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FOREWORD

Perhaps the most serious defect of post-World War II
planning in developing countries was the adoption under
the prodding of international agencijes, of the policy of
import substitution to the neglect of the export sector and
wider participation in international markets, Compounded
with inflexible exchange rates, domestic fiscal and monetary
mismanagement, and a misplaced faith in central planning,

this policy led te the stagnation of traditional irdustri

=
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and the private sector,

Professor Yousry Ismail's concern with the foreign
trade and payments sector of the Egyptian economy is therefore
4 welcome recognition of its importance in development, While
1t is only a short, the study provides a basis for inter-
relating domestic economic poliecies with international policies
to achieve rapid and stable growth of the Egyptian economy.

As a post-doctoral fellow at the University of Pittsburgh,
Professor Ismail's interests have led him to include studies
of multi-pational corporations and project analysis as well
it trade and payment problems., We are extremely pleased that
he chose to spend a period of his study in this country with
us to our mutual benefit, and hope this marks a beginning of

1 long-lasting interchange with Egyptian universities and the

Lfyuﬂfé?zggzﬁluta_»

qvmend L, Riéhman

Professor of Public and
International Affairs and
Professor of Fconomics

University of Cairo in particular.
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Preface:

Recent development of the study of business admi-
nistration is directed to the international fields such
as international finance, international marketing and multi-
national corporations. In this research we are dealing witn

one of these fields which is inmternational finance.

The reason of this recent development is the change
tawa%ds operating across the national boundaries. As the
main objective of operating in other environments is to
increase profits, the corporate finmancial manager has became
concerned with the international economic changes that affect
the international business, The deficit in the balance of
payments, the fluctuating foreign exchange rates, and the'

power of multinational corporations have become an important

problem facing companies which operate internationally.

This new field so called "International Business

Finance" provides a framework to understand the environmentis
whe re the international business operates. It provides
ditferent methodologies to resolve the problems facing the
corporate financial manager. The framework of this f.eld
covers both the macro and micro economic environment. The
macro cconomic environment studies the balance of payments
and government policies., The micro ceconomic environment
arlilyses how the corporate manage its exposures Lo Tore.gn

exchunge risk and faces its demand for foreign furds.



Introduction

The external financial position of.any country could be
studied through the analysis of the following variables:
- The international trade movement with
other countries that show its inflows

and outflows of goods and services.

- The ability of the country to meet its
foreign exchange obligations.

- The influence of foreign transactions
on income and development of the country.

The record that illustrates these transactions is the
balance of payments of the country. The balance of payments
shows all transactions between the residents of one country
and the residents of other countries. It includes several
accounts which record these transactions and indicate its
current exterpal financial position and whether it is a
surplus or a deficit country. '

Any country that has commercial relations with other
foreign countries, has to sustain a sound financial position
to facilitate further dealings and create a situation of
trust in its economy and currency which in turn depends
upon its exports, investment, income and other inflows of
foreign exchange, and the deficit in the balance of trade
....etc. A Country with increase in imports over exports
and a persistent deficit, may not be able to prevent its

financial position from declining. Such a country needs a
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short-run stabilization program and a long-term plan to

repair its situation. Egypt as one of the developing
countries faces a persistent deficit in the balance of payment
because of the continuous increase in imports over exports,

in addition to other problems concerning the GNP and the
structure of the economy as a whole that influence its
financial positions. This situation needs a rapid solution

o continue its economic development.

Accordingly the objective of this research is to analyse
the external financial position of Egypt showing the main
problems that face the economy, which have led to persistent
deficit in its balance of payments and suggesting the
different ways for repair and improvement.

This study is divided in two main parts. The first
part presents the theoretical background which includes
the following topics:

a. Definition of the balance of payments.
b. The transactions of the balance of payments.
c. How to analyze the financial position of
a country.
d. The reasons for a deficit.
e, How to correct the deficit.
The second part is the applied study for Egypt. This part
includes the following subjects:
a., The basic statistical data and information.
b, Analysis of the problems facing the external
financial position.

c. Results, projection and suggestions to
improve the financial position.



Part One: Theoretical Background
The International Financial Position and the Balance of Payments

I. Definition of the Balance of Paymehts:

"The balance of.payments is a system of accounts'designed
to show how a nation finances its international activities
and what role the country plays in the world economy."l It
shows the flows of economic transactions in monetary units
between the residents of the reporting country and the
residents of other foreiggaéountriés during a certain period
of time. "The main purpose of keeping this record is to
inform all concerned authorities of the international position
of the country to help in reaching decisions on monetary and
fiscal policy on the one hand and trade and payment questions
on the other."2 .Concerning monetary and fiscal policy, the
balanCe'of payments is é systematic statistical record showing
the flows of payments and receipts that measure the basic in-
flows and outflows which constitute the foreign exchange
budget of the country. The balance of payments also answer
the questions of trade and payments as it shows the monetary

authorities what the country requires to meet all due payments

in foreign currency. "The balance of payments of a country is

lStefan H. Robock; K. Simmonds; Jack Zewick,
International Business and Multinational Enterprise,
New York, Richard D, Irwin, 1977, p. 57.

2C.P. Kindleberger, International Economics, I1llinois,
Richard Irwin, Inc., 1973, p. 303.
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very similar to a statement of sources and uses of funds of

a firm."3 For a country, sources of funds represents an
inﬁrease‘in external purchasing power. This increase comes
from the increase in liabilities to foreigners (or a decrease
in assets) as a result of exporting and obtaining loans.

Us=s of funds of a country is a decrease in the country's

D

purchasing power that results from increasing assets

(dzoreasing liabilities) because of imports and repayment of

IT. The Transactions of the Balance of Payments:

"= balance of payments includes all economic transactions
thac¢ can be valued in terms of money. These transactions

between the residents of one country and the residents of

e

* country are tabulated in the following accounts which
ara ¢pt in standard double-entery bookkeeping system:

a. The current account.

b, The capital account.

¢. The official reserves,

A. -The capital account: It includes three types of

accounts that ave:

1. The balance of trade: This balance records the trade
in goods which composed of exports and imports. Exports are
source of funds. Imports are uses of funds. When exports
exceed imports, there is a surplus in the balance. On the
other hand when imports exceed exports there is a deficit in

the balance,

JRita M. Rodriguez and E. Edgene Carter} International
Finarcial Management, New Jersey, Prentice-Hall, 1976, p.9.




2. The balance of invisibles (services); It shows
all kinds of flows of services like travel expenses,
interest, dividends.....etc. Every country has payments
and receipts resulted from receiving or offering services.

3. The unrequetted transfers: (unilateral transfers):
This account shows the.flows of all kinds of unrequetted
money, gifts to or from other foreign countries, and money

inflows from emigrants or money outflows.from immigrants.4

4 : : X

The current account is the point of juncture between
the international payments statistics and national income
accounts. Gross national output (GNP) consists of:

GNP = C+ I+ G+ (X-M

where C = Private consumption
I = Investment
G = Governmental consumption
X = Exports
M = Imports

The current acccunt balance in the payment statistics is
closely related to the concept of net foreign investment
appearing in the national accounts, After we subtract the
value of output donated abroad by government from the
balance of goods and services, we get in the current account
balance a measure of the net increase in the country's claims
on foreigners, the net payments due to the country for goods
and services sold abroad. These net claims - net foreign
investment - appear in the national accounts as a component
of gross investment of the country.”

*See: C.P, Kindleberger, op.cit., pp. 306-309.



B. The Capital Account:
The capital account includes the following transactions:

1. Long-term capital movements,
2. Short-term capital movements.

1. Long-term capital: It shows the flows of capital
movements that have a maturity longer than one year. It
could be divided to private and governmental capital
transactions including loans, financial support and credits
Ly government agencies for ionger than one year.

2, GShort-term capital: Short term capital movement
induced by transactions raferred to as compensatory or
accommodatin : accounts Such movements may be caused by
credit suppliers, short-term loans....e’cc:.5

C. The Official Ru:erves:

The country's reserves look like the cash and near
cash assets of the fivwa, Thev provide the liquidity to pay
for imports of goods, services and investment. The reserves
arelbfficially treated 1.e., they are government owned
assets and all transacticns are done by the governmeht
(National or State Bank). They consist of all convertiblé'
holdings by the covernment that include:

Tha fu“eig; convertible currencies,
Gol
The monetary gold.

Speciél drawing rights_(SDRs) or paper gold.6

N =

a.

oy

SStefan H. Robock; K. Simmonds; Jack Zewick, International

Business and Multinational Enterprises, op.cit., p. 64,

683Rs are the assets created by the international Monetary
Fund and allocated among the member countries according to
Special rules., See:

IMF, Special Drawing Rights, No.l3, 1970,




III. How To Analyze The Financial Position of a Country:

As we mentioned before the double entry system is

the technique used in balance of paymer.ts béokkeeping.

This means that debits are equal to credits. The balance

of payments always balances. In order to analyze the

financial position of any country there must be some

measures derived from the balance of payment. "The question
which is asked usually is what are the changes in the Country's
account of international cash and near cash?"7 To answer

this question we have to separate the accounts in the balance
of payment into,two groups as follows:

1. Those whose changes are included in existing economic
Cransactions that ‘are called autonomous accounts (the accounts
above the line),

2. Those that change mainly or as result of necessary
financing that accompanies the first group that are called
the compensating or accommodating accounts,

The autonomous accountsldetermine whether the balance
of trades is in surplus or éeficit. The compensating - accounts
show how the balance of payment surplus or deficit is financed.
If autonomous payments exceeds autonomous receipts during a
specified period i.e., the balance of payment is in deficit,

On the other hand if the autonomous receipts exceed

7Rita M. Rodriquez and E. Eugene Carter, International
Financial Management, op,cit,, ek AU S5




autonomous payments, the balance is in surplus. A surplus
in autonomous accounts is accompanied by an increase in
foreign reserves (or decrease .in foreign liabilities) in
the compensating accounts. A deficit in autonomous
accounts is accompanied by a decrease in the country's
purchasing power, a decrease in foreign reserves or an
increase in foreign liabilities to foreigners. For the
purpose of the analysis we have to use some measures as we
said before., These measures are the results of the trade
account, the current account and the basic balance® that are
interrelated. In other words the analysis has to focus on
these transactions that determine the surplus or deficit
(autonamous transactions) which comprise the basic balance
that are:

l., The current account,.
2. The long-term capital account.

Finally the analysis of the financial position determines

if there is a serious problem, in which case the analysis of
recent changes and trends could be continued. These changes
include the different measures of the financial position,
the capability of the country to meet its obligations,

the country's profitability and the limitations on foreign

8We add the long-term capital balance to the current

account to obtain the basic account considering that LTC
is autonomous transaction,
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and domestic investors, the borr(;wing capacity of the
country, to what extend the country can depend upon aids
and unrequited transfers, the future economic development
of the country....etc. .

IV. The Reasons for Deficit: 1713
B

The main reason for deflclt 1n tha balance of payments

is the rapid 1ncrease in imports to a degree that they
exceed exports of goods and services and.regelpts of capital

inflows. Most of the developing countfies are facing this

problem because of the following:

l. The increase in demand compared with supply of

goods and services, :
\
. L

2. The inability to increase ﬁ;odubfion'because of
. the shortage of investment, . ;f
3 ;he’inability tovbrbduca.étliow‘césté to achieve
reasonablé profitability fréﬁ‘éxporting. The
high cost of production cau#e&’by:.
- The low productivity. : L_f &b chok
- The high prices of material 1mports.
- The absence of new technology.\ '
4. The decrease in foreign exchange:inflowa because
of the absence of long-term‘inQé;Ement aproad,
At the same time' such countries are facihgithe'problem of
continuous increase in population coupled.with'a low level

of income. The import substitution regeme does not work
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because of the increase in demand and consumption, and
increase in imports of capital goods which increase the
deficit.

V. HOw to Adjust the Deficit:

There is more than one mechanism to adjust the deficit
in the balance of payments, However, it is not helpful to
apply them in case of an existing persistent deficit. These
mechanisms are:

+ The changes in interest rates,
The changes in incomes.
Allowing exchange rates to change.

o The gold standard.
» The modified gold standard base.

P wn
°

1. Changes in intevest rates:

Capital always flows from the low interest rate country
to the higher interest rite assuming that other factors remain
the same. In case of deficit (where there is low interest
rate) meney tends to flow to the surplus country9 (where there
is higher interest rate). Money supply in the deficit country
will put upward prassure on interest pate, In the surplus
country money supply will increase downward pressure on
interest rate. This will encourdage capital flows to enter
the defieit country seeking for the higher interest rate
which helps in restoring the balance.

2. Income changes:

An income increase can hlep in improving the financial

Q
“Unless the government counteracts these flows,
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Situation if the government is sure that most of this increase
will be directed to saving and investment. But in most of

the developing countries most of the increase in personal
inéoﬁes are directed to consumption as personal incomes

are below a certain level. The impact will be an increase

in imports and deficit.

3. Allowing exchange rates to change:

The change of foreign exchange rates serves to restore
the_prices of exports and imports. When the rate of
exchange of a country rises the prices of its exports,
exports go up and imports go down. The elasticities of demand
ana supply for foreign exchange are important to determine the
range of variation. If the demand and supply elasticities
are high, the rate tends to move within narrow limits. TIf
the elasticjities are inelastic the range of variation may
be large. The increase of exports will increase the inflow
of foreign exchange.

4, The gold standard:

Under this rule the adjustment in the balance of payments
is made in gold. The domestic money supply is determined
by the amount of gold that the country possesses. The
exchange rate of each currency is fixed in terms of gold
into which each currency is convertible. In case of
deficit gold outflows will take place to finance the deficit,

Accordingly the following changes happen.



12

Contraction of domestic money— —yincrease
in interest rate——adecrease in
investment——_jdecrease in income________
decrease in prices———_jcapital inflows
take place to the higher interest rate——
imports will decrease because of the

decrease in income—— 3y exports will
increase because of the increase in foreign
exchange prices.l0

The opposite will happen to the surplus country. But
according to this rule the burden is carried by the national
economy of the country. The economy will expand and

ccntract in response to the changes in the external balance.

The main criticism points to this adjustment are:ll

a. "Monetary policy should not be used
to offset the gold flows.

b. The gcvernments are expected to sit
quietly while the economy goes through
a period of high unemployment to reduce
incomes in case of deficit, or a period
of high inflaticn in case of surplus.

c¢. The adjustment is left to automatic
forces instead of policy makers. The
discipline imposed by this rule is not
reasonable politically because of the
responsibility of the governments today
for full employment and development
wide price stability.”

5. The modified gold standard base:- (Bretton Woods' System)
According to this adjustment exchange rates are
determined on a modified gold standard base. In addition

to geld, this system includes foreign currencies and

lDRita M. Rodriquez and E. Eugene Carter, International
Financial Management, op.cit., p. 70.

llRita M. Rodriquez and E. Eugené Carter, International
Financial Management, op.cit., p. 70.
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resources issued by thé IMF'(SDRslz). According to this
system the foreign exchange'ratéffor each currency is
initially fixed in terms of its par véiue and the US dollar
or gold. The markef exchange rét§<is allowed under the IMF
rules to fluctuate only within a narrow margin around the
par value of the currency. ™When the exchangé rate of a
currency approaches the limits of fhe allowed band to

flootnate, the country is expected to intervene in the

foreign market by buying or selling the given currency."l3
When market forces indicate upward pressure on the value
0. the currency, the monetary authorities are expected to
offer more 7or sale vis-a=vis other foreign currencies and
the opposite in care of downward pressure. "Fixed rates
are maintained by monetary authorities using the official

reserves of-the country to face market fluctuations.14

2mme pesources of TMF are money received from member
countries (quotas). Countries can draw upon short-term balance
of payment deficit. A country quota must be depositad
25/gold + 75/ in the country's own currency. The member
country can draw up to the amount of gold subscription at any
time and is counted among its reserves. A country can draw
upon its credit tranch 200/ of the quota. Approval from the
IMF is needed before changing the par value of the currency.

See: IMF, The Funds Concepts of Convertability, No.14, 1971.

l3Rita M. Rodriquez and E. Eugene €arter, International
Financial Management, OPHCIit., D 120 .

YRita M. Rodriquez and E. Eugene Carter, International
Financial Management, op.cit., p. 72,




14

According to this rule a deficit country looses foreign
reserves, and a surplus country accumulates foreign reserves.
The criticisms of this system are:
a. The system is not effective in case of
persistent deficit,
b.” The system is not applicable for the
country which runs out of reserves and

the currency of the country is not

convertable,
Accordingly two alternatives were added to repair the
15
imbalances that are:

a., "In case of deficit a country can
choose either to deflate the domestic
economy or devaluate its currency.

b. In case of surplus a country could

either inflate the domestic economy or
up evaluate its money,"

iDRita M. Rodriquez, E. Eugene Carter, International
Financial Management, op.cit., p. 72.
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Summary of the First Part

The external financial position of any country could be
studied through the analysis of its international trade
movements, the ability of the country to meet its foreign
exchange obligations, and the influence of foreign tfans—
actions on income and development;

The record that illustrates these transactions is the
balance of payments of the country. The balance of payments
shows the flows of economic transactions between the
residents of one country and the residents of other countries
through three main accounts. These accounts are the trade
account, the capital account, and the official reserves.

To analyses the financial position we have to
separate the accounts c¢f the balance of payments in
autonomous accounts which determine whether the balance is
in surplus or deficit, and the accommodating accounts that
show how the surplus or deficit is financed. The current
account and the long-term capital account comprise thé basic
balance or the autonomous accounts. The analysis of the
balance of payments depends upon studying the recent changes
and the future trends including all factors causing changes
in the financial situation.

The main reason for deficit in the balance of payments
and the problems facing the financial situation of the

country are the increase of imports over exports and the
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shortage of capital and foreign exchange inflows.
There is more than one mechanism to repain the deficit

and improve the financial situation like:

a. The changes in interest rate.

b. The changes in income.

€. Allowing flexible exchange rates.,

d. The gold standard rule.

€. The modified gold standard,
Any one of these mechanisms or more could be adopted to
improve the financial position of the country. Some of
them (number d and e) could not be adopted when the
reserves run cut or as a result of parsistent deficit and

the currency of the country is not convertable as the case

of Egvpt.
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Part Two - The Applied Study on Egypt

I. Basic statistical data and information.

1. The economy of Eqgypt 'since 1961:

Starting in July 1961 the public sector has dominated
most of the economic activities in Egypt. These activities
are industry, foreign trade, banks, transport, wholesale
trade and tourism. The agricultural sector was the only
sector that continued to be dominated by the private sector.
There were some small scale induséries. Also owned by the
private sector but working under the control of the public
sector. The petroleum industry was and continues to be a
mixed ownership system between the government and foreign

companies.,

2. The economic development of Egypt:

Egypt started its development in 1957 by putting and
implementing the first five-year industrial program. Some
of the projects of this program which were under implementa-
tion in 1960 were included in the ten-year economic deveiop-
ment p;an that started in 1960. The main objective of this
plan was to double income in ten-years. This plan was
divided to two parts. The first part covered the first
five-years 1960-1965 and was constructed.in detail. The
implementation of the first five-year plan was accomplished
by new investment in heavy and light industry as well as the
agricultural and services sectors. Import substituticn was

one of the planned objectives in this plan. The second five-
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year plan 1966-1970 was determined as a framework only until
knowing the feed back of the first five=-years plan. Un-
fortunately the second five-year plan was substituted by
yearly plans for partial and sectoral development because
of the war circumstances that faced Egypt in 1967.
Accordingly investment was determiped in the annual budget
for development purposes. ThHe circumstances of the political
situation led to a continuation of the same policy for
economic development based on annual budgeting plans till
now.

As a result of its economic development, Egypt achieved
¢ mespectzble annual GNP growth rate that reached 6.7/ on .
the average during the period 1968-1971 which increased up
e} T A approximateiy during the period 1972-1975 (téble 1Y
Et the same time the rate of increase'of population
decreased from 2.54J during the period 1960~1970 to 2,24y
during the period 1973-1975. Concerning the first period, -
percapita income was stagnant where it reached L:é;-BS 6n the
average (equals to $191). But percapita income increased in
the sécond period 1972-1975 to L.E.106 on the average
(equals to $27C) because of the increase in GNP. Table No. 1
shows the changes in GNP and percapita income.

The increase in GNP of Egypt happened because of the
yearly investment that was accured. The percentage of

investment to GNP reached 147/ in the period 60®1971 then
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Table No. 1

Egypt: Rate of Growth of Income and Per Capi ta
during the Period 60-76
Year GNP Rate of Population Growth Per-Capita Per-
Millioq L. E. Growth Million Rate Income Capita
= L.E. Income $
60-61 1494 26.2 o 57, 151
65-66 2420 29.6 = 82 188
66-67 2490 3 3053 [T 82 188
67-68 2510 1 311 = 80 184 -
68-69 2660 6 318 )Y 84 1935 o
69-70 2927 10 3256 = 90 207
70-71 - 3086 5 3544 ] 92 211
7796 3275 6 34.2 o 9% 220 o §
72 3380 34.8 > 97 247 .
73 3626 7 35.6 = 102 260 3
74 3849 6 36.4 AR 106 270 H o
75 4118 7 SIS = > 110 281 e
76 4406 7 5830 - e 116 29 S &

Source: 1.
2'

Notes: =t

Egypt, Ministry of Planning, Annual Economic Development Reports, 1965-1975.

Egypt, Central Agency for Public Mobilization and Statistics, Statistical Yearbook, 1975.

Rate of exchange during the first period one L.E. =

Rate of exchange during the second period one L.E.

1976 estimated.

Average growth rate of GNP dwing 1968-1972 = 6 + 10 + § + 6 = 27 —

2.555.6$.

6.7/




20

decreased to 12/ on the average during the period 1972-1976,
"At the same time the rate of sévings fell between 97, and
14,3% during the'period 1960-1971 (10.4°/, on the average),
then decreased to 7% in tﬁe period 1972-197§ because of the
increase of consumption, prices of consumer goods, increase
in government expenditure. The difference between Investment
and savingé which reached 5.5/ on average during the 1972-
1976 indicates the difference between imports and exports

of goods and services (investment gap). Table No. 2 shows
this analysis,.

3. The balance of payments:

The balance of payment of Eg§pt shows a deficit during
the-beriod 1960 till now. This deficit is the main
constraint on the economic development of Egypt which led to
a decline in the financial situation because of the following
factors;
a. The continuous increase in imports over exports.
b. The underutilitization of the capacity of production.
¢. The limited ability of borrowing in hard Currency.
d. The shortage of foreign exchange inflows,
Table No. 3 shows summary of the balances of payments during
the period 1960-1975. Table No. 4 shows also the balances
in details during 1969-1975. It is elear from Table 3 and 4
that the deficit in the trade balance increased until it

reached its worst situation in 1975 (L.E. 929 million). In

addition the capital account shows very low flows except in 1975S.
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Table No. 2
Egypt: GNP-Consumption-Investment-Savings
during the Period 1960-1976 ( L.E. Million

Year GNP Consumption Investment Savings 4 — 1 3= 1 3 —
2 3 4 ) :
A e o
60-61 1494 917 167 167 il 11
65-66 2420 2097 446 324 13.4 18 4.6
66-67 2490 2155 386 362 14.5 15.5 il fo}es
67-68 2510 2325 342 209 8.3 136 513
68-69 2660 2452 318 253 955 ALIE ) 2.4
69-70 2927 2657 416 295 10.0 14.2 4.2
70-71 3086 2860 437 279 9.0 14.1 5.
71-72 5275 3091 420 248 TS 12.8 525
12 3380 3168 - 418 222 6.6 12.4 58
73 3626 3394 ' 446 251 6.9 1263 5.4
74 3849 - 481 269 7 12555 525
75 4118 - 514 288 7/ 255 5.5
76 4406 - 550 308 7 12.5 S1R15)

Source: 1.

2.

Notes: S

i

Egypt, Central Agency for Public Mobilization and Statistics, Statistical Yearbook,
1975.

Egypt, Ministry of Planning, Follow-up Economic Develcpment Plans, 1965-1975.

1976 estimated.




Table No. 3
A Summary of the Balance of Payment

during the Period 1960-1975
ST B MiA T on)

|
{

Years Exports Imports Trade Services Transfers |° Current Capital Over-

' Balance Net Net Account inflows all
! net Balance
1960 203.7 269.0) {55212 48] -7/ g 4.4 ({302 10.8 ( 19.4)
1961 164.9 (248.6) (g LIS 5.4 ¢ 56.0) 2t 5 ( 24.4)
1962 145.2 (308.5) {15500 30.8 12.8 : ¢339, 7) 78.8 ( 40.9)
1963 228.8 (405.8) (177.0) 50,2 ( 0.4) (126.4) 97.2 (§29.2
1954 227,56 (402.8) (175529 47 .5 5.4 (3:22,3) 13k “F 9.30
1955 246.8 (417.0) (170.2) 56.5 8.7 (105.0) 67.9 (33719
1956 259.5 (414.3) {154.8) FAS ) £ 75.3) 50.4 ( 24.9)
1967 258.7 (415.2) (156.5) 26.9 58.3 e 71 30 39:.6 (@ =u 7L
1968 288.7 (369.1) { 80.4) (27.4) 110.4 2.6 Sk 8.7
1969 319.7 (418.4) ( 98.7) (8526 128.8 i) (@577 1)) ( 40.5)
1970 -355.4 {5470H) (162.4) (38.3) 134.0 ( 66.7) 4.4 ( 162.3)
1971 369.7 (540.8) (1735 3) (40.0) 2813 (-89.8) 280 ( 66.6)
1972 D=, (559329 (205.5) el 128.2 ( 74.3) 61.8 (2850
1973 396.3 (622.3) (226.0) L7 253.7 (3054 . 35.9) (55)
1974 653.0 (1140.0) (487.0) (47.0) 405.0 (129.0) 69 ( 60.0)
1975 = 613.0 (1542.0) (929.0) (39.0) 420.0 ( 548 ) 16 (532.0)

i <

Source: IMF, International Financial Statisties, 1977.

x4




| Table No. 4
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Note:

\

Egypt: Balances of Payment in Detail
during 1969-1975 (L.E. Million)
I
Items 69 70 7l 72 73 74 75
1. Trade Balance|(98.7) (162.4) (171.1) [(205.5) {(226.0) (487)] (929)
Exports 3197 355.4 | 369.7 25207 396.3 653 613
Imports 418.4 LIlA8 540.8 559,2 B2253 1140 1542
2. Services (33.6) |( 38.3)|( 40.0) 350 27015 C4A7M ¢ 39)
Receipts 67.2 76.4 79.2 134.1 | 166.4 27 421
Payments 100.8 A a7 B el kgl | 3 s d 324 460
3. Unrequitted
PoanSfans 128.8 134.0 1l s 1:28, 2 246.3 405 420
Private B0 L7/ 4,8 S, 2 16 35
Governmental |125.2 AP n bl [l 25T 244.0 389 385
4. Current ‘
Balancs @3 SEa Nl 66R7) | (RBILEN I 7455 23 ’ (129)| (548)
5. Capital G7.0) = 2.8} 130 sz.9ufcio7ia) 74 30
fAccount
6. Long-term
Capital € 5538 allo} 3SR s itk 3253 2502 ( 61) 230
7. Short-term : 8 =
S [.(29'4) ( 4.8)] 28 19.2 |¢ 46.24} 135 }(zoo)
8. Others SUHE 2030 40 4,010 - 3.8) 20 ke 4.8 i
9. Errors Com-
mission ( 0.1) |C 4.8)|C 3.5)(C 1.5)|C 0.7) ( 5) ( 14)
10, Total 4+5+9 (40670 16 73:3) ¢ 75:3)1C. 21490 (¢ 5.5 ( 60) (532)
1l. Allocation ‘ Ly B, A
of SPRS 10.9 B 9.4
de. “Ovexall Blalbein pyeiic s6o24) [(U66 ) T2 Bl C s By o> (539
10 + 11
13. Monetary Movet »q ¢ 62.4 1 66.6 | no9.5 5.5 60| 532
ments
Commercial
Tk (het) 14.7 L3290 HC ASE3EE 655
Credit Facis | 165 96031 ol i~ 500 -l 3440 R 60 |l 532
lities net
Reserves &
Foreign 5. 3ieTi0p 0 34.6 \( 15.2) !
Exchange ! . :
International
Banks Gl i :
i
Source: IMF, International Financial Statistics, Feb., 1977, p. 469.

The rate, of exchange that is used is one L.E. = 2.55568.
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In 1975 the long term capital (net inflows) reached L.E.230
Million while the short-term capital (net outflows) reached
L.E.200 Million consisting mainly suppliers credits.

II. Analyzing the Main Problems:

During the period 1960-1975 Egypt entered two wars,
the first in 1967, the second in 1973, in addition, to
Yemen fighting in 1962. Also the policy of import substitu-
tion failed o generate new exports and decrease imports of
food stuffs and equipment. In addition there weré limited
inflows of foreign exchange. All these led to the deficit
in the balance of payments. It was planned in the five-years
economic plan 1560-65 that the production of the new projects
would be able to repair the deficit situation by inecreasing
exports and import substitution, But the increase of
population, the idle capacity the losses and
miiitary hardware expenses, and the increase in grains
imports increased the deficit. It was necessary to obtain the
hard currency needed to cover these expenses., Accordingly
this situation forced Egypt to borrow on a short-term basis
which led to a worse situation similar to that of a firm
that depends upon short-term credits to finance its invest-
ment. The main structural problems that faced Egypt were and
are.

1. The need to finance agricultural and industrial

development: As a result of the foreign currency shortage

there was insufficient supplies of raw materials and spare
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parts, in addition to the under utilization of capacity. -
In spite of the rise in industrial production from

L.E. 2498 Million in 1972 to 2700 in 19736

, an additional

inerease could have-been achieved b& using idle capadity.

Also there were some semi-established projects because of

the shortage of hard currency. Moreover, industries that

should be integrated for different kinds of supplies rarely

achieved such objective and there wés a continuation in

imports to overcome the bottlenecks. "All these created

some kind of inferior quality and overprices of some kinds

of domestie production that didn't find hard currency markets. "L/
The high quality kinds of industrial products were listed

in the bilateral commercial agreements with the Soviet Union

and Eastern Europe. But the agricultural sector continued

to make up the.bulk of.all Egypt's exports as shown in Table

No.5 where it reached between 59/, and 66.3/, of total exports

during the period 1970-1973. The main exportable product

was cotton whose exports reached between 437/ and 51/ of

total exports during 1970-1973. Meanwhile, the industrial

exports comprised between 29/, - 35/, of total exports during

the same period.

lBEgypt Central Agency for Public Mobilization, op.cit.,
Ps. 2065
I Mmerican Universities Field Staff Report, Egypt

Economic New ILook, John Waterbury, vol. xx No.2 North East
Africa Series, 1975.




2, Hard currency losses since 19605
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The 1967 war caused two main kinds of losses. The

first was the substantial loss of hard currency as a result

of closing the Suez Canal which amounted to approximately

L.E.4 billion during the closing period.

In addition

Egypt lost approximately L.E.2 billion that are the revenue

Table -5
Composition of Main Exports
During 1976-1973 (L.E. Million}

gItemr 1970 71 72 7z

;L, Agricultural exports: 212.4 227 P20 S 2692

12, Raw Cotton exports 7.9 175.0 |'162.0° | 191.9

§3. Others (rice-cnion-

; orange, veg. pototoes

| .0 e@tC) 64.5 52,7 49.3 77.3

4. Tuel 15.8 e 64,7
Semi-finished produets | 42,5 41.7 48.4 54.4

(6. Finished Products 60.3 70.8 | 75.6 75.8

T Total | 102.8 [ 112.5 | 124.0 | 130.2

8. Total exports T R e T
1=-28 647. ss.s%i 58.9‘/.f 60.6Y]
2 28 44.67 | S1.0/ 457 | 43y
7t g 3T 21 33 easy, 297,

Source:

Egypt Central Agency for Public
Foreign Trade Statisties, 1975.

of Sina oil fields.,

activity after 1967 inereased the losses

could be obtained.

Also the sharp drop

Mobilzation and Statisties,

in tourism

of hard currency that

"These losses were partially offset



by the lmmlluboididlmnqm.mngmon.nm it ' ’
Military expentes alse incressd th defiote dn 2367 amd

- 3. The external debts:

"The external debt was estimated betwean
LeEele7 billion and 2.2 in 1974 which is
- equal to a percentage betwaen 44}, - 57]
of the GNP of that year. In 1965 the -
debt stood at L.B.600 million, that is
about one third of GNP, but servicing
debt at that time amounted to only
LeEol5 million or 2,5) of the debt.
Today not only has the debt at ledst
tripled but the burden of servicing
is also falling due in even larger
installments. Theoretically 5571 of
- the debt incurred in the early and
mid-1960's was to have been paid :
off by 1974, In 1974 servicing ;
debt amounted to L.E,170 million or
nearly 267 of the total value of
Egyptian exports in the same year."19

-

"

As foreign exchange was diffioult to obtain until 1973,
Egypt faced a financial problem that could not be handled

: 18 merdcan Universities Figld Staff Report, Vol.XX
No.2, 1975, op.cit., PP. 3-11, St

19pne non-military debt to socialist countries is
generally put out L.E. one billion. Another billion or so
is owned to western sources including IMF and IDP, while
another L.E.200 million are tied up in long=-term daposits
made by Arab oil producing states in Egyptian banks in the
fall of 1974. The Military debt to the USSr may be on the -
order of L.E.2 billion. ' : e Ty

See: American Universities Fisld Staff Report, Vol.XX
N0-2 1975’ OE.cito, p. 2-.40 ' :
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easily. The only alternative was the agreements with the &
Soviet Union and Eastern European COﬁntries tying Egypt
exports to these markets and leaving the countfy dependeﬁt
on what is frequentiy regafded as inferior technolgy and
equipment. In addition it was difficult to have foreign
exchange capital inflows from the foreign private sector
since nationalization in 1961 anﬁ later led to the flight of
foreigp capital. '

4. Ihe pattern of exports and imports :

a. Prices of the main exports and imports: Cotton is a
r2in product affecting the exports of Egypt. From Table No.4
e see that the ex~oprts increased in the period from 1971
to 197% except 1972. This happened because of the increase
i cotton pnicess e example while cotton exports decreased
£rom 6070 Chousand metzic Kantars in 1972 /1373 to 4069 in
73/74, tﬁa valve of cotton exports increased from 161.5
million to 72/7% to 239.1 in 73/74 because of the price
increase from L.E.26.6 pér kantor to 58.8 in 1973/74, an

2 '
inereass of 1217. ¢

20SOurce of data: The Egyptian General Cotton Organization.



The imports started to incrtaa. alto from 1973 to 1975 as
follows:

The increase in imports was 11.37 4in 1973, ‘103. s/ in 1974
and 1751 in 1975 compared with 1972,

Jear
72

73
74
75

N,

N

Percent

L.E.559.2 million 100

" " §22,3 million . 111.3

" " o3340,0. W
" * 15420,0 " |

203,8
G

‘!ha reason for this

increase was the upward trend of intermational prices

particularly wheat prices,

Lo 215 in 1974,

The value of wheat imports
ircreased from L.E.49.4 million¥n 1972, to 176 in 1973 then

In addition there was an increase in the

intermediate commodities imports as shown in Table No.6,

Table No.6
The Composition of Main : 8
(L.E. Million)
Ttems 1976 e 73
Fuel 28,2 280 L 2 be 7o
Primary Commodities 45,8 . 79.3 | 66.6 | 80.6
Intermediate goods 128,6 150.0 169,5 | 131.8
Capital goods 79.9 81.7 | . 77.8 79.2
Consumer goods 59.5 60,4 55.8 62,5
Total 342,0 400.0 | 390.8.f 361.1

|-

Scurce:

Foreign Trade Statisties, 1975,

Egypt - Central Agency for Mobilization and Statistics

.
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In general the rate of ihcrease of imports exceeds -
the rate of increaseiof exports.Accordingly, the deficit
increase in the trade balance. The increase in export prices
was offset by an increase of prices and quantities imported.

b. The direction of exports and imports: The direction
of exports and imports were one of the reasons of the shortage
in the foreign exchange inflows. Approximately three quarters
of the sxports during 1970-1973 wers directed to bilateral
agreement countries as shown in the next Table No.7:

Table 7

Direction of Main Exports during 70-73
(L.E. Million)

e o n vt s

Ttems 70 St 72 =
1. Exports to Convertible
! Currency Countries 74.3 | 79.8 92.5 152
'?.'Exports to Bilatemal
Agreement Countries 256.7 1263.35 | 266,1 292.0
S0 a. To Russia and
Eastern Europe 191.5 |194.9 | 205.0 2312
4, b. Others 65.2 | 68.4 6l.1 60.8
Se Total :351.0 1343.1 | 35846 444 .1
3 = 4 587 57 57Y. 52%
3 =2 77.5/ 17/ 74 667,
S { X

Source: Egypt, Central Agency for Mobilization and Statistics,
Foreign Trade Statistics, 1975.

But more than half of the total exports were directed ToO
Russiz and Bastern Europe. As shown in Table No.S5 approximately

half of the exports between 1970-1973 is cotton which is the
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essential component of‘axpofﬁg. ‘Half of these éotton exports " . .|
were directed to Russia ‘and Eastern Europe under-bi;ateigl

agreement conditions as shoqn.in Table7. The composition of

imports shows that the main item was intermediate goods that

are necessary for running the factories (Table No.6)., Between

407 = 52/, of total import# came from Bilateral agreement :
countfias and more from 31¥% to 26). of total imports camé from Russia. '

and Eastern Europe as shown in Table No.8.

Table Nos 8B :
Direction of Main Imports During 1970-1973

(L.E. Million)

¢
Countries 1870 1971 1872 1973
l. Convertable currency _ -
Countries : 163,5 223.2 '1:216.7- 215.6
2, Bilateral agreement.
Countries 178.5 176.8 |174.1 145,5
3. : Total 342.0 400.4 | 390.8 361.1
4. Russia and Eastern
EurOpe 106,11 117.9 110,7 94,5
1+3 47.8% | 55.74| 55.4% | 59.7%
2+ 3 ‘ 52,24 | 44.3%| 44.67» 40.37,
4 23 3% 29.4%| 28.3% 267,

Source: Egypt, Central Agency for Mobilization and Statistics,
Foreign Trade Statistics, 1975.

H

It is clear from Table No.7 and 8 that imports from
Russia and Eastern Europe were less than Egyptian exports to
this block. At the same time there was complete dependence

and strong economic relations with them, The increase
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percentage between the exports,to Russia and Eastern Europe, i
and the imports from thisarea felt betwsen 41% to 60% as

shown in the next table (values of L.E. Million)ﬁ

(1) - (2)
Year Exports To Imports From *  Percent 2-1
1570 191,5 106.1 - 55/ ;
1971 194,9 117.9 60/
1972 205.0 : 110.7 547.
1973 231.0 9,5 41/,

This means that this block was drawing more than their exports .
o Egypt which put additional pressure on the government to
complete its increasing imports by importing from convertable
cuorency countriss. This increased the short-term borrowing
or suppliers credits which affected the financial situation.

S The Sprewling Public Sector:

In addition to the above problemslthere is the sprawling
extended puélic sector in Egypt with its powerful listed
interests supervised by a governmental staff. This.staff
spent important training and working times in the public.
service activities which have a different system of adminis-
tration than the suitable system that is necessary to manage
the production units. Accordingly the diseases of bureaucracy
were transferred te the vital projects that have to achieve
the real development. The increasing low level of wages
and salaries determined on a fixed basis to all the

activities of the public sector were not met with high



- =-productivity as it ia-;n obliﬂation-fhlf’tha govbrnmﬁntJhab‘-

to covar as a result of the full amployment policy., "In

addition, the social commitment led tha government to

maintain subsidies estimated at L.BE.625 million in.1975'=%

for some basic gooda;ﬂzl These cbligations transferred

substantial funds from direct, inveatmsnt’fo local consump-

tion that led to an increase of imports and deficit probl@ma.-f 1"‘

oo

III. Results, Projection and Suggestions to Yove tha = o - £, el

Financial Position ;:‘ oo SR, : il 6

l. The general objectives:

ther_1973's war @& new stage was started for the
Edgyptian aconomy. The main 1aaue§ were concentrating on the
need of a new development strategy that depends upon the -
following gactors: '

.

@&y, Expanding the private sactor,: -.. .
b. .Encouraging the foreign private investment.
¢. ITmproving the eclimate fop better relationships
with oil producing Apab countries, Western
Europe, USA and Japan.
The main objectives were to improve the external finencial
position of Egypt and repair the deficit by increasing inflows
of fore1gn currencies which have its impact on eeonomic
development. ' .
In 1973 President Sadat formulated the 1ong¥run objective
of the economic and soecial develnpment in the so called October

working paper. This papep speaks_of the opan.door economic

21American Universities Field Staff Report, op.cit., p.5.
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policy to attract hrab'and foreign investment to work within 3
a framework of a national plan. Tﬁe paper speéks of
improving the relation with Arab counfries to attract their
surplus resources, encouraging the inflows of resources and
technology. of foreign investors, developingindustrial exports
te {inance the increasing imports,'establishing new free zones
o hel. in development, encouraging tourism, and oil
axploration.

Our previous outlook concentrated upon the problems

facing the external financial position of Egypt which included

the aaticit in the halance of payments as a result of hard

cureency losses, the nesed to finance agricultural and
industrial development, the increase of the external debt,

t:he pactern of expcrté al imports and the sprawling pﬁblic
sector. The outlook of these problems in the light of the
yeneral objectives (thac are shown in the October paper) and
the theoretical background and projection led to some results
and suggestions to improve and adjust the finaneial positibn
of Egypt. The suggestions are divided in two main parts that
are: .

=~ the main suggestions for adjustment
- other helpful procedures

2., Main suggestions for adjustment:

The Egyptian economy can achieve a higher growth rate and

the deficit problem could be resolved gradually if the government
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succeeded in doing the following: e
8. ‘Attracting foreign capital inflows to
utilize it in the mo:t profitable activd.ties
to ba able to re back the installments
and the mterest_:_;a%. : ’-
be Inereasing domatic uvingp,.to be able to
Limit consumption and increase. investment.
c. Determining certain priorities of the =
| development projects to avoid ‘bottlenacks
and idle foreign capital. ‘ '
de Using the cheap domestic fac_t:qrs of
production (labor, raw mat,eriallj_ in
participation with the advanced.
technology aud management technologies
and raw material from Western Europe, Japan
| and the USH )

But the starting point is very_difficult,as Egypt has
to b're‘ak the vicious circle first to remove the rust ‘rb.ff the
wheel, then push it to move and Iéter it will turn
autonomoﬁsly. The first step depends upon the size of
resources needed, its sources, the priorities of the new
suggested projects to nelp in improving the finaneial posit;ion.

The projection of the future deficit in the balancé
payments can help :Ln det:eiming primarly the sizé ‘of needed
resources. This projectionrshowa_ us *;:hat‘ the imports of all
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kinds (consumer goods,‘capifél and intermediate goods, -
primary goods) will increase if it is determined to implgment
an economic development plan because of the high increase ‘
of imparts mainly of capital goods and equipments. At the
same time according to the yearly investment budgets exports
could be increased as the same rate by increasing the volume
of exports or the increase in international prices. The next
table No.9 shows the results of the projection.22

Table No. 9
The Projection of Future Deficit in the Current Account
(L.E. Million)

Year | Exports Imperts | Deficit Unrequitted Deficit
I i g . Transfers

1976 | 713 eE {942 420 522
1977 | 791 1914 | 1123 it 20 1) 703
l1978 | 870 2172 1302 420 - 882
l1979 | 948 | 2431 1483 420 1063
1980 | 1027 2689 1662 420 1242
1981 | 1105 | 2947 1842 420 1422

]

From the above Table No.9 the deficit in the trade balance will
be increased gradually from L.E.942 million in 1976 to 1842 in

1981. The adjustment of the deficit depends upon. the

22The trend equations of exports y=241.2 + 78.6x where %
refers to exports and x refers to time. The trend equation of
imports 1s y=106 + 258.3x where y refers to imports and x to
time, using the five years data 1971-1975 in Table No.4.
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unrequited transfers, in addition to iong#tarm'capital flows.
The unrequited transfefs increased from L.E.405 million in
1974 to 420 in ;955. Assuming the following canaideratiohsi
a. The unrequitgd transfers remain the same.
b. The yearly investment that reached L.E.500 million

in 1976 (Table 2) will remain the same to sustain the normal

rate of growth, .

‘¢, The incremental capital oﬁtput ratio in Bgypt is
two.zs, & '
Accordingly to repair a deficit of L.E. cne billion

additional needcd investment will reach L.E.2 billion which

can be divided at L,E,500 million yearly during the next four years.24
This means that for the next four years a total investment of

L.E. one bil;i.ion-is neadad (500+50;)7:3 repair t:hé deficit
situation and sustain the normal growth. After these four

years investment cun be adjusted to the normal amount to be

able to repair new deficits and sustain higher rate of

growth.,

23This ration is calculated from the data in Table No. 2
during the period 1965¢1976 according to the formula:
investment*increase in GNP,

24Assuming that most of the inputs will be imported.
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|
investment must be directed. to profitable exporting projects
that depend upon advanced techniques and low cost of factors
of production whether agro-based or light industries. The
devgiopment of the agricultural sector will help to a great
extend in solving the problem. '

3. Other helpful procedures:

The adjustment depends upon applying the mechanism of
cnanging the foreign exchange prices and changing the
interest rate in addition to other techriiques. The
machanism of changing of incbmes, the gold standard and the modi-
Lied gold standard_ were excluded as the resources of gold
and forzign exchange are not available and the increase of
incomss is not a.ceptable.

a. The.foreién exchange price changes: one of‘the
main obstacles that was facing the private sector and putting
liﬁitations on exports,was the foreign exchange prices. Now
there ar:z two exchange rates for the Egyptian pound, the
formal rate (L.E. one equals $2.56) and the parallel or
encouraging rates (L.E. one =$1.55) in addition to the free'
(blacg market) rdte (L.E. one = $1.33). The SUggestioné-by
the IﬁF to apply the parallel rate were mainly to eccourage
the exports. But this decision will not be effective in
repairing the deficit unless there are some changes and
flexibility in determininé other prices of commodities and

profitability. The system in Egypt is working according to
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~fixed prices and one rule for salaries and wages. If the
foreign exchange rate is overvaluated against the L.E.,

the local prices have to go up in the same direction as

part of the raw materials afe'imported. Also the wages have
to move up to face the increase. in prices. These procedures
are not easily undertaken at once as it will affect the

prices and income distribution which wofk under fixed price
policy. Accordingly if the prices of foreign exchange goes up
and also for domestic prices still without any increase in
wages, the government will be directed towards a new policy of
subsidising essential goods. So the parallel rate of exchange
was adopted within a very limited use. Accordingly any .
increase in the foreign exchange prices or any generalization
for the parallel rate or floating the Egyptian pound will

lead to a compiicated ﬁroblem if there is no arrangement to

increase the production and GNP through developing the

econom.y.25 So the parallel rate for the private sector mainly

2sThe new system of the parallel market started in
September 1973 where the official rate is governing most of
the governmental transactions. The parallel rate is L.E. Cne
$§1.55 mainly for the private sector. The main purpose is to
increase the foreign currency inflows and encouraging exports
and make these flows available to increase production. The
issued law determined the sources and uses of this parallel
market.

o a—
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ié a suitable pélicy for the next five years. "The new joint
ventures and foreign investment policy will occur its
effect graduaily.on wages and incomes during the next years
that will allow any changes in the rate of exchange of the

Egyptian pound.

b. The interest rate changes:

The low interest rate in égypt will not encourage the
capital intensive techniques to enter. As capital inflows
are needed for economic development, adjustment in the
interest mate must happen from time to time whatever for
domestic savings or for iard currency deposits to be able
©0 increase the domestic investment and foreign capital
inflows. The invastment policy adopted by the banks must
be directed towards the profitable projects to achieve a
high rate of return to allow peying the;high interest rate.

¢. Changing the commodity prices:

. For some products the local pricesrare less than the
international prices, accordingly adjustments have to be
applied to reflect the world prices.

d. Changing the direction of exports:

The main purpose of exporting goods is to achieve
profits and have inflows of hard currency to be used in
financing hard currency obligations. Shifting the Egyptian
exports from bilateral commercial agreement markets to

convertible currency markets will increase the inflows of



41

foreign exchange in addition to the flexibility to deal with:
the best markets,
e, Evaluating the policy of subsidiesﬁ

- As we said the subsidies in 1975 were estimated at
L.E.625 million where 75] of it goes to food stuffs. The
main objective of subsidising people is to help the unable
person to have the commodity:-at lower prices because of
his low.-wage or pension. To determine which class will
Dbenefit from subsidies, it is necessary to divide citizens- -
to people above the line (able) and people below the line
(unable). After that it is easy to determine the way to
offer this subsidise whatever it will be an increase in the
wages and pensions below certain limits or continuing the same
system to the unable class by selling the commodities at
lower prices. Taking into consideration that subsidising
abie citizens increase the consumption expenditures and the
vis=a=-vis saved part maybe directed to imports that increase
tﬁe defieit problem.

f. BEvaluating the profitability of the public sector

unitQ: |

- As a result Qf the fixed prices policy, some production
units of the public sector suffering from the problems of
low level of profitability and losses in addition to _
liquidity problems.'-nlsd the overstaff and low productivity

participated in this problem. The public ownership must
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:Tnot be one of the reasons that lead to low profitability

- compared with the private ownership. In all countries of the

~world prices increases as the cost of production increasés.
But the obstacle in.Egypt is the fixed prices rule, the
large size of employment in the public sector, and the
inability to adjust salaries and wages vis=-a=-vis the increase
in prices. The solution may be' directed towards decreasing
the responsibility of the government for there huge members of

.—employees. This need and evaluation of the profitability of
the public secor production units, keeping the profitable
units and reprivate the units that achieve persistant losses,
at ;he same time the government have to be sure that the
taxes system is effective and will increase its resources.
In that case the burden may be loaded on the domestic
consumer as 4 fesult of increasing the prices and also -
firing some workers. But fhe insurance system can cover to
some extend the fired workers also a chance of work in the
new projects could be arranged in addition to the high demand
from Arab countries on the Egyptian workers that could be
arranged between governments. This solution will decrease
the losses of the public sector, increase the resources of
the government and decrease its responsibility, lightned
the pressure on the public expenditures and help in incx_'easing
investment by the government and by the new owners. ‘Taking

into consideration that the government can participate in
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the capital of any unit to assure that the changes will not

have strong effect on the domestic consumer.

Summary Of The Applied Study

Egypt is facing the problem of declining its external
financial situation since 1960; The balance of payments
shows a persistent deficit because of the following reasons:

a. The need to finance the industrial and agricultural
development meanwhile there are not enough foreign exchange
flows because of the shortage of exports. As imports
increased gradually since 1960 till now the deficit in the
balance of payments increased also.

b. The hard currency losses are a result of military
expenses, the Suez Canal losses since it was closed in 1967
till 1974, and the.losses of Sina 0il Fields.

c. The incr_easing size bf external debt.

d. Egypt is considered one product exporting, country
that is cotton. A large percent of cotton exports and high
quality kinds of production were directed to bilateral
commercial agreement countries which decreased the funds
of foreign exchange. i

e. Depending upon short-term credits to finance the
investment and other obligations for economic development.

f. The sprawling public sector that is suffering of
the overstaff problem, bureaucracy in decision making

system, low productivity and low quality over priced



products in some'éases, depending upon subsidies for
-sama kinds of ﬁroduction,“fixed Prices for production and
one rule for wages. These decreased the exports to
foreign currency markets and put limitations on the size
of investment.
g. The food stuffs subsidies that led to increase
in imports and consumption on the account of new investment.
A stabilization program was necaessary to repair the
cdeficit in the balance of ﬁayment and save the financial
pajition of Egypt. Our theoretical study shows the
techniquas that could be followed to adjust the deficit. In
the Lighé of the general objectives for improving future
7ual positions and economic developments of Egypt,
Oetober Working Paper'clarified the importance of the
economic open door policy to attract Arab an foreign invest-
ent o work within a imamework of a national plan. The
pr jectibn of future deficit, assuming that all factors
remaining the same and the servicés account.will'be'balanced,
'shows that Egypt needs in the next four years ﬁHE'ﬁwo_billion
25 a minimum to overcome the deficit and continue developing
the economy at the same growth rate.
These resources have to be arranged by inereasing the
inflows of foreign exchange from oil producing countries,

USE and Western Europe whatever these transfers are unrequitted

or long term lcans, Other suggestions are summarized as follows:
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d. Continuing the policy of:the parallel rate of
foreign exchange to increase exports, but without generaliza-
tion on all goverhmental transactions and without additional
increase in this parallel rate ggainst the L.E. '

b. Increasing the interest rate on deposits of foreign
.currency to attract new inflows and on domestic savings to
encourage domestic investments.

C. Changing the commodity local prices to reflect
The world prices.

d. Changing the direction of exports to increase the
inflows of foreign convertable currencies.

e. Evaluating the subsidizing poliecy to achieve the
real purpose and objective of such grants.

f. Evaluating the profitability of the public sector units
for the purpose of reprivate some of there units to deéréase

the government losses.
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