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Table ( 8 ): Percentages of Number of Rationbooks
For Different Sizes of Households In
Urban Areas in 1980

Percentage of Number c;f Rationbooks For Households

ofs Sizes. Total
Goreernratas: One, two “Three Four Five More than

person . persons persons persons persons 5 persons
Cairo 9.1 10.4 12.6‘ 16.8 20.4 30.7 100.0
Giza 6.5 10.0 12.9 17.3 17.6 35.7 100.0
Klubia 6.7 8.6 17.7 15.6 14.0 37.4 100.0
Alexandria 9.4 12.5 ° 19.2 14.6 14.0 30.3 100.0
Port Saed 115 | 18.7 | 15.5 16.4 15.1 22.8 100.0
Ismalia 9.8 14.0 14.0 13.4 18.3 30.5 100.0
El-Suize 8.1 11.0 11.8 14.0 15.6 39.5 100.0
Domiatta 6.9 13.1 13.7 15.5 15.2 35.6 100.0
Dakahlia 7.1 16.0 13.6 13.5 15.7 34.1 100.0
Sharkia 9.3 15.9 14.6 14.4 15.3 30.5 100.0
Garbia 6.8 9.1 12.8 16.5 17.4 37.4 100.0
Menoufia 877 12.0 12.4 13.9 15.1 37.9 100.0
Behera 4.8 10.0 9.7 11.8 21.1 42.6 100.0
‘Rafer El1 Sheigh 7.8 12.1 14.1 15.0 17.9 33.1 100.0
Bani Souef 12.7 16.8 20.2 17.8 13.6 18.9 100.0
Fayoum . 8.7 13.0 15.2 15.5 19.0 28.6 100.0
El-Minia 6.6 15.8 14.4 16.8 16.3 30.1 100.0
Assuit 6.4 13,2 14,8 14,6 16.6 34.4 100.0
Souhag 5.6 11.3 11.9 14.9 17.5 38.8 100.0
Kena 6.6 13.0 14.4 15.5 19.7 30.8 100.0
Aswan 8.7 12.4 14.5 15.9 16.2 32.3 100.0
Marsa Matrouh 5.3 7.7 9.0 12.3 14.1 51.6 100.0
El-Wadi El-Gadeed 11.8 11.3 9.6 15.2 10.4 41.7 100.0
El-Baher El—Ahmlr 6.0 10,1 ‘ 13.3 1§.6 14.9 40.1 100.0
Sinaa El1-Shamalil 16.7 9.7 9.8 11.6 12.0 40.2 100.0
Total 8.3 11.8 14.2 15.6 17.4 32.7 100.0
Total Ration-—

books 223198 | 462982 557526 611078 683262 1278924 3916970,
Total Parti-
cipants 493198 | 925964 | 1672578 | 2444312 | 3416310 | 9821659 | 18604021

Source: Ministry of Supply.
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Table ( 7 ): Percentages of Number of Rationbooks
For Different Sizes of Households In
Rural Areas in 1980
Pe_rcentage of Number of Rationbooks For Households of
Goreernrates f o::_zes Two ~ Three Four Five | More than Total
Person persong persons | .persons | persons| 5 persons

Giza 4.4 10.2 11.7 "15.6 24.0 3.1 100.0
Klubia 10.2 14.4 15.3 15.9 11.3 32.9 100.0
Port Saed 3.5 6.9 8.8 12.0 12.6 56.2 100.0
Ismalia 5.1 10.2 12.2 14.9 18.5 39.1 100.0
Domiatta 4.2 10.6 14.7 13.8 14.2 42.5 100.0
Dakahlia 5.6 12.7 13.3 14.6 15.2 38.6 100.0
Sharkia 7.2 13.1 11.7 14.4 16.8 36.8 100.0
Garbia 6.8 12.5 12.1 13.8 20.7 34.1 100.0
Menoufia 9.0 14.0 13.3 14.1 16.7 32.9 100.0
Behera 4.4 11.7 10.2 12.6 16.3 44.8 100.0
Kafer El-Sheigh| 5.2 10.1 12.5 14.3 26.0 31.9 100.0
Bani Souef 8.1 13.8 15.3 20.7 14.3 27.8 100.0.
Fayoum 4.3 11.6 16.2 17.2 17.1 33.6 100.0
El-Minia 5.7 14.4 15.5 15.5 20.8 28.1 100.0
Assuit 4.6 11.1 13.3 13.2 18.7 39,1 100.0
Souhag 4.2 9.3 12.3 13.2 14.7 46.3 100.0
Kena 3.8 11.5 15.1 16.1 20.3 33.2 100.0
Aswan 6.9 13.7 14.2 13.2 15.1 36.9 100.0
Marsa Matrouh 5.8 4.4 8.0 9.0 1017 62.1° 100.0
El Wadi El-

Gadeed 6.9 16.2 11.0 14.3 11.3 40.3 100.0
Total 5.9 12.3 13.2 14.7 17.9 | 36.0 100.0
Total Ration-

books 231913 480817 ) 517484 | 575559 [697489 |1408153 3911415 -
Total Parti- 7

cipants 231913 961634 1 1552452] 2302236 |3487445 }10674131 19209811,

i

Source: Ministry of Supply.
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Table ( 6 )t The percentages of Households' Expenditures
On Food and Non-Food Items .
1981/82.
Urban Rural
‘Location -
1964/65 1974/75 1981/82 1964/65 1974/75 1981/82
Lower Egypt
Food 54 .5 52.7 53.1 63.0 60.1 61.1
Non~-Food 45.5 47.3 46.9 37.0 39.9 38.9
Upper Egypt
Food 53.1 51.5 52.0 63.8 63.7 60.5
Non Food 46.9 48.5 48.0 36.2 36.3 39.5
Cairo
Food 48,2 49.1 47.3 - - -
Non Food 51.8 50.9 52.7 - - -
Total Egypt
Food 53.8 52.1 52,6 63.4 61.9 60.8
' Non Food 46.2 47.9 47.5 36.6 38.1 39.2

* Preliminarly data

Source:

Family Budget Surveys,Central Agency For Public Mobilization and
Statistics, 1964/65, 1974/75 and 1981/82.
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29
Table ( 5 ) Family size, Expenditure on Food and Percentages to
Total Expenditures in 1981/82
Urban Ru:a] Urban Rural
Governorates on ?ood on Fot/;d Family Expen- Family| Expen-
Size _ | diture on Stze |diture
Food on Food
LE/Person LE/Perso
Cairo 47.3 - 4.99 160 - -
Alexandria 50.9 - 4.96 130 - -
Port Said 50.1 - 5.65 182 - -
Suez 53.6 - 5.72 112 .- -
Damietta 56.0 58.4 6.16 116 5.75 176
Dakahlia 56.2 60.9 5.22 150 5.68 114
Sharkia 53.7 59.7 4.73 136 5.95 102
Katubia 50.0 60.7 5.28 104 5.67 96
Kafr E1-Sheikh 55.9 62.1 5.42 156 6.37 120
Gharbia 50.3 59.8 5.09 147 5.8D 117
Menoufia 52.0 60.3 5.81 116 5.49 112
Beheira 54.8 65.2 6.13 152 7.06 131
Ismailia 50.4 60.0 5.75 173 5.67 138
Giza 56.0 58.3 4,95 153 5.67 159
Beni-Souef - 49.7 68.7 5.34 144 5.42 87
Fayoum 56.8 61.2 5.13 117 5.83 97
Minia 53.8 64.5 5.56 111 4.71 114
Assiut 55.4 61.0 5.58 105 5.52 103
Souhag 53.2 62.1 5.10 123 5.53 104
Kena 52.0 53.2 5.41 149 5.48 110
Aswan ' 51.1 . 61.1 5.23 134 5.17 106

Source: Family Budget Survey 1981/82.
Central Agent of Public Mobilization and Statistics
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Table (2) - Monthly Coupon Allotments Based on Adjusted Net Income and
Household size in U.S.

House- | Adj. Adj. Adj.” Adj. House- | Adj. | Adj.
Hold | Net Net Net Net hold Net Net
Size | zero Income | Income Income Size zero | Income
Income $27-30 | $61-63 | $1527-1530 Income | $27-30 $60-63 $1527-1530
1 $ 7k $ 66 56 - 11 626 617 607 167
2 139 130 120 - 12 683 674 664 224
3 199 190 180 - 13 740 731 721 281
4 253 244 234 - 14 797 788 778 338
5 300 291 281 - 15 854 845 835 395
6 360 351 341 - 16 911 902 892 452
7 398 389 379 - 17 968 959 949 509
8 455 445 436 - 18 1025 1016 1006 566
9 512 503 493 53 19 1082 1073 1063 623
10 569 560 550 110 20 1139 1130 1120 680
Source: State of California, Department of Social Services,
Health and Welfare Agency.
Table (3) - The Relation Between Per Capita Food Expenditure and Household
Size in 1974/75 and 1981/82
—
Expendi ture Intercept Household | Total Expendi- Household Correlation
Size ture/Person size squared | Coefficient
on Food/Person )
Urban 1974/75
(a) by expenditure| 43.635 0.286 -0.745 0.993
(9.865) (2.216) .
(b) by household 46.333 - 6.867 0.293 0.415 0.9997
size ( 2.905) ( 4.038) (3,236)
Rural 1974/75
(a) by expenditure| 155.166 -21.838 0.156 - 0.986
( 5.540) (4.358) :
(b) by househo1d 24.074 -3.495 0.421 0.235 0.999
size ( 5.757) {10.752) {5.410)
Jrban 1981/82 14.960 0.420 0.958
by governorates (14.640)
ural 1981/82 226.302 -74.478 0.530 6.487 0.985
by governorates (2.575) ( 20.112) ( 2.676)




226 LEGYPTE CONTEMPORAINE

Foaotnotes

(1) If two households are helping each other then they are considered

as one economic unit although they live under two roofs.

( 2) Statistical Abstract of the United States, U.S. Department of

Commerce, Bureau of the Census, 1981.
(3) it is adjusted by the index number of prices in the area.

(4) Each person receives. 75kg. of sugar at a price of P.T. 10/ kg, . 45kg.
oil at a price of P.T. 10/kg., 40 gm tea for P.T. 5.5, 40gm. tea for
P.T. 10.5 and one kilo of rice at a price of P.T. 5/kg The total
amount paid is P.T. 33/person/month. It costs P.T. 107.64 at

prices in Giza and Cairo cities in 1983/84.

Table (1) - Maximum Gross and Net Monthly Income to Receive Allotment

in U.S.
House-~ Max. Max. Av.Net % House- Max. Max. Av.Net
hold Gross Net Income & hold Gross Net Income
Size Income Income per head §| Size Income Income Per Head
1
: |
1 $ 507 $ 390 390 11 2176 1676 152
2 674 | - 519 260 12 2343 1805 150
3 841 647 216 13 2510 1924 149
4 1008 775 194 14 2677 . 2063 147
5 1175 904 181 15 2844 2192 146
6 1342 1032 172 16 3011 2321 145
7 1508 1160 166 17 3178 2450 144
8 1675 1289 161 18 3345 2579 143
9 1842 1418 158 19 3512 2708 143
10 2000 | 1547 155 20 36790 | 283(2 | 142
1
-4

Source: State of Califernia, Department of Social Services, Health and Welfare Agency.

(1) Add § 167 for each additional member
@) add $ 129 for each additional member.
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tural products but later its objective changed to help needy person to
attain a certain nutritional level. The current program provides people
under the poverty line with free food coupons to buy all kinds of food
except alcoholic drinks and tobacco. The allotment of food coupons
differs according to household size and income. The amount of FS
received per participant decreases by the increase in family size. The
program allows a semi annual adjustment of the FS allotment and eli-

gibility to reflect the changes in food prices.

Applying the economy of scale on the distribution of the main four
rationed items in Egypt, it came out that an adjustment could be done to

decrease the subsidy per person by the increase in the family size as

follow :

Ration book with one person takes subsidy as it is
Ration book with two persons take subsidy less by 4%,
Ration book with three persons take subsidy less by 67,
Ration book with four persons take subsidy less by 9%
Ration book with five persons take subsidy less by 12"/0'
Ration book with six or more persons take subsidy less by 149

The total reduction in the subsidy cost would be LE. 33.3 million
in 1984.

The theroretical section of the paper discusses, the relationship
between household food expenditure and income of participants. Increa-
ses in income due to FS would permit participants to spend more on food
purchases. In the meantime, part of their previous income will be
freed to purchase non-food items. This situation will occur also if a
cash transfer will be made rather than distributing food stamps. But
under FSP, participants are forced to allocate at least the value of the

FS to purchase food.
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Beside subsidy program should differ according to family size applying
economy of scale to reduce the program cost. Applying the economy
of scale on the distribution of the rationed items in Egypt would reduce
the subsidy cost by LE. 33.3 million in 1984.

The study suggests an empirical estimate of the change in the marginal
prdpensity consumption in a sample of post-participants of ration books
compared with participants in rationbooks to measure the effect of the
quantity received through rationbooks on their nutrition level or to see
the differences in the consumption expenditure relationship. It is ex-
pected that at high income households, the consumption pattern will
not be affected. The only complain that might be raised is the non-
capability of purchasing a commodity when it disappears in market
while the only way of getting it is through the rationbook. ~ In this case,
FS reselling will arise, not because of the existence of two prices for a

commodity but to solve the non-availability of the product.

SUMMARY

Advantages and disadvantages of the existing food pricing and
distribution system in Egypt have been discussed and assessed in many
ADS Working Papers and many Government and International Agency
Reports. It seems that policy makers are striving for improving the
existing system, and looking for alternatives to eliminate the disadvan-
tages. 3 major alternatives are introduced and discussed in this paper.
The first is the Food Stamps (coupons) Program, and the second is the
Cash Transfer Program beside the price system. Theoretical discussion
of the impact of these alternatives on consumer’s choice and welfare is

presented.

The first food stamp program was introducéd in the U.S. in 1929.

The main objective was to absorb the excess of supplies of some agricul-
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line. It explains the household’s preference for allocating increasing
levels of income to food and nonfood items given that the price ratio of

food and nonfood remains constant.

Introducing one of three food programs would cause an increase
of the household’s food consumption from his initial level to a higher
optimal point of another indifference curve. Measuring the marginal
propensity to spend on food (the slope OZ line), income elasticity, inéome
distribution of participant in the range of income induced by the food
program would give knowledge about the shape and location of the

consumer’s indifference map.

As food price subsidy program will shift the budget line YoX, to Y X
assuming food consumption has a positive utility, price elasticity of food
demand is inelastic. But that program might release part of the house-

hold’s previous expenditure on food (income effect) to nonfood items.

CONCLUSION

The FSP in U.S.A started in a small area with a very small fraction
of participants, then gradually it covered the whole nation. Now ap-
proximately 8 percent of the population participate in the program.
Therefore, if Egypt will try to apply FSP or would like to reduce the
subsidy cost, it should cover only the low income people in small area.

It is known that the problem is how to locate those low income people.

Also, if FSP or another subsidy program like the existing one, it
should be limited by a certain period (5 years program for example)
with the possibility of extending it to another period or not. Beside
allowing a semi annual or at least annual adjustment of food coupons
allotment or price subsidy by the index number of price would be a rea-
sonable procedure to adjust the program. Also participants are not

supposed to continue in the program if they move to a better income line.
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Figure (5) : Effects on Household’s Expenditures on Food and Non
Food Items Before and after Food subsidy.

Non Food
Expenditure
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!
B
- 4 Food Expenditure
X1 X1 X2 X B B’
Source : Brown, Mark and Johnson S.R. p. 25.
Figure (6) : The relation Between Food and Non-food purchases and
Non-Food Income.
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Source : Reutlinger, Shlomo and Selowsky, Marcelo. p. 47
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people eat (inferior goods). Beside the Food Stamps Program and cash
transfer should only cover people who are not able to attain the adequate

nutritional level i.e. participants further less than M’ income.

The effect of the three food programs on households’ expenditures
on food and nonfood items can be illustrated graphically as shown in
figure (5) and explained by Mark Brown and S.R. Johnson (pp 3-5) Line
AB shows the héuSeholds opportunities to allocate their expenditure on
food and nonfood items. Households choose any of the bundles y
or u; or others reflecting their differences in households, composition

and other socio-economic conditions.

Participating households in the FSP or cash transfer program would
recelve a quantity worth AC in food, and have budget constraint ACB’.
As the different subsidy programs would affect expenditure pattern in
most cases as if it were cash. This follows that participants choose a
consuniption bundle to the right of point C along line CB’. If the house-
hold chooses point C. it may or may not be equivalent to cash transfer,
it will be as unrestricted inéome transfer. On the other hand, when
tangency does not occur, the household would prefer unrestricted income
transfer and choose a commoditiy bundle to the left of point C along
segment A C. Thus, if households purchase food valued higher than
the level of the food subsidy, they are treating the subsidy as a direct

unrestricted income transfer.

Assuming participants will have the same preferences over com-
modities after joining one of the food subsidy programs, then they are
allowed to move from indifference curve U, to U,. On the other hand,
perhaps participants are aware of the nutritional requirements, then
they will shift towards food (from U, to U,) instead of moving from

point 1 to 2’ as receiving an equivalent unrestricted income transfer.

As Shlomo Reutilinger (pp 46-47) illustrated figure (6) the previous

two relations in one graph. The curve OZ shows the income expenditure
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an adequate nutritional level. Assuming that participants will receive
the subsidy as cash rather than food coupon - on the same base that cash
transfer will decrease after F* income -the eligible participants can al-
locate the cash on food or non-food items. It is expected that food
coupons will cause houscholds to spend more on food and less on other
items as food coupons force participants to allocate at least the value
of food stamps to purchase of food. Line GHB explaing the food ex-
penditure and income relationship after receiving cash rather than food
coupons. Participants at zero income receiving cash would spend a
total of OG on food in the same way as receiving additional income.
This would release from their previous income the amount equal to OA
plus GC and would be spent on non-food items. Line CFLB shows
the relationship between expenditure and income for FS participants
assuming the marginal utility derived from food is greater than zero
i.e. households desire to spend more on food than their income permit.
From the figure (4) it can be seen that households below L’ will spend
more on food if they receive coupons not cash. Households with in-
comes at or above L’ can allocate the same amount of income Lo food

and non-food under the two programs.

The unrationed price subsidy program in which participants are all
the consumers (the case of Egypt) will cause an upward shift of AB line
as consumers are capable of purchasing more food at the same level of
income. Assuming 2 linear relationship between food expenditure and
income and a positive marginal utility of food and a uniformed marginal
propensity to spend on food out of income, it is expected that A, B’
would be parallel to AB line. Participants of FS or cash transfer
programs at I' or further level of income . would consume food more than
the adequate nutritional level by the amount of the area IDB, while
participants of price subsidies will consume more by the amount SIDB’.
Therefore, the increase in food consumption would be more than the
increase by food coupons and cash transfer programs otherwise price

subsidy program is rationed or subsidizing only commodities which poor
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Figure (4) : Theoretical Framework of FSP
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happens at higher income level in rural areas than in urban areas. There-
fore the relation between the two items can show the standard of living
and can be used as a measure to identify the needy people. From the
results obtained previously (see 2) p{2) in which came out that the poverty
line in rural Egypt was about LE. 25.8 pér person per month in 1981/ 82
it can verify that at that level of income the percentage of expenditure
on food item is about 60%. Then, it could be useful to be used as an
indicator to poor people as those with that percentage of purchase on

food or more are the people in need of the subsidy.

[I. The Theoretical Framework of The Impact of Food Coupons,
Cash Transfer and Price Subsidy on Participants’ Expenditure on
Food :

There are two ways to demonstrate the impact of the three food
programs on their participants’ behaviour. First, it can be illustrated
by showing the relation between income per household and food expendi-
ture and the different effect of the three food programs on this relation.
In another way, it can be displayed by showing the relation of household
expenditure on food and nonfood purchases before and after joining one

of these food programs.

As it has been shown by Larry Salathe in figure (4) line AB shows
the assumed linear relationship between households income and food
expenditure before participating in any subsidy program. Line CFE
represents the relation between the value of food coupons the household
who is eligible to receive FS and the household’s income. The value of
food coupons received per household is constant (CF) at household
income OF’, it declines after F” as income further increases and reaches
zero at income E level. That means at zero income, participants receive
OC value of food coupons. In the meantime, their previous expenditure
on food (OA) will be freed to purchase non-food items. Line CD
indicates the level of expenditure on food that provides households with
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income and saving and number of people living in the same home and
eat together. The Department receives the filled forms and has to take
action within 30 days from the date the form is received. If the deman-
der’s gross income s less than certain level of income (table 1) classified
according to household size. then she or he is eligible for food stamps and
has to fill out another detarled application form by the help of workers at
the time of her or his interview.  The sccond torm asks for more informa-
tion about the demander such as : it anvone living in the same home and
receive food stamps or any other {ood proerams in the same month or
the previous month, full names, birthdates, citizeuship, employment
condition, students, vehicle owner, saving'uccoum. wage cearner, name
of employer. source of other income, disabled child or adult. rent property
taxes, insurance, gas consumption, water clectricity, telephone, fuel

for cooking and personal helps in house payments.

Those who give false information or trade or sell food stamps, or
use food stamps to get ineligible items such as alcoholic drink and to-
bacco, Federal law provides that they may be permanently disqualified
from the food stamp program. In addition, they may be fined up to §
10,000 and/ or imprisoned for up to five years. Sometimes, the Depart-

ment asks for witnesses to sign the second form.

Receivers of food coupons have to notify the Department in 10 days
if their gross monthly incomes received by household increase or decrease
than $25, change of address, any.one moves in or out of the home and
changes in properties. If participants fail to report a change and because
of this they receive food stamps benefits they are not entitled to. they

may have to repay them.

Figure (3) shows from the family budget survey 1974/ 75-that the
percentages of purchases on food items is higher than the nonfood items
at low income households in urban and rural areas. The picture was

reversed at high income households. The equality of the two items
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From table (4), it was found that the cost of food of a household of
size one person will be on average about 110 which means that the person
living alone by himself will cost 10% more for food than an individual
in a family of four persons. Meanwhile for 2 and 3 persons food will
cost 6 and three percent'more respectively per person than the family
of four. While a family of 5 or 6 individuals and seven or more, the
food cost per one will be less by 3 and 5 percent respectively than the

cost of food per person in a family of four.

Participants in U.S. receive different amounts of food coupons
according to their family size and net income. The amount increases
with the increase of family size but at a decreasing rate as mentioned
before. It also decreases by the increase of net income after adjusting
it (Table 2).

In the case of Egypt, participants in the ration books receive equal
amounts of tea, oil, sugar and rice. No differences between regions,
but within the region, same amounts are offered to each one. In Cairo
and Giza cities the total subsidy an individual receives through the ration
book for the four basic items is about P.T. 74.64(3) per month in 1984,
Taking into consideration economies of scale this subsidy will be P.T.
64.45 for a family of six persons or more. Calculating the toal differences
of the subsidy through the ration books with and without economies of
scale, it come out to be L.E. 33.3 millions per annum which shows that
applying the economies of scale worth to do the changes. And to facilitate
the calculations, a table could be distributed to the shops showing the

total value of the four items for each family size (table 5).

F, Location of Needy People ;

" Head of household demanders of FS in U.S.A must apply to the
department of Social Services or designees in their area. Each house-

hold has to fill an application form notifying household monthly cash
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households buy food in larger quantities at lower unit costs, use food
more efficiently with less spoliage and waste, and they may be more ef-
ficient in food management because of lower per capita income. These

hypotheses have not been tested in the consumption pattern in_Egypt

The magnitude of these economies can be estimated from the cost
-of diets among households of different sizes from a family budget survey
of 1974/75 and 1981/82 in rural and urban areas in Egypt. Food ex-
penditure was classified by two ways, one by household sizes while the
other by househo'd exper{diture. Stepwise multiple regressions were
run on annual expenditure on food per person with respect to household
size, squared household size, total annual expenditure per person and
cost of low cost diet for individuals in households not allowing for eco-

nomy of scale.

The food expenditure per person in households of different sizes
was determined when total expenditure per person (proxy to income)
was held constant at the means of the total sample. Then household
size adjustment based on food expenditure per person in households
of different sizes were determined by setting household of four persons
equal to one hudred (table 3). It was found that in urban and rural
areas in 1974/ 75 and rural area in 1981/ 82 that the expenditure on food
per person decreased by the increase in household size at an increasing
rate. While in urban 1974/ 75 the cost of food per person increased by
the increase of income per person but at a decreasing rate due to increase
of household size. In rural 1974/ 75 the relation was linear and the
expenditure on food per individual increased by the increase in income
but decreased by the increase in household size at a constant rate. In
urban areasin 1981/ 82 the relation between the cost of food per individual
and family size was not significant while the impact of the increase of
income was linear on the cost of food per person. The variable of cost
of low cost diet for individuals in households not allowing for economy

of scale was not significant in rural 1981/82.
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The USDA provides consumers with a sample of a variety of
nutritious meals at low cost. These sample meals show how to buy and
usce food to serve nutritions, and low cost diets to a family of four persons.
This family is composed of a man and a woman (20-54 years old) and
two children (6-8 and 9-11 years old). Adjustments for individuals in
houscholds of other sizes could be done taking into consideration eco-
nomy of scale factors. The suggested sample meals provide three meals
and a snack per day. The meals do not assume a supcrior skill in shop-
ping and are based on consumers’ food habits and price available to
them. The meals contain less of foods with Hhttle or no nutritiona! value,
such as soft drinks, coffee, and tea and of course no alcoholic beverages.
The cost of the sample meals is about § 58 per week in April 1983 and it is
updated monthly by using the percentage change in price indexes of food
groups. Indexes for these food are collected each month by representa-
tive sample of stores in selected cities across the country for 2400 food
items. The updated prices of foods are weighted by the average quantities
of foods used by the survey of households to derive prices per unit for
the food group. The cost for the food groups for each category are
totaled and multiplied by 4.333 to convert weekly costs to monthly costs
and rounded to estimate the cost for a month. Participants who generally
receive full food stamp allotment, the value of these food stamps is equal
to the monthly cost of the sample meals ($ 58 per week). Menus, tips
for planning nutritions meals recipes, and food budgeting tips are all
available in USDA publications to help homemakers to economize

their food expenses and in the meantime purchasing nutritious meals (c)

E. Estimation of The Effect of Household Size on The Cost of Diets :

Generally less money is spent for food per person in large households
than in small ones. This hypotheses have been tested and substan-

tiated in several household consumption international studies. Large

(c) Kerr and Peterkin (7) and personal meeting with Richard Kerr, Agri-
culture Research Service, U.S. Agriculture Department, Maryland.
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The Thrifty Food Plan is calculated by applying a quadratic program-
ming model for each sex - age category. The program minimizes costs
subject to dietary standard, cost specifications and food group upper

and lower quantity limits.

.\ 2 . . .
44_-;: q; (9 -xj) or in matrix notation
WX

1=1 4] -Zqux+XT

subject to AX Z b
T -—
C xgc

LL3 sx ] éUL_]

where q; 1s the quantity of milk group in the consumption pattern, q; is
the quantity of foods in the consumption pattern. A is a matix of
nutritive values while X is a vector of food group quantities which
satisfies the objective function and the constraints. CT is the transpose
of a vector of prices per pound of food group, meanwhile, C is the upper
bound for total food cost. Upper limits (ULj) and lower limits (LLj) on
quantities of each food group for each sex age category are defined as
constraints in the program, q is a vector of food group quantities in the
consumption pattern, q7 is the transpose of q. While W is a vector of
weights applied to scale the deviations between vectors g and X i.e. Wi

equals q]/qj are the diagonal elements of W.

The program selects the optimum quaatities of the whole food groups
that represent a little change from the quantities of the food consumption
pattern to meet the specified constraints. The quantity of milk group in
the consumption pattern is used as weight to set the changes as percen-
tages rather than changes in absolute quantities of food groups. There-
fore, the program minimizes the total change of weighted squared devia-
tions from the amount of food groups in the consumption pattern rather

than a large change in one group to meet specifications.
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D. The Mathematical Model :

The recent Thrifty Food Plan (1983) includes quantities of food for
children at four ages (1-2, 3-5, 6-8 and 9-11 years), for women at three
ages (12-19, 20-50, and 51 and over), and for men at four ages (12-14,
15-19, 20-50, and 51 and over). These ages and sex reflect different
needs of quantities of nutritive values. 1In the program foods are grouped
into 31 groups covering most available foods, either divided according
to nutrients availability or prices or other factors. For examp'e, vege-
tables are grouped either under high nutrient vegetables or other vege-
tables. While fruits are either vitamin C-rich fruits or other fruits.

Meanwhile, meats are divided to low cost and high cost meats.

The USDA uses the quadratic programming to minimize the dif-
ferences between the nutritions and economical food plan and the
consumption patterns. As the USDA believes that the food plan will
be most acceptable to households if it disrupts their usual food practices
the least. The computerized mathematical model is used to help mini-
mize the changes that households eligible for food stamps needed to make
in their consumption patterns to meet the goal of obtaining a nutritious
diet at the cost level of the thrifty food plan. The program increases
the quantities of food sources that contain low fat, cholesterol, calories
and sodium. For example, the dry beans cereal, and flour groups are
economical sources of folacin, iron, magnesium, and zinc. They also
contain little or no fat and cholesterol. Meat although a good source
of iron and zinc, and other nutrients, its use is somewhat subset to cost
limits. Fats and sugar groups are inexpensive sources of energy but are
less attractive to food plans than are flour, cereal, bread, and dry bean
groups, which are better sources of several nutrients. The thrift food
plan rely mainly on potatoes and other fresh vegetables, citrus and other
fresh and juices fruits, flour rice, pasta and other bread group, milk and

yogurt and a variety of meats.
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Not all grocery stores accept FS because of the cost of cashing coupons
in the banks. These banks cash coupons received, at the Federal Reserve
Bank which in turn cashes them at the Food and Nutrition Services at
the state level. American Bank Note issues the coupons and send them

to the Issuance Agents on the country level (See Figure (1).)

The Human Nutrition Information Service of the U.S. department
of Agriculture estimates the thrifty food plan which is used as the base
for the coupon allotment for the Food Stamp Program. The thrifty
food plan (T) is the least costly of the four food plans. The other
plans are the low cost plan (LC), the moderate-cost plan (MC) and
the liberal plan (L). The four plans provide well balanced diets, but
they differ according to family income available for food expenditure,
time and skill in preparing meals.

Table (fy) - The Food Plans Distribution According to Family Size
and Income in U.S.A. .

i::;}é Family Size

(U;)Ol."' 11 person 2 persons 3 persons 4 persons 5 persons 6 persons
2.5 -5 Tor LC Tor LC T T T
5 - 10 MC LC Tor LC T
10 -15 L MC L Cor MC LC Tor LC Tor LC
15 - 20 L L MC L Cor MC LC Tor LC
20 - 30 L L M Cor L MC L Cor MC LC
30 - 40 L L L M Cor L M Cor L MC
40 - more L L L L 1 M Cor L

Source : Peterkin, Betty, Family Food Budgeting for Good Meals
and Good Nutrition, SEA, Consumer, Nutrition Center, Sep-

tember 1980. p. 4
As family income increases while family size decreases, the family
has better choice to the plan that satisfies their needs and food habits.
On the contrary, a family has to follow the thrifty plan as family income
decreases or family size increases. The thrifty plan will satisfy their
nutritive needs from the least costly sources beside some mainly food

habits.
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Figure (1) : Food Coupons Channels in U.S.
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81 was about 8,685 million and 21.1 million participants . About one
third of the costs is administration costs which means that every dollar

of food stamps issued costs about 35.

B. Eligibility Requirements :

The definition of those who are eligible to benefit from the FSP
was subject to some changes. The criteria of FS allotments changed
from measuring recipients eligibility according to a low cost nutritionally
minimum diet to a low cost nutritional adequate diet. The diet speci-
fied in the program was devéloped by the Department of Agriculture and
is known as “Thrifty Food Plan”. This plan contains the amounts of

food that might be used by a family to meet its required daily nutrients.

In the current program, one person with zero income would receive
food coupons with a value of 75 per month. The quantity of food
coupons increases at a decreasing rate with increases in family size.
The family income left after deducting other expenses such as rent,
utilities, etc. is used as an indicator of the quantity of coupon allotment.
The maximum amount of deduction is 85 per household per month.
Itincreasesto 115 for households containing elderly or disabled members.
Also physically, mentally fit and non-student unemployed members
applying to FS, must accept suitable employment offered to them.
Otherwise they will not be eligible. (tables (1) and (2).

C. Food Stamps Channels :

Demanders of FS must apply to the Department of Social Services
or designees in their area. If they are eligible according to every area
criteria,(3) they are authorized to receive food coupons from the issuance
agent in their country. Recipients of FS can use them to buy all kinds

of food except some ineligible items such as alcoholic drinks and tobaccco.

(b) Alter and Blanc!fort(3), Persoral discussion with Dr. Sabria Lane,
University of California, Berkely and John Zimmerman, Department
of Social Service, Danis, California.
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FSP continued to help needy persons to attain a certain level of nutri-

tion.

The new system introduced in 1961, enabled households meeting
the eligibility requirements to purchase food stamps at prices below their
face value. At that time the purchase requirements and stamps allot-

ments differed according to region, household size, and income level.

Some improvements were introduced in 1972 to make the national
eligibility standards and benefits uniform. Program benefits were made
available to more needy persons such as the elderly and low income
persons. The amount required to purchase the full stamp allotment
was lowered but still increased with increases in income. In fact, the
cash value of this allotment did not vary with household income, but the
amount of income the houschold had to spend to receive this allotment

increased as household income rose.

In 1974, the system allowed a semi-annual adjustment of FS allot-
ments and income eligibility to reflect changes in food prices. OF
course the continuous increase in food prices and the unemployment
ratein the U.S., increased the need of the low income household for the
FSP.

In 1977, the elimination of purchase requirements of FS took place
which allowed zero income persons to participate in FSP. About 19
million (8.6% of the population) participated in the program. This
also lowered the administrative costs. Also receivers of FS were al-

lowed to purchase any food products except for certain imported food.

The current system is almost the same program, only it allows for
a monthly adjustment of the allotments and consequently income eligi-
bility. It gives FS to needy persons for a limited period of time which
ranges between two and six months. Besides, the unit concept changed

from household unit to economic unit. The total costs of FSP in 1980/
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The Federal Surplus Relief corporation was the first government
agency organized for the purpose of purchasing surpluses of farm produets
from the market. Unemployed persons, needy families, charitable

institutions and school lunch programs were its main outlets.

The first food stamps program was introduced in 1939 in Rochester,
New York with twenty-one thousand participants. The system was
to sell orange stamps to persons on relief at a price equal to their value.
At the same time, blue stamps were provided free ai the ratio of two
oranges for one blue. Orange stamps were used to purchase any type
of food, while the blue stamps could be used only to buy surplus commo-
dities. Those surpluses were declared monthly by the Secretary of
Agriculture. The distribution of orange stamps were approximately

equal to the recipients’ average food expenditures.

At the beginning of World War II, the need for the FSP increased
due to the shrinkage that took place in the U.S.export market and the
continuing large unemployment. But soon after the end of the war in
1942, the FSP was terminated as unmarketable surpluses in agricultural

products and widespread unemployment had disappeared.

In 1949, a Food Distribution Program was introduced which authori-
zed the USDA to absorb surpluses in food commodities by distributing
them to needy persons in institutions rather than households. This
program was rather more effective in removing seasonal or localized
surpluses. Therefore, in 1961 the FSP was reintroduced. The program
was quite similar to the initial program, except it used only one of color

of stamps.

The program was at that time for dual purposes. It was still used
as an outlet for food surpluses and also a way to alleviate distress among
needy persons. But, after four years it was seen that the ability of the
program to solve the problem of excess production was limited. Beside,
the surpluses in agricultural products actually disappeared. Yet, the
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out that about L,E 26 per month per person was the adequate cost of

living.

After nationalization of main industrial firms the government took
over importing, storing, processing and distributing foods, minimizing
costs of these operations were not among the government objectives.
Low rate of labor productivity in public sector, increase of some input
prices, lack of efficiency in management caused a big raise in cost of
production and marketing per unit of public sector’s products which
absorbed a greater portion of the subsidy. Decreasing these costs would
lead to shrinkage in the subsidy costs. There is no estimation of the

administrative costs for each Egyptian pound of the subsidy.

Other modifications were suggested such as subsidizing only inferior
_goods which will direct the subsidy automatically to low income people.

But the government did not take it.

This paper tries to convey the actual experience of the food stamps
program (FSP) in the United States to the Egyptian policy makers. It
explains the history, objectives, eligibility requirements, distribution
channels, mathematical model and location of the needy people. Also
it discusses the theoretical aspects of the three alternatives, food stamps,
cash transfer and price subsidies. It estimates the effect of household
size on the cost of subsidy of the main food items distributed through the

ration books in Egypt.

I. The Food Stamp Program in the United States :

A. History and Objectives

The FSP started in the United States after the agriculture depres-
sion in the 1920’s and the general economic depression in the 1930’s.
At the beginning, the objective was to support farm prices and stabilize
farm income both be expanding consumption of some agricultural com-

modities and by removing the excess supplies from the market.
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especially recently the gap between private sector and public sector

salaries is widening.

The third phase of discussing food price subsidy policy which is the
contemporary phase is mainly focused on reducing the subsidy costs
since the government policy was and still to keep the prevailing food
price subsidy system. The Ministry of Supply made some modifications
to lower these costs. One of these changes was to lower the number of
participants in the program by restricting ration books to certain cate-
gories of the society.' But the elimination of those participants decreased
the number atmost by 10%,. Almost 38 millions were registered in the
ration books in [980, divided approximately equally between rural and

urban sectors.

A second change was distributing subsidized foods at different
level of prices. For instance wheat flour is sold at six levels, this multi-
prices system put a greater burden on the MOS to control the market
and there is impossibility in doing it. On the other hand, the MOS
opened new distribution channel through work places in the government
offices to make sure that subsidized items will reach the target groups. -

- It seems it is a replacing system for the increasing demand for raising

government employees’ wages by providing them with less costly foods.

Economic and social changes in the status of the population was
not obviously reflected in the mechanism of the subsidy program. The
main factor was the difficulty of defining and reaching the target groups.
The MOS estimated rougly a rich line instead of poverty line and sug-
gested using red and green ration books reflecting some changes in the
percentages of the subsidy. (a). The MOS did not declare how this
line was estimated. A poverty line was estimated in rural areas in 1981/ 82

(see Ali, Sonia P, 62) by a linear programming method by which it came

(a) Personal discussion with Dr. Ahmed Abdel Gafar, Ministry of Supply.

— 48 —



THE AMERICAN EXPERIENCE IN FOOD STAMPS.

Application of the Effect of Household Size on the Cost
of Subsidy through the Ration Books in Egypt

By
Dr. SONIA M. ALI=

The Egyptian Government opened the discussion for the role of food
subsidies in the Egyptian eeonomy at the end of the Seventies. The
discussion took several phases. In the first phase, it was focused on
whether to keep or cancel the prevailing food price subsidy system.
For political and social reasons the government figured out that keeping
the system would be the best policy for that time, although the government
was aware of the diseconomic effects on consumption and cropping pat-

terns.

The second phase was based on finding options of the current food
policy. Food stamps and cash transfer were introduced as alternatives
that might be considered. These two systems would allow farm prices
to be determined by the market forces which might solve the misalloca-
tion of resources due to price distortion in the Egyptian agriculture
economy. FSP was suggested for specific food items and to be distri-
buted through similar channels of the current distribution system of the
subsidized food items. Stamps could be freely traded or redeemed for
each (see Alderman p, 62) But the government found that the two sug-
gested systems might not solve the increasing deficits in the government
budget and would increase food prices and consequently cost of living.

This might lead to a strong demand for increasing government salaries

* Associate Professor, Agricultural Economics Department, Faculty of
Agriculture, Zagazig University.
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be accessible without a burdening overhead of agreements on mutually
adjusted sectoral policies. The need for formalized integration proce-
dures may be far lower than one might assume when looking at the past
efforts in Burope A loose governmental coordinating structure may

very well be an adequate answer to the particular challenges of the ACM

region in the years to come.
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In addition, the political objective of peace among the West Euro-
pean Nations has been achieved to an extent that the young generation
in Europe and the rest of the world wouid not even find it noteworthy.
War among the Member Nations - the feature for centuries - has become
unthinkable. In addition, the EC’s economic strength and political
stability, and its capacity for technical and financial cooperation have
had an inconspicuous but substantial bearing on preserving the fragile
status quo ol a reasonable cooperation with Eastern Europe in spite of
repeated turmoils in Hungary, East Germany, Czechoslovakia and
Poland. The EC’s economic achievements also had a favourable
impact on a number of non-European countrics bordering the Me-

diterranean.

When trying to summarize the relevant conclusions from the pers-
pective of the ACM countries. | would hesitate to arrive at a few unam-
biguous conclusions. Instead, the following observations should be
taken as a tentative contribution to a continuing discussion. The two
features of the EC are on the one hand overbureaucratization of the
Commission combined with lack of competencies, ailing political strength
and vision at the political leve! of the Council, and a questionable per-
formance on the level of scctoral policy action. On the other hand we
observe an outstanding result of free markets, unrestraincd trade,
investment, exchange of technology, labour, and ideas in terms of econo-
mic growth, social progress and the creation of a Europcan zone of

peace, with benelicial effects on neighbouring regions.

1 would venture the hypothesis that from the ACM perspective,
the advantages of the European integration proccss may well be available
without many of the costs and short-comings of the institutional struc-
tures which have been established in Brussels. Flexibility and adapta-
tion potential may be far more valuable assets than rigid rules and
institutional arrangements which may eventually evolve from painstak-

ing inter-governmental negotiations. Many benefits of {ree trade may

— 44 —



D. Weiss : European Economic Integration ... 199

policy of any substance is to be expected in the next few years. Again,
this may be an asset rather than a deficiency, if one favours flexibility,
adaptability, and openness to learning processes unhampered by huge
bureaucratic structures and painstaking political bargaining processes
among ten Member Governments of which very few have a real stake in

the subject - remember our ingredient three.

Looking back to three decades of the European integration process,
it is apparent that the Community has achieved less than satisfactory
results in areas which have been subject to expliciet attempts at formulat-
ing and implementing operational policies such as the common agricul-
tural policy, technology and industrial policies, regional policies and

economic adjustment policies.

On the other hand, the MC has had an outstanding success in areas
which have not been subject to continmuous administrative and policy
intervention, particularly so in the field of free trade among the European
countries by creating a common market and a customs union.  Here,
a basic political decision set a stable framework of liberal economic
order, backed by a fundamental consensus of views - our second ingre-
dient - of the signatories of the Treaties of Rome. This framework of
economic order allowed private entrepreneurial initiative and flexible
adjustment processes of millions of producers and consumers to pro-
mote an exceptional expansion of both world-wide trade and intra-
European trade (intra-trade) accompanied by substantial benefits in

terms of economic welfare and relative social balance.

Hence, the institutional machinery showed a poor performance
where it tried to act, but allowed for an excellent performance where it
restrained itself to creating optimal conditions for the private sector:
entreprencurial initiative, free flows of trade, labour, capital, technology.
and ideas within a Common Market unrestricted by tariff barriers
which made European intra-trade the paramount vehicle for economic

growth and social progress in the sixties and seventies.
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Governments, the Commission functions as the executing burreaucracy,
and the European Parliament claims growing budgetary power of its

own. The major source of finance, however, is still with the Member

Governments.

1 have commented on the procedural and institutional aspects of the

Euwlopean integration process, and would conclude with some remarks
on sectoral policies. The Common Agricultural Policy is conceived as

a nightmare by many critical observers because of its financial burden
and its complicated regulations. However, an unintended side effect
has been that food security is no subject matter in European politics
thanks to a continuous surplus production. It is an old truth that
farmers all around the world are highly rational profit maximizers

- contrary to many development economists affirmations - and push
production to s'urprising levels once adequate incentives are no longer
denied by low-cost and low-price policies aiming at calming down urban

consumers.

The EC Regional and Social Funds have to meet increasing demands
from less developed regions and countries in the process of the South

Enlargement.

Industrial policy has become a matter of particular concern since the
last mid-seventies calling for structural adjustment. But, as a matter of
fact, there is no MC industrial policy. Basic political consensus — our se-
cond ingredient — is nonexistent among Member Governments because
of dissention economic order : e.g. French traditions of planification
and state control of business are incompatible with free enterprise sup-

ported by the Federal Republic of Germany and the Benelux countries.

Technology policies have been hampered too by these ideological
rifts.  Sope joint high-tech ventures have been launched in high energy
physics, aviation and space technologies. Generally, competencies

have been retained by national governments, and no common technology
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common sense and political control. A striking example is the Com-
mon Agrarian Market with its tens of thousands of rules and regulations.
Hence, limited competencies for an ACM secrctarial may not be the

worst of alternatives.

The fifth element of a successful bargaining process is continuing and
effective political commitument of the participating governments which
survives short-term media fascination and a restless public always
gager for news rather than for implementation. When the European
Commission got trapped in the administrative process that Big was
Beautiful, Member governments represented in the Council found it
increasingly difficult to keep the bureaucratic process under political
countrol. Basically, the emotional and political commitment of the
Fiftics had faded away. With increasing difficulties at the economic
home front and pressurc for protecting income and jobs in changing
international competitive positions, the Council got bogged down in

endless strifes on milk quotas and other technicalities.

The sixth element of a successful bargaining process is the precision
of the provisions worked out in the course of the negotiations which should
allow for explicit articulation of divergent national interests. As a
result of an exhaustive struggle. compromises tend to reflect the real
forces and have a much greater chance to be considered by the partici-
pating governments as the maximum possible resuit. An intermediary
body like a secretariat can ensure eflicient management of the negotia-
tions. pushing at feasible solutions while maintaining strict neutrality,

draflting position papers, and helping to shape the final compromise.

The seventh element is the explicit will of the contracting parties
stated in the text of the arrangement to implement it. This may involve
the creation of a standing workable body and a sufficient budget. In
the case of the EC, the institutional arrangement has been subject to

intensive development. The Council is the representation of the Member
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new East-West confrontation and after the failure to set up a European

System which was defeated by the. French pailiament in 1954.

Secondly, a favourable constellation for the negotiations would
include a basic consensus of views, attitudes and values such as the neces-
sity to avoid by all means the economic and military strife of the nine-
teen-thirties and forties in Europe. The vision of an end to all wars
among Eutopean nations was enthusiastically supported by the young
European post-war generation, and consequently a prime political

factor.

A third ingredient of successful bargaining processes is the restric-
tion of the number of participant governments to those which are really
involved and concerned : six in the case of the European core Community.
The Enlargement by Britain, Denmark and Ireland meant the rise to
nine -participants. This immediately caused complicatious duc to the
sheer arithmetics of coordination, let alone dissent on fundamental
issues. The accession of Greece meant the rise to ten, and this has

really changed the established patterns of conduct.

A fourth element is the creation of an efficient intermediary body
in charge of keeping the process going. This can be a standing inter-
governmental committee, a permanent secretariat or the like. In
Europe, this function was originally and most successfully occupied by

a working party chaired by the Belgian Foreign Minister Paul Henri

"Spaak, a figure with tremendous charisma and enthusiasm, and was

later taken over by the newly emerging European Commission. A
number of trends caused the Commission to follow well-known ins-
titutional pathologies : sheer quantitative growth linked with increasing
absorption by internal conflict management rather than output orienta-
tion. This went hand in hand with a tendency to eliminate diverging
views among Member governments by ever increasing finesse of regula-

tions, thus burying conflicts in a jungle of paragraphs inaccessible to
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partly coordinated economic and monetary policies. An ACM parlia-
ment and a common budget have not been subject to serious discussion

so far,

Nevertheless, ACM has emerged as the area’s regional grouping,
and the experience gained may have an impact on new attempts such as
the Committee on Permanent Economic Cooperation among Islamic
Countries established in Istanbul in November 1984 (45 members).
A loose, less stringent structure may have substantial advantages in terms
of flexible response and adaptability to turbulent environments as com-
pared to a rigid bureaucracy with notoriously slow decision-making

procedures prevailing in Brussels.

It would be particularly interesting to analyse the decision-making
structures of ACM and the EC when dealing with policy challenges in
our turbulent international environment. However, due to constraints
of time and my limited competence with regard to the subtleties of ACM
politics. 1 may leave this to studies by my Arab colleagues. Instead,
I should like to draw your attention to some general observations of
successful bargaining processes derived form many close looks at dif-

ferent international negotiations during the last two decades.

Several common elements of successful bargaining processes clearly
emerge which undoubtedly have a bearing on the integration process

of regional groupings like ACM or the EC :

A first precondition for a successful bargaining process, including
a process of regional cooperation of sovereign states, is the urgent felt
need of all participants for rapid and effective action. In Europe in the
Fifties this was the case after the experience of world war 1I and the

urgently felt need for Franco-German reconciliation,!) in view of the

(1) Cf. Pieter Dankert, The European Community-Past, Present and Future,
in : Loukas Tsoukalis (Ed.), The BEuropean Community-Past, Present
and Future, Oxford 1983, p. 5 f.
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enlightened concepts of scientific rationality which have emerged in
Ancient Greece two thousand years ago and have spreaéi all over the
" world ever since the breakthroughs by Newton and Descartes laid the
foundations of modern technology. Europe will remain an open society

open to dialogue.

I understand that the countries of the Arab region have in many
respects a basic outlook very similar to the European perspective, with
major overriding goals within the context of world economics and world
pclitics which closely resemble those of tke small and medium-szed

nations of Weslern Europe.

The Arab Common Market so far has emerged as a structure which
corresponds to the EC structure in a number of aspects. There is a
secretariat with limited competencies, and a loose political coordination
structure of the Council of Arab Economic Unity of Member Govern-
ments regaining power.Created in 1957, in the same year of the establish-
ment of the European Economic Community, it has so far not set up
an integrative supranational body. Basic aims are similar to those of
the Treaties of Rome : economic cooperation, social progress, and a long-
term perspective towards political unity. However, vital interests of

Member Governments shall not be questioned by the Agreement.

The degree of Arab economic cooperation has been less stringent
than in Europe both in terms of formal institutional settings and in
material content and size. Arab Common Market Countries (ACM)
as a whole absorbed less than 10 percent of total exports and less than
five percent of total imports of ACM countries For the European Com-
mon Market the share of EC intra-trade is about 50. The ACM is
basically a Free Trade zone and hence a weaker form of cooperation

than a Customs Union or an integrated common internal market with

(1) Treaty on Arab Economic Unity of June 6, 1957.
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The result is a continuous bargaining process among the Member
Governments accompanicd by painstaking attempts of the Commission
to prepare feasible packages which hopefully anticipate the divergent
interests within the Council, an inherent difficulty in formulating medium
and long-term policies, and a general preference for conflict minimiza-
tion and ad hoc management rather than for feasible long-term policics.
The EC Commission is the major actor of the European Community,
but it suffers from a lack of general political mandates. and appears as

a huge frustrating bureaucracy with very limited competencies.

The political process will become all the more difficult as new policy-
decision procedures may cmerge within the Enlarged EC, for instance
majority vote in the EC Council, and a stronger role for the EC Parlia-
ment. This could eventually lcad to a ““Latin Bloc”, with France lead-
ing the group of the less developed Mediterranean Member states of
ftaly, Greece, Spain, and Portugal. which might have a considerable
weight in shaping future internal and external EC policies with a still
growing tendency towards nco-mercantilism. protectionism, and soctalist
inclinations with regard to industrial policies and social welfare concepts.
It might also lead to a hesitant EC position with regard to new techno-
logies such as robots. information and commiunication. as they may look
threatening to traditional employment opportunities at assembly lines

and in office routines, at least in the short run.

Meanwhile, many Europeans and particularly the younger genera-
tion are well aware of the dynamics of a changing world civilization and
newly emerging patterns of infernational cooperation in the ficlds of
trade, flows of capital, technology. and ideas. The need for new orien-
tations within a cross-cultural dialogue on basic values and outlooks for
the 2Ist century is strongly felt and articulated. There is a growing
awarcness that viable concepts for the future will have to acknowledge
the emotional and spiritual needs of humankind deeply rooted in the

different cultures, and simultaneously w’ll have to develop enlarged end
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Other financial strains come up with growing demands on the
Regional and the Social Fund of the EC, particularly in the process of
the South Enlargement with the accession of Greece, Portugal, Spain

and, eventually but less likely, Turkey.

The impasse since the Athens Summit in December (983 highlighted
the EC’s notorious internal difficulties ever since the emotional and
political enthusiasm after world war I had faded away : the lack of
vision and basic consensus on the future role of Europe within a rapidly
changing setting of international cooperation and competition in trade,

technology, and a wide specirum of related issues.

At the same time the EC is faced with growing internal disparities
between the agglomeration centers and its lagging economic regions in
Ireland, Southern ftaly, Greece, and in Spain and Portugal after their
accession. Thus we are facing a North-South gap within the EC, with
large pockets of underdevelopment and whole countries like Greece
and Portugal subject to center-periphery processes. The economics of
agglomeration clearly strengthen theexisting growth poles atthe expense
of the lagging regions. The economic and social adjustment processes
of the EC enlargement are tremendous, with the consequence that the
EC political decision-making capacity will be increasingly absorbed by
its internal problems. Painstaking continous bargaining processes on

sectoral, regional, and social policies are ahead.

The institutional arrangement which has evolved in the EC consists
of the European Commission as an administrative body, the European
Council representing the political power of the Member Governments,
the European Court, and the European Parliament with a slowly growing
standing and budgetary rights. The EC Commission is the administra-
tive core of the institutional set-up, but it has no power structure of its
own. Power is retained by the Member Governments represented in
the EC Council.
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EUROPEAN ECONOMIC INTEGRATION — A RELEVANT
EXPERIENCE FOR AN ARAB COMMON MARKET ?

By
Dr. DIETER WEISS

After the summits of the heads of European governments during
the last two years, the European Community seems to be in a bad shape.
Major problems are the budgetary difficulties as a result of growing
financial contributions to an ever mounting burden of the Common
Agrarian Policy, and rising financial demands for regional and social
funds linked with the South Enlargement of the EC. In addition, the
EC is exposed to the general strains of an industrial adjustment process
in an environment of growing international competition. Internal
social pressure and growing internal employment problems favour de-

mands for protectionist trends.

A number of European Summits during the last two years have
collapsed over budget disputes and fair shares of the Member countries’
financial contributions to the ever growing costs of the Common Agra-
rian Policy which is basically a high price policy for agricultural pro-
ducts with considerable surplus production effects, aiming at income
procurement for the farm populations. Germany, Britain, and the
Netherlands as the major net contributors to the financial transfer system
keep insisting on cutting the costs, whereas France, Italy, and Ireland
with substantial agricultural sectors as net Teceivers understandably

oppose such reforms.

* The author is professor of development economics of the Free University
of Berlin (West), Federal Republic of Germany.
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N 5~ Turkey (1960-1980)
2
Economic Variables a b R F D.W
GNP 7.237 .0624 .993 2506 1.716
(484.5) (50.1)
Population 3.3006 .0242 .9899| 1771 1.625
(478.6) (42.1)
GNP per head 3.9389 .0381 .979 841 | 1.717
(250.1) (29.0)
Agricultural sector | 3.784 .0662 914 192 1.862
(66.1) (13.9)
Industrial sector 2.672 .1224 .972 619.6] 1.497
(45.4) (24.9)
Manufacturing sector| 2.522 .1233 974 686 1.491
(44.7) (26.2)
Service sector 3.4992 «1134 .963 463.4| 1.555
(55.5) (21.5)
Private consumption | 4.245 .1104 <9457 1 313.2§ 1.471
(56.8) (17.7)
Gross fixed capital |1.9449 . 1457 937 268.3] 1.456
formation (18.3) (l6.4)
Government expendi- | 2.415 .1173 «945 311 1.465
ture (30.3) (17.6)
Export of goods and |1.435 .1376 .966 [ 511 | 1.527
services (19.6) (22.6)
Imports of goods 1.9745 .1423 »952 358.7] 1.540
and services (21.9) (18.9)
Consumer price 1.0413 «1057 .847 99.9( 1.802
index (8.223) (9.997)
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4~ Thailand (1960-1980)

. 2
Economic Variables a b R F D.W
GNP 5.032 .072 .997 6620 1.591
(472.9) ~(81.4)
Population 3.248 .0302 .996 4971 1.380
(632.4) | (70.5)
GNP per head 1.784 .042 .993 2560 ;;834
(179.2) (50.6)
Agricultural sector | 3.772 . 047 .988 1474 1.547
(256.8) (38.4)
Industrial sector 2.556 .101 .996 4745 1.788
(145.5) (68.9)
Manufacturing sector 2.455 .099 .998 8165 1.359
(187.2) (20.4)
Service sector 3.740 .0711 .990 1712 1.832
(183.0) (41.4)
private consumption 4,248 . 066 .099 |17691 1.647
‘ (714.9) (133.0)
Gross fixed capital 2.778 .098 .934 | 253.2 | 1.342
formation (37.6) (15.9)
Government expendi- 2.084 .0906 .978 799.8 | 1.827
ture (54.3) (28.3)
Export of goods and | 2.940 .0811 .958 414.7 | 1.543
services (61.6) (20.4)
Imports of goods 3.221 .074 .904 168.7 | 1.393
and services (47.1) (13.0)
Consumer price 3.296 .049 .867 | 117.4 | 1.332
index (61.3) (10.836)
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3~ Philippines ({1960-1980)
2
Economic Variables a b R F D.W
GNP 4.393 .0552 .995 3576 1.366
(397.4) | (59.2)
Population 3.2907 .0282 .9988]15601 3.357
(1217.8) (124.9)
GNP per head 1.1027 .0270 .971 598.4] 1.264
(83.4) (24.5)
Agricultural sector | 2.867 .0406 .983 1011 1.838
(187.4) (13.8)
Industrial sector 2.194 .083 .933 249 1.632
(34.8) (15.8)
Manufacturing sector| 2.135 . 0802 .931 242 1.607
(34.6) (15.6)
Service sector 2.573 .0761 .969 563 1.877
(66.5) (23.7)
Private consumption | 2.640 .1025 .976 721 1.891
(57.7) (26.9)
Gross fixed capital |1.014 . 1349 .988 1431 1.413
formation (23.7) (37.8)
Government expendi- 209 .1267 +962 453 1.522
ture (2.934) (2%.585)
Export of goods and | 1.4889 .1044 . 960 432 1.819
services (24.7) (20.8)
Imports of goods }J1.505 .112 .989 | 1596 | 1.743
and services (44.7) {40.0)
Consumer price 2,553 .0884 .950 | 342.5| 1.722
index (44.6) (18.506)
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2- South Korea (1960-1980)

2
Economic Variables a b R F D.W
GNP 1.738 . 0967 .993 2679 1.659
(77.6) (51.8)
Population 3.206 .0239 .982 969.91 1.420
(371.9) (31.144)
GNP per head 5.435 .0735 .985 1195 1.534
(210.0) (34.6)
Agricultural sector | 7.132 .0421 . 960 429.8] 1.550
(295.9) (20.7)
Industrial sector 5.359 .162 .995 3379 1.508
(160.1) (58.1)
Manufacturing sector] 5.112 .171 .993 2556 l.611
(126.0) (50.6)
Service sector 5.915 .1454 .991 1934 1.910
(149.4) {44.0)
Private consumption | 7.625 . 0792 .993 2434 1.686
(396.5) (49.3)
Gross fixed capital | 5.337 .169 .975 690.6| 1.718
formation (69.5) (26.3)
Government expendi- | 5.844 . 065 . 969 566 1.487
ture {177.1) (23.8)
Export of goods and | 4.091 . 242 »990 | 1787.6] 1.815
services (59.6) (42.3)
Imports of goods 5.442 .179 .978 803.2) 2.113
and services (71.8) (28.3)
Consumer price 1.639 133 +995 | 3661 2.033
index (62.08) (60.508)
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STATISTICAL APPENDIX

Regression Results for Growth Rates. of Sample Countries

The Model: log Y = a + bt + u
e t

1- Egypt (1960-1980)

2
Economic Variables a - b R F D.W
GNP 1.634 . 0467 . 960 432 1.443
(60.7) (20.8)
Population 3.237 .0238 .999 | 16768 1.267
(1471.4) ) (129.5)
GNP per head 5.305 .0229 .841 95.6°1 1.407
(188.9) (9.775)
Agricultural sector | 6.915 .0221 .888 142.8| 1.610
(313.9) (11.947)
Industrial sector 5.815 .0738 .942 293.3 | 1.404
(112.6) (17.126)
Manufacturing sector] 5.716 .059 .919 203.511.876
(116.0) (14.266)
Service sector 7.480 .0205 .609 28.11]1.502
(161.4) (5.301)
Private consumption | 7.630 .0291 .808 75.8 | 1.590
(191.3) (8.709)
Gross fixed capital | 5.948 . 0665 .676 37.6]1.381
formation (45.8) (6.129)
Government expendi- | 5.790. . 082 .941 287 1.398
ture (99.6) (16.945)
Export of goods and | 6.342 .0393 .633 29.711.831
services (73.4) (5.541)

Imports of goods 6.659 .0466 .878 129.6 | 2.077
and services (135.8) (11.386) :
Consumer price 3.188 .0532 .934 252.8 | 1.388

index (79.5) (15.899)
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This study answers many questions and opens much more. The
above analysis would scem to suggest that Egypt would need to give a
greater attention to its manufacturing sector. The process of import
substitution must be enhanced and Egypt should aim at diverting its

economy to become a major exporter of manufactures.

Also Egypt should try to contain the expansion in the government
expenditure and link that expansion with the growth of its GDP. This
may require overhauling of some of the government policies, e.g. the

policy of subsidization.

The resource imbalance must be corrected not through turther
loans (for this could only aggravate the situation in the long-run) but
through the development of the manufacturing sector to produce import
substitutes and to export manufactures. Also Egypt must try to benefit
from its size through land reforms to produce food and cut its import
bill Furthermore, Egypt should rationalize its imports, perhaps by
the adoption of an indexation policy whereby imports ar indexed to

exports.
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It would not help in encouraging exports either; since most o” these, as

shown in Table 3, consist mainly of primary goods.

Conclusions

We may sum up the main conclusions of this paper in the following :

1.—Egypt did not perform too well in the race of development
which started in 1960. It was overtaken by many counfries who were
in equal or worse position than her at the starting point. These countries

include South Korea and Thailand.

2.—Egypt did not develop its manufacturing sector in the same
way as South Korea and Thailand. The Egyptian manufacturing
sector failed to draw a significant proportion of the labour force from the
agricultural sector. It also failed to develop a strong process of import
substitution and to divert the Egyptian economy into a manufacture’s

export-economy.

3.—Gross fixed capital formation in Egypt grew at a slower rate
than in the other countries. This may be due to lack of adequate domes-
tic savings on the one hand and to lack of absorbative capacity (due to
poor infrastructure, bottlenecks and low purchasing power) on the other
hand.

4.—The rate of growth of government expenditure in Egypt was
too high relative to that of other types of expendiure which may suggest
that the Egyptiean economy was burdened by government outlays.

5.—The resource balance of Egypt has worsened a great deal between
1960 and 1982. This despite the significant transfers which Egypt

obtains through its workers in the neighbouring countries.

6.—It should be noted that the process of development is a complica-
ted one and involves the interaction of many non-economic factors.
Egypt may have been unfortunate in this respect but the race of develop-

ment is far from being lost.
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Table 6

Short-run and.Long-run Elasticities for Different Economic

Variables During the period 1960-1980

Eqgypt South Phili- Thai- | Turkey

Economic Variables Korea ppines land
Short-run Consumption .

elasticity .171 .531 . 346 . 348 .499
Long-run Consumption

elasticity .510 .839 1.650 .930 .984
The estimated accelerator}2.806 1.774 2.038 1.885 1.998
Investment adjustment

coefficient .122 . 319 .159 .298 .174
Short-run import

elasticity .510 1.366 .648 .274 1.165
Long-run import

elasticity . 889 1.796 1.017 .932 2.219

4
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The above regression results suggest that the fit in each case is good
as indicated by the high values of R2? and F. The coefficients have the
correct sign and the right value. The Koyck variables lies, in each case,
between zero and one. The results also suggest that there is no apparent
problem of autocorrelation as indicated by the «h” value. It should
be noted, however, that this statistic requires for its estimation a larger

number of observations than has been used.

The statistical results give the short-run and long-run estimates of
the elasticities that are shown in Table 6. The data in this table sug-

gest :

1.—The response of consumption to changes in income in the

short-run was the greatest in South Korea and the weakest in Egypt.

2.—The long-run consumption elasticities exceeded their short-
run values in all cases. Egypt had the lowest income elasticity in the

long run, while Turkey had the highest.

3.—The investment behaviour suggests that the value of the ac-
celerator is higher in Egypt than in the other sample countries. The
results also suggest that the adjustment coefficient is much lower in Egypt
than in South Korea and Thailand. This indicates the presence of severe
bottlenecks hampering the adjustment of investment to the change in
income. The bottlenecks could be thought of as institutional, psycho-
logical and technological in nature resulting from the inadequate infra-

structure and the resultant limited absorbative capacity of the economy.

4.—The statistical results for the import functions suggest that Egypt
had the lowest long-run income elasticity of demand for imports. This
indicates that Egypt’s imports are mostly necessities. This is supported
by the data in Table 3 above which reveal that over one-third of Egypt’s
imports consists of foodstuff. This has important implications regarding
the future path of economic development in Egypt and, in particular,
the manipulation of the rate of exchange. [t is clear that devaluation

of the Egyptian currency will not help much in curtailing its imports.
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Table 5 - contd.

Turkey:
(1)-log_ C_ = -1.762 + .499 log, Y + .493 log, C,_,
(-1.333) (3.268) (5.841)
R® = 979 ; F = 369.5 ; h = .785
(2) log, I, = -.038 + 1.998 log, Y, + -826 logy I, )
(-.194) (2.191) (23.2)
2 i
R = .987 ; F = 401.6 ; h = -.314
(3) loge Mt = =7.301 + 1.165 loge Yt +_ .475 loge Mt-l
(-2.301) (2.408) (2.272)
2 _
RZ = .963 ; F = 207.3 ; h = -104
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Thailand:
(1) loge Ct = - .124 + .348 loge Yt + .626 ].oge Ct—l
(-1.622) (2.606) (4.283)
R2 = .,9987 ; F = 6063 ; h =-1.245

(2) log, I, = -1.894 + 1.885 log, ¥, + .702 log, I
(-1.647) (3.110) (27.9)

t-1

R™ = .980 ; F = 388.8 ; h =-.718

(3) log, M, = -.357 + .274 log, Y, + .708 log M, _

(-.798) (2.559) (4.336)

1

—_ 23 —



178 L’EGYPTE CONTEMPORAINE

Table 5 - contd.

Philippines:
Cv="'- 3 .
(1) log, Cp 871 + .248 log, Y, + 789 log C._,
(-.695) (3.869) (3.768)
2
R" = .977 ; F=341.8 ; h = .679
(2) log, I, = .205 + 2.038 log, Y, + .841 log, I,
{(1.553) (2.745) (22.8)
2
R" = .978 ; F = 326.1 ; h =-.025
(3) loge Mt = -,2.297 + .648 loge Yt + .363 loge Mt—l
(-1.462) (3.540) (3.332)
2
R = .984 ; = 485.1 ; h = -.965
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Table 5 - contd.

South Korea

(1) loge Ct = 3.942 + .531 loge Yt + .367 loge Ct—l
(4.099) (4.278) (2.345)
R2 = ,998 ; F = 354.6 ; h = 1.475
(2) log, I, = .549 + 1.774 log, Y _ + .681 loggy Ii_,
(-.622) (1.919) (26.460)
R® = .981 ; F = 391.6 ; h = .583

(3) loge Mt = 1.700 + 1.366 loge Yt + .239 1oge Mt—
(2.838) (2.847) (2.885)

1

h = 1.159
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Table 5

Functional Relationships in the Sample Countries

1960-1980

Egypt

(1) loge Ct = 2.324 + .171 loge’Yt + .665 loge Ct—

1
(2.207) (2.634) (4.246)
R = .g98 ; F=64.6 ; h = .403
(2) log, I, = -2.051 + 2.806 log, Y, _; + -878 I,
(-2.289) (2.817) (8.892)

(3) logg My = 3.033 + .510 log, Yy + .426 log, M;_;

(2.890)  (2.490) (2.098)

R2.= .890 ; F=64.7 ; h = .627
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3- Imports

loge Mt = Yl loge Yt + YZ 1oge Mt—l + et

where, Ct = private consumption in period t

Yt = GDP in period t

Yo = Y /Y

It = gross fixed capital formation in
period t

Mt = imports of goods and services in
period t

t = time

H,v,e = error terms

Table 5 gives the regression results for each of the sample countries
during the period of study. The figures in parenthesis under each

coefficient represent the estimated “t” value for that coefficient.

— 19 —
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6.—It is clear from the results in Table 4 that the countries with
relatively higher rates of population growth and/ or relatively higher
rates of inflation were not the countries that recorded relatively slower

rates of development.

Estimates of Functional Relationships

The changes in the structure and performance of the sample countries
between 1960 and 1982 suggest that the economic variables behaved

- differently in each of them. We try in this section to estimate a consump-
tion function, an investment function and an import function for each
country. In order to estimate the short-run and long-run elasticities
we used dynamic models (employing a Koyck transformation) in loga-

rithmic forms :

The following models were econometrically tested using data at

constant (1975) prices(® :

1- Private Consumption

loge Ct = ag + oy loge Yt + ay loge Ct—l + Mg

2- Gross Fixed Capital Formation

log, I, = 8+ Bl loge Yt—l + By log I +

(9) Data were derived and calculated from :
— TU.N.; National Accounts Statistics, 1982.
— U.N.; Demographic Yearbook, 1982.
—- LM.F., International Statistics Yearbook, 1984.
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Table 4
Exponential (Constant) Growth Rates of Basic Economic
Variables (1960-8B0) (Percentages)
Egypt South Phili- Thai- | Turkey

Economic Variables ‘Korea ppines land
GNP 4.67 9.67 5.52 7.20 6.20
Popﬁlation 2.38 2,39 2.82 3.02 2.42
GNP (per head) 2.29 7.40 2.70 4.21 3.81
Agricultural sector 2.20 4.20 4.06 4.70 6.62
Industrial sector 7.38 16.20 8.30 10.10 12.24
Manufcturing sector 5.90 17.10 8.02 9.90 12.33
Service sector 2.05 14.54 7.61 7.10 11.34
Private consumption 2.90 7.92 | 10.35 6.60 [ 11.04
Government expenditure 8.20 6.50 12.67 9.06 11.73
Gross fixed capital

formation 6.65 16.90 13.49 9.80 14.57
Exports of goods and

services 3.93 24.2 10.44 8.11 13.76
Imports of goofls and

services 4.76 17.9 11.20 7.40 14.23
Consumer price index 5.32 13.3 8.84 4.90 10.57

Source:' Regression Results in the Statistical Appendix.

of payments problems.
from this drawback.

Both South Korea and Thailand did not suffer

5.—The consumer price index rose slower in Egypt than in the rest

of the sample countries with the exception of Thailand. This may re-

flect the pqlicy of subsidization which is practiced in Egypt.
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A transformation of the above relationship gives the following :

loge Yt = a'+ rt

Applying this model to different variables for the years 1961-1982,
we oBtained the regression results in the appendix. These results sug-
gest that the model fitted the data extremely well (as indicated by the
values of R? and F) and that the behaviour of the coefficient, which
represents the growth rate, was statistically significant in each case at
the 1 percent level of significance. This is indicated by the “t” value

given in the parenthesis under the estimated coefficients.

The regression results shown in Table 4 give the estimates for the
growth rates of economic variables in the sample countries. These
results represent the experimental growth rates of the variables when
measured at constant (1975) prices. Thus the effect of inflation has
been suppressed. The following conclusions may be derived from the

results in Table 4.

I.—Thailand had the highest rate of population growth during
the period, while Egypt had the lowest rate of growth

2.—Egypt performance was extremely poor in comparison with
the performance of the other sample countries and in particular South
Korea and Thailand which started the race of development from the
same (or, in the case of Thailand, a worse) position. In particular,
Egypt failed to achieve high rates of growth in its manufacturing sector;

in its gross domestic capital formation and in its exports.

3.—The rate of growth of government expenditure in Egypt was
higher than the rate of growth of any other economic variable. This
‘phenomenon was not observed in any of the other sample countries and
suggest that government expenditure in Egypt drew heavily on available

resources during the period of study.

4.—Egypt achieved a much lower rate of growth in her exports
than in her imports during the period of study and hence faced balance

— 16 —
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iii) All sample countries had increased substantially their deficit
in the balance of current accounts between 1960 and 1982. However,
Egypt was distinguished by the high level of net direct private invest-
ment (650 million dollars in 1982, compared with 84 million dollars for
Thailand and - 77 million dollars for South Korea) and its high level of
receipts of workers’ remittances. The latter increased from 29 million
dollars in 1970 to 2074 millions in 1982(®). These figures may be compared
with those of South Korea (126 million dollars in 1982) and Thailand
(84 million dollars in 1982).

Rates of Growth of Main Economic Variables in Sample Countries
During the Period 1960-1982
The changing structure of the economies of the sample countries
resulted from a process of growth of different economic variables. We
measured the (exponential) constant rate of growth of these variables

using the relationship :

where, Yt the value of the variable in period t

Y, = the value of the variable in the original
period.
t = time
r = the exponential rate of growth
cave
T at Y
(8) Ibid.

— 15 —
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at a greater disadvantage than the others in terms of resource balance.
Egypt’s government expenditure as a percentage of its GDP in 1982
was much higher than that of the other sample countries. Egypt also
had the highest rate of gross investment in 1982. This, combined with
the low gross rate of savings have forced the country to borrow heavily
from overseas. Actually Egypt external debt was 52.8 percent of its
GDP in 1982 whilé in none of the other sample countries did this ratio
reach 30 percent. Most of Egypt’s borrowing, however, was for mili-
tary purposes to finance three wars which Egypt entered during the
period. Thus Egypt did not benefit much from these loans in building
its productive capacity. Unfortunatoly Egypt does not provide data
on its defense expenditure. However, available data suggest that in
1982 Egypt lost over one-fifth of its export proceeds (an approximately
6.4 percent of its GNP)in servicing its external debt{5).This service ratio
was much higher than its counterpart in the other sample countries.

However, three points should be mentioned here :

i) The period of study (1960-1982) was not particularly peaceful
for the other sample countries. South Korea spent approximately 33
percent of its total central government expenditure in 1981 on defence.
The percentage of Thailand was 20.2 percent(®). These two countries
started at the same (or even at a lesser, in the case of Thailand) stage of
development as Egypt in 1960. Yet they both by-passed Egypt (and one
by a very large margin) in 1982.

ii) The terms of public external borrowing were relatively more
advantageous in the case of Egypt than in the case of the other sample
countries. Thus the average interest rate on external debts in 1982
was 8.1 percent in the case of Egypt compared to 9.4 percent, 11.3
percent and 11.5 percent in the cases of Thailand, Philippines, Turkey
and South Korea respectively!?).

(5) The World Bank; World Development Report, 1985.
(6) Ibid.
(7) Ibid.
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This paradox suggests that, if the data were reliable, the industrial
sector in Egypt is producing goods for expanding local demand®)_But
this is gain surprising since Egypt’s population was not in 1982 larger
than that of the other countries (with rhe exception of Philippines).
One valid oxplanation may be that per capita consumption of manufac-
tured goods was higher in Egypt than in other sample countries despite
the fact the income per head in Egypt was in 1982 much lower than that
in all the other sample-countries. This could be due to a strong demons-

tration effect that prevails in Egypt and not in the other sample countries.

3.—The data in Table 3 suggest that the percentage of food imports
to total imports was not only the highest in Egypt in 1960 but increased
substantially in 1982. Thus while the other sample countries (with the
exception of South Korea) reduced their percentage of food imports to
total imports to less than half its level in 1960, Egypt increased its import
percentage by approximately 50 percent. This may be explained by the
differences in agricultural production mix and by the relatively higher

food consumption per capita in the case of Egypt.

4.—The available data on savings would seem to support the as-
sumption of higher consumption per head in Egypt. Thus Egypt had
the lowest rate of gross savings in 1982. South Korea, on the other hand
had the highest gross rate of savings. It should be remembered that in
1960 South Korea had the lowest rate of savings (only I percent). Thus,
the accelerated rate of development achieved by South Korea is due,
partially, to its ability to achieve a high rate of savings. The opposite
may be said about Egypt4).

5.—The relatively low rate of savings combined with the relatively

high percentage of government consumption put the Egyptian economy

(3) There is of course the other possibilities that the Egyptian industries
may have been engaged on producing arms or suffer from low producti-
vity.

(4) In the very simple Harrod-Demor model of growth, development is a
function of the savings ratio and the capital-output ratio.
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Table 3

Structure of Merchandise Exports and Imports of

Sample Countries
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its labour force from the agricuitural sector, the available data seem to
suggest that in the case of Egypt, the industrial sector attracted its labour
force from the service sector. Thus the percentage of the labour force
in the service sector of Egypt was less in 1982 than in 1960. This is
contrary to the trend in other countries and contradicts the predictions

of economic theory®.

(ii) The expansion in the industrial sector in Egypt did not have as
much impact on the import substitution or exports of manufactured
goods as it had in other sample countries. This is evident from the data
in Table 3 which give the structure of merchandise exports and imports

in the sample countries.

The data in Table 3 clearly indicate the Egypt lagged behind all the
other sample countries in expanding its manufacturing exports or reduc-
ing its manufacturing imports. Thus while the percentage of manu-
factured exports to total exports in other sample countries in 1981 was
6 to 13 times its level in 1960, the percentage in Egypt went down by
approximately one third its level in 1969. Aslo while every other country
in the sample reduced the share of manufactured imports to its total
imports between 1960 and 1981, Egypt increased its percentage of manu-
factured imports. This suggests that the other sample countries followed
a pattern of development which depends on the exports of manufacturers.
Egypt, with similar population structure, continued to depend on its

primary production.

The above results are very surprising given the fact that the share
of the labour force in Egypt’s industry in 1981 exceeded that of all other
sample countries as can be seen from the data in Tabie 2. Also, Egypt’s
industrial output is a substantial proportion of its GDP and is only

exceeded marginally by its counter part in South Korea and Philippines.

(2) Economic Theory suggests that as development proceeds labour will
move from the agricultural sector to the manufacturing sector and to

the service sector.

—_ 11 —
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Table 2

Basic Economic Indicators at the Terminal Point (1982)

Egypt South Phili- Thai- | Turkey
Item Korea ppines land
Population(in millions) 44.3 39.3 50.7’ 48.5 46.6
GDP(in million dollars) 26400 68420 39850 36790 49980
GDP per head (dollars) 690 1910 820 790 1370
Structure of Production
T%) of GDP
Agriculture 20 lé6 22 22 21
Industry 34 39 36 28 31
Services 46 45 42 50 48
Structure of Demand
%) of GDP:
Private Consumption 04 63 70 66 73
Public Consumption 21 13 9 13 11
Gross Investment 30 26. 29 21 22
Gross Savings 15 24 21 21 16
Exports 32 39 16 25 11
Résource balance -15 -2 -8 0 -6
Structure of Employment:
Percentage of Labor
Force in:
Agriculture 50 34 46 76 54
Industry 30 29 17 -9 13
Services 20 37 37 15 33
Sources: - The World Bank; World Development Report, 1984.
- I.M.F.; InternatiIonal Financial Statistics, 1984.

- U.N.; National Accounts Yearbooks, 198&2.
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change much between the two periods). Thus Egypt which started
the race with per capita income that is slightly higher than that of South
Korea and over 1.7 times that of Thailand, ended with a per capita income
of approximately one-third of that of South Korea and of .87 percent
that of Thailand. In other words Egypt’s relative position worsened
against the others although the situation of the Philippines was worse
still.

This opens an important question : Why did Egypt lag behind ?
Or to put it differently ; How did the structure and performance of the
economies of the countries which surpassed Egypt behave in comparison
with the Egyptian economy? The following analyses may throw some

light on the problem.

1.—Although all sample countries experienced a reduction in the
contribution of the agricultural sector, the reduction was the greatest
in the case of South Korea and the least in the cases of Egypt and the
Philippines. It is a well-known principle that the ‘process of develop-
ment involves a reduction in the role of the agriculture sector. Those
who succeeded to achieve greater reduction reached a higher stage of

development.

2.—The contribution of the industrial sector to GDP and to the
labour force has been much higher in all sample countries in 1982 than

in 1960. But Egypt shows two peculiarities :

(i) While in other sample countries, the industrial sector attracted

(1) We calculated Spearman’s rank correlation coefficient given by

2
r' =1 - 3D
n(n2 - 1)
where, D = difference betwecn ranks of corresponding data in the two
periods.
n — the number of sample countries.

The value of r’ for per capita GDP was only 200 which suggests that
the ranking of the sample countries in terms of this variable was very
different in the two periods.
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had only 1 per cent. This suggests that South Korea financed its develop-
ment in the early stages using external finance while Egypt used internal

resources. This is evident from the fact that South Korea had a resource

balance of - 10 as compared to -1 in the case of Egypt.

5.—The demand for resources for public consumption and exports
were higher in Egypt than in the other sample countries. -But private
consumption as a percentage of GDP was smaller in Egypt than in the

other economies.

6.—Egypt depended less on its agriculture scctor to provide jobs for
its labour force than did all the other sample countries. Moreover,
Egypt had a higher percentage of its ‘abour force employed in the indus-
trial sector than South Korea, Thailand and Turkey.

The above analysis suggests that Egypt at the starting point was
potentially in a much better position than South Korea and Thailand to
reach the stage of take-off. Turkey had a better standard of living than
Egypt at the starting point which enabled her to save and invest a larg-
er proportion of its GDP but Turkey’s industrial sector was less devel-
oped than that of Egypt. The Philippines economy was even better
equipped than the Egyptian econbmy for the race of devetopment.

The Stucture of the Econom'es of the Sample Countries

at the Terminal Point

Once again, for data limitations we have to fix our terminal time
in 1982. The relative structure of our sample economies at the terminal
point has changed radically This can be seen from the data in Table 2.
These data suggest that the rank of the sample countries in terms of
GDP per head has changed significantly between 1960 and 1982. This

Is despite the fact that the relative size in terms of population did not

— 8 —
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Table 1

Basic Economic Indicators at the Starting Point (1960)

Egypt South Phili- Thai- Turkey
Item Korea PPines land
Population(in millions) 26 25 27 26 27
GDP(in million dollars) 3880 3710 6960 2550 8810
GDP per head (dollars) 149 148 258 98 326
Structure of Production
(3) of GDP
Agriculture 30 37 26 40 41
Industry 24 20 28 19 21
Services 46 43 46 41 38
Structure of Demand
(%) of GDP:
Private Consumption 71 84 76 76 76
Public Consumption 17 15 8 10 11
Gross Investment 13 11 16 16 16
Gross Savings 12 1 16 14 13
Exports 20 3 11 17 3
Resource balance -1 -10 0 -2 -3
Structure of Employment:
Percen?age of Labor
Force in:
Agriculture 58 66 61 84 79
Industry 12 9 15 4 11
Services 30 25 24 12 10

Sources: - The World Bank; World Development Report, 1984.
- I.M.F.; International Financial Statistics,

U.N.; National Accounts Yearbooks, 1982.
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The aim of this paper is to examine the structure and performance
of the Egyptian economy during the period 1960-1982 in comparison
with these of other countries which were at some point in time equally
or even less developed than Egypt and yet finished in a much better place
than this country in the race of development. It is also hoped that some

useful explanation can be found for this disparity in the process of develop-

ment.

The Structure of the Economies of the Sample Countries

at he Starting Point

Due to lack of date we settled on the year [960 as aur starting point.
A brief picture of the economies of our sample countries in the year
1960 is given in Table 1. The data in this table suggest that :
|.—The five sample countries had a very sim'lar population size in
1960.
2.—Egypt and South Korea had approximately the same standard
of living (measured by GDP per head). Turkey had double that standard
of living while the standard of living in the Philippines was approxima-
tely 1.7 times that of Egypt and South Korea. On the other hand
Thailand was the poorest of the sample countries with a per capita income

of approximately two-thirds of that of Egypt and South Korea.

3.—The contribution of the Industrial Sector to GDP was higher
in Egypt than in South Korea, Turkey and Thailand and only in the
Philippines did the share of the industrial sector in GDP exceed its coun-
terpart in Egypt. Moreover, the contribution of the agricultural sector
to GDP was smaller in Egypt than in the other sample countries with the

exception of the Philippines.

4.—Egypt was in much better position than South Korea in terms
of the demand for resources. Thus Egypt had a gross rate of investment
of 13 percent of GDP while South Korea bad 11 percent. More impor-
tantly, Egypt had a 12 percent rate of gross savings while South Korea

— 6 —
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Economic development is a long term process which involves major
structural changes. It usually takes over twenty years to judge its
achievements. And the yardstick is simply how close the economy
came to the stage of takeofl into se'f-sustained economic growth. This

stage is said to have been reached when growth perpetuates itself.

This paper attempts to throw some light on the process of develop-
ment of five countries. These countries are Egypt in Africa, Turkey in
Euro-Asia., and Thailand, South Korea and the Philippines in Asia.
These countries were selected for comparative purposes for a number

of reasons :

1) At some point in time (which we shall hereafter call, the starting
point) these countries had very similar economic characteristics

which are typical of the developing countries.

i) Appioximately twenty years after the starting period, the economies
of these countries took quite different shapes.

iii)  Although none of the sample countries is specified by the inter-
national agents as a developed economy, some of them has come a

long way towards this classification while others were passed over.
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