the govern­ment buying price and the export price of rice ranged between ].6l% and 186%.64In addition to using price d iffe r e n tia ls , the government sought to influence the agricu ltu ral terms of trade through the manipulation o f the prices of inputs. For instance, a ton of chemical fe r t i l is e r s  was sold to farmers at £S25, when the import price was only £E15-l6 during the 
1960s . 6-5I t  appears therefore that the government, through the system of co-operative marketing and pricin g, was able to regulate the domestic terms of trade by purchasing agricultu ral products at one set of prices

"'A.  M. Salem, The Agricultural Co-operative Marketing (in the l i ght of lo ca l pra c tic e s ), Cairo I'.bd, pp. 97 and 113.M. Abdel-Fndil, "Development, Income D istribution and Social Change in Dural Egypt", op. c i t . ,  pp. 9̂ ~95-6ij. Price Planning Agency, Report on Pace, Memo No. 13, Cairo, August1972, Tables ^3 and 81.'
65 R. Mabro, The Egyptian Economy, 1952-1972, op. c i t . , pp. 78-79-



Table 22

D e v e l o p m e n t  o f  P r o d u c e r  a n d  E x p o r t  P r i c e s  a n d  G o v e r n m e n t  P r o f i t  M a r g i n s
F o r  T h e  C o t t o n  C r o p ,  1 9 6 0 - 1 9 7 0

Y e a r s

P r o d u c e r ' s  
P r i c e
( £ E  p e r  m e t r i c  

K a n t a r )
( 1 )

A v e r a g e  
E x p o r t  P r i c e  
( £ E  p e r  m e t r i c  
K a n t a r )

( 2 )

( 1 )

( 2 )
( 3 )

G o v e r n m e n t ' s  
P r o f i t  M a r g i n  
( £ E  p e r  K a n t a r )

( 4 )

Q u a n t i t i e s  
E x p o r t e d  
( 0 0 0  m e t r i c  
K a n t a r )

( 5 )

T o t a l
G o v e r n m e n t  
R e v e n u e  
( £ E  m i l l i o n )  

( 6 )

1 9 6 0 1 5 . 0 1 8 . 0 8 3 % 3 . 0 8 4 9 7 2 5 . 5
61 1 4 . 6 1 8 . 1 8 1 % 3 . 5 6 7 4 0 2 3 . 6
62 1 4 . 8 1 6 . 7 8 9 % 1 . 9 5 0 1 0 9 . 5
63 1 5 . 2 1 8 . 8 8 1 % 3 . 6 6 4 4 7 2 3 . 2
6 4 1 6 . 8 1 9 . 2 8 7 % 2 . 4 5 8 3 5 1 4 . 0
65 1 6 . 1 2 2 . 3 7 2 % 6 . 2 6 8 4 3 4 2 . 4
66 1 6 . 0 2 0 . 8 7 7 % 4 . 8 6 8 4 8 3 2 . 9
67 1 7 . 0 2 0 . 2 8 4 % 3 . 2 6 0 4 3 1 9 . 3
68 1 7 . 5 2 1 . 8 8 0 % 4 . 3 5 1 9 4 2 2 . 3
69 1 8 . 0 2 5 . 3 7 1 % 7 . 3 4 7 6 0 3 4 . 7

1 9 7 0 1 8 . 2 2 6 . 0 7 0 % 7 . 8 6 4 3 8 5 0 . 2

A v e r a g e
—

2 7 . 0

S o u r c e :  C o m p u t e d  f r o m :  C e n t r a l  A g e n c y  f o r  P r i c e  P l a n n i n g ,  R e p o r t  o n  C o t t o n ,
d e m o .  N o .  1 1 ,  C a i r o ,  M a y  1 9 7 2 ,  T a b l e s  T7~, 2 4  a n d  2 a .
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and se llin g  then at higher prices (consumer's r e t a il  or export prices).We have attempted to measure the e ffe c ts  of such p o licies on the movementin  the terms of trade fo r the agricultu ral sector during the 1960s .The f i r s t  question that arises here is  which types of agricu ltu ralproducts should be included in the index of the terms of trade?Generally one can distinguish between three main types of farm produce?( i)  f ie ld  crops; ( i i )  fr u it s  and vegetables; and ( i i i )  animal products.In Egyptian agricultu re, f ie ld  products (mainly cotton and cereals)

66rank f ir s t  among both plant and to ta l agricu ltu ral production. Thus the crops included in the index of the terms of trade are cotton, r ic e , wheat, maize, onions, and sugarcane. Taken together they represent the most important commodities sold by f a r m e r s . M o r e o v e r ,  fr u its  and vegetables are also included.The second question involves the choice of prices and weights to be68used for computing the indices of agricultu ral terms of trade.Three sets of indices are calculated fo r a l l  farmers:(a) An overall index o f the terms of trade between agricultu ral output and a l l  manufactured goods;(b) An index o f the terms of trade between agricu ltu ral outputs and manufactured consumer's goods; and(c) An index of the terms o f trade between ag ricu ltu ral outputs euid manufactured inputs.The conventional method of estimating a sin gle index o f the terms of
00 See Central Bank of Egypt, Economic Review, V ol. X I I I , No. 2, 1973» p. 138.
^  This index leaves out some minor crops which can be safely  neglected, since th eir data are not .avilable fo r  the whole period in question and th eir impact on the farm income is  not a l l  that great.
68 See Appendix 2.
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trade for the agricu ltu ral sector as a -whole can be useful in  studying the "urban bias" in government p o lic ie s , but i t  is  o f l i t t l e  or no use in  analysing the d is t r ibutional e ffe c ts  of such p o licies within the rural economy i t s e l f .  For various reasons, a l l  farmers do not confront the same set of prices fo r  th e ir  products and purchases. F ir s t , there are sig n ifica n t differences in  the pattern of consumption of the different groups of the peasantry. Food represents a very high proportion in poor farmers consumption while the pattern of consumption of rich farmers includes more manufactured goods, the prices of which may be heavily subsidised. Secondly, there axe differences in the crop mixes of the small and rich farmers. Small farmers usually grow trad itio n al crops while the rich are able to d iversify  th e ir  products by growing fr u its , vegetables and breeding livesto ck . As a matter of f ac t ,  these la tte r  products were never subject to the co-operative marketing regulations and th e ir  prices increased much faste r than the prices o f cash and food crops.For these reasons two sets of terms of trade indices, one fo r "poor farmers" and the other fo r "rich farmers", are calculated to r e fle c t  the changes in  relative prices of the commodities produced and consumed by either group. The resu lts ere shown in Table 23*Considering the period 1960-1970 as a whole, Table 23 shows that the overall agricultu ral terms of trade for a l l  farmers (index l/ l^ ) have remained more or less constant. But a closer look at th is  index shows that the terms of trade in fa c t  deteriorated following the cotton c r is is  of 1961, began to recover in I 965, and then remained constant u n til the end of 1970. This constancy re fle cts  the impart o f two opposing movements, an improvement in the prices o f agricultu ral products v is -à -v is  prices of manufactured goods used as inputs to agriculture (index l/lm ), and a deterioration in  agricultu ral prices v is -à -v is  the prices of consumer's goods consumed by the rural population (index l / l c ).



T a b l e  23

I n d i c e s  o f  T e r m s  o f  T r a d e  f o r  t h e  A g r i c u l t u r a l  S e c t o r

( 1 9 6 0 = 1 0 0 )

Y e a r
1 .  A l l  F a r m e r s  

J L  T C X M

2 .  P o o r  F a r m e r s  

I L  T C

3 .  R i c h  F a r m e r s

t l  x c  x m

1 9 6 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0
61 99 99 1 0 0 99 99 1 0 1 1 0 0 1 0 0 1 0 1
62 88 96 68 88 96 68 9 0 99 7 0
63 86 9 4 71 87 9 4 7 0 90 97 73
64 94 1 0 0 78 94 1 0 0 78 1 0 0 1 0 7 83
65 85 88 79 86 88 79 92 95 86
66 93 9 4 9 0 93 9 4 89 105 1 0 6 1 0 1
67 99 96 1 1 2 99 9 5 1 1 5 1 0 9 1 0 7 1 2 1
68 97 93 1 1 6 98 92 1 2 0 1 0 6 1 0 2 1 2 4
69 99 95 1 1 8 1 0 0 9 4 1 2 3 1 0 8 1 0 4 1 2 6

1 9 7 0 98 98 1 0 1 99 98 1 0 4 1 1 1 1 1 1 1 1 1

N o t e s :
I L  =  O v e r - a l l  i n d e x  o f  t e r m s  o f  t r a d e  b e t w e e n  a g r i c u l t u r a l  

o u t p u t  a n d  a l l  m a n u f a c t u r e d  c o m m o d i t i e s .

I c  =  I n d e x  o f  t e r m s  o f  t r a d e  b e t w e e n  a g r i c u l t u r a l  o u t p u t  
a n d  m a n u f a c t u r e d  c o n s u m e r ' s  g o o d s .

I M =  I n d e x  o f  t e r m s  o f  t r a d e  b e t w e e n  a g r i c u l t u r a l  o u t p u t  
a n d  m a n u f a c t u r e d  i n p u t s .

S o u r c e : S e e  A p p e n d i x  2 .
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In general, farmers have gained from the government policy tosta b ilis e  the prices of manufactured inputs to agricultu re, esp ecially
6gfe r t i l is e r s , but th is  gain was wiped out by the rapid increase in the prices of commodities entering into the consumption basket of the rural population, esp ecially  foodstuffs and te x t ile s . Considering the period 1960-1970 as a whole, we conclude that there were no improvements in  the rela tive  prices of agricultu ral output v is -a -v is  agricultu ral inputs and consumer goods.F in a lly , as Talle 23 shows, while the terms o f trade fo r "poor farmers" have remained fa ir ly  stable rich  farmers ha.ve benefited from rela tiv e  price movements.To sum up, the system of co-operative marketing and pricing resulted in an improvement on the pre-reform methods under which intermediaries appropriated substantial amounts of the agricultu ral surplus fo r  themselves. The government was successful in using the

&Qy The prices of fe r t i l is e r s  are controlled at each stage of the d istribu tion  chain. At the producer level prices are determined on a cost-plus b asis . The cost figures are worked out by the producer to cover costs of production and transport to the Agricultural and Co-operative Credit Organisation designated depots. Then, these figures .are checked by a cost accountant and a technician from the Ministry o f Industry. The margin added to these costs is  determined by the Ministry of Industry.At the wholesale le v e l prices are determined on a cost-plus basis.At th is  le v e l, cost includes the producer's delivered price, transport and storage costs and the costs of financing credit sa le s . The margin added to these costs is determined by the Ministry of Agriculture.At the r e ta il  l evel ,  prices are also determined on a cost-plus b asis , and a rea.sona.ble mark-up which covers co-operatives' expenses for storing and marketing is  fixed by the Ministry of Agriculture. Thus, prices are uniformly fixed throughout the country.I t  is  also worth noting that fe r t i l is e r  prices are sometimes subsi­dised through the "F e rtilis e r  Prices S ta b ilisa tio n  O ffic e " . Sees Abu-el-Dahab, M, G. and Hammam, Ezz-el-Dine, F e r tilis e r  Distribution in the Arab Republic ,pf_%ypt, E. 0 . De Guia fed."), P aris , Organisa­tion fo r Economic Co-operation and Development, Development Centre, 1977.
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new system to mobilise and. transfer the agricultu ral surplus to finance industrial accumulation and redress the balance of payments d e f ic i t . Nevertheless, the nevi marketing and pricing p o licies seem to have con­tributed to the aggravation o f social d iffe re n tia tio n  in rural Egypt by favouring the large fanners and discrim inating against the poor and small farmers fo r whom the agrarian reform was promulgated.
2. 6. THE POLITICAL DYNAMICS OF AGRARIAN TRANSITIONFollowing the implementation of land reforms and the consequent erosion in the power o f the "landed aristocracy" and the "mercantile rural e l it e " , a group of rich  peasants (over 20 feddans) and middle peasants (5-20 feddans) emerged as a nevi rural é lite  with dominant p o lit ic a l and economic power in  the new agrarian system. In contrast to th is are the much larger masses of poor peasants and landless labourers who re ly  mainly on se llin g  th e ir  labour power to earn th e ir  livelih oo d .Given the existin g configuration of so cia l forces in rural Egypt,an a llian ce  of interests between the middle and rich peasants seems"natural", or at le a st highly favourable. Together they control most of71the productive assets in the agricultu ral sector, and tend to submerge th e ir  objective differences and make common cause against the interests of the rural poor.

The net transfer of surplus from agriculture vías in  the range of 
5%-&% of agricu ltu ral income during' the period 1960-70. This net transfer of surplus from the agricultu ral sector vías calculated as the difference between the sector's contribution to the government budget through direct and indirect taxation and price d iffe re n tia ls  and investments allocated to agriculture during a given year. SeeK. Mahmoud Abdel Raouf, V ertical Agricultura l Deve lopment in Egypt; an Appraisal of the Period 195¿/53~*19o9?70 > In stitu te  of National Planning, Memo No. 1029» Cairo 1973*
62% of the farm area and about 80%~90% o f the stock of farm machinery.

70

71
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Since the 1952 revolution the major change in the v illa g e  le v e lpower structure has been the replacement o f one class o f notables byanother, while small and. poor peasants ha,ve made very lim ited progressin assuming p o lit ic a l leadership ro les. Land reform struck at thepower basis of the Royal Family, the landed aristocracy and very large72landlords, but not that o f the rich peasants.I t  has been argued that the Nasser regime's success in controllingthe countryside, despite the h o s tility  of the big landlords and the oldmercantile rural e l i t e , was attributable to the presence of a class of✓  73rich farmers as an alternative e l i t e . However, the structural changes in  the economic and p o lit ic a l system during 1961-1962 unleashed important c o n flic ts  of in terest between the regime and the new rural e l i t e , which became much more clearly  exposed during the second h a lf  of the 1960s .By the mid-1960s i t  had become clear that the new rural é lite
Jfobstructed the e ffe ctiv e  implementation o f the regimes agrarian p o lic ie s . This led to a change in policy designed to encourage the small peasants to assume a nevi p o lit ic a l role in the countryside and to train  to

Sbecome a nevi competing e l i t e . This became the guiding principlebehind the reforms in the provincial structure of the Arab S o c ia lis t
ol±Union (the single p o lit ic a l party) during I 965--I966.

I .  F. Harik, "mobilisation Policy and P o lit ic a l Change in Rural Egypt", in R. A toun and I .  Harik (ed s.) , Rural P o litic s  and Social Change JLn the kiddie East, Indiana University Press, 1972, p. 305I73 I b id ,, p. 307.
7/4 Under the new reforms, the Arab S o c ia lis t  Union v illa g e  branch, known as the Committee of Twenty, was by-passed and a, new body called the Leadership Group was created to function as the main organ responsible fo r  party a c t iv it ie s , vrith i t s  members selected by the d is tr ic t  party secretary in  consultation vrith trusted party m ilita n ts . The main objective of these changes was to take the p o lit ic a l in it ia ­tive  away from the Committee of Twenty, thus neutralising the rich peasants who dominated these committees by placing th eir peasant clien ts in o f f ic e . The chairman of the leadership group and it s  secretary were, as a ru le , selected from amongst the small peasantryin the v illa g e . Tie new party reforms have created well-informed lo ca l cadres, who were able to explain the regime's reforms andp o licies to the rural masses. See ib id . ,  pp. 306~307<
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In e ffe c t , the 1965 reforms in the structure o f the Arab S o c ia lis tUnion were limited, to the changes required fo r the party to assume anew p o lit ic a l role in  implementing the o f f ic ia l  policy lin e  in thecountryside and in checking the influence of the old and new rurale l i t e s . Ideological indoctrination and p o lit ic a l participation weretherefore encouraged as catalysts to speed up the implementation ofnational policy and to enable the rural masses to protect themselves✓and national goals from the obstructive ta c tic s  of the rural e l i t e .However, the new p o lit ic a l structures did not eliminate class co n flicts  in rural Egypt, but simply subsumed and organised them under a set of patronising constraints. P o lit ic a l competition riv a lry  and class co n flict continued to ex ist openly among various groups o f the peasants. By the end of the 1960s , because of the new compromise between the urban and rural e lite s  with the regime, the balance of power in rural Egypt had sh ifted  once again in favour of the middle and rich peasants.

CONCLUSIONFrom the foregoing analysis in th is  chapter one can conclude that the Egyptian policy-makers a ctiv ely  pursued a series of "agrarian reforms" which were prompted by the unequal d istribu tion  of land ownership, the disparity of incomes, and unsatisfactory tenancy arrangements that existed before 1952. These "agrarian reforms" released almost a m illion feddans of land fo r  redistribution and improved the economic and so cia l conditions of 3̂ 1^982 fam ilies . P rio rity  in the distribu tion  of land was given to tenants and permanent wage labourers from the expropriated esta te s , then to farmers with large fam ilies, ard f in a lly  to the poorest members o f the v illa g e .The redistributive e ffe ct of the agrarian reform has been lim ited . Tice d istribu tion  of some 1 J)i of the cultivated area to about 0% of the
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rural population had v irtu a lly  eliminated very large ownerships, s lig h tly  improved the lo t  of small peasants, hut consolidated the position of the medium stratum which represented the economic and p o lit ic a l power in rural Egypt. Thus the i n i t ia l  inequality in the distribu tion  of lard ownership was not changed in any fundamental way.I t  is  more important perhaps to stress the fa c t  that the new agrarian changes did not contribute much to solving the structural problems of the landless peasants since land d istribu tion  was mostly lim ited to previous tenants and small farmers.Despite the great potential promised by the introduction of land and crop consolidation and the development of the new communal land system, very l i t t l e  was achieved in  practice. The two main obstacles were the unequal d istribu tion  of land and bureaucratic domination over the experiment. In th is  respect, Egyptian co-operatives only managed to patch lip some of the obvious d eficiencies of the existing system of production, mainly through the reorganisation o f agricultu ral rotation. More serious was the negative e ffe c t  the crop consolidation system had on small and poor peasants. They were obliged to cultivate a l l  th eir land with a single crop a year and had to depend on the open market fo r satisfy in g  th eir needs.The improved supply of credit and other agricu ltu ral inputs produced favourable results as fa r  as land productivity is  concerned. But the credit policy favoured large landowners rather than poor and small peasants. Unequal d istribu tion  of credit and the accumulation of large arrears enabled lange landowners to appropriate the greater part of co-operative finance at cheap p rices.F in a lly , the co-operatives were successful, through the manipulation of the agricultu ral terms of trade, to ensure the mobilization and transfer of a sizeable portion o f the agricultu ral surplus to finance the process of in d u strial accumulation and redress the balance of



payments d e f ic i t .  But i t  had negative e ffe c ts , through marketing and pricing systems, on the process of d iffe re n tia tio n  among the farmers. While the terms of trade of "rich farmers" improved, they remainedunchanged fo r "poor farmer«"



CHAPTER 3
CHANGES IN THE DISTRIBUTION OF AGRICULTURAL INCOME

3 .1 . INTRODUCTIONIn the previous chapter, the major socio-economic changes which have taken place in Egypt's agrarian structure since 1952 were examined. In the present chapter, the main concern is  with the impact of these changes in the agrarian system on structural s h ifts  in  the distrib u tion  of agricultural income between various groups of the peasantry.The e ffe cts  of agrarian reforms on the d istribu tion  of agricultu ral income are f i r s t  considered. This is  followed by an analysis of changes in the real wages of agricultu ral workers. This analysis is  carried out in order to find out to what extent has the movement in money wages reflected changes in real wages during the period under study. F in a lly , changes in the d istribu tion  o f agricultu ral .income by major socio-economic groups, and by factor shares are analysed.
3 .2 . THE IMPACT OF THE AGRARIAN REFORMS ON THE DISTRIBUTION OF AGRICULTURAL INCOMEAs Chapter 2 chows, the redistribution of wealth in the form of land was the most publicised aspect of the Egyptian land reforms.However, th is aspect represented a less s ig n ifica n t change than the remarkable "income e ffe c t"  arisin g from the rent c e i l in g .1 I t  is  suggested that up u n til i 960 about 1,100,000

2tenant-cultivators benefited from the f i r s t  land reform law, which implies that the livelihood o f about fiv e  m illion o f the rural population
Doreen Warriner, Land Reform and Development i n the Middle Ea s t , 
O x f o r d  University Press, London ±957t P* 33*Hammam Ezz-el-Dine, The Real I mpact of the Agrarian Reform on the Distribution o f Income between Landowners arid Tenants in Egypt, In stitu te  of "National Planning, 19&±, Memo ty?2, p. 7.
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were affected . Assuming that the average gross farm income per feddanremained the same as in the pre-reform period, the increase in tenants'net income resu lting from the enactment o f tenancy regulations would havebeen equivalent to the difference between the pre-reform rent le v e l andthe new "statutory"rent". As stated e a r lie r  fo r  tenants subject tocash rents the 1952 land reform law fixed  the annual rent per feddan atseven times the basic land ta x . Since the la tte r  averaged about £E3 perfeddan, the annual statutory rent was therefore fixed  at about £221 perfeddan, which was about £210 less than the average le v e l of cash rentthat prevailed during the two years immediately preceding the enactment3of 1952 agrarian reform.Although the system of share-cropping before 1952 varied largelyfrom one crop to another, and from region to region, in  cottoncu ltivatio n  i t  was common practice fo r the landlord to take a l l  but asmall fraction of the cotton crop and h a lf  or more of the wheat crop,4leaving the maize and clover fo r the cu ltiva to r and his bu ffalo . Inother words, under the system of sharecropping before 1952 reform, thelandlord provided seed and fe r t i l is e r  fo r  the cotton crop and got thelabour free . A fter 1952 the landlords and tenants shared equally in thecost of cultivatio n  and in the produce of the land. The to ta l area-affected by these new regulations fo r share-tenancy amounted to about

575,000 feddans of agricultu ral land.Thus, the main impact of the new tenancy regulations was to a lte r
 ̂ B. Hanse and G. Marzouk, Development and Economic Policy in t he UAH

; of Sayed liarei, "The Agrarian Reform in Vol. 2, No. 6, November-December 1969» P* 50.
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the re la tiv e  shares in  agricu ltu ral income in favour of thetenant-cultivators at the expense of big absentee landlords.According to the estimates of "Hansen and. Marzouk", the absenteeowner's share in agricu ltu ral output declined to almost h a lf of i t spre-reform le v e l, thus allowing fo r  a rise by about one-third in  theshare going to tenants. However, th is  exaggerates the change inrelative income shows that resulted from the reforms. Recent in vestiga- 

7tions have shown that rent controls were seldom put into e ffe c t . Various methods were used to evade the rent c e ilin g . A common practice was to get tenant to sign a lease ca llin g  fo r  the le g a l statutory rent, but a t the same time compel him to sign separate b i l ls  of exchange fo r the
gextra amount. Other methods were to overstate the size of area leased to the tenant, to rent land for one crop only and to get the tenant and his family to work on the landlord's estate fo r  no wage whatsoever.^ Moreover, many tenants were unable to obtain written lease contracts from the landowners and were, therefore, deprived of access to co-operative services, especially easy-term c re d it. Many landowners made large p rofits by using these leases to obtain credit and various agricultu ral inputs at subsidised prices from the co-operative and re se llin g  them to

 ̂ B. Hansen and G. Marzouk, Development and Economic Policy in the UAR (Egypt) , _oj2.t_ c i t . , p. 94. ̂ The "Committee fo r the Liquidation of Feudalism". This Committee established in  1966 in  an a.ttempt to check the abuse of agrarian reform measures by rich landowners. For d e ta ils  sees Al-T a lia a , special issue, September 1966 (in Arabic).O G. S.  Saab, "'The Egyptian Agrarian Reform 1952-1962" op. c i t . , pp. 1^5- id 6.^Michael Kamel, "On Class Struggle in  the Countryside", A l-T aliaa , September 1966, p. 55*
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tenants at Mack-market p rices . 10 The government drive to "liquidate feud alist pockets" in the m id-sixties does not seem to have altered the situ ation . The strong pressure fo r land and the domination of land reform in stitu tio n s by large landowners made i t  easy to squeeze tenants.By making use o f the available o f f ic ia l  data on average gross income, average cost of cultivation  per feddan and other overhead outlays (land taxes and contributions towards co-operative expenses), i t  is  possible to estimate the change in the average net income of those new beneficiaries of land redistribution who cultivated th e ir  land with the aid of fam ily (rather than hired) labour. This group represented about one f i f t h  of the to ta l number of landholders and Eprime Eshag and M. A. Kamal have attempted to estimate changes in net income per feddan fo r the group for the crop years 1952/53 to 196^/65.11 Their findings are summarised as in Table 1 .The trend of growing money incomes was uninterrupted throughout the period 1952/53 to 196^/65. Gross money receipts per feddan increased by about 50% during the period, three-tenths (3C9Î) being accounted for by gains in  land productivity. The remaining two-tenths (20/') of the increase was accounted fo r  by the recovery in agricultu ral prices, p articularly  cotton p rices, from th e ir  post-Korean War law of 1952/53«While receipts increased overhead outlays declined as a resu lt of the scaling down of the annual instalments paid fo r  the purchase of land

F. Abdel-Fattah, The Contemporary Villages Between Reform and Revolution, 1952-1970, 00■ c i t . , pp. 1̂2-1̂ 4-. This study provided d e ta ils  o f irre g u la ritie s  by large landowners which were revealed by the "Committee fo r the Liquidation of Feudalism" formed by the government in l c 66 to counteract the revival of large landowner's influence in the Egyptian countryside.E. Eshag and M. Knmal, "Agrarian Reform in the United Arab Republic (Egypt)', o p ^ ç ü . ,  pp. 9 6 - 9 8 .



TABLE 1Income Per FedcLan of The B eneficiaries of Land D istribution during 1952/53—1964/65(£E. )
I 952/53 1954/55 1956/57 1958/59 1960/61 1962/63

i!
1964/65

Gross receipts 55 58 66 66 75 76
----------------- 1s;84Less: Cost of Cultivation -10 -  7 -  9 -10 -10 -11 -13 !1Operating P rofit 45 51 57 56 65 65

71Index ^ 100 113 129 127 142 144 157Less: Overheads Taxes and /_>, Cooperative expenses' ' -6 -6 -6 -6 -6 -6 -6Less: Purchase price of land -12 -12 -12 -12 ■ -8 - 4 -1Bet Income per feddan 27 33 39 39 50 55 64Index ^ 100 122 144 144 185 204 236
Source and Botes: Eprime Eshag and M.Kamal, 'Agrarian Reform in  the United Arab Republic (Egypt )'•,B u lletin  of the Oxford In stitu te  of Economics and S t a t is t ic s , XXX,May 1968,p.97(1) Computed by the researcher.(2) Land tax is  estimated at £E3, supplementary tax at £E0.3 and contribution towards cooperative expenses at £E3 per feddan; to ta l is  rounded to £E6.00 per feddan.

■
130-
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following a series o f successive governmental decrees. These decrees reduced the sale price of land to the b en eficiaries , extended the indemnity period and lowered interest charges.Although these calculations are very crude, and the margin of error is  quite large , they do give some idea about the magnitude of the changes in net income per feddan for those who benefited from land redistribution.
3 .3 . THE TREED IN THE DEVELOPMENT OF REAL WAGESOur discussion of the income e ffe ct o f agrarian reform in the previous section, was centred around "landed" farmers, i . e .  those with access to land eith er through ownership or rent. As stated in Chapter 2, agrarian reform aimed at improving the standards of liv in g  of landless peasants whose main source of income was th e ir  labour. Thus, minimum wage le g is la tio n  fixed a minimum wage rate for an eight-hour day of 
18 piasters for men and 10 piasters for women and children compared with 
10-15 piasters fo r  adult men a,nd 6-7 piasters fo r women a.ud children per day.before agrarian reform.To assess the impact of wage le g is la tio n  on the standards o f liv in g  of the rural labour force, i t  is  the changes in real rather than money wages that we examine.Given the inadequacy of available s t a t is t ic a l  material and the conceptual and methodological d if f ic u lt ie s  associated with the notion of a "unique" measure (or index) o f real wages more than one tentative measure is  derived in the attempt to examine to what extent'the movement in  money wages has reflected  charges in real wages during the period under study.The f i r s t  mea.sure is  related to the idea th a t, in  a surplus labour economy, the consumption needs of the agricultu ral labourer may be equated with one basic subsistence good which tends to dominate h is diet
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over a re la tiv e ly  long period of time. Such a measure w ill be referred

12to as the "grain equivalent" of rural wages.For the rural poor o f Egypt cereals (particu larly  maize) occupy
13a dominant place in the average d ie t . Maize is  mainly consumed inLower Egypt and m illet in Upper Egypt. Both are preferred to otherfoodstuffs by the poorer sections of the rural community because they1 h.are more f i l l i n g  and cheaper. As a matter of fa c t  other fo o d stu ffs , usually regarded as superior cereals, are not offered to the rural poor on the sarnie favourable p rice-calo rie  terms.The Food and Agriculture Organisation Committee in 1957 estimated three levels of d aily  calorie requirements according to d iffe re n t degrees of a c t iv ity . For sedentary workers the d a ily  requirement was estimated to be 2,800 ca lo rie s; for work involving a moderate degree of a c tiv ity  the requirement was 3)200 calories while fo r  heavy work i t  was 1,100 calories per day.1  ̂ Here we assume that an agricultu ral labourer requires a minimum o f 3,000 calories per day to provide for a s a t is ­factory subsistence d iet that allows fo r  an average o f eight hours work a d a y .^  This would require s.n annual rate of maize consumption of

1? Seei G. Clark and M. Haswell, The Economics o f Subsistence Agriculture, 1th e d ., Macmillan, London 1970, C h a p te r!.13̂ Eighty per cent of the peasants' calories come from maize bread, of which he eats up to three pounds a day. Sees Peter Mansfield, Nasser's Egypt, 2nd e d ., London 19^9, pp. 202-201.l l G. Amin, Food Supply and Economic Development with Specia l deference to Egypt , ’ 'Frank’ Cass and Go.' L td ., London I 966, p. 5I .3 5 Food and Agriculture Organisation, "Calorie Requirements. Report of the Second Committee on Calorie Requirements", Nutritional Studies, No. 15, 1957. The Committee considered that the figures of *2,800 and 1,1-00 probably represent extreme lim its . However, these estimates are questioned. See: Loenard Jo e , "Food and Nutrition Planning", Journal of Agriculture Economics, XXIV, 1973«One kg of maize w ill give about 3,600 calo ries. This means that a labourer needs to consume up to 833g of maize per day in  order to get3,000 c a lo rie s .
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30  ̂ kg. Table 2 compares the money cost of such a d ie t , given the prices of maize that actu ally  prevailed, with the movement o f d aily  money wages.Despite the fa ct that a legal minimum rural wage of 18 piastershad. existed fo r men since 1952, the average level of daily  money wagesremained at about 11 piasters per day throughout the period 1952- 1960.To avoid the minimum wage regulations employers -  the state included -used to f ix  unusually long half-days, thus securing more than h a lf  a17day's work fo r only h a lf a day's pay. As late  as 1961, the average18d a ily  wage fo r men was reported to be s t i l l  around 12 piasters. Onlyin  the mid ic 60s did the average wage fo r  men approach the le v e l of thestatutory minimum set in 1952. The increase in money wage rates forrural labourers was of the order of k-0%-̂ 0fo during the period I 96O -I965. ^Tnis reflected the strong in flatio n ary tendencies that developed in theEgyptian economy around the m id-sixties, and the tightness o f the labourmarket in rural, areas as a resu lt of the increased demand fo r  wage-labour.Tnis increased demand fo r labour was generated by the construction of

20the High Dam and the new land reclamation schemes.However, as column (?) in  Table 2 shows the money wage index declined from 1951 1° 1956, the years of uncertainty following the 1952 Revolution and period during which i t  was d i f f ic u lt  to enforce minimum wage le g is la tio n . There was then gradually increase between 1955 and 1971» the years of "S o c ia lis t  transformation", the second agrarian
17 H. H. Ayrout, The Egyptian Peasant, op. c i t . , p. 27.In stitu te  o f National Planning, Wages, Incomes and Consumption in Rural Areas, Report D, Cairo I 968, p. 10.19 Ib id . , p. 1 1 .
20 See Appendix 3-
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TABLE 2The "Grain Equivalent" of Rural Wages, 1950—1971Year Price of (Piastre 0^ £3 1—iOQ Money Cost (Piastres) of 3000 Calories * Worth of Maize(C)

Index
(B)

DailyMoney-Wages(Piastres)(E)
M(B)
(F)Per (2) Ardeb'' 1(A) PerKg.(B)

1951 245 1 .7 5 1 .4 5 100 11.0 111952 270 1 .9 3 1.60 110 11.0 101953 270 1 -9 3 1.60 110 11.0 101954 264 1.89 1 .5 7 108 11.0 10.21955 378 2.70 2 .2 4 154 11.0 7 .11956 419 2 .9 9 2.48 171 11.0 6.41957 350 2.50 2 .0 7 143 11.0 7 .71958 350 2.50 2.07 143 11.0 7 .71959 350 2.50 2.07 143 12.0 8.4I960 350 2.50 2.07 143 12.5 8 .71961 350 2.50 2 .0 7 143 12.6 8.81962 360 2 .5 7 2 .1 4 148 n .a . -1964 490 3 .5 0 2.90 200 18.0 9 .01965 420 3.00 2.50 172 18.6 10.81971 360 4.00 3 .3 2 229 25.O 10.9
Rotes and Sources:
Column(A)&(B):
Column(c) :

(1) One Egyptian Pound (£E)= 100 piastres = 1,000 milliemes(2) One Ardeb of maize = 140 Kgs.prices for maize are in  most cases wholesale p rices.See: Rational Bank of Egypt, Economic B u lle tin , X I,R0. 4, 1958, and XVI, Wo.1-2, 1963. ” For the years 1964-  1971? See: Central Agency for Price Planning, Memo 12, Cairo, 1973.Obtained by m ultiplying figures in  Col.(B) by the standard conversion factor 0.833.Column(E): For the years 1951—1 9 5 9 » See: D.Mead, Growth andStructural Change in  the Egyptian Economy,p . 3 1 3 .For the years 1960—7 1 , See: In stitu te  of Rational Planning, Agricultural Price & Income P o lic ie s ,Memo. 1 6 8 , Cairo June 1 9 7 1 , p.25.



reform and the government drive against the "remaining pockets ofTe )feudalism". But taking the period as a whole, is  at a sim ilarle v e l in 1971 to what i t  was in 1951. I t  is  therefore our conclusionth a t, with the exception of a b rie f period in the la te  1960s , thestandard of liv in g  of agricultu ral labourers (essen tially  landlesspeasants and very small farmers) has more or less remained unchangedduring the period in question.A second approach to the problem is  to make use of a l l  theavailable information that throws some lig h t on the movement in  ruralreal wages. Table 3 combines the following indices: the "average d ailymoney-wages"; the "grain equivalent" index discussed above; the o f f ic ia lwholesale price index fo r  cereals; and the "special cost of liv in g "
21index fo r agricu ltu ral labourers published by the In stitu te  of National Planning.As Table 3 shows there was a marked f a l l  in rural real wages during the period 1052- 62. Furthermore, the food grain indices used as wage-deflators indicate a much great f a l l  in real wages during I 962- I 962 One f in a l word, i t  is  worth noting that the indices showed in Table 3 were constructed with reference to o f f ic ia l  prices re/ther than actual prices. Thus they tend to understate the rise  in the cost of liv in g  for rural labourers over the period under study to the extent that a.ctual prices increased faster than o f f ic ia l  prices.

21 A special cost of liv in g  index fo r rural labourers, based on a representative bundle of ten commodities consumed by people in  the lowest expenditure group ( i .e .  less than £¡525 per annum), was calculated at the In stitu te  of National Planning in Cairo up to 1961. The weights used in constructing the index were derived from the 
1958/59 fam ily budget surveys, but the index on the whole remains heavily weighted in terms of food, grains, as the weight of maize in th is index amounts to 45/2. See: F. Zaghloul, A Cost of Living Index fo r  aural  Labourers, 1013-1961, In stitu te  of National Planning, Cairo April 1965", Memo No. 557» pp. 3-7.
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TABLE 3Movement in  Rural Real Wages, 1950—1971
Year Index of Average Daily Money—Wages for men (1950=100)

Index of Money Cost of the "Grain Equivalent" of Rural Wages in  Terms of Maize (1950=100)
O ff ic ia l  Whole­sale Price Index for Cereals (1950=100)

Special C ost-o f- liv in g  Index for Agricul­tu ral Labourers (1950=100)(1 ) (2) ( 3 ) (4)
1950 100 100 100 1001951 100 100 106 1001952 100 110 102 100.51953 100 110 112 101.71954 100 108 118 104.31955 100 154 125 1121956 100 171 136 129.71957 100 143 134 128.61958 100 143 127 131.51959 109 143 128 126I960 115 143 128 1281961 115 143 134 1361962 115 148 133 139.31963 164 148 131 1441964 164 200 137 167.51965 169 172 149 198. I1971 226 229 190 214.6

Sources: Column ( l) :
Column (2^: Column (3):
Column (4):

based on figures on daily  money—wage rate foragricu ltu ral labourers given in  D.Mead, Growth andStructural Change in  the Egyptian Economy,p p .92—95;and in  International Labour O ffice , Report on RuralEmployment Problems, pp .68- 69.abs t'r act ed” from Table 2, Column D.derived from data in  D.Mead, S ta t is t ic a l Appendix,Table VI—P—1, and Central Agency for Public M obilization and S ta t is t ic s , S ta t is t ic a l Yearbook, October 1974« derived from data in P.Zaghlou'l, A Cost—of liv in g  Index for Rural Labourers, p. 5» And for the Period 1962—1971? the O ff ic ia l  index number of r e t a il  prices fo r food stuffs, including fu el and soap, are used as the closest substitute for the Special Cost of liv in g  index.
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j J h  DISTRIBUTION OF AGRICULTURAL INCOME BY FACTOR SHARES AND SOCIO-ECONOMIC GROUPSThe study o f d istribu tion  of agricultu ral income by facto r shareshas been preferred by neo-classical economists. D istributive sharesvàthin a neo-classical a n a ly tica l framework are determined by the2?marginal products of factors engaged in  agriculture. The acceptanceof such a marginal productivity approach to income d istribu tion  isusually supplanted by the use of production functions. The one productionfunction generally used in th is  type of analysis has been the23Cobb-Douglas production function.Table k shows the changes which occurred in the functional distri~bution of agricu ltu ral income in Egypt over the period 1952-1970. There

2 ¿1was a marked f a l l  m  the share o f property returns over the period covered (the f a l l  being of the order of . About h a lf of th iscan be ascribed to the decline in the share of cash rents in to ta l agricu ltu ral income that resulted from rent controls. The same table shows that there has been a rise  in labour's share during the same period. Although these developments consist with our previous analysis regarding the behaviour of land rents and rural wages over time, these trends should be interpreted cautiously. As a matter of fa c t , we have reasons to believe that they tend to exaggerate the share of labour and understate that o f property income. The data on agricu ltu ral wages, as
- For more d e ta ils , see Chapter 1, Sections 1 .5 .B. and I .5 .C .^  Sees B. Hansen, "Marginal Productivity Wage Theory and Subsistence Wage Theory in Egyptian Agriculture", Journal of  Development  Studies, I I ,  Ju ly  1966, pp. 368-^07; and G. Clark and M. Haswell, The Economics of Subsistence Agriculture, op. c i t , , Chapter lU .Property incomes (including rent payments) and wages represent the two major income sources of households, as they flow d ire ctly  from the production process in agricultu.re.



T A B L E  4Development of D istributive Shares in  Egypt, 1952—1970 (at Current Prices)Financial Agricultural Wages Share Total Share Cash ShareYears Income in Property in Rents in(ending Total Returns!2) Total Total30 June) (£E m illion) (£E m illion) Income (£E m illion) Income (£E m illion) Income
$ 1° 1o1951/52 352 60 17 292 83 58 (3)n. a . ' ' 16I 959/6O 405 98 24 307 76 —

1960/61 403 99 25 304 75 47 12
1961/62 373 117 31 256 69 48 131962/63 425 126 30 299 70 48 111963/64 475 139 29 336 71 47 101964/65 528 166 32 361 68 46 9
1965/66 608 197 32 411 68 46 8
1966/67 612 205 33 407 67 47 8
1967/68 644 201 31 443 69 48 7.5
1968/691969/70 688772 211

218
31
28

477554 6972 49 (3) n .a . 7

Dotes and Sources: (1) Net Value added (at Current Prices)(2) Inclusive of rent payments.(3) Not availab le .The Period 1951/52 From: Hassan Abdallah, U .A .R .A griculture, C a iro ,1965, p.93 (in  Arabic). The Period 1959/60-1964-65 From: Ministry of Planning, Follow-up and Evaluation Report on the F irst—Five Year Plan, Part 1, Cairo, Feb.1966 (in  Arabic)The Period 19^5/66—I 969/7O From: Price Planning Agency, D istribution of Personal Incomes, Memo No.18, Cairo, January 1973, (in  Arabic).Rent Payments, From: Ministry of Agriculture, Agricultural Economics B u lle tin ,Various Issues.
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reported in o f f ic i a l  s t a t is t ic s , represent "imputed" average annual wages fo r the whole labour force employed in agriculture (including unpaid family labour and landholders working on th e ir  own account), rather than wages paid in cash or kind to wage labourers. On the other hand, the share of property returns is  based on estimates of income using o f f ic ia l  land rents and prices of agricultu ral products. Since rent controls introduced by the agrarian reform often were not enforced and existence of an active black market in  agricultu ral products, th is  implies that there is  no guarantee that o f f ic ia l  land rents were actu ally  received by landowners, and that o f f ic ia l  prices were usually surpassed.But quite apart from the particular an alytical and empirical d if f ic u lt ie s  associated with the construction of an "aggregate production function" for agriculture -  such that the above explained approach appears to be an excessive abstraction from r e a lity , and is  of lim ited use fo r  the analysis of the interdependence between d istribu tion  of income, social change and economic growth. There are several reasons fo r th is . F ir s t , i t  has not proved possible to iso la te  "factor incomes" except by making heroic sim plifying assumptions. This is  because i t  is  often not possible to iso la te  factor shares fo r  the large section of the peasantry who cultivate th eir own land where a l l  facto r incomes actu ally  merge. Secondly, even i f  the d iffere n t types of income could
25 Professor B. Hansen has attempted to estimate d istrib u tive  shares in Egyptian agriculture within a neo-classical an alytical framework. According to h is an alysis, some awkward problems o f a d e fin itio n a l and s ta t is t ic a l  nature raises: the absolute size of the wages' share in agricultu ral income was obtained by imputing average d aily  wages fo r labourers and by assuming that each person is  working f u l l  time, an arbitrary assumption which introduces a systematic element of overestimation in the share of wages. S im ilarly , the share of rents vías obtained as the ratio  between the rental value of a l l  cultivated land, and, to ta l agricu ltu ral income. A residual share emerges, which can be attributed to the presence of some overlapping between rental values and wages on the one hand, and between rental values and usury interests on the other hand. See B. Hansen, D istributive Shares in Egyptian Agriculture, 1897-1901", The International Economic Review, Vol. 9, No. 2, June I 968, p. 192.
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be iso la ted , they no longer correspond to d is tin c t socio-economic groups.Thus the need to define homogeneous socio-economic groups, with broadly sim ilar types o f incomes and broadly sim ilar consumption and savings behaviour, is  central to the analysis of the relation  between distribu tion  and the socio-economic changes in  the economy. I t  is  important to focus on the process of d istribu tion  of income between broad so cial cla,sses in order to be able to explain the dynamic behaviour of the economy and society at large.To obtain re lia b le  figures on the distribu tion  of income in  the agricultu ral sector between broad so cia l classes is  a d i f f ic u lt  task.Not only are the concepts and c la ssifica tio n s  used in the o f f ic ia l  sources highly ambiguous, but also the s t a t is t ic s  in th is respect are scanty.However, a number of writers have attempted to piece togetherwhatever data were available in order to provide a picture of thechange in the income distribu tion  matrix.27According to Samir Amin, the rural society in Egypt fo r 1958 was divided between: "landless peasants" who represented 73/» of the rural
26 The recent trend in the litera tu re  on income distribution is  towards a c la s s ific a tio n  which w ill combine information on the source of income with a c la s s ific a tio n  by socio-economic groups which share common patterns of beh?„viour. For more d e ta ils  see: Chapter 1, Section 1 .5 .A; also see: J .  Marshal and B. Ducros (e d s.) , The Dist r i bution of National. Income, Proceedings o f the Conference of the International Economic Association, London, 1968; Nancy Baster, Distribution of Income and Economic Growth: Concepts and Issues, op. c i t . ; and Charles E llio t , "Income D istribution and Social S tr a tific a tio n : Some Notes on Theory end P ractice", J ournal of Development Studies, Vol. 8, No. 3» April 1972, pp. 37-35•27 '' Samir Amin, L'Egypte Nasserienne, Paris, I 96N, Chapter 1.
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population and obtained only 15% o f agricultu ral income; "poor peasants" (owing less than one feddan) accounting fo r  6% o f the popu­lation  and getting 2% of the income; "middle peasantry" (one to five  feddans) who made up 15% of the population and received 23% of the income; "rich farmers" (five to 20 feddans) who represented 5%> o f the population but received 23% of the income; and f in a lly  "rural c a p ita lis ts "(above 20 feddans) whose number amounted only to 1% of the population,

28but appropriated 36% of the income.A number of remarks can be drawn from th is  study. F ir s t , the rural population was estimated to be 19 m illion in 1959 whereas i t  is  known that the rural population was only l6  m illio n . This w ill a ffe ct the estimates of the number of landless. Moreover, the land d istribution  used in th is  study rela.ted to I 95O but not to 1958 as was stated.F in a lly , the s tr a t ific a t io n  of landowners is  fa r  removed from Egyptian r e a lity , For instance, one can hardly consider owners of from one to fiv e  feddans as "middle peasantry" as th eir income puts them nearer to "poor peasants".Another attempt, by Donald Mead, provides us with estimates of the distribu tion  of agricu ltu ral income fo r  the years 1950 and i 960. The findings of th is analysis are summarized in Table 5«A number of inferences on the d istrib u tio n al s h ifts  within the agricultu ral sector over the period 1950 3-rd i 960 can be drawn from Table 5- The introduction of "rent control" and fix in g  a "maximum ceilin g " on ownership a fte r  1952 (the F irst Agrarian Reform) have had a downward e ffe c t  on the share of income received by the "large landowners". The income received by the poorest groups o f the rural population
28 Ib id . .  pp. 10-11.
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( i .e  landless wage earners and very small landowners) remained v irtu a lly  unchanged. The biggest s h ift  in the distribu tion  of a g ri­cultural income was in favour of the size class 2-50 ( i .e .  the middle class of farmers as the study stated ), whose share of to ta l agricultu ral income increased by some 35%. Although the number of the "middle class" of farmers increased, th e ir  gain was so much as to raise per capita income over the period I 95O -I960. F in a lly , the study comes to the gonclusion that"while structural change and income d istribu tion  have helped to a lle v ia te  the pressure of population growth on rural incomes, they have not solved the problem of rural poverty, and probably cannot solve i t " .A few remarks concerning the data in Table 5 are in order. F ir s t , the i 960 was the year to which the study goes only to and th is tended to neglect the e ffe ct of the Second Agrarian Reform of 1961. Secondly, the c la s s ific a tio n  of the group of landowners of 2-50 feddans as "middle class" blurs basic differences between those who own le ss  than fiv e  feddans, and can only be regarded as small peasants, and those who own 
20-50 feddans and can be regarded as rich peasants.Robert Mabro also has attempted to provide estimates of the distribu tion  of agricu ltu ral income fo r  the years I 95O and 1965. The findings of this study are summarised in Table 6.A number of important inferences on the d istrib u tio n al changes within the agriculture.1 sector during the period 1950 and 19^5 can be drawn from Table 6 . The introduction of the Land Reform Laws of 1952 and I 96I  of fix in g  a minimum c e ilin g  on ownership have had a downward e ffe c t on the share of income received by the "large landowner" who

D. Mead, "Growth and Structural Change in the Egyptian Economy", op. c i t . ,  pp. 79-80.29



-1 4 3 -TABLE 5D istribution  of Agricultural Income in  1950 and. i 960

1950 I 960£EM illion Share in Total io
£EM illio n Share in Total %Wages for landless 20.0 5.4 20.0 5.0Rental Payments 48.3 13.2 31.7 7.0Other Income by Size of Holding: Below 2 Feddans 24.1 6.5 28.7 7.02—5 Feddans 160.7 43.7 218.1 52.0Over 50 Feddans 114.9 31.2 123.5 29.0

Total Gross Value-Added 368.0 100.0 422.0 100.0

S o u r c e  *
-----------— _• p . M e a d ,  G r o w t h  a n d  S t r u c t u r a l  C h a n g e  i n  t h e  E g y p t i a n  E c o n o m y ,I l l in o is ,'  1967, p.7&.

TABLE 6Percentage Shares in  A gricultural Income 1950 and 1965

Groups of Peasantry % shares in agricultu ral income1950 1965Landless Families 9.0 8.0Holders of less than 5 Feddans 17.5 34-0Holders of 5—100 Feddans 48.5 54-0Holders of over 100 Feddans 25.0 4.0
Total 100.0 100.0

Source:
R . M a b r o ,  T h e  E g y p t i a n  E c o n o m y ,  1 9 5 2 — 7 2 ,  O x f o r d :  C l a r e n d o n  P re ss, i 57 4 r 7 p ^ l f e T T ~ ^
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suffered a substantial loss as a resu lt of the v irtu a l disappearance of the "over 100 feddans" bracket from the structure of ownership. The biggest s h ift  in the distribu tion  of agricu ltu ral income was in favour of the size class "less than fiv e  feddans" (as they include a l l  the new owners who benefited from land red istrib utio n ), whose share o f income rose from 17-5% to 3^.0%. There was also unchanged, i f  not deteriorating in the share of income received by the landless peasants.F in a lly , a tentative analysis of income distribution  by socio and economic groups has been undertaken recently .^0 The findings of th is  analysis are summarised in  Table 7.This study used data on landholdings from the 1950 agricultu ral census together with estimates of national income from agriculture fo r the years 19^5- 19^7 and a rough estimate of the average money rent per feddan before 1952 in  order to obtain a breakdown of income in the agricu ltu ral sector by the major socio-economic groups fo r  1950. A sim ilar breakdown fo r  1961 was obtained by using the 1961 census.A number of important inferences on the d istrib u tio n al s h ifts  within the agricu ltu ral sector over the decade of the 1950s can be drawn from Table 7. The introduction of "rent control" a fte r  1952 has had a remarkable downward e ffe ct on average money rent per feddan, and in most cases average rents per feddan declined by some 2 to yy/a.This meant a f a l l  in the absentee landlords' income and an increase in the incomes of tenant-cu ltivators. The biggest s h ift  in the d istribution  of agricu ltu ral income was in favour o f the size class 5-<50 feddans ( i .e .  the middle and rich peasantry), whose share of to ta l agricultu ral

M. Abdel-Fadil, "Development, Income Distribution and Social Change 
in Rural Efeypt, I 952- I 972,"  op. c-it. , pp. 5P™59.30



TABLE 7Distribution of Agricultural Income by Socio-Economic Groups in Egypt, 1950-1961I960 1961Share Humber % of Total Average <■* £E Share Ho %of Average£E in of Farm Income U million in Families Total Income %Major Socio- million Total Families population. per head Total (000*s) Farm per headeconomic Income (000*s) of Family Income population of familyrecipient groups. (£E) (£E)(1 ) (2 ) (3) (4) (5) (6 ) (1 ) (2 ) (3) (4) money real (6 )1. Wages paid toagricultural labourers (income 20 5-4 12 17 55 1 6 .4 0 .0 9 39 9.6 970 37 40 30 0.26of landless peasants)2. Income of land—holders by size of holdings <5 feddans 55 1 5 .0 787 35 70 0.43 113 28.0 1381 53 82 81 0.535- <50 f eddans 92 2 5 .0 201 9 458 2.77 130 3 2 .4 251 9 518 5x3 3.55
^,50 feddans 144 39-0 15 1 96OO 39.00 69 1 7 .0 10 1 6900 6832 17.03. Rental paymentsfor absentee landownership 58 1 5 .6 52 13.0Net value added inagriculture (at current prices) 369 100.0 2220 100 166 1.00 403 100.0 2612 100 154 152 1.01950 Hotes and Sources(1) All labourers are assumed to work 150 days per year. See:B,Mead,Growth &Structural Change in the Egyptian Economy,Homewood, Illinois,U.S.A.1967,p.78(2) Incomes of different groups of landholders are based on estimates of average gross value added per feddan for different size farms. See: Mead,op.cit.,p.67 and multiplied by the acreage in each size class as reported in the 1950 agricultural census.(3) Average rental is estimated at £E 30 per feddan. See: B.Hansen and G.Marzouk, Development & Economic Policy in U.A.R. (Egypt), Horth-holland Publishing Co., Amsterdam, 1 9 6 5 , p.83. Rental payments refer to rent actually paid (in cash or kind) excluding imputed rest of owner-occupied land.(4 ) In order to be able to draw more meaningful explanation for changes in the distribution of agriculture income by socio-economic groups between 1950 and 1 9 6 1 , it is useful to compute the percentage share in income divided by the Percentage Share in population (for each income recipient group)

19 6 1(1) The wage share is derived from census data on the number & age—sex composition of paid labourers, combined with a rough estimate of the average number of days worked per year for each group, and a knowledge of wage differentials by sex and age.(2) Incomes of different groups of landholders were obtained by assuming the following uniform income levels: income of an owned feddans, net of land tax £E 62; income of a rented feddan, net of land tax £E 44«Wages paid to hired labour were netted out from the incomes of landholdersas the wage bill for both casual and permanent labourers were divided up between holdings of different sizes in proportion to their respective shares of both types of hired labour as recorded in the 19 6 1 Census. Appropriate deflators were then applied to figures on average money income by family.(3) Average rental is estimated at £E 21 per feddan. The share of rent payments in total income in 19 6 1 did not fall dramatically despite the enforcement of rent control. This was mainly because of the high degree of absentee landownership among the very small landowners.
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income rose from 25/5 to J>2A%. There was also a substantial increase in the income received by the poorest groups of the rural population ( i .e .  wage labourers and those cu ltivatin g  tin y  pieces of land or small farms) with th e ir  share of to ta l agricultu ral income risin g  from 
20M e in 1950 to 37.6% in  1961.I t  i s  necessary to know something about changes in the number of dependents in each category before these increases can be interpreted as welfare gains. The increase in the share of the "landless peasants" group was accompanied by a substantial increase in per capita income as a resu lt o f the f a l l  in the absolute number of landless fam ilies, from 1 , 217,000 in 1950 to 970,000 in  1961, ^  as well as the rise in number of wage earners.On the other hand, the increase in the income received by the group holding <5 feddans ( i .e .  the poor and small peasantry) was accompanied by a, substantial increase from 787,000 to 1 , 381,000 in  the number o f farmers as a resu lt of the land redistribution programme. The transfer of land ownership implied sig n ifica n t income increases for those in th is  group. F in a lly , the absolute income received by the big landlords ( i .e .   ̂ 50 feddans), as well as th e ir  re la tiv e  share of to ta l agricultu ral income, dropped markedly during the 1950s .A few remarks concerning the data base in Table 7 are in  order. F ir s t , 1950 was the year of the Korean War boom and this tended to bias upwards the non-wage income share of agricu ltu ral income. Thus there was a downward bias to the share of agricultural income earning- to wage labourers. Secondly, the >5 feddan's holdings group in 1961 included the beneficiaries of land reform. The in terest payments to the

This amounted to a decline from 44*5 to 2>0% in  the to ta l number of rural fa m ilie s . See: ib id ., p. 44, Table 2.12,
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government and the amortisations associated with the newly distributedland were le f t  out o f the picture; th is  might be because they wereconsidered to be a kind of compulsory savings. Thirdly, i t  shouldbe stressed that the use of a uniform average income per feddan, withoutregard to the size of farm, leads to some upward bias in the incomes ofsmall owners and tenants. In most countries many small farmers arecompelled to s e ll  the whole of th e ir  crop immediately a fte r  the harvestat unsuitable prices, and then buy some of i t  back at a substantially  . 23higher price l a t e r . T h e s e  losses in incomes arise mainly because of the shortage of adequate storage f a c i l i t ie s  and the pressing need for cash. I t  is  clear from the preceding discussion that the "middle and rich" peasantry benefited most in terms of per capita income increases. I t  is  also obvious that the "landless and small" peasantry achieved sig n ifica n t gains in income, though to a lesser degree. For the re s t , incomes declined very sharply p articu larly  fo r  the very large landlords.Despite the conclusion drawn from the above discussion, we cline to believe that the conceptual and s t a t is t ic a l  bases were not accurate for some reasons. F ir s t , the estimates of "landless peasants" suffers from a gross understatement emanating from a wrong reading of the population census re su lts . According to the i 960 population census, to ta l rural population over six  years of age amounted to 13 , 072,236 while those engaged in agricu ltu ral a c t iv it ie s  and those inactive were 
12 , 136,716 which leaves 935*605 or 7.2/5 exactly of rural population who
32 B. Hansen and G. Marzouk, "Development and Economic Policy in UAR (tfeypt)" , op. ci t . , p. 94.33 See; C. Clark and M. Haswell, "The Economics of Subsistence Agriculture", op, c i t . , p. 63.
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were engaged in non-agricultural activ ities .-^  What the study,mentioned above, seems to have done wa,s to take the difference betweento ta l rural population which amounted to 16 , 120, 398^  and ruralpopulation over six  years o f age engaged in a l l  a c t iv it ie s  which was13,072,236.^ Thus, the study assumed that th is  difference (of3,048,162 or 18 . 9$ of to ta l rural population) represented the number ofpopulation engaged in non-agricultural a c t iv it ie s . On these groundsthe ratio  o f non-agri cultural to to ta l rural population which estimatedat 19% has to reject as the assumption on i t  is  crucial to the estimate 37of landless. Secondly, the study stated that "figures fo r  the incomes of d ifferen t groups of landholders are based on estimates of average gross value added per feddan fo r  d iffere n t size farms" for which i t  c ites Mead. , p. 67, as a reference. As a matter of fa c t , the figures in Mead refer to "gross value of output/feddans" but not value-added. F in a lly , the estimates o f income shares o f various landholding classes are erroneous. After a llo catin g  income to owner­ship classes the study referred the difference between th e ir  combined share and to ta l agricu ltu ral income to a separate category labelled "rental payments fo r  absentee land ownership", and forgotten that th is group were included in the estimate o f income by ownership c la ss . Moreover, a simple addition of the number of fam ilies in various socio-economic recipient groups, which the study presented in the same tab le , would have shown that the study has accounted fo r a l llandholders in Egypt, and the estimates as they stand contain a grave 38double counting.

i 960 Populat i on Census, Table IV, pp. 13-16.Ib id . ,  Table I I ,  p. 11.
36 *4id. » Table IV, p. 16.^  S. Radwan, "The Impact of Agrarian Reform on Rural Egypt, 1952-1975” » op. c i t . ,  p. 6.Ib id ., p. 35.

34
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CONCLUSIONThe foregoing analysis enables us to draw some broad conclusions about the d istrib u tive e ffe c t  of agrarian reform during the period 1952-1970- We clin e to believe that the changes in the d istribu tion  of income among rural classes is  b a sica lly  a reflectio n  of the changes in the structure of land ownership. In th is  respect, the Egyptian agrarian reform had an important impact on the process of d iffe re n tia tio n  among the peasantry. The class of big landowners (mostly absentee) has weakened, i f  not eliminated and has been replaced by a class of rich and medium c a p ita lis t  farmers who depend on hired labour and modern machinery in the cu ltivatio n  of th e ir  land. At the other end of the spectrum, the majority remained in the class of poor and lanless peasants who depend on th e ir  labour to earn a l iv in g . Moreover, minimum wage le g is la tio n  and rent controls have, to some extent, replaced the sem i-feudalist relations by contractual ones. In other words, the reform has largely  transformed the relations of production from sem i-feudalist, sem i-cap ita list, into c a p ita lis t  re la tio n s. The d is t r i­bution of income re fle cts  th is  transformation. Thus, we clin e to believe that during the period under study the absolute income received by big landlords ( i . e .  over 50 feddans) as well as th e ir  re la tiv e  share of to ta l agricultu ral income must have fa lle n  considerably. Meanwhile, the middle and rich peasantry ( i . e .  5-50 feddans) benefited most by increasing both th eir share of agricultu ral income and income per capita . Poor and small peasants ( i . e .  <5 feddans) must have increased th e ir  share of agricu ltu ral income mainly due to the increase in their numbers, also increased th e ir  per capita income, but to . a  lesse r degree. F in a lly , the problem of landlessness seems to be fa r  from being solved.



CHAPTER 4
STRUCTURAL AND SOCIAL CHANGES IN THE INDUSTRIAL SECTOR OF EGYPT

4.1.  INTRODUCTIONThe concern with economic development of the leaders of the coup of 23 Ju ly  1952» was not lim ited to the chronic problems o f rural Egypt and the redistribution o f wealth, income and p o lit ic a l power. Measures taken in the early years of the revolution suggest that they had, from the very beginning, other ob jectives. The f ir s t  re lates to the d iv ersi­fic a tio n  of the economic structure, mainly through in d u stria lisa tio n .Tnis involved at one stage greater encouragement to private industry; government participation in new industrial ventures, and an increase in the rate of public investment in e le c tr ic ity , agricultu re, and certain services. An essen tia lly  free enterprise system was thus rapidly transformed into an economic system that involved a considerable degree of state intervention through planning and the operation of a large public sector.The need fo r economic d iv e rsifica tio n  was closely  related to another concept, that of Egyptianisation. The Egyptian governments, u n til the Second. World War, were generally timid in undertaking measures leading to a s ig n ifica n t d iv e rsifica tio n  of the economic structure. T a r iffs , established in I 93O and raised on several occasions afterwards were primarily designed to finance government expenditures. A fter the War i t  became an important policy instrument. Two Five-Year Programmes for public expenditures on irrig a tio n  and so cia l in fra ­structure were drawn up and approved by Parliament in 1935 and 19^7, but implementation was incomplete and slu ggish . The old regime, however, took steps (especially during the late  1940s) towards Egyptianisation.
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I t  imposed ceilin gs on the proportion of foreign manual workers (lim ited to 10%), and salaried employees (25%), and on the proportion of cap ital held by non-Egyptians in jo in t-sto ck  companies (4-9%).Arabic became the o f f ic ia l  language for book-keeping and a l l  commercial documents. F in a lly , the Efeyptianisation o f the ju d ic ia l system was completed in 1948 with the ab olition  of the Mixed Courts.^From the s ta r t  the new leaders were more determined than the old to carry out the objective of economic d iv e rs ific a tio n . Discussion of the requisites and probable implications attaching to the structural changes in in d u stria lisa tio n , requires a thorough study of the lessons and experiences of past in d u stria lisatio n  p o lic ie s . Equally important is  to view "industrial development" in  the broader perspective o f the so cia l and cultural change that is  concomitant with economic development. I t  is  the aim of the following sections o f th is  chapter to investigate these p o lic ies .
4.2.  INDUSTRIALISATION 2"Industrial developments" have a long and fascin atin g history in

R. Mabro, "The Egyptian Economy, 1952-1972, op. c i t . , p. 108.
2 Industrial development is  not simply the expansion o f production capacity and o f output of manufactured goods. In the s tr ic t  sense o f the term i t  implies the building of an "industrial society" characterised by the following features: a rational organisation of production, both in manufacturing and in other sectors o f the economy, which in  turn implies the intensive application of science and technology throughout the whole f ie ld  of production of goods and services; an equally extensive participation o f the population in consumption, so that the benefits of technical progress reach a l l  so cia l groups; and an "open" so cial s tr a tific a tio n  system, supported by modern methods of education, capable o f providing the necessary ta len t and educating the whole population to understand and take part in the in d u strialisatio n  process.See: United Nations Economic Commission fo r  Latin America, The_Process of Indust r ia l  Development in Latin America, New York, 1966 ., Sales No. 60 I I  G4, p. 228.
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Egypt. The Revolution o f 1952 did. not in it ia t e  these developments, but gave the state the leading role in furthering them.

T w o  landmarks in the history o f  in d ustrial development in Egypt were the establishment o f  a separate Ministry o f  Industry in 1956, and the Industrial Organisation o f  Law o f  1958. The F irst Five Year's Indu strialisation  Progrs.mme (prepared in 1957 and la te r  incorporated with the general plan o f  1960- 1965) was another important step towards the consolidation of in d u strial policy in th is early period.The process of economic development in Egypt was accompanied by s ig n ific a n t organisational changes of a far-reaching nature. With the rapid so cia lisatio n  of the economy, a major portion o f the in d u strial sector was transformed into state-owned enterprises. Consequently, i t  has been necessary to evolve new economic management techniques in order to improve the overall e ffic ie n cy  of the industrial sector. The evolution of the public sector in the in d ustrial f ie ld , both in structural organisation and managerial e ffic ie n cy , was a salien t feature of Egyptian industrial policy in the 1960s , while private-owned enterprises continued to play an important role in industrial a c t iv ity .The process o f industrial development in Egypt was carried in three stagess the F irst In d u stria lisatio n  Programme (1957-June i 960); the F ir s t Five Year Plan (1960/61- 196^/65); and the Second Five Year 
P l a n  ( I965/66- I 969/70).Table 1 shows the l i s t  o f projects c la ss ifie d  by major branches of industry that were included in the above three stages.

I n d u s t r i a l  p o l i c y  d u r i n g  t h i s  p e r i o d ,  a s  f o r m u l a t e d  in t h e  F i r s t

3
I n d u s t r i a l i s a t i o n  P r o g r a m m e ,  a . im e d  a t

^  F ,  H .  A w a d ,  " I n d u s t r i a l  P o l i c i e s  i n  t h e  A r a b  R e p u b l i c  of E g y p t " ,  

L ' E g y p t e  C o n t e m p o r a i n e , Voi. N o .  351, J a n u a r y  1973» P »  7.
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( i)  se lf-su ffic ie n c y  through import substitution;( i i )  expansion of industries with export market orientation;. . Z*( i i i )  obtaining a balance between the development of basic and'consumers in d u stries; and(iv) achieving an equitable regional distribution of industry.These policy considerations were observed through la te r  stages of industrial development. They were re-shaped and emphasised in the National Charter of I 962, but with certain additions; ( i)  heavy industries should have prior importance, without however jeopardizing consumers’ industries expansion.The l i s t  of c r ite r ia  for determining the priority  of projects was rather lengthy but not always c le a r. The f i r s t  In dustrialisation  Programme enumerated, without order of preference, such conditions as; contribution to national income, lo ca l and foreign finance needs, rate of p r o fit , increase in productive capacity of capital goods, contribu­tion to the supply o f consumption goods, savings of foreign exchange, the length of the gestation period, absorption of lo c a lly  available factors of production such as raw materials and non-skilled labour, and national strategy. I t  is  of particular significance that import substitution and export promotion did not appear e x p lic it ly  on the l i s t .  The Second Industrialisation  Programme was more decisive in coming out in favour of export promotion industries and in giving top p rio rity  to the non-defined-strategic facto r and to ’’important" basic industries.Two to ta lly  new conditions were also la id  down; in ter-in d u stria l complementarity, and fundamental industries location considerations.Below we describe the successive policy frameworks within which
The term, here, seems to refer to producer's industries.

K Ministry of National Guidance, State Information Service, The Charter, op. c i t . ,  Chapter 7.



Table 1
I n d u s t r i a l i z a t i o n  P l a n s  i n  E g y p t ,  1 9 5 8 - 1 9 7 0

1 s t I n d u s t r i a l P r o g r a m m e 2 n d I n d u s t r i a l P r o g r a m m e 3 r d I n d u s t r i a l P r o g r a m m e
1 9 5 8 - 1 9 6 0 1 9 6 0 - 1 9 6 5 1 9 6 5 - 1 9 7 0

N o . o f  P r o j e c t s J T o t a l  C o s t N o . o f  P r o j e c t s * T o t a l  C o s t  
1

N o . o f  P r o j e c t s  ̂ T o t a l  C o s t  
1

[ M i l l i o n  £ E M i l l i o n  £ E1 i M i l l i o n  £ E

M i n i n g 14 1 1 5 . 0 95 1 1 0 5 . 3 27 5 9 . 1
P e t r o l e u m 1 22 i 9 7 . 8 23 , 9 6 . 9
P e t r o c h e m i c a l s } 14 . 5 5 . 7 1 5 5 . 0 1 5 5 . 0
C h e m i c a l s f 2 1 4 2 3 1 . 6 6 8 2 1 2 . 8
B u i l d i n g  m a t e r i a l s 17 5 . 6 57 . 6 5 . 2
M e t a l l u g i c a l  i n d u s t r y 1 32 1 0 7 . 4 4 8 2 0 2 . 5
E n g i n e e r i n g  i n d u s t r y 4 5 6 2 5 8 . 1 3 1 9 , 1 5 1 . 7 6 4 1 8 5 . 6
F o o d  p r o c e s s i n g I 3 3 9 1 5 7 . 6 43 I 8 4 . 3
T e x t i l e s 1 8 7 1 0 4 . 9 1 0 3 8 7 . 3
H a n d i c r a f t ,  r u r a l  £ s m a l l 1 I

i n d u s t r i e s 1
1 7 4 ! 8 . 2 4 8 8 2 2 . 3

T r a i n i n g  C e n t r e s 18 1 1 . 7  

I

4 0
1 7 '4

2 0 6 . 6

! _

T o t a l 502

1

1 3 3 0 . 5  

1

1 4 4 0 j 1 0 3 2 . 5 9 4 2 1 1 0 7 7 . 6

R e a l i z e d  a t  e n d  o f  p r o g r a m m e 1 0 5 8 3 . 5 9 3 1 4 6 7 . 0 5 0 7 . 2
R a t e  o f  a c h i e v e m e n t 1

J___________
6 5 % 4 5 %

1
1

J____________

S o u r c e :  C o m p i l e d  f r o m ;  U n i t e d  N a t i o n s ,  I n d u s t r i a l  D e v e l o p m e n t  i n  A f r i c a ,  ( i n d u s t r i a l  D e v e l o p m e n t  i n  t h e  U A R ) ,
N e w  Y o r k ,  1 9 6 7 ,  S a l e s  N o . 66 I I  B 2 4 ,  p p . 2 8 9 - 3 0 1 .



-  155 -
in d u stria lisatio n  has proceeded in Egypt since 1930. The policy framework changed with the economic system f i r s t  dominated by free private enterprise u n til the mid-1950s. Since 1961 the economic system, then, dominated by planning, public investment and ownership of modern means of production. There was an overlap in the second h a lf  of the 1950s when the private sector operated in a mixed set up side by side with an expanding public sector. I t  is  useful to distinguish two policy frameworks, each pertain to one economic system and hence to a fa ir ly  well-defined period of Egypt's h isto ry . In the f ir s t  system 
(1930 to the late 1950s) t a r if fs  end import-controls were the main policy instruments. The second framework involved d irect investment by the state in industry, the nationalisation of foreign trade operations, extensive administration of p rices,^  public ownership of most modern industry and labour end employment p o lic ie s .
A. T a r iff  Prote ction_in EgyptIndustrial policy in the f ie ld  of t a r i f f  protection passed througha number o f stages. Prior to the 1930 comprehensive t a r i f f  there was auniform de-valorem duty of 8% on import values. Dufies on exports7were in i t ia l ly  also 8%, but were gradually reduced to 1%. The mainfunction of t a r if fs  at that time was to finance government expenditures.In view of domestic industrial expansion and various recommenda­tions from governmental and foreign experts, the need fo r new compre­hensive t a r if fs  was stressed. On 14 February 1930> a new t a r i f f  came into operation. Accordingly, a 15% ad-valorem duty on finished goals fo r average income consumers was imposed, against a 25% and 50% rate on

This policy and others, such as exports, w ill be taken up in Chapter 8. 
7 For a detailed survey of Egypt's t a r i f f  system, sees Nagib Keladah, Tarif f  as a Tool fo r Economic Policy, Monshaat Al-Maaref, Alexandria, 

1965, pp7 7-18 (in Arabic).
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luxury and extra-luxury goods respectively . On the other hand, the ad-valorem duty was reduced to to 6% on imports of in d ustrial raw materials and fu e l, and to 8% on imports of semi-manufactured goods used fo r  lo cal production.Between 1930 and 1950, the process of in d u stria lisatio n  was re la tiv e ly  slow, and the structure of industry was b a sica lly  characterised by the concentration on a small number of industries processing agricultu ral products, esp ecially  cotton. Only Bank Misr and i t s  a f f il ia te d  companies took the in it ia t iv e  in establishing large scale industries. The reduction of external supplies during the Second World War strengthened these "in fan t" industries and encouraged the introduction of many new lin es o f industrial a c tiv ity . With the restoration a fte r  the "War" of former foreign trade contants, these industries began to fe e l the onus of severe competition from abroad. Therefore, in 19^8 the government raised duties on a number of imported manufactures to protect local industrial production and at the same time contributed to government revenue. Further, imported raw m aterials for industry gained more preferential treatment in the form of lower import duties, while imported machinery and parts were exempted to encourage Egyptian industries carry out deferred plans fo r  the replacement and modernisation of fixed  c a p ita l.Another stage o f industrial development in Fgypt, was marked by the creation of the "Permanent Council fo r the Development of National Production" in la te  1952. The "Council" wasted no time in coming a l l  out in favour of more organised industrial development p o licy . This

Q"Council" was asked:(i)  to examine and recommend projects of development in  a l l  f ie ld s
8 P e r m a n e n t  C o u n c i l  f o r  t h e  D e v e l o p m e n t  o f N a t i o n a l  P r o d u c t i o n ,  1955 R e p o r t ,  op. c i t .
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o f economic a c tiv ity ;( i i)  to finance projects d ire ctly  through public appropriations;( i i i )  to issue bonds with government guarantees; and(iv) to participate in  the formation of jo in t-sto ck  companies, andsecure government guarantees for an annual return on paid-upcap ita l in addition to f is c a l  p riv ileges.Meanwhile, preliminary studies led to a series of stop-gap oenactments j(a) Imported raw materials fo r industry were f in a lly  exempted from customs duty.(b) P rio rity  was given to the importation o f machinery and equipment required for lo ca l industry.For instance, to encourage the new tyre industry, the import duty on natural rubber, previously fixed  at £E8.70 per ton, was abolished while the ad-valorem duty was reduced from 3% to 1%. To encourage the new e le c tr ic a l wires industry, the import duty on copper was abolished and the ad-valorem duty reduced from 8% to 3%. To encourage the assembly of cars in Fgypt, the additional ad-valorem duty on imported component was reduced from 30% to 20%.In the other direction , supplementary duties were levied on most imported goods. These supplementary duties weres^(i)  An ad-valorem duty of 8% which was levied  on a l l  imports with the exception of about 150 items.( i i )  An additional ad-valorem tax of 9% was imposed on most imports

 ̂ National Rank of Egypt, Economic B ulletin , No. 4, 1961, p. 3«
10 S . K. Mohamed, The United Arab Hepublic*s Balance of Payments, Commercial Policy, and Economic Development, 1952-1962, Ph.D. th e sis , The Ohio State U niversity, 1963» pp. 155-156.
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except printed m aterials, some raw materials and in d u strial and agricu ltu ral equipment.( i i i )  A supplementary ad-valorem duty was levied on l60 luxury items. These duties ranged from 20% to 100%.(iv) A s ta t is t ic a l  duty of 1% of the c . i . f .  price.(v) A wharfage duty of 1C% o f the customs duty was imposed on a l l  items except tobacco. For tobacco the wharfage duty was three "milliems" (£E1 = 1,000 milliems) per kilogram of tobacco.(vi) An excise tax on some items: alcohol, alcoholic drinks, benzine, sugar, coffee , cement, and playing cards.(v ii)  A paving duty on a l l  imported goods.The above b r ie f account of the history o f the t a r i f f  rate and t a r i f f  policy suggests that by the early 1900s a complica.ted structure of t a r if fs  had evolved as a resu lt of piecemeal changes. There was therefore a need fo r  new t a r i f f  le g is la tio n .In 1962 a new structure of t a r i f f s  was introduced. This had two principal features -  a unified proportional rate and a d iffe re n tia l ra te . For the purpose of determining the d iffe r e n tia l rate imports were c la s s ifie d  into three broad groups - raw m aterials, semi-manufactures and finished goods -  and reference was made to the capacity of domestic industry. In general the d iffe r e n tia l t a r i f f  on raw materials was lower than that on semi-manufactures, which in turn was lower than that on finished goods. Where domestic production of a p articu lar good was low or non existen t, thus the d iffe r e n tia l t a r i f f  was accordingly reduced. Imports of coal were to ta lly  exempted, from a l l  t a r i f f s , because of the req uisites of the newly established iron and steel industry.
Federation of Egyptian Industries, The New Customs.T a r if f , EgyptianU niversities Publishing House, Cairo, 1963 (in Arabic).
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As a result of the 1962 t a r i f f  reforms customs duties have beenchanged to bring in  more revenue to the public budget. Customs dutieshave accounted fo r  an increasing share o f to ta l tax revenue. Exciseand customs duties rose from 65. 2>% t °  11 between 1957/58 and 
12196 -̂/65. ' This was a d irect outcome of governmental policy to s h iftemphasis to in d irect taxes. In th is  context, E£ypt has a remarkablesuccess compared with other developing countries in raisin g  revenue13pari passu with i t s  needs.In addition to the t a r i f f  structure discussed above, protectionmeasures were consolidated by a highly bureaucratic import and exportlicen sin g system which has sim ilar characteristics to the t a r i f fstructure. I t  prohibits import o f commodities which are domesticallyproduced and s h ifts  imports towards necessary food stu ffs, raw materialsand cap ita l goods -  in that order of p r io rity . From 1963, the publicsector has been the only authorised organ fo r  imports. The privatesector can only import through public organisations and in  accordancewith the p rio ritie s  la id  down in the Central Plan.

T h e  licensing system fo r  exports was e x t e n d e d  in  1959 to coverseventy d ifferen t agricu ltu ral products (compared to only twelve before
1952) , and many other industrial exports have been under the central

I/4government authority.In view of th is  h isto rica l background, a somewhat complicated structure of protection evolved. The protectionist policy was the
Based on data compiled from: Bank Misr, Economic Review, No. ^ , December 1963, pp. 17^-175? and J .  R. Lotz, "Taxation in the United Arab Republic (Egypt), STAFF PAPERS, I nternational Monetary Fund,Vol. 13) 1966, Table 3, p. 126.

^  J .  R. Lotz, i b i d . , p. 128.lh M. S . Mourad, and F. Moursi, Foreign Exchange Budget and the External Finance of Development, Dar Al-Maaref, Cairo, 1967, pp. 199-215 (in Arabic).
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I ' e s u l t  o f  a  m i x t u r e  o f  m e a s u r e s  a n d  i n s t r u m e n t s  t h a t  w e r e  g o v e r n e d  b o t h  

b y  t h e  s t r i c t l y  p r o t e c t i o n i s t  a i m  a n d  b y  t h e  n e e d  t o  o b t a i n  m o r e  

r e v e n u e ,  o r  t o  i m p r o v e  t h e  b a l a n c e  o f  p a y m e n t s .  I t s  r e a l  i n f l u e n c e ,  

h o w e v e r ,  w a s  t o  c r e a t e  a  c l i m a t e  o f  e x c e s s i v e  p r o t e c t i o n  f o r  d o m e s t i c  

i n d u s t r y  o n  s u c h  a  l a r g e  s c a l e  t h a t  t h e r e  w a s  n o  p r e s s u r e  o n  t h e  n e w l y  

e s t a b l i s h e d  b r a n c h e s  o f  i n d u s t r y  t o  i m p r o v e  p r o d u c t i v i t y  a n d  e f f i c i e n c y .Furthermore, manufacturing industries expanded at a rapid rate by producing almost anything that could be produced fo r  the domestic market. Once domestic production had begun th eir imports were behind through the introduction of high t a r if fs  and direct controls regardless of comparative co sts. The l e i t-motiv  fo r the F irst and Second In d u stria l­isatio n  Programmes (1957-1964/65), was s e lf-s u ffic ie n c y  and im port-substitution. Import-substitution was considered to be the most e ffectiv e  way to make a developing country with a single export commodity -  such as Egypt -  le ss  dependent on foreign tra.de. Consequently the choice among industries was determined by reference to the need for d iv e rsifica tio n  at one level and for heavy industry at another, regardless of comparative advantage.In e ffic ie n t import substituting industries, combined with an im p lic it bias against exports, seemed to have had adverse e ffe cts  on the growth of the manufacturing sector. Beyond the easy i n i t ia l  stages of import substitution in producing consumer goods fo r  the lim ited domestic market, expansion in intermediate and cap ita l goods has been increasingly d i f f ic u lt  due to an increasing shortage in foreign exchange. A d irect resu lt of th’ t  has been a chronic balance of payments d e fic it  which has always been met by s t r ic t  control on imports and foreign exchange.
B. Financing Industr ia l  Development

S o u r c e s  o f  f i n a n c e  o f  t h e  i n d u s t r i a l  s e c t o r  a r e  e i t h e r  e n d o g e n e o u s  

t o  t h e  s e c t o r ,  i n  t h e  f o r m  o f  d e p r e c i a t i o n  r e s e r v e s  a n d  p r o f i t
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reinvestment, or exogeneous to i t .  Funds from abroad are an obvious exogeneous source and these can be either' o f f ic ia l  or private in nature. Such funds can, in turn, be either in the form of loans and credit f a c i l i t i e s ,  or d irect capita,1 p articip ation . A comprehensive coverage of a l l  these sources would be outside the prescribed scope o f this study.Registered cap ital of industrial companies with head o ffice s  in EJgypt (taken as a crude indicator of the development of industrial investment) increased from £E46 m illion at the end of 1955 to £EX>1 m illion
1 « 5at the end of 1959- Net new investments between 1951-1959) as may be seen from Table 2, amounted to £EOQ m illion , out of which investments on expansion alone amounted for £E21 m illion . The bulk o f these investments were in jo in t  stock companies. The general trend over the period is  also quite in terestin g: net new investments in industry increased from £E2 m illion  to £E19 m illion , whereas those fo r  commerce and trade were at best stagnant. Whereas investment in commerce and trade was more than three times the level of industrial investments in 

1951) i t  went down in  1959 to as low as 26%.Since 1959 the government has been the main founder of new in d u strial projects. These were part of the F irst Five Year's Indu strialisation  Programme of 1957 and were la te r  embodied in the Development Plan of 1960/61- 1969/70. Since the sta rt of the "Programme" and u n til June 1970, public investments in industry to ta lled  £E9^5-3 m il l io n ,^  that is  more than ten times as much what was invested in industry during the corresponding period o f the 1950s .
National Rank of Egypt, The Economy of the UAR during the 1950s, Cairo, I 963, P< 104 (in Arabic).Central Agency fo r  Public Mobilization and S ta t is t ic s , S ta t is t ic a l Handbook, op. c i t . ,  p. 6 l; and Ministry of Planning, Fol low-up Reports.



N e t  N e w  I n v e s t m e n t s  i n  I n d u s t r y ,  a n d  T r a d e  a n d  C o m m e r c e ,  1 9 5 1 - 5 9 ,  i n  M i l l i o n s  o f  £ E

Table 2

1 9 5 1 1 9 5 2 1 9 5 3 1 9 5 4 1 9 5 5 1 9 5 6 1 9 5 7 1 9 5 8 1 9 5 9 T o t a l
1 9 5 1 - 5 9

1 . N e w  r e g i s t e r e d  C a p i t a l 1 . 1 1 . 2 1 . 9 2 . 8 7 . 3 2 7 . 3 1 3 . 6 8 . 7 1 4 . 3 7 8 . 2
j o i n t - s t o c k  C o m p a n i e s - - - 4 . 0 2 4 . 0 1 0 . 6 6 . 1 9 . 4

2 . E x p a n s i o n s 1 . 3 1 . 2 1 . 3 1 . 3 3 . 3 1 . 3 1 . 0 5 . 2 5 . 3 2 1 . 2
j o i n t - s t o c k  C a p i t a l 3 . 1 0 . 8 0 . 7 4 . 7 4 . 5

3 . C o n t r a c t i o n s 0 . 3 0 . 3 0 . 2 0 . 5 0 . 9 2 . 4 1 . 7 1 . 1 0 . 7 8 . 1
j o i n t - s t o c k  C a p i t a l - - - - 0 . 3 2 . 1 1 . 2 0 . 3 0 . 2

4 . N e t  N e w  I n v e s t m e n t 2 . 1 2 . 1 1 . 2 3 . 6 9 . 7 2 6 . 2 1 2 . 9 1 2 . 8 1 8 . 9 8 9 . 5
j o i n t - s t o c k  C a p i t a l - - - - 6 . 8 2 2 . 7 1 0 . 1 1 0 . 5 1 3 . 7

5 . N e t  N e w  I n v e s t m e n t  
i n  T r a d e  £ C o m m e r c e

6 . 9 9 . 4 6 . 1 6 . 3 3 . 0 2 . 9 2 . 7 3 . 3 5 . 1 4 5 . 7

K o t e  a n d  S o u r c e : -  m e a n s  n o t  a v a i l a b l e

C o m p i l e d  F r o m :  F e d e r a t i o n  o f  I n d u s t r i e s  A n n u a l  Y e a r - B o o k ,  C a i r o ,  
S e v e r a l  I s s u e s  ( i n  A r a b i c ) .
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The government also  concluded a number of economic and technicalagreements with foreign countries, especially the Soviet Union, inorder to help finance the foreign currency needs of in d u strialdevelopment. In January 1958 a loan of 700 m illion roubles (£E60.9m illion) was contracted to finance imports during the f i r s t '*"''7Indu strialisation  Programme; in September I 96& another loan of 30018m illion roubles was agreed." J Several countries including the Federal Republic of Germany, Japan, Spain, France, the Netherlands, the Democratic Republic of Germany, China, provided loans and credit f a c i l i t ie s  which to ta lled  some £E370 m illion during the whole period . ^  Another exogenous source of finance fo r industrial development funds is  the banking system. Incentives in th is  f ie ld  may resu lt from general provisions governing the allocation  of bank credit and from the establishment of public bodies (such as in d u strial banks) with the aim of offering industry more credit on better terms.To assess the share of to ta l bank credit that has fa lle n  to manufacturing industry, the overa.il contribution that bank credit resources have made to the economic development of Egypt as a. whole must f i r s t  be borne in mind. As may be seen from Ta.ble 3> the relation  between bank credit and the gross national product remained fa ir ly  stable during the period I 96O-I967t fluctuating around 20%. However, credit f a c i l i t ie s  s p e c ific a lly  channelled towards the in d u stria l sector exhibit a steady ris in g  trend from 37% of to ta l bank credit at the end
"*"''7 And la te r  on the Second Industrialisation  Programme a lso .
-1 O The exchange ratio  between the rouble and d o lla r was 6:1; 3,nd the credit f a c i l i t ie s  provided to Egypt u n til I 963 amounted to 

^333 m illio n . Sees K. Billerbech, Soviet Block Foreign Aid t o Underdeveloped Countries^ p. 50•
^  F. H. Awad, Industrial Policies in Egypt, op. c it . , p. l 6.



C o n t r i b u t i o n  o f  B a n k  C r e d i t  t o  G e n e r a l  E c o n o m i c  a n d  I n d u s t r i a l  D e v e l o p m e n t  

( I n  M i l l i o n s  o f  C u r r e n t  £ E  a n d  P e r c e n t a g e s ,  1 9 6 0 - 1 9 6 7 )

Table 3

B a n k  C r e d i t  

( E n d  o f  J u n e )

B a n k  C r e d i t  

( E n d  o f  D e c e m b e r )
% C o n t r i b u t i o n  

C r e d i t  T o
o f  B a n k

P e r i o d T o t a l I n d u s t r y %  o f  
I n d u s t r y  
T o  t o t a l

T o t a l I n d u s t r y % o f  
I n d u s t r y  
t o  T o t a l

G r o s s  D o m e s t i c  
P r o d u c t  ( 1 )

I n d u s t r i a l  
I n c o m e  ( 2 )

1 9 6 0 2 5 7 . 0 1 1 5 . 4 4 4 . 9 2 9 7 . 7 1 1 0 . 1 3 7 . 0 2 0 4 4 . 9
1 9 6 1 2 8 3 . 0 1 2 7 . 1 4 4 . 8 3 2 1 . 0 1 3 6 . 7 4 2 . 6 2 0 . 8 4 4 . 5
1 9 6 2 3 0 9 . 2 1 4 6 . 8 4 7 . 5 3 8 2 . 0 1 5 1 . 0 3 9 . 5 2 1 . 9 4 7 . 4
1 9 6 3 3 7 2 . 3 1 7 7 . 4 4 7 . 6 4 2 4 . 0 1 9 5 . 0 4 6 . 1 2 2 . 8 5 0 . 4
1 9 6 4 3 0 4 . 0 1 6 8 . 8 5 5 . 5 4 5 6 . 0 1 8 7 . 0 4 1 . 1 1 7 . 5 4 3 . 1
1 9 6 5 4 1 1 . 8 1 9 2 . 0 4 6 . 6 5 0 9 . 0 1 9 7 . 0 3 8 . 7 2 1 . 9 4 5 . 3
1 9 6 6 4 0 9 . 6 1 9 3 . 5 4 7 . 2 4 7 5 . 0 2 2 0 . 0 4 6 . 3 1 9 . 6 4 1 . 8
1 9 6 7 4 2 5 . 2 2 2 5 . 7 5 3 . 1 • « • .  .  . .  .  - 1 9 . 5 4 7 . 3

S o u r c e  a n d  N o t e s : T h e s e  f i g u r e s  C o n s t r u c t e d  F r o m  D a t a  a v a i l a b l e  i n :  C e n t r a l  B a n k  o f
E g y p t ,  C r e d i t  a n d  B a n k i n g  D e v e l o p m e n t ,  S e v e r a l  I s s u e s ;  A n d  M i n i s t r y  o f  
P l a n n i n g ,  F o l l o w - u p  R e p o r t s ^  S e v e r a l  F e a r s .

( 1 )  T o t a l  B a n k  C r e d i t ,  e n d  o f  J u n e  F i g u r e s ,  t o  g r o s s  d o m e s t i c  p r o d u c t  i n  
f i s c a l  y e a r s  e n d i n g  J u n e  o f  y e a r  s h o w n .

( 2 )  I n d u s t r i a l  B a n k  C r e d i t ,  e n d  o f  J u n e  f i g u r e s ,  t o  I n d u s t r i a l  i n c o m e  
i n  f i s c a l  y e a r s  e n d i n g  J u n e  o f  y e a r  s h o w n .
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of i 960 to 46% at the end of 1966. This trend is  also confirmed by the mid year figu res.The terms on which bank credit i s  generally offered are no lessrelevant. Long term credit has tra d itio n a lly  constituted a low proportionof to ta l commercial bank credit but the Industrial Bank was establishedin 19^8, and commenced operations in  October 19^9, to supply medium

20and long term loans to industry. Since i t s  establishment th is bankhas undergone several changes, in  i t s  lending operations; while at thesame time i t s  lending resources were considerably increased. Insuccessive steps, the upper lim it set for the bank to borrow from thegovernment, or be guaranteed by i t ,  was raised to reach £E10 m illion .The bank's lending operations were necessarily very modest in the earlyphase o f i t s  evolution when up to the end of 1953 i t s  to ta l loans toindustry had not reached £E2 m illio n . During th is  period, large loansof £E50,000 or more took up nearly h a lf  i t s  industrial cre d it, whileshort-term loans of up to one year also constituted ju st under of 
21the to ta l. As may be seen from Table ¿1, th is  trend in short term loans continued u n til 1965, in  which year they accounted fo r over 75%> o f a l l  loans. However, as fa r  back as 1958, a large number of enter­prises were permitted to borrow short fo r one year renewable up to ten years, which meant that a large part of these loans in fa c t  belonged to the category of long term loans.

The statutory purpose of the Industrial Bank was to "develop Egyptian industry and handle banking business pertaining to i t ,  and in s p e c ific : ( i)  to participate in establishing and assistin g  Egyptian industrial establishments; ( i i)  to provide Egyptian industry with raw materials or basic equipment; ( i i i )  to lend on short-term for a maximum of twelve months, on medium term fo r no more than ten years, and on long term for no more than twenty years fo r the purpose o f setting up new industries or new branches thereof". See: Industrial Bank, I ndustrial B a n k  Bul l e t i n , 1965 (in Arabic).Central Bank of Egypt, Credit and Banking Development ,  several issues.



T a b l e  4

D i s t r i b u t i o n  o f  I n d u s t r i a l  B a n k  l o a n s  a n d  a d v a n c e s ,  b y  m a t u r i t y  

( i n  M i l l i o n s  o f  £ E  a n d  P e r c e n t a g e s ,  1 9 5 8 - 1 9 6 8 )

P e r i o d
T o t a l  
( M i l l i o n s )

% T o  T o t a l o f  l 0 a n s  P a y a b l e1
W i t h i n  1 Y e a r  , 1 - 5  Y e a r s V

!
1 0  Y e a r s

E n d o f D e c e m b e r 1 9 5 8 5 . 2 7 5 . 5 ! 7 . 5 1 1 7 . 0
E n d o f D e c e m b e r 1 9 5 9 6 . 7 8 2 . 1 1 7 . 5 1 0 . 4
E n d o f D e c e m b e r 1 9 6 0 8 . 5 7 5 . 3

1
1 5 . 3 1 9 . 4

E n d o f D e c e m b e r 1 9 6 1 9 . 1 7 6 . 9 I 1 1 . 0 1 2 . 1
E n d o f D e c e m b e r 1 9 6 2 8 . 6 7 7 . 9 1 9 . 3 1 1 2 . 8
E n d o f D e c e m b e r 1 9 6 3 8 . 5 8 4 . 7 ! 4 . 7 j 1 0 . 6
E n d o f D e c e m b e r 1 9 6 4 8 . 4 8 3 . 3 I 3 . 6 1 1 3 . 1
E n d o f D e c e m b e r 1 9 6 5 8 . 2 7 6 . 9 I 2 . 4 I 2 0 . 7
E n d o f D e c e m b e r 1 9 6 6 1 1 . 5 3 6 . 5 1 2 0 . 0 4 3 . 5
E n d o f D e c e m b e r 1 9 6 7 1 4 . 2 5 4 . 1 1 2 3 . 9 ! 2 2 . 0
E n d o f D e c e m b e r 1 9 6 8 1 4 . 6 1 7 . 3 2 5 . 5 j_ 5 7 . 2

S o u r c e : C e n t r a l  B a n k  o f  E g y p t ,  C r e d i t  a n d  B a n k i n g  D e v e l o p m e n t , s e v e r a l

i s s u e s .



Table 5

A n n u a l  D i s b u r s e m e n t s  o f  I n d u s t r i a l  B a n k  l o a n s  £ A d v a n c e s  b y  m a t u r i t y ;  b y  S i z e  o f  l o a n

a n d  b y  S e c t o r s ,  1 9 6 2 / 6 3 - 1 9 6 7 / 6 8

P a y a b l e S i z e o f  l o a n  D i s b u r s e m e n t s S e c t o r

W i t h i n  
1 Y e a r

1 - 5
Y e a r s

M o r e  t h a n  
5 Y e a r s < 1 0 1 0 - 1 0 0 £ 1 0 0 P u b l i c P r i v a t e

T o t a l V a l u e
1

V a l u e 1 V A l u e
}

£ E 1 %  o f £ E % o f £ E % o f £ E % o f £ E %  o f
P e r i o d ( £ E . 0 0 0 ' s ) ( £ E 0 0 0 ' s ) 1 % 

1
( £ E 0 0 0 s )  1 % ( £ E 0 0 0 ' s ) % 0 0 0 ' s 1 T o t a l 0 0 0 ’ S| T o t a l 0 0 0 '  s T o t a l 0 0 0 ’ s| T o t a l 0 0 0  ' s T o t a l

1 9 6 2 / 6 3 9 1 7 92 I 10 49 ! 5 . 3 7 7 6 8 4 . 7 7 0 7 . 7 1 4 7  ! 16 7 0 0 7 6 . 3 6 7 4  Ì 7 3 . 5 143 1 5 . 6
6 3 / 6 4 8 8 0 1 0 2 ' l l . 6 8 0 . 9 . 1 6 9 8 7 9 . 3 1 4 7 1 1 6 . 7 1 3 3  ! 1 5 . 1 6 0 0 6 8 . 2 6 8 9  j 7 8 . 3 1 9 1 2 1 . 7
6 4 / 6 5 1 1 6 9 32 1 2 . 7 2 3 8 1 2 0 . 4 8 9 9 7 6 . 9 19 1 . 6 2 2 9  , 1 9 . 6 9 2 1 7 8 . 8 1 0 0 2  17 5 . 7 1 6 7 1 4 . 3
6 5 / 6 6 2 5 2 4 . . 3 7 9 , 1 5 . 0 2 1 4 5 8 5 . 0 2 2 8 1 9 . 1 4 2 8  1 2 31 6 . 9 1 8 6 8 7 4 1 9 7 3  17 8 . 2 5 5 1 2 1 . 8
6 6 / 6 7 4 7 8 1 ( 1 ) • • 1 . . 1 2 4 8 1 2 6 . 1 3 5 3 3 7 3 . 9 2 4 1 I 5 . 2 7 2 5  I 1 5 . 1 3 8 1 5 7 9 . 7 3 9 4 1  1 8 2 . 4 6 1 8 1 2 . 9
6 7 / 6 8 3 9 7 3 ( 2 ) • • ! ••

2 1 9 6 1 5 5 . 3  
____ 1________

1 7 7 7 4 4 . 7 5 4 7 1 3 . 8 1 0 6 2 2 6 . 7 2 3 6 4 5 9 . 5
_________

2 3 7 6 ® !  5 9 . 8  
_________1_________

1 3 6 0
_________

3 4 . 8

S o u r c e  a n d  N o t e s : T h e s e  F i g u r e s  c o n s t r u c t e d  F r o m  d a t a  a v a i l a b l e  i n :  
B a n k ,  C a i r o ,  S e v e r a l  Y e a r s .

R e p o r t  o f  t h e  B o a r d  o f  D i r e c t o r s  o f  t h e  I n d u s t r i a l

( 1 )  I n c l u d e s  £ E 2 2 2 0 0 0 ' s  g r a n t e d  t o  t h e  C o o p e r a t i v e  S e c t o r .
( 2 )  I n c l u d e s  £ E 2 3 7 0 0 0 ' s  g r a n t e d  t o  t h e  C o o p e r a t i v e  S e c t o r .
( 3 )  I n c l u d e s  £ E 1 2 6 0 0 0 ' s  g r a n t e d  t o  O r g a n i z a t i o n s  o f f  l i s t e d  t o  A r a b  S o c i a l i s t  U n i o n .
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As may be seen from Table j> (which gives the de facto d istribu tion  of annual "paid out", bank loans; and the d istribu tion  o f disbursements according to size of loan and sector) long term loans have clearly  been getting the lio n 's  share of the Industrial Bank resources during the 1960s. In addition to th is  s h ift  towards long term loans there was also a tendency to grant large loans. Large loans of £E100,000 or more have nearly always accounted fo r over 70% during most of the 1960s , though there was a sharp decline in the percentage share of th is  group in 
1967/68. Table 5 also shows that th is decline in the share of large loans was accompanied by a change in favour of medium sized loans to the private sector on the medium term. This change may be a reflectio n  of the new policy of the government o f lending more support to the private sector which would be expected to borrow smaller size loans fo r a re la tiv e ly  shorter period.Finance is  one of the major problems facing small enterprises inthe in d u strial f ie ld . Normal credit terms are often too burdensome fo rsmall firms both because of high rates of in terest and commissionscharged and the requirements. In 1968, the Central Bank of Egypt tooka decision to exempt loans to craftsmen and small in d u stria lists  from
6/b statutory minimum interest rate . As a  consequence the IndustrialBank was able to lend to th is category of borrowers at in terest rates aslow as 3. 5/j. Furthermore, the standing commission of -¡go fo r  banking

2?services was also waived fo r them. However, the volume of loans thatthe Industrial Bank extended to small industries was not very23impressive„To sum up, the reliance of industrial policy upon the indirect * 2
22 Central Bank of Egypt, Circular No. I 61/ I968. Ihe exemption relatin g to the minimum rate o f interest was la te r  cancelled according to Circular No. 186/1970.2  ̂ F. H. Awad, Industrial P o licies in Esypt, op. c i t . , p. 19.
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instruments discussed above had not succeeded in  laying the foundationsof modern industry in Egypt. Industriad a c tiv ity  before 1952 had beenlim ited to certain lin e s  of production which have originated during theconditions of the Post-Depression and Post-Second World War periods,and which were largely  based on the processing o f agricultu ral raw-m aterials. Industrial investment in 1952 accounted for approximately
12% of to ta l gross investment, and the contribution of the industrialsector to national income did not account fo r  more than 10% in the same 

2¿}-year. As s, result o f the sporadic measures taken by the Egyptian government in  the early 1950s ( i .e .  the setting-up of the National Production Council, the consolidation of the Industrial Bank, e tc .)  there has been a steady increase in private and public investments in d ifferen t branches of industrial a c tiv ity  including o i l ,  mining, iron and s te e l, te x t ile s , fe r t il iz e r s  and chemical industries.
C, Fiscal  Policy and Industrial InvestmentIn addition to the incentives that derived from protectionist policy and other measures designed to foster the in s ta lla tio n  and expansion o f industry in Egypt, d irect in d ustrial investment by the 25Stade has gradually taken the lead m  promoting industriad development. Tims, the Ministry of Industry was established in Ju ly  I 956 with the purpose of "drawing-up a well defined in d ustrialisation  plan and supervising i t s  execution". Further, in  1958 a. law (No. 12/1958) was passed with the aim of "regulating and encouraging industry". This law
“ U. N. Industrial Development in A frica , on. c i t . , p. 289. (This means that productivity of investment in industry was lower than average.)25̂ Hie d ire ct contribution of the State to in d u strial finance, in  the form of new investments in In d u stria lisatio n  Programmes to talled  £E83 m illion between December 1957 and June I 96O; £E5l6.5 m illion between Ju ly  I 960 and June 1965» and £E507.2 m illion between Ju ly1965 and June 1 9 7 0 . Sees Ministry of Planning, Follow-up Reports, various issues. --------------------------



-  170 -stipulated th at:*’ ( i)  No industrial establishment sh all be set up,expanded or have i t s  production line or location modified without the prior consent of the Minister of Industry, and with due regard to the national economic needs, requirements of lo ca l consumption and exports, and within the economic and social plans of the s ta te ;( i i)  Directors of industrial esta.blishments are toprovide the Ministry with a l l  data and information that i t  may require regarding th eir f ie ld  of a c t iv it y ;( i i i )  No industrial establishment active in basicindustries or enjoying a monopoly sh a ll cease production or reduce i t  beyond the set lim its without prior reference to the M inistry;(iv) A ll existing Industrie,1 establishments -  fa llin g  into one o f the categories designated by the Minister -  sh a ll apply fo r  registration at the Ministry within thi’ee months."The second element of organisational control over industry(embodied in the above mentioned law) appears in the powers given tothe Ministry to f ix  uniform standards to be applied in  production, endto define the sp ecificatio n s of products and raw materials employed.An Fgyptian product is  defined as the product in which the proportion ofthe value added by industry in E^ypt is  not less than 25% o f f in a lcost. Further, to foster industry, the Ministry sh all providein d u stria lis ts  with necessary information, o ffe r grants fo r researchwork, and take part in creating training centres and other bodies fordesign and sp e cifica tio n s. Also, to encourage industry a levy notexceeding 6% (raised in 1962 to 10%) o f the cost of raw materials orto ta l wage b i l l  of the preceding fin a n cia l year would be imposed onindustrial establishments fo r  the stated purpose o f industrial 27development.Since 1958, however, the Fgyptian government has taken a more

26

^  O ff ic ia l Journal of Egypt, No. 7 "bis" A of 29 April 1958.National Bank of Egypt, The Economy of the UAR during the 1950s, op. c i t . , p. 88.27
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positive role in forming industrial projects, f i r s t  under the pioneerIn d u strialisation  Programme of 1957 and la te r  within the ComprehensiveDevelopment Plans. By the time the F irst Comprehensive Plan waslaunched on 1 Ju ly  i 960, the decade o f the 1950s had witnessed aspectacular increase in industrial production, which had raised i t s23contribution in  gross national product to almost 20%.The government's contribution to industrial finance was not confined to participation in new enterprises. The analysis of the public budget over the two periods I 95O -I96O and I 96O-I97O shows that a considerable share o f the increase in public expenditure had been allocated to existin g  industry. Table 6 shows public expenditure on development projects during the I 95OS to talled  £E6l5 m illio n , out of which £El8̂  m illion was allocated to industry. At the same time, current government expenditure on in d u strial and e le c tr ic ity  projects (including the operating costs of Public Organisations and Public Authorities) amounted to £E258 m illion out of a to ta l current public expenditure of £E2,M+3 m illio n . During the period 1960-1970, develop­ment public expenditure allocated to industry to ta lle d  £ E l,6l l  m illion out of a to ta l development allocation  of £E3,^10, while current public expenditure allocated to industry amounted to £EL,l48 m illion out of a to ta l of £E8,729 m illion . In other words, 23?» of public expenditure was allocated to industry during the 1960s compared with lk% during the 1950s. Between 1950/51 and I 969/7O the proportion increased from 
7.5% to ?}¥%.Other f is c a l  policy measures were important during th is  period.In I 96I ,  the Companies Law (No. 26 of 195*0 was amended to allow the

Sees Central Agency fo r  Public M obilisation and S t a t is t ic s , General S ta tis t ic s  and Analyt ic a l  Studies, Vol. No. 7, 1970, p. ¿101.



Table 6

P u b l i c  E x p e n d i t u r e o n  I n d u s t r y M i l l i o n s  o f  E g y p t i a n  P o u n d  1 9 5 0 / 5 1 - 1 9 6 9 / 7 0

Period

(A) Current (B) Development

Total
Public
Expenditure

Industry Total
Public
Expenditure

Industry

Value  ̂ % 
i

Value ’ %

1950/51
51/52
52/53
53/54
54/55
55/56
56/57
57/58
58/59
59/60

1960/61
61/62
62/63
63/64
64/65
65/66''
66/67
67/68
68/69

1969/70

160 
199 \
185 
185 /
213 i  £ 
255 ) S 
292 
260 
3 3 6  
3 3 8  J  
414 \
459 
650 1 
669 /
742 / cr>
861 ? S
948 00 
849 

1496 
1641 /

1
5\ i 3 
6 1 3  
5 | 3 
8 1 4

15 £  r 7
16 ( N 1 6 
37 .13 
21 8 
66 20 
79/ .22 
78\ 119 
81 \ 18 
73 ) 111 
67 1 10
6 0  J co 8
77? 2 1 9 
78 \ ^ 8 
57 ! 7 

267 18 
3 1 0  J  * 19 

__________ !___

31\
35 ]
25
48
57 / S 
88 <
67 \
59
78 / 

i27y 
286 \
315
362
411
442 / o 
345? 3 
368 1 M 
232 \
298 
3 5 0 J

--------- 1----
9\ i 30 
6 \ 1 17 
5 | 18

19 L  40
13 / S | 23
17 V ^ 1 19
16 1 i 2414 24
26 / 33
59/ j 46 

109\ 1 38 
122 \ 39 
168 \ | 45 
218 1 53 
200 / -i j 45 
184\ S  53 
180 \ rH I 49 
105 1 45 
164 | 55 
161/ ' 46

S o u r c e  a n d  N o t e : ( l )  I n c l u d e s  m i n i n g  a n d  e l e c t r i c i t y ;  a n d  t h e  H i g h  D am  a f t e r
1 9 6 0 .  C o m p u t e d  f r o m :  C e n t r a l  B a n k  o f  E g y p t ,  " T h e  E c o n o m y  
o f . . . t h e  U A R  d u r i n g  t h e  1 9 5 0 ' s ” . C a i r o  1 9 6 3 ,  p p .  1 0 2 - 1 0 3 ;  a n d  
C e n t r a l  B a n k  o f  E g y p t ,  " C r e d i t  a n d  B a n k i n g  D e v e l o p m e n t " . 
S e v e r a l  I s s u e s .
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government to raise s u ffic ie n t funds fo r  the finance of general economic development. Accordingly the. companies h"d to purchase government bonds to the value of 5% o f th e ir  d istrib u tio n al p r o fits .In addition, in  1967 several enactments stipulated t h a t :^(a) A further of the net p ro fits , fo r  d istrib u tio n , of a l l  jo in t stock companies w ill be credited to "The le g a l reserve account";(b) Another 5% (in the case of public sector companies) w ill be allocated to "the reserve fo r the rise in prices of fixed  assets";(c) 10% of "net" p ro fits  of public sector companies available fo rd istribu tion  (after above deductions) w ill be allocated to "theconsolidation fund" i f  the company's liquid assets f e l l  short of30it s  short term l ia b i l i t ie s ;^(d) 5% of paid-up cap ital w ill be allocated as a f i r s t  d istribu tion  to shareholders and labour;(e) IQf/o of the remaining p ro fits  would be set aside fo r d irecto r's  remuneration to cover managerial and administrative expenses.In the case of priva/te sector enterprises th is  represents an actual d istrib u tio n , while fo r public sector enterprises i t  is  transferred to the corresponding Public Organisation;(f) The balance of p ro fits  would further be distributed among shareholders and labour.The allo catio n  under paragraph b, governs public sector companies31which are subject to the newly applied "Uniform System of Accounts".In that system, the shortcomings of the h isto rica l cost basis fo r
^  National Bank of Egypt, Economic B ulle tin , Vol. XX, No. k , I 968, p. "new le g is la tio n " .Prime M inister's Decree No. 4l of I 969.' ' Central Agency fo r  Accounts, Uniform System of Accoun ts , Cairo, 1968 (in  Arabic).
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calcu lating depreciation was acknowledged. To r e c tify  i t ,  while retaining the h isto ric a l cost basis in formulating the p ro fit and loss account funds would be earmarked (in the appropriation account) to meet the probable rise in prices of fixed  assets. The distrib u tion  of p ro fits  to shareholders and labour (paragraph 4 and f)  in public sector enterprises was again governed by sp e cific  le g is la tio n  whereby 7$% of i t  represented the state share, Jfo was used to finance social and housing services fo r  labour, 10% was pooled for central so cial services fo r the d is tr ic t  (to benefit labour), and 10% set aside fo r  d irect cash distributions to labour.Further f is c a l  incentives to industry took the fornr^ of allowing the aggregation of p ro fits  and losses over a number of years, thereby maximising tax l ia b i l i t y .In addition to the above measures that were designed to stimulate new a c tiv it ie s  action was also taken to secure the necessary improvement in the productivity and e ffic ie n cy  of existing enterprises to provide pre-investment services in the stage of project formulation, to encourage foreign c a p ita l, and to promote in d u strial e x p o rts .^According to law 21 of 1958, the Ministry of Industry was expected to provide in d u stria lists  with necessary information, o ffe r  grants for research work, and take part in creating training centres end other bodies fo r  design and sp e cifica tio n . The M inistry's advice had to be sought by those concerned with drawing up plans for in d u strial financing. The above la.w also allowed public authorities to dispose of land fo r  industrial building on easy terms, and to a s s is t  with the finance of such buildings. Provision was also made fo r the Industrial
O rigin ally  embodied in the taxation law No. lb  o f 1939.Central Bank of E£ypt, Economic Review, Vol. X I, No. 1, 1971.33
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Bank to participate in  the preparation of fe a s ib il it y  studies for industrial projects in the private sector.Foreign investment was also encouraged to take can increasing rolein the development o f industry. The minimum share of Egyptian cap italin jo in t-sto ck  companies was reduced from 51% to 59%; the right totransfer p ro fits  abroad, and to repatriate cap ita l on fiv e  annualinstalments a fte r fiv e  yea.rs of investment was guaranteed foreigncapital profitin g from these provisions was defined as that employed in

nZj.economic development projects.In order to encourage in d ustrial exports, state promotion and assistance extended in various d irection s. Export subsidies were introduced in the form of grants-in-aid  to a number of industries. The "Cotton Spinning and Weaving Industry Assistance Fund" was formed in 1953 following the c r is is  that industry faced a fte r  the Second World War, when inventory accumulation had reached such a le v e l that the government found i t s e l f  obliged to a c t. I t  made a grant of £E0.5 m illion to the industry in order to encourage i t  to redirect part of these inventories to export markets. The "fund" was managed by the Federation of Egyptian Industries where was empowered to grant loans to factories to enable them to gear th eir production to export requirements. ^These grants were termed "export d iffe r e n tia ls "  and were intended to cover the higher cost of local raw materials used, and also the re la tiv e ly  high production cost. In 1967/68 an additional grant equal to 20% o f the value of exports ( f .o .b .)  was introduced fo r  exports to
Law 156 of 1953 amended by Law No. 575 ° t  1955.

35 S im ilarly , the "Assistance Fund" for the rayon industry was set up within the Federation of Industries in 1957. I t ,  a lso , had the purpose o f promoting the disposal of synthetic yarn and fabrics on lo ca l and foreign markets. The management o f the Fund was to lay down the policy fo r activating exports. Sees Federation of Egyptian Industries, Annual Yearbook.
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hard, currency countries. 36

D. Nationalisa tio n  and the Expanding Role of GovernmentBy the time comprehensive planning began in  Ju ly  i 960, the Egyptian economy had undergone a steady expansion of the public sector and the government had already assumed much greater resp on sib ility  fo r economic development. Since 1956, there had been an extension and a tightening of controls in the private sector. The Egyptian economy could no longer be described as a free market economy.Three forces, mutually reinforcing each other, were behind the expansion of the public sector through successive waves of n ation alisation . These were the Egyptianisation drive; the development drive -  which called for the implementation of development programmes with a large and growing volume of public investments; and the involvement of the state in the wider management of the economy.The 1956 tr ip a r tite  aggression following the nationalisation of the Suez Canal Company led to the sequestration of B ritish and French assets in  Egypt and those o f certain Jewish residents. The government became the owner of seven important commercial banks, sp e cia list credit in stitu tio n s , and fiv e  major insurance companies. These measures gave the state control over h a lf the banking sector and over two-thirds of a l l  insurance business transacted in Egypt. These sequestrations were followed immediately by Egyptianisa.tion measures, as required under Law 22/4 of January 1957* This required a l l  foreign banks, insurance companies, and lo ca l branches of foreign commercial concerns to change th eir le g a l status to that of "societes anonymes Egyptiennes", with an
36 Central Bank of Egypt, Economic Review, Vol. X, No. 1, 1970.
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Egyptian majority of shareholders and an Egyptian management. Later,in I 961, Belgian economic interests were sequ estrated .^The rapid expansion of the public sector since 1956 necessitatedi t s  reorganisation. A new in s titu tio n , "The Economic Organisation" wascreated in January 1957» and then soon became the most important publicagency fo r  promoting industrial expansion. Thirty-one in d u strial firmswere a f f i l ia t e d  with i t  in 1958-'^ Some o f these were old establishedpublic enterprises, others were new, consisting of jo in t public-privateenterprises. Policy decisions of a l l  firms had to be reported to theOrganisation, and policy revisions could be demanded by the Organisationwhen the State owned 25% of the c a p ita l.-^  The Organisation wasempowered to appoint a majority of directors to each firm 's board whenthe State owned 2$% or more of i t s  shares. By the end of i 960, theOrganisation's investments to ta lled  £E71,235>000 compared to £E57.9m illion in 1957» as may be seen from Table 7.Towards the end of June I 96I  there began what is  referred to asthe "So cial Revolution". F ir s t , the entire cotton trade passed intogovernment hands. The Alexandria futures market was closed and theEgyptian Cotton Commission assumed resp on sib ility  for buying and se llin gZfOa l l  raw cotton at fixed  prices. Concurrently, houses exporting cottonhad to assume the form of jo in t stock companies with a minimum

l\ 1government shareholding of 35!% in th eir equity cap ita l. Four firms
Bashed Al-Barrawy, Economic Development in United  ̂ Arab Republic (Egypt) Angto-Egyptian Bookshop, Cairo, 1970« PP* 6^-66 (in Arabic).38v Bank Misr, Economic ^ l l e t i n ,  September 1957» p. 7.

^  Ib id . ,  p. 66.Laws 69 and 70, I 96I .  For more d etails about nationalisation measures of 1961, see; National Bank of Egypt, Economic B u lletin ,No. 3, 1961, pp. 323^*» In stitu te  of National Planning, Memo 137, "Social Laws and Decrees issued in Ju ly  I 96]. (1962)" , and Information Department, "S o c ia lis t  Laws 1961 (1962)", Cairo.
hi .Law 71 o f 1961. The proportion was la te r  raised to 50% by Law 120 of 1961.



- 178 -

which pressed and baled raw cotton (an integral part of the organisation fo r the export of cotton) were nationalised outright on 9 J u l y .^  At the sejme time a l l  export-import houses were compelled to exchange 25% of th eir share capital fo r  public bonds bearing interest at 4% and redeemable a fte r  fifte e n  years.  ̂ By bringing a l l  firms engaged in external trade under the ju risd ictio n  of the Ministry of Economy, the government strengthened control over supplies of foreign exchange.
Table 7Economic Organisation's Investments in 1957 and I 96O (Money Amounts in M illions of Egyptian Founds)

Sectors Investments1957 i 960Banking 7.1 8.145Insurance 0.9 1.041Mining and O il 6.8 7.465Manufacturing 38.0 49.357Trade and Transportation 4.9 4,204Others - 0.23Total 57.9 71.235Source ? Hashed Al-Barrawy, Economic Development in the United Arab Republic (Egypt), The Anglo-Egyptian Bookshop, Cairo, Ï 97O, p. 68’, adaptation.
Coinciding with the ninth anniversary of the Revolution of 1952, the State nationalised a massive share of Egypt's industrial and commercial property. Banks and insurance companies which had remained in  private hands were taken over completely; so were 44 companies in

c Law 110 of 1961. 
1® Law 107 of I 90I .
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such basic industries as timber, cement, copper, e le c tr ic ity  and motorised transport. The state expropriated h a lf  of the cap ita l of 
86 companies, mainly in commerce and lig h t  manufacturing. J  The owners of a further 147 companies were dispossessed of the bulk of th e ir  assets by Law 119, which lim ited individual shareholdings infirms to a market value of £E10,000; a l l  shares in  excess of that46amount passed into state ownership. Laws 122 and 123 transferredpublic u t i l i t y  concessions -  e le c tr ic ity  in Alexandria and tramways in47Cairo -  to the public sector.The Syrian secession from Efeypt provided an opportunity for sequestrations o f an e x p lic it ly  punitive character (October-November I 961) . The regime needed scapegoats and i t  proved expedient to pursue the nationalisation under a new pretext. The property of 167 Wealthy Egyptian fam ilies, many of Levantine o rig in , was sequestrated on 22 October. In November the l i s t  was extended to some 600 persons. Though sequestration was la te r  l i f t e d  in a few individual cases, the measure was tantamount to confiscation in most instances, and as a re su lt of i t  yet further private wealth was transferred to the public sector.The nationalisation policy did not extend to small firms and establishments in commerce, manufacturing, construction, or transport. The regime wa,s interested in the large and medium size concerns of the48modern sector. Since these were re la tiv e ly  easy to manage and
^  Law 117 of I 96I .^  Law 118 of 1961.
^  Law 119 of 1961.47 Laws 122 and 123 of 1961.48 The sector is  defined as the group of manufacturing establishments in which ten persons or more are engaged.
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provided sources of p ro fits  fo r the S tate , and employment fo r o ffice rs  and technocrats. Small establishments do not conform such advantages fo r the ruling e l i t e . N ationalisation was not extended to agricultu ral land, as mentioned in an e a rlie r  chapter, or urban real esta te , for systematic expropriation would have created insuperable managerial problems, and more s ig n ifica n tly  would have alienated the middle classes, the very so cia l groups which the regime represented.The government also nationalised a considerable number of companies in spheres of production largely  untouched by the orig in al decree of Ju ly  1961. Thus in June 1963 the industry fo r the manufacture¿j. oof drugs and pharmaceutical products passed into public ownership.Sim ilarly , (a fter short-lived experiments, f i r s t  with private and thenwith mixed ownership) the government found i t  appropriate, fo r  planningpurposes, to nationalise a l l  the major concerns in building construction,50c i v i l  engineering, road haulage, and water transport.• F in a lly , atidying up operation led to the nationalisation of firms which hadunaccountably been omitted from the schedules of e a r lie r  measures while51at the same time private fam ily firms were nationalised.By the end of 1964, the government owned most of the means of production in the modern sector. The movement which began in 1952-1953 with small public participation in mining and manufacturing had trans­formed, through a succession of steps, the whole character of the economic system within a space of twelve years.I t  is  also worth noting that in addition to i t s  programme of outright nationalisation the government also curtailed s t i l l  further
' Law 65 of I 963.

-50 Laws 63, 67, 70 and 825 of 1963 and Law 52 of 1964.
51 Laws 72, 77-81, l4o, 145-151, 157, 168-169 of 1963 and Laws 2, 4 l, 48-51, 120-124, and l4l of 1964.
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the autonomy of producers within the priva.te sector between 1961 and521965. Thus, although "the Charter"^ ' recognised internal trade as an area for private business, the Ministry o f Supply interfered in r e ta il and wholesale distribu tion  in  1963. This interference was partly  to fa c il it a t e  the distribution of government products, and partly a response to r is in g  prices.After 196^, there were two minor but interesting developments.F ir s t , there was the emergence c f a "new" private sector consistinglargely  of small firm s, repair workshops, and commercial interm ediaries.These often consisted of partnerships involving public sector employees.The size and significance of this sector is  not known but there is53evidence of some linkages between public companies and private firmsor middle-men. Secondly, a fte r  the Arab-Israeli War, the governmentrelated restrictio n s on private exporting and th is  led to an increasein  exports of "private sector goods" such as leather products,
. 5/4.handicrafts, f r u it  and vegetables a fte r  1967.One of the most interesting features of the Egyptian economy is  that nationalisations autom atically improved the re la tiv e  distribu tion  of wealth by transferring the ownership of means of production in large areas of the modern manufacturing sector to the State. The measures were essen tia lly  privative rather than redistributive and did not e n ta il, d ire ctly  at le a s t , increases in income fo r  other groups.

Information Department, The Charter, op. c l t . , Chapter 6.Either through sub-contracting or sometimes through black-market operations.The value of footwear exports, fo r example, increased from £El89,000 in  1965/66 to £B354, 000 in  1967/68 and SE^.IOS m illion in 1963/69; that of furniture exports, from £E85,000 to £1596,000 and £E766,000 in the same years. See: Central Agency fo r Public Mobilisation and S ta t is t ic s , Monthly Bulle t in  of Foreign Trade, Cairo, various issues.
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They were accompanied, however, by the s o c ia lis t  laws which granted substantial benefits to workers. Managing directors and members of company boards were displaced a.nd replaced by new men whose income most probably increased as a re s u lt . The measures enabled the government to create new jo b s. They also hastened the emigration of foreigners, thus opening up opportunities fo r  Egyptians in a number of a c t iv it ie s .The sequestrations also implied higher incomes fo r c iv i l  servants and other o f f ic ia ls  appointed to the trusteeship of the sequestrated properties. However, 'the ma.in change was a considerable reduction in the volume and share of the p ro fit income of households. The direction of d istribu tion al changes that occurred is  c lear, but i t  is  impossible to assess the magnitude of these changes since data on the personal d istribu tion  of income is  not availab le .
E. Industrial P o licies in_the Context o f International Co-operationIn the f ie ld  of industry, international co-operation covers a much wider scope than the act of negotiating (b ila te ra lly  or m ulti- la te r a lly )  the development o f one or more branches of industry. International co-operation is  desirable not only as an objective but also as a basic instrument of industrial policy.Several b ila te ra l and m ultilateral agreements with foreign countries have been signed which bear d ire ctly  on in d ustrial development. A few of these serve to indicate the impact on in d ustrial growth in Egypt.B ilateral agreements with the USSR helped in it ia te  the F irst In d u strialisation  Programme of 1957; many industrial projects in th is  and la te r  programmes were supplied by the Soviet Union within industrial protocols that were signed fo r that purpose. J

National Bank of Egypt, Economic B u lle tin , No. 4, 1957» and I 963.
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On 7 December 1964, Egypt and Poland concluded an Economic Co-operation Agreement to come into force as from 9 February 1967.Thus, Poland supplied Egypt complete plants fo r production of e le c tr ic  sine and aluminium, lead, zin c, foundries, transformer stations, steam b o ilers, building m aterials, k ra ft paper, nitrogenous fe r t i l iz e r s , cutting rools, mining and road construction equipment and railway56carriages.On May 1965, a protocol was signed between Egypt and Yugoslaviacommitting both to industrial co-operation in the production oftractors and ag ricu ltu ral machinery, engines and motor vehicles, andthe production of e le c tr ic a l equipment. I t  also la id  down the basisfo r reciprocal credit f a c i l i t i e s  through the establishment of a Bureau57fo r  Economic Co-operation in  Industry.'In December 1966, Egypt, India and Yugoslavia signed an agreement, v,'hereby i t  was decided that co-operation in  the f ie ld  of industry could be in ten sified  and enterprises encouraged to negotiate tr ip a r tite  agreements. More s p e c ific a lly , i t  was considered that industrial co-operation could be extended to industries engaged in the processing of agricultu ral products and minerals, in the manufacture of cap ital goods and durables, and in the production of fe r t i l iz e r s  and other chemical products. Of p articu lar significance was the reference to jo in t consultation in order to id en tify  areas of fr u it fu l  co-operation with a view to promoting sp ecialisatio n  in production, bringing about economies of scale .
National Bank o f Egypt, Economic B u llet i n , Vol. XX, No. 4, 1967, P- 397.National Bank of Egypt, Economic B u lle tin , No. 1 and 4, I 967, "New L e g is la tio n " .
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In December 1970» Egypt, the Sudan and Libya agreed to further th eir industrial development through regional co-operation. Sim ilar

C'Ob ila te ra l agreements were also concluded with other Arab Countries.Wider economic co-operation in  the industrial f ie ld  has also beenexercised by Egypt within the framework of Arab Economic Unity Agreementof 1957. E arlier , the Arab Trade Convention (the f i r s t  m u lti-lateraltrade agreement among the state  members o f the Arab League) was af i r s t  step towards an Arab Common Market. The "Convention1' covered, inSchedule 3, some 150 items of lig h t  manufactures or processed goods, forwhich a 25$ reduction of the normal customs duties was provided fo r .Later amendments to the "Convention" added a Schedule C of nationallymanufactured goods which enjoyed a 50$ reduction, and a Schedule Dproviding for a 20$ reduction of the applied t a r i f f  in favour ofcertain assembled manufactures fo r  which the cost of lo ca l labour and59Arab raw materials was at le a s t 20$ of to ta l production costs. y The Arab Economic Unity Council (in i t s  often referred to Decision No. 17) set the 1 of January, 1965 as the sta rtin g  date fo r the launching of e ffo rts  towards establishing an Arab Common Market. Industrial goods lis te d  in Schedules B and C of the convention were to become ta r if f - fr e e  over a tran sitio n al period of seven and a h a lf  years and fiv e  years respectively . Import duties on a l l  other manufactured goods exchanged among participants were to be removed gradually a t an annual rate of 10$ of the o rig in al duty. The freeing of a l l  manufactured items from quantitative re str ictio n s , irrespective of th eir inclusion in Schedules B and C of the Arab Trade Convention, was to take place at an annual rate of 10$ of the number o f items that were restricted  at
See: National Bank of E&ypt, Economic Bul l e t i n ,  V o l. XXIV, No. 4, 1971, PP- 434-438.

59 u .N .,  Studies on S e lected Development Problems in  Various Countries in  the'Middle E a st, New York, 19-7» p. 25«
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the beginning of November 196^. No special provision was made fo r  Schedule D .^  The rate at which manufactured items were freed from quantitative re strictio n s was raised to 20% in 1969. By 1 January 1970 a l l  manufactured items in the "Arab Trade Convention" became to ta lly  t a r if f - fr e e , while the t a r i f f  on other manufactures was only 20% o f i t s  o rig in al le v e l. At the same time, 80/5 of manufactured items in Schedules B and C were free of quantitative and other administrative re strictio n s .
4 .3 . OUTPUT GROWTH AND STRUCTURAL CHANGES IN MAHJFACTURING INDUSTRY 1This section evaluates the growth o f output and the changes in the industrial structure which accompanied economic development in Efeypt during the period 1952-1970. Thus, i t  examines the output growth; the size-d istrib u tio n  of establishments; the pattern of regional location; the ownership structure; and f in a l ly  changes in the composi­tion of output ana employment by industry.
A. The Growth o f Manufacturing OutputTo obtain re liab le  figures on the indices of industrial production is  a d i f f ic u lt  task. Not only are the concepts and c la s s ific a tio n s  used in the o f f ic ia l  sources highly ambiguous, but also the s ta t is t ic s  in th is respect are discontinued.However, an analysis of index o f manufacturing output during the period 1952/53-1969/70, has been undertaken recently. The findings of th is  analysis are summarised in Table 8.
ou I bid. ,  p. 26.
/T *1 A s ta t is t ic a l  assessment w ill be taken up in Chapter 8.
Z  A R. Mabro and S. Radwan, The Industrialisation  o f Egyp_tj_ _ 1.939-1973» Clarendon Press, Oxford, 1976, pp. 79-39»



I n d e x  o f  M a n u f a t u r i n g  O u t p u t ,  1 9 5 2 / 5 3 - 1 9 6 9 / 7 0

Tab^e 8

Y e a r I n d e x R a t e  o f  G r o w t h ( A d j u s t e d )

1 9 5 2 / 5 3
( 1 9 5 3 )

1 0 0 . 0 -

1 9 5 3 / 5 4
( 1 9 5 4 )

1 0 8 . 2 8 . 2
( 1 0 . 5 )

1 9 5 4 / 5 5 1 2 0 . 7 1 1 . 5
1 9 5 5 / 5 6 1 2 9 . 6 7 . 4
1 9 5 6 / 5 7 1 4 0 . 2 8 . 1
1 9 5 7 / 5 8 1 5 2 . 9 9 . 0
1 9 5 8 / 5 9 1 6 2 . 5 6 . 3
1 9 5 9 / 6 0 1 7 5 . 9 8 . 2 ( 1 1 . 8 )
1 9 6 0 / 6 1 2 0 3 . 2 1 5 . 5 ( 1 1 . 8 )
1 9 6 1 / 6 2 2 2 4 . 7 1 0 . 6
1 9 6 2 / 6 3 2 5 0 . 5 1 1 . 5
1 9 6 3 / 6 4 2 8 0 . 2 1 1 . 8

6 4 / 6 5 2 9 2 . 8 4 . 5
6 5 / 6 6 2 9 9 . 3 2 . 2
6 6 / 6 7 2 9 7 . 2 - 0 . 7
6 7 / 6 8 2 9 1 . 0 - 2 . 1
6 8 / 6 9 3 0 1 . 2 3 . 5

1 9 6 9 / 7 0 3 1 5 . 4 4 . 7

S o u r c e : R .  M a b r o  a n d  S .  R a d w a n ,  T h e  I n d u s t r i a l i z a t i o n
o f  E g y p t  1 9 3 9 - 7 3 ,  C l a r e n d o n  P r e s s ,  O x f o r d ,  
1 9 7 6 ,  T a b l e  5 . 3 .
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This study used three Laspeyres indices with ba,se years 1952/53, I 960/6I  and 1967/68 chained together in order to allow for structural changes and to introduce new commodities more than that in the previous indices, as i t  comprised 159 commodities.A few remarks concerning the data in Table 8 are in order. F ir s t , despite the enlarged coverage in the index i t  confined only on the "large" establishments (ten or more employees). The index did over­estimate the rate of output growth in the f ir s t  year, and between 1959/60 and I 960/61. This is  because s ta t is t ic a l  sources tend to understate le v e ls  of a c t iv ity  in 1952 and 1959/60 in  order to boost achievements accomplished under the Revolution and during the F irst Five Year Plan. Thus the study did c a ll  fo r two adjustments. F ir s t , in  assessing long-term movements i t  relied  on the index of manufacturing output fo r the year 1954.  ̂ In assessing performance in the la te  1950s and during the Plan period, the study did smooth out movements between 1958/59 and 1960/61 by averaging the rates of output growth in the in terv al.However, Table 8 suggests that Egyptian industry enjoyed a fa st output growth during the period 1953/54-1963/64 with average compound rates closed to 10% per year. After 1963/64 th is  rate began to slow down reaching negative rates during the period 1966/67- 1967/68 with short recovery thereafter. This turning point in  the growth performance of industry affected the whole economy, w ill be discussed in more d e ta il in a la te r  chapter. I t  su ffice s  to say here that the relation ­ship between GDP and in d u strial output which was close during the 1960s re fle cts  on the widespread incidence of the problems facing the Egyptian economy and on the s ig n ifica n t place acquired by industry in the economic structure.

63 I b id ., p. 84.
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B. Size Composition of EstablishmentsOne o f the aspects of the in d ustrial structure is  the size distribution of establishments. Concentration in Egypt's modern manufacturing approves i t s e l f  in a variety  of ways. The size composition o f establishments, fo r example, is  lopsided. In 1 9 6 6 / 6 7 ,  1 9 3  units employing each 5 0 0  persons or more -  that i s ,  less than of a l l  "ten plus" establishments in manufacturing and mining - accounted for 
77% of value-added and 67% of employment in that sector. The 6 0 2  establishments employing 100 persons and more -  that is ,  11.5% of a l l  establishments -  generated 91% of value-added and 8l% of the labour fo rce . There seems to be sharp differences in economic ch aracteristics between in d u strial units 10-99 employment bracket and units with 100 workers or more. Table 9  shows that in  1 9 6 6 / 6 7  net value-added per person engaged did increase with size o f establishments but the differences in th is parameter were not very sig n ifica n t between the f i r s t  and second class and between the third and fourth bracket.
A n o t h e r  a s p e c t  o f  i n d u s t r i a l  a c h i e v e m e n t  a f t e r  t h e  1 9 5 2  R e v o l u t i o n  c a n  

a l s o  b e  d r a w n  f r o m  T a b l e  9* A n  a d d i t i o n ,  t h r o u g h  e x p a n s i o n  o f  o l d  

e s t a b l i s h m e n t s  a n d  n e w  f o u n d a t i o n s ,  o f  3 5 9  f a c t o r i e s  i n  t h e  5 0  p l u s  

b r a c k e t  o f  t h e  i n d u s t r i a l  s t r u c t u r e  d i d  a c h i e v e  b e t w e e n  1 9 5 2  a n d  1 9 6 6 / 6 7 . 

T h e s e  b r a . c k e t s  -  a  t h i r d  o f  w h i c h  w e r e  i n  t h e  500 p l u s  b r a c k e t  -  

a b s o r b e d  m o s t  o f  t h e  f u n d s  a l l o c a t e d  t o  i n d u s t r i a l  i n v e s t m e n t  d u r i n g  

t h e  p e r i o d  I 9 5 2 - I 9 6 6 / 6 7  a n d  w e r e  r e s p o n s i b l e  f o r  s i g n i f i c a n t  o u t p u t  

g r o w t h .

C. Pattern of Regional LocationA sig n ifica n t proportion of Egyptian industry is  located in  three urban zones: Greater Cairo, Alexandria, and the Suez Canal governorates. Table 1 0  gives a comparison of the regional distribu tion  of establish­ments, value-added and employment in Egyptian industry in 1 9 5 2  with



Table 9

S i z e - C o m p o s i t i o n  o f  E s t a b l i s h m e n t s  i n  M a n u f a c t u r i n g  a n d  M i n i n g ,  N e t  V a l u e - a d d e d

P e r  W o r k e r  b y  s i z e  o f  E s t a b l i s h m e n t

S i z e - C o m p o s i t i o n  o f  E s t a b l i s h m e n t s  i n  
M a n u f a c t u r i n g  a n d  M i n i n g

N e t  v a l u e - a d d e d  P e r  
1 9 6 6 / 6 7

W o r k e r  i n

1 9 5 2 1 9 6 1 1 9 6 6 / 6 7 A v e r a g e  n u m b e r  o f  
p e r s o n s  e n g a g e d  p e r  
e s t a b l i s h m e n t

N e t  v a l u e - a d d e d  p e r  
p e r s o n  e n g a g e d  
( i n d e x )C l a s s N u m b e r s % N u m b e r s % N u m b e r s %

1 0 - 4 9 2 7 3 3 7 9 . 5 3 1 7 3 7 8 . 4 4 1 9 9 7 9 . 8 2 0 1 0 0

5 0 - 9 9 3 0 7 8 . 9 3 7 6 9 . 3 4 5 8 8 . 7 69 1 1 0

1 0 0 - 4 9 9 3 1 9 9 . 3 3 8 8 9 . 6 4 0 9  V j 7 . 8 2 0 8 2 4 0

5 0 0  p l u s 75 2 . 3 1 1 0 2 . 7 193 3 . 7 2 0 8 5 2 6 0

3 4 3 4 1 0 0 4 0 4 7 1 0 0 5 2 5 9 1 0 0

Source: U.A.R., Census of Industrial Production, relevant years.



Table 10

R e g i o n a l  D i s t r i b u t i o n  o f  E s t a b l i s h m e n t s ,  V a l u e - a d d e d  a n d  E m p l o y m e n t  i n  I n d u s t r y

( T e n  P l u s  E s t a b l i s h m e n t s ) ,  1 9 5 2  a n d  1 9 6 6 / 6 7

1 9 5 2 1 9 6 6 / 6 7

E s t a b l i s h m e n t s
%

G r o s s
V a l u e - a d d e d

%
L a b o u r - f o r c e

%
E s t a b l i s h m e n t s

%

G r o s s
V a l u e - a d d e d

0//o
L a b o u r - f o r c e

%

G r e a t e r  C a i r o 4 9 . 3 3 9 . 2 3 7 . 4 5 1 . 6 3 7 . 7 4 4 . 1
A l e x a n d r i a 1 9 . 2 2 3 . 1 2 5 . 4 1 4 . 6 2 0 . 9 2 0 . 8
C a n a l  Z o n e 3 . 4 1 0 . 1 3 . 1 2 . 8 7 . 0 3 . 6

T o t a l 7 1 . 9 7 2 . 4 6 5 . 9 6 9 . 0 6 5 . 6 6 8 . 5

L o w e r  E g y p t 1 9 . 8 2 0 . 4 2 5 . 4 2 0 . 6 2 4 . 4 2 3 . 5
U p p e r  E g y p t 8 . 1 3 . 5 6 . 6 1 0 . 0 6 . 6 6 . 4
F r o n t i e r  G o v e r n o r a t e s 0 . 2 3 . 7 2 . 1 0 . 4 3 . 4 1 . 6

T o t a l 2 8 . 1 2 7 . 6 3 4 . 1 3 1 . 0 3 4 . 4 3 1 . 5

N o t e s  a n d  S o u r c e s :  G r e a t e r  C a i r o  i n c l u d e s  G u i z a  a n d  K a l i o u b i a .  L o w e r  E g y p t  e x c l u d e s  K a l i o u b i a  a n d
U p p e r  E g y p t ,  G u i z a .
M i n i n g  i s  m o s t l y  c o n c e n t r a t e d  i n  t h e  F r o n t i e r  G o v e r n o r a t e s .
1 9 5 2  i n c l u d e s  a  f e w  p u b l i c  u t i l i t y  e s t a b l i s h m e n t s  w h i c h  c o u l d  n o t  b e  s e p a r a t e d  f r o m  t h e  
s o u r c e .  U . A . R . ,  C e n s u s  o f  I n d u s t r i a l  P r o d u c t i o n  1 9 6 6 / 6 7 , P a r t  I I ,  T a b l e s  7 a n d  1 0 ;  a n d  
C e n s u s  o f  I n d u s t r i a l  P r o d u c t i o n  1 9 5 2 .
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t h a t  i n  1 9 6 6 / 6 7 . I t  s h o w s  t h a t  a  s m a l l  s h i f t  i n  t h e  r e g i o n a l  

d i s t r i b u t i o n  o f  i n d u s t r i e s  h a s  t a k e n  p l a c e  b e t w e e n  t h e  t w o  p e r i o d s .The proportion of value-added generated in Greater Cairo, Alexandria, and Canal Zone did f a l l  from 72 M% in  1 9 5 2  to 6 5 . 6 % in 1 9 6 6 / 6 7 . The emergence of Aswan, as an industrial pole, helped by the discovery of mineral resources and the in sta lla tio n  of hydro-electric power statio n s, ¿oes explain one third of th is s h if t .  The remaining is  attrib u tab le , p a r tia lly , to conscious planning decisions as planners expressed some concern fo r  regional development and decentralisation. .But there were no signs of a systematic and sig n ifica n t pursuit of this purpose.I t  is  also worth noting that concentration o f the industry in Cairo and Alexandria refers to a number of fa cto rs . These are the size o f urban markets, the quality  of the infrastructure, the a v a ila b ility  of supporting services, and the proximity of other firms suppliers of inputs or consumers of industrial products. Cairo, also , has the additional advantage of i t s  situation at the meeting point o f Lower and Middle Egypt; and Alexandria, the fa c i l i t ie s  of Egypt's largest and most important harbour. Industries located outside the major centres usually process a bulky raw material and are tied  to source because the advantages of an urban location do not outweigh transport costs.
D. Structure of OwnershipBefore the 1 9 5 2  Revolution, public ownership of in d u strial establishments was lim ited to a petroleum refin ery, the Government Press, a few newly established m ilitary facto ries and a number o f workshops belonging to various M inistries. After 1953/5  ̂ State ownership expanded by steps u n til 1961 when the big nationalisation waves of private firms placed a large part o f modern industry in the public sector. In 1 9 6 6 / 6 7  the public sector generated some 90% o f grossvalue-added in manufacturing establishments employing ten persons or more. Its  share of value-added in to ta l manufacturing accounted for
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64?£, as nearly a l l  establishments in the small scale sector were privately owned. Ihe overwhelming position o f the public sector did not change s ig n ific a n tly  between 1967 and 1970.However, changes in the structure of ownership can take place through investment. In the mid-1960s the share of private sector in in d ustrial investment seems to have been lower than the value-added share; i t  la te r  increased to Given that the capital/outputra tio  is  lower in priva.te than in public enterprise, th is ma.y lead to that the re la tiv e  size of the private sector remained almost constant u n til I 967 and has tended to increase s lig h tly  th e r e a fte r .^The dominance of the public sector in industry varied by the size structure of establishments. In 1966/67, a mere y% of industrial establishments employing 10-49 persons was in the public sector. This proportion increased to 49% in the 50-99 bracket, to 65% in  the 100-499 employment bracket, and to 9 in establishments employing 500 persons or more.Hie ownership structure by branches of manufacturing shows that the private sector was v irtu a lly  excluded from a l l  important a c t iv it ie s , the "new" intermediate and capital-good industries and the "old" consumer-good industries as w ell. This can be drawn from Table 11. I t  reveals that the share of value-added in the private sector was as low as 4/5 in tobacco, 5% in te x t ile s , and 9% in beverages during the year1966/67.66
64 This sector is  defined, for s ta t is t ic a l  convenience, to include establishments in the 1-9 employment bracket. See; Central Agency for Public Mobilization and S ta t is t ic s , Census of Industrial- Production, Cairo, 1 9 6 7  (in Arabic).
65J  R. Mabro and S. Radwan, The In d u stria lisatio n  of E&ypt; 1939-1973» on. c i t . , p. 97. ̂ As a ru le , private sector share tend to be larger in branches of manufacturing where small workshops and small factories predominate and in thos industries which planners almost entirely neglected in th eir investment programmes ( i .e .  leather, wood products, and to some extent, printing).
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The private sector in Egyptian industry displayed, a fte r  I 963/6A-, a l l  the ch aracteristics o f a residual sector l e f t  in control of the small establishments and of fiv e  minor industries (leather, furniture, wood, wearing apparel, and printing) some o f which accounted fo r le ss  than 1% o f value-added in to tal manufacturing.However, the private sector retained a certain v i t a l i t y . Table 9 suggests a increase in the number of the small establishments (10-^9 bracket) of modern manufacturing during the period I 961- I 966/67.This expansion, although p a r tia lly  re fle c ts  improved coverage in the most recent census, s t i l l  s ig n ific a n t . Although there were no signs of perceptible change in the private "share" of modern manufacturing output, a s ig n ifica n t achievement given the adverse conditions in which the private sector found i t s e l f  a fte r  the nationalisations e.nd i t s  very unequal opportunities in relation  to public enterprises.In the late 1960s the private sector had also some export potential esp ecially  in leather, food, a rtcr a ft  goods. I t  responded within i t s  lim ited means to the modest lib e ra lisa tio n  measures introduced a fte r  the Arab-Israeli war of 1967.

E, Changes in the Composition of Output and_EmploymentOne strikin g feature of Egyptian in d u strial policy, as b r ie fly  outlined e a rlie r , is  the charge in the in d u stria l structure that i t  achieved. Table 12 and 13 shows that te x t ile s  retained, and sometimes increased, i t s  very large share of both employment and value-added in manufacturing despite the continuous s h ifts  away from consumer-good industries that occurred during the period under study.The dominant place of te x t ile s  in the manufacturing sector o f a poor agrarian economy, both before and a fte r  the advent of modern industry, is  easy to understand. Spinning and weaving, lik e  food processing,provides fo r basic human wants. Long before the in d u stria l age, market development transformed te x tile s  from a household a c tiv ity  into a



P u b l i c  S e c t o r  S h a r e  i n  G r o s s  V a l u e - a d d e d  i n  M a n u f a c t u r i n g

1 9 6 6 / 6 7  ( P e r c e n t a g e s )

M a n u f a c t u r i n g  e s t a b l i s h m e n t s  
e m p l o y i n g  10  p e r s o n s  a n d  m o r e

A l l  M a n u f a c t u r i n g  e s t a b l i s h m e n t s

C o d e I n d u s t r y P u b l i c C o d e I n d u s t r y P u b l i c
S e c t o r  s h a r e S e c t o r  s h a r e

32 P e t r o l e u m 1 0 0 32 P e t r o l e u m 1 0 0
37 E l e c t r i c a l  m a c h i n e r y 97 22 T o b a c c o 9 4
3 4 B a s i c  m e t a l s 96 34 B a s i c  m e t a l s 9 4
22 T o b a c c o 96 31 C h e m i c a l s 9 4
23 T e x t i l e s 95 3 0 R u b b e r 93
27 P a p e r 95 23 T e x t i l e s 92
3 0 R u b b e r 95 27 P a p e r 91
31 C h e m i c a l s 95 3 7 E l e c t r i c a l  m a c h i n e r y 9 0
21 B e v e r a g e s 91 21 B e v e r a g e s 88
38 T r a n s p o r t  e q u i p m e n t 88 36 N o n - e l e c t r i c a l  m a c h i n e r y 75
36 N o n - e l e c t r i c a l  m a c h i n e r y 86 33 N o n - m e t a l i c  p r o d u c t s 65
2 0 F o o d 81 2 0 F o o d 6 0
35 M e t a l l i c  p r o d u c t s 79 38 T r a n s p o r t  e q u i p m e n t 59
33 N o n - m e t a l l i c  p r o d u c t s 79 35 M e t a l i c  p r o d u c t s 51
26 F u r n i t u r e 72 29 L e a t h e r 2 0
25 W o o d 68 26 F u r n i t u r e 2 0
24 W e a r i n g  a p p a r e l 66 25 W o o d 20
29 L e a t h e r 47 2 4 W e a r i n g  a p p a r e l 14
28 P r i n t i n g 16 28 P r i n t i n g 14

S o u r c e :  C o m p u t e d  F r o m :  C e n s u s  o f  I n d u s t r i a l  P r o d u c t i o n  1 9 6 6 / 6 7 ,  P a r t  1 a n d  2 .



S t r u c t u r e  o f  G r o s s  V a l u e  A d d e d  i n  M a n u f a c t u r i n g  I n d u s t r y  ( E s t a b l i s h m e n t s  

e m p l o y i n g  1 0  p e r s o n s  a n d  m o r e ) ,  1 9 5 2 ,  1 9 6 0 ,  a n d  1 9 6 6 / 6 7

Table 12

C o d e  I n d u s t r y

1 9 5 2

£ E ( 0 0 0 ' s ) %

1 9 6 0

£ E (000 ' s )

1 9 6 6 / 6 7  

£E (000 's ) %

2 0  F o o d
21 B e v e r a g e s
2 2  T o b a c c o
23 T e x t i l e s
2 4  W e a r i n g  a p p a r e l
2 5  W o o d
26 F u r n i t u r e
27 Paper
28 Printing
29 Leather
3 0  R u b b e r
31  C h e m i c a l s
3 2  P e t r o l e u m
33 N o n - m e t a l l i c  p r o d u c t s
3 4  B a s i c  M e t a l s
3 5  M e t a l l i c  p r o d u c t s
3 6  N o n - e l e c t r i c  m a c h i n e r y
3 7  E l e c t r i c  M a c h i n e r y
3 8  T r a n s p o r t  e q u i p m e n t
39  M i s c e l l a n e o u s

1 3 5 5 3
3 1 0 0
5 4 8 4

2 4 7 2 2
1 4 0 0

1 5 5
1 0 2 8

976
2 0 5 9

4 2 5
2 7 5

5 5 7 0
6 3 5 8
3 1 7 6
1 2 3 4
1 2 8 3

1 7 4
3 4 0

2 3 3 6
8 6 5

2 5 6 1 7
3 5 7 2
9 1 5 8

5 1 9 7 7
1 5 6 0

2 3 0
1 8 2 9
2 6 9 0
3 4 5 7

6 0 7
2 6 1 7

1 7 5 1 1
1 0 9 5 7

8 2 0 7
7 5 6 8
1 9 8 5688
1 5 1 5
2 7 0 6
1 4 1 3

3 2 6 9 6
3 7 9 9

1 3 5 3 8
1 1 6 3 7 6

3 7 7 4
1110
2 5 7 8
8 6 4 1
6 1 3 8
1 0 6 9
2 8 8 6

3 8 9 1 7
1 5 9 5 2
1 2 9 1 2
1 1 9 9 5
1 0 0 3 2

3 4 0 1
9 8 8 8
6 4 9 6
3 4 9 3

CO

7 4 5 1 3 1 5 5 9 6 4 3 0 5 6 9 1

IMOV-Ui

N o t e  a n d  S o u r c e : T o t a l s  m a y  n o t  a d d  u p  t o  1 0 0 %  b e c a u s e  o f  r o u n d i n g . C e n t r a l  A g e n c y  f o r  P u b l i c
M o b i l i z a t i o n  a n d  S t a t i s t i c s ,  C e n s u s  o f  I n d u s t r i a l  P r o d u c t i o n ,  r e l e v a n t  y e a r s



T a b l e  13

E m p l o y m e n t  b y  b r a n c h e s  o f  M a n u f a c t u r i n g  I n d u s t r y  

( t e n  p l u s  e s t a b l i s h m e n t s ) ,  1 9 5 2 ,  1 9 6 0 ,  a n d  1 9 6 6 / 6 7

C o d e

1 9 5 2 1 9 6 0 1 9 6 6 / 6 7

I n d u s t r y N u m b e r s % N u m b e r s % N u m b e r s %

2 0 F o o d 4 7 6 0 6 1 8 . 3 4 7 6 2 5 1 4 . 8 7 6 4 8 4 1 3 . 2
21 B e v e r a g e 5 3 8 5 2: 1 3 7 3 2 1 . 2 5 6 3 5 1 . 0
22 T o b a c c o 1 0 5 3 2 4 . 0 9 0 7 2 2 . 8 1 2 2 3 8 2 . 1

23 T e x t i l e s 1 1 5 3 5 7 4 4 . 3 1 6 4 1 6 3 5 1 . 1 2 4 6 5 0 5 4 2 . 7

2 4 W e a r i n g  a p p a r e l 5 7 0 6 2 . 2 4 2 5 1 1 . 3 9 4 7 2 1 . 6

25 W o o d 9 4 4 0 . 4 1 2 8 5 0 . 4 3 4 2 6 0 . 6

26 F u r n i t u r e 5 6 1 4 2 . 2 6 8 8 3 2 . 1 8 6 7 2 1 . 5
27 P a p e r 5 2 4 5 2 . 0 6 6 8 3 2 . 1 1 3 4 0 9 2 . 3

28 P r i n t i n g 7 2 3 5 2 . 8 8 8 4 4 2 . 8 1 3 3 5 4 2 . 3
29 L e a t h e r 1 9 9 5 0 . 8 1 9 4 2 0 . 6 2 8 7 4 0 . 5

3 0 R u b b e r 1 8 6 0 . 3 2 1 5 4 0 . 7 4 1 0 3 0 . 7

31 C h e m i c a l s 1 1 0 5 2 4 . 2 1 6 9 0 6 5 . 3 4 6 0 5 8 8 . 0
32 P e t r o l e u m 4 5 7 6 1 . 8 3 5 8 3 1 . 1 1 0 1 9 2 1 . 8

33 N o n - m e t a l l i c  P r o d u c t s 1 3 9 4 6 5 . 4 1 2 5 1 1 3 . 9 3 1 9 9 2 5 . 5

3 4 B a s i c  m e t a l s 3 8 0 0 1 . 5 9 4 5 3 2 . 9 2 2 9 6 6 4 . 0

35 M e t a l l i c  p r o d u c t s 7 2 9 2 2 . 8 7 6 7 2 2 . 4 2 4 9 2 8 4 . 3
36 N o n - e l e c t r i c  m a c h i n e r y 5 3 4 0 . 2 2 5 9 7 0 . 8 8 8 6 7 1 . 5
37 E l e c t r i c a l  m a c h i n e r y 1 0 9 5 0 . 4 1 8 6 7 0 . 6 1 1 1 7 8 1 . 9
38 T r a n s p o r t  e q u i p m e n t 8 7 4 6 3 . 4 6 5 7 9 2 . 0 1 8 9 3 5 3 . 3
39 M i s c e l l a n e o u s 2 5 7 6 1 . 0 3 2 8 1 1 . 0 6 6 0 5 1 . 1

2 6 0 0 5 2 3 2 1 0 8 3 5 7 7 8 0 3

N o t e s  a n d  S o u r c e :  ( 1 )  E m p l o y m e n t  r e f e r s  t o  w e e k l y  p a i d  w o r k e r s  a n d  s a l a r i e d
e m p l o y e e s :  o w n e r s  o f  f a c t o r i e s  a r e  e x c l u d e d .
(2 1  T o t a l s  m a y  n o t  a d d  u p  t o  1 0 0 %  b e c a u s e  o f  r o u n d i n g .  
C e n t r a l  A g e n c y  f o r  P u b l i c  M o b i l i z a t i o n  a n d  S t a t i s t i c s ,  
C e n s u s  o f  I n d u s t r i a l  P r o d u c t i o n ,  r e l e v a n t  y e a r s .
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specialised c r a ft . And te x tile s  usually are lik e  food, one of the f ir s t  sectors to be taken up by modern industry in agrarian LDCs.Thus, patterns of development are not absolutely id en tical everywhere. In Egypt a re strictio n  on the freedom of the government to raise t a r i f f  rates above 8% delayed the emergence o f modern te x t ile  manufacturing. But, once the restrictio n  was l i f t e d , te x tile s  played perhaps a more important role in Egypt than in many LDCs because cotton is  the country's main primary resource. Cotton appeared to be the obvious candidate fo r  in d u stria lisatio n  and continued to be treated as such throughout. A fter the introduction of t a r i f fs  in 1930 the private sector devoted a s ig n ific a n t part of its  in d ustrial investment to te x t ile s , and la te r  the government, through planning and import re strictio n s , maintained and enhanced it s  place in Egyptian manufacturing, A s ig n ifica n t part of recent Egyptian in d u stria lisatio n  can be interpreted as an attempt to increase domestic value-added by extending the production process a few stages beyond agricultu re, ginning, and pressing -  taking advantage of the potential offered by the size of the domestic market and exports.Egyptian in d u strialisation  was sim ilar to the general patterns of in d u stria lisatio n  in LDCs in one respect, namely the decline in  the share of basic consumer goods industries. However, as the s h ift  did not a ffe c t  te x tile s  (the major component of th is  group) the decline of other branches was very pronounced. The share o f basic consumer goods industries (food, beverages, tobacco, te x t ile s , and clothing) had declined from 6 k .8% to 55-6% between 1952 and 1966/67 while the share of chemicals and other intermediate goods increased. The shares

^  T h i s  i s  b e c a u s e  o f  t h e  a v a i l a b i l i t y  o f  r a w  m a t e r i a l s ,  t h e  m a r k e t  
s i z e ,  a n d  t h e  c h a r a c t e r i s t i c s  ( l a b o u r  i n t e n s i t y ,  a d a p t a b i l i t y )  o f  

i t s  t e c h n o l o g y .
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of both food and tobacco in manufacturing gross value-added f e l l  by between the two years and that of beverages by 71%. The rate of relative decline of the food industry was much more sig n ifica n t a fte r i 960 than before.The rapid decline in the value-added share of the food industry, both a cause and e ffe ct of a lovr rate of growth, deserves some comment.The absence of s ig n ifica n t mineral resources in Fgypt and the s ig n if i­cance of agriculture may lead us to expect a pattern of in d ustrial development in which agricultu ral industries (such as food and te x tile s )  play a major pt3,r t . The expension of the food industry was in  fa ct constrained by supply conditions in agriculture and by the characteristics of lo ca l demand for i t s  products. Egypt, since the Second World War, has increasingly become a net importer of food stu ffs. Though exports of r ic e , f r u i t ,  and vegetables have expanded, the food trade balance worsened because of greater increases in imports of dairy products, cereals, meat, and other goods. For many food industries, the constraint is  on the input side. They cannot expand faste r than agricu ltu ral production of inputs (e .g . sugar cane, livestock products such as m ilk), for which no export surplus e x is ts . Two important food industries (sugar and dairy products) cannot break this constraint by importing th e ir  inputs. Transport and storage costs would make such an attempt uneconomical.The second interesting feature is  the emergence of "chemicals" a,s the second most important industry in terms o f value-added. "Chemicals" comprises producer-good industries with strong forward linkages with agriculture through sales of fe r t i l iz e r s  and p esticid es, and manufacturing which i t  supplies with alcohol, acid s, detergents, liq u ifie d  ga.ses, paints, e tc . I t  also has forward linkages with such consumer goods industries as pharmaceuticals, soap, cosmetics, e t c . ,  which enjoy high income e la s t ic it ie s  of demand. These factors seem to have contributed
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to the rapid development of the industry and explain i t s  privileged place in the import-substitution strategy. I ts  growth potential remains considerable. Import-substitution in the fe r t i l iz e r  industry, fo r  example, is  far from complete. In 1973 domestic output a,mounted to 
675>000 tons and another ¿*00,000 tons were imported. New domestic discoveries of natural gases in the Northern Delta and recent increases in  the world price of petro-chemicals have reversed the cost-benefit calculations of fe r t i l iz e r  projects, turning them into p rofitable undertakings. Room fo r expansion is  not lim ited to import substitution . The consumption of fe r t i l iz e r s  in Egyptian agriculture has been growing at a fa s t rate since World War I I . ^  The High Dam, because o f i t s  e ffe c t  on s o il f e r t i l i t y  as well as the land reclamation that i t  gives rise  to may resu lt in even higher rates of growth of fe r t i l iz e r  consumption in the futu re. Other branches of the chemical industry have growth potential and a resumption of rapid in d u stria lisatio n  in a new era o f inter-Arab co-operation w ill enta.il further deepening o f the industrial structure and the expansion of the intermediate market for chemicals in Egyptian manufacturing.The third interesting feature of structural changes in  Egypt has been the pattern of sequential development in which a fa st expansion of "intermediate" industries (Group 2 in Table 12) precedes that o f the "capital-good/consumer-durable" set (Group 3 in  Table 12). The share of aggregate value-added of Group 2 seems to have stagnated in the 
1960s , having increased between 1952 and i 960 from 30.2cfo to 37.1%.Tliis was followed by an increase in the share o f Group 3 f̂ 'om to 
7 . 5% between i 960 and 1966/67, a fter an e a rlie r  decline in the 1950s .
68 Fourfold increase between 19^7 and 1967. See: Samir Hadwan, Capital Formation in Egyptian Industry and Agriculture: 1822--1967, Ph.D. th esis , London, 197^> P* 271.
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These observations do not amount to a general pattern of industrialisa.- tio n . Nor can we say that the year i 960 is  a turning-point between two irreversib le stages of development. As the value-added share o f the Group 3 is  s t i l l  very small a reversal in the pattern could ea sily  occur. Rapid growth in one of the large "intermediate" industries (such as chemicals or petroleum refining) would be s u ffic ie n t to e ffe ct the reversal even i f  the "capital-good/consumer-durable" set continued to expand at a s ig n ifica n t ra te . Consumer durables (cars and car repairs) are the largest component of th is  group since the production of cap ita l equipment is  not yet s ig n ific a n t. The interesting feature of the structural changes that have taken place is  that a s ig n ifica n t "capital-good" industry did not emerge during the period in which "intermediate" industries lo s t  th eir growth momentum. The pattern of changes a fte r i 960 is  one in which the continuing re la tiv e  decline in certain "basic consumer-good" industries was largely  compensated fo r by increases in the share of other consumer-good industries (te x tile s  and dura.bles).The increasing degree of industrial d iv e rsifica tio n  noted above, which was brought a,bout as a resu lt of the new in d ustrial policy o f the 
1960s , was not confined to the home market; i t  also affected the pattern of Egyptian exports. In 1952/53 raw cotton accounted fo r 84/ of merchandise exports, agricultu ral products fo r  more than 92/. These shares f e l l  by 1959/60 to 70/ and 77% respectively, and the trend continued throughout the 1960s so that by the end of the decade they were no more than 49% and 68/  respectively. y 9

9 Central Agency fo r Public Mobilization and S t a t is t ic s , S ta t is t ic a l Indicators, various issues. These points w ill be discussed in more d eta il in Chapter 8.
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However, the d iv e rsifica tio n  of exports did not mean the emergenceof many new products but rather an increase in the share of existingexports at the expense of cotton. The composition of the 1968 basketis  more balanced with r ic e , cotton yarn, te x t ile s , a.nd petroleum a l laccounting fo r  s ig n ifica n t shares. Export d iv e rsifica tio n  related bothto the agricu ltu ral basket where a number of minor products increasedth e ir  share and to the ra tio  of agricultural/non-agricultural goods70which rose s ig n ific a n tly .
SOCIAL POLICIESNo modern government is  entirely uninterested in so cial w elfare, including labour and employment conditions, education and health . This section w ill be confined to an analysis of major changes in the labour policy during the period under study. Other areas o f social policy such as education, health, housing e t c .,  w ill be taken up in the next chapter.After the 1952 Revolution strikes became i l le g a l ,  but an AdvisoryCouncil for Labour was reconstituted to include stronger representation71from trade unions. The Revolutionary Government realised that unionsneed not be a disruptive influence. They could promote stable72in d ustrial relations and help to raise productivity. Therefore, the leaders of the Revolution of 1952 encouraged th e ir  formation, and amended the Trades Union Act of 19^2 in order to permit additional categories of workers, including agricultu ral labourers, to organise.

U .S . Department of Labour, Summary o f the Labour S itu a tion in Egypt, 1955» p. 8.
r'^  Information Department, The Permanent Counci l  fo r Public Uelfare Services, Cairo, 1955» PP* 35“ 3̂ *
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The new law. also allowed fo r  confederations of unions and stipulated that i f  6o?5 of employees in  any given company belonged to a union, then the remainder could be compelled to jo in . Union membership rose rapidly a fter 1952, but the unions had l i t t l e  freedom of action and were subject to fin a n c ia l, p o lit ic a l and administrative controls, being organised in the same pyramidal structure as the co-operatives and the whole of the public sector. Though the old regime was not p articu larly  lib e r a l with workers and forbade certain groups (government employees) from forming unions, important strikes did take place, esp ecially  in 19^6 and 19^8. And partly as a consequence of strikes aid. trade union a c t iv it ie s  the average real industrial wages increased between 19^6 and 1952 by around 5̂%> ^Under a series of substantive amendments to the law of Individual Contracts of Service, 19^4, the %yptia.n government raised the industrialwage from £E0.100 a day in  1 9 ^  to £E0.125 in 1950, and to £Eo.250 in
•7 If,1953* Other benefits were also granted for in d u strial workers. In 

1955 the government introduced a scheme fo r  so cial insurance, prepared by the Advisory Council on Labour, in  order to replace the inoperative Act of 1950, which had provided public assistance fo r the dependents of sick  or deceased in d u stria l workers. The new scheme covered workers in Cairo and Alexandria employed by firms with more than f i f t y  workers.I t  vías financed not by the state but by compulsory contributions from employers and employees, whose premiums were collected and invested by an autonomous public body, the In stitu te  for Workers' Savings and Insurance. Out o f the accumulated fund pensions were payable to the
^  R, Mabro, 'Industrial Growth, Agricultural Under-Employment and the Lewis Model, The B&yptian Cases 1937-1955"» in Journal of Develop­ment St udies, Vol. 3» No. 4, Ju ly  19<V> PP* 333“ 333*^  Information Department, Social Development Under the New Regime, Cairo, 195^» P* 19.
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wives and children of s ic k , disabled and deceased workers. Sick pay,indemnities fo r termination o f employment (whether voluntary orinvoluntary), and the length of paid holidays were a l l  increased, andthe employer's right to dismiss workers made subject to new re strictio n s .Having curbed trade union a c t iv it ie s  in Egypt, the Egyptiangovernment attempted to placate the urban in d u strial labour forcethrough changes in labour laws. In 1961 and 1962, major changes inlabour le g is la tio n  and p o lic ie s  were introduced»' a profit-sharingscheme compelled firms to distribute 25% o f th eir net p rofits (aftervarious deductions including a 5%> compulsory purchase of State bonds) tothe benefit of th eir employees. Two-fifths of the amount was to be paidin cash, with an upper lim it  o f £E50 per person; tw o-fifths to a welfarefund jo in tly  managed by employers and workers; o n e-fifth  to a housingfund. la te r , these provisions were s lig h tly  modified, with tw o-fifthsof the amount payable to a state insurance scheme and o n e-fifth  to thefirm welfare fund; cash payments continued on the same basis but77payments to the housing fund were abolished.Membership of company boards was reorganised; membership waslim ited to seven including two elected representatives of the employees,78one weekly paid worker and one salaried employee. Hours of work were

1 79reduced to d2 hours per week at the old wage. Workers and employeeswere forbidden to hold two jobs, inter-firm  mobility became d i f f ic u lt ,

75

7-> Ministry of Social A ffa ir s , Social Welfare in Egypt, Cairo, 1956, pp. 16-17 (in Arabic).
ry ¿5 Central Agency fo r Public Mobilisation and S t a t is t ic s , UAR Yearbook,

1962, p. 232.77 Central Agency fo r  Public M obilisation and S t a t is t ic s , Yearbook, 1967. 
77> Laws 114 ojT 1961 and 1*5-1 of 1963.
79 Law 175 of I 962.
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esp ecially  in the public sector where the former employer's permission had to be sought before the transfer, and overtime work was (in principle) abolished. The purpose of these stipulations was mainly to create more employment.Social insurance became compulsory and the employer's contribution was raised from 7% to 17% o f the basic wage. Manual workers were guaranteed 14 days paid holiday each year in addition to fiv e  days of public holidays. Sickness leave was increased to 180 days a year 8oduring which period the worker en titled  to 70?o-80% o f his basic wage.Dismissals became almost unknown, esp ecially  between 1963 and 1966 when

8*]the "Arab S o c ia lis t  Union" was at i t s  most a ctiv e , defending workers against employers in both the private and the public sectors. Given absolute security of tenure workers tended to abuse the sick leave regulations and in 1966 the government made dism issals easier in cases of gross misconduct. At the same time more strength medical control were introduced fo r  sick leave.The uniform wage schedules that had been introduced applied throughout the public sector. These schedules included eleven grades and promotion within and between the grades (save at the higher managerial le v e l) depended uniquely on length of service.These laws which were introduced in  the early years of the Revolution, remained e ffe ctiv e  throughout the period under study, with very few amendments. They represented a t the time of the "S o c ia lis tOaou Central Agency fo r Public Mobilisation and S ta t is t ic s , Stat i s t i c s on Employment, Wages, and_ Hours o f Work, Cairo, various issues (in Arabic).83 The Arab S o c ia lis t  Union represents the s o c ia lis t  vanguard which leads - the people, expresses th e ir  w ill, d irects and controls national action within the framework of the principles of the national Charter. TheA .S .U . rea lise s a s o c ia lis t  revolution thrt is  a revolution o f the working people. I t  safeguards the minimum representation fo r  workers and farmers in a l l  popular and p o lit ic a l  formations at a l l  le v e ls , thus guaranteeing that a t least $0% o f the membership of the A .S .U . i t s e l f  is  made up of workers and farmers. Sees Central Agency for Public Mobilisation and S ta t is t ic s , St a t i s t ic a l Yearbook, October 1974,pp. 253-259.
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Revolution" a s ig n ific a n t , but once and. fo r  a l l ,  improvement in labour conditions. The insurance scheme was the most important reform that was introduced, giving rise to deferred b en efits .One of the outstanding changes, mentioned above, may be seen from Table l4 . This table shows that a l l  types o f manufacturing employment seem to have s ig n ific a n tly  increased, both in  absolute and relative  terms, except fo r the "itin eran t and rural" category. L it t le  can be said about th is la t te r  group because estimates of i t s  size are derived as a residual.Table 1  ̂ aJ.so shows th rt average incomes of weekly paid workershave increased by a larger percentage than those of emnloyees.
8?Deflating by the o f f ic i a l  cost of liv in g  index, increases in average real income between 1952 and 1966/67 were o f the order of ktyfc for workers and only 6% fo r  employees. Changes in the sk ill-stru ctu re  of the labour force in  a period of s ig n ifica n t in d u stria lizatio n  account for part of the increase in the average income of workers. Excess supply of secondary school and university leavers whom the government employed as clerks in  the public sector seems to have dampened the rise of average incomes fo r  employees. The average gross income of employers and self-employed was re la tiv e ly  high in small manufacturing (£E280 per annum) compared to average manual earnings of £El69 in large sector industry and £S60 in smaller establishments. These d iffe re n tia ls  presumably involve returns to s k i l ls ,  entrepreneurship, and capital equipment. Certain establishments may also have enjoyed the small monopolistic advantage granted by product d iffe re n tia tio n . F in a lly , increases in real income in the modem sector are understated when compared with our previous calculations because so cial benefits and

 ̂ Cost of liv in g  index fo r 1952/53 is  100, and for 1966/67, 133*
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N o t e  a n d  S o u r c e : F r i n g e  b e n e f i t s  a n d  e m p l o y e r ' s  c o n t r i b u t i o n  t o
s o c i a l  i n s u r a n c e s  a r e  s h o w n  b y  f i g u r e s  b e t w e e n  
b r a c k e t s .  C o m p u t e d  F r o m :  C e n s u s e s  o f  I n d u s t r i a l  
P r o d u c t i o n ,  V a r i o u s  I s s u e s .
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s o c ia l insurance were not included. Although they do not add. to the present disposable income o f employees and workers, they represent a s ig n ific a n t  welfare gain .To sum up the S o c ia lis t  Laws o f 1961 and 1962 were accompanied by an "employment d r iv e " . The government, worried by unemployment e sp e c ia lly  among secondary school leavers and u n iv e rsity  le av ers, committed i t s e l f  to appoint a l l  graduates on termination o f th e ir  studies to jobs in  the adm inistration or in  the p ublic secto r. I t  a lso  forced public sector companies into expanding the number of jobs a t a l l  le v e ls , from the shop f lo o r  to the top o f the adm inistrative hierarchy. I n i t i a l l y ,  the employment drive was ju s t i f ie d  on the grounds that i t  would compensate fo r  the s h o r tfa ll in  labour inputs re su ltin g  from the reduction o f hours and other measures. The government believed that many in d u stria l firms under new public management would be able to organise extra s h ift s  and absorb productively the ad d itio n al workers and employees. But there was no need to employ new workers fo r  extra s h ift s  s in c e , as mentioned above, that the ban on overtime was l i f t e d  in  p ractice i f  not in  law. Furthermore, increasing balance of payment d i f f ic u l t ie s  led to the emergence of excess capacity . The employment drive turned out to  be a burden on industry and should be interpreted as a s o c ia l welfare p o lic y . I ts  im plications fo r  the assessment o f in d u stria l performance are considerable as we s h a ll see in  the next sectio n .
A. Changes in Labour Produ c tiv it yP a r tia l measures of p roductivity growth are concerned with the re latio n sh ip  between output growth and varia tio n s in  the quantity o f a s p e c if ic  input. They a ttrib u te  changes in  output, but not the ca/use o f these changes, to the facto rs o f production singled out. The index o f labour productivity growth in  industry by i t s e l f ,  r e f le c ts  the contribu­tio n  o f investment and the e f fe c t  o f stru ctu ra l changes in  industry
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rather than improvements in the quality of labour in "ceteris paribus" conditions.Table 15 shows the indices and average annual rates of growth oflabour productivity c la ss ifie d  by two measures one of output per manand one of output per man-hour, during the period 19^5- 1969/70. ^One of the economic characteristics o f production in Egyptianindustry as drawn from Table 15, is  the fa ir ly  high average rates oflabour productivity growth during the period 19^5-1962. These increases,although very p a rtia l sign o f successful performance, were associated81\.with sig n ifica n t increases in  capital in ten sity , and structural85changes. Movements in the level of output per man and man-hour a fte r I 962 are in sharp contrast with the previous period. The level o f output per man did f e l l  by 1^.8% and-that of output per hour by 27.9^ between I 963/6k and 1966/67. Both continued to d eclin e, though at a much slower rate in the la s t  years of the decade. This sudden turn accounts fo r the zero average rate of growth, of output per man during

 ̂ This period is  subdivided into two shorter runs. The f ir s t  sub-period is  19/15- 1962, and the second is  I 963/6/4- I 969/7O. The choice of 1962 as a dividing year is  ju s tifie d  by a minor s t a t is t ic a l  reason that is  the discontinuity in the Census of Industrial Production se rie s , and by a substantial cause: the impact of the "employment di-ive" f e l t  a fte r  I 962. The "employment drive" affected  the relationship between output and labour input growth. I t  caused changes in the labour series and e ffe c tiv e ly  broke the continuum of both labour -input and productivity indices.8̂4 Indices of cap ita l in ten sity  fo r the years 19̂ 5» 195^» and 1962 are ICO, l 68, and 199 respectively. See: R. Mabro and S. Radwan,The In dustrialisation  of Egyut: 1939-1973» otn_ c i t . ,  Table 10.1, p. 170.See section 4.3« of th is  chapter.85
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o f  E g y p t :  1 9 5 9 - 1 9 7 5 ,  O x f o r d ,  1 9 7 6 ,  T a b l e  8 . 6 .
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the period 1959/60-1964/65.^A few remarks concerning the data base in Table 15 are in order.One o f the main points to explain is  the behaviour o f hours of work between I 963 arid 1970. One possible lin e  of explanation for the rise  from 44 hours in 1964 to the higher level thr t  obtained in la te r  years relates to the qu ality  of s t a t is t ic s .Data in Table 15 refers to hours paid for rather than hours actu ally  worked. The divergence between these two concepts is  important when industry su ffers from increases in excess capacity, i f  the power of firms to declare workers redundant is  constrained by law. Permanent workers would be physically in  the factory and paid fo r  the normal hours even i f  there was l i t t l e  or no work to do. An increase in the discrepancy between hours paid fo r and hours worked would mean that the growth of labour inputs to production in the I 96OS is  overstated by data in Table 15 .One of the possible explanations fo r  the f a l l  of average number of hours paid fo r  to 44 per week in 1963-1964 can be attributed to the application of the S o c ia lis t  Laws which reduced the length o f the normal working week, at the old wage, and d ra stica lly  lim ited the right to work overtime. But, however, th is does not elucidate why hours paid for should h-̂ ve increased a fte r  196'+ while output stagnating. TwoOnreasons explains th at. ' The f i r s t  is  payment for extra hours not
^  The "employment drive" explains only part of the f a l l  in  output per man-hour. The disturbing feature is  that a fte r  1964, while output was stagnant and employment expanding, average hours have risen to a peak of some 52-53 hours a. week in 1965 and 1966 then stab ilised  la te r  around 49-50 hours. An "employment drive" need not a ffe c t too adversely the le v e l of output per man-hour, though i t  w ill necessarily lower output per man, i f  hours of work are reduced to accommodate the increase in numbers.
On This is  a resu lt of interviews with managers of public sector firm s. See: R. Tfe.br0 and S . Radwan, op. c i t . ,  p. 149.
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actu ally  worked in some public sector firms to compensate workers whose earnings had fa lle n  in the preceeding year as a resu lt of the "employment drive". The second is  that the flow of imports of raw m aterials, semi-finished goods, and spare parts fo r  industry became more and more erratic  a fte r  1963*I t  is  also worth noting that delays a,nd re strictio n s on imports of spare parts and pieces of equipment must have affected the capita.! stock and increased recourse to labour-intensive processes. Another factor is  a deterioration in industrial d iscip lin e  esp ecially  between 1963 an& I 966 when the "Arab S o c ia lis t  Union" was at i t s  most a ctiv e , defending workers against emoloyers. The S o c ia lis t  Laws, whose objectives were the betterment of workers' conditions and an enhanced respect of their d ign ity , led to some abuse o f the new p riv ileges. This deterioration in the relationship between management and labour is  lik e ly  to have had adverse e ffe cts  on labour productivity. However, a fte r  1966, measures were taken to correct certain leg al divergence.To sum up, the f a l l  in output per man-hour during the period 
1963/6̂ -1969/70 cannot be interpreted without q u alificatio n  as a decline in the productivity of an a.ctual unit of labour inputs. Move­ments in output per man-hour worked might have been d ifferen t from movements in output per man-hour p~id fo r . The problem of Egyptian industry a fte r  1962 was one of increasing labour costs arising from organisational defects, in e ffic ie n c ie s , redistributional p o lic ie s , supply bottlenecks, a deterioration o f relationships within firm s, and some other facto rs. F in a lly , the drop in the indices of "labour productivity" r e fle c ts , on general, the poor state of the economy in the years a fte r  196^
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k .5 . BRIEF EVALUATION OF THE PACKAGE OF INDUSTRIAL POLICIES USEDAn evaluation of the industrial policy pursued in Egypt up to the ra id -fiftie s  indicates that although i t  made valuable contributions i t  lacked cohesion and continuity. This f ir s t  phase of in d u strial policy witnessed unco-ordinated and often contradictory measures in terms of th e ir  possible impe-ct on industry. For example, while industry was in th is early period subject to excessive tax rates, investment in egriculture and resid en tial construction was treated much more favourably. At the time, industry faced a number of problems which were either neglected or overlooked. These were:( i)  An absence of secure and permanent sources of finance;( i i )  A dependence on extensive protectionist p o licies while kept costs above standard levels;( i i i )  The neglect of modern techniques of production.While the role played by the Stale in industry in the 19̂ +Os and early 1950s took the form of "promotional" participation in some industries, since 1957 i t  has emerged as almost the sole in d u strial entrepreneur on a large sca le . As a consequence the share of industry in to ta l government expenditure (current and development) increased from 
7.5% in 1950/51 to Z%% in  I 969/7O.Prior to the .F irst Five-Yea.r In d ustrialisation  Programme of 1957» a small public sector emerged as a resu lt of state investment in a few industries. Government in d u strial p o licy , therefore, wa.s directed mainly towards encouraging private cap ita l to participate in new ventures, and to carry on modernization and expansion of existin gca p ita l. Hence the varied nature of the le g is la tio n  of that period. Following that lin e of p o licy , the National Production Council was created in la te  1952. At the same time the private sector was being
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encouraged by several d irect and in d irect means, f is c a l  p o licy  was being developed in the la te r  1960s towards giving more fin a n cia l autonomy to public corporations. The "services" budget o f the government was separated from the "works” budget and as a resu lt the losses of the publicly owned enterprises were no longer to be automati­ca lly  subsidised. Under the old system, p ro fits  made by the public sector plants had gone straight back to the Treasury, which had also made good th eir lo sses. Now enterprises would be expected to finance operations, including development, from th eir own p r o fits , and by recourse to the banking system.The banking system was reorganised into fiv e  big banks each88serving a, particular branch or branches of economic a c t iv ity . In addition to the commercial banks the private sector was a.ble to draw upon the resources of the Industrial Bank.Legislation for the broader objective of financing development projects was, also , enacted in 1969» whereby an ad-valorem duty of 10/& of the value of a l l  imports (except some foodstuffs) was imposed for the benefit of the Ministry of the Treasury.Since the introduction of industrial planning the effo rts  of the

The system of banking, in which branches of foreign commercial banks played an important ro le , has been rad ically  changed. In 
1936 measures were taken to Egyptianize a l l  banks. On January 15 1957 a law was enacted making a l l  banks jo in t-sto ck  companies. On 11 Feburary i 960, the National Bank of Egypt (which was also the Central Bank) and Bank Misr (the leading commercial bank) were nationalised. On 1 January I 96I  the law that created the Central Bank of Egypt as an in stitu tio n  separate from the National Bank came into force, and the National Bank became exclusively a. Commercial Bank. On 20 Ju ly  1961, the complete nationalisation o f a l l  banks and insurance companies was effected . The period since then has been one of bank mergers and as a result the National Bank of % ypt, Bank Misr, Bank of Alexandria, Bank o f Cairo, and Bank of Port-Said now constitute the commercial banking system of the country.Sees - Central Bank of Efeypt, Cred it  and Banking Development in I 960, Cairo; and Central Bank of Egypt, A lie port o f 1 '70/71, November 25, 1971 (in Arabic).
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state  have been d irected  towards increasing the volume o f investment, p a rticu la rly  in  those area.? where, be cense of the risks involved, p rivate enterprise was not prepared to in v e s t.These in d u stria l p o lic ie s  were an integrated part o f a na-tional economic strategy which included t a r i f f  reform. This la t t e r  also provided an important source of budget revenue fo r  fin an cin g  development p ro je cts . However, the development o f the public secto r, which has changed the whole structure and pattern o f Egyptian economy, has a lso  changed the role o f the t a r i f f  stru ctu re . Although customs duties s t i l l  compose a p rin cip al source o f revenue th e ir  importance has declined re la tiv e  to other items o f p ublic revenue. The protective function o f the t a r i f f  has a lso  declined in  importance as the public sector because the sole importer, and i t s  import p o licy  was designed to conform with the comprehensive development plan. Thus led to the introduction of a u n ifie d  t a r i f f  rate in January I 962, except fo r  a lim ited  number of commodities such as tobacco.I t  is  worth noting th rt sta te  promotion in  the f ie ld  o f in d u stria l exports re fle cte d  a conscious commitment to increase fo reign  exchange resources through industry i t s e l f  but the in d u stria l p o lic ie s  pursued in the e a r lie r  periods seem to h~ve jeopardized the attainment of th is  o b je ctiv e . The "extensive" type o f in d u stria l growth, generally  employed in  Egypt u n t il  recen tly , made i t  d i f f i c u l t  to combine import su b stitu tio n  with the introduction and expansion o f a su b sta n tia l flow o f exports o f manufactures. Indeed th is  type o f  in d u stria l growth might have made i t  more d i f f i c u l t  to achieve in d u s tr ia l in tegratio n  of the Arab economies.During the period under review the o b jective s of in d u stria l p o licy  have not always been stated c le a r ly  and unambiguously. But even when they have some o f the measures undertaken have not been s u ff ic ie n t ly  related to ensure success in  a tta in in g  the desired o b je c tiv e .



-  215 -
The desire fo r  se lf-su ffic ie n cy  and the adoption o f import substitution in order to a tta in  this meant that the optimum size o f the firm vías often overlooked. Import-substitution p o licy , combined with a policy of protection from foreign competition encouraged high cost production and excessive p r o fits . Competitiveness on export markets was either impossible or required fin a n cia l aid from public funds. S e le ctiv ity  does not appear to have been pursued according to ratio n al economic c r ite r ia .F in a lly , i t  is  worth noting that while attention was paid to the economic and so cia l aspects of industrial location in policy declara­tio n s; the p o licies actually  pursued against their considerations.The huge industrial estate represented by the three governorates of Cairo, Giza, and Kalyoubia accounted fo r fourty two per cent of to ta l in d ustrial investments in 1970. Together with Alexandria they accounted for about two-thirds of to ta l investments. In other words, the past industrial development did not contribute to the integration of the internal economy, nor did i t  reduce the economic unequalities of the component regions.

CONCLUSIONI t  would be a gross over-sim plification to say that there has been no basic in d u strial policy during the period covered by th is study.I t  might be more-appropriate to say that industrial policy emerged during this period. Although several industrial policy instruments existed they were not s u ffic ie n tly  co-ordinated and integrated as to constitute a coherent policy. This did not, however, present a rapid and broadly based growth of the industrial sector.The protectionist policy imposed by the external sector's lim itations ( in a b ility  to export) and by the import substitution needs deriving therefrom, trs  completely protected i t  from foreign competition. I t
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also combined to produce a re la tiv e ly  high cost and price level fo r many manufactured products.



CHAPTER 5
STRUCTURE AND THE CHANGING ROLE OF THE GOVERNMENT SECTOR IN EGYPT

5 .1 . INTRODUCTIONAs an e a rlie r  chapter shows the most extensive redistribution of wealth and income accomplished in  Egypt since the Revolution of 1952 has occurred within the agricu ltu ral sector by means of redistribution of land ownership and land holdings. Other p o licies included creating the integrated co-operative system to provide various inputs, cred it, machinery and marketing the crops. Other p o lic ies also aimed to improve the condition of agricultu ral labourers and the liv in g  conditions in the rural areas.Outside the agricu ltu ral sector, measures which d ire ctly  a lte r  the d istribu tion  o f income included rent controls, minimum wage le g is la tio n , and in 1961 the introduction o f p ro fit sharing schemes.Some redistribution of income has also occurred in d irectly  through the provision of free or subsidised co llectiv e  services financed by progressive taxation. In addition the government has achieved greater so cia l ju stice  through i t s  provision of better educational opportunities at a l l  le v e ls , i t s  expansion of the health services sector and it s  expansion of the house building programme. Positive employment p o lic ie s  have been pursued but at the same time the state has provided increased security against old age, sickness and unemployment.The purpose o f th is  chapter is  to analyse the increasing d irect involvement of the Egyptian government in the social and economic l i f e  of the country, and the revenue structure used to finance its  expenditures. P articu lar attention is  also paid to government control over investment. Since one of the aims of economic development is  to
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create productive jobs, widen the scope of employment opportunities available to members of the economy and resorb unemployment, th is chapter also examines the sectoral pattern of employment and labour supply during the period under study.
5 .2 . STRUCTURE AND SIZE OF BUDGETBefore 1952/53 there was only one ordinary budget and a very small number of annexed budgets. The railways and the petroleum authority used to be departments of government and included in the ordinary budget. However, in  1958/59 both became independent with separate budgets. During the f is c a l  years 1953/5  ̂ the Development Budget was introduced lis t in g  a number of projects to be carried out by the government as a programme for economic development.At the time of the large scale nationalisation in 1961, the budget consisted of a Current Budget, a Development Budget and several annexed budgets for the public services. The most comprehensive changes inthe budgetary system were introduced in 1962/63. Thereafter a l l  expenditures and revenues came under two main budgetss the Services Budget and the Business (Enterprises) Budget, with each budget's expenditures divided into current and investment expenditures.As from 1968/69, the budgetary estimates have included an additional section en titled  "The Investment Fund". On the revenue side, the fund is  credited with the revenue surpluses o f public sector enterprises, the cap ita l reserves of public authorities and organisation loans from lo ca l savings in stitu tio n s and other funds borrowed at home and abroad.. These resources are mainly intended for the financing of capital formation in the public sector, though they may be drawn upon to meet the loan repayments and in terest charges relating to lo cal and foreign loans. Moreover, the fund's resources may be used to finance the current d e fic its  of the Services and Business Budgets.
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To supplement the resources of the Fund, the Treasury, with the agreement o f the Central Bank, is  empowered to issue bonds for sale to commercial banks and other economic units in both the public and the private sectors. The terms of issue are determined by the "Planning and Economic Commission". However, there h'-s been a rise  in the annexed budgets over the period 1952/53- 196l/ 62, and an increase in the Development Budget in 1960/61 .^However, given the budgetary changes that have taken place i t  is  very d i f f ic u lt  to deduce from the table the impact of the public sector on the le v e l of a c t iv ity . After the revolution of 1952 the government in itia te d  a policy of fin a n cia l a u sterity , but despite th is to ta l expenditures rose rapidly in  connection with development and defence, esp ecially  a fte r  1955/56.In February 1958 Egypt entered into the Union with Syria and a Unified Budget was introduced covering such matters as foreign a ffa ir s  and defence e tc .
5 .3 . GOVERNMENT EXPENDITURESA detailed restatement of government budgetary expenditures, cro ss-c la ssifie d  according to the economic and functional categories,pis  available from 1950/51. Government expenditure to ta lled  £E191 m illion in 1950/51 and thereafter i t  increased, with only a b r ie f respite in 1952/53 when the revolutionary government tried to restore order to the disturbed fin a n cia l situ a tio n . By 1959/60 government expenditure had reached £E&65 m illio n , and by 1969/70 £ E l ,99l  m illion .

See Appendix 1, Table 6. ̂ See Annendix 1, Table 7.
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A tw elve-fold increase in expenditure in productive sectors between 1950 and I960 accounts fo r  a large part o f th is growth in government expenditure. Within the productive sector i t s e l f  the programmes of nationalisation and the development o f the e le c tr ic ity  supply industry were responsible for a good deal of the increase.Prom the beginning the new government began to tackle the housing problem. One of i t s  objectives was to provide inexpensive dwellings fo r the poorer sections of the urban population and a public company (la te r  an organisation), was created fo r that purpose in 1953/5^* The scheme resembles the French HLM (haitation a loyer modere) and was a ctiv ely  implemented in the 1950s. Thousands of f la t s  were b u ilt  in Cairo. The scheme was extended to other areas and the organisation played an important role in the reconstruction of the Arab quarter in Port-Said which h"d been bombed during the Suez War. The "habitations
IIpopularies benefited a small proportion of the low income urban. '  min d ustrial workers and low grade government clerk s, and the l ik e .During' the 1960s, public investment in cheap urban housing was a t an average annual level of £E5 to £S6 m illio n , representing an annual addition o f 8,000 to 10,000 rooms. The public sector invested a sim ilar amount on "medium lev el" housing each year, mainly fo r o f f ic ia ls  and public sector employees. Most o f the rural housing programmes related to either newly reclaimed areas or to the Nubian resettlement schemes. In the 1960s government expenditure on housing declined and unfortunately th is coincided with a sim ilar decline in private invest­ment in housing between i 960 and 1967.

 ̂ R. Mabro, "The EJgyptian Economy, 1952-1972", op. c i t . ,  p. 162.
It, Central Agency for Public M obilisation and S t a t is t ic s , S ta t is t ic a l Indicators, 1952-1970, op. c i t . ,  p. 205 (in Arabic). 5
5 See Appendix 4 on "Housing Conditions in Rural Areas".
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The state current expenditures on education a.nd research increased from some £E23 m illion in 1952/53 (less than J% of GDP) to about £E126 m illion in 1969/70 (almost %  o f GDP). Public invest­ment expenditures in education sim ilarly  increa.sed from about £B2.2 m illion in 1952/53 to £E33«3 m illion in 1964/65, a remarkable thirteenfold increase. But a fte r the la s t  yea.r of the F irst Plan (1964/65), the level of investment fluctuated around £E25 m illion ayear representing between 6% to Q% o f to ta l annual investment in the
6economy.In the past education had been confined to those who could afford to pay the fees. In the Census of 1937, the proportion of educated people was about 15%, increasing to 25% in the Census of 1947.^However, the government of the Revolution paid sp ecial attention to the development of the d iffe re n t stages of education in order to meet the S ta te 's  requirements in a l l  f ie ld s . Thus, the government endeavoured to provide free educational services a t a l l  le v e ls , even in the u n iv e rsitie s , because i t  believed access to education to be a righ t of every c itiz e n , and not ju s t the r ich .This new educational policy led to an increase in the enrolment of pupils and students at various educational le v e ls . The fa s te s t growth was in secondary technical educa.tion, where the number o f pupilsOincreased from 33»366 in 1952/53 4o 271,638 in 1970/71. However, th is  category is  misleading since i t  comprises a l l  types of non-classical secondary education, with a tendency fo r commercial education to dominate the group. The ra tio  of students enrolled in vocational

Ministry o f Planning, Follow-up Reports, various issues (in Arabic).
7 Central Agency for Public Mobilisation and S t a t is t ic s , Population and Development, Cairo, June 1969» p. 203.O Central Agency for Public Mobilisation and S t a t is t ic s , Popul a t ion and Development, Cairo, June 1973» P* 220.
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schools to to ta l enrolment in preparatory and secondary schools increased from 1^ .2% in 1955/56 to 19.5% in  1970/71.^University education expanded fa s te r  than any other form of secondary education. Since graduate unemployment might be p o lit ic a lly  dangerous, as well as economically and so cia lly  undesirable, the government pursued a policy of guaranteeing a l l  graduates a job in e ith er the administrative or public sector. This being so the private returns to higher education were both certain and substantial and there was therefore an increased demand fo r  i t .One of the outstanding changes, mentioned above, is  tha/t between 
1952 and 1966/67 government c iv ilia n  employment increased from an estimated 325*900 in 1952 to 1,035*090 in  1966/67. ^  The share of government c iv ilia n  employment in the country's labour force rose from
Q.6% to 15.^5, i t s  share o f the national income, from 8.6% to 13a1. Average annual income (at current prices) increased from £E2^0 to £E323 between the two y e a r s .^  Changes in the grade composition of the c iv i l  service , however, have s ig n ific a n tly  affected  the average.A disaggregated analysis o f changes in government wage scales indicates that s ig n ifica n t increases in  income accrued in the lower h a lf  of the sc a le . The maximum improvement occurred in "grade nine" where real incomes increased by 85% over the period 1952 to 1066/67. However, the real value o f nominal sala ries at the top of the scale f e l l  by some
9 Ibid.
10 Ministry o f Treasury, Budgets and_Budget Reports, various issues.
11 The figures refer to the government employment.
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10% to 2<J/o between 1952 and 1966/6 7 . 1ZNominal sa la rie s  do not represent the whole income of top c iv i l  servants. Many supplement th e ir  earnings with fees fo r  membership of committees, trusteeships of sequestrated properties, travel and other allowances. The s o c ia lis t  laws which forbade holding o f two jobs have never been seriously applied. And the public sector provides some c iv i l  servants with many sources of s e r a i- i l l ic it . Taking into account the increases in frin ge b en efits , real incomes of top c iv i l  servants probably increased su bstan tia lly  over the period 1952- 1977. F in a lly , i t  is  worth noting that the army (which is  an important sector of government employment) increased i t s  re la tiv e  share in  the to ta l labour force and that the real income of o ffic e r s  increased faste r than that of any salaried group in the economy a fte r  1952.In addition the government h 's  achieved greater so cial ju sticethrough i t s  expansion o f the health services sector. Current publicexpenditures on health increased at an average ra.te o f almost ll/;“ peryear between 1952/53 and 1959/60. Despite th is  rate of increase theestimated expenditure on health in  1969/70, which was £E38 m illion ,13was s t i l l  much lower than the education budget. Between 1952 and
12" Changes in government salary scales could be interpreted m  an alternative way. I t  is  possible to distinguish two groups: the manual worker a.nd the c iv i l  servant. The manual worker's prospects when he takes employment are constrained by a narrow promotional ladder. Salary rise s in 196^ raised a l l  wages in th is  ladder. The expected life tim e earnings of a manual worker were higher in 

1966/67 than in 1952 (call at 1952 prices). The university graduate usually enters at "gra.de six" and he may legitim a.tely expect to climb to the top of the ladder during his life tim e . Expected l i f e  earnings on these assumptions did not r ise  very much between 
1952 and I966/67 as the gains that accrued a t the beginning of his career would be largely  lo st towards the end. See: R. Mabro, 'The Egyptian Economy, 1952-72", o p . f i t . , p. 22^, ̂ Ministry of Planning, "Follow-up Reports", op. c i t .
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1970 the number of hospital beds almost doubled from 35» 7 ^  to
i l l70,932. This meant that in 1970 there were 2.1 hospital beds per thousands population, a re la tiv e ly  low average ratio  and one which concealed considerable differences between rural and urban areas.A ll rural health units ( i .e .  rural health centres, combined u nits , so cial centres, comprehensive treatment u n its , and rural hea.lth units) provided only 8,1^9 beds in 1969/70. But the number of these units increased rapidly in the 1960s, from 789 in 1961/62 to 1,786 in 1969/70.^^ Per capita consumption of medicines increased at an average rate of between 1% and 2% per annum, and in th is  context the number of chemist shops (almost a l l  in  the priva.te sector) increased from 680 in  1952/53 to 1,752 in 1969/70. 16The Egyptian government's attitude towards family planning and birth control was rather timid in the 1950s when the Revolution expected that economic development would eventually provide an answer to the population problem. The government did not take action to in it ia te  a f a l l  in the birth rate u n til the early 1960s when the17economic d if f ic u lt ie s  facing the country began to accumulate. In 

1962 a population policy was announced, and a national fam ily planning programme was introduced in 1965. From February 1966 onwards the p i l l  was distributed free to public health centres throughout the
^  Central Agency fo r Public M obilisation and S ta t is t ic s , S ta t is t ic a l Abstract of Arab Reoubl i e  of Egypt ,  1952-1972, Cairo, June 1973»p. 108.
1-5 Ib id . , p. 110.
*1 /h Central Agency fo r  Public Mobilization and S ta t is t ic s , S ta t is t ic a l Handbook, op. c i t . , p. 156.
^  Rate of birth in 1°56 ^nd i 960 were 40.7 and respectively.See: Central Agency fo r  Public Mobilisation and S ta t is t ic s , "Population and Development", op. c i t . ,  p. A-7.
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country, and by 1970/71 i t  was estimated th~t 300,000 p ill-c y c le swere being distributed every month, ana 120,000 loops inserted pery e a r .^  But th is cannot account fo r  the apparent f a l l  in the birth igrate around 1964,During the period 1950/51-1962/63 expenditure on organisingservices ( i .e .  presidential and supervision, commercial and fin a n c ia l,and defence, security and ju stice) increased four fo ld . Here thelargest item was defence. In 1961/62 the budget of the Ministry ofWar amounted to £E38.6 m illion , to which should be added a considerablepart of the expenditure of the Organisation fo r  M ilitary fa cto rie s ,£E22.7 m illio n , and possibly a few other small items. In a l l  defenceexpenditure in 1961/62 was probably over £EL00 m illion , or 7% o f GNP,a figure which may be compared with the following for NATO countries:Denmark 2.7,  Belgium 3*£> Norway 3• 3* Ita ly  3 . 6 , Netherlands 4 .1 ,West Germany 4 .3 , Turkey 4 .3 , Greece 5-3, United Kingdom 6 . 5 , Franceon6 .7 , and United States 9.1.These increases in government defence expenditures have been continued throughout the period under study re fle ctin g  the country's two m ilitary involvements, the Palestine Campaign and the m ilitary build up prior to Suez, and the Middle Eastern p o lit ic a l co n flicts  from the Yemen (1962-1964) to the Arab-Israeli War (1967) . Over the period covered by Palestine campaign and the m ilitary build up prior to Suez, the increase in defence spending accounted for approximately

Central Agency fo r Public M obilization and S t a t is t ic s ,, " S ta tis tic a l Handbook” , op. c i t . , p. 133*Rate of birth droooed from 43.1 in i 960 to 42 in 1964, ^nd to 35.1 in 1970. See: ib id .,  p. 47.^  The Economi s t , 20 January 1962.
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60% o f the to ta l rise  in  government expenditure.' This pattern isreminiscent of the pattern described fo r  the B ritish  economy by

22Peacock and Wiseman. They argued that in periods o f social disturbance, and most p a rticu la rly  during wartime, tempora.ry needs fo r government expenditures re su lt in sharp increases in taxation to le v e ls  which would previously have been considered excessive or in to lerab le . A fter the need fo r these emergency expenditures subsides, tax rates may f a l l  somewhat, but not to th eir e a r lie r  le v e ls . Instead, there is  a "displacement e ffe c t" , whereby the temporary expenditures are replaced by others of a more permanent nature.This lin e  of reasoning helps to explain the growth in public expenditure in  Hgypt. Defence expenditure has increased, s ta b ilis e d , and then increased again. This means that while defence has c learly  been a major force pushing the government's share of to ta l output upward,^ there is  no evidence of the sort of displacement e ffe c t  suggested by Peacock and Wiseman - that is  there is  no substitution of other types o f expenditures fo r  defence between "wars". Although government revenue increased i t  did not keep pace with expenditure and as a conseauence the government d e fic it  increased, as Table 1 shows. A fter an in i t ia l  attempt a.t following a balanced budget policy, which only lasted about two years, the budget policy was reversed to one of a steady and risin g  budget d e f ic it .

21

D. Mead, "Growth and Structural Change in the Egyptian Economy", op. c i t . ,  p. 135.
22 A. T. Peacock and J .  Wiseman, The Growth of Publ i c Expenditure in the United Kingdom, Princeton University press, Princeton, l t c l ,  pp. 24-23.23 The sh~re o f current government nurch" ses of goods and services in to ta l output took major jumps from 17 . 6% (an average) in the ea.rly 1960s to 21.35S and 27.2% in 1963/64 and 1969/70 respectively . See Table 10 of th is chapter.
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(Public Revenue and Expenditure 1950/51 -  1969/70 £E,M illion
Table 1

End of F iscal Year Revenue( 1) Expenditure(2) D e fic it
1950/51 185.1 190.6 -5.51951/52 198.5 237.2 - 38.81952/53 (2) 199.5 209.9 -10.51953/55 212.3 233.0 - 20.71955/55 232.5 269.9 -37.51955/56 295.5 353.0 -57.51956/57 276.3 358.1 CO•v—CO11957/58 317.7 319.1 - 1.51958/59 386.3 513.3 - 27.01959/60 518.5 585.8 - 66.3
1960/61 551.0 700.6 -159.6
1961/62 555.6 775.0 -229.5
1962/63 727.5 (3) 970.0 -252.51963/65 775.3 (3) 1079.5 -305.1
1965/65 828.3 (3) 1185.5 -356.11965/66 957.1 (3) 1206.0 - 258.91966/67 1076.8 (3) 1316.2 -239.5
1967/68 (5) 1678.5 (3) 1951.5 - 262.9
1968/69 (5) 1816.2 (3) 2156.5 -330.31969/70 (5) 2053.8 2391.0 -357.2

1. Aggregate of net revenue and expenditure of a l l  budgets a fte r deducting inter budget subsidies and tran sfers. Figures as from 
1957/58 are budgetary estimates as f in a l accounts are not published.2, Development budget revenue is  not included while its  expenditure i s .  This revenue was not indicated in the annual budget reports and was composed mainly of foreign aid loans, internal borrowing and monetary expansion.3« Total revenues were considered equivalent to the resources of a l l  budgets a fter deducting internal and external loans in addition to the d e fic it  of the services budget. These sums were deemed to be the d e fic it  shown in the third column.5 . These figures represent to tal expenditure estimates before deduction of inter budget subsidies and transfers.Source: Ministry of Treasury -  Annual Budget Estimates and Final Accounts,
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5 A .  FINANCING OF GOVERNMENT EXPENDITURETable 2 shows how development expenditure varied throughout the yea.rs 1952/53-1966/67 and i t s  share in to ta l public expenditure. I t  shows that development expenditure increased i t s  share from 1 1 , 7% in 1952/53 to over 40?o in 1960/61, thereafter declining s lig h t ly . This confirms that the role of the public sector h^d been expanded to include resp on sib ility  for investment projects. Government expenditure became a d irect instrument of economic growth. I t  is  against th is background that the role of d iffere n t items of finance in government expenditure are to be eva.lua.ted.
A. The Role of Tax ReceiptsTable 3 shows thrt the tax burden increased s lig h t ly . In 1951/52 tax revenue from a l l  sources amounted to £ElA-7 m illio n , or 17% o f national income. Between 1961/62 and 1967/68 tax revenue had increased from £E2^3 m illion to £E621 m illio n , that is  an average of 22/o of national income. Despite th is the increase in government expenditure was proportionately greater so there was a. f a l l  in  the average ratio  o f tax receipts to government expenditure over time, as may be seen from the Table, This re la tiv e ly  low tax income ra tio  brings to the fore the larger question of the factors which cause such a low ratio  and the deliberate use of government taxation policy to raise  the r a t io .F ir s t , the factors which cause such a low tax-income ra tio  in Egypt.There are a priori causes fo r expecting low per capita real income to be associated with low tax-income ra tio s . I t  is  d i f f ic u lt  to imuose heavy taxes on populations with liv in g  sta.nda.rds at the subsistence le v e l and in the case of income tax the cost of co llectin g  small amounts may prevent the extension of the tax base. He doubt



Table 2

Percent Share of Development Expenditure in Total Public Expenditure V/ithin the Main Sectors

Sector 1952/3 1953/1* 195l*/5 1955/6 1956/7 1957/8 1958/9 1959/60 1960/1 1961/2 1962/3 1963/1* 1961*/5 1965/6 1966/7

Agriculture and Irrigation 1*2.7 51*.9 59.1 76.1 57.7 36.3 50.3 72.5 77.1* 76.7 63.1* 58.7 62.9 1*3.1* 1*6.8

Industry and Electricity 1*5.1* 70.5 1*7.5 51.5 30.5 1*0.3 28.1 1*2.6 51*.5 57.1* 65.7 76.6 76.9 70.6 75.5

Transport 32.1* 27.« 33.3 31* *3 1*0.1 37.6 31.1 35.9 57.2 61.5 1*0.9 32.7 1*1*.0 29.9 35.5

Housing and Utilities 70.1 77.3 78.3 «5.6 51*.0 7.1* 65.1 53.8 «2.0 78.1 53.1* 1*0.3 1*3.5 33.6 35.1

Suez Canal - - - - - - - - (1)100.0 (1)100.0 1*3.2 38.1 1*0.0 32.1* 37.0

Other Services 3.2 2.1* 3.6 7.« 3.1 3.8 1*.6 3.7 9.3 10.1* 11.2 11.1 7.1* 5.5 7.0

Share of Total Development 
Expenditures 11.7 20.1* 21.1 25.5 1«.6 18.5 18.8 25.2 1*0.8 1*0.7 37.3 38.1 37.3 28.6 28.0

Note and Source:

(1) The investment share is not available. 
Calculated from Table 7. Appendix 1.



Table 3

Central Government Tax Receipt and Social Insurances Fund 
1951/52 -  1969/70 (£E.Millions)

Ifear 
End of 

June
Direct

Taxation

(1) (2)

Indirect
Taxation

(3)

Total
Tax

Receipts

(1+) (5)

Government
Expenditure

(6)

National 
Income GDP 
(at current 

factor costs)
(7) 1:1+ 2:5 3:1+ 3:5

RATIOS % 

1*:6 5:6 1+ : 7 5:7 1:6 2:6 3:6

1951/2 1+9.7 U9.7 97.0 11+6.7 11+6.7 237.2 875.6 33.9 33.9 66.1 66.1 61.8 61.3 16.8 16.8 21.0 21.0 1+0.8
1952/3 1+7.3 1+7.3 92.8 11+0.1 11+0.1 209.9 806.O 33.8 33.8 66.2 66.2 66.7 66.7 17.I+ 17.1+ 22.5 22.5 1+1+.2
1953/1* 50.5 50.5 105.6 156.1 156.1 233.O 81+7.0 32.I+ 32.1+ 67.6 67.6 67.0 67.0 18.1+ 18.1+ 21.7 21.7 1+5.3
195U/5 53.5 53.5 101+.7 158.2 158.2 270.O 92O.O 33.8 33.8 66.2 66.2 58.6 58.6 17.2 17.2 19.8 19.8 38.8
1955/6 53-9 53.9 108.3 162.2 162.2 3I+3.O 965.0 33.2 33.2 66.8 66.8 1+7.3 1+7.3 16.3 16.8 15.7 15.7 31.6
1956/7 57.6 65.8 9Í+.3 151.9 160.1 358.1 1067.0 37.9 1+1.1 62.1 58.9 1+2.1+ 1+1+ .7 11*.2 15.O 16.1 18.1* 26.0
1957/8 61+. 0 78.0 105.2 169.2 183.2 319.1 1126.0 37.8 1+2.6 62.2 57.1+ 53.0 57.1+ 15.O 16.3 20.1 21+.U 33.0
1958/9 63.9 78.6 111*.0 177.9 192.6 I+13.3 1157.0 35.9 1+0.8 61+.1 59.2 1+3.0 1+6.6 15.I+ 16,6 15.5 19.0 27.6
1959/60 66.5 85.3 111.5 178.0 196.8 I+8I+.8 1285.2 37.1+ 1+3.3 62,6 56.7 36.7 1+0,6 13.8 15.3 13.7 17.6 23.O
1960/1 70.5 102.3 125.3 197.9 227.6 700.6 1363.5 36.7 1+1+.9 63.3 55.1 28.3 32.5 11+.5 16.7 10.1+ 11+.6 17.9. 1961/2 67.9 100.5 11+2.1+ 210.3 21+2.9 773.9 11+11.1 32.3 1+1.1+ 67.7 58.6 27.2 31.1+ 11+.9 17.2 8.8 13.0 18.1+
1962/3 70.0 133.8 182.7 261.7 316.5 970.0 1562.7 30.2 1+2.3 69.8 57.7 27.O 32.6 16.7 20.3 8.1 13.8 18.3
1963/1+ 91+.0 161+.1+ 208.8 302.8 373.2 1079.1+ 1739.6 31.0 1+1+.1 69.0 55.9 28.1 31+.6 17.1+ 21.5 8.7 15.2 19.I+
196U/5 101+.2 197.I+ 225.8 330.0 1+23.2 1181+.1+ 1975.0 31.6 1+6.6 68.1+ 53.1+ 27.9 35.7 16.7 21.1+ 8.8 16.7 I9.O
1965/6 129.5 238.7 21+0.3 369.8 1+79.0 1206.0 2121+.1 35.0 1+9.8 65.0 50.2 3O.7 39.7 17.1+ 22.6 10.7 19.8 I9.9
1966/7 11+2.6 271.6 21+1.5 381+.1 513.1 1316.2 2193.5 37.1 52.9 62.9 1+7.1 29.2 39.0 17.5 23.1+ 10.8 20.6 18.1+
1967/8 181+.7 321.9 299.3 1+81+.0 621.2 191+1.1+ 221+1.5 38.2 51.8 61.8 1+8.2 21+.9 32.O 21.6 27.7 9.5 16.6 15.1+
1968/9 191.0 1+22.0 317.6 508.6 739.6 211+6.5 2339.I+ 37.6 57.1 62.5 1+2.9 23.7 31+.0 21.7 31.6 8.9 19.7 11+.8
1969/70 205.0 585.0 373.8 578.8 958.8 2391.O 2552.8 35.1+ 61.0 61+.6 39.1 21+.2 1+0.0 22.7 37.6 8.6 21+.5 15.6

Sources: National Bank of Egypt, Economic Bulletin, several issues.
Central Bank of Egypt, Economic Review, several issues.

Notes: Column (2) includes the collections of social insurances 
All ratios are calculated by the researcher.



-  231 -

whether the "taxation potential" of a poor country' is  generally lower than that of a rich country. But the important thing here is  the low "co e fficie n t of u tilis a tio n "  of that potential -  due to had tax laws, had tax administration, or hoth. This taxation potential is  dependent on (i) real income per head; ( i i)  the degree of inequality in the d istribu tion  of income; ( i i i )  the sectoral d istribu tion  of the national income and the so cial and in stitu tio n a l setting in  which the output of particular sectors is  procured; and (iv) the administrative competence e tc . of the tax gathering organs o f the government.I t  is  widely recognised that, taxes can only he paid out o f the "economic surplus" -  the excess of production over the minimum subsistence needs of the population. In so fa r  as th is  surplus is  not consumed by the people to whom i t  accrues, but is  saved and invested, i t  can only be made available for the purpose of public expenditure at the expense of reducing the rate of cap ita l accumulation of the country- in question. This is  lik e ly  to react adversely on the country's economic development, except in so fa r  as investment is  diverted from luxury purposes ( i .e .  luxury housing) to purposes important for development. However, th is  minimum essen tial consumption fo r any community cannot be measured or defined. Yet i t  can happen that the ajnount of food or other n ecessities produced in a country is  lim ited not by the a v a ila b ilit ie s  o f natural resources or by knowledge or a b il it y , but by the customary way of l i f e  of the agricultu ral population, who prefer a maximum of leisu re and a minimum of material income, and accordingly work ju st hard enough to cover th eir immediate and
ph The proportion o f i t s  gross national product that can be sh ifted  to public purposes without setting up intolerable so cial '-nd p o lit ic a l upheavals.
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tra d itio n al needs. In th is  case, additional taxes levied on thera would tend to make them work herder and produce more. Taxation would provide an incentive to produce more (as opposed to forcing the people in question to consume le s s ) .Another fa cto r a ffectin g  the tax-income ratio  is  the rela tive  magnitude of the "non-monetised" or subsistence sector, and the monetised or market exchange sector, as well as the nature of the prevailing type of enterprise. The general tendency in most under­developed countries is  to throw a disproportionate share o f the burden of taxation to f a l l  on the monetised or market sector and an in s u ffic ie n t share on subsistence agricu ltu re . The reasons fo r th is  are partly p o lit ic a l and partly  adm inistrative. Yet i t  is  the taxation of the agricultu ral sector that has a vita.l role to play in accelerating economic development. The most relevant example is  the case of Japan and the USSR, where the taxation o f the agricultu ralproduct was the main means to mobilise the domestic surplus fo r  the25purpose of rapid industrial growth. But how then can we improve th is  low tax-income ratio  in Egypt.The answer to th is question necessitates an exa.mina.tion o f the wa.y in  which the enterprise and the agricultu ral sectors of the economy are taxed.
B. Taxa.tion of EnterprisesAlthough Egypt had declared socialism  a.s the goal of i t s  development, the p ro fit concept s t i l l  persisted, and enterprises were subjected to a tax on th eir p ro fits . However, since the public
•̂5 p, Hoi?,man, "Financing Soviet Economic Development", F .A .O . Richard Bird and Oliver Oldirrn (e d s.) , "'The Role of Agriculture! La.nd Taxes in Japanese Development", Reading on Taxation in Developing Oountires, Baltimore, 1964.
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organisations controlled p ra ctica lly  a l l  enterprises, the share of government was not lim ited to the p ro fit tax . This situ ation  is  summarised in Ta.ble ¿K For sim p licity the tax on p ro fits  and that on dividends are treated together.The size of le g a l reserves was fixed  in the Corporation Act at between 5% and 10% of net p r o fit , though occasionally additional reserves were sometimes allowed. Five per cent of the profits invested were in Government bonds. The workers' share was 25% of the p r o fit  before p ro fits  tax. Three f i f t h s  of th is amount was transferred to the Treasury as a payment fo r  co llectiv e  welfare services included in the services budget. The remaining two f if th s  was paid to employees in cash with a maximum of £S50 in any one year. Undistributed shares were carried forward to following years. Since I 962/63, interest was charged by the public organisations on a l l  cap ita l invested in an enterprise including retained p ro fits .

Table 5-The D istribution of Net P ro fit
1 Net P ro fit2 Legal deserves3 Government Bonds
k Workers' Share, to ta l /25% of l - ( 2+3) J
5 P ro fit Tax /J.6 . 5 %  of 1-4/
6 Shareholders' Share a fte r  tax / l -  (2+3+  ̂+5) J7 Treasury's Share
8 Workers' Share payable in cash /2 th of Wfc
9 Own Reserves ¡2.J10 Total d istribu tion  /S+7+8+2/

100105
21
21^339810100



-  23;+ “

The enterprises were subjected to two types of taxes: taxes on p ro fits  and taxes on some factors of production. The p o s s ib ility  of increasing domestic savings through increasing either of these taxes is  discussed below.Since the beginning of 1963/6^, taxes on factors of production have' been increased. Capital invested has been subjected to an in terest payment of ^.5% (2% in  1962/63). At the beginning of 1964, the payroll tax fo r so cia l insurances was increased from 17% to 23^ of wages and sa la rie s . Tnese taxes were raised fo r  the purpose of increasing savings, but th is does not appear to have been achieved because prices were not allowed to be adjusted so that taxes could be passed on to consumers. There is  no evidence that the higher taxes increased productivity on the part of the enterprises. The main e ffe c t seems to have been a decline in p ro fits  and in the amounts available fo r transfer to the Public Organisations and the Treasury. This means that increasing taxes on p r o fit , without accompanying price and productivity increases, would simply resu lt in increasing tax revenue at the expense of other transfers to the Treasury and Public Organisation'. Some o f the revenue would come from private shareholders in enterprises that have not been fu lly  nationalised. However, according to the Enterprises Budget, only about 8% o f to ta l earnings distributed to shareholders was due to be paid to private shareholders in 196^/65. During the year 1963/6̂  about one f i f t h  of the revenue from the taxes on p ro fit was collected from non-corporate companies. This proportion has been declining since I 961/62. The remaining part can be assumed to be in the trading sector.In the period July-December 1965 f is c a l  changes were introduced, p articu larly  taxes on goods and services. A general sales tax was not considered feasib le  adm inistratively. I t  was replaced by price increase on a wide range of goods covering about 70% of expenditures in the
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average fam ily  budget. The revenue from price increases was channelled to the Treasury in  several ways. For goods produced by p u b lic ly  owned enterprises and fo r  goods p artly  imported, ad dition al revenue was a llo cated  to sp ecia l Treasury controlled  funds. For goods sold by the M inistry o f Supply (whether dom estically produced or imported), the revenue was d ir e c tly  a llo ca te d  to the Service Budget. However, such increases were modest.A general sales tax should be introduced. Such a tax would generate ad d itio n al revenue fo r  the Treasury and i f  prices were allowed to increase the tax revenue would be mainly at the expense o f consumer spending, rath er thru the companies p r o fits . In order to avoid handi­capping exports, they should be exempt from th is  tax or a refund should be made a v a ila b le . This would be quite fe a s ib le  under a s in g le  stage sa le s  tax on manufactured goods. Imports o f consumer goods should be subjected to th is  tax .Varying forms o f such tax are a common feature o f many countries, both developed and underdeveloped. The objections made again st such taxes are th at they cause a great deal o f d isto rtio n  (p a rtic u la r ly  when they are le v ie d  a t a l l  successive sta g e s); that they encourage the crea.tion of v e r t ic a l combinations and th at they are d i f f i c u l t  to enforce; when the degree o f evasion is  la rg e , i t  is  productive o f in e ff ic ie n c ie s  as well as of in e q u a litie s  in  the tax system.There is  however one p a rticu la r  varian t of such a tax which has much to recommend i t ,  since i t  is  capable of providing a firm  basis fo r  the adm inistration o f the whole tax system. This i s  the value-added ta x , i . e .  tax on the sa le s  minus the purchases (o f fu e l and m aterials and possibly a lso  of c a p ita l expenditure items of each en te rp rise ).A value-added tax i s  r e a lly  a tax on the gross income generated by each enterprise (in the form o f p r o f its , in te r e s t , ren t, wages and s a la rie s)  and fo r  that reason could be treated as a specie o f d ire c t ta x ,
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in  addition to a stream lined form o f a sales ta x . I t  avoids the d isto rtio n  o f the general sales ta x . From the point o f economic b en e fits  of view, i t  is  more favourable than a corporation p r o fit  ta x , and i t  could be a p a r tia l su b stitu te  fox1 i t .  I t  should be noted th a t both the corporation and the value added tax tend equally to  be sh ifte d  le av in g  the t o t a l  amount o f p r o fits  a fte r  tax in  the economy the same. But the d istr ib u tio n  of a f t e r  tax p r o fits  between the in d ivid u al enterprises i s  very d iffe r e n t  in  the two cases. A value added tax o f equivalent y ie ld  would improve the p o sitio n  o f those enterprises which paid most o f the p r o fits  tax and worsen the position  o f  those th at paid l i t t l e  o f i t .  This means th at i t  would a lt e r  the d istrib u tio n  o f  p ro fits  between e f f i c i e n t  and in e f f ic ie n t  u n its ; i t  would increa.se the reward o f e ffic ie n c y  and penalise in e ff ic ie n c y . The p revailin g  system o f a high rate o f p r o fits  tax combined with numerous exemption ( i . e .  past lo s s e s , dep reciation , e t c . )  is  r e a lly  a tax on marginal p r o fits  and has the e ffe c t  o f not harming in e f f ic ie n t  u n its . Thus introducing value added tax would tend to improve the a llo c a tiv e  e ffic ie n c y  o f the economy. In ad d itio n , i t  could provide an up to date tran saction fo r  the whole economy which would help in  the ca lcu la tio n  of the whole set o f nation al accounts.
G. Taxation o f AgricultureAs we mentioned in  an e a r lie r  chapter, there has been a re d istr ib u tio n  o f land since 1952. In most cases, the landowner had not cu ltivated  h is  land, but rented to tenants. The rent was controlled by the government. Agriculture was organised more and more in to
c See: N. Kaldor, "Taxation in  Developing States" in  F isca l and Monetary  ̂ Problems in  Deve lo p ing S ta te s : Proceedings of the Third Hehovoth Conference, Prasger Special Stu d ies, 1 9 6 7 , pp. 209-228.
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co-operatives. The fanner buys h is supplies at the co-operatives at p rices fixe d  by the government and s e l l s  h is  wheat, cotton, e tc . there, a t prices s l ig h t ly  higher than the prices offered to farmers who are not members o f  the co-operatives.The increases in  world cotton prices created a p r o fit  fo r  the P u b lic Organisation fo r  Cotton Tra.de, prices m id  to the farmers fo r  cotton also increased, The cost of farmers supplies had not a risen , rents were constant, but land laboured wages had s lig h t ly  increased. When the control o f meat prices was abandoned in  iqSk, th is  resulted  in  a very considerable price in crease, most of which had gone to the farmer in higher incomes.Even with a high marginal tax on a g r ic u ltu ra l incomes, the to ta l d ir e c t  tax burden would not be very heavy fo r  some time. In fa .c t, Egypt's p o licy  was to support the increases in  a g ric u ltu ra l incomes an an incentive to increase food production. Nearly a l l  taxes have an element o f d is in ce n tiv e , and tax p o licy  should take th is  into  consideration.However, i t  is  an established fa c t  th at as development proceeds, the proportion o f the working population in  producing food fo r  domestic consumption is  s te a d ily  reduced and the proportion engaged in  manu­fa c tu r in g , commerce and services is  s te a d ily  increased. In order to make th is  p o ssib le , the proportion of food produced on land which is  not consumed by the food producers must s te a d ily  in crease. Unless th is  happens, i t  i s  impossible fo r  a n on -agricu ltu ral sector to expand so as to occupy an increasing proportion o f the community's manpower. This expansion o f  the "a g r ic u ltu ra l surplus" cannot be re lie d  upon to rise  autom atically as part of the o verall process o f growth in the economy. Economic in cen tives do not opera„te in  the same way in  the "subsistence sector" as in  the case o f.in d u str y  and commerce. A shortage o f food is
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not lik e ly  to c a ll fo rth  increased production; a rise in the price of lo ca lly  produced food may even lead to a decrease of the amounts which are offered fo r  sale , since i t  may cause the agricultu ral fam ilies to reduce th eir amount of work (or increase th e ir  own consumption) i f  th e ir  own needs fo r  things which can only be procured with money can now be sa tis fie d  in exchange fo r  a smaller quantity of food stu ffs. I t  follows that the taxation of agricultu re, by one means or another, has a great role to play in  accelerating economic growth since i t  i s  only the imposition of compulsory levies on the agricultu ral sector i t s e l f  which enlarges the supply o f savings in the sense required fo r  economic development. 27There are several p o s s ib ilit ie s  fo r  taxing agriculture in d ire ctly .The pricing of inputs and outputs could be used as an instrument for28taxing a g ric u ltu re .' A second p o ssib ility  is  to tax farmers’ con­sumption by regulating the terms of trade between agricu ltu ral outputs and the consumer goods which farmers usually buy from the manufacturing sector ( i .e .  sugar, tobacco, clothes, tea, kerosene, and other manufactured goods).Another p o ssib ility  for taxing the risin g  incomes of farmers is  to change the system of land taxes. The value o f land is  a measure of i t s  income p o s s ib ilit ie s  compared with land of other locations and q u a litie s . Since assessments are made at ten-year in te rv a ls , the tax does not respond to changes in agricu ltu ral incomes occurring between
•'? The effectiveness of d irect taxation of farm incomes in theconditions of developing countries is  becoming more questionable.In fa c t , d irect taxation has very d e fin ite  lim its ; i t  may be evaded; i t  is  more easily  f e l t  by the cultivators and more lik e ly  to cause p o lit ic a l complications. See; A. Eckstein, ’Land Reform and Economic Development", World P o lit i c s , Vol. 3» 1755» P* 660.oO On the importance o f th is instrument of policy see; L it t le -  Scitovsky-Scott, Industry and Trade in some Develo p ing Countries, Oxford University Press, London, 1970, p. 3^1•
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assessment dates unless the tax rate i s  changed. I t  i s  possible to introduce some e la s t ic i t y  by using the defence tax rate as a parameter fo r  economic policy  in  such a way th at the defence tax rate would flu ctu a te  with a g ricu ltu ra l incomes. For example, f l e x i b i l i t y  could be introduced by making the defence tax rate a fu n ctio n  of an index o f a g ricu ltu ra l income. There are some advantages to  th is  scheme. The suggested tax would require no adm inistration changes.A s lid in g  sca le  o f rates could be made in  such a way th a t the tax burden would disappear in  years o f  crop f a i lu r e , th is  avoiding the accumulation o f tax arrears. In  addition an incentive could be given to improve farming by penalising those farmers who do not use the best ava ilab le  techniques and do not su b stitu te  the most p ro fita b le  products, and reward those farmers who do.Whether or not the above scheme were adopted, the e x is t in g  land taxation could be improved. The in te rv a l between the assessments could be reduced from ten to f iv e  years, thereby making property taxes more responsive to changes in  p rice  le v e l and p ro d u ctiv ity . The rate of the defence tax could be fu rth e r increased. I t  could be possible however to make the land tax rate a progressive one, the e ffe c t iv e  ra/tes o f which vaxied with the to t a l value o f land holdings o f the fam ily u n it .

29D. The Role o f Non-Tax Receip tsThe main sources o f the government's non-tax receip ts during 29
2 9  A ll government rece ip ts  which axe net o f tax re c e ip ts , foreign a ssista n ce , and d e f i c i t  fin an cin g  axe c la s s if ie d  as non-tax r e c e ip ts .
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the period under study, represented by a number of items. Charges of services included dues fo r ju s t ic e , fo r  education, and dues collected by the Ministry of Health e t c . In addition they included the fees received fo r  powdering with pesticides and the surplus from the sale  of f e r t i l is e r . Other sources were the investment returns from the economic a c t iv it ie s  o f the sta te  or in  other words i t  is  the revenue surplus of the Public Enterprises. F in a lly , i t  included the revenues from the export tax:es on r ic e , onions, and petroleum collected through the banks and the p ro fit from exchange control operations. I t  also included the net income of the operations o f the Ministry of Supply, which s e lls  quantities of basic goods in excess of fixed rations at a p ro fit and quantities within the rations at a lo ss .The contribution of a l l  government's non-tax receipts mentioned a.bove has marked a secular decline from an average o f 30-8/3 of govern­ment expenditure during the 1950s to 22..̂ % during the period 1960/61- 1966/6730

E .  F i n a n c i n g  o f  t h e  G o v e r n m e n t  D e f i c i tFrom 1957/58 the Egyptian government ceased to publish the actual
e x p e n d i t u r e  f i g u r e s .  H o w e v e r ,  a  q u a n t i t a t i v e  a n a l y s i s  of t h e s e  f i g u r e s71has been undertaken recently. But these calculations could understate the actual figures to the extent that strateg ic  and cap ita l goods imports covered by foreign credits do not appear in the balance of payments.
( i )  T h e  I n t e r n a l  F i n a n c eAs we have shown before, the budget d e fic its  persisted since 1952 but increased rapidly since 1953/59 with the implementation o f the
^  See Appendix 1, Table 8 . See Appendix 1, Table 9.
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industrial plan followed by the comprehensive liv e  year Plan ( I960/6I - I 964/65) . That is  because public revenue has not increased as fa s t as government expenditure. Accordingly, the outstanding public d eb t^  rose rapidly during the second h a lf of the 1960s . In 1953/5  ̂to ta l public debt amounted to £EL95 m illio n , or 23% of national income. By 1963/64 i t  increased to £E727 m illio n , that is  42% of GNI, as Table 5 shows.The narrowness of the capital market in Efeypt tends the government to rely heavily upon the banking system fo r  financing that part of budget d e f ic it  which needs to be met from internal sources. As a re su lt , government secu rities held by the banking systems have shown an increasing trend mainly since IQ56. In addition, a l l  government guaranteed bonds were held by the Central Bank. A market fo r  Treasury B il ls  outside the banking system did not e x is t . As may be seen from Table 6 the Central Bank was the largest holder o f Treasury B i l ls .  At the end of I 958 i t  held a l l  Treasury B i l ls .  By the end of 1964 the Central Bank's holdings of Treasury B il ls  accounted fo r about 75% of to ta l Treasury B il ls , then i t  increased to 91% "by the end o f I 967. Between 1952 and i 960 government bonds held by the commercial banks constituted between 25% and 3°% of to ta l government bonds held by the banking system. Between 1961 and I 967 i t  constituted more than h a lf of to ta l bank holdings of government bonds during I 96I  and 1962 but s lig h tly  less than h a lf during I 963/64.
(ii)The External FinanceThe Egyptian government in her e ffo rts  to finance i t s  developments projects re lied  upon foreign aid from d ifferen t sources.

The published figures on the public debt in Egypt are deliberately incomplete. They do not show the net debt and in particular they do not give f u l l  information concerning the foreign public debt fo r the post-war years.



Government Securities and National Income 1952/53 -  1966/67 (£E m illion)
Table 5

Year TotalGovernmentSecurities(1)
Gross National Income (at current factor costs)(2)

°/o( 1)(2)
1952/53 258.0 606.0 32.0

SU 195.0 81+7.0 23.055 203.0 920.0 22.056 255.0 965.0 26.957 293.0 1067.0 27.1+58 308.0 1126.0 27.1+59 32(7.0 1157.0 30.0

60 2+26.3 1285.2 33.2
61 1(92.2 1363.5 36.2

62 538.3 11+11.1 38.263 608.3 1562.7 38.9
63/62+ 727.2+ 1739.6 1+1.865 727.1+ 1975.0 36.8

66 727.1+ 2121+.1 31+.267 737.1+ 2193.5 33.7
Source:Central Bank of Egypt, Economic Review, several issues. National Bank of Egypt, Economic B u lle tin , several issue
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Ownership Pattern of the Banking Held Egypt Government S e cu ritie s  (1952 -  1967)
Table 6

End of December Held by Central Bank Commercial BanksTreasuryB il ls Bonds TreasuryB il ls Bonds Total
1952 32.1+ 19.0 2.1 7.0 60.553 35.2 19.1 2.1 7.0 63. U

Sk 26.0 20. k 1.2 8 .I4 56.055 69.7 17.6 1.3 9.0 97.656 139.2 17.8 6.8 15.3 179.157 1)43.2 U5.7 6.8 15.7 211 .h58 160.0 ¿46.3 - 23.1 229.1459 17)4.6 I4O. 6 0 .I4 30.8 2 l4 6 .lt-
60 182.0 9)4.7 3.0 1+8.1 327.8
61 160.7 92.1 37.3 106.8 396.9
62 156.6 101.9 )i3.U 111 .¿4 I4I 3.363 205.0 135.8 70.0 120.0 530.8
6k 27U.3 135.U 60.7 127.5 597.965 30U.1 133.7 lto.9 118.7 595.14
66 322.0 133.7 23.0 116.9 595.667 32U.0 133.7 31.0 106.2 59U.9

Source;Central Bank o f Egypt, Economic Review, several issu e s . National Bank of Egypt, Economic B u lle t in , several issu e s .



U ntil 1956» Egypt was re lie d  heavily on the United Nations and western countries as fa r  as economic aid is  concerned. But when the United States withdrew i t s  o ffe r to participate in financing the High Dam project, Egypt forced to look fo r other sources other than the United Nations and the United States, and i t  was the Soviet Bloc countries, and in p a rticu la r, the Soviet Union which made a contribution to financing not only the High Dam but also other projects. However, Egypt was not forced to re ly  completely on the Soviet Bloc,, and as her normal relations were restored with the United States, American aid has been since flowing on a larger scale compared with before. Other western countries, mainly West Germany, contributed in the o ffe r  of aid to Egyptian development. But fo r p o lit ic a l reasons these two countries stopped th eir loans to Egypt as from 1965.Another source of external finance is  the inflow of privateforeign c a p ita l. ■3 In 1952» the Company's Law of 1947, which lim itedforeign participation to only 49% was amended in order to create afavourable climate fo r foreign investors. Under the new law, theminimum share of Egyptian capital in jo in t stock companies was reducedfrom to 49%; the righ t to transfer p rofits abroad, and torepatriate cap ita l on fiv e  annual instalments a fte r  fiv e  years of34investment was guaranteed. This enabled some foreign companies to participate in Egypt's development in  such fie ld s  as petroleum, tourism, and h o tels , and projects lik e  the iron and steel m ill at Helwan and the fe r t i l iz e r  factory at Aswan. 33
33 Another source is  the running down of foreign assets, which have been accumulated during the favourable years. Egypt has accumulated a s ig n ifica n t amount of foreign reserves during the Second World War which were mainly sterlin g  balances.
3^ Law 156 of 1953 amended by Law 475 of 1954.
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Foreign Aid and the Overall Public D e fic it (1952/53 -  1966/67) , £E m illion
Table 7

Y e a r

F o r e i g n

A i d( 1) O v e r a l l
D e f i c i t(2) %

$

1952/53 0.557 -10.5 5.351+ ¿+-528 - 20.7 21.9

55 1.181+ -37.5 3.156 22.675 -1+7.5 1+7.757 13.1+10 CO0
*5—CO1 16. 1+58 0.1+18 - 1 . 1+ 29.859 30-930 - 27.0 111+.5

60 55.729 - 66.3 81+.0
61 68.925 - 159.6 1+3.2
62 93.913 - 229. 1+ 1+0.963 152.609 -21+2.5 62.961+ 102. 1+00 -305.1 33.665 96.000 -356.1 27.O
66 72.550 - 21+8.9 29.T
67 57.350 -239.1+ 2I+.0

Sources;Central Bank of Egypt, Economic Review, 1968, v o l. 8, No. 3National Bank of Egypt, Economic B u lle tin , 1968, v o l. 21, No. 3 ----------------------------S . Naggar, Foreign Aid to the UAR, In stitu te  of National Planning, Cairo, 196ii.



The role of foreign aid is  explained in Table 7, where i t  i s  shown that a substantial part of the overall d e f ic it  in the public sector (especially  since 1958/59) was covered by th is item.
5 .5 . OUTFUT GROWTH AND STRUCTURAL CHANGESThe development of the government's policy concerning output growth is  also worth noting. To obtain re lia b le  figures on the indices of services output is  a d i f f ic u lt  task. Not only are the problems of interpreting the concept of real output in th is  sector almost intractable but also the s ta t is t ic s  in th is respect are discontinued.However, two sources of data w ill be used: private estimates fo r the period 1952-1959 and Ministry o f Planning estimates fo r  the period 1959/60-1969/70.Table 8 shows the indices of real gross value-added at constantprices by sector during the period 1952-1970. I t  suggests that theaverage real rate of growth of gross value-added in the constructionsector was 7-7% per annum during the 1950s. I t  increased to 10.2?° perannum during the f ir s t  h a lf  of the 1960s and thereafter i t  was onlyju s t over 8% for the rest of the decade. Thus, fo r  the 1960s the3 5average rate was s lig h tly  above 9% per annum.The real rate of growth in transport during the period 1956/57- I 966/67 was 11.2% per annum. Tnis expansion was due, on the one hand, to the growing revenues of the Suez Canal which Efeypt was able to appropriate a fte r the nationalisation of th is waterway and, on the other
3H Bent Hansen attempted to adjust these data fo r the f i r s t  h a lf  of the 

1960s by applying a. labour-input index to the 1959/60 value-added in construction and estimated the real rate of growth of th is  sector at 10. per annum between 1959/60 and 1964/65. See: B. Hansen, "Planning and Economic Growth in the UAR (Egypt), I 96O -I965" , op. c i t . ,  p. 31. Robert Mabro applied the same method to the second h a lf  of the 1960s and estimated the average real rate of gross value-added in construction at fa ir ly  above 2% per annum between I 96A/65 and 1969/70. See: R. Mabro, "The Egyptian Economy, 1952-1972", op. c i t . ,  p. 173.



Table 8Indices of Real Gross Value Added at Constant Prices by Sectors, 1952-1970
Year Agriculture Industry E le c tr ic ity Construction Transport Housing Commerce OtherServices

1952/53 100 100 100 100 100 100 1001959/60 120 152 168 162 12h 127 119
1959/60 100 100 100 100 100 100 100 100

63/6I4 112 1UU 190 20U 135 108 115 13361+/65 118 150 228 197 170 110 118 11+6

66/67 117 155 21*8 188 193 115 133 165
67/68 120 1U8 3h9 163 109 165 13U 1751969/70 129 172 U37 21+2 123 173 1U7 197

Sources: 1952/53 -  1959/60: Computed from D. Mead, "Growth and Structural Change in theEgyptian Economy" , 196?, p. 1+5*1959/60 -  1969/70: Computed from: Ministry of Planning, "Follow-Up Reports" .
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to the expansion of telecommunication services and of goods and passenger transport.The share of housing' in GDP was consistently understated. This ■was referred partly to controlled rents are an unsatisfactory basis fo r valuation and partly to that the services of owner-occupied houses were not properly imputed. However, the average rate of growth of housing sectors were lower than 2% per annum during the 1950s , and 1960s . Expansion of that sector was fa ste r  in the mid-1950s and the second h a lf  of the 1960s than during the early 1960s .The real rate of growth of gross value-added in the commerce and finance sector amounted to 3*5% per annum during the period 1952/53“1959/60, then i t  increased to 3*9% per annum during the 1960s .Ihe average real rate of growth of gross value-added in the"other services" amounted to 2. 5% per annum fo r  the period 1952/53-1959/60. I t  Increased to 7% per annum for the 1960s, while employment37expanded during the same period at a rate of annually. Given national accounting conventions one would expect real output to grow at a fa ste r  rate than employment, as allowances have to be made for structural changes in "services" employment. The proportion of professionals, modern service workers, high-grade c iv i l  servants and the lik e  tends to increase as development proceeds. However, these allowances do not explain such a large discrepancy between the rate of real output and employment growth. The expansion of government employment was the main cause of the difference between the growth of services in the 1950s and the 1960s .I t  is  also worth noting t h 't  movements in the rate of industry
This average rate o f growth was based on investment in the housing sector in the 1950s and 1960s . See; R. Mabro, ib id .^  See: Section 5*6.
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revealed by the national accounts correspond to the features of output indices has been discussed in Chapter 4. I t  w ill su ffice  to say here that the rate of growth of industry has increased, but much higher annual rates obtained before 1963/6̂  than in the la te r  years. As a matter of fa c t , the annual rate of increase declined each year after 
1963/6̂ , when i t  reached a peak of 12%. In 1967/68 the le v e l of output was lower than in the proceeding year. Ihe very short recovery after I 967/68 was also accompanied by high rates of growth of manufacturing output. I t  would seem that industry has acquired the position of a leading sector in the Egyptian economy, a sector which imparts an impetus when in expansion and which constrains growth in the rest of the economy when in d i f f ic u lt y . This presupposes, however, the existence of strong linkages between industry and other sectors of the economy. But, as we sh a ll see in  Chapter 8 , these links are rather weak. We are inclined to believe th t  both industry and the economy tend to move together because both respond to the same set o f outside forces and not because of th eir in ter-relatio n sh ip .The im plications of sectoral developments fo r the assessment of the country's performance during the period in question, are considerable. ITable 9 shows a comparison o f the rela tive  sectoral contribution to the increase in output during the 1950s and I 96O3 . I t  shows that the tertia.ry sector (housing, commerce, and other services) contributed more than one third o f the output increase, during the period 1952/53“ 
1959/60 while agriculture and industry together accounted fo r  almost h a lf  the to ta l amount during the same period. The re la tiv e ly  s ig n ifica n t contribution of transport is  largely  due to the growth of maritime t r a f f ic  in the Sues Canal which recovered rapidly a fte r the short disruption in 1956/57.The noticable feature of the 1960s , when compared to the 1950s,



Comparison of the Relative Sectoral Contribution to the Increase in Output in 1950's and 1960'sTable 9

1952/53 -  1959/60 1959/60 -  1969/70O ) (2) (3) (U) (5) (6)Sectorincrease Totalincrease VP©vElsII

Sectorincrease Totalincrease o/o-  (5) /o(£E m illion) (£E m illion) in output
Agriculture 67 291+ 22.8 120 80l; 15.0Industry and E le c tr ic ity 73 29b 2U.8 219 801; 27.2Construction 17 29b 5.8 67 801; 8.3Transport 3b 29b 11.6 21 801; 2.6Housing ) 11* 29b 1+.7) 53 801; 6. 6)

t? u ) )Commerce ) 5  3 1*7 29b 15.9)0 61 801; 7 .6)°î>-p o u o )Other Services' <D WEh 1+2 29b 1Ì4-.U) ^ 263 80L 32.7)
Total 29U 100.0 80I4 100.0

Source: Computed from: Appendix 1, Table 10
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•was the r ise  in the re la tiv e  contribution of the te rtia ry  sector to Gross National Income increment. Tertiary a c t iv it ie s  accounted fo r some A-7% of GNI in the 1q60s compared to only 35% during the 1950s * "Other Services" which includes government services, accounted fo r  one third compared with in the 1950s. Thus the rapid expansion of the services represented a dominant feature of these developments. Part of th is  expansion attrib u tab le , as vie mentioned above, to the increased absorption in government employment of school leavers and university graduates, r e fle c t  a r ise  in transfer payments to redundant workers rather than genuine growth in  output. The part attributable to increases in the defence viage b i l l  also represented growth in output o f a very special kind. The share of industry (excluding e le c tr ic ity )  remained constant to about 23%. The f a l l  in  the re la tiv e  contribution of transport to the GNI increment (from 11.6% to 2.6%) was due to the closure of the Suez Canal in I 967. The contribution of agriculture to the GNI declined from 22.8% to 15%.Investment is  an important determinant of economic growth, more s ig n ifica n t in LDCs than in advanced industrial countries. One reason is  that the former import technical progress which the la t t e r  generate.In 1952 a, revolutionary government acceded to power with an e x p lic it  and firm commitment to accelerate in d ustrial growth. To achieve th is  goal i t  assumed f u l l  control of the great bulk of investment a c tiv ity  in the economy. During the 1950s the investment ra.tio -  that is  gross fixed investment to GNP -  was fa ir ly  constant in the range 12%-1^%. However, th is  ratio  increased sharply in the early 1960s, reaching 20% in 1963/ $ !. Thereafter i t  declined again so that during the period 1963-1970 i t  was less than 12% as may be seen from Table 10.I t  is  worth noting th^t the growth in investment during the 1960s was accompanied by an increase in imports relative  to GNP. There



T a b le  10General Indicators of Development In Egypt's Economy (Value in £E., at Constant 1959/60)0 )
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are two reasons fo r  th is . F ir s t , the v irtu a l absence of a ca p ita l good sector meant that the growth of investment led to a sim ilar growth in imports of cap ita l goods. Second, the rapidly r is in g  incomes led to a rapid growth in demand fo r food and intermediate goods. Given the in e la s t ic ity  of food supply, an increasing share of to ta l supply had to be imported. At the same time imports of other consumer goods were held down through various highly protective import p o lic ie s .Accordingly, the growth in  investment was accompanied by a growth in  imports, though at a lower rate because of the im port-substituting e ffe c t  of the new investments. However, the rise  in  both the investment and import ratio s in the f i r s t  h a lf of the I 96OS was not matched by comparable increases in the share of exports and hence of domestic savings, and thus led to the emergence of both a savings and a trade gap. A re la tiv e ly  small balance of payment d e fic it  equivalent to 1.1% o f GNP in I 960/61 was followed by very large d e fic its  of the order of 
6% and 8% of GNP fo r  I 961/62 and 1963/6̂ .With foreign debt reaching alarming proportions by the mid-1960s, and external finance becoming more d i f f ic u lt  to obtain, severe curbs were imposed upon imports. Food shortages occurred, and the gap between domestic demand and supply caused a rise in food prices at a compound rate of 8% per annum during the period 196^/65- 1966/67, as may be seen from Table 10. Given the importance of food in a low-income economy such as Efeypt, i t  was inevitable that the rise  in food prices led to an in flation ary rise  in  the general price le v e l.The curb on imports of producer goods h it  industry very hard. New investments in industry had to be reduced to a minimum, and some established industries slowed down because of shortages in spare parts,raw materials and other intermediate imports. Although the curb on imports was a. major factor in the decline of in d u stria l growth i t  was not the only one. Poor projections of both domestic and export demand
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fo r industrial products led to substantial m isallocation of investment in the industrial sector. As a consequence many in d u stria l plants operated fa r  below ca.pacity.F in a lly , the changing role of the government meant increasing concentration of investment in  public hands, and changes in the pattern of investment during the period under study. The in teresting features of these changes, as may be seen from Table 11, were a sharp decline in the high share devoted to housing in the early 1950s » a large increa.se in the share of agriculture between the 1950s and the 1900s , and the high increasing share of industry. The large allo catio n  given to agriculture r e fle c ts  the high cost of horizontal expansion which aimed to increase land supplies through expensive reclamation projects andoQprovision of new hydraulic resources.The decline in the share of housing from 32?“ in the period 1952/53' 1956/57 to 2J% in  1957/58- 1959/60, and to 12% during th e l900s is  considered s ig n ific a n t from the point of view of economic development, as housing provides l i t t l e  employment a fte r  the construction of the building and probably generates less external economies and a smaller reinvestible surplus than other sectors. Put d iffe re n tly , houses are consumer durables, and in Egypt the larger proportion of new houses were b u ilt  for the upper income group. The government therefore legitim ately  put a higher so cia l valuation on investment in agriculture and industry.As mentioned above, from the mid-1950s onwards, the Egyptian government gained f u l l  control of a l l  investment a c t iv ity , and was thus in a position to determine both i t s  le v e l and pattern o f growth.Indeed, t a r i f f s  on imports of raw materials and cap ita l goods were
See: Chapter 2, section 2.% .c.



Table 11

Patterns of Investment Allocation (Current Prices, £E million). ( 1) (2 ) Values____and Percentages '

Average Average Average
1952/53 1957/50 1959/60 1960/61 1961/62 1962/63 1963/66 1966/65 1965/66 196b/67 1907/68 1908/69 1969/70 1959/6U

"~C to to Value Value Value Value Value Value Value Value Value Value Value to
19S&/57 1959/60

%
1969/70

% % % % % % % % % % % % %

Agriculture ) )
j 16.9

16.7) 16.6) 17.8 20.6 30.9 32.5) 30.7, 31.3) 26.9 25.6' . 27.4

Irrigation and Drainage S11.U S.bj 17.2 16.«]
6.8)

16.9 19.7 20.7 29.2 26.6 36.6 27.6 37.9^ 26.9 32.6' 21.7 36.6< 22.9 25.1 21.6 32.5 20.2 29.^ 17.5 21.6

High-Dam ) ) 6.2) 16.6 26.0 36.8 18.5) I9.O 16.5) 12.5 9.5 5.2)
Industry 23.3 25.7 69.3 28.8 67.Ö 30.1 50.3 20.0 80.5 26.9 105.6 28.3 99.9 27.9 100.6 26.7 98.6 27.6 85.8 29.6 101.1 30.6 123.1 35.1 28.3
Electricity 6.0 a.o 6.2 3.6 5.6 2.5 6.3 2.5 11.9 6.0 35.6 9.6 53.2 16.7 61.6 16.2 69.3 19.3 52.9 18.1 31.9 9.0 27.3 7.8 9.8

Construction •• • • •• •• •• •• • • 3.5 1.3 6.5 1.2 5.2 1.5 6.8 1.8 3.9 1.1 1.0 0.3 2.6 0.8 3.6 1.0 1.1

Commodity Sectors ui. 2 DÌ4.6 »5 50 111.6 69 108.5 63 169.7 57 267.6 66 267.3 69 250.8 66 253.8 70 202.2 69 203.2 61 215.1 61 60.6

.rarsportation, Means of)
1U .7

)
) ia.a 
)

)
20.9 68.9) 66.5 68.6 60.9 65-9) 69.6 62.6) ) ) j

Corr.unication & Suez ) )35.3
) 5 95.9) 33.2 6.7 28.3 5.2

18.0 6.2 12.1 3.6j 13.7 3.7 16.1
A
2.6

12.9 ) 38.3 
)

13.1 )69.5
)

20.9 >71.6 20.6 18.9

Pinance and Trade .. • • .. • • .. 5.0 2 3.7 1.2 6.5 1.7 6.3 1.2 2.7 0.7 0.7 0.7 0.2 2.7 0.8 3.6 1.0 1.1

Housing 32.5 23.1 31.1 18.1 19.1 8.5 37.8 15.1 37.6 12.5 37.6 10.1 29.6 8.5 67.5 12.6 62.3 11.7 61.7 16.3 66.9 16.1 36.5 10.1. 12.a

Public Utilities 9.3 12.1 7.5 7.7 3.6 10.7 6.2 13.5 6.5 8.2 2.2 10.9 3.0 12.6 3.3 8.6 2.6 6.2 1.6 5.8 1.7 10.9 3.1 3.1

Cther Services 1.8 1.U 12.0 7.0 12.6 5.6 18.6 7.2 21.3 7.1 27.6 7.6 21.7 6.2 17.3 6.6 12.6 3.5 10.9 3.7 15.6 6.6 18.0 5.2 5.6

Services Sectors 38.8 55.6 «6.6 50 116.0 51 163.1 57 129.9 63 126.8 36 117 33 133 35 112.0 31 95.8 33 160.3 62 160.6 60 60.7

Grand Total 100.0 100 171.6 100 225.6 100 251.1 100 299.6 100 372.6 100 366.3 100 383.8 100 365.8 100 298.0 100 363.5 100 3?p. 5 100

Source and Notes: (U
(2)
(3)

Computed from: United Arabic Republic, Department of Statistics and Census, "Ten Years of Revolution", Statistical Atlas, Cairo, 1962; 
and Ministry of Planning, "Pollow-Up Reports", various issues.
Computed by the researcher.
Grand total of percentages exceeds 0̂O3̂ from 196U/65 because of including "land value" in investments and its ratio to total investments was 
as follows:

Year: 196U/65 1965/66 1966/67 1967/68 1968/69 1969/70 Average for this period
% of land: 1.6 1.7 1.9 2.0 3.1 1.5 1.0
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increased su bstantially  in the 1950s in order to compensate fo r the loss o f budget revenue from duties on non-food consumption goods, imports of which had. declined to very low levels in the early 1950s .Three major aspects of government p o lic ies towards investment exercised a strong influence on the demand, supply, and imports o f cap ita l goods. F ir s t , there was a substantial s h ift  in  the allocation  of investment towards the commodity sectors during the period 1953/5^“ 
1966/67 as may be seen from Table 11. This tended to s lig h t the pattern of investment towards construction since th is  constitutes the major part of investment in services. While equipment constitutes the most important element in manufacturing investment. Accordingly, the observed change in the xvxtio of investment in these two major sectors brought about a faster demand for ca p ita l equipment. And given the n eglig ib le  size of the domestic cap ital sector, a. large part of th is  increased dema-nd had to be imported.Second, a large portion of to ta l investment in public u t i l i t i e s  was allocated to projects with a long gestation period such as the Aswan High Dam and related e le c tr ic ity  projects. For example, during the period 1959/60-1966/67, to ta l investment in the High Dam alone amounted to about 10%> o f a l l  investments in the commodity sectors. The con tri­bution of the High Dam investments to output w ill not be f e l t  u n til the 1970s, and w ill be stretched over a fa ir ly  long period. However, given the low marginal propensity to save the income m ultip lier e ffe cts  associated with the construction of the Dam added to the existing in flatio n ary pressures. Furthermore, the allocation  o f sizeable investments to projects characterised by long gestation periods meant a rise  in investment with no p a ra lle l rise  in  savings and, accordingly, th is led to a widening of the savings gap.F in a lly , government investment policy within the in d u strial sector did not place any emphrsis on the cap ital goods sector. After an
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i n i t ia l  (and somewhat short-lived) tendency to give more attention tothe promotion of the heavy goods industries in general, the governmentreversed the trend. Although th is  change in policy orientation mighthave been prompted by technical and economic d i f f ic u lt ie s , such as ashortage of sh ille d  manpower, the size o f the market, e t c . ,  i t  was alsobased on welfare considerations. Ib is  is  made evident by the e x p lic itstatement in the ’’National Charter” which defined the country'sin d u stria lisatio n  philosophy and objectives as ones that would endeavour"to strik e  a humane balance reconciling the requirements of productionqowith those of consumption". The Charter goes on to say that"the theories which advocate that developing nations should sp ecia lise  in lig h t  consumer goods as well as those which stress heavy industries would be rejected on the grounds th~!t  th is  would necessarily e n ta il great deprivations on the part of the people".I t  also explains that ."Egypt in d u stria l policy had been based u n til the end of the F irst Five-Year Plan (1959/60-1964/65) on placing re la tiv e ly  greater stress on consumer industries . . .But in order to realise  a more balanced industrial structure, the Second Five-Year Plan (19^ / 65- 1969/70) w ill lay more stress on heavy industry’’ . 'The outcome of this philosophy was th a t, in the F ir s t Five-Year Plan, the share o f the cap ita l goods sector (especially  machinery) in to ta l industrial investment did not exceed 5%. The resu lt of th is  was th at, while demand fo r  capital goods increased rapidly as a resu lt of the increase in the level and pa.ttem of investment, the growth o f supply lagged behind, and thus led to the emergence of a capital goods bottleneck. 39
39 Quoted in United Arab Republic, Centred Agency fo r  PublicMobilisation and S t a t is t ic s , Population Increase in the JJAR_and i t s  Challen ge f or Development, Cairo, November 1966", p. 254 (in Arabic/.I b id .,  p. 255.
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5 .6 . EMPLOYMENT PATTERNEmployment creation has been mentioned often as a major strategy to reduce poverty and fa c il it a t e  a more egalitarian  d istribu tion  of income. Tne economic growth pattern of industrialised countries is  said to contain "spread e ffe c ts "  through which more people were brought into the production process giving them access to income. Yet many LDCs have found that mere economic growth may not ensure higher employment (unless labour intensive methods are used in  production).Several fa c to rs , such as borrowed cap ita l intensive technology, inappropriate f is c a l  p o lic ie s , and high population growth rates, seem
¿t-1to have adversely affected the employment situation in  many LDCs.Capital intensive methods encouraged by f is c a l  incentives can contribute to income inequality p articu larly  when the privafe sector is  dominant and p ro fits  accrue to a small segment o f entrepreneurs. Low p articip a­tion o f labour due to low absorption capacity in the production process can aggravate such tendencies.Thus, more employment creation through labour intensive technologyand other structural changes in the economy such as land reform havebeen advocated by a number o f studies as the most important strategyq2to achieve a more egalitarian  d istribu tion  of income. By the same token, unemployment is  regarded as aggravating income in e q u a litie s .

The nature and magnitudes of the unemployment problem in the LDGs i s  well documented by David Turnham, "The Employment Problem in Less Develoned Countries", Organis a t ion for Economic Co-opera.tion and Development, Development Center, P aris , 1971.The country-studies done by the teams organised by the International Labour O ffice are the best examples o f th is . See: the following ILO publications ( i)  Toward F u ll Employment: A Programmê  - or Columbia, U .N.-ILO, Geneva, 1970; ( i i )  Employment, I ncomes and Equ a lity : A Strategy fo r In creasing Productive Employment in Kenya, U .N.-ILO, Geneva, 1972; ( i i i j  Employment and In come Polic y  f or Iran, U .N .-ILO, Geneva, 1973; (iv) Sharing in Development: A Programme o f Employment-, Equity , and Growth f or the P hilippines, U .N.-ILO,' Geneva, 1974.
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In this section vie analyse the labour supply and employment in the Egyptian economy. One o f i t s  major features is  the substantial surplus labour. Although a great deal of controversy has arisen with regard to the nature and im plications o f the existence of th is  surplus labour in Egypt, esp ecially  in the agricultu ral secto r, there has been no denial of i t s  presence in  the economy as a whole.A majority o f private and o f f ic ia l  experts had estimated surplus labour in the agricultu ral and services sector to range from 25/S to

¿JO40%. However, two issues require examination: one, re lates to the release from agriculture o f a labour surplus continually generated by population increases; the other to the absorption of th is  labour in other area.s and sectors of the economy.
A. The Release SideThe release of labour takes two forms: migration from rural to urban centres, and labour transfers within rural areas from agriculture to non-agricultural a c t iv it ie s . Migration is  the more important phenomenon because of i t s  scale in  most developing countries today and because of i t s  wide socio-economic im plications. The scope fo r  sectoral transfers in ru ral areas is  restricted because the s iz e  of the non-agricultural sector tends to be r e la tiv e ly  small outside the

44towns.In Egypt considerable internal migration has taken place during the period under study. A fter the F ir s t World War, there was a continuous 3
3 For instance, to th is oroblem, see: B. Hansen, "Marginal Producti­v ity  wage Theory and Subsistence Wage Theory in Egyptian Agriculture", Journal of Development Studi e s , I I ,  Ju ly  lo 66, pp. 367-407; and "Employment and Wages in Rural Egypt", The American Economic Review,' LIX, No. 3, June I 969, pp. 2.98- 313» also see: D. Mead, Growth and Structural^ 0hange_in the Egyptian Economy, Richard D. Irwin In c ., I l l in o is , 1967, pp. 80- 98', and R. Mabro, "Industrial Growth, Agri­cultural Under-Employment and the Lewis Model: The Egyptian Case, 1937-1965"» op. c i t . , pp. 322-351.^  R. Mabro, "The Egyptian Economy, 1952-1972", op. c i t . ,  p. I 96.



Table 12Rural-Urban Composition of the Egyptian Population, (l)
1907-1970

Year Population Annual Compound Growth Rate (%) (1)Total(000's) Rural(000's) °/o Urban(000's) % Rural Urban Total
1907 111 83 9058 81 2125 19 - - -
1917 12670 IOO3O 79 26I+0 21 I .03 2.19 1.26

1927 11+083 IO367 71+ 3716 26 0.33 3.1+8 1.051937 15811 III+29 72 1+382 28 0.98 1.67 1.1619Ì47 I 8806 1260U 67 6202 33 0.99 3.51+ 1.75
1960 25771 16120 63 9651 37 1.91 3.1+6 2.1+5
1966 29732 17690 60 1201+2 1+0 1.56 3.76 2. 1+1

1970 33329 19331 58 13998 1+2 2. 21+ 3.83 2.87
Note and Source:( l)  Computed by the researcher.Central Agency for Public M obilization and S t a t is t ic s , "Population and Development: A Study of the Population Increase and Its  Impact on Development in Egypt" . Cairo, 1973» p. 139*



Tablé 13Net Internal Migration of tile Population between Govemordtes of Egyft During the Periods 1y60 - 1965 ahd 1965 - 1970 (000's)
Govemorates

i960 -  1965 (0001s) 1965 - 1970 (000's)
Males Females Total Males Females Total

Urban Governorates:
Cairo + 11*0 + 1 3ti + 27ll 2 2 2 . 6 + 2 0 5 . 7 + ¿128.3
Alexandria + 37 + 35 + 72 21*.9 4- 2 3 . 1 + 1*8.0
Port-Said + I* + 1* + 8 • • • . #,
Ismailia + 6 4- 6 + 12 • « • # • •
Suez + 10 4- 1 0 + 20 • • • • .*

Lower Egypt:
Damietta - 6 _ 5 _ 11 + 13.2 4- 1 2 . 9 4- 26.1
Dakahlia • . - 2 - 2 + 33-9 + 1*5.3 + 79.2
Sharkia - 9 - 1 1 - 20 + 5U.7 + 61*. 3 + 119.0
Kalyubia - 2 - i* - 6 + 62.2 + 59.1 + 1 2 1 . 3
Kafr-El-Sheikh - 16 - 1 1 - 27 _ 2.8 4- 6.7 + 3-9Gharbia - 22 - 2 3 - 1*5 + 11*.3 + 26.6 + 1*0.9Munufia - 36 - 30 - 7ti - 25.1 - 20.1 _ 1*5.2
Behera - 8 - 5 - 13 + 2Ö.9 + 1*6.1* + 75.3

Dpper Egypt:
Giza + 23 + 2 3 + U6 + 91.6 4- 78.1 + 169.7Beni-Suef - 29 - 2 5 - 5U - 31.3 - 21*.5 _ 55.8Fayum - 19 - 1 3 - 32 - 7.9 _ 1.7 _ 9.6Menia - UO - 32 - 72 - 35.1 - 28.0 _ 6 3 . 1Asyut - i* - 7 - 11 - 2 9 . 6 - 31.0 _ 60,6
Sohag - 1 5 - 1 3 - 28 - 1*2.3 - 5 2 . 8 _ 9 5 . 1Qena 31 - 2 9 - 60 - 2 9 . 2 - 27.1* _ 56.6
Asswan + 11* + 5 + 19 + 52.3 + 1*1*.8 + 97.1

Frontier Govemorates ' + 3 + 1 + 1* •• •• ••Notes and Sources: + refers to immigration to the governorate- refers to emigration to other govemorates(1) The figures relating to this net migration represent averages for the four governorates of the borders, namely: the Red Sea, the New Valley, Matruh and Sinai.Source: Central Agency for Public Mobilization and Statistics, "Population and Development". Cairo, June 1969, p. 176j and June 1973> p. 11*7.
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stream of migration from rural area.s to urban centres, esp ecia lly  to big metropolitan centres lik e  Cairo, Alexandria, and the three major c it ie s  of the Suez Canal Zones Port Said, Suez and Ism a ilia . As Table 12 shows the rural population declined continuously from over 
80% of the to ta l population at the turn of the century to $Q% in 1970.The table also indicates that while the absolute size o f the Egyptian population has almost trip led  since 1907, the size of the urban population has increased more than six fo ld  during the same period.Another noticeable feature is  the net i n t e r n a l  migration of the population between the govemorates during the period 1960- 1970.As may be seen from Table 13 , internal population movements over the 1960s -  p articu larly  during the period I 96O -I965 -  show a net outflow of population from the rural governorates of both Upper and Lower Efeypt towards the urban governcrates o f Cairo, Alexandria, Port-Said, Ism ailia and towards Giza, Asswan and the borders. The governorates which receive a net inflow of population are either big urban centres such as Cairo, Alexandria, Port-Said, Suez, Ism ailia , or are located near big urban centres (e .g . G iza). They tend to have re la tiv e ly  high per capita incomes and provide greater job opportunities.Table 1^ shows the population growth of towns between i 960 and I 966. Clearly the actual population growth in both Aswan and Choubra-el-Kheima was much fa ste r  than what i t  would have been had the population o f both only grown at the average rate fo r  the country as a whole.Although the metropolitan areas do not o ffe r  abundant workif£opportunities in the ’’ formal sector", the attraction  of the larger

^ Ministry of Planning, Features of Regional Growth in the United Arab .Republic over the period 196^65-1966/67, F irst Report, DecemberT96Fi Cairo, p. 16" (in Arabic).^  By th is  sector we mean industry, p a rticu larly  the manufacturing sector.
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Table 'll;Population and Growth of Towns, 1960-1966
Towns Populationin

1960(000's)
Populationin

1966(000's) Percentageincrease • Presumed direction of net ( 1) migration
Cairo 3353 1+220 25.85 +10.11Giza 1+19 571 36.28 +20.51+Choubra-el-Kh e ima 101 173 71.29 +5 5 .5 5Greater Cairo 3873 1+961+ 28.12 +12.38Alexandria 1516 1801 18.80 +3.06Port-Said 21*5 283 15.51 - 0.23Suez 206 261+ 28.15 +12. 1+1Ism ailia  (city) 116 11+1+ 21+.13 +8.39Tanta 200 230 15.00 -0.71+Mehalla-al-Kobra 188 225 19.70 +3.96Mans ourah 167 191 11+.37 -1.37Assiut 127 151+ 21.25 +5.51Zagazig 125 151 20.80 +5.06Damanhour 127 11+6 11+.96 - 0.78Fayum 112 131+ 19.61+ +3.90Aswan 63 128 103.17 +87.1+3Minia 100 113 13.00 - 2 . 7I+

Note and. Source;( l)  On the assumption of a uniform natural increase (15.71+/6 during six  years)Central Agency for Public M obilization and S ta tis tic s , "S ta t is t ic a l Yearbook, 1952-1973"> Cairo, October 197U» p. 11.



c it ie s  l ie s  in th e ir  capacity to provide te tte r  income prospects and
lyymore fle x ib le  employment opportunities in the "informal secto r".I t  has been observed that the bigger the c ity  the fa s te r  i t s  population growth, in sp ite o f the fa c t  that natural population increase is  quite sim ilar throughout the whole country. This has led to a pronounced over-urbanisation of the big c it ie s  ( i .e .  c it ie s  with populations o f 100,000 and over). Cairo and Alexandria together account fo r about 20% o f the to ta l population and along with the Canal Zone c it ie s  they have grown at a much fa ste r rate than other c i t ie s . Their attraction of these large c it ie s  might simply be that extensive medical, educational and other services are concentrated in them. Moreover, the fr u its  of technical progress are often only to be found and enjoyed in the metropolis. And the increasing role o f government in economic l i f e  in recent years has enhanced the relative  a.ttractiveness of places such as Ca,iro, Alexandria, Giza and the Canal Zone towns since these have become the main p o lit ic a l , administrative and cultural. 48centres.However, rural-urban migration is  usually explained in terms of a contrast between the "p u ll"  a.nd "push" facto rs. There is  now a wide

47 We define th is  sector as a part o f the service sector. Since the la tte r  represents transport, commerce, government and personal services -  the remaining category label "unspecified" represents the "informal" sector. Migrants would try  to crea.te jobs fo r  themselves in th is  la t te r  sector through a variety of ways. One of the most interesting is  through the creation of new services.In Egypt, any casual observer would have noted the entrepreneurial and innovative a b il i t ie s  o f pedlars and other service workers.The sales o f flowers by young men at t r a f f ic  lig h ts  is  in a sense
3. new service . The convenience o f buying the goods without leaving the car on the way home and without wasting time since the transaction is  effected during an id le  moment. "New services", often unwanted, are a device to tran sfer income and the scope fo r  these a c tiv it ie s  seems important in towns. Sees R. Mabro, '"Trie Egyptian Economy", op. c i t . ,  pp. 201- 202.

hQ Gala.1 Amin, Urbanisation and Economic Development in the Arab World ,. American University of Beirut, 1978, p. 17.
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consensus of opinion among economists that while the e a r lie r  urbanisation of the advanced industrialised  countries wa.s mainly motivated by "pull" fa cto rs , rural migrants being attracted by the increasing employment opportunities in the towns urbanisation in most underdeveloped countries in recent years has been the re su lt of "push" fa cto rs . In particular the deteriorating conditions in rural areas has forced migrants to seek a livelihood in  the c ity .In one o f the rare studies on migration in  Egypt, Janet Abu-Lughod suggests that there are two types o f rural migrants: "the bright youths who migrate in search of education or wider opportunities" and the "have-nots o f the v i l l a g e " .^  The la t te r  are numerically dominant and constitute the basic migration stream.In the f i r s t  ca.se, the selectiv e  migrants enter the urban l i f e  by via,y of two main paths. One is  through the education system, the other is  through m ilitary service. Those from the countryside who have benefited from education often migrate to the towns in  search of higher education. But once he undergoes this higher education he is  transformed into an urban dweller. The second impetus to selective migration has been m ilitary  service, as more and more v illa g e rs  have relocated permanently in  the c ity  a fte r  th e ir  term of duty. In fa c t , s k i l ls  learned by conscripts in  the service give them a valuable51competitive edge in  urban employment.
^9 j,jore d e ta ils  on th is point in K. Davis and H. Golden, "Urbanisation and the Development of Pre-Industrial Areas", in  Economic Development and Cultural Change, October 195^; B. H oselite, Sociolog ic a l Aspects of'Economic Grow thThe Free Press of Glencoe, New York, 1966; international Labour O ffice , Why Labour  leaves the Land, Geneva, i960; and D. Kamerschen, "Further Analysis of Over-Urbanisation", Economic Development and Cultural Change  ̂ January I 969.J .  Abu-Lughod, "Migrant Adjustment to City L ife : the Egyptian Case", American Journal of  Sociology, Vol. 67(1 ), 1961, p. 23.J .  Abu-Lughed, "dural Migration and P o litic s  in Efeypt" inR. Antoun and I .  Harik (ed s.) , Rural P o litic s  and So cial Change inthe Middle East, Indiana University Press, Bloomington, 1972, p. 317.
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Although education and m ilitary  service seem to be the majordeterminants o f the stream of se lectiv e  migration, "push facto rs" tendto dominate fo r  landless labourers and members of the poorer landedfa m ilie s . That a larger proportion o f rural migrants f a l l  in to  thissecond stream is  borne out by the International Labour Organisation,In stitu te  o f National Planning sample survey. This survey covered ¿+22migrants and found that 26% o f them came from fam ilies earning le ss than

£250 a year before migration; 40% came from fam ilies earning £E51-75 ayear; 22% from fam ilies with an annual income of £276- 100, and only 8̂
<52from fam ilies with an income in excess o f £2100 a year.The In stitu te  o f National Planning and International Labour Organisation rural employment survey provided further information on the nature of "push facto rs" driving rural inhabitants to migrate to urban areas. This information is  summarised in  Table 15. J  This shows that while most migrants have complex reasons fo r migrating, landless­ness is  the strongest push facto r. This influences Q6% o f a l l  household heads, while the desire fo r an independent l i f e  and income away from the extended family ranks second and influences 65% of the household heads. Thethird push fa cto r  is  the lack of rented land in the region of origin;

55%> o f the emigrants were unable to rent land in their orig in al v illa g e s  and were, therefore, driven to  migrate in search of more attractive  jobs than that o f a seasonal agricu ltu ral labourer.
5 Arab Republic of Egypt, In stitu te  o f National Planning, andInternational Labour Organisation, Research Re-port on Employment Problems i n Rural Areas, Cairo, 1965-19&3, Report B, p. 5&~.52 The v illa g e  o f Omar Shahin was selected as a "sample v illa g e " , since i t  is  the oldest in  the Tahrir Province as fa r as co llectiv e  rural migration is  concerned. The to ta l number o f household heads in  th is  v illa g e  was 156 and the to ta l population 060. A questionnaire was designed to investigate conditions before and a fte r migration and to determine the re la tiv e  weights o f the "push and pu ll" factors involved in the migratory process.
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Table 15D istribution of Household Heads According to Push Factors of Migration (based on an experimental study conducted in the v illa g e  of Omar Shahin)Tahrir Province

PUSH FACTORS % of Household Heads(out of 156)
Landlessness 86Lack of rented land 53Lack of agricu ltu ral operations 37Lack of other occupations 32Independent income 65Absence of sp ecialisatio n 3Absence of markets -Family feuds 1Revenge -Liberation from traditions -Broken family ties 2External marriage -Work personal relations -Housing conditions 26Health problems 12Lack of social services 11Lack of educational services 7Lack of recreational services 3Transportation problems 1Ambition 15Other reasons 3

S pure e:Arab Republic of Egypt, In stitu te  of Rational Planning/ International Labour Organization, Final Report on Employment Problems in Rural Areas, Cairo, 1968, p. 29
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Although “push facto rs" are responsible fo r  the bulk o f internal migration in Egypt, we now turn to discuss very b r ie fly  the importance of "pull fa cto rs" . I t  must be emphasised a t the outset that the urbancentres act as magnets attractin g  the rurcl migrants not so much for94-purely economic reasons, but more importantly, because o f "psychic"motivations deeply rooted in the desire o f the younger members o f therural community to break away from the rig id  so cio-cultural trad itio n sprevailing in  the v illa g e . These la t te r  "psychic" facto rs, as opposedto pure economic motives, should be regarded as the major "p u ll factors"affectin g  the process o f rural out-migration in  Efeypt.In the lig h t of the foregoing a n a ly sis , i t  seems reasonable toargue t in t  the determinants o f migration in  the rase of E^ypt, shouldnot be uniquely related to the modem urban/rural wage d iffe r e n tia l andthe probability o f finding a jo b . In most instances, "push factors" inrural axeas and the f le x ib i l i t y  o f the "informal sector" in towns
55combine to enable migration to occur.As a matter of fa c t , rural-urban migration in E^ypt has proceeded at a rate fa r  beyond the absorptive capacity o f industry and p articu larly  of the manufacturing sector. Over the eleven year period 1952-1963, the growth o f Egyptian industry created new employment opportunities fo r  only 360,000 persons, but the population of Cairo

Economists w riting in the n eo -classical tradition present the prospective urban migrants as maximisers of expected u t i l i t y .  They postulate that rural-urban migration w ill continue so long as the expected urban real income, at the margin, exceeds real agricultu ral product; and that migra.tion w ill cease only when the expected income d iffe r e n tia l is  zero. Such an approach considers the rural-urban real wage d iffe r e n tia l to be the main inducement mechanism pu lling the population to the c it ie s . See; M. P. Todaro and J .  R. H arris, "Migration, Unemployment and Development; A Two-Sector Analysis", American Economic Review, March 1970, pp. 126-1^+0.
^  R. Mabro, "The Egyptian Economy, 1952-1972", op. c i t . ,  p. 202.
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alone increased by more than th is  every three years. Presumably most rural migrants to towns try  to create jobs fo r themselves in the "informal sector", using th is sector as a tra n sit route to the modern industrial sector. The gravitational pull o f the big metropolises lik e  Cairo, Alexandria, Giza and the Canal Zone towns lie s  in  th e ir  capacity to o ffer much greater and more f le x ib le  opportunities in the "informal" sector than any provincial town,
B. Labour Absorption; EmploymentThe growth o f population raises the question of labour absorption in  the various sectors of the economy and the more sp e cific  issue of employment in  the towns. This section is concerned with changes in the sectoral pattern of employment during the period under study. Two sources o f data w ill be used; Population Censuses for the period 19^7"1960, and Ministry o f Planning estimates fo r the period 1960/61-  1969/70.As the two sets o f data are not perfectly  consistent the two periods are analysed separately.( i)  Labour Force and Employment fo r  1947-1960Table 16 shows the to ta l labour force increased by 732,000 between 19^7 and i 960. Indeed, during th is  period the labour force increased at a much slower rate than to ta l population (less than 1% annually compared with 2.4.5 p .a .) . The rate of participation in the labour force which had. been around 37% in 19^7 declined to less than ?>0% in  i 960.This was due p a rtia lly  to the changes in the age structure of the population, which was i t s e l f  attributable in part to the increase in the ra.te of population growth, and in  part to the extension o f compulsory education.

56

56^ G. Amin, "Urbanisation a.nd Economic Development in the Arab World", op. c i t . , p. 12 .
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Table 16D istribution of Labour Force and Employment by Sectors Census Years, 19̂ +7 and 1960 (in Thousands)
19U7 i 960Sectors Total % of*'1'1 labour Total % of<1> labourforce force

Labour Force 6,99U.6 100.0 7,726.6 100.0Agriculture U, 21+1+. 9 61.0 1+ , 1+06. 1+ 57.0Mining and quarrying 8.0)) 21.1)713.1)Manuf ac turing 560.6) 8.0 10.0) )E le c tr ic ity , gas, water 22.6) 36.8)Construction 113.3 2.0 158.8 2.0Transport 203.3 3.0 260.2 3.0Commerce 590. 1+ 8.0 61+1 .U 8.0Other Services 897.6 13.0 1,369.1+ 18.0Unspecified 353.9 5.0 119.3 2.0
Mote and Source:(1) Computed by the researcher.Department of S ta t is t ic s  and Census, Population Census for I960, V ol. 2, Supplementary Table IV , Cairo, 1963»
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The agricultural sector, which engaged. 6l% of the labour force in 
1 9^7 » absorbed 2 2 % , of additions to the labour force (i.e. new labour) 

during the period 1947-1960. This could be explained in terms of the 

lack of any significant increase in the supply of arable land during 

this period, and the general tendency of rural youth to migrate to 

urban areas in search of employment.

The contribution of the industrial sector to employment has been 

rather slow during the period 1 9 ^7 -i9 6 0, and in relation to the rapid 

growth of industrial output after the Second World War, manufacturing 

employment expanded at a very small rate (2 % , per annum between 19*1-7 and i 960, to be compared with an average rate of growth of real industrial 

output of some 7% or 8%.) This performance could be explained in terms 

of the very nature of modern industrial development, which leads to the 

adoption of labour-saving technology and involves structural shifts 

towards capital-intensive industries such as chemicals, petroleum, 

paper and metals. Thus, the bulk of the increase in the labour force 

(some 39l f 000 out of 732, 000) found employment in the tertiary sector. 

As construction and transport employed an extra 102,000 workers, most 

of the expansion took place in government,^ personal services,^

^  Nearly half of all government workers were in defense, justice, 
and police. While published figures are not complete in this 
regard, it seems th~t the employment in "developmental" aspects of 
the government (health, education, agriculture, industry, and 
communications) amounted to some 65,000 people, or just over 1 % of 
total employment in the economy. Sees D. Mead, "Growth and 
Structural Change in the Egyptian Economy", ot>. cit. , pp. 133“i3*t'-

^  Trie definition of "personal services" used in Egypt is a ra.ther 
restrictive one; it excludes, for example, many professional 
services, such as medicine and law. In 19*1-7, the major components 
included in this sector were paid household servants (50/J) ; 
tailoring (l8;5) ; hotels, bars, and restaurants ( 13% ) ; and hair-

• dressing ( 1 1 % ) . The remainder were in such lines as clothes washing 
and ironing, shoe polishing, and entertainment. The pattern in IQÓO 
vías approximately the same , although domestic servants seem to have 
dropped somewhat, both absolutely and relatively. Sees Department 
of Statistics and Census, Population Census, 1947 (Cairo, 195*0» 
pp. 214-2l8, and Population Census, i9 6 0, Vol. II, p. 1*1-4.
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commerce, end in the "informal" sector to which the category lab elled  "unspecified" seems to belong.In addition, the pattern of absorption in d iffe re n t geographical areas can be analysed by breakdown of employment by urban centres and the provinces as shown in Table 17. As the table shows an important feature has been the increa.se in  "services" employment in the provinces. The absolute increases in employment during the period 19^7-1960 were4l8,000 and 3^3»000 in the te r tia ry  and agricultu ral sectors respectively . As a result the share o f employment in "services" increased from 2.0% in  19^7 to 25% in i 960.( i i )  The Pattern o f Employment fo r  the Period I 960/6I - I 969/7OChanges in the sectoral pattern of employment a fte r  i 960 follow the same general trend a.s that indicated above. But there are certain differences as Table 18 shows. The rate o f growth o f to ta l employment was much fa ste r than between 19^7 and i 960 (2.6% per annum as compared with 1% per annum).A rapidly growing labour supply coupled with a declining marginal59rate of labour absorption in agricultu re, and a government commitment to f u l l  employment meant a sharp rise of employment in  the in d u strial and services sectors.In the in d u strial sector, the ra/te of labour absorption behaved d iffe re n tly  over time. During the 1950s the in d u strial sector was not forced to employ labour over and above i t s  actual needs. But in the early 1960s , and with the fu ll-s c a le  nationalisation  of industry, the in d u strial sector becajne a major absorber o f surplus labour. The
59 Even in the mid 19o0s th is  s t i l l  accounted fo r over 50?i o f the to ta l labour force .
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Table 17Labour Force and Employment in Urban Governorates and Provinces 1947-1960(Thousands)

1947 i 960Urban Governorates :Total Employment 943 1,4121. Agriculture 27 65
2 . Industry 221 3463. Services 694 1,001Provinces»Total Employment 4,303 5,1821. Agriculture 3,112 3,^952. Industry 293 3703. Services 899 1,31?

Donald Mead, Growth and Structural Charge in 'pp. 37 and 39.
government, committed to a policy of f u l l  employment in a period where the labour force was growing rapidly, imposed employment targets upon the industrial sector which su bstan tia lly  exceeded i t s  needs. Therefore, in d ustrial employment increased at a compound rate of 2% per annum during the period o f rapid industrial expansion I 947- I 96O. The corresponding rate for I 960/6I - I 96A-/65 was 7 , 1% per annum as may be seen from Table 18. I t  is  not therefore surprising th a t, according to the Five Year Plan ( I960/6I -1964/65) Evaluation Report, the in d u strial employment target was more than met while in d u strial output was 25% below it s  target l e v e l .^

M i n i s t r y  o f  P l a n n i n g ,  F o l l o w - u p  a n d  E v a l u a t i o n  R e p o r t  o n  t h e  F i r s t  

F i v e  Y e a r  P I  .an ( I960/6IVL964/65) , C a i r o ,  F e b r u a r y  19 66, P a r t  One, p. 9. ~~



Table 18

Employment by Sectors during the Period 1960/61 -  1969/70

(A) TOTAL NUMBERS (Thousands)
SECTOR 1960/61 1961/62 1 9 6 2 / 6 3 1963/61* 1961+/65 1 9 6 5 / 6 6 1 9 6 6 / 6 7 1967/68 1968/69 1969/70

TOTAL EMPLOYMENT 6511.9 6656.9 6868.2 7085.0 7373.9 7 6 0 6 . 5 7633.6 7827.6 8051.2 8271*.7
Agriculture 3600.0 3600.0 3 6 3 2 . 0 3673.0 3751.0 3877.2 3 8 6J4 . 6 3892.1* 3961*. 9 1+01*8.3
Industry 625.6 679.0 725.9 789.7 825.0 81*1.7 81*6.7 867.3 890.7 916.1
Electricity 13.1 15.1 17.1* 17.9 1 8 . 0 18.5 18.3 18.5 2 0 . 3 22.8
Construction 166.0 263.0 315.7 331*. 2 31*5.2 328.0 307.6 259.8 338.0 387.9
TOTAL COMMODITY SECTOR 1+1+01+.7 1*557.1 1+691.0 1*811*.8 1*939.2 5065.1+ 5037.2 5038.0 5213.9 5375.1
Transport 252.7 239.2 21+9.2 258.3 283.9 3 0 7 . 8 3 2 1 * . 5 330.1* 335.7 31+7.2
Commerce 663.0 680.9 7 0 2 . 2 719.0 729.7 7 5 2 . 5 767.7 785.8 791*. 3 801.7
Services 1191.5 1179.7 1 2 2 5 . 8 1292.9 11*21.1 11*80.8 1 5 0 1 * . 2 1673.1+ 1707.3 1750.7
TOTAL SERVICES SECTOR 2107.2 2099.8 2177.2 2 2 7 0 . 2 21*31*.7 251+1.1 2596.1+ 2789.6 2837.3 2899.6( b ) sh a r e s OF MAIN SECTORS (%)

Total Employment 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Agriculture 55.3 51*. 1 5 2 . 9 5 1 . 8 5 0 . 9 5 0 . 9 5 0 . 6 1*9.7 1+9.3 1+8.9
Industry and Electricity 9.8 11.1+ 11.3
Tertiary 3U.9 37.7 39.8

(C) ANNUAL AVERAGE RATES OF GROWTH (%)
1960/61 -  61*/65 196U/65 -  1969/70 1960/61 -  1969/70

Total Employment 3.2 2 . 3 2.6
Agriculture 1.0 1 . 5 1.3
Industry and Electricity 7 . 1 2.2 1+.1+
Tertiary 5 . 3 3.2 1+.2

Notes and Source! The annual average rates of growth are computed by the researcher.
1. Agricultural employment seems to be restricted to adult males.
2. Industry includes mining, and the estimates seem restricted to employment within establishments, 

thereby excluding jobbing artisans.
3. Services include the Government but not the army.

Computed from: Arab Republic of Egypt, Ministry of Planning, Follow-Pp and Evaluation Report on the
First Five-Year Plan (1960/bl-bl*/6b), Part I,  Cairo, February 1966, p. 63; and Follow-Pp Reports for 1965-70.
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F in a lly , given a maximum p o lit ic a lly  tolerable rate o f unemployment, the employment in the services sectors (esp ecially  public services) was decided largely  as a resid u al, thus satisfy in g  the labour demand-supply balance equation.
SUMMARY AND CONCLUSIONA v ariety  o f government action s, controls, interventions, and expenditure and revenue p o licies a l l  have distrib u tion al e ffe c ts .Our concern, in th is chapter, was mainly with two major aspects* namely, the increasing direct involvement o f the Egyptian government in the so cia l and economic l i f e  of the country, and the revenue structure used to finance the expenditures.There has been a steady increase in the government expenditure in EJgypt throughout the period under study. A number o f factors led to th is sharp rise  in government expenditures, foremost among them were defense expenditures and the increasing welfare transfers. As may be seen from Table 10 the real budget d e fic it  averaged £E6l  m illion per annum fo r the period 1959/60- 1969/70; this amounted to about 21% o f average private savings during the same period. I t  i s  in  fa c t , th is government dissaving which had mainly led to the emergence o f the savings gap.Underlying increasing government dissaving were in e la s tic  tax revenues on the one hand, and ris in g  government expenditures (especially  on defense and welfare transfers) on the other. Other features of Egypt's f is c a l  p o licies was the pattern of growth of government revenue. The only tax on agricultu ral income was the land tax whose revenue stagnated throughout the period. Thus, the increase in ‘ agricu ltu ral income was v irtu a lly  exempt from any taxes. Moreover, income from wages and sa la rie s up to £E250 was exempt from taxes, and fo r the following £EL00, the tax rate was only 2%. This tax
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structure, in addition to the increase in welfare transfers had 

reinforced the trend towards a rapid growth in demand, mainly for 

food as will be seen later.

The developments surveyed in this chapter also reveal something 

about the employment structure of a land-scarce economy and the response 

to a population pressure. Agriculture made a limited contribution to 

new employment because of resource constraints, institutions, low 

productivity, and the very labour-intensive technology on family 

farms. Industrialisation did not provide an immediate solution; 

despite high rates of capital formation and output growth the number of 

jobs created each year was relatively small. The initial size of the 

manufacturing sector (a sign and consequence of underdevelopment) was 

largely responsible for this state of affairs. Egypt moved from a 

stage where agriculture was dominant to the stage where the share of 

tertiary activities became very large. The long intermediate phase 

during which the growth of industry precedes that of services seems to 

have been bypassed. Egypt also departed from a pattern whereby labour 

is reallocated from agriculture to industry. Instead labour was 

reallocated from agriculture to services. The effect of these on 

economic development is likely to be different from what happens when 

labour is reallocated to industry. This is because in the service 

sector labour does not co-operate with capital and hence does not 

generate an economic surplus. The growth of services is therefore 

unlikely to contribute to economic development through external 

economics or technical progress.

However, the employment strategy had a direct bearing on the 

savings and trade gaps in at least two major ways. First, the policy 

of excess labour absorption in the industrial sector represented a 

form of unemployment subsidy and contributed to a. rise in the cost of 

industrial production and a decline in the industrial profits, thus
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tended, to reduce the in d u strial secto r's  international competitiveness, and at the same time cut into the main source of aggregate savirgs, i . e .  in d u stria l p r o fits . This w ill be discussed la te r . Secondly, the growth in government employment meant, ceter is  paribus, a net contribution to aggregate demand with zero contribution to aggregate supply of commodity output. This also had an adverse e ffe c t  on the balance o f payments.



CHAPTER 6

CHANGES IN CONSUMPTION PATTERNS IN EGYPT
This chapter evaluates the changes in patterns of consumption and standards of liv in g  in  %ypt that have been associated with the changed distribu tion  o f income. Thus, i t  examines the general pattern of private consumption; traces the changes in urban and rural con­sumption during the period in question; analyses the consumption baskets of the rural poor in  Efeypt; and f in a l ly  outlines the consumption function as i t  relates to our model.

6 .1 . THE GENERAL PATTERN OF CONSUMPTIONIn the National Accounts private consumption appears only as a residual term, and no aggregate figures on urban and rural consumption are a v ailab le . The f i r s t  f u l l  scale sample survey of household consumption was carried out by the "Central S ta t is t ic a l Committee" during the period October I 958 to November 1959. In order to eliminate seasonal variations in  the pattern of consumption, the data were collected over a period of twelve consecutive months. The sample of households used in  th is  survey was drawn from the census of dwelling u n its . The urban sector was represented by Cairo, Alexandria,Port-Said, Ism ailia , Suez and the capitals o f other governorates and counties. The rural sector included both v illa g e s  and urban suburbs.Sampling in the urban sector was carried out in two stages. The fiv e  c it ie s  mentioned above, together with the capitals o f other govemorates, were c la s s ifie d  into regions. Coinciding with the geographical boundaries of police departments, the fin a l sample being generated by means of simple random sampling within each o f these regions. In the case o f the county cap ita ls , one h a lf o f th eir number in  each governorate was chosen at random, and in  each selected capital a proportion of the households was selected a t random. The number o f
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households included in the sample covered 3»1^5 urban fa m ilie s .In the rural sector sampling was carried out in three stages.The d is t r ic t  (rlarkaz), the v illa g e  and the household. H alf of the d is tr ic ts  of each province were f i r s t  selected at random. V illages belonging to the selected d is tr ic ts  were s tr a tifie d  according to s iz e , and 2.5% o f the v illa g e s  were randomly chosen from each stratum. A proportion of households from each selected v illa g e  was then system­a t ic a lly  selected, g iving a f in a l rural sample o f 3,037 fa m ilie s , comprising 16 , 1̂-68 persons. Thus, the sample included one in every thousand ru ral households.^Sample observations were investigated and c la ss ifie d  according to income and other socio-economic ch aracteristics . The resu lts  are summarised in Table 1. In particular the table shows the percentage d istribu tion  of expenditure by size of to ta l annual expenditure in rural areas in  1953/59. The table revea.ls a very fam iliar pattern of expenditure d istrib u tio n , with the percentage expenditure on food fa l l in g , and that on durable consumer goods, services e tc . r is in g  substantially  with increases in income.Expenditure on "stimulants” ( i .e .  tobacco, tea, coffee e tc .)  showsa more complicated pattern. The proportion of to ta l expenditure devotedto stimulants increases strongly as to ta l expenditure increases up toan annual le v e l of £E100; thus indicating a high expenditure e la s t ic ity .For expenditure brackets higher than £EL00 the percentage expenditure2remains f a ir ly  constant indicating unit e la s t ic ity .The second scale sample survey o f household consumption was carried out in  196^/65. As in the f ir s t  sca le , to ta l expenditure
The Central S ta t is t ic a l Committee, Fajnily Budget Sample Survey» 
1958- 1959» Cairo, April lo 6 l, pp. 11-13•In stitu te  o f National Planning, "Report D. Wages, Incomes and Consumption in Rural Areas", op. c i t . ,  p. ^5«



TABLE 1

P a t t e r n s  o f  C o n s u m p t i o n  f o r  R u r a l  H o u s e h o l d s :  P e r c e n t a g e  D i s t r i b u t i o n  o f  E x p e n d i t u r e

F o r  D i f f e r e n t  I n c o m e  G r o u p s ,  1 9 5 8 / 5 9

A n n u a l
E x p e n d i t u r e
B r a c k e t s
( £ E )

C u r r e n t C o n s u m p t i o n G o o d s D u r a b l e
C o n s u m e r

G o o d s

S e r v i c e s

e t c .

O t h e r

E x p e n d i t u r e

---- ----

T o t a l

F o o d S t i m u l a n t s B e v e r a g e s O t h e r s T o t a l

< 2 5 7 3 . 5 1 . 4 3 . 5 7 . 9 8 6 . 3 3 . 2 2 . 5 8 . 0 1 0 0
25 - < 5 0 6 8 . 5 4 .  9 4 . 4 6 . 9 8 4 . 7 5 . 3 3 . 7 8 . 0 1 0 0
5 0 -  < 7 5 6 7 . 7 6 . 4 3 . 9 6 . 2 8 4 . 2 6 . 3 4 . 6 4 . 9 1 0 0

7 5 -< 1 0 0 6 8 . 1 7 . 0 3 . 9 5 . 6 8 4 . 6 6 . 7 5 . 1 4 .  5 1 0 0

1 0 0 - C 1 5 0 6 5 . 7 7 . 0 3 . 7 5 .  5 8 1 . 9 7 . 7 5 . 9 4 .  5 1 0 0
1 5 0 -< 2 0 0 6 3 . 4 7 . 4 3 . 6 5 . 3 7 9 . 7 8 . 6 7 . 2 4 .  5 1 0 0

2 0 0 -< 2 5 0 6 3 . 2 6 . 8 3 . 2 4 . 9 7 8 . 1 8 . 9 8 . 4 4 . 6 1 0 0
2 5 0 -< 3 0 0 6 0 . 6 6 . 7 3 . 2 4 . 9 7 5 . 4 9 . 8 9 . 6 5 . 2 1 0 0
3 0 0 -< 4 0 0 6 0 . 6 6 . 5 3 . 3 4 .  7 7 5 . 1 1 0 . 2 9 . 6 5 . 1 1 0 0
4 0 0 -< ;6 0 0 5 6 . 2 5 . 8 3 . 1 4 . 4 6 9 . 5 1 1 . 8 1 2 . 7 6 . 0 1 0 0
6 0 0 -< 8 0 0 5 4 . 1 6 . 3 2 . 9 4 .  5 6 7 . 8 1 1 . 7 1 3 . 6 6 . 9 1 0 0
8 0 0 -< 1 0 0 0 5 3 . 1 6 . 4 3 . 0 3 . 6 6 6 . 1 1 0 . 8 1 9 . 0 4 .  1 1 0 0

^  1 0 0 0 3 8 . 6 7 . 7 2 . 8 4 .  7 5 3 . 8 1 1 . 7 2 6 . 2 8 . 3 1 0 0

A l l  h o u s e h o ld s 6 3 . 0 6 . 7 3 . 5 5 . 2 7 8 . 4 8 . 6 8 . 2 4 . 9 1 0 0

S o u r c e :  B .  H a n s e n ,  A .  S e d k i ,  a n d  Y .  M o u s t a f a ,  " W a g e s ,  I n c o m e s  a n d  C o n s u m p t i o n  i n  R u r a l  A r e a s " ,
R e p o r t  D o n  E m p l o y m e n t  P r o b l e m s  i n  R u r a l  A r e a s ,  I n s t i t u t e  o f  N a t i o n a l  P l a n n i n g ,  1 9 6 5 ,  p .  4 6 .



-  281 -

rather then income was retained as the s tr a tific a tio n  variab le.The data fo r  th is  study were collected over four rounds, each starting on a d iffere n t quarterly date, in order to take account of seasonal changes in expenditure patterns. For the purpose o f the study the country was divided into three major areas: (i) urban govemorates, consisting of the ca p ita ls  o f the Egypt's 21 govemorates; ( i i )  d is tr ic t  cap ita ls (Markaz) which numbered 98 towns representing the d is tr ic t  cap itals o f the govemorates mentioned in (i) above; and( i i i )  rural areas, comprising the 4,000 v illa g e s  which were s tr a tifie d  according to v illa g e  size ; "large v illa g e s" of 1,000 or more households, and "small v illa g e s" with less than 1,000 households. The to ta l number of households comprising the sample amounted to 3,^11 (in each stage), distributed a.s follow s: 1,654 from urban governorates, 649 from d is tr ic t  cap itals and 1,108 from rural areas.The resu lt of 1964/65 family budget survey, tended to confirm the pattern of rural and urban consumption derived from the f i r s t  sample survey of 1958/59. Tables 2, 3 and 4 summarise the various 1964/65 survey resu lts fo r  both urban and rural areas.Tables 2 and 3 show that changes in to ta l expenditure are associated with changes in the proportion of expenditure devoted to food. The re la tiv e ly  high percentage of expenditure on cereals and starches in the consumption bundles of the rural poor (those with incomes of 50 Egyptian pound per annum) may be explained by the fa.ct that the proportion o f calorie intake from cereals and starchy foods is  p articu larly  high in relation  to th eir prices. However, the drop in the percentage d istribu tion  of cereals and starches in rural areas is  less sharp than that o f urban areas. An increase in the shares of meat, f is h  and eggs, milk and dairy products and fr u its  i s  noticeable in  both rural and urban areas due to the fa c t  that these are
 ̂ The Central Agency of General Mobilisation and S ta t is t ic s , "The 1964/ I 965 Family Budget Survey", op■ c i t . ,  pp. 3-6.



P e r c e n t a g e  o f  A v e r a g e  P e r  C a p i t a  E x p e n d i t u r e  o n  S e l e c t e d  F o o d  I t e m s  r e l a t i v e  t o  

P e r  C a p i t a  R u r a l  T o t a l  E x p e n d i t u r e ,  1 9 6 4 / 6 5

TABLE 2

A n n u a l  F a m i l y  
I n c o m e  B r a c k e t s

( £ E )

T o t a l
E x p e n d i t u r e  
i n  R u r a l  
A r e a s  
( £ E )

%  o f
E x p e n d i t u r e  

o n  F o o d  a n d  

B e v e r a g e s

%

C e r e a l s
a n d
S t a r c h e s

%

M e a t ,  

F i s h ,  a n d  

E g g s

%

M i l k  a n d

D a i r y
P r o d u c t s

%

F r u i t

%

< 5 0 2 5 . 1 1 7 3 . 0 2 3 . 8 1 4 . 0 6 . 7 1 . 4
5 0  -  < 1 0 0 2 6 . 6 0 7 0 . 3 2 4 . 5 1 4 . 4 6 . 6 1 . 7

1 0 0  -  <1 50 3 0 . 3 2 6 9 . 1 2 2 . 3 1 5 . 3 7 . 6 1 . 8
1 5 0  -  < 2 0 0 3 3 . 7 5 6 7 . 3 2 1 . 7 1 5 . 1 7 . 6 1 . 8
2 0 0  -  < 3 0 0 3 8 . 2 8 6 6 . 6 2 1 . 2 1 5 . 5 8 . 2 1 . 9
3 0 0  -  < 4 0 0 4 1 . 8 5 6 2 . 4 1 9 . 8 1 4 . 5 7 . 4 2 . 1
4 0 0  -  < 6 0 0 5 3 . 9 9 5 9 . 7 1 6 . 4 1 3 . 8 7 . 8 1 . 9
6 0 0  - < 1 0 0 0 5 8 . 2 7 5 4 . 7 1 3 . 7 1 3 . 5 9 . 3 1 . 9

1 0 0 0 1 0 3 . 3 2 5 7 . 0 1 0 . 6 1 7 . 7 8 . 7 2 . 6

S o u r c e :  C o m p u t e d  F r o m :  N a t i o n a l  B a n k  o f  E g y p t ,  " F o o d  C o n s u m p t i o n  i n  U n i t e d  A r a b

R e p u b l i c  ( E g y p t ) " ,  E c o n o m i c  B u l l e t i n ,  v o l .  X X I I ,  N o .  4 ,  1 9 6 9 ,  T a b l e s  V  £ V I .



TABLE 3

P e r c e n t a g e  o f  A v e r a g e  P e r  C a p i t a  E x p e n d i t u r e  o n  S e l e c t e d  F o o d  I t e m s  r e l a t i v e  t o  P e r

C a p i t a  U r b a n  T o t a l  E x p e n d i t u r e ,  1 9 6 4 / 6 5

A n n u a l  F a m i l y  
I n c o m e  B r a c k e t s  
( £ E )

T o t a l
E x p e n d i t u r e
i n
U r b a n  A r e a s  
( £ E )

% o f
E x p e n d i t u r e
o n
F o o d  a n d  
B e v e r a g e s

%

C e r e a l s
a n d
S t a r c h e s

%

M e a t ,  
F i s h ,  a n d  

E g g s

%

M i l k

a n d

D a i r y

P r o d u c t s

%

1
F r u i t

%

< 50 2 5 . 2 1 7 3 . 8 2 2 . 2 1 2 . 5 4 . 2 1 . 7
5 0  -  < 1 0 0 2 9 . 3 3 7 1 . 2 2 2 . 5 1 3 . 4 4 . 6 1 . 9

1 0 0  -  < 1 5 0 3 5 . 0 6 6 6 . 3 1 9 . 5 1 2 . 1 5 . 0 2 . 0
1 5 0  -  < 2 0 0 3 7 . 8 1 6 3 . 4 1 7 . 8 1 3 . 0 5 . 5 2 . 2
2 0 0  -  < 3 0 0 4 5 . 2 5 5 9 . 8 1 6 . 0 1 3 . 1 5 . 8 2 . 3
3 0 0  -  < 4 0 0 5 7 . 5 4 5 5 . 2 1 3 . 3 1 2 . 7 6 . 0 2 . 4
4 0 0  -  < 6 0 0 7 5 . 8 1 5 2 . 2 1 0 . 9 1 3 . 3 6 . 4 2 . 5
6 0 0  -  <  8 0 0 1 0 1 . 9 0 4 7 . 0 - 1 3 . 2 6 . 4 2 . 6
8 0 0  -  < 1 0 0 0 1 2 7 . 1 3 4 3 . 0 — 1 3 . 9 6 . 3 2 . 7

> 1 0 0 0 1 9 0 . 4 7 3 7 . 6 1 3 . 1 5 . 4 2 . 8

S o u r c e : C o m p u t e d  F r o m  : N a t i o n a l  B a n k  o f  E g y p t ,  " F o o d  C o n s u m p t i o n  i n  U n i t e d  A r a b
R e p u b l i c ( E g y p t ) '  E c o n o m i c  B u l l e t i n ,  v o l .  X X I I ,  N o .  4 ,  1 9 6 9 ,  T a b l e s  V  a n d  V I I .



TABLE 4
T n n n m e  E l a s t i c i t i e s  o f  D e m a n d  f o r  F o o d  a n d  B e v e r a g e s  i n  U r b a n(1 )

a n d  R u r a l  E g y p t ,  1 9 6 4 / 6 5

A n n u a l C e r e a l s D r y
B e a n s

M e a t , F a t s M i l k S u g a r T o t a l

I n c o m e a n d E g g s a n d a n d V e g e t a b l e s F r u i t s a n d F o o d

B r a c k e t s S t a r c h y a n d O i l s D a i r y P r o d u c t s a n d

( £ E ) F o o d F i s h P r o d u c t s B e v e r a g e s

U r b a n A r e a s

< 2 0 0 - 0 . 0 4 2 - 0 . 4 5 7 1 . 3 7 3 0 . 2 3 6 1 . 7 8 1 0 . 3 2 6 1 . 8 0 1 0 . 4 9 8 0 . 4 9 8

2 0 0 - < 6 0 0 0 . 3 0 5 0 . 4 1 1 1 . 0 2 1 0 . 3 9 9 1 . 2 1 6 0 . 5 1 1 1 . 1 9 0 0 . 5 7 9 0 . 7 1 0

6 0 0 0 . 0 7 5 - 0 . 0 2 5 1 . 0 1 5 0 . 1 4 4 0 . 9 0 1 0 . 4 4 7 1 . 1 3 4 0 . 5 9 9 0 . 6 4 1

W e i g h t e d
A v e r a g e 0 . 1 8 9 0 . 1 5 4 1 . 0 8 2 0 . 3 1 0 1 . 2 4 3 0 . 4 6 3 1 . 2 8 6 0 .  5 7 0 0 . 6 5 6

R u r a l A r e a s

< 2 0 0 0 . 6 7 3 1 .  1 2 3 1 . 1 4 7 0 . 6 4 7 1 . 4 1 5 0 . 4 7 4 1 . 4 3 6 0 . 9 7 9 0 . 7 4 7

2 0 0 - <  6 0 0 0 . 4 9 3 0 . 7 6 3 0 . 7 7 1 - 0 . 1 2 3 0 . 8 4 6 0 . 3 8 5 1 . 4 8 6 0 . 4 7 4 0 . 6 3 8

6 0 0 - 0 . 6 8 3 - 0 . 7 3 3 0 . 9 7 2 - 2 . 2 5 3 2 . 5 3 4 - 0 . 4 4 3 1 . 1 4 4 0 . 7 2 7 0 . 5 5 4

W e i g h t e d
A v e r a g e 0 . 4 5 8 0 . 7 6 7 0 . 9 2 1 - 0 . 0 3 1 . 1 8 6 0 . 3 4 8 1 . 4 6 2 0 . 6 7 4 0 . 6 7 0

N o t e  S S o u r c e : ( l )  R a w  f i g u r e s  o b t a i n e d  f r o m :  T h e  C e n t r a l  A g e n c y  f o r  P u b l i c  M o b i l i z a t i o n  a n d  
S t a t i s t i c s ,  " F a m i l y  B u d g e t  S u r v e y  1 9 6 4 / 6 5 " ,  C a i r o ,  A u g u s t  1 9 6 9 .
C o m p u t e d  f r o m  : N a t i o n a l  B a n k  o f  E g y p t ,  " F o o d  C o n s u m p t i o n  i n  U n i t e d  A r a b  
R e p u b l i c  ( E g y p t ) " ,  V o l .  X X I I ,  N o .  4 ,  1 9 6 9 ,  T a b l e  V i l l i

;ro
CO
- p -I



-  285 -considered non-essential foods, and therefore expenditure on these items increases with a r ise  in income and liv in g  standards.One can also see, from Table 4, that the income e la s t ic ity  of demand fo r  food and beverages was 0.5 fo r low income groups in urban areas in  the mid-1960s ; 0.71 fo r  medium-income groups, and 0.64 fo r high-income groups. The corresponding figures fo r  rural areas were0.75» 0.64 and 0.55 respectively. The high income e la s t ic ity  of demand fo r  dry beans, cereals and starchy food in rural areas for those with incomes le ss than £E200 contrasts sharply with the negative income e la s t ic it ie s  fo r  the same commodities fo r  those with incomes in  excess of £E600. Also, the income e la s t ic it ie s  fo r  cereals and starchy foods, dry beans, fa ts  and o ils  and vegetables are low for those earning less than £S200 in urban areas. These e la s t ic it ie s  increase fo r  those earning between £E200 and £E600 but decline fo r  the high-income groups £E(^600) in lin e  with the general trend o f income e la s t ic ity  of demand fo r  food and beverages. This tendency may be attributed to the fa c t  that these products constitute the basic diet and, consequently, spending by low-income groups on these goods does not rise proportionately with an increase in income. On the contrary, these e la s t ic it ie s  are negative fo r  cereals and starchy foods and dry beans as low-income groups channel a substantial portion of increases in  income to other food stuffs. The rise  in income e la s t ic it ie s  fo r  these foods fo r  the medium-income groups may be attributed to the substitution of some inexpensive items by more costly products in  the same food group.Ihe average income e la s t ic ity  of demand is  p articularly  high in urban areas fo r fr u its  (1 . 286); milk and dairy products (1.243); mea,t, fis h  and eggs (1.082). The corresponding figures fo r rural areas are 1.462, 1.186, 0.921. These contrast sharply with the magnitudes fo r  developed countries that are much greater.
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therefore the tendency is  fo r  the rural poor to s h ift  away from starchy roots and coarse grains as incomes grow, substituting instead "superior" foodstuffs such as meat, dairy products, and vegetables. However, these superior foodstuffs are not offered to the rural poor on comparative p rice-calo rie  terms. A "normalised" calorie basis enables comparisons to be made and shows that the degree of substitution between goods in the consumption baskets of the rural poor is  lim ited , given the prevailing pattern of re la tiv e  p rices. Data in Table 5 illu s tr a te  th is point. The table shows that i f  one hundred calo ries' worth of maize or m ille t is  taken to be the numeraire the physical rates of substitution in consumption (at any given c a lo r if ic  level) are greatly constrained, and the choice open to the rural poor is  severely reduced. That is  to say th at, given the pattern o f rela.tive prices a poor rural fam ily has to pay fo r  fo od stu ffs; there are a very lim ited number of combinations that w ill y ield  approximately the same c a lo r ific  value, given the fam ily's low income.Thus, the consumption pattern of the rural poor is  inevitably going to be cereal based. An increase in per capita real income may resu lt in the consumption of more onions, or cheap fr u it  items such as dates or melon, but i t  i s  unlikely to be associated with a major s h ift  from cereals to meat, f is h  or citrus f r u it .In general there w ill be l i t t l e  scope fo r substitution when the prime needs of the low income groups are not being fu lly  s a t is fie d . Furthermore, at low le v e ls  of income i t  seems lik e ly , given the ranking of consumer needs, that the sa tis fa ctio n  of certain prime needs is  a precondition fo r  the appearance o f other
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Table 5Comparative Price -  Calorie Terms for Selected Commodities

Commodity Money Cost of 100 Calorie Worth of the Commodity (in Millièmes)1964 1971Maize 1 1 .1M illet 1 1.1Wheat flo u r not available 1.5Beans 1.8 2.9Onions 4.3 7.0Dates 5.3 not availableGrapes 9.3 not availableBananas 8.5 9.9Buffalo meat 36.6 60.7Mutton 15.4- 22.8Rresh fis h i M 19.6Eggs - . 2^.7
Note and Sources(1) One Egyptian pound = 100 p iastre; one piastre = 10 millièmes.Computed from? Central Agency fo r  Price Planning, Levels ofN utriti on in Relation to Pr ic e s , Memo No. 12, Cairo, June 1972, pp. 23- 25.
needs. The d if f ic u lt ie s  of the marginal approach became more apparent when applied to situ ation s, which c learly  are very prevalent, in  which available commodities are excluded en tirely  from the consumer's budget.
h Professor J .  Robinson has explained the existence o f a well ordered scale of p r io ritie s  among wants or what can be called the 'hierarchy principle” , as in  the following way: "Generally speaking, wants stand in a hierarchy (though with considerable overlap at each le v e l)  and an increment in  a fam ily's rea.1 income is  not devoted to buying a l i t t l e  more of everything at the same le v e l, but to stepping down the hierarchy". See: John Robinson, The Accumula.tion of Ca.pital, The Macmillan Press L td ., London, 195^,P. 35%.
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Moreover, the concept o f a marginal rate o f substitution -  which is  basic to the theory of consumer's choice -  ceases to apply in such situ a tio n s. ^
6 .2 . DISTRIBUTION OF HOUSEHOLDS ACCORDING TO ANNUAL CONSUMPTION EXPENDITUREIn order to t r a ce the changes in  rural and urban consumption over time, i t  w ill be useful to examine the change in the frequency d istribu tion  of rural and urban households according to annual con­sumption expenditure. Tables 6, 7» 8 and 9 provide th is  data fo r  the years 1953/59 and 1965/65. The data, clearly indicates a notable change in  the frequency d istribu tion  of rural households but s lig h t  change of urban households over the period under review.This change can be evidenced from the fa c t that while the two sample distribu tions have the same modal class (see figures 1 and 2) , they d if fe r  from each other according to the degree to which the sample values of the variate cluster about the mean or spread from i t .Tables 6 and 7 and Tables 8 and 9 show that between 1958/59 and 1965/65 the proportion o f urban fam ilies fa llin g  in the expenditure class £E150-309 increased from only to 37%> whereas the proportion of rural fam ilies increased from 27% to 52%. I t  is  not ju s t if ie d , however, to compare the percentages of households in each expenditure c la ss .Figures 3 and 5 compare the frequency distributions for urban and rural households, according to annual consumption expenditure, fo r each of the years 1958/59 and 1965/65. Figure 3 shows that for 1958/59
5 See 1 D. M. Nuti, "Social Choice and the Polish Consumer", Cambridge Review, May 1971, pp. 220-221; L. L. P asin etti, "A New Theoretical Auproa.ch to the Problem of Economic Growth", P o n tificiae Acadamiae, Scientirarum Scripta Va.ria , Rome I 065, p. 63; and R. Dorfman,P. Samuels on and R. Solow',' Linear Programming and Economic Analys i s , McGraw-Hill In c ., New York/1958, p p / 25-23.



-  289 -the frequency distribu tions fo r  urban households was bi-model, suggesting that households can be c la s s ifie d  as low and high expenditure households. A d iffe re n t pattern o f expenditure d istrib u ­tion e x ists  fo r each class . The f i r s t  class included nearly 70% of the sample observations with a modal value of annual to ta l expenditure of almost £El40 per household. The second class contained nearly 30% of the households in  the sample and had a modal value o f annual to ta l expenditures amounting to nearly £E360 per household.The pattern of to ta l annual consumption expenditures fo r  the rural sector as o f 1958 was almost sim ilar to that o f the urban sector. Nevertheless, the pattern was less acute, in  the sense that the low expenditure group included nearly 92% o f sampled households. Modal values o f annual to ta l expenditures per household were £E120 and £EI336 fo r  low and high to ta l annual expenditure groups respectively .^The existence of sim ilar patterns o f d istribu tion  in 196^ is  rather more surprising (see Chart 4), since th is implies completeIfa ilu re  o f those measures undertaken to change the pattern of d istrib u tio n . The proportion o f urban households included within the high consumption expenditure bracket in I 96U was 28. 6% o f sampled households, compared to 29.2% in  1958 (see: Tables 6 and 7). This suggests that despite the eradication of most of the Egyptian c a p ita lis ts  in the 1950s there emerged another group with incomes and consumption patterns sim ilar to those o f the old group.The same pattern was also evident in the rural secto r, where the high consumption expenditure group in 196 -̂ accounted for 9*7% of sampled households, compared to 8% in 1958 (see: Tables 8 and 9)*
The reduced acuteness o f d isp a rities of the d istribu tion  o f to ta l consumption expenditure among the rural people r e la tiv e ly  to that of the urban one, may be explained at le a st in view o f the e ffe c ts  of the land reform act of 1952 as explained e a r lie r .



TABLE 6

Sampled Egyptian Urban households distributed according to total and average annual
expenditures as of 1958/59

I n c o m e  
B r a c k e t s  
( £ E )

N o .  o f  h o u s e h o l d s T o t a l  a n n u a l s x p e n d i t u r e s A v e r a g e
t o t a l
e x p e n d i t u r e  
( £ E  p e r  
h o u s e h o l d )  

- 4 +  ( l )

T o t a l P e r  c e n t T o t a l

( £ E )

P e r  c e n t

A  %
C u m u l a t i v e

F ( X 1 ) % C u m u l a t i v e

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 )

< 2 5 6 0 . 1 9 0 . 1 9 1 1 2 0 . 0 1 0 . 0 1 1 8 . 6 7
2 5 -  < 5 0 65 2 . 0 7 2 . 2 6 2 6 3 7 0 . 3 1 0 . 3 2 4 0 . 5 7
5 0 -  < 7 5 1 6 5 5 . 2 5 7 . 5 1 1 0 3 7 9 1 . 2 2 1 . 5 4 6 2 . 9 0
7 5 - < 1 0 0 2 5 1 7 . 9 8 1 5 . 4 9 2 2 1 6 7 2 . 6 0 4 . 1 4 8 8 . 3 1

1 0 0 - < 1 5 0 6 0 2 1 9 . 1 4 3 4 . 6 3 7 5 7 8 3 8 . 8 8 1 3 . 0 2 1 2 5 . 8 9
1 5 0 - < 2 0 0 512 1 6 . 2 8 ] 2 5 0 . 9 1 8 8 5 8 8 1 0 . 3 8 2 3 . 4 0 1 7 3 . 0 2
2 0 0 - < 2 5 0 3 5 6 1 1 . 3 2 L ; 6 2 . 2 3 7 9 8 2 6 9 . 3 6 3 2 . 7 6 2 2 4 . 2 3
2 5 0 - < 3 0 0 2 6 9 8 . 5 5 J  to 7 0 . 7 8 7 3 7 6 0 8 . 6 5 . 4 1 . 4 1 2 7 4 . 2 0
3 0 0 - < 4 0 0 3 7 7 1 1 . 9 9 8 2 . 7 7 1 3 0 0 4 1 1 5 . 2 4 5 6 . 6 5 3 4 4 . 9 4
4 0 0 - < 6 0 0 3 0 7 9 . 7 6 9 2 . 5 3 1 4 9 6 4 7 1 7 . 5 4 7 4 . 1 9 4 8 7 . 4 5
6 0 0 - < 8 0 0 131 4 .  17 9 6 . 7 0 8 9 6 7 4 1 0 . 5 1 8 4 . 7 0 6 8 4 . 5 3
8 0 0 -< 1 0 0 0 45 1 . 4 3 9 8 . 1 3 3 9 2 0 4 4 . 6 0 8 9 . 3 0 8 7 1 . 2 0

1 0 0 0 59 1 . 8 7 1 0 0 . 0 0 9 1 2 8 4 1 0 . 7 0 1 0 0 . 0 0 1 5 4 7 . 1 9

T o t a l 3 1 4 5 1 0 0 . 0 0 - 8 5 3 1 0 2 1 0 0 . 0 0 - 2 7 1 . 2 6

S o u r c e : C o l l e c t e d  a n d  C o m p u t e d  f r o m :  T h e  C e n t r a l  C o m m i t t e e  o f  S t a t i s t i c s ;  R e s e a r c h  o f  S a m p l e d  

F a m i l y  B u d g e t s  i n  t h e  E g y p t i a n  R e g i o n  1 9 5 8 / 5 9 ,  C a i r o ,  A p r i l  1 9 6 1 ,  p p .  1 9 3 - 1 9 4 .



TABLE 7

Sampled Egyptian Urban Households distributed according to total and average annual expenditure
as of 1964/65

I n c o m e  
B r a c k e t s  
( £ E )

N o .  o f  h o u s e h o l d s T o t a l  a n n u a l  e x p e n d i t u r e s  . .
A v e r a g e

t o t a l
e x p e n d i t u r e  

( £ E  p e r  
h o u s e h o l d ) 

( X 3 )

T o t a l P e r  c e n t T o t a l

( £ E )

P e r  c e n t

A %

F<y

C u m u l a t i v e

?(x3 )
% C u m u l a t i v e

( 1 ) ( 2 ) ( 3 ) ( 4 ) (5) ( 6 ) ( 7 )

< 25 10 0 . 1 1 0 . 1 1 1 9 9 0 . 0 0 0 . 0 0 1 9 . 9 0

2 5 -  < '5 0 1 1 4 1 . 2 2 1 . 3 3 4 5 9 7 0 . 1 4 0 . 1 4 4 0 . 3 2
5 0 -  < 7 5 2 0 8 2 . 2 3 3 . 5 6 1 3 1 6 5 0 . 3 9 0 . 5 3 6 3 . 2 9
7 5 -  < 1 0 0 3 3 6 3 . 6 0 7 . 1 6 2 9 4 6 8 9.87 1 . 4 0 8 7 . 7 0

1 0 0 -  < 1 5 0 1 1 1 3 1 1 . 9 2 1 9 . 0 8 1 4 1 0 7 6 4 .  15 5 .  55 1 2 6 . 7 5
1 5 0 -  < 2 0 0 13 52 1 4 . 4 8 }  to 3 3 . 5 6 2 3 7 0 1 9 6 . 9 7 1 2 . 5 2 1 7 5 . 3 1
2 0 0 -  < 2 5 0 1 1 6 2 1 2 . 4 5  f 4 6 . 0 1 2 6 1 0 3 5 7 . 6 8 2 0 . 2 0 2 2 4 . 6 4
2 5 0 -  < 3 0 0 9 6 8 1 0 . 3 7 J  M 5 6 . 3 8 2 6 6 4 7 0 7 . 8 4 2 8 . 0 4 2 7 5 . 2 8
3 0 0 -  < 4 0 0 1 4 0 4 1 5 . 0 5 7 1 . 4 3 4 8 5 1 4 3 1 4 . 2 7 4 2 . 3 1 3 4 5 . 5 4
4 0 0 -  < 6 0 0 1 3 6 9 1 4 . 6 6 8 6 . 0 9 6 6 5 0 9 2 1 9 . 5 7 6 1 . 8 8 4 8 5 . 8 2
6 0 0 -  < 8 0 0 5 7 4 6 . 1 5 9 2 . 2 4 3 2 3 7 8 4 1 1 . 5 9 7 3 . 4 7 6 8 6 . 0 3
8 0 0 - < 1 0 0 0 5 4 4 5 . 8 2 9 8 . 0 6 5 5 2 5 1 4 1 6 . 2 5 8 9 . 7 2 1 0 1 5 . 6 5
}  1 0 0 0 1 8 0 1 . 9 4 1 0 0 . 0 0 3 4 9 5 8 4 1 0 . 2 8 1 0 0 . 0 0 1 9 4 2 . 1 3

T o t a l 9 3 3 4 1 0 0 . 0 0 - 3 3 9 9 1 4 6 1 0 0 . 0 0 3 6 4 . 1 7

S o u r c e :  C o l l e c t e d  a n d  C o m p u t e d  f r o m :  T h e  C e n t r a l  A g e n c y  o f  G e n e r a l  M o b i l i z a t i o n  a n d  
S t a t i s t i c s ,  R e s e a r c h  o f  S a m p l e d  F a m i l y  B u d g e t s  i n  t h e  A r a b  R e p u b l i c  o f  E g y p t  

1 9 6 4 / 6 5 , C a i r o ,  J a n .  1 9 7 2 ,  p p .  1 8 - 2 0 .



TABLE 3

Sampled Egyptian Rural households distributed according of total and average annual expenditures
as of 1958/59

I n c o m e
B r a c k e t s
( £ E )

N o . o f  h o u s e h o l d s T o t a l a n n u a l  e x p e n d i t u r e
A v e r a g e
t o t a l
e x p e n d i t u r e  

( £ E  p e r  
h o u s e h o l d )

< V

T o t a l P e r c e n t T o t a l

( £ E )

P e r c e n t

.  «
f ( x 2 )

C u m u l a t i v e

f ( X 2 )

% C u m u l a t i v e

< 2 5 42 1 . 3 8 1 . 3 8 8 6 4 0 . 1 9 0 . 1 9 2 0 . 5 7
2 5 -  < 50 2 7 9 9 . 1 9 1 0 . 5 7 1 0 9 9 4 2 . 4 5 2 . 6 4 3 9 . 4 1
5 0 -  < 7 5 4 6 0 1 5 . 1 5 2 5 . 7 2 2 9 0 4 4 6 . 4 7 9 . 1 1 6 3 . 1 4
7 5 -  <100 4 4 2 1 4 . 5 5 4 0 . 2 7 3 9 0 2 8 8 . 7 0 1 7 . 8 1 8 8 . 3 0

1 0 0 - < 1 5 0 7 4 8 2 4 . 6 3  o 6 4 . 9 0 9 2 0 0 7 2 0 . 5 1 3 8 . 3 2 1 2 3 . 0 0
1 5 0 - < 2 0 0 4 4 3 1 4 .5 9 1  ^ 7 9 . 4 9 7 6 4 9 0 1 7 . 0 5 5 5 . 3 7 1 7 2 . 6 6
2 0 0 - C 2 5 0 2 4 6 8 .  i  o  r 8 7 . 5 9 5 4 6 0 8 1 2 . 1 7 6 7 . 5 4 2 2 1 . 9 8
2 5 0 - < 3 0 0 1 3 4 4 . 4 l ]  ^ 9 2 . 0 0 3 6 4 2 5 8 . 1 2 7 5 . 6 6 2 7 1 . 8 3
3 0 0 - < 4 0 0 127 4 .  18 9 6 . 1 8 4 3 0 1 3 9 . 5 9 8 5 . 2 5 3 3 8 . 6 9
4 0 0 - < 6 0 0 89 2 . 9 3 9 9 . 1 1 4 2 3 5 2 9 . 4 4 9 4 . 6 9 4 7 5 . 8 7
6 0 0 - < 8 0 0 18 0 . 5 9 9 9 . 7 0 1 2 7 3 7 2 . 8 4 9 7 . 5 3 7 0 7 . 6 1
8 0 0 - ( 1 0 0 0 4 0 . 1 4 9 9 . 8 4 3 4 6 6 0 . 7 7 9 8 . 3 0 8 6 6 . 5 0

^  1 0 0 0 5 0 .  16 1 0 0 . 0 0 7 5 4 1 1 . 7 0 1 0 0 . 0 0 1 5 0 8 . 2 0

T o t a l 3 0 3 7 1 0 0 . 0 0 - 4 4 8 5 6 9 1 0 0 . 0 0 _ 1 4 7 . 7 0

S o u r c e : C o l l e c t e d  a n d  C o m p u t e d  f r o m :  T h e  C e n t r a l  C o m m i t t e e  o f  S t a t i s t i c s ,  R e s e a r c h  o f
S a m p l e d  F a m i l y  B u d g e t s  i n  t h e  E g y p t i a n  R e g i o n  1 9 5 8 / 5 9 ,  C a i r o ,  A p r i l  l 9 b i ,  p p .  1 9 4 - 1 9 6



TABLE 9

S a m p l e d  E g y p t i a n  R u r a l  h o u s e h o l d s  d i s t r i b u t e d  a c c o r d i n g  t o  t o t a l  a n d  a v e r a g e  a n n u a l  e x p e n d i t u r e s

a s  o f  1 9 6 4 / 6 5

I n c o m e

B r a c k e t s

( £ E )

N o .  o f  h o u s e h o l d s T o t a l  a n n u a l  e x p e n d i t u r e A v e r a g e

t o t a l
e x p e n d i t u r e  
( £ E  p e r  

h o u s e h o l d ) 
( X  )

4

T o t a l P e r  c e n t T o t a l

( £ E )

P e r c e n t

s %
F ( x 4 }

C u m u l a t i v e
F ( X |

% C u m u l a t i v e

< 2 5 12 0 . 2 7 0 . 2 7 2 3 3 0 . 0 2 0 . 0 2 1 9 . 4 2
2 5 -  < 5 0 1 2 5 2 . 7 9 3 . 0 6 4 8 2 1 0 . 4 8 0 . 5 0 3 8 . 5 7
5 0 -  <  75 2 1 8 4 . 8 7 7 . 9 3 1 3 9 9 9 1 . 3 9 1 . 8 9 6 4 . 2 2
7 5 -  < 1 0 0 3 4 4 7 . 6 8 1 5 . 6 1 3 0 4 1 2 3 . 0 3 4 . 9 2 8 8 . 4 1

1 0 0 -  < 1 5 0 1 0 0 7 2 2 . 4 8 3 8 . 0 9 1 2 6 4 7 9 1 2 . 5 9 1 7 . 5 1 1 2 5 . 6 0
1 5 0 -  < 2 0 0 8 5 0 1 8 .9 7 1  g 5 7 . 0 6 1 4 8 8 4 9 1 4 . 8 2 3 2 . 3 3 1 7 5 . 1 2
2 0 0 -  < 2 5 0 6 1 3 1 3 . 6 8 V  • 7 0 . 7 4 1 3 7 1 5 9 1 3 . 6 6 4 5 . 9 9 2 2 3 . 7 5
2 5 0 -  < 3 0 0 4 1 0 9 . 1 5 J  ^ 7 9 . 8 9 1 1 1 8 4 9 1 1 . 1 4 5 7 . 1 3 2 7 2 . 8 0
3 0 0 -  < 4 0 0 4 6 6 1 0 . 4 0 9 0 . 2 9 1 5 9 5 2 0 1 5 . 8 9 7 3 . 0 2 3 4 2 . 3 2
4 0 0 -  < 6 0 0 2 9 3 6 . 5 4 9 6 . 8 3 1 4 1 1 8 1 1 4 . 0 5 8 7 . 0 7 4 8 1 . 8 5
6 0 0 -  <  8 0 0 8 4 1 . 8 8 9 8 . 7 1 5 7 0 0 7 5 . 6 8 9 2 . 7 5 6 7 8 . 6 5
8 0 0 - < 1 0 0 0 24 0 . 5 4 9 9 . 2 5 2 1 3 4 8 2 . 1 3 9 4 . 8 8 8 8 9 . 5 0

^  1 0 0 0 3 4 0 . 7 5 1 0 0 . 0 0 5 1 4 2 3 5 .  12 1 0 0 . 0 0 1 5 1 2 . 4 4

T o t a l 4 4 8 0 1 0 0 . 0 0 1 0 0 4 2 8 0 1 0 0 . 0 0 2 2 4 . 1 7

S o u r c e :  C o l l e c t e d  a n d  C o m p u t e d  f r o m  : T h e  C e n t r a l  A g e n c y  o f  G e n e r a l  M o b i l i z a t i o n  a n d  S t a t i s t i c s ,
R e s e a r c h  o f  S a m p l e d  F a m i l y  B u d g e t s  i n  t h e  A r a b  R e p u b l i c  o f  E g y p t , 1 9 6 4 / 6 5 ,  C a i r o ,  1 9 7 2 ,  
p p .  2 1 - 2 3 .
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Empirical Frequency Functions of Egyptian Urban and Rural Households by Annual Expenditure Brackets as of 1964/65I!I
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The gap between the urban and rural sectors was found to be ever widening. Hence, annual to ta l expenditure per household for the urban sector increased from £E271 in 1958 to £E364 in  19&+, compared to £El48 and £E224 fo r  the rural sector. However, these resu lts support the hypothesis that d isp a rities of consumption expenditure d istrib u ­tion .are more acute in the rural than the urban sector. But in order to te st whether th is  s h ift  is  associated with a f a l l  (or increase) inthe overall degree of inequality o f the distribu tion  of to ta l
7consumption expenditure among the households, we need to  computegsome conventional summary measures of inequality .The inequality measures most commonly used in empirical work include« the co e ffic ie n t of v ariatio n , which attaches equal weight to transfers at d iffe re n t income le v e ls ; the standard deviation of logarithms, which attaches more weight to transfers at the lower end of the d istrib u tio n ; the in terqu artile  measures, which r e fle c t  the transfers a ffe ctin g  middle income classes ( i .e .  the middle 50% of income recipients) and the Gini co efficien t which attaches more weight to transfers in the centre o f the distribution than a,t the t a i ls .D̂ata in Table 10 show the main results of our computation of the d iffere n t summary measures of inequality fo r  the two sample d istrib u ­tions of consumption expenditures. In the lig h t  of these re su lts ,

7' Total annual expenditures, instead of incomes, are available for d iffe re n t income brackets. Regardless o f savings, to ta l annual expenditures are lik e ly  to be equivalent to income le v e ls . Total annual expenditures under the ifeyptian conditions account fo r  nearly 95% o f annual incomes.g For more discussion on these measures of inequality , see Chapter 1, section l .^ .B . ̂ See; A. B. Atkinson, "On the Movement of Inequality", Journal of Economic Theory, Vol. 2, 1970» P< 2^5 •



TABLE 10
S u m m a r y  M e a s u r e s  o f  I n e q u a l i t y  o f  C o n s u m p t i o n  E x p e n d i t u r e  D i s t r i b u t i o n

i n  R u r a l  a n d  U r b a n  E g y p t

M e a s u r e s  o f
R e l a t i v e
D i s p e r s i o n

R u r a l U r b a n

S a m p l e  d i s t r i b u t i o n
C h a n g e

S a m p l e  d i s t r i b u t i o n
C h a n g e

1 9 5 8 / 5 9 1 9 6 4 / 6 5 . 1 9 5 8 / 5 9 1 9 6 4 / 6 5

M e a n  V a l u e  ( £ E ) 1 4 7 . 7 0 2 2 4 . 1 7 + 7 6 . 4 7 2 7 1 . 2 6 3 6 4 . 1 7 + 9 2 . 9 1
S t a n d a r d  d e v i a t i o n 1 2 0 . 3 1 8 0 . 1 + 5 9 . 8 2 4 4 . 7 9 3 2 0 . 9 0 + 7 6 . 1 1
C o e f f i c i e n t  o f  V a r i a t i o n 0 . 8 1 0 . 8 0 -  0 . 0 1 0 . 9 0 0 . 8 8 -  0 . 0 2

S t a n d a r d  d e v i a t i o n s  o f 0 . 3 7 0 . 3 4 -  0 . 0 3 0 . 4 1 0 . 2 6 -  0 . 1 5

l o g .
I n t e r q u a r t i l e  R a t i o 0 . 9 7 0 . 9 1 -  0 . 0 6 1 . 1 4 1 . 1 2 -  0 . 0 2

G i n i  C o e f f i c i e n t 0 . 3 7 0 . 3 5 -  0 . 0 2 0 . 4 1 0 . 3 8 - 0 . 0 3



TABLE 11
T - t e s t  A p p l i e d  t o  

D i f f e r e n c e

t h e  D i f f e r e n c e  o f  M e a n s  o f  t h e  U r b a n  S e c t o r  ( 1 9 5 8  £ 1 9 6 4 ) ;  

o f  M e a n s  o f  R u r a l  S e c t o r  ( 1 9 5 8  E  1 9 6 4 ) ;  a n d  t o  t h e  G a p  

b e t w e e n  t h e  R u r a l  a n d  U r b a n  S e c t o r s .

S t a t i s t i c a l
H y p o t h e s i s

D i f f e r e n c e

o f
M e a n s

( * i - s j  > 

( £ E )

V a r i a n c e  o f  

t h e  d i f f e r e n c e  

i n  s a m p l e  

m e a n s

S 2 ( x . - x  . )
1 J

S ( x . - x  . )  
1 J

D e g r e e s

o f
F r e e d o m  

d .  f .

T S i g n i f i c a n c e

u r u 2 = ° 1 2 3 . 5 6 0 . 0 0 7 7 0 . 0 8 8 6 1 8 0 1 4 0 4 . 0 9 s i g . a t o  0 . 0 0 5

V u 4 ' °
4 7 . 0 9 0 . 0 0 7 7 0 . 0 8 8 7 6 2 3 5 3 5 . 1 1 "  0 . 0 0 5

U 3 “ U 2 = 0
2 1 6 . 4 7 0 . 0 0 2 8 0 . 0 5 3 1 2 3 6 9 4 0 8 4 . 3 3 "  0 . 0 0 5

V U 4 = °
1 4 0 . 0 0 0 . 0 0 2 8 0 . 0 5 3 1 3 8 1 2 2 6 4 1 . 5 0 "  0 . 0 0 5

u  - u  = 0 9 2 . 9 1 0 . 0 0 7 3 0 . 0 8 5 1 2 4 7 7 1 0 9 3 . 0 5 "  0 . 0 0 5

U 4 - U 2= 0 7 6 . 4 7 0 . 0 0 3 2 0 . 0 5 7 7 5 1 5 1 3 4 1 . 5 8 "  0 . 0 0 5

o
>

II o 1 6 . 4 4 0 . 0 1 0 5 0 . 1 0 2 1 9 9 9 2 1 6 1 . 1 8 "  0 . 0 0 5
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one could say that the s h ift  in the frequency d istribu tion  o f consumption expenditures in Egypt between 1958/59 and I 964/65 has been associated with a s lig h t f a l l  in  the overall degree o f inequality of the d istribu tion  o f to ta l consumption. Yet i t  should be noted that while the d istribu tion  shifted to the rig h t, i t  remained highly peaked and p o sitively  skewed with a long t a i l  to the r ig h t.Differences of means / F .e . (x. -  x -)  for i  / j7 , in addition

1  jto the size  of the gap between the urban and rural sector (D), were s t a t is t ic a l ly  investigated and the results are presented in Table 11.The differences in average annual total expenditures of urban households in  1958/59 and 1965/65 /T. e. (x^ -  Xyj /f and average annual to ta l expenditures of rural households in 1958/59 and 1964/65 /T .e . (x2 “  were s t a t is t ic a l ly  s ig n ifica n t a.t the 0.005 le v e l.However, th is resu lt does not necessarily imply better le v e ls  o f liv in g , since prices during the period 1958-1965, were subject to noticeable in flation ary e ffe c ts .Also, differences of average to ta l expenditures o f rural and urban sectors (x  ̂ -  x2) , (x-̂  -  x^), (x^ -  x2) and (£^ " x^) were s t a t is t ic a l ly  investigated. A ll T-ratios were found to be s t a t is t ic a l ly  s ig n ifica n t at the 0.005 le v e l, indicating a large difference in average annual to ta l expenditures o f the urban and rural sectors both in  1958/59 and I 965/65. Thus there not only existed a large gap between the rural and urban sectors but the size of that gap increased from £E123,56 in 1958/59 to £2150 in  1965/65.This ever widening gap might be explained in terms of the government’ s economic policy, notably that o f socio-economic planning. Fbr instance, the largest share o f investments o f the F ir s t  Five Year Plan (1960/6I - I 965/65) was vised to execute projects located within
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or nearby, urban centres.^ Bridging the gap required a structural 

change in the government's socio-economic policy of planning with the 

emphasis on rural rather than urban development. However, the plans 

did not allow explicitly for regional development, one of the reasons 

being the lack of regional data. The Ministry of Planning was aware 

of this deficiency and took' some steps to remedy the situation. Two 

reports surveying the basic features of growth in the governorates 

over the period 1964/65 to 19 6 7 / 6 8 were issued in December I968 and 

December 1 9 6 9 ,"^ and. it will be fruitful to evaluate the data in 

these two reports.

Here we investigate the causes of variations in consumer

spending between different govemorates and the pattern of income

1 ?distribution among governorates.

The available regional data did not support the hypothesis of a 

decreasing marginal propensity to consume, at least within the range 

of observed disposable income per head, and we may safely assume that 

consumption is linearly related to disposable income. Secondly, the 

data did show no evidence that the consumption relation shifts due to 

the degree of urbanisation. In other words, the available data did 

not support the hypothesis that the intercept term in the consumption 

function is affected by the degree of urbanisation.

Thirdly, the marginal propensity to consume in urban governorates 

was significantly higher than the marginal propensity to consume in 

rural governorates. This divergence could be explained by a stronger 

demonstration effect and more varied needs in urban areas as compared

Ministry of Hanning, Follow-up Report 1 9 6 5/6 6 , Cairo, 196?.-| "1 #
Ministry of Planning, The Basic Features of Regional Growth in 
Egypt, December I9 6 8, December l9o9> Cairo. In what follows this 
report will simply be referred to as the Second Report.

12 For full investigation, see Appendix 5»
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to  rural areas. Therefore we may conclude that consumption per head was reasonably well defined as a lin e a r function o f per capita disposable income, that consumption was higher in urban governorates than i t  was in  rural govemorates (and consequently saving was lower) due to a higher propensity to consume, and that a.utonomous consump­tio n , i . e .  the intercept term in the consumption function, did not a ffe c t  by the degree of urbanisation. Also, Egypt's regional data provided no evidence of decreasing marginal propensity to consume as income increased.The income distribu tion  between d ifferen t governorates did not change much between the years 1964/65 and 1966/67, tu t comparing 
1967/68 to 1964/65 i t  appears that the inequality increased in the lower income govemorates but narrowed between the higher income governorates, namely: Alexandria and Cairo.These findings are somewhat surprising since they c o n flic t  with the current observation o f the concentration of economic a c tiv it ie s  in  few big urban centres, p articularly  Cairo and Alexandria. I t  is  true that the pattern o f urbanisation in developing countries generates slums in the big c it ie s , where the way and standard of liv in g  are not d iffere n t from those in  rural underdevelopment areas. This could, partly , ju s t ify  the low estimated values of the concentration r a t io s .1-̂  But we s t i l l  think that these findings are very surprising, which leads us to question the r e lia b il it y  o f the data used.
6 . 3. THE CONSUMPTION BASKETS OF THE RURAL POOR IN EGYPTIn th is  section, we attempt to sketch a p ro file  o f rural poverty. The physical composition of consumption baskets for the
^  The estimated ratios fo r  IQ64/65, 1966/67 end IQ67/68 were 0.158; 0.158; O.169 respectively. See Appendix 5»



rural poor in Egypt can be obtained d ire ctly  from the f i r s t  fam ily budget survey carried out in 1968/59. This survey shows the per capita purchases fo r each good in each expenditure class . The two lowest expenditure brackets, <£E25 and £E$50 per annum, are generally considered to comprise the bulk of Egypt's rural population, namely the "landless peasants" and the "poor peasantry".Ihe relevant figures relatin g  to the physical composition of subsistence bundles fo r  the rural poor, as revealed by the fam ily budget data of 1958/59» are presented in Table 12. Comparing these figures with the "Food and Agriculture Organisation" estimate o f a minimum d ie t under Egyptian conditions reveals a wide gap.In order to be able to compare the calorie-protein contents of the subsistence bundles fo r  the rural poor, with the recommended minimum protein-calorie requirements fo r working people, we have calculated the subsistence consumption levels of the rural poor fa llin g  in  the expenditure class of "less than £E25 per annum". Ihe results are presented in  Table 13 . These calculations suggest that the consumption levels of the rural poor are not su ffic ie n t to meet the requirements fo r  working people:
Calorie intake Protein (in grammes)

recommendedlevels
3,00081

observed le v e l of levels deficiency 
2,026 -97^59.5 -21.5

Thus, in spite of the crudity of the empirical evidence, i t  would seem safe to conclude that those sections of the rural popula­tion fa llin g  within the lowest expenditure bracket were liv in g  below the bare subsistence minimum. Moreover, th is evidence of protein-calorie deficien cies should help to relate nutritional deficiency patterns to the socio-economic characteristics of the



TABLE 12

S u b s i s t e n c e  B u n d l e s  f o r  t h e  R u r a l  P o o r  i n  E g y p t  ( A n n u a l  p e r  c a p i t a  f i g u r e s )

C o m m o d i t i e s

Q u a n t i t i e s  c o n s u m e d  
b y  p e o p l e  i n  t h e  e x p e n d i t u r e  
b r a c k e t  o f  < £ E 2 5  p e r  
a n n u m ,  i n  1 9 5 8 / 5 9

( 1 )

Q u a n t i t i e s  c o n s u m e d  b y  
p e o p l e  i n  t h e  e x p e n d i t u r e  
b r a c k e t  o f  £ E 2 5 ^ 5 0  
i n  1 9 5 8 / 5 9

( 2 )

F o o d  £ A g r i c u l t u r e  
O r g a n i s a t i o n  e s t i m a t e s  
o f  p e r  c a p i t a  r e q u i r e m e n t s  
o f  f o o d  s t u f f s ,  i n  1 9 5 9

( 3 )

( i n  K i l o g r a m  e x c e p t  e g g s  

i n  n u m b e r )

( i n  K i l o g r a m  e x c e p t  e g g s  

i n  n u m b e r )

( K i l o g r a m  p e r  y e a r )

W h e a t 3 2 . 3 3 9 . 7 6 0 . 5
M a i z e  a n d  m i l l e t 1 0 7 . 4 1 0 9 . 0 1 4 0 . 3
F  l o u r 1 9 . 9 1 6 . 0 n .  a .
R i c e  a n d  p o t a t o e s 1 3 . 4 1 4 . 0 4 .  4
B e a n s  a n d  l e n t i l s  
M e a t ,  p o u l t r y  a n d  f i s n

5 . 9 7 . 3 2 9 . 4
6 . 7 7 . 6 4 . 8

M i l k  a n d  c h e e s e 8 . 9 1 0 . 8 1 8 . 1
E g g s 1 2 . 0 1 4 - 0 n .  a .
O n i o n s 1 0 . 7 9 . 5 1 5 . 5
T o m a t o e s 1 0 . 5 9 . 7 1 4 . 9
B u t t e r  a n d  a n i m a l  f a t 1 . 6 2 . 1 n .  a .
C i t r u s  f r u i t  a n d  d a t e s 3 . 6 5 . 3 2 9 . 7
S u g a r  a n d  m o l a s s e s 9 . 2 1 0 . 8 1 1 . 5
V e g e t a b l e  o i l s 2 . 5 2 . 3 4 . 4

S o u r c e s  a n d  N o t e : C o l u m n s  ( 1 )  a n d  ( 2 ) :  F i g u r e s  c a l c u l a t e d  f r o m :  T h e  F a m i l y  B u d g e t  S u r v e y  1 9 5 8 / 5 9 , C a i r o ,  1 9 6 1 ,p p .  3 3 2 - 3 3 3 .
C o l u m n  ( 3 ) :  e s t i m a t e s  o f  T h e  F o o d  a n d  A g r i c u l t u r e  O r g a n i s a t i o n  R e g i o n a l  O f f i c e  i n  C a i r o .

( a )  T h e  e x c e s s  o f  t h e  o b s e r v e d  a v e r a g e  a n n u a l  i n t a k e s  p e r  h e a d  o f  m e a t ,  p o u l t r y  a n d  f i s h  i n  t h e  

1 9 5 8 / 5 9  s u r v e y  o v e r  t h e  F o o d  a n d  A g r i c u l t u r e  O r g a n i z a t i o n  e s t i m a t e  o f  t h e  m i n i m u m  p e r  c a p i t a  
r e q u i r e m e n t s  o f  t h e s e  f o o d  i t e m s  i s  s u r p r i s i n g ,  s i n c e  E g y p t  i s  g e n e r a l l y  r e p o r t e d  t o  b e  o n e  

t h e  a n i m a l  p r o t e i n  d e f i c i e n t  c o u n t r i e s .  T h i s  m a y  b e  d u e  t o  a n  " o v e r s t a t e m e n t "  o f  t h e  

c o n s u m p t i o n  o f  m e a t ,  p o u l t r y  a n d  f i s h  b y  t h e  r u r a l  p o o r  a s  r e c o r d e d  i n  t h e  S u r v e y  1 9 5 8 / 5 9 .



TABLE 13
C a l o r i e - p r o t e i n  C o n t e n t s  o f  t h e  S u b s i s t e n c e  b u n d l e s  o f  t h e  r u r a l  p o o r ,

1 9 6 4 / 6 5

C o m m o d i t y  G r o u p D a i l y  C a l o r i e  

i n t a k e
D a i l y  P r o t e i n  

i n t a k e

% i n  g r a m m e s %

C e r e a l s  a n d  S t a r c h 1 4 2 0 7 0 . 1 4 2 . 5 7 1 . 4
P u l s e s 1 5 8 7 . 8 1 0 . 8 1 8 . 2
M e a t ,  f i s h  S e g g s 45 2 . 2 3 . 5 5 . 8
F a t s  a n d  o i l s 143 7 . 1 0 . 1 0 . 2
M i l k  a n d  d a i r y  p r o d u c t s 20 1 . 0 1 . 1 1 . 8
V e g e t a b l e s 17 0 . 8 1 . 1 1 . 8
F r u i t s 26 1 . 3 0 . 4 0 . 8
S u g a r  a n d  s u g a r  

p r o d u c t s 1 9 7 9 . 7 - -

T o t a l 2 0 2 6 1 0 0 . 0 5 9 . 5 1 0 0 . 0

S o u r c e : C o m p u t e d  f r o m :  T h e  F a m i l y  B u d g e t  S u r v e y  D a t a  f o r  1 9 6 4 / 6 5
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rural population.The question now is  who are the rural poor? And what are their means o f subsistence?To answer the f ir s t  oart of the question imposed above, were fe r to the employment situation  since the poor are b a sica lly  thelandless peasants and very small farmers who depend almost en tirelyiq.
o n  t h e i r  l a b o u r  f o r  s u b s i s t e n c e .  G e n e r a l l y  s p e a k i n g ,  t h e

a g r i c u l t u r a l  l a b o u r  f o r c e  c a n  b e  d i v i d e d  i n t o  t h r e e  m a j o r  c a t e g o r i e s :

»the permanent agricultural workforce, the temporary (or seasonal) labour and the openly unemployed. According to the Fourth Agricultural Census of 1961, 6 of agricultu ral labour force were family labour (landowners and members o f th eir household), 9% permanent wage labour, 
2b% temporary labour and J% unemployed.1-̂  The majority (73% in  
1961) of fam ily labour are employed on small size farms (below five  feddans), while permanent wage labour and temporary labour find employment on medium and large farms.

I h e  c a t e g o r y  " p e r m a n e n t  a g r i c u l t u r a l  l a b o u r e r s "  m a i n l y  i n c l u d e  

t h o s e  w h o  p e r f o r m  t h e  m a n u a l  o p e r a t i o n s  o n  t h e  f i e l d s .  H o w e v e r ,  o n  

l a r g e  f a r m s  t h e  c a t e g o r y  " p e r m a n e n t  w a g e  l a b o u r e r s "  i n c l u d e s  a l l  

g r o u p s  o f - s p e c i a l i s e d  a g r i c u l t u r a l  l a b o u r e r s ,  s u c h  a s  t h e  " K a l l a f "  

w h o  l o o k s  a f t e r  t h e  l i v e s t o c k ,  t h e  t r a c t o r  d r i v e r  a n d  o t h e r  f a r m  

m a c h i n e  o p e r a t o r s .

P e r m a n e n t  l a b o u r e r s  m a y  h a v e  a. l o w  s t a n d a r d  o f  l i v i n g ,  b u t  a t  

l e a s t  t h e y  a r e  m o r e  o r  l e s s  f u l l y  e m p l o y e d  t h r o u g h o u t  t h e  y e a r  a n d  

h e n c e  e a r n  a  s t e a d y  i n c o m e  a l l  t h e  y e a r  r o u n d .  N o n e t h e l e s s ,  t h e

I t  i s  b e y o n d  t h e  s c o p e  o f  t h i s  s t u d y  t o  p r o v i d e  a  p r o f i l e  o f  t h e  
e m p l o y m e n t  s i t u a t i o n  i n  r u r a l  E g y p t .  S e e ,  f o r  e x a m p l e :  B .  H a n s e n ,  

" E m p l o y m e n t  a n d  W a g e s  i n  R u r a l  E g y p t " ,  A m e r i c a n  E c o n o m i c  R e v i e w ,  

o p .  c i t . ;  a n d  I n t e r n a t i o n a l  L a b o u r  O f f i c e ,  R u r a l  E m p l o y m e n t  P r o b l e m s  

x n  t h e  U A R ,  o p .  c i t .

^  F o u r t h  A g r i c u l t u r a l  C e n s u s ,  I 96I ,  C a i r o ,  1966, T a b l e s  58.
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nature of th e ir  remunerations tend to vary a good deal from region to another and in  many cases they paid partly in kind and pertly in  cash according to the prevailing custom and trad itio n .Temporary labourers have much less of both standards of liv in g  and source of income than that of permanent labourers. So, in  a country where underemployment is  pronouncedly high,"^ and seasonal fluctuations are a permanent feature o f the demand fo r  labour, one would expect that incomes o f temporary labour must be very low. At th is  point, i t  i s  important to distinguish between two categories of temporary labourers: farm temporary labourers engaged in temporary or casual, employment in th e ir  v illa g e , and migratory or "ta ra h il"  labourers who are usually recruited in  large gangs to work outside th e ir  v illa g e , either on big estates or fo r  the maintenance of canals and other public works on a temporary or seasonal basis. I t  is  our concern here to focus on the group of "tarah il" labourers as they actu ally  represent the poorest o f the rural poor and perhaps the most neglected section of the agricultu ral labour force.H isto rica lly , the ta ra h il labour was a product of the development of capitalism  in Egyptian agriculture. The tran sitio n  from a "feu d alist" to a " c a p ita lis t"  agrarian system following the establish­ment of private land ownership in the second h a lf of the 19th century has resulted, through the p arallel processes of concentration of large ownerships and fragmentation of small ones together with rapid growth of population, in the marginalisation o f increasing members of peasants who had no claim to land and had to jo in  the ranks o f the
A majority o f private and o f f ic ia l  experts had estimated surplus labour in  the agricu ltu ral and services sector to rarge from 25/5- 40/$. See Chapter 5» footnote k j .



lan d less. The tarah il system f ir s t  began by the State recruiting gangs of peasants to work on the irrig a tio n  system under the notorious system of "corvee", forced labour. Following the abolition of corvee in  1884, a specialised group o f middlemen, "mukawel anfar", took over the resp on sib ility  of recruiting these peasants either to work on large estates or fo r  public works at certain seasons o f the year. Successive lard reform laws have enacted fo r  the benefit of ta ra h il labourers. But the gap between le g is la tio n  and r e a lit y  remained wide. As we mentioned e a r lie r , minimum wage and working hours le g is la tio n  were hardly enforced p articularly  in the 1950s . Moreover, the loose d efin itio n  of a "peasant" who is  e lig ib le  for the membership of the union led to the domination of these organisations
1 ftby middlemen, and, sometimes, even landowners rather than labourers. Thus, by 1966 the General Union of Agricultural Labourers with i t s  4,057 branches had only 37.650 labourers or 10% o f the to tal agricultu ral labour force .

. 20 F in a lly , i t  xs worth noting that of 700 labourers interviewed,18% were women, 45% were children (less than 15 years o ld ). I l l i te r a c yrate was 79% among males and 92% among females, which is  much higherthan the average fo r rural ifeypt (65% on average in I 970). Almost
17 The minimum wage le g is la tio n  o f November 1952 was primarily enacted for th e ir  benefit as i t  fixed the working day at eight hours. In 1964 Law No. 62 instituted  the right of agricu ltu ral labourers to form trade unions.18 F. Abdel-Fattah, The Contemporary V illages Between Reform and Revolution, 1952-1970, on. c i t . ,  p. 250.19 H. Hussein, "Tarahil Labourers on the New Land", A l-T aliaa ,January 1971» p. 21 (in Arabic).20 This was based on a survey o f a ta ra h il community carried out, in 1972, by the Department of Sociology, Cairo University. For d eta ils  see: Hikma.t Abuseid, "The Economic and Social Conditions of Tarahil Labourers", A l-Katib, Vol. 15, No. l 66, January 1975)(in Arabic).
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a l l  the sample population were landless and owned no livestock or any other assets. Their sole source of income wa.s th eir wage. A ty p ica l labourer joined three to four "tarah il" every year to ta llin g  110 days on average, and was unemployed for 255 days a year1. At an average monthly wage of £E7.50 and given the number of days worked, per capita income amounted to £E28 a year or £K2.30 a month. Living conditions in  the camp were "inhuman": they slept in ca ttle  sheds, had no medical care, drank muddy water and suffered from acute malnutrition. I t  i s  no wonder that many of these labourers never return to th e ir  v illa g e .
6 .4 . THE CONSUMPTION FUNCTION A. IntroductionThe relatio n  between aggregate consumption and aggregate incomegenerally termed the consumption function, has occupied a major rolein  economic thinking ever since Keynes made i t  a corner stone of histheoretical structure in the General Theory. Of a l l  the strands ofKeynesian thought his formulation o f consumption behaviour has been

21subjected to a very intensive examination and extension.For the purpose of our model, we have decided to use two alternative disaggregation of aggregate consumption. The f i r s t  divides to ta l consumption by type of consumer and by commodity in to: (a) household food consumption; (b) household non-food consumption; and (c) government consumption.The second divides to ta l non-food consumption, o f both household
R. Ferber, "Research on Household Behaviour", American Economic Review, March, 1962; D. B. Su its , The Determinants of Consumer Expenditure, A fieview of Present Knowledge in Commission on Money and Credit: Impact o f Monetary P o licy , Prentice H all, 1963; and H.G. Johnson, .Essays in Monetary Economies, George Allen and Unwin L td ., London, 1967.



-  311 -
a n d .  g o v e r n m e n t ,  i n t o :  ( a )  c o n s u m p t i o n  o f  i n d u s t r i a l  g o o d s ;  a n d

( b )  c o n s u m p t i o n  o f  s e r v i c e s .  T h a t  i s ,  f o o d  c o n s u m p t i o n  i s  c o m m o n  t o  

b o t h  c l a s s i f i c a t i o n s .

F u r t h e r m o r e ,  w h i l e  m u l t i p l e  r e g r e s s i o n  t e c h n i q u e s  a r e  u s e d  i n  

e s t i m a t i n g  t h e  p a r a m e t e r s  o f  t h e  h o u s e h o l d  a n d  g o v e r n m e n t  c o n s u m p t i o n  

f u n c t i o n s ,  a n  i n p u t - o u t p u t  a p p r o a c h  i s  u s e d  t o  e s t i m a t e  c o n s u m p t i o n  

o f  i n d u s t r i a l  g o o d s  a n d  s e r v i c e s .  T h e  h y p o t h e s i s  i s  t h a t  t h i s  l a t t e r  

r e s i d u a l  a p p r o a c h  g i v e s  a  b e t t e r  d e s c r i p t i o n  o f  t h e  p a t t e r n  o f  

c o n s u m p t i o n  b e h a v i o u r  i n  t h e  c a s e  o f  i n d u s t r i a l  g o o d s  a n d  s e r v i c e s ,  

a n d  t h e r e f o r e  p r o v i d e s  u s  w i t h  a  b e t t e r  f o r e c a s t i n g  t o o l  i n  t h e  m e d i u m  

t e r m .  W e w i l l  s t a r t  b y  d i s c u s s i n g  t h e  r e g r e s s i o n  e s t i m a t e s ,  a n d  t h i s  

w i l l  b e  f o l l o w e d  b y  a  d e t a i l e d  a n a . l y s i s  o f  t h e  i n p u t - o u t p u t  r e s i d u a l  

e s t i m a t e s  a n d  t h e  h y p o t h e s i s  u n d e r l y i n g  t h e m .

B . H o u s e h o l d  C o n s u m p t i o n

T h e  m i c r o  t h e o r y  o f  c o n s u m e r ' s  c h o i c e  s h o w s  d e m a n d  f o r  a  

c o m m o d i t y  a s  a  f u n c t i o n  b o t h  o f  t h e  r e l a t i v e  p r i c e  o f  t h e  c o m m o d i t y  

a n d  t h e  c o n s u m e r ' s  d i s p o s a b l e  i n c o m e .  B y  a n a l o g y  t o t a l  d e m a n d  f o r  a  

c o m m o d i t y  o r  a  g r o u p  o f  c o m m o d i t i e s  w o u l d  b e  a  f u n c t i o n  o f  r e l a t i v e  

p r i c e  a n d  a g g r e g a t e  h o u s e h o l d  d i s p o s a b l e  i n c o m e .

S t a r t i n g  f r o m  t h e  a  p r i o r i  t h e o r e t i c a l  s p e c i f i c a t i o n s  o u t l i n e d  

a b o v e  c e r t a i n  m o d i f i c a t i o n s  a r e  i n t r o d u c e d  i n  e s t i m a t i n g  t h e  h o u s e h o l d  

c o n s u m p t i o n  f u n c t i o n .  S i n c e  p o p u l a t i o n  i s  a  m a j o r  f a c t o r  a f f e c t i n g  

c o n s u m p t i o n  i n  i f e y p t  i t  i s  e n t e r e d  a s  a n  i n d e p e n d e n t  e x p l a n a t o r y  

v a r i a b l e .  F u r t h e r m o r e ,  c o n s i d e r i n g  t h e  m a j o r  c h a n g e s  i n  i n c o m e  

d i s t r i b u t i o n  w h i c h  h a v e  t a k e n  p l a c e  s i n c e  1 9 5 2 , t w o  p r o x y  v a r i a b l e s  

a r e  t e s t e d .  T h e  f i r s t  i s  a n  i n d e x  o f  t h e  r a t i o  o f  a g r i c u l t u r e  t o  

i n d u s t r i a l  w a g e  r a t e s .  T h e  h y p o t h e s i s  b e h i n d  t h i s  v a r i a b l e  i s  t h a t  

g i v e n  t h e  d i f f e r e n c e  b e t w e e n  r u r a l  a n d  u r b a n  c o n s u m p t i o n  p a t t e r n s ,  a  

f a s t e r  g r o w t h  o f  a v e r a g e  w a g e s  i n  a g r i c u l t u r e  m i g h t  f a v o u r  a  f a s t e r
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growth o f food consumption. Hie second proxy variable is  the con­ventional one, that i s ,  the ratio o f wage to non-wage incomes.Although the co efficien ts of both these variables have the rig h t sign, they are s t a t is t ic a l ly  in sig n ifica n t in explaining Egyptian household consumption functions. Therefore, these variables are consequently dropped.The functions which were f in a lly  chosen are the followings

ct  = + bi  ( ï5 p jt  + ci  fo°P>t + di  (to t>t
(pOp\ + C2 (p0p)t  + d2 ( t0 t^t„i+S , -uC, = a„ + br

(1 )
(2 )

where: i* i+sC and C = food and non-food (industrial and services)consumption respectively, at constant 1939/60 prices and in £E m illion .( pOp) = YP‘ P*C‘ = per capita private income (at constant 1959/60p rices, £E)= GNP -  Government Net IncomeHousehold Disposable Income )) = GNP - (Government Current Receipts + Business Retained P ro fits  ) -  Transfers)(pOp) = population size (in m illions)(to t)1 = internal terms of trade, as measuring by the ra tio  offood to in d u strial prices ( &  1959/60 = 100, an index.
C. Government ConsumptionAs was explained in an earlier chapter, a number of facto rs led to the sharp rise  in government consumption, foremost among which were defense expenditures, a.nd the increasirg d irect involvement of the government in the so cia l and economic l i f e  of the country. Such factors axe not necessarily a function of growth in  GNP. However, by
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way of sim p lification , and for lack of quantifiable variables toexplain the growth in government consumption, i t  is  related to GNP, The government consumption function, along with two other functions (one fo r  to ta l household consumption and the other for to ta l consumption o f both households and government) are given below.The la tte r  two functions are given primarily fo r purposes of comparisons

22

Lt -  a0 + ^  (GNP)t (3)

chct -  % + »1 (¿0

cl = a + b (GNP)t (5)

where s
g jLC , C , C = government, household, and to ta l consumption respectively.

y P - p . c .  defined as above.GNP = Gross National Product.(A ll values are at constant 1959/60 p rices, and in m illion  £E).
D. Consumption o f Industrial GoodsA major characteristic of Egypt's import substitution in d u stria lisatio n  was the balancing role played by consumption in the in d u stria l supply-demand equation. The le v e l and allocation  of investment within the in d ustrial sector and, accordingly, the supply of in d u strial goods, were determined exogenously through short and medium term plans (especially since the beginning o f the 1960s). A

A lternatively we w ill be treating government consumption and income as exogenously determined, when te stin g ,a ltern ativ e  policy designs.
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basic assumption underlying the planning of industriad, growth was that the newly established industries would f ir s t  begin by substituting fo r  imports, and then build up exports. This implies that industrial exports would be determined as 3, residu al, a fte r a l l  categories of domestic use had been s a tis fie d .In theory, th is  is  tantamount to assuming that the potential external demand curve fo r % ypt's industrial exports is  in fin ite ly  e la s t ic , which is  not an u n re a listic  assumption given the small size of these exports. However, the ex-post pattern of export behaviourwas substantially d iffe re n t. F ir s t , given the overvalued exchange

23rate , the domestic prices of the newly produced in d u strial goodswere s ig n ific a n tly  above world market prices, and th is  was detrimentalto the country's a b ility  to compete in foreign markets. Secondly,a combination of factors retarded the growth of exports. Among these
2¿!factors were the lack of experience of industrial entrepreneurs, about export markets, the inadequacy of an export infra.structure, the domestic orientation that was b u ilt into the pattern of industrial growth and poor product q u ality . As a result of this the growth in supply outstripped demand and there emerged large quantities o f in d u strial goods that were neither sold at home nor exported.In the long run, such large surpluses of industrial goods might serve as a primum mobile in  the Hirschman sense, that i s ,  they might stimulate effo rts  to promote in d u strial goods. But in the short and medium term the emergence of these surpluses led f ir s t  to the accumulation of large inventories, secondly to the dumping of some o f them on to the domestic market, and th irdly  to a slowdown in

This point w ill be returned to when discussing export functions. ^  A large number o f them were newly appointed ex-army o ffic e r s .
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production -  in that order. This third step was usually undertaken with some measure of reluctance and after a substantial time lag because of i t s  impact on employment and growth.However, what concerns us at this point is  the dumping of the excess commodities on to the domestic market. To get rid  o f some of the unwanted stocks, industrial planners used a l l  sorts of sales promotion methods, such as instalment plans, price reductions, and the l ik e . In addition, in view o f the fa ct that the in d ustrial sector was both owned and controlled by the government, some o f the accumulated stocks were d ire ctly  consumed by the government. In other words, i t  was consumption rather than exports which equated aggregate demand with aggregate supply. Therefore, a residual sp ecificatio n  of the equation fo r  consumption of industrial goods would provide an appropriate description of i t s  behavioural pattern, and an accurate tool for i t s  estim ation.The methodology used in deriving the input-output equation for to ta l ( i .e .  households + government) consumption of industrial goods is  based on the id en tity  o f the input-output row and column sums. A lgebraically:
4  - 4  + ct  + i t  + Ei - ASd = intermedia.te sales € = to ta l consumer's demand I  = investment demand E = export demand ASt = changes in stocks i  = intermediate purchases V = value-added M = 'imports T1 = indirect taxes

(6)

(both households and government)
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(The superscript i  refers to the secto r, and the subscript t  to the time period.)
The ratio  of intermediate sales o of the products of sector i ,  to V f in a l demand fo r i t  (at any time/ period) J t + A + Et (7)

And The ra tio  of intermediate purchases by sector i ,  to added in that sector (at time t) valued _
(8)

Substituting equations 7 s-rd 8 in  identity 6, we g et:
(i+4 ) ( cK +sl) - Asi. = (1+e+Kv+.) + 4  + t:t ' v t '

,  . r11*tThus:
(!■*•*) CA = (HS*)(v{:) + 4  + i f  + Asf - (1-t-f (lf®fThen: C* = —— (VÌ + -~-r- / mJ  + TÌ1 + ASj, } -  1+ -  Ext  (14-J )  t  (14- Ì )   ̂ t  t  t t j  t  t (9)
In order to sim plify as well as to standardise a l l  input-output functional sp ecificatio n s we replace the co e ffic ie n t  ̂ t ' by

(<^ci); and the co e ffic ie n t 1 by («^ci) where the second and
third le tte rs  in (a^ci) and (»^ci) refer to the name o f the variable to be estimated, and the name o f the sector respectively. Thus,

° t  ■ + “zc i ( Kt  + Tt 1 + ASh )  -  A  -  4  (9)'This equation represents the input-output sp ecificatio n  fo r aggregate consumption of industrial goods.Needless to say, the estimation of (“ -^ci) and ("^ci) requires the estimation of (d^) through the solution o f an input-output
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table for each year. The formula used for that is  

[A] * (X*) = (dj)
•where s[A] = the input-output matrix o f production c o e ffic ie n ts . X = the vector of sectoral gross output, d = the vector o f sectoral intermediate sales.As fo r ( i) * , i t  i s  derived as follows»

(i)+  = 00+ -  (v)+
With (d)^ and (i)^ derived as explained above, they would be plugged in  equation 7 and 8 and we would then be in a position to estimate the values of (°^ci) and ( ^ c i ) .F in a lly , given the estimated values of (<*^ci) and and

• • •given the values of our model's endogenous variables = V1, M1, E1and the exogenous variables = I  , AS  ̂ , t , we would be in  aposition to estimate aggregate consumption o f industrial goods,. / i .e .  C , from equation (9).
E. Consumption of ServicesA consumption function sim ilar to that fo r  industrial goods is  specified fo r  services. The ratio n al of the input-output sp ecifica­tion in the case o f services is  that the growth of ille great bulk of services output was but l i t t l e  related to ex-ante demand fo r services. However, the equation for services consumption is  much simpler than i t s  industriad, counterpart. This is  because in the case of services the terms relatin g  to exports, imports, investment and changes in stocks are excluded on the grounds that services output is  consumed domestically and is  not used for fixed or inventory investment. Accordingly, the services function becomes:
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C® = c^cs (V)® + - 2cs (T)^S (10)where:CS = to ta l consumption of services (by households, and government).
gV = value added in services sector.T153 = in d irect taxes on services.(A ll variables are at constant 1959/1900 prices).



CHAPTER 7
EGYPTIAN ECONOMIC GROWTH "An Econometric Model”

7 .1 . INTRODUCTIONThis chapter presents the sp ecificatio n  and estimation of thestructural equations of a macro-growth model,'*' with the aim ofdepicting the basic structure and structural transformation which
2took place in  ifeypt’ s economy during the period in  question.In an e a r lie r  chapter we analysed some of the general p o lic ie s  which constituted the import substitution strategy. We delineated the major roles played by those p o licies in building up the savings and trade gaps. The trade gap consisted of foodstuffs and ca p ita l goods gap; the former fed by wage and tax p o lic ie s , the la t te r  the product of investment p o lic ie s . The savings gap resulted from three d is tin c t trends: ( i)  the budget d e f ic it  cut deep into aggregate savings; ( i i )  industrial incomes policy cut into the sources of private savings; ( i i i )  the allocation  of investment to projects with a long gestation period lead to a rise  in the capital-output r a t io . While the existence o f any one of these disequilibrium might have been combated without halting growth, th eir simultaneous emergence caused the rate of growth to slow down.However, the main purpose of the import substitution strategy was to maximise growth without en tailin g much sa c rific e  on current consumption, through the assistance of external finance and a id . I t

For more d e ta ils , see Appendix 6.As a consequence of the outbreak o f the A ra l-Isra e li wax in 1967 which brought major d istortions in the behaviour o f most of the system's variables our estimates are restricted to the period 1952/53-1966/67.
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is  in th is l ig h t  that the strategy must be evaluated.One might argue that the strategy's b u ilt-in  dependence on foreign resources -was so overwhelming that the strategy had become la rge ly  self-d efeatin g  and had precipitated the slow down o f growth. Nevertheless, th is  is  not our concern here. Regardless of whether the d if f ic u lt ie s  faced by the strategy were a. d ire ct outcome o f i t s  deliberate p o lic ie s  or were reached by d efau lt, the strategy created an economic structure that was dependent on a steady and risin g  inflow of foreign resources. But the inflow of these resources decreased and became harder to obtain by the mid-1960s .Before discussing the structural equation's sp e cifica tio n s, the follow ing section attempts to explain the wa.y in which the complete model functions, i t s  underlying structural interrelations and i t s  causal ordering.
7 .2 . MODEL FUNCTIONS, STRUCTURAL INTERRELATIONS AND CAUSAL ORDERINGA revealing and compact approach to summarising the model'soperational features is  to represent i t  as an ordered arrow diagram.Such a diagra.ni combines Tinbergen's arrow diagram technique withSimon's causal ordering technique and provides an expository device3fo r  the model's structure and i t s  causal relation s. Furthermore,%th is  kind of arrow diagram is  helpful in  the planning and designing of economic p o lic ie s . I t  a ss ists  in the selection  of appropriate
3J  For a b rie f discussion o f the use o f arrow diagrams, see?B. Hansen, Lectures in Economic Theory,. Part 2, Lund; Stu d en tlitteratu r, 196?. For the idea of the causal ordering of models, see: Herbert A. Simon, "Causal Ordering and Id e n tifia b ility "  in W. C. Hood and T. 0, Koopmans (eds.) Studies in Econometric Method, New York-London, lQ53> reprinted also in Herbert A. Simon, Models o f Man, New York, 1961.
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FlGURE I

ARROW DIAGRAM OF MODEL STRUCTURE&CAUSAL ORDERINC

Notes: (1) The term parameters refers to: (i) exogenous variables; (ii) lagged endogenous variables;
and (iii) some government Controlled structural parameters and endogenous variables which 
are candidates for use as policy instruments.

(2) The general rule for the establishment of the causal ordering is: Endogenous variables of the
first order are such endogenous variables which are influenced only by parameters (or exogenous 
variables) and/or by each other mutually. Endogenous variables of the Second Order are such 
endogenous variables which are influenced only by parameters (exogenous variables) and/or 
endogenous variables of first and second orders. Third Order endogenous variables are influenced 
only by parameters (endogenous variables) and/or endogenous variables of the third and lower 
order; etc, etc.
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policy instruments to achieve assigned policy targets. However, in  th is  section we concentrate on using the diagram as a framework fo r  discussion of the model's structure. From th is  point of view, the interpretation o f the diagram is fa ir ly  straightforward. We need only to add some of the im p lic it hypotheses underlying i t .The diagram (see Figure l)  shows that net output in agricultu re, industry, and so cial overhead services is  determined by the i n i t ia l  stocks of cap ita l and the to ta l cropped area, together with some other inputs as fe r t il is e r s  in the case o f agriculture. As stated la t t e r  net output in "other services" is  influenced more by labour inputs whose size is  determined as a residu al. The sum of sectoral value-added determines GDP at factor cost and, given the structure and rates o f in d irect taxes and the balance of facto r payments abroad, GNP is  readily obtained.Capacity output is  dependent on land and cap ita l stocks at the beginning of the year, which a.re predetermined variab les. The only non-predetermined variable influencing capacity output in yean t  is  labour in other services. Nevertheless, actual output fluctuates with factors such as capacity u t ilis a t io n ,^  fe r t i l is e r s  (p o sitive), the degree of cotton pest infection (negative) as well as with other factors influencing land productivity in  agriculture. An important policy variable that a ffe cts  the aggregate value productivity in agriculture i s  the a llo catio n  of land between cotton and fo o d stu ffs . The model does not allow fo r  the assessment of the impact of cap ita l allocation  within the in d u stria l sector except in one indirect case. The sp ecificatio n  of the ca p ita l goods import function shows how a
^ There is  no sign ifica n t underutilisation o f capacity in sectors other than industry.
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r ise  in the share of the cap ital good's subsector in to ta l industrial value-ad.ded would a lle v ia te  the foreign-exchange constraint and thus contribute to growth.Once GNP i s  known then government net income is  ascertainable since th is  is  assumed to be i t .^  A lternatively , we treat both government income and expenditure as exogenously determined in order to use these government variables as policy instruments in  designing economic p o lic ie s .Disposable private income is  determined by Gross National Product together with government net income. Given such exogenous variables as population, internal terms of trade between the foodstuffs and in d ustrial sectors and the industrial after-wage surplus, disposable private income determines both foodstuffs consumption and private savings. At the same time exports o f  cotton and industrial goods and imports o f intermediate and cap ita l goods are determined by the sectoral production functions together with gross fixed  investment.Figure 1 also shows that foodstuff production i s  determined in the f i r s t  round while i t s  consumption is  determined in  the third round. Foodstuff production and consumption determine imports o f fo o d stu ffs .As foodstuff exports is  treated as an exogenous variable in the model, i t  might then be regarded as negative foodstuff imports.Once sectoral production, exports, and imports are known i t  is  possible to determine consumption of industrial goods and services by using supply-demand balance equations fo r these two sectors. These, together with foodstuff consumption, determine to ta l consumption.
5 In fa c t  the relationship between the growth in government income and in GNP is  quite loose, but we used i t  only as an indicator of the trend.
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7.3. THE STRUCTURAL EQUATION'S SPECIFICATIONS A. Model Formulatio nThe structural model w ill be f it te d  with fiv e  functions:( i)  Production function( i i )  Consumption function( i i i )  Export function(iv) Import function, and(v) Savings function.The exogenous and lagged predetermined variables are:(a) Chemical fe r t i l is e r s  used in  cotton and food production (FC and F^).00 Capital stock: in irrig a tio n  and drainage (K  ̂ ^) ; in  industry(K  ̂ ^); in  so cia l overhead services (transport and communication, housing, public u t i l i t ie s )  and in  other services (commerceand finance, government, home services) (A ll laged oney e a r .)(c) Population size (POP)(d) Internal terms of trade between the foodstuffs and industrialf/. foodstuffs nrices x> \sectors ( i .e .  = -—r-—r— .—— = t * ).' in d ustrial prices l  /(e) Indirect taxes: on in d u strial goods (T11); on services (T ); on cotton (T1C); and on capital goods (T1̂ ).(f) Changes in : industrial stocks (AST1); and in stocks o f raw cotton (ASTC).(g) Time ( t ) .(h) Foodstuffs exports (E^).( i)  Balance of payments on current account (BOP).( j)  Balance o f in v isib le  trade including net facto r payments abroad (±)/BIT).(k) Balance of net fa c to r  payments abroad (B .N .F .P .) .
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( l)  Labour* in agriculture in i n i t ia l  year (Na ); in industry in i n i t ia l  year (N^); in social overhead services in i n i t ia l  year (N^0*1); and in other services in in it ia l  year (N°S).(m) Unemployed workers counted as part o f the labour force (c iv ilia n )  (Ue ).(n) Investment in : irrig a tio n  and drainage ( l a ); in land reclamation and water control (such as the High Dam) ( i 1"™ '); in  industry ( I1); in social overhead services ( lso^ ); in other services ( I°S); and in  inventories (IV).(o) Imports of consumer goods (M°). ci(p) Im p licit price d eflato r fo r  in d u strial value-added (Pa ) ; world market prices, as represented by U .S . in d u strial wholesale price index (PW); and the price of foreign exchange (r) .The endogenous variables of the model are:1 .  ) Value-added in : cotton sector (Vc) ; foodstuffs sector (V1);the agricu ltu ral sector (Va ); the in d ustrial sector (mining,manufacturing, e le c tr ic ity , and construction) (V1); so cia lsohoverhead services (V ); other services (commerce, finance, government) (V°S ); and in services sector (Vs ).2 .  ) Gross Domestic Product (at fa cto r  cost) (GDP).3 .  ) Gross National Product (GNP). 

k . ) Total indirect taxes (T1).
5 .  ) Net government income (Y®).
6.  ) Private income ( i .e .  household disposable income + undistributedindustria-1 p rofits) (YP).7 .  ) Consumption: of foodstuffs (C ); of in d ustrial goods (C ); ofservices (CS); of industrial goods and of services by household by government (Cg ); and to ta l consumption (C).
8.  ) Private savings ( i .e .  household and business savings) (Sp);
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government budget (current) savings (Sg ); and to ta l savings (S).9 .)  Industrial after-wage surplus ( i .e .  in d u strial value added -  to ta l industrial wages) (S1) .1 0 . ) Exports of: raw cotton (EC); industrial goods (Ex); and to ta lcommodity exports (E^).1 1 . ) Imports o f: foodstuffs (l>r); intermediate goods (Mx )j capitalgoods (Mk); and to ta l imports (M).1 2 . ) Savings gap (GS); and trade gap (G^).1 3 . ) Total investment (i^ ); and to ta l gross fixed investment ( l^ ‘ ^*^‘ ). 1^.) Net cap ita l stock in : irrig a tio n  and drainage (K3 ) ; inindustry (K1) ; in so cial overhead services (KSOh); and in other services (K1 5 . ) Cropped area allocated to : cotton cultivation  (Lc); foodstuffscrops (L ); and to ta l cropped area (l ) .1 6 . ) Labour in : agriculture (Na ); industry (N1); social overheadservices (NS0^ ) ; other services (N°S); and to ta l employed labour (N6).1 7 . ) Excess capacity output in industry (Exx).1 8 . ) Industrial capacity output (V1 ,C *).A ll endogenous variables are given in constant 1959/60 prices.
B. The Genera l Features and E stimation Methods of the _Model( i)  The model is  akin to the "two-gap" models, vintage in the sense that one o f i t s  major objectives is  to project the ex-ante saving and trade gaps. Another objective is  to te st alternative strategies aiming at reducing the need for large amounts o f foreign aid .( i i )  I t  i s  completely recursive. This feature could be deduced fromthe triangular shape of the endogenous variables matrix of coefficients^The triangular matrix o f co efficien ts of the endogenous variables does not necessarily mean a corresponding triangular matrix o f pre­determined variables. This la tte r  matrix is  not triangular in the case o f our model. This fa c t  is  important fo r the selection of policy instruments to achieve certain policy targets as w ill be seen in  Chapter 9*



Figure 2Coefficients Matrix of Endogenous Variables (Structural Equations only)
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(see Figure 2). By rearranging the endogenous variables according tothe order of their in terrelatio n s, a triangular matrix o f co effic ien tsis  obtained. The fa c t that there are no non-zero entries in thematrix above the main diagonal is  indicative of the model's 7recursive nature. Below, some o f the im plications of the recursive nature o f the model w ill be analysed. We concentrate here on examining the situ ation  in the system's labour sector. The growth in labour supply mahes the attainment of f u l l  employment d i f f ic u lt  without rapid economic growth. Despite the fa ct that population grew at a compound rate of 2 .7% per annum over the period under study, the labour force increased at a rate of around 5% per annum during the same period. This discrepancy was largely  due to the rise  in the labour force participation ra te , p articularly  o f women.With a government committed to a policy of f u l l  employment, rapid growth of cap ital foimation becomes a sine qua, _non to provide employment for sharply risin g  labour supply. On the one hand large investments are required to expand the cap ita l intensive sectors, namely, industry and social overhead services. On the other hand equally large investments are required in agricultu re . to substitute fo r the scarcity of arable land and irriga tio n  water. The growth of agriculture is  of paramount importance on at least two counts: '(a) an increase in arable land would help slow down the outflow of
n This recursive sp ecificatio n  is  prompted by two fa cto rs . F ir s t , i t  f a ir ly  well describes the decision mechanisms of an economy where central planning predominates. Secondly, in a policy decision model i t  is  a major convenience since i t  allows us to follow step by step in a cause e ffe c t fashion the impact of changing the values of policy instrument variables on the target variables.
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labour from the agricu ltu ral to the services sector; and (b) an increase in agricu ltu ral output is  needed to feed the growing popula­tion and provide the country with the great bulk of i t s  exports.The Egyptian government assumed, with the aim of accelerating cap ital formation, f u l l  control of a l l  investment a c t iv it ie s  from the mid-1950s onwards. Thus, i t  was in a position to determine both i t s  le v e l and pattern o f growth. This, however, culminated in the emergence of various gaps and an excess capacity in the industrial sector. Judging from th is point of view the pattern o f investment allocation  was, ceter is  paribus, an unbalanced one.Prom the above i t  should be clear tha.t both the le v e l and the allocation  of investment are the driving forces behind the model. They are under f u l l  government control and are therefore treated in the model as exogenously determined.Now, a rapid growth of cap ita l formation in agricultu re, industryand so cia l overhead sectors (e .g . transport and communication, housing,and public u t i l i t ie s )  has two favourable e ffe c ts . F ir s t , i t  relievesthe pressures on the balance of payments through either import-substitution

0or exports. Second, i t  reduces the employment pressure on the sector referred to as "other services" whose main component i s  the government sector.There are two alternatives to cope with the employment problem.The f i r s t  i s  to opt fo r labour intensive production techniques. The second is  to expand employment opportunities in the commodity sectors by a rapid growth of cap ital formation. Egypt's import substitution strategy opted for the la tte r  altern ative . Our model i s  used to
In the early stages the acceleration in cap ita l formation might surely lead to a determination in the balance of payments i f  i t  can be achieved by importing the cap ital equipment.
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examine the consequences of th is  choice.( i i i )  The econometric methods used in estimating the model'sparameters are ordinary least-squares and the Cochrane-Orcuttqite ra tiv e  technique. In view of the model's pure recursiveness i t  was not f e l t  necessary to use other simultaneous estimation procedures such as higher stage least-squares, or maximum likelihood estimators.The use of the Cochrane-Orcutt technique was used in estimating the parameters of equations where s t a t is t ic a l  tests (Durbin-Watson S ta t is t ic )  indicated autocorrelated error terms. This la tte r  problem is  frequently encountered in  policy models such as ours where a. re la tiv e ly  small number of variables are used in the functional equations.(iv) Input-Output techniques were used as a supplement to regression techniques in the estimation of the parameters of some of the structural equations. They were also used to estimate changes in these parameters over time which might have resulted from the structural changes in the economy. This combined use o f input-output and regression techniques also has the advantage o f introducing intermediate demand and the required sectoral balances between demand and supply into the model.(v) Alternative functional sp ecification s are provided for certain sectors.Although the estimated equations taken together constitute an overdetermined system, in Chapter 9 we specify two alternative determinate models which are used fo r  policy design.Now, we discuss the sp ecification s of the structural model.
9 D. Cochrane and G. H. Orcutt, "Application of Least-SquaresRegressions to Relationships Containing Autocorrelated Error Terms", Journal of the American S ta t is t ic a l Association, 44, No. 245, March
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I  Production Functions*--  ---------------- -A. AgricultureWe can distinguish between two main types o f agricultu ral production -  cotton and food stuffs. Output of the former is  completely homogeneous except fo r some minor variations' in  the structure of cotton output according to the length of staple. The foodstuffs sector consists of both animal and plant production the la tte r  including cereals, dry legumes, clover, sugar cane, e tc . However, for a l l  p ractica l purposes, the commodity composition o f to ta l output in th is  sector was fa ir ly  stable during the period under study, and is  not expected to change in  any s ig n ifica n t way in the near future. Furthermore, as was stated in  an e a r lie r  chapter, cereals was the dominant commodity group within that sector.The choice of explanatory variables to be used in the two agricu ltu ral production functions ( i .e .  cotton and foodstuffs) entails a b r ie f explanation of the relationship between demand and supply for agricu ltu ral fa.ctors of production.Given the major structural changes and s o c ia lis t  transformation in the agricultu ral sector of the Egyptian economy, land was the scarcest fa cto r . I t  i s ,  accordingly, the dominant factor in the agri­cultural production function. On the other hand labour was redundant. ®
Labour redundancy in agriculture could be defined as the to ta l number of workers who can be permanently removed from the agricultural labour force with no change in productive techniques and no f a l l  in agricultural output. The catch phrase here concerns the lack of change in techniques; surely, there must be some change, at le a st in the organisation o f production, i f  workers are to be removed. However, some studies on the employment problem in Egypt showed that th is problem does not manifest i t s e l f  as disguised unemployment in agriculture (defined in terms o f zero marginal productivity of labour) because the agrarian system has a lim ited a b ility  fo r  retain­ing redundant workers. Sees R. Mabro, "The Egyptian Economy, 1952-1972", op. c i t . ,  Chapter 9.
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With regard to capital there were three types of demand for investments ( i)  investment in land reclamation which was quite high given the fa c t that the country had already reached the extensive margin of arable land cultivatio n  early in the century; ( i i )  invest­ment in water control systems such as dams, barrages, canals, e tc .. . .  since agriculture is  water irrigated and not rain -fed ; ( i i i )  investments in drainage f a c i l i t ie s  as w ell as intensive use offe r t i l is e r s  to avoid a decline in land f e r t i l i t y .*Talcing the above factors into consideration we in i t ia l ly  chose f iv e  explanatory variables in  the agricultu ral production functions, namely: land, labour, ca p ita l (mainly in the form of drainage f a c i l i t i e s ) ,  water, and chemical f e r t i l is e r s . The co e ffic ie n t of the labour variable was very small in absolute value and s t a t is t ic a l ly  in sig n ifica n t in an econometric sense. Although th is  result is  not unexpected i t  might be attributable to the crudeness o f the labour se rie s , esp ecially  fo r the 1950s.11 Therefore, the labour variable was dropped from the equations.Although one might expect there to be some interaction between land and water inputs, thus necessitating the use of an interaction term, such a refinement has been omitted due to the d eficien cies in the water se rie s . The water variable was also dropped.We are therefore l e f t  with three explanatory variables, land (cropped area), capital (mainly in drainage f a c i l i t i e s ) ,  and chemical f e r t i l is e r s . Thus, the structural equations fo r  the value-added in
There is  no series fo r  agricultu ral labour fo r  the 1950s and th is  has had to be estimated from Census data. Data is  available for the 1960s .



the cotton and foodstuffs sectors are as follows»
C0RC*i V? "  al  + bl ( L ) f  +  ° 1 Lt + * !  ( F ) °  + ( D ) ; - c * (1 )OLS**, Vt  "  a 2  +  b 2 ( L > t  +  c 2

K - i >L„ +  d 2  K ( 2 )Where:
c i*and = value added in the cotton and foodstuffs sectors respectively (at constant 1959/6o prices, and in £E m illio n ).
c f*L̂ . and = cropped area allocated to the cultivation  of cotton and foodstuffs (m illions of feddans).i  = cap ita l in irrig a tio n  and drainage lagged one year (at constant 1959/60 prices, and in £E m illio n ).L = to ta l cropped area.X» and F  ̂ = value of chemical fe r t i l is e r s  used in cotton andfoodstuffs sectors (at constant I 959/6O prices, and in £E m illio n ).(D)^* * = a dummy variable which assumes the value of one fo rthe four yeans during which at le a s t one f i f t h  or more o f the cotton crop is  known to have been devoured by the cotton worm, and zero for other years of the sample period.

B. IndustryThe in d u strial sector covers mining, manufacturing, e le c tr ic ity  and construction. However, for a l l  p ractica l purposes, manufacturing is  the predominant sector within th is  group. The other three account
Means according to the Cochrane-Orcutt technique. Means according to the least-squares technique.
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fo r  an average 10% o f to ta l industrial output, mining and electricity- alone accounting fo r only 3% of th is  to ta l .Industrial output is  specified as a function of capital stock at the beginning of the period, i .e .  a fixed co e ffic ie n t production function of the Leontief type, with labour redundant. One of the reasons fo r  not including labour as an explanatory variable in the in d u strial production function is  the absence o f re lia b le  labour data fo r  the 1950s .However, given the supply of cap ita l, an important determinant of in d u strial growth i s  the extent to which in sta lle d  cap ita l capacity is  u t il is e d . Therefore, a capacity u tilis a tio n  term is  added as an additional explanatory variable, with capacity output being estimated through the peak-to-peak method.The structural equation fo r  the value-added in the industrial sector is  as follows!

C.ORC v£ = a + b (k)^_x -  E  ̂ (3)twhere: = value added in the industrial sector (at constant 1959/60 prices, and in £S m illion)= net cap ita l stock in industry, lagged one year (at constant 1959/60 prices, and in £E m illion).E1 = excess industrial capacity output ( i .e .  capacity output Xt minus actual output).
C. Services,.■ A major feature of the structure of the services sector during our period was the predominance of the government sub-sector. Over the 
1960s the tertiary  sector (housing, commerce and finance, and other services) contributed some of the output increase. Furthermore,
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the growth of government services accounted fo r the great bulk ofaggregate services growth, so that the category labelled "other 
12services", constituted about 33% o f "total services output.Determining the lim its  to services growth in Ifeypt e n ta ils  an explanation of the nature of demand fo r ca p ita l and la.bour in services, and i t s  relation to supply.Unlike industry, capital acted as less of a constraint upon thegrovrth of aggregate service output. While fo r  such service sectors ashousing and public u t i l i t i e s ,  the capital/output ratio was estimatedto be 2.65 and 2.93 respectively, fo r  government services the ratio  13was 0 .8 . J  Moreover, both housing and public u t i l i t ie s  accounted fo r only around 10% o f to ta l services during the 1960s . So, one might conclude that while cap ita l was essential fo r  some services sectors i t  acted as less of a. constraint on the growth o f aggregate services, esp ecially  in the lig h t  of the commodity composition of th is  sector as described above.On the other hand, labour supply has been an important factor in the growth of government services. With labour supply increasing at a much fa ste r  rate than labour demand, and with the government committed to a policy of f u l l  employment, th is  meant that a large 14.portion of the surplus labour was absorbed in the government sector. Given the system of national accounts, such an increase in government employment and wages is  tantamount to an increase in government

In National Income accounts th is  category is  a mixed bag, including government and commerce and among others bankers as well as pedlars, highly trained professionals as well as domestic servants. ̂ Ministry of Planning, "Follow-up and Evaluation Report on the F irst Five Year Plan", op. c i t . , p. 96.A fter the evacuation of the B ritish  troops in mid-1956 over
100,000 workers beca.me unemployed and most of them had to be hired by the government.
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services output regardless of whether the marginal productivity of th is  additional la.bour i s  negative, zero, or p o sitive .Given the existence of a large pool of excess labour and capital acted as le ss  of a constraint in the service sector, the supply of services in the short or medium term is  high e la s t ic . In the case of government services the size of the budget d e f ic it  might act as a constraint on growth. But even th is  lim it was greatly relaxed during the period under study due to large inflows of foreign resources which allowed fo r  a large budget d e f ic i t .  Of course, u ltim ately , the supply of real commodity output imposes a lim it on the extent and time horizon of government budget d e f ic it . Otherwise in fla tio n  would ensue.Accordingly, one car conclude on a priori grounds that labour and cap ital played varying roles in the growth o f output of d iffe re n t service sectors. Capital was the more dominant facto r, and perhaps the lim itin g  one in transport and communications, housing and public u t i l i t i e s ,  while labour was of greater importance in explaining the growth of output in the remaining service sectors, esp ecially  government.In our sp ecificatio n  of the services production functions, we have therefore divided to ta l services into two subsectors, according to the roles played by labour and ca p ita l in th eir growth.Hie structural equations are as followst

CORC s (V)^oh = a1 + ^  (K)®°J (*0
CORCi (V)°S = a2 + b2 ( K ) ^  + C(N)°S + (D)VOS (5)

where j
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= re a l value added in so cia l overhead sectors = re a l value added in other services sectors = real cap ital stocks in so cial overhead sectors = real capital stocks in other services sectors = labour in other services sectors = a dummy variable to allow fo r  the impact of the Suez War, precipitated by the nationalisation of the Suez Canal Company in 1958, on output.

at constant1959/60prices
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I I  C o n s u m p t i o n  F u n c t i o n s1*5As stated in an e a r lie r  chapter, two alternative disaggregations of consumption were considered. The f ir s t  divides to ta l consumption by type of consumer and by commodity into: ( i)  household food consumption; ( i i)  household non-food consumption; ( i i i )  government consumption.Ihe second divides to ta l non-food consumption, of both household and government, in to: ( i)  consumption of in d u strial goods; and ( i i)  consumption of services.The functions which were chosen are as follow s:
OLS cf -  

Lt al +  bl ■ c^ (POP)^ + i (to t)* (6)
OLS

i+s
l't ' a2 + M p§ ) + C2 t  ^ (P0P)t + d2 (tot)^ C7 )CORC 4 * a + b (GNP) (8)

I/O c1 - 
°t

(l+ B j) « t  + 1< « - i> ( 4 + 4 1 + 4s4 )  -  4 - Ei
T* 0C1 ci(v) t + a2 ci ( 4 + 4 i  + 4s4 > -  4  -  4

I/O 0s = Lt (if-® ) M l * l ( T ) f (10)
*  “i cs(v)® + “2°® (T)t.S

where: C and C are food and non-food (in du strial and services) consumption respectively, at constant 1959/60 prices, and in £E m illion .
15 See Chapter 6, section 6 .4 .
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POP 

y P .P .C .
_  P̂.V.C. _  per cap -̂ta private income, a t  constant 1959/60 p r ic e s , and in  £E.= GNP -  Government Net Income = GNP -  (government current receipts -  tran sfers)(POP) = population s iz e ; in  m illio n s .( to t)1 = in tern al terms o f trade, as measuring by the r a tio  o ffood to in d u s tr ia l prices jjr- (1959/60 = 100, an index).= government consumption )) -  a t  constant 1959/60 p r ic e s ,GNP = Gross National Product ) and in  £E m illio n .16C1 = aggregate consumption of in d u stria l goods.s 17C = to ta l consumption o f se rv ice s, by household ajid government. 'oc^t = the ra tio  o f intermediate sales of the products o f sectori ,  to f in a l  demand fo r  i t  (at time t ) .Q ^ t  = ra ^ °  intermediate purchases by sector i ,  to valueadded in  that sector (at time t ) .

&° For the methodology used in  deriving the input-output equations 17 fo r  to t a l ( i . e .  household and government) consumption o f in d u stria l goods and to ta l consumption of se rv ice s, see Chapter 6, section 6 .^ .D . and 6.*t.E.
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In the lig h t  o f our analysis presented in the next chapter, two export functions are sp ecified . One fo r  cotton, the other for in d u strial goods (manufactures and minerals). Exports o f foodstuffs are taken to he exogenously determined.An input-output equation sim ilar to the ones used fo r  consumption of in d u stria l goods and services was used to estimate cotton exports as b. residu al. This sp ecificatio n  im p lic itly  assumes in fin ite ly  e la s tic  world demand fo r Egyptian cotton. However, given the narrow range o f variation in  cotton exports, such an assumption is  not altogether u n r e a lis t ic .^The equation used in the estimation i s  as follow s:
i/Oi E* -  (Y )f + ( f C-  4 s O  (11)

= “ 1ec (V)° + - 2ec (TjC -  ASt°)where:E = cotton exportsVc = value added in cotton sector i  cx = indirect taxes on cotton cA St = changes in cotton stocks.( a ll  variables are a t  constant 1959/60 prices, and in £E m illion ).A multiple regression function was used to specify industrial exports, with in d u stria l output and an index measuring changes in the country's price competitiveness in world markets as explanatory variab les. The function is  as follow s:

III Export Functions

A sim ilar sp ecificatio n  was undertaken by Eric Thorbecke and Alfred J .  Field fo r  Argentinian exports, see: "Relationships between Agriculture, Non-Agriculture, and Foreign Trade in the Development of Argentina and Peru" in E. Thorbecke (e d .) , The Role of Ag ricu lture i n Economic Development, Columbia University Press, New York, I 9S9» pp. 165- 212.



-  3^2 -/_,d /_,U .S .\OLSi E  ̂ = a + b(V)J + c ^ ?-/ |~ -- /+ f  (D) (12)where tE1 = exports of industrial goods ) a t 00nstant„ i  , < prices, and in £EV = value added in the in d u strial sector; m illionPu -  domestic in d u stria l value added im p lic it price d eflato r (1959/60 = 100)U SP * * = U#S. general in d ustrial wholesales price index(1959/60 = 100)R = an index of the price of foreign exchange (U.S. d o lla rs) , e i •D = a dummy variable taking the value o f one fo r the years a fte r  1962/63, and zero fo r  the years before. This is  because devaluation of the Egyptian pound after the year I 962 brought about an upward s h ift  in industrial exports.F in a lly , i t  is  worth noting that for the price term, an im p licit value-added industrial price index was used instead of the domestic sales price index. Tne reason is  that while domestic sales prices were not binding to exporters, in  most cases facto r costs represented a minimum below which they would not want th eir revenues to f a l l .  Accordingly, the cost of production became the more binding price fa cto r , and since the im p lic it value added price index was more of a cost index, i t  wa,s chosen.
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In the lig h t of the supply-d.ema.nd. relations described in the next chapter, three d iffere n t functions are specified for the three import commodity groups.

IV Import Functions

A. Food ImportsAn input-output equation i s  specified fo r  food stu ffs, that isI/O = c£ + e£ -  o^mf (V)£ (13)where : = food imports E  ̂ = food exports= net food production(a ll values are at constant I 959/60 prices, and in £E m illio n .)°=̂ mf = the ra tio  of gross food output to i t s  value added.Since the net food production ( v )  variable in our model includes some non-food items such as clover, but excludes processed food, the parameter («^mf) was adjusted to take into account these two facto rs.
B. Intermediate Goods ImportsA multiple regression equation is  specified fo r intermediate goods imports with industrial net output as an explanatory variab le . Ihe equation is  as follow s:

CORC: M* = a + b (v )J + c (D)®1 (l*0where:M1 = imports of intermediate goodsV1 = industrial value addedif11 = a dummy variable which takes a value of one in I 966/67, and zero in the remaining years.( a ll  values are at constant I 959/6O prices, and in £E m illio n .)The dummy variable i s  included in the function to allow fo r  the
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sharp and sudden decline in intermediate imports as a re su lt of the foreign exchange c r is is  of the mid-1960s. Industrial value-added is  used instead of GDP or to ta l commodity output since the great hulk of imports was used in industry which, in turn, supplies other sectors with th eir requirements of intermediate g o o d s .^  The sp ecifica tio n  stated in equation (l4) vías preferred to the alternative one o f estimating intermediate imports through the use of the inverse of the input-output matrix of import co e ffic ie n ts on the grounds that for post-sample projections and even within the period under study, major changes would have taken place in  the entries o f the matrix of import co e ffic ie n ts as a resu lt of import substitution. Therefore in the absence of information relating to these changes in the input-output import c o e ffic ie n ts , we f e l t  that the econometric approach would provide a more re lia b le  forecasting to o l, given i t s  aggregative nature and our a priori reasoning about i t s  future s ta b ilit y .
C. Capital Goods Imports —  ......... — ' ' ' •There are a d iffe re n t ways o f specifying the capital goods import functions. F ir s t , by estimating cap ital imports as a residual from an input-output sectoral balance equation. From a policy design point of view th is  approach has the advantage that i t  allows fo r import substitution by entering domestic output of capital goods e x p lic it ly  into the equation. And even though i t  does not allow fo r  the foreign exchange constraint on capital goods imports, th is does not represent a problem here, since the purpose of our model is  to test alternative strategies aimed a t reducing the need fo r  large amounts of foreign aid . In other words, the extent o f foreign resource inflows is  determined
^  The import co e ffic ie n t of agriculture ( i .e .  the ratio  o f imported inputs used in agriculture to agriculture output) according to the 

1963 input-output ta b le , was less than J/., and for services i t  was around 2%. (Note that the great bulk of chemical fe r t i l is e r s  used in agriculture was supplied, increasingly so, from domestic output.)



-  3^5 -endogenously from the model, and the objective of the d iffe re n t tested policy mixes is  to minimise these inflow s.A second approach is  to use a multiple regression function with investment as the main explanatory variable, supplemented by the balance of payments (on current account) as a proxy variable for foreign exchange a v a ila b ility . This approach, however, is  inadequate in the sense that i t  does not allow e x p lic it ly  fo r  import substitution and changes in the commodity composition of investment. When proxy variables fo r  such factors are included in the equation, m u ltico llin - earity blurs the pictu re.A third approach is  to specify capital imports as a residual in a foreign exchange balance equation by putting them equal to net foreign exchange receipts -  that is  receipts from exports and foreign aid minus payments fo r  imports. This approach, does not allow fo r  import substitution in  the capital goods sector and assumes a prior knowledge o f foreign aid inflows.For the reasons mentioned above, the f i r s t  method of specifying thè ca p ita l goods import function is  preferred to the other two. In addition, since the multiple regression specifica.tion provides a summary measure of the relation between investment and ca p ita l imports, vie also included i t  here. The functions are»
I/O Mk = c^mk ( l ) t ‘S *f ' .  ^mk (V)j -  (T)^k 
OLS = a + b (l)£ *g *f ‘ + c (BOP)t

(15)
(15)

where s = imports of cap ital goods (machinery and equipment) j t . g . f «  _  to ta l gr oss fixed investment V1 = net industrial output
• TT1* = to ta l in d irect taxes on capital goods.( a ll  values are at constant 1959/50 prices, and in £E m illio n ).



a^mk
«2mk
BOP -

= the share of investment expenditure on machinery and equipment= the ra tio  o f gross cap ital output, also machinery and transport equipment, to to ta l industrial value added, balance of payments on current account.
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In specifying the savings functions we follow the d ivision  of to ta l savings into private and government budget savings. Government saving equals government income minus government expenditures, with both income and expenditures related to the growth in GNP. On the other hand, private saving i s  specified as a function of private income and the in d u strial surplus. The functions are as follow s:

V ■ Savings Functions

»CORC i f  -  ^  (GHP)t  » (16)
CORO Cf = a2 + b2 (GHP)t (17)
CORC Sp = a + b / YP \ + c is 1) + e (D)Sp

\ pop/t (18)
st  "  “ i s i  (v)t /CORC (18)

where:Y6 = government net income= government expenditure on goods and services SP = private savings (household + business savings)YP = private income (household disposable income + undistributed industrial p rofits)V1 = value-added in the in d u stria l sector.POP = population sizeS1 = the after-wage industriad, surplus (= industrial value-added -  to ta l in d u stria l wages)(D)Sp = a dummy variable which takes a value of one in I 96I/62, and zero for a l l  other years.The dummy variable is  to allow fo r  the sharp f a l l  in  private savings
* Both and Cg w ill be treated, in the course of our policy design, as exogenously determined.



in  1961/62, the year of the massive nationalisation programme. I t  prevents the sharp decline in that year's savings, which was due to factors exogenous to the model, from d isto rtin g our estimates of the parameters o f private savings.Several facto rs, such as the rise  in the share of aggregate wages in  national income and the impact of consumption lib e ra lisa tio n  p o lic ie s , could have had a dampening e ffe ct on private savings. Thus, given the country's low level of average income, one would have expected a low private savings propensity. But th is  was not in fa ct the case. The following equation confirms th is .
SP = -46.236 + 0.228 (Y); -  57.780 (F)Sp R2 = 0.897

Z (51.42) (0. 03) X (27. 18) d = 1.547
Fhrom the above equation the marginal propensity to save isestimated to be 0. 23, which is  close to 0. 26, the estimated value for

20the upper quartile o f a sample of 32 developing countries. There are two major factors that explain th is .( i)  The u tilis a tio n  of p ara-fiscal measures as an instrument fo r promoting compulsory private savings.In 1Q55/56 a "Pension and Insurance Fund" fo r  government employees and a "So cial Insurance Fund" fo r  non-government employees were established. These funds were gradually extended to cover a l l  employees and subscription to them became compulsory. Ju st over fifty- percent of the proceeds to these funds was paid by the government or other employers, the remainder accruing as deductions from the wages and sala ries of a l l  employees. In the mid-1960s a third scheme was
Sees H. B. Chenery and A. M. Strout, "Foreign Assistance and Economic Development", The American Economic Review, LVI, No. 4, Part 1 , September I 966, p. 684".
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introduced. Under th is  compulsory savings equivalent to h a lf  aday's pay (and la te r  three-quarters of a day's pay) were deducted
21from a l l  wages and s a la r ie s .Given that voluntary household savings were quite sm all, anyabsolute decline in them was n eglig ib le  compared with the compulsoryincrease. This, coupled with the fa c t  that during the decade afterthe introduction of the social insurance schemes payments f e l l  shortof receip ts, ensured that the schemes contributed to the overall

22growth of the household savings. As for the government's contribution to the so cia l insurance funds, th is  simply necessitated a change in book-keeping entries. On the other hand, the contributions of non-government employers was more in the nature of a saving tax and thus could not be considered ah addition to private savings.( i i )  The low in it ia l  wage share in the national income as a whole, and the industrial sector in p articu lar.The cross-section evidence provided by Kuznets indicates that the share of wages rise s as per capita income grows. The share of the employee's compensation is  over 55% tor countries with a per capita GDP of over $350, while i t  is  only 7̂% to r countries with income per capita of ^ (l0 0 -l9 9 ).2-̂  In the case of Efeypt, estimates fo r the la te  1950s indicate that the share of a l l  employee's compen­sation, including sa la rie s  imputed to self-employers, amounted to only one third of to ta l income, and fo r industry i t  was even lower.Such a structural phenomenon is  understandable in the lig h t  of
^  For more d e ta ils  see Chapter Ur, Section 4 .^ .pp To ascertain the relative importance of the compulsory pension and so cial insurance schemes and th eir contribution to household savings, see* F. A. Ezzat, "An Analysis of the Role of Domestic Savings in the Development Process in Efeypt, 1952-1965"» M.Sc. d issertation , Strathclyde University, Economic Department, 1975» P* 29.S. Kuznets, Modern Economic Growth: Rate Structure and Spread,Yale University Press, 1966, ppr~§0%-Uo5•
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Egypt's surplus labour which kept wages down. When the share of wages started to rise  at the beginning o f the 1960s , th is  in i t ia l  low share substantially  reduced the impact of such a rise on private savings (mainly in d u strial savings). In addition, since industry was almost wholly nationalised at the beginning of the 1q6o s , i t  ceased to pay any dividends to stockholders, with certain minor exceptions.This factor could be looked upon as one that p a rtia lly  compensated fo r the sharp rise in the above-wage payments to employees in the form of p ro fit sharing and other fringe benefits.



CHAPTER 8

CHANGES IN EGYPT'S PATTERN OF TRADE AND DEVELOPMENT
8. 1. INTRODUCTIONThe main purpose of th is  chapter is  to evaluate the changes in pattern of trade that were associated with the major changes in economic and so cial p o licies during the period 1952-1970. The chapter is  divided into sections. The f i r s t  outlines the evolution of Egypt's balance of payments. The second analyses the performance of exports. Exports of manufactured products are given special attention but are not always studied separately. This presentation ena.bles us to re la te  the behaviour of manufactured exports to the growth, d iv e rs ific a tio n , and s ta b ility  of to ta l exports. I t  also enables us to discuss economic factors and p o licies which influenced the per­formance of both in d u strial and non-industrial exports. The third section analyses some aspects of import performance. The fourth aims to undertake a s t a t is t ic a l  assessment of some aspects of the pattern of im port-substitution growth and the resulting structural change.
8 .2 . EVOLUTION OF EGYPT’ S BALANCE OF PAYMENTSDuring the 1930s, Egypt's balance of trade showed a continuing d e f ic it  of around one m illion Egyptian pounds per year. This d e f ic it  was actu ally  accommodated by exports of specie. In visib les and cap ital account item s, other than specie, were of re la tiv e ly  minor magnitude during th is period."*" However, i t  can be said that the

Tadros indicated that by th is period, many of the external assets accumulated during World War 1 had been repatriated, so that both foreign assets and external public debt were reduced. See:H. Tadros, "The Balance of Payments", in In stitu t des Pltudes Bancaires, Sérié de Conférences Données durant la  deuxième Annee, Cairo, Imprimerie Mondiale, 1956, P* 6.
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balance of payments were not a serious problem. Customs duties were raised somewhat, both fo r increased revenue and fo r  protective purposes; but except fo r  th is , trade was free of restrictio n s and controls.During the war years Egypt's trade situ ation  was changed in a number o f ways. On the one hand, shipping problems curtailed exports. This was coupled with the increasing need fo r food at home, esp ecially  to feed B ritish  troops stationed in  the country, which resulted in the re-allo catio n  of land from cotton to wheat production. Despite the general increases in  food prices the average annual value of food exported declined by around yrfo during 19^K)-19^» compared with the le v e l of the preceding fiv e  years. On the other hand the need to provide supplies to B ritish  troops raised imports by some 20% over the same period. The increase was heavily concentrated on food, drink, tobacco and mineral fu e ls . During the war years, Egypt's merchandise d e f ic it  amounted to some £E100 m illion . This d e fic it  was o ffse t by the flow o f funds into the country to finance B ritish  m ilitary expenses. Ibis flow was estimated at around £E550 millions?*Egypt emerged from the war with huge sterling balances of approximately millions.-^ In 19^5 these balances were equivalentto 80% of GNP. They were to be of v it a l  importance in financing balance of payments d e fic its  up to the la te  1950s , a fte r  which they were f in a lly  exhausted. 2
2 Ib i d . , p. 7. ̂ National Bank of Eg;ypt, Economic Bul l e t i n , Vol. 1, No. 1, 19 -̂8, p. 10.
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Table 1 presents data on the import propensities fo r  the years 
19^5 » 19^8 and 1951« I t  shows that in the years immediately a fte r the war the increase in imports amounted to around of the increase in GNP. This increase resulted from the pent-up demand created by war conditions and the shortage of domestically produced consumption goods in the immediate post-war period. The situation sta b ilised  somewhat by the year 19̂ *8. Both the average and the marginal pro­pensity to import were ju s t over 20% in 19^8 and the income e la s tic ity  of demand fo r  imports was close to one. Imports of consumer goods increased from an abnormally low war-time le v e l to approximately of private consumption spending in the period 19^8-1951« during which imports from the sterlin g  area were free . The situation prevailing under free trade during th is period is  la te r  compared with the situation that prevailed after controls were in stituted  in 1952.Having discussed the role of imports, we now turn to Egypt's exports. For the la s t  century the country's exports have been dominated by one product, cotton. Although the share of raw cotton in  to ta l exports of the country had been f a l l in g , i t  is  s t i l l  remained the commodity around which much economic a ctiv ity  revolved. The importance of cotton in to ta l exports nude the economy vulnerable to price and quantity flu ctu atio n s. The to ta l value of exports rose sharply when price, or quantity, or both, increased. This is  reflected in the 19^9-50 export figures which rose by nearly J 0% when prices rose sharply; and in I 96I ,  when exports f e l l  by 20% due to the damage of a large portion of the crop by in sects.
^ In 1907-1909 raw cotton accounted fo r 95% o f merchandise exports; in 1917-1919, 92%; in 1927-29, Ql%; 1937-39, 73^; 19^7^9, B0%. Sees Annua,! Statement of Foreign Trade, Egypt.



Table 1

Import Propensities In The Period From 1945-1951

Year Income
(Y)
£E million

Imports
(M)
£E million

M

Y

A  M 

A y

E1 Consumption
(C)

£E million

Consumer goods 
imports (Me)
£E million

Me

C

¿Me

AC
E2

1945 552 60 0.11 409 23 0.06 I
1948 718 161 0.22 } 0.61 5.6 521 71 0.14 JO. 43 7.6
1951 1016 237 0.23 j 0.26 1.1 748 102 0.14 jO. 14 1.0
Notes and Sources: Y = Gross National Product at Current market prices.

M = Imports excluding gold.
C = Total Consumption expenditures.
Me = Consumers goods imports.
E = Income elasticity of imports ¿ M  . Y

A y m
E = Elasticity of consumers goods imports with respect to total consumer 

 ̂ spending ¿Me . £
A c  Me

S.H. Abdel-Rahman, A Survey of the Foreign Trade of Egypt in the Post War Period With Special 
Reference on Its Impact on the National Economy, Ph.D. Dissertation, Faculty of Commerce,
Cairo University, 1959; and U.A.R. Department of Statistics and Census,Balance of Payments 
Statistics, Annual Statement of Foreign Trade.



-  355 -
In the early post-war years Egyptian cotton exports wereinfluenced by three fa cto rs . These were the sharp rise in the priceof cotton relative  to other crops; the small increase in domesticcotton consumption, and the large stocks of cotton accumulated duringthe war years. Daring the period 194-5-1951 annual production wassupplemented by running down large stocks and th is , together withthe tr ip lin g  of world prices, boosted export earnings. The terms oftrade improved by 80% and at th e ir  peak in 1951 > the re la tiv e  pricesof the country's exports was nearly three times the le v e l of 19*4-5•Exports of r ic e , onions, fu e l and diesel o ils  were alsos ig n ific a n t . Manufactured te x t ile  products, esp ecially  yarn,increased su b stan tia lly  in world markets as a result of the Koreanboom; whereas other export components were of minor importance during

5the early post-war years. Despite the substantial r ise  in  the volume of exports (especially cotton exports) and the improvement in the terms of trade, the growth in imports led to a s ig n ifica n t d e fic it  in  the balance of trade, as Table 2 shows. Part of th is  d e fic it  was o ffse t by the surplus in  the balance of in v is ib le  trade (derived from the A llied  Forces expenditures). As a result the d e f ic it  in the current account was £E60 m illions only over the six years period, 19^+6-1951. The ste rlin g  balances available to the country at that time made i t  possible to accommodate the current account d e f ic it , and to finance a substantial private capital outflow, as well as permitting a substantial increase in the country's holdings of other foreign assets and gold.
Department of S ta t is t ic s  and Census, Annua l Statement of Foreign Trade, Cairo, 1960-1961, pp. 370~3?1; and Ministry of the Treasury, The Budget Report fo r  the F is cal Year J uly i 960 -  June lo 6l , Cairo,i 960, p. I 36.

«5
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In v isib le  Current ItemsAfter the Second World War, Egypt's balance of payments position was strengthened by her substantial in v isib le  exports, p a rticu larly  in the form of expenditures in the country by B ritish  m ilitary forces. This item declined sharply a fte r  the revolution of 1952 and disappeared entirely in 1955» when the la s t  B ritish  troops were withdrawn from the country. During the early 1950s the Suez Canal revenue amounted to £E25~30 m illions per annum, a large part of which was remitted abroad, as dividends.
Table 2Aggregate Balance of Payments Flows

194̂6-1951

£E m illionTrade d e fic itExport Surplus of Services -19*4.5I 35. IBalance on current account Long-term cap ita l outflow -59.*4 -3*4.1Total Financing (to be financed) -93.5Reduction in sterlin g  assets Increased holdings of foreign exchange and goldIncrease in other short-term l i a b i l i t ie s  Net errors and omissions
- 159.786.44-8.6-11.6Total Financing -93.5

Sour c e ; 1. National Bank of % ypt, Economi c Bul l e tin , severalissues.2. Central Bank of Egypt, Economic Review, several issues.
The net benefit to the country's balance of payments was le ss  than h a lf  th is amount, consisting o f lo c a l expenditures made by the company, both current and cap ita l, an annual payment to the Egyptian government, plus any increase in the company's monetary assets
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retained id thin the country.After nationalisation  the f u l l  receipts remained in Egypt, with the exception o f the compensation payments to former stockholders amounting to £E& m illion per year during the years I 959- I 963 an<̂£E3 m illion in 196^. The number and size of ships crossing the Canal increased considerably and by I 966 gross receipts amounted to over £E95 m illio n s, a l l  of which remained in Egypt.A second in v is ib le  export which grew in importance during th is period was tourism. Foreign exchange receipts from th is  source amounted to £E23 m illion in 1961 and £E50 m illion in 1065.^ This is  c learly  a f ie ld  where Egypt has a great comparative advantage and a huge drive to increase tourism was made.
The Balance of Capital TransfersTable 3 represents data on the whole balance of paymentsfigures during the period 1950-1970. Export and import figuresrepresent actual receipts and disbursements as recorded by the CentralExchange Control. Although these data d iffe r  from the foreign tradereturns which are compiled fo r  customs purposes i t  is  used herebecause i t  provides an unbroken record dating back to 1950. However,i t  must be stressed that there are differences in  timing, valuation

3and coverage between the two se rie s .
Prena.tiona.lisation finances of the Suez Canal Company and th e ir  impact on the Egyptian economy are discussed in d eta il in : National Bank o f Egypt, Economic B u lle tin , Vol. IX, No. 3» 1956, pp. 223-227; U.N. Economic Developments in the Middle East, 1^55-1956, New York, 1957, PP. 101-105. ̂ National Bank of E^ypt, Economic Bulletin, Vol. XXIX, No. 1, 1976, p. 105.g In the trade returns imports are recorded c . i . f .  and exports f .o .b . ,  while in the Central Exchange Control figures a l l  transport costs are recorded under in v is ib le s . Barter transactions and passenger's baggage, as well as goods not paid fo r in the year, are not recorded in Central Exchange Control fig u re s , though they are included in trade returns. Goods on credit are recorded as and when they are paid fo r .



T a b le  3The B a la n ce  o f  Payments , 1950-1970 (£E m i l l i o n )
EE m i l l i o n s 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 I960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970E x p o r t s ,  F . o . b . 188.5 201.9 145.6 135.3 139.8 133.1 129.9 166 161 164.3 200.2 161.3 145.2 228.8 227.6 246.8 259.5 258.7 288.7 319.7 3 5 5 . 4I m p o r ts ,  F . o . b . 221.7 241.9 210. 5 165.2 150.7 190.3 192.3 217.5 214 235.3 255.2 237.8 294.2 402.6 3 9 9 . 4 413.3 410.9 413.2 369.3 418.4 517.8B a la n ce  o f  Trade - 3 3 . 2 -40 - 6 4 .9 - 2 9 .9 - 1 0 .9 - 5 7 .2 - 6 2 .4 - 5 1 .5 -53 -71 -55 -7 6 .5 -149 -1 7 3 .8 -1 7 1 .8 -1 6 6 .5 - 1 5 1 .4 - 1 5 4 .5 - 8 0 .6 -9 8 .7 -1 6 2 .4Suez Canal dues +26.2 + 26.4 + 26.6 + 29.1 +30.6 +31.8 +29.3 +24.3 + 43 + 4 4 .4 + 50.1 + 51.2 + 5 3 . 7 + 71.1 + 78.4 + 86.2 + 95.3 +4 7 . 0 _B r i t i s h  M i l i t a r y  E x p e n d itu re + 13.0 + 14.7 + 5 .8 +9 . 0 + 5 . 6 - - - - - - - - - - - _ _ _ _ _I n t e r e s t  and D i v i d e n t s  (net) -1 1 .2 - 1 2 . 5 -1 2 .1 -1 1 .1 - 1 3 .1 - 9 . 8 - 5 . 4 + 1 . 9 + 2 .8 +4 . 1 +2.1 + 1.3 - 2 . 2 - 4 . 8 - 7 . 8 - 7 . 1 - 4 . 4 - 9 . 0 - 7 . 9 - 1 1 .8 - 1 5 .3Government E x p e n d itu r e  O ther I n v i s i b l e s  (net) - 5 . 1 - 6 . 3 - 5 . 7 - 6 . 6 - 9 . 4 - 1 1 . 0 - 1 2 .9 - 1 6 .9 - 2 1 . 7 - 2 7 .9 - 2 5 .3 -3 0 .9 - 2 8 . 4 - 2 8 .3 - 3 6 . 8 - 3 5 . 5 - 3 2 .3 - 2 9 .0 - 2 8 .8 - 3 0 .  5 - 3 3 .4- 0 . 7 +2.5 - 3 . 1 + 1 .6 - 6 . 4 + 12.2 + 18.4 + 11.0 + 8 .8 + 14.4 +4.6 + 1.6 + 8 .3 + 12.9 + 14.9 + 1 2 . 9 + 17.2 +20 + 10.8 + 8 .7 + 10.4Net o f  I n v i s i b l e s 2 2 . 2 24.8 1 1 . 5 2 2 .0 7 .3 23.2 29.4 20.3 32.9 3 5 . 0 3 1 .4 23.2 3 1 .4 50.9 48.7 56.5 7 5 . 8 29.0 -2 5 .9 - 3 3 .6 - 3 8 .3BALANCE OF CURRENT PAYMENTS - 1 1 . 0 -1 5 .2 - 5 3 . 4 - 7 . 9 - 3 . 6 - 3 4 . 0 - 3 3 .0 - 3 1 .2 - 2 0 .1 - 3 6 . 0 - 2 3 .6 -5 3 .3 -1 1 7 .6 -1 2 2 .9 -1 2 3 .1 -1 1 0 .0 - 7 5 . 6 -1 2 5 .5 -1 0 6 .5 -1 3 2 .3 -2 0 0 .7(1)F a l l  in  r e s e r v e s  o f  g o ld  and f o r e i g n  exchangeNet o f  o t h e r  C a p i t a l  m o v e m e n t s ^ 9 .4 19.8 5 9 . 8 8 .6 - 3 . 1 3 1 .4 36.8 51.9 22.3 22.8 19.4 25.3 43.1 28.3 8 .7 24.1 13.9 6 9 . 2 * 3 * 21.5 + 8 .0 13.9 24.9- 3 . 6 - 4 . 6 - 2 . 0 - 0 . 4 - 0 . 3 2 .2 - 3 . 3 - 1 9 .6 1 . 5 1 1 . 4 1 1 . 1 33.9 78.5 93.7 111.1 80.9 1 0 8 . 7 ^ 1 U . 8 (3) 1 1 9 .0 i->' 181.3 <3 >BALANCE OF CAPITAL PAYMENTS 5 . 8 15.2 5 7 . 8 8 .2 - 3 . 4 3 3 . 6 3 3 . 5 32.3 2 3 .8 34.2 30. 5 5 9 . 2 121.6 122.0 119.8 105.0 78.1 130.2 119.8 132.9 206.2E r r o r s  and O m issio ns 5 . 2 0 . 0 - 4 . 4 - 0 .  3 - 0 . 2 0 . 4 - 0 . 5 - 1 . 1 - 3 . 7 1 . 8 - 6 . 9 - 5 . 9 - 4 . 0 0 .9 3 .3 5 .0 - 7 . 5 - 4 . 7 -1 3 .3 - 0 . 6 - 5 . 5
Notes and S o u r c e s : (1) I n c l u d i n g  Change in  IMF p o s i t i o n .(2) -  i n d i c a t e s  c a p i t a l  e x p o r t ,  i n c lu d e s  Suez C anal compensation paym ents,  n e t  i n c r e a s e  in  c o u n t e r p a r t  f u n d s ,  and change i n  n e t  l i a b i l i t i e s  to  Sudan.(3) I n c l u d i n g  th e  t r a n s f e r s  which were E E S m il l i o n ;  EE58.2 m i l l i o n ;  EE110.5 m . ; £E128.8 m.;  and EE145 m i l l i o n s  i n  the concern  p e r io d  r e s p e c t i v e l y .(4) As from 1963, f i g u r e s  are c a l c u l a t e d  on th e  b a s i s  o f  th e  new exchange r a t e  o f  £E1=SS2.3 i n s t e a d  o f  i$2.87.(5) From 1959-1961 R u ssia n  d e l i v e r i e s  f o r  th e  High Dam are  e x c lu d e d  from th e  import f i g u r e s  ( th e s e  d e l i v e r i e s  may amount t o  EE25 m i l l i o n ) .  T h is  i s  aconsequence o f  th e  t r a d i t i o n a l  s t a t i s t i c a l  procedure o f  n o t  r e c o r d i n g  p a r t s  o f  a d e l i v e r y  u n t i l  th e  whole d e l i v e r y  has ta k e n  p l a c e .  Because o f  theb i g  amounts in v o lv e d  t h i s  i s  a  r a t h e r  unhappy proced ure i n  t h i s  s p e c i a l  c a s e .Computed and Compiled From: N a t i o n a l  Bank o f  E g y p t ,  " Economic B u l l e t i n " ; C e n t r a l  Bank o f  E g y p t ,  " Economic Review" ,  S e v e r a l  I s s u e s
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Table 3 shows that one of the oustanding features of Egyptian foreign trade and balance of payments was the d e fic it  in  both the balance of trade and the balance of current payments during the whole period in question, with the resulting continuous depletion of foreign exchange reserves. This development led f in a l ly  to foreign exchange d if f ic u lt ie s  which became c r it ic a l  a fter 1962, with a formal depreciation of the Egyptian pound, drawings on the IMF and adjustments in domestic p o lic ie s . Behind th is  development lay an almost stagnant export volume and, simultaneously, an expanding import volume. The improvement in the terms of trade and the increasing surplus on the in v is ib le  account helped to meet part of the increase in imports, but even these favourable developments were not s u ffic ie n t to prevent a growing d e f ic it  on the balance of payments overall. Since 1955 "the d e fic its  were la rge , persistant, and ever increasing.There were strik in g  changes in the methods of financing th is  growing d e f ic i t .  Up to I 958 Egypt relied almost exclusively on her supply of foreign assets. The main component here continued to be S te rlin g , although other foreign assets played a s ig n ifica n t ro le , including those accumulated in  the early post-war period when more blocked Sterling was released to Efeypt than was needed fo r current transactions. During 1959 Sterlin g  assets continued to help finance the payments d e f ic it , although at a decreasing ra te . By the year i 960 these reserves were actu ally  exhausted, and other foreign exchange holdings continued to provide fo r  d e fic it  payments. By 

1962 these other foreign reserves were also  exhausted and thereafter the burden of accommodating the d e fic its  f e l l  upon foreign loansand grants.
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8. 3. SOME ASPECTS OF EXPORT PERFORMANCEThe export performance of Egypt's economy during the period inquestion was fa r  from sa tisfa cto ry . I f  we adjust the value of exports(for the period after the depreciation o f the Egyptian pound in 1962)to allow fo r  a s t a t is t ic a l  bias towards overstating, we find thatbetween 1953/5^ and 1966/67 real exports increased at an annualcompound rate of 2% (see Chapter 5» Table 10). This rate is  lessthan h a lf the medium rate of 5% reported for a group of 32 developing9nations, and below the lower quartile rate of 2.2%. Consequently, Egypt's share of to ta l world exports continually declined throughout the 1950s and 1960s , having reached a peak during the Korean war boom (see Table k ) . The decline from a share of 1% in 19 -̂8-19^9 to a share of 0. 3% in the 1960s is  comparable to the decline in In dia's exports, from 2.5% in 19^8 to 1% in  1965. ^  Economic recovery in Western Europe and Japan a fte r  World War I I  and the Korean boom should be taken into account in interpreting charges in Egypt's share in the late  1940s and early 1950s. These two factors operated in opposite d irection s, but since both were fortuitous i t  seems preferable to take 1952 as the base fo r  an assessment of the period. Restricting the period shown in Table ^ to I 952- I 969 does not a lte r  the q u alitative resu lt, although the f a l l  in  Egypt's share of world exports from 0. 6% in the base year to 0. 3% in I 969 i s  less dramatic than the decline cited above.
9 H. B. Chenery and A. M. Stro u t, "Foreign Assistance and Economic Development", op. c i t . , pp. 679- 733-
9 J .  N. Bhagwati and P. Desai, Ind ia , Planning fo r Industrial i s a tio n, London, 1970, Table 18.1, p. 370. ~



Table 4

E g y p t ' s  E x p o r t s  a n d  S h a r e  o f  T o t a l  V a l u e  o f  W o r l d  E x p o r t s

1 9 4 8 - 1 9 7 0

( a t  C u r r e n t  U . S .  # )

Y e a r

W o r l d
E x p o r t s
( U . S . $  m i l l i o n )

E g y p t ’ s
E x p o r t s
( U . S . $  m i l l i o n )

E g y p t ' s  S h a r e  o f  
W o r l d  E x p o r t s  

( % )

1 9 4 8 5 7 5 0 0 5 9 1 . 4 1 . 0
49 5 3 7 0 0 5 1 4 . 8 1 . 0

1 9 5 0 5 5 4 0 0 5 0 3 . 7 0 . 9
51 7 5 7 0 0 5 8 3 . 2 0 . 8

1 9 5 2 7 2 3 0 0 4 1 6 . 7 0 . 6
3 8 2 7 0 0 3 9 4 . 4 0 . 5
4 7 6 1 0 0 3 9 7 . 0 0 . 5
5 8 2 8 0 0 3 9 7 . 4 0 . 5
6 9 2 0 0 0 4 0 8 . 7 0 . 4
7 1 1 2 0 0 0 4 9 2 . 6 0 . 4
8 1 0 8 2 0 0 4 7 0 . 0 0 . 4
9 1 1 5 6 0 0 4 4 3 . 0 0 . 4

1 9 6 0 1 2 8 0 0 0 5 5 0 . 0 0 . 4
1 1 3 4 0 0 0 4 6 3 . 0 0 . 3
2 1 4 1 6 0 0 3 9 9 . 0 0 . 3
3 1 5 4 1 0 0 5 2 2 . 0 0 . 3
4 1 7 2 4 0 0 5 3 9 . 0 0 . 3
5 1 8 6 4 0 0 6 0 4 . 0 0 . 3
6 2 0 4 0 0 0 6 0 4 . 0 0 . 3
7 2 1 4 4 0 0 5 6 6 . 0 0 . 3
8 2 3 9 0 0 0 6 2 2 . 0 0 . 3
9 2 7 2 4 0 0 7 4 5 . 0 0 . 3

1 9 7 0 3 1 1 8 0 0 7 6 1 . 8 0 . 2

S o u r c e : U n i t e d  N a t i o n s ,  Y e a r b o o k  o f  I n t e r n a t i o n a l  T r a d e  S t a t i s t i c s , 
V a r i o u s  I s s u e s .
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Export earnings (in current year U .S . increased immediately a fte r  World War I I  due to the reopening of trade routes. The Korean boom swelled earnings further but thereafter they declined and remained stable between 1952 ard 1957, r isin g  to a new plateau between 1957 and I 963 (save fo r  1962 when earnings were badly h it  by a cotton crop fa ilu re  in the preceeding agricultural season). After IQ63 export earnings increased steadily  u n til 1970, passing the 19*4-8 peak in 1965. ^In view of the above evidence, i t  would be wrong to speak of complete export stagnation. But the performance is  fa r  from good.The picture may be supplemented by data on export and terms of trade. Table 5 shows that one of the remarkable features of the export quantum index was the absence of a very marked trend between 194-6 and the end of the 1950s . There was, of course, a recovery immediately a fte r  World War I I ,  but the volume of exports reached in 194-7-194-8 levels attained ju st before the outbreak: o f h o s t i l i t ie s .The quantum index then began to flu ctu ate around an average close to the 194-7 le v e l. Some of the variations, say in 194-9 and 1950, might be interpreted as responses to price increases in a previous years; others were due to in s ta b ility  in cotton yield s. One can perceive a rise  in the index over the period I 956- I 960, but th is increase is  exaggerated by the low level of exports in the i n i t ia l  year.The u nit value (exports) index did not always move in the same direction as the quantum of exports. Prices rose between 1953 and 
1957 when volumes were low, and were fa llin g  in the subsequent three or four years when the quantum index was r is in g . In the second period (1962- 1970) , export prices were generally risin g while volume tended

B. Mabro and S. Badwan, "The In dustrialisation  of Egypt, I 939- I 973", op. c it . , p. 213.



Table 5

E x p o r t  a n d  T e r m s  o f  T r a d e  I n d i c e s ,  1 9 4 6 - 1 9 7 0

Y e a r

E x p o r t
Q u a n t u m

I n d e x

( 1 9 5 3 = 1 0 0 )

E x p o r t  P r i c e  
I n d i c e s  ( 1 9 5 3 = 1 0 0 )

T e r m s  o f  T r a d e  
( P x  *  P m )

E x p o r t  V a l u e  +  I m p o r t  P r i c e  
( 1 9 5 3 = 1 0 0 )

P r i c e s  
I n  £ E

i P r i c e s  
, i n  U . S . $ \ J. c/ D •) — J. U U /

1 9 4 6 8 1 . 5 5 7 . 5 | 8 2 . 7 8 7 . 3 7 3 . 5
47 9 8 . 4 6 4 . 1 9 2 . 2 8 8 . 8 8 5 . 9
48 1 0 5 . 2 9 8 . 5 I 1 4 1 . 8 1 3 0 . 7 1 3 3 . 2
49 1 1 3 . 6 8 7 . 9 1 1 1 4 . 4 1 1 7 . 0 1 2 8 . 8

1 9 5 0 1 1 2 . 2 1 1 3 . 5 1 1 3 . 5 1 4 9 . 1 1 6 1 . 5
51 8 2 . 5 1 7 9 . 1 | 1 7 9 . 1 2 0 6 . 9 1 6 7 . 6
52 7 7 . 0 1 3 6 . 5 1 3 6 . 5 1 3 2 . 1 1 0 2 . 0
53 1 0 0 . 0 1 0 0 . 0 j 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0
54 8 8 . 8 1 1 3 . 3 ! 1 1 3 . 3 1 1 7 . 5 1 0 4 . 8
55 9 0 . 8 1 1 1 . 1 1 1 1 . 1 1 1 2 . 7 1 0 4 . 6
56 8 5 . 8 1 2 0 . 9 1 2 0 . 9 1 2 0 . 4 9 9 . 3
57 9 3 . 3 1 3 4 . 3 1 3 4 . 3 1 2 7 . 2 1 1 4 . 0
58 1 0 3 . 5 1 1 5 . 7 | 1 1 5 . 7 1 1 6 . 5 1 1 6 . 0
59 1 0 7 . 7 1 0 4 . 6 1 1 0 4 . 6 1 1 9 . 1 1 2 3 . 3

1 9 6 0 1 2 0 . 0 1 1 3 . 0 ! 1 1 3 . 0 1 2 2 . 8 1 4 6 . 2
61 1 1 4 .  5 1 0 3 . 6 | 1 0 3 . 6 1 1 0 . 3 1 2 8 . 0

( 1 9 6 3 = = 10 0 )
1 9 6 2 7 7 . 0 9 0 . 7 . 9 7 . 0 1 0 6 . 8 8 2 . 3

3 1 0 0 . 0 1 0 0 . 0 1 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0
4 9 6 . 7 1 0 6 . 8 j 1 0 6 . 8 1 0 3 . 2 9 9 . 9
5 1 0 2 . 4 1 1 3 . 2 1 1 3 . 2 1 0 9 . 6 1 1 2 . 5
6 1 0 5 . 2 1 0 9 . 8 | 1 0 9 . 8 1 0 9 . 5 1 1 5 . 8
7 9 0 . 0 1 1 7 . 0 . 1 1 7 . 0 1 2 0 . 6 1 1 2 . 2
8 9 2 . 0 1 2 4 . 0 1 1 2 4 . 0 1 3 1 . 9 1 2 7 . 3
9 1 0 8 . 0 1 2 5 . 0 j 1 2 5 . 0 1 3 0 . 0 1 4 9 . 4

1 9 7 0 1 1 3 . 0 1 2 3 . 0 1 2 3 . 0 1 2 6 . 8 1 5 1 . 1

S o u r c e s : F o r  t h e  p e r i o d ,  1 9 4 6 - 1 9 6 1 :  D .  M e a d ,  ,J G r Q W i h . - j a n d - S t r . u c t . U £ a l _  C h a n g e  i n  E g y p t i a n  E c o n o m y " ,  H o m e w o o d ,  R i c h a r d
D .  I r w i n  I n c . ,  1 9 6 7 ,  S t a t i s t i c a l  A p p e n d i x ,  t a b l e s  V - A - 7  a n d  V - A - 9 .  F o r  t h e  p e r i o d  1 9 6 2 - 1 9 7 0 ,  C e n t r a l  A g e n c y  f o r  
P u b l i c  M o b i l i z a t i o n  & S t a t i s t i c s ,  ,i J l d .Q,.̂ llN ^ m b c .r g -__.Q f . . I n t o m a t i OI i a l ^ L c a d s ., V a r i o u s  i s s u e s  ( i n  A r a b i c ) ;  a l s o ,  U n i t e d  
N a t i o n s ,  J a a r b o n k - o f . . I n t e r n a t i o n a l  T r a d e  S t a t i s t i c s , v a r i o u s  i s s u e s .



to flu ctu a te . Opposite movements in prices and quantities tended to s ta b ilis e  export earnings in  the 1952s, while in the 1960s price rise s  contributed to the moderate growth in revenues.Table 5 also shows that Egypt's commodity terms of trade improved a fte r  World War I I ,  reaching a peak in 1951 as a resu lt of the Korean boom. The index f e l l  during the next two years but thereafter sta b ilised  around the 19^9 le v e l u n til the end of the decade. A moderate and f a ir ly  steady improvement was noticeable between 1963 an<l  1970. The income terms of trade (measured by the ra tio  of export value to import price) combine movements in the volume of exports with those of the commodity terms of trade. After a big drop following the Korean boom, improvements were noticeable in the period 1953-^960 a*icL I 96U-IQ7 O.Thus, the rather sluggish growth o f export earnings a fte r  1952 seems to have been largely the result o f a slow expansion in export volume coupled with stable prices. Export earnings (a more relevant concept than d o lla r  earnings) increased at a sim ilar rate because import prices were fa ir ly  constant between 1952 and 1970.
A• Export Divers ific a tio nThe d iv e rsifica tio n  o f Egyptian exports in the period 1952-1970,was an interesting aspect of th eir performance, and a quantitative

12analysis of th is  has been undertaken recen tly . The findings of th is  analysis are summarised in Table 6. Ib is  study showed that in 1953 Egypt was the le a st d iversified  exporter of a group of fifte e n
P. O'Brien, "On Commodity Concentration of Exports in Developing Countries", Economia  Internazionale, Voi. 25, 1972, pp. 697-715. This analysis was undertaken a.s part of a comparative study of f ifte e n  developing countries. The period covered is  1953-1968. During these years, international trade was free of major d istu r­bances. The year 1953 Is  the f ir s t  appropriate base a fte r the Korean boom.
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countries (Argentina, B razil, Burma, Ceylon, Dominican Republic, Ghana., India, Jamaica, Kenya, Mexico, N igeria, Sudan, Tanzania, Trinidad and Tobago, and Egypt). By 1968, Egypt rose to eighth place exhibiting greater export d iv e rsifica tio n  than Argentina and, lesssurprisingly, Ghana and the Dominican Republic. Quadratic equations. . 13with time as the independent variab le, and entropy as the dependentvariable were f it t e d  fo r  each country. The question fo r  Egypt shows a strong trend towards d iv e rsifica tio n  (R  ̂ = 0. 905)» but the place
13 The method of measuring export concentration used in  that study was the concept of entropy, which derives from information theory.Entropy can be defined ass H(x) = £ x . log — ; where x. i s  the• 1 X .  11=1 1share of commodity i  in to ta l exports; and H(x) is  the weighted average of the additional information about the export d istribu tion  obtained when the share of one more product, x. is  known. I t  can

1 1be seen th at, i f  we define x^ log = 0 whenever x^ = 0,iH(x) = 0 when there is  complete concentration. The upper bound can ' ' - nbe found by maximising H(x) subject to I x. = 1, which yieldsi= l  * 1n 1  n 3Lthe Lagrangean: L = E x . log ----- A ( E x. -  l ) ;  and Ay— =i-1  1 Xi  i= l 1 8Xi-1 -  log x  ̂ -  A = 0 fo r  a maximum. The maximum conditions c le a rlyare f u lf i l le d  when log x. = -1 -A (a constant) fo r  a l l  i ,requiring x  ̂ = — , and implying H(x) = log n. I t  is  worth notingthat to ta l entropy in a d istrib u tio n , H(x), can be decomposed into the entropy due to dispersion within (any number of) specified sub-sets and dispersion between sub-sets. One decomposition of relevance to exports of developing countries is  into a sub-set of primary products and a sub-set of a l l  other products. Let Xp = E x. and x = E x. be the shares of to tal exports comingie p ie ofrom primary products and a l l  other products resp ectively , where the "e" means " is  member o f ’ . Then entropy between sets is :Ha^X) = X lo g  —  + X log ; and within sets i s :  Hw(x) =
F p OH(x) -  Ha(x). The components of within set entropy can also  be computed readily  enough e .g . entropy within primary products is :X • xHp(x) = E — log ”2- . See: ib id . , p. 702; and H. T heil,ISp pEconomics and Information Theory, Amsterdam, I 967.
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tended to slacken over the period. This characteristic  is  shared with In d ia , Mexico, and Nigeria, while in B razil the place of d iv e rsi­fic a tio n  tended to quicken in the I 96OS.The more interesting resu lts arise from a decomposition of exports into two groups 1 a fixed  basket (referred to as trad itio n al exp o rts)^  and a variable basket (including other exports). One of the sig n ifica n t findings is  that those developing countries in the sample which succeeded in  lowering the degree of commodity concentra­tion in  exports had tended to do so through d iv e rsifica tio n  of th e ir  tra d itio n al basket rather than through sig n ifica n t reduction of the share of th is  basket in  to ta l exports. The Egyptian performance was p a rticu larly  remarkable in th is  respect. Egypt, which made the most impressive progress in  d iv e rsifica tio n  (both absolute and relative  increases in entropy between 1953 and 1968 are the largest in the sample), was also the country which showed the greatest increase in d iv e rsifica tio n  of trad itio n al exports.Furthermore, greater d iv e rsifica tio n  occurred between sets in the fixe d  baskets than within them. In other words, d iv e rsifica tio n  of trad itio n al exports involved greater changes in the primary/ non-primary products composition (in favour of manufactured goods) than in  the composition of each se t. This contrasts with the behaviour of Mexican exports (the most d iv ersified  country in the sample) and with the behaviour of many other countries in the sample. F in a lly , the decline in the share of the fixed basket was more pronounced a fte r

+ Defined as the sum of groups 0, 1, 2, 4 and 68 of the Standard International Trade C la ss ifica tio n , and those groups ares food and liv e  animals; beverages and tobacco; crude m aterials, inedible, except fu e ls ; animal and vegetable o ils  and fa ts ; and nonferrous metals respectively. Sees U .N ., Yearbook of  Interna tional Trade S t a t is t ic s , 1969» New York 1971.



Table 6

M e a s u r e s  o f  E x p o r t  D i v e r s i f i c a t i o n  f o r  E g y p t  a n d  M e x i c o

1 9 5 3 ,  1 9 6 0 ,  1 9 6 8

1 9 5 3 1 9 6 0 1 9 6 8

1 . E n t r o p y  i n d e x  f o r E g y p t 1 . 0 6 2 1 . 9 6 8 2 . 8 4 6
a l l  p r o d u c t s M e x i c o 3 . 8 2 9 4 . 3 2 2 4 . 2 7 8

2 . S h a r e  o f  f i x e d  b a s k e t E g y p t 9 5 . 8 % 9 5 . 3 % 8 8 . 5 %
i n  t o t a l  e x p o r t s M e x i c o 8 6 . 0 % 8 7 . 1 % 8 0 . 5 %

3 . E n t r o p y  i n d e x  f o r E g y p t 0 . 8 4 2 1 . 7 4 8 2 . 5 5 7
f i x e d  b a s k e t M e x i c o 3 . 7 7 3 4 . 3 1 6 4 . 4 0 8

4 . E n t r o p y  b e t w e e n  s e t s  o f  
p r i m a r y  c o m m o d i t i e s  a n d  o t h e r  
p r o d u c t s  i n  t h e  f i x e d  b a s k e t

E g y p t 0 . 2 2 4 0 . 5 4 9 0 . 7 8 7

M e x i c o 0 . 4 7 9 0 . 5 1 1 0 . 4 9 1

5 . E n t r o p y  W i t h i n  S e t s E g y p t 0 . 6 1 8 1 . 1 9 8 1 . 7 7 0
i n  t h e  f i x e d  b a s k e t M e x i c o 3 . 2 9 4 3 . 8 0 6 3 . 9 1 7

S o u r c e :  P e t e r  O ' B r i e n ,  " O n  C o m m o d i t y  C o n c e n t r a t i o n  o f  E x p o r t s  i n
D e v e l o p i n g  C o u n t r i e s " ,  E c o n o m i a  I n t e r n a z i o n a l e ,  V o i . 2 5 ,  1 9 7 2 ,  
V a r i o u s  t a b l e s .
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i 960 than before. No doubt th is  was a consequence of d iv e rsifica tio n  of both agricu ltu ral and industrial production in Egypt, resulting from changes in the composition of investment in the la te  1950s and early 1960s.
H o w e v e r ,  t h e  c o n s i d e r a b l e  d i v e r s i f i c a t i o n  r e v e a l e d  b y  t h e  

e n t r o p y  m e a s u r e  w a s  t h e  r e s u l t  o f  c h a n g e s  i n  t h e  c o m p o s i t i o n  o f  t h e  

e x p o r t  b a s k e t  o f  a g r i c u l t u r a l  p r o d u c t s  a n d  t h e  r a p i d  g r o w t h  i n  

m a n u f a c t u r i n g  e x p o r t s .Table 7 presents data on the shares of the main products and commodity groups in export earnings during the period in question.I t  shows a s ig n ific a n t decline in the share of raw cotton exports from 
83%-8̂ /S in  1952-195^ to around in the la te  1960s . This was matched by increases in the shares of other agricultu ral products (mainly rice) and of manufactured goods, p articularly  te x t ile s .

I n  t h e  l i g h t  o f  t h i s  s t r u c t u r e ,  i t  w o u l d  n o t  b e  m i s l e a d i n g  t o  

c o n c e n t r a t e  o n  e x p o r t s  o f  c o t t o n  a n d  m a n u f a c t u r e s ,  i n  o r d e r  t o  e x p l a i n  

t h e  p a s t  g r o w t h  b e h a v i o u r  o f  t o t a l  e x p o r t s .

T h e  i n t e r e s t i n g  c h a r g e s  i n  t h e  a g r i c u l t u r a l  e x p o r t  b a s k e t  w e r e  

d u e  t o  a n  i n c r e a s e  i n  t h e  d o m e s t i c  d e m a n d  f o r  r a w  c o t t o n  a s  a n  i n p u t  

i n  t h e  r a p i d l y  e x p a n d i n g  t e x t i l e  i n d u s t r y ,  3 r d  t o  c r o p  r e a l l o c a t i o n .In other words, the main determinant of cotton export growth was the re la tiv e  increa-se in  cotton production ard i t s  domestic use. The land area'allocated to cotton production did not increase during the period under study (in fa c t  i t  s lig h tly  declined), and with no trend towards increasing cotton land productivity this meant near-stagnation in cotton output. At the same time domestic use of raw cotton increased ste a d ily , and th is  naturally meant a long-run trend towards a decline in the volume of cotton exports. The emergence of rice as a s ig n ifica n t export commodity was partly due to reallocation made possible partiy by increased a v a ila b ility  of water, and partly  by land reclamation in
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the Northern D elta. There was also a s h ift  towards the cultivationof vegetables and fr u it  thereby enabling increases in  th e ir  exports.These are high value-added crops, and the reallocation  of land inth e ir  favour made an important contribution to economic growth inagricultu re. The advantages o f a switch from cotton to rice were notc le a r. Reallocation of rice  acreage to cotton could not e ffectsw iftly  in response to the variations o f the relative  prices of thesetwo commodities, as a result of waiter-logging. J  The interestingfeature of Egyptian agriculture, however, was a high degree ofresponsiveness to the price s ig n a ls .^  However, i t  is  a pity thatprice p o licies do not always provide the signals necessary to improvefurther the allo catio n  of resources. Cotton p o licies were of c r it ic a lsignificance in th is  respect. The s h ift  against cotton was encouragedthrough price manipulations and other measures. This reduced i t sattractiveness to farmers re la tiv e  to other crops and contributed to17the decline of raw cotton in  exports.In discussing the growth o f manufactured exports i t  is  helpful to distinguish between te x t ile  and other industrial exports because of the special conditions characterising the external demand fo r  the former. The ris in g  competition in external markets fo r  te x t ile s , and
^  See Appendix 7.Farmers also reseond to opportunities fo r  profitable reallocation created by improvements in  transport, irrig a tio n  and drainage, agricu ltu ral inputs, and by increased supplies o f water and cre d it.17 One may think that the government is  attempting to take advantage of the low e la s t ic ity  of world demand fo r  Egyptian cotton, and . that the price paid to farmers involves an export tax element e x p lic it ly  designed to maximise net foreign-exchange earnings from cotton exports. However, what is  certain is  that the price policy in the 1960s was not conceived in these terms; where i t s  main purposes were of a f is c a l  and distribu tion al nature, mainly the sta .b ilisation  of farmer's income through compulsory sales at fixed prices which were expected to yield in  most years some government revenues.



Table 7

( P e r c e n t a g e s )

Shares of Main Products and Commodity Groups in Export Earnings, 1952/53-1969/70

Y e a r

M a i n  P r o d u c t s M a i n  C o m m o d i t y  G r o u p s

R a w
C o t t o n R i c e P e t r o l e u m

Y a r n  a n d  
T e x t i l e s

P e t r o l e u m
P r o d u c t s

A g r i c u l t u r a l
P r o d u c t s M i n e r a l s

M a n u f a c t u r e d
g o o d s R e  e x p o r t

1 9 5 2 / 5 3 8 4 . 0 — _ 3 . 3 1 . 1 9 2 . 1 0 . 8 5 . 8 1 . 3
/ 5 4 8 2 . 8 0 . 5 - 3 . 9 0 . 5 9 0 . 5 0 . 7 8 . 0 0 . 8
/  55 7 2 . 7 3 . 5 - 7 . 6 0 . 9 8 6 . 3 1 . 3 1 1 . 4 1.0
/ 5 6 7 2 . 8 6 . 4 - 5 . 8 0 . 8 8 9 . 0 1 . 1 9 . 1 0 . 8
/ 5 7 6 9 . 6 6 . 9 - 8 . 3 0 . 6 8 5 . 5 1 . 5 1 2 . 1 0 . 9
/ 5 8 6 5 . 9 9 . 8 1.0 7 . 9 0 . 4 8 4 . 9 2 . 0 1 2 . 4 0 . 7
/  59 7 1 . 2 2 . 4 2 . 5 7 . 7 0 . 3 8 3 . 7 4 . 1 1 1 . 5 0 . 7

1 9 5 9 / 6 0 7 0 . 8 2 . 5 1 . 7 9 . 7 1 . 5 7 7 . 6 3 . 4 1 8 . 1 0 . 9
/ 6 1 6 4 . 4 6 . 6 2 . 1 1 1 . 3 1 . 1 7 5 . 3 4 . 3 1 9 . 7 0 .  7
/ 6 2 5 8 . 8 1 . 8 4 . 8 1 3 . 9 1 . 7 6 7 . 3 6 . 5 2 5 . 6 0 . 6
/  63 5 2 . 5 9 . 6 6 . 9 1 1 . 1 2 . 2 6 9 . 6 8 . 2 2 1 . 6 0 . 6
/ 6 4 4 9 . 2 1 3 . 1 6 . 2 1 3 . 9 2 . 8 6 7 . 7 7 . 5 2 4 . 4 0 . 4
/ 6 5 5 5 . 9 8 . 1 3 . 9 1 4 . 0 4 . 1 6 9 . 6 5 . 0 2 4 . 7 0 . 4
/  66 5 5 . 9 8 . 4 1 . 9 1 6 . 9 3 . 7 6 9 . 5 3 . 0 2 6 . 6 0 . 9
/ 6 7 4 8 . 8 1 0 . 3 1 . 8 1 9 . 2 3 . 9 6 5 . 9 3 . 0 2 9 . 8 1 . 3
/ 6 8 4 4 . 5 1 5 . 9 1 . 2 1 9 . 6 1 . 6 6 5 . 8 2 . 3 3 1 . 2 0 . 7
/ 6 9 3 9 . 4 1 7 . 3 1 . 7 2 0 . 0 1 . 3 6 4 . 0 2 . 0 3 3 . 8 0 . 2

1 9 6 9 / 7 0 4 9 . 1 1 1 . 6 1 . 9 1 6 . 7 0 . 2 6 7 . 9 2 . 5 2 9 . 5 0 . 1

S o u r c e : M i n i s t r y  o f  P l a n n i n g ,  D e v e l o p m e n t  o f  N a t i o n a l  E c o n o m i c  I n d i c a t o r s  D u r i n g  t h e  S i x t i e s :  1 9 6 0 / 6 1 — 

1 9 6 9 / 7 0 , C a i r o ,  1 9 7 2 ;  A n d ,  I n d i c a t o r s  o f  E c o n o m i c  D e v e l o p m e n t  i n  t h e  U . A . R .  f r o m  t h e  

B e g i n n i n g  o f  t h e  R e v o l u t i o n  t o  t h e  E n d  o f  t h e  F i r s t  F i v e - Y e a r  P l a n  ( 1 9 5 2 / 5 3 - 1 9 6 4 / 6 5 ) ,  C a i r o ,  1 9 6 6 .
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increasing resort to protectionist p o lic ie s  in many countries,resulted in a steady decline in th eir prices.These circumstances were p articu larly  unfortunate fo r % ypt,since over 55% o f a l l  i t s  industrial exports consisted of te x t ile s  in1959/60-1969/70. The unfavourable external market conditions resultedin  steadily declining marginal returns to te x t ile  exports. In fa c t ,i t  was estimated that the to ta l net losses resulting from changes inte x t ile  export prices during the Five Year Plan period (195o/6o-1964/65)were £E34 m illio n , which amounted to 25% of the to ta l value of

“I Pte x t ile  exports over the period 1952/53-1966/67.I t  is  important to stress the fa c t that the deterioration inthe export price of te x tile s  and some other in d u strial exuorts did19not characterise Western markets only. Ranking 7 countries accordingto the losses deriving from unfavourable export price movements showsthat Arab League countries suffered more than Eastern Bloc countries,who in turn suffered more than Western countries.F in a lly , exports of manufactured goods other than t e x t ile s ,consisted of a large number of items which added up to only £E25 m illion
20per annum on average during the period I 958- I 968. The obstacles to the growth o f exports of these goods were of a, more general nature, namely high cost (and price) and poor q u ality . However, despite the rela tive  unimportance of th is  export group during the period under

1 P Sees S . A. El-Bawab, "Losses and Gains in Mineral and Industrial Exports in the F irst Five-Year Pirn (1959/60-1964/65),.mimeographed memo., Cairo^Ministry of Planning, April 1967 (in Arabic).19 Ranking was on the basis of losses per unit of to ta l exports.This is  p articu larly  serious fo r Egypt's foreign-exchange receipts given the fa c t  that over 50% of to ta l industrial exports went to these two country groups. Sees Ministry of planning, Follow-Un Reports, various issues.
20 See: Census of Industrial Production, Annual  St atement of Foreign Trade, various issues.



-  372 -
study, maximum e ffo r ts  must be exerted to  promote i t  in  the future given the h ighly  world income e la s t ic it y  o f demand fo r  i t ,  and consequently, i t s  more promising future growth p o te n tia l.

. 21B. P rices and Foreign -Exchange P o lic ie sAs mentioned above, r is in g  costs and prices represented a. major obstacle to  the growth o f n on -trad ition al exports. An examination of the movement o f domestic in d u stria l p rice s, world market prices (as represented by the U .S . wholesale in d u stria l price index), and the exchange rate  o f the Egyptian pound from the pre-world War I I  yea,rs to the end o f  the period under study, would lead us to the follow ing conclusions:( i)  During World War I I ,  domestic in d u stria l prices increased at a much higher rate than world market prices (as represented by both U .K . and U .S . p r ic e s) . This was due mainly to the sharp r is e  in  the A llie d  tro o p 's  expenditures in  Egypt, accompanied by a d eclin e  in  domestic production and imports due to war conditions.( i i )  The devaluation of the Egyptian pound in  19̂ 9 p ari passu with Ste rlin g  did not r e c t ify  the d eclin e in the purchasing power o f the former r e la tiv e  to the la t te r  (nor to the U .S . d o lla r ) . The reason i s  that a l l  of Egypt's trade at that time was with B rita in  and other members o f the S te rlin g  block, a l l  o f which followed the B ritish  in  devaluing th e ir  currencies. Furthermore, whatever e ffe c t  the devaluation o f the Egyptian pound might have had was negated by the in fla tio n a ry  price r is e s  which accompanied the rise  in  cotton prices and income during the Korean boom.
For a summary discussion o f the evolution of Egypt's fo re ig n - exchange p o lic ie s , see: B. Hansen and G. Marzouk, Development and Economic P olicy  in  the UAR (Egypt), op. _._c i t . ,  pp.. 191- 198. For a d e ta ile d  d iscu ssion , see: M. S . Kourad and F. Moursi, Foreign- Exchange Budget and the External Finance of Development: A Sp ecial Study of Egypt, on. c i t .
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( i i i )  A fter 1953 the in flation ary tendencies in the economy receded. More prudent f is c a l  and price p o lic ie s  certainly  helped greatly in that d irectio n . The government reduced the area under cotton cultivation  considerably and increased the price of cerea.ls in order to expand th eir production and compensate farmers somewha/t fo r  th e ir  loss of income. Budgetary policy was also revised in a deflationary manner. In the f ie ld  of foreign trade and payments the most important measures taken in the 1953 were» (a) the introduction o f a licen sin g  system fo r  imports from countries accepting ste r lin g , and restrictio n s on a l l  remittances abroad; (b) a big increase in import duties on so-called non-essential g o o d s ( c )  a tax: of 10/3 on payments connected with certain specified in v is ib le s; (d) extended arrangements fo r payments through the Export Accounts (introduced in 19^9); and (e) the introduction of the Import Entitlement system.The Import Entitlement system resembled the Export Account system in one important respect: i t  implied a p a rtia l depreciation of the £E. Under the Import Entitlement system Egyptian exporters earning dollars or sterlin g  were entitled to import licen ses fo r  a proportion of th eir earnings. These licenses could be sold at a premium to importers. Judging from the premia, a p a rtia l devaluation of up to 15/3 was involved. The Export Account and the Entitlement scheme were abolished in  January and August 1955 resp ectively . Multiple exchange rates were introduced soon a fte r  and widely used in the la te  1950s , f i r s t  in the form of premia on foreign exchange proceeds from cotton exports (lOf3-25?3 in 1957)» and la te r  through a general premium in favour of exports. This premium was set at 35% in January 1958 but reduced to 21/3 in September of the same year.The premium system was modified several times between 1959 and 1961. However, 1961 saw a return to a uniform premium of 20fJ.(iv) In 1962 multiple exchange rates gave way to an o f f ic ia l



-  37^ -
deva.lua.tion when the Egyptian pound wa.s devalued by ?J\% against the U .S . In the lig h t  of the above h isto rica l sketch, this devaluation represented nothing more than a formalising of the already prevailing de facto  devaluation of the Egyptian pound through the multiple exchange rate system. In addition, over the fiv e  years 1962- 196?» domestic industrial prices increased by 155/? while U .S .  prices increased by 5/° only. This meant that whatever gains in price competitiveness were achieved through the 1962 devaluation were more than negated by the subsequent price r is e . Indeed Egyptian industrial export prices were well above those prevailing in world markets and th is prompts the question - Would a further devaluation o f the Egyptian pound have eliminated the country's external d e fic it?In international trade theory, the answer to th is question depends on a large number of complex variables such as world price e la s t ic ity  of demand fo r  the country's exports, and domestic import and savings propensities. In the Egyptian case the situ ation  was v ita lly  affected by the price in e la s tic ity  of demand fo r  imports and the price in e la s tic ity  o f the supply of major exports. The former results from the fa ct that Egyptian imports were generally restricted to three categories 1 food stu ffs, intermediate inputs to the manu­facturing sector and cap ita l goods. For foodstuff^ depreciation increases the import prices of these basic goods but since the prices paid by domestic consumers fo r these goods were subsidised by the government, devaluation would have resulted in an increase d e fic it  on the food account rather than an increase in  domestic price le v e ls . As fa r  as the imports of cap ita l goods and other imports are concerned i t  i s  unlikely  that the demand of the nationalised industries (the government trading companies) would have been much influenced by the price increases. Given that acreage devoted to cotton did not
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increase then p o ten tia l gains from devaluation on the export side would have been la r g e ly  confined to  non-cotton exports fo r  which there existed both an e la s t ic  world demand and an e la s t ic  domestic supply. Although some such commodities no doubt existed  the scope fo r  improvement was probably quite lim ite d .F in a lly , the promotion of manufactured exports also  involved subsidies. Special in stitu tio n s operating as equalisation funds which levied taxes on inputs or domestic output and subsidise exports, were established in the 1950s and 1960s in cotton sectors (e .g .  cotton, leather, tobacco, and Rayanne). Although funds for fe r t i l is e r s  and other industries were also created the range of manufactured exports which received subsidies was extremely lim ited .In sh o rt, Egypt applied the usual p o licy  measures to  promote exports, but in  a tim id and e r r a tic  way. Fluctuatin g conditions in  the world cotton market and the inherent d i f f ic u l t ie s  of policy  management when the demand fo r  a commodity was not very e la s t ic  account, perhaps, fo r  frequent changes in  export measures. The lim ited  recourse to devaluation and e x p lic it  subsidies may be explained by b ila te r a l transactions with the Eastern b lo c , an aspect th a t i s  analysed in  the fo llow in g sectio n .
C. Geographical Concentration of Egyptian Trade and i t s  Im plicationsAt the outset i t  must be pointed out th a t major changes in  the geographical structure o f Egypt's trade took place during the period under study. Table 8 shows that one o f the major featu res o f Egypt's foreign trade was the large Ikstern  block share of to ta l tran sa ctio n s. But, the in te re stin g  question i s  whether th is  concentration in  the d irectio n  o f trade has adversely affected  export performance. The answer to  t h is  question w ill become clear an we proceed.F ir s t  o f a l l ,  the development o f lin k s  with the So v iet Union and
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other Eastern European countries must be put into perspective.The relationships were established in i t ia l ly  fo r purely commercial and economic reasons. In 1958 Egypt attempted to d iversify  i t s  external markets because her trad itio n al partner (the U.K.) was not able to s a t is fy  her demand fo r  imports, and because she could not finance desired imports from the U .S .  and other countries, being unable to exchange ste rlin g  balances fo r  d o llars.In 1958 the f ir s t  b ila te r a l trade agreements were entered upon, and the share of the U .S .S .R .  in  Egyptian exports and imports amounted to 8% and 7/o respectively . In 1953 and 1955 Egypt renewed i t s  trade relationship with Eastern Europe, with which i t  had tra d itio n a lly  traded before the Second World War. By 1956 Eastern Europe absorbed 28/1 of Egypt's exports. The Soviet Union remained u n til 1956 a very minor partner. The growth of exports to Eastern Europe was not matched by increases in imports.The establishment of close economic links with the Soviet Union and th eir continued existence between 1956 and 1970 resulted from the Suez War which was followed by a trade blockade. The U .S .  foreign p o licy  stand in the A rab-Israeli c o n flic t  demand Egypt the arms that i t  required and Egypt had l i t t l e  option but turn to the U . S . S . R .  Neither the ideology of the regime nor a special preference fo r  b ila te ra l trade explains these developments. In fa c t , Egypt was always eager to d iversify  sources of both aid and trade. A great success of Nasser’ s foreign policy vias to secure a resumption of U .S .

?2

For more d e t a i ls , see: R. Mabro, "Egypt's Economic Relations with the S o c ia lis t  Countries", World Development, 3 (5), May 1975*
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S o u r c e :  I n t e r n a t i o n a l  M o n e t a r y  F u n d ,  D i r e c t i o n  o f  T r a d e ;  a n d  N a t i o n a l  B a n k  o f  E g y p t ,  E c o n o m i c
B u l l e t i n ,  V o l X X I V ,  N o . 4 ,  1 9 7 1 ,  T a b l e 3 / 2 b .
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add. in 1959» at the same time as U .S .S .R .  was increasing her commitments towards Egypt. As a consequence Egypt received sub­sta n tia l economic assistance.from  both the U.S .  and U .S .S .R .  during the period 1959-196^. The increase of the investment ratio  and the growth performance of the economy during this period suggest that these additional resources were put to good use.To evaluate Egypt's b ila te ra l trade with the Communist block by comparing i t  with a hypothetical m u lti-lateral situ ation  that might have prevailed would be f u t i le . This norm was almost certainly  unachievable, the option never real in the circumstances of the late  1950s and the 1960s. We therefore attempt to answer the question.How did Egypt fare in the actual relationship with the Eastern block?A major aspect of b ila te ra l trade relates to the way in whichprices are determined. Gains and losses may resu lt from b ila te ra ltrade, re la tiv e  to m ultilateral trade, i f  world and agreed pricesdiverge. I t  is  known that in negotiating trade agreements, Egyptand her partners constantly referred to world prices. This poses a l lsorts of practical and conceptual d i f f ic u lt ie s . One sp e cific  problemarises in  connection with cotton. As foreign demand for Egyptiancotton was not very perfectly e la s t ic , reference to world prices inb ila te ra l trade was not necessarily optimal. This price wasinfluenced by the quantity sold to the U .S . S . R . ,  and the correctprocedure would have been to adjust these quantities in a way thatequalised marginal revenues from sales in d iffere n t markets. Thiswas not attempted e x p lic it ly . Egypt consistently sold i t s  cotton tothe Eastern block with a premium ranging between 6% and 20% over the

23price to other destinations. 2
23 See: Ministry of Planning, Price Planning Agency, Memo. no. 11, Commodity Reports Series, Is Cotton, Cairo, May 19?2, pp. 222-223.
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A study of b ila te ra l trade between Egypt and S o c ia lis t  countries 2undertaken in 1967, showed that the average unit value of exportsto S o c ia lis t  countries during the period 1952-1963 was higher thanthat of exports to the rest of the world by the following percentages:cotton (Karnak), 6.1%\ cotton (Menufi), 7.2/í; r ic e , onions,1 7 .^ . Import compcarisons were more d if f ic u lt  fo r  two reasons:(a) commodity imports are generally less homogeneous than the fourprimary exports id e n tifie d , and (b) the study fa ile d  to get accessto price data on non-commodity imports. However, the study succeededin taking observations for commodities imported in the years 1962,
1963 and I 965 which were s u ffic ie n tly  homogeneous fo r meaningfulcomparison. Egyptian import prices from S o c ia lis t  countries werelower than world prices fo r 22 commodities, and higher than worldprices fo r another 17 commodities. In the case of seven commoditiesimport and world prices were id e n tica l. Quantitative evidence on the25prices of machinery was absent but the study suggested that Egypt was paying 20?c-50/o more fo r machinery and equipment from S o c ia lis t  countries than from free-currency sources, and that the quality  of Eastern block equipment was in fe r io r  to Western

n h  .G. K. Kardouche, Uniteci Arab Reuu b lic : Case Study _of Aid through Trade and̂  Reuayment_of Debt in Goods or Local Currencies, United" Nations" Conference fo r  Trade and Development, New York, Geneva, 19Ô9.^  This was based on d irect questions nut to the Egyptian engineers and o f f ic ia ls .
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machinery.However, i t  is  lik e ly  th^t the main advantage to Egypt of b ila te ra l trade with the U .S .S .R . and Eastern Europe arose from the lin k  with aid . Trade was always associated with cre d it, a f a c i l i t y  which was not always available in  the re st of the world on the very advantageous terms offered by the U .S .S .R . ( 2 . i nterest  and medium-term loans).F in a lly , i t  i s  unlikely that trade rela.tions with the Soviet block could have prevented exports from growing fa ste r  than they did . Efeypt was always eager to acquire free foreign exchange, and in many instances trade organisations respond to export opportunities in the West, or in other Less Developed Countries, by diverting exports already committed in b ila te ra l trade agreements. I f  a surplus was availab le , these opportunities would have led to trade creation.
8.^ . IMPORT SUBSTITUTION AND IMPORT PERFORMANCE IntroductionImport-substitution in d u stria lisatio n  started at the beginning of the century, but i t  was only a fter the Second World War that i t

I t  i s  worth noting that the pricing o f exports and imports in Egyptian pounds from S o c ia lis t  countries should take into account the e ffectiv e  rate of the Egyptian pound v is-à -v is  convertible countries. In b ila te ra l transactions, accounted fo r  in £E, higher export and import prices than implied by the conversion of d o llar values at the o f f ic ia l  rate are agreed upon. This would explain the higher unit values of exports to S o c ia lis t  countries and of imports of machinery, industrial goods, and commodities such as m etals, and fuel o i l  from these countries, as compared to u nit values o f exports/imports with the rest of the world. But, th is  hypothesis does not appear to account fo r the whole of the evidence since the price of certain commodity imports (tobacco, le a f ,  wood, caustic soda, sulphate of ammonia) from the Ehstern block were lower than unit value o f the same commodities acquired from other sources. This lower pricesmay re fle c t in fe rio r  quality and may be attrib u tab le , in  some of those cases, to the existence of spare capacity, surplus stock or abundant natural supplies ( e .g . wood in the Rumaina, Soviet Union) in a S o c ia lis t  country . at the time o f an agreement.
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had gained enough force to be able to propel the economy forward, thus substituting fo r  cotton exports as the engine of growth.Despite the wide currency of the term "import-substitution" in the development lite ra tu re , i t  is  surrounded with ambiguity. I t  is  used in  d ifferen t contexts to refer to d iffe re n t things and has misleading connotations. I t  i s  often used to characterise an in d u stria lisatio n  strategy which purports to encourage the domestic production of a set of goods hitherto imported by ra isin g  t a r i f f  le v e ls  or imposing import controls on these goods. But domestic production of a set of goods, generally, entails increased imports of another set ( e .g . capital goods and inputs). The term is  unfortunate insofar as i t  suggests that the in d u strialisation  strategy necessarily leads to a decline in the import co effic ien t of the economy. The strategy is  better defined by " its  orientation towards the domestic market (inward-looking) or by the policy instruments used (import t a r i f f s  and c o n tr o l) " .^The term "import substitution" also refers to the effects  ofin d u stria lisatio n  on imports. Measures of the e ffe cts  are termedmeasures of the degree of im port-substitution achieved (could beeither positive or negative). In this context, we are confronted withconceptual and empirical issues such as how to define the e ffe cts  ina way that makes economic sense and how to estimate them, rather than
28with semantic d i f f ic u lt ie s .

R. Mabro and S. Radwan, "The In dustrialisation  o f Egypt, 1939-1973"» op. c i t . ,  p. 191.
28 The main problems are (i)  that the e ffe cts  of in d u stria lisatio n  on imports cannot ea.sily be separated from the effects of other changes in the economy, some induced by in d u strialisatio n  i t s e l f ,  and ( i i ) that the effects should be assessed in relation  to what would have happened to imports in the absence of in d u stria lisatio n , that i s ,  a hypothetical situation which can never be s a t is fa c to r ily  sp ecified . See: ib id .
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F in a lly , an issue of interpretation also  arises. Changes inimport co effic ien ts or estimates of that part of output growthattributable to the replacement of imports by domestic production,simply describe actual features of economic development. The economicimportance of actual changes in  import parameters cannot be assessed29without reference to some norm. Interpretation might not appear d i f f ic u lt  i f  the only objective of policy is  to reduce dependence on imports. But to pursue such an objective irrespective o f costs would be irra tio n a l. Therefore a complete assessment requires a detailed estimation of co sts. What matters is  the divergence between actual values and the values that would have obtained had optimal p o licies been pursued. This is  a task which cannot be attempted.In th is section we are concerned with import-substitution in the narrow sense of actual import e ffe cts . Descriptive analysis has i t s  uses fo r  establishing fa cts  and fo r inter-temporal and cross-sectional comparisons. Import-substitution in the sense of a strategy is  a broader concern of th is study.Table 9 reveals variations in im port-coefficients in d iffere n t periods. The import ratio  was fa ir ly  stable at around ltyi between 
1953/5/4- and 1957/58 compared with the 19% o f 1952/53* In these years Egypt's balance of payments on current account was showing a small d e f ic it  even though import controls were in operation and t a r i f f s  had been raised. The subsequent rise in the import co e ffic ie n t during the f i r s t  h a lf of the 1960s was made possible by foreign aid and the a b ility  to run a current d e f ic it  fo r a while. I t  was associated with an increase in the investment ra tio . But these increases in c iv ilia n

The norm against which actual development should be judged is  the set of parameters which optimise the social objective function.
1
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imports (armaments are not included in our data) and investment could
30not be sustained because the U .S . A. withdrew it s  aid in I 965.Exports were stagnant and the increasing requirement o f m ilitary equipment^ put new strains on the balance of payments. We are inclined to believe that the low import co e ffic ie n t of the la te  1960s r e fle c ts  much more the operation of strong constraints on the capacity to import than a s ig n ific a n t decline in ex-ante propensities. In d ifferen t export performance and a crushing m ilitary burden were the main causes of a situation which led to reductions in both investment and imports, a situ ation  detrimental to economic growth.The Table also reveals that real merchandise imports increased a,t an average compound rate of 6,6% per annum, whereas real GNP increased at an annual rate of during the period 1952/53-196^/65. This points to an average import e la s tic ity  o f more than one. The high income e la s t ic ity  of imports is  understandable in  the lig h t  of the rapidly accelerating rate of growth o f cap ita l formation-"'' and the

U .S , aid (net disbursements) was estimated at U .S . /29^ m illion in 
1963, and U .S . /23I  m illion in lo 6h. The amounts decreased to U .S . /66 m illion and U .S . /20 m illion in the years I 966 and 1963 respectively. Sees U.N. S ta tis t ic a l  Yearbook, various issues.O ff ic ia l  data on armament imports and on the extent of foreign m ilitary aid are not released. U n o ffic ia l estimates, published in the U .S . and the U .K ., which can be taken as informed guesses, are presented in the follow ing tables

Egypt's M ilitary ExpendituresYear Estimated Amount, U .S . f> m illion1967 718
1968 7'401969 8361970 1,263Sources SI PHI, World Armaments and Disarmament, Yearbook 197^.I t  is  worth noting that Carlos F. Diaz-Alejandro has pointed out, the import ite n sity  o f import substitution is  a. function not only of the le v e l of investment but also of the rate at which i t  changes, i .e .  i t s  second d erivative. Sees "On the Import Intensity of Import Substitution", Kyklos 18, 1965» pp. +̂95-511*
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V a l u e  o f  C o m m o d i t y  I m p o r t s ,  a n d  G r o s s  N a t i o n a l  P r o d u c t ,  1 9 5 2 / 5 3 - 1 9 6 9 / 7 0 ( £ E  m i l l i o n s )

Y e a r F o o d
C o n s u m e r
g o o d s

I n t e r m e d i a t e
g o o d s

C a p i t a l
g o o d s

T o t a l
I m p o r t s G N P

I m p o r t  
R a t i o  t o  
G N P  ( % )

1 9 5 2 / 5 3 47 55 58 4 2 2 0 2 1 0 8 6 1 8 . 6
5 3 / 5 4 27 36 53 36 152 1 0 8 5 1 4 . 0
5 4 / 5 5 21 3 0 6 2 4 4 1 5 7 1 1 1 5 1 4 . 1
5 5 / 5 6 22 2 4 67 51 1 6 4 1 1 5 1 1 4 . 3
5 6 / 5 7 32 12 68 45 1 5 7 1 1 5 8 1 3 . 6
5 7 / 5 8 42 19 72 4 8 1 8 1 1 2 2 7 1 4 . 8
5 8 / 5 9 47 25 88 56 ?1 « 1 2 8 9 1 6 . 8
5 9 / 6 0 46 10 1 1 4 56 2 2 6 1 3 7 6 1 6 . 4
6 0 / 6 1 37 5 1 2 5 62 2 2 9 1 4 4 5 1 5 . 9
6 1 / 6 2 61 8 1 3 0 69 2 6 8 1 4 9 8 1 7 . 9
6 2 / 6 3 6 4 13 1 4 4 76 2 9 7 1 6 8 5 1 7 . 6
6 3 / 6 4 67 15 1 6 3 8 4 3 2 9 1 8 5 1 1 7 . 8
6 4 / 6 5 7 0 7 1 6 2 7 4 3 1 3 2 0 3 0 1 5 . 4
6 5 / 6 6 7 4 9 1 8 1 1 0 0 3 6 4 2 1 2 5 1 7 . 1
6 6 / 6 7 82 12 1 3 6 68 2 9 8 2 1 5 0 1 3 . 9
6 7 / 6 8 7 8 1 0 1 1 3 67 2 6 8 2 1 3 2 1 2 . 6
6 8 / 6 9 4 5 9 1 0 0 46 2 0 0 2 1 3 9 0 9 . 4

1 9 6 9 / 7 0 4 8  . 7 1 4 5 50 2 5 0 2 2 7 4 1 1 . 0

S o u r c e  : C o m p u t e d  F r o m :  ( 1 )  N a t i o n a l  B a n k  o f  E g y p t ,  E c o n o m i c  B u l l e t i n , S e v e r a l  I s s u e

( 2 )  M i n i s t r y  o f  P l a n n i n g  " E x p o r t s  a n d  I m p o r t s  d u r i n g  t h e  
P e r i o d  1 9 5 9 / 6 0 - 6 5 / 6 6  a t  C u r r e n t  a n d  C o n s t a n t  P r i c e s " !  C a i r o , ( I n  A r a b i c ) ;  A l s o , 
" F o l l o w - u p  R e p o r t s  a n d  E v a l u a t i o n  o f  E c o n o m i c  G r o w t h  i n  t h e  U A R ,  C a i r o  ( i n  A r a b i c ) .



-  385 -. . 33 .in e la stic  supply of food and raw m aterials, J  m  spite of theinward im port-substituting nature of th is  period's growth.However, the growth behaviour of the aggregate import co effic ien t conceads a complex pattern of interaction between domestic structural changes and imports. To understand th is  pattern of interaction is  not only essential fo r  our analysis, but also a sine qua non for the estimation of r e la tiv e ly  stable parameters fo r  the import function.Consequently, to ta l imports were disaggregated as shown in Table 9 * The shares o f food imports, intermediate products and capital goods increased at the expense of consumer goods between 
1952/53 and 1 9 6 5/6 6 . However, there were important year to year flu ctu atio n s. These were attributable to the changes in agricultural output that referred to changes in domestic policy and external repercussions. A great deal of im port-substitution had taken place fo r manufactured consumer goods since the F irst World War, and by the early 1950s imports of th is category o f good accounted fo r  less than 
10% of to ta l commodity imports, declining to less than 5%< over the remainder of the period under study. Furthermore, imports of manufactured consumer goods were wholly determined by exogenous

3/j.government p o licies of import controls.-^  Despite these variations the trends are easily  d iscern ible. 33
33 Cross-section evidence points to an income e la s t ic ity  of import of around one. However, fo r countries with a low-resource endow­ment, the import e la s t ic ity  would be substantially  grea.ter than one. Seej Loreto M. Dominguez, "Economic Growth and Import Requirements", The J ournal of Development Studies, VI, April 1370, pp. 283-239;Also, H. 3. Chenery, "Pattern of Industrial Growth", on, c i t . ,  pp. 62 1̂- 65^; and K. B e rr ill (e d .) , "The E ffe cts  of Resources on Economic Growth" in Economic Development with Special Reference to East Asia,, S t. M artin's Press, New York, lq6k, pp. 19-52.For these reasons, the imports of manufactured consumer goods were treated as exogenously determined in our model.3 ^



Three influences were at work: the expansion of industry (re la tiv e ly  more intermediate goods and less consumer goods); the high le v e l of investment a c tiv itie s  (a larger share of c a p ita l and intermediate goods); and the population explosion (more food).In other words, the growth in food imports was mainly the outcome of the accelerating rate o f population growth together with government income and price p o lic ies which encouraged food consumption. The rise in food demand was, of course, in contrast to an in e la s t ic  domestic supply.The growth in intermediate imports was a d irect outcome of rapid in d u stria l growth. While a substantial share of the growth in in d u strial output was import substituting, i t  generated at the same time a demand fo r other intermediate imports. The emergence of new types o f intermediate imports, as in d u stria lisatio n  proceeds, is  p articu larly  accentuated in  countries with a low-resource endowment, such as Egypt. Structural change in industry brings about a s h ift  from simple processing of domestic raw m aterials, as in the case of te x t ile s , food, and cement production, to more complex industries whose manufactured inputs, as well as raw m aterials, have to be imported. I t  is  th is process of structural change, together with the acceleration in  the rate of in d u strial growth, which was responsible fo r  a high rate of growth of imports of intermediate goods.L astly , the rapid growth o f imports of cap ita l goods hardly needs an explanation. The rapid growth in investment, and the change in i t s  structure which favoured industry, led to a rapid growth in demand fo r cap ita l goods in the form of machinery and equipment.This rapid growth in  demand, coupled with the small domestic capital goods sector, meant that the bulk of capital goods had to be imported.The question now arises -  how did the country finance a risin g  volume of imports? Certainly not through a corresponding rise  in
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merchandise exports, despite occasional gains from an improvement in  the terms of trade ( e .g . the Korean boom). Although we answered this question e a r lie r  by analysing the current in v is ib le  account and the cap ital account, a discussion o f pricing policy is  also relevant since rela tive  prices w ill not only a ffe c t  the pattern of in d u stria l growth but import substitution and the commodity composition of import.Egypt has a long history of price controls going back to World War I I .  I n it ia l ly , they were confined to a few essential consumer goods such as bread, sugar, and o il  and to house rents. The main purpose of these controls was to prevent rises in  the cost of liv in g  of the poorer sections o f the community. The controls were accompanied by subsidies (bread) and rationing (sugar, o i l ,  kerosene). As for rents, the policy amounted to a redistribution o f income from land­lords to tenants, irrespective of the tenant's wealth or a b ility  to pay. In agriculture p o lic ies were introduced on several occasions in an attempt to influence the pattern of crop allocation  between cotton and grains.Direct public investment in industry led to the o f f ic ia l  determination o f prices fo r  goods produced by public or semi-public firm s. The criterion generally applied was costs plus a " fa ir "  margin, a procedure which called fo r  frequent revisions, either because o f risin g  costs or because of d if f ic u lt ie s  of matching supply and demand at the administered p rice .In the 1960s most manufactured commodities were sold atadministered prices as a consequence of the extension of publicownership over modem industry. A report of the Ministry of Planningdated Ju ly  I 067 c r itic is e d  the chaotic state of the pricing system,the co n flictin g  procedures adopted by the various agencies administer-35ing pr ic es, and an almost to ta l absence of co-ordination. The 35
35 Ministry o f Planning, Follow-up Repjort; I 960/6I - I 06A/63, Part 2Cairo, 1067.



agencies responsible were the M inistries of Agriculture, Industry, the Economy, and of Supplies, together with the Higher Committee of Prices, and Local Committee of price Determination. Foreign trade organisations had a say in  the determination o f prices of imported commodities while the Treasury applied indirect taxes under various guises. The system described is  akin to cost-plus pricing a t the factory gates, to which trade margins are added.The margin, however, was not s p lit  up between wholesale and r e ta il  trade, which enabled wholesalers to appropriate the largest proportion. The sp ecificatio n  of goods in price l i s t s  was defective as firms vie re able to vary the q u ality , grade, or weights of goods without price sanctions.The real situation was more chaotic than that suggested by the report. Price revisions, -though frequent, were often made a fte r  considerable lags in response to shortages or g lu ts which they fa ile d  to cure. Prices that clear the market were d i f f ic u lt  to guess.Prices were also revised fo r  a host of d iffe re n t causes (foreign exchange constraints, risin g  costs in  one firm , requirements fo r  additional f is c a l  revenues) without much consideration fo r  the e ffects of changes on the set of objectives which the pricing policy was supposed to achieve.I t  i s  worth noting tip1 the method of cost-plus pricing leads to in e ffic ie n t  allocation  o f resources as i t  f a i l s  to penalise or expose high cost producers. I t  does not necessarily benefit the consumer because in e ffic ie n tly  produced commodities remain expensive; i t  does not d iffe re n tia te  between monopolies and other firms and therefore destroys an important indicator of performance by allowing any firm a margin of p ro fit whatever the level of i t s  costs. Neither can cost-plus pricing be defended on d istrib u tio n al grounds. Marginal cost p ricin g, though d i f f ic u lt  to apply in  practice , is the relevant
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method i f  the government is  concerned with monopolistic behaviour. Where d istrib u tive  ju s tic e  is  important, taxes and subsidies are the relevant instruments. However, i t  i s  worth noting that price and tax p o lic ie s  in  Egypt (save fo r a few commodities such as bread and fo r  rents) were not designed to improve the distribution of income.The pricing system in  Sfeypt attempted to achieve a variety  of objectives. Therefore i t  was doomed to fa ilu re  given that i t  is  tech nically  impossible to achieve multiple goals with a single instrument. After 1964 the government was no longer concerned with allocation  of resources, incentives to e ffic ie n t  performance, and income d istrib u tio n . Prices had mainly become an instrument of taxa­tion and a means of ctirbing the growth of private consumption.L a stly , the process o f import substitution in d u stria lisatio n  in Egypt greatly  undermined the role of prices and had a detrimental e ffe c t on industrial exports and on the real foreign exchange cost of the domestic import substitution industries. The great bulk of the industrial sector, especially the modem factory part of i t ,  came under the ownership and control of the government. Even the small private industrial sector was largely  under government control through such mediums as financing, licen sin g of both investment and imports, and dealings with the public sector. The government was therefore in a position to plan the pattern of industrial growth as i t  wished. In doing so, the government not only to ta lly  ignored market prices (of both factors and commodities) but also did not pay any attention to the dictates of comparative advantage, as measured by the real commodity exchange rates of the import substituting industries.
'  For 3. discussion of such issues, see: B. Balassa andD. M, Schydlowsky, "Effective T a r iffs , the Domestic Cost of Foreign Exchange, and the Equilibrium Exchange-Rate", Journal of Pol i t i c a l  Economy, 76, May/june lo68.
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8 .5 . PATTERN OF IMPORT-SUBSTITUTION GROWTH AND ITS STRUCTURAL CHANGEThe main purpose of th is section is  to undertake a s t a t is t ic a l  assessment of some aspects of the pattern of im port-substitution growth and the resulting stru ctu ral change. I t  is  divided into four parts.The f i r s t  discusses the pattern o f growth of both production and trade of primary commodities ( i .e .  agricultu ral and mineral products). The second investigates the pattern of sectoral growth, p a rticu larly  that of the manufacturing sector. Tne third provides an anatomy o f the structure and pattern of growth of demand and im port-substitution (a.s an alternative source of supply) fo r  the manufacturing secto r. The la s t  part discusses im port-substitution and intermediate consumption in  industry.
A. The Pattern _of Growth of Production and Trade of Primary Commod i t i esTo compare the pattern of interaction between production andtrade of primary commodities in Efeypt during the period under study37we need to derive a world perspective. For th is  purpose the world pattern regression parameters (log-linear) are applied to Egypt's actual average income and population. The formula fo r  the prediction iss

x . = *Ye Na 
where sx^ is  the predicted value (at constant price) of output, exports, or imports in sector i ;Y represents the actual real income per capita;
37 For more d e ta ils , see Chapter 1, section I . 6.B .
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N represents the actual population size ; and. , 3 , aoOare world pattern parameters as given in Chenery.This methodology provides us with world pattern predicted primary commodity outputs, exports, and imports fo r  three periods; 1952-195^» 
1959_ 1q61; and 196^ -1966. The resu lts are summarised in Table 10 .The overall picture th °t  emerges from th is  table is  that of a country with low resource endowment (per capita), and an agricultu ral sector highly specialised in trade. I t  suggests a need fo r rapid cap ita l formation and industrial growth to make up fo r  th is sca rcity .Table 10 also indicates that agricultu ral production percapita in the period 1952-195^ was below i t s  predicted value. Thisis  understandable given that agricultu ral production stagnated while39population doubled during the fo rty  years 1913~I952. The slow growth o f agricultural, output during the import substitution stage led to a further deterioration in  the actual agricultu ral output in the period 196^-1966, re lative  to the predicted output.Table 10 also suggests that the mining sector could not compen­sate fo r  the low level of ag ricu ltu ral production since the share of mining in GNP was only 1% in  1952-195^ and did not show any s ig n ific a n t growth during the import substitution stage.Despite the re la tiv e ly  low level o f actual agricultu ral production actual exports in the period 1952- 195  ̂ were more than double the Predicted le v e l. This is  explained by the country's

See; H. B. Chenery, "The .Effects of Resources on Economic .Growth" in K. B e rrill (e d .) , Economic Development with Special Reference to East Asia, op. c i t . , Table 3 , p. 31. (Chenery's cross sectio n ally  estimated parameters are fo r  195^.) 39
39 gee: B. Hansen and G. Marzouk, "Development and Economic Policy in the UAR (Egypt)", op. c i t . , Chapter 1; and D. Mead, "Growth and Structural Change in the Egyptian Economy", op. ci t . ,Chapter k.



P e r  C a p i t a  P r o d u c t i o n  a n d  T r a d e  i n  P r i m a r y  C o m m o d i t i e s  

( A l l  V a l u e s  i n  C o n s t a n t  1 9 5 3  U . S .  D o l l a r s )

Table 10

1 9 5 2 - 1 9 5 4 1 9 5 9 - 1 9 6 1 1 9 6 4 - 1 9 6 6

A c t u a l  ' 
1

P r e d i c t e d A c t u a l  1 P r e d i c t e d A c t u a l  1
i

P r e d i c t e d

1 . P r o d u c t i o n  ( n e t ) :  
A g r i c u l t u r e

I

4 0 . 7  | 4 7 . 5

i
4 2 . 0  | 4 9 . 0 4 1 . 9  I 5 2 . 0

M i n i n g 1 . 2 2 . 6 1 . 6  1 3 . 0 1 . 8 3 . 5
2 . E x p o r t s  : 

A g r i c u l t u r e
1

1 5 . 3  I 6 . 6 1 4 . 4  1 6 . 4 1 6 . 8 6 . 4
M i n i n g 0 . 3  1 0 . 7 0 . 7  , 0 . 9 1 . 0  | 1 . 1

3 . I m p o r t s :
A g r i c u l t u r e 5 . 2  , 2 . 0

1

7 . 3  , 2 . 1 1 4 . 6  1 2 . 4
M i n i n g 5 . 0 0 . 7 5 . 1

1
0 . 8 7 . 8  , 1 . 0

N o t e s  a n d  S o u r c e s : ( 1 )  A c t u a l  P r o d u c t i o n :  F o r  a g r i c u l t u r a l  p r o d u c t i o n  i n  t h e  p e r i o d  
I y b 2 - b 4  a n d  1 9 b y - 6 1  ( a t  c o n s t a n t  1 9 5 4  p r i c e s ) ,  S e e : U n i t e d  A r a b  R e p u b l i c ,  C e n t r a l  
A g e n c y  F o r  P u b l i c  M o b i l i z a t i o n  a n d  S t a t i s t i c s ,  E s t i m a t i o n  o f  N a t i o n a l  I n c o m e  I n  T h e  
A g r i c u l t u r a l  S e c t o r  f o r  1 9 6 3 ,  1 9 6 4 ,  C a i r o ,  A u g u s t  1 9 6 6  ( i n  A r a b i c ) ;  F o r  A g r i c u l t u r a l  
p r o d u c t i o n _m  t h e  p e r i o d  1 9 6 4 - 6 6  ( o r i g i n a l l y  a t  c o n s t a n t  1 9 5 9 / 6 0  p r i c e s  b u t  c o n v e r t e d  
t o  1 9 5 4  p r i c e s  u s i n g  t h e  o f f i c i a l  w h o l e s a l e  a g r i c u l t u r a l  p r i c e  i n d e x ) ,  S e e :  M i n i s t r y  
o f  P l a n n i n g ,  F o l l o w - u p  a n d  E v a l u a t i o n  o f  E c o n o m i c  G r o w t h  i n  t h e  U A R ,  1 9 '5 ^ r 6 7 , C a i r o

A u g u s t  1 9 6 8  ( i n  A r a b i c ) .  F o r  m i n i n g  p r o d u c t i o n  i n  t h e  p e r i o d  1 9 5 2 - 5 4 ,  t h e  f i g u r e s  
a r e  t h o s e  o f  t h e  i n d u s t r i a l _c e n s u s  ( o r i g i n a l l y  a t  c u r r e n t  p r i c e s  b u t  c o n v e r t e d  t o  
1 9 5 4  p r i c e s  u s i n g  t h e  o f f i c i a l  w h o l e s a l e  i n d u s t r i a l  p r i c e  i n d e x ) .  F o r  m i n i n g  
p r o d u c t i o n  i n  t h e  p e r i o d  1 9 5 9 - 6 1  a n d  1 9 6 4 - 6 6  ( o r i g i n a l l y  a t  c o n s t a n t  1 9 5 9 / 6 0  p r i c e s  b u t  
c o n v e r t e d  t o  1 9 5 4  p r i c e s  u s i n g  t h e  o f f i c i a l  w h o l e s a l e  i n d u s t r i a l  p r i c e  i n d e x ) ,  S e e :  
I b i d . , a n d  M i n i s t r y  o f  P l a n n i n g ,  F o l l o w - U p  a n d  E v a l u a t i o n  R e p o r t  o n  T h e  F i r s t  F i v e  Y e a r  

P l a n  ( 1 9 6 0 / 6 1 - 6 4 / 6 5 ) , P a r t  1 ,  C a i r o ,  F e b r u a r y  1 9 6 6 .  ( 2 )  A c t u a l  E x p o r t s  a n d  I m p o r t s :

F o r  f o r e i g n  t r a d e  f i g u r e s ,  S e e :  N a t i o n a l  B a n k  o f  E g y p t ,  E c o n o m i c  B u l l e t i n ;  C e n t r a l  
B a n k  o f  E g y p t ,  E c o n o m i c  R e v i e w ,  s e v e r a l  i s s u e s .
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e a rlie r  "Vent fo r  Surplus" in  cotton production. The volume o f cotton exports during the import substitution stage declined in absolute terms but rice  exports expanded to make up fo r  th is decline. However, given land sca rcity , th is  meant an even sharper increase in food imports.
B. The Pattern of Sectoral GrowthAt the outset, i t  must be pointed out that the available empiricalevidence indicates s ig n ifica n t variation among country patterns ofgrowth due to differences in  some major underlying facto rs (e .g . thea v a ila b ility  of natural resources and the size of the domestic market)4lother than average income. 42In the world pattern estimates by Chenery and Taylor, two methods we re adopted to allow fo r  the impact of country differences in resource endowment and size . In the sectoral (primary, industrial and services) regression equa-tions income was treated as exogenously determined while population was assumed to be an explanatory

Four developments during Mohamed A li 's  era (Mohamed A li was the founder of the dynasty which ruled Egypt u n til 1952, when i t s  la s t  member was overthrown by a m ilitary coup d ’ etat) did much to bring about cotton export growth. One, long-staple cotton was discovered in 1821, and was successfully commercialised in Europe. Two, the increase in  the supply of summer water, resu ltin g from Mohamed A li 's  vast investments in irr ig a tio n , allowed fo r  a pari passu expansion of crop area end summer crops (meanly cotton). Three, the improvement in the system of trans­portation, and communications (through large investments in roads, ports, canals, e tc .)  created a unified national domestic market and linked i t  to Western European markets. Four, the reform of the land-tenure system, although i t  did not quite establish the rig h t to land ownership (which remained le g a lly  owned by Mohamed A li) , abolished communal ownership, tax farming, communal tax resp o n sib ility , and also gave the righ t to a de fa cto  ownership.Such reforms went a long way towards allowing fo r  a market orienta­tion o f the land and labour facto rs, which was a s ine qua non fo r a large scale peasant response to the greater p r o fita b ility  of cotton re la tiv e  to other crops.See: H. Ohenery, M. Syrquin and H. El Kington, Pattern of Develop­ment: 1950-1970, A World Bank Research Publication, Oxford University Press, London, 1975» Chapter 42 See Chapter 1 Section I . 6 .B .
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variab le . In la te r  estimates of the world pattern additional explanatory variables (e .g . the share of fixed  cap ital formation in GNP, the share of primary and manufactured exports in GNP) were cadded to the sectoral regression equations. However, this approach proved to be inadequate because of a complex pattern of interaction among the d iffe re n t explanatory variables which undermined the assumption of th eir a d d itiv ity . The second approach was there adopted. This entailed a c ro ss-c la ssifica tio n  of the to ta l country sample by size and resources, and the regression equations were fit te d  independently to each sub-group. The two measures combined produced the best re su lts .In the lig h t  of the above, the world pattern was disaggregatedinto three sub-patterns: ( i)  a large country one (b); (i i ) a smallprimary-oriented one (SP); and ( i i i )  a small industry-oriented one(S i) . The trade orientation index (primary or in d u strial) was used to
¿4.3divide the small country sample into the two la t te r  sub-divisions.The d ivisio n  of the large country sample along the same lin e s  was assumed, to be unnecessary on the grounds that the positive impact of the large domestic market in  such countries counterbalances the e ffe ct of resources. The v a lid ity  o f the c la s s ific a t io n  adopted was strongly confirmed by the regression results ( fitt in g s )  which showed marked differences among the three patterns..To assess the production structure and i t s  pattern of change the following methodology has been adopted here. F ir s t , two predicted values were obtained fo r  each sector; each pertaining to a d iffe re n t world pattern model (as mentioned above). Secondly, by comparing the actual values of the country in any period with the predicted ones, i t

L],3 h . B. Chenery, and L. Taylor, "Development Patterns: Among Countries and Over Time", op. c i t . , p. 396.
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was possible to assess the in i t ia l  production structure, and i t s  pattern of change. I t  is  also worth noting that since the growth achieved during the inport substitution stage was largely  industrial growth -  p articu larly  manufacturing growth -  more emphasis is  placed upon th is  sector.As fo r  the pattern of growth of sectoral shares during the import substitution stage, the main underlying factors may be summarised as follows?F ir s t , although agricu ltu ral production exhibited a positive trend rate of growth the average annual rate of growth was quite
Second, the rapid growth of industry and the consequent rise  in i t s  share was simply a d irect outcome of the rapid growth o f capital formation m  that sector.Third, the increased share of the service sector a fte r  1952 was due to the rapid expansion of the government sector and i t s  growing role in the economy. Therefore, we find  that in spite of a slow growth of cap ita l formation in services, aggregate services output increased at an annual compound rate cf 4. Jyo during the period 1952/53-1969/70,

A compound, rate of 2,6% per annum during the period 1952-1^66 which was less than the rate of population growth 2.7%. Sees Ministry o f Planning, "Follow-up Reports", various issues; andD. Mead, "Growth and Structural Change in the Egyptian Economy", op. c i t . , Table l- A - 8.45 . .Real net cap ita l stock m  industry increased at an. annual compound rate of 10/{ during the period 1952-1066. See: Chapter 4; and fo r  more d e ta ils , see: S. Radwan, "Capital Formation in Egyptian Industry and A griculture", op. c i t . , pp. 7J-116.
46 See Chapter 5» Table 11.
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L\ncompared, with 6. 3% fo r  industry. The explanation is  that capital was not the lim itin g  factor to government growth. The immediate constraint on government expenditure was a budgetary constraint, i . e .  a fin an cial constraint, although over the longer term the supply of commodity output becomes the e ffe ctiv e  constraint. However, during the period under study the rapid growth of foreign resource inflows, in the form of government aid and loans, had provided the government with i t s  needs of extra fin an cia l resources (above budget revenue), and increased to ta l commodity supply. Thus the constraints on the growth of the government sector were greatly eased.Table 11 indicates that the actual share of industry in  theperiod 1952- 195& was 19 . 8̂ , close to the world pattern predicted fo rlarge countries (20.5%). This pattern of growth could be explained interms o f the stimulus which the Second World War and i t s  aftermathhad provided for industry, and the stagnation i t  hah imposed on

LlQagricu ltu ral growth. By the mid-1960s the share of industry had risen to 27%, higher than a l l  of the predicted shares based upon world patterns of growth. At the same time the share of primary sector (agriculture and mining) had declined to only 27% which is  substantially  below the lowest of the world pattern predicted share (35% f ° r  "sm all-industry-oriented" country). For the service secto r, the actual share was also higher than the predicted ones. The sharp decline in
^  Aggregate services output amounted to £B^43 m illion in 1952/53 an<i £E965 m illion .in 19Ó9/70 as compared to £E200 m illion and £S600 m illion fo r  industry (including manufacturing, mining, e le c tr ic ity  and construction) in  the two periods respectively. See: D. Mead, "Growth and Structural Change in the Egyptian Economy", on, c i t . ,  pp. 288- 289; Ministry of Planning, "Follow-up and Appraisal of Economic Growth fo r  the Years 1959/60 to 196^/65 and 1966/67-  1969/70.Although the agricu ltu ral growth was resumed a fte r  World War I I  i t  had barely reached i t s  pre-war le v e l by 1950. See: D. Mead, "Growth and Structural Change in the Egyptian Economy", op. c i t . ,pp. 56- 60.



Table 11

S t r u c t u r e  a n d  P a t t e r n  o f  G r o w t h  o f  P r o d u c t i o n  S e c t o r s ,  a l l  v a l u e s  a t  c o n s t a n t  U . S .  1 9 6 0  P r i c e s

( M a j o r  S e c t o r s ;  S h a r e s  i n  G N P )

1 9 5 2 - 5 4
%

1 9 6 4 - 1 9 6 7
%

A c t u a l  S h a r e s : -

P r i m a r y  S e c t o r  ( a g r i c u l t u r e  a n d  m i n i n g ) 3 4 . 3 2 7 . 2
I n d u s t r i a l  S e c t o r  ( m a n u f a c t u r i n g  a n d  C o n s t r u c t i o n ) 1 9 . 8 2 7 . 0
S e r v i c e s  S e c t o r 4 4 . 9 4 5 . 8

W o r l d  P a t t e r n  P r e d i c t e d  S h a r e s : -

S m a l l  P r i m a r y - O r i e n t e d  C o u n t r y ,  M o d e l  ( S P )
P r i m a r y  s e c t o r 4 2 . 0 4 0 . 2
I n d u s t r i a l  s e c t o r 1 5 . 0 1 9 . 9
S e r v i c e s  s e c t o r 3 3 . 0 4 0 . 0

S m a l l  I n d u s t r y - O r i e n t e d  C o u n t r y ,  M o d e l  ( S I )
P r i m a r y  s e c t o r 3 8 . 4 3 5 . 0
I n d u a t r i a l  s e c t o r 2 2 . 0 2 5 . 0
S e r v i c e s  s e c t o r 3 9 . 6 4 0 . 0

L a r g e  C o u n t r i e s ,  M o d e l  ( L )
P r i m a r y  s e c t o r 4 5 . 3 3 9 . 5
I n d u s t r i a l  s e c t o r 2 0 . 5 2 6 . 4
S e r v i c e s  s e c t o r 3 4 . 2 3 4 . 1

S o u r c e  a n d  N o t e s : S e e :  T a b l e  12
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agricu ltu re's share compared with the world pattern predicted rates of growth and shares is  explained by Egypt's severe natural resource constraint in comparison to other low income countries.We now analyse the actual le v e l, structure, and pattern of growth of Egyptian, manufacturing output in  comparison to the world pattern predicted values. As Table 12 shows the actual sectoral per capita value-added in the early 1950s were invariably below the lev els  predicted by the world pattern, even fo r the small primary-oriented country model. The only exceptions were te x t ile s , chemicals, petroleum, and coal products. In terms of sectoral shares in to ta l manufacturing the Egyptian economy showed greater concentration in  the 
1950s , esp ecially  in food, te x tile s  and chemicals, than the world average fo r  the three country groups. This picture can be explained in terms of two predominant determinants of the structure and pattern of growth in the manufacturing sector, namely, the size of demand, and the a v a ila b ility  of raw m aterials. These two factors explain the predominance o f the food, t e x t ile s , and chemicals sectors at the beginning of the 1953s* and th e ir  risin g  share in total, manufacturing during the second h a lf of the 1960s . The food and te x t ile  sectors process ag ricu ltu ra l raw m aterials, while the main item in the chemical, sector is  petroleum re fin in g . I t  is  worth stressing that while te x tile s  was an export sector, the other two were purely import substituting sectors. Therefore, although the growth in the output of these three sectors reduced exports of raw cotton and o il to the extent that they used them as raw m aterials, they contributed to export proceeds only through increasing te x tile  exports.Table 12 reveals another important feature brought about by import substitution in d u stria lisa tio n , namely, a subst-nntial increa.se in the output o f most manufacturing sectors. This was achieved despite only



Table 12S t r u c t u r e  and P a t t e r n  o f  Growth o f  P ro d u c tio n  S e c t o r s ,  a l l  v a l u e s  a t  C o n sta n t  $1960 P r i c e s(M a n ufa ctu rin g  S e c t o r s )Per C a p i t a l v a lu e -a d d e d Shares in  T o t a l  M a n u fa c tu r in g R a t i o s  o f  A c t u a l to  P r e d ic t e dPer - c a p i t a V alue-added1952-1954 1964-1967 1952-1954 1964-1967 1952-1954 1964-1967P r e d ic t e d P r e d ic t e d P r e d ic t e d % P r e d ic t e d % A A A A A AA c tu a l A c tu a l%I S I C S e c t o r A SP SI L SP SI L SP S I L % SP SI L SP S i L SP S I L(20-22) Food, b e v e ra g e s  and tob a cco 2 .8 5 .7 5 .0 5.6 8 .2 7 .8 8.9 6 .6 27.5 50.0 26.7 40.1 2 6 .0 41.8 26.9 27.7 0 .5 0 .6 0. 5 1.1 0 .9 1.3(23) T e x t i l e s 4 .0 1 .4 2 .2 1.7 7 .6 1.8 5 .4 3 .4 28.9 12.0 11.0 12.2 24.1 9 .7 16.4 14.3 2 .9 1.9 2.3 4 .2 1 .4 2 .2(24) C l o t h i n g  and Footwear 0 .2 l . i 3 .0 0 .6 0 .3 1.5 4 .0 1.3 1.6 9 .4 15.9 4 .6 1.0 8 .3 12.1 5 .6 0 .2 0.1 0 .3 0 .2 0 .1 0 .2(25-26) Wood P rod u cts 0 .2 0 .4 1.9 0 .6 0 .5 0 .5 3 .4 1 .5 1.6 3.1 10.4 4 .6 1.6 2 .8 10.2 6 .2 0 .5 0.1 0 .3 1.0 0 .2 0 .3(27) Paper and Pap er P ro d u cts 0.1 0 .1 0 .2 0 .3 0 .7 0 .2 0 .4 0 .6 1 .4 0 .4 1.0 2.1 2 .3 0 .8 1.3 2 .5 2 .8 0 .8 0 .5 4 .9 1.7 1.2(28) P r i n t i n g  and P u b l is h in g * 0 .3 0 .3 0 .3 0. 5 1 .2 0 .5 0 .6 0 .9 2.7 2 .9 1.6 3 .5 3 .7 2 .9 1.7 3 .9 0 .9 0 .9 0 .6 2 .2 2 .1 1.3(29) L e a t h e r  P ro d u c ts 0 .1 0 .2 0 .4 0 .2 0 .2 0.3 0 .8 0 .3 0 .5 1.4 2.1 1.6 0 .6 1.6 2 .3 1 .4 0 .4 0 .2 0 .3 0 .7 0 .3 0 .6(30) Rubber P rod u cts 0.03 0.1 2.1 0 .4 0 .3 0.1 1.1 0 .6 0 .3 0 .8 11.3 2 .7 1.0 0 .8 3 .3 2 .4 0 .3 001 0.1 2.4 0 .3 0 .6(31-32) C h e m ic a l ,  Petroleum  £ C o a l  P ro d u cts 1.1 0 .6 1 .8 1.5 7 .2 0 .9 3 .4 3 .0 10.9 5.3 9 .7 10.7 22.8 5 .0 10.3 12.7 1.9 0 .6 0 .8 7 .8 2 .1 2 .4(33) Non m e t a l l i c  M in e r a l  P ro d u c ts 0 .6 0 .7 0 .6 0 .7 1 .4 1.0 1.5 1 .4 5 .4 5 .8 3 .2 5 .0 4 .4 5 .4 4 .5 5.9 0 .9 0 .9 0 .8 1.4 0 .9 1.0(34) B a s i c  M e ta ls 1.0 1.0 1.2 1 .8 0 .8 0 .9 3 .7 7 .7 2 .8 5.1(35-38) M e ta l  P ro d u cts 3 .9 3 .9 3 .6 4 .2 9.2 8 .2 5.6 9 .2 12.3 13.2 8.1 12.4 0 .9 0 .8 0 .5 1.0 1.1 0 .9(2-3) T o t a l  M a n u fa c tu r in g 10.3 11.3 18.6 14.0 31.5 18.6 33.1 2 3 .8 100 100 100 100 100 100 100 100 0 .9 0 .6 0 .7 1.7 0 .9 1.3
Notes and S o u r c e s : A l l  v a l u e s  are  co n v e rte d  to  U . S .  d o l l a r s  a t  th e  o f f i c i a l  exchange r a t e .
~K r e p r e s e n t s  a c t u a l  p e r  c a p i t a  v a lu e -a d d e d .  SP r e p r e s e n t s  sm a ll  p r i m a r y - o r i e n t e d  c o u n tr y  model.The fo r m u la  f o r  p r e d i c t i o n s  i s :

V-, = e?° . Y?1+P2<In Yt ) . nP3 . (I/GNP)^4 . (E /GNP)?5 . (E /GNP)?6i c e  t P m where :
S I r e p r e s e n t s  sm a ll  i n d u s t r y - o r i e n t e d  c o u n tr y  model.

r e p r e s e n t s  share (or  v a lu e -a d d e d  p e r  c a p i t a )  o f  s e c t o r  i  a t  p e r io d  t ;  r e p r e s e n t s  G ross N a t i o n a l  P ro d u ct  p e r  c a p i t a ;  N r e p r e s e n t s  p o p u la t i o n s  s i z e ;I/GNP r e p r e s e n t s  share  o f  g r o s s  f i x e d  c a p i t a l  i n  GNP; E^/GNP = Share o f  p rim ary e x p o r t s  in  GNP; Em/GNP r e p r e s e n t s  share  o f  m anufactured e x p o r t s  i n  GNP;The p ' s  r e p r e s e n t  the c r o s s - s e c t i o n  world p a t t e r n ' s  p a r a m e te r s ,  S e e :  H. Chenery and L .  T a y l o r ,  "Development P a t t e r n s :  Among C o u n t r i e s  and Over t im e " ,  The Review o f  Economic and S t a t i s t i c s , v o l . L ,  N o . 4 ,  1968, T a b le s  2 , 3 ,  and 4 ( R e g r e s s io n s  A ) ,  p p . 395-399. The fo rm u la  mentioned above which was used t o  p r e d i c t  has been p r e f e r r e d  to  a l t e r n a t i v e  ones ( t h r e e  a l t e r n a t i v e  f u n c t i o n a l  s p e c i f i c a t i o n s  have been g iv e n  f o r  each s e c t o r )  s i n c e  i t  p ro v id e d  th e  b e s t  f i t .  I t  i s  worth n o t i n g  t h a t  f o r  th e  SP and S I  p a t t e r n s ,  th e  share o f  c a p i t a l  fo r m a t io n ,  p o p u l a t i o n ,  and q u a d r a t i c  income terms were n o t  in c lu d e d ;  See:  Chenery and T a y l o r ,  i b i d . , 406-408.For th e  d a t a  on GNP and m ajor components,  S e e :  S t a t i s t i c a l  Appendix f o r  So u rces and g e n e r a l  e v a l u a t i o n  o f  s e r i e s  u s e d .  For d a t a  on th e  M a n u fa c tu r in g  S e c t o r s :For the p e r io d  1952-1954, se e :  C e n t r a l  Agency f o r  p u b l i c  M o b i l i z a t i o n  and S t a t i s t i c s . Census o f  I n d u s t r i a l  p r o d u c t i o n " , 1952 and 1954, C a i r o ,  ( i n  A r a b ic )For the p e r io d  1964-1967, S e e :  M i n i s t r y  o f  P l a n n in g ,  " R e a l i z e d  P r o d u c t io n  and Income T a r g e t s  in  M in in g ,  M a n u f a c t u r in g , and E l e c t r i c i t y  by s e c t o r ,  in  the F i r s t  F i v e - Y e a r  p la n  * C a i r o ,  March, 1966. ( in  A r a b i c ) ;  and "F o l lo w -u p  and E v a lu a t iô h ^ T ~ l^ h ô m T c ~  '5rôwtH~iri~THë~~DAR7 ~Ï96'6767", C a i r o , 1968 ( i n  A r a b i c j l  Two a d ju stm e n ts  were needed to make th e  i n d u s t r i a l  s e r i e s  comparable  w ith  one an o th er  and w ith  th e  p r e d i c t e d  v a l u e s .  F i r s t ,  s i n c e  the o r i g i n a l  ce n su s  v a l u e s  a re  based on c u r r e n t  p r i c e s  th e^  have been c o n v e r t e d  t o  1960 p r i c e s  u s in g  th e  o f f i c i a l  w h o le s a le  p r i c e  in d e x  and i t s  sub-com ponents .  M i n i s t r y  o f  P la n n in g  v a l u e s  are  a v a i l a b l e  a t  b o th  c u r r e n t  and c o n s t a n t  p r i c e s .  S e con d , th e  census f i g u r e s  p e r t a i n  o n ly  t o  e s t a b l i s h m e n t s  em ploying te n  workers and o v e r ,  w h ile  th e  M i n i s t r y  o f  P la n n in g  f i g u r e s  r e f e r  to  a l l  e s t a b l i s h m e n t s .  The two s e r i e s  were made comparable by d e d u c tin g  from th e  M i n i s t r y  o f  P la n n in g  e s t i m a t e s  th e  n e t  o u tp u t  g e n e r a te d  in  e s t a b l i s h m e n t s  em ploying l e s s  than ten  w orke rs.  These were o b ta in e d  from: C e n t r a l  Agency f o r  P u b l i c  M o b i l i z a t i o n  and S t a t i s t i c s ,  " S t a t i s t i c a l  I n d i c a t o r s  f o r  th e  UAR, 1952-1970", C a i r o ,  J u l y  1971, p .1 2 5 ,  ( i n  A r a b i c ) .
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modest changes in  'their structure. Although the food, t e x t ile  and chemical sectors increased th e ir  combined share to 70% i t  remains true that the level and structure of manufacturing output in Egyptian model closer to the le v e l and structure that were ch aracteristic  of "sm all-industry-oriented" countries.Although Table 12 does not allow s p e cific  conclusions to be drawn concerning the a llo catio n  o f to ta l manufacturing output among consumer, intermediate and cap ita l goods, other available evidence suggests that the share of ca p ita l goods, which was estimated at 5% in 1952,5® had not increased s ig n ific a n tly  by 1966/67 The growth in the output of metal products can be mainly accounted fo r  by the growth of consumer durables ( i .e .  automobiles, re frig e ra to rs , e le ctr ic  washing machines, e t c .) . The commodity group which underwent the greatest structural change was intermediate goods catering for the consumer goods sectors.
C. Allocation of Manufacturing Output among Various Uses 

Including the Substitution for ImportsIn th is section, an attempt is  made to measure import substitution in individual manufacturing sectors. This enables us to compare the actual pattern of import substitution with the one predicted fo r  Efeypt by the world pattern. Also an interindustry model is  used to divide

- 4 0 0  -
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 ̂ This can be explained in  terms of goverrment in d u stria l p o lic ie s .As we stated ea rlie r , since the mid-1950s the government h--d gained f u l l  control of a l l  investment a c t iv ity , and was thus in a position to determine both i t s  le v e l and pattern of growth. During the 
1950s , the government emphasised heavy industrial inputs (such as iron and ste e l)  but during the I 96OS th is  policy was changed in favour of consumer goods industries. This policy sheds some lig h t  on the modest structural change witnessed in manufacturing during the second h a lf  of the 1960s , compared with the early 1050s . ̂ See Chapter k , Table 12.
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the growth in  sectoral output among the various major uses, namely,intermediate demand, f in a l demand, exports, and import substitution. 5 1
1. Measurement o f Sectoral Import SubstitutionThe extent of import substitution during any period could be measured as the difference between the import ra tio s , for any sector, at two uoints in times

IS 1 = 4 _ ? k4 °ti (1)

where sIS1 stands fo r  a measure of extent of import substitution in commodity i  (or sector);M1 stands fo r imports of commodity i ;
01 stands fo r domestic production of commodity i ;  t l  stands fo r the i n it ia l  year; t 2 stands fo r the terminal year.
In the course of increased sp ecialisatio n  and trade one expects the ra tio  of imports to domestic production of commodity groups to show a secular r is e . We consider here the measurement of import substitution fo r  the manufacturing sector; a sem i-logs.rithic regression

For reasons related to data, th is  model w ill be applied to the Egyptian economy fo r  the 1900s only since i t  is  not possible to convert foreign trade data fo r  the 1950s to a.n in d ustrial c la s s i f i ­cation standard. Furthermore, using the 1963/6̂  input/output table to estimate the intermediate secto ral demand for the 1950s would have given grossly erroneous results because of the substantial changes in  production co e ffic ie n ts  which would be expected during a period of rapid industrial growth.52 Variables such as re la tiv e  p rice s , and parameters such as the income e la .stic ity  of demand fo r  commodities, w ill also a ffe c t the trend rate of growth of the import ra tio . See: J .  J .  Hughes and A. P. T h irlw all, "Trends and Cycles in Import Penetration in the U .K ." , on. c i t .
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model was f it te d  to the data re la tin g  the import ratio to time. The formula used iss

M stands fo r imports;0 stands fo r output; and T stands for time.
The co e ffic ie n t 6 measures the average rate of change of theimport co e ffic ie n t fo r any sector over the period under study. Anegative value of the estimated 8 's  would indicate a, positive import . 53substitution. Ta.ble 13 summarises the resu lts  o f measuring sectoral import substitution by using the above formula (equation 2). The following conclusions can be drawn from i t .( i)  At the aggregate le v e l, i . e .  to ta l manufacturing, the extent of import substitution was in s ig n ific a n t.( i i)  Sectors which showed an increasing import dependence were the food, rubber, metals, and machinery. For food th is  may be explained by the fa c t  that the widening domestic food gap had had led to an accelerated rise in food imports, both in i t s  primary form and in a processed form such as flo u r . The increasing demand fo r  rubber, both direct and in d irect, by various manufacturing sectors (p articu larly  the motor can industry) led to a rise  in imports. The increasing import dependence of metrils  (and metal products) re fle c ts  the rapid growth of consumer durables, mostly in the form of assembly facto ries ,.

5 3J  A positive 8*s indicates import penetration. See: Ib id .

(?)

where:



which was a major ch aracteristic  of in d u stria lisatio n  during th isphase. F in a lly , the rapid growth o f imports o f machinery wasassociated with the rapid growth in cap ita l formation a.nd was
51\accompanied ty a very moderate r ise  in domestic production.( i i i )  The sectors in  which import substitution occurred were t e x t ile s , clothing, fu rn itu re , printing, leath er, petroleum refin in g  and cement, and non-.meta.llic products. For furniture and leather th is  may he explained by the existence of a trad itio n al sector. For te x t ile s , the introduction of modern technology in the la te  1920s led to an increase in supply. Non-metallie products (largely glass and building materials) is  an intermediate industry which tends to be developed at an early stage because the technology is  not complex and the high transport costs o f i t s  bulky products en tail natural protection.

2. Pattern of Sectoral UseChenery's interindustry model enables industrial growth to be apportioned among three types of demand, intermediate demand, f in a l demand, and export demand and import substitution. Pursuing the same approach here enables us to analyse Egypt's pattern of structu ral change during the import substitution phase.To derive an estimate of sectoral intermediate demand fo r  the 
1960s , we have used the country's input-output table fo r  the year

I t  is  worth noting th rt the very moderate rise  of domestic pro­duction of machinery was, on one hand, the outcome o f market constraints in the form of absence of required s k i l ls  and smallness in the size of the market (especially  i f  we consider the absence of any capital use in ag ricu ltu ral production). On the other hard, the slow growth of domestic machinery production was also due to the government strategy of developing the consumer and intermediate goods industries f i r s t ,  and only la te r  to develop the capital goods sector.



Table 13

R a t e s  o f  G r o w t h  o f  P r e d i c t e d  a n d  A c t u a l  I m p o r t  C o e f f i c i e n t s

( 1 9 5 9 - 1 9 6 6 )

I S I C S e c t o r A c t u a l
g r o w t h  c o e f f i c i e n t s

P r e d i c t e d  
( e s t i m a t e d  p ’ s )

( 2 0 - 2 2 ) F o o d ,  b e v e r a g e s  a n d  t o b a c c o 0 . 0 6 4 - 0 . 0 1 2

( 2 3 ) T e x t i l e s - 0 . 0 5 6 - G . 0 3 5
( 2 4 ) C l o t h i n g - 0 . 1 4 4 - 0 . 0 4 5
( 2 5 - 2 6 ) W o o d  P r o d u c t s - 0 . 0 1 2 - 0 . 0 2 1
( 2 7 ) P a p e r - 0 . 1 5 2 - 0 . 0 2 1
( 2 8 ) P r i n t i n g  a n d  P u b l i s h i n g - 0 . 0 7 2 - 0 . 0 2 2
( 2 9 ) L e a t h e r - 0 . 1 0 3 - 0 . 0 1 6
( 3 0 ) R u b b e r 0 . 0 5 5 - 0 . 0 3 8
( 3 1 - 3 2 ) C h e m i c a l s ,  P e t r o l e u m  a n d  C o a l  P r o d u c t s - 0 . 0 5 0 - C . 0 2 2
( 3 3 ) N o n - m e t a l l i c  P r o d u c t s - 0 . 2 4 9 - 0 . 0 1 0
( 3 4 - 3 5 ) M e t a l  a n d  M e t a l  P r o d u c t s 0 . 0 3 9 - 0 . 0 3 4
( 3 6 - 3 7 ) M a c h i n e r y 0 . 0 0 3 - 0 . 0 2 4
( 3 8 ) T r a n s p o r t  E q u i p m e n t - 0 . 0 5 4 - 0 . 0 1 0
( 3 9 ) O t h e r s  ( M i s c e l l a n e o u s ) - 0 . 0 0 2 - 0 . 0 2 3
( 2 - 3 ) T O T A L  M A N U F A C T U R I N G - 0 . 0 0 1 - 0 . 0 2 3

N o t e s  a n d  S o u r c e s : ( 1 )  T h e  a c t u a l  g r o w t h  c o e f f i c e n t s  a e e  d e r i v e d  b y  f i t t i n g  t h e  a c t u a l  * 2

s e c t o r a l  i m p o r t  a n d  o u t p u t  v a l u e s  d u r i n g  t h e  p e r i o d  1 9 5 9 - 1 9 6 6  t o  t h e  s e m i - l o g  r e g r e s s i o n  
m o d e l :  ^  , M i t . _  +  R i  ( T )  T ^ e  ^ § u r e s  i m p o r t  a n d  o u t p u t  a r e  a t  c o n s t a n t  1 9 5 9 / 6 0

O i t  _ o C i  n 1 • p r i C e s .

( 2 )  T h e  p r e d i c t e d  g r o w t h  c o e f f i c i e n t s  h a v e  b e e n  d e r i v e d  i n  t w o  s t a g e s .  F i r s t ,  p r e d i c t e d  
a n n u a l  i m p o r t s  a n d  o u t p u t s  f o r  t h e  p e r i o d  1 9 5 9 - 1 9 6 6  w e r e  d e r i v e d  b y  a p p l y i n g  t h e  r e g r e s s i o n  
p a r a m e t e r s  o f  t h e  w o r l d  p a t t e r n  ( p r o d u c t i o n  a n d  i m p o r t s )  t o  E g y p t ' s  i n c o m e  p e r  c a p i t a  a n d  
p o p u l a t i o n ;  S e e  H .  C h e n e r y ,  " P a t t e r n s  o f  I n d u s t r i a l  G r o w t h " ,  o p . c i t . , T a b l e s  2 a n d  4 ,  
p p . 6 3 3 - 3 4 ,  f o r  w o r l d  p a t t e r n  r e g r e s s i o n  p a r a m e t e r s .  S e c o n d l y ,  t h e  r a t i o  o f  p r e d i c t e d  
s e c t o r a l  i m p o r t s  a n d  o u t p u t s  w e r e  f i t t e d  t o  t h e  a b o v e  s e m i - l o g  m o d e l .
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I 963/64. ^  The formula used fo r  th~t purpose is
C  A J  • (X) = (d)

where 1A = the input-output matrix of production co effic ien ts X = the vector of sectoral gross output d = the derived vector o f sectoral intermediate demand.
To obtain an estimate of f in a l  demand, the values of in ter­mediate demand and exports were deducted from the value o f gross output fo r  each secto r. Table l4  shows how the growth in output was allocated among i t s  various components during the lo 60s . The main points to note a re :(i)  The most s ig n ific a n t structural changes occurred in the in te r­mediate goods sector, as indicated by the change in th e ir  output.This sector benefited considerably from export growth and import substitution. The rela .tively  large share of exports in th is  sector's output growth resulted from the growth of exports of te x t ile s  and petroleum products.( i i)  The growth in the consumer goods industries was mainly via. the fin a l demand linkage which accounted fo r 7̂ % o f the to ta l growth in output, while the share of both import substitution and exports in to ta l growth were negative. This pattern of structural change in the consumer goods sector started in  the inter-war period and was

55 In order that the input-output table be corresponding to sectoral production and foreign trade data i t  has been aggregated to a tw o-digit ISIC le v e l.
J  This approach is  d e ficie n t because i t  treats sectoral f in a l demands as residuals. The result is  that a l l  s t a t is t ic a l  errors are reflected in the fin a l demand's estim ates. Anyway, the resu lts are quite acceptable and seem to represent a correct order of magnitude.



Table 14

A l l o c a t i o n  o f  G r o w t h  i n  O u t p u t  A m o n g  I t s  V a r i o u s  C o m p o n e n t s  

1 9 5 9 / 6 0 - 1 9 6 5 / 6 6  ( £ E  m i l l i o n )

I S I C S e c t o r A  O u t p u t

A  D o m e s t i c  D e m a n d

A  E x p o r t s

I m p o r t

S u b s t i t u t i o nI n t e r m e d i a t e F i n a l

2 0 - 2 1 F o o d ,  b e v e r a g e s 5 5 . 0 18 6 43 . 1 - 1 . 2 - 5 . 5
22 T o b a c c o 1 8 . 8 19 . 0 - 0 . 2 ..
23 T e x t i l e s 6 4 . 4 27 6 8 . 6 2 1 . 9 6 . 4
2 4 C l o t h i n g 1 0 . 4 1 0 8 . 9 0 . 2 0 . 3
2 5 - 2 6 W o o d  P r o d u c t s 9 . 1 5 6 3 . 2 - 0 . 1 0 . 3
27 P a p e r 1 4 . 8 3 1 ,  , - 0 . 01 1 1 . 8
28 P r i n t i n g  a n d  P u b l i s h i n g 8 . 5 3 9 3 . 9 0 . 8 - 0 . 1
29 L e a t h e r 0 . 4 1 8 - 1 . 8 - 0 . 1 0 . 5
3 0 R u b b e r 4 . 3 2 3 2 . 3 - 0 . 4 0 . 2
31 C h e m i c a l s 6 1 . 1 14 0 23 . 0 0 . 7 2 3 . 5
32 P e t r o l e u m  a n d  C o a l  P r o d . 3 5 . 4 15 0 - 3 . 2 1 1 . 1 1 2 . 5
33 N o n - m e t a l l i c  m i n e r a l s 1 0 . 0 7 0 3 . 5 - 0 . 8 0 . 4
3 4 - 3 5 M e t a l  £ M e t a l  P r o d u c t s 2 8 . 2 18 1 9 . 4 0 . 1 0 . 7
3 6 - 3 7 M a c h i n e r y 2 3 . 2 5 5 0 . 2 0 . 0 2 1 7 . 5
38 T r a n s p o r t  E q u i p m e n t 1 2 . 8 2 2 12 . 1 0 . 01 - 1 . 6

V a l u e s  C o n s u m e r  g o o d s : £ E . m . % £ E . m . % £ E  . m . % £ E . m . % £ E . m . %

2 0 - 2 2 , 2 4 - 2 6 , 2 8 - 2 9 1 0 2 . 3 1 0 0 3 0 . 9 3 0 7 6 . 3 7 4

oto01 - 0 . 0 0 5 - 4 . 5 - 4 , 0
I n t e r m e d i a t e  G o o d s :
2 3 , 2 7 , 3 0 - 3 2 1 8 0 . 0 1 0 0 6 2 . 0 3 4 3 0 . 7 1 7 . 1 + 3 3 . 2 9 1 8 . 4 5 4 . 4 3 0 . 0
C a p i t a l  G o o d s :

3 3 - 3 8 7 4 . 2 1 0 0 3 2 . 8 4 4 2 5 . 2 3 4 - 0 . 6 7 - 0 . 0 0 9 1 7 . 0 2 2 . 9
M a n u f a c t u r i n g

2 - 3 3 5 6 . 5 1 0 0 125 . 7 35 1 3 2 . 2 38 3 2 . 0 2 9 . 0 6 6 . 9 1 8 . 0

S o u r c e s : F o r  R a w  d a t a ,  s e e :  S t a t i s t i c a l  A p p e n d i x ;  F o r  d e r i v a t i o n  o f  d a t a  u s e d ,  s e e :  T h e  T e x t  o f  t h i s

c h a p t e r .

A  d e n o t e s  i n c r e a s e s .
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exhausted by the mid-1960s. Any further growth had to ca.ter either97fo r  internal demaud or fo r  exports.( i i i )  The contribution of the cap ita l goods sector towardsa lle v ia tin g  the country's foreign-exchange constraint was minimal.For the whole of industry im port-substitution accounted fo r  18% ofthe to ta l growth in manufacturing output between 1959/60 and 1965/66.This may be compared with Chenery's finding that "import-substitution

9 8accounts fo r  50%> of in d u stria lisatio n  in LDCs", but is  much closer to Lewis and So ligo 's estimates fo r  Pakistan ( l7-7% tor 195^/55“ 
1963/64)-^ and Ahmad's result fo r  India (2J% fo r  1950/51-1965/66)I t  seems safe to conclude therefore that during the f i r s t  h a lf of the 1960s Efeypt h=d entered the intermediate goods stage o f import substitution and was gathering momentum fo r entering the cap ital goods stage.
D. Import-Substitution and Intermediate Consumption in IndustryIn th is  section we analyse the import structure of intermediate
9 7J  As a matter of fa c t , Egyptian planners had intended that a large portion o f the increase in the output of that sector go to exports. But the planned export targets had never been realised , and i t  was therefore l e f t  to domestic f in a l demand to absorb the planned share of exports, thus in fla d ing i t s  share. See: United Arab Republic, Presidency of the Republic, National Planning Committee, General Frame of the Five Year Plan fo r  Beonomic and Social Pavelot>- ment, Ju ly  i960 - June 1965, Cairo, i 960 (chapter on Foreign Trade); a lso , Follow-un and Evaluation  Report  on the F irst  Five Year Plan, Part 1, Cairo, February I 906.H.B. Ohenery, "Patterns of Industrial Growth", on. c i t . ,  p. 64l.s. R. Lewis and R. Soligo, "Growth and Structural Change in Pakistan Manufacturing Industry, 195^-1964", on. c i t . , p. 106.J .  Ahmad, "import Substitution and Structural Change in  Indian Manufacturing Industry 1950-1966", Journal of Development Studies, Yol. 4, No. 3, 1968, p. 364.
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consumption in industry. Some of the products of the manufacturing sector are fo r f in a l consumption, investment, or exports, while others are used as intermediate goods. The consumption of in ter­mediates in industry is  not lim ited to i t s  own products, but i t  includes raw materials (both agricultu ral products and minerals) and inputs from the services sector. In d ustrialisation  may reduce the ratio  of imports to to ta l supply of manufactured goods, but lead, to higher imports of raw materials and intermediate services.To analyse the cost structure, the dependence on imports of intermediates, and the degree of backward integration of Egyptian industry the input-output table fo r  1966/67 i s  u se d .^This table only includes columns for six  mining a c t iv it ie s ,
20 manufacturing a c t iv it ie s  and seven other minor service a c t iv it ie s . The d irect inputs to industry from a l l  domestic sectors and from imports are shown, but since the matrix in i t s  present shape cannot be inverted there is  no way o f measuring in d irect requirements.In the 1 >66/67 table inputs are valued at purchase price, and thus include indirect taxes and customs d u ties. Import co e ffic ie n ts tend to overstate the import content of output and intermediate con­sumption. For the tobacco industry where customs duties are 12 to 
15 times the c . i . f .  value of imported tobacco le a f the bias is  very serious. Therefore tobacco is  excluded from the analysis of import dependence. In other instances the bias may not be very large because t a r if fs  on raw materials and space parts (the main imported inputs) are generally low. The inclusion of customs duties may overstate the ratios of imported inputs to gross value-added at

Central Agency fo r  Public Mobilisation and S ta t is t ic s , Input-Output Table of the Arab Republic of Efeypt, 1966/67, Cairo, April 1973,(in Arabic).



-  ¿K)9 -
factor costs by 5% - 20%.I t  is  also worth mentioning that since in d irect taxes and subsidies on output are shown separately in the 1966/67 ta b le , i t  i s  possible to derive the value of gross output a t factor cost to the industry, bat not to the economy since the taxes on inputs cannot be netted out. The concept of value-added used here is  gross value- added at factor costs.Table 15 represents the aggregate cost structure in manufacturing (excluding tobacco) as revealed by the 1966/67 .input-output tab le .One of the outstanding features of th is  table is  the significance of agricultural inputs in Egyptian industry, and the heavy reliance on imports of raw materials (agricultural products and minerals) to . sa tis fy  input requirements. In aggregate, manufacturing industries spend £KL55.8 m illion on agricu ltu ral inputs, and more than 5Qr% of that amount is  accounted fo r by imports. This dependence of industry on imports of agricu ltu ral inputs is  one of the interesting features of the Egyptian economy. Land sca rcity , which imposes a constraint on agricultu ral development and provides an incentive fo r economic d iv e rsifica tio n , is  also a lim itin g  factor on import-substituting in d u stria lisatio n .Furthermore, Egyptian industry has no important resource base in mining, except for petroleum. In 1966/67 mineral products accounted for 10/3 of to ta l inputs. I f  we exclude crude petroleum, th is  share f a l ls  to some 2%. Thus, import dependence fo r  th is item is  high, as some 55% of mining inputs are purchased abroad.Manufactured inputs were the largest component of intermediate

This situation may change in the late 1970s end 1980s with new discoveries of gas, phosphates, and other mineral deposits.



Ta,ble 15Aggregate Cost Structure in Manufacturing (excluding tobacco)
1966/67

Total(£E m illion) Intermed.ia.te Imports (£E m illion)
In ter­mediate Imports as Percentage of In ter­mediate Consumption

1. Intermediate ConsumptionsAgricultural Products 155.8 78.8 50.5Mining 56.3 ' 31.2 55MManuf a. c tinring 316.9 78.1 2 4.6E le c tr ic ity 12.3 —Public U t il it ie s 0.5 - —Transnort and Storage 6.1 - -Other Services 15.6 0.2 1.3TOTAL 563.5 188.3 33.^2. Gross Value-added 252.̂ +3. Gross Output at facto r )costs to the industry ) 815.94. Indirect Taxes minussubsidies 22.2
5 . Gross Out-put a.t marketprice 838.1

Source « Central Agency fo r  Public Mobilisation and S t a t is t ic s , I 966/67 Inrut-Qutnut Table, Cairo, April 1973*
consumption, accounting fo r  $6% of the to ta l, but the import content of these inputs -  which was 2$fo - was lower than in both agriculture and mining.Table 16 shows the composition of imported inputs of manufactured goods fo r  1966/67. C learly chemicals and spare parts were the most important.
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Industries in  which production is  re la tiv e ly  intensive in terms of manufactured inputs may have high indirect import require­ments as manufactured inputs themselves are made from primary commodities.Table 1? shows the intermediate imports in manufacturing production fo r IQ66/67. In that year the import content of gross output at facto r costs to industry wa.s Z}.Yfo, and the import content of to ta j inputs 33. h%. On average, £E0.746 worth of imports is  necessary t o ' generate one unit of gross value-added. Thus, Egyptian industry seems to be related by strong backward linkages to the rest of the world through imports. T ab led  also shows that food and leather ranked f ir s t  and second in terms of the imported input/value added radio. These were followed, in decreasing order by basic metals, m etallic products, petroleum refin in g , chemicals and cap ita l go o d s.^
Table 16Imported Inputs of Manufactured Goods, 1966/67

Type of Goods Value£E(000s) %

Manufactured food products 4 ,943 6.3Textiles 5,336 6.9Basic Metals and Metal Products .. 6,375 8.3Paper 5,847 7.4Spare parts 18,360 23.5Chemicals 29,841 38.2Others _7 , / IS 9.4Total 78,137 100.0Source: Central Agency for Public Mobilisation and S t a t is t ic s , I066/67 Input-Output Table, Cairo, April 1 9 7 3 *Note i Inputs to the tobacco industry have been excluded.
^  This is  an unusual pattern mainly because of the rank of food and leather.
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The importance of high import dependence is  nerceived in  times of balance of payments d i f f ic u lt ie s . Policy-makers confronted with balance of payments d if f ic u lt ie s  tend to tighten imnort controls and reduce or delay foreign exchange allocation s to industry. The greater the direct and indirect import requirements, the greater is  the adverse impact on domestic output. However, the impact on manufacturing output of a one-pound reduction in imports during 1966/67 may not be correctly reflected  by the data in Table 17 because the co e ffic ie n ts  shown do not include in d irect requirements, and also the marginal64co efficien ts may have been higher than the average c o e ffic ie n ts .
CONCLUSIONLooking back at the Egyptian balance of payments situation  in the post-war period the feature which stands out most clearly  is  the continuing and growing d e f ic it  on current account. From the Wax's end to 1951 these d e fic its  were no particular cause fo r concern. Current d e fic its  were small and were easily  covered by drawing on accumulated Sterlin g assets. After 1951 the situ ation  was quite d iffe re n t. The income terms of trade of the country f e l l  by 36% from 1951 to 1952, largely  due to the collapse of the Korean cotton boom. Some improvement was noticeable between 1953"1960> and 1964-1970. In the meantime, however, a number of other charges had taken place in the balance of payments. Net receipts from in v isib le  exports rose from 8% of merchandise exports in  1952 to 29% of a much larger to ta l in 1966. This was supplemented, from 1959 onwards, by foreign aid and long term loans.

I f  the foreign-exchange allocation delays or reduces imports of an ingredient used in fixed Quantities in some process. Spare parts fo r  machinery are a care in point. On the other hand, the marginal ra tio  m̂ y turn out to be lower than the average co effic ien t when there is  room fo r  substitution between in ru ts .
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Table 17

C o d e I n d u s t r y

I m p o r t  C o n t e n t  o f  
g r o s s  o u t p u t  a t  
m a r k e t  P r i c e s

%

I m p o r t  C o n t e n t  o f  
g r o s s  o u t p u t  a t  
f a c t o r  c o s t s

%

I m p o r t s  a s  
p e r c e n t a g e  o f  
I n t e r m e d i a t e  
C o n s u m p t i o n

%

I m p o r t s  P e r  
u n i t  o f  g r o s s  
v a l u e - a d d e d  
a t  f a c t o r  c o s t s  

£ E

2 0 F o o d 4 2 . 9 4 3 . 8 5 1 . 2 3 . 0 6 2
21 B e v e r a g e s 3 . 6 6 . 7 9 . 7 0 . 2 2 1
23 T e x t i l e s 6 . 3 6 . 4 9 . 6 0 . 1 9 1
2 4 W e a r i n g  a p p a r e l 1 0 . 1 1 0 . 3 2 2 . 6 0 . 1 9 0
25 W o o d 4 . 4 4 . 4 6 . 6 0 . 1 3 2
26 F u r n i t u r e 7 . 5 7 . 5 1 5 . 6 0 .  146
27 P a p e r 1 5 . 6 1 5 . 6 2 6 . 2 0 . 3 8 6
28 P r i n t i n g 6 . 5 6 . 6 1 0 . 7 0 .  1 7 0
29 L e a t h e r 4 4 . 7 4 4 . 7 5 8 . 6 1 . 8 8 2
3 0 R u b b e r 2 3 . 5 2 3 . 6 4 4 . 8 0 . 4 9 8
31 C h e m i c a l s 2 7 . 5 2 8 . 0 4 5 . 2 0 . 7 3 9
32 P e t r o l e u m 3 1 . 0 3 1 . 0 5 0 . 2 0 . 8 1 1
33 N o n - m e t a l l i c  p r o d u c t s 9 . 8 1 0 . 1 1 6 . 6 0 . 2 6 1
34 B a s i c  M e t a l s 2 1 . 8 2 1 . 9 2 7 . 9 1 . 0 0 8
35 M e t a l l i c  p r o d u c t s 3 8 . 3 3 8 . 4 7 2 . 2 0 . 8 1 9
36 N o n - e l e c t r i c a l  m a c h i n e r y 2 0 . 6 2 1 . 2 4 6 . 2 0 . 3 9 2
37 E l e c t r i c a l  m a c h i n e r y 2 3 . 3 2 4 . 3 4 2 . 2 0 . 5 7 5
38 T r a n s p o r t  e q u i p m e n t 1 7 . 6 1 7 . 9 2 9 . 8 0 . 4 5 1
39 M i s c e l l a n e o u s 1 7 . 2 1 7 . 2 3 0 . 1 0 . 4 0 3

T o t a l  M a n u f a c t u r i n g  
( e x c l u d i n g  t o b a c c o )

2 2 . 5

................

2 3 . 1 3 3 . 4 0 . 7 4 6

S o u r c e :  C e n t r a l  A g e n c y  f o r  P u b l i c  M o b i l i z a t i o n  a n d  S t a t i s t i c s ,  1 9 6 6 / 6 7  I n p u t - O u t p u t  T a b l e .



Receipts from the Suez Canal were of considerable help to the . country and the balance of payments.M ilitary expenses were a burden on the Egyptian economy, and foreign exchange proceeds. The major source of m ilitary equipment was the Eastern block. However, although these expenditures represented a heavy burden on the balance of payments of Efeypt, they are very important to national security, especially fo r 5£ypt with a long history of foreign domination.Import substitution in d u stria lisatio n  was an import--intensive process as has been the case in  many developing countries. Therefore although Egypt's import substitution strategy had brought about a remarkable growth in in d ustrial production and national income, i t  did not solve the balance of payments problem. On the contrary, the foreign exchange gap widened considerably, and the foreign debt reached alarming proportions (given the country's debt-servicing capacity). Furthermore, by the mid-1960s an in fle x ib le  pattern of sectoral interrelations began to emerge in the economy. This was due to the fact that the import capacity was not only growing a t an in su ffic ie n t rate but had also become in fle x ib le  with regard to i t s  commodity composition. I t s  slow growth resulted from the slow growth in export proceeds, while i t s  in f le x ib il i t y  was due to the fa c t  that the commodity composition of imports came to consist almost exclusively o f imported inputs and food stuffs. This situ ation  reduced the capacity of foreign trade to play i t s  essential badancing role in the economy.For example, the imbalance between domestic demand and supply of food became more d i f f ic u lt  to correct through imports of food since th is  would have entailed sa crific in g  essential imports of producer goods, thereby hampering production and growth. In addition, an industrial cost-price structure emerged which made the expansion of
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e x p o r t s  o f  m a n u f a c t u r e s  a  d i f f i c u l t  t a s k .  T h i s  m e a n t  t h a t  t h e  

i n d u s t r i a l  s u r p l u s  ( i . e .  i n d u s t r i a l  g o o d s  n o t  c o n s u m e d  a t  h o m e )  

w o u l d  h a v e  t o  b e  ( i )  d u m p e d  o n  t o  t h e  f o r e i g n  m a r k e t  w i t h  a  d e t r i ­

m e n t a l  e f f e c t  o n  s a v i n g s ;  o r  ( i i )  i n d u s t r y  w o u l d  w o r f c  a t  b e l o w  

c a p a c i t y  l e v e l .The combined e ffe c t of the a.bove d if f ic u lt ie s  was to bring growth
t o  a  h a l t .  A f t e r  1 9 6 4  t h e r e  w a s  n o  g r o w t h  i n  i n d u s t r i a l  p r o d u c t i o n  o rin  real GNP and the economy could be said to have entered Lewis'65
" s t r u c t u r a l  i n f l a t i o n "  s t a g e . T h i s  l a s t e d  u n t i l  t h e  o u t b r e a k  o f  t h e  

I 9 6 7  Arab-Israeli w a r  w h i c h  a l t e r e d  t h e  c o u r s e  o f  e v e n t s .The s ta t is t ic a l  analysis of the pattern of import-substitution growth and the resulting structural change has been carried out at both an aggregated and disaggregated sectoral le v e l, the la tte r  involving comparison with a cross section ally  estimated "V.'orld Pattern".From th is s t a t is t ic a l  analysis we can conclude thrt while Egypt's import-substitution strategy succeeded in raising the le v e l of industrial output - bringing i t  closer to the world average fo r countries with her income, s ize , and resources - i t  brought about l i t t l e  transformation in the industrial structure. To a large extent the strategy was based on foreign borrowing, and i t s  main aim was to create a structure of production capable of propelling the economy into sustained growth.However, the import-substitution strategy fa ile d  to achieve this aim. I t  fa ile d  to establish a capital goods sector of any appreciable s iz e , with the result that the economy was more dependent on cap ita l
65 See Chapter 1, section 1 .6 .A.
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goods imports in the second h alf of the 1960s than i t  was at the beginning of the lQ50s. This should h^ve been a matter of concern since in the case of %ypt the cap ita l requirements of growth were high due to the need to substitute cap ital fo r  even scarcer resources.The relaxation in cap ita l goods production would have been legitim ate i f  the pattern of in d u stria l growth had been export-oriented, enabling marginal foreign-exchange earnings to keep pace with import requirements, including rising food and cap ital goods imports.However, as we have seen, industrial growth was largely inward oriented, and it s  contribution to export growth was minimal.This inward-orientation of the expanding industrial sector together with the lank of grovrth of the capital goods sector culminated in  sharply risin g foreign debt, and by the mid-1960s the situation had become serious. The re strictio n  on imports in response to the foreign exchange c r is is  deprived the economy of essential growth inputs. Consequently, from the middle of the lo60s, industrial growth was brought to a h a lt .



CHAPTER 9
ECONOMIC POLICY, ANALYSIS AND DESIGN 

9.1. INTRODUCTIONIn th is chapter we use the model fo r  the purpose of policy analysis and design. The chapter is  arranged as follow s:Section 1 distinguishes between two alternative general model sp e cifica tio n s.Section 2 uses the model to attempt to rep lica te  the actual economic system during the period in question.Having been subjected to the above te s t , the model is  used to conduct a two-gap analysis and to undertake experiments aimed at identifying the dominant gap. This preliminary step to policy analysis is  reported in Section 3-Section k uses the model to te st alternative strategies fo r achieving optimal long run growth and external equilibrium. Here Tinbergen’ s theory of economic policy is  adapted and used.
9 .2. TWO GENERAL MODEL SPECIFICATIONSAs stated in Chapter 7 the complete model is  overspecified.This is  because the national income id e n tity , C + S = C + I - F ,  d ictates that both aggregate consumption and savings cannot be estim ale! independently, given that GNP is  supply side determined.One of them has to be estimated as a residual. Therefore, in order to avoid overdetermining we need to distinguish between two alternative general model sp ecifica tio n s.
1 We w ill be using each time the model is  solved.
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Model 1»This model is  a conventional one in the Keynesian tra d itio n .In i t  aggregate savings are estimated autonomously by using the following equation and two id e n titie s . Whether we treat government savings as exogneously determined, or estimate i t  from the government income and consumption functions, is  immaterial fo r  the purpose in hand.

= a + b
3 i

e T  . .  c 'E  , qjeut  -  °b + Sj-
1 ( lo p ) t  + c (s)1 + e C°)sp (i)
cE (2)sp (3)

Estimating aggregante savings in the manner stated above aggregate consumption is  then estimated as a residual
i . e . ,

Thus, the following equations and id e n titie s  become redundant, i . e .  not u t il is e d , in  the model. So, - .g .f .  _ £i¡1
•H -P al C i(V)t + *2ci c+i+k“ t r i 1 + * st^ J .

s _ t Kl CS(V)t + CC
2c s ( T ) f

h(i+s)t “  "2 + b2
f x M  + c^POP Jt  2 (pop)t  + d2

T _ ‘t  “ < + c j  + < •inEH -P ct + Cgt
So, Model 1 as described above is  used to project both the ex ante saving and trade gaps.
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Model 2:This model is  based on the input-output sp ecificatio n  fo rconsumption of industrial {roods and services, as mentioned in an 
2e a r lie r  chapter. Aggregate consumption, of both household and government, is  determined by using the following equations and id e n tity :

ct  "  *1 + bl  (p® )t  + C1 'P0P>t + dl  (5)
= -iCi(v)^ + °=2ci M^+1+k + T^1 + AST* - (6)

Cl = - 1cs(V)® + “ 2c s (T)^S (7)

+ c j  + (8)(given the production and trade equations)
Estimating aggregate consumption in the prescribed way then enables aggregate savings to be determined as
Sl  = (GKP)t  -  ¿1 (9)
Model 2 therefore makes e x p lic it  some of the structural factors which lead to a d irect interdependence o f the savings and export c o e ffic ie n ts , and accordingly between the savings and trade gaps.

9 .3 . TESTING THE MODEL'S PERFORMANCEBefore using the model fo r  projections and policy design, one must f i r s t  assess i t s  a b ility  to stimulate accurately the actual economy. One such approach would be to compare the f it t e d  values of the various structu ral equations with the actual ones fo r  the period
2 See Chanter 6.



in question. However, a more stringent te s t  is  to assess theperformance of the model as a complete system. This can be undertakenby inserting in the model's equations for each year the model'sprojected values of the current and predetermined variables insteadof the actual values. The la t te r  te st has the advantage of revealingany systematic bias b u ilt in the model's structure. Both of the3te sts  mentioned above are used. Three estimates fo r  each of the major endogenous variables are given: (i)  equation estimates; ( i i)  model estimates; and ( i i i )  actual estimates. In cases where alternative functional specifications were provided, i . e .  in the case o f consump­tion and savings, the resu lts of the alternative equation estimates are also given.A comparison of the actual and model estimated values of the endogenous variables and th e ir  aggregates show that the model is  able to stimulate the performance o f the actual economy with a high degree of accuracy, and without systematic b ias.
9A .  ANATOMY OF EX-ANTE SAVINGS AND TRADE GAPSThe decisions to invest, save, import or export, i .e .  the decisions a ffe ctin g  the four aggregates that determine the size of the savings and trade gaps, are often undertaken by d iffe re n t groups and have d ifferen t functional re la tio n s. Therefore, there is  no a pr io r i  reason fo r th eir being ex-ante mutually consistent. Consequently there is  no reason in principle why the two gaps should be equal ex ante.As fo r  the observed ex post equality, i t  is  achieved through short run adjustments to actual foreign resource inflows.
3
J  See Appendix 8 .A. P. Thirl w all, "Growth a.nd Development: With Special Reference to Developing Economies", on. c i t . , p. 2^5.
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In Egypt's case, the government gained f u l l  control of a l l  investment a c tiv ity  and was thus in a position to determine both i t s  level and pattern of growth from the mid.-l950s onwards. Furthermore, the industrial sector, whose surplus was the main source of private savings, was almost to ta lly  publicly owned and controlled. Although household savings accounted fo r  only a, small share of to ta l savings these were influenced by the government through i t s  extension of so cia l security and pension schemes. Nevertheless, the government's decision making body was represented by a myriad of organisations, committees, and individuals whose p o licies were not always consistent. Therefore, the actual realised values o f the four variables s ig n i f i ­cantly deviate from the desired ones.Below we discuss two main issues re la tin g  to the gaps. F ir s t , the ex-ante gaps are projected a,nd both th e ir  structure and th e ir  ex-post equalisation mechanism are analysed. Second, the interdependence between the savings and export parameters in two gap models and i t s  consequences fo r policies aimed a t restoring equilibrium in the external balance are discussed.
A. Structural Analysis of the Two-GapsIn order to project the ex-ante gaps the following methodology is  used.Three alternative compound rates of growth of re a l GNP (g) fo r the period 1953/5telp65/66 are assumed. These rates are 4.5/, 5 -5/» and 6 . 5/  per annum.A pattern of investment allocation  sim ilar to the h isto ric a l one is  assumed, with no changes assumed in the h isto rica l values of the other explanatory variables in sectoral production functions, i . e .
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land, labour and fertilisers."'*Sectoral cap ita l stocks needed to achieve the three alternativegrowth targets were estimated by the following model's equations:av£ = a1 + bx (L)° + cx + d]_ (F)° + (D)^‘ C* (10)

4  "  a2 + b2 + °2 (̂ )  + d2 <F)t ( ID
= a + b (K)J:_1 -  Ex^ (12 )

v“ h = hh(k )“ 5 (13)
vr  -  ^ + b2 « «  + 'c (N)°s + (D)V0S <1*0

Given the projected cap ita l stock, the investment in each sector was estimated from the following equations*
-  0.97 ( K ) ^  + I Bt ( Ya'’ 1929 = 0) (15)

4 - 0 . 9 5  ( K ) i x + 4 K̂1929 = 0) (16)
K~oh -  0.97 (K)“ J  + l f h ■ / soh '*1929 = 0) (17)
K°S = 0.98 (K )°^  + i f / OS' 1929 = 0) (13)
Taking the observed rate of indirect taxes as a percentage of GDP, and the balance of facto r payments abroad th is supplemented us with the values of GNP. Given these projected values of GNP, government income and private disposable income were estimated by the following two equations:

5 This is  a reasonable assumption since any increase in land above the observed h isto rica l rate would have required investments with a long gestation period in water control (e.g.  High Dam), and could not have m aterialised over the period in question. As fo r l?„bour, a l l  sectors were characterised by excess labour capacity and accordingly could have increased th eir output within the assumed growth rates ’without any additional dema.nd for labour.



-  a  +  b  ( G N P ) t  ( 1 9 )

= (GNP)t  -  (20)
G i v e n  t h e  p r o j e c t e d ,  v a l u e s  o f  i n d u s t r i a l  v a l u e - a d d e d ,  a n d  u s i n g  

t h e  o b s e r v e d  a v e r a g e  r a t i o  o f  S 1 /  V 1 d u r i n g  t h e  p e r i o d  i n  q u e s t i o n ,  

t h e  i n d u s t r i a l  s u r p lu s  w a s  p r o j e c t e d  b y  t h e  f o l l o w i n g  e q u a t i o n s

S^ ociSi (v)i (21)

The procedures described above were undertaken fo r  each of the three alternative rates of real GNP growth.F in a lly , the projected values of the predetermined variables mentioned above were inserted in the import, export and savings equa­tions o f . the reduced form .model. Then using equations 22 and 23 below the ex-ante savings and trade gaps were predicted under the alternative growth rate assumptions.
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-  J t  -  s t
( 22)

£  =  Mt  -  ( E t  +  B I T ) ( 23)
Figure 1 shows the results of this procedure. I t  shows that the savings gap was the dominant one over the period in question at a l l  assumed rates of real GUP growth. A closer look at the savings gaps show that despite i t s  increase over the period i t  increased at a declining rate . This was due to the increasing rate o f growth of private savings which was, in turn, a function of the risin g  share of industry in GNP. Since the industrial surplus is  the main source of savings, and a rise  in the share of industry in GNP accompanied by no decline in the share of industrial surplus in to ta l industrial value-added would, ceteris paribus, lead, to a r is in g  marginal propensity to save. This points to an important b u ilt-in
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sta b ilisa tio n  mechanism in the system which should be more fu lly  u t il is e d .The declining rate of growth of the savings gap would have been fa s te r  at higher rates of growth i f  we had linked the industrial capacity u tilis a tio n  to the rate of growth. Empirical observation, generally, points to a negative correlation between the rate of growth of GNP and the capital-output ra tio . Nevertheless, in  Egypt's case, we thought i t  more f i t  to t ie  the in d ustrial excess capacity to in d u strial exports.In the case of trade gap, G^, both commodity exports and imports increased a t a declining rate , except fo r  imports when a g of k .5% was assumed. This was due, in  the case of imports, to import substitution which was p a rtia lly  b u ilt in the system. In the ca.se of exports, the decelerating is  an outcome of the change in commodity composition of both domestic demand and supply, the decline in the share of agriculture (the main exporter), and the increasing domestic use of raw cotton.The impact of the interaction of the rates of growth of imports and exports on the trade gap at the alternative GNP growth rates was not uniform. At both low and high GNP growth ro/tes the trade gap widened at an accelerating rate . However, when the medium rate of growth was assumed i t  increased at a decelerating rate.A few words need to he added about the structure of Egypt's two gaps and th eir relationship to economic p o lic ie s . The savings gap was a direct outcome of two major fa c to rs , the budget d e fic it  on current account (this was discussed earlie r) and the growth of invest­ment above the "minimum required le v e l" .The sharp rise  in investments in the Aswan High Dam and related e le c tr ic ity  projects accounted fo r the accelerated growth of investment. This raises a conceptual problem. Given the GNP target rate of growth,
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the two-gap theory is  based on minimum required investment. I t  might be objected thc?.t since the High-Dam investment did not contribute to output during the period in question, i t  should not be considered as constituting a part of the minimum investment required to sustain GRP growth. However, i f  vie abide by the s p ir it  rather than by the le tte r  of the two-gap theory, such an investment should be regarded as essential and considered as part of the minimum required investment, p articu larly  in the lig h t  o f the country's poor resource endowment and i t s  need to substitute cap ita l fo r scarce land.But even i f  the above lo g ic  is  acceptable, i t  must be stressed that the import-substitution strategy erred in that i t  overstretched the demand fo r the country's meagre resources, barge investments allocated to the commodity sectors coincided with investments in projects with a. long gestation period such as the High Dam as vie 11 as with a risin g  budget d e f ic i t .About h a lf of the foreign trade gap was the d ire ct result of the food gap. Deducting the food gap from the trade gap gives the former a positive sign fo r most o f the sample period, at both 5 .5% and 5.5% rates o f GRP growth.The net balance of in v is ib le  trade was a major source of foreign exchange receip ts . I t  increased from £E22 m illion in 1953 to £E76 m illion in I 966. The main source of the rise of in v is ib le  receipts was the nationalisation of the Suez Canal in 1956» and the rapid growth of i t s  foreign exchange earnings. This, together with the increased receipts from tourism helped reduce the trade gap.
B. Interdependence between the Savings and Export ParametersThree main issues re la tin g  to the empirical estimation of ex-ante savings through the use of over-sim plified aggregate models have been discussed in  the recent two-gap lite ra tu re .
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( i)  I f  the trade gap is  the dominant one, any attempt to estimate the savings gap from h isto rica l data would provide biased resu lts .With the two gaps being ex ante unequal, and the foreign resource inflow presumably f i l l i n g  the larger of them, the h is to r ic a l data pertaining to the smaller gap necessarily r e fle c t  expost adjustment, and consequently provide a downward biased estimate of savings and/or an upward biased estimate of investment. Using the estimated savings and investment parameters for extrapolating the savings gap would,in such cases, produce an overestimate.^( i i )  In the national income id e n tity , 1̂  = + F^, the assumptionis  that domestic and foreign savings are additive. In other words, foreign resource inflows represent a pure addition to the domestic resources available fo r  financing investment, and axe neutral v is  a v is  the domestic propensity to save. This assumption has been challenged on the grounds th at, to the extent that the inflowing foreign resources are used to increa.se current private or public 7consumption, observed domestic savings must be below the intended ones. In other words, even i f  the savings gap is  the dominant one, easy a c c e s s ib ility  to foreign aid might lead to less than f u l l  potential domestic savings. g( i i i )  The two-gap theory in i t s  in it ia l  formulation assumed
 ̂ This point was f i r s t  raised by J .  0. H. Fei and G. Ranis, "Foreign Assistance and Economic Developments Comment", The American Sconomic Review, L V III, No. 4, September l? o l ,  pp. S?7“ 912.7 Sees Thomas Weisskopf, "The Impact of Foreign Capital Inflow on Domestic Savings in Underdeveloped Countries", Journal of Inter­national Economics, I I ,  1972, p. 25. See a lso , "An' Econometric Test of Alternative Constraints on the Growth of Underdeveloped Countries", The Review of Economics and S t a t is t ic s , LIV, No. 1, February 1972, pp. 07-73. ̂ Sees Chenery and Strout, "Foreign Assistance and Economic Development", on, c i t . , pp. 679-733*
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independence of the savings and trade gaps. This assumption wouldhold i f  the investment, savings, import and export parameters areindependent or a ltern ativ ely , i f  they are interdependent but at thegsame time seem to s h ift  equally and simultaneously.The f i r s t  issue does not arise in Egypt's case since the savings gap was dominated throughout the period in question. Despite the second issue being related to the f i r s t ,  inflows of external resources were instigated by internal demand and by no means were readily availab le . Consequently, given the economic system's constraints, i t  could be deduced that the observed savings behaviour la.rgely reflected the desired one.However, the third issue assumes greater importance in Egypt's case, was indicated above, the savings, investment, import and export parameters are by no means independent. P articu larly  important is  the interdependence of the savings and export c o e ffic ie n ts .Ordinarily exports a ffe ct savings d ire c tly  as well as in d ire ctly . A rise  in the share o f exports in GNP leads to a rise in  income above what is  anticipated with a constant export co e ffic ie n t. The extra rise in income stems from the gains from trade associated with a better allocation  of resources (c la ss ic a l trade theory) or the foreign trade m ultiplier (modern trade theory). In the case of foreign exchange constrained economy, the increase in income is  even greater
 ̂ This assumption has been challenged on both theoretical andempirical grounds. Sees A. M aizels, Ex-port and Economic Growth of Developing Countries, The Cambridge University Press, 1q68, p. 5 8 .' Also see: J .  K. Lee, "Exports and the Propensity to Save in LDCs", The Economic Journal, 8l ,  No. 322, June 1071, p. 3^i*‘H. 3. Chenery and P. Eckstein, Development Alternatives fo r  Latin America,, Economic Development Report, No. 29, Harvard University: The Center fo r  International A ffa ir s , A p ril, 1067; Henry Johnson, Economic p o licies Towards Less Developed Countries, Brookings in stitu tio n , Hew York, 1067.
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due to the high marginal productivity of the foreign exchange factor of production (two-gap theory). Also, a rise  in the export co e ffic ie n t can a ffe c t  the savings propensity through i t s  e ffe ct on income d is t r i ­bution which would raise  the share of those groups with a higher saving propensity such as the exporters; or i t  can cause a s h ift  in the saving schedule of other groups such as government (fo r example in cases where export ta.xes represent a major source of tax revenue) or households.In Egypt's case the slow growth of exports had a negative e ffe ct on savings through a l l  of the above described channels. The slow growth of industrial exports had a detrimental e ffe ct on the industrial surplus, the main source of national saving, as a result of i t s  impact on capacity u t ilis a t io n . Even the modest rate of export growth was achieved at the cost of increasing government export subsidies (a negative export tax) which contributed to government dissaving.F in a lly , the consumption lib e ra lisa tio n  p o lic ie s  ted a downward influence on household savings.
C. S e n sitiv ity  o f the Savings and Trade Gaps to Changes in Industrial ExportsIn any ex-ante forecast, where the values of the exogenous variables are assumed to be arbitrary, the deviation between the predicted end actual values of endogenous variables may be large due to wrong assumptions about the exogenous variab les. I t  is  also assumed that there is  no major structural change during the forecasting period. In other words, the magnitude of co efficien ts estimated from the sample period is  assumed to remain the same, which may be expected
10 This aspect is  not incorporated in our model with a l l  i t s  alternatives.
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bat is  certainly  not assured. Therefore, the researcher must be careful in asserting the accuracy of h is predictions. In th is  situation a researcher should use se n sitiv ity  analysis and make several predictions based on d iffe re n t assumptions about the exogenous variables, and then relu ctantly  voice his opinion about the prediction which he thinks may be closest to r e a lity .The model we used here is  Model 2, assuming an average compound rate of GNP growth of 5>5% per annum which approximates the h isto ric a l rate of growth, and no change in the allocation  of invest­ment. Industrial exports are treated in our solution as exogenously determined so that we could readily vary i t  as pant of our an alysis. The other le tte r  variables and parameters are either target variables or policy instruments which w ill be used la te r  as part of our policy design experiments.Equations 24 and 25 represent a. solution of the model fo r  the year 1966.
G® = 1692.274 -  0.868 (GNP)t  ~ 0.132 (Y)| -  1.525 (Ex)t- 0.705 ( l)£-g , f ‘ + 0.6 (Ex)* («2irik)t  -  345.013 (“ 2mk)t+ 148 (N)°S + I t  -  (24)
Ĝ  = -184.458 + 0.131 (GNP)t  -  0.132 (Y)| + (Ex)t («2n*)t-  575.023 («2mk)t  -  0.391 (Ex)* - 21.247 (“L)t+ 0.49 ( I)^ ‘g , f ‘ -  (E)1 (25)
As may be seen from equations 24 and 25 there are various d irect

11 The reason fo r selecting th is year fo r  our experiment is that the future course of the system's variables is  by no means certain as a resu lt of the outbreak of the Arab-Israeli War in  1967.



channels through which changes in  industrial exports would influence savings, investment, imports and GNP. An increase in in d ustrial exports (E1) would lead to a decrease in both savings and trade gaps, assuming that a s ig n ific a n t increase in (E1) leads to better capacity u t ilis a t io n  in the in d u strial sector, which in  turn leads to a rise  in  both GNP and imports at the given in sta lle d  capacity.
Table 1S e n sitiv ity  of the Savings and Trade Gaps to Changes in Industrial Exports fo r the year 1966(in £E m illion)

E1 Ex1 i v GNP yS M E + BIT G* 1 S GS
1 0.28 95 4 8 2,058 335 374 344 +30 6-36 646- +62

2 0.31 0 28 2,155 352 4l4 336 +28 6-76 458 +183 O.36 0 0 2,155 352 4l4 419 -5 4.38 493 -55
—v- = in d u strial export co e ffic ie n t M = to ta l importsV1Ex1 = excess capacity output in industry I V = investment in inventories GNP = gross national product = government net income

E = to ta l commodity exportsBIT = net balance of in v isib le  tradeI  = to ta l investmentS = to ta l savings _sG = savings gap Ĝ  = trade gap
Furthermore, the above changes would be expected to le a l to  a decline in undesired investment in inventories ( l)V, and accordingly, a decline in to ta l required investment.
x that is  a decline in (Ex)1.
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The outcome of these changes, and th e ir  impact on the sizes ofthe savings and trade gaps, can only be ascertained throughexperimentation. Therefore, we have made alternative assumptionsabout the industrial export c o e ffic ie n t, and i t s  relationship toindustrial capacity u t ilis a t io n , and then solved equation 24 and 25s *fcfo r the values of G and G . The results of this experiment are given in Table 1 . Given the limited structural f le x ib i l i t y  of the economic system, a rise  in the industrial export co e ffic ie n t leads not only to a s h ift  in  the savings schedule but also to an increase in i t s  in clin a tio n . This, reinforced by other changes, leads to the savings gap declining at a fa ste r  rate then the trade gap, as indicated in Table 1 .The conclusions derived from the present section have a sub­sta n tia l bearing on the design of economic p o licy . As we have seen excess aggregate demand, as evidenced by a dominant ex ante savings gap, coexisted alongside d eficien t demand fo r industrial goods, as evidenced by the prevalence of substantia,! excess capacity and undesired inventory accumulations. In such circumstances, a simple policy prescription, based mainly on cu rta ilin g  consumption, could bring about a recession without achieving i t s  objectives. Any policy mix capable of coping with a situ ation  where policy objectives are co n flictin g  must include policy instruments equal in number to the policy targets. In f act ,  this is  the essence of the Tinbergen approach to economic policy design. The next section adapts this approach in order to experiment with alternative policy mixes aimed at, restoringexternal equilibrium.
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9 .5 . ECONOMIC POLICY DESIGNAccording to Tinbergen's theory of economic policy, the endogenous variables (or jo in tly  determined) of a model are divided into two categories: target variables end irrelevant v ariab les. On the other hand, the pre-determined variables are divided into policy instruments and data. After converting the model to i t s  reduced form, the equations pertaining to the irrelevant variables are eliminated (by algebraic means), leaving a set o f equations containing only policy instruments, target variables and data.Ordinarily, one would assign veiues to the policy instrument variables and solve fo r the values of the target variables (given the system's data). Tinbergen's approach reverses th is  order, thus assigning values for the target variables and solving fo r the values of the policy instrument variab les. Further, an essential condition fo r  the application of th is  approach is  that the number of policy targets (knowns) and instrument variables (unknowns) would be equal, that is ,  the reduced policy model's degrees of freedom would be zero.The above outline constitutes the fundamentals of Tinbergen’ s approach. However, in applying th is  approach to our model fo r Efeypt, the choice of target and instrument variables must be ma.de clear.The theory of economic policy, in general, assumes the structural parameters of the model to be fixed and not part of the tools of policy design. However, th is  need not be the case. For example, in Egypt's case some of the parameters are themselves the product of economic p o lic ie s  and are subject to policy-manipulation. 1

12

1 ? See: Chapter 1, section 1.3.  For an outline and general assess­ment of the approach, see: K. A. Fox, T. K. Sengupta, andE. Thorbeeke, ‘ The Theory jof qua n titative Economic P o licy , North- Holland Publishing Company, Amsterdam, 1973» Chapter 2.



Therefore, in  our attempt to experiment with policy mixes fo r  Efeypt we included some stra te g ic  structural parameters as policy instruments. The la s t  issue related to the choice of policy targets and instruments is  to explain the e ffe c t  of the model's complete recursiveness on the process of selection.Theoretically speaking, in  a completely interdependent systemany policy instrument can influence any policy target. But in acompletely recursive system lik e  ours th is is  not the case. Policy13instruments of a certain order can influence only target variables of the sa.me order, or those of a higher order. This re str ictio n , coupled with the so cia l and technical constraints imposed on the values of certain policy instruments, reduces the automaticity of choosing effectiv e  instruments to achieve our policy ob jectives.I t  is  also worth noting that values of the target variables need not be absolute but could instead be related to one another in a target performance function ( i . e .  a social welfare fu n ctio n ).1̂  As a. matter of fa c t , since economic decision-makers are rarely in d ifferen t to the choice of policy instruments, they could also be included in the general welfare function. The task of the economic policy designer in this case would then be to maximise this function. But in the absence of an operational welfare function, and in order to relax Tinbergen's absolute target altern ative , we assigned several alternative values, within so c ia lly  and technically  acceptable lim its , fo r a combination of targets and instrument variables and
See Chapter 7, figure 1 and Appendix 8.^  Sees H. Tneil, Economic Forecasts end P o licy , North-Holland Publishing Company, Amsterdam, 1958, Chapter 7 and 8.
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and then solved fo r the remaining unknowns. In th is  case we would have more policy degrees of freedom and would be able to present a range of alternative policy mixes.The foregoing approach is  usually used to design future p o lic ie s . However, the outbreak of the Arab-Israeli war in 1967» which brought major distortions in the behaviour of most of the system's v ariab les, makes such an undertaking quite risky since the future course of these variables is  by no means certa in . Therefore, we opted to conduct our policy experiment for the year 1966.The following two equations provide us with the necessary relationship between the chosen policy targets and instruments. They represent the two demand/supply balance equations fo r  capita 1 and foreign exchange. Hie only alteration  is  that investment is  treated in i t s  capacity creating role rather then in i t s  Keynesian aggregate demand ro le . This means that the investment term in the cap ita lbalance equation was replaced by a(GNPt  -  GKPt _ n ) where a is  themodel estimated incremental capital-output ra tio , and GNP represents capacity output. This step is  necessary in order to obtain a positive functional relation between foreign resource inflows (GS ) and Gross National Product (GNP).
GNPt  = 6^-3.596 + 0.^9 (Y)^ + 0.58 (ExJ) + 0.268 ( I ^ g *f ‘ )-  0.228 (Exj)(«2Hk)t  -  131.179  (“ 2mk)t  " 56.27^ (N°s )+ O.38 (Et ) + O.38 (G®) + 1.331 (GNPt _ i)  (26)

1GNPt  = 957.702 + Y| -  7.63^ (Ex^)(-2mkt ) + 4389.581 (=?mkt )+ 2.Q85 (ExJ) + 162.190 (KLt ) -  3 . 66̂  (l^*e , f ')
+ 7 . 63^ (G Í)  + 7 .6 3 ^  (BIT) ( 2 7 )
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Prom the above equations two structurel parameters are chosen from among the policy variables, i . e .  œL and œ̂ mk. The former refers to the ratio  of cotton area to the to ta l cropped area, and i t s  value is  determined by land allocation  among the cotton and cereals crops. The la tte r  refers to the ra tio  of gross cap ita l goodsproduction to to ta l industrail value-added, and is  determined by investment allocation  within the industrial sector among the consumer, intermediate, and cap ita l goods. Both parameters are a function of government p o lic ie s .The main purpose for choosing these two structural parameters from among the policy variables should be obvious. Oaring the period in question, the most important facto r underlying the government's cotton policy was one of a technical nature. This involved following the trie n n ia l crop-rotation system where cotton would be cultivated on any p lot of land only once every three years which, in  turn, means that the cotton area, in any year cannot exceed one third of the to ta l cultivated area. Nevertheless, the share of cotton area in to ta l cultivated area had dropped below the one-third lim it imposed by the crop-rotation system. This could have been the outcome of the peasant's reaction to the government's cotton price p o licy , regardless of restrictio n s on cotton area,. Thus, we have chosen the parameter «L as policy instrument to provide an estimate of the gains in terms of a rise  in national income, which could be derived from increasing the sirre  of cotton in the to ta l cropped area.On the other hand, the choice of the parameter “ pink is  equally s ig n ific a n t. One of the structural changes in EJgypt that have taken place during the period in question has been the rapid growth in investment and the change in i t s  structure favouring industry. There was a substantial s h if t  in the allocation  of investment towards the commodity sectors. This tended to s lig h t the pattern of investment
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towards construction since th is constitutes the major part of investment in services. While equipment constitutes the most important element in manufacturing investment. Accordingly, the change in the ra tio  of investment in these two major sectors brought about a faste r demand for cap ita l equipment. And given the n eglig ib le  size of the domestic capital sector, a large pert of th is  increased demand had to be imported. So, while demand fo r cap ita l goods increased rapidly as a resu lt of the increase in the le v e l and pattern of investment, the growth of supply lagged behind, and thus led to the emergence of a cap ital goods bottleneck. Thus, we have chosen the parameter «^mk as a instrument with the aim o f assumingalternative values fo r  i t ,  within a feasib le  range, to provid.e an estimate of the marginal value productivity of foreign a id .From equation 27 we can explain the meaning of the co e ffic ie n t of the “L parameter. I f ,  hypothetically speaking, the whole of the country's crop area, was allocated to cotton production, the net addition to the national product would amount to £El62 m illion . Also the two equations 26 and 27, provide us with two estimates of the marginal value productivity of foreign aid . According to the two-gap theory i f  the trade gap were dominant in EJgypt,' the marginal product­iv ity  of would have been, " ^ ^ t  = 7 . 63^.
However, we have stated e a r lie r  that the savings ga,p was thebinding one and that the two-gaps were not independent. Given thesefindings, and given the fa ct that the two-gaps are equated ex-post,i t  would be warranted to assume that the actual marginal productivityS "tof foreign aid f a l ls  between the co e ffic ie n t of G and G in  equations 

26 and 27 and lik e ly  would be closer to the la t t e r .3y using our e a r lie r  projections of sectoral capital stocks and GNP growth at an annual compound rate of 5>5c/° p . a . ,  and assuming



alternative values fo r the d ifferent policy instruments within afeasib le  range, we used the equations 26 and 27 and solved the systems *tin each case fo r the values of G and G . The resu lts are shown in Table 2. I t  shows that policy mix three represents the equilibrating one. Given the values of the controlled variables corresponding to th is  policy package, i t  would leed, approximately to both a closing and an equalisation of the two gaps.
CONCLUDING REMARKSIn th is chapter we have used two alternative generad modelsp ecifica tio n s. Model 1 was a conventional one in the Keynesiantradition and Model 2 was based on input-output sp ecificatio n  fo rconsumption of industrial goods and services. This approach ofalternative functional sp ecification s in a policy model such as oursendows i t  with the req uisite f le x ib i l i t y . I t  serves as a substitute 15fo r  the largeness and comprehensiveness of the model and allows us to examine d ifferen t aspects of the economic system. Also, in  a centrally  planned a.nd developing economy lik e  E&ypt production is  determined through the plan and is  in e la s tic , both upward and downward. At the same time exports ?„re quasi fixed while the structure of imports becomes increasingly r ig id . Consequently, the role of foreign trade in bringing about sectoral commodity balances is  greatly  undermined, and other equilibrating mechanisms must be substituted . fo r i t .  I t  is  in this lig h t  that we deemed i t  imperative to incorporate sectoral supply-demand balances in the m odel.^Vie have also specified capital formation and accordingly growth 5

5 Larger models su ffer from the problem of error accumulation which - can be quite detrimental, esp ecially  when the margin of error in the used tim e-series is  substantial.
^  This was achieved through the various input-output functional sp ecifica tio n s.



TABLE 2Impact of Alternative Values for the different Policy Instruments on Savingsand Trade Gaps(19 6 6 )
PolicyMixBo L°I*=oc L

okV-i E1 
= ei

Ex1 Iv GBP Yg Y§GBP BIT B°S Projected Valuesm"*' E* Gt I* St Gs
1 0 .1 8 0 .1 0 0 .1 7 95 48 2058 335 0.1627 58 2.142 374 230 86 486 388 98
2 0 .2 0 0 .1 5 0 .2 0 75 34 2078 369 0.1775 58 2.142 361 257 46 472 415 57
3 0 .2 2 0 .2 0 0.23 55 19 2098 402 O.1 9 1 6 58 2.142 345 285 2 457 444 13
4 0 .2 4 0 .2 5 0 .2 8 15 0 2138 436 0 .20 38 58 2.142 333 333 -58 437 484 -47

Bote: 0̂ represents the gross output of manufactured capital goods. For the meaning of the other notations used, see Table 1



as exogenously determined. This sp ecifica tio n  provided us with more degrees of freedom in our policy analysis and design. But i t  is  not necessary for the model. There are two alternative sp e cifica tio n s.One would he to treat the le v e l of investment as endogenously determined and equal to the sum of domestic production and imports of investment goods. This would he appropriate i f  the supply of investment goods is the lim itin g  factor on investment. The second would he to tre.at investment as endogenously determined and equal to the sum of domestic savings and foreign resource inflow s. In either of these two cases, the model could he used to te st the impact of d ifferen t assumptions regarding foreign resource inflows and invest­ment allocation  on growth.The estimation and analysis of ex ante gaps showed that the savings gap was the dominant one over the period in question and at a l l  assumed rates of real GNP growth. This ga,p was a direct outcome of two factorss the budget d e fic it  on current account and the growth of investment above the "minimum required le v e l" . The foreign trade gap was a d irect product of the food gap. The balance of in v is ib le  trade had shown a sustained surplus ?.nd contributed su bstan tia lly  to the reduction in the size of the trade gap.The adjustment mechanism which brings the two gaps to equality was ra.ther simple, since the government controls the decisions such a.s investment, savings, import end exports. This reduces the problem to one of government targets , p o licies and p r io r itie s . Of course, the degrees of freedom allowed to government decision maJcers are lim ited by in tern al, tech nical, in stitu tio n a l and p o lit ic a l factors as well a.s by external constraints, especially  foreign aid .Given the fa c t  that the savings gap was the larger and accordingly the dominant one, the simplest policy recommendation would be that the country should save more and consume le s s . To achieve
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th is  goal, one of the instruments would be to reduce government dissaving by either raising budget revenues to the le v e l of current expenditure through tax reforms or by reducing government expenditure to the level of i t s  revenue or by a combination of these two p o lic ie s .I f  the above policies are not fe a s ib le , an alternative would be to reduce private consumption to a le v e l t h ' t  would permit private savings to be s u ffic ie n tly  high to finance a. simultaneous rise  of both public consumption and cap ital formation. But such p o licies aimed at raisin g  aggregate savings are not lik e ly  to succeed due to population pressures and the external co n flicts  that the country has to fa c e , which in turn lead to the growth of both private and public consumption. The alternative is  that i f  Efeypt is  to achieve both rapid growth and an increase in savings i t  must increase i t s  exports, p articularly  of in d ustrial goods, and increase the share of cap ital goods in to ta l in d ustrial production.
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CHAPTER 10
CONCLUSIONS AND POLICY RECOMMENDATIONS

The purpose of th is study was (i)  to examine and analyse Egypt's changes in  the agrarian structure, the process of d iffe re n tia ­tion of the peasantry, the s h ifts  in income distrihution and consumption patterns by d iffere n t socio-economic groups; ( i i)  to analyse the movement toward the nationalisation of the means of production and the establishment of a large public sector, as well as the more general change in the approach to economic planning ( i .e .  the change from a. free enterprise system to a semi-planned economy composed of a public and a private sector); ( i i i )  to assess Egypt’ s import substituting growth over the period 1952-1970 and to describe alternative strategies for achieving optimal long-run growth and external equilibrium.He do not propose to enumerate a l l  the findings reached in the course of the study since these are sta.ted in the concluding sections of the previous chapters. Only the most important findings and the future development strategy of the country are recorded.The 1Q52 Revolution had a simple but d efin ite  economic programme, and more s ig n ific a n tly  the p o lit ic a l  w ill and the means to carry i t  through. I t  did not involve at f ir s t  the demise of private enterprise, but a greater and expanding economic role fo r  the government. The programme included land reform; major measures to relieve the land scarcity  problem; in d u stria lisatio n  with public investment in heavy industries (e .g . steel) which had proved unattractive to the private sector; partial planning (essen tia lly  the id e n tifica tio n  of projects fo r an investment programme) and a renewed emphasis on education and so cial welfare.
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The implementation of th is programme induced further intervention. In agriculture, the land reform led to the extension of government run co-operatives to most of Egyptian agricultu re. The in d u stria lisa ­tion objective led to increased t a r r i f  protection. Exchange controls and import licensing were reintroduced, largely  for balance of payments reasons but also to stem capital f l ig h t  and discourage imports of luxury goods for the rich , p a rtia l planning evolved into comprehen­sive planning, and the surprising element in th is  change is  not that i t  took place but that i t  was so much delayed (the decision was taken in 1957, almost fiv e  years a fte r  the Revolution, and the F irst Plan only started in Ju ly  i 960) .A small public sector emerged ju st before 1956 as a resu lt of Stale investment in a few industries. I t  expanded by steps, with the nationalisation of the Suez Canal, the sequestration of B ritish  and French firms after the war of I 956, the nationalisation of a l l  hanks, the establishment of the Economic Organisation in 1957, and the nationalisation of 3ank Misr in I 960. S ign ifica n t public investment in industry undertaken under the F irst Industrial Plan (1957-1960) contributed to th is  expansion. The period 1952-1961 saw the emergence of a mixed system in which the private sector co-existed with an ever expanding public sector through which the government continually extended intervention and control.The radical change of the economic system took place in I 96I -  I 962 when e a rlie r developments were completed. Successive waves of nationalisations and punitive sequestrations absorbed most of modern industry into the public sector as well as large department stores, fin an cial in stitu tio n s , building and transport firms of any s ig n ifica n t s ize , and large h o tels . Foreign trade was placed en tirely  in the hands of new public organisations. In agricultu re, the government became the sole purchaser of major crops and the main
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supplier, through the co-operatives, of essen tial inputs such as f e r t i l is e r s , pesticides, and seeds. Private ownership was preserved in agriculture (within the framework and ceilin gs of land reform laws) and in urban real estates. Small businesses in a l l  sectors -  and, hence most of r e ta il  trade -  remained in private hands. At the same time, the S o c ia lis t  laws granted new privileges to workers in the organised, non-agricultural sector. An employment drive resulted in large numbers of new recruits in public administration and in public sector, firm s. The government committed i t s e l f  to employ a l l  university grad.ua.tes and absorbed also secondary school leavers in public employment as vieil.The redistributive e ffe ct of the agrarian reform was lim ited.The distribution of some IJÿé of the cultivated area to about 9a- of the rure.l population has v irtu a lly  eliminated very large ownerships, s lig h tly  improved the lo t  of small peasants, but consolidated the position of the midium stratum. Thus the i n i t ia l  inequality in the distribution of land ownership was not changed in a fundamental, way. Land reform has not affected in a noticeable way the landless peasants since land distribution was mostly lim ited to previous tenants and small farmers.The changes in the distribu tion  of income among rural classes was mainly a reflectio n  of the change in the structure of land owner­ship. We have seen that the absolute income received by big landowners ( i .e .  over 50 feddans) as well as th eir re la tiv e  share of to ta l agricultu ral income have fa lle n . Meanwhile, the rich and middle landowners ( i .e .  5-50 feddans) benefited most as both th e ir  share of agricultu ral income and th eir income per capita have increased. Poor peasants ( i .e .  less than fiv e  feddans) have increased th e ir  share of agricu ltu ral income mainly due to the increase in th eir numbers, with th eir per capita incomes only marginally improved. F in a lly , the
*



- 446 -

number of landless peasants has decreased with a s lig h t improvement in th eir share of income during the 1950s and early s ix t ie s . These trends have reversed in the late  s ix t ie s .The distribution of consumption expenditure among rural households showed that between 1953/59 and 1964/65 there was a s lig h t f a l l  in  the overall degree of inequality of the distribu tion  of to ta l consumption Moreover, the flagrant i n it ia l  in eq ualities between income groups which characterised the 1950s went unchallenged during the 1960s.Despite the potential benefits of land and crop consolidation p o licies few benefits did in fa c t  accrue when such p o lic ies were pursued by the co-operatives. This was due to the unequal distribution  of land and bureaucratic domination over the experiment. Thus a l l  the co-operatives did in th is respect was to patch up some of the obvious d eficien cies of the existing system of production mainly through the reorganisation of agricultu ral rotation. More serious was the negative e ffe ct the crop consolidation system had. on small and poor peasants. They were obliged to cultivate a l l  th eir land with a certain crop a year and had to depend on the open market fo r the satisfa ctio n  of th eir needs. Although the improved supply of credit and other agricultu ral inputs had produced favourable resu lts as fa r  as land productivity is  concerned, th is sytem favoured large landowners rather than poor and small peasants. Unequal distribu tion  of credit and the accumulation of l'rg e  arrears enabled large landowners to appropriate the greater part of co-operative finance at cheap prices.The co-operatives were successful as an instrument of government policy. Through the manipulation of the agricultu ral terms of trade, i t  was possible to ensure the mobilisation and transfer of sizeable portions of agricultu ral surplus to finance the process of industrial accumulation and redress the balance of payments d e f ic it . But the co-opera,tive policies of marketing and pricing had negative e ffe cts
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on the process of d iffe re n tia tio n  among the peasantry.In 1952 a revolution: ry government acceeded to power with an e x p lic it  and firm commitment to accelerate industrial growth. To achieve this goal i t  assumed f u l l  control of the great hulk of investment a c tiv ity  in the economy. Vie have seen that during the 1950s the investment ratio  -  that is  gross fixed investment re la tiv e  to GNP « was fa ir ly  constant in the range 12fi-l4?i. However, th is ratio  is  increased sharply in the early 1960s, reaching 205 in 1963/6^. Thereafter i t  declined again so t h t  during the period 1968/70 i t  was less than 125.The growth in investment during the 1960s was accompanied by an increase in imports relative to GNP. There are two reasons fo r th is . F ir s t , the v irtu al a/bsence of a, capital good sector meant that the growth of investment led to a similar1 growth in imports of cap ita l goods. Secondly, the rapidly rising incomes led to s, rapid growth in demand for food and intermediate goods. Given the in e la s tic ity  of food supply, an increasing share of to ta l supply had to be imported. At the same time imports of other consumer goods were held down through various highly protective import n o licies .Accordingly, the growth in investment was accompanied by a, growth in imports, though at a lower rate because of the im port-substituting e ffe c t of the new investments. However, the rise  in both the investment and import ratios in the f i r s t  h a lf of the 1960s was not matched by comparable increases in the share of exports or domestic savings, and thus led to the emergence of both a, savings and a trade gap. He have seen that a re la tiv e ly  small balance of payment d e fic it  equivalent to1.15 of GNP in 1960/61 was followed by very large d e fic its  of the order of 6% and 8/0 of GNP for 1961/62 and 1963/64. Egypt could not sustain such large d e f ic its . The situ ation  was further aggravated by newfactors and events. The U .S . withdrew th e ir  aid which had contributed
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to the resource gap in the mid-1960s and the Yemen war drained away valuable foreign exchange. In tern ally , the e ffe cts  of the population explosion of the 19 -̂Os, combined with those of an expanded programe of education began to be f e l t .  Egypt found i t s e l f  in a, situation in  which the to ta l resources available to the economy (domestic and foreign) had decreased while the claims of public consumption were continually increasing. The share of public consumption in GDP increased from 16 . 6% in  1959/60 to 21*3/3 in 1963/65, and 27.2% in I 969/7O. Private consumption took some of the brunt but investment and merchandise imports were the main casu alties.With foreign debt reaching alarming proportions by the mid-1960s , and external finance becoming more d i f f ic u lt  to obtain, severe curbs were imposed upon imports, food shortages occurred, and the gap between domestic demand and supply caused a rise  in food prices.Given the importance of food in a low-income economy such as Efeypt, i t  vías inevitable that the rise  in food prices lead, to an in flation ary rise in the general price le v e l.The curb on imports of producers goods h it  industry very hard.New investments in industry had to be reduced to a minimum, and some established industries slowed down because of shortages in spare parts, raw materials and other intermediate imports. Although the curb on imports was a major factor in the decline of industrial growth i t  was not the only one. Poor projections of both domestic and export demand for industrial products led to substantial m isallocation of investment in the industrial sector. As a consequence many in d u stria l plants operated fa r below capacity.Three major aspects of government p o lic ies towards investment exercised a strong influence on the demand, supply, and imports of capital goods. F ir s t , there was a substantial s h ift  in  the allocation  of investment towards the commodity sectors during the period
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1953/5^-1966/67. The e ffe c t  of th is  was to s h ift  marginally the pattern of investment towards construction since th is constitutes the major part of investment in services (while equipment constitutes the most important element in manufacturing investment). Accordingly, the observed change in the ratio  of investment in these two major sectors brought about a fa ste r demand fo r capital equipment. And given the n egligib le  size of the domestic capital sector, a. large part of th is increased demand had to be imported.Second, a large portion of to ta l investment in public u t i l i t ie s  was allocated to projects with a long gestation period such as the Aswan High Dam and related e le c tr ic ity  projects. He have seen, for example, that during the period 1959/60- 1966/67, to ta l investment in the High Dam alone amounted to about 10% of a l l  investments in the commodity sectors. The contribution of the High Dam investments to output w ill not be f e l t  u n til the 1970s , and w ill be stretched over a fa ir ly  long period. However, given the low marginal propensity to save the income m ultiplier e ffe cts  associated with the construction of the Dam added to the existing in flation ary pressures. Furthermore, the allocation  of sizeable investments to projects characterised by long gestation periods meant a rise  in investment with no p a ralle l rise  in savings and, accordingly, th is led to a widening of the savings gap.Third, government investment policy within the industriad sector did not place any emphasis on the cap ita l goods sector. A fter an in i t ia l  (and somewhat short-lived) tendency to give more attention to the promotion of the heavy goods industries in general, the government reversed the trend. Although th is change in policy orientation might have been prompted by technical and economic d i f f ic u lt ie s , such as a shortage of sk ille d  manpower, the size of the market e t c . , i t  was also based on welfare considerations. This is  made evident by the e x p lic it  statement in the "National Charter" which defined the
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country's in d u strialisation  philosophy and objectives as ones that would endeavour "to strike a human balance reconciling the requirements of production with those of consumption". The Charter goes on to say that "the theories which advocate that developing na.tions should sp ecialise  in lig h t  consumer goods as well as those which stress heavy industries would be rejected on the grounds that th is  would necessarily en tail great deprivations on the part of the people".I t  also explains that"the UAR industrial policy had been based u n til the end of the f i r s t  Five-Year Plan (1959/60-1964/65) on placing re la tiv e ly  greater stress on consumer industries . . .  3ut in order to realise a more balanced in d u strial structure, the Second Five-Year Plan (1964/65- 1969/70) w ill lay more stress on heavy industry".The outcome of th is  philosophy was th at, in the F irst Five-Year Plan, the share of the capital goods sector (especially machinery) in to ta l in d u strial investment did not exceed The result of th is wasthat, while demand for capital goods increased rapidly as a resu lt of the increase in the le v e l and pattern of investment, the growth of supply lagged behind, and thus led to the emergence of a capital goods bottleneck.Two aspects of government f is c a l  p o licies were of concern to th is study: one, the government budget d e f ic it  on current account with it s  impact on the level of aggregate savings; two, the structure of government revenue and expenditure and i t s  potential influence on the pattern of consumption.We have seen that a steady increase in the government expenditure occurred throughout the period under study. A number of factors led to th is sharp rise in government expenditure, foremost among which were defence expenditures and the increasing welfare transfers. Moreover, underlying increasing’ government dissaving were in e la s tic  tax revenues on the one hand, and risin g  government



expenditures on the other. Another important feature of f is c a l  policy in Egypt was the pattern of growth of government revenue. The only tax on agricultu ral income was the land tax whose revenue stagnated throughout the period. Thus, the increase in agricultu ral income was v irtu a lly  exempt from any taxes. Moreover, income from wages and salaries up to £2250 was exempt from taxes, and fo r  the following £2100 the tax rate was only 2%. This tax structure, in addition to the increases in welfare transfers, had reinforced the trend towards a rapid growth in demand, mainly fo r food.The employment strategy had a d irect bearing on the savings and trade gaps in at le a st two major ways. F ir s t , the policy o f excess labour absorption in the industrial sector represented a. form of unemployment subsidy and contributed to a. rise  in  the cost of industrial production and a decline in the industrial p r o fits . I t  thus tended to reduce the industrial sector's international competit­iveness, and at the same time cut into the main source of aggregate savings, i . e .  industrial p ro fits . Secondly, the growth in government employment meant, cete r is  paribus, a net contribution to aggregate demand with sero contribution to aggregate supply of commodity output. This also had an adverse e ffe c t on the balance of payments.The Egyptian experience of agrarian reform had no doubt been more successful than many others. This was mainly due to the package of measures introduced and the government enthusiasm during the 1960s. Given the changes in the structure of land ownership, income distribution and the system of co-operatives any solution fo r  the future should consider a radical redistribution of land and a. radical restructure of the co-opera,tive system in such a way as to replace i t  with real producer's co-operatives.Within the commodity sectors the need to exert a l l  possible e ffo rts  to increase agricultu ral production hardly needs emphasising.
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Our study suggests some means of increasing agricultu ral growth other than an increase in land supply, namely, through a more intensive use of chemical f e r t i l is e r s , and the installm ent of covered drainage f a c i l i t i e s .  Expert opinion estimated that agriculture.! productivity and output could be su bstantially  increased by these means.^ The prospect fo r future agricultu ral growth is  greatly enhanced by the fa c t  that the vast investments in the Aswan High Bam have started to come to fru itio n  since the beginning of the 1970s .As fo r the pattern of manufacturing growth, our study stresses the absolute importance of channelling the grea.t bulk o f industrial growth towards exports, and substituting fo r  cap ital goods imports.To rea lise  the la tte r  objective is  fa ir ly  easy, but a strategy for achieving the former has yet to be formulated.The outstanding feature of Egyptian foreign trade and balance of payments was the d e f ic it  in both the balance of trade and the balance of current payments during the whole period in question, with the resulting continuous depletion of foreign exchange reserves. This development led f in a l ly  to foreign exchange d if f ic u lt ie s  which became c r it ic a l a fte r  I 962, with a formal depreciation of the Egyptian pound, drawings on the IMF, and some adjustments in domestic p o lic ie s .Behind th is development la id  an almost stagnant export volume and, simultaneously, an expanding import volume. The improvement in the terms of trade and the increase in net in v is ib le  earnings (the Suez Canal) helped to meet part of the increase in imports, but even th is favourable development was not s u ffic ie n t to prevent a growing d e f ic i t .  Up to 1958 Egypt relied  almost exclusively on her supply of foreign
S e e ;  M a r i a n  C l a w s o n ,  e t . j a j L  , T h e  A g r i c u l t u r a l  P o t e n t i a l  o f  t h e  

K i d d l e  E a s t ,  A m e r i c a n  E l s e v i e r  P u b l i s h i n g  C o .  I n c . ,  N e w  Y o r k ,

1971.
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assets to finance the growing d e fic its  in her balance of payments.The main component of foreign assets continued to be s te r lin g , although other foreign assets played a s ig n ifica n t ro le , including those accumulated in the early postwar period when more blocked sterling was released to. Efeypt than vras needed fo r current transactions. During I 959 sterlin g  assets continued to help finance the payments d e f ic its , although at a decreasing rate . By the year i960 these reserves were actu ally  exhausted, and other foreign exchange holdings continued to provide fo r  d e f ic it  payments. 3y 1962 other foreign reserves were also exhausted and the burden of accommodating d e fic its  shifted to foreign loans end grants.Import substitution in d u stria lisatio n  was an import-intensive process, as in many other developing countries. Thus, although the im port-substitution strategy brought about a growth in in d u strial production and national income, i t  did not solve the balance of payments problem. On the contrary, the foreign-exchange gap widened considerably and given the country's debt-servicing capacity the foreign debt rea-ched alarming proportions. Furthermore, by the mid-1960s an in fle x ib le  pattern of sectoral in terrelation s began to emerge in the economy. This was due to the fa c t  that import capacity vras not only growing at an in s u ffic ie n t rale but had also become in fle x ib le  with rega.rd to i t s  commodity composition. I ts  slow growth resulted from the slow growth in export proceeds, while i t s  in f le x i­b i l i t y  was due to the fa c t  that the commodity composition of imports came to consist almost exclusively o f imported inputs a_nd food stu ffs. This situ ation  reduced the capacity of foreign trade to play i t s  essential balancing role in the economy.Under these circumstances the prospects of economic development fo r ££;ypt are bleak unless the savings rate is  raised in the most abrupt manner, which is  not lik e ly  due to population pressures and to



the external co n flic ts  that the country has to face , which in turn lead to the growth of both private and public consumption. The alternative is  fo r  the economy to receive more aid and to use i t  ratio n ally  for purposes of economic development. But once the aid is  received the problem of repaying these debts on maturity is  s t i l l  a chronic problem that has to be solved .A heavy burden of debt servicing may cause a deterioration in terms of trade and induce sudden and anomalous s h ifts  in  export markets and thus defeat the cause of development. Therefore, the recipient country should impose measures and d iscip lin e s in order to be able to a ffe c t  repayment of debts without d isto rtin g the economic system, since such distortions would negate the benefits fo r  which loans were contracted. The necessary measures would include giving high p rio rity  to export expanding industries, allocatin g  investment funds in the most economic and e ffic ie n t  way, thereby ensuring that projects selected contributed most to national output. Policy makers should also rea lise  that i t  is  impossible to develop and be competitive in a l l  f ie ld s . Therefore, i t  is  necessary to build up a national p ro file  of industry and ccncentra.te a l l  e ffo rts on selected branches in which a comparative advantage e x is ts . Export industries should be able to earn enough to repay foreign exchange plus interest payments, which means that these industries should be in lin e  with international technological and economic standards.To develop through foreign trade the country has to compete with more e ffic ie n t  products on world markets. A world market for primary commodities is  always availab le; i t s  growth is  constrained by supply and, accordingly, resource endowment fa cto rs . Therefore, we concentrate here on the more d i f f ic u lt  problem of how to promote manufacturing exports. In stitu tio n a l factors and re la tiv e  prices are the two main
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problems here.The practice often followed during the import-substitution stage is  to allocate industrial investment on the basis of the available import substitution market, on the grounds that a fte r  exhausting th is market i t  would la te r  s h ift  to export growth. This strategy must be terminated. An e ffic ie n t  export infrastructure must be b u ilt , one which would be capable of supplying foreign demand fo r  in d u strial products. In other words new industries should be established with the primary objective of sa tisfy in g  foreign demand, with domestic demand ta.king second p rio rity . More attention should be given in export industries to adopting la te s t  techniques of marketing, improving the quality of products, paying special- attention to wrapping and packaging and setting high standards of e ffic ien cy  and quality control.A major negative aspect of the im port-substitution strategy was i t s  price p o lic ie s . Under the strategy the a llo cative  role of the price system was la-rgely n u llif ie d , and consequently prices were reduced to an in fe rio r  instrument of d istrib u tion . While such an approach could be tolerated, given the inward orientation of import substitution growth, i t  must give way to a more rational and economically e ffic ie n t  price system i f  the country is  to improve in d ustrial productivity and s ig n ifica n tly  raise the industrial export c o e ffic ie n t.We have mentioned, among other things, the substantially  fa ste r  growth of in d u strial prices and costs of production in %ypt, as compared to the United States.With regard to industrial labour cost, which had sharply increased during the import-substitution stage, the industrial employment and wage policies must be reconsidered with the aim of curbing the growth in labour costs. Our study suggests both im p lic itly  and e x p lic it ly  two broad policy orientations. One, growth in real wages in the
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industrial sector must be tied to productivity growth, with the la tte r  being allowed to rise at a s lig h tly  fa ste r rate u n til the country improves i t s  international competitive position. Two, the practice of forcing employment targets on the in d u strial sector above i t s  minimum requirements must be ended, From the point of view of economic growth i t  might be more b en eficia l for the country to finance unemployment subsidies from budget sources rather then have them in d irectly  paid by the in d u strial sector since th is  raises in d u stria l costs which then adversely a ffe cts  growth v ia  i t s  e ffe c t  on exports.Our a.rguement is  that i f  Efeypt is  to achieve a rapid rate of growth of industrial exports i t  must follow an e ffic ie n t  pattern of invest­ment allocation  based on rational c r ite r ia  ( i .e .  shadow prices and the real foreign-exchange cost of both commodities and facto rs of production). This would raise productivity, reduce costs of production and improve the country' s competitive position in external markets, and, in turn, could he exnected to lead to a, rise  in the industrial export c o e ffic ie n t. Furthermore, i t  would gradually relieve the budget from a number of transfer payments in the form of price and export subsidies.A rapid growth of cap ital formation in the commodity and sociad overhead sectors ’would greatly reduce the pressure on the government sector as the main absorber of surplus labour. Ib is  would both improve productivity in the government sector and reduce government current expenditure. At the same time rapid growth in output and income would increase tax revenue. Needless to say, maximum use of th is  la t te r  factor requires a reform in the in d irect and income taoc structures, in  order to make them more e ffe c tiv e . The combined e ffe ct of declining expenditure and risin g  revenue would gradually eliminate the budget d e fic it  on current account, and would thus remove the main component of the savings gap. The closing of th is gap would eliminate
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excess aggregate demand and, therefore, reduce a major source of in flatio n ary pressure.Tourism and the Sues Canal dues represent a good source of foreign exchange. I f  serious e ffo rts  were made to improve tourism and widen and deepen the Canal, Efeypt could guarantee huge amounts of hard currency to repay her debts. P o lit ic a l c o n flict lim its  proceeds from these two important sources. I f  th is c o n flic t  could be reduced Egypt would be able to attra ct to u rists from a l l  over the world. On the other hand, the importance of the Suez Canal w ill increase as a- naval passage, tie in g  the East and West.L astly , but not le a s t , the economic integration of developing countries may open new markets fo r th eir products and at the-same time provide necessary ravr materials which could be obtained in so ft currencies. Some kind of payment arrangements car provide necessary guarantees to overcome the fears associated with co-operation, such as balance of payments problems, or the increase of imports over exports. In these arrangements i t  ca.n be stipulated that the exports of each member to others w ill increase with i t s  imports from other members. Also some kind of payments agreements to provide credit f a c i l i t ie s  designated to cover a temporary disturbance can be worked out. Resort to b ila te ra l agreements and payment arrangements between developing countries could lead to u tilis a tio n  of id le  capacities in participating countries. In addition they would enable these countries to procure through mutual excharge products which could not be imported for lack of hard currency.D ifferent types of payment agreements h~ve been proposed and employed, such as clearing arrangements to fa c il it a t e  the prompt settlement of claims arising f 3?om commercial and fin a n cia l transactions, and credit arrangements to provide short-or-medium term balance ofpayments finance.



Economie integration between Ê rypt and her Arab neighbours might be possible. On the whole trade performance between Arab countries is  more favourable than between other developing countrie The existing pattern and the relative  importance of th is trade re fle c ts  the h isto rica l factors as well as the economic growth that has taken place in th is region.



APPENDICES

APPENDIX 1: 

APPENDIX 2: 

APPENDIX 3:

APPENDIX 4: 

APPENDIX 5:

APPENDIX 6: 

APPENDIX 7:

APPENDIX 8s

APPENDIX 9:

S ta t is t ic a l Tables.
Indices of Terms of Trade for Agriculture.
Impact of The HIgh~Dam and Land Reclamation Schemes on Employment.
Housing Conditions in  Rural Areas.
An Investigation of The Variations in  ConsumerSpending "between D ifferent Governorates, and ofthe Pattern of Income D istribution among Governorates.
Econometric Analysis of The Structural Model Equations
Econometric Analysis of the Determinants of Rice Supply in Egypt.
A Comparison of The Actual and Estimated Values of The ModelJ s Endogenous Variables.
S ta t is t ic a l  Appendix



APPENDIX I

iOn'A-3"
r

Table 1Cultivated Areas(Main Winter Crops) 000 feddan
YearsItem" 1952 1965 1966 1967 1968 1969 1970

Wheat Beans' '
1402 1145 1291 1245 1413 1246 1304355 433 418 336 335 362 330BarleyFenuoreek^ 137 125 98 107 117 103 8354 52 42 38 35 44 40Lentil 58 89 75 66 51 45 47Linen 13 26 22 24 36 39 21Onion^^ 26 51 58 42 39 56 34Lupine l l 16 11 11 11 11 10Chick peas 15 12 8 11 10 6 7Clover 2202 2493 2532 2716 2679 2726 2748Garlic 9 15 19 13 12 6 7Vegetables 63 144 147 148 172 181 174Others 19 23 18 19 19 24 30

Total 4364 4624 4739 4776 4929 4849 4835
Dote and Source; (l)  The areas include the consumed green cropsCentral Agency for Public M obilization and S ta t is t ic s , S ta t is t ic a l Handbook, June 1971



Appendix I  Table 2Cultivated Areas (Main Summer Crops)
1952 1965 1966 1967 1968 1969 1970

Cotton 1967 1900 1859 1626 1464 1622 1627Rice 362 842 841 1072 1199 1187 1140M illet 378 441 463 482 486 438 465Maize 27 931 1053 1095 1169 1143 1153Sugar-cane 92 129 133 137 155 170 186Peanuts 26 54 49 41 42 49 43Sesame 42 52 29 22 24 35 41Vegetables 118 304 325 325 342 343 333Others 14 44 42 57 64 63 65

Total 3026 4697 4794 4857 4945 5050 5053
Source: See Table 1



A P P E N D I X  I  Talle 3
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Cultivated. Areas (Main E ile  Crops)
000 feddan1952 1 1

1965

-----------—  —

1966 1967 1968 1969 I 97O
Rice 12 6 3 3 5 5 3M illet 55 59 55 40 4 6 36 36Maize 1677 520 522 39O 385 341 351Vegetables 71 160 162 155 182 191 199Others 9 17 18 34 28 28 29
Total 1824 762 76O 622 646 601 618

S o u r c e : See: Table 1
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A P P E N D IX  I  

T a b l e  4
C u l t i v a t e d .  A r e a s  

( M a i n  F r u i t  C r o p s )1952 1965 1966 j 1967 1968 1969 1970

O r a n g e s 26 84 97 106 112 113 118
T a n g e r i n e s 9 10 11 12 14 14 14
L e m o n s 4 9 9 9 9 9 8
S w e e t  L e m o n s l 1 l l (1) (1) (1 )
G r a p e s 19 21 21 22 23 27 32
F i g s 2 2 2 2 8 8 7
G u a v a s 7 6 7 7 9 9 10
O l i v e s 3 2 2 2 2 2 4
M a n g o e s 9 22 23 23 24 25 25
P o m e g r a n a t e s 1 2 2 2 2 2 2
A p r i c o t s 1 2 3 3 3 3 4
P lu m s l 1 1 1 (1 ) (1 ) 1
B a n a n a s 7 8 9 9 9 9 9
P e a c h e s 1 2 2 2 3 3 3
P e a r s 2 3 3 3 3 3 4
O t h e r s 1 3 2 3 4 5 3
T o t a l 94 178 195 207 225 232 244

Note and Sources:, \ ,, ,-AA „ , ,(1; Less than pOO feddansSee: Table 1 , and Central Agency for Public M obilization and S ta t is t ic s , S ta t is t ic a l Yearbook, October 1974



- 463
Area in feddans 000's

Table 5 Production in tons 000*s
. Cereals Yield in W feddan

Year
Total 

Cropped 
Area 
0 0 0 's

Wheat Maize Millet Barley Rice
Area Production Yield Area Production Yield Area Production Yield Area Production Yield Area Production Yield

Average 1950/54 9.42 1,571 1 , 3 1 8 O. 8 4 1,746 1 , 5 6 8 0 . 9 0 438 5 1 9 1 . 1 8 1 2 2 IO5 0 . 8 6 5 1 9 8 30 1 . 6 0

Average 1955/59 10.08 1,501 1,464 O. 9 8 1,851 1,624 0 . 8 8 451 574 I . 2 7 136 1 3 2 O. 9 7 6 5 4 1,385 2 . 1 2

1 9 5 2 9 .3 I 1 , 4 0 2 1 , 0 8 9 0.78 1,704 1 , 5 0 6 0 . 8 8 433 5 2 2 1 . 2 1 137 1 1 8 0 . 8 6 374 5 1 7 1 . 3 8
I 9 6 0 10.37 1,456 1,499 1.03 1 , 8 2 1 1 , 6 9 1 O. 9 3 454 6 0 3 1.33 1 4 8 1 5 6 I . 0 5 7 0  6 1 , 4 8 6 2 . 1 0

6 1 9-97 1,384 1,436 I . 0 4 1,603 1,617 1 . 0 1 457 631 1 . 3 8 1 2 1 133 1 . 1 0 537 1,142 2.13
62 10.37 1,455 1,593 I . 0 9 1 , 8 3 2 2 , 0 0 4 I . 0 9 454 659 1.45 131 1 4 6 1.11 8 3 0 2 , 0 3 8 2.46
63 IO. 3 6 1,345 1,493 1 . 1 1 1,721 1,867 1 . 0 8 484 729 I . 5 1 1 2 1 134 1.11 959 2,219 2.31
64 1 0 . 3 8 1,295 1,499 I . I 6 1 , 6 6 0 1,934 1.17 494 740 I . 5 0 1 2 1 1 4 ] 1.17 9 6 2 2 , 0 3 6 2 . 1 2

Average 1 9 6 0 / 6 4 IO. 2 9 1,387 1,504 1 . 0 8 1,727 1,823 1 . 0 6 469 6 7 2 1.43 1 2 8 1 4 2 1.11 799 1,784 2.23
1 9 6 5 1 0 . 2 6 1,145 1,272 l . l l 1,451 2,141 1 . 4 8 5 0 0 8 0 6 1 . 6 1 I 2 5 1 3 0 I . 0 4 8 4 8 1 , 7 8 8 2 . 1 1

6 6 10.49 1,291 1,465 1.13 1,575 2,37 6 I . 5 1 5 1 8 859 1 . 6 6 98 1 0 2 I . 0 4 844 1,679 I . 9 9
67 1 0 . 4 6 1,245 1 , 2 9 1 1 . 0 4 1,485 2,163 I . 4 6 5 2 2 8 8 1 1 . 6 9 I 0 7 1 0 0 0.93 1,075 2,279 2 . 1 2
6 8 10.75 1,413 1 , 5 1 8 1 . 0 7 1,554 2 , 2 9 7 1 . 4 8 532 9 0 6 I . 7 0 117 1 2 1 1.03 1 , 2 0 4 2 , 5 8 6 2 . 1 5
69 10.73 1,246 1 , 2 6 9 1 . 0 2 1,484 2 , 3 6 6 I . 5 9 474 813 I . 7 2 103 IO5 1 . 0 2 1,192 2,556 2 . 1 4

Average 1 9 6 5 / 6 9 10.54 1,268 1,363 I . 0 7 1 , 5 1 0 2,269 I . 5 0 5 0 9 853 1 . 6 8 1 1 0 1 1 2 1 . 0 2 1,033 2,178 2 . 1 1
I 9 7 O 10.75 1,304 1,516 I . I 6 1,504 2,393 1.59 5 0 1 8 7 4 1.74 83 83 1 . 0 0 1,143 2 , 6 0 4 2.28

Source: Up to 1959: Agricultural Economics and Statistics Department 
1960-1970: Central Agency for Public Mobilization and Statistics



Table 5 "continued" 
2. Other Crops

Year Cotton Onions Sugar — cane
Area Production Yield Area Production Yield Area Production Yield

Average 1950/54 1,765 3 7 2 0.21 37 303 7.16 96 3,301 3 4 . 4

Average 1955/59 1,791 3 9 4 0.22 50 464 6.66 111 4 , 1 8 6 3 7 . 7

1952 1,967 4 4 6 0.23 32 267 7.38 92 3,260 3 5 . 4
I960 1,873 478 0.26 49 504 - 111 4,545 4 1 . 0

61 1 , 9 8 6 336 0 . 1 7 58 469 - 112 4 , 1 8 6 3 7 . 4
62 1,657 457 0.28 50 600 - 121 4,808 3 9 . 7

63 1,627 442 0 . 2 7 59 6 5 9 - 133 5,153 3 8 . 7

64 1 , 6 1 1 504 0.31 54 6 4 6 - 134 4,890 3 6 . 5

Average 1 9 6 0 / 6 4 1,751 443 0 . 2 5 54 576 - 122 4,716 38.7
1 9 6 5 1 , 9 0 0 521 0 . 2 7 51 6 7 0 - 1 2 9 4,739 36.7

66 1,859 455 0.24 58 701 - 133 5,189 39.0
67 1,626 437 0 . 2 7 42 587 - 137 5,257 38.4
68 1,464 437 0 . 3 0 39 444 - 155 6,083 39-2 •
69 1,622 541 0.33 56 567 - 170 6 , 8 7 8 4 0 . 5

Average 1 9 6 5 / 6 9 1 , 6 9 4 478 0.28 49 594 - 145 5,629 3 8 . 8

1970 1,627 509 0.31 34 437 - 186 6,930 37.3

Note:
(l) Area excludes interplanted crop and is confined to winter crop as from I960. 

Crop: total but excludes green consumption as from i 9 6 0 .
Average yield for winter crop.
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APPENDIX 1 Table 6P u b lic  Expenditure Accord ing to  I n s t it u t io n ^ ^  1951/52 -  1 9 6 7 / 6 8  £E M il l io n
Year

Est.

Unified
Budget

Act.
Ordinary

Est.
Budget
Act.

Annexed
Est.

Budget
Act.

Development Budget 
Est. Act.

Business or 
Enterprises Budget
Est. . Act.

1 9 5 1 / 5 2 - - 2 3 1 . 4 232.9 4 . 9 4 . 3 _
52/53 - - 206.0 2O8 . 4 4 . 4 4 . 0 0 . 3 0.2 - -

/54 - - I 9 7 . 5 1 9 9 . 7 1 6 . 7 9 . 5 4 2 . 6 27.4 - -

/55 - - 227.9 228.1 2 7 . 5 1 3 . 4 4 2 . 3 2 9 .I - -
/56 - - 238.3 275-6 3 7 . 4 28.8 5 4 . 2 39-4 - -
/57 - - 280.5 3O8 .O 1 4 . 7 1 3 .O 4 5 . 8 38.4 - -
/58 - - 281.8 - 2 7 . 0 - 28.3 - - -

/59 7 I . 5 - 2 7 I . 5 - 1 2 2 . 5 - 4 6 .O - - -

/ 60 95-8 - 293.8 - 1 3 2 . 3 - 98vl - - -

/6l 9 8 .I - 3 0 1 . 0 - 1 7 7 . 0 - 2 8 5 . 8 - - -
/6 2 110.1 - 335-8 - 1 9 7 . 2 - 320.0 - - -

/63 - - 471.8 - 1 7 0 . 1 - - - 821.0 -

/64 - - 5 4 O. 4 - - - - - IOOO. 5 -

/6 5 - - 6 IO. 7 - - - - - I I 6 5 .O . -
/66 - - 649.4 - - - - - 1210.1
/67 - - 625.2 - - - - - 5 6 5 .I -

1 9 6 7 / 6 8 673.9 702.4

( l )  Gross f ig u r e s  w ithout ded uctin g in te r —budget su b sid ie d  and tr a n s fe r sSo u rces: A . M in is tr y  o f  Treasury — Annual Budget E stim ates and P in a l AccountsB . N a tio n a l Bank o f  E gypt, Economic B u lle t in , v o l .X X I I ,  N o ,3,1969C . C e n tra l Bank o f  E gypt, Economic Review, v o l .V I I I ,  N o .3 & 4 , 1 9 6 8 .



APPENDIX 1Table 7S tru ctu re  and Development o f  Government E xp en d itu res, 1950/51-1969/70(£E m illio n s )
S e cto rs 1950/51 0 f D 1951/52 0 1 D 1952/53 0 | D 1953/54 0 , 1 D 1954/55 0 1 D 1955/56 0 | D 1956/50 D 1957/5

° D 1958/50 9 D 1959/60 0 1 DD ir e c t ly  P rod u ctive S e c to r s : r |A g r ic u ltu r e , I r r ig a t io n , Drainage 7.0 6 .0 8 .2 8 .5 7.1 5.3 9.1 11.1 10.3 14.9 11.2 19.3 12.4 16.5 20.7 9 .0 16.7 14.3 10.8 20.5High Dam - - - - - - - - - - - 0 .5 - 0.4 2 .8 _ 2 .6 _  I 13.2Ind ustry  and E l e c t r i c i t y 5.0 9.3 5.9 6.1 5.4 4.5 8.0 19.1 14.7 13.3 15.7 16.7 36.9 16.2 21.3 14.4 65.7 25.7 68.8 ' 58.4T ran sp ort, Comms. and Storage 17.2 5.5 20.9 9.6 21.6 6.6 22.7 8.8 23.0 11.5 25.5 13.3 26.6 17.4 26.4 15.9 35.8 16.2 34.0 | 19.6Housing and U t i l i t i e s 3.6__________ 1.9[ ■ „ _ 1.6 3.1 1.5 3.2 1.5 5.1 3.1 11.2 3.5 20.9 8.1 9.5 4.0 9.5 4.6 8 .6 5 .0  | 7 .0T o ta l P rod u ctive S e cto rs 32.8 22.7 36.6 27.3 35.6 19.6 41.3 44.1 51.1 50.9 55.9 70.7 83.4 60.0 72.4 51.6 122.8 67.4 118.6 | 118.7S o c ia l S e r v ic e s :Education and Research 18.0 4.2 23.7 3.5 23.1 2.2 24.3 1.5 27.0 1.9 31.1 4.2 31.0 2.8 47.3 2.7 42.3 5.2 45.5 1 3 .8H ealth 6.2 i . i 6 .5 0 .9 6.0 0.7 6.3 0.6 7.1 1.8 7.7 3.2 8.0 1.0 7.2 0 .8 8.1 1.0 8.1 1 0 .9C u ltu r a l S e rv ic e s 0 .4 0.2 0 .5 0 .1 0 .5 0.1 0.8 0.3 1.1 0.2 1.3 0 .8 1.4 1.1 1.5 1.3 2 .0 1.5 1.6 1.6R e lig io n s  and S o c ia l S e r v ic e s 36.6 0 .8 41.9 0 .6 48.4 0.5 47.2 0.1 49.3 0 .4 50.0 0 .5 53.1 - 45.1 0 .9 41.6 0.7 40.7 I 0 .8Supply 12.4 - 18.6 - 13.7 8.1 - 5.2 - 6.7 - 8.2 2.6 7.3 ' 8 .5 -T o ta l S o c ia l  S e rv ic e s 73.6 6.3 91.2 5.1 91.7 3.5 86.7 2.5 89.7 4.3 96.8 8.7 101.7 4 .9 103.7 5 .7 101.3 8.4 104.4 j 7.1O rgan izing S e r v ic e s : ----------- rP r e s id e n tia l and Su p ervisio n 3.8 0 .9 3.9 1.1 2.9 0.7 2 .8 0.7 3.6 1.0 3.9 1.1 4.7 i . i 4 .9 0 .9 6.4 0 .9 6 .5  1 1.0Commercial and F in a n c ia l 10.1 0.7 9.8 0 .5 10.1 0.7 10.3 0.2 10.5 0 .4 11.1 6.0 12.3 0 .4 13.8 0.3 17.9 0 .3 17.9 . 0 .3D efence, S e c u r ity  and J u s t ic e 39.4 0.3 57.6 0 .5 45.6 0.1 44.3 0.1 58.2 0.3 87.7 1.1 89.4 0.2 65.3 0 .5 87.3 0.6 90.1 0.2T o ta l O rgan izin g  S e rv ic e s 53.3 1.9 71.3 2.1 58.0 1.5 57.4 1.0 72.3 1.7 102.7 8.2 106.4 1.7 84.0 1.7 111.6 1.8 114.5 | 1 .5Grand T o tal 159.7 30.9 199.1 34.5 185.3 24.6 185.4 47.6 213.1 56.9 255,4 87.6 291.9 66.6 260.1 59.0 335.7 77.6 337.5 | 127.3190 6 233 6 209 9 233 0 270 .0 343 .0 358 .5 319 .1 413 .3 464. 8
Motes and S o u rce s: 0 means O rdinary (cu rren t) exp en d itu re . D means Development (investm ent) exp en d iture .M in is try  o f  T reasu ry, Annual Budget E stim ates and F in a l A ccounts. N a tio n a l Bank o f  E gyp t, Economic B u l le t i n , se ve ra l Issu e s and C e n tra l Bank o f  E gy p t, Economic Review, se v e ra l is s u e s .



Table 7 "continued1

1960/61 1961/62 1962/63 1963/64 1964/65 1965/66 1966/67 1967/68 1968/69 1969/70S e cto r 0 D 0 D 0 D 0 D 0 D 0 D 0 D 0 D 0 D 0 DA g r ic u ltu r e }  20.4 70.0 \  21.9 72.2 l  54.1 93.6 Ì  48.2 68.5 $ 69.2 63.6 l  73.0 55.7 ^82.4 72.4 37.9 Î5 2 .1 : 102.1 ► 58 124 C 59Ir r ig a tio n -D r a in a g e J 5 3 J J j C L CE l e c t r i c i t y 3 77.8 93.1 2 80.7 108.6 2 68.8 131.7 2 66.6 218.1 )  66.6 230.2 }  76.9 184.0 5 48.4 190.1 50 15.1 $ 3 1 .8 £49.4 ) 37.1High-Dam 3 5 i 5 3 40 43.3 3 c. 348In d u stry ) J 160 46.6 221.2 114.2 ) 123.4Transport and Communi. 34.8 46.6 35.4 56.5 48.1 33.3 53.4 25.9 56.3 44.3 78.2 34.5 84.6 46.1 3.6 22. 1 134.1 35 195 48Suez Canal 19 18 - 9.3 - 8 .0 - 9 .5 - 6 .0 - 6 .8 - - - - - -Housing and p u b lic  S e rv ic e s 6 .4 29.2 6.7 23.9 40.1 46.0 53.3 36.0 56.1 42.9 54.2 27.5 57.6 31.2 46.7 11.6 13.9 7 . 8 39.7 22.3T o ta l 139.4 257.9 279.2 313.9 356.5 360.5 307.7 346.6 706.7 289.8D e fe n c e -S e c u r ity -Ju s tic e 103 .3 118 .3 138 0 156 .3 172 .1 185 . 1 215 .7 277.9 228.6 1.1 245 2.0Education \ 73 .8 88 6 92 .0 96 .2 106 .4 111 .9 108.9 141.3 9.3 126 9 . 5H ealth j 20 .8 28 8 31 .2 44 .5 43 .7 43 .0 32.9 i 7 - 2C u ltu re  and W elfare / 13 .9 19 1 26 .2 33 .3 25 .9 28 .0 ? 67.5 Î 3 . 1 i  55.4 i  3.6S o c ia l and R e lig io u s  A f f a ir s / 12 .2 13 4 17 .4 20 .0 19 .2 22 .5 j ( 27.0 S . 9 J  17.0 ^ 3 . 0S to rin g  and su p p lie s ? 196 .8 19 .7 47 8 53 .0 57 .5 54 .2 53 .7 4 91.1 v34.2 204.1 7 . 3 269.5 8.4S c i e n t i f i c  research \ 5.1 7 5 7 .9 8 .3 6 1 6 .7 \ > rO rg a n isa tio n J 15 .2 13 6 15 .8 17 .7 27 .1 23 .4 ?324 50.0F in a n c ia l and Commercial ' 69 .4 75 8 88 .6 102 .0 113 .5 139 .6 ) V. 5 0.2 160.1 0 . 5T o ta l 300 .1 348 .4 432 6 488 .4 551 .0 581 .2 644 .5 9,34.3 37.2Other v a rio u s p r o je c ts 2 .6 8 .6 - - 18 .6 22 .4 20 .4 23.0849 232 1496 298 1641 350Grand T o ta l 700 .0 775 .0 1012 4 1079 .4 1184 .4 1206 .0 1316 .2 1081 .0 1794.0 1991.0



APPENDIX 1
Table 8

Hon -  Tax Receipts 1951/52 — 1966/67£E M il l io n
Year Charges

of
Services

Government 
Profit and 
Surplus of 

Public 
Enterprises

Other
Fees
and

Revenue

Ground
Total

Total
Public

Expenditure
*

(4)
(5)

(1) (2 ) (3 ) (4) (5 ) (6)

1 9 5 1 / 5 2 13.1 3 0 . 1 4*6 47.8 2 3 3 . 6 2 0 . 4

53 16.3 3 4 . 3 8.6 59.2 2 0 9 . 9 28.2
54 16.7 3 8 . 9 0.6 5 6 . 2 2 3 3 . 0 2 4 .I
55 1 8 . 1 4 9 . 2 6.9 74.2 2 7 0 . 0 27-5
5 6 28.1 5 8 . 3 44.2 1 3 0 . 6 3 4 3 . 0 38.0
57 27.5 5 9 . 4 37-5 1 2 4 . 4 3 5 8 . 1 34.7
5 8 2 8 . 9 6 1 . 5 4 0 . 9 1 3 1 . 3 3 1 9 . 1 4 I . I
59 31.2 6 4 . 5 44.9 1 4 0 . 6 4 1 3 . 3 34.0
60 35-2 62.0 46.3 1 4 3 . 5 4 8 4 . 8 2 9 . 6

61 36.0 74.0 6 3 . 0 173.0 7 0 0 . 0 24.7
62 36.7 80.7 95-3 212.7 7 7 4 . 9 27.5
63 45-2 130.4 38.3 2 1 3 . 9 9 7 0 . 0 22.0
64 43.9 123.7 30.6 1 9 8 . 2 1 0 7 9 . 4 ' 18.4
65 47.1 155.3 35.6 238.0 1 1 8 4 . 4 20.1
66 63.5 181.9 10.6 2 5 6 . 0 1206.0 21.2

1 9 6 6 / 6 7 63.3 186.1 8 1 . 1 3 3 0 . 5 1316.2 2 5 .I

Sources and H o les: Annual Budget Reports C e n tra l Bank o f  E gyp t, Economic Review,___________  Several issues.
(1) These include dues for justice, dues for education, dues collected by the Ministry of Health etc. In addition they include the fees received 

for powdering with pesticides and the surplus from the sale of fertilizer.
(2) These represent the investment returns from the economic activities of the State or in other words it  is the revenue surplus of the PublicE n te r p r is e s .
(3) These mainly the revenues from the export taxes on rice, onions, and petroleum collected through the banks and the profit from exchange control 

operations. It also represents the net income of the operations of the Ministry of Supply, which sells quantities of basic goods in excess of 
fixed rations at a profit and quantities within the rations at a loss.



A P P E N D IX  I  

T a b l e  9

T o t a l  G o v e r n m e n t  E x p e n d i t u r e  a n d  T h e  V a r i o u s  F i n a n c i n g  I t e m s

( 1 ) ( 2 ) ( 3 ) ( 4 ) ( 5 ) ( 6 ) ( 7 ) ( 8 ) ( 9 ) ( 1 0 ) ( 1 1 )  =  9 + 1 0

P e r i o d D i r e c t I n d i r e c t N o n - T a x F o r e i g n F u n d s S e c u r i t i e s S e c u r i t i e s C h a n g e s  i n T o t a l P u b l i c T o t a l
e n d
o f

T a x e s T a x e s R e c e i p t s a i d  r e c e i v e d  
b y  t h e  
g o v e r n m e n t

f r o m  t h e
C e n t r a l
B a n k

i s s u e d  t o
C o m m e r c i a l
B a n k s

i s s u e d  t o  
t h e
p r i v a t e
s e c t o r

g o v e r n m e n t
d e p o s i t s
w i t h
C o m m e r c i a l
B a n k s

I n v e s t m e n t G o v e r n m e n t
E x p e n d i t u r e

1 9 5 2 4 8 . 5 0 9 4 . 9 0 4 7 . 8 0 1 0 . 1 5 4 . 0 1 . 1 3 . 6 0 . 4 2 3 4 . 8 0 2 5 . 6 0 2 6 0 . 4 0
53 4 8 . 9 0 9 9 . 2 0 5 9 . 2 0 5 . 8 1 . 4 0 . 0 - 3 . 4 - 0 . 1 2 0 4 . 3 0 6 . 7 0 2 1 1 . 0 0
5 4 5 2 . 0 0 1 2 5 . 1 5 7 3 . 2 0 - 1 0 . 2 - 6 . 9 0 . 5 8 . 4 - 0 . 7 2 3 4 . 2 0 7 . 2 5 2 4 1 . 4 5
55 5 3 . 7 0 1 0 6 . 1 5 7 4 . 2 0 - 0 . 3 4 7 . 2 0 . 7 3 . 5 - 0 . 3 2 4 2 . 3 0 4 2 . 5 5 2 8 4 . 8 5
56 5 9 . 8 5 1 0 1 . 3 0 1 3 0 . 6 0 - 6 . 1 6 0 . 4 1 1 . 8 2 0 . 6 - 2 . 0 2 3 2 . 4 0 1 4 4 . 0 5 3 7 6 . 4 5
57 7 1 . 9 0 9 9 . 7 5 1 2 4 . 4 0 - 0 . 1 3 3 . 8 0 . 4 - 3 . 2 - 7 . 3 2 2 0 . 0 0 9 9 . 6 5 3 1 9 . 6 5
58 7 8 . 3 0 1 0 9 . 6 0 1 3 1 . 3 0 - 1 4 . 2 9 . 3 7 . 4 — - 9 . 9 2 2 8 . 7 0 8 3 . 1 0 3 1 1 . 8 0
59 8 1 . 9 5 1 1 2 . 7 5 1 4 0 . 6 0 4 2 . 0 - 1 2 . 4 8 . 1 2 2 . 0 - 6 . 5 2 8 0 . 5 0 1 0 8 . 0 0 3 8 8 . 5 0
6 0 9 3 . 8 0 1 1 3 . 4 0 1 4 3 . 5 0 - 1 8 . 2 3 9 . 8 1 9 . 9 4 2 . 3 - 1 2 . 7 3 0 6 . 7 0 1 2 0 . 1 0 4 2 6 . 8 0
61 1 0 1 . 4 0 1 3 3 . 8 5 1 7 3 . 0 0 2 8 . 8 1 7 . 8 7 5 . 8 - 9 . 9 - 2 2 . 7 3 4 7 . 6 0 1 5 0 . 4 5 4 9 8 . 0 5
62 1 1 7 . 1 5 1 6 2 . 5 5 2 1 2 . 7 0 8 7 . 1 - 8 . 5 2 8 . 0 - 6 5 . 8 2 8 . 0 4 4 7 . 3 0 1 1 3 . 9 0 5 6 1 . 2 0
63 ( 1 4 9 . 1 0 1 9 5 . 7 5 2 1 3 . 9 0 1 1 6 . 5 5 9 . 6 3 5 . 1 - 7 . 4 - 8 . 8 4 7 0 . 2 0 2 8 3 . 5 5 7 5 3 . 7 5
6 4 1 8 0 . 9 0 2 1 7 . 3 0 1 9 8 . 2 0 1 0 3 . 1 4 3 . 7 - 1 . 8 - 7 . 1 - 4 0 . 3 5 3 2 . 4 0 1 6 1 . 6 0 6 9 4 . 0 0
65 2 1 8 . 0 5 2 3 3 . 0 5 2 3 8 . 0 0 9 8 . 7 3 5 . 9 - 2 8 . 6 - 5 . 2 - 2 3 . 0 5 3 8 . 3 0 2 2 8 . 6 0 7 6 6 . 9 0
66 2 5 5 . 1 5 2 0 4 . 9 0  ■ 2 5 6 . 0 0 6 1 . 7 0 . 1 - 1 9 . 7 - 4 . 2 3 7 . 2 6 2 8 . 2 0 1 9 8 . 9 5 8 2 7 . 1 5

1 9 6 7 2 9 6 . 7 5 2 7 0 . 4 0 3 3 0 . 5 0 9 9 . 2 1 0 . 0 - 2 . 7 "  - 3 . 0 - 6 . 5 7 1 2 . 2 0 2 8 2 . 4 5 9 9 4 . 6 5

N o t e  a n d  S o u r c e : T h e  f i g u r e s  w e r e  c a l c u l a t e d  a c c o r d i n g  t o  t h e  i d e n t i t y  

T o t a l  G o v e r n m e n t  E x p e n d i t u r e  = 1 + 2 + 3 + 4 + 5 + 6 + 7 + 8 + 1 0  

M . F .  S e w e l i m ,  A  Q u a n t i t a t i v e  S t u d y  o f  E g y p t ' s  M o n e t a r y  S e c t o r , L a n c a s t e r  U n i v e r s i t y ,  P h . D .  t h e s i s ,  1 9 7 2 ,  p . 2 4 0 .
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APPENDIX 1Table 10Gross N a tio n a l P r o d u c t ^  X. 1945-52, a t  Constant 1954 P r ic e s  (£E m illio n )

AnnualA g ric u ltu re In d u stry  + E l e c t r i c i t y C o n stru ctio n Transport + Housing Trade + S e rv ic e s ( in c l T o ta l Rate o fCommunication Finance Government) Growth %£Em % £Em % £Em % £Em % £Em % £Em % £Em % £Em %1945 303 41 91 12 19 3 38 5 50 7 122 16 117 16 740 10046 302 39 92 12 22 3 43 6 51 7 142 18 121 16 773 100 4 .547 299 38 101 13 25 3 46 6 53 7 147 18 126 16 797 100 3.148 328 37 113 13 31 3 61 7 56 6 169 19 133 15 891 100 1.849 325 35 126 13 25 3 72 8 59 6 190 20 145 15 942 100 5.71950 303 31 133 14 22 2 78 8 62 6 210 22 157 16 965 100 2 .451 304 31 132 13 36 4 81 8 65 7 209 21 167 17 994 100 3 .052 ' 334 33 132 13 30 3 81 8 68 7 193 19 181 18 1019 100 2 . 5Average1945-52 312 35 115 13 26 3 63 7 58 7 173 19 143 16 890 100 4.11952-53 325 33 140 14 25 3 54 5 59 6 170 17 217 22 990 1005 3 - 5 4 315 32 143 14 27 3 55 6 56 6 161 16 232 23 989 100 -0 .15 4 - 5 5 318 31 152 15 26 3 58 6 62 6 164 16 235 23 1015 100 2.655-56 329 31 163 15 25 3 62 6 65 6 174 16 237 23 1055 100 3.956-57 339 31 174 16 28 3 58 5 67 6 175 16 236 22 1077 100 2.157-58 355 31 190 17 33 3 62 5 68 6 193 17 240 21 1141 100 5.958-59 376 31 202 17 38 3 69 6 70 6 209 17 245 20 1209 100 6 .059-60 392 31 213 17 42 3 88 7 73 6 217 17 259 20 1284 100 6 . 2Average : 1952/3-59/60 344 31 172 15 31 3 63 6 65 6 183 17 238 22 1095 100 3.3
2. 1959/60-1969/70, a t  Constant 1959/60 P r ic e s

1959-60 405 32 266 21 41 4 93 7 73 6 129 10 • 272 21 1285 10060-61 403 30 298 22 44 3 102 8 74 5 145 11 298 22 1364 100 6.161-62 373 26 326 23 74 5 117 8 76 5 152 11 294 21 1411 100 3.562-63 426 28 348 23 84 5 127 8 78 5 154 10 321 21 1537 100 8.963-64 453 27 388 23 96 6 144 9 79 5 148 9 362 22 1670 100 8.764-65 477 27 407 23 93 5 158 9 80 5 152 9 396 22 1762 100 5.5Average:1959/60-64/5 422 28 339 22 72 5 124 8 77 5 147 10 324 22 1505 100 5.41965/66 482 26 418 23 95 5 174 10 81 4 163 9 428 23 1841 100 4 . 566/67 473 25 421 23 89 5 180 10 84 5 172 9 446 24 1866 100 1.367-68 488 26 413 23 77 4 101 6 121 7 173 9 475 26 1848 100 - 1.068-69 493 25 451 23 105 5 103 5 123 6 180 9 499 26 1954 100 5 . 869-70 525 25 485 23 114 6 114 6 126 6 190 9 535 26 2089 100 6.9Average:1965/66-69/70 492 25 438 23 96 5 134 7 107 6 176 9 477 25 1920 100 2.5(1) From 1945-59/60 a t  market p r ic e s , and From 1959/60-69/70 a t  Fa ctor C o st . S o u rce: 1945-52: B. Hansen £ D. Mead, the N a tio n a l Income o f  the UAR (E gyp t),1939-62, I n s t it u t e  o f  N ation al P la n n in g , Memo.355, C a ir o , 1963, Table 4 . 1952/53-59/60: D. Mead, Growth and S tr u c tu r a l  Change in  the Egyptian  Economy I l l i n o i s1967, Table l- A - 8 , p p .288-289. 1959/60-69/70: M in is try  o f  P la n n in g , Follow -up and A p p ra isa l o f  Economic Growth fo r  the Years 1959to 1964/66 and 1966/67-69/70.
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APPENDIX 2

Below we discuss the price indices of the Bundles of goods produced, "bought and sold by the agricultu ral sector, as well as the weights used to construct the terms of trade indices.(A) A gricultural Commodities:The price series for the f ie ld  crops (cotton, r ic e , wheat, maize,onions, and sugar cane) and for vegetables and fr u its , is  converted intoindex numbers with reference to the year 1959/60 (as a base—year).The prices used are ex—farm p rices. They r e fle c t  average producersprices for a l l  grades sold direct to cooperatives or on the free market.The weights for the agricu ltu ral sector’ s output is  calculated on thebasis of gross value of output at current prices and then adjusted in
(2)such a way as to r e fle c t  marketings for d ifferent crops. Thefollowing average marketings ratio s for the different crops w ill be assumed for each year for which the index is  computed:Cotton, 100$; r ic e , 66$; onions, 60$; wheat, 40$; sugar cane, 90$; maize, 30$ .^ ^A d istin ctio n  was made between weights used for a l l , poor and rich  farmers. For poor farmers, we assumed that they produce only f ie ld  crops and used as weights the shares in  the value of output. For rich  farmers, we used as weights the shares in  the value of output of f ie ld  crops, vegetables and fr u its  for large farmers (owners of 20 feddans and above) as revealed by A gricultural Census 1961. For a l l  farmers, we used as weights the gross value of agricu ltu ral production as reported by the Ministry of Agriculture.(1) The chosen of the year i 960 as a base—year referred to that th is  year represented a turning point in  a number of governmental p o lic ie s  concerning agricultu ral prices as well as the marketing of the major cash crops.(2) One would anticipate a systematic bias due to the fa ct that certain  crops (p articu larly  cash crops) have greater proportions of production marketed than staple food crops. For,a set of weights base on marketings instead of gross production to be calcu lated .See: S.R.Lewis and S.M.Hussain, Relative Price Changes and In d u stria lizatio n  in  Pakistan, 1951—64, Pakistan In stitu te  of Development Economics, Monograph No.16, June 1967,p.50(3) See next page.
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Using these weights and prices the weighted aggregate price indexfor a ll  agricultu ral output I  , is  then given byclSI  = E Pa , • Wa , (for each year t)as s st sto v J '

where:pa = the producer*s price of the Sth crop sold by the S"U —agricultu ral sector (a) in the year t .
W t̂o = the percentage weight of the Sth crop in  the base year (and Wa , in  the year 1970) .

(b ) Manufactured Consumer’ s Goods:In order to compute a price index of manufactured consumer goods bought by farmers, i t  is  necessary to obtain a representative bundle of manufactured consumer’ s goods bought by the farm population. The Family Budget Survey of 1964/65 gives data on types of goods and services purchased by farmers, and th eir re la tiv e  importance.Thus, a bundle of four groups of manufactured goods as reported by the Family Budget Survey of 1964/65 has been chosen to represent purchases of consumer goods. These were: sugar, tea, and coffee; edible o ils  and fa ts ; soap, matches, ju te , sulphuric acid, caustic soda and alcohol; and cotton and woollen te x t ile s . Although r e ta il  prices in  rural areas would be fa ir ly  representative of the prices paid by the farmers, wholesale prices have to be used in  the absence of a re liab le  r e ta il  price series . Here we used the wholesale price indices for the period under study (1960—1970)«
( 3 )  A l l  t h e s e  r a t i o s  r e p r e s e n t  t h e  p a r t s  o f  t h e  c r o p  m a r k e t e d  b o t h

t h r o u g h  t h e  c o - o p e r a t i v e  c h a n n e l s  a n d  u n d e r  t h e  s y s t e m  o f  c o m p u l s o r y  

d e l i v e r i e s .  S e e  M.A b d e l — F a d i l ,  D e v e l o p m e n t ,  I n c o m e  D i s t r i b u t i o n  a n d  

S o c i a l  C h a n g e  i n  R u r a l  E g y p t ,  1 9 9 2 -7 0 ,  o p . c i t  p . 1 3 5 «
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Weights are also based on the distrib u tion  of expenditure on consumption for rural households as reported by the Family Budget Survey of 1 9 6 4 / 6 5 .  We considered as poor fam ilies a l l  those households in  the expenditure brackets of £E 25O ~O00f and as rich  fam ilies those in  the expenditure brackets of £E )y 1,000. These rough indicators based on crude assessment of incomes for poor (owing less than 5 feddans) and rich  (owing 20 feddans and over) farmers. See S.Radwan,"The Impact of Agrarian Reform on Rural Egypt, 1952—75"? International Labour O ffice , Geneva, January 1977»Given the above d efinition s of weights and prices, the weighted aggregate price index for manufactured consumer goods bought by the farm population, I  , is  then given by

me E Pm, c ct w111cto (For each year t)
wherep™̂  = the index number of the wholesale price of theconsumer good (c) bought from the manufacturing sector (m) in  the year t .W^o = the ratio  of the expenditure on the commodity (c) to to ta l expenditure in  the base—year (1964/65)»

Sim ilarly the overall index of prices of manufactured goods purchased by the farm population, ImL, is  given by. ImL = E Pf, W™, (for each year t)L LX LX Owhere: P™ = the index number of the price of the good (l ) boughtLx from the manufacturing sector (m) in the year t .
W^o = the ratio  of the expenditure on the commodity (l ) to to ta l expenditure on manufactured goods in thebase—year (1964/65) .
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(c) Manufactured Agricultural Inputs:Three most important non-agricultural production inputs have been chosen to represent manufactured inputs to agricultu re. These were: chemical fe r t i l is e r s , in secticid es and fu e l and lubricants. Here we used again the wholesale prices as the r e t a il  prices are not available during the period 1960—70»Weights are based on the share of each input in  the to ta l value of manufactured inputs used in  agricu ltu re . These data are reported in  Central Agency for Public M obilisation and S ta t is t ic s , Estimates of National Income for the A gricultural Sector (annual). To distinguish between weights for poor and rich  farmers, we used the values of these inputs used by d ifferent land ownership classes as reported by the A gricultural Census 1961. Poor farmers were those owing fiv e  feddans and le ss , while the rich  were defined as those owing 20 feddans and over.Given the above d efin ition s of prices and weights, the weighted aggregate price index for manufactured inputs used in  farming operations Imb, is  given byImb = P™t Ŵ to (for each year t)
where:P™ = the index number of the wholesale price of manufacturedDu inputs (m) of item (b) in  the year t .wT, = the share of input (b) in  the to ta l value of manufacturedbro x 'inputs used in  agriculture in  the base—year.

To sum up: the synthetic ratio s of terms of trade for the agricultu ral sector for any year (t) with the base year ( i960 = 100) are w ritten as:(l)  Overall index of terms of trade between agricultu ral output and a l l  manufactured goods
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= Price index of agricu ltu ral goods sold by farmers________Overall index of prices of manufactured goods purchasedby the farm population
where : (for a l l  t  = 1961, 62,. . . , 1970) .
(2) The index of the terms of trade between agricultu ral outputs and manufactured consumerf s goods

Price index of agricultu ral goods sold by farmers tPrice index of manufactured consumer goods bought. = cby farmerswhere:I* -  c ,a Wa' st sto ct cto (for a l l  t  = 1961, 62, . . . , 1970)
(3) The index of the terms of trade between agricultu ral outputs and manufactured inputs to agriculturePrice index of agricultu ral goods sold by farmers Price index of manufactured inputs used in farmingoperations I tm
where : WViastombto (for a l l  t = 1961, 62, . . . , 1970).



Table 2.1Price Indices for Agricultural Commodities, i 960 — 1970( i960 = 100)
Years Cotton Rice Wheat Maize Onions Sugar Cane Vegetables FruitI960 100 100 100 100 100 100 100 10061 97 100 99 97 140 100 103 9362 99 100 100 87 I 65 100 115 10263 101 100 101 102 115 100 122 9964 112 106 103 106 117 100 135 15665 107 118 105 102 130 100 146 15766 107 149 114 121 130 125 177 18467 113 167 130 140 142 125 176 17368 116 175 113 110 142 125 172 18869 120 172 114 124 127 125 171 1831970 121 158 135 127 157 125 194 187Sources t‘ For f ie ld  crops: See Arab Republic of Egypt, Price Planning Agency, "Agricultural Pricing Policy inTheory and P ractice", Memo No.31, C airo ,A pril 1974» (The price indices for f ie ld  crops re fle ct average producer’ s prices for a l l  grades sold to cooperatives or on free market).For vegetablesand fr u its :______ See Ministry of Agriculture, In stitu te  of Agricultural Research (quoted in  I .B .R .D .)Egyptian Agriculture: Development Problems, Constraints and A lternatives,March 1976,p .31



Table 2.2
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Wholesale Price Indices(i)for Principal Manufactured. CommoditiesConsumed by the Farm Population in Egypt, and Agricultural Inputs, 1960-1970
(1960= 100)

Years Consumer goods Agricultural Inputs
Sugar, 
Tea, and 
Coffee

Edible 
oils and 
fats

Soap and 
other ,2, 
Chemicals' '

Textiles,
Cotton

Chemical
Fertilisers Insecticides

Fuel
and

Lubricants

i 9 6 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0 1 0 0

6 1 1 0 0 97 1 0 2 98 9 1 ns 107
62 1 0 5 99 102 103 88 4 0 0 IO9

63 111 102 106 108 93 368 111
64 111 97 108 110 91 361 107
65 132 101 1 0 9 124 9 6 316 113
66 132 122 110 1 2 4 101 268 111
67 1 4 6 137 113 124 73 235 133
68 1 4 6 140 113 1 3 2 71 207 1 4 2

69 1 4 6 139 113 132 71 208 1 4 1
1 9 7 0 138 134 114 132 7 0 327 143

Notes and Sources:
(1) With the original base-year 1939 = 100
(2) Includes soap, matches, jute, sulphuric acid, caustic soda and alcohol.

For Manufactured Consumer Goods: See the Federation of Egyptian Industries, Yearbook 1972. p.12.
For Agricultural Inputs: See Central Agency for Public Mobilization and Statistics, Estimates of National Income for the Agricultural Sector 1966, Cairo, 
1967, pp.6-9; and Estimates of National Income for the Agricultural Sector 1970, Cairo, 1972, pp.11-14.



Table 2.3Weights for Agricultural Commodities
» )

Poor Farmers Rich Farmers A ll FarmersI960 I 97O I960 I 97O I960 I 97OWeights Weights Weights Weights Weights Weights
Cotton 68.0 58.O 5I.O 44.6 68.0 58.ORice 10.0 I 7.5 7.5 13.5 10.0 17.5Wheat 8.0 8.0 6.0 6.2 8.0 8.0Maize 8.0 9.0 6.0 6.9 8.0 9.0Onions 2.0 1.3 1.5 1.0 2.0 1.3Sugar Cane 4.0 6.2 3.0 4.8 4.0 . 6.2Vegetables 0.0 0.0 19.0 I 7 .O 0.0 0.0Fruits 0.0 0.0 6.0 6.0 0.0 0.0

Sources: As in Table 2.1



Table 2.4

Weights for Consumer goods and agricultural Inputs
m

Commodity
Groups

Poor Farmers Rich Farmers A ll farmers
Consumer
goods

Inputs Overall Consumer
goods

Inputs Overall Consumer
goods

Inputs Overall

Sugar,tea,coffee 40.1 29.7 28.6 2 7 . 6 35-5 28.5
Edible oils 12.4 9.2 5-7 3.4 10.1 • 5.8
Soap, matches 9-4 7.0 8.6 6.6 8.2 6.8
Textiles 38.1 31.1 57.1 39-5 46.2 36.0
Fertilisers 68,0 1 5 . 6 58.7 13.4 62.6 14-3
Pesticides 17.4 4.0 I 6 . 9 3.9 1 7 . 0 3.9
Fuel 14.6 3-4 24.4 5.6 20.4 4-7

Sources;
For Manufactured Consumer goods: calculated from S.Radwan, The Impact of Agrarian Reform on Rural Egypt.1952-75, I.L .0.,Geneva,
January 1977, P-82; and Family Budget Survey of 1 9 6 4 /6 5 .
For Agricultural Inputs: Calculated from Central Agency for Public Mobilization and Statistics, national Income from Agriculture (annual) 
and S.Radwan, op.cit., p.82.
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APPENDIX 3Impact of the High-Dam and Land Reclamation Schemes on EmploymentIn i 960, work on the High—Dam started and i t  was estimated that the construction phase and other related projects have provided a to ta l of 155*2 m illio n  man days of employment. I t  was also estimated that an additional 215-2 m illio n  man-days were provided through irr ig a tio n  and drainage projects and for construction of new "barrages on the N ile . After the completion of the High Dam, i t  was estimated that the irr ig a tio n  sector, the river f le e t , and the new facto ries could provide permanent employment for more than 400,000 labourers.Land reclamation has been another source of major temporary employment b e n e fit. During the operation of the Rational Production Council (1952— 
1959)> 79,000 feddans were reclaimed at an annual rate of 10,000 feddans of new land. Under the period 1960/61—1964/65, 536,000 feddans were reclaimed at an accelerated pace of 107,000 feddans per annum. Under the period 1965/66—1969/70, an integrated programme of horizontal agricu ltu ral expansion was proposed, proceeding at an annual rate of about 140,000 feddans of reclaimed land. Projected employment figures during the reclamation stage as well as the estimated labour requirements in  the cropping stage were, on an annual average, 64,000 and 144»000 resp ectively .However, o f f ic ia l  s ta t is t ic s  claim that the to ta l area actu ally  reclaimed during the period I 96O/6I —I 969/7O, amounted to 884,300 feddans.In other words the actual progress in  land reclamation proceeded at a moderate pade of 88,000 feddans per annum, only about h a lf the target figure fo r the period.(1) See: I n t e r n a t i o n a l  L a b o u r  O f f i c e ,  R u r a l  E m p l o y m e n t  P r o b l e m s  i n  t h e  U . A . R .  Geneva, 1969, pp.79—80.(2) S e e :  I n s t i t u t e  o f  R a t i o n a l  P l a n u i n g / l n t e r n a t i o n a l  L a b o u r  O f f i c e ,

R e s e a r c h  R e p o r t  o n  E m p l o y m e n t  P r o b l e m s  i n  R u r a l  A r e a s  U . A . R .  ( R e p o r t  E on I m p a c t  o f  R a t i o n a l '  D e v e l o p m e n t  P r o j e c t s ) ,  I 965, p p . 8 8 — 89•(3) See: Central Agency for Public M obilization and S ta t is t ic s ,S ta t is t ic a l Handbook, Cairo, June 1971, P*58*



Therefore, it . is  safe to conclude that only h a lf of the "projected" employment figures for both the reclamation and cropping stages actu ally  m aterialised. One fin a l word, i t  is  extremely d if f ic u lt  (in  the absence of further evidence) to assess whether the new employment opportunities, created as a result of the implementation of the construction and reclamation schemes actu ally  made up for the reduction in  employment opportunities for casual agricultu ral labourers formerly employed on the expropriated estates and not benefiting from theredistribution of land.
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APPENDIX 4Housing Conditions in  Rural Areas.
There is  l i t t l e  doubt that housing conditions in rural areas represent an important and sign ifican t aspect of the problem of ru ra l- urban d isp a ritie s . Our analysis here is  confined to the conditions prevailing in the dwellings of the farmers " fe lla h in " , without concerning ourselves with the houses of the notables and rich peasants.Rural fam ilies in  Egypt usually build th eir dwellings themselves as part of th eir o ff—seasonal a c t iv it ie s . The staple building material of the typ ical " fe lla h " house is  a mixture of the N ile valley  s o il , chopped straw from the " fe lla h ’ s" standard crops, and N ile water.This may be smeared on both sides o f a framework of maize sta lk s, palm leaves or reeds, to make the mud walls of the poorest type of house.But more often i t  is  poured into wooden moulds to make raw bricks ilhich are dried in  the sun and then used for bu ilding.The space provided by a typ ical "fe lla h "  house, representing 74*3% of the to ta l stock of rural dwellings, does not usually exceed an average on hundred square metres. This dwelling (flo o rs , w alls, roof) by i t s  very squatness is  part of the earth. The trunks of palm trees are used for roof beams and in  most instances the doorways of the "fe lla h " house contains no door; the loophole windows may have neither glass nor woodwork.

(1) H.H.Ayrout, The Egyptian Peasant, Boston: Beacon Press, 1963,p p . 1 1 5 - 1 1 6 .



To assess the qu ality  of "rural housing", we have used data on the construction material of the houses.Table 4*1 shows the proportion of houses according to material predominant in  the flo o r , walls and roof in  rural areas. I t  shows that 95i° of "the to ta l rural population liv e s  in  houses with an earth flo o r . I t  also shows that red hrick or lime—stone rubble is  a far superior building material for walls compared with the mud bricks used in  the construction of 88% of rural dwellings, since i t  keeps out dampness from the s o il which undermines the w alls.
TABLE 4.1Proportion of Houses According to Material Predominant in the Floor, Walls and Roof in Rural Areas

% of houses
1. Floor materialEarth 95Other 52. W allTs materialRed brick and other 12Mud brick 883. Roof materialConcrete or timber 11.7Palm leaves or reeds 88.3

Source: M.Abdel—Raouf, On The Reconstruction of the Egyptian V illa g e , S o c ia lis t Studies, V ol.3 , Ho.7, Ju ly  1974» P.23 (in  Arabic)
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APPENDIX 5An investigation of the variations in  Consumer Spending between D ifferent Governorates, and of The Pattern of Income D istribution  among Governorates(A) The Consumption Function:Consumer demand w ill increase or decrease with a f a l l  or rise  in  the proportion of income that is  saved. This question was given particular attention in  the economic thinking which followed the great Depression of the 1930*s. J.Keynes proposed an answer according to which consumption depends mainly on disposable income. We can base our reasoning on the assumption that there is  a function C = F (Y^), which relates per capita consumption C and per capita disposable income Y^.This consumption function also determines consumer saving which byjd e fin itio n  is  the unspent part of disposable income, i . e .  S = Y — C; where S is  per capita saving.Keynes, also , indicates that " f"  should be an increasing function, but should be such that the ratio  c/yd decreases as increases. In other words, the portion of income saved should be greater when income is  higher.Our source of information is  the"Second Report of the Ministry of P l a n n i n g " w h i c h  provides cross section data about consumption per head and disposable income per head in  each governorate. The sample used consists of 22 observations. The f ir s t  twenty—one observations relate  to consumption and disposable income per head in the big urban centres and in  the governorates of Upper and Lower Egypt. The la s t observation represents the average per capita consumption and disposable income in  the governorates of the b o rd ers(i.e . the Red Sea, the New V alley , Matruh and S in a i) . F in a lly , each observation consists of the
(l)  Ministry of Planning, The Basic Features of Regional Growth in the Arab Republic of Egypt" (December 1968, Des. 1969) , Cairo.
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average consumption expenditures and disposable income in  current prices over the three years 1964/65 to 1966/67. The year 1967/68 was disregarded because i t  was fe lt  that the War might have affected  the re la tio n  between consumption and income.The f ir s t  and simplest model adopted was;C. = b + c Y. + e . 
1  1 1 (1)

according to which consumption per head CU in  governorate i  depends, don disposable income per head (Yy) in  the same governorate, and on a set of other individually  u nidentifiable factors represented by the unobservable random variable e^. b and c are the parameter co e ffic ie n ts  whose values are to be determined. The estimated relationships were as follow s:Ci  = 2.963 + O.925 Yi(o.l26) (0.00356) R = 0.996
which seemed a l l  the more satisfacto ry  since R , the square of the correlation co e ffic ie n t was O .996. However the value O.925 for the marginal propensity to consume seems too high, and might be explained by the defin ition s of disposable income and savings adopted by "The Second Report", where the sums withheld by the government to allow for pensions and so cial security are considered as public(3)savings rather than personal compulsory sa v in g s .'
(2) For more d etails  about the data used, see; Table 5*1(3) To have an idea of the order of magnitude of the sums which we believe are part of personal savings and which are not considered as such by the d e fin itio n  adopted by "The Second Report", we may refer to the Report of the Ministry of Planning, "Follow—Up and Evaluation of Economic Growth in  the United Arab Republic in  1966/67", August 1968. This report shows in  Table (2), p.157 the sums available to each sector through savings. Savings through social security amount over the period 1964/65 to 1966/67 to £E 349*7 m illio n , of these £E 15*3 m illio n  are h a lf day*s pay compulsory saving and should be added to personal savings; in  addition >̂0% of the rest ( i . e .  .£E 162.2 m illion) could also safely  be added to personal savings, x-jhich would make a to ta l of £E 177*5 m illio n . This sum alone exceeds the amount of personal savings mentioned by "The Second Report", namely £E 141.6 m illio n  over the period 1964/65 to 1966/67. This c learly  points to the fa ct that the estimated propensity to save would considerabl increase i f  the d e fin itio n  of personal savings is  modified.
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Model(equation) (l)  assumes that the marginal propensity toconsume is  constant rather than decreasing as income increases. Ad ifferent sp ecifica tio n  of the consumption function was tested to accord with the view that c/y  ̂ decreases as disposable income perhead increases, namely:
c + d Y i -b eu (2)

which implies a consumption function of the second degree in  Y^; c and dare the parameters to be estimated; and ej_ is  the random error term. The least-squares estimates of model (2) were as follows:

sign, i t  is  in s ig n ific a n t. Therefore, the available Egyptian regional data do not support the hypothesis of a decreasing marginal propensity to consume, at least within the range of observed disposable income per head. We may therefore safely  assume that consumption is  lin e a rly  related to disposable income.The next problem to investigate is  the e ffe ct of urbanization on consumption. Does a change in  the degree of urbanization sh ift the consumption function? Does th is  change a ffe ct the intercept term in  the consumption function, or does i t  a ffe ct the marginal propensity to consume?One way to deal with th is  problem is  to f i t  one consumption rela tio n  for urban governorates and another re la tio n  for non—urban governorates and

= O.98I -  0.000414 Yi Yi  (0 . 0 0 3 9 9 ) (0 . 0 0 0 3 4 9 ) r2= 0.0658
Although the co e ffic ie n t of Y^ in  model (2) has the expected negative

compare the estimates.
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A more efficient procedure for evaluating the effect of urbanization 

on consumption would be to introduce the degree of urbanization as an 

explanatory variable, this variable being measured by the percentage of 

urban to total population in each governorate.

A third procedure would be to introduce a dummy variable to 

account for the degree of urbanization; this dummy variable takes on 

the value 1 for urban governorates and the value 0 for nonr-urban areas. ̂

The last two procedures were preferred as being more efficient 

than the first.

The second procedure consists in fitting to the data the following 

relation

C.l = b + ĉ tL + d Ui + e- (3)

Where Ci, Y^ are as previously defined and U-j_ is an index of the 

degree of urbanization in governorate i. It represents the percentage 

of urban population over the three years 1964/65 to 1966/67 to total 
population over the same period. The results obtained were:Ci = 3.179 + O.914 Y i + 0.0024 %  R2 = O .99O(1.331) (0.1014) (0.0424)
which reveals a highly insignificant coefficient for the degree of

urbanization, although the coefficient of disposable income is still

2
satisfactory, and R is quite high. The imprecision attaching to

the estimate of the coefficient of U could be explained by the fact

that this index is correlated to disposable income per head, the

simple correlation coefficient between them being O .767. The

existence of multi—collinearity makes the estimates of the separate

effects of Y^ and U on C meaningless. The high significance attaching to the

coefficient of Y^ in this relation is due to the definitions of disposable

income, consumption and savings which make consumption extremely large

compared to savings.(4) See Table 5.1



-  ¿488

The alternative procedure is  to use a, dummy variable which takes on the value one for urban governorates and the value 0 for non—urban governorates. The number 1 was attached to the observationscorresponding to the governorates of Cairo, Alexandria, Port—Said,Suez, Ism ailia and the borders (Red Sea, New V alley , Matruh & Sinai) where more than of the population is  urban. Zero was attached to a l l  other governorates where less than 50% of the population liv e s  in urban areas. The estimates obtained were:

Where Ih is  the value of the dummy variable in  governorate i .  This approach did not improve the estimate of the co e ffic ie n t of the degree of urbanization.Therefore, we may conclude that the data show no evidence that the consumption re la tio n  s h ifts  due to the degree of urbanization.In other words, the available data do not support the hypothesis that the intercept term in  the consumption function is  affected by the degree of urbanization.An alternative hypothesis to be tested is  that the degree of urbanization a ffe cts  the consumption re la tio n  through changing the marginal propensity to consume. The model adopted for th is purpose is :

C. = 3.640 + 0.911 Yd -  0.618 D.
1  1  1(2.533) (0. 0530) (1 . 612) R2 = O.966

(4)
where = Df Yj_ ; Dj[ being the dummy variable defined above.

This rela tio n  gave the following least squares estimates:^  = 3.958 + O.895 Y i + 0.0160 Xi  (0. 548) (0. 0120) (0. 0052) R2 = 0.999
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The T-test applied to the individual co e ffic ie n ts  shows that they are sign ifica n t at the 99% confidence le v e l.These estimates show that the marginal propensity to consume in urban governorates, 0.911 is  s ig n ific a n tly  higher than the marginal propensity to consume in  rural governorates 0.895» This divergence could he explained by a stronger demonstration e ffe ct and more varied needs in  urban areas as compared to rural areas.We may therefore conclude that consumption per head is  reasonably well defined as a lin ear function of per capita disposable income, that consumption appears to be higher in  urban governorates than i t  is  in  rural governorates (and consequently saving is  lower) due to a higher propensity to consume, and that autonomous consumption, i . e .  the intercept term in  the consumption function, does not seem to be affected  by the degree of urbanization. F in a lly , EgyptTs regional data provide no evidence of decreasing marginal propensity to consume as income increases.
(b ) The Pattern of Income D istribution Among Governorates:We sh all try , in  th is  section, to investigate the pattern ofincome d istribu tion  among governorates and the changes in  th is  d istribu tionthat occurred between 1964/65 and 1967/68.Ranking different governorates according to the level of personal(r)income per head,' ' i t  appears that the higher personal income governorates are the big  urban centres: Cairo, Alexandria, Suez, and Port-Said. They are followed by Asswan, which owes it s  privileged position to the construction of the High—Dam and tourism; then by Ism ailia and Gharbia^^ which have a re la tiv e ly  high urban population (over 30%') •(5) For a complete ranking of the governorates according to the level of per capita personal income, see Table 5*2.(6) Ism a illia  owes i t s  high per capita income to the a c tiv ity  of the Suez Canal; while Gharbia owes i t  mainly to the flou rish in g te x t ile  industries of Mehallar-El-Kubra.
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Next come the governorates which are situated near Cairo, havea high proportion of th eir inhabitants employed there. Quliubia,Giza; the rural governorates come next and f ia n lly  the governorates
(7 )o f the borders.Changes in  th is  ranking over the period considered are minor.The only noticeable change is  the b ig  re la tiv e  advance of the governorate o f the Red Sea, where personal income per head increased from £E 35«2 in  1964/65 to £E 52.2 in  1966/67, i . e .  increased by 48.3/̂  compared with an average increase in  personal income per head of t*<7 8 9> over the same period.The next question to examine was whether regional inequalityin  income d istribu tion  has changed during the period under consideration.For th is  purpose, we drew Lorenz curves for the years 1964/65» 1966/67,and 1967/68 relying on the "Second Report of the M inistry of Planning"which contains information about the re la tiv e  distrib u tion  of population

( q )and of personal income among governorates.' ' Using these figu res, Table 1summarizes the resu lts of our computation of cumulative frequency d istribu tion  of population and personal income over the period 1964/65— 1967/68.(10)7. These governcrates are mostly desert and th e ir  population is  either nomad or else agglomerated in  small urban centres.8. Ministry of Planning, The Second Report, o p .c it . Table 4» p.26. I t  is  worth noting that th is  b ig  increase in  personal income per head seems to be inconsistent with the figures mentioned in  Table 3, p»5 and Table 3» p.23 of ''The same Second Report, which show a constant percentage share of the governorate of the Red Sea in  to ta l population and in  to ta l personal income over th is  period. But th is  could be explained by the fa ct that to ta l personal income in  th is  area was so small that even i t s  doubling would not a ffe ct much i t s  proportion to to ta l overall income.9. Ministry of Planning, The Second Report , o u .c i t . .Table 3, P*5* and Table 5» p.23.. For the d etails of these computations, Seej Tables 5*3, 5*4'» and 5*5*10
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TABLE 1Cumulative Frequency D istribution  of Population and Personal Income, Over the period

1964/65 -  1967/68

Population Personal Income ($)
1964/65 1966/67 1967/68

Lowest 10$ 7.3 7.3 6.8
t f 20$ I 5.O 15.0 I 4.4
t f 25$ I 8.9 18.8 18.3
1 ! 30$ 22.9 22.8 22.2
t f 40$ 31.0 3O.8 30.3
t f 50$ 39.4 39-2 38.6
t f 60$ 47.9 47.8 47.2
I f 70$ 56.8 56.9 56.2
I ! 75$° 6I .5 6I .5 6O.9
I T 80$ 67. I 67.4 66.6
I f 90$ 83.1 83.5 83.3
t f 100$ 100.0 100.0 100.0

Source: Computed from Tables 5*3» 5*4? and. 5-5
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Figure 1Lorenz Comparison fo r D istribution of Income(1964/65 -  1967/68)
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The table shows that income distrib u tion  between different governorates has not changed much between the years 1964/65 and 

1966/67, but in 1967/68 i t  became more unequal. Comparing 1967/68 with 1964/65, i t  appears that inequality increased in  the lower income governorates but narrowed in  the higher income governorates, namely, Alexandria and Cairo.This can also be observed from an inspection of the Lorenz curves. Inspection of these curves shows that the curves for 1964/65 and 1966/67 are very close to each other. They coincide for the lower income regions but that for the e a rlie r  year l ie s  above that for the la te r  year for the middle income governorates. For the higher income areas the curves in teresect. Comparing the lorenz curves for 1966/67 and 1967/68, i t  appears that the former lie s  above the la t te r , re fle c tin g  a tendency towards greater inequality of income d istrib u tio n . The same appliesto the curves for 1964/65 and 1967/68, with the difference that these curves intersect towards th eir right-hand end, re fle c tin g  greater equality of income d istribu tion  between the higher income regions.However, these curves do not show whether income d istribu tion  between d ifferent governorates has tended to increase or to decrease. Concentration ratio s were therefore calculated to determine the degree of inequality of income d istrib u tio n . The formula used for th is  ratio
I  = 10-4  1|  (Pr -  1 Yr -  P Yr -  1)

r=2where I  refers to the concentration ratio  to be estimated;Pr is  the cumulative frequency of population;Yr is  the cumulative frequency of personal income;r refers to the percen tile .( l l )  Ynetema, Dwight B ., Measures of Inequality in  the PersonalD istribution of Wealth and Income, Journal of the American S ta t is t ic a l Association, Vol.28, December 1933, pp.423—33; and also see Chapter 1, Section 1 .4  B.
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This ratio  varies within the range 0 to 1, according to the degree of inequality of d istrib u tio n . I t  takes on the value zero in  the case of perfect equality of d istrib u tion , and one when there is  absolute inequality .The estimated ratio s for 1964/65, 1966/67, and 1967/68 were O .I58, O .I58, and O .I69 resp ectively . These values point to a re la tiv e ly  small degree of inequality of income d istribu tion  between d ifferent governorates. In addition, one may in fer that there was no tendency for the degree of inequality of d istribu tion  to change between 1964/65 and 1966/67 and th at, i t  has tended to increase in  1967/68, although the change is  minor.These findings are somewhat surprising and they c o n flic t  with the current observation of the concentration of economic a c t iv it ie s  in  a few big  urban centres, p a rticu la rly  Cairo and Alexandria. It  is  true that the pattern of urbanization in  developing countries is  such that there appear slums in  the big c it ie s  where the way and standard of liv in g  are not different from those in  rural underdeveloped areas, and th is  could, partly ju s t ify  the low estimated values of the concentration ra tio s , but we s t i l l  think that these findings are very surprising, which leads us to question the r e l ia b il it y  of thedata used.



TABLE 5.1Data Used for the Estimation of the Consumption Function
Governorates O b servationN o .i Ci

(2)
1
(3)

-----a--------C i A i
(4)

Ui
(5 )

fii
(6)

X i
(?)

Urban Governorates:C a iro 1 80.7 85.4 0.944 loo.o 1 8 5 . 4A le x a n d ria 2 76.7 81.0 0.947 loo.o 1 81.0P o r t-S a id 3 70.6 7 2 . 6 0.971 100.0 1 7 2 . 6Suez 4 75-5 76.4 0 .9 8 5 loo.o 1 76.4Lower Egypt:D am ietta 5 46.1 47.2 0.975 26.4 a 0 .0D ak ah lia 6 43.7 44.6 0 .9 8 0 20.6 0 0 .0Sh ark ia 7 45-6 4 6 . 4 0 .9 8 3 18.3 0 0 .0Q u a liiib ia 8 49.3 49.8 0 .9 9 0 31.2 0 0 .0Kafi^-El—Sheikh 9 41.6 42.3 0 .9 8 3 18.8 0 0 .0Gharbia 10 47.6 48.3 0 .9 8 0 31.6 0 0 .0'M enufia 11 45.1 46.9 0 .9 9 0 16.2 0 0 .0Beliera 12 42.1 42.9 0 . 9 8 1 17.9 0 0 .0Is m a il ia 13 50.5 50.9 0.994 5 2 . 8 1 5 0 .9Upper E gyp t:G iza 14 46.7 49-5 0.945 38.9 0 0 .0Beni—S u ef 15 4 8 . 2 48.9 0 .9 8 5 22.0 0 0 .0Fayum 16 45.6 4 6 . 2 0 .9 8 8 21.4 0 0 .0Menia 17 47.0 47.5 0 .9 8 5 1 9 . 8 0 0 .0A ssiu t 1 8 41.6 42.5 0 . 9 7 8 23.6 0 0 .0Sohag 19 41.5 4 2 . 0 0 .9 8 9 20.2 0 0 .0Kena 20 43.2 43.6 0 . 9 9 1 1 8 . 9 0 0 .0Asswan The Borders 21 52.3 53.2 0 . 9 8 5 34-7 0 0 .0
22 34.5 34.6 0 .9 9 2 100.0 1 3 4 . 6

Notes: (1) The figures relating to this observation represent averages for the four governorates of the borders,namely:the Red Sea,the New Valley,Matruh and Sinai.
(2) Each number of this column Ci represents the.average consumption per head in governorate i  over the period 1 9 6 4 /6 5—1 9 6 6 / 6 7  in current £E. This Column was computed using the information in Table 10 , p.6 8 ,0 f."The Second Report of the Ministry of Planning",op.cit.
(3 ) Each number of this column Y$ represents the average per capita disposable income in governorate i  over the period I 9 6 4/6 5 - I 9 6 6 / 6 7  in current £E. These 

numbers were derived from Table 4  , P-39 of "The Second Report...", op.cit.
(4 ) Each number of this column is the ratio of the corresponding two numbers in the third and fourth columns.
(5) Each number of the column Ui represents the percentage of urban population to total population in goverrorate i over the period 1 9 6 4 /6 5- 1 9 6 6 /6 7 . The 

figures are based on the information in Table 1 , p.2, and Table 4  , p . J  of "The Second Report...", op.cit.
(6) Di is a dummy variable which takes on the value 1 for the governorates where more than $0% of the population is considered as urban and the value 0 for all other governorates.
(7) is a dummy variable which is equal to the product of the corresponding by y 4%



TABLE 5.2Ranking of Governorates Ascending According To The level of Per Capita Personal Income in  the Years
1964/65, 1966/67, 1967/68.
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Rank Governorates1964/65 1966/67 1967/68

1 Sinai Sinai Sinai
2 Matruh Matruh Matruh3 Red Sea Dew Valley Dew Valley4 Dew Valley Sohag Sohag5 Sohag Kafr—El—Sheikh Assuit
6 Kafr—El—She ikh Assiut Kaf 2>-El—Sheikh7 Assiut Behera Kena
8 Kena Kena Behera9 Behera Dakahlia Dakahlia

10 Dakahlia Fayum Red Sea
11 Fayum Sharkia Fayum
12 Sharkia Menufia Sharkia13 Menufia Menia Menufia14 Menia Damietta Menia15 Damietta Beni—Suef Damietta
16 Beni—Suef Red Sea Beni—Suef17 Gharbia Gharbia Gharbia
18 Giza Giza Giza19 Qualiubia Ism ailia Ism ailia
20 Ism ailia Quliubia Quliubia
21 Asswan Asswan As swan
22 Port—Said Port—Said Port—Said23 Suez Suez Suez24 Alexandria A1exandria Alexandria25 Cairo Cairo Cairo

Source: Computed from: M inistry of Planning, Economic and Social Survey of the Governorates: Basic Features of Growth in  the Governorates in  the Period 1964/65—1967/68, Second Report. December 1969, Table 4, p.26 (in  Arabic).



TABLE 5.3Cumulative Frequency D istribution of Population and Personal Income in  1964/65

Cumulative Frequency %ijovernorates Population PersonalIncome
Sinai 0.5 0.3Matruh 0.9 0.5Red Sea 1.0 0.6Dew Valley 1.2 0.7So hag 6.9 5.0Kafr—El—Sheikh 10.6 7.8Assiut 15.4 11.4Kena 20.4 15.3Behera 27.1 20.4Dakahlia 34-6 26.5Fayum 37.7 29.1Sharkia 44.7 34-9Menufia 49-6 39-1Menia 55-4 44.0Damietta 56.9 45.2Beni Suef 60.0 47.9Gharbia 66.4 53.5Giza 71.8 58.5Qaliubia 75-8 62.3Ism ailia 76.9 63.4As swan 78.6 65. IPort—Said 79.5 66.4Suez 8O.4 67.7Alexandria 86.3 77.0Cairo 100.0 100.0

Source and Dotes:Computed from: Ministry of Planning, " Second Report11,Table 3, p.5 and Table 3? p.23.This table reveals inconsistencies in the data of the Second Report; to take an examples of such inconsistencie
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TABLE 5.4

C u m u l a t i v e  F r e q u e n c y  D i s t r i b u t i o n  o f  P o p u l a t i o n  and P e r s o n a l  I n c o m e  i n  1966/67.
G o v e r n o r a t e s

C u m u l a t i v e  F r e q u e n c y ^

P o p u l a t i o n P e r s o n a l
I n c o m e

S i n a i 0.5 0.3
M a t r u h 0.9 0.6
D e w  V a l l e y 1 .1 0.7
S o h a g 6.7 4.8
K a f  r — E l — S h e  i k h 10.4 7.6
A s s i u t 15.1 11.1

B e h e r a 21.6 16.2

K e n a 26.5 20.0

D a k a h l i a 34.1 26.0

F a y u m 37.2 28.5
S h a r k i a 44.2 34.3
M e n u f i a 49.0 38.4
M e n ia 54.6 43.1
D a m i e t t a 56.O 44-3
B e n i — S u e f 59.1 47.0
R e d  S e a 59.2 47-1
G h a r b i a 65.5 52.7
G i z a 71.0 57.8
I s m a i l i a 72.2 58.9
Q a l i u b i a 76.3 62.7
A s s w a n 78.0 64.5
P o r t - S a i d 78.9 65.8

S u e z 79.8 67.1
A l e x a n d r i a 85.8 76.6

C a i r o 100.0 100.0

S o u r c e :
C o m p u t e d  F r o m :  M i n i s t r y  o f  P l a n n i n g ,  T h e  S e c o n d  R e p o r t , 

T a b l e  3» P«5 a n d  T a b l e  3, p.23



- 4 9 9  -personal income per head in  the governorates of the "borders is  shown by Table 4» p.26 of the Second Report to be:
S i n a i  

M a t r u h  

R e d  S e a  
H e w  V a l l e y

£E 34.6 £E 34-9 £E 35.2 £E 36.6
The percentage shares of these governorates of population and personal income are given by Table 3, P«5 and Table 3» p.23 as:

Governorates io Share
Population Personal Income

Sinai 0.5 0.3Matruh 0.4 0.2Red Sea 0.1 0.1hew Valley 0.2 0.1
Prom these figures we would expect personal income per head to be the same in  Matruh and the hew Valley and to be lower in  Sinai and lower s t i l l  in  the Red Sea. However, the Report does not confirmth is .



-  500 -TABLE 5.5

C u m u l a t i v e  F r e q u e n c y  D i s t r i b u t i o n  o f  P o p u l a t i o n  and P e r s o n a l  I n c o m e  i n  1967/68.
G o v e r n o r a t e s

C u m u l a t i v e  F r e q u e n c y  %

P o p u l a t i o n P e r s o n a l
I n c o m e

S i n a i 0.5 —
M a t r u h 0.9 0.2
D e w  V a l l e y 1 .1 0.3
S o h a g 6.6 4.3
A s s i u t 11.2 7.7
K a f  r — E l — S h e  i k h 14.9 10.5

K e n a 19.7 14.2
B e h e r a 26.3 19.3
D a k a h l i a 33.9 25.3
R e d  S e a 34.0 25.4
F a y  urn 37.1 27.9
S h a r k i a 44.1 33.6
M e n u f i a 48.8 37.6
M e n ia 54.4 42.3
D a m i e t t a 55.8 43.5
B e n i — S u e f 58.8 46.1
G h a r b i a 65. I 51.7
G i z a 70.7 56.9
I s m a i l i a 71.9 58.O
Q a l i u b i a 76.0 61.8
A s s w a n 77.8 63.6
P o r t — S a i d 78.7 64.9
S u e z 79-6 66.2

A l e x a n d r i a 85.6 75-9
C a i r o 100.0 100.0

Computed from: Ministry of Planning, "The Second Report” , Table 3, P-5 an<3- Table 3, p.23.
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A P P E N D I X  6 

E c o n o m e t r i c  A n a l y s i s  

o f  t h e

S T R U C T U R A L  M O D E L  E Q U A T IO N S

■ On t h e  b a s i s  o f  t h e  d i s c u s s i o n  m e n t i o n e d  o f  c h a p t e r  7> 

t h e  e s t i m a t e d  f u n c t i o n s  a r e :

( i )  P r o d u c t i o n  F u n c t i o n s

( a )  A g r i c u l t u r e  s e c t o r

N o .  o f  E q u a t i o n

( 1)
c

C O R C :  V t  =  -8.322 + 47.283(L)t+ 1.008 ^ K t ~ l )  + 3.436 ( F ) ° -  116 . 764(D)(16.386) (11.261) (0.762) (4.4) (11.938)
R 2 =  O.948 d = 2.189

N o . o f  E q u a t i o n

(2)
O L S :  =  -76.534 +  28.8C4(L)t + 2.116  ̂ + 4-148 (f )^Lt(73.414) (9.701) (1.714) (2 . 062)

R 2 =  0.955 d = I .852

( F i g u r e s  i n  b r a c k e t s  a r e  t h e  s t a n d a r d  e r r o r s  o f  t h e  e s t i m a t e d  

c o e f f i c i e n t s )

S o m e  d i s c u s s i o n  o f  t h e  e c o n o m i c  s i g n i f i c a n c e  o f  t h e  e s t i m a t e d

v . c .

p a r a m e t e r s  i s  n e c e s s a r y .
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F ir s t , while the marginal return to a unit of land allocated to cotton was £E 47*283, i t s  alternative a llo catio n  ( i . e .  to foodstuffs production) earned only £E 28.804. This result is  in  conformity with other available estimates of the re la tiv e  average gross returns to cotton and food crops.This large discrepancy between net returns to land in  i t s  alternative allocations suggests that substantial income gains would be derived by sh iftin g  land from food stu ffs  to cotton production in which the country enjoys a comparative advantage. There have been co n flictin g  arguments as to why policymakers refrained from taking such action.It  has been argued, along lin es sim ilar to those of the optimumt a r i f f  argument, that Egypt might p ro fit from re str ictin g  the cotton

(2)area. ' This is , of course, assuming that the foreign demand for Egyptian cotton is  in e la s tic .Although such reasoning might have occasionally underlay cotton p o lic ie s  in  the past, the motive behind recent p o lic ies was c learly  d iffe re n t. Cotton exports have been faced with r is in g  competition from other producers of long—staple cotton. Improved te x t ile  technology and the surge in production of cheap synthetic fib res have reduced the country’ s a b ility  to manipulate cotton prices in  world markets. As a matter of fact ,  the most important factor underlying the government’ s cotton policy was one of a technical nature. This involved following the trien n ia l crop—rotation system where cotton would be cultivated  on any plot of land only once every three years which, in  turn, means that the cotton area in any year cannot exceed one-third of the to ta l cultivated 1 2(1) The average gross returns to land allocated to cotton and cereals during the period 1955~1959 was estimated, by B.Hansen and G.Marzouk, at £E 63 for the former and £E 29 for the l a t t e r .  However, the rise  in  the share of rice  (which is  the most profitable of the cereal group) in  cereals output and the increasing severity of the damage caused to the cotton crop by the cotton worm must have led to a rise  in the value added productivity of cereals re la tiv e  to cotton. See: Development and Economic Policy in  the U A R  (Egypt), o p . c i t . , p . 56, Table 3*4(2) See: B . Hansen, Cotton Versus Grain on the Optimum A llocation  of Agric­u ltu ral Land, In stitu te  of National Planning, Memo,,No.275» Cairo, April 1963.
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area. Past experience indicates cle a rly  that such crop rotation i s ,  ceteris paribus, most b en efic ia l for land productivity, given the exhaustive e ffe c t of cotton production on land f e r t i l i t y .  A recent study points out that "even in  1950/52 when there was no governmental restrain t on cotton growing, and when cotton prices were abnormally high due in  large part to the Korean War, cotton acreage hardly exceeded two m illio n  acres (to ta l cu ltivated  area was 6.3 m illion  acres"nevertheless, i t  must be pointed out that the share of cotton area in  to ta l cultivated  area had dropped below the one-third lim it imposed by the crop—rotation system. This could have been the outcome of the peasantf s reaction to the governmentf s cotton price p o licy , regardless of re strictio n s on cotton area.Secondly, the size of the cap ital co e ffic ie n ts  in irr ig a tio n  and drainage and chemical fe r t i l iz e r s  indicates th eir importance as policy instruments for promoting agricultu ral growth. The size of the fe r t i l iz e r  co e ffic ie n t is  surprising given the intensity of fe r t i l iz e r  application and the high lev els  of land productivity already realized .F in a lly , i t  must be mentioned that the high correlation between the cap ita l and fe r t i l iz e r  series created a problem of m u ltico llin ea rity  which affected the values of the estimated parameters for these variables and th eir v a r i a n c e s . I f  one of these two explanatory variables in  either of the two equations is  dropped, the retained variable assumes a higher value and a lower variance. However, i t  xfas not f e l t  necessary to eliminate either of them on the ground that both had an important impact on agricultu ral output, and th eir inclusion would improve our
(3) Marion Clawson,et a l . , The A gricultural Potential of the Middle East, American Elsevier Publishing Co. ,Inc. ,New York, 1971>P»70*(4) This high correlation between the cap ita l and fe r t i l iz e r  series is  rather coincidental since there is  no functional relationship between them.
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fo recasts. Also, both variables are expected to expand at re la tiv e ly  the same pace in  the forecast period and, accordingly, the level of correlation between them w ill be maintained. That is ,  the covariance of th eir parameters is  expected to remain fa ir ly  stab le .
(b) Industrial Sector

N o.of equation(3)CORO: Vt = 73.272 + O.54 (X _̂_1) -  Ext (3 . 4O8) (0.OO3)
R2 = O.99 d = 2.198The cap ita l co e ffic ie n t indicates a net marginal capital/capacity output ratio  of 2.2.  This concurs well with an engineering estimate fo r manufacturing.^^It  is  worth mentioning that for the s ta b ility  of the capital co e ffic ie n t over the immediate period under study, several factors must be taken into account. One, substitution between capital andlabour is  hot lik e ly  to exert ary sign ifica n t influence on the size of thecap ita l c o e ffic ie n t. Two, changes in  commodity composition w ill lik e ly  be in  the direction of more cap ital-in ten sive sectors, such as the cap ital goods and the intermediate goods sector catering for them.^^However, since th is  la s t change w ill probably be o ffse t by a trend inthe opposite direction — resulting from the coming to fru itio n  of investments in e le c tr ic ity  projects with a long gestation period — i t  would not be u n ju stifia b le  to assume that the estimated co e ffic ie n t ofcap ita l w ill be stable in  the near future.(5) For a more discussion of th is  type of prob point, See: Charles R.Frank, J r . ,  S ta tis t

( 6)

noblem from an econometric view-ics  and Econometrics view*Holt,Rinehart and W inston,Inc., New York, 1971» pp.294—298; Carl F .C h rist , Econometric Models and Methods , John W illey and Sons, Inc.,New York, 1966, pp.386-39°; Also R.S.Pindyck, and D.L. Rubinfeld, Econometric Models and Economic Forecasts , McGraw-Hill Book Compary, New York, 197̂ ". and (7) see next oaere.
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( c )  S e r v i c e s  S e c t o r

Ho.of equation
( 4 )

C O R C :  ( V ) ® ° h =  - 7 . 1 3 7  +  0 . 1 6 2  ( K ) S° h(16 . 454) (0. 011) t“ 1

R2 = C.99
d = 1.9.02Ho.of equation

( 5 ) os
C O R C :  ( V ) t  =  - 5 1 . 7 6 5  +  0 . 6 1  ( K ) ° f 1 +  1 5 7 .4 4 7  ( K ) ^ S -  9 8 .7 5 1  ( D ) V ° S 

( 9 5 . 0 8 8 )  ( o . 3 5 9 )  ( 1 1 4 . 6 1 8 )  ( 3 2 . 9 8 2 )

R 2 =  O.984 d = I .789

F ir s t , the cap ita l co e ffic ie n t for "so cia l overhead" servicespertains to a capital-output ratio  of 6.1, which is  helow the engineeringestimates for these sectors. However, th is  could he explained in  termsof the declining marginal cap ita l co e ffic ie n t during the period understudy, a phenomenon whose policy im plication was explained e a r lie r .Secondly, the cap ital co e ffic ie n t in  the "other services" sectorpertains to a cap ita l—output ratio  of 1.6, which is  s lig h tly  higher
( P>)than the engineering estim ate.'“ '(6) I t  must he pointed out that the engineering estimate is  for actual and not capacity output. See: Ministry of Planning, Follow-up and Evaluation Report on the F irst Five Year P l a h  , op . c i t . ,p.96.  I t  is  quite possible that the mu,ch higher cap ita l—output ratio s in  e le c tr ic ity  and mining more than o ffse t the low ratio  for construction.(7) To estimate the change in  the cap ital co e ffic ie n t due to such a factor through the use of the input—output table would require information about the change in  commodity composition by sector.(8) Perhaps due to the cap ital-in ten sive nature of defence expenditure whose share in  to ta l government expenditures increased over the period in  question.



Thirdly, the labour co e ffic ie n t is  large in  size and s t a t is t ic a l ly  more sign ifica n t than for other services«, F in a lly , i t  must be mentioned that while the weighted marginal cap ita l—output ratio  for a l l  services over the period under study is  over two, the investment accelerator co e ffic ie n t is  only 0. 279» as may be seen from the following equation:

V = to ta l real services value added, sThis would seem to indicate that i f  during the period in question trends in  cap ita l demand and supply in  the services sector as a whole continue, i t  would lead to a substantial cap ita l shallowing in  that sector which, in  turn, would lead to the creation of capacity bottlenecks.

(7.87) (0.20)where:I  = real to ta l gross fixed  investment in  services, s

( II)  CONSUMPTION FUNCTIONS(a) Household ConsumptionNo. of Equation
(6)OLS: CP = -210.312 + 3 .9 4 9  (y )p ‘ p*c ,+ 18.118 (POP  ̂ -  0.462 (tot)*(46. 33) (1 . 81) (4 . 17) (O .65)

R2 = O.965 d = 1.829N o.of Equation(7 )OLS: C*+S = -771.229 + 13.861 (Y)P*P ,C -(67.63) (2.64)R2 = O.987 d = 1.453
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The values and signs of the estimated parameters are in conformity with "both a p rio ri theory and cross-section s ta t is t ic a l  evidence:(a) the (average) income e la s t ic it ie s  of foodstuffs and non-food consumption are O.48 and I .05 resp ectively . On the one hand, they f u l f i l l  oneTs expectations on the basis of Engelf s Law which asserts that household expenditures on food grow at a lower rate than income, and vice versa for non-foodstuffs expenditures. On the other, they agree with the estimates obtained from family budget studies for 1958 and 1964/1965. ^(b) the sign of the internal terms of trade co e ffic ie n t is  negative for food stu ffs, and positive for non-foodstuffs consumption. This shows that a rise  in  foodstuff prices re la tiv e  to industrial goods prices would have a negative e ffe c t on the consumption of commodities other than fo o d stu ffs .(c) the average price e la s t ic ity  of foodstuffs consumption is  quite low (0. 143) , which is  to be expected given both the country*s low income per capita and the composition of foodstuffs consumption, which consists mainly of cereals.F in a lly , i t  must be added that with regard to the income e la s t ic ity  of demand for food stuffs, family budget studies suggest a positive correlation between i t  and the general income level at low—income brackets. S p e c ific a lly , i t  shows that for urban low—income brackets (below £E 200 per household), the income e la s t ic ity  of demand for foodstuffs is  only 0.49* As we move to higher income brackets (£E 200—600) the income e la s t ic ity  increased to 0.71; then i t  declines steadily  as we go up the income ladder.(9) See: chapter 6(1 0 )  I b i d .



-  5^8

(b) Government ConsumptionHo. of equation
(8)CORO: C® = -49*473 + 0.223 (GRP)t(4.3*48) (0.02)

R2 = O.948 d = 1.651The following two functions (one for to ta l household consumption, the other for to ta l consumption of hoth household and government) are given prim arily for purposes of comparison:

Thus, one can say that the income (GUP) e la s t ic ity  of government consumption is  1.18; while that for household is  0.95? and "the weighted average of the two is  one. These figures point to the impact of the rapid growth in  government consumption on the level of aggregate consumption and savings. As may he seen from the household and to ta l consumption equations, while the marginal propensity to save out of private income is  (I-O .78 = 0 .22), private and government . marginal propensity to save is  only ( l—O.87 = 0 .13).

R2 = O.984d = 1.661

C\ = 2.689 + 0.871 (GHP)t
(18.06) (0.01)R2 = 0.998 d = 1.902
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( C )  C o n s u m p t i o n  o f  I n d u s t r i a l  G o o d s  

H o .  o f  e q u a t i o n

(9> 4 ( i  + e*) 4l/ 0 !  ^  = (— ) ( ï ) t  +  “
= +

*• -1_ < + Tti i  + AStt
, i it + 4St*) -  I* ~ Et

'4 E,

The estimate of (“ c i)  for the period under study is  fa ir ly  stable with only a s lig h t delcine around a mean value of 1.25. This is  understandable in  the lig h t of the fa ct that there had not been any major structural changes in  the industrial sector over the period in  question.
A s  s t a t e d  e a r l i e r ,  (  “ c i ) ,  =

( i  +i  ~ , a n d  a c c o r d i n g l y  i t s  s i z e

v a r i e s  w i t h  r e l a t i v e  c h a n g e s  i n  ( i . e .  t h e  r a t i o  o f  i n t e r m e d i a t e

s a l e s  o f  t h e  p r o d u c t s  o f  s e c t o r  i ,  t o  f i n a l  d e m a n d  f o r  i t ,  a t  a n y  t i m e

p e r i o d ) ,  a n d  ( i . e .  t h e  r a t i o  o f  i n t e r m e d i a t e  p u r c h a s e s  b y  s e c t o r  i ,

t o  v a l u e  a d d e d i n  t h a t  s e c t o r ,  a t  t i m e  t ) .  I n  t h e  c o u r s e  o f  i n d u s t r i a l

g r o w t h  o n e  w o u l d  e x p e c t  i °  d e c l i n e  a s  a  r e s u l t  o f  a  g r a d u a l  s h i f t

i n  t h e  s t r u c t u r e  o f  i n d u s t r y  f r o m  p r o c e s s i n g  o f  r a w  m a t e r i a l s  ( w i t h  i t s

l o w  v a l u e  a d d e d )  t o  m o r e  c o m p l e x  i n d u s t r i a l  p r o c e s s e s .  A t  t h e  s a m e

t i m e ,  o n e  w o u l d  e x p e c t  t o  r i s e  a s  i n d u s t r i a l  s e c t o r s  b e c o m e  m o r e

i n t e r d e p e n d e n t :  t h a t  i s ,  i n  t h e  c o u r s e  o f  i n d u s t r i a l  g r o w t h  i n d u s t r i e s

w i t h  f o r w a r d - l i n k a g e  w o u l d  i n c r e a s e  t h e i r  s h a r e  i n  t o t a l  i n d u s t r i a l

o u t p u t  r e l a t i v e  t o  t h o s e  w i t h  h i g h  b a c k w a r d  l i n k a g e .  C o n s e q u e n t l y ,

t h e  t r e n d  o f  t h e  c o e f f i c i e n t  ( “  c i )  w o u l d  b e  n e g a t i v e .

i
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(d) Consumption of Services

Uo. of equation
(10)i/O: C® -  (1 + ®t)(1 + T.“■t) (v):

= (v)‘

( l + - f )
OC C S  (T)

(T) is
I St

Our estimate for (<* cs) indicates a r ise  in  i t s  size from 0.9 at the beginning of the period under study to O.95 at the end of 1960*3. This can he explained by the rise  in  the share of intermediate purchases to to ta l value added esp ecially  in  government services.
( i l l )  EXPORT FUNCTIONS (a) Cotton Export

Bo. of equation
(V)° + _ _ _ _ _  ( -  AST° )

(1 + «p

oc2 e c ( T 1^ -  A S t °  )
Our estimate of the co e ffic ie n t ( “ ^ec) for the period in  question show that i t s  value ranged from 1 to 0.79» indicating a steady temporal decline. This is  understandable in  the lig h t of the fa ct that while both the numerator and denominator of the parameter increased steadily  during the period under study, the ra tio  of intermediate purchases of raw cotton to exports increased at a su bstan tia lly  faster rate than

( H )i/O: E° = ( l j _ 3 p  (1 + “ £)
= (V)_

the ratio  of intermediate inputs to value added.
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( t > )  I n d u s t r i a l  E x p o r t

N o . o f  e q u a t i o n

(12)OLS: = 9-122 + 0 .1 2 l(v)J + 1.099 (t) + 15-947 ( f )®1(7.154) (0.044) (1 . 026) (3.481)
N o . o f  e q u a t i o n(12/0L5: 4  = 63.666 + 0.161 (y ) Ì  "  ° - 664 ( 4 4 £ ± )  + n -634 <D)t t  R e x

(49. 03) (0. 01) (0. 40) (3.40)R = O.99 d = 1.934
A s  w o u l d  b e  e x p e c t e d  o n  a  p r i o r i  g r o u n d s ,  t h e  s i g n  o f  t h e  

p r i c e  t e r m  i s  n e g a t i v e .  A s  f o r  t h e  s i z e  o f  t h e  o u t p u t  c o e f f i c i e n t ,  

i t  p o i n t s  t o  a n  a v e r a g e  o u t p u t  e l a s t i c i t y  o f  e x p o r t s  o f  1 . 1 .

( I V )  I M P O R T  F U N C T I O N S  

( a )  F o o d s t u f f s  I m p o r t s

N o .  o f  e q u a t i o n(13)i/O: f  f ( !  +

=  c t  +  E t  - ( 1 +  « £ )f
-  c t  +  E t  -

c ^ m f  ( v ) £

( b )  I n t e r m e d i a t e  G o o d s  I m p o r t s

N o . o f  e q u a t i o n(14)
C 0 R C :  M+ =  -  24.O54 + 0.390 ( V ) +  -  40.922 ( d ) .(10.85) (0. 02) (8.9)R = 0.971

d  = 1 . 6 8 9

I t  i s  w o r t h  n o t h i n g  t h a t  t h e  c o e f f i c i e n t  o f  t h e  i n d u s t r i a l  v a l u e  

a d d e d  v a r i a b l e  c o r r e s p o n d s  t o  a n  i m p o r t  e l a s t i c i t y  o f  1 . 2 .
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(c) Capital Goods Imports
No.of equation(15) k, v (1+ ßt )^  ( ] * - * ) (I)

t . g . f .  _ ( T T U i  ) M i  "  M ik
^mk ( I) t , g *f ' -  Œ2mk (v)* -  (T) ik

The estimates of parameters ( a^mk) and ( « sak) indicate a s lig h t temporal r is in g  trend over the period in  question; ( «ink) increased from 0.35 in  ike early 1950*s to an average 0.45 in  the 1960*s as a result of the change in a llo catio n  of investment favouring industry with a high cap ita l content. The size of ( “ mk) increased from 8% to 10% in  the 
1950«s to 10% to 13% in  the 1960»s.
No. of equation
OLS: = 6.646 + 0.266 ( l ) * ‘ g , f ' + 0.176 (B0P)t(6.16) (0. 03) (0.08)

R2 = 0.904d = I .758

It  is  worth noting that the investment co e ffic ie n t corresponds to an average import e la s t ic ity  of 1 .1 .F in a lly , in  our econometric estimation of the import functions of both intermediate and cap ital goods, we have included a price term in the form of commodity group terms of trade, adjusted for changes in  the o f f ic ia l  price of foreign exchange. The resu lts were negative:



I
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g e n e r a l l y  t h e  p r i c e  c o e f f i c i e n t  d i d  n o t  h a v e  t h e  r i g h t  s i g n  a n d  

w a s  s t a t i s t i c a l l y  i n s i g n i f i c a n t .  A l t h o u g h  t h i s  m i g h t  h a v e  b e e n  

p r o m p t e d  b y  t h e  p o o r  q u a l i t y  o f  p r i c e  i n d i c e s ,  i t  p a r t i a l l y  r e f l e c t s  o u r  

a b o v e  a n a l y s i s .

(v ) S A V I N G  FUNCTIONS 
( A )  G o v e r n m e n t  S a v i n g s

( i )  G o v e r n m e n t  n e t  i n c o m e

E q u a t i o n  N o .(16) CORC: = -10.233 + 0.163 (GNP)_t(17 . 76) (0. 01)R2 = 0.937 d = 1.916

( i i )  G o v e r n m e n t  c o n s u m p t i o n  ( o f  g o o d s  a n d  s e r v i c e s )

(17) CORC: c |  = -49-473 + 0.223 (GNP)t(43.48) (0.02)R2 = O.948d = I . 65I
( b )  P r i v a t e  S a v i n g s

( 1 8 )  C O R C :  S p  =  - 1 4 1 . 7 4 7  +  5 - 8 3 2  ( — ) t  +  0 . 5 2 9  ( s ) *  -  5 9 - 8 4 ( D ) S p(IO7 .O9) (3.49) (0. 36) (25. 18)
R 2 =  O.927 d = 1.277

T h e  s i z e  o f  t h e  p a r a m e t e r s  o f  e q u a t i o n s  ( l 6), (17), and ( l 8)
c o n f o r m s  w e l l  t o  t h e  p i c t u r e  w e  h a v e  d r a w n  e a r l i e r  w i t h  r e g a r d  t o  t h e  g r o w t h( ll )
a n d  s t r u c t u r e  o f  s a v i n g s ,  a n d  t h e  f a c t o r s  i n f l u e n c i n g  i t .  T h e  e x t e n t

( l l )  T h e  f a c t o r s  i n f l u e n c i n g  t h e  g o v e r n m e n t f s  s a v i n g  b e h a v i o u r  w e r e  t h e  g r o w t h  
o f  m i l i t a r y  e x p e n d i t u r e s ,  a n d  g o v e r n m e n t  e m p l o y m e n t  o n  t h e  e x p e n d i t u r e  
s i d e ,  a n d  t h e  i n e l a s t i c i t y  o f  t a x  s t r u c t u r e  o n  t h e  r e c e i p t s  s i d e ,  S e e :  n h a n . S .
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of government dissaving could "be deduced from that while the average G .D .P. e la s t ic ity  of government consumption was 1.14, the corresponding figure for government income was only 0.97.
INDIRECT TAXESEquation Do.(19) Ti  = t 0 + h  (CTP)t + ett = * 1 t i  (GDP)tLABOUR (in  Agriculture; Industry; Social Overhead Services; and Total Employed Labour)

(20) K  + U  (1 + n i )t . T aALt
(21) 11 D1 + 0 A2 (1 + n2)t A

t

(22) ,-S0h .  HSOh 0 + A3(l + n )* A n SOhSk t
(23) $ = N + 0 An (l + n)"*' A POP, -  U t e

where : —n l, n2, and n3 represent average annual rate of growth of labour in  agricultu re, industry, and so cial overhead services resp ectively .A l, À2, and A3 represent average value productivities of labour in  the above three sectors resp ectively .
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D e f i n i t i o n s ,  I d e n t i t i e s  a n d  E q u i l i b r i u m  C o n d i t i o n s

Equation Do.(24) -  (H» + N* + n f h)
(25) h Lt-1  + SL(26) -(27) < - (1- “ L) Lt
(28) aVt 4 - <(29) A - „soh oS Vt  + Vt(30) vic - H + A(31) (GDP)t  = + vi + VI(32) (GENP)t  = (1 + eet. ) GDP, -  B. v i  t ,F.P.(33) PYt (GDP)t  ~ (Y)f(34) °t < + 4 + <
(35) °t f  Ch (i+B) g t  t  X(36) Sght nëYt  ct(37) St qS , qP st  + st(38) St 1 -  ct(39) Et  . = E-t + Et + Et(40) Mt M° + + Ml* + A(41) Tt -rL.W. Ti  1-a + l t  + I t t + r
(42) t . g . f .Xt I  — IV Xt t(43) < - Tt “  St(44) 0±+ Ml -  (Et + BIT)(45) Ê t1 f :
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M o d e l  R e d u c e d  F o r m  

( f o r  s e l e c t e d  a g g r e g a t e  v a r i a b l e s )(1) (GRP)t = + T1-  ( - 7 0 . 5 3 ) + (4 7 . 2 8 3 ) «L + 28.804 ( l  -  « l )+ 3 . 1 2 4 ( S t = l- ) +  (3.436) F° + (4.148)1^ + ( 0 . 5 4 ) ^L+ (0.162)k^  + (0.61) K °^  + (157.447)W°S -  Ex1
+ T1 -  (II6.764) DV ,C * -  (9 8 . 7 5 1 ) DV° S

(2) Ct  = < + 4  + C l= (—210.055) —(58.902 ) cciCS+(7 3 . 272) c^ci-f (4 . 5 9 5 ) °̂ 2c i/ GRP+\ V?- 7 3 . 2 7 2 ( c2mK)( «2c i) +3 . 9 4 9 ( — J  -  (3 . 9 4 9 ) ^
+ 1 8 .1 1 8  (P0Pt ) -  (0.462) to t1 + jT o .162( - i Cb) J
+ / ”0 .6 l(  “ 1c s ) J 7K °f1+ ¿ “1 5 7 .4 4 7  ( )J ^  + Z " ° .4 5 ( “ x^i)J+ 0.176 ( - 2ci)+0.45( cc2mK)( - 2ci)+0.54(K1_ 1) + ( a 1ci)-  0 . 3 9 0 ( “g d )  -  oc2mk)( °=2ci)+ 0 . 1 2 l J 7 Ex1 - ¿ “ ( cc1mk)( 0C2c i ) + l J 7
+ ( oc2c i ) l C + ( «2c i)( -T lk  + T11 + AST1) - ( l . 0 9 9 )t
-  /~98.751( ^ c s ) J  Dvos -  ¿ “40. 922( - 2c i) J7  i)mi -  (l5.948)Dei

(3 ) St = sP + s f GRP ^= -141.747 + (5.832) —  -  (5.832) . ~ P + (0.529) S1 

+ SS - 5 9 .8 4 7  (DSP)
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(4) E = EC + E1 + Ef
= 257 - 8.332 ( c^ecOj/ + /“47.283( «c1ec)( ccL)_7Lt

+ £ " 1.008( e c ) 7  EizL. + Z"3.436( « ec)jF° + £  <*2 e $

+ (O.O54)K^_!+( 1.099)1 + Ef —( I I 6. 764)1*V'C* + ( I 5 . 947) B®1

(5) M «  MC + y f  + M1 += ./ f -  205.717 -  73. 272( Œ2mk)+76.534(œxmfJ7+Z” ( cc2mk)-0.391_7'Ex^
- ( 4O .922) D ™ 1 -  T ^ k  +  +  ( l 8 . 1 l 8 ) P O P t  -  (O.462) - t o t 1

+  E ^ -  £ “28. 804( ^ 1 m f ) ( l  -  t t L ) _ 7 L t  -  / “4. I 48 (  P t

. p casp+ / “O .I76 -  0.45 ( œ2mk)J7K^1+ ( «^mk) I  S * •+ 3.949 popY g Ka-  (3.949) ~  — /"*2. I I 6 ( «imf)_7  J = L
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E c o n o m e t r i c  A n a l y s i s  o f  t h e  D e t e r m i n a n t s  o f  

R i c e  S u p p l y  i n  E g y p t .

-  518 -

T h e  b a s i c  o b j e c t i v e  h e r e  i s  t o  i n v e s t i g a t e  t h e  m a j o r  d e t e r m i n a n t s  

o f  r i c e  s u p p l y  i n  t h e  E g y p t i a n  a g r i c u l t u r e .  A s  a  m i n o r  o b j e c t i v e ,  t h e  

e l a s t i c i t y  o f  s u p p l y  w i l l  b e  e s t i m a t e d  i n  o r d e r  t o  m e a s u r e  t h e  r e s p o n s e  

o f  r i c e  p r o d u c e r s  t o  c h a n g i n g  t h e  f a r m  p r i c e s  o f  r i c e .

I .  M a t e r i a l s  a n d  M e t h o d s : -  

( A )  T h e  M o d e l :

I n  t h e  c o n t e x t  o f  s u p p l y  a n a l y s i s ,  w h i c h  i s  o f  

i n t e r e s t  i n  t h e  p r e s e n t  r e s e a r c h ,  t w o  e q u a t i o n s  m a y  b e  e x p r e s s e d  a s  

f o l l o w s :

<  ■  f  ( p t > ( 1 )

P t  =  h  ( Q S ) ( 2 )

w h e r e  :

=  q u a n t i t y  s u p p l i e d  a t  t i m e  t  ; a n d  

=  m a r k e t  p r i c e  a t  t i m e  t .

T h i s  m e a n s  t h a t  t h e  q u a n t i t y  s u p p l i e d  a t  t i m e  ( t )  i s  s o m e  

f u n c t i o n  o f  p r i c e  a t  t i m e  ( t ) ,  a n d  s i m u l t a n t e o u s l y  t h e  p r i c e  a t  

t i m e  ( t )  i s  s o m e  f u n c t i o n  o f  t h e  q u a n t i t y  s u p p l i e d  a t  t i m e  ( t ) .

H e r e ,  w e  h a v e  t w o  e q u a t i o n s  i n  t w o  u n k n o w n s  a n d  a  s i m u l t a n e o u s  

s o l u t i o n  i s  n e c e s s a r y .  H o w e v e r ,  i f  t h e  v a l u e  o f  e i t h e r  o r  P ^  i s  

d e t e r m i n e d  o u t s i d e  t h e  s y s t e m  r e p r e s e n t e d  b y  e q u a t i o n s  1 a n d  2 ,  t h e n  

o n e  o f  t h e  e q u a t i o n s  c a n  b e  e l i m i n a t e d  a n d  w e  w i l l  b e  l e f t  w i t h  a  s i n g l e

e q u a t i o n  m o d e l .  F o r  e x a m p l e ,  i f  P_j_ w e r e  d e t e r m i n e d  o u t s i d e  t h e  s y s t e m
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then equation 2 would no longer be relevant because market price at time ( t ) would no longer be a function of the quantity supplied at time ( t ) . This would reduce the system to only equation 1.The relevance of th is  argument to the analysis here derives from the fact that prices of rice  in  Egypt, at both farm and r e ta il  market level are established by the Government. This means that market price is  determined outside the system expressed by equations 1 and 2 ( i .e .  price is  exogenous to the system), and therefore the system reduces to a single equation model expressing quantity supplied at time (t) as some function of market price at time ( t ) .I t  must be noticed that the above argument does not imply that the govern­ment agency ignores the anticipated supply at time(t)when establishing P ;or tha'uthe price—quantity rela tio n  which existed at time (t) is  not considered when determining the price for time ( t+ l) . However, i t  does imply that is  exogenous to the system ( l) and (.2) and that the use of a single equation model is  estimating the supply relationship for rice  in Egypt is  ju s t if ie d .The model to be used here is
<  = p (pt - x t Pt i »••••» n.) (3)

gwhere and P̂  are defined as above;
c<X relates to other variables which a ffe ct that w ill be consideredin th is  analysis. These variables include:( l)  The price of the resources used in production of rice  which w ill be reflected  in costs of production per feddan (C^). S h ifts  in (C^) cause a change in the location of the supply curve but do not change thenature of the curve. (1)
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(2) Prices of competing farm enterprises which include in  th is  case the price of cotton (P ), and the price of corn (P ) . A s h ift  in  the prices of competing products a ffe cts  also the location  of the supply curve for rice but does not change the nature of the curve.However, prices for the period (t-l)were used instead of the prices in  period (t) because the farmer usually makes his production decisions for the period (t) on the basis of the prices prevailing in the period (t—l) which he assumes w ill continue at the same level in  period ( t ) . '
The f u l l  model is :t-1 Pcj t-1where: t-1 (4)

Q̂_ is  as defined before;P refers to the farm price in  period (t—l) ;X —*1 refers to rice  costs of production per feddan;refers to the price ratio  between rice  and cotton in  period (t—l) ^ ^t-1
(Pp \ refers to the price ratio  between rice  and cornPny t —l  in  period (t—l)However, agricultu ral production (especially  in  developing countries) is  affected  to a great extent by b io lo g ica l and weather conditions, the a v a ila b ility  of enough irr ig a tio n  water, e tc . This implies that the re la tio n  between production and farm prices in  some years may turn out to be negative because of changes in  these b io lo g ica l and physiological conditions. Thus better resu lts can be obtained when the crop acreage (A^) is  used as the dependent variable in  model (4) .(2) E.O.Heady,Economics of Agricultural Production and Resource Use,Prentice—Hall,Hew York,1962.(3) G.M.Kuznets, " S ta t is t ic s  Pertaining to the Acreage of Sugar Beets in C alifo rn ia  1922—1942".C a l i f . A gric. Exp. S ta .B u lle tin ,B erkeley ,C alifo rn ia  1943(4) B.Singh, "Rice Economic"Analysis", Ministry of A gricu ltu re ,C airo , 1959*
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Thus, the model that w ill f in a lly  "be considered is :
(  M 'p rXAt = p Pt-1 ’ cf  ’ \ P c J t - 1 ’ ^Pn J  t-1 (5)

(b ) The Estimation Procedure:The single equation s ta t is t ic a l  model shown in  (4) and (5) w ill"be estimated by multiple regression analysis using the method of(5)ordinary least squares.'The dependent variable used in  the present analysis is  the acreage of rice  in the period 1952/53 -  70/71. The source used is  the periodical publication: "A gricultural Economics" prepared by the Department of Agricultural Economics, in  the Ministry of Agriculture, Egypt, 1972.For the independent or explanatory variables, data are taken from the same source in addition to the "Economic B ulletins" prepared by the Economic Research Department in  the Rational Bank of Egypt and Central Bank of Egypt, 1971»
I I .  Results and D iscussions:- (A) The Basic Equations:In th is  section estimates are obtained by expressing a l l  variables in  both natural numbers and in  logs to the base 10. The price and cost data are also used in  both monetary and real terms. This yield s the following equations:

(5) See: Robert S.Pindyck and Daniel L. Rubinfeld, Econometric Models and Economic Forecasts, McGraw-Hill Book Company, Hew York, 1976, Chapter 3, p.54-
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Y , = a + b. X, + b_ X , H- "b~ X. -f* "b, X * (6)natural numbers 1 1 2 2 3 3 4 4
"^natural , = a + b,numbers 1 xrX1 + b2 X2 + b3 X3 + b4 X4 (7)

base 10 = aXbl Xb2 Xb3 Xb4 (8)
bafe 10 = a (X p bl (x£)b2 ( X^*3(x^b4 (9)

where: Y represents the national acreage of rice  in a certain  year;
X  ̂represents the average farm price of rice  in  a certain  year
X, the index number of farm price of rice  in  a certain  year(1952/53 = 100);
X  ̂ costs of farm production per feddan of rice ;
Xp the index number of farm cost of production per feddan (1952/53 = 100);
X̂  re la tiv e  price of rice  to cotton in  year(t —l ) ;
X  ̂ re la tiv e  price of rice  to corn in year (t - l ) .

(A ll variables in equations 6 and 7 are expressed in natural numbers whereas equations 8 and 9 are expressed in logarithms to the base 10
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(b ) M u ltico llin e arity :Table 7«1 shows the correlation matrix of the explanatory variab les. An examination of th is  table shows that there tends to be a high degree of m u ltico llin ea rity  in  the data. The lowest simple correlation co e ffic ie n t between the explanatory variables is  greater than O .5O, and the highest is  greater than O .9O. In the framework of the t —te s t , th is  high degree of m u ltico llin ea rity  w ill make the standard errors of the estimated co e ffic ie n ts  too high, resu ltin g  too frequently in  the acceptance of the hypothesis that the estimated co e ffic ie n ts  do not d iffe r  s ig n ific a n tly  from zero.Thus, a rather piecemeal approach w ill be used. Each explanatory variable w ill be used in a separate regression with the dependent variab le, by expressing a l l  the variables in  both natural numbers and in  logs to the base 10.Tables 7*2 and 7-3 show the resu lts of using the above procedure. Comparison of the two tables shows that the resu lts of the lin ear forms (when a l l  variables are expressed in  natural numbers) are so in ferio r re la tiv e  to those obtained from the log lin ear forms. Therefore, the follow ing discussion w ill mainly relate  to the resu lts in  Table 7*3
(c) Discussion of the Results:F ir s t , the price co e ffic ie n t is  s ig n ific a n tly  d ifferent from zero, which is  favourable to the hypothesis that farm price in period (t—l)  a ffe cts  s ig n ific a n tly  rice  acreage in  period ( t ) . Better resu lts were obtained when farm prices were expressed in  monetary terms rather than in  index terms (with farm prices in  1952/53=100). The sign of the price variable is  positive which is  favourable to the hypothesis. The t -  test reveals that th is  is  a very strong variable, in  that the estimated co e ffic ie n t is  more than 5 times larger than it s  standard error.
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The overall f i t  of the equation is  generally quite high, as shown by the co e ffic ie n t of determination which has the value 0.623. This, a lso , imples that the farm price variable in  period ( t - l)  explains 62.3% of the variations in  the acreage of rice  in  period ( t ) .The e la s t ic ity  of supply with respect to farm price in  year ( t - l ) ,  amounts to 1 . 174» which implies that 10% change in  the farm price of rice  in  year ( t - l ) ,  w ill lead to a change in  the acreage of rice  in  the same direction in  year (t) by 11.74%. (This result is  sign ifica n t at 99% le v e l) .The cost per feddan variable has a d ifferent sign to that expected. The sign of the cost variable turns out to be p ositive , which is  unfavourable to the hypothesis that the lower the cost of production per acre in  period ( t - l)  the larger w ill be the acreage in period ( t ) . This result may be due to the large expansion in rice acreage after the 1962/63 season when su ffic ie n t irrig a tio n  water (one of the strongest determining factors of rice  production) became available from the High Dam. In the same period, production costs per feddan increased from about £E 30 to about £E 50 and the acreage of rice  increased from 830,000 feddans to about 1.2 m illio n  feddans (See: Table 7*4).Further, the cost of irrig a tio n  water is  not included in  the costs of production per feddan, and since huge amounts of water are consumed th is  means that published costs understate the actual costs of rice  production.The re la tiv e  price variable for rice  and cotton is  favourable to the hypothesis that rice acreage increases when the re la tiv e  price for rice  and cotton increases. The co e ffic ie n t is  2.7 times larger than i t s  standard error, indicating a s ign ifican t relationship at the 99% le v e l. The resu lts also indicate that the rela tive  price for rice  and cotton explains about 30% of the variation  in the rice acreage in  the



period under study. I t  is  also worth noting that the e la s t ic ity  of supply with respect to the re la tiv e  price for rice  and cotton amounts to 1 . 05, which implies that 10% increase in  the re la tiv e  price for rice  to cotton in  period ( t - l)  leads to a 10.5% increase in  rice  acreage in  period ( t ) .The co e ffic ie n t of the re la tiv e  price of rice  to corn is  not s ig n ific a n tly  different from zero, which is  unfavourable to the hypothesis that corn competes with rice  for land resources on the farm. However, the sign of th is  variable is  positive which is  in lin e with expectations. The co e ffic ie n t of determination indicates that th is  very weak variable explains only 2% of the variatio n  in  rice  acreage in  Egypt.F in a lly , the e ffe ct of the High Dam on rice  acreage was tested by introducing a dummy variable into the an alysis. The dummy variable was assumed to take the value 1 for the period 1962/63-1970/71 and zero for a l l  earlier years. The estimated equation is  then
Yl = 2.998 + 0.0000X F -  ratio  = 35-304(-3.045) (5-942) R2 = 0.675
The overall f i t  of the equation is  generally quite high as shown by the co e ffic ie n t of determination which amounts to 0.675- This also , implies that the cost of irr ig a tio n  water (from the High Dam) variable in  period (t—l) explains 67. 5% of the variations in the acreage of rice  in  period ( t) .



Table 7.1The Correlation Matrix of the Explanatory Variables
X1 X2 X3 X4 T

X1 1.000
X2 0.923 1.000X3 0.927 0.926 1.000X4 0.532 0.511 0.626 1.000T O .84I 0.778 0.686 0.252 1.000

- 
-



Table 7.2Regression Results with. A ll the Variables Expressed in  Natural Number
Model No. Results Obtained^^ F -ratio ba <2> R2

1 "^natural = -32.933 + 42.683 x x 41.133 0.841 0.708number (-0.287) (6.413)2 Yn = -30.955 H 6.389 x^ 40.870 0.840 0.706(-0.222) (6.395)3 Yn = 9.672 + 23.355 x 2 26.018 0.778 0.605(-1.681) (5.101)4 Yn = 9.253 + 7.298 26.247 0.779 0.612(-1.712) (5.174)
5 Yn = -126.012 + 762.843 x^ 15.069 0.685 0.470(-2.289) (3.882)
6 Yn = 427.382 + 67.389 X^ 1.895 ' 0.317 O.O64(-0.123) (1.075)7 Yn = 591.700 + 414.722 x 42.047 0.712(-3.252) (6.484) !Notes: (l)  Figures between parenthesis refer to the t-r a t io s .(2) b* represent standard p artia l regression c o e ffic ie n t.



Table 7 .3

R e g r e s s i o n  R e s u l t s  w i t h  A l l  t h e  V a r i a b l e s  E x p r e s s e d  i n  L o g a r i t h m s

ModelNo. Results Obtained^^ F—ratio CM R2
1 Y = 1.380 + 1.174 Xx ( ° - 2^  (5.305)10

28.144 O.790 0.623
2 Y l  = 0.420 + 1.169 (0. 153) (5.284) 27.885 0.788 0.622
3 Y l  = 1.395 + 0.979 x2 14.117 O.674 0.454(2 . 212) (3.757)4- Y t = 0.889 + 0.984 x^1j 14.581 0.675 0.462(2.235) (3.818)5 Y l  = 2.798 + 1.051 X3 (2 . 687) (2 . 694) 7.257 0.547 0.299
6 y t = 2.711 + 0.225 X,

L  ¿¡- 0.223 0.166 0.015(0. 216) (0. 472)7 y t = 2.998 + 0.0000 X L ( -3 . 045) (5 . 942) 35.304 0.675
N o t e s :  ( l )  F i g u r e s  b e t w e e n  p a r e n t h e s i s  r e f e r  t o  t h e  t — r a t i o s  

(2 ) b '" '=  s t a n d a r d  p a r t i a l  r e g r e s s i o n  c o e f f i c i e n t .



Table 7-4

Rice Acreage and Its Determinants in the Period I 9 5 2/5 3 - I 9 7 0 /7 I

Years Acreage
thousand

Farm Price in year(t-l) Cost of Production per feddan in year (t-l) Relative Price of Rice To:
feddans Money Terms 

Pounds
Index

(1952/53=100)
Money Terms 

Pounds
Index

(1952/53=100) Cotton Corn

(Xj_) 0Ç) ( x2) ( x£) ( x3) ( x4)

1 9 5 2 / 5 3 373.6 1 5 . 0 0 1 0 0 3 1 . 6 4 100 1.12 6.12
/54 4 2 2 . 6 1 5 . 0 0 100 3 1 . 2 0 100 1.20 5-43
/55 6O9 . 6 1 5 . 0 0 100 2 5 . 6 2 82 I . 0 8 6 . 6 1

/56 599.7 1 6 . 5 0 110 2 6 . 2 4 84 I . 0 4 4-53
/57 690.3 1 6 . 9 6 1 1 3 26.00 83 O. 8 9 4.12
/58 730.9 1 7 . 0 0 1 1 3 26.29 84 1.03 5.68
/59 518.3 . 1 6 . 9 6 1 1 3 2 6 . 5 1 8 5 1.12 5.52
/ 6 0 729.2 1 6 . 9 7 1 1 3 2 7 . 1 2 87 1.02 5.58
/61 705.8 1 7 . 0 0 1 1 4 27.53 88 I . 0 7 4.62
/62 537.0 1 7 . 0 0 1 1 3 27.43 88 1.20 4.76
A3 830.1 1 7 . 0 0 1 1 3 29.83 96 1.12 5 . 2 1

/64 959-5 1 7 . 0 0 1 1 3 30.59 9 8 1.12 4 . 4 0

/65 962.1 1 7 . 0 0 113 3 0 . 9 3 99 1.01 4.35
/66 848.1 1 8 . 0 9 121 35.06 112 1.12 4.78
/67 844.0 20.12 134 4 1 . 9 6 134 I . 2 5 4 . 4 1

/68 1074.7 25.33 1 6 9 45-74 147 1.49 4.96
/69 1 2 0 4 . 4 28.46 1 9 0 46.51 149 1.63 7 . 0 3
/ 7 0 1191.5 29.84 199 48.52 1 5 6 I . 6 5 6.46

1 9 7 0 / 7 1 1144.3 29.29 195 4 8 . 6 3 156 1 . 6 1 7.16

Source: Ministry of Agriculture, Agriculture Economics Bulletin, 1952-1972, Cairo, Egypt.



APPENDIX 8

A  C o m p a r i s o n  o f  t h e  A c t u a l  a n d  E s t i m a t e d  V a l u e s  o f  t h e  M o d e l ' s  E n d o g e n o u s  V a r i a b l e s ,  ( £ E  m i l l i o n )

8 . 1  P r o d u c t i o n

V a l u e - a d d e d  i n  
C o t t o n  S e c t o r  =  V

V a l u e - a d d e d  i n  

F o o d s t u f f  s e c t o r  =  V

V a l u e  a d d e d  i n  

a g r i c u l t u r e  s e c t o r  =  V
Y e a r

A c t u a l R e g r e s s i o n A c t u a l R e g r e s s i o n A c t u a l R e g r e s s i o n

p r o j e c t i o n P r o j e c t i o n P r o j e c t i o n

1 9 5 2 / 5 3 111 2 2 4 2 2 6 . 6 3 3 5
5 3 / 5 4 79 7 7 . 7 2 4 5 2 5 0 . 9 3 2 4 3 2 8 . 6
5 4 / 5 5 86 9 0 . 9 2 4 2 2 6 3 . 2 3 2 8 3 5 4 . 1
5 5 / 5 6 82 8 2 . 9 2 5 7 2 5 4 . 5 3 3 9 3 3 7 . 4
5 6 / 5 7 80 7 7 . 4 2 6 9 2 6 2 . 2 3 4 9 3 3 9 . 6
5 7 / 5 8 1 0 0 1 0 6 . 4 2 6 6 2 6 7 . 3 3 6 6 3 7 3 . 7
5 8 / 5 9 1 1 2 1 1 6 . 0 2 7 5 2 6 5 . 4 3 8 7 3 8 1 . 4
5 9 / 6 0 1 1 4 1 0 7 . 3 2 9 1 2 8 8 . 4 4 0 5 3 9 5 . 7
6 0 / 6 1 116 1 1 0 . 3 2 8 7 2 8 7 . 4 4 0 3 3 9 7 . 7
6 1 / 6 2 73 7 5 . 1 3 0 0 2 8 7 . 6 3 7 3 3 6 2 . 7
6 2 / 6 3 113 1 0 9 . 6 3 1 3 3 1 8 . 6 4 2 6 4 2 7 . 6
6 3 / 6 4 1 0 7 1 0 7 . 1 3 4 6 3 3 0 . 2 4 5 3 4 3 7 . 3
6 4 / 6 5 1 1 8 1 1 5 . 5 3 5 9 3 5 6 . 7 4 7 7 47 2 . 1
6 5 / 6 6 1 3 0 1 3 5 . 2 3 5 2 3 5 6 . 0 4 8 2 4 9 1 . 2
6 6 / 6 7 116 1 1 5 . 4 3 5 1 3 6 2 . 2 4 6 7 47 7 . 6
6 7 / 6 8 1 2 1 3 6 7 4 8 8
6 8 / 6 9 1 3 4 3 5 9 4 9 3
6 9 / 7 0 1 5 0 3 7 4 5 2 4



8.1 Production (Continued)

Y e a r V a l u e  a d d e d  i n
S o c i a l  o v e r h e a d  s e r v i c e s

y S O h

V a l u e  a d d e d  i n  

o t h e r  s e r v i c e s

v o s

V a l u e  a d d e d  i n

S e r v i c e s  S e c t o r

o s
V

V a l u e  a d d e d  i n  

I n d u s t r i a l  S e c t o r  

V i

A c t u a l R e g r e s s i o n A c t u a l R e g r e s s i o n A c t u a l R e g r e s s i o n A c t u a l R e g r e s s i o n

P r o j e c t i o n P r o g r e s s i o n P r o j e c t i o n P r o j e c t i o n

1 9 5 2 / 5 3 113 3 3 0 4 4 3 2 0 0
5 3 / 5 4 119 1 1 7 3 5 1 3 3 3 4 7 0 4 5 0 2 C 9 2 1 0

128 1 2 2 3 5 8 3 5 3 4 8 6 4 7 5 2 1 9 2 1 8
136 1 3 4 3 6 0 3 6 4 4 9 6 4 9 8 2 3 2 2 3 1

57 1 3 4 1 4 3 3 4 6 3 4 5 4 8 0 4 8 8 2 4 9 2 4 7
58 139 1 4 5 3 6 5 3 7 0 5 0 4 5 1 5 2 7 4 27 5
59 149 153 3 7 3 3 7 3 5 2 2 526 2 9 5 2 9 5
6 0 172 1 6 5 3 9 5 4 1 7 5 6 7 582 3 1 3 3 1 3
61 183 183 4 3 6 4 3 4 6 1 9 6 1 7 3 4 2 3 4 2
62 2 0 0 1 9 8 4 3 8 4 4 8 6 3 8 6 4 6 4 0 0 3 9 9
63 2 1 2 2 1 8 4 6 7 4 7 0 6 7 9 6 8 8 4 3 2 4 3 4
64 2 3 0 2 3 0 503 5 0 1 7 3 3 7 3 1 4 8 4 4 8 3
65 245 2 4 5 5 4 0 5 3 5 7 8 5 7 8 0 5 0 0 4 9 9
66 267 2 5 8 5 8 0 5 5 9 8 4 7 8 1 7 5 1 4 5 1 5
67 276 2 8 0 5 7 4 5 8 4 8 5 0 8 6 4 5 1 1 5 1 3

6 8 2 3 0 6 3 8 8 6 8 4 9 2

69 2 4 0 6 6 4 9 0 4 5 5 7

1 9 6 9 / 7 0 252 7 1 3 9 6 5 6 0 0



8.2 National Income

G r o s s  N a t i o n a l
i  • vjriNF

P r o d u c t

N e t  G o v e r n m e n t  I n c o m e  
Y g

P r i v a t e I n c o m e  p

A c t u a l R e g r e s s i o n A c t u a l R e g r e s s i o n M o d e l A c t u a l M o d e l

P r o  j e c t i o n P r o  / j e c t i o n P r o j e c t i o n P r o j e c t i o n

1 9 5 2 / 5 3 1 0 8 6 1 2 8 9 5 8
5 3 / 5 4 1 0 8 5 1 0 6 9 173 173 1 6 9 . 4 9 1 2 8 9 6
5 4 / 5 5 1 1 1 5 1 1 2 9 1 5 1 1 7 9 1 7 9 . 4 9 6 4 9 7 8
5 5 / 5 6 1 1 5 1 1 1 5 0 2 0 5 1 8 7 1 8 3 . 0 9 4 6 9 4 5
5 6 / 5 7 1 1 5 8 1 1 5 4 173 183 1 8 3 . 6 9 8 5 981
5 7 / 5 8 1 2 2 7 1 2 4 7 1 8 6 1 9 8 1 9 9 . 3 1 0 4 1 1 0 6 1
5 8 / 5 9 1 2 8 9 1 2 8 6 2 3 9 2 0 9 2 0 5 . 8 1 0 5 0 1 0 4 7
5 9 / 6 0 1 3 7 6 1 3 8 2 2 3 8 2 1 8 2 2 1 . 9 1 1 3 8 1 1 4 4
6 0 / 6 1 1 4 4 5 1 4 3 9 2 4 3 2 3 2 2 3 1 . 5 1 2 0 2 1 1 9 6
6 1 / 6 2 1 4 9 8 1 4 9 4 2 2 8 2 4 2 2 4 0 . 8 1 2 7 0 1 2 6 6
6 2 / 6 3 1 6 8 5 1 6 9 8 2 6 9 2 7 6 27 5 . 0 1 4 1 6 1 4 2 9
6 3 / 6 4 1 8 5 1 1 8 3 3 2 8 3 3 0 3 2 9 7 . 7 1 5 6 8 1 5 5 0
6 4 / 6 5 2 0 3 0 2 0 2 0 3 3 1 3 3 5 3 2 9 . 1 1 6 9 9 1 6 8 9
6 5 / 6 6 2 1 2 5 2 1 0 3 3 4 4 3 4 9 3 4 3 . 1 1 7 8 1 1 7 5 9
6 6 / 6 7 2 1 2 2 2 1 4 9 3 6 6 3 4 8 3 5 0 . 8 1 7 5 6 1 7 8 3

6 7 / 6 8 2 1 6 9 4 4 1 1 7 2 8

6 8 / 6 9 2 2 7 1 5 4 9 1 7 2 2

6 9 / 7 0 2 4 6 2 6 5 0 1 8 1 2



8.3 Consumption

F o o d s t u f f s  C F H o u s e h o l d  C o n s u m p t i o n  o f  ^ M i + s  

I n d u s t r i a l  g o o d s  £  S e r v i c e s

G o v e r n m e n t  C o n s u m p t i  

g o o d s  a n d  S e r v i c e s

o n  o f  ^ g

A c t u a l R e g r e s s i o n M o d e l A c t u a l R e g r e s s i o n M o d e l A c t u a l R e g r e s s i o n M o d e l

p r o j e c t i o n p r o j e c t i o n P r o j e c t i o n p r o j e c t i o n P r o j e c t i o n P r o j e c t i o n

1 9 5 2 / 5 3
5 3 / 5 4 3 1 6 311 3 0 8 4 5 5 4 4 9 4 4 8 1 7 6 1 8 8 1 8 8 . 9
5 4 / 5 5 3 0 2 3 2 6 3 2 7 4 7 4 4 7 7 4 9 5 1 9 6 1 9 1 2 0 2 . 3
5 5 / 5 6 3 2 2 3 2 8 3 2 8 4 2 3 4 5 6 46 9 2 3 7 2 0 6 2 0 7
5 6 / 5 7 3 3 1 3 4 3 2 4 2 4 1 2 4 7 1 4 8 1 2 4 9 2 2 3 2 0 8
5 7 / 5 8 3 4 1 3 5 8 3 6 0 5 0 9 5 1 5 5 3 6 2 3 4 2 4 3 2 2 8 . 6
5 8 / 5 9 3 7 7 3 6 3 3 6 4 5 3 1 5 1 3 5 2 7 2 2 9 2 4 2 2 3 7 . 3
5 9 / 6 0 4 0 2 3 8 5 3 8 6 5 7 0 5 5 5 5 7 2 2 2 8 2 5 3 2 5 8 . 7
6 0 / 6 1 3 8 4 401 3 9 9 5 9 9 6 0 1 6 1 2 2 5 3 2 5 9 2 7 1 . 4
6 1 / 6 2 4 3 2 4 1 7 4 1 5 6 5 9 6 4 0 6 5 2 2 4 5 27 5 2 8 3 . 7
6 2 / 6 3 4 4 9 4 4 6 4 5 8 7 2 2 6 9 9 7 2 4 3 1 8 3 0 7 3 2 9 . 2
6 3 / 6 4 4 7 5 4 7 4 47 2 7 5 0 7 7 5 7 8 5 3 9 4 3 5 9 3 5 9 . 3
6 4 / 6 5 4 9 0 4 9 6 4 9 5 8 6 5 8 5 2 8 6 3 4 0 2 4 1 7 4 0 1 .
6 5 / 6 6 511 5 1 0 5 0 6 9 0 2 9 1 6 9 1 8 4 3 0 4 2 3 4 1 9 . 5
6 6 / 6 7 5 1 0 5 1 0 5 1 2 9 2 7 9 2 8 S 5 1 4 2 1 4 2 6 4 2 9 . 8
6 7 / 6 8 6 2 0 9 4 0 5 0 3
6 8 / 6 9 6 2 8 9 6 1 6 2 7
6 9 / 7 0 7 3 1 9 9 0 7 3 2



8.3 Consumption (Cont'd)

C o n s u m p t i o n  o f  ç i  

I n d u s t r i a l  g o o d s

C o n s u m p t i o n

S e r v i c e s

o f  c s T o t a l  c o n s u m p t i o nc V c f +c h ( i + s ) +c f 7 c t = ( c f + c 1+ c s )
I n p u t /
O u t p u t
p r o j e c t i o n

M o d e l
p r o j e c t i o n

1 / 0
p r o j e c t i o n

M o d e l
p r o j e c t i o n

A c t u a l M o d e l
p r o j e c t i o n

A c t u a l M o d e l

P r o j e c t i o n

1 9 5 2 / 5 3 _ _ _ _ _ _
5 3 / 5 4 2 1 7 2 2 1 4 2 3 4 0 5 9 4 7 9 3 2 9 4 7 9 3 4
5 4 / 5 5 2 3 1 2 2 9 4 3 7 4 2 8 9 7 2 1 0 1 8 9 7 2 9 8 4
5 5 / 5 6 2 2 3 2 2 0 4 4 6 4 4 8 9 8 2 1 0 3 4 9 8 2 9 9 6
5 6 / 5 7 2 4 5 2 4 5 4 3 2 4 3 9 9 9 2 1 0 7 2 1 0 1 2 1 0 2 6
5 7 / 5 8 2 6 5 2 7 3 4 5 4 4 6 4 1 0 8 4 1 1 3 0 1 0 8 4 1 0 9 7

5 8 / 5 9 2 8 6 2 8 8 47 0 47 3 1 1 3 7 1 1 2 0 1 1 3 7 1 1 2 5
5 9 / 6 0 3 3 3 3 2 3 5 1 0 5 2 4 1 2 0 0 1 1 8 6 1 2 0 0 1 2 3 3
6 0 / 6 1 3 2 4 3 1 6 5 5 7 5 5 5 1 2 3 6 1 2 6 4 1 2 3 6 1 2 7 0
6 1 / 6 2 3 8 8 3 8 8 5 7 4 581 1 3 3 6 1 3 1 2 1 3 3 6 1 3 8 4

6 2 / 6 3 4 1 2 4 1 6 6 1 1 6 1 9 1 4 8 9 1 5 0 0 1 4 8 9 1 4 9 3
6 3 / 6 4 4 3 1 4 3 1 6 8 2 6 8 0 1 6 1 9 1 6 5 1 1 6 1 9 1 5 8 3
6 4 / 6 5 46 9 4 7 2 7 3 8 7 3 3 1 7 5 7 1 7 6 0 1 7 5 7 1 7 0 0
6 5 / 6 6 561 5 6 0 7 9 6 7 6 8 1 8 4 3 1 8 5 4 1 8 4 3 1 8 3 4
6 6 / 6 7
6 7 / 6 8

6 8 / 6 9
6 9 / 7 0

5 0 7 5 1 0 7 9 9 8 1 2 1 8 5 8
2 0 6 3
2 2 1 6

2 4 5 3

1 8 8 4 1 8 5 8
2 0 6 3
2 2 1 6

2 4 5 3

1 8 3 4



8.4 Savings

P r i v a t e  S a v i n g s  

( H o u s e h o l d  £  b u s i n e s s  ) ~

G o v e r n m e n t  

b u d g e t  ( c u r r e n t ) = S g
savings

S = ( S * +  S g ) S t = ( G N P - C f + 1 + S )

A c t u a l R e g r e s s i o n M o d e l A c t u a l M o d e l A c t u a l M o d e l P r o j e c t i o n
P r o j e c t i o n P r o j e c t i o n P r o j e c t i o n P r o j e c t i o n

1 9 5 2 / 5 3 1 6 5 - 6 1 5 9
5 3 / 5 4 1 4 7 1 5 8 1 5 3 . 9 - 3 - 1 9 . 5 1 4 4 1 3 4 1 3 5
5 4 / 5 5 1 9 2 1 7 2 . 5 1 7 6 - 4 5 - 2 2 . 9 1 4 7 1 5 3 1 4 5
5 5 / 5 6 1 9 5 1 7 0 1 6 9 . 4 - 3 2 - 2 4 163 1 4 5 1 5 4
5 6 / 5 7 2 2 2 1 8 1 . 4 1 8 0 . 3 - 7 6 - 2 4 . 4 1 4 6 1 5 6 1 2 8
5 7 / 5 8 1 9 6 1 7 8 . 4 1 8 3 . 7 - 4 8 - 2 9 . 3 1 4 8 1 5 5 1 5 0
5 8 / 5 9 1 3 9 1 7 4 . 9 1 7 4 . 3 +  10 - 3 1 . 5 1 4 9 1 4 2 1 6 1
5 9 / 6 0 1 6 6 2 0 8 . 1 2 0 9 . 3 +  10 - 3 6 . 8 1 7 6 17 2 1 4 9
6 0 / 6 1 2 1 9 2 3 6 . 3 2 3 4 . 5 - 1 0 - 3 9 . 9 2 0 9 1 9 5 169
6 1 / 6 2 1 7 2 1 9 2 . 6 1 9 1 . 3 - 1 7 - 4 2 . 9 1 5 5 1 4 8 1 1 0
6 2 / 6 3 2 4 5 2 8 0 . 4 2 8 2 . 7 - 4 9 - 5 4 . 2 1 9 6 2 2 9 2 0 5
6 3 / 6 4 3 4 3 3 3 1 . 2 3 2 7 . 7 . - I l l - 6 1 . 6 2 3 2 2 6 6 2 5 0
6 4 / 6 5 3 5 9 3 3 8 . 2 3 3 5 . 9 - 7 1 - 7 1 . 9 2 8 8 2 6 4 3 2 0
6 5 / 6 6 3 6 3 3 5 7 . 5 3 5 2 . 5 - 8 6 - 7 6 . 4 2 7 7 2 7 7 2 6 9
6 6 / 6 7 3 4 5 3 5 3 . 1 3 5 8 . 3 - 5 5 - 7 9 2 9 0 2 7 9 3 1 5
6 7 / 6 8 2 8 2 - 6 2 2 2 0
6 8 / 6 9 2 7 1 - 7 8 1 9 3

1 9 6 9 / 7 0 3 4 1 - 8 2 2 5 9



8.5 Imports

C o n s u m e r
g o o d s

M

I n t e r m e d i a t e  i  
G o o d s  H

C a p i t a l

G o o d s

, . k
M

F o o d s t u f f s

Mf

T o t a l

M
t

A c t u a l A c t u a l R e g r e s s i o n M o d e l A c t u a l M o d e l A c t u a l M o d e l A c t u a l E q u a t i o n M o d e l
P r o j e c t i o n P r o j e c t i o n P r o j e c t i o n P r o j e c t i o n P r o j e c t i o n P r o j e c t i o n

1 9 5 2 / 5 3 55 58 42 47 2 0 2
5 3 / 5 4 36 53 58 58 36 37 27 12 152 1 5 8 143
5 4 / 5 5 3 0 62 62 61 4 4 4 4 21 21 1 5 7 1 5 7 1 5 6
5 5 / 5 6 24 67 67 66 51 51 22 3 4 1 6 4 1 6 4 1 7 5
5 6 / 5 7 12 68 73 73 45 45 32 53 1 5 7 162 1 8 3
5 7 / 5 8 19 72 83 83 48 48 42 60 181 1 9 2 2 1 0
5 8 / 5 9 25 88 91 91 56 56 47 50 2 1 6 2 1 9 2 2 2
5 9 / 6 0 10 1 1 4 98 98 56 56 46 32 2 2 6 2 1 0 1 9 6
6 0 / 6 1 5 1 2 5 1 1 0 1 1 0 62 63 37 51 2 2 9 2 1 5 2 2 9
6 1 / 6 2 8 1 3 0 132 1 3 2 69 69 61 59 2 6 8 2 7 0 2 6 8
6 2 / 6 3 13 1 4 4 1 4 5 1 4 6 76 75 6 4 65 2 9 7 2 9 8 2 9 9
6 3 / 6 4 15 163 1 6 5 1 6 5 84 85 67 84 3 2 9 3 3 3 3 4 9
6 4 / 6 5 7 1 6 2 171 171 74 73 7 0 77 3 1 3 3 2 1 3 2 8
6 5 / 6 6 9 1 8 1 1 7 7 1 7 7 1 0 0 1 0 0 7 4 75 3 6 4 3 6 0 3 6 1
6 6 / 6 7 12 136 135 13 6 68 6 8  ' 82 7 0 2 9 8 2 9 7 2 8 6
6 7 / 6 8 10 113 67 78 2 6 8
6 8 / 6 9 9 1 0 0 46 4 5 2 0 0
6 9 / 7 0 7 1 4 5 50 4 5 2 5 0

536 -



8.6 EXPORTS

Q
R a w  C o t t o n  E I n d u s t r i a l  G o o d s  i , i F o o d  -  

s t u f f s  i f
T o t a l

E t

A c t u a l I / O
P r o j e c t i o n

M o d e l
p r o j e c t i o n

A c t u a l R e g r e s s i o n
P r o j e c t i o n

M o d e l
P r o j e c t i o n

A c t u a l A c t u a l E q u a t i o n

P r o j e c t i o n
M o d e l
P r o j e c t i o n

1 9 5 2 / 5 3 1 3 3 14 11 1 5 8

5 3 / 5 4 1 1 5 1 1 2 1 1 0 2 0 18 19 7 1 4 2 1 3 7 1 3 6
5 4 / 5 5 87 97 1 0 2 23 21 21 11 1 2 1 1 2 9 1 3 4
5 5 / 5 6 103 1 0 0 101 23 23 23 15 1 4 1 1 3 8 1 3 9
5 6 / 5 7 83 82 8 0 22 27 26 17 122 1 2 6 1 2 3
5 7 / 5 8 9 0 93 99 26 31 31 2 1 1 3 7 1 4 5 1 4 1
5 8 / 5 9 116 1 1 8 1 2 1 33 3 4 3 4 19 1 6 8 1 7 1 1 7 4
5 9 / 6 0 1 3 5 1 3 5 1 2 8 41 3 8 38 17 1 9 3 1 9 0 1 8 3
6 0 / 6 1 1 1 7 1 2 0 1 1 6 4 4 42 42 2 5 1 8 6 1 8 7 183
6 1 / 6 2 94 93 9 4 50 5 0 50 14 1 5 9 1 5 7 1 5 8
6 2 / 6 3 101 102 99 55 55 55 2 8 1 8 4 1 8 5 1 8 2
6 3 / 6 4 1 0 9 111 1 1 2 76 79 78 32 2 1 7 2 1 2 2 2 2
6 4 / 6 5 1 2 0 1 2 2 1 2 0 83 82 82 27 2 3 0 2 3 1 2 2 9
6 5 / 6 6 1 2 5 1 1 7 1 2 0 81 8 4 8 4 23 2 2 9 2 2 4 2 2 7
6 6 / 6 7 1 1 0 1 1 9 1 1 9 89 85 85 28 2 2 7 2 3 2 2 3 2
6 7 / 6 8 1 0 9 8 4 26 2 1 9
6 8 / 6 9 99 1 0 8 4 4 2 5 1
6 9 / 7 0 1 2 7 1 0 0 32 2 5 9



-  538 -APPENDIX 9STATISTICAL APPENDIX
(i) Introduction on Egypt’ s S ta t is t ic s :During the 1950*s and 1960’ s, the range and quantity of material published by the Department of S ta t is t ic s  and Census (DSC), i t s  successor the Central Agency of Public M obilization and S ta t is t ic s  (CAPMS) and various other government agencies and m inistries, had considerably increased. Research on Egypt’ s economy now suffers from the m u ltip lic ity  of sources and data.Various agencies, e .g . CAPMS, the Ministry of Planning, or Ministry of Industry — supply data which are d if f ic u lt  to compare. More serious d if f ic u lt ie s  arise from the frequent changes in  the concepts, coverage, and format of such important sources as the national accounts, population censuses, trade s t a t is t ic s , and censuses of industrial production. These changes are never fu lly  explained and attempts at revising e arlier data for consistency with new d efinition s are seldom made by o f f ic ia l  agencies.A major problem in attempting to construct consistent time—series, is  that the data for the 1960’ s are fundamentaly d ifferent from the data for 1950*s . This arises from the administrative shake-ups andin stitu tio n a l changes which took place over these two decades. The situ atio n  may be depicted as follow s. The "Department of S ta t is t ic s  and Census" was tra d itio n a lly  the main agency for s t a t is t ic s . I t  had a long history, was gaining experience, and the quality of i t s  work improved a ll  the time. It  was concerned with consistency; the i 960 " Population Census, for instance, contains tables adjusting e a rlie r data for comparability. In the 1950’ s, "the establishment of a "National Planning Committee" had interesting consequences for the gathering
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and. processing of s t a t is t ic s . The "Department of S ta t is t ic s  and. Census" continued to function, even though the "National Planning Committee" produced a considerable amount of data on the economy.A very able team of economists and s ta tis tic ia n s  was involved in  the gathering and processing of s ta t is t ic a l  material in  preparation of the F irst Five-Year Comprehensive Plan ( i960—1965) . They benefited from the advice of foreign experts of great academic standing including Jan Tinbergen and Bent Hansen among many others.During the 1960’ s, the situ ation  changed. The "Department of S ta t is t ic s  and Census" was replaced by the "Central Agency of Public M obilization and S ta t is t ic s "  while the "National Planning Committee" became the "Ministry of Planning". The "Central Agency of Public M obilization and S ta t is t ic s "  merged the m ilitary administration of m obilization and the c iv ilia n  department of s ta t is t ic s  under the same authority. This change had many repercussions. S ta t is t ic s  have become something lik e  m ilitary secrets and access to them has become very d i f f ic u lt .  The "Central Agency of Public M obilization and S ta t is t ic s " , however, has shown great dynamism and in it ia t iv e . The number of s ta t is t ic a l  publications, the amount of data collected , and the range of aspects covered have increased considerably. But, the "Central Agency of Public M obilization and S ta t is t ic s "  has changed the concepts, c la ss ific a tio n s  and format of most of the publications of i t s  predecessors the "Department of S ta t is t ic s  and Census". As the "Central Agency of Public M obilization and S ta t is t ic s "  is  newly established, i t  is  gaining experience at the price of frequent changes in  methods of co llectio n  and presentation of the data. F in a lly , the "Central Agency of Public M obilization and S ta t is t ic s "  claims a monopoly on s ta t is t ic s  and prohibits other in stitu tio n s from publishing figures different from it s  own. M inistries have retained a certain



independence but other in stitu tio n s — such as the Research Departments of the National Bank, Central Bank, and the Fédération Egyptienne des Industries — have had to re s tr ic t  th eir a c t iv it ie s .The task of appraising the quality and r e lia b il it y  of s ta t is t ic a l  data has become much more d if f ic u lt  than before. It  is  always possible to interview o f f ic ia ls  and to form a judgement from th eir verbal comments, but the secrecy that surrounds the most anodyne a c t iv it ie s  of the "Central Agency of Public M obilization and S ta t is t ic s "  and the rapid turnover of personnel often defeat attempts to trace the relevant o f f ic ia l  able to answer sp ecific  queries.The Ministry of Planning which succeeded the National Planning Committee in  the early 1960’ s has not maintained the previous high professional standards. The original team of the National Planning Committee was dispersed by the brain drain; many probably lo st heart when they realized that planning would not, a fter a l l ,  have the leading role in  the management of the economy that they had expected i t  to have. Thus, the nature of the data has changed between the 1950*s and the 1960’ s, and many a time—series suffers from gaps and d isco n tin u ities.
I I .  The Data Used in  the Present Study:The data used in the present study have been collected from scattered sources. Major operations were performed on the assembled data (l) to check th eir accuracy through the use of other available evidence; (2) to homogenize' them conceptually; (3) to splice different series together; and (4) to derive the desired deflated series for whatever period examined.It  is  worth noting that the data used, on the whole, are more accurate in showing general trends than in measuring year to year
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flu ctu atio n s. The extent of measurement errors in  the set of data used varies cross—section ally  and over time. For example, on the whole, foreign trade data s ta t is t ic s  are more accurate than national income accounts, esp ecially  for the period before 1959/60j and the price indices are probably the least re lia b le  both on conceptual and precision grounds.It  is  also worth mentioning that the different series were spliced at 1959/60 for three reasons. F ir s t , that year was a "normal" year in  the sense that i t  was not dominated by an exceptional event such as war, crop fa ilu re  or depression. Secondly, i t  can be regarded as a demarcation year in  EgyptTs recent economic history as i t  was the base year of the countryi s F ir s t  Five-Year Plan ( i960—1965), and was followed by important in stitu tio n a l changes that altered the character of the economy. Thirdly, the quality and a v a ila b ility  of data on the Egyptian economy, esp ecially  those prepared for the Plan, had reached a satisfacto ry  level by i 960.Below then follows a b r ie f account of the data used and the main operations that were performed on them. This represents a supplement to the references and sources cited  in  the main body of the study.

(l)  Sectoral Outputs For the Period 1952—1962:(1) U.A.R.Department of S ta t is t ic s  and Census, "Ten Years of Revolution"S ta t is t ic a l A tlas, Cairo, Ju ly , 1962.(2) D.C.Mead, "Growth and Structural Change in  the Egyptian Economy",Richard D.Irwin, I n c ., Homewood,Illinois, 1967*
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For the Period 1959/60—1969/70:(1) Ministry of Planning, "Follow-Up and Evaluation of EconomicGrowth in  the UAR,1965/66" , Cairo, Sep.1967 (in  Arabic)(2) " "Follow-Up and Evaluation of Economic Growthin  the UAH, 1966/67" , Cairo, August, 1968 (in  Arabic)"Follow-Up and Evaluation of Economic Growth in  the UAR, 1967/68" , Cairo ,19^9 (in  Arabic)(4) "Follow-Up and Evaluation of Economic Growth in  the UAR, 1968/9" , Cairo, 1970 (in  Arabic)(5) "Follow-up and Evaluation of Economic Growth in  the UAR I 969/7O", Cairo,May 1971 (in  Arabic).(6) " "Follow—Up and Evaluation Report on theF irst Five-Year Plan (196O/6I —64/65)"'Part I Cairo, February, 1966.
The two series were spliced at 1959/60. The Ministry of Planning has taken over the Rational Planning Committeef s previous work and therefore the spliced series are homogeneous.
For a detailed evaluation of the Rational Planning Committee*sestimates, see:B.Hansen, "The Growth of Rational Income in  the UAR (Egypt) 1939~1962", Institure of Rational Planning, memo no.343»Cairo, June 1963.
For an evaluation of the Ministry of Planningf s estimates, see:B. Hansen, "Planning & Economic Growth in  the UAR i 960—65" , i n P .J .V a t ik io t is  (e d .) , Egypt Since the Revolution, Frederick A.Praeger, Publishers, Rew York, 1968.
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More detailed information on sectoral outputs (both net and gross at current and constant prices) are from:(1) Ministry of Planning, "Realized Production and Income Targets inAgriculture, Animal Wealth and Pishing, by Sector in  the F irst Five Year Plan", Cairo, March, 1966 (in  Arabic).(2) " "Realized Production and Income Targets inMining, Manufacturing, and E le c tr ic ity , by Sector in  the F irst Five Year Plan, 1960/61— 

64/65" , Cairo, March, 1966 (in  Arabic)For the agricultural sector, a major additional source has been the agricultu ral census published by:Central Agency for Public M obilization & S ta t is t ic s , Estimation of National Income in  the Agricultural Sector for 1963 and 1964,R ef.N o.66/4OO, Cairo, August, 1966 (in  Arabic).

(2) national Income by Type of Expenditure Aggregate series of household consumption, government consumption, investment' and the balance of payments on current account are mainly from:(1) S.A.E1—Bawab, "Indicators of Economic Development in  theTJAR since the Beginning of the Revolution u n til the End of the F irst Five Year Plan (1952/53- 64/65)’,’ Cairo, Ministry of Planning, February, 1967, Mimeographed (in  Arabic).(2) Ministry of Planning, "Follow-Up and Evaluation of Economic Growthin  the U A R ,  1966/67; 1967/68; 1968/69; and
1969/70" , o p .c it .(3) B.Hansen, "The National Outlay of the UAR (Egypt)1937-39 and 1945- 1962/63" , In stitu te  of National Planning, memo no.377» Cairo, December 1963.
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The above series, which are at current prices, were deflated using an im p licit national income price d eflato r.Disaggregated investment series for the period 1952—62 and 1959—69 respectively from:(1) UAR, Department of S ta t is t ic s  & Census, "Ten Years of Revolution",o p .c it .(2) Ministry of Planning, "Follow—up and Evaluation of Economic Growth in  the UAR, for the period 1965/66— ",  o p .c it .
The above two series, which are Doth homogeneous and re lia b le ,were spliced at the year 1959/60.In constructing the sectoral cap ita l stock series for the growthmodel, use was made of sectoral investment series dating back to the1930’ s . These were produced from:Fouad Sh erif, "General Trends in  the Growth of the EgyptianEconomy in  the Last Quarter Century", Rational Planning Committee, memo no.121, Cairo, January 1959» p.10 (in  Arabic).The above investment series were deflated using the o f f ic ia l  wholesale price index for the period 1930—1952. Moreover the industrial im p licit price deflator was used to define the investment series obtained from:U .A .R ., Department of S ta t is t ic s  and Census, "Ten Years of Revolution", and Ministry of Planning, Follow—up and Evaluation of Economic Growth in  the United Arab Republic of Egypt".
Disaggregated consumption series were derived as follow s:Consumption of foodstuffs was estimated as foodstuffs production plus the balance of food trade. The series obtained accorded well with the Ministry of Planning’ s estimate of foodstuffs consumption for the 1960’ s as given in :M.L.E1—Sayed, "The E ffect of Increased Consumption on the Economic
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and Social Development Plan", Ministry of Planning, Cairo, January 1966 (in  Arabic).Consumption of industrial goods and services was estimated through the use of input—output, supply—demand balance equations for these two sectors as explained in  the chapter on changes in  the consumption pattern. A check on the accuracy of the commodity consumption series was undertaken by comparing th eir sum to the o f f ic ia l  estimate of aggregate consumption (of both household and government). This test proved the r e lia b il it y  of the consumption by commodity series.
(3) Labour Force and EmploymentThere are three main sources of data used in  th is  study on labour force and employment:( i)  Census of Industrial Production (CIP);( i i)  Population Census (PC); and( i i i )  Follow-up Reports of the Plan (FURP).CIP: A Census of Industrial Production was taken in  the years 1944»1947» 1950> 1952, 1954» 1956, and then annually u n til 1962. A new annual series started with the year 1963/64; and the la te st available CIP covers 1966/67. A fter the census of industrial production in  1950» the coverage was restricted  to establishments engaging ten persons or more. The only exception is  the 1967 census in which a survey of small establishments (l-9  persons) was undertaken and the resu lts published in 1971 in  great d e ta il. Government facto ries were never included.Census of Industrial Production tends to underestimate employment at the lower end of the ) 10 size group. The Census of Establishment (CE) tends to be more successful in  th is  respect. There are a number of reasons

* This Census was taken at three-year intervals from I 942 to i 960 and; then in  
1964 and 1967. Prior to i 960 the results of the Census were not published save in  very summary form in the "Annuaire S ta tistiq u e " .



for th is . CE concerns i t s e l f  with establishments of a l l  sizes, i t  is  less lik e ly  to miss out those in  which employment fluctu ates around the "ten persons" dividing lin e . Furthermore, small firms may f a i l  to respond to elaborate questionnaires required for CIP, and many may produce inconsistent statements that are discarded. The Census of Establishments does not involve sending out questionnaires; the enumeration is  made on the spot. This method has certain  advantages. I t  enables better coverage of the a c t iv it ie s  undertaken in  temporary premises such as the manufacturing of t i le s  and other cement products on building s ite s . More generally, CE enumerators w ill spot establishment in  which non-registered firms or artisans operate. The CIP questionnaire are unlikely to reach these places.However, CIP may be more accurate for larger firm s. This again results from differences in  procedure. The CIP questionnaires provide opportunities for cross-checks. Errors and inconsistencies are lik e ly  to be followed by queries when large firms are concerned. The S ta t is t ic a l O ffice is  more lik e ly  to sue large firms rather than small ones for fa ilu re  to respond. CE questionnaires do not provide sim ilar opportunities for control.
PC: Population Census were taken at 10 year intervals between 1897 and 1947j and then in  i 960. The coverage in  a PC is  lik e ly  to be more comprehensive than in  other sources. Labour force data by economic sectors may not be very re lia b le  because PCs are based on household returns. The d istribu tion  of the labour force by branches of economic a c tiv ity  is  done by the S ta t is t ic a l O ffice , given the respondents statements on occupation and place of work. Errors are lik e ly  to occur when the place of work or the nature of the occupation isd if f ic u lt  to id e n tify .
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However, PC provides a "better idea than CE of the magnitude of manufacturing employment. Government workers, jobbing and itinerant artisans such as v illa g e  carpenters, workers engaged in  household industries, or small establishments which may escape the CE enumerator are a l l  included.
FURP: Follow—up Reports of the Plan includes an assessment of economic performance and the fulfilm ent of planning targets . From these various reports i t  has been possible to construct a continuous series of annual data from 1959/60 to I 969/7O. The circu latio n  of these reports is  restricted  although they contain l i t t l e  c r it ic a l  material and nothing but o f f ic ia l  data which could be gathered, though at great expense of time and energy, elsewhere.

(4) SavingThe series of aggregate savings are from:(i)  S .A .E l—Bawab, "Indicators of Economic Development in  the United Arab Republic of Egypt since the Beginning of the Revolution u n til the End of the F irst-F ive  Year Plan", o p .c it .( i i )  Ministry of Planning, "Follow-up and Evolution of Economic Growth in  the U .A .R ., I 966/67Ï 1968/69; I 969/7O", o p .c it .
Government saving is  derived as government expenditure (consumption) minus government net income. The series for government net income were derived from raw data provided by:(i)  Rational Bank of Egypt , "The Economy of the U .A.R . during the 1950’ s", Cairo, 1963 (in  Arabic)( i i )  B.Hansen, "Savings in the U .A.R .(Egypt), 1938/39 and 1945/46- 1962/63", In stitu te  of Rational Planning,Memo Ho.551» March 1965.( i i i )  P.Mead, "Growth and Structural Change in the Egyptian Economy",op.cit.
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(iv) R.Mabro, "The Egyptian Economy, 1952-1972", Clarendon Press, Oxford, 1974«
Private saving was estimated as aggregate saving minus government budget saving. The estimated current price saving series were deflated using the national income im p licit price d eflato r.

(5) Foreign TradeForeign trade series were constructed using data from:(i)  Rational Bank of Egypt, "Economic B u lle tin " , several issues.( i i )  Ministry of Planning, "Exports during the Period 1959/60—1965/66 at current and constant P rices", Mimeographed, Cairo (in  Arabic).( i i i )  Ministry of Planning, "Imports during the Period 1959/60—65/66 at current and constant P rices", Cairo (in  Arabic).(iv) Ministry of Planning, "Follow—up and Evaluation of EconomicGrowth in  the UAR, 1966/67; 1967/68; 1969/70"» o p .c it .
However, while commodity trade series at aggregated and disaggregated lev els  are available at both current and constant p rices, comparable series for the 1950*s could be derived only at current p rices. These series, therefore, were deflated using appropriate price indices derived from disaggregated indices given in:Central Agency for Public M obilization and S ta t is t ic s , "Index Numbers for Foreign Trade", Cairo, several years (in  Arabic).

(6) Input—Output TableThe input—output table selected is  that of the Ministry ofPlanning for 1963/64 at 1959/60 prices; see:Ministry of Planning, "Construction of an Input—Output Table for 1963/64 at Constant 1959/60 production cost", Memo Ho.704,Cairo, June 1966 (in  Arabic).
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The table was aggregated to an ISIC 2—d ig it level of aggregation in  order to correspond to the sectoral production series used in  our an alysis.Another Input-Output Table selected is  that of the Central Agencyfor Public M obilization and S ta t is t ic s  for 1966/67 at current marketprices; see: Central Agency for Public M obilization and S ta t is t ic s  ,
1966/67 Input—Output Table", Cairo, A p r il ,1973 (in  Arabic).

The table was used to analyse the cost structure, the dependence on imports of intermediates, and the degree of backward integration ofEgyptian industry.
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