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ABSTRACT

3

This study analyses the economic and social policies in the
Egyptian economy during the period 1952-1970 and their 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-outovut techniques in order to
obtain a macro-growth model, This model is used to analyse the major
changes in Bgypt's institutional and structural framework that
resulted from the economic and social policies pursued during the
import-substitution stage.

Chapter 1 discuscses the concepts of economic development and
growth, social change, economic policy goals and income distribution.
It also outlines an anslytic2l framework for distinguishing the various

stages of growth and for identifying the characteristic pattern of

o

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, pvarticularly their impact on the distri-
bution of agricultural income. Industrial and Tiscal volicies, the
role of the public sector in controlliﬁg and allccating investment,

and the sectoral pattern of employment and labour sunply are

discussed in Chapters 4 and 5. An evaluation of the chenges in

pattern of consumption and an econometric estimation of private
consumption and government consumption expenditures is attempted in
Chapter 6, while the specification and estimation of the structural
equations of the macro-growth model of import-substitution strategy

are discussed in Chapter 7. The pattern of import-substitution growth
and the structural changes ascociated with it are analysed in

Chavter 8. 1In Chapter 9 the model is used to diagnose past growth

and then to analyse alternative future policy designs. The final
chapter outlines the main conclusions of the study snd puts forward

certain policy recommendations,
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CHAPTER I
INTRODUCTION

The principal objectives of Egyptian public policy as announced
by Nasser and his colleagues were the followings

*1l. The eradication of imperialism and its agents.,

2. The eradication of feudalism,

3. The eradication of monopoly and the domination of the
state by private capital.

Lk, The establishment of a strong national ammy.
5. The establishment of social justice.
6. The establishment of sound democratic life."l

The concern with economic development of the leaders of the coup

of 23 July 1952 was first related to the chronic problems of rural

Egypt and the redistribution of land ownership and land holdings.
Measures taken in the early years of the revolution suggest that they
had, from the vexry beginning, other objectives. The first relates to
the diversification of the economic structure, mainly through industrial-
isation. This involved at one stage greater encouragment to private
industry; government participation in new industrial ventures, and an
increase in the rate of public investment in electricity, agriculture,
and certain services. An essentially 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 years 1956-1960 saw a confirmation of the growth of

governnent control over the economy. This took two forms: increasing

L Aly Sabry, Arab Socialism: Its Pattern and Its Progress, Cairo,

September -~ October, 1961, pp. 3436 (in Arabic).
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controls over private production and expansion of the activities of
already existing public enterprises. In the agricultural sector,
traditional government controls over cropping patterns and water usage
were extenled and strengthened in areas affected by the land Reform
through the appointment of government officials with strong superviscry
powers., A number of the leading financial institutions were placed
under sequestration in the wake of the Suez Crisis of 1956 and have
remained in government hands since that time. For all other financial
institutions a law was passed in 1957 requiring that they be
"igyptianized" within five yeacs.

This meant that all shares were to be owned by Egyptians, while
all members of the boards of directors as well as those responsible for
the bank ‘s management were to be Egyptians.z The newly formed Ministry
of Industry was given extensive authority over pricing and output
decisions of private manufacturing firms. Besides the government's
responsibilities in the industrial sector were given a substantial
boost with the adoption in 1957 of a five year plan for industrial
development. This preceded the overall five year plan for the whole
economy, which came into effect from 1 July 1960. The industrial plan
vwas based on the assumption that the rest of the economy would grow
steadily at 2 percent a year. Like Egypt's earlier five year plan
(1946 /47-1950/51), it was basically a list of projects to be undertaken;3

yet it differed from the earlier plans in a number of important respects.

2

National Bank of Egypt, Economic Bulletin, Vol. X, No. 3, 1957,
p. 251. '

3 These were mainly putlic works projects, involving the construction
of roads and bridges, of irrigation and drainage facilities and of
water and sewerage works. There were also expenditures on
low-cost public housing and an electricity generating station.

See: United Kingdom, Overseas Economic Survey, Egypt, November
1947, p. 3; and October 1951, p. 23.




The size of the undertakings in the industrial sector was very much
larger than previously. While the cost of the plan for 1946/47-1950/51
was originally envisaged to be £E96 million and was substantially
underspent, net investments in the five year industrialisation plan
were set at £E221 million. While the government was expected to provide
some 60 percent of the financing for this investment, the remainder was
to come from private savings and private entrepreneurs.

There was also a proliferation of controls and further extension
of the role of public enterprises culminating in the nationalisations
of 1960 and 1961 which btroughtall major industrial establishments under
government ownership.

The period 1952-1961 saw the emergence of a mixed system in which
the private sector co-existed with expanding the public sector and in

which the govemment continually extended intervention and control.

- The radical change of the economic system took place in 1961-1962.

Successive waves of nationalisation and punitive sequestrations absorbed
most of modern industry into the public sector as well as large depart-
ment stores, financial institutions, building and transport fimms of

any significant sige, and large hotels. Foreign trade was placed
entirely in the hands of new public orgenisations. In agriculture, the
government became the sole purchaser of major crops and the main
supplier, through the co-operatives, of essential inputs as fertilizers,
pesticides and seeds, Private ownership was preserved in agriculture,
within the framework and ceilings of land reforms laws, and in urban
real estates. Small businesses in all sectors - and, hence most of

retail trade = remained in private hands.

& P, O'Brien, The Revolution in Egypot's Economic System, 1952-65,

Oxford University Press, London, 1966, Chapter 4,




Objects of the Study

The pufpose of this study is 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 last factor
of social change is the change from a free enterprise system to a
semi-planned economy composed of a public and a private sector; and
this change is in the policy of allocating and directing the economic
resources of the country . Furthermore, this study analyses Egypt’s
import-substitution strategy during the period 1952-1970 to describe
altemative strategies for achieving optimal long-run growth and
external equilibrium. Here Tinbergen's theory of economic policy is
adapted and used.

The main reason for selecting 1952 as a starting 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
of the terminal year is equally significant, for Nasser, who led the
revolution in 1952, died in 1970. This study could, thus, be read as an
appraisal of the socio-economic transformations brought about in the

Egyptian economy under Nasser's regime.

Methodology
Throughout this study, no uniform methodology has been used;

rather we have used various methodologies and theories as buillding
blocks in an attempt to construct an analytical framework that is
empirically operational and suitable for achieving the aim of the study.
The econometr%c method used is that of multiple regression. This
technique is, also, combined with input-output techniques in order to -
obtain a macro-growth model for analysing the major changes in Egypt's

institutional and structural framework as a result of the social and
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economic policies pursued during the import-substitution stage.

Before proceeding to the scope of the present study, this chapter
will first review the concepts of economic development and growth,
social change, economic policy ends, and measures of income distribution.
It also summarises the dimensions of the income distribution issue, with
a view to analysing the trends and patterns of different types of
distributions and to trace the possible interactions among them, to
explaining the factors responsible for changes in income distribution,
and to examine the relationship between economic growth and income
distribution. Finally, it develops an analytical framework to
distinguish various stages of growth, and to identify the characteristic

pattern of trade and development underlying each of these stages.

I.1. ECONOMIC DEVELOPMENT AND GROWTH

What we mean or ought to mean by development is a difficult
question to answer. Nancy Baster could not find an entry under
"development" in the International Encyclopedia of Social Sciences., Yet
she has observed that the word “modernization" was defined as "the

nd

process of social change in which development is the economic components.

This shows the temdency (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
variables), or at least this has been used as the proxy for development.
This tends to neglect the distributional aspect of income, suggesting,
perhaps, that it might take care of itself through economic growth.

There is a di fference, however, between using per capita income

5 N. Baster, "Development Indicatars, An Introduction", in
Nancy Baster (ed.), Measuring Development, Frank Cass and Son Ltd.,
London, 1972, p. 1.
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as a guideline for classifying countries into developed and under-
developed at a point in time, and using the growth of per capita income
as an index of development over time. The difficulty of using pex
capita income for the latter purpose is the obvious one that if, in a
particular period, per capita income did not grow because population
growth matched the growth of a country's total income, one would be
forced into the odd position of denying that a country had developed
even though its national product had increased. This is an inherent
weakness of linking the concept of development to a measure of living
standards.6

This leads on to the distinction between growth and development,
Development without growth is almost inconceivable, btut is growth possible
without development? If per capita income is rejected as an index of
development over time, an answer to this question is impossible without
defining terms more precisely. The meaning of "“growth" is fairly
unambiguous, that is a rise in real national income. But "development"
means different things to different groups of social seientists.7 Most
agree that development implies more than just a rise in real national
income. It must be a sustained, secular rise in real income accompanied
by changes in social attitudes and customs which have in the past impeded
economic advance. But whatever definition of development is given, graith

is possible without the broader social changes referred to. On the other

6 A, P, Thirlwall, Growth and Development: With Special Reference to

Developing Economies, The Macmillan Press Ltd., London, 1974, p. 22.

7 Machlup defines economic development as "those changes in the use of
resources that result 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, 1967.
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hand, development is hardly possible without growth, but development
is possible without per capita income rising.

However, in recent years development has been viewed as a
multi-dimentional phenomenon involving different but overlapping
indicators that are socio-political as well as economic. The practical
significance of talking about income distribution emerges more forcefully
in such discussions. Reduction of mass poverty, mobilization of mass
participation, expansion of economic potential, maintenance of social
and political stalbility for development, are just a few of the aspects of

the distritutional issue.

"New View" of Development

Dudley Seers comments that social problems and political upheavals
have emerged in countries at all stages of development, and casts doubt
on the potential of more economic growth to take care of such problems.
In fact, he states "it looks as if economic growth may not merely fail to
solve social and political difficulties; certain types of growth can
actually cause them“.9

More recently the writings of Dornexr argue that development policy
analysis, especially in the agriculture sector, should be re-oriented
10

to take care of employment and distributional implications.

Another forceful proponent of this "new view of development®™ has

8 The upswing of the trade cycle is the most obvious example of the
possibility of growth without development. Examples of abortive
“"take-offs" are not hard to find where countries have growth rapidly
for a short time and then reverted to relative stagnation. Argentina
is a case in point.

9 D. Seers, "The lMeaning of Development", International Development
Review, Vol. II, 1969, p. 2.

10 Peter Dormer, Land Reform and Economic Development, Middlesex,

England, Penguin Books Ltd., 1972, p. 15.
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11

been Mahbub vl Haqg. He feels that

%, .. the problem of development must be redifined as a selective

attack on the worst forms of poverty. Development goals

must be exmressed in terms of progressive reduction and

eventual elimination of malnutrition, disease, illiteracy,

squalor, unemployment and inequalities.®
He further suggests that,

"social indicators must be developed and progress of plans

must be measured in terms of specific and quantitative goals

in these fields and not in terms of average per capita

income."

This shift in the focus of the students of development is also
reflected in the interest and approaches of the international development
agencies. The United Nation's International Development Strategy for
the Second Development Decade, will try (i) "to bring about a more
equitable distritution of income and wealth for promoting both social
justice and efficiency of production®, and (ii) "to raise substantially
the level of employment.“12

Thus, the traditional definitions, concepts, measurements, goals
and tools of development are being revised and re-oriented in order to
accommodate more and more social, political and more dimensions of the
economic problem,

In shoxrt, economic growth is a significant but very partial
criterion of success, It 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 wh}gh lay the
foundation for sustained economic growth."

11 M. Ul-Haq, "The Crisis in Development Strategies", Charles K. Wilber

(ed.), The Political Economy of Underdevelopment, Random Housey New
York, 1973, pp. 369-370.

12 U.N., International Development Strategy, Department of Economics
‘and Social Affairs, New York, U.N., para. 18, 7, 66, 1973.

L R, Mabro, The Egyptian Economy 1952-1972, Clarendon Press,
Oxford, 1974, p. 165.




-9-

Economic development implies an ability to generate and sustain growth
from within. Further, it involves structural transformations - the
diversification of economic activities and a greater integration,
through strong linkages and institutional intermediaries, of these

14

activities,

I.2. MEANING OF SOCIAL CHANGE

Human life is dynamic and social relationships and societies change
in all places and in all times, as Inkeles sayss

"most of the societies which form part of the more recent

history of man seem to have an almost contirmous, often

rervasive, and sometimes highly accelerated process of change.

Yet with change, as with continuity, the sociologist

assumes that the sequence of events is inherently orderly.

The process of change is not random, even though it may at

times seem chaotic, and is often teyond thi5conscious control

of individuals and of society as a whole."

Social change, as defined by W. Moore, is the significant alteration
of social structure (that is, of patterns of social action and interaction),
including consequences and manifestations of such structures embodied in
nomms (rules of conduct), values, and cultural products and symbols.16

This definition implies the change in the social structure that will
affect the rule of conduct of the society in its values, cultural
patterns, and philosophies.

R. La Piere distinguishes between two types of social change,
quantitative and qualitative. For him it is the qualitative changes that

make the social system at one period in time different from what it is at

_ a subsequent period; hence, it is the qualitative rather than the

14 I.b.iil ? po 186.

15 Alex Inkeles, What is Sociology?, Englewood Cliffs, N.J., Prentice
Hall, 1964, p. 27.

16

Wilbert E. Moore, Order and Change, John Wiley, New York, 1967, p. 3.
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quantitative changes that are of primary significance.

Social change in a society affects changes in other areas of the
society, as pointed out by Btzioni and Etzioni:

“Social change, it is now held, may originate in any

institutional area, bringing about changes in other areas,

vwhich in turn make for further adaptations in the initial

sphere of change. Technological, economic, political,

religious, ideological, demographic, and stratificational

factors are all viewed as potentially independent variables

vwhich 1nfigence each other as well as the course of

society."

Other areas that can be affected by social change include the market
structure and the marketing system., The experience in the U,S., the
U.K., the Buropean Economic Community, and the U,S.S.,R. shows that
within the process of social and economic development there has been a
parallel development and adaptation in the marketing systems of these
19

countries.

I.3. THE THEORY OF ECONOMIC POLICY

A, Aims and Targets in the Theory of Economic Policy

Economic policy is about ends and means.20 The ends are called

targets and the means are known as instruments. A "target" refers to

17 Richard T. La Piere, Social Change, McGraw-Hill, New York, 1965, p. 57.

18Amitai Etzioni and Eva Etzioni, Social Change, Basic Books Inc.,

New York, 1964, p. 7.

9 Sees R, S, Vaile, E. T. Grether, and Cox, Marketing in the

American Iconomy, The Roland Press Co., New “York, 1952;
N. A. H. Stacey ‘and A. Wilson, The Changing Pattern of Distribution,

Pergamon Press, London, 1965; Marketing Science Institute, Marketing

Develqpment in the RBuropean Economic Communltz, McGraw=-Hill Co.,

New York, 1964; Marshall J. Goldman, Soviet Marketing: Distribution
1s a Controlled Bconomy, The Free Press of Glencoe, uew York, 1963;

Economic Development for a Consumer Market and Marketing Systems A
Case Study of the Arab Republic of Egypt", Ph.D., Dissertation,
University of Illinois, Urbana, Illinois, 1970.

& B, Hanse, The Economic Theory of Fiscal Policy, George Allen and Unwin
1td., London , 1958, pp. 1-8.
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any economic magnitude deemed desirable by the decision-maker. The

means to achieve the target is called an "“instrument", There is distinc~-
tion in the literature between aims and targets. Aims refer to the global
objectives of the policy-maker or society in question. They are usually
cast in broad, loose terms. The targets are more specific.

The theory of economic policy distinguishes between fixed and
flexible targets.21 A policy with fixed targets is one where the target
variables take on fixed numerical values (for example, to make investment
during a given period £E500 million). If, however, instead of fixing
numerical values for the target variables, a function of the variables
is to be optimised, the policy will be one with flexible targets. An
example is the maximisation of employment, or per capita consumption, or
the minimisation of the balance of payments deficit. In practice, usually
a combination of fixed and flexible targets are assigned for economic

policy. Distinction is also made between four types of variableszzz

data,
target variables, instruments and irrelevant variables. Target variables
and instruments were defined above. The data are those variables con-
sidered external to the economic context of the problem at hand. Irrelevant
variables are those endogenous variables other than the targets; i.e. of

no direct interest to the policy-maker.

Generally speaking, the theory of economic policy is a study of the

. 8. : § . 2
end-means relationship in the sphere of the “economic". 3 The end-means

2L J. Tintergen, On the Theory of Economic Policy, 6th Edition,
North~Holland Publishing Co., Amsterdam, 1975, Chapter 1.
22 Tpid., Chapter 2.

<3 More broadly, economic policy is about the "what", the "“how" and
the “who", to quote Boulding. Sees K. Boulding, Principles of
Economic Policy, Fnglewood Cliffs, Prentice-Hall Inc., 1958. By
these terms Boulding means the targets, instruments and policy-maker,
respectively. See Chapter 1 of his book for very lucid non-technical
exposition.,
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relationship by itself is very general; its study falls within the
realm of logic. However, when we talk about the end-means relationship
in the economic world, we discover that there is more to it than pure
logics it requires substance that emanates from the particular mechanisms
and regularities prevailing in the economic phenomené. Thus one of 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 situation where the achievement of one target precludes the achieve-
ment of another. It may result from a contradiction between some targets
and one or more equations in the system.za

There are, generally speaking, two rules of thumb for economic policys
(i) the number of instruments must be at least as large as the number of
targets, and (ii) all the targets depend on all the instruments combined.25

It is also important to note that the value of the instruments will depend

on the data of the system.

B. Economic Policy Ends

There is substantial disagreement between economists concerning the
government's functions. On the one hand, Downs states that political
groups do not seek to gain office in order to carry out certain preconceived
policies or to serve any particular interest groups; rather, they formulate
policies and serve interest groups to gain office. They fommulate and
carry out policies as their social function, i.e. as a by-product of their

private motive which is to attain income, power, and prestige of being

2k J. Tinbergen op. cit.

25 Ibid., Chapter &4, pp. 27-28. The two statements in the text should
be qualified. In the cases which Tinbergen calls consecutive or
partitionable, the values of some of the instruments may depend
only on the values of some of the targets. A similar situation
holds for cases of corresponding consecutivity or corresponding
partition. See ibid., pp. 28-30.
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in office. Downs rejects the idea of the social welfare function and the
notion that the proper function of a government is the maximisation of
such a welfare function.z6
On the other hand, another group implicitly or explicitly assumes
that the proper function of a government is to maximise the social welfare
function. J. Tinbergen explicitly states this approach. He defines
economic policy as actions directed tovard the maximisation of the
ﬁrdinary ophelimity functions. Government looks for "general interest"
denoted by (). This general interest is a function of different
variables which may be called "“target variables" indicated by Yk or in
vector form by (Y ). A certain numerical value of ‘Yk will be called a
"target". These targets will be chosen so as to make o (Y ) a maximum,
Acts meant to attain this meximum may also be referred to as the optimum
policy.27
Economic welfare denoted by () can be evaluated in two basic
normss (a) maximum social product and (b) optimum income distribution,

each of which is a function of other targets. In other words, the welfare

function can be written as:
Y = (¥, Yy ...,yk). W o=29(Y)

i.e. Y is a vector of targets, which if achieved, the welfare function (W)
is maximised. A set of weights is assigned to the elements of the target
vector ('Y). These value weights differ from one society to another, as
they also differ for different policy makers,

Many means are available for the government to achieve the specified

26

Anthony Dovns, "An Economic Theory of Political Action in a Democracy",
Journal of Political Fconomy, April 1957, pp. 235-150.

27 J. Tinbergen, On the Theory of Economic Policy, op. cit., pp. 1-2.
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goals, The effects of these means differ quantitatively and

qualitatively. The kind and level of the means chosen to achieve a certain
target depends on a number of considerations: the most important are the
cultural values of the society, the period estimated to reach such a
target, the nature of the target itself, conflicts and co-ordination
between the means and goals of the economic policy, and the facilities
available for the application of such means. Tinbergen denotes these

available means by a vector (Z) wheres
zZ = (zl, Zor oo zn)

A nunber of uncontrollable variables, denoted by {U), wheres

)

v = (Ul, Upr «ees Uy

are beyornd the policy-maker®’s command., In addition, the use of policy
instruments will have side effects on other economic variables, which are
not considered since they are not sufficiently important to warrant concern.

These variables are denoted by a vector (X), where:

X = (X5, X0 ooy xn)

The basic technical problem is to determine accurately the system of
structural relations which connects all the variables and constitutes the
model. Given an accurate model, the problem of economic policy is to use
the means in a way to achieve the specified goals in spite of the
disturbance 'bems.28

In a vigorous and well oxrganised society,. all various policy

objectives should converge toward the overall strategy of improving and

promoting social welfare, However, improving social welfare - that is,

28 Karl A. Fox, "The Study of Interactions between Agriculture and the

Nonfarm Eccnomys Local, Regional and National®, Journal of Farm
Economir.qi y The American Farm Economic Association, February, 1962,
pp. 1-30.
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maximising social preduct and optinising the distribution of income - is
too broad a strategy to serve directly as a specific programme cbjective,
In evaluating a certain policy it is usual to break it down into various
projects, each of which has a specific end, i.e. a well defined objective.
Jt is with respect to this end that we must evaluate the appropriateness
of the policy means. Moreover, the end of every project should be com=-
patible with general economic welfare., The degree of success of a certain
programme is largely determined by the choice of its specific measures,
The end of a programme may be fine, but if the measures applied are
inappropriate, the whole programme may be a failure. In formulating amd
evaluating a certain policy all technical and institutional circumstances
vhich serving as constraints on the policy maker, must be taken into

29

consideration,

Conflicts Between the Major Ends of Public Policy

It has been argued that the relationship between maximising social
product and optimising the distribution of income is a conflicting rather
than a complementary one. Such an argument may not be true, depending on
the conditions and means used to achieve both goals, On the contrary,
the relationship between these two ends may be the other way around. A
redistribution of income in the direction of reducing poverty may tend to
increase output because of the increase in labour productivity usually
associated with increasing standards of 1living in the lower income groups
through better nutrition, health, and better allocation of resources.

"A poor man may not have enough to eat; being underfed, his

health may be weak; being physically weak, his working

capacity is low, vhich means that he is poor, which in aurn
means that he will not have enough to eat; and soron.“

29 Tria.

3 Ragner Nurkse, Problems of Capital Formation in Underdeveloped
Countries, Basil Blackwell; Oxford, 1960, p. 4.
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A better income distribution might also call for greater national
product by reducing uncertainty in future market demand for consumer
goods as a result of more widely distributed and better maintained
consumer purchasing power.

However, a better understanding of the relationship betweeﬁ
maximising social output and optimising the distribution of income can
be obtained by an illustration, for example land reform,

Land reform has been criticised on the grounds of reducing the
national income because of both fragmenting the more efficient, well
equipped, better ocrganised units of production and its unfavourable effect
on the society's savings which, in turn, affects investment badly and then
results in serious effects on the country's growth and development.
Doreen Warriner has discussed the first argument stating that

"When we try to apply this argument about the scale of

production to the underdeveloped countries, we shall f_‘ind

that over a very wide range of conditions it has no validity

at all ... The haciendas in Mexico and many of the

latifunda in Southern Italy were not efficient large

estates %T any standard., They wasted both land and

labour, ¥

On the other hand, if the distributive phase of the land reform is
accompanied by preventing fragmentation by any appropriate type of land
tenure such as co-operative farming, the effects of fragmentation not
only could be avoided to a large extent but also a greater degree of
efficiency may be attained.

Concerning the second criticism, namely the unfavourable effect of
the land reform on the society's savings, this argument may not be true

if certain measures are taken. Land reform may be used as a measure to

increase the savings necessary to finance other economic development

3 D. Warrirer, Land Reform and Foonomic Develovment, Cairos: National
Bank of Esypt, Fiftieth Anniversary Commemoration Lectures, 1955,
pp. 10-19.
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programmes such as industrialisation, irrigation, etc. Such measures
have applied with a large degree of success in Japan,32 at the end of
the 19th century and it is being applied recently in Chinas

"It is reported that in 1951, of the net profits

(i.e. after subtracting costs of production) 8% was

retained as public savings, 40% was distributed to

members dividends on the land they invested, and 52% was

distrituted as wages. The savings were re-invested, 60%

for Production and QO% £§§ welfare, education, medical

service and recreation.

From the abové discussion, one can colclude that there is no
necessary conflict between major ends of public action, and the
relationship between these ends may be complementary rather than con-
flieting. Thus we can conclude that maximisation of social product and
optimisation of income distribution are the ultimate goals of economic
policy. Starting from this ultimate goal, a series of goals are developed
at a lower level of generality dealing with more specific issues in the
various sectors of the economy. These goals have to be broken down
further into more specific programme objectives, directed at a great
variety of situations and affecting various groups of people, regions
and commodities,

As far as this study is concerned, a better umderstanding of the
aims of Egyptian public policy can be obtained by referring to the
economic policy ends announced by Nasser and his colleagues. The new
Egyptian regime strongly stress the optimisation of income distribution
as a public policy end. The policy also implies a strategy of industrial-

isation, and implies that the state should play the major role in this.

32 p. . Iewis, The Theory of Economic Growth, George  Allen and Unwin
Ltd., London, . 1960, pp. 224-230.

33 D. A. Baranett, "Collectivisation in China", Journal of Farm
Economics, The American Farm Economic Association, May, 1953, p. 197.
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I.4, CONCEPTS AND MEASURES OF INCOME DISTRIBUTION
A, Introduction

In the course of this thesis several conceptual and methodological
problems have been raised as a result of the general lack of relevant
statistics. Neither national nor international agencies have succeeded
in establishing systematic statistical series on the main indicators of
income distribution by major social class. As Dudley Seers has pointed
outs

"Lack of data on poverty, unemployment and inequality

reflects the priorities of statistical offices rather than

the difficulties of data collecticn. The conceptual

problems of these measures do not seem to be more

formidable than those of the national 1npam We have

Jjust grown accustomed to ignoring them.‘

This general bias in economic statistics may be attributed to the
fact that many economists believe that economics is concerned with the
allocation of resources between products rather than the distribution of
products between people. Nonetheless, in recent years there has been a
growing recognition that it is not only the absolute level of national
income that is important in understanding the process of growth and
development but also its distribution between different socio-economic
groups. This late recognition has created a growing need for more
information on the existing distribution patterns of national income, on
the determinants of the distribution of income, and on the interrelation
between distributional shifts in income and changes in the pattern of

35

power and property in the developing countries.

¥ D. Seers, The Meaning of Development, op. cit., pp. 2-6.

35 See for 1nstance- U.sNus Income Dlotrlkutlon in Latln Amerloa,

in Ar ntlnm, N ew Yofc, 1960 4rd U N.; F“OﬂOmlC qu*vey of Asia add
in Argent:

the Far Fast, Bangkok, 1972, Chapter 11.
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B. CEtatistical Descriptive Concepts and Measures
In general, we have two types of statistical measures
(i) summary indicators or overall indices; (ii) disaggregated data or
descriptive infommation. Each different statistical measure of income
distribution embodies its own definition and interpretation of inequality.
At the end of the last century, Vilfredo Pareto proposed a formula
which purportedly explained the upper portion of the income distribution.

The formula is
N = Ax (1)

where N is the number of people with incomes greater than income x;
A and =« are constants to be estimated empirically.

The slope (« ) represents a measure of inequality. Equation (1)'
further implies that the number of income recipients earning at least a
given income decreases by a fixed percentage of « if income increased by
1%. According to Bronfenbrenner “Pareto believed that he had discovered
an economic constant comparable in significance to the gravitational
constant in physics; hence the expression ‘'Pareto's Laws‘“.36 It is now
well known that Pareto's Law does not hold with any great precision for
the upper tail, and certainly not for the entire distribution.

Gini (1936), in an attempt to improve on Pareto's formula, proposed

the formula:
log N = P+ B log Ax (2)

where P and R are constants; and N is as defined in equation (1).

Ax is the aggregate income above the level (x).

e A 1t s et

,36 M, Bronfenbrenner, Income Distribution Theory, Aldine Atherton,
Chicago , 1971, p. &.
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The Gini formula describes the income distribution down to a much
lower income level than does the Pareto formula. The slope, g, is known
as the Gini coefficient and is similarly an index of inequality. The
flatter the slope of the Gini function, the more equal the distribution
of income.37 M. J. Bowman points out that, although the Gini formula
gives a better description of the modal range of the income distribution
than that provided by the Pareto formula, it still emphasises the
behaviour of the income distribution in the upper rather than the lower
income 1evels.38

Gibrat (1957) hypohtesized that at any given time a number of
random shocks influence incomes, the shocks being proportional to the
amount of income. Over time these random shocks (assumed to be
independent) cause the distribution of the logarithm of incomes to
approach the normal distribution. Hence the hypothesis is that the
distribution of income is log-normal and the process causing it to become
so 1s known as “the law of proportionate effect®. The log-normal
distribution function, when plotted on double-log paper, produces a
straight line. The variation of the slope of this line is the Gibrat
index of inequality. In general the log-nommal distributioh does not
fit empirical data well, and thus the Gibrat index shares the failing of
« apd 8.7 |

The most widely known and used overall index of income distribution

37 Mary Jean Bowman, A Gravphical Analysis of Percgggk_lncone

Distribution in the United States, Reading in the Theory of Income
Distribution, George Allen and Unwin Ltd., London 1954, pp. 81-82,

2 1vid., p. 83.
39

For more details on the Gibrat index, see M. Bronfenbrenner,
op. cit., Chapter 3.
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is the Gini Concentration Ratio,“o based on the Lorenz Curve. In both
nationwide measurements and international comparisons the Gini Ratio is
often regarded as the basic index of inequality. This indicator relates
to the cumulative distribution of total income and recipient units.
Graphically, if the distribution we have is perfectly equal the Lorenz
Curve will be a 45-degree line through the origin of the diagram. The
more unegual the distribution the larger will be the area between the
constructed Lorenz Curve and the line of perfect equality. This area is
known as the "Concentration area". The ratio of this concentration area
to the triangular area under the line of equality is the "Gini Concentra=-
tion Ratio"™, ITts limits are O and 1, inecquality increasing as the
concentration ratio approaches 1 and decreasing as it approaches 0. 1In
other.words, near perfect equality is shown by a Gini Ratio approaching
one and vice versa,

Oshima has criticised the Gini Ratio because it "terds to overstate

L
@ The Gini ratio is closely related to the mean difference. If we have

n incomes Xy (xj) where i=1, 2, ..., n (j=1, 2, ..., n), the mean
difference (without repetition) is defined by

- l 53 s 43

A (n-1) Foyolm - F(xi) F(xj), 1A

where F(.) is the frequency of that 1nfowe. The Gini ratio is then
defined to be: G = A/2X; where X = n ixi. Since the mean

difference divided by the mean is the relative mean difference, G is
one-half the relative mean difference. A commonly used fonnula for
grouped data which slightly underestimates the true G, the extent of
underestimation diminishing as the number of groups increases is

G = 1- F(Py
porulation and income shares respectively of all members of the lowest
i groups. See: M. G. Kendall and A. Stuart, The Advanced Theory of
Statistics, Vol. I, London, 1969, Chapters 2 anmd 10; and also
J. N. lorgan, "The Anatomy of Income Dlotrlbutlon“, Review of Economics

- Pi)(qi + qi+l)' where Pi and q; are the

and Statistics, Vol. 44, 1962, Appendix.

e Sees M. Bronfenbrenner, op. cit., p. 43.
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the importance of both the low and high incomes relative to the moderate
income, via the process of cumulation".42 Similarly, it tends to be
insensitive to small percentage changes that might represent large
income shifts in favour of the lower income classes.q'3

Another problem in using the Lorenz Curve method arises when two
curves intersect, As Weisskoff has observed, "it follows that signifi-
cantly differently distributions may yield identical Gini Rantios".mP
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 of perfect inequality and equality are so

extreme that changes in the Gini Ratio over time woul

tend to understate any actual gains toward equality." >

Some writers have attempted to suggest alternative measures to the
Gini Ratio. In a recent paper Oshima has proposed an Index of Decile
Inequality.46 Here, deciles are formed by dividing the array of households,
arranged in ascending oxder of income, into ten equal groups. Defining

di as the absolute deviation from 10% of the proportion of total family

income held by families {a household) in the ith decile, and expressing

b2 H. T. Oshima, “"Income Inequality and Economic Growth: The Post War
Experience of Asian Countries", The Malayan Economic Review, October

1970.

43 Selma Goldsmith, "Appraisal of Basic Data Available for Constructing
Income Sige Distribution”, in "Conference on Research in Income and
Wealth", Studies in Income and Wealth, Vol. 13, New York, National
Bureau of Economic Research, 1951, p. 299.

Ll

R, Weisskoff, "Income Distribution and Economic Growth in Puerto

1970, p. 307.
h5 I?ig.
46

H, T. Oshima, on. cit.
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di in percentage units, the mean absolute deviation can be obtained as
Zdi/iO. This expression would have the range 0-18, and hence the Index
of Decile Inequality will be Zdi/180, which will have the range 0-1.
Oshima says that the Gini Ratio will tend to be larger than this decile
index because the former places relatively high weights on income shares
at the upper and lower extremes of the distribution,

From a statistical standpoint it has been argued that "the logs of
income conform more closely to a normal distribution than does income in
natural numbers".qy It has been further stated that the variance of
logarithms of incomes is itself a ratio and independent of the original
monetary units, and therefore is more suitable for international
comparisons of income distribution. On this basis the standard deviation
of logs of income becomes another summary indicator of income distribution:
a lower standard deviation indicating a narrow differential between
income groups. The standard deviation of logarithms attaches more weight
to transfers at the lower end of the distribution., The interquartile
measures which reflect the transfers affecting middle income classes
(i.e. the middle 50% of income recipients) is another summary indicator
of income distribution.

A. Fishlow, analysing Brazilian Income Distribution data, has used
a statistical index developed by Theil. According to Fishlow, this
measure hes the advantage that it can be decomposed into income components

and by sectoral division.

7 Irving Kravis, The Structure of Income, Philadelphia, The
University of Pennsylvania Press, 1062, p. 180. Also, see:
J. Altchison and J. A, C. Brown, The Lognormal Distribution,

Cambridge University Press, 1957.

48

Albert Fishlow, "Brazilian Size Distribution of Income", American
Economic Review, Paper and Proceedings, Vol. LXII, No. 2, hay 1972,

Pp. 391-402., The index he used is one that was introduced by H. Theil,
Economics and Infomation Theory, North Hollsnd Publishing Co., Amsterdam,

1967,
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The United Nations team that analysed Latin American Income
Distribution made use of more decomposed and detailed data presentetions
which enabled calculations of the proportion of the population receiving
a given proportion of the mean or median per capita income to be made.49

In the absence of detailed data measures the mean and median can be
used to arrive at a proxy for the skewness in income distribution. If a
diétribution is perfectly symmetrical (or normal) its median will coincide
with the mean. Therefore, when the ratio of median to mean is equal to
one, we can say that the distribution is normal. Income distribution of
a country is assumed to be "positively skewed", where the mean income is
higher than the median income. Thus, a median to mean ratio less than
one will result.5o

One method that is increasingly used is to assess the relative share

51

of different income groups. Income groups are arrenged as either
percentiles, deciles or quintiles, thereby enabling a comparison of the
richest and the poorest segments. The choice of groups is arbitrary and
will depend upon the policy focus. Turnham has suggested that (along
with the decile information), a statistic representing the ratio of

the share of income received by different groups (for example, top

20% to the bottom 20%) can be computed.52

k9 U.N., Economic Commission for Latin America, Economic Survey of
Latin America, Part 3, Special Studies (Income Distribution in Latin

. America), 1969,

20 Sees 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 it is possible to generate a curve portraying a distribution.

_He has, by using a transformed exponential function, showed that the
degree of skewness and the degree of distributive equity are inter-
dependent,

o1 Sees H. B, Chenery, Redistribution with Growth, Oxford University
Press, London, 1974, Chapter 1.

22 D. Turnham, Income Distributicns Measurement and Problems, Inter-
national Development, Dobbs-Ferry, New York, 1972, D. 37.
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The foregoing summary on different indicators of income distribution
is intended to give a general idea about the available choice of
indicators. It suggests that it may be desirable tc rely on several
indicators rather than just one. This will not only help to reduce
ambiguity but might also suggest what the socio-political and economic
implications of the trends in income distribution are. Also, in LDCs
the distribution of income between sectors (e.g. rural/urban) is also
very important.

As farx asrthis study is concerned, it might be more satisfactory to
use several indicators in the absence of an agreed basis for selecting
between indicators. In the final analysis, however, data limitations will
often 1imit the choice, and the measure adopted will often be that which

can be readily computed from the information at hand.

I.5. THEORETICAL DIMENSICNS OF THE INCOME DISTRIBUTION ISSUE

A. Different Aspects of Income Distribution Theory

At the outset, it must be stressed that there are many different
aspects of the problem of income distribution. Each aspect corresponds
to a different division of society, such as social groups, regions, races,
factors of production etc. Therefore, we cannot talk about "a theory" of
income distribution without specifying that distributional aspect to which
we are referring.53

Economists, both past and present, have been mainly concerned with

St

the functional and personal aspects of distribution, although occupational

23 For details see: M, Bronfenbrenner, Income Distribution Theory,
op. cit.; J. Pen, Income Distribution, London, The Penguing Press, 1971;
and J. Marchal and B, Ducross (eds.), The Distribution of National
Income, The Macmillan Press Ltd,, London, 1968,

S

M. Bronfenbrenner, op. cit., pp. 26-27.
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regional, industrial and racial 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 literature dealing with the various
types of distribution, more recent efforts have been to relate
distributional 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 social and political
structure and beshaviour. Such an approach is necessary to understand
the probable csuses, consequences, and interactions associated with
distributional equity and development experiences of countries.

The bulk of the refined theoretical work on income distribution
comes from economists, but sociologists and political scientists have
also made valuable contributions to this subject. While it is beyond
the scope of this thesis to review and/or synthesize all the theoretical
work in relation to the various categories of income distribution, we
attempt here simply to focus attention on some of the highlights of
theories of income distribution. This will help us to analyse the trends
and patterns of different types of distributions, and also to trace the

possible interactions among them,

B. Functional Distribution Theories
In spite of the recognition of different types of distributions,
economists have generally discussed the problem of distribution "almost

exclusively 55
in terms of functional distribution'. But even here, one is confronted

25 Ibid., p. 120. But we find that statement is not quite true of the
Walrasian school of neo-classical economics,
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with theoretical controversy. Since income distribution can be viewed as
an intermediate stage between production and consumption, it is
susceptible to approach from either the supply side or the demand side.
On the other hand, distribution can also be approached from the micro or
the macro level,

In the classical view the size of production and national income
are determined by the productive capacity. The latter is, in turn,
influ;nced by the available amounts of the factors of production, i.e.
above all capital and labour, and further by the production function, the
relationship between the inputs, that is to say the amounts of capital
and labour, and the size of production. The classical writers, including
Marx, were primarily concerned with the distribution among factors of
production (land, labour and capital) and the distribution among persons
received relatively little attention.56

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 total income in such a context,
depends on the quantity of that factor employed and its price per unit,
vhich in turn are explained in terms of the marginal productivity theory.
In other words, the distribution theory has been, under this approach,
telescoped into a micro theory of input prices where in most cases the
determinants of quantity employed are not explicitly stated (but taken
as the quantity in existence). Hence, the value of a factor's marginal
product and the extent to which that factor is employed determines its
relative shaxre,

The Post-Keynesians are primarily concerned with the demand (or

expenditure allocation) side of the economy, and tend to consider income

. e o o e A

56 A, B. Atkinson, The Fconomics of Inecuality, Clarendon Press,

Oxford, 1975, p. 2.
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distribution as more of a macro phenomenon than a micro one. They
complain that the determination of prices and quantities in terms of
marginal productivity theory is based entirely on micro-economics.
Furthermore, they cite the problem of "adding up™ different marginal
products (of the heterogeneous factor inputs) in arriving at the relative
shares. They also cite empirical evidence showing deviations of "cost"
per unit of input from the "returns" for the same factor.

The Post-Keynesians emphasize the importance of demand components

57

such as investment and consumption. In contrast to marginalists they
concentrate upon the relationship of output and their income-generating
effects, rather than on looking at relationships between inputs such as
capital and labour. Consequently, and inevitably, they get involved in
the economic growth process in order to identify the distribution
process.58

After emphzsizing the crucial relationships of investment to growth,
and while holding to the saving-investment identity, the Post-Keynesians
look at the composition of savings. They distinguish between worker's
savings and capitalist's savings. The worker's source of savings is
his wages, while the capitalists save from their profits. Thus, one has
to consider the propensities to save of these two different groups.
This savings differentiation (i.e. the higher savings ratios and capital
accumulation by the capitalist segment of the economy) leads to income

inequalities via demand effects,

One must conclude that neither of these two approaches should be

e

57 See: N. Kaldor, "Alternative Theories of Distribution" in his
Essays in Value and Distribution, The Free Press of Glencoe, New York,
Chapter 10.

58 Sees Ibid., Kaldor based his work on Harrod's growth equations and
savings-investment identities, so that investment jointly explains
growth and distribution.
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preferred to the other by careful analysts. A comprehensive theory of
income distribution requires that both supply and demand aspects be
taken inte account and both micro and macro levels be considered. Also,
there are several other exogenous and endogenous factors that can be
classified as either institutional or socio-political, interacting in
the process of distribution of income that are not normally captured in

59

these abstract models.

C. Personal or Size Distribution Theories

In this context Adelman and Morris comment that the

"Theories of income distribution usually emphasize explanations

of functional income shares and seldom make explicit

implications for the distribution of income among

persons and households."
After surveying the major theoretical approaches to income distribution
they felt that,

“"The implicit assumption of all theories with respect to the

size distribution is that individuals vossess various

cuantities of primary factors (capital, labour, land, etc.)

which determine their income shares and that these

functional shares, '%Bso facto®, determine the distribution
or personal income."

This implies that there has been very little explicit theorizing on the
non-functional aspects of income distribution. However, this is not
true. Some theoretical work has accepted to explain the personal (size)
and sectoral distributions. Furthermore, recent empirical studies
(relating primarily to the U.S.A. and other developed countries), and
the emerging interest in income distribution in LDCs, have generated a
growing number of hypotheses which might help to bridge the gaps in

existing theories and lead to the formulation of new theories.

29 J. Marchal and B. Ducross(ed.), The Distribution of National Income,
op. cit., p. 1.

o Irma Adelman and Cynthia T. Morris, Who Benefits from Economic

Develovment? Paper submitted to the International lMeeting of

Directors of Development Research and Training Institute, Belgrade
tugust, 1972, pp. 1-2.
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In relating the functional distribution to the personal distribution
there is a temgency to assume, though it cannot always be the case, that
the larger the individual‘s income the smaller the proportion that is
derived from wages and salaries, As a corollary to this it is usually
assumed that any measure that increases the labour share of the
functional distribution will 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 distribution theories.
However, given that some families derive income from capital as well as
from their labour, and given that there are transfer processes involved
in income streams differences in factor shares do not necessarily imply

differences between social and economic group.

D. gggtors @gglaigiqg“Qb%ng§§miq_lncomeHD}stribution

Factors responsible for changes in the distribution of income are
numerous. Vriters on personal or size distribution of inceme have in
most cases attempted to project the pattern of income distribution and/or
suggest causes of income disparities.

Barly studies by Pareto seemed to show a remarkable degree of
similarity in the inequality of personal distribution of income for
different countries, and historical periods. Later, Davis recast
Pareto's Law into a condition for social stability in what he calls a
mathematical interpretation of history.él

Notwithstanding Pareto's guidelines theorists raised the question
as ‘to why the earnings of individuals are so skewedly distributed when

most of the other basic human attributes, particularly ability, are

normally distributed. Some answered this by arguing that extreme

k2 A e et . e et

61

H, T. Davis, Analysis of Economic Time Series, Principa Press,
Bloomington . , 1941, Chapter 9.
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incomes can only be a temporary or a seasonal phenomena and if -

averaged over a number of years might approximate to a normal distribu-
tion.62 Others suggested that although individual attributes taken
separately are normally distributed, some combinations of attributes
might be distributed in a skewed fashion thus giving rise to disparities
in income levels.63 Others have submitted a range of both theoretical
and empirical propositions regarding the disparities in earningé and
income distribution.éa It is interesting to outline the salient features
of those viewpoints.

In regard to the process of income determination both marginalists
and Keynesians assume that there is complete factor mobility and effective
competitive conditions in the economy. This is no doubt a very hard
assumption to make, especially in UDCs which are mostly referred to as
"dualistic societies™. By definition "dualism"™ precludes the above
conditions.65 In other words, as one writer on LDC income distribution

has stated, "development involves non-competing groups. Thus a single

62 Robert Solow, “Some Long-Run Aspects of the Distribution of Wage

Income, Econometrica, July 1951, pp. 333-354.

63

C. H. Boissevian, "Distribution of Abilities Depending upon the
more Independent Factors™, METRON 13, 1939, cited in J. N, Morgan,
Income and Wealth in the United States, McGraw-Hill, New York.» 1962,
p. 19.

One must recognize that earnings differentials are just one component
in income disparities, While explanation of functional income
distribution {either in terms of supply or demand oriented apvroaches)
might account for earnings differentials, it will not always account
for personal, regional, racial and such other distributional
disparities. Not only do households receive income from more than
one factor, but also their decisions, potentials and opportunities to
particivate in the production process would not be fully explained by
economic factors. However, a summation of the earnings of all factors
of production owned by each household forms the size distribution of
factor income,
65 . . . Y
For an account of Dual Economics, see: G. M. Meier, leading Issues
in Economic Development, Oxford University Press, 1970, p. 121.
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66

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 inequality. He
refers mainly to the availability of credit as playing a significant part
in facilitating higher receipts for some income groups.67 In view of the
Green Revolution's technological package, the importance of credit has
become more crucial for farmers in LDCs.68 If the lenders view small
peasants as having a zero or negative expected return the access to
credit for these groups would be low, and so will be their productive
opportunities. Thus, the income distribution effects of the new
technology can be unfavourable to small farmers.

Another explanation of income disparities is that people might
differ in their attitudes towards risk taking or uncertainty bearing.69
Similarly, the preference functions of different individuals, i.e. how
they allocate their time between work and leisure or economic
activities and soclo-cultural work, can also have differential impacts
on distribution.

The theory of human capital seems to have gained wide popularity
70

in recent years as an explanation of income distributional patterns,

66

M. M. MacDonald, "Income Distribution and Economic Mobility in
Taiwan®, Ph.D. Dissertation submitted to the Mlchngan University,
1974, p. 9.

67 S. Lebergott, “The Shape of the Income Distribution", American
Econonic Review, 49, 1959, p. 328.

68

See: Keith Griffin, The Green Revolution: An Economic Analysis,

Geneva, United Nations, 1972, Chapter 1.
&g M. Friedman, "“Choice, Chance and the Personal Distribution of Income",
Journal of Political Economy, Vol. 41, September 1653, p. 277 and
b o

Sees Gary S. Becker, Human Capital and the Personal Distritution of
Income: An Analytical Approach, “Ann Arbor, Institute of Public
Adninistration, Unlver51ty of lichigan, 1967; and G. C. Harcourt and
N. F. Laing {eds.), Capital and Growth, Penguin Books Ltd., 1971,

Part 1.
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This theory emphasises investment in education, training and
skill-acquisition as vital elements in the "ability" of labour. Thus
even though "pure" ability may be normally distributed "acquired"
ability need not be so and will therefore influence the distribution of
income.71 This implies that not only the amount invested but the
process and sources of such investments are also important in

- determining the ultimate income distribution.

The institution of inheritance and the legal-cultural provisions
with regard to property rights in a society can explain the existence
and perpetuation of income disparity. For example, especially in an
agrarian economy, the ownership of land and land tenure patterns can have

72

a high degree of relation to the pattern of income distribution. Hence,
it becomes important to understand the impact of wealth distribution
on income distribution and their two way relationships.?3

Similarly, income distribution cannot exlusively be regarded as
taking place in a free market economy. Government expenditure policies
can introduce significant elenents into the distributive and redistri-~
butive mechanism of a country . The real incidence and burden of
government expenditure and its financing can have either vertical or
horizontal distributional effects. 1In fact, the effect of social policy
on redistribution can be assessed only when taking into consideration

7

the whole mechanism of redistribution expenditure and taxation.

L Harold Iydall, The Structure of Farnings, ClaTreridon Press, Oxford,

1968, discusses these aspects.
i See for example: Peter Dorner, Land Reform and Economic
Development, op. cit., Chapter 3.

! 73 Sees: Robert Lampman, Changes in Concentration of Wealth,

Edward C. Budd (ed.), op._cit., pp. 80-85 for a brief discussion to
this issue.

T For an interesting discussion to this effect, see: T. B. Linm,
"Redistribution of Income in UD Territcries", in Alan T. Peacock (ed.),
Income Redistribution and Social Policy, Alden Press, England, 1954,
pp. 268=2c0.
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Usually, the more progressive the direct and indirect tax structure is,
the greater will be the redistributive effects of the government
expenditure.

On the other hand, social benefits may be specifically geared
mainly to help the low income groups, thereby reducing disparities; or
they may benefit all irrespective of income levels, and hence have little
impact on the initial pattern of income distribution. Egalitarian
effects of government social expenditure can also be offset by infla-~
tionary tendencies in the economy depending on the market basket of goods
of the poor. Furthermore, the composition and the nature of government
expenditure, as well as its volume, can be impoxrtant in determining the
distributional impact.,

In an effort to learn more about the impact of government fiscal
policies on the size distribution of income, economists have conducted
what are called tax and expenditure incidence studies. These empirical
studies éttempt to show just where the burden of taxes fall and the
benefits of government spending accrue under certain tax and benefit
incidence assumptions. Due to conceptual and statistical difficulties
most research has been concerned with only the tax side. Only a few
researchers have considered both tax and expenditure incidence togéther
and netted out the two effects across income classes. Termed a fiscal or
budget incidence study, this is obviously a more complete and
satisfactory way to analyse the redistributive impact of government
policies,

To sum up, a government can use its tax and expenditure policies
to alter the distribution of income. The way to estimate the impact of
such policies is through fiscal incidence studies, which indicate
vhether and to what extent the government has done its part in
redistributing income and in which direction.

Besides the social and welfare expenditure policies mentioned



..35-

above, government intervention in economic activity can take several

forms, For example, by designing income and wage policies, facilitating
labour protection and unionism, a2nd moreover, by direct participation as

a producer and employer, governments can exert a far reaching impacts on
the pattern of income distribution. Such government actions can affect

the different bases of income distribution mentioned above (i.e. functional,
personal, regional, sectoral, occupational and racial distributions of
income),

The role of the public sector, however, must not be viewed simply
from an economic viewpoint . The political dynamics associated with mass
participation, pressure groups, power bases and vested interests, all
influence governmental action.

As far as this study is concerned, a better understanding of the
factors responsible for changes in the distributicn of income can be
obtained by referring to the structural and institutional changes which
have been brought about by government social and economic pblicies during

the period in question.

E. Relationship between Economic Growth and Income Distribution

The twin goals of modern economics, namely rapid economic growth
and the egquitable distribution of income, can be examined in two ways.
One is to examine the effects of economic growth on the size distribution
of income. The other is to study the effects of alternative income
distribution on economic growth through its influences on aggregate
savings and employment. This two-way interaction of development and
income distribution can be explained in terms of economic, political, and
sociological theories.

At the outset it must be said that most of the theoretical guidelines
about the relationships between economic growth and income distribution

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 the
other hand, sociological and political thecries encompassing notions of
development and distributional equity have not been adequately tested.
Hovever, it is not this thesis® concern to synthesise different theories
or perspectives, but rather to highlight their major propositions.

75

The empirical studies by Kuznets'~ are the early attempts to obtain
some evidence on the changing pattern of income distribution as the economy
develops over time, He presented the following major propositions:
(i) The overall income distribution of a total population is a combination
of income distributions of the rural and urban populations. Overall
inequality will depend on the relative sizes, average incomes and
within-sector income distribution patterns of these two sectors.
(ii) The agriculture sector tends to have a more equal income distribution
around a lower mean than does the urban sector. Growth usually involves
a shift from agriculture to industry and hence increasing urbarnization.
(1ii) Eventually, due to the expansion of economic opportunities and other
spread effects, distribution becomes more equal within the urban sector
and thefefore overall ineguality can decrease with higher mean income.
The foregoing propositions suggest a U-shaped relationship between
income growth and equality. Hence, the distributional equity of a
country at a given time and at different points of time may be viewed as
a function of its level of income and process of growth respectively.
Morgan and Kravis have studied income distribution in both LDCs and
more highly developed economies and their results tend to support

76

Kuznets' thesis. However, most of their studies were based on cross

& S. Kuznets, "Economic Growth and Income Inequality", American
Economic Review, XLV, No. 1, March 1955, pp. 1-28.

76 T. Morgan, "Distribution of Income in Ceylon,’, Puerto Rico, The U.S.,

and the U.X.", Economic Journal, XLIII, December 1953, pp. 821-835; and

I. Kravis, "International Differences in the Distribution of Income",

Review of Economics and Statistics, XLII, November 1960, pp. L08-416.
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section2l analyses, while Kuznets' original propositions referred to
the growth process of a given economy,

Weisskoff has examined changeS in income distribution in some
Latin American Countries. His results generally confirmed Kuznets'
thesis, Ojha and Bhatt found the distribution of income in India is not
much different from those in the developed countries.77 Although they
found evidence that did not support Kuznets' speculations concerning
overall distribution, they did find more equality in the rural sector
than in the urban sector as Kuznets® hypothesised. These studies of
overall and sectoral distribution patterns and their relation to econonmic
growth give us only vague theoretical guidelines,

When talking about economic growth and structural change, it is
hardly possible to overlook the role of technology. In addition to the
distributional effects that technological diffusion can induce through
the process of economic growth, technology itself can have more direct
implications on employment and inCome distribution. Technological
changes associated with the rapid moves for industrizlisation and Green
Revolutionary strategies have been cited as such instances.

Thiesenhusen has noted the possible adverse effects of technological
change on employment and income distribution in the absence of desirable
institutionél changes in such areas as land tenure, credit and
marketing.78 One way in which technological change affects income
distribution is through its impact on labour utilization. Hence, the

rate as well as the bias of technological change become determinants of

77 p. D. 0jha and V. V. Bhatt, "Pattern of Income Distribution in an
Underdeveloved Economy: A Case Study of India", American Economic
Review, 54:5, September 1964, pp. 711-720.

78 ¥. C. Thiesenhusen, Tecbnologlcal Change and Tncome Distribution in

Latin America, Land Tenure Center, Paper No. 78, University of
Wisconsin, Madison, 1971.
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functional, sectoral, and size distribution of income.

Adelman and Morris have attempted tc observe the empirical
relationsnip between growth and equality and to investigate the sources
on inter-country variations.?g They found no conclusive evidence to
support the U-shaped relation of equality and growth.

Their second work (which involved a multivariate analysis using
31 indices of economic, political, and social factors) found four
factors most crucial in shaping income distribution. These were
(i) the rate of improvements in human resources, especially education;
(i1) the abundance of natural resources (a proxy for wealth concentra-
tion); (iii) the extent of direct govermment activity (government
investment and expenditure policies); and (iv) the degree of dualism
(socio-econonic and technological aspects of dualism). Of these
factors, (i) and (iii) contribute to the reduction of inequality, while
(ii) and (iv) tend to imply greater inequality. Although their work is
an over-generalisation of the experiences of 44 LDCs, these variables
can be taken as important guidelines for theoretical and empirical
research on the income distribution issue.

While the growth process can influence the income distribution
pattern, the reverse can also be true. The theoretical and empirical
guidelines in this context fall into two categories: one suggests that
disparity tends to foster growth, while the other argues that reduction
of inequalities is desirable for growth,

It has been a conventional argument that uneven income distribution
is conducive to growth. This is based on the assumption that the upper

income groups have higher savings propensities than the poor, and this

e e ettt b

9

Adelman and Morris, Who Benefits from Economic Development? op._ cit.

p. 46.




..39..

saving effect will lead to higher investment and rapid growth. Hence,
the implication of egualising distribution of 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. It also implies that all such savings
would be chamnelled to productive investments, Moreover, it assumes that
increases in investments assure higher economic growth,

There is no need to emphasise that all these are highly debatable
statements. In many LDCs the rich have high levels of luxury consumption
and also high propensities to consume. ‘Even if they do save more, it may
be deposited abroad rather than invested domestically. Thus, if the
hypothesised links among inequality-saving-investment-growth are weak or
non-existent, the trade~off doctrine (between equality and growth) would
not be universally valid. In other words, income inecuality will not
necessarily promote economic growth,

The contrary-line of thought suggests that highly concentrated income
might be a barrier to growth. It argues that a high degree of inequality
in purchasing power distorts the demand structure and reduces the market
size. The proponents of such arguments advocate better income distritution
to influence the composition of demand and thereby widen investment
opvortunities. Income redistribution could shift demand from sophisticated
capital intensive goods to more labour intensive goods and facilitate
more employment,

Employment has been citéd as an important variable determining
distributional patterns. For instance, William Cline, concludes that
"the most efficient and effective policy, for income distribution, is

the expansion of employment opportunities".Bo The argument about

——— s
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William R. Cline, The Potenti=l iffects of Income Distritution on
Economic Growth, in Latin American Countries, Preeger, New York,
1972, p. 234.
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widening the market speculates that distribution of purchasing power
to a majority would enable the exploitation of economies of scale. Also,
on the basis of human capital investment theories, a productivity
argument can also be made in favour of redistribution; i.e. the
redistributive measures would improve the nutritional standands,
education, skills 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

full of mixed views and speculations that have not been adequately tested.

I.6. PATTERN OF TRADE AND DEVELOPMENT

The purpose of this section is to develop an analytical framework
to distinguish various stages of growth, and to identify the
characteristic pattern of trade and development underlying each of

these stages.

A. §E§ges of Growth and Models of Trade and Development

There are five stages of development identified by Arthur Lewis:

"A first stage where exports are the engine of growth; a
second stage where import substitution sets the pace;

stage three, where unbalanced growth may set off

structural inflation; stage four, where the propensity

to import is reduced by breaking bottlenecks; and stage
five, where despite a low import provensity a ceiling is
set to the growth rate of aSTature economy by the potential
. rate of growth of exports."

Here, an attempt is made to identify the formal models of trade and
development implicit in each stage or group of stages. This will serve to
make explicit an important dimension of growth during the various stages,

namely, the changing role of foreign trade in the development process.
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W. A. Lewis, Development Planning: The Essentials of Economic

Policy, Harper and ow Publishers, New York, 1966, p. 38.
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The model of trade and development underlying Lewis® export stage
82

is the "Vent for 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

83

increased demand for exports®.
The major characteristics of the "Vent for surplus™ model can be

best brought out by comparing its assumptions with the alternative

comparative-costs doctrine in both its classical and neoclassical versions.
In making such a comparison with comparative cost theory Myint

states

"the comparative-cost theory assumes that the resources of a
country are given and fully employed before it enters into
international trade. The function of trade is then to reallocate
its given resources more efficiently between domestic and
export production in the light of the new set of relative
prices now open to the country. With given technicues and
full employment, export production can be increased only at
the cost of reducing the domestic production. In contrast,
the 'vent for 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
effective demand for the output of the surplus resources
which would have remained unused in the absence of trade.

It follows that exvort production can be igareased without
necessarily reducing domestic production.®

With regard to the factor-proportions theory (i.e. Heckscher-Chlin),
Myint points out thats

"According to the Ohlin theory, a country about to enter
into international trade is supposed already to possess a
highly develovned and flexible economic system which can
adjust its methods of production and factor combinations to
cope with a wide range of possible variations in relative

BT I —,

82 Sees Hla Myint, "The Classical Theory of Internztional Trade arnd the
Undexrdeveloved Countries® in Rgg@iggsmépAIgtegngEigggl_quqogig§,
Richard D. Irwin Inc., Homewood, Illinois,» 1968, pvo. 318-338.

82 ‘

- W, A, Lewis, Develovment Planning, op. cit., p. 40.

Ok H. Myint, "The Classical Theory of International Trade and the UDCs",
op. cit., p. 327.
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factor supplies ... But in fact the economic framework

of the UDCs is a much cruder avvaratus which can make only
rough and ready edjustments, In particular, with their
meagre technical and capital resources, the underdeveloped
countries operate under conditions nearer to those of fixed
technical coefficients than of variable technical
coefficients. Nor can they make important adjustments
through changes in the outputs of different commodities
reguiring different proportions of factors because of the
inelastic demand both for their domestic production, mainly
consisting of basic foodstuff, and for their exportable
commodities, mainly consisting of industrial rew materials.

w85

The b2sic model implicit in Lewis' second, third and fourth stages
would appear to be another variant of the "vent for surplus" model with,
in this case, labour being the surplus factor.

Richard Caves points out that "placed in the setting of an
international economy, Arthur Lewis' model of development with unlimited
labour bears a close resemblance to Myint's construction."86 As in the
case of Myint‘'s model, Lewis' "devict(s) the effects of trade on growth
as involving the exploitation of resources lacking, in that place and at
that time, any alternative uses of significant economic value."87

The relationship between stages two to four and the "unlimited
supplies of labour" model stems directly from the fact that both describe
the path of an economy with surplus labour towards neoclassical
conditions (i.e. where resources are fully employed).

However, while the "unlimited labour" model concentrates on the

relation between factor supplies, income distribution and growth, the

85 1uia.
86 R. E. Caves, "Vent for Surplus Model of Trade and Growth", in Trade,
Growth and 1 the Balance of Payments, Essays in Honor of Gottfried
Haberler, Rand lcNally and Co., Chicago, 1965, p. 96.

87

Overpopulation in relation to agricultural resources is not a pre-
requisite for the validity of the model if labour supply, fed by
rapid population growth, and rising labour varticipation ratio, is
increasing at a faster rate than demand which is the case with many
developing nations,

88

W. Arthur Lewis, "Economic Development and World Trade", in
B, A, G. Robinzon (ed. Yy Problems in Fconomic Development, Maecmillan

and. fo, Ltd., Lormdon, 1965, p. 488, i
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"stages™ model enphasises the pattern of sectoral growth and its

interrelation with foreign trade. In other words, both models examine
the same growth process but from two different angles. They thus
complement each other.

It is also worth noting that the stages model differs from the
unlimited supplies of labour model in examining the consequences of
deviations from the long term growth path. This is indicated by the
following sequence of growth stages. If "unbalanced growth" prevailed
in stage two it would lead to an inconsistency in the patterns of growth
of supply, demand, and foreign trade. This would, in turn, result in
"structural inflation"™ (i.e. stage three) which would stall growth.
The latter represents a "challenge" 89 to the economy and.requires a
response in the form of policies aimed at bringing the economy back to
the equilibrium path (as defined by the “unlimited labour™ model) if
growth is to be resumed. Carried out successfully, such policies would
constitute stage four.

When an economy reaches stage five it would have achieved the
neo-classical status:

“pProduction for the home market will have grown in relative

importance, and investment for the home market will have

become an autonomous source of economic growth. It is still

necessary for the propensity to import, the rate of growth of

exports and the rate of growth of output to be consistent

with each other, but a nature economy adjusts foreign trade

to grothOrather than depending on foreign trade for

growth."

To sum up, the basic growth mechanism urderlying Lewis® stages of

growth is exports as a “vent for surplus". The primery factors of

89 Ibid.

% W. A, Lewis, Development Planning: The Essentials of Economic
Policy, ov,. cit., p. 43.
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production to be vented are first natural resources and then iabour.

In other words, throughout the growth process, and until the economy
reaches .the neoclassical stage, exports act as the principal engine of
growth, Import substitution can substitute for exports only for a
transitory period. When the economy reaches a level of full employment
exports cease to be the engine of growth but contimue to function as a

_ constraint on growth.

B. Structural Models

To assess the pattern of iaport substitution ard its contribution
to economic growth the present study develops two structural models: a
cross-section "World pattern™ model,91 end an interindustry model (which
vas used in studying Japan's pattern of structural change).92
(i) World Pattern Methodology

The "world pattern™ model is bssed on a modified, and grossly
simplified version of a Walrasian general equilibriunm model.93 The main
modifications involve the introduction of intermediate demand and foreign
trade in sectoral output equations. Income is treated as exogenously
determined., The final specification of the equations used in estimating

the model‘s parameters is as follows:

4

log Vi = log oy + Bi log YP'C' + oy log N (3)

Poqo
log My = log <=, + B; log ¥ + o, log N (4)

5 Seet Hollis B. Chenery and Lance Taylor, "Development Patterns:

Among Countries and Over-Time", The Review of Economic anrd Statistics,
L, No. 4, November 1963, pp. 300-L416.

e See: H. B. Chenery, S. Shishido, and T. Watanabe, "The Pattern of

Japanese Growth, 1914-1G54", Econometrica, XXX, No. 1, Jamuary 1962,
pp. 98-130. ,

93 Sees Hollis B, Chenery, "Patterns of Industrial Growth", The

American Economic Review, LI, No. 4, September 1960, p. 624,
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wheres
Vi, Mi are net output and imports respectively in sector i;

o,
¥

is average income per capitas

N is size of population.

(A1l values are at constant orice U.S. dollars)

The parameters = Bi' oy represent the intercept, income, and
growth parameters respectively. The coefficients of the income and
population variables are referred to as growth parsmeters since they
represent factors on both the demand and supply sides., For example,
changes in per capita income not only affect 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, for the great majority of countries, there were no adequate
time series data available for estimating the model's parameters,
cross-section data were used instead.94 The results of the attempts to
estimate a world pattern vere positive in the sense that all coefficients
had the right sign, standaxd errors were low, and coefficients of
determination high. Thus, from an econometric point of view, these
results support the hypothesis of 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:

First, it is argued that there exists certain factors which influence

the intertemporal growth pattern of most countries towards a uniform

path., Broadly speeking, these uniformity factors are summed up as

Q . : :
ot later estimates used a pooled sample of cross-section and time-series
data. See: Chenery and Taylor, ibid.
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follovss

*(i) similsrities in production relations - common production
functions, substitution of capital for labour with rising
income etc.,

(ii) similarities in domestic demand - both in private
consumption and public expernditures.

(iii) similarities 5g opportunities for trade and international
capital movements.™

Secondly, the resulting uniforn inter-temporal pattern of growth
is assumed to lead to a uniform cross country pattern as follows:

"The inter-country pattern of any year is generated by the

inter-temporal development pattern of all countries in prior

years. If each country’s pattern is dominated by a set of
universal factors common ts all, the cross-section relations

will reveal some of the characteristics of these underlying

factors. If, however, individual peculiarities of each

country and changes in the universal relationships

predoninate, the cross-section relations may be Sg

little use in analysing country growth pattern.” v

Nevertheless, there appears to be two sources of variation among
country growth patterns: a systematic variation in such factors as
technology and tastes which are assumed to be constant; and specific
country conditions such as factor endowment, economic origin, government
policies, etc. However, the correspondence between inter-country and
inter-temporal patterns remains subject to debate.

Attempts to estimate world pattern regression prrameters hased on
time-series have been quite rare compared to those using cross-section
data. Peret Temin's estimates, which were based on sufficiently long
time-series, included only a small number (9) of high-income countries, "

The United Nation's estimates, on the other hand, were based time-series

data spacing less than ten years. Thus, although these studies (among

95 vid., ». 391.
% 1hid., v. 32.

97 P. Temin, "A Time-Series Test of Pattern of Industrial Growth"
Economic Development and Cultur~l Charge, ¥V, No. 2, Part 1,
January 1967, pp. 174-184.
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others) confirm the usefulness of a cross-sectionally derived world
pattern model to explain trerd growth, the evidence they provide is
rather inconclusive. In addition, they have been contradicted by other
evidence.9
(ii) Sectoral Use Pattern and Measurement of Import-Substitution
Many recent studies have presented estimates of the contribution
of import substitution to industrial growth. However, there is still no
gereral agreement on the appropriate way to measure import substitution.99
Most of the currently used measures of import substitution are
adaptations of the procedure suggested by Chenery. Chenery's
interindustry modeiugitempts to ascribe the growth in sectoral output

(gross) among the following four factors:

1. intermedizte demand (R); 2. finzl demand (D);
3, export demand (E); ard 4. import substitution (U2-U1)Sz.

98 See: Alfred Maizels, Industrial Growth ~nd World Trade, Cambridge,

Cambridge Un1verq1fy Press, 1063, vo. 51-56; see alco: M. D, Steuer
and C. Voivodas, "Import Substitution and Chenery's Patterns of
Industrial Growth - A Further Study", Economia Internazionale,
XVIII, No. 1, February 1965, p. 47. — =
29 The measurement of import substitution has been discussed in
Bruton, Henry J., "The Import-Substitution Strategy of Economic
Develorment: A Survey", P“\lqt»n Develovment Review, Vol. 10,
1970, bp. 123-146; CHenery”, Hollis B., "Pattern of Industrial Growth",
op. cit.; H. B, Chenery and S, Shishido, and T. Watanabe, "The
Pattern of Jopanese Growth", ov. cit.; Desai, Padma, "Alternatlve
Measures of Import Subst1tut10n“7~OYf01d Economic Papers, Vol. 21,
No. 3, November 1969; M. L. Fy'=en‘mch, "VA Note on Growth and
Structural Change in Pakistan's Manufacturing Industry: 1954-1064",
Pakistan Develooment Review, Vol 9, 1069, pp. 58-65; Fane, George,
"Import Substitution and Export Exvansion", Pskistan Develooment
Review, Spring 1971; Lewis, R. Stevhen, Jr.,'and Ron-14d Soligo,
WGrowth and Structural Change in Pakistan's Mamufacturing Industrys
1954~64" Pakistan Development Review , Vol. 5, 1965; Samuel A. Morley,
and Gordon %. Smith, "On the Measurement of Import Substitution",
American Economic Review, September 1970, pp. 728-735; and S. A, Morley
znd G. W, Smith, "Import Substitution and Foreign Investment in
Brazil", Oxford Economic Papers, March 1971.

R H. Chenery, "Pattern of Industrial Growth™ on. cit., pp. 639-644;

and. H. Chenery, Shishido, and Watanabe, "The Pattern of Japanese
Growth", op. cit., po. 104-108.
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Starting with the basic identity Q + M= R+ D + E (5)
where s
Q = domestic production,
M = imports,
R = intermediate demard,
D = final domestic demand,
and E = exports;

Ve can derive a similar identity for incremental values, namelys

#
AQ + AM = AR + AD + AE , (5)
If S = Q+ M = total supply

then AS = AR + AD + AE

If U1 = Gi/Sl in the base year, and if U, remains fixed, the change

1
in domestic output AQ is given by U, .48 or Ul(AR 4+ AD 4+ AE), IFf,

however, U, alters to UZ’ vhere U2 = G%/SZ’ then the change in output

1
is given by:
AQ = Ul(AR + AD) + Ul(AE) + (U2 - Ul)s2 (6)

As indicated by the above equation, in measuring the extent to
which different types of demand account for sectoral growth the share of

domestic production to total supply is assumed to be constant at its
initial value. On the other hand, import substitution is measured as
the change in total supply resulting from a decline in the import
coefficient of any sector.

Lewis and Soligo used the above equation (6) in their study of

R They used the first two terms on the

structural change in Pakistan.
right hand side to measure the contribution of demand expansion to the
growth of output and the last term to measure the contribution of import

substitution. Their study attempted to compute the sources of growth of

401 S. R. Lewis znd R. Soligo, "Growth and Structural Change in

Pakistan's Manufacturing Industry: 1954-1964", op. cit., p. 105.
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output in 26 manufacturing industries in Pskistan for the sub-periods
1954/55 to 1959/60 and 1959/60 to 1963/64, as well as for the whole
period 1954/55 to 1963/64. They were especially interested in total
import substitution for three main groups of industries - those producing
consumption goods, intermediate goods, and investment goods. Their
measure of import substitution for a group of industries is the sum of
import substitution within each of the industries in the group - that is
E(Uij - U%j)sgj, where subscripts i and j refer to industry i in group j.
Desa1102 suggests an alternative measure of import-substitution in
group j by firsi aggregating imports and domestic production across
industries in group j and then applying the Chenery/Lewis and Soligo

measure, Here the measure of import-substitution for the group is as

followsg
n 3 n 3 n * 1; s
X X » - a-
21 %/ i3 %) - ik qQ |4 ) R | @)
g i=l "2
A ®
iz @
and,
g '{ i i il 3
Z . - .
15 [ (% /%) - (4 /%)) - % (8)
n
i A4

Desai notes that the different measures give different results.
For example rankings might be reversed. For the Indian economy in the
-period 1951-1963, Desai's resultslo3 appear to indicate that there was
positive import substitution in each of the three groups producing

consumption, intermediate, and investnent goods. This was true whichever

.

Lo P. Desai, "Alternative Measures of Import Substitution", ov. cit.,

p. 320.

0 Ibid., ». 322 (Table 1, Columns 4 and 5).
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measure was used. According to the Desei's measure (ecuation 7),
however, there was negative import substitution in all industries tzken
together.

Desal also considers two variants of another method of measuring
import substitution. According to one variant import substitution in
group j is measured by:

(Mz/sz - M]_/Sl) (9)

The second variant gives the following measures:

M,/S, - M /8

M/

(10)

vhere, Ml and Sl are the imports and tot=al supplies during period 1;
and M2 and 82 are the imports and total supplies during period 2.

A negative value for each of these measures indicates positive
import-substitution.

It is worth noting that in 511 the studies mentioned above, the
expansion of domestic intermediate demand for the output of an industry
is treated as a source of growth of the gross output of that industry.
Hovever, Morley and Smithlo4 adopted a different procedure: they assume
that the economy can be described by a Leontieff open model. Let A
denote a matrix whose typical élement is aij' the input of i per unit of
gross output of j. Let rij be the typical element of the Leontieff
inverse matrix (I-A)“l. Any given vector of final demands
(Fl’ Fyovery Fh) requires a total gross output (domestic and foreign)

b}

X - v :
from industry i defined by: Zi =5 i) Pj. With domestic gross output

104 S. A, Morley ard G. W. Smith, "On the Measurement of Import

Substitution", on. cit., pvn. 729-32; and "Import Substitution and
Foreign Investment in Brazil", op. cit.
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is given by X the foreign gross output of industry i, which is implicitly
devoted to supplying the needs of the domestic economy, is given by:
*

= ¥ _ N e s * "
Mi Zi Xi 5 ri) Mj' Morley and Smith define Ui by s

U¥ = X./70; then dxi = UT 4% aul (11)
X b 1 L 2. hE

Morley and Smith use the second term in this identity (equation 11)
to measure import substitution in industry i.

105

Fane suggests that import substitution for industry i be
measured in two parts: import substitution within the industry, denoted
by Si, and the extra contribution to import substitution in all other

industries, S?. as a result of growth in industry i. The total contri-

< . : . o T . . 2
bution of industry i to import substitution, Si' is defined using:

- *
S5 Sy + 55 (12)

Using formula appropriate for small changes, Fane defined dSi and

*
d.Si by s
dsi = 2z au; (13)
and dS;.l“ = (U; - U) azi (1)
where ¢
X = X352 = ¥;;endU = X/z

The rationale for the definition of dS? is that growth in an
industry with a higher than average ratio of domestic production to
total supply leads to an increase in this ratio for the whole group.
The contribution of import substitution to the growth of all industries

is denoted by S where dS = Z dU. The advantage of the above definition

4 . . Sl e e D R < . Pl . . Wt

105 G. Fane, "Consistent Measures of Import Substitution™, Oxford
Economic Paners, Vol. 25, No. 2, March 1973, pn. 255-257.
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is thet d8 = 2 ds':P.
1 y i

Fane also pointed out that one may wish to consider two or more
levels of aggregation of industries. Therefore, the approach set out
in the above ecuations was extended to yield consistent measures of
import substitution in this more complex situation.

However, the framework for measuring import substitution proposed
by Fane allows one to obtain consistent measures for groups and
sub-groups of industries in sitvations involving sever2l time periods.
Also, these measures are much more useful for analysing and describing
structural changes than the trazditional measures which can be inconsistent
(paradoxical) ard thus very difficult to interpret.

Hughes and Thirlwa11106 have pointed out in a study on trerds and
cycles in import penetration in the U.K., that there are three main

measures of import penetration at the industry level, namely:

mn

P]_j_ = .61 (15 )
i
Poy = Ti | (16)
0., +m, - X,
i al
P31 = ni/Ni (17)
where
m, = the value of imports in industry i;
Oi = the value of final output in industry i;
Xi = the value of exports in industry i;
n, = the number of units of the good imported;
Ni'= the number of units of domestic sales,

o N

106 J. J. Hurhes and A. P, Thirlwall, "Trerds and Cycles in Import

Penetration in the U.K.", Oxford Bulletin of Economics and
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According to the first measure (equation 15), import venetration
will always increase so long as imports increase relative to domestic
output. In the second measure (i.e. PZi)’ import penetration deperds
not only on imports and domestic output but also on exports. The third
measure (equation 17) compzres the number of units of the good imported
with the number of units of domestic sales. Since this last measure is
not defined in value terms it is only suitable for a single product
market, but at best it is only a crude measure since it attaches equal
weight to each unit end will therefore "exaggerate™ import penetration if
export units are more valuable than import units.

Hughes and Thirlwall suggest that a better measure of domestic
performance, and of the growing devendence on imports, is obtained from

novements in the P, measure of import penetration. The reason for their

1

own particular choice is as followss

"Starting from a position of trade balance in which imports =
exports (so that initielly P, = P_), an increase in exports
with no change in domestic output”or imports will cause P
to rise while P, remains unchanged. Conversely a decreasé
in exports woul& cause P, to fall with P, unchanged,

Hence an improvement in éxport performance achieved by
redirecting domestic output into exvorts will reflect
itself in an increase in import penetration if the measure
P, is adopted but not if P. is used. Indeed, depending on
the initial balance between exvorts and imvports, it is
possible for the P, measure of import penetration to rise
despite a slow growth of imports relative to the growth of
output or exports, For example, if X.>m, initially, a
faster rise in exports than imports wIll Faise the P
measure of import venetration while P, falls, In such
circumstances it is h=rdly sensible t0 point to the growth
of imports as a source of domestic weakness, as P, would
suggest, when every encouragement is being made t0 foster
industrial exports."

In this study, the Hughes-Thirlwall measure (i.e. Pl) is ucsed to
estimate the tremd in import-substitution in manufacturing indusfry 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 for the manufacturing sectors.
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SCOPE OF THE STUDY
The remainder of this study is divided into the following chapters:

Chapter 2 examines the basic changes in the agrarian structure, policies
included in the agrarian reform package 2nd the institutions thereby
created,

Chapter 3 examines the impact of the agrarian reforms on the distribution
of agricultural income, It analyses the socio-economic structure of
income distribution in rural Egypt with the aim of evaluating the
redistributional impact of the new social and development policies
pursued after the 1952 revolution. Changes in the distribution of
agricultural income by factor shares is also analysed in oxder to
discern to whet extent the movement in money weges has been associated
with an increase {or a decrease) in real wages during the period under
study.

Chapter 4 an2lyses the basic changes in the industrial sector; the
role of industrial policies in implementing develorment plans. Two
policy frameworks, each pertain to one economic system and hence to a
fairly well defined period of Egypt's history, are distinguished. In
the first system (1930 to the late 1950s) tariff and import controls wexe
the main policy instruments. The second fremework involved direct
investment by the state in industry, the nationalisation of foreign
trade operations, extensive administration of prices, public ownership
of modern industry, and labour and employment policies,

Chapter 5 analyses the basic changes in the fiscal policies in Egypt,
i.e. changes in the structure and size of the budget, changes in the
structure of government expenditure ard the revenue structure used to
finance the expenditures. It also analyses the chonging role of the
public sector in controlling and sllocating investment. Finally, it
examines the changes in the sectoral pattern of ernployment and labour

supply during the period under study.
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Chopter 6 attempts to evalu=te the changes in pattern of consumption
and standards of living in Egypt that may be associated with the
changed distribution of income. Thus, this chapter first examines the
general pattern of private consumption. Two family budget surveys are
used to examine whether or not there is a shift in the patterns of
consumption that may be associated with the changed distribution of
income. Secondly, we compute some conventional summary measures of
inequality in order to test whether the shift, mentioned above, is
associated with 2 fall {or increase) in the overall degree of inequality
of the distribution of total consumption expenditure among the house-
holds. Thirdly, we investigate the consumption function. Two
disaggregations of zggregate consumption are used. The first divides
total consumption by type of consumer and by commodity into:
(a) household food consumption; (b) household non-food consumption;
(c) government consumption, The second divides total non-food consump-
tion (of both household and government) into: (a) consumption of
industrial goodss and (b) consumption of services. That is food
consumption is common to both classifications.
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 this latter residual
approach gives a better description of the pattern of consumption
behaviour in the case of industrizl goods and services, and therefore
provides us with a better forecasting tool in the medium run.

Chapter 7 discusses the specification and estimation of the structural
equations of a2 macro-growth model of import-substitution strategy. The
aim of this is to depict the basic structure and structural transforma-

tion which took place in Egypt's economy during the period in question.




- 56 -

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 policies. Imports amd exports during the period under study
are analysed, special attention being paid to exports of manufactured
products., The purpose of this is to relate the behaviour of manufactured
exports to the growth, diversification, and stability of total exports,
and hence to plece this behaviour in perspective. Economic factors
and policies which have influenced the performance of both industrial
and non-industrizl exports (imports) are also discussed. This chapter
also is concerned with a statistical assessment of some aspects of the
pattern of import-substitution growth and the resulting structural
change. Thus in this chapter we first discuss the pattern of growth of
both the production and trade of primary commodities (i.e. agricultural
and mineral products); secondly, we investigate the pattern of sectoral
growth of manufacturing in particular; thirdly, an anatomy of the
structure and pattern of growth of demand ard import-substitution (as
an alternative source of supply) for the manufacturing sectors is
presented. Finally, we analyse the cost structure, the dependence on
imports of intermediates consumption and the degree of backwerd integra=-
tion of Egyptian industry. The main reason for this latter analysis is
that some of products of the manufacturing sector are for final
consumption, investmert, or exports; where others are used as
intermediary goods, eithér by industry itself or by other sectors. But
the consumption of intermediate products in industry is not limited to
its own products, It includes raw materials and inputs from the
services scctor. Irdustrialisation may reduce the ratio of imports to
total supply of manufactured goods but lead to higher imports of raw
materials and intermedinte services. Therefore, an analysis of the
import structure of intermediate consumption in industry is of some

interest.
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Chapter 9 is devoted to economic policy, analysis and design. In this
chapter we use the model, stated in Chapter 7, to attempt to replicate
the actual economic system during the period in question., Having been
subjected to the above test, the model is used to conduct a two-gap
analysis, and to undertake exveriments aimed at identifying the dominant
gap. This is a preliminary step to policy 2nalysis, since if the
prescribed economic volicies are to be effective they must be directed
towards the binding bottlenecks. Finally, the model is used to test
alternative future strategies aiming at reorienting the economic
system towards its long-run growth path and the requisite external
equilibrium. Here Tinbergen's theory of ecoromic policy is adapted
and used.

Chapter 10 outlines the conclusions of the study and makes some policy

recommerdations.




CHAPTER 2

STRUCTURAL CHANGES AND SOCTALIST TRANSFORMATION IN

EGYPTIAN AGRICULTURE

2.1. A HISTORICAL BACKGROUND

One of the first actions taken by the new regime after the 1952
Revolution was the enactment of the Agrarian Reform Law. Coming only six
weeks after the coup d'etat, the main objective of the reform was political:
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.

Political motivatioﬁs, however dominant, should not rob agrerian
reform of its social and economic significance.l By the beginning of the
1950s the "agrarian question" in Egypt, emanating essentially from
extreme inecquality and growing poverty, had reached a crisis level. Such
poverty and inequality had their historical roots in the system of
private land ownership established in the second half of the 19th century
and the concomitant emergence of a powerful class of large landowners.,

The most striking feature which characterised the evolution of this systen
was the heavy concentration of land ownership and the rapid increase in
the number of small owners in relation to the area of land possessed by
them,

Table 1 shows the evolution in the pattern of land ownexrship during

: For an elaboration of this point see R. Mabro, The Egyptisn Economy,
1952-1972, op. 01t , DD. 56-57.

The intricate hlsbory of land owrership in Fgypt has been the subject
of several studies. See: A. A, El- Dﬂ°souky, Large Landovners and

their kole 1n the 1~ynt1wn *o<1»tv iwiq -1952, “Cairo 1975; R. Abbas

Hﬂmﬁi The Foniql ?,:tom of Egyot under Targe Landowners ]8'7 ]9]4
= a4

Cairo, ]973 Gabriel P:gz, A ‘wfforw_?ﬂ‘f,QIQSTEH;:HiD in Io&ern E\yot,
1800 = -1050, London 1962; and Ibrchim Amer, Land and Fewﬁnnt~ the

Rgrerian tuestion in Erypt, Cairo, 1958.
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the h2lf century preceding the Reform Law of 1052, It shows clearly that
an initial situation of extreme inequzlity in the distribution of land
had actually worsened with the passage of time. Thus we find that at the
turn of the century small farmers (owning less than five feddans) who
represented 80% of the total number of landowners, possessed only 20% of
the land, while large proprietors, owning over 50 feddans and representing
only 1.5% of lendowners, held 44%.of the land. The process of differen=-
tiation continued. A striking feature of this process was the way in
which medium landowrers were able to consolidate their position. Over
the period 1900-1952, the average size of medium ownerships and their
share in the totsl cultivated area remained constant. By contrast, the
number of small owners more than trebled in fifty years; their share of
the total cultivated area increased from some 22% to 35%. Despite this
increase, the average size of their ownership fell from 1.46 to 0.80
feddans, i.e. by 45%. Furthermore, a finer breakdown shows that most of
the increase in small properties took place in the bracket "less than one
feddan". Between 1910 and 1952 the number of owners in this 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 five feddans"™ bracket) and the
average size of proverty declired from 0.47 to 0.38 feddéns.3 This
develooment was largely due to a rapid increase in rural population
combined with the Muslim lows of inheritance which reguired 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 their area showed little change over time. This is partly

explained by the fact that rewly reclaimed land and land sold by the State

—— .

3 R. Mabro, op. cit., pp. 60-61.




Table 1

Changes in distribution of landownership, 1896-1952

Small Ownerships
(Less than 5 feddans)

Medium Ownerships
(5 and less than 50 feddans)

Large Ownerships
(50 feddans and over)

All ownerships
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Notes and

Sources:

(1)
(2)

Before the promulgation of the Land Reform Law.
One feddan = 0.42 hectare = 1.04 acres.

Annuaire Statistique, various issues and Statistical Indicators, 1952-63, Cairo, 1964, p.43.
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from public domains was generally acquired, in the first instance, by the
bigger landlords, a practice which largely offset the adverse effect of
the breaking up of their properties on the total area owned by them.
Thus, through the parallel processes of fragmentation of small properties
and consolidation of medium and large properties, the distribution 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 half of one per cent of the total number of
proprietors but held 35% of the land. At the other end of the spectrum
over two million persons (OWning less tharn one feddan) represented 72% of
the total landowners but held a mere 13% of the total cultiveble area,
These owners who owned less than one feddan each constituted the poorest
section of the landowning class. Some lived in towns or worked in the
villages, having leased their plots to relatives or neighbours; others
rented land to supplement their holdings.5

Outside the spectrum of lendowners there are the landless peasants,
the poorest of the rural poor. Unfortunstely there are no precise
figures for the number of "landless families" in rural Egypt prior to the
agrarian reform. However, a quantitative aznalysis of this problem has
peen undertaker recently. The findings of this analysis are summarized in
Table 2. It shows that the number of "lzndless families" (those with no
access to land, either through ownership or rent) has grown considerably,
both in absolute and relative terms. By 1950 there were some 1.6 million

families, representing over 60% of rural population, who owned no land at

b E. Fshag and M, A, Kamal, “Agrarian Reform in the UAR (Egypt), Bulletin
of the Oxford University Irstitute of Bconomics and Statistics, Vol. 30,

No. 2, May 1068, p. 75.

2 Ibid., bp. 77-78.
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all and who h2d to rely exclusively on their labour for earning a living.
Table 2
Landless Families in Rural Egypt
Before the Agrarian Reform
(000's)
Agriculture Number Number of Nugger Lﬂfgiggs
Census Population | of Rural | Landholding , N |
Py e Landless to Rural
Years Families Families i = o B
Families Families
1929 10,579 1,968 1,207 761 39
1939 11,664 2,170 993 1,177 H
1950 13,700 2,548 997 1,551 61
Source: Samir Radwan, The Impact of Agrarisn Reform on Rural Egypt,

1952-1975, Internation-1 Lﬁbour Office, GenéVa, Janus inuary 1977,
Table 1,2, p. 6.
The lopsided development of private land ownership sketched above

gave birth to an agrarian system that can best be described as "capitalist"

n structure and "feudal" in its social relations. The introduction of
cash crops and the consequent integration of Egypt as a cotton producer
into the world economic system, the develooment of a complex transport

network linking the farms to the market place, the creation of a sophisti-

cated trade and financial structure, have all contributed to the transforma-
tion of Egyptian agriculture from a subsistence into a highly commercialised
and profit-maximising activity. The dual structure of land ownership
~ large estates and small peasant holdings - was also reflected in the

6

This statement is a gross simplification of the outcome of the rich
debate on the nature of Igyot'’s agrarian system which took place in
the 1950s. For 2 summiry see A. Abdel-Mzlek, Egyot: Military
Society, New York,

1968, .D.Dt 5’1"5’70-
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mode of land exploitation. Hgyptisn agriculture was dominated by a

large sector of small family farms totally dependent on family labour

and using primitive tools ard implemnents, while medium and large estates

depended mainly on hired labour, permanent or cesual, and employedvmodern
machinery. The organisational structure of factor markets (lard, labour

and capital) ard the land tenure relationship functioned under a

5

"laissez-faire" system,’ Wages in a labour-surplus economy were always
pushed to subsisterice levels. The cost of medium and short term credit
had been morovolised by the large lardowners, while small peasants had
virtually no access to the modern credit market. Therefore, small
landowners and tenants were compelled to turn to village moneylenders,
merchants and brokers who extorted rates of interest that often exceeded
100% per annum.8 These rates represented 2 heavy burden on the meagre
income of these small farmers. The extremely unfavourable man/land ratio
created an active land market. Heavy speculation in the rural land market
resulted in a tremendous inflation of land prices without any actual
increase in productive investment in land. Moreover, where ownership of
land was concentrated in few hards, leasing was the only way in which the
lard "hunger" could be satisfied. "Absentee 1andlonﬂs" leased their land
either directly or through intermediaries under a wide range of tenzncy

contractss cash rent, rent in kind and sharecropping. It was estimated

e g A e e 5 e -

7 M. Riad El-Ghonemy, "Economic and Institutionzl Orgznisation of
Egyptian Agriculture Since 1952, in P. J. Vatikiotis, Egypt Since the
Revolution, London, 1968, p. 68.

Commercial banks were mainly concerned with financing trade in cotton
by advancing short-term loans to big larndlords, merchents and
exporters, but were not willing to undertake small credit transactions
with the mzss of small farmers. 1In 1931, the Agricultural Credit

Bank was established to provide short-term credit to small and medium
sized cultivators, but this was precluded by Statute from dealing with
tenants or sh-recroppers without the written apnroval of their
landlords, or the provision of some other collateral. For more details
see Section 2.5.A. :
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that by 1950 some 60% of Egypt's cultivated land was tenanted, as
against 17% in 1939.9 Acute competition and exploitation by intermediaries
sent rents rocketing. Average rents increased five times between 1938 and
1950.lO In many cases, because of the rents charged were higher than the
average yield from the land, it was more profitable for the landlord to
lease out his lands than to farm them,

This defective land tenure system resulted in an unequal distribution
of income, as we will see in the next chanter, and also enforced a
pattern of social relations that could be described as feudal. The
village scene was dominated by the large lanleﬂd.ll His manor house was
run by a small axrmy of permenent workers ard their families. Invariably,
he, as the village mayor, was the representative of the State. In short,
he represented the political and social power in the village, and he used
this power to ensure his mastery. Tales of social subjection, illegal
abuses, repressior and human degradation of the "fellahin" were a pale
description of the grim renlity of Egyptisn rural life.

Against this background the leaders of the coup of 23 July 1952

sensed the urgent need to tackle the "agrarian question". The revolutionary

regime enacted a Land Reform Law in September 1952 which represented a
direct attack on the chronic problems of rural Egypt, and was intended to
bring about radiczl changes in the zgrarian structure. This lew was
followed by two others in 1961 end 1969, In addition to this, the
Government has since 1952 enacted other laws and has issued numerous

decrees either supplementing or modifying the provisions of the original

?¢.8.8 Saab, The Reyptian Agrarian Reform, 1952-1062, Oxford University
Press, London 1967, P. 11.

ia Fawzi Abdel-H-meed, The Agrarian Cuestion in Developing Countries and

the Agrarian Reform in Beyot, Cairo lO/,, p. 111 (in Arqbic)~--"*—“

A Usually referred to as the "Pasha".
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reforms, Before looking at these changes in any detail, however, it is

instructive to outline the various policies included in the agrarian

reform package, znd the institutions thereby created. These volicies can
be grouped in the following ways

(a) Policies to chahge the pattern of land ownership: the successive
land reform laws of 1952, 1961 and 1960 fixing a maximum ceiling on
ownership.

(b) Policies related to the organisation of land use: regulztion of
owner-tenant relationship, collectivisation and smallholdings into
large plots, crop rotation,

(c) Policies creating the integrated co-operative system: the
organisation and functions of the supervised co-operatives, first
established on land reform areas and later exterded to cover almost
all the countryside, the role of the co-operative in providing
various inputs, credit, machinery and marketing the crops.

(d) Policies aimed to improve the condition of agricultural labourers:
minimum wage and the right to form a trade union.

(e) Other policies to improve the living conditions in the rural areass
introduction of drinking water and electricity, eduvucation and health
facilities.

It is the 2im of the following sections of this chepter to
investigate the major socio-economic changes which have taken place in
BEgypt®s agrarian structure since 1952, while its impact on structural
shifts in the distribution of agricultural income between various groups

of the peasantry will be examined in the next chapter.

2.2. THE AGRARIAN REFORHM
The First ILand Reform was promulgated on September 7, 1952 and put
into force in October of the same year. It has the following aimss

(a) The redistribution of land held in excess of a maximum limit.
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(b) To increase the flow of savings to industry and commerce.
(c) The development of agriculture.
{d) The regulation of the relationship between londowners and tenants,
(e) The safeguarding of the rights of agricultursl workers.

In addition to these economic aims the reform also had social and
political goals.lz

At the beginning of the scheme the maximum 1imit of landownership was
fixed at 200 feddans, with an additional 100 feddans for the owner's
children provided that the total did not exceed 300 feddans. Any land
held in excess of this was to be requisitioned and redistributed by the
state to small farmers, tenants and labourers. However, big land owners
were allowed to sell land to their previous tenants within a period of
five years in small plots not exceeding five feddans each. Owing to
large-scale disposition of land in this way, this concession was soon
withdrawn (October 1953).13 The law was also amerded (in 1958) to fix a
maximum holdirng by reference to families rather than individuals when it
was realised that landowners were holding land in excess of the legal
maximum of 200 feddans by registering it in the names of their minor
children and wives. The maximum holding by each family was then fixed at
300 feddans. The law also abolished family mortmzins in which the bene=-
ficiaries had control only over the product of the land., Families were
forced to divide such land among their members and if, as a result, the
total holding exceeded the maximum ceiling, the excess was subject to
requisition. Land requisitioned under the 1952 land reform law from

private landlords amounted to 434,000 feddans, or just over 7% of the

e Ministry of National Guidance, State Information Sexrvice, The Charter,

Cairo, M-y 21, 1962,

13 It was estimated that some 145,000 feddans had been sold by that time.
See Esheg and Kamal, "Agrarian Reform in the UAR", op. cit., p. 78.



total cultivated arez,

Subsequent laws extended the scope of lend reform. More land,
amounting to about 440,000 feddans, was requisitioned for distribution in
later years through a variety of actions. The Royal Family estates were
confiscated in 1953; a new law in 1957 extended the reform to charity
domains; in 1962 all lands held by charities became subject to requisition;
more land was later acquired by the sequestration decrees of 1962 and
1964 which confiscated the properties of certain landowners - a political
action which followed the Syrizn secession - and by a law of 1963 which
expropriated foreign proprietors. The most important single measure
taken in this period was the Secord Agrarian Reform Law of July 1961.le
With the new radicalisation drive in July 1961, this reform reduced the
maximum holding by any one person to 100 feddans and imposed a 1limit of
50 feddans on each leasehold. Finally, in August 1969, a Third Agrarian
Reform Law was stipulated, lowering the ceiling for individuel holdings
to 50 feddans and family holdirgs to 100 feddans.
| Exprovriated owners (except for 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 of 3%,
redeemable in thirty years.

The requisitioned land was to be distributed in small plots of two
to five feddans, deverding on quality and the size of the beneficiary's
family. The size of holdings allotted by the land reform authorities was

calculated in such a way as to give each beneficiary and his family an

14 .
Law No. 127, 196€1.
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annual income just sifficient to meet bare subsistence expenses.

Priority in distribution was given to the person who actually
farmed the land, whether tenant or owner, and thereafter to the farmers
with the largest families, and to the poorest members of the village
community.

The requisitioned land was sold by the government to the new bene-
ficiaries, who were to pay for it in equal installments over thirty years.
The selling price was supposed to be equal to the compensation paid to
expropriated owners plus 15% overhead charges to cover the administrative
costs of the new Agrarian Reform Department, as well as 3% interest
per annum.16 The beneficiaries were not allovwed to sell or sublet the
land and, to safeguaxd against fragmentation, land subdivision through‘
inheritance was not permitted. Land reform beneficiaries were required
by law to join a co-operative society which, under the direction of a
government supervisor, was to provide various inputs such as credit,
marketing facilities and the services of tractors and irrigation pumps.

Another major feature of land reform, more significant perhaps

than the redistribution of lard, was the reform of tenancy regulations

15 See: Sayed Marei, "The Agrarian Reforms in Fgypt", International
Labour Review, Vol. LXIX, No. 2, Februery 1954, pp. I45-147. In
This article, a calculation of the cost of livirg of different
families (of varyine sizes) in Ezypt showed that the cost of living
for a family of seven was about £F116 per annum. On the basis of
these calculations, the average share of the individual in land
distribution worked out at 14 Kirat (about 0.6 feddans). This
article also states that "since the income of five feddans under
normal conditions is nearly £FE120 a year and the cost of living of
a family of eight individuals is £Ei28 ver annum, a family of eight
should be the maximum 1limit for the distribution of five feddans.
It can just live on the income of these five feddans, supplemented
by some other help from outside".

16 These conditions were later rel-xed. In 1958 interest on debts was

reduced to 1.57, sunnlementary ch-rges to 10% 2nd the repayment veriod

extended to 40 years. The 1961 1law fixed the beneficiaries’

liability at h=1f the compensation price; in 1064 this was reduced to

one quarter, interest chrrges and payments for goverrment expenses

were also abolished.
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since these were to affect larger sections of the population. It was
estimated that by 1950 some 60% of Egyot's land was cultivated by
tenants.17

The 1952 land reform fixed the rent of agricultural land at a
maximum of seven times the amount of the land tax levied upon it. In the
case of rent based on crop-sharing, it stipulated that the owner®s share
should not exceed one half after the deduction of all expenses., A
three-year minimum duration of tenancy agreements was also stipulated by
the law to guarentee security of tenure. Moreover, it was stipulated that
a copy of the lease should be filed with the village co-operative to
ensure the tenant®s interest,

Table 3 summarises the redistributive effects of land reform laws
enacted during the period 1952-1070. It shows how much land was
distributed each year and the total amounts distributed from the beginning
of the reform to the end of any given year. The table shows that by 1670,
817,538 feddans of land (or slightly less than 13% of the total cultivated
land during this year) hed been distributed to 341,982 frmilies,18 that
is an average of 2.4 feddans per family.

The moderate character of the reform becomes immediately clear., It
touched only a fraction of the land and has certainly not satisfied the
land hunger of the poorest members of the village community, the
"]andless peasants”. As a matter of fact, land reform could have had a
stronger impact had it not been for the piecemeal introduction of
legislations and the illegal vractices of old landowners. For instance,

the area subject to sequestration under the First Agrarian Reform of

17 It was estimated at 700,000 femilies. See M. R, Fl-Ghonemy,
“Feonomic and Institution=l Organisation of Egyptian Agriculture
since 1952", op. cit., p. 74.

18

This comprises some 1,7 million persons, or about 9% of the rural
population,



Table 3

Land Redistribution 1953—1970(1)
Requisition Distribution
Origin of Area Areas Number of Average Amount
Requisitioned land (feddans) (feddans) | beneficiaries | of distributed
Year (families) land per family
(feddans)
1 2 3 4 5
1. First Agrarian Reform Law, | 450 305 1953 16 426 4 784 3.4
1952 (including Royal 54 65 285 24 295 2o
Family Estates) 55 66 687 31 588 % |
56 35 558 15 678 2.3
2. Religious Mortmains, 1957 110 451 1957 42 067 19 701 2s1
58 42 920 17 045 2.8
3. Second Agrarian Reform 214 132 1959 5 982 2 447 2.4
Law, 1961 60 23 426 10 345 2+3
61 28 381 9 291 3.0
4. Charitable Turst, 1962 38 336 1962 106 150 31 605 3.6
63 90 172
5. Sequestrated land 69 323 1964 121 645 ¢ } 107 286 g 242
65 26 013)
6. Aliens' farm properties, 61 910 1966 25 668 12 013 2.1
1963 67 58 107 31 298 1.9
68 20 531 8 295 2.5
7. Others (taken over from 25 979 1969 22 743 9 056 2.5
other organisations) 1970 19 777 7 255 2.7
Total 944 457 Total 817 538 341 982 2.4
i3

Note and Sources: (1) These figures refer to land sequestrated and distributed by the agrarian reform
authorities only and, therefore, exclude some 215,000 feddans of reclaimed land distributed during the same
period. Statistical Yearbook of the Arab Republic of Egypt, 1952-73, October 1974, p.53; Statistical Atlas,
July 196275 Tandholdings and Cultivated Areas in the Arab Republic of Egypt, 1969, November 1972, pp.88 and 91;

and Ministry of Agrarian Reform, Agrarian Reform and Land Reclamation, 1952-63, Cairo, 1963, p.29.
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1952 was estimated to be 656,736 feddans belonging to 1,789 large
landlords. But, as Teble 3 shows, only 459,305 feddans were actually
sequestrated and, if we deduct from these 178,000 feddané which belonged
to the Royal Family, we find that the area actually taken from large
landowners, 272,305 feddens, was much less than half of what it should
have ’heen,l(‘> Large landowners took advantage of the provision in the law
which entitled them to sell land above the fixed ceiling in plots not
exceeding five feddans. As mentioned above, some 145,000 feddans were
disposed of in this way during ore year. Moreover, some landowners were
able to forge backdated sales contracts to members of their families and
thereby avoid the law.

However, these deficiencies should not detract from the historical
significance of the reforms as the first serious challerge to the
authority of large landowners since the introduction of private land

ownership in the second half of the nineteenth century.

2.3. THE IMPACT OF LAND REFORMS O THEZ MATRIX OF LAND OWNZRSHIP

The change in the matrix of land ovwnership in Egypt in the last
two decades can be regarded as a direct result of the implementation of
the two land reforms in 1952 ard 1961. A comparison of the structure of
ownership in 1952 with that in 1965 (the latest year for which data are
available on a comparable basis) reveals interesting features. First,
as Table 4 shows, the number of large ownerships remained almost
constant both in absolute and relative terms, but their share of land
dropped significantly. Thus in 1952 11,000 families, representing

0.4% of landowners, owned more than two million feddans, or 34,2% of

19 F. Abdel-Fattah, "Land and Peasant in Egypt, 1952-1072, The Matrix

of Land Ownership", Al-Taliaa, October 1972, pp. 23=-24 (in Arabic).
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Table 4

Changes in The Structure of Land Ownership in Egypt

1952-1965

) Distribution before 1952 law Distribution after 1952 law Distribution after 1961 law Situation in 1965
Size ;
CkﬁSS Owners Area Average |Owners Area Average|Owners Area Average|Owners Area Average
(feddans) Holding Holding Holding Holding

(000s) % (feddans) % er (000s) % (feddans) % per (000s) % (feddans) % per (000s) % (feddans) % per
wner owner owner owner

.gjaess 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 %.2
~ £
—
S g
=
% o

fB—(lO 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
U.‘~»
\

.?}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) 13 527 8.2 13.3
=ay
2 ol 20-<50 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 12.6 281
RS

" 50-<100 6 0.2 430 712 71.7 6 0.2 430 7.2 71.7 6 0.2 430 7.0 1.7 6 0.2 392 6.1 65.3

j; 100-<200 3 0.1 437 7.3 145.7 3 0.1 437 T2 145.7 5 0:2 500 8.2 100.0 4 0:1 421 6.5 105.3

u
U &
8‘;“5&0\161" 200 2 01 a Iy 19.7 | 588.5 2 0.1 354 5.9 | 177.0 = = = = = - = - - -
Li

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

Notes and Source!

Source:

(1)

Agriculture, Agricultural Economy, Cairo, January 1962, Table 2, p.3.

Adjusted figures.
in 1961 and 1965 respectively.
which is less than the lower bound of the size class of 10-20 feddans.
is consistent with data published by the Ministry of Agriculture for previous years, which were 48,500 for 1956 and 48,300 for 1959.

0fficial data as well as studies using them have been consistently reporting the number of owners in this bracket as 65,000 and 61,000

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,

prevailing in 1961 remained constant.

To correct this error we assumed that the number of owners in 1961 was 48,000 which

See Ministry of

Central Agency for Public Moblisation and Statistics, '"Statistical Yearbook of Arab Republic of Egypt, 1952-73", Cairo, October 1974, pp.54-57.

For 1965, we estimated the number of owners by assuming that the size of average holding
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the lard. In 1965 10,000 families owned 813,000 feddans, or 12,6% of
total land. This change came as a direct result of the disappearance
after 1961 of the very large estates of over 200 foddans.- which

amounted to 19.7% of total land area in 1952, It is, however, interesting
to note that the absolute area previously occupied by the lower strata of
large ownerships (i.e. 50-100 feddans) did not significantly change
despite the reduction of the ceiling to 100 feddans. Secondly, although
the relative number of small ownership remained almost unchanged at 95%,
their share of land increased from 35.4% to 57.1%, and their average

size of holding from 0.8 to 1.2 feddans, during 1952-1965. This change

is attributable to a number of factors. Most important was the redistri-
bution of agrarian reform land which exclusively benefited this group.

It also appears that the effect of inheritznce, which terds to lower the
average size of holding in this bracket, must have been more than offset
by sales from big as well as very small owners to members of this group.zo
Finally, the most striking feature of Table 4 is the way in which the
class of medium owners (5-50 feddans) was able to maintain and consolidate
its position over the years. VWhile their number remained constant between
1952 ard 1965, the total area owned by them actually increased slightly.
Changes within this group are also significant. Ve notice that despite

a significant stability in the relative numbers of both the lower and
upper strata, their shares of land ownership have increased, while the
number and share of the middle group have slightly decreased. This is

due to the parallel processes of fragmentation and concentration. Many
large estates are continually subdivided through inheritance and their

new owners will necessarily Jjoin the ranks of lower ownership brackets.
One is led to think that this would be the main source of growth in the

P OSSR ——

20 R. Mebro, The Feyptian Heonomy, 1952-1972, op. cit., p. 72.
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lower bound of the medium ownership group. The gain of the upper bound
of this group must have resulted from purchases of land by this
relatively wealthy class from large lendcwmers, vhen the latter were
alloved to sell land in excess of the agrori~n reform ceiling, or by
squeezing out smaller Droprietors.z1

We shall now examine the extent to which the above-mentioned changes
in land distribution have altered the extreme inequality which character-
ised the pre-reform ownership structure. There is no doubt that the

disappearance of the very large estates following the First Agrarian

Reform of 1952 must have reduced the flagrant degree of inequality.
Thus, as Table 5 shows, the Gini coefficient, which reflects the degree
of concentration in land ownership, declined from 0.611 before the
promulgation of the 1952 law to 0.492 thereafter. After the enzctment
of the law of 1961 the coefficient declined further so that in 1965 it
was 0,383, showing a further decline in the concentration of land
ownership during the first half of the sixties,

A similar conclusion can 2lso draw by constructing Lorenz curves
which relate to the distribution of land ownership at different points
of time. This is done in Figure 1 which shows that the Lorenz curve
has uniformly moved inwards to a significant degree, indicating a con-
siderable reduction in the degree of concentration of land ownership
between 1052 and 1965.

However, the above results should be trezated with caution. The
Gini coefficients may exaggerate the improvement in land distribution.

First, the official datz on the distribution of land ownership are

i F. Abdel-Fattah, The Contemporary Village: Between Reform and

ﬁqulgiignL"lqu:zﬁfQ: (ziro 1975, p. 26 (in Arabic).




Table 5

Cumulative Percentages of the Number of Owners and of Owned land, and Gini Coefficient

Size Before 1952 Law After 1952 Law In 1961 In 1965
Class
(feddans) [ i
Owners | Area Owners I Area Owners Area Owners Area
i T r I
<5 94.3 | 35.4 94.4 46.6 94.6| 52.1 95.0, 57.1
5-<10 971 44,2 97.0 | 55.4 972" 60T 97.5" 66.6
10-<20 98.8 | 54.9 98.6 | 66.1 98.8] 71.4 98.8) 74.8
20-<50 99.6 65.8 99.6 797 99.6' 84.8 99.7 87.4
50-<100 99.8 | 73.0 99.8 | 86.9 99.8" 91.8 99.9! 93.5
100-<200 99.9 | 80.3 99.9 | 94.1 100.01100.0 100.0;100.0 i
Over 200 (1) 100.0 100.0 100.0 100.0 - - - 0 - ~3
Gini Ratio 0.611 0.492 0.432 0.383 i
1

Note:(1) Computed by Central Bank of Egypt, Economic Review, vol.Viii, wnos. 3 and 4, 1968.

Source: From Table 4.
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deficient in that they eggregate the "less than five feddans"

: ’ . - i R : 22
ownerships, which include some 95% of all owners in one bracket.
Secondly, the official data are also deficient in that they tend to
understate the degree of concentration of land ownership, particularly
for medium and large landowners. This is because landownership statistics
relate to the number of landed properties (ownerships) in each village
and not to the number of proprietors. Thus they disregerd the existence
" .. 23 . - .
of multiple ownership. However, these data limitations are not so
serious as to affect the validity of the main trends in the distribution
of land ownexrship outlined above.

A simple comparison of the changes in the structure of landownership

in Egypt in 1952 with that in 1965, as Table 6 shows, reveals that by

1965 about 671,000 feddans h=d been distributed in full ownership to
small landowners as a result of the 1952 and 1961 measures. The area
finally transferred from big landowners to small landowners as a result
of the measures was much greater, The area scld by big landowners to
small farmers, according to provisions of Article 4 of the 1952 Land
Reform Iaw (enabling the landlords to sell land in excess of the ceiling
to their tenants in small plots not exceeding five feddans), amounted to

107,000 feddans.24 Moreover, about 453,000 feddnnsz5 had been sold to

R Some evidence suggests that the distribution of ownershio within this

very large bracket might heve become more unecusl, After the 1952
reform, the "less then five feddans" owners amounted to 2,642,000
of whom 2,018,000 or 76% ouned less than one feddan. A survey of
ten villages in 1968 suggested that this ratio h:d riser to 89%.
Sees F., Abdel~Fattzh, "The Contemporary Village: Between Reform
and Revolution, 1952-1970", op. cit., p. 26.

25 G. Baer, "A History of L-ndownership in Modern Egypt, 1800-1950",

op. cit.;, p. 77.
l
ol 218,000 feddans represents orivate szles and other transactions which
includes 111,000 feddans sold by other mublic organisations to small
landholders. See: U.A.R., Statistical Handbook, June, 1970, p. 53.
% 671,000 feddans which revresents the cunulative distributions of Iand
Reform up to 1065 minus 218,000 feddans.,




Table 6

Changes in the Structure of landownership, 1952-65

Number of landowners Total Area Owned Sources of Change in Total Area Owned
Before | Before 1965 | Change (a) Transfers of | (p) ppivate sales
Size Class | 1952 Law | 1965 | Change | 1952 Law | (000 ' (000 land as a result | ang other
(feddans) '(ooovs) ‘ (000 feddans)l feddans) ' feddans) gf Agrarla?oggform | transactions (000
rogramme feddars
(000's) | , (000's) , | Fec Lans) |
i 3 4
{5 2642 ' 3033 | +391 2122 I 3693 +1571 +67l( ) I +218( )
5-<10 79 [ 781yl -1 526 | 614, | +88 0 +88
10-<20 47 | 41 -6 638 527 -111 0 ' -111
20-<50 22 29 | 47 654 I 815 | +161 0 | +161
50-<100 6 { 6 | 0 430 l 392 -38 0 -38
100-<200 5 4 o4 437 421 | -16 0 (5) | -16
2200 2 0 ' -2 1177 | 0 I -1177 -875 | =302
| +
Total 2801 | 3191 jf +390 5984 ; 6462 | +478 -—204(6) ' 0
i |

Notes: (1) Adjusted figure (See notes to Table 4) and R. Mabro, The Egyptian Economy, 1952-1972, op.cit., p.73.

127 There is some doubt in this figure. In the absence of firm evidence, one assume that the decrease in the area
in this size class (111,000 feddans) has its counterpart in the 111,000 feddans sold by public organizations to small
farmers. (3) This figure represents the cumulative distributions of Land Reform lands up to 1965. See Table 3,
column 3. (4) This figure includes 111,000 feddans sold by other Public Organizations to small holders. (5) This
figure represents the total area requisitioned from 1952 to 1966. See R. Mabro, The Egyptian Economy, op.cit., p.68.
(6) That figure represents the surplus of the requisitioned area over the actually distributed land.

—84-
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small farmers by land reclamation orgrrisations and companies, including
Nile Depo=it lands and the 1land distributed by the Egyptian Organisation
for Desert Development., The increase in the area owned by medium-sized
landowners in the size-class 20-50 feddans is totally accounted for by
the crash sales and other vnrivate deals in the land market that occurred
after the implementation of the 1952 Land Reform. This can be explained
by the fact that the big landowners sold estates that they were legally
entitled to keen, fearing a2 subsequent reduction of the 1limit on
residual holdirgs, or more drastic tenancy regulations. These estates
were, in general, purch sed in plots of 20-100 feddans by farmers who
either kept them or broke them up further ard sold them to smaller
farmers.26

The main conclusion to be 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
13% 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 eliminnted 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
back 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 but 2lso gained in social and political influence,

e

26

G. Saab, "The Egyptian Agrarian Reform", op. cit., pp. 28-29.
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especially after the demise of the clacs of large landowners,

Furthermore, land reform did not offect the landless pezsants
since land distribution wss 1limited to previous tenants and small
farmers.

The existence of a sizeable pool of lemndless peasants wes - and
still is - a notable feature of the Egyptian Agrariean scene. These
landless peasants, being the least credit-worthy members of the rural
community, find themselves unable to rent land and can only sell their
labour power for subsistence. Thus they are compelled to take casual
day to day employment or to enter longer-term commitments as
permenent 1abourers.27

Accurate data on the landless peasants is not available., However,
a tentative analysis of the number of landless femilies has been
undertsken recently.28 The findings of this analysis are summarised in
Table 7 which shows that there was a significant fzll in the absolute
number of landless families between 1952 and 1961, but an increase
thereafter. This reversal of trend in the late 1960s can be attributed
to the growing population pressure on a limited area of land and the
freeze of agrarien refomrm,

To assess the impact of land redistribution on the structure of
landholdings we distinguished between this impnct on the structure of
landholdings among landowners and among the rural population as a vhole.
This is done in Table 8 for the yesrs 1050 and 1961. Despite some
improvement between the two years the table shows that the distribution

of landholdings was fairly skewed in both years. The land tenure system

e - Y e AR Al il A i M s 28 S s

27

See H. H. Ayrout, The Fgyptian Peasant, Beacon Press, Boston, 1963,
p. 55. '

S. Radwan, "The Impact of Agrarian Reform on Rural Egypt, 1952-1975",
op. cit., p. 22.

28
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Table 7

An Estimate of Landless Families in Rural Egypt, 1950-1972

(000's)

1950 1961 1965 1970 1972

Rural Population 13 700 | 16 120 | 17 604 | 19 280 |19 928

2. Number of people engaged
in non-agricultural

activities 958 1 128 1 232 1 350 1 395

Agricultural population 12 741 |14 992 |16 372 | 17 930 |18 533
4. Number of families

engaged in agriculture 2 548 2 999 3 274 | 3 586 3 707

Number of landed families 1 003 1 642 1 785 1 853 1 857
6. Number of landless

families 1 545 1 357 1 489 1 733 1 850
7. Landless families as %
of agricultural families 60.6 45.3 45,5 48.3 50.0

"Notes and Sources:

Row (1): Figures for 1950, 1961 and 1965 are obtained by interpolating
between population census years; 1970 and 1972 are estimates
of the Central Agency for Public Mobilisation and Statistics
and published in the 1974 World Bank Report on Egypt, Table
1:3s

Row (2): These figures were estimated at 7% of total rural population,
a ratio suggested by population census data.

Row (4): Calculated by applying a uniform average size of rural family
of five persons which is the size observed in successive
population censuses.

Row (5): Figures for 1950 and 1961 represent the total number of
landholdings as reported by the agricultural census in those
years. For subsequent years data were obtained by adding to the
number of landed families reported in 1965 the families receiving
new land from agrarian reform authorities.

Row (6): Figures obtained as a residual.




TABLE 8

Distribution of Landholdings by Size, 1950 and 1961

Among Landowners Among rural population
) 1950 1961 1950 1961
Size
of
Holdings | Total Area Total Area Number of Area Number of Area
(Feddans) gu’f‘;?’” of % (000 % gg%’?ﬁggf % (000 % Holders % | (000 % holders % | (000 %
oldings Feddans) Feddans) (000 Feddans) (000 Feddans)
000 F 1 2 111 N
( amilies) (000 Families) Families Families
g : (1) (1)
Landless O 1545 60.6 000.0 0.0 1357 45.2 ) 000.0 0.0
0-<«1 214 21.4 111.81 1.8 = 435 26.4 Bj 211.2 3.41 214 8.4 111.8 1.8 435 14.5} 211.2 3.4
1-4£2 248 24.8§ 335.7 | 5.5] ™ 386 23.5 .| 505.3 8.1 % 248 9.7 3357 5:5 386 12.9| 505.3 8.1
2= <3 162 16.1} . 373.9) 6.1( 286 17.5 :é 647.9 10.47} & 162 6+3 373.9 6.1 286 9.6| 647.9 10.4
3—-<L4 99 9.9\ 328.7 | 5] ™ 174 10.6' 566.4 9.1\ 99 4.0 328.7 5.4 174 5.8| 566.4 9.1
4-4L5 63 6.3) 272.7| 4.4 = 100 6.1 | 423.6 6.8 5 63 249 27210 4.4 100 3.3| 423.6 6.8
5-<10 122 12,2 818.4 |13.3] &= 170 10.4~l§ 1100.7 17.7 ﬁ 122 4.8 218.4 13.3 170 5.7{1100.7 17.7
10-<20 53 9 é 7053 (1150 57 3.4yl 742.6 12.0] g 53 2ol 705.3 1.5 57 1.9} 742.6 12.0
20-<50 27 2.6 792.1 [12.9) 24 1.571"4 689.3 11.0_] b 27 1.0 792,31 12.9 24 0.8 689.3 110
50-<100 8 0.8 579.1 9.4}§ 6 0.4 429.9 7.0{ R 8 03 579.1 9.4 6 0.2| 429.9 70
2100 % 0.7 1826.3 |29.7 & 4 0.2 905.9 14.5J & i 0.3 | 18263 29.7 4 0.1] 905.9 14.5
-2 .
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

o zzgs -

Note: (1) Compiled from Table 7, row 6.

Source: Compiled From: Ministry of Agriculture, Department of Statistics and Census, Agricultural Census 1950, 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 five feddans
in size accounting for 78.57 of the totzl number of holdings in 1950,
and 84 in 1061, while the acreage they covered amounted to 23.2% and
38% of total cultiveted land in 1950 and 1961 respectively. The group
of medium-sized holdings (from five to 50 feddans) amounted to 20% of
total holdings in 1050 ard 15.3% in 1961, while their cultivated area
rose from 37.7% to 40.7%. The acreage of large farm holdings (50
feddans and over) declined from 39% to 21.5% of total cultivated land
as a result of land reform measures.

Table 8 also shows that the inclusion of the landless in the

distribution of landholdirgs hes furdamentally changed the picture,

that is land distribution among rural population as a whole was much
more unequal than among landowners only. Thus, as Table 9 shows, the
Gini Coefficient of inequality declired from 0.889 to 0.800 between

1950 and 1961, Despite some improvement between these two years the
table shows that while the bottom 40% of the rursl population had no
land in 1961, ard half the population controlled only 1%, the top

10% controlled about 65% of the land. Ve are inclined to believe that
the situation must have worsened during the late 1960s in view of the
fact that landlessress has increased, the supply of arable land remained
more or less constant, and the land distribution programmes affected

only a small proportion of available land.
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Table 9

.

Decile Distributicn of Iandholdings in Egynt,
1950 and 1961

Percentage Shore in Landholding
Deciles
1950 1961
i 0.0 0.0
2 0.0 0.0
3 0.0 0.0
b 0.0 0.0
5 0.0 1.0
6 0.0 2., Sl
] 2.31 b.21
8 16.05 9.62
9 12.03 15.67
10 79.61 64.96
Gini Coefficient 0.889 0.800
(2verage)

2.4, DISTRIBUTION OF HOLDINGS ACCORDING TO TYPE OF TENURE

Tables 10 and 11 present data on the distribution of holdings and
farm area by size of holdings for the basic tynes of tenure,29 From
these data one can see some basic facts characterising the Egyotian

agrarian structure in 1961. First, a high proportion of holdings in

the size clazss less than one feddan (39%) were "purely leased holdings™.

Holdings in the size class 1-3 feddans were distributed more evenly

between the three terure systems but a large proportion of holdings in

e P . e P A e AR el et 8 o ol

29 . - : . : .
“ I~,nd tenure systems include a complex set of relationships which

involves many forms ard bundles of lznd-use rights, For, we shall
concentrate in this section on the relationship between the owner
of the 1and (the one who h=s 2 DossessOry claim to the 1land),
and the lend user or immediate cultivator.
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the range 3-10 feddans were concentrrted in the "mixed" category, where
owned and leassed land are combined together in one operating unit.
Secondly, there was an upper limit to the area governed by a tenant-fermer
as a "purely leased holding" (2lmost 10 feddans). Thirdly, the propor-
tion of "purely leased™ holdings and farm area (for holdings of larger
size, 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 lani tenure. For the largest holdirgs lover 50 feddans),
the “purely leased® category of tenure was negligible.

Table 12 throws some light on the relationship between the size
of farm holdirgs and the type of tenancy arrangement that existed in
1961, It shows data on the distribution of leased holdings and farm
area allocated to "cash rent" and "sharecrovping and other types of
leases"™ by holding sives. The area under "share-cropning" wes
negligible for smallholdings of less than three feddans but significant
for small farms of 3~5 feddans, 2s well as for medium size holdings of
5-20 feddans (which represents 14-18% of totzl leased land), while for
larger farm holdings (over 20 feddans), the proportion of shere-cropping
averzged only 7% of the total leased land,

Although it is difficult to explain the significance of
share-cropping in the tenancy arrangements of medium size holdings, it
might be argued th-t for holdings of more than 20 feddans crop-sharing
ceases to be a profitable arrangement. The incentives for increased
investment as well as for capturing the returns on such investment may
indicate the preference for fixed contractuzal payments.

The pattern of distribution of farm holdings mentioned eazrlier had
negative implications for resource allocation in Egyptian agriculture
and the government pursued a vigorous policy of land consolidation to
alleviate the adverse effects. It attempted to consolidate land holdings

into more efficient larger units through the develovmernt of co-operztive




Table 10

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

Size of Total Number of Number of Number of
Holding Number of "Purely Owned" "Purely leased" "Mixed"
(feddans) Holdings Holdings Holdings 1 Holdings

: % I % b9 : %

+ ]

£1 434 219| 100 204 942 4[ 47 168 791 l 39 60 486 | 14
1-<2 385 901 100 124 479 ‘ 32 138 635 i 36 122 87 '32
2-4L3 286 804 | 100 106 017 37 86 894 30 93 893 ' 33
3-<4 174 595 100 58 827 34 51 109 | 29 64 659 ; 37
4-<5 99 722| 100 32 271 | 32 27 154 27 40 297 41
5-<10 170 0193 100 56 193 I 33 40 292 [ 24 73 534 l43
10-<20 56 705 100 23 329 41 8 254 15 25 122 , 44
20-<50 23 811 | 100 11 295 | 48 1 991 | 8 10 525 | 44
50-<100 6 424 1 100 3 479 54 440 74 2 505 | 39
>100 3 960 | 100 2 338 | 59 266 7 1 356 | 34
Total 1642 160 EIOO 623 170 : 38 523 826 ; 32 495 164! 30
Source: UAR, Agricultural Census 1961, Part I, Section A, Table III.




Table 11

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

Size of Total Area "Purely Owned" "Purely Leased" "Mixed Holdings' | Ratio of rented
Holding (feddans) Holdings Holdings (feddans) to ownedland in
(feddans) (feddans) (feddans) "mixed holdings"
e % L% L%
% ! e
<1 211155 100 92044 44 79658 38 39453 18 1.2
1-<2 505325 | 100 160898 | 32 173707 34 170720 | 34 1.5
2—43 647912 100 236665 36 192006 30 219241 34 1:3
3-<4 566407 llOO 190513 I 34 162737 29 213157 | 47 1.2
4-45 423622 , 100 137176 32 113471 27 172972 41 1.2
5-<10 100669 | 100 363125 33 253500 23 484044 I 44 1a2
10-<20 742619 llOO 307802 [ 41 103498 14 331319 | 45 1.2
20-<50 689267 '100 328373 48 56193 8 304701 44 1.1
50-<100 429952 | 100 232611 | 54 . 29193 4 167925 | 39 1.0
> 100 905911 ‘lOO 615342 | 68 49740 5 240829 | 27 0.9
Total 6222839 |lOO 2664549 | 43 1213926 19.5 2344364 : 37.5 1.+55
| ]
Source: Agricultural Census 1961, Part 1, Section A, Table III.

_Ag_




TABLE 12

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

Total leased Cash Rent Share cropping and others
| 1
Size of holdings | No. of | Area No. of | Area ! No. of | |Area |
holdings | (000 holdings | % (000 | % | holdings ' % | (000 Feddans)| %
(000s) | Feddans) | (000) | Feddans)| (000) | | |
less than 1 229.3 | 102 228.7 | 97| 98.0 | 97 7.0 | 3 | 3.3 | 3
Fzﬁgnlzto lasa 261.4 | 269.4 2a7.4 | 95! 253.3 | o4 15.3 | 5 16.0 | 6
2-43 180.8 | 314.3 165.1 | 911 283.0 ' 90 17.4 9 ! 31.3 | 10
3-<4 115.8 280.7 101.9 | 88, 240.0 85 15.7 | 12 | 40.5 15
4- {5 67.4 | 207.5 58.2 86| 127.4 83 10.4 | 14 35.1 |17
5-{10 113.8 517.5 97.0 85, 426.3 | 82 19,1 15 | 91.2 18
10-420 33.4 | 285.5 29.7 | 89| 247.0 86 3.6 | 11| 38.5 | 14
20-450 12.7 | 216.5 117 02! 200.2 | 92 1.0 8 16.3 8
50-4100 2.9 114.3 2.7 | 93| 106.6 , 93 0.2 | 7| Tl ‘ 7
> 100 1.6 | 163.5 1.5 | 94! 151.8 | 93 0,1 | 6 11.7 7
| | | | |
Total 1019 | 2470 938 |2178.8 | 90.6 | | 291.8
1

Source: Fourth Agricultural Census 1961, Section A, Table V
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organisation. It also aimed to overcome the shortage of agricultural
production, through vertical and horizontal expansions. It is the aim

of the following section to investigate these policies.
2.5. CO~OPERATIVES A? AN ALTERNATIVE FORM OF CRGANISATION FOR
RURAL DEVELOPMERT

One of the most striking features of the Egyptian agrarian reform
was the creation of the supervised co-operatives, These co-operatives,
first established in agrarian reform areas but later extended to cover
almost the entire countryside, have become the most significant policy
instrument through which Government influences rural development,

The principal gquestion that arises here is to what extent did the
co-operative system succeed in changing the character of a predominantly
capitalist agriculture which had developed in Fgypt since the estoblish
ment of private land ownership in the second half of the 19th century?
To answer this question, this section first begins with a brief suxvey
of the evolution e2nd objectives of the co~operative system. Secondly,
it examines the impact of the co-operative system and the various
policies it introduced on resource allocation, the transfer of the
agricultural surplus, the process of differentiation and the change in

the soclo-political power structure in the Hgyptian village.
I g &

A, Evolution, Objectives of the Co-operatives

The creation of the supervised co-operatives in 1952 was
.undoubtedly a turning point in the history of the co-operative movement
in Egypt. Generally, we can distinguish two phases of development prior
to the 1952 Agrarian Reform. The first phase began at the turn of the
century when the emerging class of Fgyptian capitalists (mainly
landownexrs ﬂnﬁ cotton merchants) were looking for an alternative source

of finance to substitute the decreasing flow of foreign capital,

especially after the crash of 1907.. Agricultural credit was difficult
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to obtain from a benking system totally controlled by foreign

interests, 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 willing to undertake small credit
transactions with the mass of small farmers. For loans, real estate
banks asked for collateral security which was far beyond the ability of
small holders to provide. Given these conditions, the majority of
farmers were compelled to turn to village moneylenders who extorted

30

rates of interest that often exceeded 100% per annum, These rates

represented a heavy burden on the nmeagre income of the small farmers.

Some attempts were made to improve the system of ruxsl credit, the
ost important of which was the establishment, in 1902, of the Agri-

cultural Bank of Egypt to provide loans in small sums (£E500) at a 8%

interest rate. DBut the inability of most borrowers to wepzy, due to

v

sharp fluctuations in cotton prices, led to a wave of expropriation of

31

land which effected small farmers in particular. The promulgation of

the five-feddan law in 1912 (prohibiting seizure for debt of propsrties
% = o & -

~n

of five feddans or less) had the adverse effect of reducing the bank's
lending operations., Thus, in 1913 the bank loans offered to small
farmers amounted only to £E4 million compared to debts of £EL2 million

to private moneylerders., Within this context a group of reformers called

1.

foxr the creation of "

agriculturcl unions" to provide farmers with the

necessary credit and services on a co-operative basis

The second phase in the development of the co-operative movement

s B T

30 Ge S. Seab, The Egyptian Agreriasn Reform, 1952-1962, op. cit., p. 8.
£l The nunbar of expropriations of small holdings during the period
1909-1913 avercged around 450 per yenr. See: E, Fsheg and
M. A, h.mal, "A Note on the “b*ovl o txn Aur“l Credit System in
UAR (Egypt)", Bulletin of Oxf nstitute of Zconomics
and St“tygggég, Vol. 29, No.
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followed the 1919 Revolution. One of the most significant measures
taken was the establishment in 1931 of the “Credit Agricole d'Egypte"
to provide co-operatives with the needed credit at a 5% interest rate.
Despite the notable growth of the co-operative movement during this
period, the government maintained & tight grip on the movenent, mainly
through allocation of furnds to the Credit Agricole, which limited the
effectiveness of most societies. Wertime difficulties renewed the call
for government support. Therefore, the government created the Depsrt-
ment of Co~operation within the Ministry of Social Affairs as the agency
through which state support was to be channelled. In addition, in 1948
the bank's nzme was changed to the "Credit Agricole et Cooperatif® and
its capital increased in order to provide more credit to co-operatives
Despite the notable expansion of agricultural co-operatives duvring
2
the 1930s and 1940s,”” the main wesknesses of the system remained
unchanged., One of these was that sgricultural co-opesration lost its
popular character in the face of increasing government intervention. The
co-operative societies vere in most cases reduced to branches of the
Credit Agricole, the sole function of which was to provide credit. BEven
this role was extremely limited in view of the meagre resources allocated
by the government or the benking system. For instance, the totzal loans
granted by the Credit Agricole increased from £E2 million to £E5 million
during the period 1933-1947, then to £E15.7 million in 1952. Despite
this increase between 1947 and 1952 they could hardly cover more than a

fraction of rural credit needs.33 Moreover, small farmers, who were

32 The number of agricultural co-operatives increased from 559 (1ith a
menbership of 54,973 and a capital of £E158,382) in 1932 to 1,565
societies (with a membership of 545,756 and a capital of £E741,732)
in 1944, See: Tarik El-Bishry, "Th~ History of the Co-operative

Movement in Igypt", Al-Telisa, September 1965, pp. 48-50, (In Arabic)
33

r = |

R. Esh>g and M. Kamal, "A Note on the Reform of the Rurel Credit
System in Egypt", op. cit,, p. 100.
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supposed to be the main bereficiaries of the system, had little or no
access to co-operative services. Most co~operatives were dominated by
large landowners who found it advantageous to form themselves into
co-operative societies in order to obtain cheap credit. The definition
of "small owners™ who could quelify for co-oper=tive cash loans had
little effect in favouring the geruinely small peasants, A “small
owner" was initizally defined as an owner of 50 feddans or less but
later the definition was changed to include owners of 200 feddans or
less., In this way, 99.9% of all landowners holding three~quarters of
the total agricultural lard were made eligible for individual cash

34 . b 3 _
loans.,” Under these circumstances, the msjority of small farmers were
compelled to continue their dependence on the private moneylerder, a
process Which usually resulted in the loss of their smallholdings and
their joinirng the ranks of the landless,

From the foregoing survey it becomes clear that the co-operative
system has reflected the main features of the prevailling agrzrian systen,
a system which was dominated by large landowners. Thus the co-operatives
were no more than credit institutions catering meinly for the needs of
this dominant class, with 1ittle or no regard for small farmers.

Ageinst this background the supervised agricultural co-operatives

vere created., The First Agrarian Reform of 1952 stipulated that every

beneficlary must join one of the mulii-purpose agricultural co-operatives
supervised by appointees of the Ministry of Agrarian Refoxrm, This was

designed to assist new holders who inevitably had little experience and
knovledge of zgricultural menagement and organisation. Its aim was to
provide him with credit and other inputs on easy terms and to help

develop the co-operative spirit.

!

* Teia., p. 100.
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With government concentrating its services through co-operatives
the system was extended beyond the bourdaries of agrarian reform areas
until it covered almost all of rural Egypt by the mid-1960s, Table 13
sumarises the development of the agricultural co-operatives during the
period 1952-1970. It shows that agricultural co-operatives tripled in

number, while membership increased fivefold and capital eleven fold.

Finally, it is worth noting that the wide network of co-operatives35
has enabled the government to reach the remote rural areas and to

influence directly the course of rural development.

B. Co-operatives and the Oxganisation of Agricultural Production

One of the most interesting features of Egypt's co-operative

36

system” was the attempt to reorganise agricultural production through

the introduction of the system of land and crop consolidation. One of

the basic problems in the way of increased agricultursl productivity and
efficiency was the continuous fraémentation of land holdirgs. The problem‘
of fragmentation - manifested by the structure of ownership being

doninated by tiny and separated holdings - was a constant feature of

Egyptian agriculture since the establishment of private land ownership,

35 Three types of agricultural co-operatives can be distinguished:
(i) the agrarian reform and the land reclamation co-operatives which
were created in land reform and newly reclaimed areas to cater
exclusively for these benefiting from land redistribution; (ii) the
multi-purpose co-operatives, or credit co-operatives, which have as
their members all the farmers on the "o0ld" land, i.e. outside land
reform areas; and (iii) the specialised co-operatives with a
membership of producers engaged in agriculture-related activities
such as animal husbandry, fisheries and food processing. The
multi-purpose co-operatives are the most important ones. Sees
S. Radwan, "The Impact of Agrarian Reform on Rural Egypt, 1952-1975",
op. cit., pp. 53-54.

The introduction of the co-operative system in Land Reform areas in
Ezypt was directly copied from the British Gezira Project in Sudan,
and was adopted as a clever way of combining large scale advantages

in irrigation, crop rotation and marketing with small scale production
and private initiative. See: B. Hansen, "Economic Development in
Egypt" in C., A. Cooper and S. S. Alexander (eds.) Economic Development
and Population Growth in the Middle BEast, Rand Corporation Study, New

York, 1972.

36




Development of Membership, Capital and the Number of Agricultural Cooperatives

Table 13

1952-1970

Agricultural Number of Members (000s) Capital £E (000s)
Years Co-operatives

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.

_+?6 -
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As we have seen the structure of land ownership was dominated by small

holders and the average size of their holdings has declined over tine.

By the beginning of the 1950s, the problem of fragmentation had reached

serious proportions with most landholdings below what was considered a
minimun viable size of farm.37 The total number of operational holdings
amounted to 1,003,000, of which 62% were below three feddans and of an
average size of 1.3 feddans.38

The system of crop and land consolidation was first applied to land
reform areas. The co-operatives treated the whole land reform area
controlled by them as a single unit which they divided into three blocks,
each of which was planted with a single crop. according to the phase of
the triennial crop rotation., Though farmers retained both ownership end
the responsibility for cultivating their own plots a number of important
farming operations such as mechanised ploughing, crop fumigation and pest
control, were done Dy the co-operative since they could be performed more
efficiently by thenm,

The advantages of this system became immediately apparent. By
cultivating a single crop in a large area it was possible to eliminate
the maze of separate irrigation and drainage channels required by the
cultivation of a variety of crops on the same land, thus saving some
10% to 20% of the cultivated land.39 Moreover, crop consolidation made
it possible to aveid cexrtain losses paused by the contiguity of different

crops with varying irrigation requirements in a single block of land,

37 An area of three feddans was considered the minimum holding to be
operated by the labour of an average family in rural Egypt. See:
8. Marei, The Fragmentation of Agricultural Lend in Egypt, Higher

Institute for Socialist Studies, Cairo, 1965 (in Arabic).

38 Depaxrtment of Statistics and Census, Agricultural Census 1950,

Vol. I, Cairo, 1958, pp. 34-35.
39 8. Marei, Agrarian Reform in Fgypt, Cairo, 1957, pp. 190-1901

(in Arabic),

_
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which often resulted in the trcnsmission of pests and diseases from
one crop to another. Crop consolidation made it also possible to
introduce a uniform and more efficient system of crop rotation. The
damage to so0il fertility under the biennial system, which was popular
during the postwar cotton boom, was significant due to the greater
frequency of cotton crops, the short fallow period ard the less frequent
planting of clover. Under the new triennial rotation, where coéton was
cultivated every third year, soil was allowed to rest eight months and
clover was grown twice every three years.

The success of land and crop consolidation on land reform areas led
the government to think of extending the system to non-reform areas.
A pilot experiment was conducted in the village of Nawag in 1955 when the
government initiated a scheme of voluntary co-operation to consolidate
fragmented holdings.ql This experiment produced impressive results,
Between 1955 and 1958 there was an increase in the average yield per

feddan of 30% for cotton and 15% for wheat.42

40

It was estimated that the change in the system of rotation has
increased the yield of land by as much as 20%. Sees E, Eshag and
M. Kemal, "Agrarian Reform in the UAR (Ezypt), op, cit., p. 87.

1 In the village of Nawag 1,543 feddans of land were owned by 1,585
owners., There were 1,181 holdings scattered among 3,500 plots, each
differently dreined and irrigated., Of the 14585 owners, 1,346 had
one feddan or lesc; only 1l owners had more than ten feddans, and

the two lzrgest holdings were about 40 feddans each. The agrarian
reforn authorities reactivated the semi-~-dormant co-operative in the
village and persuaded landowners to pool their land for cultivation
in a manner similar to that followed in land reform villages. The
entire land of the village was divided into severzl lzxrge blocks each
incorporating a number of smallholdings., The owners of the plots in
each block were required to follow a uniform system of crop rotation,
Moreover, those farmers who owned separate pieces of land located in
different ports of the village were induced to regroup thelr holdings
in a single block on an exchange basis, Sees G. Ssab, "The

Egyptisn Agrarian Reform", op, cit., pp. 190-196.

42 Sees J. S. Oweis, "The Impact of Land Reform on Egyptien Agriculture,
1952-1965", Intermountain Economic Review, Vol. II, No. 1, 1971, p. 60.
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By the early 1960s the movement towards consolidation was gaining
strength and momentum, and the government considered the generalisation
of the system to the whole country. Two provinces, Kafr-el~Sheikh and
Beni Suef, were chosen as a testing ground for an elaborate system of
co~operative reorganis LOH.IB The results demonstrated the feasibility
and desirability of the co-operative reorganisation of village economics

Thus the government drew a plan to extend the system into the rest of the
23 I

country by 1970.
It 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 limited success. First of 2ll, it has
failed to solve the problem of fragmentation. However, the agrarian

'

reform law hos itself exacerbated this by allowing the redistribution of
- , O ' = : i
land in parcels of two to five feddans. Secondly, the crop conseclida-
tion programme has advers. by effected poor end small peasants who found
it difficult to divexrsify their products. Their small plots of land
would inevitably fall within a single block and they would be obliged
grow a single crop. On the other hand, the larger landowners have an
advantageous position as their holdings are large enough to enable then

to diversify their production and have a surplus to sell.

From the foregolng discussion we can conclude that the ideas of

O,

land and crop consolidation hed a great potentirsl in creating a new
forn of communal land system. The co-operatives were, to a large extent,

instrumental in preventing further exhaustion of the soil by introducing

—— A Bl i IR e

3 Public Organisation of Lend Reform, The Project of Reorganising
Arr1cu?fur\1 Production in the Governorates T—Ol—(hlenx and

Beni Suef, Cairo, IWUJ \1n Arabic).

See J. S. Oweis, "The Impact of Land Reform on
1952-1965", Ji,c;i,, e S0

e

csyptian Agriculture,

Iaw No. 178, of 1952, Article Q.
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the new.4riennlnl rotation, but 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 its adverse effect on poor and small peasants

since it resulted in a redistrilution in favour of larger farmers.

C. CO-OPERATIVES AND THE PROVISION OP AGRICULTURAL INPUTS

4

One of the main objectives of the supervised co-operatives was to

influence egricultural productivity through the supply of improved

e

nputs - seeds, fertilizers, pesticides, technical advice and credit.
By mid-century, agricultural development in Egypt had reached a stege
vwhere it crucially depended on better inputs =nd improved methods of
cultivation, The co-operatives provided a convenient network, akin to
an agricultural extension sexvice, which the government used to promote
W % t 3 $ o0 L6

net inputs" and diffuse new techniques.

The government had a monopoly of supply for fertilisers, certain
selected seeds and pesticides, and used the co-operative as a distribu-
tion channel. Table 14 provides an idea of how different inputs were
supplied by the co-operatives. It shows that the total value of these

4

inputs increased significantly during the 1950s and they became the sole

supplier of most inputs by the mid-1960s. lNoreover, easy and cheap credit,

in cash and kind, must have made it easier for poor and small farmers to
have access to these inputs. Co~operatives were also ins strunental in
extending the use of improved secds and, to a lesser extent, new
cultivation techniques,

Another aspect of the supervised co-operatives in Egypt relates to

agricultural credit. The history of agricultural credit in Egypt dates

e e B Sl Bl S Pl B A AT S A AT

LG

Y

R. Mabro, "The Egyptian Economy, 1952-1972", op. cit., p. 75.



Table 14
Value of Inputs Supplied by the Co-operatives
1960-1970
(£E thousands)
Agricultural Pest-Control
Years Seeds Fertilisers Pesticides Equipment Bags
1960 542 2149 960 116 14
61 561 1942 1539 352 137
62 523 1166 3129 480 500
63 731 3025 1894 482 700
64 856 7531 1647 1065 1000
65 1202 8993 1785 55 1174
66 1191 9153 2442 961 n.a.
67 3348 9845 2203 12 n.a.
68 4771 11679 1623 8o n.a.
69 4661 10966 1655 48 1554
1970 3806 8989 1757 46 n.a.
Note and Source: n.a. = not available

Statistical Yearbook, various issues.

...66..
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back to 1930 when the Agricultural Credit Bank was established, Before
that date the country did not have a credit system in the real sense,
As we have seen from our brief historical survey, the pre-reform rurel
credit system suffered from two basic deficienciess inadequacy of
loans and the absence of machinery which would direct available credit
towards the poorer farmers vwho were left at the mercy of moneylenders

who tried to get as much benefit as they could by imposing on borrowers

noos

heavy terms and exorbitant rates of interest. The question of the
volume of credit was solved by authorising the Agricultural Credit Bank

9

to raise the money needed for its lending opermtions by borrowing from
the Centrcl Bank and, later, through the issue of bonds up to the value
of £130 million. Moreover, from 1961 the interest levied on loans
granted by the Agricultural and Co-operative Bank fés abolished.47
Further steps were taken to solve the more difficult problem of ensuring
the access of poorer peasants to credit. By 1962 the co-operative had
become the sole suppliers of agricultural credit, co-operative member=-
ship was obligatory for all farmers, and loans were advanced against
the security of crops instead of a2geinst land as had previously been

the case, But, the major step in the evolution of the rural credit

system was taken in 1964 when the Agricultural and Co-operative Credit
Bank was converted into 2n Orgenisation for Agricultural and
Co-operative Credit. This took over responsibility for the foxrmulation
of general policy for agricultural credit and for supervising the

implementation of that policy. Its function was also to supply the

7 In 1967 =fter the Arab-Israell war, interest on loans was

re-establiched, and f'*cd at 4,.5%. As from 1970, a commission of
3% is charged on all loans granted by the bank, and a fine or a

penalty amounting to 5% is charged in case of overdue de bts Sees
Central Bank of Hgypt, Economic Review, Vol. XIII, No, 1, 1973,
p. 16,
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Table 15

Co-operative Loans by Type and Purpose
(£E million)

(1) Loans by Term

Medium | Short Total
Year
Term Term (at current prices) (at constant pricesﬁ(a
1959/60 1.5 35.1 36.6 36.6
61 1.2 38.2 39.4 39.4
62 0.9 41.5 42.4 43.3
63 Zhedl 51.8 53.9 37.2
64 3.2 56.3 59.5 41.6
65 2.6 62.8 65.4 46.7
66 1.3 78,1 79.4 58.0
67 2.2 84.2 86.4 66.0
68 243 76.3 78.6 69.6
69 1.9 66.9 68.8 63.1
70 1:8 79.0 80.8 74.1

Note and Source:

(a) The volume of credit at constant prices are calculated by using
the price index of manufactured agricultural input deflator. See
Apvendix 2,

Egyptian Gernal Organisation for Agricultural and Co-operative Credit.

(2) Loans by Input Classification

Year Tractors | Machinery | Livestock | Seeds | Insecticides | Fert-
(cattle) iliser
1959/60 = 0.8 0.6 1.9 - 126
61 . 0.7 0.6 2:3 - 16.4
62 0.5 0.7 0.2 2.8 1.6 17 .1
63 0.1 1.5 0.6 2o T 6«9 20.3
64 - 047 1.0 2.9 9:0 20.4
65 0.3 0.8 1.3 3.0 6.0 25.3
66 1.2 0.9 149 4.6 7.8 34.7
67 0.9 1.8 23 5.8 9.6 38.0
68 0.8 1.9 0.9 8. 19 7.2 35.9
69 0.2 1.6 059 €sd 6.3 32.0
70 0.6 1:5 23 7.3 Qe 2 35.0

Source: Igyptian General Org-nisation for Agricultur~l and
Co-operative Credit.
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1

funds necessary for the extension of credit and to provide the
necessary requirements for agriculturel production.

As may be seen from Table 15 the most notable feature of this
new rural credit scheme was its emphasis on short-run loans, These
loans, which were in kind (i.e. seeds, fertilisers, insecticides, etc.)
were made to each farmer accorxding to the arez of the farm and the tyve
of crop planted. The amount of cash loans allocated to each farmer was
determined by reference to his cash outlays in production. Table 15
shows that the volume of credit at current prices was more than doubled
during the period 1039/60 llo?/FO but the real growth of rural credit
at constant prices was not that impressive. It increased from an
average of £E41 million per year during the period 1960-1964 to an
averzge of £865 million during the second half of the 1950s. loreover,
despite this growth in the volume of credit, it was far from satisfying
the farmer's needs,

Detailed brezkdowns of agricultural loans by purpose and kind are
available for certain years in the 1960s. The disaggregated figures
for 1965/66 reveal a typical pattern. Short-term cash loans, which
represerted 30% to 407 of total loans, were particularly bizsed in
favour of the large landowners and capitalist farmers who operated with
wage-labour, Medium-term loans, repayable over five to ten years, were

£

also advanced to farmers for the purchase of machinery and animals, and

50 <
for land reclamation.”” These medium-term loans represented about

b e s et < A B Sl A 1 L O M

/
B 1big., p. 13.

49, The ratio of co-operztive credit to the cost of agricultural

production incressed from 2b, in the 195 s to 287 in the 1940s,

Sees M. A, El-Shabsat and £, 7. N'°°or, "An Economic Analysis of

State Farm Credit in Egyot", L'Egypte Contenvoraine, No. 353y _July 1973,
p‘ 96‘ o o a N T h ar it B s s o e e, o

R. Mabro, The Reyptian Economy, 1952-1972, opn. cit., Table 4.5, p. 78.

50
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of the total agricultural credit and generally s ting they went to
the landholders and capitalist farmers. This is not surprising since

these are the only farmers able to undertake the kind of investment

51

.

projects mentioned above. Thus co-operative finance has made it
possible for these farmers to invest in fixed agricultural investment
to a greater extent than would hnave been possible hed they had to rely

02

entirely on their own investible surpluses. Finally, a serious aspect
of the process of credit differentiation was that many privileges were
enjoyed exclusively by rich farmers by virtue of certain provisions of
the agrarian reform laws. For instance, in the system of livestock
insurance, only the owner of at least three head of cattle is formally
eligible to insure his livestock, and subsequently to obtain a ration of
150 kg fodder at the subsidised price fixed by the State. The poor
peasant who cannot insure his livestock is deprived of such privileges;
in most cases he has to buy fodder on the black market, Moreover, only
owners of more than 15 feddans were eligible to buy selected seeds at
subsidised prnﬁeu.53
Nevertheless, in spite of all the shortcomings of the new supervised
rural credit scheme, increzses in the volune and changes in the terms of
rural credit were among the most importznt complementary measures to
land refornm,
The improved supply by co-operatives of credit and other inputs

~

were successful in improving the yields of cotton and basic food crops,

1 " 7 . 1 T 1 L]

5 B, Eshag and M. Kamal, "A Note on the Reform of the Rural Credit
Systen in UAR (Bcypt)"™, op. cit., p. 103.

52 . — S s . e
The low rates of interest chorged by the co-overative in relation to
the borrowing rate of interest in the village market were crucial in
this respect. Sse I, Abdel-Fadil, Development, Income Dist

Egypt, 1952-1970, Cambridge, 1975, p. 149,

oo oo e




TABLE 16

Inidces of Yields for Seven Crops, 1952-70 (base: average 1948-51=100)

Agrigziﬁiral Cotton | Wheat | Maize | Millet | Barley | Rice | Sugar-cane
1952 102 101 101 107 107 88 125
1953 109 112 105 105 109 98 127
1954 100 125 105 105 122 115 117
1955 83 124 107 108 115 130 130
1956 89 128 103 109 126 139 129
1957 100 126 96 4 B 128 140 130
1958 107 129 103 114 122 124 133
1959 118 127 92 118 127 132 136
1960 116 133 106 118 132 131 143
1961 76 135 115 121 140 133 132
1962 124 142 125 129 142 154 137
1963 123 145 123 134 141 145 130
1964 141 149 132 133 149 133 130
1965 124 143 167 142 137 132 130
1966 110 145 i71 148 129 125 139
1967 121 133 165 150 115 133 137
1968 134 137 167 151 128 135 139
1969 150 130 181 152 125 135 144
1970 141 150 180 156 124 143 133

Source: R. Mabro, The Egyptian Economy 1952-1972,

Clarendon Press, Oxford, 1974, Table (4.7), p.81.

..170-[...




105 -

as can be seen from Table 16. Considering the period 1952-1970 as a

improvements have been impressive. In general,

=
O
=
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yields did not rise in the years correspording to the first stage of the
Land Reform (between 1952 and 1960). Cotton performed badly until 1957
when yields just regained the avermge level for 1948-1951. Wheat yields,
after an early rise, remained stagnant until 1959. The yields of
maize (the main ingredient of the pecsant diet), did not improve during
the 1950s. HRice yields had increased by 40% by 1957, but thereafter
tended to decline.

Table 16 shows that increases in yields in the late 1950s and
54

1960s coincided with the expansion of co-operatives Hovever, other

factors had been at play. The government invested heavily in the

o
developnmert of irrigation and drainage systems, including the High-Dam.5)

5

It also promoted the use of fertilisers and initiated measures to
improve seeds, pest control, research, marketing =2nd agricultural
education generflly.5 As a result of all these measures the productivity

of land was raised while the area under cultivation was extended,

Q

R, Mabro, The Egyptian Economy, 1952-1972, op., cit., p. 80.

{ ) s g

22 The area of land reclaimed between 1960/61 and 1964/65 amounted to
536,000 feddans as coﬁﬁ““ed with 78,900 feddans during the period
1652~59. Under the period 1905/06~1969/7O, an integrated programne
of horizontzl agricultural exparsion was proposed, proceeding at an
anmual rate of zbout 140,000 feddans of recleai

imed land. See:
INCLlLutC of National P7<wnin§/11tn“n'tior‘7 Labour Office, Research
_f;AWJoxnnnt Problems in Hural ‘%F?f UAR (Report B -
I Frojects), Gairo 1965, p. 88. However,
official Slwtistics claim that the totul area actually reclaimed
during the period 1660/61-1960/70, amounted to 884,300 feddans. In
other words, the actU“l progrese in land reclamation proceeded at a
moderate pace of 83,000 feddans per arnum, only about helf the target

figure for this perio' See: Centrnl Agency for Public Mobilisation
and Statistics, Statisticel landbock, June 1971.
564

Fox a dOL iled account of these government policies

The P Council Developnent of “”flOW”u 2
Cairo D, “H=17 }, ‘ : ol

Agrarian Reform and Land
tion, '0\/x5«, Cairo 1963,

ue_i UT"I
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The completion of the first vhase of the High-Dam project in 1964
led to an increase in the area under cultivation as a result of land
reclamation end an extension of irrigation. This would have resulted in
a large increase in the total cropped area hed not urbanisation

encroached upon agricultural lands, consuming about 640,000 feddans in

the process. The increase for the 1960s was therefore confined to about

5% (about half a million feddans).

The completion of the first phase of the High Dam project provided
sufficient water for irrigation throughout the year and made possible
the perennial irrigation of 700,000 acres of land that had previously
been under basin irrigation in Upper Egypt, thus enabling more than one
57
.

crop a year The horizontal expansion in other areas had also been

made feasible pending only the preparation of land to receive the

[

rrigation water when extended thereto.

Thus the aveilability of additioral vater supplies from the High
Dam made considerable flexibility in "ecropping patterns". Before the
construction of the Dam many crops were compsting for land during the
Nili (autumn) season, from August to November, in order to benefit from
the flood waters gererously available during that season. With the
completion of the High Dam the Nili round crops ceased to be all that
importent. This was matched by important increases in the acreages of
summer crops such &s rice and summer maize. The area of land cultivated
with rice increzsed to about one million acres, and with sumner maize
to about 1.5 million acres by the late 1960s. The share of rice

production increased by 19.6% compared to the annual average of the

ET

lawson, H.
Potential of the |
New York, 1971,

and L. T. Alexander, The Asricultur
st, American Elsevier Publisning
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1965-1969 perioc1.58

These changes in crop mixes are such that they will contribute
significently to the future growth of the Bgyptian economy, since rice
is a leading export crop and maize is considered to be the main
subsistence crop in rural areas., It seems reasonable to argue that
changes in the level and composition of agriculturzl production that
occurred in the late 1960s contributed to the solution of Egypt's
balance of payments problem,

To sum up, the main changes in acreage and production may be
traced to major crops affected by the High-Dam projects. The sharp

59

drop in the acreage and the production of onions emarges as a result

o

of the shift from basin to perennial irrigation in Upper Egypt made

possible by the completion of the first stage of the High-Dan,

D. Co-operatives and the Mobilisation of Agricultural Surplus

As stated earlier, the wide network of agricultural co-operatives
provided the government with an effective institutional set up through
vwhich it was able to carry out its policies. This sectlon analyses the
impact of the two most important of these policies, co-operative

5

marketing and pricing on the mobilisation ond transfer of the agricultural
surplus. The basic objective of these policies was to menipulate the
agricultural terms of trade in such a way as to squeeze as much of the
agricultural surplus as possible in oxrder to finance the process of
accumulation in other sectors of the economy and redress the deficit

0,

in the halance of payments. This was achieved through three main types

Q
@) - 3 . i
5 See Table 17 and Appendix 1, Table 5.

.
29 See Table 18.




Table 17
Cropped Area Developments

(000's feddans)

Summer Crops
Winter | Nili
Year | Crops | Cotton | Sugar-Cane |Others | (autumn) | Orchards | Total
Crops
1952 | 4364 1967 92 967 1824 94 9308
59 | 4770 1760 112 1533 1969 126 10270
60 | 4808 1873 111 1549 1898 131 10370
61 | 4692 1986 112 1429 1616 137 9973 I
62 | 4822 1657 121 1925 1695 145 10365 =
63 | 4717 1627 133 2140 1588 152 10357 8)
64 | 4758 1611 134 2171 1536 167 10377
65 | 4624 1500 129 2668 762 178 10261 .
66 | 4739 1859 133 2802 760 195 10488
67 {4776 1626 137 3094 622 207 10462
68 | 4929 1464 1:55 3326 646 225 10745
69 | 4849 1622 170 3258 601 232 10732
1970 | 4835 1627 186 3240 618 244 10750

Source:1)Central Agency for Public Mobilization and Statistics,
Selected Statistics, various issues

2)Appendix 1, Tables 1-4.




TABLE 18

Area in Feddans 000's Production in Metric tons 000's

Acreage Production
Crop
1960 1970 % 1960 1970 %

change change
Rice 706 1,143 +62% 1,486 2,604 +82%
Maize 1,821 1,504 | -17% 1,691 | 2,393 +42%
Wheat 1,456 1,304 -11% 1,499 15516 +12%
Sugarcane 111 186 +67% 4,545 6,930 +52%
Onions 49 34 | -31% 504 437 -13%
Source:

Compiled from: Appendix 1, Table 5.

= 60T »
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of state purcha y (i) co-operative marketing, (ii) contracts; and

(1ii) compulsory deliveries.

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 first introduced in 1953 in land reform areas, and in 1962 was
voluntarily introduced in four governorates. In 1965 the system became
compulsory and was extended to cover all governorates producing cotton,

Table 19 indicates the quantities of cotton marketed co-operatively
during the period 1952-1970. It shows that by 1965/66 the whole of the
cotton crop was marketed co-operatively. Under this system farmers
delivered their cotton to collecting centres where it was registered,
weighted and graded. The cotton was then transported to the ginning
nills where it was processed and pressed into bales before being sent
to local spinners, or exported. Farmers were paid the value of their
crop (according to the year's price fixed by the govermment) &fter
deduction of all debts to the co-operative, Similarly, the other
main export crops, rice, 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 agricultural purchesing was introduced for
certain crops, including some thet are exported. It covers sugar cane,
rice, onions, groundnuts, tomatoes, sesame, green beens as well as
others. These contrscts are concluded before production decisions are

taken and involve peasants, and state trading orgenisations, co-operatives

-

and nationalised industries. They stipulate the sale of predetermined
quantities of certain products of defined standard at certain prices
They are voluntary end their populerity is to be ¢ ibed mainly to the

guaranteed prices and other sales conditions that they stipulate. These

other sales conditions include supplying farmers with seeds, fertilizers,




TABLE 19

Quantities of Cotton marketed Co-operatively, 1952/53-1969/70

Agricultural | Quantities in| As a % of
Years metric (1) The Total
Kantars Cotton
Production
1952/53 27700
53/54 84826
54/55 162700
55/56 237000
56/57 311137
57/58 369208
58/59 403000
59/60 454849
1961/62 699648
1962/63 1428000 17
63/64 3684000 42
64/65 5561000 60
65/66 9573000 100
66/67 8223000 100
67/68 7696000 100
68/69 7633000 100
1969/70 9387000 100

Notes and Sources: (1) One Kantar (metric) = 50.0 Kilogr.

The period 1952/53-1961/62, From: Bulletin of the General
Co-operative and Agricultural Credit Organisation, Quarterly,
No. 3, 1964, p. 48 (in Arabic).

The period 1962/63-1969/70. From: National Bank of Egypt,
Economic Bulletin, Vol. XXVI, No. 2, Cairo, 1973, p. 138.

= TLE =



Cooperative Marketing of Some Selected Export Crops

Table 20

1964/65-1969/70

Agriculturél Rice Onions Groundnuts Potatoes Sesame Flax straw
Years Quantities % Qunatltlesgé Quantltlesfﬁ Qunatltlesté Quantltles % Quantities' %
marketed [ of marketed °© marketed |© marketed marketed !of marketed |Of
(000 dariba) ‘Total (000 Tons) Total |(000 Tons) Total | (000 Tons)‘Total (000 tons)’Total (000 Tons)'Total
(1) 'output | output [ output |output output 'output
I ;
T 1
1964/65 - ] - 241 | 36 13 | 26 39 |9 5 23 5.5 ' 10
65/66 901 50 213 31 11 ' 25 70 18 5 | < i 34.0 | 63
66/67 1090 l 52 188 ' 29 20 55 54 | 18 8 | 80 45.0 86
67/68 1226 | 48 170 ! 33 20 | 59 n.a h.a. 6 70 41.0 60
68/69 1277 47 231 46 n.a. oo n.a. | n.a. n.a. n.a. n.a. n.a.
1969/70 1343 z 49 141 : 28 24 : n.a | n.a. 15 j 80 n.a. | Dea.
13
Note and Source: (1) One dariba of rice (in husk) = 945 Kg.

Central Agency for Public Mobilization and Statistics,
in the Agriculture Sector, various issues.
Mobilization and Statistics, Statistical Handbook, June ,
basis).

The percentages computed From:

1971,

The Annual Bulletin of the Cooperative Activities
Central Agency for Public
pp.33-35 (on a 2 year moving-average
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60

pesticides, credit facilities and other services, But in spite of

o

the well-known advantages of the contract system of agricultural
purchasing, and the reliance placed upon it in both socialist and
apitalist countries, it is only slowly expanding in Egyptian agriculture,
One of the key problems encountered is the multiplicity of Egyptian
organisations concerned vwith contrects for farm produce. This not only
presents serious organisational difficulties but also causes trade
expenses to be high.

The third form of state purchesirg of agricultural products is
compulsory delivery. This system vas introduced for wheat in the early
1950s whereby the farmers had to delivexr to the state a part of their
vheat crop at "administered prices". This wes achieved through the
introduction of "allocated quotas™., In the mid 1960s this systen was

extended to cover part of the output of rice ard onions. This system of

. 61

obligatory deliveries had been introduced mainly to achieve two goals:

(1) to ensure that the growing urban population had sufficient

U

supplies of agricultural products, particularly wheat at stable

prices;

—
e
;._Io

-y

to increase the exports of rice and onion crops which, together

with cotton, were mailn export crops.

The "allocated quotas" of different crops to be delivered to the
State, and thelr prices, are fixed each year by the State. As Table 21
shows the prices for obligatory deliveries were lower than those for
non-obligatory deliveries, Such a difference in prices can be considered
as a tax on egriculture. Where farmers fail to deliver the “obligatory

quotas" to the State in time they become liable to fines of &g51 for each

60
Nassar Saad, "Structural Changes in A'T‘(‘multu*h of the UAR (Bgynt),

'Egypte Contenporaine, No. 337, Cairo, July 1969, p. 123.

I 3

Ibid., pp. 124-125.




Table 21

Obligatory deliveries of different Crops for the period 1965-70, and its Prices as Compared
with Free Market Prices (Prices effective during 1967-1968)

Obligatory deliveries Prices for obligatory deliveries and
non-obligatory purchases
]
Minimum Compulsory (Average Yields lObligatory deliveries | Average Prices for Average Prices |
deliveries per I per feddan in % of average Compulsory (2) [ for |
Crop Feddan in absolute ' for the period ' Yields per feddan Purchases in £E non-obligatory ' Price
Number (1) | 1965-1970 ' Purchases(£E) | Ratios %
i 1
Wheat (ardab) 2 ‘ l 26.7% 4(3) ' 5 | 125
Rice (daribas) 1.8 ! 2.5 66.0% 20(4) | 40 | 200
. |
Onions (tons) 4 i 70 : 57.0% 11 } 16.5 | 150

Notes and Source:

R. Abdel-Rassoul, Prices and Income Po
Cairo, 1971 (in Arabic); And A.M. Salem, The Agricu

(1) This figures represent only an "average quotas'. In practice, it differs from one district
to another according to the quality and fertility of the soil.

(2) Purchase prices listed in that column are average prices. In practice, these prices for the
same crop differ according to the quality of produce and the date of delivery.

(3) The average purchase price for the Hindi wheat raised to £E50 in 1969/70.

(4) Purchase prices for rice vary widely according to the quality. Effective purchase prices

fixed by State ran%gd.from £E20 up to £E28.5 per dariba. . . .
leies ih Egygtlan A%rlculture, in: Institute of National Planihing, Memo. 168,
ooperative Marketimg, inm the Iight of Iocal practices,

tural

Dar-el-Maaref, Cairo, 1968, pp.96-97 (in Arabic/.
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non-delivered ton of rice, and £E12 for each non-delivered ton of

62
onions., = ©Such severe fines are clearly intended to prevent farmers
from distributing their output according to normal market criteria.

It is also worth noting that the use of price differentials as a
means of appropriating the agricultursl surplus was not limited to the
requisitioned crops, but also extended to other crops marketed through
co-operatives, esp=zcizlly cotton., As Table 22 shows, during the period
1260~1970 the difference between producers' prices and f.o.b., export
prices for cotton amounted to some 707%-80%. MNoreover, the differential
between producers' prices and the selling prices of cotton to domestic

R . 2 63 o
nvlls ranged between 115% and 125% during the same period, Similarly,
during the period 1965/66-1969/70 the differential between the govern-
ment buying price and the export price of rice ranged between 161% and

£or Ol

186%,

3 ™,

In addition to using price differentials, the government sought to
influence the egricultursl terms of trade through the marnipulation of the
prices of inputs. For instance, a ton of chemical fertilisers was sold
to farmers at £E25, when the import price was only £E15-16 during the
19605.65

It apoears therefore that the government, through the system of

co-operative marketing and pricing, was able to regulate the domestic

terms of trade by purchasing agricultural products at one set of price

62 A, M, Selenm,

of locel practices), Goiro 1065, pp. 07 +nd 113,

e gt e s N 8

1 Co-operative Marketing (in the light

s

)

“ M. Abdel-Fedil, "Develooment, Income Distribution and Social Change
in Rural Fgypt", op. cit., pp. 94=95.

64 : .
Price Planning Agency, Report on Rice, Memo No. 13, Cairo, August

1‘}72, Tables 'r) and E/l.

65 R, Mabro, The Egyptiecn Economy, 1952-1972, op.. cit p. 78-79.




Table 22

Development of Producer and Export Prices and Government Profit Margins
For The Cotton Crop, 1960-1970

Producer's Average Government's Quantities |Total
Price Export Price (1) Profit Margin Exported Government
(£E per metric | (£E per metric| — (£E per Kantar) | (000 metric | Revenue
Years Kantar) Kantar) (2) Kantar) (£E million)
(1) (2) (3) (4) (5) (6)
1960 15,0 18.0 83% 3.0 8497 25.5
61 14.6 18.1 81% 3.5 6740 23,6
62 14.8 16.7 89% 1.9 5010 95
63 1542 18.8 81% 3.6 6447 23.2
64 16.8 19.2 87% 2.4 5835 14.0 '
65 16.1 22.3 72% 6.2 6843 42.4 :j
66 16.0 20.8 77% 4.8 6848 32.9 (@)
67 i7.0 20,2 84% 3«2 6043 19.3 i
68 1755 21.:8 80% 4.3 5194 22 .3
69 18.0 25:3 71% 7.3 4760 34.7
1970 18.2 26.0 70% 7.8 6438 50.2
Average 27.0
§

Source: Computed from: Central Agency for Price Planning, Report on Cotton,

Memo. No.11, Cairo, May 1972, TableS I7, 24 and 28.
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and selling them at higher prices (consumer's retail or export prices).
We have attempted to measure the effects of such policies on the movement
in the terms of trade for the agricultural sector during the 1960s,

The first question that arises here is which types of agricultural
products should be included in the index of the terms of trade?
Generally one can distinguish between three main types of farm produce:

* o0

nd vegetables; end (iii) animal products.
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In Egyptian egriculture, field products (mainly cotton and cerezls)
7

, N . 66
rank first among both plant and total agricultural production. Thus

the crops included in the index of the terms of trade are cotton, rice,

wheat, maize, onions, and sugarcane. Taken together they represent the

77
y& 4 < 8] o .
most important commodities sold by farmers. / Moreover, fruits and
vegetables are also included.
The second question involves the choice of prices and weights to be

68

used for computing the indices of agricultural terms of trade.
Three sets of indices are calculated for all farmers:

(2) An overall index of the terms of trade between agricultural output
and all manufactured goods;

(b) . An index of the terms of trade between agricultursl outputs and

-

tured consumer's gocds; and

manufact
(¢) An index of the terms of trade between agricultural outputs and
manufactured inputs.

The conventional method of estimating a2 single index of the terms of

’) e (nl hl nJ s AT, L3
66 See Central Bank of Egypt, Lcononlc Review, Vol. XIII, No. 2, 1973,
p. 138.
7 This index leaves out some minor crops which can be safely neglected,
since thelr data are not avilable for the whole period in question
and their impact on the farm income is not all that grea

68

See Appendix 2,
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trade for the agriculturel sector as a whole can be useful in studying
the "“urban bias® in government policies, but it is of little or no use
in analysing the distributional effects of such policies within the rural
economy itself. For various reasons, all farmers do not confront the
same set of prices for thelr products and purchases. First, there are
significant differences in the pattern of consumption of the different
groups of the Do«;aptry. Pfood represents a very high proportion in poor
farmers consumption while the pattern of consumption of rich farmers
includes more marufactured goods, the prices of which may be heavily
subsidised. Secondly, there are differences in the crop mixes of the
small and rich farmers. Small farmers usuelly grow traditional crops
while the rich are able to diversify their products by growing fruits,
vegetables and breeding livestock. As a matter of fact, these latter
products were never subject to the co~operative marketing regulations and
their prices increased much faster than the prices of cash and food crops.

For these reasons two sets of terms of trade indices, one for
"poor farmers"™ and the other for "rich farmers", are calculated to reflect
the changes in relative prices of the commodities produced and consumed
by either group. The results ere shown in Table 23.

Considering the period 1960-1970 as a whole, Table 23 shows that
the overall agricultural terms of trade for 1l farmers (index l/IL>
have remained more or less constant. But a closer look at this index
chows that the terms of trade in fact deterlorated following the cotton
crisis of 1961, began to recover in 1965, and then rem=ined constant
until the end of 1970. This consteancy reflects the impact of two
opposing movements, an improvement in the prices of agricultural
products vis-a-vis prices of manufactured goods used as inputs to

T

agriculture (index 1/Im), and a deterioration in agricultural prices

vis-3-vis the prices of consumer's goods consumed by the rural

population (index l/Ic)°




Table 23

Indices of Terms of Trade for the Agricultural Sector

(1960=100)
1. All Farmers 2. Poor Farmers 3. Rich Farmers
Year IL Ic IM IL IC %M IL IC IM
1960 100 100 100 100 100 100 100 100 100
61 99 99 100 99 99 101 100 100 101
62 88 96 68 88 96 68 90 99 70
63 86 94 71 87 94 70 90 97 73
64 94 100 78 94 100 78 100 107 83
65 85 88 19 86 88 79 92 95 86
66 93 94 90 93 94 89 105 106 101
67 99 96 112 99 95 115 109 107 121
68 97 93 116 98 92 120 106 102 124
69 99 95 118 100 94 123 108 104 126
1970 98 98 101 99 98 104 111 111 111
Notes:
I;, = Over-all index of terms of trade between agricultural
output and all manufactured commodities.
Ic = Index of terms of trade between agricultural output
and manufactured consumer's goods.
Iy = Index of terms of trade between agricultural output
and manufactured inputs.
Source: See Appendix 2.

= BTL =
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In general, farmers have gained from the government policy to

iy

stabilise the prices of mamufactured inputs to agriculture, especially
fertilisers, but this gain was wiped out by the rapid increase in

the prices of commodities cntering into the consumption basket of the

)
Qu

ral population, especially foodstuffs and textiles. Considering the
period 1960~1970 as a whole, we conclude that there were no improvements
in the relative prices of agricultural output vis-d-vis agricultural
inputs and consumer goods.

Finally, as Table 23 shows, vhile the terms of trade for "poor
farmers™ have remained fairly stable rich farmers have benefited from
relative 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 agricultural

surplus for themselves. The government was successful in using the

e prices of fertilisers are controlled at each stage of the
ribution chain. At the producer level prices are determined

on a ¢ ot-plus basis, The cost figures are worked out by the

producer to cover costs of production and transport to the

Agricultural and Co-operative Credit Orgenisation designated depols,

Then, these figures are checked by a cost accountant and a technician

from the ! an"vly of Industry. The margin added to these costs is

determined by the HMinistry of Industxy.

At the wholeszle level prices are determined on a cost-plus basis.,
At this level, cost includes the producer's delivered price,
transport and storege costs and the costs of financing credit sales,
The margin added to these costs is determined by the Ministry of
Agriculture.

At the retail level, prices are 2l1so determined on a cost-plus basis,
and 2 reasonable mark-up which covers co-operatives' expenses for
storing and merketing is fixed by the Ministry of Agriculture. Thus,
prices are uniformly fixed throughout the country.

49
H

It is also worth noting that fertiliser prices are %ometlavu subsi~
dised throurh the "Fertiliser Prices Stabilisation Office’ Sees
Abu-el-Dahab, M. G. and Hammam, Ezz-el-Dine, Fertilisexr Dl‘thbutlon
in the Arab fepublic of FEsyot, E. 0. De Lul» (ed.), Paris, Orgrnisa-
tion for fLco ﬁOMlC‘bOnOpv ation and Developnent, Development Centre,

1972.
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new system to mobilise and transfer the esgricultural surplus7o to

finance industrial accumulation and redress the balance of payments deficit.
Nevertheless, the new marketing and pricing policies seem to have con-
tributed to the aggravation of social differentiation in rurel Egypt by

favouring the large farmers ard discrininating agzinst the poor and
S A D

small farmers For whom the agrarian reform was promulgated,
&

2.6, THE POLITICAL DYNAMICS OF AGRARIAN TRAISITION

Following the implementation of land reforms and the consequent
erosion in the power of the “landed aristocracy" and the "mercantile
rural élite", group of rich peasants {over 20 feddans) and middle
peacants (5-20 feddans) emerged as a new rursl €lite with dominent
political and economic power in the new agrarian system. In contrast
to this are the much larger masses of poor peasants and landless
labourers who rely mainly on selling their labour power to earn their
livelihood,

Given the existing configuration of socizl forces in rural Egypt,
an alliance of interests between the middle and rich peasants seems
"natural", or at least highly favourable. Together they control most of

: s 1
in the egricultural s'ctor,7 and tend to submerge

n

the productive asset
their objective differences and meke common cause 2gainst the interests

of the rural poor.

70

The net transfer of survlus from agriculture was in the range of
5587 of agricultural income during the paricd 1560-70, This net
transfer of surplus from the gwlcUWiuvﬂl sector was calculated as
the difference between the sector’s contribution to the government
budget through direct and indirect taxation and price differentials
and investnents allocated to ?‘“1CU1tU“@ Qv‘lng o gilven year, b

Ii. IMa n"loud A‘Jml Ra ou . V)rLLan_A ol

Blr vn;ng; L;mo To. 1)2? ~iro 1573,

1 - P
7 62% of the farm area and about 80%-90% of the stock of farm machinery.
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Since the 1952 revolution the major change in the villege level
pover structure has been the replocement of one cless of notables by
another, while smell and poor peasants have made very limited progress
in assuming political leadership roles. Land reform struck at the
power basis of the Royal Family, the landed aristocracy and very large
landlords, but not that of the rich peagant5.72

It has been argued that the Nasser regime's success in controlling

the countryside, despite the hostility of the big landlords and the old

mercantile rural ellte, was attributable to the presence of a class of
rich farmers as an slternative eli: /3 {owever, the structural changes

in the economic and political system during 1961-1962 unleashed importznt
conflicts of interest between the regime and the new rural oli te, which
became much more clearly exposed during the secord half of the 1980s.

By the mid-1960s it had become clear that the new rural élite
obstructed the effective implementation of the rcgimé% agrarian policies.
This led to a change in policy designed to encourage the sm=2ll peasants
to essume 2 new political role in the countryside and to train to
become a new competing elite. This became the guiding principle

behind the reforams in the provincial structure of the Arab Socialist

Union {the single political party) during 1965-1966.

ot . e o e, g

12 I. . Harik, 1ob111 sation Policy and Political Change in Rural
Eeypt", in R. Avtoun and I, Harik (eds.), Rural Politics and Soclal
Change in\jbgv” ddle East, Indiana Unlvcr81ty Press, 1972, D. JOQ

Under the new reforms, the Arab Socialist Union village branch,

known as the Committee of Twenty, was by-passed and 2 new body called
the Leadership Group ves created to function as the main organ
responsible for party a t1v1clc. with its members selected by the
district party secretery in consultztion with trusted party militants,
The main cbjective of these changes was to toke the 116"1 initin-
tive away from the Comni tte of Twenty, thus n ra the rich
peasants who dominated these COﬂﬁ'tL“T" by DJﬁClnL tu ir peasant
clients in office. The chairman of the lerdership group ard its
secretary were, as a rule, selected from amongst the small peasantry
in the village. The new party reforms have rcnted well-informed
local cadres, who were able to explain the regime's reforms and
policies to the rurnl mosses. See ibid., pp. 306-307.
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In effect, the 1965 reforme in the structure of the Arab Socialist
Union were limited to the changes required for the party to assume a
new political role in impiementing the official policy line in the
countryside and in ohecﬂlng the influence of the 0ld and new rural
elites. Ideological indoctrination and political participation were
therefore encouraged as catalysts to speed up the implementation of
national policy and to enable the rural masses to protect themselves
and national goals from the obstructive tactics of the rursl élite.

However, the new political structures did not eliminate class
conflicte in rural Egypt, but simply subsumed and organised them under
a set of patronising constraints. Politicel competition rivalry and
class conflict continued to exist openly =smong various groups of the
peasants. By the end of the 1960s, beccuse of the new compromise
between the urbsn and rurel élites with the regime, the balance of
power in rural BEgypt hed shifted once again in favour of the middle and

rich peasants.

CONCLUSION

From the foregoing analysis in this chapter one can conclude that
the Egyptian policy-makers actively pursued a series of "agrarian
reforms" which were prompted by the unequal distributioniof land
ownership, the disparity of incomes, and unsatisfactory tenancy
arrangements that existed before 1952, These “agrarian reforms"
released almost a2 million feddans of land for redistribution and
improved the economic and social conditions of 341,982 families.
Priority in the distribution of land was given to tenants and permanent
wage labourers from the expropriated estates, then to farmers with
large fami ard finzlly to the poorest members of the village.

The redistributive effect of the agrarizn reform hns been limited,

The distribution of some 13% of the cultivated area to about 9% of the
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rural population hed virtually eliminated very lerge ownerships,

slightly improved the lot of small peasants, but consolidated the
position of the medium stratum which represented the economic and
political power in rural Egypt. Thus the initial inequality in the
distribution of land ownership was not changed in any fundamental way.

It is more importznt perhaps to stress the fact that the new agrarian
changes did not contribute much to solving the structural problems of the
ts since land distribution was mostly limited to previous
tenants and smell farmers.

Despite the great potential promised by the introduction of land
and crop consolidation and the development of the new communal land
system, very little was achleved in practice. The two main obstacles
were the unequal distribution of land and bureaucratic domination over
the experiment. In this respect, BEgyptien co-operatives only managed to
patch up some of the obvious deficiencies of the existing system of
production, mainly through the reorganisation of agricultural rotation,
More serious was the negative effect the crop consolidation system had
on small and poor peasants. They were obliged to cultivate all their
land with a single crop a year and had to depend on the open market £
satisfying their needs,

The improved supply of credit and other agricultural inputs produced
favourable results as far as laend productivity is concerned. But the
credit policy favoured laxge landowners rather than poor and small
peasants. Unequal distribution of credit and the accumulation of large
arrears enabled large landovners to appropriate the greater psxt of
co-operative finence at cheap prices.

Finally, the cou0per:ti§es were successful, through the manipulation
of the agriculturcl terms of trade, lo ensure the nmobilization end
transfer of a sizeable portion of the agricultural surplus to finance

the process of industrial accumulation and redress the balance of
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s

payments deficit. But it had negative effects, through marketing and

|

pricing systems, on the process of differentiation among the farmers.

While the terms of trede of "rich farmers" improved, they remained

unchanged for "y




CHAPTER 3
CHANGES IN THE DISTRIBUTION OF AGRICULTURAL INCOME

3.1. INTRODUCTION

In the previous chapter, the major socio-economic changes which
have taken place in Egypt's agrarian structure since 1052 were examined.
In the present chapter, the main concern is with the impact of these
changes in the agrarian system on structural shifts in the distribution
of agricultural income between various groups of the peasantry.

The effects of agrarian reforms on the distribution of agricultural

income are first considered. This is followed by an analysis of changes
g g

m

in the real wages of agricultural workers., This analysis is carried out

~

in oxder to find out to what extent has the movement in money wages

reflected changes in rezl wages during the peried under study. Finally,

changes in the distribution of agricultural income by major

,.J.

socio-economic groups, and by factor shares are analysed.

3.2, THE IMPACT OF THE AGRARIAN REFORMS ON THE DISTRIBUTION OF
AGRICULTURAL INCCME

As Chapter 2 shows, the redistribution  of wealth in the form of

&

land was the most publicised aspect of the Egyptian land reforms.
However, this aspect represented a less significant change than the
T |" " L4 o~ el &L . . 1
remarkable “income effect™ arising from the rent ceiling.
It is suggested that up until 1960 about 1,100,000
: - . 5 2 .
tenant-cultivators benefited from the first land reform law,” which

.

implies that the livelihood of about five millicn of the rural population
T

Doreen Warriner, Land uo,or'n nnﬂ D“volonm~nt in the Middle Fast,
Oxford University rres

Hammam Ezz-el-Dine,
UT‘tJJuJ+'Od OL Inbu':
Tnstitute of Totion
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were affected. Assuming that the averoge gross farm income per feddan

1

remained the same as in the pre-reform period, the increase in tenants'

net income resulting from the enactment of tenancy regulations would have
been equivalent to the difference between the pre-reform rent level and
the new "statutory"rent". As stated earlier for tenants subject to

cash rents the 1952 land reform law fixed the annual rent per feddan at
seven times the basic land tax. ©Since the latter averaged about £E3 per
feddan, the annual statutory rent was therefore fixed at about £E21 per

]

feddan, which was about £E10 less thar the aversge level of cash rent
that prevailed during the two years immediately preceding the enactment
of 1952 agrariazn reform.

Although the system of share-cropping before 1952 varied largely
from one crop to another, and from region to region, in cotton
cultivation it was common practice for the landlord to take 211 but a
small fraction of the cotton crop and half or more of the wheat crop,

l

. . . . L
leaving the meize and clover for the cultivator and his buffalo. In

ol

other words, under the system of sharecropping before 1952 reform, the
landloxd provided seed and fertiliser for the cotton crop ard got the
labour free. After 1952 the landlords end tenants shared equally in the
cost of cultivation and in the produce of the land. The total area
affected by these new regulations for share-tenancy amounted to about
75,000 feddans of agriculturel 1and.5

Thus, the main impact of the new tenancy regulations was to alter

3 B. Hanse and G. Marzouk, De vcloh10"t and Economic Policy in the UAR
(Feypt Northmﬁollﬁnd ublishing Co., Amsterdam 1665, p. 90
V 1] - ?

l.l.‘( (‘1 e L{* ’

l : .
D. Warriner, Lend Reform and Development in the Middle Fast, op. cit.,

P 33.
5 Ace

Egypt", CER

ording to the estimates of Sayed !larei, "The Agra
Review, Vol. 2, No. 6, November-December 1
Ay 1 5
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the relative shares in agricultural income in favour of the
tenant~cultivators at the expense of big absentee landlords.

According to the estimates of "Hansen and Marzouk", the absentee
owner's share in egricultural output declined to almost half of its
pre-reform level, thus allowing for a rise by about one-third in the

. 2, B ) g , .
share going to ten=nts. However, this exaggerates the change in
relative income shows that resulted from the reforms. Recent investiga-
tions7 have shown that rent controls were seldom put into effect. Various
methods were used to evade the rent ceiling. A common practice was to
get tenant to sign a lease calling for the legrl statutory rent, but at
the same time compel him to sign separate bills of exchange for the
- i : 2
extra amount. ther 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
s T Y &
his family to work on the landlord's estate for no wage whats oever.9
Moreover, many tenants were unable to obtain written lease contracts from
the landowners end were, therefore, deprived of access to co-operative
§ 2 &
services, especielly eesy-term credit. Meny landowners made laxge

rofits by using these leases to obtain credit and various agricultural

inputs at subsidised prices from the co-operztive and reselling them to

o e e et N - ]

6

B. Hansen end G. lMarzouk, Development and Economic Policy in the UAR
(Egypt), op. cit., ». ol
7

The "Committee for the Liguidation of Feudalisnmn", This Committee
established in 1966 in an attempt to check the abuse of agrarian
reform measures by rich landowners. For details see: Al-Toliaa,
special issue, September 1966 (in Arabic), .

G. €. Saab, “"The Egyptian Agrarien Reform 1952-1962", op. cit.,
pp. 145-146,

Q... . :
“Michzel Kamel, "On Class Struggle in the Countryside", Al-Taliaa,
September 1066, v. 55.




- 129 -

; . I : § &
tenants at black-market prices. The government drive to "liguidate

feudnalist pockets™ in the mid-sixties does not seem to have altered the
sitvation. The strong pressure for land and the domination of lan

reform institutions by lerge landowners made it ecsy to squeeze tenants.
By making use of the available official dat~ on average gross

incone, average cost of cultivation per fedden and other overhead

outlays (land taxes and contributions towards co-operative expenses),

it is possible to estimate the change in the average net income of those

new beneficiaries of land redistribution who cultiveted their land with

the aid of family (rather than hired) labour. This group represented

\
about one fifth of the total number of landholders and Eprime Ishag and
M. A. Kamal have attempted to estimate changes in net income per feddan
for the group for the crop years 1952/53 to 19’“/() L ety findings
are summarised as in Table 1.

The trend of growing money incomes was uninterrupted throughout
the period 1052/53 to 1964/»5. Gross money receipts per feddan increased
by about 50% during the period, three-tenths (30%) being accounted for

by gains in land productivity. The remaining two-tenths (207) of the

increase was accounted for by the recovery in agricultural prices,

=
)

of 1952/53.

particularly cotton prices, from their post~Korean ¥

While receipts increased overhead outlays declined as a result of

the scaling down of the arnual instalments paid for the purchase of land

B s RSP ——

= F. Abdel~Fattah, The Contemporary Village: Between Reform and

n"voluilon, 10‘7 TD?O on. cit., pp. 42-44, This study provided
details of i ies by large 1'»11"0’1'n rs which were revealed
by the "Comnittee for the Ligquidation of Heudelisn"™ formed by the
government in 1066 to counteract the revival of large landowmer's
influence in the Hgyptizn countryside.

E. Eshag and M, Kmal, "Agrarisn Reform in the United Arab Republic

>
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TABLE 1

Income Per Feddan of The Beneficiaries of Land Distribution during 1952/53-1964/65
(&2 )

1 §

1952/53 1954/55 | 1956/57 | 1958/59 | 1960/61 | 1962/63 | 1964/65

Gross receipts 55 58 66 66 75 76 84
Less: Cost of Cultivation -10 -7 -9 -10 -10 ~11 -13 &J
Operating Profit 45 a1 57 56 65 65 71 | T
Tafiex (7 100 113 129 127 142 144 157
Less: Overheadg Taxes and (2) ’
Cooperative expenses -6 -6 -5 =6 -6 -6 -5
Less: Purchase price of land ~-12 -12 -12 -12 - =8 il -1
Net Income per feddan 27 33 39 39 50 55 64
Index (l> : 100 % 122 144 { 144 185 204 236
Source and Notes: Eprime Eshag and M.Kamael, 'Agrarian Reform in the United Arab Republic(Egypt) -,

Bulletin of the Oxford Institute of Economics and Statistics, XXX,May 1968,p.97
(1) Computed by the researcher.
(2) Land tax is estimated at £E3, supplementary tax at £EO0.3

and contribution towards cooperative expenses at £E3 per

feddan; +total is rounded to £E6.00 per feddan.
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following a series of successive governmental decrees These decrees

reduced the sale price of land to the beneficiaries, extended the

;),

3

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 feddsn for those who benefited from land

redistribution,

3.3. THE TREND IN THE DEVELOPMENT OF ZEEAL WAGES

> T

Our discussion of the income effect of agrarian reform in the

.

previous section, was centred around "landed" farmers, i.e. those with

g
access to land either through ownership or rent. As stated in Chapter 2,
agrarian reform aimed at improving the stondards of living of landless

peasants whose main source of income was their labour. Thus, minimun

wege legislation fixed a minimum wage rate f

(@)

r an eight-hour day of
18 piasters for men and 10 piasters for women and children compared with
10-15 piasters for adult men and 6-7 piasters for women ard children

per day.before agrarian reform,

~

To assess the impact of wage legislation on the stendards of
living of the rural labour force, it is the chernges in real rather than

noney wages that we examine.

Given the inadequacy of ave 11,ulo statistical material and the

conceptual ard methodological difficulties associated with the notion of
a "unique" measure (or index) of reml wages more than one tentative
neasure is derived in the attempt to exsmine to what extent the movement
in money wages has reflected changes in rezl wages during the period
under study.

The first measure is related to the idea that, in a surplus labour
economy, the consumptlion needs of the agricultural labourer may he

equated with one basic subsistence good which tends to dominzte his diet




over a relatively long period of time. Such a measure will be referred
to as the "grein equivelent" of rural wages
For the rural poor of Egypt ceresls (particularly maize) occupy

‘ : : 13
a dominant place in the averege diet. ~

lMeize is mainly consumed in

Lower Fgypt and millet in Upper Egypt. DBoth are preferred to other

foodstuffs by the poorer sections of the rural community because they
R 14

are more filling and cheaper. As a matter of fact other foodstuffs,

usually regsrded as superior ceresls, are not offered to the rural poor

on the same favourable price-calorie terms.

The Food and Agriculture Crgenisation Committee in 1957 estimated
three levels of daily calorie reguirements according to different
degrees of activity. For sedentary workers the daily requirement was
o

estimated to be 2,800 calories; for work involving a moderate degree of

wetivity

t+

he requirement was 3,200 calories while for heavy work it was
4,400 calories per day.15 Here we assume that an agricultural labourer
requires a minimum of 3,000 calories per day to provide for a satis-
factory subsistence diet that allows for an average of eight hours

16 . " " ; .
work a day. This would reguire an annual rate of maize consumption of

2 . ! s
1 See: C. Clark and M. Haswell, The Fconomics of Qubul tence

Agriculture, 4th ed., Mecmillan, Lot o

ndon 1970, Chapter 4.
1 s s
3 m Eighty per cent of the peasants' calories come from maize bread,
of which he eats up to three pounds a day. See: Peter ”Aﬂonlcld

Nasser's Igypt, 2nd ed., London 1969, pp. 202-20%4.

e R e

14

1PO“O“IC DevoLorront with Special Reference

et M L A b 2 e

G. Amin, Food Supply anc

to Eoypt, I‘_‘:m: (ass and Co. Ltd,, London 1066,

%)

D, S,
Food and Agriculture Organisation, "Calorie ncqvlvcmnnt . Report
of the Second Committee on Calorie Requirenents", y
Studies, Ho. .137. The Committee considered that the i
2,800 =nd W,NO) probably revresent extreme limits., However, these
estimates are ouectioned. Sees Loenard Joe, "Food and Nutrition
Planning™, Jou of Agriculture iconomics, XXIV, 1373.

16 . . . . . . .
One kg of maize will give about 3,600 colories. This mezns that a

u
labourer needs to consume up to 833g of maize per day in oxder to get
3,000 calories,
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304 kg, Table 2 compares the money cost of such a diet, given the
prices of maize that actually prevailed, with the movenent of daily
money wages.

Despite the fact that a legal minimum rural wage of 18 piasters

had existed for men since 1952, the averege level of dsily money wages

remained at about 11 piasters per day throughout the period 1952-1960.
To avoid the minimum wage regulations employers - the state included -
used to fix unusually long half-days, thus securing more than half a

¢ Tr e o7 ] [ ] 17 = V4 3 "
day's work for only half a day's pay. As late as 1961, the average

: A v e . . 18
daily wage for men was reported to be still around 12 piasters. Only
in the mid 1¢60s did the averege wege for men approach the level of the
statutory minimun set in 1952. The increase in money wage rates for
o 10

rural labourers was of the order of UL0%-50% during the period 1960-1065,~7
This reflected the strong inflationary tendencies that developasd in the
FEgyptian economy around the mid-sixties, and the tightness of the labour
market in rural areas as a result of the increased demand for wage-labour.
This increased demand for labour was generated by the construction of

; 0
the High Dam and the new land reclamation sc 1ew,w.2

However, as colwnn (F) in Table 2 shows the money wage index
declined from 1951 to 1956, the years of uncertzinty following the 1952
Revolution and period during which it was difficult to enforce minimum

nge legislation. There was then gredually increase between 1955 a

1971, the years of "Socialist transformation", the second zgrarian

e H. H. Ayrout, The Egyptian Pessant, op. cit., p. 27.

18 B ;

S

Inqututo of Nationzl Pl=nning, Weges, Incomes and Consumption in
Rural Aress, ikeport D, Cairo 1968, p. 10.
19 4,55 ;
9 Thidis De L1ls
20
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TABLE 2
The "Grain Equivalent" of Rural Wages, 1950-1971
Price of Maize Money Cost Daily XEQ
Year (Piastres) (1) (Piastres) Money~ (D)
, of 3000 Index| yages
il (2 Pt Calories! (Piastres)
= Ke. Worth of Maize
(1) () 16) (D) (x) (F)
1951 | 245 1.75 1.45 100 11.0 |11
1952 270 1.93 1.60 110 11.0 10
1953 270 1.93 1.60 110 15,0 10
1954 264 1.89 15T 108 11.0 10.2
1955 | 378 2.70 2524 154 11.0 7.1
1956 419 2.99 2.48 171 11.0 Gl
1957 350 2.50 207 143 11.0 TeT
1958 | 250 2.50 2.07 143 11.0 7.7
1959 350 2550 207 143 12.0 8.4
1960 350 2+50 2.07 143 12,5 8.7
1961 | 350 2,50 2.07 143 12.6 8.8
1962 360 257 2.14 148 n.a. -
1964 490 3.50 2.90 200 18.0 9.0
1965 | 420 3,00 2.50 178 18.6 | 10.8
1971 | 360 4.00 3,00 229 25+0 10.9

Notes and Sources:

gl) One Egyptian Pound (£E)= 100 piastres = 1,000 milliemes
2) One Ardeb of maize = 140 Kgs.
Column(A)&(B): prices for maize are in most cases wholesale prices.
See: National Bank of Egypt, FEconomic Bulletin, XTI,
No.4, 1958, and XVI, No.l=2, 1963. For the years 196/—
1971, See: Central Agency for Price Planning, Memo 12,
Cairo, 1973.
Column(C)s: Obtained by multiplying figures in Col.(B) by the
standard conversion factor 0.833.

Column(E): For the years 1951-1959, See: D.Mead, Growth and
Structural Change in the Egyptian Economy,p.313.
F'or the years 1960-71, Sec: Institute of National
Planning, Agricultural Price & Income Polities,
Memo. 168, Cairo June 1971, p.25.
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reform and the government drive ageinst the "remaining pockets of

)

feudalisn®™. But teaking the period

D

level in 1971 to what it was in 1951. It is therefore our conclusion

B) . ‘s
a whole,-gw% is at a similar

that, with the exception of a brief period in the late 1960s, the
standard of living of agricultural labourers (essentially landless
peasants and very small farmers) has more or less remained unchanged
during the periocd in question.

A second approach to the problem is to make use of all the
available information that throws some light on the movement in rural
real wages., Table 3 combines the following indices: the "average daily
money-wages"; the "grein equivzlent" index discussed above; the official
vholesale price index for cereals; and the "special cost of living"
index 2 for egricultural labourers published by the Institute of
Nationzl Planning,

s Table 3 shows there was a marked fa2ll in rurel real wages
during the period 1052-62. Furthermore, the food grain indices used as
wage-deflators indicate a much great fall in real wages during 1962-1962.

One final word, it is worth noting that the indices showed in
Table 3 were constructed with reference to official prices rather than
actual prices. Thus they tend to understate the rise in the cost of
living for rural labourers over the period under study to the extent

e

that ectual prices increased faster than official prices.,

21 A special cost of living index for rural labourers, based on a

representative bundle of ten comﬂouities consuned by people in the
lovest expenditure group (i.e. 1*:5 thﬁd £E25 per annum), Was
calculated at the Institute of 12l Planning in Cairo up to 1961,
The weights used in constructing zhe index were derived from the
'}53/57 fanlly buiget surveys, but the index on the whole wremsins
heavily weighted in terms of feood graing, as the weig! xt of maize in
this index anmounts to 45%. See: ¥. Zaghloul, A Cos:
for iurel Labourers, 1913-19€1, Institute of Ne tion:
April 1665, Heme No. 557, pp. 3-7.

Ca
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TABLE 3
Movement in Rural Real Wages, 1950-1971

Year Index of Average Index of Money Official Whole— Special
Daily Money-Wages Cost of the sale Price TIndex Costmof~
for men "Grain Equivalent" | for Cereals living
(1950=100) of Rural Wages (1950=100) Index for
in Terms of Maize Agricule
(1950=1.00) tural
Labourers
(1950=100)
(1) (2) (3) (4)
1950 100 100 100 100
1951 100 100 106 100
1952 100 110 102 100.5
1953 100 110 112 101 <7
1954 100 108 118 104.3
1955 100 154 125 112
1956 100 171 136 129.7
1957 100 143 134 128.6
1958 100 143 127 131.5
1959 109 143 128 126
1960 115 143 128 128
1961 115 143 134 136
1962 115 148 133 139.3
1962 164 148 131 144
1964 164 200 137 167.5
1965 169 172 149 198.1
1971 226 229 190 214.6
Sources:

- Column.(l): based on figures on daily money-wage rate for

agricultural labourers given in D.Mead, Growth and

Structural Change in the Egyptian Economy, pp.92=95;

and in Intermational Labour Office, Report on Rural

Employment Problems, pp.68=69.

abstracted from Table 2, Column D.

derived from data in D.Mead, Statistical Appendix,

Table VI=I-1l, and Central Agency for Public Mobilization

and Statistics, Statistical Yearbook, October 1974.

Column (4): derived from data in F.Zaghloul, A Cost—of living Index
for Rural Labourers, p.5; And for the Period 1962-1971,
the Official index number of retail prices for foodstuffs,
including fuel and soap, are used as the closest
substitute for the Special Cozt of living index.

Column
Column

~~
w N
~—r
e o
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3.4, DISTRIBUTION OF AGRICULTURAL INCOME BY FACTOR SHARES
AND SOCIO-LCONOMIC GROUPS

The study of distribution of agricultural income by factor shares
has been preferred by neo-classical economists, Distributive shares
within a neo-classical analytical framework are determined by the

s . . ; 22
marginal products of factors engaged in agriculture.

The acceptance
of such a marginal productivity approach to income distribution is
usually supplanted by the use of production functions. The one production
function generally used in this type of analysis has been the
Cobb-Douglas production function.z3
Table 4 shows the changes which occurred in the functional distri-
bution of agricultural income in Egypt over the period 1952-1970. There
was a marked fall in the share of property returnsZLF over the period
covered (the f2ll being of the order of 15%-16%). About half of this
can be ascribed to the decline in the share of cash rents in total
agricultural income that resulted from rent controls. The same table
ows 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 fact, we have

reasons to believe that they tend to exaggerate the share of labour and

understate that of property income. The data on agricultural wages, as

e For more details, see Chapter 1, Sections 1.5.B. and 1.5.C.

23 See: B, Hansen, "Marginal Productivity Wage Theory and Subsistence
Wage Theory in Egyptian Agriculture", Journal of jévo]obﬂent'otudlbp,
11, July 1966, pp. 368-407; #nd C. Clark and M. Haswell, The
Economics of Subsistence Agriculture, op. cit., Chapter 1lo.

2"

Property incomes (including rent payments) and wages represent the
two mejor income sources of households, as they flow directly from
the production process in agriculture.




TABLE 4

Development of Distributive Shares in Egypt,

1952-1970 (at Current Prices)

Financial
Years
(ending

30 June

Agricultural

(1)

(4E million)

Income

Wages

(£% million)

Share
in

Total

Income

Total
Propert¥
Returns

(S8E million)

Share
in

Total

Income

Cash
Rents

(£E million)

Share
in

Total

Income

T ——

1951/52 352 60 17 292 83 58 16

1959/60 405 98 24 307 76 n.a.(3) -
;1960/61 403 99 25 304 5 47 12

1961/62 373 117 31 256 69 48 , 13

1962/63 425 126 30 299 70 48 11

1963/64 475 139 29 336 71 47 10

1964/65 528 166 3 361 68 46 9 ;
1965/66 608 197 32 411 68 46 8 .
1966/67 612 205 33 407 67 7 8 -
1967/68 644 201 31 443 69 48 75 ;
1968/69 688 oY 31 477 69 49 (3) 7

1969/70 772 218 2 554 72 n.a. -

Notes and Sources:

(1) Net Value added (at Curremt Prices)

(2) Inclusive of rent payments.

(3) Not available.

The Period 1951/52 From: Hassan Abdallah, U.A.R.Agriculture, Cairo,1965, p.93 (in Arabic).
The Period 1959/60~1964=-65 From: Ministry of Plammning, Follow=up and Evaluation Report on
the First—Five Year Plan, Part 1, Cairo, Feb.1966 (in Arabic)

The Period 1965/66=1969/70 From: Price Plamming Agency, Distribution of Personal Incomes,

Memo No.18, Cairo, Jamuary 1973, {(in Arabic).
Rent Payments, From: Ministry of Agriculture, Agricultural Economics Bulletin,
Various Issues.
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reported in official statistics, represent "imputed™ average annual

wages for the whole labour force employed in egriculture {including
unpaid family labour and landholders working on their 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 official land rents and prices of agricultural products. Since
rent controls introduced by the agrarian reform often were not enforced
and existence of an active black market in agricultural products, this
implies that there is no guarantee that official land rents were
actually received by landowners, and that official prices were usually
surpassed,

But quite apart from the particular analytical and empirical
difficulties associated with the construction of an "aggregate production
function" for agriculture - such that the above explained approach
appears to be an excessive abstraction from reality, and is of limited

se for the analysis of the interdependence between distribution of
income, social change and economic growth. There are several reasons
for this. First, it has not proved possible to isolate "“factor incomes
except by making heroic sinplifying assumptions. This is because it is
often not possible to isolate factor shares for the large section of
the peasantry who cultivate their own land where all factor incomes

25

actually merge. Secordly, evern if the different types of income could

—

P s

25 Professor B. Hansen has attempted to estimate distributive shares
in Egyptian agriculture within a neo~classical analytical framework,
According te his analysis, some awkward problems of a definitional
and statistical nature raises: +the absolute size of the wages' share
in agricultural income was obtained by imputing average daily wages
for labourers and by assuming that each person is working full time,
an arbitrary assumption which introduces 2 systematic element of
overestimation in the share of wages. Similarly, the share of rents
was obtained as the ratio between the rental value of all cultivated
Jand, and, total agricultural income. A residual share emerges,
which can be attributed to the presence of some overlapping hetween
rental values and wages on the one hand, and between rental values
and us ur3 interests on the other hand. See B. Hansen, Distributive
Shares in Egyptian Agriculture, 1897-1961", The International ] Economic
Review, Vol. 9, No. 2, June 1968, p. 192,

—»
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be isolated, they no longer correspond to distinct socio-economic

groups.

Thus the need to define homogeneous socio-economic groups, with
broadly similar types of incomes and broadly similar consumption and
savings behaviour, is centrsl to the analysis of the relation between
distribution and the socio-economic changes in the economy.26 It is
important to focus on the process of distribution of income between broad
social classes in order to be able to explzin the dynamic behaviour of
the economy and society at large.

To obtain reliable figures on the distribution of income in the
agricultural sector between broad social classes is a difficult task.
Not only are the concepts and classifications used in the official
sources highly ambiguous, but also the statistics in this respect are
scanty.

However, a number of writers have attempted to piece together

whatever data were available in order to provide a picture of the
change in the income distribution matrix,
According to Samir Amin,27 the rural society in Egypt for 1958 was

divided between: "landless peasants" who represented 737% of the rural

e e s i

26

The recent trend in the literature on income distribution is towards
a classification which will combine information on the source of
income with a classification by socio-economic groups which share
common patterns of behaviour. For more details sees Chapter 1,
Section 1.5.A; also see: J., Marchal and B. Ducros (eds.), The
Distribution of National Income, Proceedings of the Conference of the
Tnte tional Economic Association, London, 1668; Nency Baster,

International Ec
Distribution of Income ard Economic Growth: Concepts and Issues,
op. c¢it.; and Charles Elliot, "“Income Distribution and Social
Stratification: Some Notes on Theory and Practice", Journal of
Development Studies, Vol. 8, No. 3, April 1972, pp. 37-55.

&
Samir Amin, L'BEgypte Nasserienne, Paris, 1964, Chapter 1,
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population and obtained only 15% of agricultural income; "“poor
peasants" (owing less than one feddan) accounting for 6% of the popu-
lation 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% of the
population but received 23% of the income; and finally "“rural capitalists"
(above 20 feddans) whose number amounted only to 1% of the population,

but appropriated 36% of the income .2

A number of remarks can be drewn from this study. First, the
rural population was estimated to be 19 million in 1959 whereas it is
known that the rural population was only 16 million. This will affect
the estimates of the number of landless. Moreover, the land distribution
used in this study related to 1950 but not to 1958 as was stated.

Finally, the stratification of landowners is far removed from Egyptian
reality, For instance, one can hardly consider owners of from one to
five feddans as "middle peasantry" as their income puts them nearer to
"poor peasants",

Another attempt, by Donald Mead, provides us with estimates of the
distribution of agricultural income for the years 1950 ard 1960. The
findings of this analysis are summarized in Table 5.

A number of inferences on the distributional shifts within the
agricultur~rl sector over the period 1950 ard 1960 can be drawn from
Table 5. The introduction of "rent control" and fixing a "maximum
ceiling" on ownership after 1952 (the First Agrarian Reform) have had a
downward effect on the share of income received by the "large landowners",

The income received by the poorest groups of the rural population

28 4., pp. 10-11,
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(i.e landless wage earners and very small landowners) remained
virtually unchanged. The biggest chift in the distribution of agri-

cultural income was in favour of the size class 2-50 (i.e, the middle

class of farmers as the study stated), whose share of total agricultural
income increased by some 35%. Although the number of the "middle class"
of farmers increased, their gain was so much as to raise per capita
income over the period 1950-1960. Finally, the study comes to the
gonclusion that

"while structural change and income distribution have

helped to alleviate the pressure of population growth

on rural incomes, they have not solved the prghlem of

rural poverty, and probably camnot solve it".“”

A few remarks concerning the dala in Table 5 are in order. First,
the 1960 was the year to which the study goes only to and this terded to
neglect the effect of the Second Agrarian Reform of 1961. Secondly, the
classification of the group of landowners of 2-50 feddans as "middle
class"™ blurs basic differences between those who own less than five
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
distribution of agricultural income for the years 1950 and 1965. The
findings of this study are summarised in Table 6.

A number of important inferences on the distributional changes
within the agricultural sector during the period 1950 and 1965 can be
drawn from Table 6. The introduction of the Land Reform Laws of 1952
and 1961 of fixing 2 minimum ceiling on ownership have had a downward

effect on the share of income received by the "large landowner" who

&3 D. Mead, "Growth and Structural Change in the FEgyptian Economy",

op. cit., pn. 79-80.
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TABLE 5

Distribution of Agricultural Income in 1950 and 1960

1950 1960
£5 Share in £E Share in
Million |Total % |Million |Total %
\ Wages for landless 20.0 5.4 20.0 5.0
\ Rental Payments 48.3 13.2 31.7 7.0
Other Income by Size of Holding:
Below 2 Feddans 24.1 6.5 28.7 7.0
2-5 Feddans 160.7 43T 218.1 52.0
Over 50 Feddans 114.9 31.2 123.5 29.0
Total Gross Value-Added 368.0 100.0 422.0 100.0

Source: . -
=" D.Mead, Growth and Structural Change in the Egyptian Economy,

Tllinois, 1967, p.(8.

TABLE 6
Percentage Shares in Agricultural Income
1950 and 1965

Groups of Peasantry % shares in agricultural income
1950 1965
Landless Families 9.0 8.0
Holders of less than 5 Feddans 175 34.0
Holders of 5-~100 Feddans 48.5 54.0
Holders of over 100 Feddans 2540 4.0
Total 100.0 100.0

Source:
R.Mabro, The Egyptian Kconomy, 1952=72, Oxford: Clarendon

Press, 1974, pp.216=271.
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suffered a substantial loss as a result of the virtual disappearance of
the "over 100 feddans" bracket from the structure of ownership. The

biggest shift in the distribution of agricultural income was in favour

of the size class "less than five feddans" (as they include all the new
owners who benefited from land redistribution), whose share of income
rose from 17.5% to 34.0%. There was also unchanged, if not deteriorating
in the share of income received by the landless peasants,

Finally,

A

a tentative anzlysis of income distribution by
socio and economic groups has been undertzken recently.BO The findings
of this analysis are sumnmarised in Table 7.

This study used data on landholdings from the 1950 agricultural
census together with estimates of national income from agriculture for
the years 1945-1947 and a rough estimate of the average money rent per
feddan before 1952 in oxrder to obtain a breakdown of income in the
agricultural sector by the major socio-economic groups for 1950. A
similar bresrkdown for 1961 was obtazined by using the 1961 census,

A number of important inferences on the distributional shifts
within the agricultural sector over the decade of the 1950s can be
drawn from Table 7. The introduction of "rent control" after 1952 has
had a remarkable downward effect on average money rent per feddan, and
in most cases average rents per feddan declined by some 25% to 30%.
This meant a fall in the absentee landlords' income and an increase in
the incomes of tenant-cultivators. The biggest shift in the distribution
of agricultural income was in favour of the size class 5-<50 feddans

(i.e. the middle and rich peasantry), whose share of total agricultural

S M. Abdel~Fadil, "Development, Income Distribution and Social Change
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TABLE 7

Distribution of Agricultural Income by Socio—Economic Groups in Egypt, 1950-1961

— 1950 - W . 1961
Share | Number % of Total Average 2/ LB Share No % of Average
£E in of Farm Income 4 million in Families Total Income 2/
Major Socio-— million Total Familie§ population.| per head Total (0001ts) Farm per head 4
economic Income| (000?s) of Family Income population of family
recipient groups. (8E) <E)

(1) (2) (3) (4) (5) (6) (1) (2) (3)

(4) money real (6)

1. Wages paid to
agricultural
labourers (income 20 5l 1217 55 16.4 0.09 39 9.6 970 37 40 30 0.26
of landless

&
peasants)

n
.

Income of land=—
rs by size of

as 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 1961 Census.
Appropriate deflators were then applied to figures on average money
income by family.

Average rental is estimated at £E 21 per feddan. The share of rent
payments in total income in 1961 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.

55 15.0 787 35 70 0.43 113 28.0 1381 53 82 81 0.53
i
92 25.0 201 9 45 2T 130 32.4 251 9 518 | 513 3.55 B
144 39.0 15 1 9600 39.00 69 17.0 10 1 | 6900 | 6832 17.0 ¥
3.
58 15.6 52 13.0
ralue added in
iculture (at 369 100.0 2220 100 166 1.00 403 100.0 2612 100 154 152 1.0
current prices)
1950 Notes and Sources 1961
(1) A1l lebourers are assumed to work 150 days per year. See:D.Mead, Growth & (1) The wage share is derived from census data on the number & age-sex
Structural Change in the Egyptian Economy,Homewood, I11linois,U.S.A.1967,p.78 composition of paid labourers, combined with a rough estimate of
(2) Incomes of different groups of landholders are based on uSthutC of average the average number of days worked per year for each group, and a
gross value added per feddan for different size farms. See: Mead,op.cit.,p.67 knowledge of wage differentials by sex and age.
and multiplied by the acreage in each size class as reported in the 1950 (2) Incomes of different groups of landholders were obtained by assuming
agricultural census. the following uniform income levels: income of an owned feddans, net
(3) Average rental is estimated at £E 30 per feddan. See: B.Hansen and G.Marzouk, of land tax &E 62; income of a rented feddan, net of land tax &£E 44.
Development & Economic Policy in U.A.R. (Egypt), North—holland Publishing Co., Wages paid to hired labour were netted out from the incomes of landholders
Amsterdam, 1965, p.83. Rental payments refer to rent actually paid (in cash or kind)
ng imput

1
pu yd 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 1961,
it is useful to compute the percentage share in income divided by the Percentage
Share in population (for each income recipient group) (3)




———————————EEEEEEREE

- 146 -

income rose from 25% to 32.4%. There was also a substantial increase
in the income received by the poorest groups of the rural population

(i.e. wage labourers and those cultivating tiny pieces of land or

small farms) with their share of total agricultural income rising from
20,4 in 1950 to 37.6% in 1961,

It is 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 result of the fall in the absolute number of landless families,
from 1,217,000 in 1950 to 970,000 in 1961,°% as well as the rise in
nunber 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 increese from 787,000 to 1,381,000 in the
number of farmers as a result of the land redistribution programme. The
transfer of land ownership implied significant income increases for
those in this group. Finally, the absolute income received by the
big landlords (i.e. > 50 feddans), as well as their relative share of
total agricultural income, dropped markedly during the 1950s.

A few remarks concerning the data base in Table 7 are in order.
First, 1950 was the year of the Korean War boom and this tended to bias
upwards the non-wage income share of agricultural 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 interest payments to the

e i e B A et s e A A BT A s S

31 4his amounted to a decline from IMy% to 30% in the total number of
rural families, Sees ibid., p. 44, Table 2,12

Ll o
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goverrment and the emortisations associated with the newly distributed
land were left out of the picture; this might be because they were

considered to be a kind of compulsory savings.32 Thirdly, it should

be stressed that the use of a uniform average income per feddan, without
regard to the size of farm, leads to some upward bias in the incomes of
small owners and tenants., In most countries many small farmers are
compelled to sell the whole of their crop immediately after the harvest
at unsuitable prices, and then buy some of it back at a substantially

) . .
higher price later,- These losses in incomes arise mainly because of
the shortage of adequate storage facilities and the pressing need for
cash,

It is clear from the preceding discussion that the "middle and
rich" peasantry benefited most in terms of per capita income increases.
It is also obvious that the "landless and small" peasantry achieved
significant gains in income, though to a lesser degree. For the rest,
incomes declined very sharply particularly for the very large landloxds.

Despite the conclusion drawn from the above discussion, we cline
to believe that the conceptuzl and statistical bases were not accurate
for some reasons. First, the estimates of "landless peasants" suffers
from a gross understatement emanating from a wrong reading of the
population census results. According to the 1960 population census,
total rural population over six years of age amounted to 13,072,236
while those engaged in agricultural activities and those inactive were

12,136,716 which leaves 935,605 or 7.2% exactly of rural population who

v B e um——

5% B, Hansen and G. Marzouk, "Development and Economic Policy in UAR
(E@ypt)“, 92;»(_7_7,/“' s D. o4,

¢ C, Clark and M, Heswell, "The Fconcmics of Subsistence
Agriculture", op. cit., p. 63.
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.
were engaged in non-agricultural activities.3+ What the study,

mentioned above, seems to have done was to take the difference between

total rural population which amounted to 16,120,39835 and rural
population over six years of age engaged in all activities which was
13,072,236.36 Thus, the study assumed that this difference (of
3,048,162 or 18.9% of total rural population) represented the number of
population engaged in non-agricultural activities, On these grounds

| the ratio of non-agricultural to total rural population which estimated
at 19% has to reject as the assumption on it is crucial to the estimate

37 Secondly, the study stated that "figures for the

of lardless.
incomes of different groups of landholders are based on estimates of
average gross value added per feddan for different size farms" for which
it cites Mead , p. 67, as a reference. As a matter of fact, the

figures in Mead refer to “gross value of Qutput/feddans" but not
value-added. Finally, the estimates of income shares of various
landholding classes are erroneous. After allocating income to owner-
ship classes the study referred the difference between their combined
share and total agricultural income to a separate category labelled
"rental payments for absentee land ownership", and forgotten that this
group were included in the estimate of income by ownership class.
Moreover, a simple addition of the number of families in various
socio-economic recipient groups, which the study presented in the same
table, would hzve shown that the study has accounted for all

landholders in Egypt, and the estimates as they stand contain a grave

38

doublas counting.

S RPPP——

el
7 1960 Population Census, Table IV, pp. 13-16.
35 Ibid., Table II, p. 1l.
36 Ibid., Table IV, p. 16.

37 S. Radwan, "The Impact of Agrarian Reform on Rural Egypt, 1952-1975",
op. ¢it.; p. 6,

5 S
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CONCLUSION

» The foregoing analysis enables us to drew some broad conclusions
about the distributive effect of agrarian reform during the period
1952-1970. We cline to believe that the changes in the distribution of
income among rural classes is basically a reflection of the changes in
the structure of land ownership. In this respect, the Egyptian
agrarian reform had an important impact on the process of differentiation
among the peasantry. The class of big landowners (mostly absentee) has
weakened, if not eliminated and has been replaced by a class of rich
and medium capitalist farmers who depend on hired labour and modern
machinery in the cultivation of their land. At the other end of the
spectrum, the majority remained in the class of poor and lanless
peasants who depend on their labour to earn a living. Moreover, minimum
wage legislation and rent controls have, to some extent, replaced the
semi~feudalist relations by contrazctual ones., In other words, the
reform has largely transformed the relations of production from
semi-feudalist, semi~capitalist, into capitalist relations. The distri-
bution of income reflects this trensformation. Thus, we cline to
believe that during the period under study the absolute income received
by big landlords (i.e. over 50 feddans) as well as their relative share
of total sgricultural income must have fallen considerably. Meanwhile,
the middle and rich peasantry (i.e. 5-50 feddans) benefited most by
increasing both their share of agricultural income and income per
capita. Poor and small peasants (i.e. <5 feddans) must have increased
thelr share of agricultural income mainly due to the increase in their
numbers, also increased their per capita income, but to a lesser degree.

Finally, the problem of landlessness seems to be far from being solved,




CHAPTER 4

STRUCTURAL AND SOCIAL CHANGES IN THE

INDUSTRIAL SECTOR OF EGYPT

4,1, INTRODUCTION

The concern with economic development of the leaders of the coup
of 23 July 1952, was not limited to the chronic problems of rural BEgypt
and the redistribution of wealth, income and political power. Measures
taken in the early years of the revolution suggest that they had, from
the very beginning, other objectives, The first relates to the diversi-
fication of the economic structure, mainly through industrialisation.
This 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 electricity, agriculture, and
certain services. An essentially 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 for economic diversification was closely related to
another concept, that of Egyptianisation. The Egyptian governments,
until the Second World War, were generally timid in undertaking measures
leading to a significant diversification of the economic structure.
Tariffs, established in 1930 and raised on several occasions afterwards
were primarily designed to finance government expenditures. After the
War it became an important policy instrument. Two Five-Year
Programmes for public expenditures on irrigation and social infra-
structure were drawn up and approved by Parliament in 1935 and 1947,
but implementation was incomplete and sluggish., The old rogino; however,

took steps (especially during the late 1940s) towards Egyptisnisation,

—7



It imposed cellings on the proportion of foreign manual workers

(limited to 10%), and salaried employees (25%), and on the proportion
of capital held by non-Fgyptians in joint-stock companies (U49%).
Arabic became the official language for book-keeping and all commercial
documents. Finally, the Egyptianisation of the judicial system was
completed in 1948 with the abolition of the Mixed Courts.l

From the start the new leaders were more determined than the old
to carry out the objective of economic diversification. Discussion of
the requisites and probable implications attaching to the structural
changes in industrialisation, requires a thorough study of the lessons
and experiences of past industrialisation policies. BEqually important
is to view "industrial development" in the brosder perspective of the
social and cultural change that is concomitant with economic development.
It is the aim of the following sections of this chapter to investigate

these policies.

4,2, INDUSTRIALISATION

"Industrial developmonts"2 have a long and fascinating history in

4 R. Mabro, "The Egyptian Economy, 1952-1972, op. cit., p. 108,

Industrial development is not simply the expansion of production
capacity and of output of m-nufactured goods. In the strict sense
of the term it implies the building of an "“industrial society"
characterised by the following features: a rational orgznisation

of production, both in manufacturing and in other sectors of the
economy, which in turn implies the intensive application of science
and technology throughout the whole field of production of goods

and services; an equally extensive participation of the population
in consumption, so that the benefits of technical progress reach all
social groups; and an “open" social stratification system, supported
by modern methods of education, capable of providing the necessary
talent and educating the whole population to understand and take part
in the industrialisation process.

See: United Nations HEconomic Commission for Latin America, The
Process of Indus <
LSS IR

Sales No. 66

snt in Latin America, New York, 1966 .,
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Feypt. The Revolution of 1952 did not initiate these developments,

but gave the state the leading role in furthering them,

Two landmarks in the history of industrial development in Egypt
were the establishment of a separate Ministry of Industry in 1956, and
the Industrial Organisation of Law of 1958. The First Five Year's
Industrialisation Programme (prepzred in 1957 and later incorporated
with the general plan of 1960-1965) was another important step towards
the consolidation of industrial policy in this early period.

The process of economic development in Egypt was accompanied by
significant organisational changes of a far-reaching nature. With the
rapid socialisation of the economy, a major portion of the industrial
sector was transformed into state-owned enterprises. Consequently, it
has been necessary to evolve new economic menagement techniques in order
to improve the overall efficiency of the industrial sector. The
evolution of the public sector in the industrial field, both in
structural organisation and managerial efficiency, was a salient feature
of Egyptian industrial policy in the 1960s, while private-owned
enterprises continued to play an important role in industrial
activity.

The process of industrial development in Egypt was carried in
three stagess the First Industrialisation Programme (1957-June 1960);
the First Five Year Plan (1960/61-1964/65); and the Second Five Year
Plan (1965/66-1969/70).

Table 1 shows the list of projects classified by major branches
of industry that were included in the above three stages.

Industrial policy during this period, as formulaied‘in the First

Industrialisation Programme, &aimed at:3

e e et o O i A S B O o

3 F., H. Awad, "Industrial Policies in the Arab Republic of Egypt",
L'Egypte Contemporzine, Vol. No. 351, January 1973, p. 7.

h -
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e

self-sufficiency through import substitution;

expansion of industries with export market orientation;

~\
e
o
p - p— g

obtaining a balance between the development of ba.sicl’L and

N
e
=
e

consumers industries; and
(iv) achieving an equitable regional distribution of industry.

These policy considerations were observed through later stages of
industrial development., They were re-shaped and emphasised in the
National Charter of 1962,5 but with certain additionss (i) heavy
industries should have prior importance, without however jeopardizing
consumers'® industries expansion.

The list of criteria for determining the priority of projects was
rather lengthy but not always clear. The first Industrialisation
Programme enumerated, without order of preference, such conditions as:
contribution to national income, local and foreign finance needs, rate
of profit, increase in productive capacity of capital goods, contribu-
tion to the supply of consumption goods, savings of foreign exchange,
the length of the gestation period, absorption of locally available
factors of production such as raw materials and non-skilled labour,
and national strategy. It is of particular significance that import
substitution and export promotion did not appear explicitly on the list.
The Second Industrialisation Programme was more decisive in coming out
in favour of export promotion industries and in giving top vpriority to
the non-defined-strategic factor and to "“important" basic industries.
Two totally new conditions were also laid down: inter-industrial
complementarity, and fundamental industries location considerations.

Below we describe the successive policy frameworks within which

L ; .
The term, here, seems to refer to producer's industries.

5

Ministry of National Guidance, State Information Service, The Charter,
op._cit., Chapter 7.

_



Table 1

Industrialization Plans in Egypt, 1958-1970

1st Industrial Programme 2nd Industrial Programme 3rd Industrial Programme
1958-1960 1960-1965 1965-1970
T
No. of Projects 3Total Cost | No. of Projects| Total Cost | No. of Projects' Total Cost
! |
| Million £E ‘Million £E Million £E
. l
Mlnln% 14 i 16.0 95 ' 105.3 27 59.1
Petroleum ! 22 | 97.8 23 96.9
Petrochemicals } 14 55.7 1 l 55.0 1 | 55.0
Chemicals _ A [ 214 231.6 68 212.8
Building materials s [ 5.6 57 65.2
Metallugical industry i 32 107.4 48 | 202.5
Engineering industry 456 258.1 319 151 7 64 185.6
Food processing | 339 e 157.6 43 84.3
Textiles 187 104.9 103 I 87.3
Handicraft, rural & small |
industries 174 | 88 488 | 22.3
Training Centres 18 | 1.7 40 ! o4 20 | 6.6
| i
| .
Total 502 330.5 1440 | 1032.5 942 1077.6
| !
!
Realized at end of programme 105 ! 83.5 931 | 467.0 - l 507.2
) prog
Rate of achievement | 65% ! 45% |
| l

Source:

New York, 1967, Sales No.66 II B24, pp.289-301.

Compiled from; United Nations, Industrial Development in Africa, (Industrial Development in the UAR),

= hgt -
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industrialisation has proceeded in Egypt since 1930. The policy
framework changed with the economic system first dominated by free
private enterprise until 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 half

of the 1950s when the private sector operated in a mixed set up side

by side with an expanding public sector. It is useful to distinguish
two policy frameworks, each pertain to one economic system and hence to
a fairly well-defined period of Bgypt's history. In the first system
(1930 to the late 1950s) tariffs end import-controls were the main
policy instruments., The second framework involved direct investment

by the state in industry, the nationalisation of foreign trade
operations, extensive administration of prices,6 public ownership of

most modern industry and labour snd employment policies.

A. Tariff Protection in Igypt
Industrial policy in the field of tariff protection passed through
a number of stages. Prior to the 1930 comprehensive tariff there was a
uniform de-valorem duty of 8% on import values. Duties on exports
were initially also 8%, but were gradually reduced to 1%.7 The main
function of tariffs at that time was to finance government expenditures.
In view of domestic industrial expansion and various recommenda-
tions from governmertal and foreign experts, the need for new compre-
hensive tariffs was stressed. On 14 February 1930, a new tariff came
into operation. Accordingly, a 15% ad-valorem duty on finished goods

for aversge income consumers was imposed, against a 25% and 30% rate on

This policy #nd others, such as exports, will be taken up in Chapter 8.

For a detailed survey of Bgyptfs tariff system, sees Nagib Keladah,
Tariff as a Tool for Economic Policy, Monshzat Al-Mazref, Alexardria,
1965, pp. 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 4% to 6% on imports of industrial rew
materials and fuel, and to 8% on imports of semi-manufactured goods
used for local production,

Between 1930 and 1950, the process of industrialisation was
relatively slow, and the structure of industry was basically
characterised by the concentration on a small number of industries
processing agricultural products, espvecially cotton. Only Bank Misr
and its affiliated companies took the initiative in establishing large
scale industries. The reduction of external supplies during the Second
World War strengthened these "infant" industries and encouraged the
introduction of many new lines of industrial activity. With the
restoration after the "War" of former foreign trade contacts, these
industries began to feel the onus of severe competition from abroad,
Therefore, in 1948 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 materials
for industry gained more preferential treatment in the form of lower
import duties, while imported machinery and parts were exempted to
encourage Lgyptian industries carry out deferred plans for the
replacement and modernisation of fixed capital.

Another stage of industrial development in Egypt, was marked by
the creation of the "“Permanent Council for the Development of National
Production™ in late 1952, The "Council"” wasted no time in coming all
out in favour of more orgenised industrial development policy. This
"Council" was asked:8 )

(i) to examine and recommend projects of development in all fields

- R, L P A A e o

Permanent Council for the Development of National Production,
1955 Report, op, cit.

e G
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of economic activity;
(ii inance projects directly through public appropriations;
(iii) to issue bonds with government guarantees; and

(iv) to participate in the formation of joint-stock companies, and
secure government guarantees for an arnual return on paid-up
capital in addition to fiscal privileges.

Meanwhile, preliminary studies led to a series of stop-gap
enactmentsz9
(a) Imported raw materials for industry were finally exempted from

customs duty.

(b) Priority was given to the importation of machinery and equipment
required for local industry.

For instence, 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 electrical 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 weas reduced from 30% to 20%.

In the other direction, supplementary duties were levied on most
imported goods. These supplementary duties WGrezlo

(1) An ad-valorem duty of 8% which was levied on all imports with
the exception of about 150 items.

(i1) An additional ad-valorem tax of 9% was imposed on most imports

9 National Bank of Egypt, Economic Bulletin, No. 4, 1961, p. 3.
0 S. K. Mohezmed, The United Arab Hepublic's Balance of Payments,
Commercial Policy, and Economic Development, 1952-1062, Ph.D. thesis
The Chio State University, 1963, pp. 1JJn156.

—
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except printed materials, some raw materials and industria

and agricultural equipment.
(iii) A supplementary ad-valorem duty waes levied on 160 luxury items
These duties ranged from 20% to 100%.
(iv) A statistical duty of 1% of the c.i.f. price,
(v) A wharfage duty of 10% of the customs duty was imposed on all items
except tobacco. For tobacco the wharfage duty was three "milliems™
(£B1 = 1,000 milliems) per kilogram of tobacco.
(vi) An excise tax on some items: alcohol, alcoholic drinks, benzine,
sugar, coffee, cement, and playing cards.
(vii) A paving duty on all imported goods.
The above brief account of the history of the tariff rate and tariff
policy suggests that by the early 1960s a complicated structure of
tariffs had evolved as a result of piecemeal changes. There was
therefore a need for new tariff legislation.

In 1962 a new structure of tariffs was introduced. This had two
principal features = a unified proportional rate and a differential rate.
For the purpose of determining the differential rate imports were
clessified into three broad groups - raw materials, semi-manufactures and
finished goods - and reference was made to the capacity of domestic
industry. In general the differential tariff 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 particular good was
low or non existent, thus the differential tariff was accordingly
reduced., Imports of coal were totally exempted, from all tariffs,
because of the requisites of the newly established iron and steel

industry.ll

o s

i Federation of Egyptian Industries, The New Customs Tariff, Egyptian

Universities Publishing House, Cairo, 1963 (in Arabic).
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As a result of the 1962 tariff reforms customs duties have been

changed to bring in more revenue to the public budget. Customs duties
have accounted for an increasing share of total tax revenue. Excise
and customs duties rose from 65.3% to 77.4% between 1957/58 and

12 s . ) : ) "
1964/65. This was a direct outcome of governmental policy to shift
emphasis to indirect taxes. In this context, Egypt has a remarkable
success compared with other developing countries in raising revenue

pari passu with its needs.1

In addition to the tariff structure discussed above, protection
measures were consolidated by a highly bureaucratic import and export
licensing system which has similar characteristics to the tariff
structure. It prohibits import of commodities which are domestically
produced and shifts imports towards necessary foodstuffs, raw materials
and capital goods = in that order of priority. From 1963, the public
sector has been the only authorised organ for imports. The private
seétor can only import through public organisations ard in accordance
with the priorities laid down in the Central Plan.

The licensing system for exports was exterded in 1959 to cover
seventy different agricultural products (compared to only twelve before
1952), and many other industrial exports have been under the central
government am;hori’cy.ll‘L

In view of this historical background, a somewhat complicated

structure of protection evolved. The protectionist policy was the

18 Based on data compiled from: Bank Misr, Economic Review, No. L,

December 1963, po. 174-175; and J. R. Lotz, "Taxation in the United
Arab Republic (J rpt), STAFF PAPLRS, International Monetary Fund,
Vol, 13, 1966, Table 3, p. 126.

3 —
| 13 J. R. Lotz, ibid., p. 128.
/A
l A M. S. Mourad, and F, Moursi, } gn Exchange Budget and the External
Finance of Development, Dar AL .rﬁ‘, Cairo, ]Uu7, pn. 199-215 (1n

Araolé)
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result of a mixture of measures and instruments that were governed both

by the strictly protectionist zim and by the need to obtain more

revenue, or to improve the balance of payments. Its real influence,

however, was to create a climate of excessgive protection for domestic

industry on such a large scale thal there was no pressure on the newly

established branches of industry to improve productivity and efficiency.
Furthermore, manufacturing industries expanded at a rapid rate by

producing almost anything that could be produced for the domestic

market. Once domestic production had begun their imports were behind

through the introduction of high tariffs and direct controls regardless

of comparative costs. The leit-motiv for the First and Second Industrial-

(1957-1964/65), wes self-sufficiency and

import-substitution. Import-substitution was considered to be the

nost effective way to make a developing country with a single export
commodity ~ such as Egypt - less dependent on foreign trade. Consequently
the choice among industries was determined by reference to the need for
diversification at one level and for heavy industry at ancther,

regardless of comparative advantage.

Inefficient import substituting industries, combined with an

In

implicit bias against exports, seemed to have had adverse effects on the
growth of the manufacturing sector. Beyond the easy initial stages of
import substitution in producing consumer goods for the limited domestic
market, expansion in intermediate and capital gocds h=s been increasingly
difficult due to an increasing shortage in foreign exchange., A direct
result of thrt has been a chronic balance of payments deficit which

has always been met by strict control on imports and foreign exchange.

B. Financing Industrial Development

Sources of finance of the industrial sector are either endogeneous

to the sector, in the form of depreciation reserves and profit

-
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reinvestment, or exogeneous to it. Funds from abroad are an obvious

exogeneous source and these can be either official or private in nature.

Such funds can, in turn, be either in the form of loans and credit
facilities, or direct capital participation. A comprehensive coverage
of all these sources would be outside the prescribed scope of this
study.

Registered capital of industrial companies with head offices in
Egyot (taken as a crude indicator of the development of industrial
inQestment) increased from £B46 million at the end of 1955 to £EID1million
at the end of 1959.15 Net new investments between 1951-1959, as may be
seen from Table 2, amounted to £EQD million, out of which investments
on expansion alone amounted for £E21 million. The bulk of these

.

investments were in joint stock companies. The general trend over the
period is also quite interesting: net new inveétmexts in industry
increased from £E2 million to £F19 million, whereas those for 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, it went down in 1959 to as low as 26%.

Since 1959 the government has been the main founder of new
industrial projects. These were part of the First Five Year's
Industrialisation Programme of 1957 and were later embodied in the
Development Plan of 1960/61~1969/70. Since the start of the "Progremme"
and until June 1970, public investments in industry totalled £EO45.3

R i = . S s :
million, 6 that is more than ten times as much what was invested in

industry during the corresponding period of the 1950s.

A et e A A 8 el T, . & e

-
15 National Bank of Egypt, The Economy of the UAR during the 1950s,
Cairvo, 1963, ». 104 (in Arabic).

7

Central Agency for Public Mobilization and Statisti S
Handbook, op. cit., p. 61; and Ministry of Planning, Follow-up

Reports.
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Table 2

Net New Investments in Industry, and Trade and Commerce, 1951-59, in Millions of £E

1951 {1952 | 1953 { 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | Total
1951-59
1. New registered Capital] 1.1 1.2 1.9 2.8 73 27.3 | 13:86 8.71] 14.3 78.2
joint--stock Companies - - - - 4.01 24,01 10.6 6.1 9.4 ‘
!
2. Expansions 1.3 1.2 13 13 3.3 13 1.0 5 o2 5.3 21 .2
joint-stock Capital - - - - 3.1 0.8} 0.7} 4.7 4.5
3. Contractions 0.3 0.3 0.2 0.5 0.9 2.4 1.7 1:1 0.7 B8
joint-stock Capital - - - - 0.3 2.1 1.2 03 0.2 L
o\
4. Net New Investment 24 2a1 1.2 3.6 9.7 26.2]12.9} 12.8| 18.9 89.5 19
joint-stock Capital - - - - 6.8]22.7]10.1| 10.5| 13.7 1
5. Net New Investment 6.9 9.4 6.1 6.3 3.0 29 2.7 3.3 5al 45,7
in Trade & Commerce

Note and Source: - means not available

Compiled From: Federation of Industries Annual Year-Book, Cairo,
Several Issues (in Arabic).
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The government also concluded numbexr of economic and technical

agreements with foreign countries, especially the Soviet Union, in

order to help finance the foreign currency needs of industrial

development, In January 1958 a loan of 700 million roubles (£E60.9
million) was contracted to finance imports during the first17
Industrialisation Programme; in September 1064 another loan of 300

oser 4 18 . : :
million roubles was agreed. Several countries including the Federal

Republic of Germany, Japan, Spain, France, the Netherlands, the

Democratic Republic of Germany, China, provided loans and credit

facilities which totalled some £E370 million during the whole period.19
Another exogenous source of finance for industrial development

funds is the banking system., Incentives in this field may result from

general provisions governing the allocation of bank credit and from the
establishment of public bodies (such as industrial banks) with the aim
of offering industry more credit on better terms.

To assess the share of total bank credit that has fallen to

manufacturing industry, the overall contribution that bsnk credit

resources have made to the economic development of Egypt as a whole

must first be borne in mind. As may be seen from Table 3, the relation

between bank credit and the gross national product remained fairly

stable during the period 1960-1967, fluctuating around 20%. However,

e . .

credit facilities specifically charnelled towards the industrial sector

exhibit a steady rising trend from 37% of total bank credit at the end

| e e o S e 8 A Y e e e YR

| 17 And later on the Second Industrialisation Programme also.,
\
\ 18 The exchange ratio between the rouble and dol]ﬂr was 6:1; and the
credit facilities provided to Egypt until 1963 amounted to
f333 million. See: K. Billerbech, Soviet 3100” Foreign Aid to
: Underdevel oved Countries, p. 50.

1 : e - .
‘ 9 F., H. Awad, Industrial Policies in Egypt, op. cit., p. 16.




Table 3

Contribution of Bank Credit to General Economic and Industrial Development

(In Millions of Current £E and Percentages, 1960-1967)

Bank Credit Bank Credit % Contribution of Bank
(End of June) (End of December) Credit To
Period|Total | Industry | % of Total | Industry | % of Gross Domestic | Industrial
Industry Industry | Product (1) Income (2)
To total to Total
1960 2970 115.4 44.9 297.7 110.1 37,0 20 44.9
1961 283.0 127.1 44.8 321.0 136.7 42.6 20.8 44,5
1962 309.2 146.8 47.5 382.0 151.:0 39.5 21.9 47.4
1963 3723 177.4 47.6 424.0 196.0 46.1 22.8 50.4
1964 304.0 168.8 95.9 456.0 187.0 41.1 17:5 43.1
1965 411.8 192.0 46.6 509.0 197.0 387 21.9 45.3
1966 409.6 193.5 47.2 475.0 220.0 46.3 19.6 41.8
1967 425.2 225 T 531 19.5 47.3
Source and Notes: These figures Constructed From Data available in: Central Bank of

E%yptz Credit and Banking Development, Several Issues; And Ministry of
Planning, Follow—up Reports, several Years.

Total Bank Credit, end of June Figures, to gross domestic product in
fiscal years ending June of year shown.

Industrial Bank Credit, end of June figures, to Industrial income

in fiscal years ending June of year shown.

_.179"[—-
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of 1960 to 46% at the end of 1966. This trend is also confirmed by

the mid year figures.

The terms on which bank credit is generally offered are no less
relevant. Long term credit has traditionally constituted a low proportion
of total commercial bank credit but the Industrial Bank was established
in 1948, and commenced operations in October 1949, to supply medium
and long term loans to industry. el Since its establishment this bank
has undergone several changes, in its lending operations; while at the
same time its lending resources were considerably increased, In
successive steps, the upper 1imit set for the bank to borrow from the
government, or be guaranteed by it, was raised to reach £E10 million.
The bank's lending operations were necessarily very modest in the early
phase of its evolution when up to the end of 1953 its total loans to
industry had not reached £E2 million. During this pericd, large loans
of £E50,000 or more took up nearly half its industrial credit, while
short-term loans of up to one year also constituted just under 50% of
the total.z1 As may be seen from Table &4, this trend in short term

A

loans continued until 1965, in which year they accounted for over 75%

of all loans, However, as far back as 1958, a large number of enter-

prises were permitted to borrow short for one year renewable up to ten
years, which meant that a large part of these loans in fact belonged
to the category of long term loans.

4 The statutory purpose of the Industrial Bank was to "develop

Fgyptian industry ﬁrd handle banking business pertaining to it, and

'n specific: (i) to participate in establishing and assisting
gyptian industrial establishments; (11) to provide Egyptian

1ndu»»ry with raw materials or bn&_c equipment; (iii) to lend on

short-term for a maximum of twelve months, on medium term for no

more than ten years, and on long term for no more than twenty years

for the purpose of setting up new industries or new branches thereof",

See: Industrial Bank, Industrial Bank Bulletin, 1965 kln Arabic).

Central Bank of Egypt, Credit and Banking Devslopment, several issues,

e e e . . et s
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Table 4
Distribution of Industrial Bank loans and advances, by maturity

(in Millions of £E and Percentages, 1958-1968)

% To Total of lpans Payable
. Sekat, o ' :

Period (Millions) Within 1 Year ’1—5 Years ‘5—10 Years

End of December 1958 5.2 75.5 | 7.5 | 17.0

End of December 1959 6.7 82.1 [ 7+5 10.4

End of December 1960 8.5 75.3 15.3 | 9.4

End of December 1961 9.1 76.9 ' 11..0 12.1 !
End of December 1962 8.6 77.9 9.3 l 12.8 :i
End of December 1963 8.5 84.7 l 4.7 10.6 o
End of December 1964 8.4 83 3 3.6 ’ 13,1 1
End of December 1965 8.2 76.9 I 2.4 , 20.7

End of December 1966 11.5 36.5 20.0 43.5

End of December 1967 14.2 54.1 ' 23.9 | 22.0

End of December 1968 14.6 17.3 l 2545 l 57.2

Source: Central Bank of Egypt, Credit and Banking Development, several
issues.




Table 5

Annual Disbursements of Industrial Bank loans & Advances by maturity; by Siza of loan

and by Sectors, 1962/63-1967/68

Payable Size of loan Disbursements Sector
Withir 1-5 M th . .
L g = s Veape <10 10-100 > 100 Public Private
Total Value »; Value | VAlue : £E % of |£E % of |£E % of |£E 1% of |£E '% of
Period | (£E.000's) | (£E000's)' % |(£E000's)| % (£EOOO'S): % |000's|Total 000's Total OOO'stTotal 000's|Total 000's ! Total
| ! |

. 8 f
i 49 | 5.30 776 |84. 674 |73.

1962/63 917 92 10 T 70 l s 147 116 700 ’76.3 5 143 115.6 :_.
63/64 880 102 ’11.6, 80 9.1} 698 L 79.3| 147 }16.7 133 11b.1 600 68.2 689 178.3 191 ' 21.7 [oN
64/65 1169 32 | 247, 238 '20.4’ 899 I76.9 19 1%6 229 l19.6 921 |78.8 {1002 175.7 167 |14.3 e
65/66 2524 s ! 379 15.0 2145 |85,0 228 l 9.1 428 '16.9 11868 74 1973 |78.2 551 |21.8 i
66/67 4781(1) . | j 1248 '26.1! 3533 73.9] 241 | 5.2 725 |15.1 3815 |79.7 3941 "82.4 618 ,12.9
67/68 3973(2) ! | 2196 }85.3' 1777 l44.7] 547 |13.8 1062  26.7 8 |1360 '34.8

i

2364 |59.5 | 23769 59.
!

| | |

1 | !

Source and Notes: These Figures constructed From data available in: Report of the Board of Directors of the Industrial
Bank, Cairo, Several Years.

(1) Includes £E222000's granted to the Cooperative Sector.
(2) Includes £E237000's granted to the Cooperative Sector.
(3) 1Includes £E126000's granted to Organizations off listed to Arab Socialist Union.
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As may be seen from Table 5 (which gives the de facto distribution
of arnual "paid out", bank loans; and the distribution of disbursements
according to size of loan and sector) long term loans have clearly been
getlting the lion's share of the Industrial Bank resources during the
1960s. In addition to this shift towards long term loans there was also
a tendency to grant large loans., Large loans of £E100,000 or more have
nearly always accounted for over 70% during most of the 1960s, though
there was a sharp decline in the percentage share of this group in
1967/68, Table 5 also shows that this 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 reflection of
the new policy of the government of iending more support to the private
sector which would be expected to borrow smaller size loans for a
relatively shorter period.

Finance is one of the major problems facing small enterprises in
the industriel field. Normal credit terms are often too burdensome for
snall firms both because of high rates of interest and commissions
charged and the requirements., In 1968, the Centrzl Bank of Hgypt took
a decision to exempt loans to craftsmen and small industrialists from

% statutory minimum interest rate. As a consequence the Industrial
Bank was able to lend to this category of borrowers at interest rates as

low as 3.5%. Furthermore, the standing commission of 4% for banking

%

~

L

services was also waived for them. However, the volume of loans that

the Industrial Bank extended to small industries was not very
23

impressive,

To sum up, the reliance of industrial policy upon the indirect

g,

22

T

Central Bank of Bgypit, Circular No. 161/1968. The exemption
relating to the minimum rate of interest was later cancelled
according to Circular No. 186/1970.

23 P. H. Avad, Industrial Policies in Igypt, op. cit., p. 19.
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instruments discussed above had not succeeded in laying the foundations

of modern industry in Egypt. Industrial activity before 1952 had been

limited to certain lines of production which have originated during the

conditions of the Post-Depression

and Post-Second World War periods,

and which were largely based on the processing of agricultural raw

materials. Industrial investment in 1952 accounted for approximately

12% of total gross investment, and the contribution of the industrial

sector to national income did not account for more than 10% in the same

ol

year, As & result of 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, etc.)

there has been a steady increase in private

different branches of industrial

and steel, textiles, fertilizers

Industrial

C. Fiscal Policy a

.

In addition to the incentives

policy and other measures designed

and public investments in
activity including oil, mining, iron

and chemical industries.,

that derived from protectionist

to foster the installation and

expansion of industry in Egypt, direct industrial investment by the

State has gradually taken the lead in promoting industrial development.z'

Thus, the Ministry of Industry was established in July 1956 with the

purpose of "drawing=-up a well defined industrialisation plan and

supervising its execution", Further,

passed with the aim of "regulating and encoursging industry"

2l

average. )

106) nd. June 1970, Sees Mi
vérious issues.

in 1958 a law (No. 12/1958) was

U. N. Industriel Development in Africa, opn. cit., p. 289, (This

means that productivity of investment in Tindustry was lower than

The direct contribution of the State to industrial finance, in the
form of new investments in Industrialis
£E83 million between December 1
between July 1960 end June 1965;
N stvy of

sation Programmes totalled

957 and June 1@60; £E516,5 million
and £E507.2 million .between July

Planning,

Follow-up Heports,

This law
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stipulated thut‘

* (i) No industrizl establishment shall be set up,
expanded or have its production line or location
modified without the prior consent of the Minister
of Industry, and with due regord to the national
econonic needs, reguirements of local consumption
and exports, and within the econcmic and social
plans of the state;

(ii) Directors of industrinl establishments are to
provide the Ministry with all data and information
that it may require regarding their field of
activity;

(iii) No industrial establishment active in basic
industries or enjoying a monopoly shall cease
production or reduce it beyond the set limits
without prior reference to thc Ministry;

(iv) All existing industrial establishments ~ falling into
one of the categories de51gnaued by the lMinister -
shall apply for registration at the Ministry within
three months,"

The second element of organisational control over industry
(embodied in the above mentioned 1sw) appears in the powers given to
the Ministry to fix uniform standards to be applied in production, and
to define the specifications of products and raw materials employed.

Egyptian product is defined as the product in which the proportion of
the value added by industry in Egypt is not less than 25% of final
cost. Further, to foster industry, the Ministry shall provide
industrialists with necessary information, offer grants for resezrch
- work, and take part in creating training centres and other bodies for
design and specifications. Also, to encourage industry a levy not
exceeding 6% (raised in 1962 to 10%) of the cost of raw materiels or
total wage bill of the preceding financial year would be imposed on
industrial establishmerts for the stated purpose of industrial
development.z?

Since 1958, however, the Egyptian government hes taken a more

Official Journ=1 of Egypt, No. 7 "bis"™ A of 29 April 1958.
National Bank of Fgypt, The Economy of the UAR during the 1950s,
op, cit,, p. 88,
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positive role in forming industrial projects, first under the pioneer

Industrialisation Programme of 1957 and later within the Comprehensive

Development Plans. By the time the First Comprehensive Plan was
launched on 1 July 1960, the decade of the 1950s had witnessed a
spectacular increase in industrial production, which had raised its
contribution in gross national product to almost 20%.28

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 1950-1960 and 1960-1970 shows that a
considerable share of the increase in public expenditure had been
allocated to existing industry. Table 6 shows public expenditure on
development projects during the 1950s totalled £E615 million, out of
which £E184 million was allocated to industry. At the same time,
current government expenditure on industrial and electricity projects
(including the operating costs of Public Organisations and Public
Authorities) amounted to £E258 million out of a total current public
experditure of £E2,443 million. During the period 1960-1970, develop-
ment public expenditure allocated to industry totalled £E1,611 million
out of a total developmént allocation of £E3,410, while current public
expenditure allocated to industry amounted to £E1,148 million out of a
total of £53,729 million. In other words, 23% of public expenditure
was allocated to industry during the 1960s compared with 14% during the
1950s. Between 1950/51 and 1969/70 the proportion increased from
7.5% to 244,

Other fiscal policy measures were important during this period.

In 1961, the Companies Law (No. 26 of 1954) was amended to allow the

et o e et e et el et s i it e e £l S B s s A

(o]
28 Sees Central Agency for Public Mobilisation and Statistics, General
Statistics and Analytical Studie

=

s, Vol, No., 7, 1970, p. 401.




Table 6

Public Expenditure on Industry(l), Millions of Egyptian Pound 1950/51-1969/70

—__*—

(A) Current (B) Development
Total Industry Total Industry
. Public Public
Peried Expenditure | Value ! % | Expenditure Value ! %
i i
1950/51 | 160 5 3 31 9 | 30
51/52 199» 6 | 3 35 6 17
52/53 | 185 5 |3 25 5 | 18
53/54 | 185 8 4 48 19 40
54/55 | 213 2 15 [ 8 |7 57 / 9 13 | & | 23 .
55/56 | 255 \ 3 16 ¢ N1 g 8g R © T ARET .
56/57 | 292 37 13 67 16 24 3
57/58 260/ 21 | 8 59 14 | 24 w
58/59 | 336 66 20 78 26 33 |
59/60 | 338 79 g8 127 59 46
1960/61 | 414 78 19 286 109 38
61/62 | 459 81 18 315 122 39
62/63 | 650 | 73 |11 362 168 | 45
63/64 | 669 67 10 411 218 53
64/65 | 742/ o 60/ @ 8 442 | © 200/ o |45
65/66"| 861{ & 773 S 1 9 345% T 184% © ' 53
66/67 | 948 78\ 7 8 368 i 180 ) 7 |49
67/68 849’ 57 | 7] 232 105 45
68/69 | 1496 | 267 18 298 164 | |55
1969/70 | 1641/ 310] l19 | 350 161/ | 46
] ,

Source and Note: (1) Includes mining and electricity; and the High Dam after
1960. Computed from: Central Bank of Egypt, 'The Economy
of the UAR during the 1950's'", Cairo 1963, pp.102-103; and

Central Bank of Egypt, "Credit and Banking Development',
Several Issues.
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government to raise sufficient funds for the finance of general

economic development., Accoxdingly the. companies h=d to purchase

government bonds to the value of 5% of their distributional profits.
R . ' : . 29

In addition, in 1967 several enactments stipulated that:

(a) A further 5% of the net profits, for distribution, of all joint
stock companies will be credited to "The legal reserve account";

b Another 5% (in the case of public sector companies) will be allocated
2 D
to "the reserve for the rise in prices of fixed assets";

(c) 10% of ™et" profits of public sector companies available for
distribution (after above deductions) will be allocated to "the
consolidation fund" if the company's liquid assets fell short of

S5 ¥ i s 30

its short term liabilities;

(d) 5% of paid-up capital will be allocated as a first distribution to
shareholders and labour;

(e) 10% of the remaining profits would be set aside for director's
remuneration to cover managerial and administrative expenses.

In the case of private sector enterprises this represents an
actual distribution, while for public sector enterprises it is
transferred to the corresponding Public Organisation;

(f) The balance of profits would further be distributed among
shareholders and labour.

The allocation under paragraph b, governs public sector companies

2 3~ - % ’ > " ) Clured . " 31

which are subject to the newly applied "Uniform System of Accounts".

In that system, the shortcomings of the historical cost basis for

29 National Bank of Egypt, Economic Bulletin, Vol. XX, No. 4, 1968, p.
"new legislation",

30 . . )

Y Prime Minister's Decree No. 41 of 1969,

1 , . i : 5
3 Central Agency for Accounts, System of Accounts, Cairo, 1968

(in Arabic).

—.—
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calculating depreciation was acknowledged. To rectify it, while
O )

retaining the historical cost basis in formulating the profit and loss

account funds would be earmarked (in the appropriation account) to

meet the probable rise in prices of fixed assets. The distribution of
profits to shareholders and labour {paragraph 4 and f) in public sector
enterprises was again governed by specific legislation whereby 75% of
it represented the state share, 5% was used to finance social and
housing services for labour, 10% was pooled for central social services
for the district (to benefit labour), and 10% set aside for direct

cash distributions to labour.

32

Further fiscal incentives to industry took the form”” of allowing
the aggregation of profits and losses over a number of years, thereby
maximising ax liability,

In addition to the above measures that were designed to stimulate
new activities action was also taken to secure the necessary improvement
in the productivity ard efficiency of existing enterprises to provide
pre-investment services in the stage of project formulation, to
encourage foreign capital, and to promote industrial exports.33

According to law 21 of 1958, the Ministry of Industry was expected
to provide industrialists with necessary information, offer grants for
research work, and take part in creating troining centres and other
bodies for design and specification. The Ministry's advice had to be
sought by those concerned with drawing up plans for industrial
financing. The above law also allowed public authorities to dispose
of land for industrial building on easy terms, and to assist with the

finance of such buildings. Provision was also m2de for the Industrial

e o iy e 1 A e B 4 e e PR

)

(o]
“ Originally embodied in the taxation law No. 14 of 1939,

3

AL

Central Bank of Egypt, Economic Review, Vol. XI, No. 1, 1971.

——7
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Bank to participate in the preparation of feasibility studies for

industrial projects in the private sector.

Foreign investment was also encouraged to take an increasing role

in the development of industry. The minimum share of Egyptien capital

L d

n joint-stock companies was reduced from 51% to 497; the right to
transfer profits abroad, and to repatriate capital on five annuzal
instalments after five years of investment was guaranteed foreign
capital profiting from these provisions was defined as that employed in
econonic development projects.

In order to encourage industrial exports, state promotion and
assistance extended in various directions. 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 crisis that industry faced after the Second World
War, when inventory accumulation had reached such a level that the
government found itself obliged to act. It made a grant of £E).5 million
to the industry in orxder to encourage it to redirect part of these
inventories to export markets. The "fund™ was managed by the Federation
‘of Hgyptian Industries where was empovwered to grant loans to factories

N S p : 35
to enable them to gear their production to export requirements.
These grants were termed "export differentials" and were intended to
cover the higher cost of local raw materials used, and also the
relatively high production cost. In 1967/68 an additional grent equal

to 20% of the value of exports (f.o.b,) was introduced for exports to

3 Iaw 156 of 1953 amended by Law No. 475 of 1954,

35 Similarly, the "Assistance Fund" for the rayon industry was set up
within the Federation of Industries in 1957. It, also, had the
purpose of promoting the disposal of synthetic yarn and fabrics on
local and foreign markets. The manzgement of the Fund was to lay
down the policy for activeting exports. Sees Federation of

Igyptian Industries, épnualv}gf}ﬁppk.

-
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hard currency countries,

D. Nationalisation and the Expanding Role of Government

By the time comprehensive planning began in July 1960, the
Egyptian economy had undergone a steady expansion of the public sector
and the government had already assumed much greater responsibility for
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 nationalisation.
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 tripartite aggression following the nationalisation of the
Suez Canal Company led to the sequestration of British and French assets
in Fgypt and those of certain Jewish residents. The government became
the owner of seven importent commercial banks, specialist credit
institutions, and five major insurance companies. These measures gave
the state control over half the banking sector and over two-thirds of
all insurance business trensacted in Egypt. These sequestrations were
followed immediately by Egyptianisation measures, as required under
Law 22/4 of Jaruary 1957. This required 211l foreign banks, insurance
companies, and local branches of foreign commercial concerns to change

their legal status to that of "societes anonymes Egyptiennes'™, with an

. VO A e e 0 s o comae AT > SO

36 Central Bank of Egypot, Economic Review, Vol. X, No. 1, 1970.
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Fgyptian majority of shereholders and an Egyptian management. Later,
g 14

in 1961, Belgian econciic interests were sequestrated.

The rapid expansion of the public sector since 1956 necessitated

its reorganisation. A new institution, "The Economic Organisation" was
created in Jaruary 1957, and then soon became the most important public
agency for promoting industrial expvansion. Thirty-one industrial firms
were affilinted with it in 1958. 38 Some of these were old established
public enterprises, others were new, consisting of joint public-private
enterprises., Policy d ions of 211 firms had to be reported to the
Organisation, and policy revisions could be demanded by the Organisation
when the State owned 25% of the capital.39 The Organisation was
empowered to appoint a majority of directors to each firm's board when
the State owned 25% or more of its shares. By the end of 1960, the
Organisation's investments totalled £E71,235,000 compared to £E57.9
million in 1957, as may be seen from Table 7.

Towards the end of June 1961 there began what is referred to as
the "Social Revolution". First, the entire cotton trade passed into
government hands. The Alexandria futures market was closed and the
Egyptian Cotton Commission assumed responsibility for buying and selling
all raw cotton at fixed prices .HO Concurrently, houses exporting cotton
had to assume the form of joint stock companies with 2 minimum

- . ) . ¢ il .
government shareholding of 35% in their equity capitel, Four firms

37 Rashed Al-Barra WY, bcono*‘u.o Dewlonm nt in _[{piLt;><i;. ‘Al"b Hey u})“l.lc_ ( PV’)L)
Anglo-Egyptian Bookshop, Cairo, 1970, pp. 64=66 (in Arabic).
38

Bank Misr, Economic Bulletin, September 1957, p. 7.

? 1014., ». 6.
H0 For more detalls about nationalisation

Laws 69 and 70, 1961,
es National Bank of Igyot, “,(‘OHO'“I_L(, Bulletin,

measures of 1061, se L1n
No. 3, 1961, o, 3?3f.; Ins stitute of National Plamming, Memo 137,
crees issued in July 1961 (1962)", and Information

"Social Laws and Decre
Department, "Socialist Laws 1961 (1962)", Cairo.

al

Iaw 71 of 1961. The proportion was later raised to 50% by Law 120
of 1961.
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which pressed and bzled raw cotton (an integral part of the organisation

for the export of cotton) were nationalised outright on © July.uz At

the same time all export-import houses were compelled to exchange 25%
of their share capital for public bonds bearing interest at 4<% and
redeemable after fifteen years.t’L3 By bringing all firms engaged in
externzl trade under the Jjurisdiction of the Ministry of Economy, the

government strengthened control over supplies of foreign exchange,

Table 7
Economic Organisation's Investments in 1957 and 1960

(Money Amounts in Millions of Egyptian Pounds)

P Investments

1957 1960
Banking Tl 8.145
Insurance 0.9 1.041
Mining and 0il 6.8 7 465
Manufacturing 38.0 49.357
Trade and Transportation 4.9 L, 204

Others - 0«23
Total 57.9 71.235

Sources Rashed Al-Barrawy, Economic Development in the United Arab

tepublic (Egypt), The Angle-Fgyptian Bookshop, Cairo, 1970,
p. 68, adaptation,

Coinciding with the ninth anniversary of the Revolution of 1952,
the State nationalised a massive share of Lgypt's industrial and
commercial property. Banks and insurance companies which had remained
in private hands were taken over completely; so were 44 companies in

l
2 1w 110 of 1961.

l V&
ko Law 107 of 1901,

——,
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such basic industries as timber, cement, copper, electricity and

. ol . . ,
motorised transport. The state expropriated half of the capital of

' . : : -
86 companies, mainly in commerce and light manufacturing. 5 The
owners of a further 147 companies were dispossessed of the bulk of

their assets by Law 119, which limited individual shareholdings in

the firms to a market value of £E10,000; all shares in excess of that
amount passed into state ownership.b(6 Laws 122 and 123 transferred
public utility concessions - electricity in Alexandria and tramways in
Cairo - to the public Sector.l’L7

The Syrian secession from Egypt provided an opportunity for
sequestrations of an explicitly punitive character {October-November
1961). The regime needed scapegozts and it proved expedient to
pursue the nationalisation under a new pretext. The property of 167
Wealthy Egyptian families, many of Levantine origin, was sequestrated
on 22 October, In November the list was extended to some 600 persons,
Though sequestration was later lifted in a few individual cases, the
measure was tantamount to confiscation in most instances, and as a
result of it 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 was interested in the large and medium size concerns of the

U8 .
modern sector, Since these were relatively easy to manage and

Law 117 of 1961.
i5 Law 118 of 1961,

Law 119 of 1961.
47 Laws 122 and 123 of 1961,

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 profits for the State, and employment for officers
and technocrats. Smsell establishments do not conform such advantages
for the ruling elite. Nationalisation was not extended to agricultural
land, as mentioned in an earlier chapter, or urban real estate, for
systematic expropriation would have created insuperable managerial
problems, and more significantly would have alienated the middle classes,
the very social groups'which the regime represented,

The government also nationalised a considerable number of
companies in spheres of production largely untouched by the original
decree of July 1961, Thus in June 1963 the industry for the manufacture
of drugs and pharmaceutical products passed into public ownership.49
Similarly, (after short-lived experiments, first with privete and then
with mixed ownership) the government found it appropriate, for planning
purposes, to nationslise all the major concerns in bullding construction,
civil engineering, road haulage, and water transport.SO Finally, a
tidying up operation led to the nationalisation of firms which had
unaccountably been omitted from the schedules of earlier measures while
at the same time private family firms were nationalised.51

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 trans-
formed, through a succession of steps, the whole character of the
economic system within a space of twelve years.

It is also worth noting that in addition to its programme of

outright nationalisation the government also curtailed still further

/
Y9 Law 65 of 1963.
"0 Laws 63, 67, 70 and 825 of 1963 and Law 52 of 1964,

ol Laws 72, 77-81, 140, 145-151, 157, 168-169 of 1963 and Laws 2, 41,
48-51, 120-124, and 141 of 1964,
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the autonomy of producers within the private sector between 1961 and
1965. Thus, although "the Ch“rter”52 recognised internal trade as an

area for private business, the Ministry of Supply interfered in retail

and wholesale distribution in 1963. This intexrference was partly to
facilitate the distribution of government products, and partly a
response to rising prices.
After 1964, there were two minor butvinteresting developments.
First, there was the emergence of a "new" private sector consisting
rgely of smzll firms, repalr workshops, and commercial intermediaries.

These often consisted of partnerships involving public sector employees.

The size and significance of this sector is not known but there is
evidence of some linkages 23 between public companies and private firms
or middle-men. Secondly, after the Arab-Isreeli War, the government

| relaxed restrictions on private exporting and this led to an increase

| in exports of "private sector goods" such as leather products,

| ; ‘ 5’
handicrafts, fruit and vegetables after 1967.

| One of the most interesting features of the Egyptian economy is

| that nationalisations automatically improved the relative distribution

| of wealth by transferring the ownership of means of production in
large areés of the modern manufacturing sector to the State. The

| measures were essentially privative rather than redistributive and did

| not entail, directly at least, increases in income for other groups.

e el e AN 12 P e L A e SPAS. Jop——

52 Information Department, The Charter, op. cit., Chapter 6.

» . .
| 23 Fither through sub-contracting or sometimes through black-market
’ operations,

| 5

The value of footwear exports, for example, increased from ~u189 000

| in 1965/66 to £E344,000 in l)Q//Uu and £B4.108 million in 1968/69;

| thot of furniture oxports from £E85,000 to £896,000 and £E766, 000
‘ in the same years. ©Sees: Central Agency for Public Mobilisation

‘ and Statistics, L-uthly ,u]{ﬁt;u of wovc1 >n Trade, Cairo, various
| issues
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They were accompanied, however, by the socialist laws which granted
substantial benefits to workers. DManaging directors and members of
company boards were displaced and replaced by new men whose income most
probably increased as a result. The measures enabled the government

to create new jobs. They also hestened the emigration of foreigners,
thus opening up opportunities for Egyptians in a number of activities.
The sequestrations also implied higher incomes for civil servants and
other officials appointed to the trusteeship of the sequestrated
properties. However, the main change was a considerable reduction in
the volume and share of the profit income of households. The direction
of distributional changes that occurred is clear, but it is impossible
to assess the magnitude of these changes since data on the personal

distribution of income is not available.

3

E. Industrial Policies in the Context of International
Co-operation

P

In the field of industry, international co-operation covers a
much wider scope than the act of negotiating (bilaterally or multi-
laterally) the development of 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 bilateral and multilateral agreements with foxreign
countries have been signed which bear directly on industrial development.
A few of these serve to indicate the impact on industrial growth in
Egypt.

Bilateral agreements with the USSR helped initiate the First
Industrialisation Programme of 1¢57; many industrial projects in this
and later programmes were supplied by the Soviet Union within industrial

55

protocols that were signed for that purpose.

55 National Bank of Egypt, Economic Bulletin, No. L, 1957, and 1963.
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On 7 December 1964, Egypt and Poland concluded an Economic
Co-operation Agreement to come into force as from 9 Iebruary 1967.
Thus, Poland supplied Igypt complete plants for production of electric
zinc and aluminium, lead, zinc, foundries, transformer stations, steam
boilers, muilding materials, kraft paper, nitrogenous fertilizers,
cutting rools, mining and road construction equipment and railway
carriages.56

On May 1965, a protocol was signed between Fgypt and Yugoslavia
committing both to industrial co=-operation in the production of
tractors and agricultural machinery, engines and motor vehicles, and
the production of electrical equipment. It 2lso 1laid down the basis
for reciprocal credit facilities through the establishment of a Bureau
for Economic Co-operation in Industry.57

In December 1966, Fgypt, India and Yugoslavia signed an agreement,
thereby it was decided that co-operation in the field of industry
could be intensified and enterprises encourzged to negotiate tripartite
agreements, More specifically, it was considered that industrial
co-operation could be extended to industries engaged in the processing
of agricultural products and minerals, in the marufacture of capital
goods and durables, and in the production of fertilizers and other
chemical products. Of particular significance was the reference to
Joint consultation in order to identify areas of fruitful co-operation
with a view to promoting specialisation in production, bringing about

econonles of scale.,

A B . A R S N e B o i 4 S

56 National Bank of Eeypt, Economic Bulletin, Vol. XX, No. 4, 1967,
p. 397.

.97 Nationsl Bank of Feypt, Economic Bulletin, No. 1 and 4, 1967,
"New Legislation",
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In December 1970, Igypt, the Sudan and Libya agreed to further
their industrial development through regional co-operation. Similar
bilateral agreements were also concluded with other Arab Countries.58

Vider economic co-operation in the industrial field has also been
exercised by Egypt within the framework of Arab Economic Unity Agreement
of 1957. BEarlier, the Arab Trade Convention (the first multi-lateral
trade agreement among the state members of the Arab League) was a
first step towards an Arab Common Merket. The "“Convention' covered, in
Schedule B, some 150 items of light menufactures or processed goods, for
which a 25% reduction of the normnl customs duties was provided for.
Later amendments to the "Convention" added a Schedule C of nationally
manmufactured goods which enjoyed a 50% reduction, and a Schedule D
providing for a 20% reduction of the applied tariff in favour of
certain assembled manufactures for which the cost of local labour and
Arab raw materials was at least 207 of total production costs.59

The Arab Economic Unity Council (in its often referred to
Decision No. 17) set the 1 of January, 1965 as the starting date for
the launching of efforts towards establishing an Arab Common Market.
Industrial goods listed in Schedules B and C of the convention were to
become tariff-free over a transitional period of seven and a half years
and five years respectively. Import duties on a2ll other manufactured
goods exchanged among participants were to be removed graduslly at an
annual rate of 10% of the original duty. The freeing of all manufactured
items from quantitative restrictions, irrespective of their inclusion

in Schedules B and C of the Arab Trade Convention, was to take place

at an annual rate of 104 of the number of items that were restricted at

See: National Bank of Egypt, Economic Bulletin, Vol. XXIV, No. b,
1971, pp. 434-438.

on Selected Development Problems in Various Countries
> East, New York, 1957, p. 25.
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the beginning of November 1964, No special provision was made for

60

Schedule D. The rate a2t which manufactured items were freed from

fim]

uantitative restrictions was raised to 20% in 1969, By 1 January 1970
all manufactured items in the "Arab Trade Convention" became totally
tariff-free, while the tariff on other manufactures was only 20% of its
original level. At the same time, 80% of marufactured items in
Schedules B and C were free of quantitative and other administrative
restrictions,
4.3, OUTPUT GQ%TTP AND STRUCTURAL CHANGES IN MAIUFACTURING
INDUSTRY

This section evaluates the growth of output and the changes in
the industrial structure which accompanied economic development in
Egypt during the period 1952-1970. Thus, it examines the output growth;
the size-distribution of establishments; the pattern of regional
location; the ownership structure; and finally changes in the composi-

tion of output and employment by industry.

A, Th@ Gromth of Ma nufactu*lnﬁ Outnut

RS et

To obtain reliable figures on the indices of industrial production

e
[}

a difficult task, Not only are the concepts and classifications used
in the official sources highly ambiguous; but also the statistics in
this respect are discontinued.
However, an analysis of index of manufacturing output during the
3 P . e 62, o
period 1952/53—1999/70, has been undertaken recently. The findings

of this anslysis are summarised in Table 8,

60 ...
Ibid., p. 26.
61 R . 10 | 1 T
A statistical assessment wi be toke
é R. Msbro and S. Radwan, The Irlr"i 1939-~1973,

Clarendon Press, Oxford, 1578, PP.
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Table 8

Index of Manufaturing Output, 1952/53-1969/70

Year Index Rate of Growth (Adjusted)
1952/53 100.0 -
(1953) -
1953/54 108.2 8.2 .
(1954) (10.5)
1954/55 1207 115
1955/56 129.6 Ted
1956/57 140.2 8.1
1957/58 152.9 9.0 !
1958/59 162.5 6.3 =
1959/60 175.9 8.2 (11.8) K
1960/61 203.2 16.8 (11.8) '
1961/62 224,717 10.6
1962/63 250.9 11.5
1963/64 280.2 11.8
64/65 292.8 4.5
65/66 299.3 22
66/67 297.2 -0.7
67/68 291.0 -2.1
68/69 30142 345
1969/70 31544 4.7
Source: R. Mabro and S. Radwan, The Industrialization

of Egypt 1939-73, Clarendon Press, Oxford,

1976, Table 5.3.
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This study used three Laspeyres indices with base years 1952/53,
1960/61 and 1967/68 chrined together in orxder to allow for structural
changes and to introduce new commodities more than that in the previous
indices, as it comprised 159 commodities.

A few remaxrks concerning the data in Table 8 are in order. First,
despite the enlarged coverage in the index it confined only on the
"large"™ establishments (ten or more employees). The index did over-
estimate the rate of output growth in the first year, and between
1959/60 and 1960/61. This is because statistical sources tend to
understate levels of activity in 1952 and 1959/60 in orxder to boost
achievements accomplished undexr the Revolution and during the First
Five Year Plan. Thus the study did call for two adjustments. First,
in assessing long-term movements it relied on the imdex of manufacturing
output for the year 1954.63 In assessing performance in the late
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 interval,

However, Table 8 suggests that Igyptian industry enjoyed a fast
output growth during the period 1953/54-1963/64 with average compound
rates closed to 107 per year. After 1963/64 this rate began to slow
down reaching negative rates during the period 1066/67-1967/68 with
short recovery thereafter. This turning point in the growth performance
of industry affected the whole economy, will be discussed in more
detail in a later chapter. It suffices to say here thnt the relation-
ship between GDP and industrial output which was close during the 1960s
reflects on the widespread incidence of the problems facing the
Egyptian economy and on the significant place acquired by industry in

the economic structure.
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B. Size Composition of Establishments
One of the aspects of the industrial structure is the size
distribution of establishments. Concentration in Egypt's modern
manufacturing approves itself in a variety of ways. The size composition
of establishments, for example, is lopsided. In 1966/67, 193 units
employing each 500 persons or more - that is, less than 4% of all
"ten plus"vestablishments in menufacturing and mining - accounted for
77% of value-added and 67% of employment in that sector. The 602
establishments employing 100 persons and more - that is, 11.5% of all
establishments - generated 91% of value-added and 81% of the labour
force. There seems to be sharp differences in economic characteristics
between industrial units 10-99 employment bracket and units with 100
workers or more. Table 9 shows that in 1966/67 net value-added per
person engaged did increase with size of establishments but the
differences in this parameter were not very significant between the
first and second class and between the third and fourth bracket,
Another aspect of industrial achievement after the 1952 Revolution can
also be drawn from Table 9. An addition, through expansion of old
establishments and new foundations, of 359 factories in the 50 plus
bracket of the industrial structure did achieve between 1952 and 1966/67.
These brackets -« a third of which were in the 500 plus bracket -
absorbed most of the funds allocated to industrial investment during
the period 1952-1966/67 and were responsible for significant output

growth,

C. Pattern of Regional Location
A significant proportion of Egyptian industry is located in three
urban zones: Greater Cairo, Alexandria, and the Suez Canal governorates.,

Table 10 gives a comparison of the regional distribution of establish-

ments, value-added and employment in Egyptian industry in 1952 with
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Table 9

Size-Composition of Establishments in Manufacturing and Mining, Net Value-added

Per Worker by size of Establishment

Size—Composition of Establishments in Net value-added Per Worker in
Manufacturing and Mining 1966/67
1952 1961 1966/67 Average number of Net value-added per
persons enga%ed per|person _engaged
Class Numbers % Numbers % Numbers % establishmen (index)
10-49 2733 79.5 3173 78.4 4199 79.8 20 100
50-99 307 .9 376 .3 458 8.7 69 110 g
100-4299 319 3 388 .6 409 %« 7«8 208 240 \%)
o
500 plus 75 2.3 110 o 193}0 37 2085 . 260 i
3434 100 4047 100 5259 100

Source: U.A.R., Census of Industrial Production, relevant years.
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Table 10

Regional Distribution of Establishments, Value-added and Employment in Industry

(Ten Plus Establishments), 1952 and 1966/67

1952 1966/67
Gross Gross
Establishments | Value—added | Labour-force | Establishments | Value-added | Labour-force
% % % % % %
Greater Cairo 49.3 39.2 37.4 51.6 3.7 44,1
Alexandria 19.2 23.1 25.4 14.6 20.9 20.8
Canal Zone 3.4 10.1 3.1 2.8 7.0 3.6 i
[
Total 71.9 72.4 65.9 69.0 65.6 68:5H %3
Lower Egypt 19.8 20.4 25.4 20.6 24.4 23.5 '
Upper Egypt 8.1 3.5 6.6 10.0 6.6 6.4
Frontier Governorates 0.2 3.7 2.1 0.4 3.4 1.6
Total 28.1 27.6 34.1 31.0 34,4 31.5

Notes and Sources: Greater Cairo includes Guiza and Kalioubia. Lower Egypt excludes Kalioubia and

Upper Egypt, Guiza. . .

Mining is mostly concentrated in the Frontier Governorates.

1952 includes a few public utility establishments which could not be separated from the
source. U.A.R., Census of Industrial Production 1966/67, Part II, Tables 7 and 10; and
Census of Industrial Production 1952.
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that in 1966/67. It shows that a small shift in the regional
distribution of industries has taken place between the two perilods.

The proportion of value-added generated in Greater Cairo, Alexandria,
and Canal Zone did fall from 72,47 in 1952 to 65.6% in 1966/67. The
emergence of Aswan, as an industrial pole, helped by the discovery of
mineral resources and the installation of hydro-electric power stations,
does explain one third of this shift. The remaining is attributable,
partially, to conscious planning decisions as planners expressed some
concern for regional development and decentralisation. But there were
no signs of a systematic and significant pursuit of this purpose.

It is also worth noting that concentration of the industry in
Cairo and Alexandria refers to a number of factors. These are the size
of urban markets, the quality of the infrastructure, the availability
of supporting services, and the proximity of other firms suppliers of
inputs or consumers of industrial products. Cairo, also, has the
additionsl advantage of its situation at the meeting point of Lower
and Middle Lgypt; and Alexandria, the facilities of Hgypt'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 Ownership

Before the 1952 Revolution, public ownership of industrial
establishments was limited to a petroleum refinery, the Government Press,
a few newly established military factories and a number of workshops
belonging to various Ministries. After 1953/54 State ownership _
expanded by steps until 1961 when the big nationalisation waves of
private firms placed a large part of modern industry in the public
sector, In 1966/67 the public sector generated some 90% of gross
value—added in manufacturing establishments employing ten persons or

more. Its share of value-added in total marufacturing accounted for
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64%, as nearly all establishments in the small scale sectoréLF were
privately owned. The overvhelming position of the public sector did
not change significantly 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
industrial investment seems to have been lower than the value-added
share; it later increased to 12%-15%. Given that the capital/output
ratio is lower in private thon in public enterprise, this may lead to
that the relative size of the private sector rem2ined almost constant
until 1967 and hes tended to increase slightly thereafter.65

The dominance of the public sector in industry varied by the
size structure of establishments. In 1966/67, a mere 7% 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 957 in establishments employing 500 persons
or more.

The ownership structure by branches of manufacturing shows that
the private sector was virtually excluded from all important activities,
the "new" intermediate and capital-good industries and the "old"
consumer~good industries as well., This can be drawn from Table 11. It
reveals that the shore of value-added in the private sector was as low
as 4% in tobacco, % in textiles, and 9% in beverages during the year

1966/67.%0

- . i e Pt T A 1 . A8 i 5 A
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This sector is defined, for statistical convenience, to include
establishments in the 1-9 employment bracket. See: Central Agency
for Public Mobilization and Statistics, Census of Industrial.
Production, Cairo, 1967 (in Arabic). DA P

65 R. Mabro and S. Redwan, The Industrialisation of Egypt: 1939-1973,
g)i')_,_._‘c.ﬁ:}_. y D. 07 .

66 . o .
As a rule, private sector share tend to be larger in branches of
marmfacturing where small workshops and small factories predominate
and in thos industries which planners almost entirely neglected in
their investment progrommes (i.e. leather, wood products, ard to some
extent, printing).
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The private sector in Egyptian industry displayed, after
1963/64, all the characteristics of a residual sector left in control
of the small establishments and of five minor industries (leather,
furniture, wood, wearing apparel, and printing) some of which accounted
for less than 1% of value-added in total manufacturing.

However, the private sector retained a certain vitality. Table 9
suggests a 32% increase in the number of the small establishments
(10-49 bracket) of modern manufacturing during the period 1961-1966/67.
This expansion, although partially reflects improved coverage in the
most recent census, still significant. Although there were no signs
of perceptible change in the private "share" of modern manufacturing
output, a significant achievement given the adverse conditions in which
the private sector found itself after the nationalisations and its very
unequal opportunities in relation to public enterprises.

In the late 1960s the private sector had also some export
potential especially in leather, food, artcraft goods. It responded
within its limited means to the modest liberalisation measures introduced

after the Arab-Israeli war of 1967.

E. Changes in the Composition of Output and Employment
One striking feature of Egyptian industrial policy, as briefly
outlined szarlier, is the charge in the industrial structure that it
achieved. Table 12 and 13 shows that textiles retained, and sometimes
increased, its very large share of both employment and value-added in
marufacturing despite the continuous shifts away from consumer-good
industries that occurred during the period under study.
The dominant place of textiles in the manufacturing sector of a
poor agrarian economy, both before and after the advent of modern industry,

is easy to understand. Spinning and weaving, like food processing,

provides for basic human wants. Long before the industrial age, market

development transformed textiles from a household activity into a




Table 11

Public Sector Share in Gross Value-added in Manufacturing

1966/67 (Percentages)

Manufacturing establishments
employing 10 persons and more

All Manufacturing establishments

Code  Industry Public Code  Industry Public
Sector share Sector share

32 Petroleum 100 32 Petroleum 100
37 Electrical machinery 97 22 Tobacco 94
34 Basic metals 96 34 Basic metals 94
22 Tobacco 96 31 Chemicals 94
23 Textiles 95 30 Rubber 93
27 Paper 95 23 Textiles 92
30 Rubber 95 27 Paper 91
34 Chemicals 95 37 Electrical machinery 90
21 Beverages 91 21 Beverages 88
38 Transport equipment 88 36 Non-electrical machinery 75
36 Non-electrical machinery 86 33 Non-metalic products 65
20 Food 81 20 Food 60
35 Metallic products 79 38 Transport equipment 59
33 Non-metallic products 79 35 Metalic products 51
26 Furniture 72 29 Leather 20
25 Wood 68 26 Furniture 20
24 Wearing apparel 66 25 Wood 20
29 Lzather 47 24 Wearing apparel 14
28 Printing 16 28 Printing 14
Source: Computed From: Census of Industrial Production 1966/67, Part 1 and 2.
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Table 12

Structure of Gross Value Added in Manufacturing Industry (Establishments
employing 10 persons and more), 1952, 1960, and 1966/67

19562 1960 1966/67

Code Industry £E(000's) % £E(000's) % £E(000's) %

20 Food & 2 13553 18.2 25617 16.4 32696 10.7

21  Beverages L H = 3100 ol 4.2 3572 o 2.3 3799 ©of 1,2

22 Tobacco g < 3_0 2 g- 5484 o7 7.4 9158 2 5.9 13538 I3 4.4

23 Textiles g o” s} 2AT 22 &33.2 51977 33.3 116376 2T gr.1

24  Wearing apparel) e o i & 1400 1.9 1560 Y ad) 3774 1.8

25 Wood 185 02 230 0.1 1110 0.4 |
26 Furniture 1028 1.3 1829 1.2 2578 0.8

27  Paper 3 976 13 2690 1.7 8641 2.8 et
28 Printing © 2059 2.8 3457 22 6138 2:0 0
29  Leather s N 425 ot 0.6 607 - 0.4 1069 0.4 .
30  Rubber 5 e, 275 > 0.4 2617 e 2.0 2886 Sy D.9

31  Chemicals B wel B 5570 =] 7.5 17511 = J11.3 38917 © 4§ 12.7

32 Petroleum VTBOY\ 6358 8.5 10957 7.0 15952 5.2

33  Non-metallic products =018 ke 3176 4.3 8207 5.% 12912 4.2

34 Basic Metals = o&; 1234 1.6 7568 4.9 11995 3.9

35 Metallic products = 1283 1.7 1985 1.55 10032 3.3

36 Non-electric machinery) & T) ¥ 174 0.2 688 0.4 3401 1.1

37 Electric Machinery £ wd/ Q 340 0.4 1515 1.0 9888 3.2

38 Transport equipment - - 2336 %4 3.1 2706 S £1.% 6496 = 2.1

39 Miscellaneous 39 ) & 865 ik B 1413 < (0.9 3493 = KA.

74513 155964 305691

Note and Source: Totals may not add up to 100% because of rounding,Central Agency for Public
Mobilization and Statistics, Census of Industrial Production, relevant years.




Employment by branches of Manufacturing Industry
(ten plus establishments), 1952, 1960, and 1966/67

Table 13

1952 1960 1966/67
Code Industry Numbers % Numbers % Numbers %
20 Food 47606 | 18.3 47625 | 14.8 76484 | 13.2
21 Beverage 5385 2.4 3732 1.2 5635 1.0
22 Tobacco 10532 4.0 9072 2.8 12238 2.1
23 Textiles 115357 44.3 164163 51L.1 246505 42.7
24  Wearing apparel 5706 2.2 4251 1.3 9472 1.6
25 Wood 944 0.4 © 1285 0.4 3426 0.6
26 Furniture 5614 2.2 6883 2 | 8672 1.5
27 Paper 5245 2.0 6683 2.1 13409 2.3
28 Printing 7235 2.8 8844 2.8 13354 2.3
29 Leather 1995 0.8 1942 0.6 2874 0.5
30 Rubber 186 0.3 2154 QT 4103 0.7
31 Chemicals 11052 4.2 16906 5:3 46058 8.0
32 Petroleum 4576 1.8 3583 g 10192 1.8
33 Non-metallic Products 13946 544 12511 3.9 31992 5:5
34 Basic metals 3800 156 9453 2.9 22966 4.0
35 Metallic products 7292 2.8 7672 2.4 24928 4,3
36 Non-electric machinery 534 0.2 2597 0.8 8867 1:5
37 Electrical mechinery 1095 0.4 1867 0.6 11178 1.9
38 Transport equipment 8746 3.4 6579 2.0 18935 553
39 Miscellaneous 2576 10 3281 1 50 6605 1.1
260052 321083 577803

Notes and Source: (1) Employment refers to weekly paid workers and salaried

employees;
(25 %

owners of factories are excluded. .
otals may not add up to 100% because of rounding.
Central Agency for Public Mobilization and Statistics,

"Census of Industrial Production, relevant years.
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specialised craft, And textiles usually are like food, one of the
first sectors to be taken up by modern industry in agrarian LDCS.67
Thus, patterns of development are not absolutely identical
everyvhere, In Egypt a restriction on the freedom of the government
to raise tariff rates above 8% delayed the emergence of modern textile
manufacturing, But, once the restriction was lifted, textiles 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 for industrialisation and continued to be treated as
such throughout. After the introduction of tariffs in 1930 the private
sector devoted a significant part of its industrial investment to
textiles, and later the government, through planning and import
restrictions, maintained and enhanced its place in Egyptian manufacturing.
A significant part of recent Egyptian industrialisstion can be
interpreted as an attempt to increase domestic value-added by
extending the production process a few stages beyond agriculture,
ginning, and pressing -~ taking advantage of the potential offered by
the size of the domestic market and exports.
Egyptian industrialisation was similar to the general patterns
of industrialisation in LDCs in one respect, namely the decline in the
share of basic consumer goods industries. However, as the shift did
not affect textiles (the major component of this group) the decline
of other branches was very pronounced. The share of basic consumer
goods industries (food, beverages, tobacco, textiles, and clothing)
had declined from 64,8% to 55.6% between 1952 and 1966/67 while the

share of chemicals and other intermediate goods increased. The shares

1 This is because of the availlability of raw materials, the market
size, and the characteristics (labour intensity, adaptability) of
its technology.
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of both food and tobacco in manufacturing gross value-added fell by

L41% between the two yezrs and that of beverages by 71%. The rate of

relative decline of the food industry was much more significant after
1960 than before.

The rapid decline in the value-added shrre of the food industry,
both a cause and effect of a low rate of growth, deserves some comment,

The absence of significant mineral resources in Igypt and the signifi-

cance of 2griculture may lead us to expect a pattern of industrial
development in which sgriculturel industries (such as foocd and textiles)
play a major part. The expansion of the food industry was in fact
constrained by supply conditions in agriculture and by the characteristics
of local demand for its products. Igypt, since the Second World Var,
has increasingly become a net importer of foodstuffs. Though exports
of rice, fruit, 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 faster than
agricultural production of inputs (e.g. sugar cane, livestock products
such as milk), for which no export surplus exists. Two important food
industries (sugar and dairy products) cannot break this constraint by
importing their inputs. Transport and storage costs would make such
an attempt uneconomical.

The second interesting feature is the emergence of “chemicals" as

=

. the second most important industry in terms of value-added. "“Chemicals"
comprises producer=-good industries with strong forward linkages with
agriculture through sales of fertilizers and pesticides, and manufacturing
which it supplies with alcohol, acids, detergents, liquified gases,
paints, etc., It also has forward linkages with such consumer goéds

industries as pharmaceuticals, soap, cosmetics, etc., which enjoy high

income elasticities of demz2nd. These factors seem to have contributed
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to the rapid development of the industry and explain its privileged
place in the import-substitution strategy. Its growth potential
remains considerable. Import-substitution in the fertilizer industry,
for example, is far from complete., In 1973 domestic output amounted to
675,000 tons and another 400,000 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 fertilizer projects, turning them into profitable
undertakings. Hoom for expansion is not limited to import substitution.
The consumption of fertilizers in Egyptian agriculture has been growing
at a fast rate since VWorld Wer II.68 The High Dam, because of its
effect on soil fertility as well as the land reclamation that it gives
rise to may result in even higher rates of growth of fertilizer
consumption in the future. Other branches of the chemical industry have
growth potential and a resumption of rapid industrialisation in a new
era of inter-Arab co-operation will entail further deepening of the
industrial structure and the expansion of the intermediate market for
chemicals in Hgyptian manufacturing.

The third interesting feature of structural changes in Egypt has
been the pattern of sequential development in which a fast expansion of
"intermediate" industries (Group 2 in Table 12) precedes that of the
"capital-good/consuner-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 1960 from 30.2% to 37.1%.

This was followed by an increase in the share of Group 3 from 4% to

7.5% between 1960 and 1966/67, after an earlier decline in the 1950s.

-~ - T e

68

Fourfold increase between 1947 and 1067. See: Samir Radwan,
Capital Formation in Egyptian Industry and Agriculture: 1882-1967,
Ph.D. thesis, London, 1974, p. 271.
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These observations do not amount to a general pattern of industrialisa-
tion. Nor can we say that the year 1960 is a turning-point between two
irreversible stages of development, As the value-added shore of the
Group 3 is still very small a reversal in the pattern could easily
occur. HRepid growth in one of the large "intermediate" industries
(such as chemicals or petroleum refining) would be sufficient to effect
the reversal even if the “capital-good/consumer-durable" set continued
to expand at a significant rate. Consumer durables (cars and car
rep2irs) are the largest component of this group since the production of
capital equipment is not yet significant. The interesting feature of
the structural changes that have tsken place is that a significant
"capital-good" industry did not emerge during the period in which
"intermediate" industries lost their growth momentum. The pattern of
changes after 190 is one in which the continuing relative decline in
certain "basic consumer-good" industries was largely compensated for by
increases in the shzre of other consumer-good industries (textiles and
durables),

The increasing degree of industrisl diversification noted above,
which was brought about as a result of the new industrizl policy of the
1960s, was not confined to the home market; it also affected the pattern
of Bgyptian exports. In 1952/53 raw cotton accounted for 84% of
merchandise exports, agricultural products for more than 92%. These
shares fell by 1959/60 to 70% and 77% respectively, and the trend
continued throughout the 1960s so that by the end of the decade they

69

were no more than 49 and 684 respectively.

69 Central Agency for Public Mobilization and Statistics, Statistical
Indicators, various issues, These points will be discussed in more

detail in Chapter 8.
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However, the diversification of exports did not mean the emergence
of many new products but rather an increase in the share of existing
exports at the expense of cotton. The composition of the 1968 basket
is more balanced with rice, cotton yarn, textiles, and petroleum all
accounting for significant shares. Export diversification related both
to the agricultural basket where a number of minor products increased
their share and to the ratio of agricultural/non—agricultural goods

which rose significantly.7o

4,4, SOCIAL POLICITS

No modern government is entirely uninterested in social welfare,
including labour snd employment conditions, education and health. This
section will be confined to an anslysis of major changes in the labour
policy during the period under study. Other areas of social policy such
as education, health, housing etc., will be t2ken up in the next
chapter.

After the 1952 Revolution strikes became illegal, but an Advisory
Council for Labour was reconstituted to include stronger representation
from trade unions.71 The Revolutionary Goverrment realised that unions
need not be a disruptive influence. They could promote stable

72

industrial relations and help to raise productivity. Therefore, the
leaders of the Revolution of 1952 encouraged their formation, and
amended the Trades Union Act of 1942 in order to permit additional

categories of workers, including agricultural labourers, to organise,

7 rvig,

7 y.s. Deprrtnent of Labour, Summazy of the Lebour Situation in
Egypt, 1955, p. 8.

re Information Department, The Permanent Council for Public Welfare

Sexvices, Cairo, 1955, pp. 35-36.
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The new law also allowed for confederations of unions and stipulated
thet if 607 of employees in any given company belonged to a union, then
the remzinder could be compelled to join, Union membership rose
rapidly after 1952, but the unions had little freedom of action and
were subject to financial, political 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 particularly
libersl with workers and forbade certain groums (government employees)
from forming unions, important strikes did take place, especially in
1946 and 1948, And partly as a consequence of strikes amd trade union
activities the average real industrial wages increased between 1946
and 1952 by around 45%.73 |

Under a series of substantive amendments to the law of Individual‘
Contracts of Service, 1944, the Egyptian government raised the industrial
wage from £E0.100 a day in 1944 to £E0.125 in 1950, and to £E0.250 in
1953.7Q Other berefits were also granted for industrial workers., In
1955 the government introduced a scheme for social insurance, prepared
by the Advisory Council on Labour, in oxder to replace the inoperative
Act of 1950, which had provided public assistance for the dependents
of sick or deceased industrial workers. The new scheme covered workers
in Cairo and Alexandria employed by firms with more than fifty workers.
It was 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 Institute for Workers' Savings and

Insurance. Out of the accumulated fund pensions were payable to the

e o e . . Pt e B

73 R, Mabro, '"Industrial Growth, Agricultural Under-FEmployment and the
Lewis Model, The Fgyptian Case: 1932~1965",,in qurnﬁl of Develop-
ment Studies, Vol. 3, No. &, July 19067, pp. 333-300.

2y

Inforn=tion Department, Social Development Under the New Reginme,
Cairo, 1954, p. 19.
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wives and children of sick, disabled and deceased workers.75 Sick pay,
indemnities for terminztion of employment (whether voluntary or
involuntary), and the length of paid holidzys were all increased, and
the employer's right to dismiss workers made subject to new restrictions.
Having curbed trade union activities in Pgypt, the Kgyptian
government attempted to placate the urban industrial labour force
through changes in labour laws. In 1961 and 1962, major changes in

76

labour legislation and policies were introduced: a profit-sharing
scheme compelled firms to distribute 25% of their net profits (after
various deductions including a 5% compulsory purchase of State bonds) to
the berefit of their employees. Two-fifths of the amount was to be paid
in cash, with an upper limit of £E50 per person; two-fifths to a welfare
fund jointly managed by employers and workers; one-fifth to a housing
fund, ILater, these provisions were slightly modified, with two~fifths
of the amount payable to a state insurance scheme and one-fifth to the
firm welfare fund; cash payments continued on the same basis but
payments to the housing fund were abolished.7?
Membership of company boards was reorganised; membership was
limited to seven including two elected revresentatives of the employees,
one weekly paild worker and one salaried employee.78 Hours of work were
9y

reduced to 42 hours per week at the old wage. orkers and employees

were forbidden to hold two jobs, inter-firm mobility became difficult,

75 Ministry of Social Affairs, Social Welfare in Fgypt, Cairo, 1956,
pp. 16-17 (in Arabic).

76 Central Agency for Public Mobilisation and Statistics, UAR Yearbook,

1962, p. 232, T———

s
78

Central Agency for Public Mobilisation and Statistics, Yearbook, 1967.

Laws 114 of 1961 and 141 of 1963.

79 Law 175 of 1962.




- 204 -

especially in the public sector where the former employer's permission
h2d 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% of the basic wage. Manual workers were
guaranteed 14 days paid holiday each year in addition to five days of
public holidays, Sickness leave was increased to 180 days a year
during which period the worker entitled to 70%-80% of his basic wage.BO
Dismissals became almost unknown, especially between 1963 and 1966 when
the "Arab Socialist Union"81 was at its most active, defending workers
against employers in both the private and the public sectors. Given
absolute security of tenure workers terded to abuse the sick leave
regulations and in 1966 the government made dismissals easier in cases
of gross misconduct. At the same time more strength medical control
were introduced for sick leave,

The uniform wage schedules that had been introduced applied
throughout the public sector, These schedules included eleven grades
and promotion within ard between the grades (save at the higher managerial
level) depended uniquely on length of service,

These laws which were introduced in the early years of the
Revolution, remained effective throughout the period under study, with

very few amendments., They represented at the time of the "Socialist

80 Central Agency for Public Mobilisation and Statistics, Statistics on
Employment, Wages, and Hours of Work, Cairo, various issues (in
Arabic),
81 S . T :
The Arab Socialist Union revresents the socialist vanguard which leads
- the people, expresses their will, directs and controls national action
within the freamework of the principles of the national Charter. The
A.S.U. realises a soclalist revolution th-t is a revolution of the
working people. It safeguards the minimum revresentation for workers
and farmers in all ponular and political formations at all levels,
thus guaresnteeing th-t at least 50% of the membership of the A,S.U,
itself is made up of workers and farmers. Sees Central Agency for
Public Mobilisation and Statistics, Statistical Yearbook, October 1974,
Pp. 253-259.
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Revolution" a significant, but once and for all, improvement in labour
conditions, The insurance scheme was the most important reform that
was introduced, giving rise to deferred benefits.,

One of the outstanding changes, mentioned above, may be seen from
Table 14, This table shows that all types of mamfacturing employment
seem to have significantly increased, both in absolute and relative
terms, except for the "itinerant and rural" category. Little can be
said about this latter group because estimates of its size are derived
as a residual.

Table 14 also shows th-t average incomes of weekly paid workers
have increazsed by a larger percentzge than those of employees.
Deflating by the official cost of living index,82 increases in average
real income between 1952 and 1966/67 were of the order of L4g for
workers end only 8% for employees. Changes in the skill-structure of
the labour force in a period of significant industrialization 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 for employees. The average gross income of
employers and self-employed was relatively high in small manufacturing
(£E280 per annum) compared to average marual earnings of £F169 in large
sector industry and £E60 in smaller establishments. These differentials
presumably involve returns to skills, entrepreneurship, and capital
equipment, Certain establishments may also have enjoyed the small
monopolistic advantage granted by product differentiation. Finally,
increases in real income in the modern sector are understated when

compared with our previous calculations because social benefits and

o e T 1.8 e e e T B S O sl n 8 . —

82 Cost of living index for 1952/53 is 100, and for 1966/67, 133.




Table 14
Employment and Average Annual Income of Non-Profit-earners

(Workers & Employees), in Manufacturing 1952 and 1966/67

Labour Force Share of Average Annual
National Labour | Income
Force
(000's) (%) (EE's)

1952 ;1966/67 1952 ll966/67 1952 | 1966/67
|

Y

j .
Modern Sector: [
Employees 32 80 0.45 | 0.95 312 | 450(575)
Workers 250 l 517 3. 50 6.08 88 169(201) '
Small-scale: | | 8
Self-employed 120 | 170 1.70 | 2.00 120 [ 280 o
Workers 80 ‘ 115 1.10 | 1.35 32 60 :

|

Itinerant and Rural 80 l 90 1.10 | 1.05 32 l 60

Note and Source: Fringe benefits and employer's contribution to
social insurances are shown by figures between
brackets. Computed From: Censuses of Industrial
Production, Variaous Issues.
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social insurance were not included. Although they do not add to the
present disposable income of employees and workers, they represent a
significant welfare gain,

To sum up the Socislist Laws of 1961 and 1962 were accompanied by
an "employmert drive", The government, worried by unemployment especially
among secondary school leavers and university leavers, committed itself
to appoint all graduates on termination of their studies to jobs in the
administration or in the public sector. It also forced public sector
companies into expanding the number of jobs at all levels, from the
shop floor to the top of the administrative hierarchy. Initially, the
employment drive was justified on the grounds that it would compensate
for the shortfaell in labour inputs resulting from the reduction of hours
and other measures., The government believed that meny industrisl firms
under new public management would be able to organise extra shifts and
absorb productively the additional workers and employees. But there was
no need to employ new workers for extra shifts since, as mentioned
above, that the bsn on overtime was lifted in practice if not in law,
Furthermore, increasing bzlance of payment difficulties led to the
emergence of excess capacity. The employment drive turned out to be a
burden on industry and should be interpreted as a social welfare policy.
Its implications for the assessment of industriel performance are

considerable as we shall see in the next section.

A, Changes in Labour Productivity

Partial measures of productivity growth are concerned with the
relationship between output growth and variations in the quantity of a
specific input. They attribute changes in output, but not the cause of
these changes, to the factors of production singled out. The index of
labour productivity growth in industry by itself, reflects the contribu-

tion of investment and the effect of structural changes in industry
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rather than improvements in the quality of l=bour in "ceteris paribus"
conditions.

Table 15 shows the indices and average annual rates of growth of
labour productivity classified by two measures one of output per man
and one of output per man-hour, during the period 1945-1969/70.83

One of thé economic characteristics of production in Egyptian
industry as drawn from Table 15, is the fairly high average rates of
labour productivity growth during the period 1945-1962. These increases,
although very partial sign of successful performance, were associated
with sigrificant increases in capitzl intensity,Bb and structural
changes~85 Movements in the level of output per man and man-hour after
1962 are in sharp contrast with the previous period. The level of
output per maen did fall by 14.8% and -that of output per hour by 27.9%
between 1963/64 and 1966/67. Both continued to decline, though at a
much slower rate in the last years of the decade. This sudden turn

accounts for the zero average rate of growth of output per man during

83 This period is subdivided into two shorter runs. The first
sub-period is 1945-1962, and the second is 1963/64-1969/70. The
choice of 1962 as a dividing year is justified by a minor statistical
reason that is the discontinuity in the Census of Industrial
Production series, and by a substantisl cause: the impact of the
“employment drive" felt after 1962, The "employment drive" affected
the relationship between output ard labour input growth. It caused
changes in the labour series and effectively broke the continuunm
of both labour .input and productivity indices.

84 Indices of capital intensity for the years 1045, 1954, and 1962

are 100, 168, and 199 recpectively. See: R, Mabro and S. Radwan,

The Industrislisation of Egypt: 1939-1973, op. cit., Table 10.1,

p. 170. -

85

See section 4,3. of this chapter.




Table 15

Indices and Average Annual Rates of Growth of Labour

Productivity
1945-1970"
Indices Average Annual Rates of Growth
Output Output
Output Per Output Per
Years Per man man-hour Periods Per man man-hour
1945 100.0 100.0 '
1954 156.2 153.3 [
1962 205.0 222.5 1945-1962 4.3 4.8 O
honl y
1963/64 100.0 100.0
1966/67 8842 72:1
1969/70 79.0 e .6 1963/64-69/70 -3.9 -5.5
1952 100.0 100.0
1962 155. 0 168.3 1952-1962 4.5 5.3
1959 100.0 100.0
1964/65 99.1 112:7 1959/60-64/65 0 243

Source: Compiled From: R. Mabro and S. Radwan, The Industrialization
of Egypt: 1939-1973, Oxford, 1976, Table 8.6.
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the period 1959/60-1964/65.86

A few remarks concerning the data base in Table 15 are in order.
One of the main points to explain is the behaviour of hours of work
between 1963 and 1970. One possible line of explanation for the rise
from 44 hours in 1964 to the highér level th-t obtained in later years
relates to the quality of statistics.

Data in Table 15 refers to hours paid for rather than hours
actually worked. The divergence between these two concepts is important
when industry suffers from increases in excess capacity, if the power
of firms to declsre workers redundant is constrained by law. Permanent
workers would be physically in the factory and paid for the normal
hours even if there was little or no work to do. An increzse in the
discrepancy between hours paid for and hours worked would mean that the
growth of labour inputs to production in the 1960s is overstated by
data in Table 15.

One of the possible explanations for the fall of average number
of hours paid for to 44 per week in 1963-1964 can be attributed to the
application of the Socialist Laws which reduced the length of the
normal working week, at the old wage, and drastically limited the right
to work overtime. But, however, this does not elucidate why hours p=id
for should hrve increased after 1964 while output stagnating. Two

reasons explains that.87 The first is payment for extra hours not

86 The “employment drive" explains only part of the fall in output
per man-hour. The disturbing feature is that after 1964, while
output was stegnant and employment expanding, average hours have
risen to a perk of some 52- 53 hours a week in 1965 and 1G665 then
stabilised later around 49-50 hours An "employment drive" need
not affect too adversely the level of output per man-hour, though
it will necessarily lower output per man, if hours of work are
reduced to accommodate the increase in numbers,

8y This is a result of interviews with managers of public sector
firms. See: R. Mobro and S, Radwan, op. cit., p. 149,
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actually worked in some public sector firms to compensate workers whose
earnings had fallen in the preceeding year as a result of the
"employment drive". The second is that the flow of imports of raw
materials, semi-finicshed goods, and spare parts for industry became
more and more erratic after 1963.

It is also worth noting that delays and restrictions on imports of
spare parts and pieces of equipment must have affected the capital stock
and increased recourse to labour-intensive processes. Another factor
is a deterioration in industrial discipline especially between 1963 and
1966 when the "Arab Socialist Union" was at its most active, defending
workers agninst employers. 1he Socialist Laws, whose objectives were
the betterment of workers' conditions and an enhanced respect of their
dignity, led to some abuse of the new privileges. This deterioration in
the relationship between management and labour is likely to have had
adverse effects on labour productivity. However, after 1966, measures
were taken to correct certazin legal divergence.

To sum up, the fall in output per man-hour during the period
1963/64-1969/70 cannot be interpreted without quzlification as a
decline in the productivity of an actual unit of labour inputs. Move-
ments in output per man-hour worked might have been different from
movements in output per man-hour p=id for. The problem of Egyptian
industry after 1962 was one of increasing labour costs arising from
organisational defects, inefficiencies, redistributional policies,
supply bottlenecks, a deterioration of relationships within firms, and
some other factors. Finally, the drop in the indices of "labour
productivity" reflects, on general, the poor state of the economy in

the years after 1964
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4.5, BRIEF EVALUATION OF THE PACKAGE OF INDUSTRIAL
POLICIES USED

An evaluation of the industrial policy pursued in Egypt up to
the mid-fifties indicates that although it made valuable contributions
it lacked cohesion and continuity. This first phase of industrial
policy witnessed unco-ordinated and often contradictory measures in
terms of their possible impact on industry. For example, while
industry was in this early period subject to excessive tax rates,
investment in zgriculture and residential construction was treated much
more favourably. At the time, industry faced a number of problems which
were either neglected or overlooked. These weres

(i) An absence of secure and permanent sources of finance;
(ii) A dependence on extensive protectionist policies while kept
costs above standard levels;
(iii) The neglect of modern techniocues of production.

While the role played by the State in industry in the 1940s and
early 1950s took the form of "promotional" participation in some
industries, since 1957 it has emerged as almost the sole industrial
entrepreneur on a large scale. As a consequence the share of industry
in total government expenditure (current and development) increased from
7.5% in 1950/51 to 24 in 1969/70,

Prior to the .First Five-Year Industrialisation Programme of 1957,
a small public sector emerged as a result of state investment in a few
industries. Goverrnment industrial policy, therefore, was directed
mainly towards encouraging private capitzl to participate in new

ventures, and to carry on modernization and expansion of existing
capital. Hence the varied nature of the legislation of that period.
Following that line of policy, the Netional Production Council was

created in late 1952. At the same time the private sector was being
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encouraged by several direct and indirect means, fiscal policy was
being develoved in the later 1960s towards giving more financial
autonomy to public corporastions. The "services" budget of the
government was separated from the "works" budget and as a result the
losses of the publicly owned enterorises were no longer to be automati-
cally subsidised. Under the old system, profits made by the public
sector plants had gone straight back to the Treasury, which had also
made good their losses. Now enterprises would be expected to finance
operations, including development, from their own profits, and by
recourse to the banking system.

The banking system was reorgenised into five big banks each
serving a particular branch or branches of economic activity.88 In
addition tc the commercial banks the private sector was able to drew
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 all imports (except some foodstuffs) was imposed for
the benefit of the Ministry of the Treasury.

Since the introduction of industrial planning the efforts of the

Ot A A 1 s 5 1 . 5 T g - S ' e Py

88

The system of banking, in which brenches of foreign commercial

banks played an important role, has been radically changed. In

1956 measures were tzken to Lgyptisnize all benks. On January 15
1957 a law was enacted making all benks joint-stock companies., On

11 Feburary 1960, the National Bank of KEgypt (which wes also the
Central Bank) and Bark Misr (the leading commercial bank) were
nationalised. On 1 January 1961 the law that created the Central
Bank of Egyvt as an institution separate from the National Bank

came into force, and the National Bank became exclusively a Commercial
Bank, On 20 July 1961, the comvlete nationalisation of all banks and
insurance companies was effected. The period since then has been one
of bank mergers and as a result the National Bank of Egypt, Bank
Misr, Bank of Alexandria, Bank of Cairo, and Bank of Port-Said now
constitute the commercial banking system of the country.

Sees . Central B=nk of Egypt, C
Cairo; and Central Benk of Egyp
1971 (in Arabic).

dit and b“ﬁ&lnﬁ Develovmfnt in 1¢ oO

, A ﬂoport OLA'jZN/7l November Z5,
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state have been directed towards increzsing the volume of investment,
particularly in those areas where, because of the risks involved, private
enterprise was not prepared to invest.

These industrisl policies were an integrated part of a national
economic strategy which included tariff reform, This latter also
provided an important source of budget revenue for financing development
projects, However, the development of the public sector, which has
changed the whole structure and pattern of Egyptian economy, h»s also
changed the role of the tariff structure., Although customs duties still
compose a principal source of revenue their importance has declined
relative to other items of public revenue. The protective function of
the tariff h s also declined in importznce as the public sector
because the sole importer, and its import policy wes designed to conform
with the comprehensive development plan., Thus led to the introduction
of a unified tariff rate in January 1962, except for a limited number
of commodities such as tobacco.

It is worth noting th-t state promotion in the field of industrial
exports reflected a conscious commitment to increase foreign exchange
resources through industry itself but the industrial policies pursued
in the earlier periods seem to h-ve jeopardized the attainment of this
objective. The "extensive" type of industrial growth, generally
employed in Egypt until recently, mede it difficult to combine import
substitution with the introduction and expansion of a substantial flow
of exports of manufactures., Indeed this type of industrial growth might
have made it more difficult to achieve industrial integration of the
Arab economies,

During the period under review the objectives of industrizl policy
have not always been stated clearly and unambiguously. But even when
they hnve some of the measures undertnken have not been sufficiently

related to ensure success in attaining the desired objective.
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The desire for self-sufficiency and the adoption of import
substitution in order to attain this meant that the optimum size of the
firm was often overlooked. Import-substitution policy, combined with a
policy of protection from foreign competition encouraged high cost
production and excessive profits. Competitiveness on export markets
was either impossible or required financial aid from public funds.
Selectivity does not appear to have been pursued according to rational
economic criteria.

Finally, it is worth noting that while attention was paid to the
economic and social aspects of industrial location in policy decl ra-
tions; the policies actually pursued sgainst their considerations.

The huge industrial estate represented by the three governorates of
Cairo, Giza, and Kzlyoubia accounted for fourty two per cent of total
industrial investments in 1970. Together with Alexandria they
accounted for about two~thirds of total investments. In other woxrds,
the past industrial development did not contribute to the integration
of the internal economy, nor did it reduce the economic unequalities of

the component regions.

CONCLUSION

It would be a gross over-simplification to say that there has
been no basic industrial policy during the period covered by this study.
It might be more -appropriazte to say that industrial policy energed
during this period. Although several industrial policy instruments
existed they were not sufficiently co-ordinnted snd 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 impcsed by the external sector's limitations
(inability to export) énd by the import substitution needs deriving

therefrom, h s completely protected it from foreign competition. It
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a2lso combined to produce a relatively high cost and price level for

many manufactured preducts,




CHAPTER 5

STRUCTURE AND THE CHANGING ROLE OF THE

GOVERNMENT SECTOR IN EGYPT

5.1, INTRODUCTION

As an earlier chapter shows the most extensive redistribution of
wealth and income accomplished in Egypt since the Revolution of 1952
has occurred within the agricultural sector by means of redistribution
of land ownership and land holdings. Other policies included creating
the integrated co-ovnerative system to provide various inputs, credit,
machinery and merketing the crops. Other policies also aimed to improve
the condition of agricultural labourers and the living conditions in the
rural areas,

Outside the agricultural sector, measures which directly altexr
the distribution of income included rent controls, minimum wage
legislation, and in 1961 the introduction of profit sharing schemes,
Some redistribution of income has also occurred indirectly through the
provision of free or subsidised collective services financed by
progressive taxation. In addition the government hes achieved greater
social Jjustice through its provision of better educational opportunities
at all levels, its expansion of the health services sector and its
expansion of the house building programme, Positive employment
policies have been pursued but at the same time the state has provided
increased security against old age, sickness and unemployment.

The purpose of this chapter is to analyse the increasing direct
involvement of the Egyptian government in the social and econonic life
of the country, and the revenue structure used to finance its
expenditures. Particular 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, this
chapter also examines the sectoral pattern of employment and labour

supply during the period under study.

5.2, STRUCTURE AND SIZE OF BUDGET

Before 1952/53 there was only one oxdincry budget and a very small
number of amnexed budgets. The railways and the petroleum authority
used to be departments of goverrment and included in the ordinary
budget. However, in 1958/59 both became independent with separate
budgets. During the fiscal years 1953/50( the Development Budget was
introduced listing a number of projects to be carried out by the
government as a programme for economic development,

At the time of the large scale nationzlisation in 1961, the
budget consisted of a Current Budget, a Development Budget znd several
annexed budgets for the public services. The most comprehensive
changes inthe budgetary system were introduced in 1962/63. Thereafter
all expenditures and revenues came under two main budgets: 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 entitled "The Investment Fund". On the revenue
side, the fund is credited with the revenue surpluses of public sector
enterprises, the capital reserves of public authorities and organisations,
loans from local savings institutions and other funds borrowed at home
and abrozd. These resources are meinly intended for the financing of
capital formation in the public sector, though they may be drawﬁ upon
to meet the loan repayments and interest charges relating to local
and foreign loans. lMoreover, the fund's resources may be used to

finance the current deficits of the Services and Business Dudgets.



- 219 -

To supplement the resources of the Fund, the Treasury, with
the agreement of the Central Bank, is empowered to issue bonds for
sale to commercial banks and other econonic units in both the public
and the private sectors. The terms of issue are determinei by the
"Planning and Economic Commission'"., However, there h-s been a rise in
the annexed budgets over the period 1952/53-1961/62, and an increase in
the Development Budget in 1960/61.1

However, given the budgetzry changes that have taken place it is
very difficult to deduce from the table the impact of the public sector
on the level of activity. After the revolution of 1952 the government
initiated a policy of financial austerity, but despite this total
expenditures rose rapidly in connection with development and defence,
especially after 1955/56. -

In February 1958 Egypt entered into the Union with Syria and a
Unified Budget was introduced covering such matters as foreign affairs

and defence etc,

5.3. GOVERNMENT EXPENDITURES

A detailed restatement of government budgetary expenditures,
cross-classified according to the economic and functional categories,
is available from 1050/51.2 Government expenditure totalled £E191
million in 1950/51 and thereafter it increased, with only a brief
respite in 1952/53 when the revolutionary government tried to restore
order to the disturbed financial situation. By 1059/60 goverrment

expenditure h~d reached £E465 million, and by 1969/70 £E1,991 million,

e et oo o i e e S A e

1 see Apmendix 1, Table 6.

2 See Avvmendix 1, Table 7.
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A twelve-fold increazse in expenditure in productive sectors
between 1950 and 1960 accounts for a large part of this growth in
government expenditure. Within the productive sector itself the
programmes of nationalisation and the development of the electricity
supply industry were responsible for a good deal of the increase,

From the beginning the new government began to tackle the housing
problem, One of its objectives was to provide inexpensive dwellings
for the poorer sections of the urban population and a public company
(later an orgenisation), was created for thet purpose in 1953/54. The
scheme resembles the French HLM (haitation 2 loyer modéré) and was
actively implemented in the 1950s. Thousands of flats were built 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

p0pulﬂries" benefited a small proportion of the low income urban

-~

3

industrial workers and low grade government clerks, and the like.
During the 1960s, public investment in cheap urban housing was at an
average annual level of £E5 to £E6 million, representing an annual
addition of 8,000 to 10,000 rooms.LL The public sector invested a
similar amount on "medium level" housing each year, mainly for officials
and public sector employees. DMost of the rural housing programmes
related to either newly reclaimed areas or to the Nubian resettlement
schemes.5 In the 1960s government expenditure on housing declined and
unfortunately this coincided with a2 similar decline in private invest-

ment in housing between 1060 =nd 1967.

e e S—

3 R. Mabro, "The Egyptian Economy, 1952-1972", op. cit., p. 162,

. C

Centrzl Agency for Public lMobilisation and Statistics, Statistical
Indicators, 1952-1970, op. cit., p. 205 (in Arabic).

5 See Appendix 4 on "Housing Conditions in Rural Areas",
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The state current expenditures on education and research
increased from some £E23 million in 1952/53 {less than 3% of GDP)
to about £F126 million in 1969/70 (almost 5% of GDP). Public invest-
ment expenditures in education similarly increased from about
£E2.2 million in 1952/53 to £E33.3 million in 1964/65, a remarkable
thirteenfold increase. But after the lost year of the First Plan
(1964/65), the level of investment fluctuated around £E25 million a
year representing between 6% to 8% of totsl annual investment in the
economy.,

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 157, increasing to 25% in the Census of 1947.7
However, the government of the Revolution paid special attention to
the development of the different stages of education in order to meet
the State's requirements in all fields. Thus, the government endeavoured
to provide free educational services at all levels, even in the
universities, because it believed access to education to be a right
of every citizen, and not Jjust the rich.

This new educational policy led to an increase in the enrolment
of pupils and students at various educational levels., The fastest
growth was in secondary technical education, where the number of pupils
increased from 33,366 in 1952/53 to 271,638 in 1970/71.8 However,
this category is misleading since it comprises 211 tyves of non-clessical
secondary education, with a tendency for commercial education to

dominate the grouv. The ratio of students enrolled in vocational

o et e e s A it .

Ministry of Planning, Follow-up Reports, various issues (in Arabic).
Central Agency for Public Mobilisation and Statistics, Populztion and
Development, Cairo, June 1969, p. 203.

Central Agency for Public lobilisation and Statistics, Population and
Development, Cairo, June 1973, p. 220.
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schools to total enrolment in preparatory and secondary schools
increased from 14,2% in 1955/56 to 19.5% in 1970/71.9

University education expanded faster than any other form of
secondary education. Since graduate unemployment might be politically
dangerous, as well as economically and socially undesirable, the
government pursued a policy of guaranteeing all graduates a Jjob in
either the administrative or public sector. This being so the private
returns to higher education were both certain and substantial and
there was therefore 2n increased demand for it.

One of the outstanding changes, mentioned above, is that between
1952 and 1966/67 government civilian employment increased from an
estinated 325,000 in 1952 to 1,035,000 in 1966/67.1° The share of
government civilien employment in the country's labour force rose from
9.6% to 15.4%, its share of the national income, from 8,6% to 13%.
Average annual income (at current prices) increesed from £E240 to
£E323 between the two years.ll Changes in the grade composition of
the civil service, however, have significantly affected the average.
A disaggregated analysis of changes in government wage scales indicates
that significant increases in income accrued in the lower h=1f of the
scale, The maximum improvement occurred in “"grade nine" where real
incomes incressed by 857 over the period 1952 to 1966/67. However, the

real value of nominsl salaries at the top of the scale fell by some

e e et el e el el e et et b

? Ibid.
J Ministry of Treasury, Budgets and Budget Reports, various issues.

ll'The figures refer to the government employment.
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10% to 20% between 1952 and 1966/67.12

Nominal salaries do not represent the whole income of top civil
servants., Many supvlement their earnings with fees for membership
of committees, trusteeships of sequestrated vroperties, travel and
other allowances. The socialist laws which forbade holding of two
jobs have never been seriously applied. And the public sector provides
some civil servants with meny sources of semi-illicit. Taking into
account the increases in fringe benefits, rezl incomes of top civil
servants probably increased substantizlly over the period 1952~1977.
Finally, it is worth noting that the army (which is an important sector
of government employment) increzsed its relative share in the totel
labour force and that the real income of officers increased faster than
that of any salaried group in the economy after 1952,

In addition the government h's achieved greater social justice
through its expansion of the health services sector. Current public
expenditures on health increased at an average rate of almost 11% ver
year between 1952/53 and 1959/60. Despite this rate of increase the
estimated expenditure on health in 1969/70, which was £E38 million,

was still much lower than the education budget.13 Between 1952 and

—— e o 5 s -

18 Changes in government salary scales could be interpreted in an

altern=tive way. It is possible to distinguish two groups: the
manual worker and the civil servant. The manual worker's prospects
when he trkes employment are constrzined by a2 narrow promotional
ladder. Salary rises in 1964 raised all wages in this ladder, The
expected lifetime earnings of a manual worker were higher in
1966/67 than in 1952 (all at 1952 prices). The university graduate
usually enters 2t "grade =ix" and he may legitimately exvect to
climb to the top of the ladder during his lifetime. Expected
1ife earnings on these assumptions did not rise very much between
1952 and 1966/67 as the gains that accrued at the beginning of his
career vwould be largely lost towrrds the end. Sees R. lMabro, 'The
Egyptien Economy, 1952-72", op. cit., p. 224,

13

linistry of Planning, "Follow-up Reports", op. cit.
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1970 the number of hospital beds almost doubled from 35,744 to
70,932.14 This meant th2t in 1970 there were 2.1 hospital beds per
thousands population, a relatively low average ratio and one which
concealed considerable differences between rural and urban areas.
A1l rural health units (i.e. rural he=lth centres, combined units,
social centres, comprehensive treatment units, 2nd rural health units)
provided only 8,149 beds in 1@69/70. But the number of these units
increased rapidly in the 1940s, from 789 in 1961/62 to 1,786 in
1969/70.15 Per capita consumption of medicines increased 2t an average
rate of between 1% and 2% per annum, ard in this context the number of
chemist shops (slmost all in the private sector) increzsed from 680
in 1952/53 to 1,752 in 1969/70.°

The Egyptizn 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
initiate a fall in the birth rate until the early 1960s when the

17 In

economic difficulties facing the country began to accumulate,
1962 2 population policy was ennounced, and a2 national family planning

programme was introduced in 1965. From February 1966 onwsrds the

pill was distributed free to public health centres throughout the

¥ Gentrsl Asency for Public Mobilisation and Statistics, Statistical

Abstract of Arab Revublic of Egypt, 1952-1972, Cairo, June 1973:
p. 108,

15 1pid., p. 110.
16

Central Agency for Public Mobilization end Statistics, Statistical
Hendbook, op. cit., p. 156.

17 sate of birth in 1056 =2nd 1960 were 40,7 and 43,1 resvectively.
Sees Central Agency for Public lMobilisation and Statistics,
"Population 2nd Development", op. cit., p. 47.
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country, and by 1970/71 it was estimated th-t 300,000 pill-cycles
wexre being distributed every month, and 120,000 loops inserted per
year.18 But this cannot account for the anparent f211l in the birth
rate around 1964.19

During the period 1950/51-1962/63 expenditure on orgrnising
services (i.e. presidential and suvervision, commercial and financizl,
and defence, security and justice) increazsed four fold. Here the
largest item was defence. In 1961/62 the budget of the Ministry of
War amounted to £ESE.6 million, to which should be added a considerable
part of the expenditure of the Orgenisation for Military factories,
£E22,7 million, and possibly a few other small items. 1In all defence
expenditure in 1961/62 wes vprobably over £E10D million, or 7% of GrP,
a figure which may be compared with the following for NATO countries:
Denmark 2.7, Belgium 3.2, Norway 3.3, Italy 3.6, Netherlands 4.1,
West Germany 4.3, Turkey 4.3, Greece 5.3, United Kingdom 6.5, France
6.7, and United States 9.1,°°

Thése increases in government defence expenditures hrsve been
continued throughout the period under study reflecting the country's
two military involvemenrts, the Palestine Campaign and the military
build up prior to Suez, and the Middle Eastern political conflicts
from the Yemen (1962-1964) to the Arab-Isrceli War (1967). Over the

period covered by Palestine campailgn and the military build up prioxr

to Suez, the increase in defence spending accounted for approximately

———— e e e o B e

18

Central Agency for Public Mobilization and Statistics, "Statistical
Handbook", op. cit., ». 133. 0§
19 Rate of birth drovmed from 43.1 in 1960 to 42 in 1964, and to

35.1 in 1970. See: ibid., p. 47.

20 e Fconomist, 20 Jaruary 1962.
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60% of the total rise in government expenditure.21 This pattern is
reminiscent of the pattern described for the British economy by
Peacock and Wiseman.zz They argued thnt in vperiods of social
disturbance, and most particularly during wartime, temporary needs for
government expenditures result in sharp increases in taxation to
levels which would previously hove been considered excessive or
intolerable. After the need for these emergency exvenditures subsides,
tax rates may fall somewhat, but not to their earlier levels. Instead,
there is a "displacement effect", whereby the temporary expenditures
are replaced by others of a more permanent nature.

This line of reasoning helps to explain the growth in public
expenditure in Igypt. Defence exvenditure has increased, stabilised,
and then increased agzin., This means that while defence has clearly
been a major force pucshing the government's share of total output
upward,23 there is no evidence of the sort of displacement effect
suggested by Peacock and Wiseman - that is there is no substitution of
other types of expenditures for defence between "wars". Although
government revenue increased it did not keep pace with expenditure and
as a conseouence the government deficit increased, as Table 1 shows,
After an initial attempt at following 2 balanced budget policy, which
only lasted about two years, the budget policy was reversed to one of

a steady and rising budget deficit.

© o e e e e

£ D. Mead, "Growth and Structural Change in the Egyptian Economy",

op. cit., ». 135.
22 A. T. Peacock 2nd J. Wiseman, The Growth of Public Ixpenditure in

the United Kingdom, Princeton Uw:ver31ty Press, Prlnceton, lqéi

pp. 2428,

23 The sh-re of current government purch-ses of goods and services in
total outrut took major jumps from 17.6% (zn aversge) in the early
1060s to 21.3% and 27.2% in 1963/64 and 1969/70 respectively. See
Table 10 of this chapter.
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Table 1

Public Revenue and Expenditure(1)
1950/51 - 1969/70 £E.Million

End of Fiscal Year Revenue Expenditure Deficit
(1) (2)

1950/51 185.1 190.6 -5.5
1951/52 198.4 237.2 -38.8
1952/53 (2) 199.4 209.9 -10.5
1953/54 212.3 233.0 =20.7
195L/55 232.4 269.9 -37.5
1955/56 29545 343.0 =LT7.5
1956/57 276.3 358.1 818
1957/58 317.7 319.1 =1.4
1958/59 38643 11343 =27 40
1959/60 L18.5 L,8L.8 -66.3
1960/61 541.0 700.6 -159.6
1961/62 5hiye6 77440 -229.l
1962/63 27.5 (3) 970.0 -242,5
1963/64 774.3 (3) 1079.4 ~305.1
196L,/65 828.3 (3) 118L.4 -356.1
1965/66 957.1 (3) 1206,0 -24,8.9
1966/67 1076.8 (3) 1316.2 =239,4
1967/68 (L) 1678.5 (3) 1941.4 -262.9
1968/69 (L) 1816.2 (3) 2146.5 -330.3
1969/70 (L) 2043.8 2391.0 -347.2

Te Aggregate of net revenue and expenditure of all budgets after
deducting inter budget subsidies and transfers. Figures as from
1957/58 are budgetary estimates as final accounts are not published.

2 Development budget revenue is not included while its expenditure is.
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 all
budgets after deducting internal and externzl loans in addition to
the deficit of the services budget. These sums were deemed to be
the deficit shown in the third column,

L. These figures represent total expenditure estimates before deduction
of inter budget subsidies and transfers.

Source: Ministry of Treasury - Annual Pudget Istimates and Final Accounts.
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5.4, FINANCING OF GOVERNMENT EXPENDITURE

Table 2 shows how development expenditure varied throughout the
years 1952/53-1966/67 and its share in total public expenditure. It
shows that develoovment exvenditure increased its share from 11,7% in
1952/53 to over 407 in 1960/61, thereafter declining slightly. This
confirms that the role of the public sector h~d been expanded to
include responsibility for investment projects. Government expenditure
became a direct instrument of economic growth. It is agsinst this
background that the role of different items of finance in government

expenditure are to be evaluated.

A. The Role of Tax Receipts

Table 3 shows th~t the tax burden increased slightly. In 1951/52
tax revenue from all sources amounted to £E147 million, or 17% of
national income. Between 1961/62 and 1967/68 tax revenue had
increased from £E243 million to £E621 million, that is an average of
22% of national income. Despite this the increase in government
expenditure was proportionately greater so there was a fall in the
average ratio of tax receipts to government expenditure over time, as
may be seen from the Table, This relatively low tax income ratio

rings 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 ratio.

First, the factors which cause such a low tax-income ratio in

There are a priori causes for expecting low per capita real
income to be associated with low tax-income ratios. It is difficult
to immose heavy taxes on populations with living standards at the
subsistence level and in the case of income tax the cost of collecting

small amounts may prevent the extension of the tax base. We doubt




Table 2

Percent Share of Development Expenditure in Total Public Expenditure Within the Main Sectors

Sector 1952/3 | 1953/L | 195L/5 [ 1955/6 | 1956/7 | 1957/8 | 1958/9 | 1959/60 | 1960/1 |1961/2 | 1962/3 | 1963/L 196L/5 | 1965/6 | 1966/17
Agriculture and Irrigation L2.7 5L.9 59.1 76.1 57.7 36.3 50.3 72.5 7.4 | 76.7 63.4 58.7 62.9 L3.4 L6.8
Industry and Electricity L5.4 70.5 L7.5 51.5 30.5 Lo.3 28.1 L2.6 5L.5 5T.k 65.7 76.6 76.9 70.6 75.5
Transport 32.4 27.8 33.3 3L.3 0.1 37.6 31.1 35.9 57.2 | 61.5 40.9 22,7 Lk.o 29.9 35.5
Housing and Utilities 7841 7743 78.3 85.6 54.0 N 65.1 53.8 82.0 | 78.1 53.4 40.3 L3.5 33.6 35.1
Suez Canal = = = - = = = - 1oo.c(>1) 1oo.<(31) L3.2 38.1 L0.0 32.4 37.0
Other Services 3.2 2. 3.6 7.8 31 3.8 L.6 3.7 9.3 10.4 112 11.1 (n 5.5 7.0
Sggim‘;ftﬁgzzl Dealipueny 11,7 | 208 | 21.1 25.5 | 18.6 | 18.5 | 18.8 | 25.2 L0.8 |L0.7 | 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.

(Y44




Table 3

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

e Direct Indirect et Government IgizéznééP RATIOS %

E?ﬁuﬁf Taxation Taxation Reggﬁ;ts Expenditure fgitoguiz:::) )

(1) (2) (3) (L) (5) (6) (7) 1: 2:5 3:L 3:5 L:6 5:6 L7 537 1:6 2:6 3:6

1951/2  L9.T  L9.T 97.0  1L46.7  1L6.T 237.2 875.6 33.9 33.9 66.1 66,1 61.8 61.3 16,8 16.8 21.0 21.0 L0.8
1952/3  L7.3  L7.3 92.8  140.1  140.1 209.9 806.0 33.8 33.8  66.2 66.2 66.7 66,7 17.L 174 22,5 228 g2
1953/L  50.5 50.5  105.6  156.1  156.1 233.0 8L7.0 2.4 32, 67.6 67.6 67.0 67.0 18 18 21.7  21.7 L5.3
195L/5  53.5 53.5  10L.7 158.2 158.2 270.0 Fa0e0 3.8 338 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  162.2 343.0 965.0 3.2 33.2 66.8 66.8 L7.3 LT.3 16,3 16,8 15.7  15.7 -
1956/7 57.6 65.8 9L.3 151.9  160.1 358.1 1067.0 37.9  L1.1 62,1 58.9 2. LL.7 1.2 15,0 16,1 18.4  26.0
1957/8  6L.0  78.0 105.2  169.2  183.2 319.1 1126.0 37.8  h2.6  62.2 357.4 53.0 57 15.0 16.3 20,1 2Ll 33.0
1958/9 63.9 78.6 114.0  177.9  192.6 L13.3 1157.0 35.9  L0.8  6L.1 59.2 L3.0 L6.6 5.4 16,6 15.5 19.0 27.6
1959/60 66.5 B5.3  111.5 178.0  196.8 18L,.8 1285.2 3Tk h3.3 62.6 S6.7  36.7 406 13.8 15,3 137 17.6  23.0
1960/1 70.5 102.3 125.3  197.9  227.6 700.6 1363.5 36.7 LL.9 63.3 55.1 28.3 32,5 1L, 16.7 104 14.6  17.9

. 1961/2 67.9 100.5 2.y 210.3 2L2.9 77349 1411.1 32.3 L1 67.7 58.6 27,2  31. 4.9  17.2 8.8 13.0 18.L
1962/3 70,0 133.8 182.7  261.7 316.5 970.0 1562.7 30.2 L2.3  69.8 57.7 27.0 32.6 16.7 20.3 8.1 13.8 18.3
1963/ 9L.0 16L.L 208.8 302.8 373.2 1079.4 1739.6 3.0 Lkl 69.0  55.9  28.1  3L.6  17.L 2145 8.7 15.2 19.L
196L/5  10L.2 197.L 225.8 330.0 L23.2 118L.4 1975.0 31.6  L46.6  68.L 53.L 27.9 35.7  16.7  21.4 8.8 16.7 19.0
1965/6 129.5 238.7  2L0.3  369.8 L79.0 1206.0 212h.1 35.0  L9.8 65.0 50,2 30.7 39.7 17.L 22.6 107 19.8  19.9
1966/7 1L2.6 271.6 241.5  38L.1  513.1 1316.2 2193.5 37.1 52.9  62.9 L7.1 29.2 39.0 17.5 23., 10.8 20.6  18.L
1967/8 18447 321.9  299.3 L8L.0  621.2 19414 2211.5 38.2 51.8 61.8 LB.2 2.9 32,0 21.6 27.7 5.5 166 184
1968/9 191.0 L22.0 317.6  508.6  739.6 2146.5 2339.4 37.6  S7.1 62.5 L2.9 23.7 3.0 21.7 31.6 8.9  19.7 1u.8
1969/70 205.0 585.0 373.8 578.8 958.8 2391.0 2552.8 35.L 61.0  6L.6  39.1 2.2 L0.0 22,7 37.6 8.6 2.5 15:6

Sources:

Notes:

National Bank of Fgypt, Economic PRulletin, several issues.

Central Bank of Egypt, Economic Review, several issues.

Column (2) includes the collections of social insurances.

All ratios are calculated by the researcher.

ote
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whether the "taxation potential" of a poor country24 is generally
lovwer than thet of a rich country. But the important thing here is

the low "coefficient of utilisation" of that potentisl - due to bad

tax 1laws, bad tax administrstion, or both. This taxation potential is
dependent on (i) real income per head; (ii) the degree of inequelity in
the distribution of income; (iii) the sectoral distribution of the
nation=1 income »nd the social and institutional setting in which the
output of particular sectors is procured; and (iv) the administrative
competence etc., of the tax gathering orgons of the government.

It is widely recognised that taxes can only be paid out of the
“"economic surplus" - the excess of production over the minimum
subsistence needs of the population. In so far as this surplus is not
consumed by the people to whom it accrues, but is saved =nd invested,
it can only be made available for the purpose of public expenditure at
the expense of reducing the rate of capital accumulation of the country
in question. This is likely to react adversely on the country's
economic developnent, except in =o far as investment is diverted from
luxury purposes (i.e. luxury housing) to purposes important for
development. However, this minimum essential consumption for any
community cannot be measured or defined. Yet it can hzppen that the
amount of food or other necessities produced in a country is limited
not by the availabilities of naturcl resources or by knowledge or
ability, but by the customary way of life of the agricultural population,
who prefer a moximum of leisure and a minimum of materi=l income, and

accordingly work Jjust h»rd enough to cover their immediate and

24 The proportion of its gross national product that can be shifted
to public purpeses without setting up intolerzble soci-~l ~nd
political upheavals.
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traditional needs, In this case, additionsl taxes levied on them would
tend to make them work harder and produce more., Taxation would

provide an incentive to produce more (as opnosed to forcing the

people in question to consume less).

Another factor affecting the tax-income ratio is the relative
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 under-
developed countries is to throw a disproportionate share of the burden
of taxation to fall on the monetised or market sector and an
insufficient share on subsistence agriculture. The reasons for this
are partly political and partly administrative. Yet it is the
taxation of the agriculturel sector that has a vital role to play in.
accelerating economic development. The most relevant example is the
case of Japan and the USSR, where the taxation of the agricultural
product was the main means to mobilise the domestic surplus for the
purpose of rapid industrizl growth.ZS But how then can we improve
this low tzx-income ratio in Egypt.

The answer to this question necessitates an examination of the
way in which the enterprise and the agricultural sectors of the

economy are taxed.

B, Taxation of Enterorises

e ot

Although Egypt had declared socialism as the go2l of its
development, the profit concept still versisted, and enterprises were

subjected to a tax on their profits. However, since the public

e VI

25 F. D. Holzman, "Financing Soviet Economic Development", F.A.O.
Rich~rd Bird and Oliver Oldm n (eds.), "The iole of Agriculturel
Land Taxes in Jzpmnese Develovment", Reading on Taxation in
Developing Countires, Bzltimore, 1964,
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organisetions controlled practically all enterprises, the share of
government was not limited to the profit tax. This situation is
summarised in Table 4., For simplicity the tax on profits and that on
dividends are treated together.

The size of legal reserves was fixed in the Corporation Act at
between 5% and 1.0% of net profit, though occasionally additional
reserves were sometimes allowed. IFive per cent of the profits
invested were in Government bonds., The workers' share was 25% of the
profit before profits tax. Three fifths of this amount was transferred
to the Treasury as a payment for collective welfare services included
in the services budget. The rem=ining two fifths was paid to
employees in cesh with a meximum of £E50 in any one year. Undistributed
shares were carried forward to following years. Since 1962/63, interest
was charged by the public organisations on all capital invested in an

enterprise including retained profits.

Table 4

The Distribution of Net Profit

%
1 Net Profit ' ' 100
2 Legal Hesexves 10
3  Government Bonds | 5
4 Workers' Share, totzl /25% of 1-(2+3)/ 21
5 Profit Tax /26.55% of 1-4/ 21
6  Shareholders' Share after tax /1-(2+3+4+5)/ 43
7  Treasury's Share 39
8 Workers' Share payable in cash /2 th of 4/ 8
9 Own Reserves ZZ7 5 10
10  Tot2l distribution /G+7+8+9/ 100
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The enterprises were subjected to two types of taxes: taxes on
profits and taxes on some factors of production. The possibility of
increasing domestic savings through increasing either of these taxes
is discussed below.

Since the beginning of 1963/64, taxes on factors of production have’
been increased, Capital invested has been subjected to an interest
payment of 4.5% (2% in 1962/63). At the beginning of 1964, the payroll
tax for social insurances was increased from 17% to 23% of wages and
salaries. These taxes were raised for the purpose of increasing savings,
but this does not appear to have been achieved because prices were not
allowed to be adjusted so that taxes could be passed on to consunmers.
There is no evidence that the higher taxes increased productivity on
the part of the entervrises. The main effect seems to have been a
decline in profits and in the amounts available for transfer to the
Public Organisations and the Treasury. This means that increasing
taxes on profit, without accompanying vrice and productivity increases,
would simply result in increasing tax revenue at the expense of other
transfers to the Treasury and Public Organisation. Some of the revenue
would come from private shareholders in enterprises that have not been
fully nationalised. However, according to the Enterprises Budget,
only about 8% of total earnings distributed to shareholders was due to
be paid to private shareholders in 1964/65, During the year 1963/64
about one fifth of the revenue from the taxes on profit was collected
from non-corporate companies. This proportion has been declining since
1961/62. The remaining part can be assumed to be in the trading
sector. .

In the period July-December 1965 fiscal changes were introduced,
particularly taxes on goods and services. A general sales tax was not
considered feasible administratively. It was replaced by price increase

on a wide range of goods covering about 70% of expenditures in the
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average family budget. The revenue from price increases was channelled
to the Treasury in seversl ways. For goods produced by publicly owned
enter;&ises and for goods partly imported, additional revenue was
allocated to special Treasury controlled funds. For goods sold by

the Ministry of Supply (whether domestically produced or imported), the
revenue was directly allocated to the Service Budget. However, such
increases were modest,

A general sales tax should be introduced, Such a tax would
generate additional revenue for the Treasury and if prices were allowed
to increase the tax revenue would be mainly at the expense of consumer
spending, rather th n the companies profits. In order to avoid handi-
capping exports, they should be exempt from this tax or a refund should
be made available, This would be quite feasible under a single stage
sales tax on manufactured goods. Imports of consumer goods should be
subjected to this tax.

Varying férms of such tax are a common feature of many countries,
both developed and underdeveloped. The objections made against such
taxes are that they cause a great deal of distortion (perticularly when
they are levied at all successive stages); that they encourage the
creation of vertical combinations and that they are difficult to enforce;
when the degree of evasion is large, it is productive of inefficiencies
as well as of inequalities in the tax systemn.

There is however one particular variant of such a tax which has
much to recommend it, since it is capable of providing a firm basis for
the administration of the whole tax system., This is the value-added
tax, i.e. tax on the sales minus the purch-ses (of fuel and materials
and possibly also of capital exvenditure items of each enterprise).

A value-added tax is really a tax on the gross income generated
by each enterprise (in the form of profits, interest, rent, wages and

salaries) and for th-t reason could be treated as a specie of direct tax,
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in addition to a streamlined form of a sales tax, It avoids the
distortion of the general sales tax. From the point of economic
benefits of view, it is more favourable than a corporation profit tax,
and it could be a partial substitute for it.26 It should he noted
that both the corporation and the value added tax tend equally to be
shifted leaving the total amount of profits after tax in the economy
the same. But the distribution of after fax profits between the
individual enterprices is very different in the two cases., A value
added tax of equivalent yield would improve the position of those
enterprises which paid most of the profits tax and worsen the position
of those that p=id 1ittle of it, This means that it would alter the
distribution of profits between efficient and inefficient units; it
would increase the reward of efficiency and pen=zlise inefficiency, The
prevailing system of a high rate of profits tax combined with numerous
exemption (i.e. past losses, depreciation, etc.,) is really a tax on
marginal profits and hss the effect of not harming inefficient units.
Thus introducing value added tax would tend to improve the allocative
efficiency of the economy. In addition, it could provide an up to date
transaction for the whole economy which would help in the calculation

of the whole set of nationzl accounts.

C. Texation of Aﬂrlculture

As we mentioned in an earlier chapter, there has been a
redistribution of land since 1952. In most cases, the landowner had
not cultivated his land, but rented to tenants., The rent was céntrolled

by the government., Agriculture wes organised more and more into

e . e et e e

26 See: N. Koldor, "Texation in Developing States™ in Fisczl and

Nonetdry Evobiemq 1n DeveWODlng States: Proceedlngs of the Third
Rehovoth Conference, Prasger Svecisl Studies, 1967, pp. 209-228,
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co-operatives, The farmer buys his supplies at the co-operatives at
prices fixed by the government and sells his wheat, cotton, etc. there,
at prices slightly higher than the prices offered to farmers who are
not members of the co-operatives.

The increases in world cotton prices created a profit for the
Public Organisation for Cotton Trade, prices paid to the farmers for
cotton also increased. The cost of farmers supplies had not arisen,
rents were constant, but land laboured wages had slightly increased.
When the control of meat prices was abandoned in 1964, this resulted in
a very considerable price increase, most of which had gone to the
farmer in higher incomes,

Even with a high marginal tax on agricultural incomes, the total
direct tax burden would not be very heavy for some time. In fact,
Egypt's policy was to support the increases in agricultural incomes as
an incentive to increase food production. Nearly all taxes have an
element of disincentive, and tax policy should take this into
consideration,

However, it is an established fact that as development proceeds,
the proportion of the working population in producing food for domestic
consumption is steadily reduced and the proportion engaged in manu=-
facturing, commerce and services is steadily increased. In order to
make this possible, the proportion of food produced on land which is
not consumed by the food producers must steadily increase., Unless this
happens, it is impossible for a non-zgricultural sector to expand so as
to occupy an increasing proportion of the community's manpower, This
expansion of the "agricultural surplus" cannot be relied upon to rise
automatically as part of the overall process of growth in the economy,

¥

Economic incentives do not operate in the same way in the "subsistence

sector" as in the case of industry and commerce. A shortage of food is
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not likely to call forth increased production; a rise in the price of
locally produced food may even lead to a decrease of the amounts which
are offered for sale, since it may cause the agricultural families to
reduce their amount of work (or increase their own consumption) if their
own needs for things which can only be vrocured with money can now be
satisfied in exchange for a smaller quantity of foodstuffs. It follows
that the taxation of agriculture, by one means or another, has a
great role to play in accelerating economic growth since it is only
the imposition of compuisory levies on the agricultural sector itself
which enlarges the supply of savings in the sense required for economic
development.
There are several possibilities for taxing agriculture indirectly.27
The pricing of inputs and outputs could be used as an instrument for
taxing agriculture.28 A second possibility is to tax farmers' con-
sumption by regulating the terms of trade between agricultural outputs
and the consumer goods which farmers usually buy from the marnufacturing
sector (i.e. sugar, tobacco, clothes, tea, kerosene, and other
manufactured goods).

Another possibility for taxing the rising incomes of farmers is
to change the system of land taxes. The value of land is a measure
of its income possibilities compared with land of other locations and
qualities. Since assessments are made at ten-year intervals, the tax

does not respond to changes in agricultural incomes occurring between

s s - 50 ke

= The effectiveness of direct taxation of farm incomes in the
conditions of developing countries is becoming more questiomable.
In fact, direct taxztion has very definite limits: . it may be evaded;
it is more easily felt by the cultivators and more likely to cause
political complications. See: A. Eckstein, 'Land Reform and Economic
Development", World Politics, Vol. 3, 1955, ». 660,

28

On the importance of this instrument of policy sees Little-
Scitovsky-Scott, Industry end Trade in some Developing Countries,

Oxford University Prese, London, 1970, . 341,
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assessment dates unless the tax rate is changed. It is possible to
introduce some elasticity by using the defence tax rate as a

parameter for economic policy in such a way that the defence tax

rate would fluctuate with sgricultursl incomes, For example, flexibility
could be introduced by making the defence tax rate a function of an
index of agricultural income., There are some adventages to this
scheme, The suggested tax would reguire no administration changes.

A sliding scale of rates could be made in such a way that the tax
burden would disappear in years of crop failure, this avoiding the
accunulation of tax arrears. In addition an incentive could be given
to improve farming by penalising those farmers who do not use the best
available techniques 2nd do not substitute the most profitable
products, and reward those farmers who do.

Whether or not the above scheme were adopted, the existing land
taxation could be improved., The interval between the assessments
could be reduced from ten to five years, thereby making property taxes
more responsive to changes in price level and productivity. The rate
of the defence tax could be further increased. It could be possible
however to meke the land tax rate a vrogressive one, the effective
rates of which varied with the total value of land holdings of the

family unit.

D. The Role of Non-Tax queigig?g

The main sources of the government's non-tax receipts during

et e et a1 e e ———

59 A1 government receipnts which are net of tax receints, foreign
assistance, and deficit financing are classified as non-tax
receipts.
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the period under study, represented by a number of items, Charges of
services included dues for Justice, for education, and dues collected
by the Ministry of Health etc. 1In addition they included the fees
received for powdering with pesticides and the surplus from the sale
of fertiliser, Other sources were the investment returns from the
economic activities of the state or in other words it is the revenue
surplus of the Public Enterprises, Finally, it included the revenues
from the exvort taxes on rice, onions, and petroleum collected through
the banks and the profit from exchange control operations. It also
included 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.

The contribution of all government's non-tax receipts mentioned
above has marked a secular decline from an average of 30,.8% of govern-
ment expenditure during the 1950s to 22.7% during the period 1960/61-
1966,/67°°

E. Financing of the Government Deficit

From 1957/58 the Igyptian government ceased to publish the actual
expenditure figures. However, a quantitative analysis of these figures

31

has been undertaken recently. But these calculations could
understate the actual figures to the extent thet strategic and capital
goods imports covered by foreign credits do not appear in the balance
of payments.

(i) The Internal Finance

As we have shown before, the budget deficits persisted since 1952

but increased rapidly since 1958/59 with the implementation of the

30 See Appendix 1, Table 8.

EL See Avpendix 1, Table 9.
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industrizl plan followed by the comprehensive Five year Plan
(1960/61-1964/65). That is because public revenue has not increased

as fast as government expenditure. Accordingly, the outstanding public
debt32 rose rapidly during the second h2lf of the 1960s. In 1953/54
total public debt amounted to £E195 million, or 23% of national income,
By 1963/64 it increased to £E727 million, that is 42% of GNI, as

Table 5 shows.

The narrowness of the capital market in Egypt tends the government
to rely heavily upon the banking system for financing that part of
budget deficit which needs to be met from internzl sources. As a
result, government securities held by the banking systems have shown an
increasing trend mainly since 1956, 1In addition, all goverrment
guaranteed bonds were held by the Central Bank. A market for Treasury
Bills outside the banking system did not exist. As may be seen from
Table 6 the Central Bank was the largest holder of Treasury Bills. At
the end of 1958 it held all Treasury Bills. By the end of 1964 the
Central Bank's holdings of Treasury Bills accounted for about 75% of
total Treasury Bills, then it increased to 91% by the end of 1967.
Between 1952 and 1960 government bonds held by the commercizl banks
constituted between 25% and 30% of total government bonds held by the
banking system. Between 1961 and 1967 it constituted more than half
of total bank holdings of government bonds during 1961 and 1962 but

slightly less than half during 1963/64.

(11)The Bxternal Finance
The Egyptian government in her efforts to finance its

developments projects relied upon foreign aid from different sources,

— e el A e e i B

32 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 full information concerning the
foreign public debt for the post-war years.
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Table 5

Government Securities and National Income

1952/53 - 1966/67 (£E million)

Total Gross National %
Government Income (at current
Year Securities factor costs) )
(1) (2) (2)
1852/53 258.0 806.0 32,6
5k 195.0 8L7.0 23.0
55 203.0 920.0 22.0
56 255.0 965.0 26.9
57 293.0 1067.C 27k
58 308.0 1126.0 21
58 347.0 1157.0 30.0
60 1i26.3 1285,2 33.2
61 192.2 1363.5 36.2
62 538.3 14111 38.2
63 608.3 1562.7 38.9
63/6L 7274 1739.6 L1.8
65 T27 44 1975.0 36.8
66 7274 212L.1 3k.2
67 7374 2193.5 33.7
Source:

Central Bank of Egypt, Fconomic Review, several issues.

National Bank of Egypt, Economic Bulletin, several issues.
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Table 6

Owvnership Pattern of the Banking Held

Bgypt Government Securities

(1952 - 1967)

Held by Central Bank Commercial Banks

D§2:mg£r Tg;iizfy Bonds Tﬁ;iiify Bonds fiatal

1952 32.4 19.0 241 Tl 60.5

53 35.2 19.1 oy T8 63.L

5l 26,0 20,4 1.2 8. 56.0

55 69.7 17.6 1.3 9.0 97.6

56 139.2 178 6.8 15.3 179.1

57 143.2 L5.7 6.8 15.7 211.4

58 160.0 L6.3 - 231 229.l

59 17L.6 1,0.6 0.4 30.8 26

60 182.0 9L.7 3.0 L8.1 327.8

61 160.7 92.1 3743 106.8 396.9

62 156.6 101.9 L3 111.4 L13.3

63 205.0 135.8 70.0 120.0 530.8

6L 27L.3 135.4 60.7 127.5 5979

65 30L .1 133.7 0.9 118.7 595.4

66 322.0 133.7 23.0 11649 595.6

67 324.0 133.7 31.0 106.2 59L4.9
Source:

Central Bank of Egypt, Economic Review, several issues.

National Bank of Egypt, Economic Bulletin, several issues.
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Until 1956, Egypt was relied heavily on the United Nations and

western countries as far as economic aid is concerned. But when the
United States withdrew its offer to participate in finencing the High
Dam project, Egypt forced to look for other sources other than the
United Nations and the United States, and it was the Soviet Bloc
countries, and in particular, the Soviet Union which made a contribution
to finencing not only the High Dam but a2lso other projects. However,
Egypt was not forced to rely 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 VWest Germany, contributed in the offer of

a2id to Egyptian development, But for political reasons these two
countries stopped their loans to FEgypt as from 1965.

Another source of external finance is the inflow of private
foreign capital.33 In 1952, the Company's Law of 1947, which limited
foreign participation to only 49% was amended in order to create a
favourable climate for foreign investors. Under the new lew, the
minimum share of Egyptian capital in joint stock companies was reduced
from 51% to 49%; the right to transfer profits abroad, and to
repatriate capital on five annual instalments after five years of
investment was guaranteed.34 This enabled some foreign companies to
participate in Egypt's development in such fields as petroleunm,
tourism, and hotels, and projects like the iron and steel mill at

Helwan and the fertilizer factory at Aswan.

3 Another source is the running down of foreign assets, which have
been accumulated during the favourable years. Egypt has
accumulated a significant amount of foreign reserves during the
Second World War which were mainly sterling balances,

34 Law 156 of 1953 zmended by Low 475 of 1954,
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Foreign Aid and the Overall Public Deficit

(1952/53 - 1966/67),

£K million

Foreign Overall %
Year Aid Deficit 3
(1) (2) %5%
1952/53 0.557 -10.5 5.3
5L 4.528 ~20.7 21.9
55 1,184 =37.5 3.1
56 22,675 -LT.5 L7.7
57 13.410 -81.8 164
58 0.418 ~-1.4 29.8
59 30.930 =27.0 114..5
60 55729 -66.3 8ly.0
61 68.925 -159.6 L3.2
62 93.913 -229. 1109
63 152,609 =2L2.5 62.9
6L, 102,400 -305.1 33.6
65 96.000 -356.1 27.0
66 724550 ~-248.9 29.1
67 57350 -239.L 2L.0
Sources:

Central Bank of Egypt, Bconomic Review, 1968, vol. 8, No. 3

National Bank of Egypt, Economic Bulletin, 1968, vol. 21,
No., 3

S. Naggar, Foreign Aid to the UAR, Institute of National

Planning, Cairo, 196l.
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The role of foreign aid is explained in Table 7, where it is
shown that a substential part of the overall deficit in the public

sector (especially since 1958/59) was covered by this itenm.

5.5. OUTPUT GROWTH AND STRUCTURAL CHANGES

The development of the government's policy concerning output
growth is also worth noting. To obtain reliable figures on the indices
of services output is a difficult task. Not only are the éroblems of
interpreting the concept of real output in this sector almost
intractable but also the statistics in this respect are discontinued.

However, two sources of data will be used: private estimates for
the period 1952-1959 and Ministry of Plamning estimates for the period
1959/60-1969/70.

Table 8 shoﬁs the indices of real gross value-added at constant
prices by sector during the period 1952-1970. It suggests that the
average real rate of growth of gross value-added in the construction
sector was 7.7% per @nnum during the 1950s. It increased to 10.2% per
annun during the first half of the 1960s and thereafter it was only
just over 8% for the rest of the decade. Thus, for the 1960s the
average rate was slightly above 9% per annum.35

The real rate of growth in transvort during the period 1956/57-
1966/67 was 11.2% per annum. This expansion was due, on the one hand,
to the growing revenues of the Suez Canal which Egypt was able to

appropricte after the nationalisation of this waterway and, on the other

Nmp—

35 Bent Hansen attempted to adjust these data for the first half of the
1960s by avplying a labour-input index to the 1959/60 value-added in
construction and estimated the real rate of growth of this sector
at 10.4% per annum between 1959/60 and 1964/65. See: B, Hensen,
"Planning and Iconomic Growth in the UAR (Zgypt), 1960-1965",
opn. cit., ». 31. Robert Mabro applied the same method to the
second holf of the 1960s =2nd estimated the average real rate of
gross value-added in construction at fairly above 2% per arnum
between 1964/65 and 1969/70. See: K. Mebro, "The Egypti~n Economy,
1952-1972", op. cit., p. 173.




Table 8

indices of Real Gross Value Added at Constant Prices by Sectors, 1952-197C

Year Agriculture Industry Flectricity Construction Transport |{Housing | Commerce Séﬁzfg;s
1952/53 100 100 100 100 100 100 100
1959/60 120 152 168 162 121, 127 119
1959/60 100 100 100 100 100 100 100 100

63/6L 112 nn 190 20l 135 108 115 133

6l,/65 118 150 228 197 170 110 118 116

66/67 117 155 2,8 188 193 115 133 165

67/68 120 148 349 163 109 165 134 175
1969/70 129 172 1437 212 123 173 147 197

Sources: 1952/53 - 1959/60: Computed from D. Mead, "Growth and Structural Change in the

1959/60 - 1969/70:

Beyptian Fconomy", 1967, p. L5.

Computed from: Ministry of Planning, "Follow-Up Reports".

- A"‘]Z"
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to the expansion of telecommunication services and of goods and
passenger transport.

The shrre of housing in GDP was consistently understated. This
was referred partly to controlled rents are an unsatisfactory basis for
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 arnum during the 1950s, and 196Os.36
Expansion of that sector was faster in the mid-1950s and the second
half 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 it increased to 3.9% per annum during the 1960s,

The average real rate of growth of gross value-added in the
"other services" amounted to 2,5% per arnum for the period 1952/53—
1959/60. It Increased to 7% per annum for the 1960s, while employment
expanded during the same period at a rate of 4% annually.37 Given
national accounting conventions one would expect real output to grow
at a faster rate than employment, as allowances have to be made for
structural changes in "services" employment. The proportion of
professionals, modern service workers, high-grade civil servants and
the like tends to increase as development proceeds., However, these
allowances do not explain such a large discrepancy between the rate of
real output aznd 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,

It is also worth noting th-t movements in the rate of industry

. el e e A b

36

This averzge rate of growth was based on investment in the housing
sector in the 1950s and 1960s, See; R. Mabro, ibid.

37 Sees 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, It will suffice to say here
that the rate of growth of industry has increased, but much higher
annual rates obtained before 1963/64 than in the later years., As a
matter of fact, the annual rate of increase declined each year after
1963/6%4, when it reached a peak of 12%. In 1967/68 the level of output
wes lower than in the preceeding year. The very short recovery after
1967/68 was also accompanied by high rates of growth of menufacturing
output., It 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 difficulty. This presupposes, however, the existence
of strong linkages between industry and other sectors of the economy.
But, as we shall 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 of outside forces and not
because of their inter-relationship.

The implications of sectoral developments for the assessment of
the country's performance during the period in question, are
considerable.

Table 9 shows a comparison of the relative sectoral contribution
to the increase in output during the 1950s and 1960s. It shows that
the tertiary sector (housing, commerce, and other services) contributed
more than one third of the output increase, during the period 1952/53-
1959/60 while egriculture and industry together accounted for almost
half the total améunt during the same period. The relatively
significant contribution of transport is largely due to the growth of
maritime traffic in the Suez Canal which recovered rapidly after the
short disruption in 1956/57.

The noticable feature of the 1960s, when compared to the 1950s,




Table 9

Comparison of the Relative Sectoral Contribution to

the Increase in Output in 1950's and 1960's

1952/53 = 1959/60

1959/60 - 1969/70

(1) (2) (3) (L) (5) (6)
e Sector Total i Sector Total w
increase increase = (2 % increase increase = (g) %
(£E million) (£E million) in output 2
Agriculture 67 29 22.8 120 8oL 15,0
Industry and Electricity 73 291, 2L.8 219 80l 27«2
Construction 17 294 5.8 67 8oL 843
Transport 3L 29L 11.6 21 8ol 2.6
Housing ; . 1L 294 L7 53 8oL 6.6)
5 )
Commerce P L7 294 15.9) 2 61 804 7.6%03
%8 - k&
ther Services) S © L2 29l 1h.L) 263 8ol 32.7)
Total 294 100.0 8ol 100,0

sSources

Computed from: Appendix 1, Table 10
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was the rise in the relative contribution of the tertiary sector to
Gross National Income increment., Textiary activities accounted Tor some
47% of GNI in the 1960s compared to only 35% during the 1950s. "Other
Services" which includes government services, accounted for one third
compared with 14% in the 1950s., Thus the rapid exponsion of the
services renresented a dominant feature of these developments, Part of
this expansion attributable, as we mentioned above, to the increased
absorption in government employment of school leavers and university
gradvates, reflect a rise in transfer payments to redundant workers
rather than genuine growth in output. The part attributable to increases
in the defence wage bill also represented growth in outout of a very
special kind. The share of industry (excluding electricity) remained
constant to about 23%. The fall in the relative contribution of
transport to the GNI increment (from 11.6% to 2.6%) was due to the
closure of the Suez Canal in 1967. The contribution of agriculture to
the GNI declined from 22,8% to 15%.

Investment is an important determinant of economic growth, more
significant in ILDCs than in advanced industrial countries, One reason
is that the former import technical progress which the latter generate,

In 1952 & revolutionary government acceded to power with an
explicit and firm commitment to accelerate industrial growth. To
achieve this goazl it assumed full control of the great bulk of
investment activity in the economy. During the 1950s the investment
ratio - that is gross fixed investment to GNP - was fairly constant in
the range 12%-14%. However, this ratio increased sharply in the early
1560s, reaching 20% in 1963/64. Thereafter it declined again so that
during the period 1968-1970 it was less than 12% as may be seen from
Table 10.

It is worth noting th-t the growth in investment during the

1960s was accompanied by an increase in imports relative to GNP, There




Table 10
General Indicators of Development in Igypt's Economy (Value in £E,, at Constant 1959/60)(1)

[Average Compound Growth Kates
9% per annum
e Nel e~ e N o
Rlg |8 | 1R 8131818 18| 2125|355 5Pl
w O ~ o) o A 0 O O ; o o o] o
RIR|R | R| R T AN - - - - - | 8| 2 B | D |i96l/6s |1964/65 | 1966/67|1965/70
Supply of Resources:= <
Gross National Product 1086 | 1085 11151 1151 | 1158 | 1227 | 1289 | 1376| 1445 | 14,98 | 1685 | 1851 | 2030 | 2125 | 2150 2132 2139 | 2274 T 2.0 2,
Commodity Imports 202 | 152 157| 16| 187 | 181| 216| 226 229| 268| 297 | 329 | 313 | 36L| 298| 268| 200| 250 2:2 6.5 2.0 | -2.3
Use of Resources:=-
Consumption: 887 | 9uT| 972 982 992 | 108L| 1137 | 1200] 1236 | 1336 | 1489 | 1619 | 1757 | 1843 | 1858 2044 | 21Le | 2339 6 T+5 1e L.6
Private 753 771\ 776| 7L45| TL3| 850 908| 972f 983|1091| 1171 | 1225 | 1355 | 1413 | 1437 | 1560 1589 | 1721 é:o 67 2.3 343
Government 134 | 176 196| 237( 249 23L| 229 228/ 253| 245| 318 394 | Lo2 | 30| L21| L8y 557 6181 7.2 1.9 1.5 8.5
Capital Formation 152 | 155 159| 163| 143 | 165| 172| 171] 226| 251| 300 | 372 | 356 | 361| 316| 290| 250| 268 7.2 15.7 =3.8 |- -2.6
Changes in Stocks (2; - - - -1 - - - - - - - - 13| - +19| - - - : - - -
Commodity Exports (3 158 | 142 121 Wy 122 137 e8| 193] 186 159| 184 | 217 | 230 | 229| 227| 219| 251 259 I, 2 3.6 -0.5 5.8
Sources of Financing:=-
Capital Formation:
Domestic Savings 159 | Wb 1h7| 1631 1L6 | 1L8| 1L9| 176 209| 155| 196 | 232 | 288 | 277| 290| 220| 193] 259| 4.1 10 0.2
Private t65 | 17| 192 1951 222 196| 139| 166 219| 172| 245 | 3L3 | 359 | 363| 345| 282] 271 | 3L1 7:7 16.% -2.0 z.i
Government _ -6 | =3| =L5| -32| 761 -L8| +10| +10| -10| -17| -L9 |[-111| =71 | =86| -55| -62| -78| =82 - - -8.0 -
External Finance +Ll | +10| 4361 423 435 +LL| +48| +33| +L3|+109 | +113 [+112 | +83 |+135| +71| +Lk9| -51 =91 19.2 25.1 ~5.1 -
Population and Labour:-)
Population (Thousand 21943 p2L460 122990 123532 [2L08T [214655 (25237 [25832[26397 p6557 [272LL P7968 P8699 B029L [31162 [32059 |32501 29 2 2.8
Rate of Change (%) 2.0 | 2.k 2uh| 2| 2.h| 2| 2. 2.2( 2.7 2.7 27| 26| 2.6 2.8] 2.8] 1.k 33.6 2:? ! S
Labour Force (Thousand) 69L0 | 7169 | 7LO9 | 7657 | 7918 | 8187 | BL66 | 8752 .. ws 242 =%
?ate of Change (%) 3.4 3.3 3.3 3.3 3.4 3.4 3oL 3.4 e .o ot o
Employment (Thousand) 6006 6512 | 6657 | 6868 | 7085 | 7374 | 7606 | 7634 | 7828 | 8051 | 8275 .. L.2 1,2 1.9
Ratio of Labour Force (%) 89.5| 93.8 [ 92.9 | 92.7 | 92.5 | 93.1 | 92.9{ 90.2 | 89.5 .. e ae e
Per Capita Resources:-
Gross National Product (p.c.) L9.5 |LB.3 | LB.5| LB.9| LB.1 | 51.8] 51,1 53.3| 54.7 | 56.L | 61.8 | 66.2 | 70.7 | 70.1] 69.0 | 66.5| 65.8 | 68.2 3.2 5.8 -0.8 0.8
Private Consumption (p.c.) 4.3 |34e3 | 33.8| 31.7| 30.8 | 3L.5| 36.0| 37.6] 37.2 | bk1.1 | 43.0 [L43.8 |41.2 |L6.6| L6.1 | 4B.T] LB.9 [ 51.6 27 L.6 -0.8 2.0
Prices:-
General Wholesale Prices 83 100] 101 102 | 101 102 1 113 ] 117 130] 131 1251 131 2.8 2. L.8 -
Foodstuffs 8L 1001 98| 101 | 102 | 106 | 123 | 146 | 154 | L8| L8| 158] 3,2 4.2 8.0 2,2
External Terms of Trade 92 100 100 95 96 88 91 87 92| = - = .o e e e
Ratio to G.N.P.:=
Gross Investment 1 |43 [ 4.3 1he2 ) 12,4 13.5( 13.3] 12,4} 15.6 | 16.8 | 17.8 [20.1 | 18.2 | 17.2| 15.6 | 13.6] 11.7 | 11.8
Gross Domestic Savings 12 |13.3 | 13.2| 14.0| 12.6| 12.0] 11,6 12,8} 1.5 [ 10.8 | 11.6 | 12.5 | 14.2 | 13.1 | 13.6 | 10.3] 9.0 | 11.L
Consumption:
Private 69.0 |71.1 1 69.5] 6L.T| 6L.2| 69,0} 70.6 | 70.6| 68,0 | 72.8 | 69.5 | 66.2 | 66.7 |66.6 | 66.8 | 73.2] 7L.3| 75.7
Government 12,0 [16.2 | 17.3] 20.6| 21.5| 19,0| 17.8 | 16.6[ 17.5 | 16.L | 18.9 | 21.3 | 19.8 |20.3| 19.6 | 22.7] 26.0 | 27.2
Net Imports (Balance of Payments Deficit) 2,0 | 1.0} 1.1 0.2f =0.2| 1.5] 1.7|=0.4 1.1 ] 6.0 6.2 | 7.6} L.0| L.1| 2.0 3.3] 2.7]| o.u

Notes and Sources: (1) £E = Egyptian Pound (according to the official exchange rate prevailing in the mid-1960's, one Egyptian Pound = g2.L)
(2) Stocks of industrial goods only (3) Net adjusted for overvaluation after de facto devaluation (by 24%) of £E in 1962.
Computed from: Arab Republic of Egypt Ministry of Planning, "Follow-Up Reports", various issues; National Bank of Egypt, "Economic Bulletin',
several issues; Central Agency for Public Mobilization & Statistics, "Statistical Yearbook", Oct. 197L; and U.N., Monthly Bulletin of Statistics", Dec. 1970
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are two reasons for this. First, the virtual absence of a capital good
sector meant that the growth of investment led to a similar growth in
imports of capital goods, Second, the rapidly rising incomes led to a
rapid growth in demand for food and intermediate goods. Given the
inelasticity of food supply, an increasing share of total supply had to
be imported. At the same time imports of other consumer goods were
held down through various highly protective import policies.

Accordingly, the growth in investment was accompanied by a growth
in imports, though at a lower rate because of the import-substituting
effect.of the new investments. However, the rise in both the investment
and import ratios in the first h=1f of the 1950s 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 relatively small balance of payment deficit equivalent to 1,1%
of GNP in 1960/61 was followed by very l=rge deficits of the order of
6% and 8% of GNP for 1961/62 and 1963/6l.

With foreign debt reaching alarming proportions by the mid-1960s,
and external finance becoming more difficult to obtain, severe curbs
were imposed upon imports. Food shortages occurred, and the gap
between domestic demand and supply ceused a rise in food prices at a
compound rate of 8% per annum during the period 1964/65-1966/67, as may
be seen from Table 10. Given the importance of food in a low-income
economy such as Egypt, it was inevitable that the rise in food prices
led to an inflationary rise in the generzl price level,

fhe curb on imports of producer goods hit industry very hard. New
investménts in industry had to be reduced to a minimum, and some

established industries slowed down because of shortzges in spare parts,

raw materials and other intermediate imports. Although the curb on
imports was a major factor in the decline of industrial growth it was

not the only one. Poor projections of both domestic and export demand
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for industrial products led to substantial misallocation of investment
in the industrial sector. As a consequence many industrial plants
operated fer below capacity.

Finally, 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 interesting 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 increase
in the shere of agriculture between the 1950s and the 1960s, and the
high increasing share of industry. The large allocation given to
agriculture reflects the high cost of horizontal expansion which aimed
to increase land supplies through expensive reclamation projects and
provision of new hydraulic resources.38

The decline in the shere of housing from 32% in the period 1952/53-
1956/57 to 23% in 1957/58-1959/60, and to 12% during thel960s is
considered significant from the point of view of economic development,
as housing provides 1little employment after the construction of the
building and probably generates less external economies and a smaller
reinvestible surplus than other sectors. Put differently, houses are
consumer durables, and in Egypt the larger proportion of new houses
were built for the upper income group. The government therefore
legitimztely put a higher social valuation on investment in agriculture
and industry.

As mentioned above, from the mid-1950s onwards, the Egyptian
government gained full control of all investment activity, and was thus
in a position to determine both its level and patfern of growth,

Indeed, tariffs on imports of raw materials and capital goods were

2 e A e et

38 See: Chapter 2, section 2.5.c.
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Table 11

(1
of Investment Allocation (Current Prices, £E million), Values )

and Percentages

(2)

Average |Average Average
S 1952/53 |1957/58 1959/60 1960/61 1961/62 1962/63 1963/6l 196L/65 1965/66 1966/67 1967/68 1968/69 1969/70 1959/60
Saciidehs to to Value Value Value Value Value Value Value Value Value Value Value to
1950/57 |1959/60 i , - |1989/70
% % % % % % % % % % % % % B
) ) 16.7) 16.6 17.8) 20.6) 30.9) 32.5) 30.7) 3143 24.9) 25.6) 27.9
1.4 3 14.9 8.6( 17.2 1&.3) 16,9 | 19.7¢ 20.7| 29.2¢ 2L4.6| 36.L¢ 27.4| 37.9¢ 2L.9| 32.6¢ 21.7f 3L.L{ 22.9]| 25.1¢ 21.L Ss.sg 20,2 29.@ 17.5] 21.L
) L2 6.8) bk 2.0 3L.8 18.6 19.0 16.5 12.5) 9.5) 5.2
23.8 25,7 | L9.3 28.8 | 67.8 30.1 | 50.3 20.0| 80.5 26.9|105.4 28.3] 99.9 27.9]100.6 26,7 98.L  2T7.L| 85.8  29.L [101.1. 30.L]123.1 35.1| 28.3
6.0 4.0 6,2 3.6 5.6 2.5 6.3 2.5 1.9 L.0| 35.6 9.6| 53.2  14.7| 61.6  16.2] 69.3 19.3] 52.9  18.1] 31.9  9.0| 27.3 7.8 9.8
o o s .. oo o e vie 345 1.3] L.S 1.2] 5.2 1.5 6.8 1.8 3.9 1.1 1.0 0.3] 2.6 0.8] 3.4 1.0 1.1
cxrodity Sectors L1.2 LL.6 | 85 50 111.6 L9 108.5 L3 [169.7 57 |2L7.6 66 |[2L7.3 69 |[250.8 66 [253.8 70 [202.2 69 [°03.2 61 215.1 61 £0.6
ity MaEDS of) ) ) 68.9 66.5 18.6 110.9) 15.9) 19k 2.6 )
Suez ) | LT 7)) 8.8 | )35.8 20,9 ) ; ’ 3 ’ ) = ) ) 3 1 3“ 3 134 %: .5 20.9]§71.4 20.L] 18.9
) ) 5.9 33.2 b4 28.3 5.2] 18.0 u.zg 12l Mg BT 5,0 M 3.5) 2.90)38.3  13.1[)69.5 2049 §7 L 20.L 9
o .o .- oo .. as 5.0 2 347 1:2] 6.5 17| L.3 12| 2.7 0s7] 2.6 0.7] 0.7 0:2) 2.7 @8] 346 1.0] 1t
32.5 23.7 | 31,1 1841 | <1941 8.5 | 37.8 15.1] 37.6 12,5| 37.4 10.1] 29.6 8.5] L7.5 12.6| L2.3 11.7| L1.7 14.3| L6.9 1h.1| 36.5 10.L| 12.4
Utilities 9.8 12.1 7.5 Lok T 3.k | 107 L.2| 13.5 4.5 8.2 2.2| 10.9 3.0] 12.4 3.3 8.6 2.4 4.2 1.4 5.8 1,70 10.9 3.1
iher Cervices 1.8 1.L | 12.0 7.0 | 12.4 S.y | 18.L 7.2} 213 Te1] 27.6 Teli| 217 6.21 17.3 L.6l 12.4 3.5] 10.9 3.7] 15.4  L.6] 18.0 5.2| 5.6
ervices Sectors 58.8 55.L | 86, 50 14,0 51 143.1 57 1129.9 L3 {12L.8 34 |117 33 [133 35 |112,0 31 95.8 33 [140.3 L2 [1L0.L LO L0.7
Srand rocal(3) 100.0 100 171.L 100 225.6 100 251,1 100 |299.6 100 |372.4 100 |364.3 100 |383.8 100 [365.8 100 [298.,0 100 [343.5 100 [3%5.5100

Source and liotes: (1) Computed from: United Arabic Republic, Department of Statistics and Census, "Ten Years of Revolution", Statistical Atlas, Cairo, 1962;
and Ministry of Flanning, "Follow-Up heports", various issues.
(2) Computed by the researcher.
(3) Grand total of percentages exceeds 100% from 196L/65 because of including "land value" in investments and its ratio to total investments was

as follows:
Year:
% of land:

1966/67

1968/69 1969/70
3.1 1.5

Average for this period

196L4/65  1965/66
6 ol 1.0

1967/68
14 2.0

GG¢
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increased substantially in the 1950s in order to compensate Tor the
loss of 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 policies towards investment
exercised a strong influence on the demand, supply, and imports of
capital goods., First, there was a substantial shift in the allocation
of investment towards the commodity sectors during the period 1953/5k4-
1966/67 as may be seen from Table 11, This tended to slight the pattern
of investment towards construction since this constitutes the major
part of investment in services. While eguipment 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 faster demand for capital equipment. And given the negligible
size of the domestic capital sector, a large part of this increased
dem@nd had to be imported.

Second, a large portion of total investment in public utilities
was allocated to projects with a long gestation period such as the Aswan
High Dam and related electricity projects. For example, during the
period 1959/60-1966/67, total investment in the High Dam alone amounted
to about 10% of a2ll investments in thg commodity sectors. The contri-
bution of the High Dam investments to output will not be felt until the
1970s, and will be stretched over a fairly long period. However, given
the low marginal propensity to save the income multiplier effects
associated with the construction of the Dam added to the existing
inflationary pressures. Furthermore, the allocation of sizeable
investments to projects chrracterised by long gestation periods meant a
rise in investment with no parallel rise in savings and, accordingly,
this led to a widening of the savings gap.

Finally, government investment policy within the industrial sector

did not place any emph-sis on the capital goods sector. After an
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initial (end somewhat short-lived) tendency to give more attention to
the promotion of the heavy goods industries in general, the government
reversed the trend. Although this change in policy orientation might
have been prompted by technical and economic difficulties, such as a
shortage of s%illed manpower, the size of the market, etc,, it was also
based on welfare considerations. This is made evident by the explicit
statement in the "Nationsl Chsrter" which defined the country's
industrialisation philosophy and objectives as ones thzat would endeavour
"to strike a humane balance reconciling the requirements of production
with those of consumption".39 The Charter goes on to say thot

"the theories which advocate that developing nations

should specialise in light consumer goods as well as

those vhich stress heavy industries would be rejected

on the grounds th-t this would necessarily entail great

deprivations on the part of the people".
It also explains th-t .

"Bgypt industrial policy hzd been based until the end of

the First Five-Year Plan (1959/60-1964/65) on placing

relatively greater stress on consumer industries . . .

But in order to reslise 2 more balanced industrial

structure, the Second Five-Year Plan (19@8/65—1969/70)

will lay more stress on heavy industxy™.’

The outcome of this philosophy was that, in the First Five~Year
Plan, the share of the capital goods sector (especizlly machinery) in
total industrial investment did not exceed 5%. The result of this was
that, while demand for capital goods increased rapidly as a result of
the increase in the level and pattern of investment, the growth of

supply legeged behind, and thus led to the emergence of a capital goods

bottleneck,

s

39 Quoted in United Arab Republic, Centrzl Agency for Public
Mobilisation and Statistics, Population Increase in the UAR and
its Challenge for Dezg;qggggg,fmiro,'ﬁSVEﬁﬁgffﬁiﬁgf“ﬁ. 2% (in

Arabic).

Ibid., p. 255.
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5.6, EMPLOYMENT PATTERN

Employment creation has been mentioned often as a major strategy
to reduce poverty snd facilitate a more egalitarian distribution of
income, The economic growth pattern of industrialised countries is
said to contain "spread effects"™ through which more peovle were brought
into the production process giving them access to income., Yet many
IDCs have found that mere economic growth may not ensure higher
employment (unless labour intensive methods are used in production).

Several factors, such as borrowed capital intensive technology,
inappropriate fiscal policies, and high population growth rates, seenm
to have adversely affected the employment situation in meny LDCs.LI'1
Capital intensive methods encouraged by fiscal incentives can contribute
to income inequality particularly when the private sector is dominant
and profits accrue to a small segment of entrepreneurs. Low participa-
tion of labour due to low absorption capacity in the production process
can aggravate such tendeﬁcies.

Thus, more employment creation through labour intensive technology
and other structural chenges in the economy such as land reform have
been advocated by a number of studies as the most important strategy
to achieve a more egalitarian distribution of income.42 By the same

token, unemployment is regarded as aggravating income inecualities.

—— _—

43l

The nature and magnitudes of the unemployment problem in the LDCs
is well documented by David Turnhzm, "The Fmployment Problem in
Less Developed Countries™, Organisation for Economic Co-operation

and Development, Development Center, Paris, 1971.
b2 The country-studies done by the teams organised by the International
Labour Office are the best examples of this, See: the following ILO
publications (i) Toward Full Emvloyment: A Programme for Columbia,
U.N.-ILO, Geneva, 1970; (ii) Employment, Incomes and Fouality: A
Strategy for Incrensing Productive ﬂ“ﬁl@!“““t in ‘“W'°; U.N.-ILO,

e oen

Geneva, 1972; (iii) 'hnloymentlﬂn; IncorgAEQ}igy for Iran, U.N.-ILO,

Geneva, 1973; (1v) QH”TlnF in Development: A P*Ofrﬁmmo of Employment,
Enul@xﬂ_»ni Growth ior the Bnl'lﬁ)lpﬁq, U n.—ILO Geneva, 1074,
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In this section we analyse the labour supply and employment in
the Egyptian economy. One of its major features is the substantial
surplus labour. Although a great deal of controversy has arisen with
regard to the nature and implications of the existence of this surplus
labour in Fgypt, especially in the agricultural sector, there has been
no denial of its presence in the economy as a whole.

A majority of private and official experts had estimated surplus
labour in the agricultural and services sector to range from 25%
40%.43 However, two issues require examinations one, relates to the
release from agriculture of a labour surplus continually generated by
population increases; the other to the absorption of this labour in

other areas and sectors of the economy.

A. The Release Side

The release of labour takes two forms: migration from rural to
urban centres, and labour transfers within rural areas from agriculture
to non-agricultural activities. Migration is the more important
phenomenon because of its scale in most developing countries today and
because of its wide socio-economic implications. The scope for sectoral
transfers in rural areas is restricted because the size of the
non-agricultural sector tends to be relatively small outside the
1;owns,.m‘P

In Fgypt considerable internal migration has taken place during

the period under study. After the First World War, there was a continuous

e et e e A O S8

43 For instance, to this problem, see: B. Hansen, "Marginal Producti-
vity wage Theory and Subsistence Wage Theory in Egyntian Agriculture",
Journrl of Development Studies, II, July 1066, vp. 367-407; and

"Employment and Wages in Rural Lgynt" The American Economic Review,

LIX, No. 3, June 1969, pp. 298-313; 2lso see: D. lead, Growth and
Structural Change : 1n the Livntaig hcononv, Rich?rd D. Irwin Tne., "

IllanIS, 1967, PD. Bo- Ob, nd K, Mabro, "Industrial Growth, Agri-
cultural Under-Employment and the Lewis Model: The Egyptian Case,

1937_1965"y Q_T,?;M_C._i_f;-, bp. 322-351.

L4y .
R. Mabro, "The Hgyptian Economy, 1952-1972", op. cit., DP. 196.
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Table 12

Rural-Urban Composition of the Egyptian Population,

1907-1970
Annual Compound
Population Growth Rate
Year (%) (1)
ooy | ooey | % | (oogeny | % [Trowal [orban [Total
1907 11183 9058 | 81 | 2125 | 19| - - .
1917 12670 10030 | 79 26,0 | 21 103 | 2419 1.26
1927 14,083 10367 yin 3716 26 0.33 3.48 1,05
1937 15811 11429 | 72 1,382 28 | 0.98 | 1.67 1.16
1947 18806 1260L 67 6202 33 0.99 3.54 1.75
1960 25771 16120 | 63 9651 37 1.91 3.6 | 2.45
1966 29732 17690 60 12042 O 1.56 3.76 2.41
1970 33329 19331 58 13998 L2 2.2l 3.83 2,87

Note and Source:

(1) Computed by the researcher.

Central Agency for Public Mobilization and Statistics, "Population and
Development: A Study of the Population Increase and Its Impact on
Development in Bevpt", Cairo, 1973, p. 139,




Table 13

Net Internal Migration of the Population between Governorates of Fgypt
During the Periods 1960 - 1965 and 1965 - 1970 (OOO'S)

19¢

1960 - 1965 (000's) 1965 - 1970 (000's)
Governorates
Males Females Total Males Females Total
Urban Governorates:
Cairo + 140 + 134 4+ 274 4+ 222,6 4 205.7 + 2.3
Alexandria + 37 + 35 + 72 + 2L.9 + 23.1 + L8.0
Port=Said + L + L + 8 iw e oo
Ismailia + 6 + 6 + 12 oo o as
Suez + 10 + 10 + 20 .o .o .
Lower Egypt:
Damietta - 6 - 5 - 11 + 13.2 + 12.9 + 26.1
Dakahlia oo - 2 - 2 + 3309 4+ L5.3 + 79.2
Sharkia - 9 - 1" - 20 + 5L.T + 6L.3 + 119.0
Kalyubia - 2 - 4 - 6 + 62.2 + 59.1 + 121,.3
Kafr-El-Sheikh - 16 - 1" - 27 - 2.8 + 6.7 + 3.9
Gharbia - 22 - 23 - L5 + 143 + 26.6 + L0.9
Munufia - 36 -~ 38 - 74 - 25.1 - 20,1 - 5.2
Behera - 8 - 5 - 13 + 28.9 + LéJ + 75.3
Upper Egypt:
Giza + 23 + 23 + L6 + 91.6 + 78.1 + 169.7
Beni-Suef - 29 - 25 - 5k - 31.3 - 2L.5 | - 55.8
Fayum - 19 - 13 - 32 - 7.9 - 1.7 - 9.6
Menia - L0 - 32 - T2 - 35.1 - 28.0 - 63.1
Asyut - L - 7 - 11 - 29.6 - 31.0 - 60.6
Sohag - 15 - 13 - 28 - L42.3 - 52,8 - 95.1
Qena - 3 - 29 - 60 - 29,2 - 274 - 56.6
Asswan + 1 + 5 + 19 + 52,3 + LL.8 + 97.1
Frontier Governorates (1 + 3 + 1 + L oTe oo .o
Notes and Sources: + refers to immigration to the governorate

- refers to emigration to other governorates

(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. 176; and June 1973, p. 147,




- 262 -

stream of migration from rural areas to urban centres, especially to
big metropolitan centres like Cairo, Alexandria, and the three major
cities of the Suez Canal Zone: Port Said, Suez and Ismailia. As
Table 12 shows the rural population declined continuously from over
80% of the total population at the turn of the century to 58% in 1970.
The table also indicates that while the absolute size of the Egyptian
population has almost tripled since 1907, the sivze of the urban
vopulation has increased more than sixfold during the same period.

Another noticeable feature is the net internal migration of the
population between the governorates during the period 1960-1970.

As may be seen from Table 13, internal population movements over
the 1960s - particularly during the period 1960-1965 - show a net
outflow of population from the rural governorates of both Upper and
Lower Egypt towards the urban governcrates of Cairo, Alexandria,
Port-Said, Ismailia 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, Ismailia, or
are located near big urban centres (e.g. Giza). They tend to have
relatively high per capita incomes and provide greater Jjob
0pportunities.45

Table 14 shows the population growth of towns between 1960 and 1966.
Clearly the actual population growth in both Aswan and Choubra-el-Kheima
was much faster than what it would have been had the population of both
only grown at the average rate for the country as a whole.

Although the metropolitan areas do not offer abundant work

opportunities in the "formal sector",46 the attraction of the larger

i .. . o et e e - e s

5 Ministry of Planning, Features of Regional Growth in the United
Arab Revublic over the veriod 196&765—13é§2§2) M rst Keport,

December 1968, Cairo, p. 16 (in Arabic).

L6

By this sector we mean industry, particularly the manufacturing
sector.
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Table 14

Population and Growth of Towns, 1960-1966

Population | Population . Presumed

Towns in in Percentage | direction

1960 1966 increase of net (1)

(000's) (000's) migration
Cairo g 3353 1,220 25.85 +10,11
Giza ) 419 571 36.28 +20.5Y4
Choubra—el-Kbeimag 101 173 71.29 +55455
Greater Cairo ;E;; i;ZZ 28,12 #1258
Alexandria 1516 1801 18.80 +3.06
Port-Said 2,5 283 15.51 -0.23
Suez 206 26, 28.15 +12.41
Ismailia (city) 116 1LY 2lie13 +8.39
Tanta 200 230 15.00 -0.7L
Mehalla-al-Kobra 188 225 19.70 +3.96
Mansourah 167 191 11437 -1.37
Assiut 127 154 21.25 +5.51
Zagazig 125 151 20.80 +5.06
Damanhour 127 116 14,96 -0.78
Fayum 112 134 19.6L +3.90
Aswan 63 128 103,17 +87.43
Minia 100 113 13.00 2,7

Note and Source:

(1) On the assumption of a uniform natural increase (15.7L% during

six years)

Central Agency for Public Mobilization and Statistics, "Statistical

Yearbook, 1952-197

Cairo, October 197L, p. 11.
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cities lies in their capacity to provide better income prosvects and
more flexible employment opportunities in the "informal sector".47
It has been observed that the bigger the city the faster its
population growth, in spite of the fact that natural population
increase is cuite similsr throughout the whole country. This has led
to a pronounced over-urbanisation of the big cities (i.e. cities with
populations of 100,000 and over). Cairo and Alexandria together account
for about 20% of the total population and along with the Canal Zone
cities they have grown at a much faster rate than other cities. Their
attraction of these large cities might simply be that extensive medical,
educational and other services are concentrated in them. Moreover, the
fruits of technical progress are often only to be found and enjoyed in
the metropolis. And the increasing role of govermment in economic
life in recent years has enhanced the relative attractiveness of
places such as Cairo, Alexandria, Giza and the Canal Zone towns since
these have become the main political, administrative and culturel
centres.48
However, rural-urban migration is usually explained in terms of a

contrast between the "pull™ and "push" factors. There is now a wide

by

We define this sector as a part of the service sector. Since the
latter represents transport, commerce, government and personal
services - the remaining category label "unspecified" represents
the "informal" sector. Migrents would try to create Jjobs for
themselves in this latter sector through a variety of ways. One

of the most interesting is through the creation of new services,

In Egypt, any casuzl observer would have noted the entrevreneurial
and innovative abilities of medlars and other service workers.

The sales of flowers by young men at traffic lights is in a sense

a. new sexrvice. The convenience of buying the goods without leaving
the car on the way home and without wasting time since the transaction

is effected during an idle moment. '"New services", often unwanted,
are a device to transfer income and the scope for these activities
seems importsnt in towns, CSee: R, !Mabro, "The Zgyptinn IEconomy",

op. cit., pp. 201-202.

Galal Amin, Urbsnisation and Fconomic Development in the Arab World,

48

. American University of Beirut, 1972, p. 17.
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consensus of opinion 2among economists that while the earlier
urbanisation of the advanced industrialised countries was mainly
motivated by "pull" factors, rural migrants being attracted by the
increasing employment opportunities in the towns urbanisation in most
underdeveloped countries in recent years has been the result of "push"
factors, In particular the deteriorating conditions in rural areas
has forced migrants to seek a livelihood in the city.49
In one of the rare studies on migration in Egypt, Janet Abu-Lughod
suggests that there are two types of rural migrants: "the bright
youths who migrate in search of education or wider opportunities" and

50

the "have-nots of the village". The latter are numerically dominant
and constitute the basic migration stream.

In the first‘case, the selective migrants enter the urban life
by way of two main paths. One is through the education system, the
other is through military 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 urbsn dweller. The second impetus to selective
migration hes been military service, as more and more villagers have
relocated permanently in the city after their term of duty. In fact,

skills learned by conscripts in the service give them a valuable

competitive edge in urban employmen‘r,.Sl

e T

49 More details on this point in K. Davis and H. Golden, "Urbanisation
and the Develcpment of Pre-Industrial Areas", in Eccnomic Develonment

and Cultur=l Change, October JQ5M B. Hoselite, uociolor1Cﬁl noctc

L ekt e e e e e

of ficonomic Growth, The Free Press of Glencoe, New Yor K, 19603

S e e e

International Labour Office, Why | Labour leaves the Iend, Geneva,

1960; and D. Kemerschen, "Further Analysis of Over—Urb“nlqat;cn
hconow1c DeveWODment and Cultursl Change, Januery 1069,

e e i e

= J. Abu-Lughod, "!igrant Ad]nct ment to City Life: the Egyptian

Case", American Journal of Sociology, Vol. 67(1), 1961, p. 23.
ol J. Abu-Lughed, "Rural Migration &nd Politics in Egypt" in
R, Antoun and I. Harik (eds. ), Rural Politics and _Social Change in

the hlddle Laet Indiana University Press, Bloomington, 1972, p. 317.
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Although education and military service seem to be the major
determinants of the stream of selective migration, "push factors" tend
to dominate for landless labourers and members of the poorer landed
families. That a larger proportion of rural migrants fall into this
second stream is borne out by the International Labour Organisation,
Institute of National Planning sample survey, This survey covered 422
migrants and found that 26% of them came from families earning less than
£E50 a year before migration; 40% came from families earning £E51-75 a
year; 22% from families with an annual income of £E76-100, and only 8%
from families with an income in excess of £E100 a year.52

The Institute of National Planning and International Labour
Organisation rural employment survey provided further information on
the nature of "push factors"™ driving rural inhabitants to migrate to
urban areas, This information is summarised in Table 15.53 This shows
that while most migrants have complex reasons for migrating, landless-
ness is the strongest push factor. This influences 86% of all household
heads, while the desire for an independent life and income away from the
extended family ranks second and influences 65% of the household heads. The
third push factor is the lack of rented land in the region of origin;

53% of the emigrants were unable to rent l=znd in their original
villages and were, therefore, driven to migrate in search of more

attractive jobs than that of 2 seasonal agricultural labourer.

52 prab Republic of Egypt, Institute of National Planning, and
International Labour Organisation, Hesearch Report on Employment
Problems in Rural Areas, Cairo, 1965-1968, Report B, p. 56.

53

The villege of Omar Shshin was selected as a "“sample village",
since it is the oldest in the Tehrir Province as far as collective
rural migration is concerned. The total number of household heads
in this village was 156 and the total pomulation 960. A
questionnaire was designed to investigste conditions before and
after migration and to determines the relative weights of the "push
and pull" factors involved in the migratory process.
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Table 15

Distribution of Household Heads According to Push Factors of Migragtion
(vased on an experimental study conducted in the village of Omar Shahin)

Tahrir Province

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

Arab Republic of ETgypt, Institute of National Planning/
International Labour Organization, Final Report on
Employment Problems in Rural Areas, Cairo, 1968, p. 29
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Although "push factors" are responsible for the bulk of internal
migration in Lgypt, we now turn to discuss very briefly the importance
of "pull factors". It must be emph=sised at the outset that the urban
centres act as magnets attracting the rursl migrants not so much for
purely economic J:'eason~:~3,5l+ but more importantly, because of "psychic"
motivations deevly rooted in the desire of the younger members of the
rural community to break away from the rigid socio-cultural traditions
prevailing in the village, These latter "psychic" factors, as opposed
to pure economic motives, should be regarded as the major "pull factors"
affecting the process of rural out-migration in Egypt.

In the light of the foregoing analysis, it seems reasonable to
argue that the determinants of migration in the case of Egypt, should
not be uniquely related to the modern urban/rural wage differential and
the probability of finding a job. In most instances, "push factors” in
rural areas and the flexibility of the "informal sector'" in towns
combine to enable migration to occur.55

As a matter of fact, rural-urban migration in Egypt has
proceeded at a rate far beyond the absorptive capacity of industry
and particulerly of the mamufacturing sector. Over the eleven year
period 1952-1963, the growth of Egyptian industry created new employment

opportunities for only 360,000 persons, but the population of Cairo

A Economists writing in the neo-classical tradition present the
prospective urban migrants a2s maximisers of expected utility. They
postulate that rural-urban migration will continue so long as the
expected urban real income, at the margin, éexceeds real agricultural
product; and that migration will cease only when the expected income |
differentinl is zero. Such an avproach considers the rural-urban
real wage differentisl to be the main inducement mechanism pulling
the population to the cities. See: M., P, Todaro and J. X, Herris, ‘
"lMigration, Unemvloyment end Development: A Two-Sector Analysis",
American Economic Review, March 1970, pp. 126-140.

55 R, Mabro, "The Bgypticn Economy, 1952-1972", op. cit., p. 202.
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56

alone increased by more than this every three years., Presumably

most rural migrants to towns try to create Jjobs for themselves in the
"informal sector", using this sector as a transit route to the modern
industrial sector. The gravitationzl pull of the big metropolises like
Cairo, Alexandria, Giza and the Canal Zone towns lies in their capacity

to offer much greater and more flexible opportunities in the "informal"

sector than any provincial town.

B. Labour Absorption: Employment

The growth of population raises the question of l-bour absorption
in the various sectors of the economy and the more specific issue of
employment in the towns. This section is concernsd with changes in
the sectoral pattern of employment during the period under study. Two
sources of data will be used: Population Censuses for the veriod
1947-1960, and Ministry of Planning estimates for the period 1960/61-
1969/70.

As the two sets of data are not perfectly comsistent the two periods
are analysed separately.

(i) Labour Force and Employment for 1947-1960

Table 16 shows the totzl labour force increased by 732,000 between
1947 and 1960. Indeed, during this period the labour force increased
at a much slower rate than total population (less than 1% annually
compared with 2.45 p.a,). The rate of participation in the labour force
which had been around 37% in 1947 declined to less than 30% in 1960.
This was due partially to the changes in the age structure.of the
population, which was itself attributable in part to the increase in the
rate of population growth, and in part to the extension of compulsory

education,

— e i —

56 G. Amin, "Urbanisation and Economic Development in the Arab World",
op. cit., p. 12,




Table 16

Distribution of Labour Force and Employment by Sectors

Census Years, 1947 and 1969 (in Thousands)

1947 1960
Sectors 7% Of(1) % Of(1)
Total labour Total labour
force force
Labour Force 6,99L.6 100.0 7,726.6 100,0
Agriculture L,2L0L.9 61.0 L, LOo6.L 57.0
Mining and quarrying 8.0) 21.1)
Manufacturing 560.6g 8.0 713.1% 10,0
Electricity, gas, water 22.6% 36.8)
Construction 113.3 2.0 158.8 2.0
Transport 203.3 3.0 260,2 3.0
Commerce 590.L 8.0 6L1.4 8.0
Other Services 897.6 13.0 1,369.4 18,0
Unspecified 353.9 5.0 119.3 2,0

Note and Source:

(1) Computed by the researcher.

Department of Statistics and Census, Population Census for 1960,

Vol. 2, Supplementary Table IV, Cairo, 1963.




- 271 -

The agricultural sector, which engaged 61% of the labour force in
1947, absorbed 22% of additions to the labour force (i.e. new labour)
during the meriod 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 1947-1960, 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 1947 and
1960, to be compared with an average rate of growth of real industrial
output of some 7% or 8%.) This performence 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 391,000 out of 732,000) found employment in the tertiary sector.
As construction and transport employed an extra 102,000 workers, most

of the exrvension took place in government,57 personal services,5

g v . A el e e e

7 Nearly half of all government workers were in defense, justice,
and police. Vhile 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. llead, "Growth and
Structural Change in the Egyptian Lconomy", op. cit., pp. 133-134.

5 The definition of "personal services" used in Lgypt is a rather

restrictive one; it excludes, for example, many professional

services, such as medicine 2nd law. In 1947, the major components

included in this sector were peid household servants (50%);

tailoring (187%); hotels, bars, and resteurents (13%); and hair-

dressing (11%)). The remainder were in such lines as clothes washing

and ironing, shoe polishing, and entertsinment. The pattern in 1960

was approximately the s#me, although domestic servants seem to have

dropred somewhat, both absolutely ~rd relatively. See: Department

of Statistics and Census, Pooulntion Census, 1947 (Cairo, 1954),

pp. 214-218, and Population Census, 1960, Vol. II, p. 14k,
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commerce, and in the "informal" sector to which the category labelled
Minspecified" seems to belong.

In addition, the pattern of 2bsorption in different geogranhical
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 increase in "services"™ employment in the provinces.
The absolute increases in employment during the period 1947-1960 were
418,000 and 383,000 in the tertiary and agricultural sectors

"services"

respectively. As a result the share of employment in
increased from 20% in 1947 to 25% in 1960.
(ii) The Pattern of Employment for the Period 1960/61-1969/70

Changes in the sectoral pattern of employment after 1960 follow
the same general trend as that indicated above. But there are certain
differences as Table 18 shows. The rate of growth of total employment
was much faster than between 1947 and 1960 (2.6% per annum as compared
with 1% per annum).

A rapidly growing labour supply coupled with a declining marginal
59

rate of labour absorption in agriculture, and a government commitment
to full emvloyment meant a sharp rise of employment in the industrial
and services sectors,

In the industrizl sector, the rate of labour absorption behaved
differently over time, During the 1950s the industrial sector was not
forced to employ labour over and above its actual needs. But in the

early 1960s, and with the full-scale naticnalisation of industry, the

industri=l sector became a major absorber of surplus labour. The

e At e . .t S b | B U —

L Even in the mid 1960s this still accounted for over 507 of the
total labour force.
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Table 17

Labour Force and Imployment in Urban Governorates
and Provinces 1947-1960

(Thousands)
1947 1960

Urban Governorates:

Total Employment U3 1,412

1. Agriculture 27 65

2. Industry 221 346

3. Services 694 1,001
Provinces:

Total Employment 4,303 5102

1. Agriculture 3,112 3,495

2. Industry 293 370

3, Services 899 1,37

Source: Donrld Merd, Growth »nd Structursl Chenge in the Rzyvotian

Economy, Richsrd Irwin Inc., Homewood, Illinois, 1967,
pp. 37 and 39.

government, committed to a policy of full employment in a period where
the labour force was growing rapidly, imposed employment targets upon
the industrial sector which substantially exceeded its needs. Therefore,
industrial employment increased at a compound rate of 2% per annum
during the period of rapid industrial expansion 1947-1960. The
corresponding rate for 1950/61-1964/65 vas 7.1% per annum as may be

seen from Table 18, It is not therefore surprising that, accoxrding to
the Five Year Plan (1260/61-1964/65) Evaluation Report, the industrial
employment target was more than met while industrial output was 25%

below its target level.60

el v e

60 Ministry of Planning, Follow-up and Evaluztion Report on the First
Five Year Plan (1960/61-1964/65), Cairo, February 1966, Part One,

p. 9.




Table 18

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

(A) TOTAL NUMBERS (Thousands)

SECTOR 1960/61 | 1961/62 | 1962/63 | 1963/6L | 196L/65 | 1965/66 | 1966/6T7 | 1967/68 | 1968/69 | 1969/70
TOTAL EMPLOYMENT 6511.9 6656.9 6868.2 7085.0 | 7373.9 7606.5 7633.6 7827.6 8051.2 827L.7
Agriculture 3600,0 3600.0 3632,0 3673.0 | 3751.0 3877.2 386L.6 3892.L 396L.9 LOLB.3
Industry 625.6 679.0 725.9 T789.7 825.0 841.7 8L6.T 867.3 890.7 916.1
Electricity 1341 15.1 17k 17.9 18.0 18,5 18.3 1845 20.3 22.8
Construction 166,0 263,0 315.7 334.2 345.2 328.0 307.6 259.8 338.0 387.9
TOTAL COMMODITY SECTOR LLoL.7 L557.1 11691.0 L81L.8 | L939.2 5065.L 5037.2 5038.0 5213.9 5375.1
Transport 252,7 239.2 249.2 258.3 283.9 307.8 324.5 330.4 335e7 347.2
Commerce 663.0 680.,9 70242 719.0 729.7 752.5 767.7 785.8 T94.3 801,7
Services 1191.5 1179.7 1225.8 1292.9 | 1421.1 1480.8 1504 .2 1673.4 1707.3 1750.7
TOTAL SERVICES SECTOR 2107.2 2099.8 2177.2 2270.2 | 243L.7 2541.1 2596.4 2789.6 2837.3 2899.6

(B) SHARES 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 Sk.1 52.9 51.8 50.9 50.9 50.6 L9.7 49.3 L8.9
Industry and Electricity 9.8 1.4 113
Tertiary 3L.9 37.7 39.8
(C) ANNUAL AVERAGE RATES OF GROWTH (%)
1960/61 - 6l/65 196L/65 - 1969/70 1960/61 - 1969/70

Total Employment 3.2 23 2.6
Agricul ture 1.0 15 1e3
Industry and Flectricity 71 2,2 Lk
Tertiary 5.3 3.2 L2

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-Up and Evaluation Report on the
First Five-Year Plan (1960/61-6L/65), Part I, Cairo, February 1966, p. 63; and Follow=Up Reports for 1965-70.

vle
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Finr1lly, given a maximum politically tolerable rate of
unemployment, the employment in the services sectors (especially
public services) was decided lergely as a residuel, thus satisfying

the labour demand-supply balance equation.

SUMMARY AND CONCLUSION

A variety of government actions, controls, intexrventions, and
expenditure and revenue policies all have distributional effects,

Our concern, in this chapter, was meinly with two major aspectss
namnely, the increasing direct involvement of the Fgyptian government
in the social and economic 1life of the country, and the revenue
structure used to finance the expenditures.

There has been a steady increase in the government expenditure in
Egypt throughout the period under study. A number of factors led to
this sharp rise in government experditures, foremost among them were
defense expenditures and the increasing welfare transfers. As may be
seen from Table 10 the real budget deficit averaged £E61 million per
annum for the veriod 1959/60-1969/70; this amounted to about 21% of
average private savings during the same period., It is in fact, this
government dissaving which had mainly led to the emergence of the
savings ganp.

Underlying increasing government dissaving were inelastic tax
revenues on the one hand, and rising government expenditures (especially
on defense and welfare transfers) on the other. Other features of
Egypt's fiscal policies was the pattern of growth of government
revenue. The only tax on agricultural income was the land tax whose
revenue stagnated throughout the period. Thus, the increase in
‘agricultural income was virtualiy exempt from any taxes. Moreover,
income from wages and salaries up to £E250 was exempt from taxes,

and for the following £E100, 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 chepter also reveal something
about the employment structure of a land-scarce economy and the response
to a population pressure. Agriculture mrde a2 limited contribution to
new employment because of resource constraints, institutions, low
productivity, and the very labour-intensive technology on family
farms. Industrislisation did not provide an immediate solution;
despite high rates of capital formation and output growth the number of
Jjobs 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 stege where the share of
tertiary activities became very large. The long intermediate phase
during which the growth of industry precedes theat of services seems to
have been bypassed. Egypt also devarted from a pattern whereby labour
is reallocated from agriculture to industry. Instezd 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 i1s because in the service
sector labour does not co-operate with capital and hence does not
gererate 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 geps in at least two major ways, First, the policy
6f excess labour azbsorption 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 industrial sector's internztional competitiveness,
and at the same time cut into the main source of aggregate savings,
i.e, industrizl profits. This will be discussed later. Secondly,

the growth in government employment meant, ceteris paribus, a net
contribution to aggregate demand with zero contribution to aggregate

supply of commodity output. This also had an adverse effect on the

balance of payments,



CHAPTER 6
CHANGES IN CONSUMPTION PATTERNS IN EGYPT

This chépter evaluates the changes in patterns of consumption
and standards of living in Egypt that have been associated with the
changed distribution of income. Thus, it examines the general pattern
of private consumption; traces the changes in urban and rural con-
sumption during the period in question; analyses the consumption
baskets of the rural poor in Egypt; and finally outlines the consumption

function as it relates to our model.

6.1, THE GENERAL PATTERN OF CONSUMPTION

In the National Accounts private consumption appears only as a
residual term, ard no aggregate figures on urban and rural consumption
are available. The first full scale sample survey of household
consumption was carried out by the "Central Statistical Committee"
during the period October 1958 to November 1959. In orxder to eliminote
seasonal variations in the pattern of consumption, the data were
collected over a period of twelve consecutive months. The sample of
households used in this survey was drawn from the census of dwelling
units, The urban sector was represented by Cairo, Alexandria,
Port-Said, Ismailia, Suez and the capitals of other governorates and
counties. The rural sector included both villages and urban suburbs.

Sampling in the urban sector was carried out in two stages. The
five cities mentioned above, together with the capitals of other
governorates, were classified into regions. Coinciding with the
geographical boundaries of police departments, the final sample being
generated by means of simple random sampling within each of these
regions. In the case of the county capitals, one half of their number

in each governorate was chosen at random, and in each selected capital

a proportion of the households was selected at random. The number of
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households included in the sample covered 3,145 urban families,

In the rural sector sampling was carried out in three stages.
The district (ifarkaz), the village and the household. Half of the
districts of each province were first selected at random. Villages
belonging to the selected districts were stratified according to size,
and 2,5% of the villages were randomly chosen from each stratum. A
proportion of households from each selected village was then éystem-
atically selected, giving a final rursl sample of 3,037 families,
comprising 16,468 persons. Thus, the sample included one in every
thousand rural household.s.1

Sample observations were investigated and classified according to
income and other socio-economic characteristics. The results are
summ=rised in Table 1. In particular the table shows the percentage
distribution of expenditure by size of total arnnual expenditure in rural
areas in 1958/59. The table reveals a very familiar pattern of
expenditure distribution, with the percentage expenditure on food
falling, and that on durable consumer goods, services etc. rising
substantially with increases in income,

Expenditure on "stimulants™ (i.e. tobacco, tea, coffee etc.) shows
a more complicated pattern. The proportion of totsl expenditure devoted
to stimulants increases strongly as total expenditure increases up to
an annual level of £E100; thus indicating a high expenditure elasticity.
For expenditure brackets higher than £ELOO the percentage expvenditure
remains fairly constant indicating unit elasticity.2

The second scale sample survey of household consumption was

carried out in 1964/65. As in the first scale, total expenditure

4 The Central Statistical Committee, Family Budget Sample Surveys:
1958-1959, Cairo, April 1961, pp. 11-13.
2

Institute of National Planning, "Report D. Wages, Incomes and
Consumption in Rural Areas", op. cit., p. 45.




TABLE 1

Patterns of Consumption for Rural Households: Percentage Distribution of Expenditure
For Different Income Groups, 1958/59

Annual. Current Consumption Goods Burahle

Expenditure —— Services | Other Total
Brackets Food | Stimulants | Beverages | Others | Total etc. Expenditure

(£E) Goods

{25 73.5 1.4 3.5 0«9 86.3 32 20D 8.0 100

25 =450 68.5 4.9 4.4 6.9 84.7 5.3 37 8.0 100
50- <75 67.7 6.4 3.9 6.2 84.2 6.3 4.6 4.9 100
75-<100 68.1 7.0 3.9 5.6 84.6 6.7 5.1 A2 5 100
100-<150 65.7 7.0 3.7 9.5 81.9 7.7 559 4.5 100
150-200 63.4 7.4 3.6 5:3 79.7 8.6 el 4.5 100
200-¢250 03 5.2 6.8 3 4.9 78.1 8.9 8.4 4.6 100
250-<300 60.6 6.7 3.2 4.9 75.4 9.8 9.6 552 100
300-<400 60.6 6.5 3«3 4.7 791 10.2 9.6 5+ 1 100
400-<600 56«2 5.8 3.1 4.4 695 11.8 12,7 6. 0 100
600—<800 54.1 6.3 2.9 4.5 6.8 11.7 136 6.9 100
800-<1000 {93.1 6.4 3.0 3.6 66.1 10.8 19.0 4.1 100
- 1000 38.6 s 2.8 4.7 53.8 11.7 26.2 8.3 100
All louselnlds|63.0 6.7 3. O 5.2 78.4 8.6 8.2 4.9 100

source:

B. Hansen, A. Sedki, and Y. Moustafa, '"Wages, Incomes and Consumption in Rural Areas'",

Report D on Employment Problems in Rural Areas, Institute of National Planning, 1965, p. 46.

- 0§¢ =
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rather than income was retained as the stratification variable,

The data for this study were collected over four rounds, each
starting on a different quarterly date, in order to take account of
seasonal changes in expenditure patterns. For the purpose of the study
the country was divided into three major areas: (i) urban governorates,
consisting of the capitals of the Egypt's 21 governorates; (ii)
district capitals (Markaz) which numbered 98 towns representing the
district capitals of the governorates mentioned in {i) above; and
(iii) rural areas, comprising the 4,000 villages which were stratified
according to village size; "large villages" of 1,000 or more households,
and "small villages™ with less than 1,000 households. The total number
of households comprising the sample amounted to 3,411 (in each stage),
distributed as follows: 1,654 from urban governorates, 649 from
district capitals and 1,108 from rural areas.3

The result of 1964/65 family budget survey, tended to confirm the
pattern of rural and urban consumption derived from the first sample
survey of 1958/59. Tables 2, 3 and 4 summarise the various 1964/65
survey results for both urban and rural areas.

Tables 2 and 3 show that changes in total expenditure are
associated with changes in the proportion of expenditure devoted to
food. The relatively high percentzge 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 factv
that the proportion of calorie intake from cereals and starchy foods is
particularly high in relation to their prices. However, the drop in
the percentage distribution of‘cereals and starches in rural areas is
less sharp than that of urban areas. An increase in the shares of
meat, fish and eggs, milk and dairy products and fruits is noticeable

in both rural and urban areas due to the fact that these are

3 The Central Agency of General Mobilisation and Statistics, "The 1964/
1965 Family Budget Survey", op. cit., pp. 3-6.




TABLE 2

Percentage of Average Per Capita Expenditure on Selected Food Items relative to
Per Capita Rural Total Expenditure, 1964/65

Annual Family Total % of Cereals Meat, Milk and Fruit
Income Brackets | Expenditure Expenditure and Fish, and | Dairy
iﬁeggral on Food and Starches Eggs’ Products
(£E) (£E) Beverages
% % % % %
[
{50 25.11 73.0 23.8 14.0 6.7 1.4 N
50 — <100 26.60 79.3 24.5 14.4 6.6 1.7 <
100 - <50 30.32 69.1 22 «3 153 7.6 1.8 l
150 - (200 33175 67.3 21.7 15.1 {0 1.8
200 - <300 38.28 66.6 241 .2 15.5 8.2 1.9
300 - <400 41.85 62.4 19.8 14.5 74 2a1
400 - £ 600 53.99 59.7 16.4 13.8 7.8 1.9
600 —-<1000 58.27 54.7 13 .7 13.5 9.3 1.9
2 1000 103 .32 57 «0 10.6 17«7 8.7 2.6

Source: Computed From: National Bank of Egypt, '"Food Consumption in United Arab
Republic (Egypt)', Economic Bulletin, vol. XXII, No. 4, 1969, Tables V & VI.




TABLE 3

Percentage of Average Per Capita Expenditure on Selected Food Items relative to Per
Capita Urban Total Expenditure, 1964/65

Annual Family Total % of Meat . .
b Cereals ALy F
%ncgme Brackets Expenditure Expenditure | and Fish, and i;ék ruit
£E in on Starches Eggs Dai
Urban Areas Food and airy
(£E) Beverages Products
% % % % %
< 50 25.21 73.8 2242 2.5 4.2 1.7
50 - <100 29.33 1.2 22.:5 13.4 4.6 1.9
100 - ¢ 150 35.06 66.3 19.5 12,1 5.0 2.0
150 - <200 37.81 63.4 178 13.0 5.5 2:2
200 = <4300 45,25 59.8 16.0 18.1 5.8 2.3
300 —= (400 57.54 D552 183 127 6.0 2.4
400 - <600 75+ 81 52.2 10.9 13.3 6.4 2.9
600 - < 800 101.90 47.0 - 13.2 6.4 2.6
800 - <1000 127.13 43.0 - 1.3.9 6.3 26T
>1000 190.47 3{.6 - 13«1 5.4 2.8
Source: Computed From : National Bank of Egypt, '"Food Consumption in United Arab

Republic{Egypt)

Economic Bulletin, vol. XXII, No. 4,

1969,

Tables V and VII.

_€82_



TABLE 4

Income Elasticities of Demand for Food and Beverages in Urban
and Rural Egypt, 1964/65 1

Annual Cereals | Dry Meat, Fats Milk Sugar Total
Income and Beans Eggs and and Vegetables | Fruits | and Food
Brackets | Starchy and 0ils Dairy Products | and
(£E) Food Fish Products Beverages
Urban Areas
{200 -0.042 -0.457 1:373 0.236 1.781 0.326 1.801 0.498 0.498
200-¢600 0.305 0.411 1.021 0.399 1.216 0.:511 1.190 0: 579 0.710
2 600 0.075 -0.025 1.015 0.144 0.901 0.447 1.134 0.599 0.641
Weighted
Average 0.189 0.154 1.082 0.310 1.243 0.463 1.286 0.570 0.656
Rural Areas
<200 0.672 1.1.23 1.147 0.647 | 1.415 0.474 1.436 0.979 0.747
200-¢600 0.493 0.763 0.771 | -0.123 0.846 0.385 1.486 0.474 0.638
2~ 600 -0.683 -0.733 0.972 | -2.253 2.534 -0.443 1.144 0.727 0.554
Weighted
Average 0.458 0.767 0.921 | -0.03 1.186 0.348 1.462 0.674 0.670
Note & Source: (1) Raw figures obtained from: The Central Agency for Public Mobilization and
Statisfics, "Family Budget Survey 1964/65', Cairo, August 1969.

Computed from :

> National Bank of Egypt, "Food Consumption in United Arab
Republic (Egypt)'", Vol. XXII, No. 4, 1969, Table VIII.
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considered non-essential foods, and therefore expenditure on these
items increases with a rise in income and living standards.

One can also see, from Table 4, that the income elasticity of
demand for food and beverages was 0.5 for low income groups in urban
areas in the mid-1960s; 0.71 for medium-income groups, and 0.64 for
high-income groups. The corresponding figures for rural areas were
0.75, 0.64 and 0.55 respectively. The high income elasticity of
demand for dry beans, cereals and starchy food in rural areas for
those with incomes less than £E200 contrasts sharply with the negative
income elasticities for the same commodities for those with incomes
in excess of £E500. Also, the income elasticities for cereals and
starchy foods, dry beans, fats and oils and vegetables are low for
those earning less than £E200 in urban areas, These elasticities
increase for those earning between £E200 and £E600 but decline for the
high-income groups £E(Z600) in line with the general trend of income
elasticity of demand for food and beverages. This tendency may be
attributed to the fact that these products constitute the basic diet
and, consequently, spending by low-income grouvs on these goods does
not rise proportionately with an increase in income. On the contrary,
these elasticities are negative for cereals and starchy foods and
dry beans as low-income groups channel a substantial portion of
increases in income to other foodstuffs. The rise in income
_elasticities for these foods for the medium-income groups may be
attributed to the substitution of some inexpensive items by more
costly products in the same food group.

The average income elasticity of demand is particularly hiéh in
urban areas for fruits (1.286); milk and dairy products (1.243); meat,
fish and eggs (1.082). The corresponding figures for rural areas are
1.462, 1.186, 0.921. These contrsst sharply with the magnitudes for

developed countries that are much greater,
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Therefore the tendency is for the rural poor to shift 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 price-calorie 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 limited,
given the prevailing pattern of relative prices. Data in Table 5
illustrate this point. The table shows that if one hundred calories'
worth of maize or millet is taken to be the numeraire the physical
rates of substitution in consumption (at any given calorific level)
are greatly constrained, and the choice open to the rural poor is
severely reduced. That is to say that, given the pattern of relative
prices a poor rural family has to pay for foodstuffs; there are a very
limited number of combinations that will yield approximately the same
calorific value, given the family's low income.

Thus, the consumption pattern of the rural poor is inevitably
going to be cerezl based. An increase in per capita real income may
result in the consumption of more onions, or cheap fruit items such as
dates or melon, but it is unlikely to be associated with a major
shift from cereals to meat, fish or citrus fruit.

In general there will be 1little scope for substitution when
the prime needs of the low income groups are not being fully
satisfied. Furthermore, at low levels of income it seems likely,
given the ranking of consumer needs, that the satisfaction of

certain prime needs is a precondition for the appearance of other




- 287 -

Table 5

Comparative Price - Calorie Terms for
Selected Commodities

Money Cost of 100 Calorie Worth
of the Commodify

PRIy (in Milliemes)

1964 1971
Maize 1 1.1
Millet 1 5 1 |
Wheat flour not available 1.5
Beans 1.8 2.9
Onions 4.3 7.0
Dates 5.3 not available
Grapes 9.3 not available
Bananas 8.5 9.9
Buffalo meat 36.6 60.7
Mutton 15.4 22.8
Fresh fish 4.9 19.6
Fegs - 24,7

Note and Source:

(1) One Egyptian pound = 100 piastre; one piastre = 10 milliemes,

Computed from: Central Agency for Price Planning, Levels of

e e

Nutrition in Relation to Prices, Memo No. 12, Cairo,
June 1972, pp. 23=25.

needs.q The difficulties of the marginal approach beceme more apparent
when applied to siturtions, which clearly are very prevalent, in which

available commodities are excluded entirely from the consumer's budget.

Professor J. Robinson has explained the existence of a well ordered
scale of priorities 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
level) and an increment in a family's real income is not devoted to
buying a 1little more of everything at the same level, but to
stepoing down the hierarchy". See: John hobinson, The
Accumulation of Capital, The Macmillan Press Ltd., London, 1956,

D. 354,
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Moreover, the concept of a merginal rate of substitution - which is
basic to the theory of consumer's choice - ceases to apply in such

5

situations.
6.2. DISTRIBUTION OF HOUSEHOLDS ACCORDING TO ANNUAL
CONSUMPTION EXPENDITURE

In order to trace the changes in rural and urban consumption
over time, it will be useful to examine the change in the frequency
distribution of rural and urban households according to annual con-
sumption expenditure. Tables 6, 7, 8 and 9 provide this data for the
years 1958/59 and 1964/65. The data clearly indicates a notable change
in the frequency distribution of rural households but slight change of
urban households over the period under review,

This change can be evidenced from the fact that while the two
sample distributions have the same modal class (see figures 1 and 2),
they differ from each other according to the degree to which the sample
values of the variate cluster about the mean or spread from it.

Tables 6 and 7 and Tables 8 and 9 show that between 1958/59 and
1964/55 the proportion of urban families falling in the expenditure
class £E150-300 increased from only 36% to 37%, whereas the proportion
of rural families increased from 27% to 42%. It is not Justified,
howéver, to compare the percentages of households in each experditure
class.

Figures 3 and 4 compare the frequency distributions for urban
and rural households, according to annual consumption éxpenditure, for

each of the years 1958/59 and 1964/65. Figure 3 shows that for 1958/59

5 Sees D. M. Nuti, "Social Choice and the Polish Consumer"™, Cambridge
Review, lMay 1971, pp. 220-221; L. L. Pasinetti, "A New Theoretical
Approach to the Problem of Hconomic Growth", Pontificiae Acadamiae,
Scientirarum Scripta Varia, Rome 1965, p. 63, and R. Dorfmsn,

P. Samuelcon ~nd H. Solow, Linear Pro&*“mmlng and Economic Analysis,
McGraw-Hill Inc., New York 1958, pp. 25-28.
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the frequency distributions for urban households was bi-model,
suggesting that households can be classified as low and high
expenditure households. A different pattern of expenditure distribu-
tion exists for each cless. The first class included nearly 70% of
the sample observations with a modal value of ammual total expenditure
of almost £F140 per household. The second class contained nearly 30%
of the households in the sample and hzd 2 modal value of annual

total expenditures amounting to nearly £5360 per household.

The pattern of total amnual consumption expenditures for the
rural sector as of 1958 was almost similer to that of the urban sector.
Nevertheless, the pattern was less acute, in the sense that the low
expenditure group included nearly 92% of sampled households, llodal
values of amual total expenditures per household were £E120 and
£E336 for low and high total annual expenditure groups resPectively.6

The existence of similar patterns of distribution in 1964 is
rather more surprising (see Chart 4), since this implies complete
failure of those meésures undertaken to change the pattern of
distribution. The proportion of urban households included within
the high consumption expenditure bracket in 1964 was 28.6% of sampled
households, compared to 29.2% in 1958 (see: Tables 6 and 7). This
suggests that despite the eradication of most of the Egyptian
capitalists in the 1950s there emerged another group with incomes
and consumption patterns similar to those of the old group.

The same pattern was also evident in the rural sector, where
the high éonsumption expenditure group in 1964 accounted for 9,7% of

sampled households, compared to 8% in 1058 (see:s Tables 8 and 9).

6

The reduced acuteness of disparities of the distribution of total
consumption expenditure smong the rural people relatively to

that of the urb°n one, may be expleined at least in view of the
effects of the land reform act of 1952 as explained earlier,




TABLE 6

Sampled Egyptian Urban households distributed according to total and average annual
expenditures as of 1958/59

No. of households Total annual expenditures Average
Income total
Brackets Total Per cent Total Per cent expenditure
(£E) (£E per
Cumylative cisEhinl. A}
A% 2(x.) (£E) % Cumulative =45 (1)
F(X,) 1 (%)
(1) (2) (3) (4) (5) (6) (7)
£25 6 0.19 0.19 112 0.01 0.01 18.67
25—~ <50 65 2.07 226 2637 0.31 0432 40.57
50- £ 75 165 5.25 7:51 10379 122 1.54 62.90
75-<100 251 7.98 15.49 22167 2.60 4.14 88.31
100-<150 602 19.14 34.63 75783 8.88 13.02 125.89
150-£200 512 16.28 5 50.91 88588 10.38 23.40 173.02
200-<250 356 11.32}q; 6223 79826 9.36 32.76 224,23
250-<300 269 8:55) ™ 7078 73760 8:65. 41 41 27420
300-<400 377 11.99 82.77 130041 15.24 56.65 344.94
400-<600 307 9.76 92.53 149647 17.54 s 487.45
600-<800 131 4,17 96.70 89674 10.51 84.70 684.53
8001000 45 1.43 98.13 39204 4,60 89.30 871.20
2 1000 59 1.87 100.00 91284 10.70 100.00 1547.19
Total 3145 100.00 - 853102 100.00 - 271.26

Source: Collected and Computed from: The Central Committee of Statistics; Research of Sampled
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Family Budgets in t§§.§gyptian Region 1958/59, Cairo, April 1961, pp. 193-194.




TABLE 7

Sampled Egyptian Urban Households distributed according to total and average annual expenditure
as of 1964/65

No. of households Total annual expenditures
Income Average
Brackets total
(£E) Total Per cent Total Per cent expenditure
5 : S : (£E per
A% Cumglatlve (£E) % Cumulative bousehsld)
F(X_) F(x_) (X5) '
3 3 3 N
Ne!
}_l
(1) | (2) (3) (4) (5) (6) (7) ‘
(25 10 0.11 0.11 199 0.00 0.00 19.90
25- <50 114 1.22 1.33 4597 0.14 0.14 40.32
50- <75 208 2,23 3.56 13165 0.39 0.53 63.29
75- <100 336 3.60 7+16 29468 0.87 1.40 87.70
100- (150 1113 11.92 19.08 141076 4.15 9 55 126.75
150- ¢ 200 1352 14.46\% 33.56 237019 6.97 12.52 175,81
200- ¢ 250 1162 12.45Jb: 46.01 261035 7.68 20.20 224,64
250- ¢ 300 968 10.37) ™ 56.38 266470 7.84 28.04 275,28
300- ¢ 400 1404 15.05 71.43 485143 14.27 42 .31 345,54
400~ ¢ 600 1369 14.66 86.09 665092 19.57 61.88 485.82
600- ¢ 800 574 6.15 92.24 323784 11.59 73.47 686.03
800-¢1000 544 5. 82 98.06 552514 16.25 89.72 1015.65
2 1000 180 1.94 100.00 349584 10.28 100.00 1942.13
Total 9334 100.00 - 3399146 10G6.00 - 364.17

Source: Collected and Computed from: The Central Agency of General Mobilization and
Statistics, Research of Sampled Family Budgets in the Arab Republic of Egypt
1964/65, Cairo, Jan. 1972, pp. 18-20.




Sampled Egyptian Rural households distributed according of total and average annual expenditures

TABLE 8

as of 1958/59
No. of households Total annual expenditure

Tidrie Average

Brackets ——— total .
(£E) Total Per cent Total expenditure

N % , Cumylative % Cumulative éfE pﬁrld)
F(X F(X (£E) ouseho
2) %p) (x,)
2

£25 42 1.38 1.38 864 0.19 0.19 2057

25- <50 279 9419 10.57 10994 2.45 2.64 39.41

50— (75 460 15415 2972 29044 6.47 9.11 63.14

75-4100 442 14,55 40.27 39028 8.70 17.81 88.30

100-<150 748 24.63 o 64.90 92007 20.51 38.32 123.00

150-<200 443 1459 <! 79.49 76490 17.05 5537 172.66

200-<250 246 8.10} o~ 87:59 54608 12.17 67.54 221.98

250-<300 134 4,413 92.00 36425 8.12 75.66 271.83

300-<400 127 4,18 96.18 43013 9.59 85.25 338.69

400-<600 89 2.93 99.:11 42352 9.44 94.69 475.87

600-<800 18 0.59 99.70 12737 2.84 97.53 707.61

800—1M0 4 0.14 99.84 3466 07 98.30 866.50

2;1000 5 0.16 100.00 7541 1.70 100.00 1508.20

Total 3037 }100.00 448569 100.00 - 147.70

Source: Collected and Computed from: The Central Committee of Statistics, Research of

Sampled Family Budgets in the Egyptian Region 1958/59, Cairo, April 1961, pp. 194-196.
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TABLE 9

Sampled Egyptian Rural households distributed according to total and average annual expenditures

as of 1964/65

No. of households Total annual expenditure Average
Income ’ tOtald't
expenditure
Brackets Total Per cent Total Percent (£§ per
(£E) . household)
A % Cumulative (£E) % Cumulative (X4)
A !
F(X,) F(x) :
)
Ne)
(Y}
425 12 0:.27 0:27 233 0.02 0.02 19.42 t
25— 450 125 2.79 3.06 4821 0.48 0.50 38.57
50- K75 218 4,87 .93 13999 1..39 1.89 64.22
75~ <100 344 7.68 15.61 30412 3.03 4.92 88.41
100- ¢ 150 1007 22.48 38.09 126479 12.59 17 .51 125560
150- ¢ 200 850 18.97M 57.06 148849 14.82 32.33 175+ 12
200~ ¢ 250 613 13.68p - 70.74 137159 13.66 45.99 223,75
250- <300 410 9« LBy < 79.89 111849 11.14 57..1.3 272.80
300- <400 466 10.40 90.29 159520 15.89 7302 . 342,32
400- <600 293 6.54 96.83 141181 14,05 87.07 481.85
600~ < 800 84 1.88 98.71 57007 5.68 92.75 678.65
800-<1000 24 0.54 99.25 21348 2.13 94.88 889.50
~ 1C00 34 0.75 100.00 51423 512 100.00 1512.44
Total 4480 100.00 - 1004280 100.00 - 224,17

Source: Collected and Computed from : The Central Agency of General Mobilization and Statistics,
Research of Sampled Family Budgets in the Arab Republic of Egypt, 1964/65, Cairo, 1972,
pp. 21-23.




Figure 1

Comparison of the Percentage Distribution of
Urban HOﬁsehol s by Expenditure Brackets
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Figure 2
Comparison of the Percentage Distribution of Rural
Households by Annual Expenditure Brackets &5
_ 8
_ (Two Semple Surveys o
: 1958/59 and 1964/65)
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Figure 3

Empirical Freauency Functions of Egyptian Urban and
Rural Households by Annu~al Exnenditure Brackets as
of 1958/59
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Figure 4

Empirical Freguency Functions of Egyntisn Urban and
Rural Households by Annual Bxvenditure Brackets as of 1964/65
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The gap between the urban and rural sectors was found to be ever
widening. Hence, annuzal total expenditure per household for the urban
sector increased from £E271 in 1958 to £E364 in 1964, compared to
£E148 and £E224 for the rural sector. However, these results support
the hypothesis that disparities of consumption expenditure distribu-
tion are more acute in the rural than the urban sector. But in oxder
to test whether this shift is associated with a fall (or increase) in
the overall degree of inequality of the distribution of total

7

consumption expenditure among the households,’ we need to compute
some conventional summary measures of inequality.8

The inequality measures most commonly used in empirical work
includes the coefficient of variation, which attaches equal weight
to transfers at different income levels; the standard deviation of
logarithms, which attaches more weight to transfers at the lower end
of the distribution; the interquartile measures, which reflect the
transfers affecting middle income classes (i.e. the middle 50% of
income recipients) and the Gini coefficient which attaches more
weight to transfers in the centre of the distribution than at the
tails.9

Data in Table 10 show the main results of our computation of the

different summary measures of inequality for the two sample distribu-

tions of consumption expenditures. In the light of these results,

7 Total annual expenditures, instead of incomes, are available for
different income brackets. Regardless of savings, total annual
expenditures are likely to be equivalent to income levels., Total
annual expenditures under the Egyptian conditions account for
nearly 95% of annual incomes.,

For more discussion on these measures of inequality, see
Chapter 1, section 1.4,B,

9 Sees A. B. Atkinson, "On the llovement of Inequality", Journal of
Economic Theory, Vol. 2, 1970, ». 245,




Summary Measures of

TABLE 10

Inequality of Consumption Expenditure Distribution

in Rural and Urban Egypt

Measures of Rural Urban
Relative
SLEpemELON Sample distribution Sample distribution
Change Change
1958/59 1964/65. 1958/59| 1964/65
Mean Value (£E) 147.70 224,17 +76.47 271.26 364.17 +92.91
Standard deviation 1203 180.1 +59.8 244.79 320.90 +76.11
Coefficient of Variation 0.81 0.80 - 0.01 0.90 0.88 - 0.02
Standard deviations of 0437 0.34 - 0.03 0.41 0.26 - 0.15
log.
Interquartile Ratio 0.97 0.91 - 0.06 1544 122 - 0.02
Gini Coefficient 0.37 0.85 - 0.02 0.41 0.38 - 0.03

-~ 86Z =




TABLE 11

T-test Applied to the Difference of Means of the Urban Sector (1958 & 1964);
Difference of Means of Rural Sector (1958 & 1964); and to the Gap

between the Rural and Urban

Sectors.

Statistical | Difference Variance of Degrees
Hypothesis of the difference - = of e
. S(x.-x.) T Significance
_Means in sample 1] Freedom
(x.-x. ) means d. £
i 3 5
(£E) S (xi—xJ.)
ul—u2=0 123.56 0.0077 0.088 6180 1404.09 |[sig.ato 0.005
ul—u4=0 47.09 0.0077 0.088 7623 535.11 i 0.005
us—u2=0 216.47 0.0028 0.053 12369 4084.33 u 0.005
u3—u4=0 140.00 0.0028 0.053 13812 2641.50 i 0.005
u3—u1=0 92.91 0.0073 0.085 12477 1093.05 i 0.005
u4—u2=0 76.47 0.0032 0.057 7515 1341.58 ul 0.005
A
D =0 16.44 0.0105 0.102 19992 161.18 L 0.005

- 00¢ =
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one could say that the shift in the frequency distribution of
consumption experditures in Egypt between 1958/59 and 1964/65 has
been associated with a slight fall in the overall degree of inequality
"of the distribution of total consumption. Yet it should be noted
that while the distribution shifted to the right, it remained highly
peaked and positively skewed with a long tail to the right.
Differences of means /[i.e. (%, - ij) for i # j/, in addition
to the size of the gap between the urban and rural sector (5), were
statistically investigated and the results are presented in Table 11.
The differences in average annual total expenditures of urban
households in 1958/59 and 1964/65 /i.e. (il - 2327} and average annual
total expenditures of rural households in 1958/59 and 1964/65
[i.e. (iz - §4)7'were statistically significant at the 0.005 level.
However, this result does not necessarily imply better levels of
living, since prices during the period 1958-1964, were subject to
noticeable inflationary effects,
Also, differences of average total expenditures of rural and

urban sectors (El - 22), (il - §4), (iB - iz) and (iB = iq) were

statistically investigated, All T-ratios were found to be statistically

significant at the 0.005 level, indicating a large difference in
average annual total expenditures of the urban and rural sectors

both in 1958/59 and 1964/65. 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 £EI40 in 1964/65.

This ever widening gap might be explained in terms of the

government's economic policy, notably that of socio-economic planning.
For instance, the largest share of investments of the First Five Year

Plan (1960/61-1964/65) was used to execute projects located within
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or nearby, urban centres.lo 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 1967/68 were issued in December 1968 and

1L 5d 3% wil3 be Proltful o evaluate the dats In

December 1969,
these two reports.

Here we investigate the causes of variations in consumer
spending between different governorates and the pattern of income
distribution among governorates.12

The available regional data did not support the hypothesis of a
decreasing marginal propensity to consume, ét least within the range
of observed disposable income per he~d, 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 explainad by a stronger

demonstration effect and more varied needs in urban areas as compared

19 Ministry of Flanning, EEEAQH:E}L§¥3¥§3;296§466' Cairo, 1967.

L Ministry of Planning, The Basic Features of Regional Growth in

Egypt, December 1968, December 1969, Cairo. 1In what follows this
report will simply be referred to as the Second Report.

. 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 linear function of per capita
disposable income, that consumption was higher in urban governorates
than it was in rural governorates (and consequently saving was lower)
due to a higher propensity to consume, and that autonomous consump-
tion, i.e. the intercept term in the consumption function, did not
affect by the degree of urbanisation. Also, Egypt's regional data
provided no evidence of decreasing marginal propensity to consume as
income increased,

The income distribution between different governorates did not
change much between the years 1964/65 and 1966/67, but comparing
1967/68 to 1964/65 it appears that the inequality increased in the
lower income governorates but narrowed between the higher income
governorates, namely: Alexandria and Cairo,

These findings are somewhat surprising since they conflict with
the current observation of the concentration of economic activities
in few big urban centres, particularly Cairo and Alexandria. It is
true that the pattern of urbanisation in developing countries generates
slums in the big cities, where the way and standard of living are not
different from those in rurel underdevelopment areas. This could,
partly, justify the low estimated values of the concentration
ratios.13 But we still think that these findings are very surprising,

which leads us to question the reliability of the data used.

6.3. THE CONSUMPTION BASKETS OF THE RURAL POOR IN EGYPT
In this section, we attempt to sketch a profile of rural

poverty. The physical composition of consumption baskets for the

13 The estimated ratios for 1064/65, 1966/67 and 1067/68 were 0.158;
0.158; 0.169 respectively. See Appendix 5.
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rural poor in Egypt can be obtained directly from the first family
budget survey carried out in 1968/59. This éurvey shows the per
capita purchases for each good in each expenditure ciass. 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".

The relevant figures relating to the physical composition of
subsistence bundles for the rural poor, as revealed by the family
budget data of 1958/59, are presented in Table 12, Comparing these
figurés with the "Food and Agriculture Organisation" estimate of a
minimum diet under Hgyptian conditions reveals a wide gap.

In order to be able to compare the calorie-protein contents of
the subsistence bundles for the rural poor, with the recommended
minimum protein-calorie requirements for working pecple, we have
calculated the subsistence consumﬁtion levels of the rural poor
falling in the expenditure clazss of "less than £E25 per annum". The
results are presented in Table 13. These calculations suggest that
the consumption levels of the rural poor are not sufficient to meet

the requirements for working people:

recommended observed level of

levels levels deficiency
Calorie intake 3, 000 2,026 Q74
Protein (in grammes) 81 59.5 -21.5

Thus, in spite of the crudity of the empirical evidence, it
would seem safe to conclude that those sections of the rural popula-
tion faliing within the lowest expenditure bracket were living below
the bare subsistence minimum, Moreover, this evidence of
profein-calorie deficiencies should help to relate nutritional

deficiency patterns to the socio-economic characteristics of the



TABLE 12

Subsistence Bundles for the Rural Poor in Egypt (Annual per capita figures)

Quantities consumed Quantities consumed by Food & Agriculture
c diti by people in the expenditure people in the expenditure Organisation estimates
ERAL e bracket of {£E25 per bracket of £E25¢50 of per capita requirements
annum, in 1958/59 in 1958/59 of food stuffs, in 1959
(1) (2) (3)
(in Kilogram except eggs (in Kilogram except eggs (Kilogram per year)
in number) in number)
Wheat 32.3 39.7 60.5
Maize and millet 107.4 109.0 140.3
Flour 19.9 16.0 n.a.
Rice and potatoes 13.4 14,0 4.4
Beans and lentils (a) 5.9 T3 29.4
Meat, poultry and fish 6.7 7.6 4.8
Milk and cheese 8.9 10.8 181
Eggs 12.0 14-0 n.a.
Onions 10.7 9.5 15,5
Tomatoes 10.5 9 7 14.9
Butter and animal fat 1.6 2, Nie &
Citrus fruit and dates 3.6 5.3 29.7
Sugar and molasses 9.2 10.8 185
Vegetable oils 2.5 2.3 4.4

Sources and Note:

Columns (1) and (2):
pp. 332-333.
Column (3): estimates of The Food and Agriculture Organisation Regional Office in Cairo.

Figures calculated from: The Family Budget Survey 1958/59, Cairo, 1961,

(a) The excess of the observed average annual intakes per head of meat, poultry and fish in the
1958/59 survey over the Food and Agriculture Organization estimate of the minimum per capita
r?quiremepts of these food items is surprising, since Egypt is generally reported to be one
01 the animal protein deficient countries. This may be due to an 'overstatement' of the
consumption of meat, poultry and fish by the rural poor as recorded in the Survey 1958/59.

- G0¢ -




Calorie-protein Contents of the Subsistence bundles of the rural poor,

TABLE 13

1964/65
Commodity Group Daily Calorie Daily Protein
intake intake
% in pgrammes %
Cereals and Starch 1420 70.1 425 71.4
Pulses 158 7.8 10.8 18.2
Meat, fish & eggs 45 2.2 3.5 5.8
Fats and oils 143 el 0.1 0.2
Milk and dairy products 20 1:0 (| 1.8
Vegetables 1.7 0.8 1.1 1.8
Fruits 26 1.3 0.4 0.8
Sugar and sugar
products 197 9: 7 -

Total 2026 100.0 59.5 100.0

Source: Computed from: The Family Budget Survey Data for 1964/65

_90€_
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rural population,

The ﬁuestion now is who are the rural poor? And what are their
means of subsistence?

To ansﬁer the first vpart of the question imposed above, we
refer to the employment situation since the poor are basically the
landless peasants and very small farmers who depend almost entirely
on their labour for subsistence.14 Generally speaking, the
agriculturel labour force can be divided into three major categories:
the permanent zgricultural woréforce, the temporary (or seasonal)
labour and the openly unemployed. According to the Fourth Agricultural
Census of 1061, 64% of agricultursl labour force were family labour
(1andowners and members of their household), 9% permanent wage labour,
24% temporary labour and 3% unemployed.15 The majority (73% in
1961) of family labour are employed on small size farms (below five
feddans), while permanent wage labour and temporary labour find
employment on medium and large farms,

The category "vermanent agricultural labourers™ mainly include
those who perform the manual operations on the fields. However, on
large farms the category "permanent wage labourers" includes all
groups of -specialised agricultural labourers, such as the "Kallaf"
who looks after the livestock, the tractor driver and other farm
machine operators.

Permanent labourers may have a low standard of living, but at
least they are more or less fully employed throughout the year and

hence earn a steady income all the year round., Nonetheless, the

1 It is beyond the scope of this study to provide a profile of the

employment situation in rural Egypt. See, for example: B. Hansen,
“"Employment and Wages in Rural Egypt", American Economic Review,

op., cit.; and International Iabour Office, Rural Employment Problems
in the UAR, op. cit.

15 Fourth Agricultural Census, 1961, Cairo, 1966, Tables 58.
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nature of their remunerations tend to vary a good deal from region to
another and in many cases they paid partly in kind 2nd partly in cash
according to the prevailing custom and tradition,

Temporary labourers have much less of both standards of living
and source of income than that of permanent labourers. So, in a
~country where underemployment is pronouncedly high,16 and seasonal
fluctuations are a permanent feature of the demand for labour, one
would expect that incomes of temporary labour must be very low. At
this point, it is important to distinguish between two categories of
temporary labourers: farm temporary labourers engaged in temporary
or casual employment in their village, and migratory or "tarahil"
labourers who are usually recruited in large gangs to work outside
their village, either on big estates or for the maintenance of canals
and other public works on a temporary or seasonal basis. It is our
concern here to focus on the group of "tarahil" labourers as they
actually represent the poorest of the rural poor and verhaps the
most neglected section of the agricultural labour force,

Historically, the tarahil labour was a product of the development
of capitalism in Egyptian agriculture. The transition from a
"feudalist" to a "capitalist" sgrarian system following the establish-
ment of private land ownership in the second half of the 19th century
has resulted, through the parallel processes of concentration of
large ownerships and fragmentation of small ones together with rapid
growth of population, in the marginalisation of increasing members

of peasants who had no claim to land and had to join the ranks of the

16 A majority of vrivate and official experts had estimated surplus

labour in the agricultur=1 and services sector to range from 257~
Lo%, see Chapter 5, footnote 43,
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landless., The tarahil system first began by the State recruiting
gangs of peasants to work on the irrigation system under the notorious
system of "corvée", forced labour. Following the abolition of

corvee in 1884, a specialised group of middlemen, “mukawel anfar",
took over the responsibility of recruiting these peasants either to
work on large estates or for public works at certain seasons of the
year. Successive land reform laws have enacted for the benefit of

17

tarahil labourers, But the gap between legislation and reality
remained wide. As we mentioned earlier, minimum wage and working
hours legislation were hardly enforced particularly in the 1950s,
Moreover, the loose definition of a “peasant" who is eligible for the
membership of the union led to the domination of these organisations
by middlemen, and, sometimes, even landowners rather than 1abourers.18
Thus, by 1966 the General Union of Agricultural Labourers with its
4,057 branches had only 37,650 labourers or 10% of the total
agricultural labour f‘orce.19
Finally, it is worth noting that of 700 labourers interviewed,zo
18% were women, 45% were children (less than 15 years old)., Illiteracy

rate was 79% among males and 92% among females, which is much higher

than the average for rural Egypt (65% on average in 1970). Almost

17 The minimum wage legislation of November 1952 was Drimarily
enacted for their benefit as it fixed the working day at eight
hours. In 1964 Law No, 62 instituted the right of agricultural
labourers to form trade unions.

18 F, Abdel-Fattah, The Contemporary Village: Between Reform and

- Revolution, 1952-1970, op. cit., p. 250. :
43 H, Hussein, "Tarahil Labourers on the New Land", Al-Taliaz,
January 1971, p. 21 (in Arabic).

This was based on a survey of a tarahil community carried out, in
1972, by the Department of Sociology, Cairo University. For details
sees Hikmat Abuzeid, "The Economic and Social Conditions of
Tarahil Labourers", Al-Katib, Vol., 15, No. 166, January 1975)

(in Arabic). o
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all the sample population were landless and owned no livestock or
any other assets. Thelr sole source of income was their wage. A
typical labourer joined three to four "tarzhil" every year totalling
110 days on average, and was unemployed for 255 days a year. At an
average monthly wage of £E7.50 and given the number of days worked,
per capita income amounted to £E28 a year or £E2.30 a month, Living
conditions in the camp were "inhuman": they slept in cattle sheds,
had no medical care, drank muddy water and suffered from acute
malnutrition. It is no wonder that many of these labourers never

return to their village.

6.4, THE CONSUMPTION FUNCTION

A, Introduction

The relation between aggregrte consumption and aggregate income
generally termed the consumption function, has occupied a major role
in economic thinking ever since Keynes made it a corner stone of his
theoretical structure in the General Theory. Of all the strands of
Keynesian thought his formulation of consumption behaviour has been
subjected to a very intensive examination and extension.zl

For the purpose of our model, we have decided to use two
alternative disaggregation of aggregzte consumption. The first
divides total consumption by type of consumer and by commodity into:
(a) household food consumption; (b) household non-food consumption;
and (c) government consumption.

The second divides total non-food consumption, of both household

2 . . . 5
1 R. Ferber, "Research on Household Behaviour", American Economic

Review, March, 1962; D. B. Suits, The Determin=ants of Consuner
Txpenditure, A Review of Present Knowledge in Commission on ioney
and Credits Impact of Monetary Policy, Prentice Hall, 1963;

and H.G. Johnson, Issays in lonetary Economies, George Allen and
Unwin Ltd., London, 1967.
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and government, into: (a) consumption of industrial goods; and
(b) consumption of services. Thet is, food consumption is common to
both classifications.

Furthermore, while multiple regression techniques are 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 this latter
residual approach gives a better description of the pattern of
consumption behaviour in the case of industrial goods and services,
and therefore provides us with a better forecasting tool in the medium
term. Ve will start by discussing the regression estimates, and this
will be followed by a detailed an=lysis of the input-output residual

estimates and the hypothesis underlying them.

B. Household Consumpntion

The micro theory of consuner's choice shows demand for a
commodity as a function both of the relative price of the commodity
and the consumer's disposable income. By analogy total demand for a
commodity or a ;roup of commodities would be a function of relative
price 2nd aggregate household disposable income,

Starting from the a priori theoretical specifications outlined
above certain modifications are introduced in estimating the household
consumption function. Since population is a major factor affecting
consumption in Igypt it is entered as an independent explanatory
variable, Furthermore, considering the major changes in income
distribution whiéh have takeniplaée since 1952, fwo proxy variables
are tested. The first is an index of the ratio of agriculture to
industrial wage rates, The hypothesis behind this variable is that

given the difference between rural and urbzn consumption patterns, a

faster growth of average wages in agriculture might favour a faster
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growth of food consumption. The second proxy variable is the con-
ventional one, that is, the ratio of wage to non-wage incomes.
Although the coefficients of both these variables have the right sign,
they are Stafistically insignificant in explaining Egyptian household
consumption functions. Therefore, these variables are consequently
dropped.

The functions which were finally chosen are the following:

£ Y i

Cp =a; +D 555>t + oy (pOp)t +d, (tOt)t (1)

i e 2B el + ¢, (pOp), + d, (tot): (2)

t ap * B \p0p Ca \PD/g T 9y t ,
vhere:

f _ i+s . 2 .

C” and C°'° = food and non-food (industrial and services)

consumption respectively, at constant 1959/60

prices and in £E million,

—~~
=
%
——
I
o
'3
o
]

- per capita private income (at constant 1959/60
prices, £R)
= GNP - Government Net Income
Household Disposable Income g
= GNP ~ (Government Current Receipts
+ Business Retained Profits ) - Transfers)
(pOp) = population size (in millions)

(tOt)i =internal terms of trade, as measuring by the ratio of

£.
food to industrial primﬁe(%&), 1959/60 = 100, an index.

C. Government Consumption

As was explained in an earlier chapter, a number of féctors led
to the sherp rise in government consumption, foremost among which
were defense expenditures, and the increasing direct involvement of
the government in the social‘and economic life of the country. Such

factors are not necessarily a function of growth in GNP. However, by
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way of simplification, and for lack of quantifiable variables to
explain the growth in government consumption, it is related to GNP.22
The government consumption function, along with two other functions
(one for total household consumption and the other for total

consumption of both households and government) are given below,

The latter two functions are given primarily for purposes of

comparison:
g _
Cy =2, + 2y (CNP)y (3)
Ch = g -+ (Y)p-p.Cn (4)
t 0 al t
et =a+n (GNP) (5)
t t

where:

Cg, Ch, Ct = government, household, and total consumption
respectively.

YP-P:C  is defined as above.

GIP = Gross National Product.

(A1l values are at constant 1959/60 prices, and in million £E).

D. Consumption of Industrial Goods

A major characteristic of Egypt's import substitution
industrialisation was the balancing role played by consumption in the
industrial supply-demand equation. The level and allocation of |
investment within the industrial sector and, accordingly, the supply
of industrial goods, were determined exogenously through short and

medium term plans (especially since the beginning of the 1960s). A

g Alternatively we will be treating government consumption and

income as exogenously determined, when testing alternative policy
designs.
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basic assumption underlying the plaﬁning of industrial growth was

that the newly established industries would first begin by substituting
for imports, and then build uv exports. This implies that industrial
exports woula be determined as a residual, after all categories of
domestic use had been satisfied.

In theory, this is tantamount to assuming that the potential
external demand curve for Egypt's industrial exports is infinitely
elastic, which is not an unrealistic assumption given the small size
of these exports. However, the ex-post pattern of export behaviour
was substantially different. First, given the overvalued exchange
rate,23 the domestic prices of the newly produced industrial goods
were significantly above world market prices, and this was detrimental
to the country's ability to compete in foreign markets. Secondly,

a combination of factors retarded the growth of exports. Among these
factors were the lack of experience of industrial entrepreneurs,

about export markets, the in=dequacy of an export infrastructure,

the domestic orientation that was built into the pattern of industrial
growth and poor product quality. As a result of this the growth in
supply outstripped demand and there emerged large quantities of
industrial goods that were neither sold at home nor exported.

In the long run, such large surpluses of industrial goods
might sefve as a primum mobile in the Hirschman sense, that is,
they might stimulate efforts to promote industrial goods. But in the
short and medium term the emergence of these surpluses led first to
the accumulation of large inventqries, secondly to the dumping of

some of them on to the domestic market, and thirdly to a2 slowdown in

20 This point will be returned to when discussing export functions,
24

A large number of them were newly appointed ex-army officers.
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production - in that order. This third step was usually undertaken.
with some measure of reluctence and after a substantial time lag
because of its 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 of some of
the unwanted stocks, industrial planners used all sorts of sales
promotion methods, such as instalment plans, price reductions, and the
like. In addition, in view of the fact that the industrial sector
was both owned and controlled by the government, some of the
accumulated stocks were directly consumed by the government. In
other words, it was consumption rather than exports which equated
aggregate demand with aggregate supply. Therefore, a residual
specification of the equation for consumption of industrial goods
would provide an appropriate description of its behavioural pattern,
and an accurzte tool for its estimation.

The methodology used in deriving the input-output equation for
total (i.e. households + government) consumption of industrial goods

is based on the identity of the input-output row and column sums,

Algebraically:
- M. PR, SR S ST SR | Q. | ii
Xy =dp +Cp + I, +E; =88 =iy +Vp +1 + Ty (6)

d = interﬁediate sales

C = total consumer's demand (both households and government)
I = investment demand

E = export demand

ASt = changes in stocks

e
]

intermediate purchases
= value-added

“imports

i

=) = <
]

= indirect taxes
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(The superscript i refers to the sector, and the subscript t

to the time period.)

The ratio of intermediate sales di
of the products of sector i, to - el - t (7)
final demand for it (at any time LIS N N |
period) t t t
And
The ratio of intermediate Ji
purchases by sector i, to vra,lue} gl _ Tt (8)
added in that sector (at % vi
time t) t
Substituting equations 7 and 8 in identity 6, we get:
(1o, )(c +1 1 ) = AS = (1+et)(vt) + I/I + Tt
Thuss
iy A1 iyl b ii i LT P, |
(=) ©; (48 ) (VL) + My + T + A8, - (L= ) (T +EL)
Then:

i

g () 1 /i

Cp = -7 Wy + =5~ M
(24 ()

1i i i i
T AStt} - I - B (9)

In oxder to simplify as well as to standardise all input—output

functional specifications we replace the coefficient (1+ Bt) by
(24e1)
(« ci); and the coefficient 1 by (azci) where the second and

1)
third letters in («lci) and («201) refer to the name of the variable

to be estimated, and the name of the sector respectively. Thus,

Ci t t

: i ; v i . . /
. i f A1 -3
= mlc:L(Vi) + «ch(ht + T, + AStt> = Eg = Ey (9)
This equation represents the input-output specification for
aggregate consumption of industrial goods.

Needless to say, the estimation of (“lci) and (mzci) requires

the estimation of (di) through the solution of an input-output
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table for each year, The formula used for that is

[ * (X)) = (@)

where:
[A] = the input-output matrix of production coefficients.
X = the vector of sectoral gross output.
d = the vector of sectoral intermediate sales.

As for (i);, it is derived as follows:
i i i
(1)‘t = (X)t = (v)t

With (d)i and (i)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 («yci).

Finally, given the estimated values of (=« ci) and (mzci), and
given the values of our model's endogenous varizbles = Vi, Mi, Ei
and the exogenous variables = Ii, ASi . Tii, we would be in a
vosition to estimate aggregate consumption of industrial goods,
i.e, Ci, from equation (95.

E. Consumption of Services

A consumption function similar to that for industrial goods is
specified for services. The rational of the input-output specifica-
tion in the case of services is that the growth of the great bulk
of services outmut was but little related to ex-ante demand for
services. However, the equation for services consumption is much
simpler than its industrial counternart. This is because in the
case of services the terms relating to exports, impoits, investment
and changes in stocks are excluded on the grounds that services
outout is consumed domestically and is not used for fixed or

inventory investment. Accoxdingly, the services function becomess
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Ci = = cs (V)i + =5cs (T)is
where:
Cs = total consumption of services (by households, and
government).
V" = value added in services sector.

1s S .
™5 = indirect taxes on services.

(All variables are at constant 1959/1960 prices).

(10)



CHAPTER 7

EGYPTTAN ECONOMIC GROWTH

"An Econometric Model"

7.1. INTRODUCTION

This chapter presents the specification and estimation of the
structural equations of a macro-growth model,1 with the aim of
depicting the basic structure and structural transformation which
took place in Egypt's economy during the period in question.2

In an earlier chapter we analysed some of the general policies
which constituted the import substitution strategy. We delineated
the major roles played by those policies in building up the savings
and trade gaps. The trade gap consisted of foodstuffs and capital
goods gap; the fofmer fed by wage and tax policies, the latter the
product of investment policies, The savings gap resulted from three
distinct trends: (i) the budget deficit cut deep into aggregate
savings; (ii1) industrial incomes policy cut into the sources of
private savings; (iii) the allocation of investment to projects with
a long gestation period lead to a rise in the capital-output ratio,
While the existence of any one of these disequilibrium might have been
combated without halting growth, their simultaneous emergence caused
the rate of growth to slow down.

However, the main purpose of the import substitution strategy
was to maximise growth without entailing much sacrifice on current

consumption, through the assistance of external finance and aid. It

s

For more details, see Appendix 6,

& As a consequence of the outbrerk of the Arab-Isrceli war in 1967
which brought major distortions in the behaviour of most of the
system's variables our estimates are restricted to the period

1952/53-1965/€7.
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is in this light that the strategy must be evaluated.

One might argue that the strategy's built-in dependence on
foréign resources was so overwhelming that the strategy had become
largely self-defeating and had vrecipitated the slow down of growth.
Nevertheless, this is not our concern here. Regardless of whether
the difficulties faced by the strategy were a direct outcome of its
deliberate policies or were reached by default, the strategy created
an economic structure that was devendent on a steady and rising inflow
of foreign resources. But the inflow of these resources decreased
and became harder to ottain by the mid-19€0s,

Before discussing the structural ecuation's specifications, the
following section attempts to explain the way in which the complete
model functions, its underlying structural interrelations and its
causal crdering.

7.2, VMODEL FUNCTIONS, STRUCTURAL INTERRELATICNS AND
CAUSAL CRDIZRING

A revealing and compact approach to summarising the model's
operational features is to represent it as an ordered arrow diagran,
Such a diagram combines Tinbergen's arrow diagram technique with
Simon's causal ordering technique and provides an expository device
for the model's structure and its causal relations.3 Furthermore,
this‘kind of arrow diagram is helpful in the pl=anning and designiﬁ%

of economic policies. It assists in the selection of appropriate

3 For a brief discussion of the use of arrow diagrams, sees
B. Hansen, Lectures in Zconomic Theory, Part 2, Lund:
Studentlitteratur, 1967. Ior the idea of the causal ordering of
models, see: Herbert A. Simon, "“Causal Ordering and Identifiability"
in W, C. Hood and T. ¢, Koopmns (eds.) Studies in Iconometric
Method, New York-London, 1953, renrinted also in Herbert A, Simon,
tlodels of l~n, New York, 1961.
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ARROW DIAGRAM OF MODEL STRUC TURE&CAUSAL ORDERINC
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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 this section we concentrate on using the diasgram as a framework
for discussion of the model's structure. From this point of view, the
interpretation of the diagram is fairly straightforward. We need
only to add some of the implicit hypotheses underlying it.

Thé diagram (see Figure 1) shows that net output in agricul ture,
industry, and social overhead services is determined by the initial
stocks of capital amd the total cropped area, together with some
other inputs as fertilisers in the case of agriculture. As stated
latter net output in "other services" is influenced more by labour
inputs whose size is determined as a residual. The sum of sectoral
value-added determines GDP at factor cost and, given the structure
and rates of indirect taxes and the balance of factor payments abroad,
GNP is readily obtained,

Capacity output is dependent on land and capital stocks at the
beginning of the year, which are predetermined variables. The only
non-predetermined variable influencing capacity output in year t is
labour in other services. Nevertheless, actual output fluctuates
with factors such as capacity utilisation,u fertilisers (positive),
the degree of cotton pest infection (negative) as well as with other
factors influencing land productivity in agriculture. An important
policy variable that affects the aggregate value productivity in
agriculture is the allocation of land between cotton and foodstuffs.'
The model does not allow for the assessment of the impact of capital
allocation within the industrial sector except in one indirect case.

The specification of the capital goods import function shows how a

—t e et e

L

There is no significant underutilisation of capacity in sectors
other than industry.
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rise in the share of the capital good's subsector in total industrial
value-added would alleviate the foreign-exchange constraint and thus
contribute to growth.,

Once GNP is known then government net income is ascertainable
since this is assumed to be it.5 Alternatively, we treat both
government income ard expenditure as exogenously determined in order
to use these government variables as policy instruments in designing
economic policies,

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
industrial sectors and the industrial after-wage surplus, disposable
private income determines both foodstuffs consumption and private
savings., At the same time exports of cotton and industrial goods
and imports of intermediate and capital goods are determined by the
sectoral production functions together with gross fixed investment.

Figure 1 also shows that foodstuff production is determined in
the first round while its consumption is determined in the third round.
Foodstuff production and consumption determine imports of foodstuffs.
As foodstuff exports is treated as an exogenous variable in the model,
it might then be regarded as negative foodstuff imports.

Once sectoral production, exports, and imports are known it is
possible to determine consumption of industrial goods and services by
using supply-demand balance equations for these two sectors, These,

together with foodstuff consumption, determine total consumption,

5 In fact the relationship between the growth in government income
and in GNP is quite loose, but we used it only as an indicator of
the trend.
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THE STRUCTURAL ECUATION'S SPECIFICATIONS

A, Model Formq}ation

(1)
(i1)
(iii)
(iv)
(v)

(a)

(v)

(e)
(a)

(£)

(&)
(h)
(1)
(3)

(k)

The strugtural model will be fitted with five functions:

Production function

Consumption function

Export function

Import function, and

Savings function.
The exogenous and lagged predetermined variables are:
Chemical fertilisers used in cotton and food production
(F® 2nd F).
Capital stock: in irrigation and drainage (Ki~1); in industry
(Ki-l); in social overhead services (transport and communication,
housing, public utilities) Kif?; and in other services (commerce
and finance, government, home services) Kzfl. (A1l 1laged one
year.)
Population size (POP)
Internal terms of trade between the foodstuffs and industrial
soboms [l.a, = Soo0cviiis giides Tﬁ ).

industrial prices i

Indirect taxes: on industrial goods (Tii); on services (Tis);
on cotton (Tic); and on capital goods (Tik).
Changes in: industrial stocks (ASTi); and in stocks of raw
cotton (AST®).
Time (t).
Foodstuffs exports (Ef).
Balance of payments on current account (BOP).
Balance of invisible trade including net factor payments abroad

(4)/B1T).

Balance of net factor payments abroad (B.N.F.P.).




1)

(m)

(o)
(p)

2.)

3.)
L.)
5.)
6.)

P

8.)
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Iabour: in agriculture in initial year (Ni); in industry in
initial year (Ni); in social overhead services in initial year
(NEOh); and in other services in initial year (Ngs).
Unemployed workers counted as part of the labour force
(civilian) (Ue)'

Investment in: irrigation and drainage (I7); in land
reclamation and water control (such as the High Dem) (Il’w');

SOh); in other

in industry (Ii); in social overhead services (I
services (I°°); and in inventories (xv).

Inports of consumer goods (M°).

Implicit price deflator for industrial value-added (Pd); world
market prices, as represented by U.S. industrial wholesale price
index (PW); and the price of foreign exchange (R).

The endogenous variables of the model are: |

Value-added in: cotton sector (V®); foodstuffs sector (Vf);

the agricultural sector (Va); the industrial sector (mining,
manufacturing, electricity, and construction) (Vi); social
overhead services (VSOh); other services (commerce, finance,
government) (V°°); and in services sector (V).

Gross Domestic Product (at factor cost) (GDP).

Gross National Product (GNP).

Total indirect taxes (Ti).

Net government income (Y¥&).

Private income (i.e. household disposable income + undistributed
industrial profits) (YP).

Consumption: of foodstuffs (Cf); of industrial goods (Ci); of
services (Cs); of industrial goods and of services by household
Zﬁh(i+sz7} by government (Cg); and total consumption (C).

Private savings (i.e. household and business savings) (s®);
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government budget (current) savings (S€); and total savings (S).
9.) Industrial after-wzge surplus (i.e. industrial value added -

total industrial weges) (Si).

10.) Exports of: raw cotton (E®); industrial goods (Ei); and total
commodity exports (Et).

11.) TImports of: foodstuffs (M1); intermediate goods (M1); capital
goods (115); and total imports (M),

12.) Savings gap (G°); and trade gap (Gt).

13.) Total investment (It); and total gross fixed investment (It-g-f-)

14.) Net capital stock in: irrigation and drainage (K°); in

industry (K7); in social overhead services (K°°0)

; and in other
services (K°°).

15.) Cropped area allocated to: cotton cultivation (L°); foodstuffs>
crops (Lf); and total cropped area (L).

16.) Labour in: agriculture (Na); industry (Ni); social overhead
services (NSOh); other services (N°°); and total employed
1zbour (N°).

17.) Excess capacity output in industry (Exi).

18.) Industrial cepacity output (V©°°*),

All endogenous variables are given in constant 1959/60 prices,

B, The General Features and Estimation Methods of the lModel

(i) The model is akin to the "two-gap" models, vintage in the sense )
that one of its major objectives is to project the ex-ante saving

and trade gaps. Another objective is to test alternative strategies
aiming at reducing the need for large amounts of foreign aid.

(ii) It is completely recursive.  This feature could be deduce& from

the triangular shape of the endogenous variables matrix of coefficients

e e s e v .

The triangular matrix of coefficients of the endogenous variables
does not necessarily mean a corresponding triangular matrix of pre-
determined variables. This latter matrix is not triangular in the
case of our model., This fact is important for the selection of
policy instruments to achieve certain policy targets as will be seen

in Chapter 9.




Figure 2

Coefficients Matrix of Endogenous Variables (Structural Equations only)
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(see Figure 2). By rearranging the endogenous variables according to
the order of their interrelations, a triangular matrix of coefficients
is obtained. The fact that there are no non-zero entries in the
matrix above ihe main diagonal is indicative of the model's

recursive nature.7 Below, some of the implications of the recursive
nature of the model will be analysed., We concentrate here on
examining the situation in the system's labour sector. The growth in
labour supply makes the attainment of full employment difficult without
rapid economic growth, Despite the fact 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 rate, particularly of women.

With a government committed to a policy of full employment,
rapid growth of capital formation becomes a sine gua non to provide
employment for sharply rising labour supply. On the one hand large
investments are recuired to expand the capital intensive sectors,
namely, industry and social overhead services. On the other hand
equally large investments are required in agriculture.to substitute
for the scarcity of arable land and irrigation water. The growth of
agriculture is of paramount import-nce on at least two counts: .

(a) an increase in arable land would help slow down the outflow of

7 This recursive specification is prompted by two factors. First,

it fairly well describes the decision mechenisms of an economy

where central planning vredominates. Secondly, in a policy decision
model it is a major convenience since it allows us to follow step by
step in a cause effect fashion the impact of changing the values of
policy instrument variables on the target variables.
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labour from the agricultural to the services sector; and (b) an
increase in agricultural output is needed to feed the growing popula-
tion and provide the country with the great bulk of its exports.

The Egyptian government assumed, with the aim of accelerating
capital formation, full control of all investment activities from the
mid-1950s onwards, Thus, it was in a position to determine both its
level and pattern of growth. This, however, culminated in the
emergence of various gaps and an excess capacity in the industrial
sector. Judging from this point of view the pattern of investment
allocation was, ceteris paribus, an unbalanced one.

From the above it should be clear that both the level and the
allocation of investment are the driving forces behind the model. They
are under full government control and are therefore treated in the
model as exogenously determined.

Now, a rapid growth of capital formation in sgriculture, industry
and social overhead sectors (e.g. transport and communication, housing,
and public utilities) has two favourable effects. First, it relieves
the pressures on the balance of payments through either import-substitution
or exPorts.8 Second, it reduces the employment pressure on the sector
referred to as "other services" whose main component is the government
sector,

There are two alternatives to cope with the employment problem,
The first is to opt for labour intensive production techniques. The
second is to expand employment opportunities in the commodity sectors
by a rapid growth of capital formation. Egypt's import substitution

strategy opted for the latter alternative. Our model is used to

. 8 In the early stages the acceleration in capital formation might
surely lead to a determination in the balance of payments if it can

be achieved by importing the capital equipment.
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examine the consecuences of this choice.
(iii) The econometric methods used in estimating the model's
parameters are ordinary least-squares and the Cochrane-Orcutt
iterative tecﬁnique.9 In view of the model's pure recursiveness it
was not felt 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 statistical tests (Durbin-Watson
Statistic) indicated autocorrelated error terms, This latter problem
is frequently encountered in policy models such as ours where a
relatively small number of variables are used in the functional
equations,
(iv) Input-Output techniques were used as a supplement to regression
technigues in the estimation of the parameters of some of the structural
equations. They were also used to estim?te changes in these parameters
over time which might have resulted from the structural changes in the
economy., This combined use of input-output and regression techniques
also has the advantage of introducing intermediate demand and the
required sectoral balances between demand and supply into the model,
(v) Alternative functional specifications 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 for policy design,

Now, we discuss the specifications of the structural model.

9 D. Cochrane and G. H., Orcutt, "Application of Least-Scuares
Regressions to Relationships Containing Autocorrelated Error Terms",
Journsl of the American Statistical Association, W4, No. 245, Merch
1949, pp. 32-61.
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I Production Functions

A. Agriculture

We can distinguish between two main types of agricultural
production - cotton and foodstuffs. Cutput of the former is completely
homogeneous except for 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 latter
including cereals, dry legumes, clover, sugar cane, etc. However, for
all practical purposes, the commodity composition of total output in
this sector was fairly stable during the period under study, and is
not expected to change in any significant way in the near future.
Furthermore, as was stated in an earlier chapter, cereals was the
dominant commodity group within that sector.

The choice of explanatory variables to be used in the two
agricultural production functions (i.e. cotton and foodstuffs) entails
a brief explanation of the relationship between demand and supply for
agricultural factors of production.

Given the major structural changes and socizlist transformation in
the agricultural sector of the Egyptian economy, land was the
scarcest factor, It is, accordingly, the dominant factor in the agri-

cultural production function. On the other hand labour was redundant.lo

et et

L Labour redundancy in agriculture could be defined as the total

number of workers who can be permanently removed from the agricultural
labour force with no change in productive techniques and no fall in
agricultursl outmut. The catch phrase here concerns the lack of

" change in techniques; surely, there must be some change, at least
in the organisation of production, if workers are to be removed.
However, some studies on the employment prcblem in Egypt showed
that this problem does not manifest itself as disguised unemployment
in agriculture (defined in terms of zero marginal productivity of
labour) because the agrarian system has a limited ability for retain-
ing redundant workers. See: R, Mabro, "The Egyptian Economy,
1952-1972", op. cit., Chapter 9.




- 333 =

With regard to capital there were three types of demand for
investment: (i) investment in land reclamation which was quite high
given the fact that the country had already reached the extensive
margin of arable land cultivation early in the century; (ii) invest-
ment in water control systems such as dams, barrages, canals, etc,
... since agriculture is water irrigated and not rain-fed; (iii)
investments in drainage facilities as well as intensive use of
fertilisers to avoid a decline in land fertility.

Takiné the above factors into consideration we initially chose
five explanatory variables in the agricultural production functions,
namely: land, labour, capital (mainly in the form of dreinage
facilities), water, and chemical fertilisers. The coefficient of the
labour variable was very small in absolute value and statistically
insignificant in an econometric sense, Although this result is nct
unexpected it might be attributable to the crudeness of the labour
series, especially for the 19505.11 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 deficiencies in
the water series. The water variable was also dropped.

We are therefore left with three explanatory variables, land
(cropped area), capital (mainly in drainage facilities), and chemical

fertilisers. Thus, the structural ecuations for the value-added in

e < . g . B e,

= There is no series for agricultural labour for the 1950s and

this has had to be estimated from Census data, Data is
available for the 1960s. ‘
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the cotton and foodstuffs sectors are as follows:

a
* - c ., (x; ) N v.c.
CORC™: Vi =a, + Dby (L); + e, _n%§5g_ +d, (F)g + (D) (1)
* o f £ (k% ) £
0™ Vv, =a, + b, (L), + ¢, i—l +d, (F)y (2)
2
Where:
Vg and Vi = value added in the cotton and foodstuffs sectors
respectively (at constant 1959/60 prices, and in
£E million),
Lg and Lt = cropped area allocated to the cultivation of cotton

and foodstuffs (millions of feddans),

Ki-l = capital in irrigation and drainage lagged one year (at

constant 1959/60 vrices, and in £E million).

Lt = total cropped area.

Fi and Fi = value of chemical fertilisers used in cotton and
foodstuffs sectors (at constant 1959/60 prices, and
in £E million),

(D)i'c' = a dummy variable which assumes the value of one for
the four years during which a2t least one fifth or more
of the cotton crop is known to have been devoured by
the cotton worm, and zero for other years of the sample

period.

B. Industry

The industrial sector covers mining, manufacturing, electricity
and construction. - However, for all practical purposes, manufacturing

is the predominant sector within this group. The other three account

* Means according to the Cochrane-Orcutt technique.

*% Means according to the least-squares technique.
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for an average 10% of totel industrial output, mining and electricity
alone accounting for only 3% of this total.

Industrial output is specified as a function of capital stock
at the beginning of the period, i.e. a fixed coefficient production
function of the Leontief type, with labour redundant. One of the
reasons for not including labour as an explanatory variable in the
industrial production function is the absence of relizble labour data
for the 1950s.

However, given the supply of capital, an important determinant of
industrial growth is the extent to which installed capital capacity is
utilised. Therefore, a capacity utilisation term is added as an
additional explanatory variable, with capacity output being estimated -
through the peak-to-pezk method.

The structural equation for the value-added in the industrial

sector is as follows:

i i i
CORC vy =a + b (K);_, - E (3)

t
wheres
Vi = value added in the industrial sector (at constant 1959/60
prices, and in £E million)
Ki_l = net capital stock in industry, lagged one year (at
constant 1959/60 prices, and in £E million).

E_ = excess industrial capacity output (i.e. capacity output

minus actual output).

C. Services

- A major feature of the structure of the services sector during
our period was the predominence of the government sub-sector. Over the
1960s the tertiary sector (hoﬁsing, commerce and finance, and other

services) contributed some 47% of the output increase. Furthermore,
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the growth of government services accounted for the great bulk of
aggregate services growth, So that the category labelled "other
services",12 constituted about 33% of total services outwut.
Determining tﬁe limits to services growtﬁ in Egypt entails an
explanation of the nature of demand for capital and labour in services,
and its relation to supply.

Unlike industry, capital acted as less of a constraint upon the
growth of aggregate service output. While for such service sectors as
housing and public utilities, the capital/output ratio was estimated
to be 2.65 and 2.93 respectively, for government services the ratio
was 0.8.13 Moreover, both housing and public utilities accounted for
only around 10% of total services during the 1960s. So, one might
conclude that while capital was essential for some services sectors it
acted as less of a constraint on the growth of zggregate services,
especially in the light of the commodity composition of this sector
as described’above.

On the other hand, labour supply has been z2n important factor in
the growth of goverrment services. With labour supply increasing at
a much faster rate than labour demand, and with the government
committed to a policy of full employment, this meant that a large
portion of the surplus labour was absorbed in the government sector.14
Given the system of national accounts, such an increase in government

employment and wages is tantamount to an increase in government

1= In National Income accounts this 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.

L5 Ministry of Planning, "Follow-up and Evaluation Report on the First
Five Year Plan", op. cit., p. 96.

14 After the evacuation of the British troops in mid-1956 over
100,000 workers became 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
this 2dditional labour is negative, zero, or positive,

Given the existence of a large‘pool of excess labour and capital
acted as less.of a constraint in the serviée sector, the supply of
services in the short or medium term is high elastic. In the case of
government services the size of the budget deficit might act as a
constraint on growth. But even this limit was greatly relaxed during
the period under study due to large inflows of foreign resources which
allowed for a large budget deficit. Of course, ultimately, the
supply of real commodity output imposes a 1limit on the extent and
time horizon of government budget deficit. Otherwise inflation would
ensue.

Accordingly, one can conclude 6n a priori grounds that labour and
capital played varying roles in the growth of output of different
service sectors. Capital was the more dominant factor, and perhaps
the limiting one in transport and communications, housing and public
utilities, while labour was of greater importance in explaining the
growth of output in the remaining service sectors, especially
government.

In our svecification of the services production functions, we
have therefore divided total services into two subsectors, according
to the roles played by labour and capital in their growth.

The structural equations are as followss

corc: (V)3 = ag + b, ®)5P ()
coRC:  (V)§® = a, + b, (K)poy + C(N)}° + (D)'°° (5)

where;
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= real value added in social overhead sectors

= real value added in other services sectors

at constant

= real capital stocks in social overhead sectors) 1959/60

prices

= real capital stocks in other services sectors

= labour in other services sectors

a dummy variable to allow for the impact of the Suez War,
precipitated by the nationslisation of the Suez Canal

Company in 1956, on output.
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II Consumption Functions

As stated in an earlier chapter,l5 two alternative disaggregations
of consumption were considered. The first divides total consumption
by type of consumer and by commodity into: (i) household food
consumption; (ii) household non-food consumption; (iii) government
consumption.

The second divides total non-food consumption, of both household
ana government, into: (i) consumption of industrial goods; and
(ii) consumption of services.

The functions which were chosen are as Tollows:

LS ¢} =a + bl(-l;‘é-g-)t + o) (POP), + 4, (tot),ic (6)

OLS cf':fs - a, + bz(%g)t + o, (POP), +d, (tot)} (7)

CORC cf Fa+ b (GNP) , (8)

/0 cf = (1+Bt) (V) + = {n + 1+ st } I -5 (9)
(1+«t) (1+a

01(v)t + el (M + T;Ll + Agtt ) - I EF

_ (1+BS (T )1s (10)

o
- 0

1/0

S 1t
(24=) ( )
s is
='°clcs(v)t + = e85 (1)

where: Cf and ctts are food and non-food (industrial and services)

consumption respectively, at constant 1959/60 prices, and in £E million,

15 gee Chapter 6, section 6.4,
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P
-P.Co per capita private income, at constant 1959/60
prices, and in £E.
P.Ce _
= GNP - Government Net Income

= GNP - (government current receipts - transfers)

(POP) = population size; in millions,

(tot)l = internal terms of trade, as measuring by the ratio of

8

Cl

CS

i
x4t

i
oot

food to industrial prices %f;;— (1959/60 = 100, an index).

= government consumption g
- at constant 1959/60 prices,

GNP = Gross National Product ) and in £E million.

= aggregate consumption of industrial goods.16

total consumption of services, by household and government.17
= the ratio of intermediate sales of the products of sector

i, to final demand for it (at time t).
= the ratio of intermediate purchases by sector i, to value

added in that sector (at time t).

£6 For the methodology used in deriving the input-output equations

17 for total (i.e. household and government) consumption of industrial
goods and total consumption of services, see Chapter 6, section
6.4.D, and 6.4.E. :
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III Export Functions

In the light of our analysis presented in the next chapter,
two export functions are specified, One for cotton, the other for
industrial goods (manufactures and minerals). Exports of foodstuffs
are taken to be exogenously determined.

An input-output eguation similar to the ones used for consumption
of industrial goods and services was used to estimate cotton exports
as a residual. This specification implicitly assumes infinitely
elastic world demand for Egyptian cotton. However, given the narrow
range of variation in cotton exports, such an assumption is not

18

altogether unrealistic.

The equation used in the estimation is as follows:

c _ (1487) 1

1/0: Et

(T}°- astS) (11)

(v); + :

(142) (14=5)

=, ec (V)g + = ec (Tic - AStE)

vwhere:
rC = cotton exports
v® = value added in cotton sector

Tic = indirect taxes on cotton

A st = changes in cotton stocks.
(all variables are at constant 1959/60 prices, and in £E million).

A multiple regression function was used to specify industrial
exports, with industrial output and an index measuring changes in the
country's price competitiveness in world markets as explanatory

variables. The function is as follows:

18 A similar specification was undertaken by Eric Thorbecke and

Alfred J, Field for Argentinian exports, see: "Relationships between
Agriculture, Non-Agriculture, and Foreign Trade in the Development of
Argentina and Peru" in E, Thorbecke (ed.), The Role of Agriculture in
Economic Develooment, Columbia University Press, New York, 1969,

pp. 165-212.,
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. . d,U.S. .
OLS: E, =a +Db(V); + o (?~Z%}—-)+-f (D)t (12)

wheres

B = exports of industrial goods )_ o samelant 1959/60

V' = value added in the industrial sector) TiiSeo! and in £
million

Pd = domestic industrial value added implicit price deflator

(1959/60 = 100)

?U'S' = U.S. general industrial wholesales price index
(1959/60 = 100)

R = an index of the price of foreign exchange (U.S. dollars).

IFi = a dummy variable taking the value of one for the years

after 1962/63, and zero for the years before, This is

because devaluation of the Egyptian pound after the year

1962 brought about an upward shift in industrial exports.

Finally, it is worth noting that for the price term, an implicit

value-added industrial price index was used instead of the domestic
sales price index, The reason is that while domestic sales prices were
not binding to exporters, in most cases factor costs represented a
minimum below which they would not want their revenues to fall.
Accordingly, the cost of production became the more binding price
factor, and since the implicit value added price index was more of a

cost index, it was chosen,
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IV  Tmport Functions

In the light of the supply-demand relations described in the
next chapter, three different functions are specified for the three

import commodity groups.

A, Food Imports

An input-output equation is specified for foodstuffs, that is

1/0 1 = cf + B - ent (O] C(13)
wheres

Mf = food imports

Ef = food exports

Vf = net food production
(all values are at constant 1959/60 prices, and in £E million,)

“1mf = the ratio of gross food output to its value added.

Since the net food production (V)f variable in our model includes
some non-food items such as clover, but excludes processed food, the

parameter (almf) was adjusted to take into account these two factors.

B, Intermedi=te Goods Imports

A multiple regression equation is specified for intermediate goods
imports with industrial net output as an explanatory variable. The

equation is as followss

CORC: M- =a + b (V) +c (D)™ (%)
% t 1
wheres
Mi = imports of intermediate goods

Vi

™ =2 dummy variable which takes a value of one in 1966/67,

industrial value added

and zero in the remaining years.
(a11 values are at constant 1959/60 prices, and in £E million,)

The dummy variable is included in the function to allow for the
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sharp and sudden decline in intermediate imports as a result of the
foreign exchange crisis of the mid~1960s, Industriel value-added is
used insfead of GDP or total commodity output since the great tulk of
imports was used in industry which, in turn, supplies other sectors
with their requirements of intermediate goods.19 The specification
stated in equation (14) was preferred to the alternative one of
estimating intermediate imports through the use of the inverse of the
input-output matrix of import coefficients on the grounds that for
post-sample projections and even within the period under study, major
changes would have taken place in the entries of the matrix of import
coefficients as a result of import substitution. Therefore in the
absence of information relating to these changes in the input-output
import coefficients, we felt that the econometric approach would provide
a more reliable forecasting tool, given its aggregative nature and our

a priori reasoning about its future stability.

C. Capital Goods Imvorts

.4

There are a different ways of specifying the capital goods import
functions., First, by estimating capital imports as a residual from an
input-output sectoral balance equation. From a policy design point of
view this approach has the advantage that it allows for import

substitution by entering domestic output of capital goods explicitly
into the equation. And even though it does not allow for the foreign
exchange constraint on capital goods imports, this does not represent
a problem here, since the purpose of our model is to test alternative
strategies aimed at reducing the need for large amounts of foreign aid.

In other words, the extent of foreign resource inflows is determined

r— - ————

19 The import coefficient of agriculture (i.e. the ratio of imported
inputs used in agriculture to agriculture output) according to the
1963 input-output table, was less than 37, and for services it was
around 2%. (Note that the great bulk of chemical fertilisers used
in agriculture was supplied, increasingly so, from domestic output. )
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endogenously from the model, and the objective of the different
tested policy mixes is to minimise these inflows,

A second approach is to use a multiple regression function with
investment as the main explaratory variable, supplemented by the
balance of payments (on current account) as a proxy variable for
foreign exchange availability. This approach, however, is inzadequate in
the sense that it does not allow explicitly for import substitution
and changes in the commodity composition of investment, When proxy
variables for such factors are included in the equation, multicollin-
earity blurs the picture.

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
a2id minus payments for imports, This approach, does not 2llow for
import substitution in the capital goods sector and assumes a prior
knowledge of foreign aid inflows.

For the reasons mentioned above, the first method of specifying
th¢ capital goods import function is preferred to the other two. In
addition, since the multiple regression specification provides a
summary measure of the relation between investment and capital

imports, we also included it here. The functions ares

o M =eme (DVET - ek (N - (D (25)

_ tegoLs L

OLs Mg =a+b (I)t + c (BOP)t (15)
wheres

e = imports of capital goods (machinery and equipment)

It'g‘f‘ = total gross fixed investment

<

net industrial output
Tik = total indirect taxes on capital goods.

(a1l values are at constant 1959/60 prices, and in £E million).




“lmk = the shrre
equipment
“zmk = the ratio

transport

BOP = balance of

- 3H6 -

of investment expenditure on machinery and

of gross capital output, also machinery and

equipment, to total industrial value added.

payments on current account,
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V - Savings Functions

In specifying the savings functions we follow the division of
total savings into private and government budget savings. Government
saving equals government income minus government expenditures, with
both income and expenditures related to thé growth in GNP, On the
other hand, privaté saving is specified as a function of private

income and the industrial surplus. The functions are as followss

CORC Y% = a) + by (GNP), (16)
g)é
CORC €} =a, + D, (GNP)t (17)
CORC S} =a + b (Yi_) + o(st) + e (D)SP (18)
POP/
. o /
CORC Sy = «si (V)i (18)

wheres

"

government net income

e = government expenditure on goods and services
sP = private savings (household + business savings)
YP = private income (household disposable income + undistributed

industrial profits)

.

value-added in the industrial sector.

POP = population sigze

Si = the after-wage industrial surplus (= industrial value-added
- total industrial wages)

(D)®P = a dummy variable which takes a value of one in 1961/62,

and zero for all other years,

The dummy variable is to allow for the sharp fall in private savings

* Both Y® and € will be treated, in the course of our policy
design, as exogenously determined.
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in 1961/62, the year of the massive nationalisation programme. It
prevents the sharp decline in that year's savings, which was due to
factors exogenous to the model, from distorting our estimates of the
parameters of vrivate savings.

Several factors, such as the rise in the share of aggregate wages
in national income and the impact of consumption liberalisation
policies, could have had a dampening effect on private savings. Thus,
given the country's low level of average income, one would heve
expected a low private savings propensity. But this was not in fact
the case, The following equation confirms this.,

sP = -46.236 +0.228 (Y)} - 57.780 (F)°P ®% = 0.897

(51.42)  (0.03) (27.18) d = 1.547

From the above equation the marginal propensity to save is
estimated to be 0.23, which is close to 0.26, the estimated value for
the upper quartile of a sample of 32 developing countries.zo There
are two major factors that exnlain this.

(1) The utilisation of para-fiscal measures as an instrument for
promoting compulsory private savings.

In 1955/56 a "Pension and Insurance Fund"™ for government employees
and a "Social Insurance Fund" for non-government employees were
established., These funds were gradually extended to cover all
employees and subscription to them became compulsory. Just 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 salaries of ail employees.  In the mid-1960s a third scheme was

20 Sees H. B. Chenexry and A, M. Strout, "Foreign Assistance and
Economic Development”, The American Zconomic Review, LVI, No. &,
Part 1, September 1966, p. 68K,




-349..

introduced., Under this compulsory savings equivalent to half a
day's pay (and later three-quarters of a day's pay) were deducted
from all wages and Salaries.21

Given that voluntary household savings were quike small, any
absolute decline in them was negligible compared with the compulsory
increase. This, coupled with the fact that during the decade after
the introduction of the social insurance schemes payments fell short
of receipts, ensured that the schemes contributed to the overall
growth of the household savings.22 As for the government's
contribution to the social insurance funds, this 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 tex
and thus could not be considered an addition to private savings.
(ii) The low initial wage share in the national income as a whole,
and the industrial sector in particular.

The cross-section evidence provided by Kuznets indicates that
the share of wages rises as per capita income grows. The share of
the employee's compensation is over 557 for countries with a per
capita GDP of over ¥350, while it is only 47% for countries with
income per capita of 5(100—19‘9).23 In the case of Egypt, estimates
for the lete 1950s indicate that the share of all employee's compen-
sation, including salaries imputed to self-employers, amounted to
only one third of total income, and for industry it was even lower.

Such a structural phenomenon is understandable in the light of

J——

21 por more details see Chapter 4, Section Iy b,

& To ascertain the relative importance of the compulsory pension

and social insurance schemes and their contribution to household
savings, sees F, A, Ezzat, "An Analysis of the Role of Domestic
Savings in the Development Process in Egypt, 1952-1965", M.Sc.
dissertation, Strathclyde University, Lconomic Department, 1975, p.

) S. Kuznets, Modern Economic Growths Rate Structure and Spread,
Yale University Press, 1066, pp. GOG-%05.

29.
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BEgypt's surplus labour which kept wages down. When the share of

wages started to rise at the beginning of the 1960s, this initial low
share substantially reduced the impact of such a rise on private
savings (mainly industrial savings). In addition, since industry was
almost wholly nationalised ot the beginning of the 1960s, it ceased to
pay any dividends to stockholders, with certain minor exceptions.

This factor could be looked upon as one that partially compensated
for the sharp rise in the above-wage payments to employees in the form

of profit sharing and other fringe berefits.,




CHAPTER 8
CHANGES IN EGYPT*®S PATTERN OF TRADE AND DEVELOPMINT

8.1. INTRODUCTION

The main purpose of this chapter is to evaluate the changes in
pattern of trade that were associated with the major changes in
economic and social policies during the period 1952-1970. The chaptex
is divided into sections. The first 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 enables us
to relate the behaviour of manufactured exvorts to the growth,
diversification, and stability of total exports. It also enables us
to discuss economic factors and policies which influenced the per-
formance of both industrial and non-industrial exports. The third
section analyses some aspects of import performance. The fourth aims
to undertake a statistical assessment of some aspects of the pattern

of import-substitution growth and the resulting structural change.

8.2. EVOLUTION OF EGYPT'S BALANCE OF PAYMENTS

During the 1930s, Egypt's balance of trade showed 2 continuing
deficit of arcund one million Egyptian pounds per year. This deficit
was actually accommodated by exports of specie, Invisibles and
capital account items, other than specie, were of relatively minor

magnitude during this period.1 However, it can be said that the

B Tadros indicated that by this period, many of the external assets
accumulated during World War 1 had been repatriated, so that both
foreign ascets and external public debt were reduced. Sees
H. Tadros, "The Balance of Payments", in Institut des Etudes
Bancaires, Série de Conférences Données durant la deuxidme Année,
Cairo, Imprimerie Mondiale, 1956, v. 6.
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balance of payments were not a serious problem. Customs duties were
raised somewhat, both for increased revenue and for protective
purposes; but excevt for this, trade was free of restrictions and
controls,

During the war years Egypt's trade situation was changed in a
number of ways. On the one hand, shipping problems curtailed
exports, This was coupled with the increasing need for food at home,
especially to feed British troops stationed in the country, which
resulted in the re-allocation of land from cotton to wheat production.
Despite the general increases in food prices the average annual
value of food exported declined by around 30% duriﬁg 1040~1944,
compared with the level of the preceding five years. On the other
hand the need to provide supplies to British troops raised imports by.
some 20% over the same period, The increase was heavily concentrated
on food, drink, tobacco and mineral fuels, During the war years,
Egypt;s merchandise deficit amounted to some £E100 million. This
deficit was offset by the flow of funds into the country to finance
British military expenses, This flow was estimated at around
£E550 millions?

Egypt emerged from the war with huge sterling balances of
aporoximately £h40 millions.3 In 1945 these balances were equivalent
to 80% of GNP. They were to be of vital importance in financing
balance of payments deficits up to the late 1950s, after which they

were finally exhausted.

2 Ibid., v. 7.

3 National Bank of Fgypt, Economic Bulletin, Vol., 1, No., 1, 1048,
P. 10,
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Table 1 presents data on the import propensities for the years
1945, 1948 and 1951. It shows that in the years immediately after the
war the increase in imports amounted to around 60% 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 stabilised
somewhat by the year 1948, Both the average and the marginal pro-
pensity to import were Jjust over 20% in 1948 and the income elasticity
of demand for imports was close to one, Imports of consumer goods
increased from an abnormally low war-time level to approximately 144
of private consumption spending in the period 1948-1951, during which
imports from the sterling area were free. The situation prevailing
under free trade during this period is later compared with the
situation that prevailed after controls were instituted in 1952.

Having discussed the role of imports, we now turn to Egypt's
exports, For the last century the country's exports have been
dominated by one product, cotton. Although the share of raw cotton
in total exports of the country had been falling,4 it is still
remained the commodity around which much economic activity revolved,
The importance of cotton in total exports m~de the economy vulnerable
to price and cquantity fluctuations. The total value of exports rose
sharply when price, or quantity, or both, increased. This is
reflected in the 1949-50 export figures which rose by nearly 30% when
prices rose sharply; and in 1961, when exports fell by 20% due to the

damage of a large portion of the crop by insects.

e—

L

In 1907-1909 raw cotton accounted for 95% of merchandise expo€ts;
in-1917-1919, 92%; in 1927-29, 81%; 1937-39, 73%; 1947-49, B0%.
Sees Annual Statement of Foreign Trade, Egypt.



Table 1

Import Propensities In The Period From 1945-1951

Year |Income Imports M AM E |Consumption | Consumer goods | Mc |AMc
(Y) IO - _— 1 (C) imports (Mc) — |-— | E
£E million | £E million | Y Ay £E million |£E million c |Ac 2
1945 552 60 0.11 409 23 0.06
1948 718 161 0.22 30.61 5.6 521 71 0.14 }0.43 7.6
1951 1016 237 0.23 3 0.26 | 1.1 748 102 0.14 }0.14 1.0
Notes and Sources: Y = Gross National Product at Current market prices.
M = Imgorts excluding gold.
C = Total Consumption expenditures.
Mc = Consumers goods imports.
E1 = Income elasticity of imports AM . Y
Ay
E, = Elasticity of consumers goods imports with respect to total consumer

spending AMc . C
ac Mc
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.
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In the early post-war years FEgyptian cotton exports were
influenced by three factors, These were the sharp rise in the price
of cotton relative to other crops; the small increase in domestic
cotton consumption, and the large stocks of cotton accumulated during
the war years. During the period 1945-1951 annual production was
supplemented by running down large stocks and this, together with
the tripling of world prices, boosted export earnings. The terms of
trade improved by 80% and at their peak in 1951, the relative prices
of the country's exports was nearly three times the level of 1945.

Exports of rice, onions, fuel and diesel oils were also
significant. Menufactured textile products, esvecially yarn,
increased substantially in world markets as a result of the Korean
boom; whereas other export components were of minor importance during

5

the early post-war years. Despite the substantial rise in the volume
of exports (especially cotton exports) and the improvement in the
terms of trade, the growth in imports led to a significant deficit

in the balance of trade, as Table 2 shows. Part of this deficit was
offset by the surplus in the balance of invisible trade (derived from
the Allied Forces expenditures). As a result the deficit in the
current account was £E60 millions only over the six years period,
1946-1951, The sterling balances available to the country at that
time made it possible to accommodate the current account deficit,

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.

et

5 Devartment of Statistics and Census, Annual Statement of Foreign
Trade, Cairo, 1960-1961, pp. 370-371; and Llnlntry of the Treacury

The Budget Report for the Fiscal Year July 1960 - June 1961, Cairo,
1960, p. 1}6




Invisible Current Items

After the Second VWoxrld Wer, Igypt's balance of payments
position was strengthened by her substantial invisible erxports,
particularly in the form of expenditures in the country by British
military forces. This item declined sharply after the revolution of
1952 and disappeared entirely in 1955, when the last British troops
were withdrawn from the country. During the early 1950s the Suez
Canal revenue amounted to £E25-30 millions per annum, a large part

of which was remitted abroad as dividends.

Table 2
Aggregate Balance of Payments Flows
1946-1951
£E million
Trade deficit ~194.5
Export Surplus of Services 135,13
Balance on current account - =594
Long-term capital outflow -34.1
Total Financing (to be financed) -93.5
Reduction in sterling assets -159.7
Increased holdings of foreign exchange
and gold 86.4
Increase in other short-term liabilities -8.6
Net errors and omissions -11.6
Total Financing -93.5

Source: 1. DNational Bank of Fgyvot, Economic Bulletin, several
issues.

2. Central Bank of Egypt, FEconomic Review,»several issues.

The net benefit to the country's balance of payments was less than
half this amount, consisting of local expenditures made by the
company, both current and capital, an annual payment to the Egyptian

government, plus any increase in the company's monetary assets
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retained within the country.

After nationalisation the full receipts remained in Egypt, with
the exception of the compensation payments to former stockholders
amounting to £E4 million per year during the years 1959-1963 and
£E3 million in 1964, The number and size of ships crossing the Canal
increased considerably and by 1966 gross receipts amounted to over
£E95 millions, all of which remained in Egypt.

A second invisible export which grew in importance during this
period was tourism. Foreign exchange receipts from this source
amounted to £E23 million in 1961 and £E50 million in 1065.7 This is
clearly a field vhere Egypt has a great comparative advantage and a

huge drive to increase tourism was made.

The Balance of Capital Transfers

Table 3 represents data on the whole balance of vayments
figures during the period 1950-1970. Ixport and import figures
represent actual receipts and disbursements as recorded by the Central
Exchange Control. Although these data differ from the foreign trade
returns which are compiled for customs purposes it is used heré
because it provides an unbroken record dating back to 1950. However,
it must be stressed that there are differences in timing, valuation

and coverage between the two series.

Prenationalisation finances of the Suez Canal Company and their
impact on the Egyptian economy are discussed in detail in: National
Bank of Egypt, Economic Bulletin, Vol. IX, No. 3, 1956, pp. 223-227;
U.N. Economic Developments in the Middle East, 1955-1956, New York,

- 1957, pp. 101-105,

National Bank of lgypt, Economic Bulletin, Vol., XXIX, No. l; 1976,
p. 105.

In the trade returns imports are recorded c.i.f. and exportes f.o.b.,
while in the Central Exchange Control figures a2ll transvort costs
are recorded under invisibles. Barter transactions and passenger's
baggage, as well as goods not paid for in the year, are not recorded
in Central Exchange Control figures, though they are included in
trade returns. Goods on credit are recorded as and when they are
paid for.




Table 3
The Balance of Payments, 1950-1970 (£E million)

r

| £E millions 1950 | 1951 | 1952 (1953 |1954 1955 |1956 |1957 [1958 | 1959 {1960 [1961 |1962 1963 1964 1965 1966 1967 1968 1969 1970
Exports, F.o.b. 188.5] 201.9]145.6{135.3139.8(133.1|129.9|166 161 164.3(200.2(161.3|145.2 (228.8 |227.6 |246.8 |259.5 258.7 288.7 319.7 355.4
Imports, F.o.b. 221.7) 241.9/ 210.5}165.2]150.7190.3]192.3|217.5]214 235.3]1255.21237.8|294.2 |402.6 [399.4 [413.3 |410.9 413.2 369.3 418.4 517.8

| Balance of Trade -33.2] =40 -64.9(-29.9(-10.9|-57.2{-62.4|-51.5|-53 =71 -55 -76.5|-149 -173.8|-171.8|-166.5|-151.4 |-154.5 -80.6 -98.7 -162.4
Suez Canal dues +26.2) +25.4| +26.6|+29.1|+30.6|+31.8{+29.3|+24.3|+43 +44.41+50.1/+51.2|+453.7 {+71.1 |+78.4 |+86.2 |+95.3 +47.0 - - -
British Military Expenditure +13.0[ +14.7| +5.8 [+9.0 [+5.6 - - - - - - - - - - - - - - - -
Interest and Dividents (net) -11.2} -12.5|-12.1}-11.1|-13.1|-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 -11.8 ~16.3
Government Expenditure -5.1{-6.3 |-5.7 |-6.6 |-9.4 |-11.0{-12.9|-16.9|-21.7|-27.9(-25.3(-30.9|-28.4 [-28.3 |-36.8 |-35.5 [-32.3 -29.0 -28.8 -30.5 -33.4
Other Invisibles (net) -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 |+12.9 |+17.2 +20 +10.8 +8.7 +10.4
Net of Tnvisibles 2242 |24.8 [11.5 |22.0 |%.3 23.2. 129.4 |20.3 [|32.9 |35.0 |31.4 |23.2 |31.4 50.9 48.7 56+5 75.8 29.0 -25.9 -33.6 -38.3
BALANCE OF CURRENT PAYMENTS -11.0f{ -15.2}-53.4|-7.9 |-3.6 |-34.0|-33.0{-31.2|-20.1|-36.0|-23.6({-53.3|-117.6|-122.9|-123.1|-110.0{-75.6 -125.5 -106.5 -132.3 -200.7

X (1)

Fa,“ in reserves of 9.4 |19.8 |59.8 |8.6 |-3.1 |31.4 |36.8 [51.9 [22.3 |22.8 [19.4 |25.3 |43.1 |28.3 |8.7 24.1 |[13.9 21.5 +8.0 13.9 24.9
gold and foreign exchange (3] (3)
Net of other Capital movements -3.6 |-4.6 |-2.0 |-0.4 |-0.3 |2.2 -3.3 |-19.6|1.5 11.4 J11.1 }33.9 |78.5 93.7 111.1 {80.9 69.2 s 108.7(3) 111.8(3) 119.0(3) 181.3(3)
BALANCE OF CAPITAL PAYMENTS 5.8 15.2 157.8. ] 8.2 -3.4 |33.6 |33.5 |32.3 |23.8 |34.2 |30.5 |59.2 |(121.6 |122.0 {119.8 ;105.0 |78.1 130.2 119.8 132.9 206.2
Errors and Omissions 5.2 0.0 -4.4 1-0.3 [-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 -13.3 -0.6 -5.5

Notes and Sources:

Including Change in IMF position.

- indica%es capital export, includes Suez Canal compensation payments, net increase in counterpart funds, and change in net liabilities to Sudan.
Including the transfers which were £Esmillion; £E58.2 million; £E110.5 m.; £E128.8m.; and £E145 millions in the concern period respectively.

As from %963, figures are calculated on the basis of the new exchange rate of £E1=$2.3 instead of $2.87.

From 1959-1961 Russian deliveries for the High Dam are excluded from the import figures (these deliveries may amount to £E25 million). This is a
consequence of the traditional statistical procedure of not recording parts of a delivery until the whole delivery has taken place. Because of the
big amounts involved this is a rather unhappy procedure in this special case. d

Computed and Compiled From: National Bank of Egypt, "Economic Bulletin''; Central 'Bank of Egypt, ""Economic Review', Several Issues.

s 8§€ %%
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Table 3 shows that one of the oustanding features of Egyptian
foreign trade and balance of payments was the deficit 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 finally to foreign
exchange difficulties which became critical after 1962, with a formal
depreciation of the Egyptian pound, drawings on the IMF and
adjustments in domestic policies. Behind this 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 invisible account helped to meet part of
the increase in imports, but even these favourable developments were.
not sufficient to prevent a growing deficit on the balance of
payments overall. Since 1955 the deficits were large, persistant,
and ever increasing.

There were striking changes in the methods of financing this
growing deficit. Up to 1958 Egypt relied almost exclusively on
her supply of foreign assets, The main component here continued to
be Sterling, although other foreign assets played a significant role,
including those accumulated in the early post-war period when more
blocked Sterling was released to Egypt than was needed for current
transactions. During 1959 Sterling assets continued to help financg
the payments deficit, although at a decreasiﬁg rate. By the year
1960 these reserves were actually exhausted, and other foreign
exchange holdings continued to provide for deficit payments. By
1962 these other foreign reserves were also exhausted and tﬁefeafter
the burden of accommodating the deficits fell upon foreign loans

and grants.
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8.3. SOME ASPECTS OF EXPORT PERFORMANCE

The export performance of Egypt's economy during the period in
question was far from satisfactory. If we adjust the value of exports
(for the period after the depreciation of the Egyptian pound in 1962)
to allow for a statistical bias towards overstating, we find that
between 1953/54 and 1966/67 real exports increased at an annual
compound rate of 2% (see Chapter 5, Table 10). This rate is less
than half the medium rate of 5% reported for a group of 32 developing
nations, and below the lowér quartile rate of 2.2%.9 Consequently,
Egypt's share of total wérld exports continually declined throughout
the 1950s and 1960s, having reached a peak during the Korean war
boom (see Table 4), The decline from a share of 1% in 1948-1949 to
a share of 0.3% in the 1960s is comparable to the decline in India's
exports, from 2.5% in 1948 to 1% in 1965.10 Economic recovery in
Western Europe and Japan after World War II and the Korean boom
should be taken into account in interoreting changes in Egypt's share
in the late 1940s and early 1950s. These two factors operated in
opposite directions, tut since both were fortuitous it seems
preferable to take 1952 as the base for an assessment of the period.
Restricting the period shown in Table 4 to 1952-1969 does not alter
the qualitative result, although the fall in Egypt's share of world
exports from 0,6% in the base year to 0.3% in 1069 is less dramatic

than the decline cited above.

.

9 H. B, Chenery and A, M, Strout, "Foreign Assistance and Economic

Development", op. cit., pp. 679-733.
AL J. N. Bhagwati and P. Desai, India, Planning for Industrialisation,
London, 1970, Table 18.1, p. 370.




Table 4

Egypt's Exports and Share of Total Value of World Exports

1948-1970

(at Current U.S. @)

World Egypt's Egypt's Share of
Exports Exports World Exports

Year (U.S.¢g million) (U.S.3 million) (%
1948 57500 591.4 1.0
49 53700 514.8 1.0
1950 55400 503.7 0.9
51 75700 583.2 0.8
1952 72300 416.7 0.6
3 82700 394.4 05
4 76100 397.0 0.5
5 82800 397.4 0.5
6 92000 408.7 0.4
4 112000 492.6 0.4
8 108200 470.0 0.4
9 115600 443.0 0.4
1960 128000 550.0 0.4
1 134000 463.0 0.3
2 141600 399.0 0.3
3 154100 522.0 0.3
4 172400 539.0 0.3
5 186400 604.0 0.3
6 204000 604.0 0.3
7 214400 566.0 0.3
8 239000 622.0 0.3
9 272400 745.0 0.3
1970 311800 761.8 0:.2

Source: United Nations, Yearbook of International Trade Statistics,

Various Issues.

..'[9€..
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Ixport earnings (in current year U.S. §) increased immediately
after World War II due to the reopening of trade routes. The Korean
boom swelled earnings further but thereafter they declined and
remained stable between 1952 and 1957, rising to a new plateau
between 1957 and 1963 (save for 1962 when earnings were badly hit by
a cotton crop failure in the preceeding agricultural season)., After
1963 export earnings increased steadily until 1970, pascing the 1948
peak in 1@65.11

In view of the above evidence, it would be wrong to speak of
complete export stagnation. But the performance is far 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
1946 and the end of the 1950s. There was, of course, a recovery
immediately after World War II, but the volume of exports reached in
1947-1948 levels attained just before the outbreak of hostilities.
The guantum index then began to fluctuate around an average close to
the 1947 level., Some of the variations, say in 1949 and 1950, might
be interpreted as responses to price increases in a previous yean;
others were due to instability in cotton yields. One can perceive a
rise in the index over the veriod 1956-1960, but this increase is
exaggerated by the low level of exports in the initial year.

The unit value (exports) index did not always move in the same
direction ac the quantum of exports, Prices rose between 1953 and
1957 when volumes were low, and were falling in the subsequent three
or four years when the guantum index was rising. In the second period
(1962-1970), export prices were generally rising vhile volume tended

S — e . e

11

R. Mabro and S. Radwan, "The Industrialisation of Egypt, 1939-1973",
op. cit., p. 213.




Table 5

Export and Terms of Trade Indices, 1946-1970

Export Export Price Terms of Trade | Export Value
Quantum Indices (1953=100)| (Px + Pm) + Import Price
Index - T8 (1953=100) (1953=100)
vear |(1953=100) | IEET | IRNGNE.
1946 81 .5 57«5 | 82.7 87.3 73.5
47 98.4 64.1 92,2 88.8 85.9
48 105.2 98.5 141.8 130.7 133.2
49 113.6 87.9 ' 114.4 117.0 128.8
1950 112.2 113:5 113.5 149.1 161.5
51 82.5 179.1 1791 206.9 167:6
52 77.0 136 .9 ' 136.5 132.1 102.0
53 100.0 100.0 , 100.0 100.0 100.0
54 88.8 113.3 113.3 117.5 104.8
55 90.8 111.1 11161 11247 104.6
56 85.8 120.9 I 120.9 120.4 99.3
o7 93.3 134.3 134.3 127.2 114.0
58 103.5 115.7 ' 115.7 116.5 116.0
59 107.7 104.6 104.6 119.1 123.3
1960 120.0 113.0 | 113.0 122 .8 146.2
61 114.5 103.6 l 103.6 110.3 128.0
(1963=100)
1962 7 10 90.7 97.0 106.8 82.3
3 100.0 100.0 ' 100.0 100.0 100.0
4 96.7 106.8 ' 106.8 103.2 99.9
5 102.4 113.2 113.2 109.6 112.%
6 105.2 109.8 | 109.8 109.5 115.8
7 90.0 117.0 117.0 120.6 112, 2
8 92.0 124.0 ' 124.0 131.9 127.3
9 108.0 125.0 ' 125.0 130.0 149.4
1970 113 .0 123.0 | 123.0 126 .8 151.1

Sources: For the period, 1946-1961: D. Mead, "Growth and Structural Change in Egyptian Economy', Homewood, Richard

D. Irwin Inc., 1967, Statistical Appendix, tables V-A-7 and V-A-9. For the period 1962-1970, Central Agency.for
Public Mobilization & Statistics, Index Numbers of International Irade, Various issues (in Arabic); also, United
Nations, Yearbook of International Trade Statistics, various issues.
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to fluctuate. Opposite movements in vrices and guantities tended to
stabilise export earnings in the 1957s, while in the 1960s price
rises contributed to the moderate growth in revenues.

Table 5 also shows that BEgypt's commodity terms of trade
improved after World War II, reaching a peak in 1951 as a result of
the Korean boom, The index fell during the next two years but
thereafter stabilised around the 19@9'1eve1 until the end of the
decade. A moderate and fairly steady improvement was noticeable
between 1963 and 1970. The income terms of trade (measured by the
ratio 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 1953-1960 and 1964-1970, |

Thus, the rather sluggish growth of export earnings after 1952
seems to have been largely the result of a slow expansion in export
volume coupled with stable prices. Export earnings (a more relevant
concept than dollar earnings) increased at a similar rate because

import prices were fairly constant between 1952 and 1970.

A, Export Diversification

The diversification of Egyptian exports in the period 1952-1970,
was an interesting aspect of their vperformance, and a quantitative
analysis of this has been undertaken recently.l2 The findings of this
analysis are summarised in Table 6. This study showed that in 1953

Egypt was the least diversifiied exporter of a group of fifteen

e e e o 8 AR o e e el . e e

e P. 0'Brien, "On Commodity Concentration of Exports in Developing

Countries", Economia Internazionale, Vol. 25, 1972, pp. 697-716.
This analysis was undertsken as vart of a comparative study of
fifteen developing countries. The neriod covered is 1953-1968,
During these years, international trade was free of major distur-
bances. The year 1953 is the first aporopriate base after the

Korean boon,
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countries (Argentina, Brazil, Burma, Ceylon, Dominican Republic,
Ghana, India, Jamaica, Kenya, Mexico, Nigeria, Sudan, Tanzania,
Trinidad and Tobago, and BEzypt). By 1968, Egypt rose to eighth place
exhibiting greater export diversification than Argentina and, less
surprisingly, Ghana and the Dominican Republic. Qadratic equations
with time as the independent variable, and entropyl3 as the dependent
variable were fitted for each country. The cuestion for Egypt shows

a strong trend towards diversification (R2 = 0,905), but the place

L The method of measuring export concentration used in that study
was the concept of entropy, which degives from information theory.

Entropy can be defined as: H(x) = % Xy log %~ ; vhere Xy is the
i=1 i

share of commodity i in total exports; and H(x) is the weighted

average of the additional information about the export distribution

obtained when the share of one more product, Xy is known, It can

be seen that, if we define Xy log %~ = 0 whenever Xg = 0,
i
H(x) = 0 when there is complete concentr%tion. The upper bound can

be found by maximising H(x) subject to I x, =1, which yields

n 1 B 5L
the Lagrangean: L= ¢ x, log =~ =A(I x, = 1); and 5+ =

" i X ‘ i 9X.

i-1 s 1 i=1 1

-1 - log Xy ~X= 0 for a maximum. The maximum conditions clearly
are fulfilled when log x; = -1 -1 (a constant) for all i,
requiring x, = %—, and implying H(x) = log n. It is worth noting

that total entropy in a distribution, H(x), can be decomposed into

the entropy due to dispersion within {any number of ) specified

sub-sets and disversion 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 all other nroducts. Let

Xp = I and X, = ? Xy be the shares of total exports coming
lep leo

from primary products and all other products respectively, where

the "e" means "is member of', Then entropy between sets is:

Ha(x) =X _log =4 X, log 1'---; and within sets ist Hw(x) =

D x o X
H(x) - Ha(x). The components of within set entropy can also be
computed rea%ily engugh e.g. entropy within primary products iss

Hp(x) = 2 ;E-log ;R . See: ibid., p. 702; and H. Theil,
' iep p i
Economics and Information Theory, Amsterdam, 1967.

e
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tende& to slacken over the period. This characteristic is shared
with India, Mexico, and Nigeria, while in Brazil the place of diversi-
fication tended to quicken in the 1960s,

The more interesting results arise from a decomposition of
exports into two groups: a fixed basket (referred to as traditional
exports)la and a variable basket (including other exports). One of
the significant findings is that those developing countries in the
sample which succeeded in lowering the degree of commodity concentra-
tion in exports had tended to do so through diversification of their
traditional basket rather than through significant reduction of the
share of this basket in total exports., The Egyptian performence was
particularly remarkable in this respect. Egypt, which made the most
impressive progress in diversification (both absolute and relative
increases in entropy between 1953 and 1968 are the largest in the
sample), wss also the country which showed the greatest increase in
diversification of traditional exports.

Furthermore, greater diversification occurred between sets in
the fixed baskets than within them. In other words, diversification
of traditional exports involved greater changes in the primary/
non-primary products composition (in favour of manufactured goods)
then in the composition of each set. This contrasts with the behaviour
of Mexican exports (the most diversified country in the éample) and
with the behaviour of many other countries in the sample. Finally,

the decline in the share of the fixed basket was more pronounced after

1 Defined as the sum of groupvs 0, 1, 2, 4 and 68 of the Standard

International Trade Clascification, and those groups are: food and
live animals; beverages and tobacco; crude materials, inedible,
except fuels; animal and vegetable o0ils and fats; and nonferrous
metals respectively. Sees U.N., Yearbook of International Trade
Statistics, 1969, New York 1971.




Table 6
Measures of Export Diversification for Egypt and Mexico

1953, 1960, 1968

1953 1960 1968

1. Entropy index for Egypt 1.062 1.968 2.846

all products Mexico 3.829 4.322 4.278
2. Share of fixed basket Egypt 95.8% 95.3% 88.5%

in total exports Mexico 86.0% 87.1% 80.5%
3. Entropy index for Egypt 0.842 1.748 2.557

fixed basket Mexico 3.773 4.316 4.408
4. Entropy between sets of Egypt 0.224 0.549 0.787

primar¥ commodities and other .

products in the fixed basket Mexico 0.479 0.511 0.491
5. Entropy Within Sets Egypt 0.618 1.198 1.770

in the fixed basket Mexico 3.294 3.806 3.917

Source: Peter 0'Brien, "On Commodity Concentration of Exports in
—— Developing Countries', Economia Internazionale, Vol.25, 1972,
Various tables.
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1960 than before. No doubt this was a2 consequence of diversification
of both agricultural and industrial production in Egypt, resulting
from changes in the composition of investment in the late 1950s and
early 1960s.,

However, the considerable diversification revealed by the
entropy measure was the result of changes in the composition of the
export basket of agricultural products and the rapid growth in
manufacturing exports.

Table 7 presents data on the shares of the main products and
commodity groups in export earnings during the period in question.

It shove a significant decline in the share of raw cotton exports from
837%-84% in 1952-1954 to around 457 in the late 1960s. This was
matched by increases in the shares of other agricultural products
(mainly rice) and of manufactured goods, varticularly textiles.

In the light of this structure, it would not be misleading to
concentrate on exports of cotton and manufactures, in order to explain
the past growth behaviour of total exports.

The interesting changes in the agricultural export basket wexre
due to an increase in the domestic demand for raw cotton as an input
in the rapidly expanding textile industry, and to crop reallocation.
In other words, the main determinant of cotton export growth was the
relative increase in cotton production and its domestic use. The land
area allocated to cotton production did not increase during the period
under study (in fact it slightly declined), and with no tfen& towards
increasing cotton land productivity this meant neaz-stagnation_in
cotton output. At the same time domestic use of raw cotton increased
steadily, and this naturally meant a long-run trend towards a decline
in the volume of cotton exports., The cmergence of rice as a significant
export commodity was partly due to reallocation made possible partly

by increased availability of water, and partly by land reclamation in
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the Northern Delta, There was also a shift towards the cultivation
of vegetables and fruit thereby enabling increases in their exports.
These are high value-added crops, and the reallocation of land iﬁ
their favour made an important contribution to economic growth in
agriculture., The advantages of a switch from cotton to rice were not
clear, Reallocation of rice acreage to cotton could not effect
swiftly in response to the variations of the relative prices of these
two commodities, as a result of water-logging.15 The interesting
feature of Egyptian agriculture, however, was a high degree of
responsiveness to the price sig.:nals.l6 However, it is a pity that
price policies do not always provide the signals necessary to improve
further the allocation of resources. Cotton policies were of critical
significance in this respect. The shift against cotton was encouraged
through price manipulations and other measures. This reduced its
attractiveness to farmers relative to other crops and contributed to
the decline of raw cotton in eXports.17
In discussing the growth of manufactured exports it is helpful
10 distinguish between textile and other industrial exports because
of the special conditions characterising the external demand for the

former. The rising competition in external markets for textiles, and

1 See Appendix 7.

16 Farmers also respond to opportunities for profitable reallocation
created by improvements in transport, irrigation and drainage,
agricultural inputs, and by increased supplies of water and credit.

LF One may think that the government is attempting to take advantage

of the low elasticity of world demand for HEzyptian cotton, and

.that the price »aid to farmers involves an export tax element

explicitly designed to maximise net foreign-exchange earnings from
cotton exnorts. However, what is certain is that the price vpolicy
in the 1960s was not conceived in these terms; where its main
purposes were of a fiscal and distributional nature, mainly the
stabilisation of farmer's income through compulsory sales at fixed
Prices which were expected to yield in most years some government
revenues.




Table 7
Shares of Main Products and Commodity Groups in Export Earnings, 1952/53-1969/70

(Percentages)

Main Products Main Commodity Groups
Raw Yarn and | Petroleum | Agricultural Manufactured
Year Cotton | Rice | Petroleum | Textiles | Products | Products Minerals | goods Re export
1952/53| 84.0 - - 3.3 1.1 92.1 0.8 5.8 1+3
541 82.8 0.5 - 3.9 0:9 9055 0.7 8.0 0.8
/58] 72.7 3.5 - 7.6 0.9 86.3 1.3 11.4 1.0
/561 72.8 6.4 - 5.8 0.8 89.0 1.1 9.1 0.8
/57| 69.6 6.9 - 8.3 0.6 85.5 1.5 12.1 0.9
/58| 65.9 9.8 1.0 7.9 0.4 84.9 2.0 12.4 0.7
/591 71.2 2.4 2.5 7.7 0.3 83.7 4.1 11.5 0.7
1959/60| 70.8 2.5 1:7 9.7 1.5 7.6 3.4 18.1 0.9
/61| 64.4 6.6 2.1 11.3 1.1 153 4.3 19.7 0.7
/62| 58.8 1.8 4.8 13.9 A5 67.3 6.5 25+6 0.6
/631 52.5 9.6 6.9 11.1 2.2 69.6 8.2 21.6 0.6
/641 49.2 13 1 6.2 13.9 2.8 67.7 T+ 24.4 0.4
/65| 55.9 8.1 3.9 14.0 4.1 69.6 5.0 24.7 0.4
/66| 55.9 8.4 1.9 16.9 3.7 69.5 3.0 26.6 0.9
/67| 48.8 10.3 1.8 192 3.9 65.9 3.0 29.8 1.3
/68| 44.5 15.9 1.2 19.6 1.6 65.8 2.3 31.2 0.7
/69| 39.4 17:3 1.7 20.0 1.3 64.0 2.0 33.8 0.2
1969/701 49.1 116 1.9 1647 0.2 67.9 2+5 29.5 0.1

Source: Ministry of Planning, Development of National Economic Indicators During the Sixties: 1960/61-
1969/70, Cairo, 1972; And, Indicators of Economic Development in the U.A.R. from the
Beginning of the Revolution to the End of the First Five—Year Plan (1952/53-1964/65), Cairo, 1966.

~ OdE =~
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increasing resort to protectionist policies in many countries,
resulted in a steady decline in thelr prices.

These circumstances were particularly unfortunate for Egypt,
since over 55% of all its industrial exports consisted of textiles in
1959/60-1969/70. The unfavourable external market conditions resulted
in steadily declining marginal returns to textile exports. In fact,
it was estimated that the total net losses resulting from changes‘in
textile export prices during the Five Year Plan period (1959/60-1964/65)
were £E34 million; which amounted to 25% of the total value of
textile exports over the period 1952/53—1966/67.18

It is important to stress the fact that the deterioration in
the export price of textiles and some other industrial exports did
not characterise Western markets only. Ranking19 countries according
to the losses deriving from unfavourable export dprice movements shows
that Arab League countries suffered more then Eastern Bloc countries,
who in turn suffered more than Western Countries.

Finally, exports of manufactured goods other than textiles,
consisted of a large number of items which added up to only £E25 million

20 The obstacles to

per anmum on average during the period 1958-1968,
the growth of exports of these goods were of a more general nature,

namely high cost (and price) and poor quality. However, despite the

relative unimportance of this export group during the period under

18 See:s  S. A, El-Bawab, "Losses and Gains in Mineral and Industrial
 Exports in the First Five-Yeor Plen (1950/60-12¢k/65), mimeographed
memo,, Cairo,Ministry of Plenning, April 1967 (in Arabic),
19

Ranking was on the basis of losses per unit of total exports.

This is particularly serious for Egypt's forelgn~exchange receipts
given the fact that over 507 of tot=l industrial exports went to
these two country groups. Sees Ministry of Planning, Follow-Up
Revorts, various issues.

20 : . Dt
Sees Census of Industrial Production, Annual Statement of Foreign
Trade, various issues.
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study, maximum efforts must be exerted to promote it in the future
given the highly world income elasticity of demand for it, and

consequently, its more promising future growth potential.

. ; i w2
B, Prices and Forelgn-Exchange Policies

As mentioned above, rising costs and prices represented a major
obstacle to the growth of non-traditional exports, An examination of
the movement of domestic industrial prices, world market prices (as
represented by the U.S. wholesale industrial price index), and the
exchange rate of the Egyptian pound from the pre-world War II years
to the end of the period under study, would lead us to the following
conclusions:

(i) During World Wer II, domestic industrial prices increased at a
much higher rate than world market prices (as represented by both U.K.
and U.S. prices). This was due mainly to the sharp rise in the
Allied troop's expenditures in Egypt, accompanied by a decline in
domestic production and imports due to war conditions.

(ii) The devaluation of the Egyptian pound in 1949 pari passu with
Sterling did not rectify the decline in the purchasing power of the
former relative to the latter (nor to the U.S. dollar). The reason
is that all of Egypt's trade at that time was with Britain and other
members of the Sterling block, all of which followed the British in
devaluing their currencles, Furthermore, whatever effect the
devaluation of the Egyptian pound might have had was negated by the
inflationary price rises which accompanied the rise in cotton prices

and income during the Korean boom,

&l For a summary discussion of the evolution of Egypt's foreign-
exchange policies, sees B, Hansen and G, Marzouk, Development and
Economic Policy in the UAR (Egypt), op._cit., pp. 191-198. For a
detailed discussion, see: M. S. Mourad and F, Moursi, Foreign-
Exchange Budget and the External Finance of Developments A Special

Study of Egypt, op. cit.
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(iii) After 1953 the inflationary tendencies in the economy receded.
More prudent fiscal and price policies certainly helped greatly in
that direction. The government reduced the area under cotton
cultivation considerably and increased the price of cereals in order
to expand their production and compensate farmers somewhat for their
loss of income. Budgetary policy was also revised in a deflationary
manner, In the field of foreign trade and payments the most
important measures taken in the 1953 were: (a) the introduction of
a licensing system for imports from countries accepting sterling,
and restrictions on all remittances abroad; (b) a big increase in
import duties on so-called non-essential goods; (c) a tax of 10% on
payments connected with certain specified invisibles; (@) extended
arrangements for payments through the Export Accounts (introduced
in 1949); and (e) the introduction of the Import Intitlement system.
The Import Entitlement system resembled the Export Account
system in one important respect: it implied a partial depreciation
of the £E. Under the Import Entitlement system Egyptian exporters
earning dollars or sterling were entitled to import licenses for a
proportion of their earnings. These licenses could be sold at a
premium to importers. Judging from the premia, a partial devaluation
of up to 15% was involved. The Export Account and the Entitlement
scheme wefe abolished in Jenuary and August 1955 respectively.
Multiple exchange rates were introduced soon after and widely used
in the late 19%0s, first in the form of premia on foreign exchange
proceeds from cotton exports (10%-25% in 1957), and later through a
general premium in favour of exports. This premium was set at 35%
in January 1958 but reduced to 21% in September of the same year.
The tremium system was modified several times between 1959 and 1961,
However, 1961 saw a return to a uniform premium of 20%.

(iv) 1In 1962 multiple exchange rates gave way to an official
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devaluation when the Egyptian pound was devalued by 247 against the
U.s. ¢.

In the light of the above historical 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 five years 1962-1967,
domestic industrial prices increased by 155% while U.S. prices
increased by 5% only. This meant that whatever gains in price
competitiveness ﬁere achieved through the 1962 devaluation were more
than negated by the subsequent price rise. Indeed Egyptian industrial
export prices were well above those prevéiling in world markets and
this prompts the question -~ Would a further devaluation of the
Egyptian pound have eliminated the country's external deficit?

In international trade theory, the answer to this question
depends on a large number of complex variables such as world price
elasticity of demand for the country's exports, and domestic impoxrt
and savings propensities, In the Egyptian case the situation was
vitally affected by the price inelasticity of demand for imports and
the price inelasticity of the supply of major exports., The former
results from the fact that Egyptian imports were generally restricted
to three categoriess foodstuffs, intermediate inputs to the mamu-
facturing sector and capital goods. For foodstuffs depreciation
increases the import prices of these basic goods but since the prices
paid by domestic consumers for these goods were subsidised by the
government, devaluation would have resulted in an increase deficit
on the food account rather than an increase in domestic price ievels.
As far as the imports of capital goods and other imports are concerned
it is 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 potential gains from devaluation on the export side
would have been largely confined to non-cotton exports for which there
existed both an elastic world demand and an elastic domestic supply.
Although some such commodities no doubt existed the scope for
improvement was probably quite limited.

Finally, the promotion of manufactured exports also involved
subsidies. OSpecial institutions operating as equalisation furds 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 fertilisers and
other industries were also created the range of manufactured exports
which received subsidies was extremely limited.

In short, Igypt applied the usual policy measures to promote
exports, but in a timid and erratic way. Fluctuating conditions in
the world cotton market and the inherent difficulties of policy
management when the demand for a commodity was not very elastic account,
perhaps, for frequent changes in export measures. The limited
recourse to devaluation and explicit subsidies may be explained by
bilateral transactions with the Eastern bloc, an aspect that is
analysed in the following section,

C. Geogranhical Concentration of Fgyptian Trade and its
Inplications

At the outset it must be pointed out that major changes in the
geographical structure of Egypt's trade took place during the period
under study. Table 8 shows that one of the major features of Igypt's
foreign trade was the large Eastern block share of total transactions.
But, the interesting question is whether this concentration in the
direction of trade has adversely affected export performarce. The
answer to this question will become clear as we proceed.

First of all, the development of links with the Soviet Union and
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other Fastern Buropean countries must be put into perSpective.22
The relationships were established initially for purely commercial
and economic reasons. In 1948 Egypt attempted to diversify its
external markets because her traditional partner (the U.K.) was not
able to satisfy her demand for imports, and because she could not
finance desired imports from the U.S. and other countries, being
unable to exchange sterling balances f&r dollars.,

In 1948 the first bilateral trade agreements were entered uvon,
and the share of the U.S.S5.R. in Egyptian exports and imports amounted
to 8% and 7% respectively. In 1953 and 1954 Ecypt renewed its trade
relationship with Eastern Hurope, with which it had traditionally
traded before the Second World VWar, By 1956 Rastern Europe absorbed
287, of Egypt's exports. The Soviet Union remained until 1956 a very
minor pertner. The growth of exports to Fastern Europe was not
matched by increzses in imports.

The establishment of close economic links with the Soviet Union
and their continued existence between 1956 and 1970 resulted from the
Suez Var wvhich was followed by a trade blockade. The U.S. foreign
policy stand in the Arab-Israeli conflict demand Egypt the arms that
it required and Egypt had 1little option but turn to the U.S.S.R.
Neither the ideology of the regime nor a special preference for
bilateral trade explains these developments, In fact, Egypt was
always eager to diversify sources of both aid and trade. A great

success of Nasser's foreign policy was to secure a resumption of U.S.

?2 For more detzils, see: R. Mabro, "Egypt's Economic Relations with
the Socialist Countries", World Development, 3 (5), May 1975.



Shares of The Eastern bloc and U.S.S.R. in Egyptian Trade

Table 8

1948-1970

(Percentages)

Exports Imports.
Share of Share of
Eastern bloc U.S.S.R. U.S.S.R. in Eastern kloc U.S.S.R. in| U.S.S.R. in
in in Exports to in imports from
Years | exports exports Eastern bloc . imports imports Eastern bloc
1948 13 8 61 11 4 64
54 11 1 9 5 1 20
56 28 4 14 12 4 33
58 47 17 36 31 13 42
59 51 18 34 30 13 43
1960 44 16 36 25 10 40
1 45 15 33 25 11, 44
41 15 36 23 8 35
3 45 19 42 20 5 25
4 46 18 39 18 8 44
5 53 21 39 23 9 39
6 53 23 43 27 9 33
7 50 25 50 42 21 50
8 48 28 58 39 16 41
9 52 33 63 31 13 42
1970 60 38 63 32 12 37 .
Source: International Monetary Fund, Direction of Trade; and National Bank of Egypt, Economic

Bulletin, VolXXIV, No.4, 1971, Table3/2b.

~ Ldk ~
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aid in 1959, at the same time as U.S.S.R. was increasing her
commitments towards Igypt. As a consequence Igypt received sub-
stantial economic assistance.from both the U.S. and U.0 .S.R. during
the veriod 1959-1964, The increase of the investment ratio and the
growth performance of the economy during this period suggest that
these additional resources were nut to good use.

To evaluate Egypt's bilateral trade with the Communist block
by comparing it with a hypothetical multi-laterazl situation that might
have prevailed would be futile. This norm was almost certeinly
unachievable, the option never real in the circumstances of the late
1950s and the 19€0s, We therefore attemot to answer the guestion,
How did Egypt fare in the actual relationship with the Eastern block?

A major aspect of bilateral trade relates to the way in which
prices are determined. Gains and losses may result from bilateral
trade, relative to multilateral trade, if world 2nd agreed prices
diverge. It is known that in negotiating trade agreements, Egypt
and her partners constantly referred to world prices. This poses all
sorts of practical and conceptual difficulties., One specific problem
arises in connection with cotton. As foreign demand for Egyptian
cotton was not very perfectly elastic, reference to world prices in
bilateral trade was not necessarily optimal, This price was
influenced by the gquantity sold to the U.S.S.R., and the correct
procedure would have been to adjust these cuantities in a way that
equaliced marginal revenues from sales in different merkets. This
was not attempted explicitly. Eeypt consistently sold its cotton to
the Eaétern block with a premium ranging between 6% and 20% over the

23

price to other destin~tions.

23 See: Ministry of Planning, Price Plenning Agency, Memo. no. 11,
Commodity Reports Series, 1l: Cotton, Cairo, May 1972, pp. 222-223.
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A study of bilateral trade between Egypt and Socialist countries
undertaken in 1967,211L showed that the average unit value of exports
to Socialist countries during the period 1952-1963 was higher than
that of exports to the rest of the world by the following percentages:
cotton (Karnak), 6.1%; cotton (Menufi), 7.2%; rice, 54% onions,
17.4%. 1Import comparisons were more difficult for two reasons:

(a) commodity imports are generally less homogeneous than the four
primary exports identified, and (b) the study failed to get access

to price data on non-commodity imports. However, the study succeeded
in taking 46 observations for commodities imported in the years 1962,
1963 and 1965 which were sufficiently homogeneous for meaningful
comparison, Egyptian import prices from Socialist countries were
lover than world prices for 22 commodities, and higher than world
prices for another 17 commodities. In the case of seven commodities
import and world prices were identical, Quantitative evidence on the
prices of machinery was absent but the study suggested25 that Egypt
was paying 20%-507% more for machinery and equipment from Socialist
countries than from free-currency sources, and that the quality

of Eastern block equipment was inferior to Western

2% . K. Kardouche, United Arab Revublic: Case Study of Aid

through Trade and Renﬂyweng‘qf Débﬁhinwpoodsupp_gooﬁl Cu urrencies,

Umited Nations Conference for Trade and Development, New York,
Geneva, 1969.

25 This was based on direct questions put to the Egyntian engineers
and officials,
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26

machinery.

However, it is likely that the main advantage to Bgypt of
bilateral trade with the U.S.S5.R. and Fastern Furope arose from the
link with aid. Trade was always associated with credit, a facility
vwhich was not always available in.the rest of the world on the very
advantageous terms offered by the U.S.S.R. (2.5%-3% interest and
medium-term loans),

Finally, it is unlikely that trade relations with the Soviet
block could have prevented exports from growing faster than they did.
Egypt 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 bilateral trade esgreements, If a surplus was

available, these opportunities would have led to trade creation.

8.4, IMPORT SUBSTITUTION AND IMPORT PZRFORMANCE

Introduction

Import-substitution industrialisation started at the beginning

of the century, but it was only after the Second World War that it

26

It is worth noting that the pricing of exports and imports in
Egyptian pounds from Socialist countries shculd take into account
the effective rate of the Igyotian pound vis-a-vis convertible
countries., In bilateral transactions, accounted for in £E,

higher export and import prices than implied by the conversion

of dollar values at the official rate are agreed upon. This would
explain the higher unit values of exports to Socialist countries
and of imports of machinery, industrial goods, and commodities
such as metals, and fuel oil from these countries, as compared to
unit values of exports/imports with the rest of the world. But,
this hypothesis does not appear to account for the wholz of the
evidence since the price of certain commodity imports (tobacco.
leaf, wood, caustic soda, sulphate of nmmonia) from the Eastern
block were lower than unit value of the same commodities acouired
from other sources. This lower pricesmay reflect inferior quality
and may be attributable, in some of those cases, to the existence
of spare cavacity, surplus stock or abundant natural supplies
(e.g. wood in the Rumaina, Soviet Union) in a Socialist country

at the time of 2n agreement.
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had gained enough force to be able to propel the economy forward,
thus substituting for cotton exports as the engine of growth.

Despite the wide currency of the term "import-substitution" in
the development literature, it is surrounded with ambiguity. It is
used in different contexts to refer to different things and has
misleading connotations. It is often used to characterise an
industrialisation strategy which purports to encourage the domestic
production of a set of gocds hitherto imported by raising tariff
levels 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 it suggests that the industrizlisation strategy necessarily
leads to a decline in the import coefficient of the economy. The
strategy is better defined by "its orlentation towards the domestic
market (inward-looking) or by the policy instruments used (import
tariffs amd control)". &

The term "import substitution" also refers to the effects of
industrialisation on imports. Measures of the effects are termed
measures of the degree of import-substitution achieved (could be
either positive or negative). In this context, we are confronted with
conceptual and empirical issues such as how to define the effects in
a way that makes economic sense and how to estimate them, rather thap

with semantic difficulties.28

e .

27 R. Mabro and S. Radwan, "The Industrialisation of Egypt, 1939-1973",
op. cit., p. 191. - '

The main problems are (i) that the effects of industrialisation on
imports cannot easily be sevarated from the effects of other changes
in the economy, some induced by industrialicsation itself, and

(ii) that the effects should be assessed in relation to what would
have happened to imports in the absence of industrialisation, that
is, a hyvothetical situation vwhich can never be satisfactorily
specified. See: 1ibid.

28
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Finally, an issue of interpretation also arises. Changes in
import coefficients or estimates of that part of output growth
attributable to the replacement of imports by domestic production,
simply describe actual features of economic development. The economic
importance of actual changes in import parameters cannot be assessed
without reference to some norm.29 Interpretation might not appear
difficult if the only objective of volicy is to reduce dependence on
imports. But to pursue such an objective irrespective of costs would
be irrational., Therefore a complete assessment requires a detailed
estimation of costs, Vhat matters is the divergence between actual
values and the values that would have obtained had optimal policies
been pursued. This is a task which cannot be attemvted.

In this section we are concerned with import-substitution in
the narrow sense of actual import effects. Descriptive analysis has
its uses for establishing facts and for inter-temporal and
cross-sectional commarisons. Import-substitution in the sense of a
strategy is a broader concern of this study.

Table 9 reveals variations in import-coefficients in different
periods. The import ratio was fairly stable at around 147 between
1953/54 and 1957/58 compered with the 19% of 1952/53. In these years
Egypt's balance of payments on current account was showing a small
deficit even though import controls were in operation and tariffs
had been raised. The subsequent rise in the import coefficient during
the first half of the 1960s was made possible by foreign aid and the
ability to run a current deficit for a while. It was associated with

an increase in the investment ratio. But these increases in civilien

-t e e

=2 The norm against which actual development should be judged is
the set of parameters which optimise the social objective
Tunction.
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imvorts (armaments are not included in our data) and investment could
not be sustained because the U.S,A. withdrew its 2id in 1965.30
Exports were stagnant and the increesing requirement of military
equipment31 put new strains on the belance of payments., We are
inclined to believe that the low import cosfficient of the late 1960s
reflects much more the operation of strong constraints on the
capacity to import than a significant decline in ex-ante propensities.
Indifferent export performance and a crushing military burden were the
main causes of a situation which led to reductions in both investment
and imports, a situation detrimental to economic growth.

The Table also reveals that real merchandise imports increased
at an average compound rate of 6.67 per annum, whereas real GKP
increased at an annual rate of 5% during the period 1952/53-1964/65.
This vpoints to an average import elasticity of more than one. The
high income elasticity of imports is unilerstamiable in the light of

. o 3
the rapidly accelerating rate of growth of capital ‘f’ormm‘,lon’2 and the

e .t ool o s e .

P y.s. aid (net disbursements) was estimated at U.S. §204 million in
1963, and U.S. §231 million in 1964, The amounts decreased to
U.S. 66 million and U.S, $20 million in the years 1966 and 1968
resvectively. Sees U.N, Statistical Yearbook, various issues,

31

Officirl data on armament imports and on the evtent of foreign
military aid are not released. Unofficial estimates, nublished
in the U.S. and the U.K., which can be taken as informed guesses,
are presented in the following table:

Fgypt's Military Expenditures

Year | Fstimated Amount, U.S. ﬂ million

1967 718
1968 740
1969 836
1970 1,263

Sources SIPRI, World Armaments and Disarmament, Yearbook 197,

9 It is worth noting that Carlos F. Diaz-Alejandro has pointed out,
the import itensity of import substitution is a function not only
of the level of investment but also of the rate at which it changes,
i.e. its second derivative. See: "On the Import Intensity of Import



Value of Commodity Imports,

and Gross National Product, 1952/53=1969/70X£E millions)

Table 9

Consumer | Intermediate | Capital | Total Import
Year Food | goods goods goods Imports | GNP Ratio to
GNP (%)
1952/53 47 55 58 42 202 1086 18.6
- 53/54 27 36 53 36 162 1085 14.0
54/55 21 30 62 44 157 1115 14.1
55/56 22 24 67 5. 164 1151 14.3
56/57 32 12 68 45 157 1158 13.6
57/58 42 19 72 48 181 1227 14.8
58/59 47 25 88 56 21R 1289 16.8
59/60 46 10 114 56 2.26 1376 16.4
60/61 37 5 125 62 229 1445 15.9
61/62 61 8 130 69 268 1498 1% 9
62/63 64 13 144 76 297 1685 17.6
63/64 67 15 163 84 329 1851 17.8
64/65 70 7 162 74 313 2030 15.4
65/66 74 9 181 100 364 2125 171
66/67 82 12 136 68 298 2150 13.9
67/68 78 10 113 67 268 2132 12.6
68/69 45 9 100 46 200 2139 09.4
1969/70 48 7 145 50 250 2274 11,0
Source: Computed From: (1) National Bank of Egypt, Economic Bulletin, Several Issues.

(2)

Ministry of Planning "Exports and Imports during the

Period 1959/60-65/66 at Current and Constant Prices', Cairo,

(In Arabic); Also,
"Follow-up Reports and Evaluation of Economic Growth in the UAR, Cairo (in Arabic).

= ﬁgg &
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inelastic supply of food and raw materials,33 in spite of the
invard import-substituting nature of this period's growth.

However, the growth behaviour of the aggreg=te imvort coefficient
conceals a complex pattern of interaction between domestic structural

changes and imports. To understand this pattern of interaction is

not only essential for our analysis, but also a sine qua non for

the estimation of relatively stable parameters for the import
function.

Consecquently, total imports were disaggregated as shown in
Table 9. The shares of food imports, intermediate products and
capital goods increased at the expense of consumer goods between
1952/53 and 1965/66. However, there were important year to year
fluctuations., These were attributable to the changes in agricultural
outpﬁt that referred to changes in domestic policy and external
' repercussions. A great deal of import-substitution had taken place
for manufactured consumer goods since the First VWorld War, and by the
early 1950s imports of this category of good accounted for less than
10% of total commodity imports, declining to less than 57 over the
remainder of the period under study. Furthermore, imports of

manufactured consumer goods were wholly determined by exogenous

34

government policies of import controls, Despite these variations

the trends are easily discernible.

et e -

33 Cross-section evidence points to an income elasticity of import
of around one, However, for countries with a low-resource endov-
ment, the import elasticity would be substentially greater than one,
See: Loreto M. Dominguez, "Economic Growth and Import Recuirements",
The Journal of Develovoment Studies, VI, April 1970, pp. 283-279;
Klso, H, 3. Chenery, "Pattern of Industrial Growth", op, eit,,
pp. 624=654; and K. Berrill (ed.), "The Effects of Remoiivoss Of
Economic Growth" in Economic Develonment with Svecial Reference to

East Asia, St. Martin's Press, Tew York, 106k, pp. 19-52.

——— e o

34

For these reasons, the imports of manufactured consumer goods were
treated as exogenously determined in our model.




Three influences were at work: the expansion of industry
(relatively more intermediste goods and less consumer goods); the
high level of investment activities (a larger share of capital 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 of population growth together with
government income and price policies which encouraged food consumption.
The rise in food demand was, of course, in contrast to an Jdinelastic
domestic supoly.

The growth in intermediate imports wés a direct outcome of
rapid industrial growth. While a substantial share of the growth in
industrial output was import substituting, it generated at the same
time a demand for other intermediate imports. The emergence of new
types of intermediate imports, as industrialisation proceeds, is
particularly accentuated in countries with a low-resource endowment,
such as Egypt. Structural change in industry brings about a shift
from simple processing of domestic raw materials, as in the case of

“textiles, food, and cement production, to more complex industries
whose manufactured inputs, as well as raw materials, have to be
imported. It is this process of structural change, together with the
acceleration in the rate of industrial growth, which was responsible
for a high rate of growth of imports of intermediate goods.

Lastly, the rapid growth of imports of capital goods hardly
needs an explanation., The rapid growth in invesiment, and the change
in its structure which Favoured industry, led to a rapid growth in
demand for capital goods in the form of'machinery and equipment.

This rapid growth in demend, coupled with the small domestic capital
goods sector, meant that the bulk of capital geods had to be imported.

The question now arises -~ how did the country finance a rising

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 boon), Although we answered this
question earlier by analysing the current invisible account and the
capital account, a discussion of pricing policy is also relevant since
relative prices will not only affect the pattern of industrial growth
but import substitution and the commodity composition of import.

Egypt has a long history of price controls going back to World
War II. Initially, they were confined to a few essential consumer
goods such as bread, sugar, and oil and to house rents. The main
purpose of these controls was to prevent rises in the cost of living
of the poorer sections of the community. The controls were accompanied
by subsidies (bread) and rationing (sugar, oil, kerosene). As for
rents, the policy amounted to a redistribution of income from land-
lords to tenants, irrespective of the tenant's wealth or ability to
pay. In agriculture policies were introduced on several occasions in
an attempt to influence the pattern of crop allocation between cotton
and greins.

Direct public investment in industry led to the official
determination of prices for goods produced by public or semi-public
firms. The criterion generally applied was costs plus a "fair"
margin, a oprocedure which called for frequent revisions, either
because of rising costs or because of difficulties of matching supply
and demand at the administered price.

In the 1960s most manufactured commodities were sold at
administered prices as a consequence of the extension of public
ownership over modern industry. A report qf the Ministry of‘Pianning
dated July 1967 criticised the chaotic state of the pricing systen,
tﬁe conflicting procedures adopted by the various agencies administer-

ing prices, and an almost total absence of co~ordination.35 The

35 Ministry of Planning, Follow-up Report: 1960/61-1064/65, Part 2
Cairo, 1067.
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agencies responsible were the Ministries 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 determin~tion of prices of imported
commodities while the Treasury applied indirect taxes under various
guises. The systenm described is akin to cost-plus pricing at the
factory gates, to which trade margins are added.

The margin, however, was not split up between wholesale and
retail trade, which enabled wholesalers to approoriate the largest
proportion., The specification of goods in price licsts was defective
as firms were able to vary the quality, 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 after
considerable lags in resmonse to shortages or gluts which they failed
to cure. Prices that clear the market were difficult to guess.
Prices were also revised for a host of different causes (foreign
exchange constraints, rising costs in one firm, requirements for
additional fiscal revenues) without much consideration for the effects
of changes on the set of objectives which the pricing policy was
supposed to achieve.

It is worth noting th=t the method of cost-plus pricing leads
to inefficient allocation of resources as it fails to penalise or
expose high cost producers, It does ﬁot necessarily benefit the
consumer because inefficiently produced commodities remain expensive;
it does not differentiate between monopolies and other firms and
therefore destroys an important indicator of performance by allowing
any firm a margin of profit whatever the level of its costs. Neither
can cost-plus pricing be defended on distributional grounds. Marginal

cost pricing, though difficult to apply in practice, is the relevant
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method if the government is concerned with monopolistic behaviour.
~ Where distributive Justice is important, taxes and subsidies are the
relevant instruments. However, it is worth noting that price and
tax policies in Egypt (save for a few commnodities such as bread and
for rents) were not designed to improve the distribution of income.
The pricing system in Hgypt attempted to achieve a variety of
objectives. Therefore it was doomed to failure given that it is
technically impossible to achieve multiple goals with a single
instrument. After 1964 the government was no longer concerned with
allocation of resources, incentives to efficient performance, and
income distribution, Prices had mainly becoﬁe an instrument of taxa-
tion and a means of curbing the growth of private consumption,
Lastly, the process of import substitution industrialisation in
Eeypt greatly undermined the role of prices and had a detrimental
effect on industrial exports and on the real forelgn exchange cost of
the domestic import substitution industries. The great bulk of the
industrial sector, especially the modern factory part of it, came
under the ownership and control of the government. BEven the small
private industrial sector was largely under government control through
such mediums as financing, licensing 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 it wished. In
doing so, the government not only totzlly ignored market prices {of
both factors and commodities) but #lso did not pay any atfention to
the dictates of comparative advantage, as measured by the real

commodity exchange rates of the import substituting industries.3
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For a discussion of such issues, see: B, Balassa and

D, M. Schydlowsky, "Gffective Tariffs, the Domestic Cost of Foreign
Exchange, and the Equilibrium Ixchange-Rate™, Journal of Political
Economy, 76,  May/June 1968,
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8.5. PATTERN " IMPORT-SUBSTITUTION GROWTH AND ITS
STRUCTURAL CHANGE

The main purpose of this section is to undertake a statistical
ascessment of some aspects of the pattern of import-substitution growth
and the resulting structural change. It is divided into four parts.
The first discusses the pattern of growth of both production and trade
of primary commodities (i.e. agricultural and mineral products). The
second investigates the pattern of sectoral growth, particularly that
of the manufacturing sector. The third provides an anatomy of the
structure and pattern of growth of demand and import-substitution (as
an alternaztive source of supply) for the menufacturing sector. The
last part discusses import-substitution and intermediate consumption
in industry.

A, The Pattern of Growth of Pro@ggﬁﬁon and Trade of
Primexy Commoditles

To compare the vattern of interaction between production and
trade of primary commodities in Egypt during the period under study

37

we need to derive a vorld perspective. For this purpose the world
pattern regression parameters (log-linear) are applied to Egypt's
actual average income and povulation., The formula for the prediction

is:

- B O
Xi—-er N

where:
x; is the predicted value (at constant price) of output,
exPorts..or imports in sector i;

Y represents the actual real income ver capita;

37 For more details, see Chanter 1, section 1.6.B.
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N represents the actual popul@tion size; and «, B, ©
are world pattern parameters as given in Chenery.38
This methodology provides us with world vattern predicted primary
commodity outputs, erports, and imports for three periodss 1952-1954;
1959-1961; and 1964-1966, The results are summarised in Teble 10 .

The overall picture th~t emerges from this table is that of a
country with low resource endowment (per cepita), and an agricultural
sector highly specialised in trade. It suggests a need for rapid
capital formation and industrial growth to make up for this scarcity.

Table 10 also indicates that agricultural production per
capita in the period 1952-1954 was below its predicted value. This
is understandable given that agricultural production stagnated while
population doubled during the forty years 1913—1952.39 The slow
growth of agricultural output during the import substitution stage
led to a further deterioration in the actual agricultural output in
the period 1964-1966, relative to the predicted output.

Table 10 also suggests that the mining sector could not compen-
sate for the low level of agricultural production since the share of
mining in GNP was only 1% in 1952-1954 and did not show any
significant grovwth during the import substitution stage.

Despite the relatively low level of actusl agricultural
production actual exports in the period 1952-1954 were more than

double the predicted level. This ie explained by the country's

58 Sees H. B, Chenery, "The Effects of Resources on Economic Growth"
in K. Berrill (ed.), Economic Development with Special Reference to
East Asia, op. cit., Table 3, p. 31. (Chenery's cross sectionally
estimated parameters are for 1954,

39 See:; B. Hansen and G, Marzouk, "Development and Economic Policy

in the UAR (Egypt)", op. cit., Chapter 1; and D. ilead, "Growth

and Structur2l Change in the Egyptian Economy", op. cit.,

Chapter 4.




Table 10
Per Capita Production and Trade in Primary Commodities

(A1l values in Constant 1953 U.S. Dollars)

1952-1954 1859-1961 1964-1966
Actual | Predicted | Actual | Predicted | Actual | Predicted
| ]

1. Production (net): ' ! i
Agriculture 40.7 | 47.5 42.0 | 49.0 41.9 | 52.0
Minin 1.2 2.6 1.6 3.0 1.8 3.5

2. Expor%s: ‘ ' |
Agriculture 15.3 I 6.6 14.4 6.4 16.8 6.4

S ]%inin% 0.3 ' 0.7 0.7 0.9 1.0 | 4.1

. Imports: ;
Agriculture 5.2 2.0 7.3 2.1 14.6 | 2.4
Mining 540 | o 5.1 0.8 7.8 I 10

i

Notes and Sources: (1) Actual Production: For agricultural production in the period
T952-54 and 1959-61 (at constant 1954 prices), See: United Arab Republic, Central
Agency For Public Mobilization and Statistics, Estimation of National Income In The
Agricultural Sector for 1963, 1964, Cairo, AuguST 1966 (in Arabic); For Agricultural
production in the period 1964-66 (ori§inally at constant 1959/60 prices but converted
to 1954 prices using the official wholesale agricultural price index), See: Ministry
of Planning, Follow-up and Evaluation of Economic Growth in the UAR, 1956-67, Cairo

August 1968 (in Arabic). For mining production in the period 1952-54, the figures
are those of the industrial census %originally at current prices but converted to

1954 prices using the official wholesale industrial price index). For mining
production in the period 1959-61 and 1964-66 (originally at constant 1959/60 prices but
converted to 1954 prices using the official wholesale industrial price index), See:
Ibid., and Ministry of Planning, Follow-Up and Evaluation Report on The First Five Year
Plan (1960/61-64/65), Part 1, Cairo, February 1966. (2) Actual Exports and Imports:
For foreign trade figures, See: National Bank of Egypt, Economic Bulletin; Central
Bank of Egypt, Economic Review, several issues.
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s" in cotton production. The volume of

earlier "Went for Surplus
cotton exports during the import substitution stage declined in

absolute terms but rice exports expanded to make up for this decline.
However, given land scarcity, this meant an éven sharper increase in

food imports,

B. The Pattern of Sectoral Growth

At the outset, it must be pointed out that the available empirical
evidence indicates significant variation among country patterns of
growth due to differences in some major underlying factors (e.g. the
availability of natural resources and the size of the domestic market )
other than average income.

In the world pattern estimates by Chenery =nd Taylor,42 two
methods were adopnted to allow for the impact of country differences in
resource endowment and size. In the sectorzl (primary, industrial
and services) regression equations income was treated as exogenously

determined while pooulation was assumed to be an explarnatory

Four develovments during Mohamed Ali's era (Mohamed Ali was the
founder of the dynasty which ruled Egypt until 1952, when its
last member was overthrown by a military coup d'état) 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,
resulting from Mohamed Ali's vast investnents in irrigation,
allowed for a pari passu expansion of crop area and summer Crops
(mainly cottonTT——fd:ée, the improvement in the system of trans-
portation, and communications /through large investments in roads
ports, canals, etc.) created e unified national domestic market
and linked it to Western Buronean markets. Four, the reform of
the land-tenure system, although it did not quite establish the
right to land ownership (which remsined legally owned by Mohamed
All), abolished communzl ownership, tax farming, communal tax
responsibility, 2nd a2lso gave the right to a de facto ownership.
Such reforms went a long way towards allowing for a market orienta-
tion of the land &nd labour factors, which was 2 sine qua non for
a large scale peamint responce to the grester profitability “of

cotton relntive to other crops.

4 See: H. Chenery, M, Syrouin and H. El Kington, Pattern of Develop-

ments 1950—1770 A World Bank Research PubllC“tIO&Tanford Unlve“31ty
Press, London, 1975, Chapter 4,

b2 See Chapter 1 Section 1.6.3.
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variable. In later estimates of the world pattern additional
explanatory variables (e.g. the share of fixed capital formation in
GNP, the share of primary and manufactured exports in GNP) were added
to the sectoral regression equations. However, this approach proved
to be inadequate because of a complex pattern of interaction among the
different explanatory variables which undermined the assumption of
their additivity. The second approach was there adopted. This
entailed a cross-—classification of the total country sample by size
and resources, and the regression equations were fitted independently
to each sub-group. The two measures combined produced the best
results.,

In the light of the above, the world pattern was disaggregated
into three sub-patterns: (i) a large country one (L); (ii) 2 small
primsry-oriented one (SP); and (iii) a smell industry-oriented one
(SI). The trade orientation index (primery or industrizl) was used to
divide the small country sample into the two latter sub—divisions.43
The division of the large country sample along the same lines wvas
assumed to be unnecessary on the grounds that the positive impact of
the large domestic market in such countries counterbalances the
effect of resources. The velidity of the classification adopted was
strongly confirmed by the regression results (fittings) which showed
marked differences among the three patterns..

To assess the production structure and its pattern of change the
following methodology has been adopted here. First, two predicted
values were obtained for each‘sector; each vertaining to a different
world pattern model (as mentioned above). Secondly, by comparing the

aétual values of the country in any period with the predicted ones, it

———— . el Tt ——r—

1)
3 H. B. Chenery, and L., Teylor, "Development Patterns: Among
Countries and Over Time", op. cit., ». 396.
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was possible to assess the initial prcduction structure, and its
pattern of change. It is also worth noting that since the growth
achieved during the import substitution stage was largely industrial
growth - particulerly manufacturing growth -~ more emphasis is vlaced
upon this sector.

As for the pattern of grovwth of sectoral shares during the import
substitution stage, the main underlying factors may be summ rised as
follows:

First, although agricultural production exhibited a positive
trend rate of growth the average annual rate of growth was quite
low, H

Second, the rapid growth of industry and the conseguent rise in
its share was simply a direct outcome of the rapid growth of capital
formation in that seotor.45

Third, the increased share of the service sector after 1952 was
due to the rapid expansion of the government sector and its growing
role in the economy. Therefore, we find that in spite of a slow growth
of capital formation in services,46 aggregate services outputl increased

at an annual compound rate of 4.73% during the period 1952/53-1069/70,

)

A compound rate of 2.6 per annum during the period 1952-1066
which was less than the rate of population growth 2,7%. See:
Ministry of Planning, "Follow-up Reports", various issues; and
D. Mead, "Growth and Structurzl Change in the Zgyptian Economy",
op. cit., Table 1-A-8,
45 Real net capital stock in industry increased at an annual compound
rate of 10% during the wveriod 1952-1766., See: Chanter 4; and for
more detnils, see: 8. Radwan, "Capital Formation in Egyptian
Industry and Agriculture", op. cit., pp. 73-116.

h6 See Chapter 5, Table 11.
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compared with 6,3% for iniustry.q7 The explanation is that capital
was not the limiting factor to government growth. The immediate
constraint on government expenditure was a budgetary constraint, i.e. a
financia] constraint, although over the longer term the supply of
commodity output becomes the effective constraint, However, during
the period under study the rapid growth of foreign resource inflows,
in the form of government 2id and loans, had provided the government
with its needs of extra financial resources (above budget revenue ),
and increased total 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 the
period 1952-1954 was 19.8%, close to the world pattern predicted for
large countries (20.5%). This pattern of growth could be explained in
terms of the stimulus which the Second VWorld VWar and its aftermath
had provided for industry, and the stagnation it had imposed on
agricultural growth.48 By the mid-1960s the share of industry had
risen to 27%, higher than all 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% for
"small-industry-oriented" country). For the service sector, the actual

share was also higher than the predicted ones. The sharp decline in

- - > A e i

b7 Aggregate services outout amounted to £E443 million in 1052/53 and
£R965 million in 1969/70 as compared to £E200 million and £E600
million for industry (including manufacturing, mining, electricity
and construction) in the two veriods resvectively.. See: D, Mead,
"Growth and Structurzl Change in the Egyptian Economy", op. cit.,
pp. 28E-289; Ministry of Planning, "Follow-up and Appraisal of
Economic Growth for the Years 1959/60 to 1964/65 and 1966/67-
1969/70.

Although the agricultuml growth was resuned after World War II it
had barely reached its pre-war level by 1050. Sees D, Mead,
"Growth and Structural Change in the Fgyptian Economy", op. cit.,
Pp. 56-60.




Table 11

Structure and Pattern of Growth of Production Sectors, all values at constant U.S. 1960 Prices

(Major Sectors; Shares in GNP)

1952-54 1964-1967
% %
Actual Shares:-
Primary Sector (agriculture and mining) 34.3 27 2
Industrial Sector (manufacturing and Construction) 19.8 27.0
Services Sector 44.9 45.8
World Pattern Predicted Shares:-
Small Primary-Oriented Country, Model (SP) _
Primary sector 42.0 40.2
Industrial sector 15.0 19.9
Services sector 33.0 40.0
Small Industry-Oriented Country, Model (SI)
Primary sector 38.4 35.0
Induatrial sector 22.0 25.0
, Services sector 39.6 40.0
Large Countries, Model (L)
Primary sector 45.3 39.5
Industrial sector 20.5 26.4
Services sector 34.2 34,1

Source.and Notes: See: Table 12

-Acg..
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agriculture'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.

Ve now analyse the actual level, structure, and pattern of
growth of Hgyptian manufacturing output in comvarison to the world
pattern mredicted values. As Table 12 shows the actual sectoral per
capita value-added in the early 1950s were invariably below the levels
predicted by the world pattern, even for the small primary-oriented
country model. The only exceptions were textiles, chemicals,
petroleum, and coal products. In terms of sectoral shares in total
manufacturing the Egyptian economy showed greater concentration in the
1950s, especially in food, textiles and chemicals, than the world
average for 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 availability of raw materials. These two factors explain the
predominance of the food, textiles, and chemicals sectors at the
beginning of the 19%0s, and their rising share in total manufacturing
during the second half of the 1960s. The food and textile sectors
process agricultural raw materials, vhile the main item in the chemical
sector is vetroleum refining. It is worth stressing that while textiles
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 o0il to the extent that they
used them as raw materials, they contributed to export proceeds only
through increasing textile exports,

Table 12 reveals another important feature brought about by import
substitution industrialisation, namely, a substantial increase in the

output of most manufacturing sectars. This was achieved despite only




Table 12

Structure and Pattern of Growth of Production Sectors, all values at Constant 1960 Prices

(Manufacturing Sectors)

Per Capital value-added Shares in Total Manufacturing Ratios of Actual to Predicted
Per-capita Value-added
1952-1954 1964-1967 1952-1954 1964-1967 1952-1954 1964-1967
Predicted Predicted Predicted % Predicted % A A A A |A A

Actual Actual Actual Actual —_ -] | —[—|—
ISIC Sector A SP SI L SP SI L % SP ST L % SP SI L SPISI|L SP IS8T |G
(20-22) Food, beverages and tobacco 2.8 5.7} H5.0] 5.6 8.2 7.8] 8:9] 6.6 27.5]150.0|26.7]40s1 26.0(41.8 126.9}27.7]0.5,0.6]0.5}| 1.1}/0.9]1.3
(23) Textiles 4.0 1:4 1 2.2 1 1.7 7.6 1.8] 5.4} 3.4 28,9112.0(11.0]12.2 24,11 9.7116.4§14.3]12.9}1.9]2.3 | 4.2]1.4]2.2
(24) Clothing and Footwear 0.2 1.1} 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 Products 0.2 0.4] 1.9} 0.6 0.5 0.0 F«4] 1.5 1.6 3.1|10.4] 4.6 1.61 2.8110.2]| 6.2]0:5}0.1] 0.3 | 1.0}0s2}0:3
(27} Paper and Paper Products 0:1 O:1} 0.2} 0.3 0.7 0.2] 0.4] 0.6 1.4] 0.4| 1.0] 2.1 23| 0.8] 1.3 2:9]2:8| 0.8} 0.5 | 4:9]1:7]1:2
(28) Printing and Publishing: 0.3 0.3 0.3 0.5 1.2 0.5| 0.6 0.9 2:7| 2:8} 1.6] 3.5 3.7] 2.9] 1.7} 3.9]0.9]0.9! 0.6 } 2.2}2.111...3
(29) Leather Products O 1 0.2| 0.4 0.2 0.2 0.3] 0.8{ 0.3 0,58 T.4) 2.3] 1.6 0.6]| 1.61 2.3] 1.4}0.4],0.200.3 | 0.7|0.3}0.6
(30) Rubber Products 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}0.53] 001 0.1 | 2+4]0:3]0:6
(31-32) Chemical, Petroleum & Coal Products 1.1 0.6 1.8] 1.5 ] 7.2 0.9 3.4| 3.0 10.9] 5.3 9.7110.7 22.8| 5.0110.3112.7]1.9|0.56(0.81 7.8]2.1]12:.4
(33) Non metallic Mineral Products 0.6 057 0:61 0.7 1.4 1.07 1.5] 1.4 5.4f 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) Basic Metals 1.0 1.0] 1.2 ) 1.8 0.8 0.9} 3.7 TeTl 2.8} 5u1
(35-38) Metal Products 3.9 3.9] 3.6| 4.2 Veid 8.2] 5.6] 9.2 222 13.2| 8.1}12.4 90061055 | L:014.3] 0.0
(2-3) Total Manufacturing 10.3 11.3 |18.6 |14.0 | 31.5 18.6}33.1]23.8 100| 100f 100{ 100 100| 100} 100{ 100{0.9|0.6|0.7 | 1.7|0.9]1.3

Notes and Sources: All values are converted to U.S. dollars at the official exchange rate.
A represents actual per capita value-added. SP represents small primary-oriented country model. SI represents small industry-oriented country model.

The formula for predictions is:

In Y
v, = oFfO . yPP2Un Yo B ane)Ba L (e_/ene)Ps . (g sane)Pe where:
it T o P m
vit represents share (or value-added per capita) of sector i at period t; Yt represents Gross National Product per capita; N represents populations size;
I/GNP  represents share of gross fixed capital in GNP; Ep/GNP = Share of primary exports in GNP; Em/GNP represents share of manufactured exports in GNP;
The B's represent the cross—section world pattern's parameters, See: H. Chenery and L. Taylor, '"Development Patterns: Among Countries and Over time", The Review of

Economic and Statistics, vol.L, No.4, 1968, Tables 2,3, and 4 (Regressions A), pp.395-399. The formula mentioned above which was used to predict has been preferred

to alternative ones (three alternative functional specifications have been given for each sector) since it provided the best fit. It is worth noting that for the

SP and SI patterns, the share of capital formation, population, and quadratic income terms were not included; See: Chenery and Taylor, ibid., 406-408.

For the data on GNP and major components, See: Statistical Appendix for Sources and general evaluation of series used. For data on the Manufacturing Sectors:

For the period 1952-1954, see: Central Agency for public Mobilization and Statistics, “Census of Industrial production', 1952 and 1954, Cairo. (in Arabic)

For the period 1964-1967, See: Ministry of Planning, "Realized Production and Income Targets In Mining, Manufacturing, and Electricity by sector, in the First Five-Year

lan, Cairo, March, 1966.(in Arabic); and "Follow-up and Evaluation of Economic Growth in the UAR, "1966/67™, Cairo, 1968 (in Aralic). Two adjustments were needed to
make the industrial series comparable with one another and with the predicted values. First, since the original census values are based on current prices theg have
been converted to 1960 prices using the official wholesale price index and its sub-components. Ministry of Planning values are available at both current and constant
prices. Second, the census figures pertain only to establishments employing ten workers and over, while the Ministry of Planning figures refer to all establishments.
The two series were made comparable by deducting from the Ministry of Planning estimates the net output generated in establishments employing less than ten workers.
These were obtained from: Central Agency for Public Mobilization and Statistics, "Statistical Indicators for the UAR, 1952-1970", Cairo, July 1971, p.125, (in Arabic).

- 66¢ -




- 400 -

Lo

modest changes in their structure. Although the food, textile and
chemical sectors increased their combined share to 70% it remains true
that the level and structure of manufacturing output in Egyptian model
closer to the level and structure th-t were characteristic of
"small-industry-oriented" countries.

Although Table 12 does not allow specific conclusions to be drawn
concerning the allocation of total manufacturing output zmong
consumer, intermediate and capital goods, other available evidence
suggests that the share of capital goods, which was estimated at 5% in
1952,50 had not increased significantly by 1¢66/67. The growth in
the output of metal products can be mainly accounted for by the growth
of consumer durables (i.e. automobiles, refrigerators, electric
washing machines, etc.). The commodity group which underwent the
greatest structural change was intermedicte gocds catering for the
consumer goods sectors.

C. Allocation of Manufacturing Output among Various Uses
Including the Substitution for Imports

In this section, an ettempt 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 for Egypt

by the world mttern. Also an interindustry model is used to divide

49 This can be explained in terms of goverrment industrial policies.
As ve stated earlier, since the mid-1250s the government h-d gained
full control of all investment activity, and was thus in & position
to determine both its level and pattern of growth. During the
1950s, the govermment emvhasised heavy industrial inputs (such as
iron and steel) but during the 1960s this policy was changed in
favour of consumer goods industries. This policy sheds some light
on the modest structural change witnessed in manufacturing during
the second half of the 1060s, compared with the early 1950s.

=L See Chapter 4, Table 12.
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the growth in sectoral output among the verious major uses, namely,

51

intermediate demand, final demand, exports, and import substitution.

1. Measurement of Sectoral Import Substitution
The extent of import substitution during any veriod could be
measured as the difference between the import ratios, for any sector,

at tvwo points in time:

wt i

It = HE . R (1)
0 0
t2 t1

wheres
15t stands for a measure of extent of import substitution in
comnodity i (or sector);

M- stands for immorts of commodity i;
0" stands for domestic Dproduction of commodity i;
11 stands for the initial year;

t2 stands for the terminal year.

In the course of incresased specialisation and trade one expects

the ratio of imports to domestic production of commodity groups to

52

show a secular rise. We consider here the measurement of import

substitution for the manufacturing sector; a semi-logarithic regression

> For reasons related to data, this model will be applied to the
Egyptian economy for the 1960s only since it is not possible to
convert foreign trade data for the 1950s to an industrisl classifi-
cation standard., Furthermore, using the 1963/64 input/output table
to estimate the intermediate sectoral demand for the 1950s would
have given grossly erroneous results because of the substantial
changes in production coefficients vwhich would be exvected during
a period of rapid industrial growth. ‘

e Variables such as relative prices, and varameters such as the

income elasticity of demand for commodities, will 2lso affect the

trend rate of growth of the import ratio. See: J. J. Hughes and

A. P. Thirlwall, "Trends and Cycles in Import Penetration in the

U.X.", op. cit.
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model was fitted to the data relating the import ratio to time.
The formula used is:
My
soc *5) - ey 48y (D) (2)
0
t
wheres
M stands for imports;

0 stands for output; and

T stands for time.

The coefficient B measures the average rate of change of the
import coefficient for any sector over the period under study. A
negative value of the estimated B's would indicate a positive import
substitution.53 Table 13 summarises the results of measuring sectoral
import substitution by using the above formula (equation 2). The
following conclusions can be drewn from it.

(1) At the ageregate level, i.e. total manufacturing, the extent of
import substitution was insignificant.

(ii) Sectors which showed an increessing import devendence were the
food, rubber, metals, and machinery. For food this may be evplained
by the fact that the widening domestic food gavp had had led to an
accelerated rise in food imports, both in its primary form and in a
processed form such as flour. The increasing demand for rubber, both
direct and indirect, by various menufacturing sectors (particularly
the motor car industry) led to a rise in imports. The increzsing
import devendence of met-ls (and metal products) reflects the rapid

grbwth of consumer durables, mostly in the form of assenbly factories,

e T i 3 e A T e A

>3 A positive B's indicates import penstration. Sees Ibid.
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which was a major characteristic of industrialisation during this
phase. Finally, the rapid growth of imports of machinery was
associated with the rapid growth in capital formation and was
accompanied by a very moderate rise in domestic production.SLL
(1ii) The sectors in which import substitution occurred were textiles,
clothing, furniture, printing, leather, petroleum refining and cement,
and non-netallic products. For furniture and leather this may be
explained by the existence of a traditional sector. For textiles,

the introduction of modern technology in the late 1920s led to an
increase in supply. Non-metallic products (largely glass and uilding

materizls) is an intermedizte industry which tends to be developed at

_an early stage because the technology is not complex and the high

transport costs of its bulky products entail natural protection.

2. Pattern of Sectoral Use

Chenery's interindustry model enables industrial growth to be
apportioned among three types of demand, intermediate demand, final
demand, and export demand and import substitution. Pursuing the
same approach here enables us to analyse Egynot's pattern of structural
change during the import substitution phase.

To derive an estimate of sectoral intermediate demand for the

1960s, we have used the country's input-outoput table for the year

5

It is worth noting th~t the very moderate rise of domestic pro-
duction of machinery was, on one hznd, the outcome of market
constraints in the form of zabsence of required s%ills and smallness
in the size of the market (esvnecially if we consider the absence

of any capital use in agricultural production). On the other hand,
the slow growth of dcmestic machinery production was also due to
the government strategy of developing the consumer and intermediate
goods industries first, and only later to develop the canital

goods sector.



Table 13
Rates of Growth of Predicted and Actual Import Coefficients

(1959-1966)

ISIC Sector Actual Predicted
growth coefficients | (estimated B's)
(20-22) Food, beverages and tobacco 0.064 -0.012
(23) Textiles -0.056 -(.035
(24) Clothing -0.144 -0.045
(25-26) Wood Products -0.012 -0.021
(27) Paper -0.152 -0.021
(28) Printing and Publishing -0.072 -0.022 !
(29) Leather -0.103 -0.016 =
(30) Rubber 0.055 -0.038 2
(31-32) Chemicals, Petroleum and Ccal Products -0.050 -0.022 I
(33) Non-metallic Products -0.249 -N.010
(34-35) Metal and Metal Products 0.039 -0.034
(36-37) Machinery 0.003 -0.024
(38) Transport Equipment -0.054 -0.010
(39) Others (Miscellaneous) -0.002 -0.023
(2=3) TOTAL MANUFACTURING . -0.001 . . -0.023

Notes and Sources: (1) The actual growth coefficents aee derived by fitting the actual

sectoral import and output values during the period 1959-1966 to the semi-log regression
model: 1 (ﬂiﬁ) 3 L Bi (T) The figures of import and output are at constant 1959/60
ogloig) =<y * B " prices.
(2) The predicted growth coefficients have been derived in two stages. First, predicted
annual imports and outputs for the period 1959-1966 were derived by applying the regression
parameters of the world pattern (production and imports) to Egypt's income per capita and
population; See H. Chenery, "Patterns of Industrial Growth", op.cit., Tables 2 and 4,
pp.633-34, for world pattern regression parameters. Secondly, the ratio of predicted
sectoral imports and outputs were fitted to the above semi-log model.
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1963/64.55 The formulz used for th-t purpose is

LA 7. x)=()

Wheres
A = the input-output matrix of production coefficients
X = the vector of sectoral gross output
d = the derived vector of sectoral intermediate demand,

To obtain an estimate of final demand, the values of inter-
mediate demand and exports were deducted from the value of gross

56

output for each sector. Table 14 shows how the growth in output was
allocated among its various components during the 1960s. The main
points to note are:

(i) The most significant structural changes occurred in the inter-
mediate goods sector, as indicated by the change in their output.
This sector berefited considerably from export growth and import
substitution. The relatively large share of exports in this sector's
output growth resulted from the growth of exports of textiles and
petroleum vroducts.

(ii) The grovth in the consumer goods industries was mainly via the
final demand linkage which accounted for 749 of the total growth in
output, while the share of both import substitution and exports in
total growth were negative. This pattern of structural change in the

consumer goods sector started in the inter-war period and vas

S s e st T s A, . . e S e 8 AT ot R ol

35 In order that the input-output table be corresponding to sectoral
production and foreign trade data it has been aggregated to a
two-digit ISIC level.

56 This approach is deficient because it treats sectoral final demands

as residunls. The result is that 211 statistical errors are

reflected in the final demend's estimates. Anyway, the results are
quite acceptable and seem to revresent a correct order of magnitude,



Table 14

Allocation of Growth in Output Among Its Various Components

1959/60-1965/66 (£E million)

O Domestic Demand
Import

ISIC Sector A output | Intermediate | Final A Exports Substitution
20-21 Food, beverages 55 .0 18.6 43.1 -1.2 -5.5
22 Tobacco 18.8 T 19.0 -0.2 -
23 Textiles 64.4 27.6 8.6 21.9 6.4
24 Clothing 10.4 1.0 8.9 0:2 0.3
25-26 Wood Products 9.1 5.6 3.2 -0.1 0.3
27 Paper 14.8 3.1 Sy -0.01 11.8 1
28 Printing and Publishing 8:5 3.9 3.9 0.8 -0.1 e
29 Leather 0.4 1.8 -1.8 -0.1 0.5 O
30 Rubber 4.3 20 3 2.3 -0.4 0. 2 o
31 Chemicals 61.1 14.0 23.0 0.7 23.5 [
32 Petroleum and Coal Prod. 35.4 15.0 =3 2 11.:1 12,5
33 Non-metallic minerals 10.0 70 35 -0.8 0.4
34-35 Metal & Metal Products 28.2 18.1 9.4 0.1 0.7
36-37 Machinery 23.2 545 0.2 0.02 17.5
38 Transport Equipment 12.8 Pie 2 12.1 0.01 -1.6
AGGREGATED: -
Values Consumer goods: £E.m. | % £E.m. % £E.m. | % £E.m. % £E.m. %
20-22,24-26,28-29 102.3 | 100 §30.9 30 16 <3 74 -0.60 -0.005 {-4.5 -4,0
Intermediate Goods:
23,27,30-32 180.0 | 100 {62.0 34 30.7 17.1§ +33.29 | 18.4 54.4 30.0
Capital Goods:
33-38 74.2 | 100 |32.8 44 25«2 34 -0.67 -0.009 {17.0 22.9
Manufacturing :
2-3 356.5 | 100 {125.7 35 132.2. | 38 32.02 9.0 66.9 18.0

Sources: For Raw data, see: Statistical Appendix; For derivation of data used, see: The Text of this
chapter.
A denotes increases.
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exhausted by the mid-1960s. Any further growth had to cater either
for internal demand or for eXports.57
(iii) The contribution of the capital goods sector towards
alleviating the country's forelign~-exchange constraint was minimal,
For the whole of inilustry import-substitution accounted for 18% of
the total growth in manufacturing output between 1959/60 and 1965/66.
This may be compared with Chenery's finding that "imbartnsubstitution
accounts for 50% of industrialisation in LDCs“,58 but is much closer
to Lewis and Soligo's estimates for Pakistan (17.7% for 1954/55-
1963/64)59 and Ahmad's result for India (23% for 1@50/51-1965/66).60
It seems safe to conclude therefore that during the first half
of the 1960s Egypt hd entered the intermediate goods stage of import

substitution and was gathering momentum for entering the capital

goods stage.

D. Import-Substitution ond Intermediate Consumption in Industry

In this section we analyse the import structure of intermediate

57 As a matter of fact, Egyptian planners had intended that a large
portion of the increase in the output of that sector go to exports.
But the planned export targete had never been realised, and it
was therefore left to domestic final demand to absorb the nlanned
share of exports, thus inflating its share. See: United Arab
Republic, Presidency of the Republic, Nationsl Planning Conmittee,
General Trame of the Five Yeszr Plan for Zconomic #nd Social Develon-
ment, July 1960 - June 1965, Cairo, 1960 (ch=zpter on Foreign Trzde);
also, Follow-up and Tveluation Report on the First Five Year Plan,
Part 1, Cairo, February 1906.

» H.B. Chenery, "Patterns of Industriel Growth"™, on. cit., p. 641,

59 S, R, Lewis and R. Soligo, "Growth and Structural Change in

Pakistan Mazmufacturing Industry, 1054-1964", op. cit., p. 106,
a0 J. Ahmad, “Import Substitution and Structural Change in Indian
Manufacturing Industry 1950-1966", Journ~l of Development Studies,
Vol. 4, No, 3, 1968, p. 364.
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consumption in industry. Some of the products of the manufacturing
sector are for final consumvtion, investment, or exports, while
others are used as intermediate goods. The consumntion of inter-
mediates in industry is not limited to its own products, but it
includes raw materials (both agriculturel products and minerals) and
inouts from the services sector. Industriszlisation may reduce the
ratio of imports to total supply of manufactured goods, but lead to
higher imports of raw materials and intermediate services.

To anaelyse the cost structure, the dependence on imports of
intermediates, and the degree of backward integration of Egyptian
industry the input-output table for 1966/67 is us.ed.61

This table only includes columns for six mining activities,

20 manufacturing activities and seven other minor service activities.,
The direct invuts to industry from all domestic sectors and from
imports are shown, but since the metrix in its present shape cannot
be inverted there is no way of measuring indirect requirements.

In the 1966/67 table inputs are valued at vurchase price, and
thus include indirect taxes and customs duties. Import coefficients
tend to overstate thz import content of output and intermediate con-
sumption., For the tobacco industry vwhere customs duties are 12 to
15 times the c.i.f. value of imported tobacco leaf the bias is very
serious. Therefore tobacco is excluded from the analysis of import
devendence. In other instances the bias may not be very large
because tariffs on raw materials and spare 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

61 Central Agency for Public lMobilisation and Statistics, Input-Output

Table of the Arab Republic of Igyot, 1066/67, Cairo, April 1973,
(in Arabic). '




- 409 -

factor costs by 5% - 20%.

It is also worth mentioning that since indirect taxes and
subsidies on output are shown separately in the 1966/67 table, it is
poscible to derive the value of gross output at factor cost to the
industry, but 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 table.

One of the outstanding features of this table is the significance
of agricultural inouts in IEgyptian industry, and the heavy reliance
on imports of raw materizls (agricultural products and minerals) to
satisfy input requirements. In aggregate, menufacturing industries
spend £E155.8 million on agricultural inputs, and more than 50% of
that amount is accounted for by imports. This devendence of industry
on imports of agriculturzl inputs is one of the interesting features
of the Egyptian economy. Iand scarcity, which imposes a constraint on
agricultural development and provides an incentive for economic
diversification, is 21so a limiting factor on import-substituting
industrialisation,

Furthermore, Egyptian industry has no important resource base in
nining, except for petroleum. In 1966/67 mineral vproducts accounted
for 10% of total inputs. If we exclude crude petroleum, this share
falls to some 27, Thus, import dependence for this item is high, as
some 557 of mining inputs are purch~sed abroad.62

Manufactured inputs were the lergest component of intermediate

62 This situation may change in the late 1970s and 1980s with new

discoveries of gas, vhosphates, =nd other mineral deposits.
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Table 15

Aggregate Cost Structure in Manufacturing
(excluding tobacco)

1966/67
Inter-
: mediszte
Total In;iggi%i@te Imports as
(£E million) | ,.; “emn~s Percentage
(£B million) of Tnbore
mediate
Consumption
1. Intermedi=te Consumption:
Agricultural Products 155.8 78.8 50.5
Mining 56.3 - 31.2 55.4
Manufacturing 316.9 78.1 2h.6
Electricity 12.3 - -
Public Utilities G5 - -
Transport and Storage 6.1 - -
ther Services 15.6 02 1.3
TOTAL 563.5 188.3 33.4
2. Gross Value-added 2524
3. Gross Output at factor )_ -
costs to the industry 815.9
Ly, Indirect Taxes minus
subsidies 224 &
5. Gross Output at market
price 838.1

Source: Centr=l Agency for Public Mobiliecation and Statistics,
1966/67 Inmut-Cutput Teble, Cairo, April 1973.

consumption, accounting for 567 of the totnl, but the import content
of these inputs - which was 25% - was lower than in both agriculture
and mining.

Table 16 shows the composition of imported inputs of manufactured
goods for 1966/67. Clearly chemicals and spare parts were the most

important.
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Industries in which production is relatively intensive in
terms of manufactured inputs may have high indirect import recuire-
ments as manufactured inputs themselves are made from primary
commodities.

Table 17 shows the intermediate imports in manufacturing production
for 1966/67. In that year the import content of gross output at
factor costs to industry was 23.1%, and the import content of total
inputs 33.4%. On avercge, £I0.746 worth of imports is necessary to”
generate one unit of gross value-~added. Thus, Egyptian industry
seems to be related by strong backward linkroges to the rest of the
world thrdugh imports. Tablel?7 also showe that food and leather
ranked first and second in terms of the imported input/value added
ratio, These were followed, in decreasing order by basic metals,

63

metallic products, petroleum refining, chemicals and capital goods.

Table 16

Imvorted Invuts of Manufactured Goods, 1966/67

Type of Goods Value
£E(000s ) %

Manufactured food products b, ol3 6.3
Textiles 5,386 6.9
Basic Metzls and Metal Products |. 6,375 8.3
Paper 5,847 e
Spare parts 18,360 23.5
Chemicals 29,841 38.2
Others 7,335 ,-f7ﬁ%

Total 78,137 100.0

Source: Central Agency for Public Mobilisation and Statistics,
1066/67 Input-"utput Table, Cairo, April 1973.

Note: Inputs to the tobacco industry have been excluded.

6 C .
3 This is an unusual pattern mainly because of the rank of food and
leather,.
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The importance of high import devendence is verceived in times
of ba2lance of payments difficulties. Policy-mekers confronted with
balance of payments difficulties tend to tighten import controls and
reduce or delay foreign exchange sllocations to industry. The greater
the direct and indirect import reguirements, the greater is the
adverse impact on domestic outovut. However, the impact on manufacturing
output of a one-pound reduction in imports during 1956/67 may not be
correctly reflected by the data in Table 17 because the coefficients
shown do not include indirect requirements, and also the marginal

coefficients may have been higher than the average coefficients.

CONCLUSION

Looking back at the Egyptian balence of payments situation in
the post-war period the feature which stands out most clearly is the
continuing and growing deficit on current account, From the War's
end to 1951 these deficits were no particular cause for concern,
Current deficits were small and vere easily covered by drawing on
accumulzted Sterling assets. After 1951 the situation was cuite
different. The income terms of trade of the country fell 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 changes had
taken place in the balance of payments. Net receipts from invisible
exports rose from 87 of merchandise exports in 1952 to 29% of a much
larger total in 1966, This was supplemented, from 1959 onwards, by

foreign aid and long term loans,

64

If the foreign-exchange allocation delays or reduces ilmports

of an ingredient used in fixed cuantities in some process. Sovare
parts for machinery are a case in point. On the other hand, the
marginal ratio may turn out tc be lower than the average
coefficient when there is room for substitution between invuts.



Table 17

Intermediate Imports in Manufacturing Production, 1966/67

Import Content of
gross output at

Import Content of
gross output at

Imports as

percentage of

Imports Per
unit of gross

market Prices factor costs Intermediate value-added
Code Industry Consumption at factor costs
% % % £E

20 Food 42.9 43.8 51.2 3.062
21 Beverages 3.6 6.7 9.7 0.221
23 Textiles 6.3 6.4 9.6 0.191
24  Wearing apparel 10.1 103 226 0.190
25 Wood 4.4 4.4 6.6 0.132
26 Furniture 7.5 7D 15.6 0.146
27 Paper 15.6 15.6 26.2 0.386
28 Printing 6.5 6.6 10.7 0.170
29  Leather 44.7 44.7 58.6 1.882
30 Rubber 23.5 23.6 44.8 0.498
51 Chemicals 27.5 28.0 45.2 0.739
32 Petroleum 31.0 310 50.2 0.811
33  Non-metallic products 9.8 10.1 16.6 0.261
34 Basic Metals 21.8 21.9 27.9 1.008
35 letallic products 38.3 38.4 7242 0.819
36 Non-electrical machinery 20.6 21.2 46.2 0.392
37 Electrical machinery 23.3 24.3 42.2 0.575
38 Transport equipment 17 .6 17«9 29.8 0.451
39 Miscellaneous 17.2 17.-2 30.1 0.403

Total Manufacturing 2245 281 33.4 0.746

(excluding tobacco)

bouree:

Central Agency for Public Mobilization and Statistics, 1966/67 Input-Output Table.

- €Iﬁ =




S

Receipts from the Suez Canal were of considerable help to the
country and the balance of payments.

Military expenses vwere a burden on the Egyptian economy, and
foreign exchange proceeds. The major source of military equiopment
was the BEastern block., However, although these expenditures
represented 2 heavy burden on the balance of payments of Egypt, they
are very important to national security, especially for Ieypt with a
long history of foreign domination.

Import substitution industrialisation was an import-intensive
process as has been the case in many developing countries. Therefore,
although BEgynt's import substitution strategy had brought about a
remarkable growth in industrial production and national income, it
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-serviecing
capacity). Furthermore, by the mid-1060s an inflexible pattern of
sectoral interrelations began to emerge in the economy. This was due
to the fact that the import capacity was not only growing at an
insufficient rate but had also become inflexible with regard to its
commodity comvosition. Its slow growth resulted from the slow
growth in export proceeds, while its inflexibility was due to the
fact that the commodity composition of imports came to consist almost
exclusively of imported inputs and foodstuffs. This situation
reduced the capacity of foreign trade to play its essential
balancing role in the economy.

For example, the imbalance Between domestic demand and supply of
food became more difficult to correct through imports of food since
this would have entailed sacrificing escentizl 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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exports of manufactures a difficult task, This meant that the
industrial surplus (i.e. industrial goods not consumed at home)
would have to be (i) dumped on to the foreign market with a detri-
mental effect on savings; or (ii) industry would work at below
capacity level,

The combined effect of the above difficulties was to bring growth
to a halt, After 1964 there was no growth in industrial production or
in real GNP and the economy could be szid to have entered Lewis'
"structural inflation" stage.65 This lasted until the outbreak of the
1967 Arab-Isra2eli war which altered the course of events.

The statistical analysis of the pattern of import-substitution
growth and the resulting structural chenge has been carried out at
both an aggregated and disaggregated sectoral level, the latter
involving comvarison with a cross sectionally estimated "World
Pattern".

From this statistical analysis we can conclude th-t while
BEgypt's import-substitution strategy succeeded in raising the level
of industrial output - bringing it closer to the world average for
countries with her income, size, and resources - it brought about
little transformation in the industrial structure. To a large extent
the strategy was based on foreign borrowing, and its main aim was to
create a structure of production capable of propelling the economy
into sustained growth,

However, the import-substitution strategy failed to achieve this
aim, It failed to establish a capital goods sector of any appreciable

size, with the result that the economy was more depenient on capital

65 See Chapter 1, section 1.6.A.
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goods imports in the second half of the 1960s than it was at the
beginning of the 1950s. This should h~ve been a matter of concern
since in the case of Hgypt the capital requirements of growth were
high due to the need to substitute capital for even scarcer
resources,

The relaxation in capital goods production would have been
legitimate if the pattern of industrial growth haed been export-oriented,
enabling marginal foreign-exchange earnings to keep pace with import
requirements, including rising food and capital goods imports.
However, 2s we have seen, industrial growth vas largely inward
oriented, and its contribution to export growth was minimal,

This inward-orientation of the expanding industrial sector
together with the lack of growth of the capital goods sector
culminated in sharply rising foreign debt, and by the mid-1260s the
situation had become serious. The restriction on imports in response
to the foreign exchange crisis deprived the economy of essential
growth inputs. Consequently, from the middle of the 1960s, industrial

growth was brought to a halt.




CHAPTER 9

ECONOIMIC POLICY, ANALYSIS AND DESIGN

9.1. INTRODUCTICN

In this chapter we use the model for the vurpose of policy
analysis and design. The chapter is arranged as follows:

Section 1 distinguishes between two alternative general model
specifications,

Section 2 uses the model to attempt to replicate the actual econonic
system during the period in question.

Having been subjected to the above test, the model is used to
conduct 2 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 4 uses the model to test alternative strategies for achieving
optimal long run growth and external equilibrium. Here

Tinbergen's theory of economic policy is adapted and used.

9.2, TWO GENZRAL MODEL SPECIFICATIONS

As stated in Chapter 7 the complete model is overspecified.
This is because the national income identity, C+S=C+ I - F,
dictates that both aggregate consumption and savings cannot be
estimated independently, given that GNP is supply side determined.
One of then has to be estimated as a residual. Therefore, in oxder to
avold overdetermining we need to distinguish between two alternative

general model specifications.

- We will be using each time the model is solved.
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Model 1:

This model is a conventional one in the Keynesian tradition.
In it sgeregate savings are estimated autonomously by using the
following equation and two identities. Vhether we treat government
savings as exogneously determined, or estimrte it from the government

income and consumption functions, is immaterial for the purpose in

hand.
D YD \i S
S b(ﬁ)t + o (5)! +e (D)P 1)
g _vE & '
€ =1% - cf (2)
T D
S't = 53% + S;t'; (3)

BEstimatine zggregate savings in the manner stated above aggregate

consumption is then estimated as a residval

ie., Cf = (GNP), - S} (%)

Thus, the following equations and identities become redundant,

i.e, not utilised, in the model.

+ = i (V); + «yol Ez,c‘”“’k + it 4pert| - beefe g

o
i

t _b + E_ % e
Ci = mlcs(V): -+ «gcs(T)%s

C?(i-ﬁ) =2, + b, <§;§>t + ¢, (POP), + 4, (tot)l

c:f_ = Ci; I ci + cf’C

th

So, lModel 1 as described above is used to project both the

¥ ante saving and trade gaps,

1
-~ =]




- 019 -

HModel 2

This model is based on the inmut-output specification for
consumption of industrial goods and services, as mentioned in an
earlief ch"pter.z Azgregate consumption, of both household and

government, is determined by using the following eguations and

identity:
of ma 4 (5} 4o mop), +a, (tot)l (5)
£~ % 7 P \»0P A s B! t

R S L LN G T . |
Ci 1c1(v)t + = 0l [%; + T, +~AUT£] I, - By (6)

s S is :

C, = crlcs(V)t + oczcs(T)t (7)
i L A S {
Cp = Cp +Cp +Cy (8)

(given the production and trade equations)

Istimating aggregate consumption in the vrescribed way then

enables aggregate savings to be determinzgd as
T n T
Sy = (oyp), - C | (9)

‘Model 2 therefore makes explicit some of the structural factors
which lead to 2 direct interdevpendence of the savings and export

coefficients, and accoxrdingly between the savings and trade gaps.

9.3, TESTING THE MODEL'S PERFORMANCE

Before using the model for projections and policy design, one
must first ascess its ability to stimulzate accurately the actual
economy. Cne such approach woculd be to compvare the fitted values of

the various structurnl equations with the actuzl ones.for the veriod

2 gee Chanter 6.
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in ouestion. However, a more stringent test is to ascess the
= 1

performance of the model as complete system. This can be undertaken

m

by inserting in the model's equations for each year the model's
projected valves of the current and predetermined variables instead
of the actual values. The latter test has the advantage of revealing
any systematic bias built in the model's structure. Both of the
tests mentioned above are used.3 Three estimates Tor each of the major
endogenous variables are given: (i) ecuation estimates; (ii) model
estimates; and (iii) actual estimates, In cases where alternative
functional specifications were provided, i.e. in the case of consump-
tion and savings, the results of the alternative equation estimates
are also given.

A comparison of the actual and model estimated values of the
endogenous variables and their aggregates cshow that the model is able
to stimulate the performence of the actual economy with a high degree

of accuracy, and without systematic bias.,

9.4, ANATOMY CF FX-ANTE SAVINGS AND THADE GAPS

The decisions to invest, save, import or export, i.e. the
decisions affecting the four aggregates that determine the size of the
savings and trade gaps, are often undertaken by different grouns and
have different functional relations. Therefore, there is no a_vriori
reason for their being ex-ante mutually consistent. Conseguently there
is no reason in vprinciple vhy the two gaps should be equal ex ante,

As for the observed ex post equality, it is achieved through short run

adjustments to actual foreign resource inflows.

3
Iy

See Appendix 8.

A. P, Thirlwall, "Growth and Developments: With Special Reference to
Developing Economies", on. cit., p. 245.
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In Tgypt's case, the government gained full control of all
investment activity and was thus in a position to determine both its
level and opattern of growth from the mid-1950s onwards. Furthermore,
the industrial sector, whose surplus was the main source of private
savings, was almost totally publicly owned and controlled. Although
household savings accounted for only a small share of total savings
these were influenced by the government through its extension of
social security and vension schemes. Nevertheless, the government's
decision meking body was represented by a myriad of organisations,
commnittees, and individuals whose policies were not always consistent.
Therefore, the actual realised values of the four variables signifi-
cantly deviate from the desired onmes.

Below we discuss two main issues relating to the gaps. First,
the ex-ante gaps are projected and both their structure and their
ex-post equalisation mechenism are analysed, Second, the interdependence
between the savings and export parameters in two gap models and its
consequences for policies aimed at restoring equilibrium in the

external balonce are discussed.

A, Structural Analysis of the Two-Gaps

In order to project the ex-ante gaps the following methodology
is used.

Three a2lternative compound rates of growth of real GNP (g) for
the period 1953/54-1965/66 are assumed. These rates are 4.5%, 5.5%,
and 6.5% per annum,

A pattern of investment allocation similar to the historical one
is assumed, with no changes assumed in the historical values of the

other explaratory variables in sectoral production functions, i.e.
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5

1and,-1abour and fertilisers,
Sectoral capital stocks needed to achieve the three alternative

growth targets were estimated by the following model's equations:

)

Vo = a4 By (L) + oy Cgfl—) +d, (F)F + (D){ (10)
vi =a, + b, (IJi +c, (f%:;) +d, (F)i (11)
Vi =a+b (K)i_1 - Exi (12)
VR - o+ p (05D (13)
VeS = ey + by (K)poy + e (MY + (0)7°F (14)

Given the projected capital stock, the investment in each sector

was estimated from the following equations:

Ky = 0.97 (K)]_; + I, (Gopy =0t (15)
Ki = 0.95 (x)i_l + Ii (KflL929 = 0) 116)
G = 0.7 WIS+ P ey -0)  a7)
Ky = 0.98 (K)ooy + ¢ (Klgpg = 0)  (18)

Teking the observed rate of indirect taxes as a percentege of
GDP, and the balance of factor payments abroad this supplemented us
with the values of GNP. Given these projected values of GNP,
government income and private disposable income were estim;ted by

the following two equations:

-9 This is a reasonable asrumption since zny increase in land above
the observed historical rate would have recuired investments with a
long gestation period in water control (e.g. High Dem), and could
not have materislised over the veriod in cuestion. As for labour,
all sectors were chrxacterised by excess labour capacity and
accordingly could have incrensed their output within the assumed
growth rates without eny additional demand for labour.
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l

Y

2 + b (GNP), (19)

Il

yP

¢ = (@), - ¥ (20)

t

Given the projected values of industrial value-added, and using
the observed average ratio of §°/ V' during the period in guestion,

the industrial surplus was projected by the following equation:
i ; i
Sy = ooy si (V)_t (21)

The procedures described above were undertaken for each of the
three alternative rates of real GNP growth.

Finally, the projected values of the predetermined variables
mentioned above were inserted in the import, export and savings €qua-
tions of. the reduced form model, Then using equations 22 and 23 below
the ex-aznte savings and trade gaps were predicted under the

alternative growth rate assumptions.

=I, -8, (22)

[}

]

M, - (B, + BIT) (23)

o+ et

Figure 1 shows the results of this procedure, It shows that the

savings gap was the dominant one over the period in question at all
assumed rates of real GNP growth. A closer look at the savings gaps
show that despite its increase over the period it increased at a
declining rate. This was due to the increasing rate of growth of
private savings which was, in turn, a function of the rising share

of industry in GNP. Since the industridl surplus is the main source
of savings, and a rise in the shere of industry in GNP accompanied by
no decline in the shere of industrial surplus in total industrial
value-added would, ceteris paribus, lead to a rising marginal

propensity to save. This points to an important built-in
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stabilisation mechanism in the system which should be more fully
utilised.

The declining rate of growth of the savings gap would have been
faster at higher rates of growth if we had linked the industrial
capacity utilisation to the rate of growth. Empirical observation,
generally, points to a negative correlation between the rate of growth
of GNP and the cepital-outvut ratio. Nevertheless, in Egypt's case,
we thought it more fit to tie the industrial excess capacity to
industrial exports.

In the case of trade gap, Gt, both commodity exports and imports
increased at a declining rate, except for imports when a g of 4.5% was
assumed. This was due, in the case of imports, to import substitution
which was partially built in the system. In the case of exports, the
decelerating is an outcome of the change in commodity composition of
both domestic demand and supnly, 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 rates the trade gap
widened at an accelerating rate, However, when the medium rate of
growth was assumed 1t increased at a decelerating rate.

A few vords need to be added about the structure of Egypt's two
gaps and their relationship to economic policies. The savings gap
was a direct outcome of two major factors, the bgdget deficit on
current account (this was discusséd ezrlier) and the growth of invest-
ment above the "minimum required level".

The sharp rise in investments in the Aswan High Dam and related
electricity projects accounted for the accelerated growth of investment.

This raises a concevtual problem. Given the GNP target rate of growth,
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the two-gap theory is based on minimum required investment., It might
be objected that since the High-Dam investment did not contribute to
output during the period in question, it should not be considered

as constituting a vart of the minimum investment required to sustain
GNP growth, However, if we abide by the spirit rather than by the
letter of the two-gep theory, such an investment should be regorded

as essential and considered as vart of the minimum required investment,
particularly in the light of the country's voor resource endowment

and its need to substitute capital for scarce land.

But even if the above logic 1s accentable, it must be stressed
that the import-substitution strategy erred in that it overstretched
the demand for the country's meagre resources, Iarge investments
allocated to the commodity sectors coincided with investments in
projects with a2 long gestation period such as the High Dam as well
as with a rising budget deficit.

About half of the foreign trade gap was the direct result of
the food gap. Deducting the food gap from the trade gap gives the
former a vositive sign for most of the sample period, at both &4.5%
and 5.5% rates of GNP growth.

The net balance of invisible trade was a major source of foreign
exchange receipts. It increased from £E22 million in 1953 to £u76
million in 1966. The main source of the rise of invisible receipts
was the nationalisation of the Suez Canal in 1956, and the rapid
growth of its foreign exchange earnings, This, together with the

increased receipts from tourism helped reduce the trade gap.

B. Interdevendence between the Savings ~nd Export Parameters
Three main issues relating to the emvirical estimation of
ex-ante savings through the use of over-simplified aggregate models

have been discuscsed in the recent two-gap literature.
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(i) 1If the trade gap is the domin~nt one,

the savings gap from historical data would

any attempt to estimate

provide blesed results.

With the two gaps being ex ante unequal,

and the foreign resource

inflow pres

umably filling the larger of them, the historical data

pertaining to the smaller gap necessarily reflect expost adjustment,

and consequently provide a downw

ard bissed estimete of savings and/or

an uprard biased estimate of investment,

and investment mrameters for extrapolating the

in such cases, produce an overestimate,

(ii) 1In the national income

identity, I

t

Using the estimated savings

savings gap would,

=8, +F

£ £ the assumption

is that domestic and foreign sa

foreign resource inflows repre

resources available for financing investment,

vis the domestic vropensity to

challenged on the grounds that,

vings are additive.

In other words,

cent a pure addition to the domestic

and are neutral vis &
save, This assumption has been

to the extent that the inflowing

foreign resources

are used to increase current vrivate or npublic

consumption, observed domestic savings must be below the internded ones.

In other words, even 1f the savings

2v is the dominant one, easy

accessibility to foreign aid might lead to less than full potentizl

domestic savings.

(iii) The two-gap theory in its initial

. 8
formulation

assumed

Fei and G. Ranis, "Foreign
American
Pp. £97-912,

irn2l of Inter-
An

Hconometric

on the Growth of Underdeveloped

Statistics, LIV, No, 1,

6 This point was first raised by J. C. H.
Assistance and BEconomic Development: Comnent”, The
Economic Review, LVIII, No. 4, September 1253,
7 Sees Thomas Veisskopf, "The Imnact of Foreign Capital Inflow on
Domestic Savings in Underdeveloped Countries", Jo
national Economics, II, 1972, ». 25. See also, "A
Test of Alternative Constraints
Countries", The Heview of Econonics and
February 1972, »p. 07-78.
8

Sees (Chenery ond Strout,
Developanent", ov. cit., pp. 679-733.

"Foreign As

sistance

and Econonilc

7
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independence of the savings and trade gaps. This assumption would
hold if the investment, savings, import and export parameters are
independent or alternatively, if they are interdevpendent but a2t the
same time seem to shift equally and sinultaneously.9

The first isrue does not arise in Egypt's case since the savings
gap vas dominzted throughout the »meriod in question. Despite the
second iscsue bheing related to the first, inflows of external resources
were instigated by internal demand and by no means were readily
available, Consequently, given the economic system's constraints, it
could be deduced that the observed savings behaviour largely reflected
the desired one.

However, the third issue assumes greater importance in Egypnt's
case, Was indicated above, the savings, investment, import and export
parameters are by no means irdependent. Particularly important is
the interdependence of the savings and export coefficients.

Ordinarily exports affect savings directly as well as indirectly.
A rise in the share of exports in GNP leads to a rise in income above
vhat is anticipated with a constant export coefficient. The extra
rise in income stems from the gains from trade associated with a
better allocation of resources (clascical trade theory) or the foreign

trade multiplier (modern trade theory). 1In the case of foreign

exchange constrained economy, the increase in income is even greater

I This assumption has been challenged on both theoretical and
empirical grounds. See: A, Maizels, Ixport and Economic Growth of
Developing Countries, The Cambridge University Press, 1968, ». 58.
Also sees J. K. Lee, "Exports and the Propencsity to Save in
LoCs", The Zconomic Jourmns1l, 81, No. 322, June 1971, p. 341;

H. B. Chenexy and P. Lcksteln, Davelomment Alternatives for Latin
America, Economic Develooment Renort, No. 29, Harvard University:
The Center for Internation=l Affairs, April, 1967; Harry Johnson,
Economic Policies Towards Less Develoved Countries, Brookings
Institution, liew 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 coefficient
can affect the savings vropensity through its effect on income distri-
bution which would raise the share of tho se groups with a higher

saving propensity such as the exporters; or it can cause a shift in

the saving schedule of other groups such as government (for example in
cases vhere export taxes revresent a major source of tax revenue) or
households.,

In Egypt's case the slow growth of exports had a negative effect
on savings through all of the above described channels. The slow
growth of industrial exports had a detrimental effect on the industrial
surplus, the main source of national saving, as a result—of its impact
on capacity utilisation. Iven the modest rate of export growth was
achieved at the cost of increasing government export subsidies (a
hegative export tax) which contributed to government dissaving.lo
Finally, the consumption liberazlisation policies had a downwa
influence on household savings.

tiv 1tj of the Savings and Trade G=ps to Changes in
In1 strial Exports

In any ex-ante forecast, where the values of the exogenous
variables are assumed to be arbitrary, the deviation between the
predicted and actual values of endogenous variables may be large due
to wrong assumptions about the exogenous variables. It is also
assumed th~t there is no major structural change during the forecasting

period. In other words, the magnitude of coefficients estimated from

the sample period is assumed to remain the same, which may be expected

20 s : . . ; i
This asvect is not incorporsted in our model with all its

alternatives,
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but is certainly not assured., Therefore, the researcher must be
careful in asserting the accurascy cf his predictions. In this
situation a researcher should use sensitivity analysis and nake
several predictions based on different assumptions about the exogenous
variables, and then reluctantly voice his opinion about the prediction
vhich he thinks may be closest to reazlity.

The model we used here is Model 2, assuming an average compound
rate of GNP growth of 5.5% per annum which approximates the
historical rate of growth, and no change in the 2llocation of invest-
ment, Industrial exports are treated in our solution zs exogenously
determined so that we could readily vary it as vart of our analysis.
The other letter variables and parameters are either target
variables or policy instruments which will be used later as part
of our policy design experiments,

Equations 24 and 25 represent a solution of the model for the

year 1966, =

Gi = 1692.274 - 0.868 (GNP), - 0.132 (Y)i - 1.525 (Bx),

- 0,705 (D)€ + 0.6 ()} (= )y = 345,013 (=),

+ 148 (5% + T, - Ei (24)
G = -184.458 + 0,131 (GMP), - 0.132 ()8 + (mx) (=),

- 575.023 (mynic), - 0.391 (Bx)y - 21.247 (<L),
+ ol (et -t | (25)

As may be seen from equations 24 and 25 there are various direct

e o~ e i e P AR O .

11 - ; s < :
The reason for selecting this year for our experiment is that the

future course of the system's veriables is by no means certain as
a result of the outbreck of the Arab-Isrseli War in 1967,
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channels through which changes in industrial exports would influence
savings, investment, imports and GNP, An increase in industrial
exports (Ei) would lead to a decrease in both savings and trade gaps,
assumning that a2 significant increcse in (Ei) leads to better cenacity
utilisation in the industrial sector,3€ vhich in turn leads to a rise

in both GNP and imports at the given instelled capacity.

Table 1

Sensitivity of the Savings and Trade Gaps to
Changes in Industrial Exports for the year 1966

(in £E million)

i ’
B g S
o led |V fae ¥ w0 |mesrlct |1 |s e
A
0.28]195 | 48 12,058 |335 | 374 | 344 +30 (486 | Lhl | 42
2 1 0.31| 0 | 28 | 2,155 |352 | 414 | 386 +28 [ 476 | 458 | +18
0.36| 0 012,155 |352 | 414 | 419 ~51438 1493 | =55
Ei
= = industrial export coefficient M = total imports
v
- S £ B & E = total commodity
Ex~ = excess camcity outout in industry exports
v . A .
I = investment in inventories BIT = net balrnce of
GNP = gross national product AEELLLe Trans
Yg i < I = total investment
= government net income
S = total savings
c® = savings gap
G'b = trade gap

Furthermore, the above changes would be expected to lead to a decline
in undesired investment in inventories (I)V, and accoxdingly, &

decline in total required investment.

* thot is a decline in (Ex) .
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The outcome of these changes, and their impact on the sizes of
the savings and trade gaps, can only be ascertained through
experimentation., Therefore, we have made alternative assumptions
about the industrial export coefficient, and its relationship to
industrial capacity utilisation, and then solved equation 24 and 25

S t . : .
for the values of G~ and G'. The results of this experiment are given

Q0

in Table 1, Given the limited structural flexibility of the economic
system, a2 rise in the industrial export coefficient leads not only to
a shift in the savings schedule but also to an increase in its
inclination., This, reinforced by other chenges, leads to the savings
gap declining at a faster rate-thgn the trade gap, as indicated in
Table 1.

The conclusions derived from the present section hsve a sub-
stantial bearing on the design of economic policy. As we have seen
excess aggregate demand, as evidenced by a dominant ex ante savings
gap, coexisted alongside deficient demand for industrial goods, as
evidenced by the prevalence of substantial excess cepacity and
undesired inventory accumulations. In such circumstances, a simple
policy prescription, based mainly on curtailling consumption, could
bring about a recession without achieving its objectives. Any pvolicy
mix capable of coping with a situation where policy objectives are
conflicting must include policy instruments equal in number to the
policy targets. 1In fact, this is the essence of the Tinbergen approach
to economic policy design. The next section adapts this apprcach in
order to experiment with a2lternative policy mixes aimed at restoring

external equilibrium,
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9.5. ECONOMIC PCLICY DESIGN

According to Tinbergen's theory of economic DOlle,12 the
endogenous variables (or jointly determined) of a model are divided
into two categories: target vericbles and irrelevant variables., On
the other hand, the pre-determined variables are divided intc policy
instruments and data, After converting the model to its reduced form,
the equations pertrining to the irrelevent veriables are elimineted
(by algebraic means), leaving a set of equations contzining only
policy instruments, target . variables and data.

Ordinarily, one would sssign values to the policy instrument
variables and solve for the values of the target variables ‘given the
system's data). Tinbergen's approach reverses this order, thus
assigning values for the target veriables and solving for the values
of the policy instrument variables. Further, an essential condition
for the application of this approach is thot the number of policy
targets (knovns) and instrument variables (unknowns) would be equel,
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 this approach to our model for Igynt,
the choice of target 2nd instrument veriables must be made clear,

The theory of economic policy, in general, assumes the
structural parameters of the model to be fixed and not vart of the
tools of policy design. However, this need not be the case. For
example, in Egypt's case some of the parameters are themselves.the

product of econonic policies and are subject to policy manipulation.

See: Chapter 1, section 1.3, For an outline and general assess-
ment of the ~pproach, see: K. A, Fox, T. K. Sengupta, and
E. Tho*becxe, The Theory of uantitastive Iconomic Policy, North-

Holland Publis hlnL F017~nj, A.oberd.h, 1773, Ck<oLe* .
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Therefore, in our attempt to experiment with policy mixes for Egypt
we included some strategic structural merameters as policy instruments.
The last issue related to the choice of policy targets and instruments
"is to exovlain the effect of the model's complete recursiveness on the
process of selection.

Theoretically speasking, in a completely interdevendent system
any policy instrument.can influence any policy target. But in a
completely recursive system like ours this is not the case. Policy

13

instruments of a cértain order -~ can influence only target variables
of the same order, or those of a higher order. This restriction,
counled with the social and technical constraints imposed on the
values of certain policy instruments, reduces the automaticity cf
choosing effective instrumerts to achieve our policy objectives.

It 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 performence function (i.e. a socizl welfare function).le As a
matter of fact, since economic decision-makers are rarely indifferent
to the choice of policy instruments, they could also be included in
the general welfere function, The task of the economic policy
designer in this cese would then be to meximise this function. But
in the absence of an operztional welfare function, and in oxder to
relax Tinbergen's absolute target alternative, we assigned several

alternative values, within socialiy and technically acceptable

1limits, for a combination of targets and instrument variables and

13 See Chapter 7, figure } and Appendix 8.
14

Sees H. Theil, Econonic Forecasts snd Policy, HNorth-Holland
Publishing Company, Amsterdam, 1958, Chapter 7 and 8.
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and then solved for the remaining unknowns, In this case we would
have more policy degrees of freedom and would be able to present a
range of alternative policy mixes,

The foregoing avproach is usually used to design future policies.
However, the outbrezk of the Arab-Isrzeli war in 1967, which brought
major distortions in the behaviour of most of the systen's variables,
makes such an undertaking quite risky since the future course of these
variables is by no means certain, Therefore, we opted to conduct our
policy experiment for the ysar 1966,

The following two equations vrovide us with the necessary
relationship between the chosen policy targets and instruments. They
represent the tvo demand/éupply balance equations for capitsl and
foreign exchange. The only alteration is that investment is treated
in its capacity creating role rather thon in its Keynesian aggregate
demznd role, This means that the investment term in the capital
balance equation was replaced by [%(GHP£ - GNPt-l) vwhere o is the
model estimoted incremental capital-output ratio, and GNP represents
capacity output. This step is necessary in order to obtain a
vositive functional relation between foreign resource inflows (Gs)

and. Gross National Product (GNP).

GNP, = 643.596 + 0.49 (Y)i + 0,58 (FX%) + 0,268 (Ii‘g'f')
- 0.228 (BL) (= nk), - 131,179 (= k), - 56,274 (Ng°)
+0.38 (Et)‘+ o.38n(ci) + 1331 (awe, ) - (26)
GNp, = 957.702 + Y% - 7.634 (Exi)(«zmkt) + 14389,481 (mzmkt)

+ 2,085 (Exi) + 162.190 («Lt) - 3.664 (I:'g'f.)

+ 7.63% (GF) + 7,634 (z17) (27)
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From the above egquations two structurrl parameters are chosen
from among the policy variables, i.e. «L and «ka. The former
refers to the ratio of cotton area to the total cropped area and its
value 1is determined by land allocation amcong the cotton and cereals
crops. The latter (“ka) refers to the rotio of gross capital goods
productipn to total industreil value-zdded, and is determined by
investment allocation within the industrial sector @mong the consumer,
intermediate, and capital goods, Both parameters are a function of
government policies.

The mzin purpose for choosing these tiwo structural parameters
from among the volicy variables should be obvious. During the pefiod
in question. the most impoxrtsnt factor undeylying the government's
cotton policy was one of a technical nrture. This involved following
the triennial crop-rotation system where cotton would be cultivated on
any plot of l=nd only once every three yesrs which, in turn, means
that the cotton area in any year cannot exceed one third of the total
cultiveted area, Nevertheless, the shere of cotton area in total
cultivated area had dropped below the one-third 1limit imposed by the
crop-rotation system. This could heve been the outcome of the
peasant's reaction to the government's cotton vrice policy, regardless
of réstrictions on cotton area. Thus, we have chosen the parameter
«L, as policy instrument to provide zn estimate of the gains in terms
of a rise in national income, which could be derived from increasing
the sh-~re of cotton in the totzl cropped area.

On the other h=nd, the choice of the parameter “zmk is equally
significant., One of the structural changes in Egypt thot have taken
place during the period in question has been the rapid growth in
investnent and the change in its structure favouring industry. There
was a substanticl shift in the allocation of investment towards the

commodity sectors. This tended to slight the pattern of investnment




- 437 i

towards construction since this constitutes the major part of
investment in services., Vhile equivment constitutes the most
~important element in manufacturing investment. Accordingly, the
chenge in the ratio of investment in these two major sectors brought
about e faster demand for capital equipment., And given the negligible
size of the domestic capitnl sector, 2 large part of this increased
demand had to be imported. So, while demand for capital goods
increased rapidly as a result of the incrense in the level and mattern
of investnent, the growth of supply lagged behind, and thus led to
the emexrgence of a cepital goods bottleneck. Thus, we have chosen
the parameter mzmk as a policy instrument with the aim of assuming
alternative values for it, within a feasible range, to vprovide an
estimate of the marginal value productivity of foreign aid.

From equation 27 we can explain the meaning of the coefficient
of the <L parameter, If, 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 £E162 nmillion, Also
the two ecquations 26 and 27, provide us with two estim~tes of the
marginal value productivity of foreign aid. According to the two-gap
theory if the trade gap were dominant in Egypt, the merginzl product-

=GP = v.63.

ivity of Gt would h~ve been,

t
(x:G.t

lovever, we have stated earlier that the savings gap was the
binding one =and th-t the two-gaps were not independent. Given these
findings, and given the fact that the two-gaps are equated ex-post,
it would be warranted to assume that the actual maréinal productivity
of foreign aid falls between the coefficient of ¢° and G-t in equations
26 and 27 and likely would be closer to the latter.

By using our earlier projections of sectoral capital stocks and

GNP growth at an annual compound rate of 5.5% p.a., and assuming
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alternative values for the different policy instrumerts within a
feasible range, we used the equations 26 and 27 and solved the systen
in each cace for the values of G- rnd Gt. The results are shown in
Table 2, It shows that policy mix three represents the equilibrating
one., Given the values of the controlled variables corresponding to

this policy package, it would lead approximately to both a closing

and an equalisation of the two gaps.

CONCIUDING REIMARKS

In this chapter we have used two alternative general model
specifications. Iliodel 1 was a conventional one in the Keynesian
tradition and Model 2 was based on input-output specification for
consumption of industrial goods and services, This approach of
elternative functional specifications in a policy model such as ours
endows it with the requisite flexibility. It serves as a substitute
for the 1argen9ssl5 and comnrehensiveness of the model and allows us
to examine different aspects of the economic system., Also, in a.
centrally planned and developing economy like Egypt production is
determined through the plan and is inelastic, both uvpward ~nd downward,
At the same time exports are cussi fixed while the structure of
imports becomes increasingly rigid. Consecguently, the role of foreign
trade in bringing about sectoral commodity belances is greatly
undermined, and other equilibreting mechanisms must be substituted
for it, It is in this light th-t we deemed it imperative to
incorporate sectoral supply-demand balances in the model.16

We have also specified capital formation and accordingly growth

15 Lerger models suffer from the problem of error accumulation which

- can be quite detrimentnl, especially when the margin of error in
the used time-series is substantial.

16 . o g o .

achieved through the various input-output functional

ations,



Impact of Alternative Values for the different Policy Instruments on Savings

TABLE 2

and Trade Gaps

(1966)

Policy

Projected Values

c k i i v g | v&
Mix L L ! i s BIT | N ' B! o g st «®
1 B v GNP
No
=L, | =<pmk| = ei
1 0.18 |0.10 | 0.17 95 48 2058 | 335 [0.1627 58 2.142 374 230 86 486 388 98
2 0.20 |0.15 | 0.20 75 34 2078 | 369 [0.1775 58 2.142 361 257 46 4712 415 57
3 0.22 [0.20 | 0.23 55 19 2098 | 402 |0.1916 58 2.142 345 285 2 457 444 13
4 0.24 |0.25 0.28 15 0 2138 | 436 |0.2038 58 2.142 333 333 =58 437 484 | =47
Notes

0" represents the gross output of manufactured capital goods.

For the meaning of the other notations used, see Table 1

_6€¢-(_
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as exogenously determined., This specification provided us with more
degrees of freedom in our policy analysis and design. But it is not
necessary for the model. There are two alternative specifications.
One would be to treat the level of investment as endogenously

deteranined and equal to the sum of domestic oproduction and imports

of investment goods. This would be approprizte if the supply of

e

investnent goods is the limiting factor on investment. The second
would be to treat investment as endogenously determined and equal to
the sum of domestic savings and foreign rescurce inflows. In either
of these two cases, the model could be used to test the impact of

different assumptions regarding foreign resouxce inflows and invest-

mn

ment allocation on growth.

The estimation and analysis of ex ante gaps showed that the
savings gap vwas the dominant one over the veriod in cuestion =nd at
all assumed rates of real GNP growth. This gap was a direct outcone
of two factors: the budget deficit on current azccount and the growth
of investment above the "minimum required level™. The foreign trade
gap was a direct product of the food gap. The balance of invisible
trade had shown a sustalned surplus and contributed substantially to
the reduction in the size of the trade gap.

The adjustment mechanism which brings the two gaps to equality
was rather simple, £ince the government controls the decisions such
as investment, savings, import and exports. This reduces the oproblem
to one of government targets, policies and oriorities. Of course,
the degrees of freedom allowed to government decision mekers are
limited by internal, technical, institutional and politiczl factors
as well as by external constreints, especially foreign aid.

the larger and

<

Given the fact thot the savings ga

3
0

accordingly the dominant one, the simplest policy recommendation would

be that the country should save more and consume less. To achieve
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this goal, one of the instruments would be to reduce government
dissaving by either raising budget revenues to the level of current
expenditure through tax reforms or by reducing government expenditure
to the level of its revenue or by a combination of these two
policies.,

If the above volicies are not feecsible, an alternative would be
to reduce private consumption to a level th-t would permit private
savings to be sufficiently high to finance a simultaneous rise of both
public consumption and capital formation. But such policies aimed at

reising aggregate savings are not likely to succeed due to population
pressures and the external conflicts that the country has to face,
vhich in turn lead to the growth of both private and public consunption,
The alternative is that if Egyot is to achieve both rapid growth and
an increszse in savings it must increase its exports, particulerly of
industrial goods, and increase the share of capital goods in total

industrial production.



CONCLUSICNS AND

POLICY RECO!MENDATIONS



CHAPTER 10
CONCLUSIONS AND POLICY RECOMMENDATIONS

The purpose of this study was (i) to examine and anslyse
EEypt‘s changes in the agrarian structure, the process of differentia-~
tion of the peasantry, the shifte in income distribution and consumption
patterns by different socilo-economic groups; (ii) 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 vlanning (i.e. the change
from a free enterprise system to a semi-planned economy composed of a
public and a private sector); (iii) to assess Heypt's import
substituting growth over the period 1952-1970 and to describe

alternative strategles for achieving optimal long-run growth and

0)

externzl equilibrium,

Ve do not propose to enumerate all the findings reached in the
course of the study since these are stated in the concluding sections
of the previous chapters, Only the mogst important findings and the
future development stretegy of the country are recorded.

The 1952 Revolution h=d a simple but definite economic progrzmnne,
end more significantly the politicel will and the means to carry it
through. It did not involve at first the demise of private enterorise,
ut a2 greater snd expanding economic role for the government., The
programme included land reform; major measures to relieve the land
scarcity problem; industrislisation with public investmert in heavy
industries (e.g. steel) which h2d proved un~ttrsctive to the private
sector; partiel planning (essentially the identification of projects
for an investment programme) and a2 rencwed emphasis on education and

social welfare.
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The implementation of this programme induced further intervention,
In agriculture, the land reform led to the extension of government
run co-operatives to most of Egyptian sgriculture. The industrialisa-
tion objective led to increased tarrif protection. BExchange controls
and import licensing were reintroduced, largely for balance of
payments reasons but also to stem capital flight and discourzge imports
of luxury goods for the rich. Partial nlanning evolved into comprehen-
sive planning, and the surprising element in this change is not that
it took place but that it was so much delayed (the decision was
taken in 1957, almost five years after the Revolution, and the First
Plen only started in July 1960).

A small public sector emerged Jjust before 1956 as a result of
State investment in a few industries. It expanded by steps, with the
nationalisation of the Suez Canal, the sequestration of British and
French firms after the war of 1956, the nationalisation of all banks,
the establishment of the Economic Organisation in 1957, and the
nationalisation of Bank Misr in 1960. Significant public investment
in industry undertaken under the First Industrial Plan (1957-1960)
contributed to this 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 ploce in 1961~
1962 when earlier developments were completed. Successive waves of
nationalisations and punitive sequestrations abscrbed most of modern
industry into the public sector as well as large department stores,
financial institutions, building 2nd transport firms of any
significant size, and large hotels. Foreign trade was placed entirely
in the hands of new public organisations. In agriculture, the

government became the sole purchaser of major crops and the main
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supplier, through thz co-operatives, of escentizl inputs such as
fertilisers, pesticides, and seeds, Private ownership was preserved
in agriculture (within the fromework and ceilings of lcnd reform laws)
and in urban re=l estates. Small businesses in 21l sectors - and,
hence most of retail trade - rem=ined in private hands. At the same
time, the Soclalist laws granted new privileges to workers in the
orgenised, non-egricultural sector. An employment drive resulted in
large numbers of new recruits in public administration and in public
sector firms. The government committed itself to employ all
university graduates and absorbed also secéndary school leavers in
public employment as well,

The redistributive effect of the agrarizn reform was limited.
The distribution of some 13% of the cultivated area to about 97 of
the rural population has virtually eliminsted very large ownerships,
slightly improved the lot of small peasants, but consolidated the
position of the midium stratum. Thus the initial 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 limited to previous
tenants and small farmers.

The changes in the distribution of income among rural classes
was mainly a reflection of the change in the structure of land owner-
ship. We have seen that the absolute income received by big
landowners (i.e, over 50 feddans) as well as their relative share of
total agricultural income have fallen. DMeanvhile, the rich and middle
landowners (i.e. 5-50 feddans) benefited most as both their share of
agricultural income and their income per capita have increased. Poor
peasants (i.e. less than five feddans) have increased their share of
agricultural income mainly due to the increase in their numbers, with

their per cepita incomes only marginally improved. Finally, the
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number of landlecss peasants has decreased with a slight improvement
in their share of income during the 1950s and early sixties. These
trends have reversed in the late sixties.

The distribution of consumption expenditure among rural households
showed that between 1958/59 and 1964/65 there was a slight fall in the
overall degree of inequality of the distribution of total consumption
lMoreover, the flagrant initial inequalities between income groumns
which cheracterised the 1950s went unch=llenged during the 1960s.

Despite the potential beriefits of land and crop consolidation
policies few benefits did in fact accrue when such policies were
pursued by the co-operatives, This was due to the unequal distribution
of land and bureaucratic domination over the experiment. Thus all
the co-operatives did in this respect was to patch up some of the
obvious deficiencies of the existing system of production nmeinly
through the reorganisation of egricultural rotation., IHore serious was
the negative effect the crop consolidation system had on small and
poor veasants, They were obliged to cultivate all their land with a
certain crop a year and had to depend on the oven market for the
satisfaction of their needs. Although the improved suvply of credit
and other agricultural inputs héd produced favourable results as far
as land productivity 1is concerned, this sytem favoured large landowners
rather than poor and small peasants, Unequal distribution of credit
and the accumulation of 1l rge arrears enabled large landowners to
approoriate the greater part of co-operative finance at chezap prices,

The co-operatives were successful as an instrument of government
policy. Through the manipulation of the agricultural terms of trade,
it was possible to ensure the mobilisation 2nd trensfer of sizeable
portions of agricultural surnlus to finence the process of industrial
accunulation and redress the balance of nayments deficit. But the

co-overative policies of marketing and pricing had negative effects
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on the process of differentiztion ~mong the peasantry.

In 1652 a revolution-ry government acceeded to poﬁer with an
explicit and firm commitment to accelerate industrial growth. To
achieve this goal it assumed full control of the great bulk of
investment activity in the economy. Ve have seen that during the
1950s the investment ratio ~ thet is gross fixed investment relative
to GNP ¢ was fairly constent in the range 129-1420, However, this
ratio is increesed sharply in the early 1960s, reaching 207 in 1963/64.
Thereafter it declined again so th=t during the period 1968/70 it was
less than 12,

The growth in investment during the 1960s was accomvanied by an
increase in imports relative to GNP. There are two reascns for this.
First, the virtual absence of a capital good sector meant that the
growth of investment led to a similar growth in imports of capital goods.
Secondly, the rapidly rising incomes led to & rapid growth in demand
for food and intermediate goods. Given the inelasticity of food
supply, a@n increasing share of total supply h=d to be imported. At
the same time imports of other consumer goods were held down through
various highly protective import policies.

Accordingly, the growth in investment was accompanied by 2 growth
in imports, though at a lovwer rate because of the import-substituting
effect of the new investments. However, the rise in both the investment
and. import ratios in the first half of the 1960s was not matched by
comoarable increases in the share of exporte or domestic scvings, and
thus led to the emergence of both z savings and a trade g3D. We hove
seen that a relatively small balance of payment deficit equivalént to
1.1% of GNP in 1960/61 wes followed by very large deficits of the order
of 6% and & of GNP for 1961/62 and 1963/64. Fgyot could not sustain
such large deficits, The situation was further aggravated by new

factors and events, The U.S. withdrew their aid which h~d contributed
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to the resource gap in the mid-1960s and the Yemen war drained away
valuable foreign exchange., Intern=1ly, the effects of the population
explosion of the 1940s, combined with those of an exvpanded programme
of education began to be felt. Zgypt found itself in a situation in
which the total resources available to the economy (domestic and
foreign) hzd 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% in 1963/64, and 27.2% in
1969/70. Private consumption took some of the brunt but investment
and merchandise imports were the main casualties.

With foreign debt reaching alarming proportions by the mid-1960s,
and external finance becoming more difficult to obtain, severe curbs
vere imposed upon imvorts, food shortcges 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 Igynt,
it was inevitable that the rise in food prices lead to an inflationary
rise in the general price level.

The curb on imports of producers goods hit industry very herd.
New investments in industry had to be reduced to a minimum, and scme
established industries slowed down because of shortages in spare parts,
raw materials and other intermediste imports. Although the curb on
imports waé a major factor in the decline of industrial growth it was
not the only one. Poor projections of both domestic and export demand
for industrial products led to substzntial misallocation of investment
in fhe industrial sector. As a consequence m#ny industrial plants
onerated far below capacity.

Three major aspects of government policies towards investment
exercised a strong influence on the demand, supnly, and imports of
capital goods. First, there was a substantial shift in the allocation

of investment towards the commodity sectors during the »period
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1953/54-1966/67. The effect of this was to shift merginally the
pattern of investment towards construction since this constitutes

the major part of investment in services (while egquipment constitutes
the most importsnt element in manufocturing investment). Accordingly,
the observed change in the ratio of investment in these two major
sectors brought about a2 faster demend for capnital equipment. And
given the negiigible size of the domestic canital sector, a large
part of this increased demand had to be imported.

Second, a large portion of total investment in public utilities
was allocated to projects with a long gestation period such as the
Aswan High Dam and related electricity ovrojects. We hesve seen, for
example, that during the period 1959/60-1966/67, total investment in
the High Dam alone amounted to about 10% of all investments in the
commodity sectors. The contribution of the High Dam investments to
output will not be felt until the 1970s, and will be stretched over a
fairly long period. However, given the low marginal propensiﬁy to save
the income multiplier effects associated with the construction of the
Dam added to the existing inflationary prescures. Furthermore, the
allocation of sizeable investments to projects characterised by long
gestation periods meant a rise in investment with no parallel rise in
savings and, accordingly, this led to a widening of the savings gap.

Third, government investment policy within the industrial sector
did not place any emphasis on the capital goods sector., After an
initial (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 this change in policy orientation might
have been prompted by technical and economic difficulties, such as a
shortage of skilled manpower, the size of the market etc., it was
also based on welfare considerations. This is mrde evident by the

explicit statement in the "National Charter" which defined the
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country's industrialisation 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 nations

should specialise in light consumer goods as well as

those vwhich stress hecvy industriss would be rejected

on the grounds thst this would necessarily entail

grest deprivations on the part of the people”.

It also explains that

"the UAR industrial policy had been based until the

end of the first Five-Year Plan (1959/60-1964/65) on

placing relatively grezter stress on consuner

industries ... But in order to realise a more balanced

industrizal structure, the Second Iive-Year Plan

(1964/65-1969/70) will lay more stress on heavy

industry".

The outcome of this vhilosophy was that, in the First Five-Year
Plan, the share of the capnital goods sector (esvecially mechinery) in
total industrizl investment did not exceed 5%. The result of this was
that, while demand for capital goods increased rapidly as a result
of the increase in the level 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 fiscal policies were of concern to
this study: one, the government budget deficit on current account
with its impact on the level of aggregate savings; two, the structure
of government revenue and expenditure and its potential influence on
the pattern of consumption.

Ye have seen that a steady increzse in the goverrment
exvenditure occurred throughout the period under study. A number of
factors led to this sharp rise in government exnenditure, foremost
among which were defence experditures and the increasing welfare

transfers. lloreover, underlying increasing government dissaving

were inelastic tax revenues on the one hand, and rising government
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expenditures on the other. Another important feature of fiscal
policy in Egypt was the pattern of growth of government revenue. The
only tax on agricultural income vas the land tax whose revenue
stagnated througzhout the veriod., Thus, the increase in agricultural
incone was virtuaelly exempt from any taxes. Illoreover, income from
wages and salaries up to £E250 was exempt from taxes, and for the
following £E100 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 for food.

The emplcyment strategy had a direct bearing on the savings and
trade gaps in at least two major ways. RFirst, 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 »roduction and a decline in the industrial profits. It
thus terded to reduce the industrial sector's internztional comnetit-
iveness, and at the same time cut into the main source of aggregate
savings, i.e. industrial profits, Secondly, the growth in government
employment meant, ceteris paribus, a net contribution to aggregate
demand with zero contribution to aggregate supply of commodity
output. This also had an adverse effect on the balance of payments.

The Egyptian experience of agrarian refofm 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 s=olution for the
future should consider a radical redistribution §f land and a radical
restructure of the co-operative system in such a way as to replace it
with real producer's co-operatives.

Within the commodity sectors the nsed to exert all possible

efforts to increase agricultural production hardly needs emvhasising.
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Our study suggests some means of increasing agricultural growth other
than an increzse in land supnly, namely, through a more intensive use
of chemical Tertilirers, and the installment of covered drainage
facilities. Ixpert oninion estimated that agricultural productivity
and output could be substantially increased by these means.l The
prospect for future agricultural growth is greztly enhanced by the
fact that the vast investments in the Aswan High Dom have started to
come to fruition since the beginning of the 1970s,.

As for the pattern of manufacturing growth, our étudy stresses
the absolute importance of channelling the grent‘bulk of industrial
grovth towards exports, and substituting for capital goods imports.
To realise the latter objective is feairly easy, but a strategy for
achieving the former has yet to be formulated.

The outstanding feature of Fgyptien foreign trade and balance
of payments was the deficit in both the balance of trazde and the

balance of current vayments during the whole period in cuestion, with

n

the resulting continuous depletion of foreign exchange reserves. Thi
developnent led finally to foreign exchange difficulties which became
critical after 1962, with a formal devpreciation of the Egyptien vound,
drawings on the IlIF', and some edjustments in dumestic policies.

Behind this development laid an almost stagnant export volumeyand,
simultaneously, an expanding import volume. The imorovement in the
terms of trede and the increase in net invisible earnings (the Suez
Canal) helped to meet part of the increase in imnorts, but even this
favourable development was not sufficient to prevent a growing deficit.

Up to 1958 Egynt relied almost exclusively on her suvvly of foreign

Sees: llarian Clawson, et. al., The Agricultural Potential of the

MMiddle Rast, Amnerican BElsevier Publishing Co, Inc., New York,

1971.
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assets to finance the growing deficits in her balance of payments.

162]

The main component of foreign assets continued to be sterling,
although other foreign assets played a significant role, including
those accumulszted in the early vpostwar period when more blocked
sterling was released to. Egypt than was needed for current transactions.
During 1959 sterling assets continued to help finance the payments
deficits, although at a decreasing rate., By the year 1960 these
reserves were actually exhausted, and other foreign exchange holdings
continued to provide for deficit pzyments, By 1962 other foreign
reserves were also exhausted and the burden of accommodating deficits
shifted to foreign loans and grants.

Import substitution industrizlisation was an import-intensive
procese, as in many other developing countries. Thus, although the
import-substitution strategy brought about 2 growth in industrial
production and national income, it did not solve the bslance of
paynents problem, On the contrary, the foreign-exchange gap widened
considerably a2nd given the country's debt-servicing canacity the
foreign debt reached alarming proportions. Furthermore, by the
mid-1960s an inflexible pattern of sectoral interrelations began to
emerge in the economy. This was due tc the fact that import capacity
was not only growing at an insufficient rate but had also become

nflexible with regard to its commodity composition. Its slow growth
resulted from the slow growth in export proceeds, while its inflexi—x
bility was due to the fact that the commodity composition of imports
came to consist zlmost exclusively of imnorted inputs and foodstuffs.
This situation reduced the capacity of foreign trade to play its
essential balsncing r»le in the eccnomy.

Under these circumstances thz prospscts of economic development
for Egypt are bleak unless the savings rate is raised in the most

abrupt manner, which is not likely due to population pressures and to
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the extern2l conflicts that the country has to face, which in turn
lead to the growth of both privete and public consumption. The
alternative is for the economy to receive more aid and to use it
rationally for purposes of economic development. But once the aid is
received the problem of repaying these debts on maturity is still 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 chifts in export markets
and thus defeat the cause of development. Therefore, the recipient
country should impose measures and disciplines in order to be able to
affect repayment of debts without distorting the economic systen,
since such distortions would negate the benefits for which loans were
contracted., The necessary measures would include giving high priority
to export expanding industries, allocating investment funds in the
most economic and efficient way, thereby ensuring that projects
selected contributed most to national output. Policy makers should
also realise that it is impossible to develop and be competitive in
all fields. Therefore, it is necessary to build up a nationalrprofile
of industry and ccncentrate all efforts on selected branches in which
a comparative advantage exists. Export industries should be able to
earn enough to repay foreign exchange plus interest payments, which
means that these industries should be in line with international
technological and economic standards.

To develop through foreign trade the country hms to compete with

more efficient products on world markets. A world market for prim~ry

.

.

commodities is always available; its growth is constrazined by rupply
and, accordingly, resource endowment factors. Therefore, we concentrate
here on the more difficult problem of how to promote manufacturing

exports. Institutional facters arnd relative prices are the two main
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problems here.
The practice often followed during the import-substitution stage

s to zllocate industrisl investnent on the basis of the available

e

mport substitution market, on the grounds that after exhausting this

Hn

market it would later shift to export growth, This strategy must be
terminated., An efficient export infrastructure must be built, one
which would be capable of supplying foreign demand for industrial
products. In other vords new industries should be established with the
primary objective of satisfying foreign demand, with domestic demand
taking second priority. lore attention should be given in export
industries to adopting latest techniques of marketing, improving the
quality of products, paying special attention to wrapping and packaging
and setting high stardards of efficiency and quelity control,

A major negative asvect of the import-substitution strategy wvas
its price policies. Under the strategy the allocative role of the
vrice system wes largely nullified, and consequently prices were
reduced to an inferior instrument of distribution. While such an
approach could be tolerated, given the inwerd orientation of import
substitution growth, it must give way to a more rational and
economically efficlent price system if the country is to improve
industrial productivity and significently raise the industrial export
coefficient.

We have mentioned, among other things, the substantially fastern
growth of industrizl vrices and costs of production in Egypt, as
compared to the United States.

. With regard to industrial l=bour cost, wﬁich h2d sh~xply increased
during the import-substitution stage, the industrial employment and
wage volicies must be reconsidered with the ain of curbing the growth
in 1l-bour costs. Our study suggests both implicitly and explicitly

two broad volicy orientations. One, growth in real wages in the
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industrial sector must be tied to productivity growth, with the latter
being allowed to rise at a slightly faster rate until the country
improves its international competitive position. Two, the vproctice of
forcing employment targets on the industrial sector above its minimum
requirements must be ended. From the point of view of economic growth
it might be more beneficial for the country to finance unemployment
subsidies from budget sources rather than have them indirectly paid

by the industrial sector since this raises industrial costs which then
adversely affects growth via its effect on exports.

Our arguement is thet if Egypt is to achieve a rapid rate of growth
of industrial exports it must follow an efficient pattern of invest-
ment allocation based on rational criteria (i.e. shadow prices and
the real foreign-exchange cost of both commodities and factors of

o
i

production). This would reise productivity, reduce costs of
production and improve the country's competitive position in externel
markets, and, in turn, could be exnected to lead to a rise in the
industrial exnort coefficient. Furthermore, it would gradually
relizve the budget from a number of transfer vaymerts in the form of
price and export subsidies.

A rapid growth of capital formation in the commodity and social
overhead sectors would greatly reduce the pressure on the government
sector as the main absorber of surplus labour. This would both
improve productivity in the government sectcr and reduce government
current expenditure., At the same time rapid growth in output ~nd
income would increase tax revenue. Neodless to s2Y, maxinum use of
this latter factor requires a reform in the indirect and income tax
structurcs, in order to meke then more effective. The combined effect
of declining exvenditure 2nd rising revenue would gradually eliminate

the budget deficit on current account, and would thus remove the mein

component of the savings gap. The closing of this gap would eliminate
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excess aggregate demand and, therefore, reduce a major source of
inflationary pressure.

Tourism and the Suez Canal dues represent a good source of
foreign exchange, If serious efforts were made to improve tourism
and widen and deepen the Canal, Igypt could guerantee huge amounts
of hard currency to repay her debts, Political conflict limits
proceeds from these two importznt sources. If this conflict could
be reduced Egypt would be able to attract tourists from a2ll over the
world, OCn the other hand, the importence of the Suez Canal will
increase as a naval passage, tieing the Iast and Vest.

Lastly, but not least, the economic integration of developing
countries mey open new markets for their prcducts and at the same
time provide necessary raw materials which could be obtained in soft
currencies, Some kind of vayment arrargements can provide necessary
guarantees to overcome the fears associated with co-operation, such
as balznce of payments problems, or the increase of imports over

xports., In these arrangements it can be stipulated that the exports
of each member to others will increase with its imports from other
nembers. Also some kind of veyments agreements to nrovide credit
facilities designated to cover a temvorary disturbance can be worked
out. Resort to bilateral agreements and payment arrangements
between developing countries could lead to utilisation of idle '
canacities iﬁ varticipating countries., In addition they woculd enable
these countries to procure through mutual exchange products which
could not be imported for lackvof hard currency.

Different types of payment agreements h-ve been proposed énd
employed, such as clearing arrangements to facilitate the prompt
settlement of claims arising from commercial and financial tronsactions,

and credit arrangements to provide short-or-medium term balance of

payments finance.
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Economic integration between Hzyot and her Arab neighbours
might be vpossible. On the whole trade performsnce between Arab
countries is more favourzble than between other developing countries.
The existing pettern and the relative importance of this trade
reflects the historical factors as well as the economic growth that

has taken place in this region,
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APPFNDIX T
Table 1

Cultivated Areas )
(Main Winter Crops) 000 feddan
W 1952 1965 1966 1967 1968 1969 1970
Wheat(l) 1402 1145 1291 1245 1413 1246 1304
Beans 355 433 418 336 335 362 330
Barley 137 125 98 107 117 103 83
Fenuoreek(l) 54 52 42 38 35 44 40
Lentil 58 89 75 66 51 45 AT
Linen 13 26 22 24 36 39 91
oniontt) 26 51 58 42 39 58 3
Lupine 11 16 11 11 11 11 10
Chick peas 15 12 8 11 10 6 7
Clover 2202 2493 2532 2716 2679 2726 2748
Qarlic 9 15 19 13 12 6 %
Vegetables 63 144 147 148 172 181 174
Others 19 23 18 19 19 24 30
Total 4364 4624 4739 4776 4929 4849 4835

Note and Source: (1) The areag include the consumed green crops
Central Agency for Public Mobilization and Statistics, Statistical Handbook, June 1971




Appendix I
Table 2

Cultivated Areas
(Main Summer Crops)

000 Feddan
1952 1965 1966 1967 1968 1969 1970
Cotton 1967 1900 1859 1626 1464 1622 1627
Rice 362 842 841 1072 1199 1187 1140
Millet 378 441 463 482 486 438 465
C‘) Maize 27 931 1053 1095 1169 1143 1153
2 Sugar—cane 92 129 133 137 155 170 186
! Peanuts 26 54 49 41 42 49 43
Sesame 42 52 29 22 24 35 41
Vegetables 118 304 325 325 342 343 335
Others 14 44 42 57 64 63 65
Total 3026 4697 4794 4857 4945 5050 5053

Source:
See Tagble 1



- 461 -

Cultivated Areas

APPENDIX I
Table 3

(Main Nile Crops)
000 feddan

1952 1965 1966 1967 1968 1969 1970
Rice 12 6 3 3 5 5 3
Millet 55 59 55 40 46 36 36
Maize 1677 520 522 390 385 341 351
Vegetables T1 160 162 155 182 191 199
Others 9 17 18 34 28 28 29
Total 1824 762 760 622 646 601 618
Sources

See: Table 1
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APPENDIX I
Table 4

Cultivated Areas
(Main Fruit Crops)

- 279 -

000 feddan
1952 1965 1966 1967 1968 1969 1970
Oranges 26 84 | 97 106 112 113 118
Tangerines 9 10 1l 12 14 14 14
Lemons 4 9 9 9 9 9 8
Sweet Lemons 1 1 1 1 (1) (1) (1)
Grapes 19 21 21 22 23 27 32
Figs 2 2 2 2 8 8 T
Guavas A 9 9 10
Olives 3 2 2 2 2 4
Mangoes 9 22 23 23 24 25 25
Pomegranates 1 2 2 2 2 2 2
Apricots il 2 3 3 3 B Vil
Plums 1 1 1 1 {1) (1) 1
Bananas 7 8 9 9 9 9 9
Peaches 1 2 2 2 3 3 3
Pears 2 3 3 3 3 3 4
Others 1 3 B B 4 5 3
Total 94 178 195 207 225 232 244

Note and Sources:(l) Less than 500 feddans

See: Table 1, and Central Agency for Public Mobilization and Statistics,
Statistical Yearbook, October 1974




AFFRHDIR. T Area in feddans 000's
Table 5 Production in tons 000's

1. Cereals Yield in ton/feddan

- 463 -

ng;:i 5 Wheat Maize Millet Barley  Rice

Year Area Area  Production Yield | Area  Production Yield | Area  Production Yield |[Area Production Yield | Area Production Yield
000's

Average 1950/54 9.42 1,573 1,318 0.84 | 1,746 1,568 0.90 438 519 1.18 122 105 0.86 519 830 1.60
Average 1955/59 10.08 1,501 1,464 0.98 | 1,851 1,624 0.88 451 574 1.27 136 132 0.97 654 1,385 2.12
1952 9.31 1,402 1,089 0.78 | 1,704 1,506 0.88 433 522 1.21 137 118 0.86 374 517 1.38
1960 10.37 1,456 1,499 1.03 1,821 1,691 0.93 454 603 1.33 148 156 1.05 706 1,486 210
61 9.97 1,384 1,436 1.04 | 1,603 1,617 1.01 457 631 1.38 121 133 1.10 537 1,242 2.13
62 10.37 1,455 1,593 1.09 | 1,832 2,004 1.09 454 659 1.45 131 146 1,11 830 2,038 2.46
63 10.36 1,345 1,493 1.11 | 1,721 1,867 1.08 484 T29 1.51 121 134 1.11 959 2,219 2,31
64 10.38 1,295 1,499 1.16 | 1,660 1,934 1.27 494 T40 1050 121 141 g 1% U 962 2,036 2,12
Average 1960/64 10.29 1,387 1,504 1.08 | 1,727 1,823 1.06 469 672 1.43 128 142 1.11 199 1,784 2:23
1965 10.26 1,145 1,272 1.11 | 1,451 2,141 1.48 500 806 1.61 125 130 1.04 8483 1,788 2,11
66 10.49 1,291 1,465 1:13: | 2,575 2,376 1.51 518 859 1.66 98 102 1.04 844 1,679 1.99
67 10.46 1,245 1,291 1.04 | 1,485 2,163 1.46 522 881 1.69 107 100 0.93 |1,075 2,279 . 212
68 10.75 1,413 1,518 1.07 1,554 2,297 1.48 532 906 1.70 117 121 1.03 {1,204 2,586 2.15
69 10.73 1,246 1,269 1.02 | 1,484 2,366 1.59 | 474 813 1.72 103 105 1.02 1,192 2,556 2.14
Average 1965/69| 10.54 1,268 1,363 1.07 1,510 2,269 1.50 '509 853 1.68 110 112 1.02 (1,033 2,178 2.11
1970 10.75 1,304 1,516 1.16 | 1,504 2,393 1.59 501 874 1.74 83 83 1.00 [1,143 2,604 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(i) Sugar — cane
Area Production Yield Area | Production Yield Area Production Yield
Average 1950/54 1,765 372 0.21 37 303 7.16 96 3,301 34.4
Average 1955/59 1,791 394 0.22 50 464 6.66 111 4,186 37.7
1952 1,967 446 0.23 32 267 7.38 92 3,260 35.4
1960 1,873 478 0.26 49 504 - 111 4,545 41.0
61 1,986 336 0L17 58 469 - 112 4,186 37.4
62 1,657 457 0.28 50 600 - 121 4,808 39.7
63 1,627 442 0.27 59 659 - 133 5,153 38.7
64 1,611 504 0.31 54 646 - 134 4,890 36.5
Average 1960/64 1,752 443 0.25 54 576 - 122 4,716 38.7
1965 1,900 521 0.27 51 670 - 129 4,739 36.7
66 1,859 455 0.24 58 701 - 133 5,189 39.0
67 1,626 437 0.27 42 587 - 137 5,257 38.4
68 1,464 437 0.30 39 444 - 155 6,083 39.2 -
69 1,622 541 0.33 56 567 - 170 6,878 40.5
Average 1965/69 1,694 478 0.28 49 594 - 145 5,629 38.8
1970 1,627 509 0.31 34 437 - 186 6,930 37.3

Note:

Crop: total but excludes green consumption as from 1960.
Average yield for winter crop.

(1) Area excludes interplanted crop and is confined to winter crop as from 1960.
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APPENDIX 1
Table 6

Public Expenditure According to Institution(l)

1951/52 = 1967/68 &£E Million

Year Unified ] Busin?sé or
Budget Ordinary Budget Annexed Budget Development Budget Enterprises Budget
Est. Act. Est. Act. Est. Act. Est. Act. Est. Act.

1951/52 - - 231.4 232.9 4.9 4.3 - = - -

52/53 - - 206.0 208.4 4.4 4.0 0.3 0.2 - -

/54 - - 197.5 199.7 16.7 9.5 42.6 27.4 - -

/55 - - 227.9 228.1 27.5 13.4 42.3 29.1 - -

/56 - - 238.3 275.6 37.4 28.8 54.2 39.4 = =

/57 - - 280.5 308.0 14.7 13.0 45.8 38.4 - -

/58 - - 281.8 - 27.0 - 28.3 - - -

/59 71.5 - 271.5 - 122.5 - 46.0 = = =

/60 95.8 - 293.8 - 132.3 - 98.1 - - -

/61 98.1 - 301.0 - 177.0 - 285.8 - - -

/62 110.1 - 335.8 - 197.2 - 320.0 - - -

/63 - - 471.8 - 170.1 - - - 821.0 -

/64 - - 540.4 - - - - - 1000.5 -

/65 - - 610.7 - - - - - 1165.0 . -
/66 - - 649.4 - - - - - 1210.1 v

/67 = - 625.2 - - - - - 565.1 =

1967/68 - - 673.9 - - - - - 702.4 -

(1) Gross figures without deducting inter—budget subsidied and transfers

Sources:

A.
B.
Ce.

Ministry of Treasury = Annual Budget Estimates and Final Accounts
National Bank of Egypt, Economic Bulletin, vol.XXII, No.3,1969
Central Bank of Egypt, Economic Review, vol.VIII, No.3 & 4, 1968.
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APPENDIX 1

Table 7

(£E millions)

Structure and Development of Government Expenditures, 1950/51-1969/70

1950/51 1951/52 1952/53 1953/54 1954/55 1955/56 1956/57 1957/58 1958/59 1959/60
Sectors 0 [ D 0 I D 0 I D 0 ,I D 0 D 0 [ D 0 l D 0 l D 0 ' D 0 D
1
Directly Productive Sectors: ' I ' ' I ' l ! '
Agriculture, Irrigation, Drainage 7.0 I 6.0 8.2 ' 8.5 Ted 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 . 20.5
High Dam - - - - - - - - - - - 0.5 - 0.4 — 2.8 = 2.6 N 13.2
Industry and Electricity 5.0 9.3 5.9 ‘ 6.1 5.4 ’ 4.5 8.0 |19.1 14.7 |13.3 157 ,16.7 36.9 ;16.2 21.3 |14.4 65.7 ., 25 68.8 ’ 58.4
Transport, Comms. and Storage 17.2 | 5.5 20.9 9.6 21.6 I 6.6 22.7 8.8 23.0 , 11.5 25.5 ,13.3 26.6 117.4 264 ' 159 35.8 | 16.2 34.0 19.6
Housing and Utilities 3.6 | 1.9 1.6 | 3.1 1.5 3.2 1.5 ! 5.1 3.1 l11.2 3.5 I20.9 8.1 9.5 4.0 | 9.5 4.6 8.6 5.0 ' 7.0
} 4
Total Productive Sectors 32.8 I22.7 36.6 I27.3 35.6 '19.6 41.3 |44.1 s % '50.9 55.9 |70.7 83.4 |60.0 72.4 '51.6 122.8 I67.4 118.6 I118.7
- ; T 1 | 1 '
Social Services: l
Education and Research 18.0 I 4,2 23.7 I 3.5 23.1 | 2:12 24.3 I 1.5 27.0 I 1.9 31.1 | 4.2 31.0 | 2.8 47.3 2.7 42.3 542 45.. 5 ' 3.8
Health 6.2 | 1.1 6.5 0.9 6.0 0.7 6.3 0.6 Tl 1.8 7.7 32 8.0 1.0 7.2 0.8 8.1 1.0 8.1 0.9
Cultural Services 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:% 1.5 ’ 1.3 2.0 ' 1.5 1.6 1.6
Religions and Social Services 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 0.8
¢ l
Supply 12,4 | -~ 18.6 l 13,7 | = 8.1 = 5.2 - 6.7 - 8.2 - 2.6 = 7.3 - 8.5 -
1 il 4
| T
Total Social Services 73.6 l 6.3 91.2 I 5s1 91.7 L 3.5 86.7 I 29 89.7 4.3 96.8 I 8.7 1101.7 l 4.9 1103.7 I 5.7 j101.3 | 8.4 1104.4 l Ts1
X
I
Organizing Services: ! l I ' I | , | '
Presidential and Supervision 3.8 l 0.9 3.9 I 1.1 2.9 l 0.7 2.8 0.7 3.6 | 1.0 3.9 , 1.1 4.7 1.1 4.9 0.9 6.4, 0.9 6.5 I 10
Commercial and Financial 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 0.3
Defence, Security and Justice 39.4 ' 0.3 57.6 | 0.5 | 45.6 ' 0.1 44.3 ' 0.1 58.2 | 0.3 87.7 el 89.4 ' 0.2 65.3 ! 0.5 | 87.3 ' 0.6 90.1 I 0.2
+ + T +
Total Organizing Services 53.3 | 1.9 | 71.3 1 2.1 58.0 | 1.5| 57.4 l 1.0 | 72.3 | 1.7 | 102.7 I 8.2 |106.4 ] 1.7 84.0 I 1.9 1111,.6 l 1.8 |114.5 l 1.5
1 ]
159.7 130.9 | 199.1 '34.5 |185.3 |24.6 | 185.4 147.6 |213.1 | 56.9 | 255,4 | 87.6 |291.9 166.6 |260.1 |59.0 |335.7 | 77.6 |337.5 |127.3
Grand Total
190.6 233.6 209.9 233.0 270.0 343.0 358.5 319.1 413.3 464.8

Notes and Sources:

0 means Ordinary (current) expenditure.

D means Development (investment) expenditure.
Ministry of Treasury, Annual Budget Estimates and Final Accounts.
of Egypt, Economic Review, several issues.

National Bank of Egypt, Economic Bulletin, several

Issues and Central Bank
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Table 7 '"continued"

1960/61 1961/62 1962/63 1963/64 1964/65 1965/66 1966/67 1967/68 1968/69 1969/70
Sector 0 D 0 D 0 D 0 D 0 D 0 0 D 0 D 0 D 0 D
Agriculture > 3 20.4 | 70.0 321.9 72:2 %54.1 93.6%48.2 68.5 369.2 63.6 %73.0 55.7 %82.4 72.4 | 37.9 g52.1 £102.1 [58 124 gsg
Irrigation-Drainage - 5.4 - f__
Electricity 1.7 2 7 o .
High-Dan g 77.8 | 93.1 380.7 108.6 %68.8 B1. ges.e 28.1 %66.6 20. } 6.9 {184.0 g48.4 80.1 | oo Lz g 8318 §19.4 %348 37.4
Industry 160 46.6 |221.2 |114.2 123.4
Transport and Communi. 34.8 | 46.6 | 35.4 156.5 | 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 48
Suez Canal . . 19 18 - 9.3 - 8.0 = 9.5 - 6.0 - 6.8 - - - - - -
Housing and public Services 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 39.71 22.3
Total 139.4 |57.9 Z9.2 33.9 356.5 360.5 307.7 346.6 706.7| 89.8
NDefence-Security-Justice 103.3 118.3 138.0 156.3 172.1 185.1 215.7 277.9 228.6 | 1.1 |245 2.0
Education 73.8 88.6 92.0 96.2 106.4 111.9 108.9 {7 2 |141.3 | 9.3 |126 9.5
Health 20.8 28.8 31.2 44.5 43.7 43.0 32.9 - .
Culture and Welfare 13.9 19.1 26.2 33.3 25.9 28.0 367.5 |§3.1 355.4/§ 5.6
Social and Religious Affairs 12.2 13.4 17,4 20.0 19.2 22+5 27:0 | "1.9 " 17.0] 3.0
Storing and supplies 196.8 19.7 47.8 53.0 57.5 54.2 53.7 91.1 [34.2 [204.1 | 7.3 [269.5| 8.4
Scientific research 541 75 7.9 8.3 6.1 6.7 10.3 11.31€10.2
Organisation 15.2 13.6 15.8 17.7 27.1 23.4 324 . 50‘0 .
Financial and Commercial 69.4 75.8 88.6 102.0 SIS 139.6 0.2 |160.1 0.5
Total 300.1 348.4 432.6 488.4 551.0 581.2 644.5 934.3| 37.2
Other various projects 2.6 8.6 - - 18.6 22.4 20.4 23.0
849 232 |1496 1298 1641 | 350
Grand Total 700.0 775.0 1012.4 1079.4 1184.4 1206.0 1316.2 1081.0 1794.0 1991.0
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Table 8
Non = Tax Receipts  1951/52 = 1966/67
£E Million
Year Charges Goverrment Other Ground Total %
of Profit and Fees Total Public (4)
Services Surplus of and Expenditure (5)
Public Revenue
Enterprises

(1) (2) (3) (4) (5) (6)
1951/52 131 . 30.1 4.6 47.8 233.6 20.4
53 16.3 34.3 8.6 59.2 209.9 28.2
54 16.7 38.9 0.6 56.2 233.0 24.1
55 18.1 49.2 6.9 74.2 270.0 27.5
56 28.1 58.3 44.2 130.6 343.0 38.0
57 27.5 59.4 37.5 124.4 358.1 34.7
- 58 28.9 61.5 40.9 131.3 319.1 41.1
l’jr 59 31.2 64.5 44.9 140.6 413.3 34.0
60 35.2 62.0 46.3 143.5 484.8 29.6
61 36.0 74.0 63.0 173.0 700.0 24.7
62 36.7 80.7 95.3 212.7 774.9 27.5
63 45.2 130.4 38.3 213.9 970.0 22.0
64 43.9 123.7 30.6 198.2 1079.4 18.4
65 47.1 155.3 35.6 238.0 1184.4 20.1
66 63.5 181.9 10.6 256.0 1206.0 21.2
1966/67 63.3 186.1 81.1 330.5 1316.2 25.1

Sources and Notes:

Annual Budget Reports

Central Bank of Egypt, 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 Public
Enterprises.

(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.




APPENDIX I
Table 9

Total Government Expenditure and The Various Financing Items

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) = 9+10
Period|Direct|Indirect|Non-Tax |Foreign Funds Securities |Securities|Changes in|Total |Public Total
end Taxes |Taxes Receipts|aid received | from the|issued to |issued to |gcvernment Investment|Government
of by the Central |Commercial |the deposits Expenditure
government Bank Banks private with
sector Commercial
Banks
1952 48.501 94.90 47.80 10.1 54.0 1.1 3.6 0.4 234.80 25.60 260.40
53 48.90| 99.20 59.20 5.8 1.4 0.0 -3.4 -0.1 204.30 6.70 211.00
\ 54 52.00}125.15 73.20 -10.2 -6.9 0.5 8.4 -0.7 234.20 725 241.45
&9 55 53.701106.15 74.20 -0.3 47.2 0.7 3.5 -0.3 242.30 42.55 284.85
= 56 59.85(101.30 130.60 -6.1 60.4 11.8 20.6 -2.0 232.40 144.05 376.45
' 57 71.90| 99.75 124.40 -0.1 33.8 0.4 ~3.2 -7.3 220.00 99.65 319.65
58 78.30§109.60 13130 -14.2 9.3 7.4 - -9.9 228.70 83.10 311..80
59 81.95(112.75 140.60 42.0 -12.4 8.1 22.0 -6.5 280.50 108.00 388.50
60 93.801113.40 143.50 -18.2 39.8 19.9 42.3 -12.7 306.70 120.10 426.80
61 101.40{133.85 173.00 28.8 17.8 75.8 -9.9 =22.7 347.60 150.45 498.05
62 117.15}162.55 212,70 87.1 -8.5 28.0 -65.8 28.0 447.30 113.90 561.20
63 i149.10 195.75 213.90 116.5 59.6 35.1 -7.4 -8.8 470.20 283 .55 753.75
64 180.90(217.30 198,20 103.1 43.7 -1.8 -7.1 -40.3 532.40 161.€0 694.00
65 218.05}233.05 238.00 98.7 356.9 -28.6 -5.2 -23.0 538.30 228.60 766.90
66 255.151204.90 -| 256.00 61.7 0.1 -19.7 -4.2 37.2 628.20 198.95 827 +15
1967 296.751270.40 330.50 99.2 10.0 -2.7 -3.0 -6.5 712.20 282.45 994.65

Note and Source: The figures were calculated according to the identity

Total Government Expenditure = 1 + 2 + 3 + 4 + 5+ 6 + 7 + 8 + 10

M.F. Sewelim, A Quantitative Study of Egypt's Monetary Sector, Lancaster University, Ph.D. thesis, 1972, p.240.
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Table 10

Gross National Product(l)
1. 1945-52, at Constant 1954 Prices

(£E million)

Annual
Agriculture | Industry + Construction | Transport + Housing | Trade + Services (incl| Total Rate of
Electricity Communication 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 16 740 100
46 302 39 92 12 22 3 43 6 51 7 142 18| 121 16 773 100 4.5
47 299 38 101 13 25 3 46 6 58 7 147 18| 126 16 797 100 3.1
48 328 37 113 13 31 3 61 7 56 6 169 191 133 15 891 100 1.8
49 325 35 126 13 25 3 72 8 59 6 190 20 | 145 15 942 100 5.7
1950 303 31 133 14 22 2 78 8 62 6 210 22 | 157 16 965 100 2.4
51 304 31 132 13 36 4 81 8 65 7 209 21 167 17 994 100 3.0
52 ° 334 33 132 13 30 3 81 8 68 7 193 19 | 181 18 1019 100 2.5
Average
1945-52 312 35 115 13 26 3 63 7 58 7 173 19| 143 16 890 100 4.1
] 1952-53 325 33 140 14 25 3 54 5 59 6 170 17 | 217 22 990 100
° 53-54 315 32 143 .14 27 3 55 6 56 6 161 16 | 232 23 989 100 -0.1
~ 54-55 318 31 152 15 26 3 58 6 62 6 164 16 | 235 23 1015 100 2.6
4 55-56 329 31 163 15 25 3 62 6 65 6 174 16 | 237 23 1055 100 3.9
. 56-57 339 31 174 16 28 3 58 5 67 6 175 16 | 236 22 1077 100 21
! 57-58 355 31 190 17 33 3 62 5 68 6 193 17 | 240 21 1141 100 5.9
58-59 376 31 202 17 38 3 69 6 70 6 209 17 | 245 20 1209 100 6.0
59-60 392 31 213 17 42 3 88 T 73 6 217 17| 259 20 1284 100 6.2
Average:
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, at Constant 1959/6® Prices
1959-60 405 32 266 21 41 4 93 4 73 6 129 10| 272 21 1285 100
60-61 403 30 298 22 44 3 102 8 74 5 145 11] 298 22 1364 100 6.1
61-62 373 26 326 23 74 5 117 8 76 5 152 11} 294 21 1411 100 3.5
62-63 426 28 348 23 84 5 127 8 78 5 154 10] 321 21 1537 100 8.9
63-64 453 27 388 23 96 6 144 9 79 5 148 9| 362 22 1670 100 8.7
64-65 477 27 407 23 93 5 158 9 80 5 152 9] 396 22 1762 100 5.5
Average:
1959/60-64/5 422 28 339 22 72 5 124 8 77 5 147 10| 324 22 1505 100 5.4
1965/66 482 26 418 23 95 5 174 10 81 4 163 9| 428 23 1841 100 4.5
66/67 473 25 421 23 89 5 180 10 84 5 172 9| 446 24 1866 100 1.3
67-68 488 26 413 23 77 4 101 6 121 7 173 9| 475 26 1848 100 -1.0
68-69 493 25 451 23 105 5 103 5 123 6 180 9| 499 26 1954 100 5.8
69-70 525 25 485 23 114 6 114 6 126 6 190 9| 535 26 2089 100 6.9
Average: -
1965/66-69/701 492 25 438 23 96 5 134 7 107 6 176 9| 477 25 1920 100 2.5

(1) From 1945-59/60 at market prices, and From 1959/60-69/70 at Factor Cost. Source: 1945-52: B. Hansen & D. Mead, the National Income of the UAR (Egypt),

1939-62, Instituteof National Planning, Memo.355, Cairo, 1963, Table 4. 1952/53-59/60:

D. Mead, G th i i inoi
1857, Table fohch. pp.oSBoGH5. 18NG/So-ERED: ead, Growth and Structural Change in the Egyptian Economy, Illinois

Ministry of Planning, Follow-up and Appraisal of Economic Growth for the Years 1959to 1954/6 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 agricultural sector, as well as
the weights used to construct the terms of trade indices. |
(A) Agricultural Commodities:

The price series for the field crops (cotton, rice, wheat, maize,
onions, and sugar cane) and for vegetables and fruits, is converted into
index numbers with reference to the year 1959/60 (as a baseﬁyear).(l)
The prices used are ex—farm prices. They reflect average producer's
prices for all grades sold direct to cooperatives or on the free market.
The weights for the agricultural sector®s output is calculated on the
basis of gross value of output at current prices and then adjusted in
such a way as to reflect marketings for different crops.(z) ~ The
following average marketings ratios for the different crops will be
assumed for each year for which the index is computeds

Cotton, 100%; rice, 66%; onions, 60%; wheat, 40%; sugar came, 90%;
maize, 30%.(3)

A distinction was made between weights used for all, poor and rich

farmers. For poor farmers, we assumed that they produce only field 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 field crops,
vegetables and fruits for large farmers (owners of 20 feddans and above)

as revealed by Agricultural Census 1961. For all farmers, we used as

weights the gross value of agricultural production as reported by

the Ministry of Agriculture.

(1) The chosen of the year 1960 as a base-year referred to that this year
represented a turning point in a number of govermmental policies concerning
agricultural prices as well as the marketing of the major cash crops.

(2) One would anticipate a systematic bias due to the fact that certain crops
(particularly 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 calculated.See: S.R.Lewis and S.M.Hussain,
Relative Price Changes and Industrialization in Pakistanj1951m64,Pakistan
Institute of Development Economics, Monograph No.l6,June 1967,p.50

(3) See next page.
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Using these weights and prices the weighted aggregate price index
for all agricultural output Ias’ is then given by

a a
Ias = Eg Pst . wsto (for each year t)

wheres
P:JG = the producer's price of the Sth crop sold by the
agricultural sector (a) in the year t.
W:to = the percentage weight of the Sth crop in the base year
a .
(and wSJGl in the year 1970).

(B) Manufactured Consumerf's Goods:

In order to compute a price index of manufactured consumer goods
bought by farmers, it is necessary to obtain a representative bundle of
manufactured consumert'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 their relative importance.

Thus, a bundle of four groups of mamufactured 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 oils and fats; soap, matches, jute, sulphuric acid, caustic soda
and alcohol; and cotton and woollen textiles. Although retail prices
in rural areas would be fairly representative of the prices paid by the
farmers, wholesale prices have to be used in the absence of a reliable
retail price series.. Here we used the wholesale price indices for

the period under study (1960~1970).

(3) A1l these ratios represent the parts of the crop marketed both
through the co—operative channels and under the system of compulsory
deliveries. See M.Abcel-Fadil, Development, Income Distribution and
Social Change in Rural Egypt, 1952~70, og.ciﬁ Pel3be '
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Weights are also based on the distribution of expenditure on

consumption for rural households as reported by the Family Budget

Survey of 1964/65. We considered as poor families all those households

in the expenditure brackets of £E 250 ={300, and as rich families those
in the expenditure brackets of iE}bfl,OOO. 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 Office, Geneva, January 1977.

Given the above definitions of weights and prices, the weighted
aggregate price index for manufactured consumer goods bought by the

farm population, %nc’ is then given by

m
Ije = I Poy Wﬁto (For each year t)
where
pzt = the index number of the wholesale price of the

consumer good (C) bought from the manufacturing

sector (m) in the year t.

Wcto = the ratio of the expenditure on the commodity (c) to
total expenditure in the base—year (1964/65).

Similarly the overall index of prices of manufactured goods

purchased by the farm population, ImL, is given by

m
ImL = Ip Pry Wﬁto (for each year t)

where: P?t = the index number of the price of the good (L) bought

from the mamufacturing sector (m) in the year t.

wﬁto = the ratio of the expenditure on the commodity (L)

to total expenditure on manufactured goods in the

base~year (1964/65).




- 4oL ~

(€¢) Manufactured Agricultural Inputs:

Three most important non—agricultural production inputs have been
chosen to represent manufactured inputs to agriculture. These were:
chemical fertilisers, insecticides and fuel and lubricants. Here we
used again the wholesale prices as the retail prices are not available
during the period 1960~T70.

Weights are based on the share of each input in the total value of

manufactured inputs used in agriculture. These data are reported in

Central Agency for Public lMobilisation and Statistics, Estimates of

National Income for the Agricultural Sector (annual). To distinguish

between weights for poor and rich farmers, we used the values of these

inputs used by different land ownership classes as reported by the

Agricultural Census 1961, Poor farmers were those owing five feddans

and less, while the rich were defined as those owing 20 feddans and over.
Given the above definitions of prices and weights, the weighted

aggregate price index for manufactured inputs used in farming operations Imb,

is given by

m :
Imb = Zb Pbt W%to (for each year t)
wheres
P%t = the index number of the wholesale price of manufactured
inputs (m) of item (b) in the year t.
wgto = the share of input (b) in the total value of manufactured

inputs used in agriculture in the base-year.

To sum up: the synthetic ratios of terms of trade for the
agricultural sector for any year (t) with the base year (1960 = 100)
are written as:

(1) Overall index of terms of trade between agricultural output and all

manufactured goods
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= Price index of agricultural goods sold by farmers = IJG
Overall index of prices of manufactured goods purchased L
by the farm population
mherer. xR Wh
I1a= TR (for all t = 1961,62...,1970).
In Pt Mnto
(2) The index of the terms of trade between agricultural outputs
and manufactured consumer's goods
_ Price index of agriculturel goods sold by farmers 3 It
~  Price index of manufactured consumer goods bought. T e
by farmers
where:
t oz P2 W
Te = ZS P;t w;to (for all t = 1961,62,...,1970)

(3) The index of the terms of trade between agricultural outputs and

manufactured inputs to agriculture

Price index of agricultural goods sold by farmers _ It
Price index of manufactured inputs used in farming T m
operations
where:
i PY W
/Rt .. (for all + = 1961,62,...,1970).



Table 2.1

Price Indices for Agricultural Commodities, 1960 - 1970
(1960 = 100)
Years Cotton Rice Wheat Maize Onions Sugar Cane Vegetables Fruit
1960 100 100 100 100 100 100 100 100
61 97 100 99 97 140 100 103 93
62 99 100 100 87 165 100 115 102
63 101 100 101 102 115 100 122 99
64 112 106 103 106 117 100 135 156
65 107 118 105 102 130 100 146 157
66 107 149 114 121 130 125 177 184
67 113 167 130 140 142 125 176 173
68 116 175 113 110 142 125 172 188
69 120 172 114 124 127 125 171 183
1970 121 158 135 127 157 125 194 187
1.
Sources:

‘For field crops: See Arab Republic of Egypt, Price Planning Agency, "Agricultural Pricing Policy in

For vegetables
and fruits:

Theory and Practice", Memo No.31l, Cairo,April 1974. (The price indices for field crops
reflect average producer's prices for all grades sold to cooperatives or on free market).

See Ministry of Agriculture, Institute of Agricultural Research (quoted in I.B.R.D.)

Egyptian Agriculture: Development Problems, Constraints and Alternatives,March 1976,p.31

- 9t =




Table 2.2
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Wholesale Price Indices(l)for Principal Mamufactured CommoditiesConsumed by the Farm Population in Egypt, and Agricultural Inputs, 1960-1970
(1960=100)
Years Consumer goods Agricultural Inputs
Sugar, Edible Soap and Textiles, Chemical Fuel
Cottes Pate Cnensosta(?) Gokhon Fertilisers | T7CCHICHes Tifhalosbe
1960 100 100 100 100 100 100 100
61 100 97 102 98 91 118 107
62 105 99 102 103 88 400 109
63 171 102 106 108 93 368 111
64 111 97 108 110 91 361 - 107
65 132 101 109 124 96 316 113
66 132 122 110 124 101 268 111
67 146 137 113, 124 T3 235 133
68 146 140 113 132 11 207 142
69 146 139 113 132 o 208 141
1970 138 134 114 132 70 327 143

Notes and Sources:

1) With the original base=year 1939 = 100
g
(2) 1Includes 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 1965, Cairo,
1967, pp.6—~9; and Estimates of National Income for the Agricultural Sector 1970, Cairo, 1972, pp.ll=14.




Table 2.3

Weights for Agricultural Commodities

(%)
Poor Farmers Rich Farmers A11 Parmers
1960 1970 1960 1970 1960 1970

Weights Weights Weights Weights Weights Weights

: Cotton 68.0 58.0 510 44.6 68.0 58.0
© Rice 10.0 17.5 Ted 13.5 10,0 17.5
¥ Wheat 8.0 8.0 6.0 6.2 8.0 8.0
' Maize 8.0 . 9.0 6.0 6.9 8.0 9.0
Onions 2.0 1.3 1.5 1.0 2.0 1.3

Sugar Cane 4.0 6.2 3.0 4.8 4.0 6.2

Vegetables 0:0 0.0 19.0 170 0.0 0.0

Fruits 0.0 0.0 6.0 6.0 0.0 0.0

Sources:
- As in Table 2.1
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Table 2.4

(%)

Weights for Consumer goods and agricultural Inputs

Poor Farmers

Rich Farmers

For Manufactured Consumer goods: calculated from S.Radwan, The Tmpact of Agrarian Reform on Rural Egypt,1952-75, I.L.O.,Geneva,
and Family Budget Survey of 1964/65.
Calculated from Central Agency for Public Mobilization and Statistics, National Income from Agriculture (annual)

January 1977, p.82;
For Agricultural Inputs:
and S.Radwan, op.cit., p.82.

Commodity All farmers

Groups Consumer Inputs Overall Consumer Inputs Overall Consumer Inputs Overalll
goods goods goods
Sugar, tea, coffee 40.1 29.7 28.6 27.6 35.5 28.5
Edible oils 12.4 9.2 5.7 3.4 10.1 y 5.8
Soap, matches 9.4 7.0 8.6 6.6 8.2 6.8
Textiles 38.1 31.1 5T.1 39.5 46.2 36.0
Fertilisers 68.0 15.6 58.7 13.4 62.6 14.3
Pesticides 17.4 4.0 16.9 3.9 17.0 3.9
Fuel 14.6 3.4 24.4 5.6 20.4 4.7
Sources:
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APPENDIX 3

Impact of the High~Dam and Land Reclamation
Schemes on Employment

In 1960, work on the High—Dam started and it was estimated that the
construction phase and other related projects have provided a total of
155.2 million man days of employment. It was also estimated that an
additional 215.2 million man—days were provided through irrigation and
drainage projects and for construction of new barrages on the Nile., After
the completion of the High Dam, it was estimated that the irrigation sector,
the river fleet, and the new factories could provide permanent employment
for more than 400,000 1abourers.(1)

Land reclamation has been another source of major temporary employment
benefit. During the operation of the National 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
agricultural 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 anmual average, 64,000 and 144,000
reSpectively.(z)

However, official statistics claim that the total area actually
reclaimed during the period 1960/61—1969/70, 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 half the target
(3)

(1) See: International Labour Office, Rural Imployment Problems in the U.,A.R.
Geneva, 1969, pp.79-80.

(2) Sees Institute of National Planning/International Labour Office,
Research Report on Employment Problems in Rural Areas U.A.R. (Report

E on Impact of National Development Projects), 1965, pp.86-89.
(3) See: Central Agency for Public Mobilization and Statistics,
Statistical Handbook, Cairo, June 1971, p.58.

figure for the period.
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Therefore, it. is safe to conclude that only hélf of the
"projected" employment figures for both the reclamation and cropping
stages actually materialised. One final word, it is extremely difficult
(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 actually made up for the reduction
in employment opportunities for casual agricultural labourers formerly
employed on the expropriated estates and not benefiting from the

redistribution of land.
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APPENDIX 4

Housing Conditions in Rural Areas.

There is little doubt that housing conditions in rural areas
represent an important and significant aspect of the problem of rural—
urban disparities. Our analysis here is confined to the conditions
prevailing in the dwellings of the farmers "fellahin", without concerning

ourselves with the houses of the notables and rich peasants.

Rural families in Egypt usually build their dwellings themselves as
part of their off-seasonal activities. The staple building material
of the typical "fellah" house is a mixture of the Nile valley soil,
chopped straw from the '"fellah's" standard crops, and Nile water.

This may be smeared on both sides of a framework of maize stalks, palm
leaves or reeds, to make the mud walls of the poorest type of house.
But more often it is poured into wooden moulds to make raw bricks which
are dried in the sun and then used for building.(l)
The space provided by a typical "fellah'" house, representing T4.3%
of the total stock of rural dwellings, does not usually exceed an average
on hundred square metres. This dwelling (floors, walls, roof) by
its 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 "fellah"

house contains no door; +the loophole windows may have neither glass

nor woodwork.

(l) H.H.Ayrout, The Egyptian Peasant, Boston: Beacon Press, 1963,
pp.115=-116.




To assess the quality of "rural housing", we have used data on
the congstruction material of the houses.

Table 4.1 shows the proportion of houses according to material
predominant in the floor, walls and roof in rural areas. It shows
that 95% of the total rural population lives in houses with an earth
floor. It also shows that red brick 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 it keeps out

dampness from the soil which undermines the walls.

TABLE 4.1

Proportion of Houses According to Material
Predominant in the Floor, Walls and Roof in
Rural Areas

% of houses

1. Floor material

Farth 95

Other 5
2. Wallt¥s material g

Red brick and other 12

Mud brick 88
3. Roof material

Concrete or timber TleT

Palm leaves or reeds 88.3

Source: M.Abdel—Raouf, On The Reconstruction of the
Beyptian Village, Socialist Studies, Vol.3,
No.7, July 1974, p.23 (in Arabic)
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APPENDIX 5

An investigation of the variations in Consumer
Spending between Different Governorates, and of
The Pattern of Income Distribution among Governorates

(A)  The Consumption Function:

Consumer demand will increase or decrease with a fall or rise
in the proportion of income that is saved. This question was given
particular attention in the economic thinking which followed the great
Depregsion 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 (Yd), which
relates per capita consumption C and per capita disposable income Yd.
This consumption function also determines consumer saving which by
definition is the unspent part of disposable income, i.e. S = Yd - C3
where $ is per capita saving.

Keynes, also, indicates that "f'" should be an increasing function,
but should be such that the ratio C/&d_decreasesas vd 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 Planning"(l), which provides cross section data about consumption
per head and disposable income per head in each governorate. The
sample used consists of 22 observations. The first 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 lastv
observation represents the average per capita consumption and disposable

income in the governorates of the borders(i.e,the Red Sea, the New

Valley, Matruh and Sinai). Finally, each observation consists of the

(1) 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 it was felt that the War might have affected the relation between

consumption and income.

(2)

The first and simplest model adopted wass

g = bt e T+ & (1)
i b i

according to which consumption per head Ci in governorate i depends

d
on disposable income per head (Yi) in the same governorate, and on a

set of other individually unidentifiable factors represented by the

unobservable random variable €. b and c are the parameter

coefficients whose values are to be determined. The estimated

relationships were as follows:

2

C, = 2.963 + 0.925 Yid R® = 0.996

(0.126) (0.00356)

which seemed all the more satisfactory since R2, the square of the

correlation coefficient was 0.996. However the value 0.925 for

the marginal propensity to consume seems too high, and might be

explained by the definitions of disposable income and savings adopted

by "The Second Report", where the sums withheld by the govermment to

allow for pensions and social security are considered as public

savings rather than personal compulsory savings.

(3)

&)

For more details about the data used, see: Table 5.1

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 definition 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 million, of

these £E 15.3 million are half dayt's pay compulsory saving and should
be added to personal savings; in addition 50% of the rest (i.e. .

£B 162.2 million) could also safely be added to personal savings, which
would make a total of £F 177.5 million. This sum alone exceeds the
amount of personal savings mentioned by "The Second Report", namely

£E 141.6 million over the period 1964/65 to 1966/67. This clearly
points to the fact that the estimated propensity to save would considerably
increase if the definition of personal savings is modified.
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Model(equation) (1) assumes that the marginal propensity to
consume is constant rather than decreasing as income increases. A
different specification of the consumption function was.tested to
accord with the view that C/Yd decreases as disposable income per

head increases, namely:

: a
Si= caavi+ e (2)
¢

which implies a consumption function of the second degree in.Yg; c and d

are the parameters to be estimated; and €5 is the random error term.

The least=squares estimates of model (2) were as follows:

d

% - 0.981 = 0.000414 Yo R%= 0.0658
Y§  (0.00399) (0.000349)

Although the coefficient of Yg in model (2) has the expected negative
sign, it is insignificant. Therefore, the available Egyptian regional
data do mnot 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 linearly
related to disposable income.

The next problem to investigate is the effect of urbanization on
consumption. Does a change in the degree of urbanization shift the
consumption function?  Does this change affect the intercept term in
the cohsumption function, or does it affect the marginal propensity to
consume?

One way to deal with this problem is to fit omne consumption relation
for urban governorates and another relation for non-urban governorates and

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 O for nor-urban areas.(4)

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; = b + Cf%'+ d Ui + €4 (3)

Where Cji, Y§ are as previously defined and U; 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 + 0.914 TS + 0.0024 Uy R® = 0.990

(1.331) (C.1014) (0.0424)

which reveals a highly insignificant coefficient for the degree of
urbanization, although the coefficient of disposable income is still
satisfactory, and R2 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 0.767. The
existence of multi=collinearity makes the estimates of the separate
effects of Yd and U on C meaningless. The high significance attaching to the
coefficient of Yd 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
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The alternative procedure is to use a dummy variable which
takes on the value one for urban governorates and the value O for
non-urban governorates. The number 1 was attached to the observations
corresponding to the govermorates of Cairo, Alexandria, Port-Said,
Suez, Ismailia and the borders (Red Sea, New Valley, Matruh & Sinai)
where more than 50% of the population is urban. Zero was attached to
all other governorates where less than 50% of the population lives in

urban areas. The estimates obtained were:

Ci = 3.640 + 0.911 Yg’— 0.618 Di R™ = 0.966

(2.533) (0.0530) (1.612)

Where Di is the value of the dummy variable in governorate i. This
approach did not improve the estimate of the coefficient of the
degree of urbanization.

Therefore, we may conclude that the data show no evidence that
the consumption relation shifts 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 affects the consumption relation through changing
the.marginal propensity to comnsume. The model adopted for this

purpose is:

Ci=b+ng+dXi+ei (4)

d
where Xi =Dy Y5 3+ Di being the dummy variable defined above.

This relation gave the following least squares estimates:

C; = 3.958 + 0.895 Y§‘+ 0.0160 X; R2 = 0.999

(0.548) (0.0120) (0.0052)
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The T=test applied to the individual coefficients shows that they
are significant at the 99% confidence level.

These estimates show that the marginal propensity to consume in
urban governorates, 0.911 is significantly higher than the marginal
propensity to consume in rural governorates 0.895. This divergence
could be explained by a stronger demonstration effect 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 linear function of per capita disposable
income, that consumption appears to be higher in urban governorates
than it 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. Finally, Egypt¥s regional
data provide no evidence of decreasing marginal propensity to consume

as income increases.

(B) The Pattern of Income Distribution Among Governoratess:

We shall try, in this section, to investigate the pattern of
income distributicn among governorates and the changes in this distribution
that occurred between 1964/65 and 1967/68.

Ranking different governorates according to the level of personal
income per head,(5) it 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 its privileged
position to the construction of the High-Dam and tourism; then by Ismailia

and Gharbia(6) which have a relatively high urban population (over 30%).

(5) For a complete ranking of the governorates according to the level of
per capita personal income, sece Table 5.2.

(6) Ismaillia owes its high per capita income to the activity of the Suez
Canaly while Gharbia owes it mainly to the flourishing textile
industries of Mehalla~El-—Kubra.
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Next come the governorates which are situated near Cairo, have
a high proportion of their inhabitants employed there. Quliubia,
Giza; the rural governorates come next and fianlly the governorates
of the borders.(7)

Changes in this ranking over the period considered are minor.
The only noticeable change is the big relative advance of the governorate
of 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 7%(8> over the
same period.

The next question to examine was whether regional inequality
in income distribution has changed during the period under consideration.
For this purpose, we drew Lorenz curves for the years 1964/65, 1966/67,
and 1967/68 relying on the "Second Report of the Ministry of Planning"

which contains information about the relative distribution of population

(9)

and of personal income among governorates. Using these figures, Table 1
summarizes the results of our computation of cumulative frequency

distribution of population and personal income over the period 1964/65-

1967 /68. (10)

T. These governcrates are mostly desert and their population is either
-med or else agglomerated in small urban centres.

8. Ministry of Plamning, The Second Report, op.cit. Table 4, p.26. It
is worth noting that this big 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 total population
and in total personal income over this period. But this could be
explained by the fact that total persomal income in this area was so
small that even its doubling would not affect much its proportion to
total overall income.

9. Ministry of Planning, The Second Report , op.cit.,Table 3, p.5. and
Table 5, p.23.

10. For the details of these computations, See: Tables 5.3, 5.4; and 5.5.
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TABLE 1

Cumulative Frequency Distribution of
Population and Personal Income, Over
the period

1964/65 ~ 1967/68

Computed from Tables 5.3, 5.4, and 5.5

Population Personal Income (%)

(%)

1964/65 1966/67 1967/68

Lowest 10% T3 Ted 6.8

" 20% 15.0 15.0 14.4

" 25% 18.9 18.8 18.3

" 30% 22.9 22.8 28 .9

" 40% 31.0 30.8 30.3

v 50% 39.4 39.2 38.6

" 60% 47.9 47.8 47.2

v 70% 56.8 56.9 56,2

v 5% 61.5 61.5 60.9

" 80% 67.1 67.4 66.6

" 90% 83.1 83.5 83.3

" 100% 100.0 100.0 100.0
Source:
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Figure 1
Lorenz Comparison for Distribution of Income

(1964/65 - 1967/68)
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The table shows that income distribution between different
governorates has not changed much between the years 1964/65 and
1966/67, but in 1967/68 it became more unequal. Comparing 1967/68
with 1964/65, it appears that inequality increased in the lower income
governorates but marrowed in the higher income govermnorates, 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 earlier year lies above that.for the later year for the
middle income governorates. For the higher income areas the curves
interesect. Comparing the lorenz curves for 1966/67 and 1967/68, it
appears that the former lies above the latter, reflecting a tendency
towards greater inequality of income distribution. The same applies
to the curves for 1964/65 and 1967/68, with the difference that these
curves intersect towards their right-hand end, reflecting greater
equality of income distribution between the higher income regions.

However, these curves do not show whether income distribution
between different governorates has tended to increase or to decrease.
Concentration ratios were therefore calculated to determine the degree
of inequality of income distribution. The formula used for this ratio

(11)

iss

I = W4 1% (Pp =1 Yp =P, Yr=1)

r=2

where I refers to the concentration ratio to be estimated;

P, is the cumulative frequency of.population;
Y, is the cumulative frequency of personal income;
e refers to the percentile.

(11) Ynetema, Dwight B., Measures of Inequality in the Personal
Distribution of Wealth and Income, Journal of the American Statistical
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 O to 1, according to the degree
of inequality of distribution. It takes on the value zero in the
case of perfect equality of distribution, and one when there is
absolute inequality.

The estimated ratios for 1964/65, 1966/67, and 1967/68 were 0.158,
0.158, and 0.169 respectively. These values point to a relatively
small degree of inequality of income distribution between different
governorates. In addition, one may infer that there was no tendency
for the degree of inequality of distribution ﬁo change between 1964/65
and 1966/67 and that, it has tended to increase in 1967/68, although
the change is minor.

These findings are somewhat surprising and they conflict with
the current observation of the concentration of economic activities
in a few big urban centres, particularly Cairo and Alexandria. It
is true that the pattern of urbanization in developing countries is
such that there appear slums in the big cities where the way and
standard of living are not different from those in rural underdeveloped
areas, and this could partly justify the low estimated values of the
concentration ratios, but we still think that these findings are
very surprising, which leads us to question the reliability of the

data used.




TABLE 5.1
Data Used for the Estimation of the Consumption Function

Observation Cy Yg Ci/Yg Uy Di Xi

Governorates No.i (2) (3) (4) (5) (6) 1)

Urban Governorates:
Cairo 1 80.7 85.4 0.944 100.0 1 85.4
Alexandria 2 76.7 81.0 0.947 100.0 ) 81.0
Port—Said 3 70.6 12.6 0.971 100.0 1 72:6
Suez 4 T5.5 76.4 0.985 100.0 1 76.4

Lower Egypti
Danietta 5 46.1 47.2 0.975 564 a 0.0
Dakahlia 6 43.7 44.6 0.980 20.6 0 0.0
Sharkia T 45.6 46.4 0.983 18.3 0 0.0
Qualiubia 8 49.3 49.8 0.990 3l.2 0 0.0
Kafr—El=-Sheikh 9 41.6 42.3 0.983 18.8 0 0.0
Charbia 10 47.6 48.3 0.980 31.6 0 0.0 i
‘Merfia 11 45.1 46.9 0.990 16.2 0 0.0 \§‘
Beliera 12 42.1 42.9 0.981 17.9 0 0.0 |
Ismailia 13 50.5 50.9 0.994 52.8 ol 50.9

Upper Egypt:
Giza 14 46.7 49.5 0.945 38.9 0 0.0
Beni=Suef 15 48.2 48.9 0.985 22.0 0 0.0
Fayum : 16 45.6 46.2 0.988 . 21.4 0 0.0
Menia 17 47.0 47.5 0.985 19.8 0 0.0
Assiut 18 41.6 42.5 0.978 23.6 0 0.0
Sohag 19 41.5 42.0 0.989 20.2 0 0.0
Kena 20 43.2 43.6 0.991 18.9 0 0.0
Asswan 21 52.3 53.2 0.985 34.7 0 0.0

The Borders (1) 20 34.5 34.6 0.992 100.0 1 34.6

Notes: Elg 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 Cj represents the average consumption per head in governorate i over the period 1964/65—1966/67 in current £E. This Column
was computed using the information in Table 10 , p.68,0f."The Second Report of the Ministry of Plamning",op.cit.
(3) Each number of this column Y$ represents the average per capita disposable income in governorate i over the period 1964/65—1966/67 in current £E.  These
nunbers were derived from Table 4 , p.39 of "The Second Report...", op.cit.
243 Bach number of this column is the ratio of the corresponding two numbers in the third and fourth columns.
5) Bach number of the column Ui represents the percentage of urban population to total population in govermorate i over the period 1964/65—1966/67. The
figures are based on the information in Table 1 , p.2, and Table 4 , p.7 of "The Second Report...'", op.cit.
(6) Di is a dummy variable which takes on the value 1 for the governorates where more than 50% of the population is considered as urban and the value O
for all other governorates

(7) X; is a dummy variable which is equal to the product of the corresponding Dj by Yid.
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TABLE 5.2

Ranking of Governorates Ascending According To
The level of Per Capita Personal Income in the Years

1964/65, 1966/67, 1967/68.

Governorates
Rank

1964/65 1966/67 1967/68
1 Sinai Sinai Sinai
2 Matruh Matruh Matruh
3 Red Sea New Valley New Valley
4 New Valley Sohag Sohag
5 Sohag Kafr-El-Sheikh Assuit
6 Kafr—=El=Sheikh Assiut | Kafr—=El—=Sheikh
T Assiut Behera Kena
8 Kena Kena Behera,
9 Behera Dakahlia Dakahlia
10 Dakahlia Fayum Red Sea
11 Fayum Sharkia Fayum
12 Sharkia Menufia Sharkia
13 Menufia Menia Menufia
14 Menia Damietta Menia
15 Damietta Beni=Suef Damietta
16 Beni=Suef Red Sea Beni=Suef
17 Gharbia Gharbia Gharbia
18 Giza Giza Giza
19 Qualiubia Ismailia Ismailia
20 Ismailia Quliubia Quliubia
21 Asswan Asswan Asswan
22 Port=Said Port=Said Port—Said
23 Suez Suez Suez
24 Alexandria Alexandria Alexandria
25 Cairo Cairo Cairo

Computed froms Ministry of Planning, Economic and
Survey of the Governorates: Basic Features of Gro

Social
wth in
cond Report,

the CGovernorates in the Period 1964/65—1967/68, Se
December 1969, Table 4, p.26 (in Arabic).
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TABLE 5.3

Cumulative Frequency Distribution of
Population and Personal Income in 1964/65

Cumulative Frequency %

et Population Personal

Income
Sinai 0..5 0:3
Mgtruh 0.9 05
Red Sea 1.0 0.6
New Valley 1.2 0.7
Sohag 6.9 5.0
Kafr—=El-~Sheikh 10.6 T.8
Assiut 15.4 11.4
Kena 20.4 15.3
Behera, 27.1 20.4
Dakahlia 34.6 26.5
Fayum 37T 29.1
Sharkia 44.7 34.9
Menufia 49.6 39.1
Menia, 55.4 44.0
Damietta 56.9 45.2
Beni Suef 60.0 47.9
Gharbia 66.4 535
Giza 71.8 58:5
Qaliubia 7548 62.3
Ismailia 76.9 63.4
Asswan 78.6 65.1
Port-Said 79.5 66.4
Suez 1 80.4 67.7
Alexandria 86.3 77.0
Cairo 100.0 100.0

Source and Notes:

Computed from: Ministry of Planning, "Second Report',
Table 3, p.5 and Table 3, p.23.

This table reveals inconsistencies in the deta of the .
Second Report; +to take an examples of such inconsistencies




-498 -

TABLE 5.4

Cumulative Frequency Distribution of Population
and Personal Income in 1966/67.

Cumulative Frequency%
Governorates
Population ‘ Personal

Income
Sinai 0.5 0:3
Matruh 0.9 0.6
New Valley el _ 0.7
Sohag 6.7 4.8
Kafr-El=Sheikh 10.4 T
Assiut 15.1 11.1
Behera 21.6 16.2
Kena, 26.5 20.0
Dakahlia 34.1 26.0
Fayum 37.2 28.5
Sharkia 44.2 3.3
Menufia 49.0 38.4
Menia 54.6 43.1
Damietta 56.0 44.3
Beni~-Suef 59.1 47.0
Red Sea 59.2 47.1
Gharbia 65+5 52.7
Giza 71.0 57.8
Ismailia 72,2 58.9
Qaliubia 76.3 62.7
Asswan 78.0 64.5
Port=Said 78.9 65.8
Suez 79.8 67.1
Alexandria ; 85.8 _ 76.6
Cairo 100.0 ‘ 100.0

Source:

Computed From: Ministry of Planning, The Second Heport,
Table 3, p.5 and Table 3, p.23
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personal income per head in the governorates of the borders is
shown by Table 4, p.26 of the Second Report to be:

Sinai £E 34.6
Matruh £E 34.9
Red Sea £E 35.2
New Valley £B 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:

o
Governorates 70 Share
Population Personal Income
Sjnai 0.5 0.3
Matruh 0.4 0.0
Red Sea 0.1 0.1
New Valley 0.2 0.1

From these figures we would expect personal income per head to be
the same in Matruh and the New Valley and to be lower in Sinai and
lower still in the Red Sea. However, the Report does not confirm

this.
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TABLE 5.5

Cumulative Frequency Distribution of Population

and Personal Income in 1967/68.

Cumulative Frequerncy %
Governorates
Population Personal

Income
Sinai 0.5 e
Matruh 0.9 0.2
New Valley 1s.L : 0.3
Sohag 6.6 4.3
Assiut 11.2 T
Kafr—Fl-Sheikh 14.9 10.5
Kena 19.7 14.2
Behera 26.3 19.3
Dakahlia 33.9 25.3
Red Sea 34.0 25.4
Fay um 3wl 27.9
Sharkia 44.1 33.6
Menufia 48.8 37.6
Menia 54.4 42.3
Damietta 558 43.5
Beni-Suef 58.8 46.1
Gharbia | 51.7
Giza 70.7 56.9
Ismailia 71.9 58.0
Qaliubia 76.0 61.8
Asswan 778 63.6
Port-Said 78.7 64.9
Suez 79.6 66.2
Alexandria ' 85.6 ) - 75.9
Cairo 100.0 100.0

i Computed froms: Ministry of Planning, "The Second Report',

Table 3, p.5 and Table 3, p.23.
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APPENDIX 6
Econometric Analysis
of the
STRUCTURAL MODEL EQUATIONS

‘On the basis of the discussion mentioned of chapter T,

the estimated functions are:

(I) Production Functions

(a) Agriculture sector

No. of Eguation

(1)
C
CORC: V, = =8.322 + 47.283(L){+ 1.008 Kfm1y + 3.436 (F)°— 116.764(D)V"°"
4 (/=) %
(16.386) (11.261)  (0.762) 't (4.4) (11.938)
R = 0.948
d = 2.189

No.of Equation

(2)
OLS: VL = =76 534 + 28 804(L)f + 2,116 Kieq \ + 4.148 (F)f
H 't— . « OU 4 . (.tgi) ° 't
%
(73.414) (9.701) (1.714) (2.062)
R® = 0.955
d = 1.852

(Figures in brackets are the standard errors of the estimated
coefficients)

Some discussion of the economic significance of the estimated

parameters is necessary.
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First, while the marginal return to a unit of land allocated to
cotton was £F 47.283, its alternative allocation (i.e. to foodstuffs
production) earned only &£E 28.804. This result is in conformity
with other available estimates of the relative average gross returns
to cotton and food Crops.(l)

This large discrepancy between net returns to land in its alternative
allocations suggests that substantial income gains would be derived by
shifting land from food stuffs to cotton production in which the country
enjoys a comparative advantage. There have been conflicting arguments
as to why policymakers refrained from taking such action.

It has been argued, along lines similar to those of the optimum
tariff argument, that Egypt might profit from restricting the cotton
area.(2) This is, of course, assuming that the foreign demand for
Egyptian cotton is inelastic.

Although such reasoning might have occasionally underlay cotton
policies in the past, the motive behind recent policies was clearly
different. Cotton exports have been faced with rising competition
from other producers of long—staple cotton. Improved textile
technology and the surge in production of cheap synthetic fibres have
reduced the countryt's ability to manipulate ootto£ prices in world markets.
As a matter of fact, the most important factor underlying the govermment's
cotton policy was one of a technical nature. This involved following
the triennial 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 total cultivated

(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 latter. 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 relative to cotton. See: Development and
Economic Policy in the UAR (Egypt), op.cit., p.56, Table 3.4

(2) See: B,Hansen, Cotton Versus (Grain on the Optimum Allocation of Agric—
ultural Land, Institute of National Planning,Memo.No.275,Cairo,April 1963.
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area. Past experience indicates clearly that such crop rotation
is, ceteris paribus, most beneficial for land productivity, given
the exhaustive effect of cotton production on land fertility. A
recent study points out that "even in 1950/52 when there was no
governmental restraint on cotton growing, and when cotton prices
were abnormally high due in large part to the Korean War, cotton
acreage hardly exceeded two million acres (total cultivated area
was 6.3 million acres"(3).

Nevertheless, it must be pointed out that the share of cotton
area in total cultivated area had dropped below the one=third limit
imposed by the crop=rotation system. This could have been the
outcome of the peasantts reaction to the govermment?s cotton price
policy, regardless of restrictions on cotton area.

Secondly, the size of the capital coefficients in irrigation and
drainage and chemical Pertilizers indicates their importance as
policy instruments for promoting agricultural growth. The size
of the fertilizer coefficient is surprising given the intensity
of fertilizer application and the high levels of land productivity
already realized.

Finally, it must be mentioned that the high correlation between
the capital and fertilizer series created a problem of multicollinearity
which affected the values of the estimated parameters for these vgriabies
and their varianoes.(4) If 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. Howeber, it was not felt necessary .
to eliminate either of them on the ground that both had an important

impact on agricultural output, and their inclusion would improve our

(3) Marion Clawson,et al.,The Acricultural Potential of the Middle East,
American Elsevier Publishing Co., Inc.,New York, 1971,p.70.

(4) This high correlation between the capital and fertilizer series is
rather coincidental since there is no functional relationship
between them.
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forecasts. Also, both variables are expected to expand at
relatively the same pace in the forecast period and, accordingly,
the level of correlation between them will be maintained. That is,

(5)

the covariance of their parameters is expected to remain fairly stable.

(b)  Industrial Sector

No.of equation
(3)
CORC: Vi = 73.272 + 0.54 (K, ;) = Exj

(3.408)  (0.003)

R2

d

0.99
2.198

il

The capital coefficient indicates a net marginal capital/capacity
output ratio of 2.2. This concurs well with an engineering estimate
for manufacturing.(6)

It is worth mentioning that for the stability of the capital
coefficient over the immediate period under study, several factors
must be taken into account. One, substitution between capital and
labour is not likely to exert any significant influence on the size of the
capital coefficient. Two, changes in commodity composition will likely
be in the direction of more capital~intensive sectors, such as the
capital goods and the intermediate goods sector catering for them.(T)
However, since this last change will probably be offset by a trend in
the opposite direction = resulting from the coming to fruition of
investments in electricity projects with a long gestation perlod ~ it

would not be unjustifiable to assume that the estimated coefficient of

capital will be stable in the near future.

(5) For a more discussion of this_type. of grob]om from_an econometric v%ew~
oint, See: Charles R.Fra: Jr. Statistics and Econometrics:
b ’ ’ ’

Rlnehart and Winston, Inc.,New York, 1971, pp.294~298; Carl F.Christ,
Ticonometric Models and Methods ; John Willey and Sons, Inc.,New
York, 1966, pp.386=390; Alsgo R.S.Pindyck, and D.L. Rubinfeld,
Beonometric Models and Kconomic ¥vrecasts , McGraw=Hill Book Company,
New York,1976.
(6) and (7) sec next pace.
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(c) Services Sector

No.of equation

(4)

CORC: (V):Oh= ~7.137 + 0.162 (k)R
(16.454) (0.011) %

R® = ©€.99

d = 1.902

No.of equation

(5)

oS

CORG:  (V), = =51.765 + 0.61 (K)35 + 157.447 (0)$° = 98.751 (D)
(95.088) (0.359) (114.618) (32.982)
B = 0.984
d = 1.789

First, the capital coefficient for "social overhead" services
pertains to a capital=output ratio of 6.1, which is below the engineering
estimates for these sectors. However, this could be explained in terms
of the declining marginal capital coefficient during the period under
study, a phenomenon whose policy implication was explained earlier.

Secondly, the capital coefficient in the "other services" sector
pertains to a capital=output ratio of 1.6, which is slightly higher

(8)

than the engineering estimate.

(6) It must be pointed out that the engineering estimate is for actual and
not capacity output. See: Ministry of Rlanning, Follow—up and Evaluation
Report on the First Five Year Plan , op,cit.,p.96. It is quite possible
that the much higher capital—output ratios in electricity and mining
more than offset the low ratio for construction.

(7) To estimate the change in the capital coefficient 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 capital=intensive nature of defence expenditure
whose share in total govermment expenditures increased over the
period in question.
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Thirdly, the labour coefficient is large in size and statistically
more significant than for other services. Finally, it must be mentioned
that while the weighted marginal capital—output ratio for all services
over the period under study is over two, the investment accelerator

coefficient is only 0.279, as may be seen from the following equations

I = 99.684 + 0.279 (D 15

(7.87)  (0.20)

wheres
IS = real total gross fixed investment in services.
Vs = total real services value added.

This would seem to indicate that if during the period in question
trends in cepital demand and supply in the services sector as a whole
continue, it would lead to a substantial capital shallowing in that

sector which, in turn, would lead to the creation of capacity bottlenecks.

(IT) CONSUMPTION FUNCTTIONS
(a) Household Consumption

No. of Equation

(6)

OLS: Cf = ~=210.312 + 3.949 (¥)}°F*°"+ 18.118 (POP) = 0.462 (tot);
(46.33) (1.81) (4.17) (0.65)
R% = 0.965
a= 1.829

No.of Eguation

(7)

oLs: 67 = =771.229 + 13.861 (¥)}'7"%"+ 19.281 (POP) + 2.176 (tot)}
(67.63) (2.64) (6.08) (0.96)
RZ = 0.987




_507_

The values and signs of the estimated parameters are in
conformity with both a priori theory and cross—section statistical
evidence:

(a) the (average) income elasticities of foodstuffs and non-food
consﬁmption are 0.48 and 1.05 respectively. On the one hand, they
fulfill onet's expectations on the basis of Engelfs 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.(9)

(b) the sign of the internal terms of trade coefficient is negative
for foodstuffs, and positive for non-foodstuffs consumption. This
shows that a rise in foodstuff prices relative to industrial goods
prices would have a negative effect on the consumption of commodities
other than foodstuffs.

(c) the average price elasticity 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.

Finally, it must be added that with regard to the income elasticity
of demand for foodstuffs, family budget studies suggest a positive
correlation between it and the general income level at low=income
brackets. Specifically, it shows that for urban low~income brackets
(below £E 200 per houzehold), the income elasticity of demand fof
foodstuffs is only 0.49. As we move to higher income brackets

(£E 200~-600) the income elasticity increased to 0.71; then it declines

steadily as we go up the income 1adder.(1o)

(9) See: chapter 6
(10)Ibid.
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() Government Consumption
No. of equation
(8)

CORC: S = =49.473 + 0.223 (CNP),
(43.48) (0.02)

RZ

d

]

0.948
1.651

The following two functions (one for total household consumption,
the other for total consumption of both household and goverrment)
are given primarily for purposes of comparison:
¢ = 39.538 + 0.784 (¥)F
T (55.36) (0.04 t
R2
d

0.984
1.661

il

il

g’ = 2.689 + 0.871 (GNPLU

’ (18.06) (0.01)

R2

d

0.998
1.902

Il

1l

Thus, one can say that the income (GNP) elasticity of govermment
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 goverrment consumption on the level of aggregate
consumption and savings. As may be seen from the household and total
consumption equations, while the marginal propensity to save out of
private income is (1~0.78 = 0.22), private and govermment. . marginal

propensity to save is only (1~0.87 = 0.13).
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(¢) Consumption of Industrial Goods

No. of equation

(1 + e.) : 1 : . . i :
1/0: G = : V)t e |1+ T+ ASti- T, - E}
(1 + mt) (1 + «t)
. | .. ii i i i
= Otlcl(V)_.B + ool (NLG Lk P AStt) -I, =-E

The estimate of (= ci) for the period under study is fairly
stable with only a slight delcine around a mean value of 1.25. This
is understandable in the light of the fact that there had not been
any major structural changes in the industrial sector over the period
in question.

(1 +87)

. : t

As stated earlier, ( <,ci), = = , and accordingly its size
1777 7 (1 + mtS

varies with relative changes in.ml% (i.e. the ratio of intermediate
sales of the products of sector i, to fimnal demand for it, at any time
period), and m;t (i.e. the ratio of intermediate purchases by sector i,
to value addedin that sector, at time t). In the course of industrial
growth one would expect “; to decline as a result of a gradual shift
in the structure of industry from processing of raw materials (with its
low value added) to more complex industrial processes. At the same
time, one would expect “i to rise as industrial sectors become more
interdependent: +that is, in the course of industrial growth industries
with forward-linkage would increase their share in total industrial

output relative to those with high backward linkage. Consequently,

the trend of the coefficient (¢ c¢i) would be negative.
i
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(d) Consumption of Services

No. of equation

(10) s
. £ (l + B'i;) B} 1 .
I/O. C'b (_]_-_—_;_;_f; (V)-t He — m% (T)_t

8 is
==q08 (Vg + =p08 (T)}

Our estimate for (x cs) indicates a rise in its size from 0.9 at
the beginning of the period under study to 0.95 at the end of 1960°ts.
This can be explained by the rise in the share of intermediate purchases

to total value added especially in govermment services.

(IIT) EXPORT FUNCTIONS
(a) Cotton Export

No. of equation

(11) " o) .
+ B
C t c 16
1/0: E, = b (V)_b 3 (T, = asT, )
t (1 & m.b)
= e« ec (V)i + «zec(Tiz - ASty )

Our estimate of the coefficient ( “1ec) for the period in question
show that its value ranged from 1 to 0.79, indicating a steady temporal
decline. This is understandable in the light of the fact that while
both the numerator and denominator of the parameter increascd steadily
during the period under study, the ratio of intermediate purchases of
raw cotton to exports increased at a substantially faster rate than

the ratio of intermediate inputs to value added.
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(b) Industrial Export

No.of equation

(12)
OLS: Ei = 9,122 4 o.121(v)i + 1.099 (%) + 15.947 (D)
(7.154) (0.044) (1.026) (3.481)

No.of equation

(12

. . d, U.Se. ei
OLS:  Ei = 63.666 + 0.161 (V)} ~ 0.664 (B /P "7y + 11.634 (D)

R
(49.03)  (0.01) (0.40) | (3.40)
R - 0.99
d = 1.934

As would be expected on a priori grounds, the sign of the
price term is negative. As for the size of the output coefficient,

it points to an average output elasticity of exports of 1.1.

(IV) IMPORT FUNCTIONS
a) PFoodstuffs Imports
(2)

No. of equation

(13) :
£y, \f
£ £ (2 + 83 ) (V)
1/o: M. =C, + B - 7D
f
f £
= Cy + E, = «mf (V)

(b) Intermediate Goods Imports

No.of equation

(14)
CORG: M. = = 24.054 + 0.390 (V) = 40.922 ()™
(10.85) (0.92) (8.9)
R” = 0.971
d = 1.689

It is worth nothing that the coefficient of the industrial value

added variable corresponds to an import elasticity of 1.2.
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(c) Capital Goods Imports

No.of equation

(us) a Bk) ) .
s B I i i
1/0: Mi = (;:Tjj%_; (Ty*Be = ('3;7*:3% ) (V) = (T) f
1
= wpk (DTET o e me (0] - ()

The estimates of parameters ( «lmk) and ( WEMK) indicate a slight
temporal rising trend over the period in question; ( mlmk) increased
from 0.35 in the early 1950%s to an average 0.45 in the 1960f%s as a result
of the change in allocation of investment favouring industry with a high
capital content. The size of ( mzmk) increased from 8% to 10% in the

1950%s to 10% to 13% in the 1960's.

No. of equation

/
(15)
OLS: Mf = 6.646 + 0,266 (I)z'g'f' + 0.176 (BOP)t
(6.16) (0.03) (0.08)
R® = 0.904
d =1.758

It is worth noting that the investment coefficient corresponds
to an average import elasticity of 1.1.

Finally, in our econometric estimation of the import functions of
both intermediate and capital goods, we have included a price term in
the form of commodity group terms of trade, adjusted for changeS in the

official price of foreign exchange. The results were negative:
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generally the price coefficient did not have the right sign and
was statistically insignificant. Although this might have been
prompted by the poor quality of price indices, it partially reflects our

above analysis.

(V)  SAVING FUNCTIONS
(A) Govermment Savings

(i) Govermnment net income

FEquation No.

(16) CORC: Y% = =10.233 + 0.163 (Gnp),
(17.76) (0.01)
RS = 0.937
d = 1.916

(ii) Govermment consumption (of goods and services)

(17) CORC: Cf = =49.473 + 0.223 (GWP),
(43.48) (0.02)

2

R™ = 0.948

1l

d

1.651

(B) Private Savings

yP ]
(18) CORC: S = =141.747 + 5.832 (FGp), + 0.529 (S); = 59.84 D)sp
(107.09) (3.49) (0.36) (25.18)
R® = 0.927
d = 1.277

The size of the parameters of equations (16), (17), and (18)
conforms well to the picture we have drawn earlier with regard to the growth

and structure of savings, and the factors iniluencing it.(ll) The extent

(11) The factors influencing the govermment's saving behaviour were the growth
of military expenditures, and goverrment employment on the expenditure
side, and the inelastlcl%y of tax structure on the receipts side, See:
Chan. B,
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of govermment dissaving could be deduced from that while the average
GeN.P. elasticity of govermment consumption was 1.14, the corresponding

figure for govermment income was only 0.97.

INDIRECT TAXES

Equation No.

ty + by (GDP)t + e

=, (GDP)t

LABOUR (in Agriculture; Industry; Social Overhead
Services; and Total Employed Labour)

(19) Ty i

Il

@) aeate o enp®

(@) a2 (Lamy)® s

(22) Nth = NiOh +A3(1 + n}))JU Ak§°h

(23) Nze =W, A0 (1 + n)t s POP, = U
where:—

nl, n2, and n3 represent average annual rate of growth of labour
in agriculture, industry, and social overhead

services respectively.

Al, A2, and A3 represent average value productivities of labour in the

above three sectors respectively.




- 515 -

Definitions, Identities and Equilibrium Conditions

Equation No.

o3 _ te a i soh
(24) N o= W o= (N{ + W + N )
‘ B L.W.
C
(26) Ly = L(Lt)
£
(27) Ly = (- <L) L,
a c f
(28) v, = Vg + W
s soh oS
(29) v, = Vooo+ Ty
1e 1. 1
(30) v, = BExp + Vi
. S
a X
(31) (GDP),G =V o+ Vp o+
(32) (GNP)t = (1 + mti) GDP, =~ B.F.P.
p
(33) Ty = (@), - (D
(34) C, - cﬁ % ci + c}
(35) C, = ci 5 cg(i+s) + 8
g _ v8 _ 8
(36) Sy = T Cy
(37) 5, = sf 4 8}
(38) 54 = 1 = C
(& i iy
(39) B, = By o+ By + E
(6 i’
(40) M, =Mt+M£+Mt+Ml;
LW, i Soh os
(41) 1, _ I: + I + I+ I + I
teg.fe _ v
S
(43) G = g = 5
(44) g = M, ~ (B, + BIT)

(45) E’:éL = f@\—?«;)t ; T o
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Model Reduced Form
(for selected aggregate variables)

= (=70.53) + (47.283) «L + 28.804 (1 =<«L) L,
a .
+ 3.124 Ei;ﬁ__)+ (3.436) Fi + (4.148)F£ + (0.54)Ki_1
L
i

Soh S
+ (0.162)KL0) + (0.61) K~y + (157.447)N,° = Ex

VOS

+ T = (116.764) DV°°* = (98.751) D

i

t

Il

f S
(2) Cy Cy + Cy + Cy

Il

(~=210.055)=(58.902) mlos+(73.272)alci+(4.595) « 0l

7

2( «,mk) 1143049 oot :
=73.272( &l ( &0l +3.,49<<EE;; ~ (3.949) 565¥

: : i soh
+ 18.118 (PoP,) = (0.462) tot” + £0.162( = c8) 7 Ky

+ [0.61( = o8) TS+ [157.44T( = 08) T Wy + [0.45( < 0i) 7

+ 0,176 ( =,ci)+0.45( “2mK)( “gci)+0.54(Ki_1) + = ( mlci)

~ 0.390( “201) - «gmk)( «Qoi)+ 0.121 7 Exi:[f( “1mk)( m2o1)+1_7 It%f?f'
ii

+ ( a20i)MC + ( a2oi)(—Tik + T+ ASTi)—(l.O99)t

~ [98.751( = c8) 7 D% = [40.922( =,ci) 7 ™ o (15.948)p%%

_ P g
(3) 8, = S + S}

diia ol

: i
~141.747 + (5.832) v (5.832) - 55p + (0.529) S
SP)

1l

s€ = 59.847 (D

L
T




(1) E_t=EC+E1+Ef

= [=0.257 - 8.332 ( o:lec)J + [747.283( «qec)( o:L)_7LJG

a 5
+ [71.008( = ec) ] K?l + [73.436( «je0) TBS 4/ «, eF [Fns1]

+ (O.OBZI.)KJiG__1+(1.O99)'b + BT=(116.764)D" + (15.947) D°*

(5) M= M 4t o4 f
= [= 205.717 = 73.272( =ymk)+76.534(= mE)7 + /( ocgmk)--o.391_7E>aiU

~(40.922) D?i - Tik + Mi + (18.118)?0134G ~ (0.462) ot

p £
+ By~ [728.804( =mf)(1 = «L) /L, = [ 4.148 ( =nf) ] Fy

3 t.g.F. 1
+ [70.176 = 0.45 ( “gmk)JK_t~1+ ( «1mk) i + 3.949 pop
Yg Ka
- (3.949) pop = [2.116 (=nr) ] 2L

L
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APPENDIX 7

Beconometric Analysis of the Determinants of

Rice Supply in Egypt.

The basic objective here is to investigate the major determinants
of rice supply in the Egyptian agriculture. As a minor objective, the
elasticity of supply will be estimated in order to measure the response

of rice producers to changing the farm prices of rice.

I. Materials and Methodss=
(A) The Model:
In the context of supply analysis, which is of
interest in the present research, two equations may be expressed as

follows:

£ (p,) (1)

o
]

o]
1l

. = b @) (2)

where:

guantity supplied at time t ;5 and

£

-
Il

market price at time t.

This means that the quantity supplied at time (t) is some
function of price at time (%), and simultanteously the price at
time (t) is some function of the quantity supplied at time (%).

Here, we have two equations in two urnknowns and a simultaneous
solution is necessary. However, if the value of either Q: or Pt is
determined outside the system represented by equations 1 and 2, then
one of the equations can be eliminated and we will be left with a single

equation model. For example, if P, were determined outside the systenm

t
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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 this argument to the analysis here derives
from the fact that prices of rice in Egypt, at both farm and retail
market level are established by the Govermment. 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 (%)
as some function of market price at time (t)..

It must be noticed that the above argument does not imply that the govern-

ment agency ignores the anticipated supply at time(t)when establishing P, jor thsa

.t’
the price—quantity relation which existed at time (t) is not considered
when determining the price for time (t+1). However, it does imply that

P, is exogenous to the system (1) and (2) and that the use of a single

t
equation model is estimating the supply relationship for rice in Egypt
is justified.

The model to be used here is

Q =F (P, , X)
( i=1,2,....,n.) (3)

where Q: and P, are defined as aboveg

t
XJCi relates to other variables which affect Q: that will be considered

in this analysis. These variables include:'

(1) The price of the resources used in production of rice which will be

reflected in costs of production per feddan (Cf). Shifts in (Cf) cause

a change in the location of the supply curve but do not change the

(1)

nature of the curve.

(1) See: Ahmad M.El-Feel, Rules and Techniques of Agricultural Marketing
D A0 ) - 2 ] walies . 1
ar-El-Matboat Fl-Gededa, Alexandria, 1970. (In Arabic)
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(2) Prices of competing farm enterprises which include in this case the
price of cotton (PC), and the price of corn (Pn). A shift in the prices of
competing products affects 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=1)

(2)

which he assumes will continue at the same level in period (t).

The full model is:

Qi=F[Pt_1, Co (%c%) 1 ,<§%t_1] (4)

wheres

Q: is as defined before;

P, _, refers to the farm price in period (t=1);

C¢ refers to rice costs of production per feddan;
E£> refers to the price ratio between rice and cotton
Po) t=1 4y period (t—l)(3)

et

( P£> refers to the price ratio between rice and corn
Pn) %=1  in period (t=1)

However, agricultural production (especially in developing countries)
is affected to a great extent by biological and weather conditions, the
availability of enough irrigation water, etc. This implies that the
relation between production and farm prices in some years may turn out to
be negative because of changes in these biological and physiological
conditions.  Thus better results can be obtained when the crop acreage (At)

(4)

'is used as the dependent variable in model (4).

(2) E.0.Heady,Economics of Agricultural Production and Resource Use,
Prentice—~Hall,New York,1962.

(3) G.M.Kuznets, "Statistics Pertaining to the Acreage of Sugar Beets in
California 1922-1942",Calif.Agric.Iixp.Sta.Bulletin,Berkeley,California 1943

(4) B.Singh, "Rice Economic Analysis", Ministry of Agriculture,Cairo, 1959.
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Thus, the model that will finally be considered is:

Pr Pr

_ — — (5)
By =F P v Cer\pe/i-1'|Fm [ tm1

(B) The Estimation Procedure:

The single equation statistical model shown in (4) and (5) will
be estimated by multiple regression analysis using the method of
ordinary least Squares.(5)

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: "Agricultural Economics" prepared by the
Department of Agricultural Economics, in the Ministry of Agriculture,
Begypt, 1972.

For the independent or explanatory variables, data are taken from the
same source in addition to the "Economic Bulletins" prepared by

the Economic Research Department in the National Bank of Egypt and

Central Bank of Egypt, 1971.

IT. Results and Discussionss:e—
(A) The Basic Equations:
In this section estimates are obtained
by expressing all 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 yields the following equations:

(5) See: Robert S.Pindyck and Daniel L. Rubinfeld, Econometric Models
and Fconomic Forecasts, McGraw-Hill Book Company, New York, 1976,
Chapter 3, p.54.
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= b

Ynatural numbers h b1 X1 = 2 X2 e b3 X} i b4 Xé (6)

Y =a+b X +b, Xo +b, X, +b, X (7)
natural numbers I 2 "2 3 3 4 4

Y logs
base

Y logs
base

where:

to

RS ;[ - S . s . |
10 = aXy~ X, x33 Xy (8)
to
b D b b
10 = a ()7 (%)% (x)73(x)4 (9)

Y represents the national acreage of rice in a certain year;

Xlrepresents 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;

X, the index number of farm cost of production per
feddan (1952/53 = 100);

X, relative price of rice to cotton in year(t =1);

X, relative price of rice to corn in year (t —1).

(A11 variables in equations 6 and 7 are expressed in natural numbers;

whereas equations 8§ and 9 are expressed in logarithmsto the base 10.
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(B) Multicollinearitys

Table 7.1 shows the correlation matrix of the
explanatory variables. An examination of this table shows that there
tends to be a high degree of multicollinearity in the data. The
lowest simple correlation coefficient between the explanatory variables
is greater than 0.50, and the highest is greater than 0.90. In the
framework of the t—test, this high degree of multicollinearity will
make the standard errors of the estimated coefficients too high,
resulting too frequently in the acceptance of the hypothesis that
the estimated coefficients do not differ significantly from zero.
Thus, a rather piecemeal approach will be used. Each explanatory
variable will be used in a separate regression with the dependent
variable, by expressing all the variables in both natural numbers
and in logs to the base 10.

Tables 7.2 and 7.3 show the results of using the above procedure.
Comparison of the two tables shows that the results of the linear forms
(when all variables are expressed in natural numbers) are so inferior
relative to those obtained from the log linear forms. Therefore, the

following discussion will mainly relate to the results in Table 7.3

(C) Discussion of the Results:

First, the price coefficient is significantly
different from zero, which is favourable to the hypothesis that farm
price in period (t-1) affects significantly rice acreage in period (t).
Better results 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 this is a very strong variable, in that the

estimated coefficient is more than 5 times larger than its standard error.




The overall fit of the equation is generally quite high, as shown

by the coefficient of determination which has the value 0.623. This,
also, imples that the farm price variable in period (t-1) explains 62.3%
of the variations in the acreage of rice in period (t).

The elasticity 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), will lead to a change in the acreage of rice in the
game direction in year (t) by 11.74%. (This result is significant at
99% level).

The cost per feddan variable has a different sign to that
expected. The sign of the cost variable turns out to be positive,
which is unfavourable to the hypothesis that the lower the cost of
production per acre in period (t-l) the larger will be the acreage in
period (t). This result may be due to the large expansion in rice
acreage after the 1962/63 season when sufficient irrigation 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 million feddans (See: Table T7.4).
Further, the cost of irrigation water is not included in the cosis of
production per feddan, and since huge amounts of water are consumed
this means that published costs understate the actual costs of rice
production.

The relative price variable for rice and cotton is favourable to
the hypothesis that rice acreage increases when the relative prioé for
rice and cotton increases. The coefficient is 2.7 times larger than
its standard error, indicating a significant relationship at the 99%
level. The results also indicate that the relative price for rice and

cotton explains about 30% of the variation in the rice acreage in the
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period under study. It is also worth noting that the elasticity of
supply with respect to the relative price for rice and colton amounts

to 1.05, which implies that 10% increase in the relative price for

rice to cotton in period (t-l) leads to a 10.5% increase in rice acreage
in period (t).

The coefficient of the relative price of rice to corn is not
significantly different from zero, which is unfavourable to the
hypothesis that corn competes with rice for land resources on the farm.
However, the sign of this variable is positive which is in line with
expectations. The coefficient of determination indicates that this
very weak variable explains only 2% of the variation in rice acreage
in Egypt.

Finally, the effect of the High Dam on rice acreage was tested
by introducing a dummy variable into the analysis. The dummy variable
was assumed to take the value 1 for the period 1962/63—1970/71 and zero

for all earlier years. The estimated equation is then

Y, = 2.998 + 0.0000% F =~ ratio = 35.304
(=3.045)  (5.942) R 0.675

]

The overall fit of the equation is generally quite high as
shown by the coefficient of determination which amounts to 0.675.
This also, implies that the cost of irrigation,water (from the High
Dam) variable in period (t-l) explains 67.5% of the variations in

the acreage of rice in period (%).




Table T.1

The Correlation Metrix of the Explanatory Variables

X1 X2 X3 X4 s
Xl 1.000
X2 0.923 1.000
X3 0.927 0.926 1.000
X4 0.532 0.511 0.626 1.000
Y 0.841 0.778 0.686 0.252 1.000

_9zg_



Table 7.2

Regression Results with All the Variables Expressed in Natural Number

Model No. Results Obtained(l) eretio A2) o2

1 T tural = —32:933 + 42.683 X, 41.133 0.841 0.708
mamber o 287)  (6.413)

2 T = =30.955 + 6.389 X; 40.870 0.840 0.706
(=0.222)  (6.395)

3 T = 9.672 + 23.355 X, 26.018 0.778 0.605
(-1.681) (5.101)

4 T = 9.253 + 7.298 X; 26.247 0.779 0.612
(=1.712)  (5.174)

5 T, = =126.012 + 762.843 X3 15.069 0.685 0.470
(=2.289) (3.882)

6 T = 427.382 + 67.389 X4 1.895 - 0.317 0.064
' (=0.123)  (1.075)

7 A _ I, = 591.700 + 414.722 X 42 047 0.712
(=3.252)  (6.484)

Notes: (1) Figures between parenthesis refer to the t-ratios.

(2) »” represent standard partial regression ooefficieﬁt.
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Table T.3

Regression Results with All the Variables Expressed in Logarithms

Model Results Obtained(l) Peratio | B (2) R
No.
1 Y = 1.380 + 1.174 X; 28.144 0.790 0.623
logarithms ‘
to the base (0'2309 (5.305)
10
2 % = 0.420 + 1.169 xi 27.885 0.788 0.622
(0.153) (5.284)
3 : = 1.395 + 0.979 X, 14.117 0.674 0.454
(2.212) (3.757)
4. yd = 0.889 + 0.984 X; 14.581 0.675 0.462
(2.235) (3.818)
5 T, = 2.798 + 1.051 Xy 7 257 0.547 0.299
(2.687) (2.694)
6 5 = 2.711 + 0.225 X, 0.223 0.166 0.015
(0.216) (0.472)
7 T = 2.998 + 0.0000 X 35.304 0.675
(=3.045) (5.942)
Notes: (1) Figures between parenthesis refer to the t-ratios

(2) b"= standard partial regression coefficient.
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Table T.4

Rice Acreage and Its Determinants in the Period 1952/53-1970/71

_529-

Acreage Farm Price in year(t—l) Cost of Production per Relative Price

Years thousand feddan in year (t-lg of Rice To: .
feddans Mo;xiingzrms (19557?;3::100) Mo;iing:ms (1953751;1:100) Cotton Corn
(x,) 1) ( %,) ( %3) (x,) (x,
1952/53 373.6 15.00 100 31.64 100 1.12 6.12
/54 422.6 15.00 100 31.20 100 1.20 5.43
/55 609.6 15.00 100 25.62 82 1.08 6.61
/56 599.7 16.50 110 26.24 84 1.04 4.53
/51 690.3 16.96 113 26.00 83 0.89 4.12
/58 730.9 17.00 113 26.29 84 1.03 5.68
/59 518.3 16.96 113 26.51 85 1,12 5.52
/60 729.2 16.97 113 27.12 87 1.02 5.58
/61 705.8 17.00 114 27.53 88 1.07 4.62
/62 537.0 17.00 113 27.43 88 1.20 4.76
/63 830.1 17.00 113 29.83 96 1:12 5.21
/64 959.5 17.00 113 30.59 98 1,12 4.40
/65 962.1 17.00 113 30.93 99 1.01 4.35
/66 848.1 18.09 121 35.06 112 1.2 4.78
/61 844.0 20.12 134 41.96 134 1.25 4.41
/68 1074.7 25.33 169 45.74 147 1.49 4.96
/69 1204.4 28.46 190 46.51 149 1.63 7.03
/70 1191.5 29.84 199 48.52 156 1.65 6.46
1970/71 1144.3 29.29 195 48.63 156 1.61 7.16

Source: Ministry of Agriculture, Agriculture Economics Bulletin, 1952-1972, Cairo, Egypt.




APPENDIX 8

A Comparison of the Actual and Estimated Values of the Model's Endogenous Variables, (£E million)
8.1 Production

Value-added in c Value-added in Value added in a
Cotton Sector =V Foodstuff sector = V' | agriculture sector = V
Year Actual | Regression | Actual | Regression Actual | Regression
projection Projection Projection
1952/53 111 224 226.6 335
53/54 79 7.7 245 250.9 324 328.6
54/55 86 90.9 242 263.2 328 354.1
55/56 82 82+9 257 2545 339 337.4
56/57 80 77.4 269 262.2 349 339.6
57/58 100 106.4 266 267.3 366 3737
58/59 112 116.0 275 265.4 387 381.4
59/60 114 107.3 291 288.4 405 385.7
60/61 116 110.3 287 287.4 403 397.7
61/62 3 791 300 287.6 373 362.7
62/63 113 109.6 313 318.6 426 427.6
63/64 107 107.1 346 330.2 453 437.3
64/65 118 11545 359 356.7 477 472.1
65/66 130 13542 352 356.0 482 491.2
66/67 116 115.4 3981 362.2 467 477.6
67/68 121 367 488
68/69 134 359 493
69/70 150 374 524
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8.1 Production (Continued)

Year Value added in Value added in Value added in Value added in
Social overhead services! other services Services Sector Industrial Sector
i
Vsoh v°S v°S Vv
Actual | Regression Actual |Regression | Actual | Regression | Actual |Regression
Projection Progression Projection Projection
1952/53 113 330 443 200
53/54 119 117 351 333 470 450 2C9 210
55 128 122 358 353 486 475 219 218
136 134 360 364 496 498 232 231
28 | 134 143 346 345 480 488 249 547
58 139 145 365 370 504 515 274 275
59 149 153 373 373 b2 526 295 295
60 172 165 95 417 567 582 313 313
61 183 183 436 434 619 617 342 342
62 200 198 438 448 638 646 400 399
63 212 218 467 470 679 688 432 434
64 230 230 503 501 133 731 484 483
65 245 245 540 535 785 780 500 499
66 267 258 580 559 847 817 514 515
67 276 28GC 574 584 850 864 511 513
68 230 638 868 492
69 240 664 904 557
1969/70 2572 713 965 600
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8.2 National Income

Gross National Net Government Income Private Income _p
GNP o Y
Product Y
Actual | Regression |Actual | Regression | Model Actual | Model
Pro jection: Pro jection | Projection Projection
1952/53 1086 128 958

53/54 1085 1069 173 173 169.4 912 896
54/55 1115 1129 151 179 179.4 964 978
55/56 1151 1150 205 187 183.0 946 945
56/57 1158 1154 173 183 183.6 985 981
57/58 1227 1247 186 193 199.3 1041 1061
58/59 1289 1286 239 209 205.8 1050 1047
59/60 1376 1382 238 218 221.9 1138 1144
60/61 1445 1439 243 232 231.5 1202 1196
61/62 1498 1494 228 242 240.8 1270 1266
62/63 1685 1698 269 276 275.0 1416 1429
63/64 1851 1833 283 303 2977 1568 1550
64/65 2030 2020 331 335 329.1 1699 1689
65/66 2125 2103 344 349 343.1 1781 1759
66/67 2122 2149 366 348 350.8 1756 1783
67/68 2169 441 1728
68/69 2271 549 1722
69/70 2462 650 1812
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8.3 Consumption

Foodstuffs CF

Household Consumption of

.Ch(1+s

Industrial goods & Services

Government Consumption of &
goods and Services

Actual | Regression | Model Actual | Regression | Model Actual | Regression | Model
pro jection | projection Projection | projection Projection | Projection
1952/53 - - - - - -
53/54 316 F11. 308 455 449 448 176 188 188.9
54/55 302 326 327 474 477 495 196 191 202.3
55/56 322 328 328 423 456 469 237 206 207
56/57 331 343 242 412 471 481 249 223 208
57/58 341 358 360 509 515 536 234 243 228.6
58/59 377 363 364 531 513 527 229 242 237.3
59/60 402 385 386 570 555 572 228 253 2587
60/61 384 401 399 599 601 612 253 259 271.4
61/62 432 417 415 659 640 652 245 275 283.7
62/63 449 446 458 122 699 724 318 307 329.2
63/64 475 474 472 750 775 785 394 359 359.3
64/65 490 496 495 865 852 863 402 417 401.
65/66 511 510 506 902 916 918 430 423 419.5
66/67 510 510 512 927 928 51 421 426 429.8
67/68 620 940 503
68/69 628 961 627
69/70 731, 990 732
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8.3 Consumption (Cont'd)

Consumption of i

Consumption of S

Total consumption

ctocfictic®)

Industrial goods Services Ct:/Ef+Ch(1+S)+Cg/

Input/ Model 1/0 Model Actual | Model Actual M0d§1 _

Output projection | projection | projection projection Projection

projection

1952/53 - - - - - - - -

53/54 217 221 423 405 947 932 947 934
54/55 230 229 437 428 972 1018 972 984
55/56 223 220 446 448 982 1034 982 996
56/57 245 245 432 439 992 1072 1012 1026
57/58 265 273 454 464 1084 1130 1084 1097
58/59 286 288 470 473 1137 1120 1137 1125
59/60 333 323 510 524 1200 1186 1200 1233
60/61 324 316 557 555 1236 1264 1236 1270
61/62 388 388 574 581 1336 1312 1336 1384
62/63 412 416 611 619 1489 1500 1489 1493
63/64 431 431 682 680 1619 1651 1619 1583
64/65 469 472 738 733 1757 1760 1757 1700
65/66 561 560 796 768 1843 1854 1843 1834
66467 507 510 799 812 1858 1884 1858 1834
67/68 2063 2063
68/69 2216 2216
69/70 24573 2453
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8.4 Savings

Private Savings _sP Government " " fiiis
(Household & business )~ budget (current)ssg S:(Sg-sg) S "= (GNP-C Ty
savings
Actual | Regression MOd?l ) Actual | Model Actual |Model Projection
Projection | Projection Projection Projection
1952/53 165 -6 159
53/54 147 158 153.9 -3 -19.5 144 134 13%
54/55 192 172:.5 176 -45 -22.9 147 153 145
55/56 195 170 169.4 =32 =24 163 145 154
56/57 222 181.4 180.3 ~76 -24.4 146 156 128
57/58 196 178.4 183.7 -48 -29.3 148 1585 150
58/59 139 174.9 174.3 +10 -31.5 149 142 161
59/60 166 208.1 209.3 +10 -36.8 176 172 149
60/61 219 236.3 234.5 =10 -39.9 209 195 169
61/62 i 192:6 191.3 =17 -42.9 155 148 110
62/63 245 280.4 282.7 -49 -54.2 196 229 205
63/64 343 331.2 327 .7 411 -61.6 232 266 250
64/65 359 338.2 335.9 -71 -71.9 258 264 320
65/66 363 357.5 35245 -86 -76.4 277 2707 269
66/67 345 353.1 358.3 -55 =79 290 279 315
67/68 282 -62 220
68/69 271 -78 193
1969/70 341 -82 259




8.5 Imports

Consumer | Intermediate Mi Capital Mk Foodstuffs Total
goods Goods Goods £ t
c M M
M
Actual Actual | Regression | Model Actual | Model Actual | Model Actual | Equation Model
Projection | Projection Projection Projection Projection | Projection
1952/53 55 58 42 47 202

53/54 36 53 58 58 36 37 27 1.2 152 158 143
54/55 30 62 62 61 44 44 21 21 157 157 156
55/56 24 67 67 66 51 51 22 34 164 164 175
56/57 12 68 73 73 45 45 32 53 157 162 183
57/58 19 72 83 83 48 48 42 60 181 192 210
58/59 25 88 91 91 56 56 47 50 216 219 222
59/60 10 114 98 98 56 56 46 32 226 210 196
60/61 5 125 110 110 62 63 37 51 229 215 229
61/62 8 130 132 132 69 69 61 59 268 270 268
62/63 13 144 145 146 76 75 64 65 297 298 299
63/64 15 163 165 165 84 85 67 84 329 333 349
64/65 i 162 171 171 74 73 70 7 313 321 328
65/66 9 181 177 177 100 100 74 75 364 360 361
66/67 12 136 135 136 68 68 82 70 298 297 286
67/68 10 113 67 78 268
68/69 9 100 46 45 200
69/70 (i 145 50 45 250




8.6 EXPORTS

Raw Cotton EC Industrial Goods ET FSOd EtJ Hietal t
stuffs E
Actual 1/0 Model Actual Regression Model Actual rActual Equation Model
Projection |projection Projection | Projection Projection | Projection

1952/53 133 14 11 158

53/54 115 112 110 20 18 19 7 142 137 136

54/55 87 97 102 23 21 21 11 121 129 134

55/56 103 100 101 23 23 23 15 141 138 139

56/57 83 82 80 22 29 26 i %74 122 126 123

57/58 90 93 99 26 31 3 21 137 145 141

58/59 116 118 121 33 34 34 19 168 171 174

59/60 135 1395 128 41 38 38 17 193 190 183

60/61 147 120 116 44 42 42 25 186 187 183

61/62 94 93 94 50 50 50 14 159 157 158

62/63 101 102 99 b5 55 55 28 184 185 182

63/64 109 111 112 76 79 78 32 217 212 222

64/65 120 122 120 83 82 82 27 230 231 229

65/66 125 i g 120 81 84 84 23 229 224 227

66/67 1.1.0 119 119 89 85 85 28 227 232 232

67/68 109 84 26 219

68/69 99 108 44 251

69/70 127 100 32 259
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~ APPENDIX 9
STATISTICAL APPENDIX

(I) Introduction on Egypt's Statistics:

During the 1950%s and 1960's, the range and quantity of material
published by the Department of Statistics and Census (DSC), its
successor the Central Agency of Public Mobilization and Statistics
(CAPMS) and various other government agencies and ministries, had
considerably increased. Research on Egypt®s economy now suffers from
the multiplicity of sources and data.

Various agencies, e.g. CAPMS, the Ministry of Planning, or Ministfy
of Industry = supply data which are difficult to compare. More
serious difficulties arise from the frequent changes in the concepts,
coverage, and format of such important sources as the national accounts,
population censuses, trade statistics, and censuses of industrial
production. These changes are never fully explained and attempts
at revising earlier data for consistency with new definitions are
seldom made by official agencies.

A major problem in attempting to construct consistent time-series,
is that the data for the 1960's are fundamentaly different from the data
for 1950's. This arises from the administrative shake-ups and
institutional changes which took place over these two decades. The
situation may be depicted as follows. The "Department of Statistics
and Census" was traditionally the main agency for statistics. It had
a long history, was gaining experience, and the quality of its work
improved all the time. It was concerned with consistency; +the 1960 -
Population Census, for instance, contains tables adjusting earlier data
for comparability. In the 1950's, the establishment of a "National

Planning Committee" had interesting consequences for the gathering



and processing of statistics. The "Department of Statistics and
Census" continued to function, even though the "National Plamning
Committee'" produced a considerable amount of data on the economy.

A very able team of economists and statisticians was involved in the
gathering and processing of statistical material in preparation of

the First Five~Year Comprehensive Plan (1960-1965). 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 situation changed. The "Department of
Statistics and Census" was replaced by the "Central Agency of Public
Mobilization and Statistics" while the "National Planning Committee"
became the "Ministry of Planning". The "Central Agency of Public
Mobilization and Statistics" merged the military administration of
mobilization and the civilian department of statistics under the same
authority. This change had many repercussions. Statistics have
become something like military secrets and access to them has become
very difficult. The '"Central Agency of Public Mobilization and
Statistics", however, has shown great dynamism and initiative. The
number of statistical publications, the amount of data collected, and
the range of aspects covered have increased considerably. But, the
"Central Agency of Public Mobilization and Statistics" has changed
the concepts, classifications and format of most of the publications of
its predecessor's the "Department of Statistics and Census'". As the
"Central Agency of Public Mobilization and Statistics" is newly
established, it is gaining experience at the price of frequeﬁt changes
in methods of collection and presentation of the data. Finally, the
"Central Agency of Public Mobilization and Statistics" claims a
monopoly on statistics and prohibits other institutions from publishing

figures different from its own. Ministries have retained a certain
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independence but other institutions — such as the Research Departments
of the National Bank, Central Bank, and the Fédération Egyptienne des
Industries = have had to restrict their activities.

The task of appraising the quality and reliability of statistical
date has become much more difficult than before. It is always possible
to interview officials and to form a judgement from their verbal
comments, but the secrecy that surrounds the most anodyne activities
of the "Central Agency of Public Mobilization and Statistics" and
the rapid turnover of personnel often defeat attempts to trace the
relevant official able to answer specific 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 lost heart
when they realized that planning would not, after all, have the leading
role in the management of the economy that they had expected it 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

discontinuities.

IT. 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 their_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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fluctuations. The extent of measurement errors in the set of data
used varies cross—secltionally and over time. For example, on the
whole, foreign trade data statistics are more accurate than national
income accounts, especially for the period before 1959/60; and the
price indices are probably the least reliable both on conceptual and
precision grounds.

It is also worth mentioning that the different series were spliced
at 1959/60 for three reasons. First, that year was a "normal" year
in the sense that it was not dominated by an exceptional event such
as war, crop failure or depression. Secondly, it can be regarded
as a demarcation year in Egypt's recent economic history as it was the
base year of the country's First Five-Year Plan (1960-1965), and was
followed by important institutional changes that altered the character
of the economy. Thirdly, the quality and availability of data on the
Egyptian economy, especially those prepared for the Plan, had reached
a satisfactory level by 1960.

Below then follows a brief 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.

(1) Sectoral Outputs

For the Period 1952-1962:

(1) U.A.R. Department of Statistics and Censug, "Ten Years of Revolution":
Statistical Atlas, Cairo, July, 1962,

(2) D.C.Mead, "Growth and Structural Change in the ngptlan Economy",
Richard D.Irwin,Inc., Homewood,Illinois, 1967.




- BlE -

For the Period 1959/60~1969/70:

(1) Ministry of Planning, "Follow—Up and Evaluation of Economic
Growth in the UAR,1965/66", Cairo, Sep.1967
(in Arabic)

(2) i "Follow=Up and Evaluation of Economic Growth
in the UAR, 1966/67", Cairo, August,1968
(in Arabics

(3) " "Follow-Up and Evaluation of Economic Growth
in the UAR, 1967/68", Cairo,1969 (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 1969/70", Cairo,May 1971
(in Arabic).

(6) " "Follow-Up and Bvaluation Report on the

First Five-Year Plan (1960/61-64/65)"Part I
Cairo, February, 1966.

The two series were spliced at 1959/60. The Ministry of Planning
has taken over the National Planning Committee's previous work and

therefore the spliced series are homogeneous.

For a detailed evaluation of the National Planning Committeet's

estimates, see:

B.Hansen, "The Growth of National Incomelin the UAR (Bgypt) 1939-1962",
Institure of National Plamning, memo no.343,Cairo,June 1963.

For an evaluation of the Ministry of Plamning's estimates, see:

B. Hansen, "Plamning & Economic Growth in the UAR 1960-65", in
P.J.Vatikiotis (ed.), Bgypt Since the Revolution,

Frederick A.Praeger, Publishers, New 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 Plamning, "Realized Production and Income Targets in
Agriculture, Animal Wealth and Fishing, by
Sector in the First Five Year Plan", Cairo,
March, 1966 (in Arabic).

(2) " "Realized Production and Income Targets in
Mining, Manufacturing, and Electricity, by
Sector in the First Five Year Plan, 1960/61-
64/65", Cairo, March,1966 (in Arabic)

For the agricultural sector, a major additional source has been
the agricultural census published by:

Central Agency for Public Mobilization & Statistics, Estimation of
National Income in the Agricultural Sector for 1963 and 1964,
Ref.No.66/400, 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
froms

(1) S.A.El=Bawab, "Tndicators of Economic Development in the
UAR since the Beginning of the Revolution
until the End of the First 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 Growth
in the UAR, 1966/67; 1967/68; 1968/69; and
1969/70", op.cit.

(3) B.Hansen, "The National Outlay of the UAR (Egypt)
1937=39 and 1945-1962/63", Institute 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 implicit national income price deflator.

Disaggregated investment series for the period 1952-62 and 1959-69
respectively from:

(1) UAR, Department of Statistics & Census, "Ten Years of Revolution",
opiGitie

(2) Ministry of Plamning, "Follow-—up and Evaluation of Kconomic Growth
in the UAR, for the period 1965/66~1969/710", op.cit.

The above two series, which are both homogeneous and reliable,
were spliced at the year 1959/60.

In comstructing the sectoral capital stock series for the growth
model, use was made of sectoral investment series dating back to the
1930ts. These were produced froms

Fouad Sherif, "General Trends in the Growth of the Egyptian
Economy in the Last Quarter Century",National Plamning Committee, memo
no.121, Cairo, January 1959, p.10 (in Arabic).

The above investment series were deflated using the official
wholesale price index for the period 1930~=1952. Moreover the industrial
implicit price deflator was used to define the investment series
obtained from:

U.A.R., Department of Statistics 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 follows:
Consumption of foodstuffs was egstimated as foodstuffs pfoduction plus the
balance of food trade. The series obtained accorded well with the
Ministry of Plammingts estimate of foodstuffs consumption for the 1960°fs as
given in:

M.L.El=Sayed, "The Effect 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 their sum to the official estimate of
aggregate consumption (of both household and govermment). This test

proved the reliability of the consumption by commodity series.

(3) Labour Force and Employment

There are three main sources of data used in this study on labour
force and employment:
(i) Census of Industrial Production (CIP);
(ii) Population Census (PC); and

(iii) Follow=up Reports of the Plan (FURP).

CIP:
T A Census of Industrial Production was taken in the years 1944,
1947, 1950, 1952, 1954, 1956, and then annually until 1962. A new
annual series started with the year 1963/64; and the latest available
CIP covers 1966/67.  After 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 (1=9 persons) was undertaken and the results published in
1971 in great detail. Goverrmemt factories 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 this respect. There are a number of reasons

* This Census was taken at three-year intervals from 1942 to 1960 and then in
1964 and 1967. Prior to 19€0 the results of the Census were not published
save in very summary form in the "Annuaire Statistique".
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for this. CE concerns itself with establishments of all sizes, it

is less likely to miss out those in which employment fluctuates

around the "ten persons" dividing line. Furthermore, small firms

may fail to respond to elaborate questionmnaires required for CIP,

and many may produce inconsistent statements that are discarfed. The
Census of Establishments does not involve sending out questionnaires;

the enumeration is made on the spot. This method has certain advantages.
It enables better coverage of the activities undertaken in temporary
premises such as the manufacturing of tiles and other cement products

on building sites. More generally, CE enumerators will spot establishments
in which non-registered firms or artisans operate. The CIP questionnaires
are unlikely to reach these places.

However, CIP may be more accurate for larger firms. This again
results from differences in procedure. The CIP questionnaires provide
opportunities for cross-—checks., Errors and inconsistencies are likely
to be followed by queries when large firms are concerned. The
Statistical Office is more likely to sue large firms rather than small
ones for failure to respond. CE questionnaires do not provide similar

opportunities for control.

PC:

Population Census were taken at 10 year intervals between 1897
and 1947, and then in 1960. The coverage in a PC is likely to be more
comprehensive than in other sources. Labour force data by economic
sectors may not be very reliable because PCs are based on household
returns. The distribution of the labour force by branches of economic
activity is done by the Statistical Office, given the respondent's
statements on occupation and place of work. Errors are likely to

occur when the place of work or the nature of the occupation is

difficult to identify.
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However, PC provides a better idea than CE of the magnitude of
manufacturing employment. Govermment workers, jobbing and itinerant
artisans such as village carpenters, workers engaged in household
industries, or small establishments which may escape the CE enumerator

are all included.

FURP:

Follow=up Reports of the Plan includes an assessment of economic
performance and the fulfilment of plamning targets. From these various
reports it has been possible to construct a continuous series of annual
data from 1959/60 to 1969/70. The circulation of these reports is
restricted although they contain little critical material and nothing
but official data which could be gathered, though at great expense of

time and energy, elsewhere.

(4) Saving

The series of aggregate savings are from:

(1) S.A.El=Bawab, "Indicators of Economic Development in the
United Arab Republic of Egypt since the Begimning of the
Revolution until the End of the First~Five Year Plan', op.cit.

(ii) Ministry of Plamning, "Follow-up and Evolution of Economic Growth
in the U.A.R., 1966/67; 1968/69; 1969/70", op.cit.

Goverrment saving is derived as govermment expenditure (consumption)
minus govermnment net income. The series for govermment net income were
derived from raw data provided by:

(i) Natiomnal Bank of Egypt , "The Economy of the U.A.R. during the
1950's", Cairo, 1963. (in Arabic)

(ii) B.Hansen, "Savings in the U.A.R.(Egypt), 1938/39 and 1945/46~
1962/63", Institute of Wational Planning,Memo No.551, March 1965.

(iii) D.Mead, "Growth and Structural Change in the Egyptian Economy",op.cit.



(iv) R.Mabro, "The Egyptian Economy, 1952=1972", Clarendon Press,
Oxford, 1974.

Private saving was estimated as aggregate saving minus govermment
budget saving. The estimated current price saving series were deflated

using the national income implicit price deflator.

(5) Foreign Trade

Foreign trade series were constructed using data froms
(i) National Bank of Egypt, "Economic Bulletin'", several issues.

(ii) Ministry of Planning, "Exports during the Period 1959/60~1965/66
at current and constant Prices", Mimeographed, Cairo (in Arabic).

(iii) Ministry of Planning, "Imports during the Period 1959/60-~65/66 at
current and constant Prices", Cairo (in Arabic).

(iv) Ministry of Plamming, "Follow=—up and Evaluation of Economic
Growth in the UAR, 1966/67; 1967/68; 1969/70", op.cit.

However, while commodity trade series at aggregated and disaggregated
levels are available at both current and constant prices, comparable
series for the 1950%'s could be derived only at current prices. These
series, therefore, were deflated using appropriate price indices derived
from disaggregated indices given in:

Central Agency for Public Mobilizsztion and Statistics, "Index
Numbers for Foreign Trade", Cairo, several years (in Arabic).

(6)  Input=Output Table
The inpute=output table selected is that of the Ministry of
Planning for 1963/64 at 1959/60 prices; see:

Ministry of Plamning, "Construction of an Input-=Output Table
for 1963/6/4 at Constant 1959/60 production cost", Memo No.704,Cairo,
June 1966 (in Arabic).
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The table was aggregated to an ISIC 2—~digit level of aggregation
in order to correspond to the sectoral production series used in our
analysis.

Another Input-=Output Table selected is that of the Central Agency
for Public Mobilization and Statistics for 1966/67 at current market

prices; see: Central Agency for Public Mobilization and Statistics ,
1966/67 Input-Output Table", Cairo, April,1973 (in Arabic).

The table was used to analyse the cost structure, the dependence
on imports of intermediates, and the degree of backward integration of

Egyptian industry.
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