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8 — Abdou, L.A., (1958), A study of the pattern and trends of
the Egyptian diet and their relation to health, J. Egyptian
Pub Health Assoc, 33, (182).

9 — United Nations, F A O, Trade year book, Rome, Vari us
annual issues.
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An Analytical Study for the Relationship Between Nutrition
levels of Animal Protien and Feedstuff Resources in Egyptian
Agriculture, '

Dr. Ibrahim S.A.L. Sobhi
Assoc, Professor of Ag. Economics
Helwan University

Abstract

The main objective of this study was to give light on
priorities of feedstuff imports compared with imports of animal
products, to achieve both maintenance or raising nutrition levels
of animal protien. Imports of this element sources was found
a logic way in these goals, inspife of the values of feedstuff
imports which were lesser. ‘

Meanwhile, stop using cattle in field work could help to
minimize import values, and to depend only on local production
for a few years to keep animal protien percapita without more
decreasing.
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13 — Conclusion :

On peut conclure cette étude déclarant que cette institution
a prouvé les avantages de son élaboration. Elle a réalisé ses
buts en garantissant les droits du peuple, la sécurité de la société
et son régime politique dans le domaine du socialisme.



174 L'EGYPTE CONTEMPORAINE

Le procureur général socialiste pourra, au cours de l'exercice
de ses compétences, demander au ministre ou & l'autorité com-
pétente de suspendre celui que l'intérét de Yinstruction exige
la suspension, par mesure de précaution, ou le transfert provisoire
2 un autre emploi.

Lorsque les circonstances de linstruction le requierent, le
procureur général socialiste pourra demander au conseiller délégué

Py

d’ordonner linterdiction & Vinculpé de quitter le pays.

Le procureur géméral socialiste pourra ordonner 'e classe-
ment de !linstruction. Mais au cas ol linstruction révéle
I’existence des indices suffisament pour engager la responsabilité
d'une personne déterminée, il renverra 1'affaire & la Cour des
Valeurs par un rapport signé par lui ou par son intérimaire,
accompagné des indices établis & l’encontre du prévenu.

11 — Rapports :

Le procureur général socialiste préséntera au Président de
la République et & I’Assemblée du peuple un rapport annuel dans
un délai ne dépassant pas fin Mars, sur les travaux qu’il aurait
exercés, les enquétes qu’il aurait effectuées et les mesures qu’il
aurait prises. Ce rapport énoncera les ‘propositions qu'il sug-
gérait pour la protection du régime politique de I'Etat ou pour
remédier aux bréches dans les lois et réglements concernant la
sauvegarde de l'unité nationale et la paix sociale, et les points
de réforme a caractére législatif ou organisateur pour confirmer
la souveraineté de la loi.

12 — Régime de sa responsabilité devant Passemblée du peuple :

Le procureur général socialiste relévera de ’Assemblée du
peuple devant laquelle il sera responsable; cette Assemblée aura
le droit de discuter le rapport présenté par le procureur général
socialiste, d’en formuler ses observations qu’elle communiquera
au procureur général socialiste ainsi que la date la séance fixée
pour leur examen et pour l'explication de son point de vue ou
pour entendre ses dires A cet égard.

—T4 —
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Il est compétent pour faire I'instruction et mettre en mouve-
ment l'action demandant la mise sous séquestre des biens du
prévenu s’il commet un acte contre la sécurité intérieure ou
extérieure de I’Etat, si 'acte unit les intéréts économiques des
paysans ou des ouvriers, s’il s’agit pour corrompre la vie politi-
que du pays ou contre 'unité nationale.

9 — Action publique :

L’article 16 de la loi No. 95 de 1980 sur la protection des
valeurs morales dispose que ’action pénale ne pourra étre intentée
pour aucun des faits prévus par cette loi que sur la demarnde

du procureur général socialiste.

10 — Mécanisme du fravail :

Le procureur général socialiste aura, & 'occasion des instruc-
tions qu’il exerce le droit, sur prestation de serment, d’entendre
les témoins d’effectuer l'interrogatoire, la confrontation, le cons-
tat, la délégation d’experts, la saisie d’objects se rapportant au
fait poursuivi et d’en disposer, et de compulser ce qu’'il jugera

nécessaire des actes, piéces et documents.

Il peut charger les officiers de police judiciaire ou toute
autre autorité, & l'exception des membres du parquet général,
de recueillir les informations sommaires ou de procéder & un ou
plusieurs actes d’enquéte, exception faite de I'interrogatoire et
de la confrontation.

Lorsque les besoins de linstruction exigent I’arrestation
d’une personne, ou de 'amener, de la fouiller, de procéder chez
lui une perquisition domiciliaire, il faudra au préalable obtenir,
3 cet effet, une ordonnance émanant de I'un des conseillers a la
cour des valeurs, conseiller délégué a cette fin par la cour aux
débuts de sa composition : la dite ordonnance devra &tre motivée
et de durée limitée.

— 73 -
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Le procureur général socialiste assumera exclusivement la
charge de linstruction et de laccusation devant la cour des
valeurs morales, relativement & Ia responsabilité politique des.
faits prévus par la loi No. 95 de 1980 sur la protection des
valeurs morales en Egypte, et ce, sur la base des faits portés &
sa connaissance ou sur la plainte d’un citoyen ou d’un officier
de police judiciaire.

De méme, le procureur général socialiste procédera a 'examen
et & linstruction des questions touchant l'intérét général des
citoyens. '

7 — Elections :

Les autorités compétentes pour surveiller les élections des
membres des conseils populaires locaux ou des présidents et
membres des conseils d’administration des organisations syndi-
cales, des fédérations, des clubs, des organismes, les sociétés
générales, les institutions de la presse, les associations de toutes
formes y compris les coopératives et les amicales, sont tenues
d’informer le procureur général socialiste des noms des candidats
et d’en cléturer la liste, pourvu que le jour de 1'élection soit
fixé au moins aprés la date de son information.

Le procureur général socialiste pourra, au cours des dix
premiers jours suivant son information, s’opposer a la candi-
dature et ce, dans les cas et conformément aux formalités prévus
par l'article 3 de la loi No. 33 de 1978 sur la protection du front

intérieur et la paix sociale.

Est nulle toute élection effectuée par violation aux disposi-
tions des deux précédents paragraphes.

8 — Séquestration :

Le procureur général socialiste assumera également les
compétences a lui attribuées par la loi No. 34 de 1971 portant
organisation de Yimposition de la séquestration et la sauvegarde
de la sécurité du peuple.
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4 — Ses collaborateurs :

Est adjoint au Procureur Général socialiste un vice-procureur
général socialiste, nommé de la méme maniére. Le procureur
général socialiste déterminera les attributions de son député.

De méme, il sera assisté, dans l'exercice de ses attributions
et par voie de délégation parmi les membres des corps judiciaires,
d’'un nombre suffisant d’auxiliaires dont les fonctions ne sont
pas inférieures a celles du chef du parquet général ou de fonc-
tions similaires, et ce conformément aux formalités prévues
par les lois portant organisation des dits corps.

5 — Ses compétences :
a) Action politique
b) Elections.
¢) Séquestration.

d) Action publique.

6 — Action politique :

La protection des valeurs fondamentales de la société est
le Aevoir de chaque citoyen. Leur violation engage sa respon-
sabilité politique. Toutes les institutions de I'Etat, ainsi que les
organisations sont tenues de veiller 4 la sauvegarde et a la
consolidation des dites valeurs.

On entend par valeurs fondamentales, les principes établis
par la constitution et les lois visant la sauvegarde des droits du
peuple, des valeurs religieuses, les structures politiques, éconcmi-
ques, sociales et morales, la sauvegarde du caractére authentique
de la famille égyptienne, des valeurs et des traditions qu’elle
représente, de l'unité nationale et de la paix sociale.

L’article 3 de la loi No. 95 de 1980 sur la protection des
valeurs morales a énuméré les actes qui engagent la responsahilité
politique. L’article 4 de cette loi a constaté les sanctions pour
avoir commis un de ces actes.
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3 — Mode de désignation et durée des fonctions :

Pour étre nommé procureur général socialiste, il faut étre
égyptien, de pére et de mére égyptienne 4gé de quarante cing ans
au moins, jouir de sa pleine capacité civile et de ses droits politi-
ques. Il sera choisi parmi les catégories suivantes :

a) Membres, actuels ou anciens, des autorités judiciaires ayant
assumé les fonctions de conseiller ou d'un poste similaire,
d’au moins pendant cinq années consécutives.

b) Professeurs du droit actuels ou anciens, aux universités
égyptiennes ayant occupé la chaire de professeur pendant
huit années consécutives au moins.

¢) Les avocats admis auprés la cour de cassation et la cour
administrative supréme pendant dix années au moins.

Le Président de la République propose i I’Assemblée du
peuple, le nom du procureur général socialiste. La commission
générale de I’Assemblée lui soumettra son rapport sur cette
candidature. Ce candidat qui aura obtenu la majorité des deux
tiers des voix sera investi par ordonnance du Président de la
République. S’il n’obtient pas cette majorité, le Président de
la République proposera un autre nom. Done il est nommé par
le Président de la République, c’est & dire par la plus haute
autorité de I'Etat.

I’ordonnance de sa nomination fixera son traitement, ayant
au moins le rang de ministre.

Avant d’exercer ses fonctions, il prétera devant I’Assemblée
du peuple, le serment suivant :

«Je jure au Nom de Dieu Tout-Puissant de sauvegarder
loyalement le régime républicain, de respecter la constitution et
la loi et de remplir mes fonctions avec honnéteté et sincérité».

Le mandat du procureur général socialigte prendra fin par
Pexpiration de la législature de I’Assemblée ou par sa dissolution.

—_T0 —
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LE PROCUREUR GENERAL SOCIALISTE
«Etude juridique de cette institution en Egypte»

par
Ahmed Rifaat Khafagui
Procureur Général Administratif

1— Notion générale :

L’institution du procureur général socialiste a maintenant en
Egypte treize ans. C'est en effet par la constitution égyptienne
du 11 Septembre 1971 qu’a été introduit dans le droit égyptien,
un organe moderne pour sauvegarder le systéme socialiste.

L’article 179 de cette constitution dispose que :

«Le Procureur Général Socialiste est responsable des mesures
& prendre pour garantir les droits du peuple, la sécurité de la
société et de son régime politique, et pour sauvegarder les gains
socialistes et le comportement socialiste. Une loi déterminera
ses autres attributions. Il est soumis en ce qui concerne ’exercice
de ses attributions au contrdle de I'’Assemblée du peuple, de la
maniére prévue par la loi.

Cette institution a été inspirée par le régime de Prokuratura
en UR.S.S. et le régime de ’'Ombudsman Nordique.

2 — Qui est le Procureur Général Socialiste :

Le procureur général socialiste est une personna.lité indépen-
dante du pouvoir exécutif. Il est soumis en ce qui concerne
Pexercice de ses attributions au contrdle de I'Assemblée du peuple.

Cette indépendance résulte de son mode de désignation, de
12 durée de ses fonctions et de son régime de responsabilité.

— 69 —



e e - PO




Dr. N.S. Mohareb : Policy measures for money 167

J. Bills Discounted with Commercial Banks

In Million Pounds

End of Ordinary Documentary Total
1970 2.20 3.00 5.2
1971 2.60 3.30 5.9
1972 0.80 3.90 4.7
1973 0.60 9.30 9.9
1974 0.60 2.60 3.2
1975 0.70 1.90 2.6
1976 0.70 6.40 7.1
1977 2.00 8.00 10.0
1978 2.00 11.10 13.1
1979 1.50 27.90 ' 29.4
1980 - - 18.8
1981 - - 34.0
1982 - - 41.6
1983 - - 27.7
1984 - - 24.4
1985 - -

N.B Classification as to Ordinary and Documentary is not
available after 1979, while total appears combined

with Loans & Advances in June 1985 figures.
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I. Volume of Trade in Cairo Stock Exchange

(In Units)
Type of Security 1982/83 1983/84 | 1984/85
A) Government Bonds
1) Denominated in Pounds
(Only Housing Bonds as
from Jan. 84)
Number of Bonds Traded 5 602,740 1,702,300
Total Par Value 50 602,740 1,702,300
Total Market Value 46 315,931 1,105,773
2) Denominated in US §
(8% Development Bonds)
Number of Bonds Traded 256,808 101,216 44,676
Total Par Value 2,568,080 1,012,160 446,760
Total Market Value 2,313,639 940,227 422,245
B) Corporate Equity Shares*
1) Denominated in Pounds
Number of Shares Traded 1,506,194 3,111,442 | 3,260,561
Total Par Value 3,922,501 |15,270,497 | 18,635,511
Total Market Value 8,014,526 24,655,849 | 27,716,698
2) Denominated in US $
Number of Shares Traded 394,090 1,001,425 4,813,110
Total Par Value 5,258,358 }12,667,785 | 30,503,570
Totel Market Value. 10,013,257 {21,292,319 { 47,246,478
3) Denominatéd in
{One Company Only)
Number of Shares Traded 17,882 1,000 1,850
Total Par Value 35,764 2,000 3,700
Total Market Value 29,264 1,500 1,850

*)

During the fiscal year 1983/84,
listed in the Stock Exchange.

7

shares of 32 companies were
Only 18 companies of these had

offered part of their shares to the general public. The remaining
14 companies are kept closed by the founders.
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Minimum Reserve Ratio i Liquidity Ratio
Years _
Oct. Nov./Jan. Feb./March March/Sept. December Minimum | December
% Actual : Actual
% % % Average % Aversge

1970/71 17.50 15.00 17.50 : 20.00 37.3 30 50.8

1971/72 17.50 15.00 17.50 20.00 15.8 30 41.0

1972/73 17.50 15.00 17.50 20.00 16.1 30 39.9

1973/174 20.00 20.00 20.00 20.00 20.8 30 50.1

1974/175 20.00 20.00 20.00 20.00 20.5 30 58.5

1975/76 15.00 12.5/15.0 17.50 20.00 13.7 30 48.1

19767177 15.00 12.5/15.0 17.50 20.00 11.7 30 54.4

1977778 15.00 H.N.mo 15.00 20.00 11.6 30 62.1

1978/79 20.00 17.50 17.50 25,00 16.3 30 74.1

1979/80 17.50 15.00 20.00 25.00 17.2 30 56.8

1980/81 - - 17.50 25.00 25.6 30 53.5

1981/82 25.00 25.00 25.00 25.00 26.8 30 43.7

1982/83 25.00 25.00 25.00 25.00 31.1 30 48.6

1983/84 25.00 25,00 25.00 25.00 .uw.o 30 41.2
1984/85 25.00 25.00 25.00 25.00 36 .3(June 30 43.4(June)

*) Minimum

reserve ratio applicable to foreign currency deposits 1s fixed at 15%,
recelve interest on them equal to 3-month LIBOR.

and banks

Reserve requirements in local currency “are Ynterest free. Reserve requirements apply to all

nogmn..nwm”_. and investment banks.
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E. Government Securities in

Note Issue cover and Deficit
of the State Budget

In Million Pounds

End of Note Government‘ Yearly
June Issue Securities Budget
in Note Coverx Deficit

1980/81 3836.0 3293.7 3362.0
1981/82 4951.0 4546 .8 3526.0
1982/83 6309.0 5779.4 4845.2
. 1983/84 7279.0 6804.1 5012.4
1984/85 8357.0 7952.5 5400.0

(*X) These bear an interest rate of 6% per annum.
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C. Sources of Financing External Public Debt

(In Million Pounds)

Source
End June 1983 1984 1985
- Loans from Foreign
Governments 9328.3 | 9887.0 | 10520.7
-~ Other Direct Loans 1 234.,1 365.4 352.1
-~ Development Bonds 530.4 494.8 557.9
- I.M.F 305.1 275.6 241.2
~ Deposits 1698.6 1816.6 1998.7
- Rescheduling Arrangements 65.4 ‘ 48.3 34.5
- Suppliers Credit 1789.2 1860.2 2144.6
~ Bank Credit Facilities 1047.5 1330.3 | 930.4
~ Special Loans & Facilities
in Units of Account 178.7 144.;. 117.5
Total E.P.D. in L.E. 15177.3 16222.6 16897.6
Total E.P.D in US § 21681.8 23175.1 24139.4
(US § = L.E 0.70)

(*) Excluding military loans and credit facilities to the
private sector. Only utilizations from external loans
and facilities are taken into consideration.
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B. Sources of Financing Domestic Public Debt

(In Million Pounds) °

Source
End June F983 1984 1985

Central Bénk of Egypt 9992.9 11187.5 12460.8
Banking System (Including]
C.B.E) 1104.2 2499.6 3792.5
Insurance & Pensions
Authority 2865.4 3401.0 4105.5
Social Insurance
Authority 3609.0 4434.9 5443.9
Post-Office Savings
Organization 314.8 378.0 439.9
Household (Investment
Certificates) 1570.3 | '1882.4 2201.9
Other Household & '
Financial Institutions
(Including Insurance
Companies) 210.1 561.5 735.5

Total Domestic Public
Debt 19666.7 24344.9 29180.0
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A, Egyptian Public_Debt 1983-1985

(In Million Pounds)

End June Domestic Externalx Total
1983 19666.7 15177.3 34844.0
1984 24344 .9 16222.6 40567.5
1985 29180.0 16897.6 46077.6

Average Annual 4761.6 860.1 5621.7
Increase

* Calculated at rate of exchange of about US$ = L.E 0.70.
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months, political leaders and senior members of government
have been appealing to Egyptians to get used to the idea of
sustaining the real cost of goods and services. In economic
language, this was a call to people to prepare themselves for
progressive development towards a market economy. Assessed
in the light of the declared government program, official state-
ments tend to confirm that reorganization of the national econo-
mic front was necessary to proceed in an orderly manner towards
a free market economy. Within this context, the present
dialogue on development of money and capital markets can be
regarded as a positive contribution to better management of
the Egyptian economy in the future.
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5 —1It is equally important to review legal conditions permitt-
ing joint stock companies to issue bonds or additional shares
before the initial equity capital has been fully paid. Holders
of new shares and bonds must be assured of the committ-
ment of the founders and original shareholders to honour
their obligations. And therefore corporations should not
be allowed to issue common stock to increase their equity
capital or to issue bonds, unless the original issued capital
is fully paid.

6 — It is also observed that current regulations require distine-
tion between securities denominated in Egyptian pounds and
those denominated in foreign currencies. This- is due to the
present system of foreign exchange control, which impedes
development of the capital market. Inasmuch as money
and capital markets are true reflections of progress towards
a market economy, development will be incomplete unless
exchange restrictions are removed, and exchange rates are
left to find their own level under free market conditions.
Needless to say, the desirable level of protection to the
national economy can always be secured through appropriate
customs and fiscal measures as well as through such direct
social subsidies as may be deemed necessary.

7— Last but not least, it is of utmost importance that the
maximum rate of interest of 7% per annum fixed by the
Egyptian civil code is done away with. Although banks
are no longer subject to this ceiling, it is still effective in
respect of transactions of non-banking finaneial institutions.
It is hoped that the long-promised comprehensive “Capital
Market Law” would include appropriate provisions to deal
with this, as well as with the other matters mentioned
above.

Closing Remarks :

Let us reiterate, that money and capital markets are true
reflections of development towards a free market economy.
Unless this development is seriously intended to take place,
efforts to develop money and capital markets would be mean-
ingless, and a luxury Egypt can ill-afford. During the past few
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2 —The second matter that is worthy of consideration relates
to legal provisions which apply to joint stock as against
limited liability companies. The New Company Act does
not require .companies to offer part of their shares to the
general public as condition for incorporation as joint stock
companies. Consequently, most of the latter are not more
than limited liability companies with a larger amount of
capital and possibly greater number of founders. For
purposes of developing money and capital markets, we would
like to recommend that no company should be incorporated
as a joint stock company unless 25% at least of its equity
shares are offered for public subscription. This require-
ment should of course be made operative only after enact-
ment of the proposed amendments for equal tax treatment
of shares with bank deposits. The essence of this proposal
is that any special tax treatment should not be made condi-
tional on the shares being listed on the stock exchange,
but rather on the shares being offered for public subscrip-
tion, at least for the required minimum.

3 — A third point that calls for legal amendment in current
legislation is the traditional approach of fixed par-value
when issuing shares of joint stock companies in Egypt.
This concept makes it difficult for companies facing
problems to resort to market for additional equity funds to
put the company afloat. It would appear necessary in
order to get over this problem to give consideration to the
concept of ‘“‘common shares” of no fixed par-value. This
is now of universal applicability, and consideration should
be given for its insertion into Egyptian legislation.

4 — A point that should be given priority consideration is the
need to give the same tax concessions to securities acquired
in secondary and primary markets. Most dealings in
primary market need to be performed by intermediaries and
security underwriters; and therefore unless the tax con-
cessions are extended to dealings in the secondary market,
these financial institutions will hold such securities for
their own account indefinitely. This will of course narrow
the market and increase the risk to these financial inter-
mediaries beyond safe boundaries.
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income tax. This tax credit can be made cumulative for all
available investment instruments, including shares and bonds
acquired in primary and secondary markets, without increasing
the global tax credit beyond the present 30% of total income.

Other improvements that were recommended by LF.C are
in areas of information available on security issuing corpora-
tions, regulation of insider trade, and upgrading of methods
of accountancy and published financial statements. It was also
recommended that legal regulations should be enacted to en-
courage rise of specialised financial intermediares such as mutual
and investment trust funds, securities underwriters, investment
companies, venture capital companies, and financial leasing
companies. Moreover, the case was made for specialized banks
to depend on the issue of bonds as means of commanding audi-
tional resources for their operations. The point was also in
favour of giving security investors clear rights to claim damages
whenever appropriate from those who are responsible for otfer-
ing or underwriting respective security issues.

In addition to IFC proposals, the following matters need to
be given consideration as tools to support prerequisite conditions
of development of money and capital markets in due course :

1— According to present legal provisions, bonds and .shares
issued in Egypt should be nominal. This will represent an
impediment to securities as an alternative investment asset
for individuals of the general public. Although nominal
securities are still issued in other markets, they do not
represent except a small fraction of security issues; the
bulk is in the form of bearer paper. This provides ease for
securities to change hands, while safe-keeping arrangements
with banks and brokers would insure holders against loss
of their possessions. In advanced markets, security clear-
ing corporations are established to record transfers from
one holder to another, without need for physical securities
to move. Surprisingly, the earliest issues of shares and
bonds in Egypt in the 19th century were in the form of
bearer securities, and also current regulations of Egyptian
Stock Exchanges require that foreign securities be mainly
in bearer form to qualify for listing.
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credit facilities available to the various types of activity at such
rates as may leave them with a comfortable spread that is not
rigidly determined. Other investment assets will then compete
with bank deposits for national savings on the basis of rela-
tive risk and return, both of which would be determined in the
market by force of supply and demand.

Monetary authorities action is in our view a supporting
tool of management, and not a prerequisite condition for the
development of money and capital markets. Management of the
domestic public debt and of the public business sector in a
market-oriented fashion are the only prerequisite conditions.
It is therefore important that these tools are handled in a way
that is favorable to the developinent of money and capital
markets, once these conditions are fulfilled. But if the tools
are manipulated adversely, they can certainly impede the in-
tended development of these markets.

(D) Legal Conditions Relating to Supply of, and Demand
for Securities :

Side by side with monetary policy, there are other matters
which can be regarded as supporting tools to development of
money and capital markets. Such tools comprise the various
legal provisions relating to factors affecting the supply of and
demand for securities in these markets. The most important
of these are tax treatment, availability of an adequate volume
of securities to the general public, extent of ease with which
securities exchange hands, level of awareness of the investing
public and information available to them on issues floated,
presence of institutional intermediaries capable of carrying out
wholesale trade in securities in primary markets... etc.

The report submitted by LF.C. in 1981 gives detailed pro-
posals relating to many of these aspects. Some of the proposals
made then were adopted only partially; and therefore could not
produce the desirable effects. It is therefore necessary to review
these proposals and amend legislation as well as regulations
applicable to securities, in a manner which would serve the in-
tended purpose. A priority measure will be to confer on
securities at least the same tax concessions applicable to bank
deposits, including tax credit for purposes of the progressive
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local market. The demand for such assets is usually dependent
on availability of an adequate volume of discount operations
as well as sufficient need to perform hedging and arbitrage
transactions in stocks, currency and commodity exchanges. It
is also dependent on existence of a free exchange market in
which rates fluctuate under market forces. These factors do
not exist yet in the Egyptian economy, and therefore demand
for near-cash assets is not expected to grow for quite sometime.

In brief, monetary policy is responsible for concentration
of savings in time-deposits with banks as ready pool for financ-
ing annual increases of the domestic public debt. Commendable
though as this policy mdy be for the time being, its continuation
will impede development of money and capital markets. If
Government decides to adopt a market-oriented approach to
managing the domestic public debt and the public business
sector, it will be imperative for the Central Bank to review
details of its present policy, including level and composltmn of
the reserve and liquidity ratios. )

It appears from the above that monetary authorities have
had to facilitate financing of the Treasury and the public sector
in the absénce of market conditions. Onece a decision is taken
. by government in order to manage the domestic public debt
and the public business sector on the basis of market mechanism,
it would no longer be necessary for the Central Bank to fix
various details of the interest rate structure. It would be quite
sufficient to determine 'the Central Bank Base Rate, and move
it upwards and downwards as the situation of domestic liquidity
may require. :

The Central Bank will. find it necessary to intervene in
the open market by selling and buying securities in order to.
reduce or increase the volume of money in circulation. Should
the need arise for the Bank to direct bank credit to certain
sectors of the economy to: match developmental objectives of
the country, the system of multi-tier reserve ratio can be utilized
as a powerful tool for the purpose, beside moral suasion powers’
of the Central Bank. Under these conditions banks will com-
pete for deposits without prevalence of rigid creditor interest
rates fixed by a super authority, and they will equally make
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a spread of at least 3% is necessary to justify floating bonds
as a borrowing instrument. Under current Central Bank
action, this spread is attained only in the case of loans for trade,
which does not call for medium-term funds. Interest rates
applicable to industry, agriculture and services range between
11% and 15% per annum, and are therefore too low to permit
the issue of bonds.

Under current monetary policy, direct loans from banks
appear to be providing cheaper funding. Meanwhile, Egyptian
economic history does not record any periods of declining interest
rates and higher market prices for interest bearing paper.
Expectations of capital appreciation do not represent therefore
a factor affecting demand for bonds and similar instruments
in the economy.

On the other hand, the tax credit extended to shares as
an investment instrument for purposes of the progressive income
tax is confined to corporate shares acquired in the primary
market, and does not apply if shares are bought in the secondary
market. In view of the higher risk involved and uncertainty of
return, the steady increases of interest rates applicable to
deposits with banks discouraged the household sector from con-
sidering shares as a competitive investment asset. The result
is that investment in shares is now confined almost to prime
investors and financial institutions including banks, all acting
in the primary market. Banks as financial intermediaries
should not be expected to perform this role. They should act
as underwrites rather than holders for their own account,
which can be very damaging to the banks in the absence of
an active stock exchange. Under present monetary action,
banks are taking-on a type of business which is a bit riskier
than can be accommodated by their resources.

As from January 1979, deposits for periods from 7 to
15 days qualified for an interest rate if the amount is one
hundred thousand pounds (L.E 100,000) or more. Prior to
that date, deposits needed to be for at least 15 days to qualify
for an interest earning. The minimum amount has been in-
- creased while duration was shortened. This development reduced
possibilities for alternative near-cash assets to develop in the
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- 7% per annum in 1975 to the level of 13% - 15% as of January
1981. By the middle of 1982, minima and maxima of debtor
interest rates were fixed for agriculture, industry, services and
trade. Debtor interest rates now range from 119% to 15%
for agricultural, industrial, and services activities, while trade
is subject to a minimum rate of 169 per annum.

These changes in the structure of debtor interest rates have
been matched by close changes in the level of creditor interest
rates. In 1976, creditor interest rates were fixed between 2%
per annum for periods:of 15-30 days and 5% per annum for
periods of one year or more. These rates have been increased
gradually and they now range from 5% per annum for deposits
of 7-15 days to 11% per annum for those between one and
two years, rising to 139% per annum for deposits of 5 years
or more. Meanwhile, the interest rate applicable to bank sav-
ings deposits was increased from 4% per annum in 1975, to
10% per annum as from August 1981. Investment certificates,
issued by National Bank of Egypt with government guarantee,
enjoyed an interest premium over the highest rate applicable
to time deposits. This rate moved from 6% per annum in 1975
to 13 1/4% in July 1982, at which it still stands.

Examination of Central Bank action reveals that monetary
authorities have been willing to achieve the following objectives :

-— To attract a large and increasing proportion of the money
supply to the organised channels.

- — To increase time-deposits to a maximum.
-

— To encourage time deposits for longer maturities, par-
ticularly for periods exceeding one to three years, and.

— To preserve a small spread of 2% or less between maximum
creditor interest rates and minimum debtor rates until July
1982 when cheaper credit facilities for agriculture and in-
dustry were arranged. '

Although interest income from bonds is exempt frem
bonds is exempt from withholding tax up to the same level
produced by deposits kept with banks for comparable periods,
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offering share capital increases to the general public, provided
that ultimate public ownership does not drop below 51%. Firms
now owned totally by governmeni have been excluded from
privatization, while shares owned by public bodies in Law 43
companies may be sold to the private sector, regardless of
the percentage now owned in them by the State.

One obvious result of giving effect to these provisions is
that a large volume of corporate shares would become available
for trade in the capital market in due course. The larger
supply of securities and diversity of paper available for trade
would contribute to improved conditions on the market. This
will persuade companies to resort increasingly to public offer-
ings of their stocks, and would encourage the issue of corporate
bonds as means of mobilizing loan funds. It would also be
easier for public Authorities and parastatals to mobilize their
own financial needs from the market, rather than depend on
appropriations of the State Budget.

Adoption of a market-oriented mechanism in respect of
managing the domestic public and the public business sector is
a prerequisite condition for successful development of money
and capital markets, and for advancement towards a market
economy. All other measures will have complementary rather
than original effects on the intended development. Therefore,
until this market-oriented mechanism is launched, detailed regula-
tions and amendment of legal provisions to improve market con-
ditions for securities should be regarded as relevant prepara-
tions in anticipation of the major event.

¢

(C) Current Monetary Policy :

The third obstacle facing development of money and capital
markets in Egypt may be attributed to current monetary policy.
Reference has been made to Law No. 120 of 1975 which
empowered the Central Bank to determine the structure of
interest rates applicable to banking transactions, regardless of
the ceiling of 7% per annum fixed by the Civil Code. Following
enactment of ‘this Law, the Central Bank Base Rate was increased
steadily from 5% per annum in 1975 to reach 13% as from
July 1982. Debtor interest rates were also increased from 6%
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at subsidised éost, while the remainder comes from public sector
and National Development Banks as well as the Central Bank
against government I.0.U’s, mostly at subsidised interest rates.
Thus, not only is the public business sector a recipient of
subsidised physical inputs, but is also being supported by cheap
finance.

Cost of finance to the government may appear lower than
what is applicable to ordinary bank credit facilities. This has
been made possible through reducing public revenue by tax
proceeds on income from bank deposits. The effective cost to
the Government may be around 10% or more, and not 6% per
annum as is usually reported. This is very close to the minimum
debtor interest rate of 119 applicable to loans for agriculture
and industry; and it would remain practically the same if arrange- -
ments for financing the domestic public debt are done in a
market fashion in the present level of domestic liquidity.

The current method of financing investments of the public -
business sector is responsible for inefficiencies and waste; and
as long as it continues, it would be difficult for the Government
to after the present direct and indirect subsidies to public enter-
prises. In fact, this method of financing allows for mounting
pressure on the government to increase these subsidies, and
may lead it to intervene to assist private joint-ventures in a
manner that cannot be orthodox in a market economy. Once a
decision is taken for Public Authorities and Parastatals to cater
for their finance requirements by borrowing in the free market,
their management performance is likely to improve. |

In order for such a decision to be taken, management of
public enterprises must first be based on recognized principles;
and their finances will have to be thoroughly streamlined.
Excess capacities, under capitalization, negative marginal produc-
tivity of labour, poor production quality and problems of manage-
ment in general need to be treated urgently. According to Law
No. 97 of 1983 on “Public Authorities and Parastatals”, privati-
zation of enterprises owned partly by the Government may be
implemented without delay if current public ownership is below
51%. If the percentage owned by government is 51% or more
but less than 1009, privatization may be effected partially by
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For the purpose of developing these markets and aveid-
ing excessive financial cost to the gorevnment, it is recommended
that consideration be given to consolidation of the domestic
public debt at its current cost, and to tapping the market for
future government borrowings. The Authorities should decide
amounts of treasury bills and bonds to be issued, in the light
of total projected budget deficit and the relative importance
of seasonal treasury deficits. Annual Budget should take into
consideration cost of servicing the consolidated domestic public
debt, including its gradual redemption at par over a relatively
long period of time. It is also necessary to restrict the use
of fresh public borrowings to financing Government’s needs, and
to leave those of the public business-sector to be catered for
by public authorities and parastatals arranging their own loans.

Implementation of these suggestions would bring about a
regular monthly flow of 3-month treasury bills to the tune of 5
hundred million pounds, in addition to issues of government
bonds totalling between L.E 3 billion and L.E 4 billion per
annum. Bond issues would be reduced by about one billion
pounds per annum if needs of the public business sector are
met by the Public Authorities and parastatals issuing their own
bonds. Yearly short falls may be met initially by credit facili-
ties, until a pattern as to the volume of treasury bills and govern-
ment bonds to be floated every year has evolved. These figures
could be greatly reduced in the future if fiscal and monetary
policies change in the desirable direction. ‘

Adoption of this market-oriented method of management
in respect of the domestic public debt would ensure availability
of the essential types of interest-bearing securities in the money
and capital markets. Corporate bodies will then have the
assurance of mobility and liquidity of these two markets, and
private securities would emerge without delay. '

{B) Management of the Public Business Sector :

Moving to the public business sector, we find that projected
investments, including those of public enterprises under local
government jurisdiction, are financed through the State budget.
Some of these funds come from the National Investment Bank
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measures intended for their development can be attributed to
obstacles arising from the following areas of economic policy :

— Management of the Domestic Public Debt,
— Management of the Public Business Sector.
— Current Monetary Policy, and

— Legal Conditions Relating to Supply of, and Demand for
Securities.

A word on each of these issues seems to be necessary.

(A) Management of the Domestic Public Debt :

Mention has been made to discontinuation of issues of
treasury bills since the 1950’s. The same applied generally
speaking to government bonds. Funds needed by the Govern-
ment and the public sector are secured through direct access to
the banking system and resources of social insurance and pension
organizations. Although “Government Securities” appear in the
note-issue cover, these take the form of IOU’s placed with the
Central Bank. No market mechanism is followed, and the in-
terest rate is fixed by mutual agreement so to speak, with the
Central Bank.

The domestic public debt has increased year after year; and
by end of June 1985, it exceeded L.E. 29 billion. Of this total,
over L.E 16 billion were supplied directly by the banking system.
The balance of domestic public debt was met from savings which
accumulated as social insurance and pension funds, proceeds
of investment certificates and funds of the post- -office savmgs
organization.

As long as this method of financing domestic public debt
continues, there is little hope for real development of money
and capital markets in the country. It may be easier and/or
cheaper to arrange for financing of the domestic public debt
through  direct methods of fund mobilization. This shall however
be detrimental to efforts intended for development of money and
capital markets, let alone efforts to promote a market economy.
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Act exceeds 1200. Most of these companies did not offer equity
shares for subscription by the general public; and majority of
them did not complete three financial years of operations.
Therefore, only 337 companies had their shares listed on Stock
Exchanges at the end of 1985. The issued capital of these com-
panies totalled L.E. 1.9 billion represented in 244 million shares.
But inspite of this impressive listing record, the volume of trade
in securities including over-the-counter transactions stood at the
modest figure of L.E. 125.8 million for the whole year 1985.
About 30% of this figure of L.E. 40.5 million took place outside
the Exchanges through direet negctiations.

The listing record-is simply a reflection of compliance with
mandatory requirements of- the Company Act and the Stock
Exchange Regulations. The number of listed shares will therefore
continue to increase; but this will have no bearing on actual
. trade, unless something is done at least to give shares the same
tax concessions as bank deposits. Only very few joint-stock
companies offer shares of their equity capital publicly for
"subscription. But these shares may not find their way to trade
in tHe open-market even after expiry of the tax holiday.
Meanwhile, due to the legal maximum interest rate, it was not
possible for corporations to borrow through the issue of honds.
Companies have had to depend exclusively on direct borrowings
from the banking system. Given absence of government and
corporate bonds, and the poor volume of shares available for
trade, we may conclude that a capital market does not yet exist
in the country.

Similarly, conditions in the money market have undergone
little tangible progress, if any. Bank deposits . of different
‘maturities are almost the only near-cash asset available. The
number of banks operating in the country increased dramatically
under auspices of the Foreign Investment Law; and all monetary
variables including income and savings grew rapidly. But, the
resulting investable funds found their way only to the bauking
system in the form of deposits and cash reserves with the
Central Bank.

Obstacles and Rebommendations for Action :

This poor response of money and capital markets to
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Law a large degree of managerial independence through
their Boards and General Assemblies, as each Public
Authority is charged simply with coordinating functions.
Parastatals can sell shares of their equity capital to the
general public and can issue bonds; they are each required
to follow sound financial management principles. Also
Public Authorities may borrow to finance their fresh invest-
ment activities; and they may give loans and issue
guarantees in favour of their parastatals.

Law 97 of 1983 appears to contain all prbvisions
necessary to put solid basis for gradual privatization and
scientific management of the public business sector in Egypt.
It is somewhat disturbing to see that since coming into
force in August 1983, this valuable Law appears to have been
shelved away.

Indications of Poor Response :

The above measures have been responsible for dramatic
structural changes including growth of the private sector in
both relative importance and number of firms. By the end of
June 1985, the Investment Authority had approved 1649 applica-
tions under Law 43. By the same date, 1034 projects had already
started operations and 314 more were being implemented.
Participation by public-sector firms was granted in respect of
only 269 investment applications, while the balance amounting
to 1380 applications represented initiatives of private investors
alone.. Qut of the total figure of authorizations granted by the
Investment Authority, there were 921 proposals to set-up joint-
stock companies; and the proposed capital to be issued by these
companies totalled L.E. 4.8 billion.

On the other hand, 381 approvals had been granted by
the Capital Market Authority before the end of 1985 for the
setting-up of joint-stock companies under Company Aect No.
159. This amounted to issuing 21.5 million shares having total
par-value of L.E. 479 million,

The total number of joint-stock companies established since
1974 under Foreign Investment Law and the New Company
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The new set of Laws of 1981 exempted interest income
from listed bonds up to the rate applicable to bank deposits
of comparable maturity from the tax; but this does not take
account of the higher risk involved in holding corporate
bonds, nor of the inavailability of Government Bonds.
Similarly, exemption of dividends from the tax to the same
level as bonds has taken account neither of the higher
risks of investing in shares, nor of the fact that most new
companies are being established as closed-up private com-
panies for the benefit of their founders. Again, these Laws
failed to see effects of the unlimited tax credit enjoyed
by bank deposit income as well as of additional deposits
of certain amounts for purposes of the progressive general
income tax, as compared with the restricted tax credit for
securities acquired at a public offering in the primary
market, which drops to zero if securities are acquired in
the secondary market.

The preferential tax treatment of income from deposits
with banks is only one of the obstacles impeding develop-
ment of money and capital markets in Egypt. Although its
effects cannot be underestimated, this preferential treat-
ment is simply a tool for public finance management. The
real solution requires a global approach through which the
national economy and not simply individual fools of its
management can be conveniently handled.

Having pointed out measures taken until 1981 to promote
the free market strategy and develop money and capital
markets, one additional major item often forgottea by com-
mentators should appear on our list. This is Law No. 97
of 1983 on “Public Authorities and Parastatals”, which gave
to each Public Authority the status of a holding corpora-
tion, and to respective parastatals the status of subsidiary
companies. Government ownership has been classified by
this Law as of public nature in respect of some of these
Authorities, and as of private nature in respect of others.
Public ownership at least to the tune of 51% must be
maintained in subsidiaries of the first group, while no
minimum public ownership is required in subsidiaries of
the second. Parastatals are supposed to enjoy under this
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items of hich the most recent was the 49 ‘‘Jihad Bonds”
issued in the mid-1960’s. In the new conditions of relative
domestic freedom of foreign exchange, two issues of “8%
eight year maturity Development Bonds” were floated locally
py the Government in 1976 and 1977. They were deno-
minated in US dollar, and were warmly received by the
market. No more issues were floated publicly after 1977,
and no reason was given to explain the change. Housing
Bonds issued shortly thereafter have in fact represented
a form of “Forced Indirect Tax Receipts”; but they found
their way to the market, though at considerably depreciated
prices.

— In December 1979, the Capital Market Authority was set-up
upon a recommendaton made 3 years earlier by the Inter-
national Finance Corporation. Again at the request of the
Government, IFC submitted in January 1981 a valuable
report including an action programme for development of
Egypt's capital market. Some of the proposals are still
relevant, and should be reconsidered for practical imple-
mentation within a global approach applicable to present
conditions.

The assignment of IFC experts took place mainly in 1980,
when the three most relevant Laws of 1981, namely No. 121
on “General Regulations of Egyptian Stock Exchanges”,
No. 157 on “Income Tax” and No. 159 introducing the new
“Company Act” were being drafted. Some of IFC proposals
found their way to the draft text of these Laws; but the
final Articles fell short from a comprehensive package sup-
porting real development of the capital market.

The main deficiency of these Laws was that they did
not take enough account of the new situation created by Law
No. 27 of 1977 exempting income from deposits with banks
from the “Movable Capital Tax’, which is the Egyptian
nominculator of the widely known “Withholding Tax”.
According to former Taxation Law of 1939, this tax
applied equally at about 40% flat to income from deposits,
dividends from shares and interest income from bonds and
loans.
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In 1971, immediately after ratification by public referendum
of Egypt’'s new Constitution, Law No. 65 was promulgated
to legalize open-door as framework of the country’s economic
strategy. The Investment Authority was given birth by the
same Act.

In August 1973, parallel market for foreign exchange was
permitted to develop by Ministerial Decision No. 477, and
Goternor of the Central Bank was empowered to fix a
parallel rate of exchange of US$ in terms of the Egyptian
Pound. A premium of 509 was initially added to the official
rate, and has since been subject to consecutive increases.

In 1974, Law No. 43 on Investment of Arab and Foreign
Capital and Free Zones was enacted, and amended later
in 1977 by Law No. 32. These two laws provided conces-
sions for investment of foreign capital in the country includ-
ing long tax holidays, exemption of imported machinery
from customs duties, transferability of dividends and re-
patriation of capital.

In 1975, Law No. 120 on “Central Bank and the Banking
System” was enacted empowering the Central Bank, among
other things, to fix the interest rate structure applicable
to banking operations regardless of the ceiling imposed by
the Civil Code at 7% per annum.

Shortly thereafter, appropriation of the four public-sector
commercial banks each to serve a specific sub-sector, which
had been in force from September 1971, was cancelled by
Presidential Decree No. 663 of 1975; and these banks were
allowed to compete freely with the rising foreign and joint-
venture banks.

In 1976, Law No. 97 on “Organization of Foreign Exchange
Transactions” gave Egyptians and foreigne® residents the
right to keep their foreign currency holdings, and to deal
in .and manage these holdings through registered banks.

By that time, issues of treasury bills had been discontinued
for over 20 years, and the bond market quoted only a few
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skepticism regarding commitment to the free-market strategy.
Consequently, it will provide an appropriate climate for
indigenous entrepreneurs of the private sector to embark on
fresh investments. The programmed increase of share of the
private sector in total investments from 249 to between 30%
and 50% would then become a realistic objective,

If it is accompanied by liberalisation of the Egyptian cur-
rency from exchange restrictions, the advent of money and
capital markets will be equally encouraging to direct foreign
investment to make a powerful comeback. The confidence thus
created in a healthy market-managed economy will bring about
an important regular inflow of foreign currency savings of
Egyptian expatriates. Amounts cannot be accurately projected;
but they would be adequate for the country to achieve a healthier
external payments position than is presently the case. It may
be too optimistic to foresee Cairo developing into an interna-
tional financial centre, but it is not far-fetched to prepare for
its transformation into a transit station for financial flows to
and from the Middle East, with all benefits that can result
therefrom to the Egyptian economy.

Other areas of economic policy to which the rise of money
and capital markets would possibly pave the way for a posi-
tive remedy are the distorted price and wage relationship, the
poor mortgage credit arrangements for housing and new com-
munity development including touristic agglomerations, the un-
scientific fashion of management of parastatals, the elementary
methods of public finance, and the terrifying growth of Govern-
ment subsidies year after year. No one can argue against the
important social implications of each of these aspects which
dictate smooth and gradual transition. But existence of markets
does not hinder in any way realization of this gradual approach
through appropriate fiscal and monetary measures.

Measures Taken to Develop Money & Capital Markets :

During the period since 1971, important measures have been
taken to liberalise the economy and promote development of
money and capital markets. These measures are briefly as
follows :
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same goes for shares. The intention of issuers is always to tap
different needs and meet different tastes of the savers. Fixed-
interest, floating-interest deep-discount, and convertible bonds
are only the most known types of bond issued on capital markets.
Similarly, shares offered on those markets may be common or
preferred, bearer or nominal, with or without voting-powers...
ete.

The ultimate demand for securities will come from individual
and corporate savers and thrift institutions, including mutual
and trust funds. But many financial institutions including banks
and brokers will play the role of wholesale traders in the primary
market. The presence of banks at the heart of money and
capital markets provides the necessary link securing liquidity
of both markets, as any asset traded in them can be exchanged
for cash at its prevailing price.

As these markets develop further, more sophisticated types
of product including futures and options would become part
of normal practice, and the need would also arise for new institu-
tions to perform specialised financial services. The resulting
mobility and liquidity of operations would enable dealers to
secure their immediate as well ag future needs at calculated
prices. Un-der these conditions, and in the absence of direct
intervention by the authorities, financial resources of the
economy, and hence its physical and human resources, would
be allocated to their uses under forces of supply and demand.
Whilst fiscal policy would then be expected to manipulate these
forces through its effects on prices and disposable income,
monetary policy would intervene with the cost and supply of
money, which would in turn affect other financial flows.

Importance of Money and Capital Markets to Egypt :

The above description of money and capital markets indicates
how urgent and important it is for Egypt to develop these mar-
kets. If properly handled and supported by appropriate fiscal
and monetary policies, the rise of these markets would provide
feasible answers to a number of the country’s major economic
problems. Not only would it help smooth development of the
commodities and services markets, but it will also terminate
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near-cash assets is both mobile and elastic. The earning ability
of these assets would be determined by market conditions, with
the sightest quantitative intervention by the Central Bank acting
in its capacity as the ultimate source of legal tender money. A
dictated structure of interest rates would not be necessary,
as the Central Bank Rate and possibly the Treasury Bill Dis-
count Rate would indicate lowest point of the operating interest
rate structure.

While treasury bills represent the main and possibly largest
near-cash asset in all money markets, the list would include also
certificates of deposit, interest-bearing notes for up to six-months
maturities, bankers acceptances and short-term repurchase
obligations, discountable commercial paper and bank deposits
for periods ranging from over-night to twelve-months, The more
the types of financial institutions present in a money market,
and the more diversified their operations are, the smoother will
activities take place in the said market. Side by side with
banks, active participants in a money market may include such
financial institutions as discount and acceptance houses, securi-
ties underwriters and brokers, mutual and trust funds and in-
surance companies as well as investment companies.

On the other hand, a capital market assumes availability
of an adequate and regular supply of financial securities reflect-
ing demand for capital funds by those who are offering tnem.
The funds traded would be meant for medium and long term
usages, and they take the form of either loans or equity capital
depending on the type of security in return for which they are
made available. This demand for medium and long-term resu ic-
ces is matched in any capital market mostly from savings of
the national economy, made available for the purpose with close
reference to risk and return.

Government medium and long-term bonds representing bulk
of the domestic public debt still represent the most important
single item of all securities floated on individual capital markets.
Bonds are also issued by local governments, specialized banks
and corporations in general; and the latter as well as mutual
funds issue shares to meet their requirements for equity capital.
Various types of bonds are found in capital markets, and the
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action is “Production oriented open-door policy, with due regard

11

to avoiding adverse social implications™*.

An element of protectionism is found by varying degrees
in all market economies; and same holds true for measures
intended to secure the desirable level of social insurance and
equitability. The significance of open-door in this context is
to create as an attractive climate as possible for private entre-
preneurs, both national and foreign, to respond positively to
goals of fiscal and monetary policies, while leaving the door open
for imports, other than those totally banned, to flow into the
country under appropriate fiscal protection.

Features of Money and Capital Markets :

Given that Egypt is heading slowly but surely towards a
market economy, the importance of developing her money and
capital markets cannot be underestimated. Not only are these
markets capable of securing the most needed liquidity for all
types of investment through ready divestment facilities and
easy access to credit, but they also provide proper mechanism
for the efficient financial management of enterprises, and of
the economy at large. Holdings of excessive cash funds will
no longer be necessary, nor would any investor be stuck with
his long-term capital investment.

Before elaborating on the importance of money and capital
markets for Egypt’s present and future, it may be necessary to
define what is meant by those two markets.

A money market assumes availability of an adequate regular
supply of near-cash assets, with varying earning abilities depend-
ing on maturities and risk. Total supply of these assets will
represent at any point of time the demand for cash by those
who are offering these assets on the market. Liquidity in the
national economy would be such that the demand for cash and

(1) As this paper goes to print by mid-April 1986, a number of corrective
fiscal measures had been taken by the Government. The indirect
nature of these measures and their non-quantitative features give
credibility to this conclusion.
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heavy presence of the public sector and its continued expansion
in aspects of production that could have been safely left to the
' private sector, direct initiatives taken by local governments
beyond the normal scope of their responsibilities in market
economies, continued speculation in rent-earning assets with no
legislation or organized credit arrangements to protect the
general public, survival of the State subsidised cost and price
structures, and rationing of the distribution of most consumers
necessities.

On the other side of the scale, we have the repeated official
statements which confirm that action is already underway for
progressive development towards a free market system. In the
light of available reports, enormous efforts appear to be made
to transform profitable public enterprises under the jurisdiction
of local governments into corporations, whose shares would bz
sold wholly or partly to the local public. Serious consideration
is being given to the removal of subsidies extended to some
cost items, with a view to making these subsidies payable only
at the distribution stage. The public sector distribution channels
are expected to undergo extensive modernization in order to
survive future competition in a market atmosphere; and action
to this effect is already tangible. Fiscal and monetary policies
are said to be under comprehensive revision, so that they become
capable -of supporting projected gradual development towards
the intended market system. And last but not least, reports
suggest that a decision has already been taken to employ market
methods of issuing treasury bills and bonds in arranging for
Government’s finance requirements.

The above information, seen in the light of Government’s
last policy statement, shows that doubts as to whether open-door
still constitutes the framework of Egypt’s economic strategy
are unjustified. Measures which may have caused speculation
and skepticism in this respect should not be mistaken for a
set-back to the economic strategy. They in fact represent
arrangements that have had to be made in order, on the one
hand, to check the unhealtly outcome of excessive consumers
goods imports, and on the other hand, to put the open-door
concept in the proper context of a protected market economy.
The term given by official statements to this new course of

L |
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POLICY MEASURES FOR MONEY
AND CAPITAL MARKETS DEVELOPMENT

By
Dr. Nabil S. Mohareb

Introduction :

I am greatly honoured and pleased to be asked to make
a contribution to on-going efforts to develop money and capital
markets in Egypt. I must express my sincere thanks to MEED
and other sponsors of this Conference for kindly asking Misr
Iran Development Bank to participate in an active status in this
gathering, and record my gratitude to them for giving me the
excellent opportunity of addressing you on this gracious occasion.
Much as I am honoured to be on this podium as an official of
Misr Iran Development Bank, I must state from the outset
that the views contained in this paper reflect my personal
opinion.

Modified Context of Open-Door Policy :

For the purpose of dealing with this important subject.
I assume that open-door, adopted some fifteen years ago as the
framework of Egypt’s new economic strategy, still enjoys the
same political backing which it did initially. This assumption
is based on frequent official statements, including the most
significant assurances given recently by the Head of State and
the Prime Minister for continued promotion of the private sector
and pursuance of open-door policy.

A number of policy features raise skepticism as to whether
-Egypt is still adhering to the open-door strategy. These include

— The Author is a graduate of Manchester University, Manchester, UK
(1965). He is also a former Professor of Money and Banking at
Assiut University, Assiut, Egypt. He 1s currently Deputy General
Manager and Head of the Investment Sector at Misr-Iran Development

Bank, Calro.
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Table (1): Development of Land Reclamation
. Projects in Egypt: 1952-1979.%

(000, Ped.)
Phase I (a) Phase II (b) Ph;;;
Date Land Land Reclafmed (c) |Total Land
Reclaimed from Reclaimed
During 1952 |66/67 67/68 68-69 69/70 70/71| 71/72 |(Puring 1952
to 65/66 to  |to 1979
’ ' 1979
Land Reclamation 291.7 46.1 34.0 45.1 21.0 24.5{ - 462.5
Nubian Immigration .

Lands ' 38,8 - - - - - = 38.8
Tahrir Province 148.8 - - - - - - 148.8
Kuta, Kom QOshim

and Abis 36.1 - = - - - - 36.1
Wasteland ’ 73.5 3.2 - - —_ - - 76.7
Deserts 142.7 | 6.5 _ _ _ _ 81.3 230.5
Total Area Reclaimed 731.6 55.8 34’.Q ’ 45,1 21.0 24.5 81.3 993.3

Fiscal Years

(*) Source: CAPMS, Statistical Yearbook of A.R. of Egypt, Cairo: July 1980, p. 58

’
Notes to Table 1:

(&) This phase.reflects the golden time of land reclamation projects in Egypt. ,
The area which was reclaimed from late 1950z to 1966 represents 74% of the
total reclaimed land until 1979.

()l A modest development in land reclamation projects from 1966/67 to 1970/71
due to the effect of the June 1967 War, Te investment for this sector
severely declined, The reclaimed area during this phase represents 18%
of the total reclaimed land untfl 1979.

(c) Despite the fact ,that the Aswan High Dam was completed by 1971, the land
reclamation projects had been obviously declining during the 1970s. The
total reclaimed area during this phase 1s juast 8% of the total reclaimed
land since 1952,
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Figure ( 3) Reclaimed Land, cropland loss, and abandoned land,
Egypt, 1980*
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Policy in Egypt, Washington, D.C.: U.S, Agriculture Department,
1981, p. 1

ik
These areas exclude the reclaimed area (38,000 acres) of the Nubians who

displaced after the construction of the High Dam.
*hk
Source: G. Guariso et.al., "Energy, Agriculture, and water: A
Multiobjective Programming Analysis of the Operations of the
Agwan High Dam," Environment & Planning, 12:4 (1980), p. 370.
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Figure (1) Diagram of the Nile showing the tiver works.
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61— Carl Widstrand, Water and Society : Conflicts in Develop-
ment, Oxford Pergamon Press, 1978, p. 287.

52 — Truman Temple, “Lending a Hand in Egypt”, EPA dournal,
5: 3 (March 1979), p. 26.

53 — Carl Widstrand, Water and Seciety : Conflicts in Develop-
ment, op. cit., p. 287.

APPENDIX

— Diagram of the Nile showing the river works.
— Extent of the cultivated area in Egypt from 1800 to 1970.

— Reclaimed land, cropland loss, and abandoned land in Egypt

— Development of Land reclamation projects in Egypt : 1952-
in 1980; Seasonal patterns of Agriculture Water.

— Development of Land reclamation projects in Egypt :
1952-1979.
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40 — Walter B. Emery, Professor of Egyptology at University
of London wrote an important piece of work on this argu-
ment. See Walter B. Emery, Lost Land Emerging, New
York : Charles Scribner’s 1967.

41 —Tbid., pp. 14-15.

42 — There are two distinguished studies on the old and new
Nubia associated with the Aswan High Dam. See, Hussein
M. Fahim, Dams, People and Development : The Aswan
High Dam Case, op. cit., Robert A. Fernea, Nubians in
Egypt : Peaceful People, Austin : University of Texas
Press, 1973.

43 — See, Barrie St. Clair McBride “The High Dam”, The
Geographical Magazine, 38 : 3 (July 1965), pp. 178-179.

44— See, Henry Van Der Schalie, “Aswan Dam Revisited”.
-Environment, 16 : 9 (November 1974), p. 18.

45 — Ibid., p. 20.

46 — John W. Bennett, “Anthropological Contributions to the

" Cultural Ecology and Management of Water Resources”, in

L. Douglas James, ed., Man and Water : The Social Science

Management of Water Resources, Lexington, Kentucky :
University Press of Kentucky, 1974, p. 52.
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Environment : Issues in Human Ecology, 2nd ed., San
Francisco : W.H. Freeman, 1969, p. 409.

48 — Henry Van Der Schalie, Aswan Dam Revisited, op. cit.,
p- 19.

49 — See, note 6.

50 — F. DeWolfe Miller, et. al., Schistosomiasis in Rural Egypt :
A Report of U.S. - Egyptian River Nile and Lake Nasser
Research Project, Athens, Georgia : U.S. EPA, p. iv.
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32 —We quote here Professor Schnaiberg’'s definition of ‘eco-
system’ which means an integration or/and interrelation of
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In addition, it has provided protection for the country from
floods; it provides about half of the nation’s electric power;5?
improved river navigation; created a vast potential for fishing
in Lake Nasser, more than compensating the losses of sardine
along the Mediterranean coast; and enhanced the potential for
tourism in the Aswan area. Thus, with this background in
mind, ‘“the real question is not whether the Aswan High Dam
should have been built, but rather what steps should have been
taken to reduce the deleterious environmental impacts to a
minimum”5s,
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debits”4¢, Paul R. and Anne H. Echrlich stated that, ‘“Parasito-
" logists expect the Aswan Dam to be the ultimate cause for an
explosive outbreak of this disease (bilharzia)”, Worst yet, they
added, “the construction of the Aswan Dam may well prove to
be the ultimate disaster for Egypt”4’. H.V.D. Schalie said that,
“a tremendous increase in bilharziasis was predicted. There
was evidence that the bilharziasis in Egypt may well cancel ou:
the benefits the construction of the dam may yield”.

Nevertheless, the results of a recent scientific field research
project in Egypt® have denied totally all previous predictions
about the increase of bilharzia after the establishment of the
Aswan High Dam. The research findings are the outcome of
a comprehensive ongoing project dedicated to the study of the
River Nile and the impacts of the Aswan High Dam multipurpose
river uses. A published report building upon these findings-
state that, “The Aswan High Dam has been under unprecedented
attacks in the news media and the scientific literature. It has
been blamed for causing serious ecological perturbation which,
e.g., resulting in markedly increasing schistosomiasis in Egypt.
In contrast to the above claims, the study indicated a marked
decline in schistosomiasis prevalence in rural Egypt over the
past forty years’s°, '

V. Conclusion :

In fact, such controversies over\the prevalence of schisto-
somiasis is but one example of the many controversies concern-
ing the impacts of the Aswan High Dam on the entire ecosystem
of Egypt. However, the discussion of the above environmental
effects of the Dam is not meant to be a total condemnation of
its structure, nor does it imply that it should never have been
built. The benefits of the dam are many, and as in any other
project, the benefits and costs should be compared. Increase
in population and loss of productive soil has steadily decreased
per capita cultivated land in Egypt from 0.41 acres in 1930 to
0.18 acres in 1975%. The population of Egypt has increased
from 20 million in 1952 to 44 millicn in 1982 and is expected to
reach more than 70 million by the year 2000. Without the
Aswan High Dam, the situation would have been far worse.
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Hydrologists claim that the- project will deposit the silt
behind the dam, so depriving the arable land of its rich red mud
as a natural fertilizer. The Dam may form a huge silt-trap,
diminishing the annual replenishment of Nile mud in Lower
Egypt, clogging the reservoir and reducing the volume of water
that can be stored. Two further disadvantages are claimed.
The first is the increasing loss of water through evaporation as
the surface area of the reservoir increases. The second is the
seepage loss caused by the tremndous pressure forcing water
through the river bed and into the ground*:.

Moreover, there is the problem of the loss of sdrdine
fisheries in the eastern Mediterranean, and the need for additional
fertilizers for soils no longer enriched by the Nile flood, as we
mentioned. There is also the erosion of the shores of the Delta
since sediments are no longer deposited by the annual floods*.

We could also add, depending upon our observations, another
side effect, man-made erosion. We mean that, substantial
amounts of the deposited silt was used by an expanding brick
industry. However, with the establishement of the Dam, the
silt has been withheld behind the Dam’s body. To overcome the
resultant shortage in silt, brick manufactures resorted to new
means that would erode enormously the soil fertility of the -small
plots : they pay the owners of these plots in order to allow them
to dig their lands one to three feet deep to collect the clay needed
in brick production, introducing thereby a man-made erosion.
From the perspective of brick manufactures, the alternative to
silt would be to resort to mountaineous material which was both
inaccessible and expensive to extract. In a sense, silt shortage
contributed to one of Egypt’s most chronic problems — namely,
the housing problem.

Perhaps an ever more important consideration centers of the
impact of the project is the claim of the substantial increase
of schistosomiasis, or bilharziasis in Egypt since the completion
of the Aswan High Dam%. J.W. Bennett said that, “schisto-
somiasis has been particularly prevalent in the Aswan High Dam
project. ‘Egypt 10’, a schistosomiasis research and control
project sponsored by the WHO, suggests that many of the irriga-
tion advantages of the dam may be neglected by the health
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From the social demographical point of view the population,
who used to live on the site of the new lakes which were created
by these dams, can be divided intc four general categories, of
which the first two pose the most pressing problems. These
categories are (1) those who must relocate because their homes
and fields will be partially or totally inundated by the reservoir
(the relocatees), (2) those among whom most of the relocatees
must be resettled (the hosts), (3) those lake basin inhabitants
who are neither relocatees nor hosts, and (4) immigrants who
move into the lake basin and seek new opportunities that ac-
company dam construction and reservoir creation. Throughout
the world, most relocatees desire to remain as close as possible
to their original homes?®.

Another harmful impact of dam building on the people is
the increase in the incidence of some diseases. The construction
of large reservoirs can elevate the sub-soil water in the vicinity -
with consequent changes in the levels of fluorosis, a crippling
bone disease, in areas whenre it is already prevalent®®. Schisto-
soma haematobium are also widely prevalent among fishermen
who live along the new lakes of these dams®. In addition, one
of the most important of these effects is the degradation of the
soil in the command areas of irrigation projects due to increases
in soil salinity and water-logging?8. 1In brief, the effects of dams,
as one of the major man’s interventions, involve the entire
ecosystem : Natural, human, biological, and sociocultural
phenomenas®.

The Aswan High Dam has not been an exceptional case.
There are definitely some adverse effects that have occurred in
the ecosystems of Egypt over the last two decades mainly as
a result of the construction of the Aswan High Dam. Egypto-
logists throughout the world announced that the project has
destroyed the antiquities and monuments of Nubia*. The
archaeologists stated that the dam has buried a history and
culture of an entire region they know so little about. Historians
argued that it has eliminated the great historical importance of
this site, perhaps that would drastically change their conception
of the character and power of ancient Egypt*. Sociologists and
anthropologists claim that the Aswan High Dam has destroye”
social institutions, deeply interrupted the total traditional cultare
of Nubia, and displaced some 100,000 Nubians*2.
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the Canal Company would finance the construction of the High
Dam. The Soviet Union offered a loan of 400 million rubles
at 2} percent interest to assist’ in .constructing the project®:.
However, work under Russian supervision was not without
obstacles, A Fortune Magazine profile about Egypt puts it, “In
fact the Russian trucks, drills and excavators broke down
constantly at Aswan. Slowed down by cumbersome organiza-
tions and mistrust,” the work in 1962 was founrteen months:
behind schedule. The violent overhaul that the project needed
was led by an Egyptian contractor, O.A. Osman. Over the
objections of the Russians, he supplemented their faulty equip-
ment with better British and Swedish gear. The labor force
was increased eventually to 35,000 men, working overlapping
shifts around the clock. Russians and Egyptians began work-
ing effectively together, as they have ever since. Like the
unexpectedly successful way the Egyptians have operated the
Suez Canal, the dam makes all Egyptians proud”?®. In brief,
the Aswan High Dam seems to have made political history and
has become a vital economic milestone in national development
plans and aspirations®, ' ' ‘

IV. The Impacts of the Aswan High Dam on the Ecosystems
of Egypt:

Big dams, especially in the Third World, have had several
adverse effects on the environment and people. The design and
construction of these dams, in most cases, have been conducted
as a civil engineering task neglecting their harmful ecological
impacts'®. Destruction of ecosystems® in such cases is the prime
concern of social scientists, Some of them argue that, “Engineers
concentrate on providing the intendent benefits to downstream
areas. Consequently the environment of the catchment regions
upstream has been neglected or wantonly exploited in most
cases. Although this ecological ruin has grave long-range
economic consequences for the nation, its immediate victims
are tribals, .the peasants in the river valleys and the hillfolk,
whose lives depend on the resources provided by their immediate
environment”**, Others state that the social secientists arrive
on the scene independently after a dam has been constructed;
invariably they arrive after the ‘damage’ has been done®4,
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of the British agreement to withdraw from the Suez Canal Zone,
the United States considered the possibility of contributing to
the financing of the High Dam project. The World Bank, in
its own right, also agreed to investigate the possibilities of an
investment in the scheme?2.

Among the many estimates being made on the ultimate
cost of the project, at that time (1953/54), is that based on
International Bank figures : 465 million Egyptian pounds (about
$1,330 million)23. According to that estimate, about 30 percent
of the total (or about $400 million) would be required in foreign
exchange to supply equipment and machinery from abroad:.
However, “the U.S. offer.was $56 million and was accompanied
by a UK loan of $14 million and one from the IBRD for the $200
million”?5,

The Aswan High Dam came into the news prominently in
the summer of 1956 when the U.S. Secretary of State, John
Foster Dulles, withdrew the American offer to aid substantially
its building. K. Wheelock stated that, “American opposition to
the High Dam project grew on a number of grounds. There
was general annoyance at Nasser’s game of ‘economic neutralism’
which pitted Western offers against thoge of the East; Congress
never was keen on supporting the High Dam; the pro-Zionist
lobby vigorously opposed such a move; and a Southern group
feared that the scheme would increase Egyptian cotton produc-
tion. The Senate Appropriations Committee went so far as to
order the Administration to spend no Mutual Security funds on
the High Dam”. Wheelock adds that, ‘“Egypt’s recognition of
Communist China was considered by Dulles as proof of the anti-
Western direction of Nasser’s policies. Moreover, the prospect
of financial assistance for Nasser had drawn strong protests
from America’s staunch allies especially Turkey, Pakistan, Iran,
and Ethiopia. Dulles firmly believed that the Soviet Union was
not in. a position to make good her alleged economic offers to
Egypt’2e.

The political events, after this American position, developed
fast. The British and the IBRD withdrew their offers together
on the following day the U.S. withdrew the offer to aid in the

project?”. Those acts were followed shortly by the nationaliza-
tion of the Suez Canal. Nasser announced that revenues from
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of designs by a West German firm. These designs were ap-
proved by an international committee of consultants'® which, in
turn, advised that Professor K. Terzaghi of Harvard University
be consulted. The Egyptian Government sent a mission to the
U.S. to meet with Professor Terzaghi, who gave his technical
recommendations. The U.S. Operation Mission (International
Cooperation Administration) in Egypt also assisted by provid-
ing aerial and ground surveys and mapping of the proposed
reservoir'?, '

~ Since its inception the Aswan High Dam was known in
the U.S. academic circles, e.g., Professors Harold A. Thomas
and Roger Revelle of Harvard University said, “With the comple-
tion of the High Aswan Dam it will be possible to use the water
of the Nile River in many different ways for different beneficial
purposes’'8. Wyn F. Owen, Professor of Economics at University
of Colorado, said : The High Dam which is under construction
on the River Nile in southern Egypt, clearly is one of the most
impressive single projects of this decade in the sphere of economic
development. It is spectacular from an engineering viewpoint :
designed to store 100 million acre feet of water, it will have
more than threefold the capacity of the Hoover Dam and more
than four times the capacity of the world’s next largest earthfill
dam — the Garrison. The installation will produce over two
million kilowatts of hydroelectric power; more power than the
Grand Coulee installation. The dam will also create the largest
artificial lake in the world, a body contained water over 300 miles
long and up to seven or eight miles across”'®. Time Magazine
stated that, ““The most important single development project in
the world today is the proposed high dam spanning the Nile
at Aswan”?°, v

Nevertheless, foreign assistance to finance the Aswan High
Dam was a formidable problem. Vigorous efforts were made
to draw the interest of Western business concerns. A West
German banking mission arrived in Cairo in December 1953,
to discuss arrangements for financing, and in June, 1954 a mission
of French bankers visited the country. Toward the end of 1954,
it appeared that a British-French-West German consortium was
interested in participating in the project?!. Instead, “the empha-
sis shifted to direct participation by Western governments and
the World Bank. During 1954, especially after the initialling
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added a further 2.5 million cubic meters. This total storage
consisted of only 9 percent of the average annual flow of the
Nile at Aswan. However, these works provided a considerable
step toward the correction of the natural perversity of the Nile.
The impact upon Egyptian agriculture was considerable'®. The
land under perennial irrigation increased from 3.6 million to 5.4
million acres*!.

For Nasser’'s new and revolutionary regime, the -construe-
tion of the Aswan High Dam, was considered as a “one shot”
cure, not only for all the troubles of the irrigation system but
for all of Egypt's economic and social problems'. Its most
important objectives were to provide ovei‘-year storage to satisfy
and expand agriculture water supply, to protect the Nile Valley
from high floods, and to generate hydropower for Egyptian
industry. The primary difference hetween the Aswan High Dam
and other water control systems is the extraordinary importance
of this single project for an entire country and its growing popula-
tion® which has exceeded 44 million in 1982'¢. According to
the official estimates in 1955, the project could add more than
a million acres of arable land to Egypt’s total and turn about
‘700,000 acres of sometimes irrigated soil to perennially irrigated
land for farming. The country’s agricultural production could
be increased by more than one-third. Also, it would protect
the entire country from high floods of the Nile. On the other
hand, the Dam would permit generation of a constani electric
power of 2,000,000 Kilowatts, which in turn would make possible
the manufacture of 2,000,000 tons of fertilizers and 500,000
tons of steel per year?5,

11I. The Politics of the Aswan High Dam :

Although the Aswan High Dam project had been discussed
since the original plans were suggested in 1947, the decision
to construct it was taken in 1954. This was done after many
preliminary studies on the project as well as on alternative
‘proposals for a series of other projects including a third rasing
of the original Aswan Dam and the diversion of water into the
Wadi al-Rayan depression. It became clear that the High Dam
was more feasible. Background work included the drawing up
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of scrutiny and major issue in political analyses’. The debates
over the Aswan High Dam come up with two conclusions. First,
there are actual economic and social advantages of the Dam.
Second, in contrast, there are certain negative impacts on the
ecosystem of Egypt. There are ongoing several research pro-
Jjects dedicated to investigate such impacts®. In this paper we
are going to discuss three issues. First, the development of the
irrigation system and the Aswan High Dam in modern Egypt:
second, the politics of the project; and third, the impact of the
Dam on the ecosystem of Egypt. A special reference to the
historical development in modern era will be emphasized.

II. Irrigation and the Aswan High Dam :

~Muhammed Ali’'s regime (1805-1849) constructed a wide
irrigation system and introduced radical changes in agriculture
in order to integrate Egypt with the world economy as a supplier
of agricultural goods, especially cotton. As a part of this pro-
cess, he introduced the cultivation of long-staple cotton into
the country and began the transformation of the Delta region
from basin to perennial irrigation. Consequently, Muhammed
Ali embarked upon a large-scale program of public works to
supply the necessary water for cotton and sugar-cane’. The
provision of adequate irrigation water in summer for the success-
ful growth of these crops was the problem of that day. In
1820, many canals were dug. In 1861, the Delta Barrage was
constructed. By the end of the nineteenth century, the area of
the land under perennial irrigation had reached about 3.6 million
acres. Prior to the introduction of perennial irrigation during
the summer season this land was entirely dependent on the
natural flow of the Nile? and, in certain years, the supply was
far below the irrigation requirements, with consequent disaster
to crops. For this reason, as well as for the purpose of convert-
ing new basin lands to perennial irrigation, the original Aswan
Dam was built in 1902°.

This Dam was heightened twice, in 1912 and 1933. With
this final height in 1933, the original Aswan Dam provided
storage of five billion cubic meters of water, and the Gabal
El-Awliya Dam, constructed by Egypt in the Sudan in 1938
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THE POLITICAL ECONOMY AND ENVIRONMENTAL
IMPACTS OF THE ASWAN HIGH DAM

By
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Department of Sociology, Faculty of Arts
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I. Introduction :

History tells us that nowhere in the world do its people
. depend for their very existence on a river as the people of the
Nile basin depend upon the Nile. No country in the world
is so indebted for the fertility of its soil to a river as Egypt
is indebted to the Nile. Egypt owes its life and existence to
this river'. Egyptians have tried, in continuing attempts, to
construct projects for controlling the Nile. Five thousand years
ago Egypt claims to have had the world’s oldest dam near Cairo,
built to store water for drinking and irrigation?. Thus, such
projects to conserve the balance of people, land and water have
been representing the core of the ruling elite’s policies since the
Pharaohs®. In her modern history Egypt has witnessed with
every irrigation project a socio-economic transformation, a new
class formation, and a new economic accumulation?.

The Aswan High Dam is a new chapter in this long story
between Egyptians and the Nile. Despite the fact that its
original plans were suggested in 1947, the decision to transfer
blueprints into action was taken in 1954. Since then, the con-
troversies over the Dam have continued. It has been the subject

* The author is grateful to Professor Allan Schnaiberg, Department of
Soclology, Northmestern University, Evanston, ILL., U.S.A., for his
discussion and comments on the first draft of this paper.
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1V. The results from estimating equation (7) are presented
in Table one.

Table (1)
Parameter Estimate Std. Error T. Ratio
a, 6.23027** 349648 17.8187
o 20831 ** 075554 2.75722
C 011511 ** .002419 6.24562
0145
R: = 872 R: = .8622

F (2,24) = 82.335

** denote significant using 999 confidence interval

As can be seen all the parameters estimates are highly
significant and positive, the size of (o), which is the matter of
major interest for the purpose of this study is quite low. This
is in contrast with what is expected if the agricultural sector
is really an “employment reservoir’”. This casts some doubt on
the capability of that sector to absorb more labor and this is
a matter that needs to be taken into consideration where future
man power planning is concerned. Thus more attention should
o g.von to creation of employment opportunities outside the
agricultural sector.

The parameter estimate of the rate of technological! change
(1) is positive, indicating that there has been positive technolo-
gical change in the agricultural sector during the time interval
(1952-1978). However, the size of » (= .014) is indicative of a
relatively slow rate of technological change. It might be relevent
here to mention that a previous study of technological change
in Egypt’s agricultural sector using different types of production
function has produced almost identical results for (1)3.
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1 (1-a) 1
Since (- log ) = a is a constant and since ¢ = ——— (4)
1+B AB 148
can be written as
log%-——a—i-o'logw (3)

This will serve as the basic estimable function.

Equation (5) does not incorporate any term to allow for
any possibility of technological change that may occur. This
can be accounted for by redefining the (A) parameter (1 as
A = e)"t (6)
where A indicates the rate of Hicks-neutral technological change.
Substituting (6) in (1) and repeating the previous steps, the
following form is obtained :

Log__g =a + clogw-+ Ct + y (7

where' a, = - ¢ log [1-6] + B/ (1 + B) M is a constant,
o is the time series estimate of the elasticity of substitution
between labor and capital, and C = = A8 (1 + B). This last
expression gives an estimate of A = C/ (1-¢), the annual rate
of technological change. Finally, U is the error term under
the standard assumptions.

The functional form (7) is the one to be estimated for
the time period (1952-1978). Time series data for the follow-
ing variables (7) will be used :

Q = Real value of agriculture production measured in million
of Egyptian pounds, using constant (1954) prices;

L = labor in agriculture measured in million of man days;

W = Real daily wage rate measured in Egyptian piasters using
constant 1938 prices;

t = time period from 1952-1978.

— 8 —
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exogenous factors, such as migrant remittances, Suez Canal
revenue, and to some extent tourism and foreign capital inflow®.

In the event of any disruption of these stimulating factors,
-which is highly correlated with the political and economic
stability of the region, a negative impact on the Egyptian economy -
would be the ultimate result and unemployment problems could
be wide-spread. It is commonly thought that the agricultural
sector acts like an “employment reservoir”® capable of absorbing
unemployed workers as well as the natural increase in popula-
tion, meaning that the elasticity of substitution is quite high
in that sector. It is a matter of interest for manpower plan-
ners and policy makers to initially examine this belief. Thus,
the estimation of the elasticity of substitution between capital
and labor and also the rate of technological change in the
agricultural sector will help in understanding and examining
this notion.

III. The elasticity of substitution (¢) will be determinad
by estimating the well known CES production function form
which can be written as where Q, K, L represent output, capital

1
B B ]— 'ﬁ—’ (1)

Q = A [eK "+ (I—a)L~

and labor respectively, and A, a and B are parameters. The
function assumed to be homogenous of degree one and the elasti-

city of substitution can be written as ¢ = !

1+B
Deriving the marginal product of labor from (1) will produce

—_,1+B
%%=(1—a)A[aK B+('1—01)L B] ( B ) L (I+8) (2)
Assuming the competitive condition and manipulating equation

two gives

1+B '
1—a
v = D) ®
A
Rearranging terms and taking the logarithm of (3) will resul.
log —2 L ieg (L2 L 1
0, = — .
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tion of these results will be presented as well as concluding
remarks concerning policy implications.

I1. Egypt has been referred to in the economic literature for
some time as a conventional example of a traditional, stagnant,
labor -surplus, Malthusian economy where a dense population
lives on a narrow strip of arable land and where disguised
unemployment and underemployment is a wide scale phenomenon
This seems to be especially true in the agricultural sector where
almost 50 percent of the population reside and 25 percent of
the gross national product is produced.

The structure of the agricultural sector in Egypt changed
in 1952, the beginning date of this study, as a result of the
implementation of land reform. This reform put a ceiling on
the individual ownership of land followed by two cther laws
in 1961 and 1969 that reduced that ceiling to 50 feddans.
(feddan = 1.038 acres) Consequently, the operational size of
the farm declined from 23% of the land divided into small plots
(5 feddans or less) in 1950 to almost 65% in 19752,

Recently, however, a major change has occurred in the
Egyptian labor market, manifesting itself in large scale worker
migration to neighbouring oil countries. This migration started
slowly in 1970 and accelerated in 1974, after the boom in those
countries development programs (due to the 1973 increase in
oil revenue). As a result and “in stark contrast to the earlier
situation with abundancy and possibly local surplus, the labor
market of 1980 appears to be characterized by widespread labor
short ages’.

These developments led to the agricultural sector losing
one-tenth (1/10) of its labor force between (1970-1979), in spite
of a rapid rate of population growth (2.31%) during the same
period. In addition, this resulted in an increase in the agri-
cultural wage rate of 235% between (1970-1979). Consequently,
the degree of mechanization has increased substantially?.

The overall performance of the Egyptian economy during
late 1970’s and 1980’s was quite respectable. The average an-
nual growth rate of G.D.P. from 1970-1975 was 5.5% and rose
to 9.3% for the period 1976-1980. However, ‘there is a great
deal of uncertainty concerning the continuity of this trend due
to the fact of most of this growth has been stimulated hv
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CAPITAL-LABOR SUBSTITUTION
AND TECHNOLOGICAL CHANGE IN EGYPTIAN
AGRICULTURE : (1952-1978)

By
HASSAN Y. ALY*

t. Introduction :

There is an increasing interest among economists in the
notion of the elasticity of substitution between factors of produc-
tion, commonly denoted by (o) for different sectors in a develop-
ing economy’. This interest might be attributed to the policy
implications that can be deduced based on information concern-
ing the size of (¢) in each sector. One implication concerns
the extent to which labor or capital could be absorbed by a
particular sector in the event of an external disturbance possibly
stemming from changes in international markets. An example
~ of such a change could be the sudden return of migrant workers
to the country of origin or an autonomous inflow of foreign
capital.

Egypt as a developing country has exeperienced such
changes and is apt to experience more in the future. This
paper is intended to estimate the elasticity of substitution bet-
ween labor and capital in the agricultural sector in Egypt as
well as to investigate if technological change had occurred in
that sector during the time period (1952-1978). This will be
accomplished within the framework of CES production function.

In the following section a brief discussion of the Egyptian
economy’s characteristics and the agricultural sector in parti-
cular will be presented. The main purpose will be to explain
why the sire of (¢) would be of interest for policy. In section
IIT the theoretical framework of the CES, its implications and
the estimable function form will be discussed. Finally, in Sec-
tion IV the results of the estimation procedure and an interpreta-

* Assistant Lecturer, Alexandria University, Egypt and currently associated
with Southern Illinois University at Carbondale. The author wishes to
gratefully acknowledge helpful comments by R. Grabowski and M
Shieds. )
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