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Introduction

This paper is an exercise in the analysis of the saving -
investment account and the national financial accounts in U. Ac R
the objective of the study is the investigation of the pattern of

financing fixed capital formation. Two issues are discussed.

Part 1, investigates the ultimate sources of financing

fixed formation.

For this study, the appropiate technique is the Saving -

investment account.

Part 11,.investigates the mechanism of financing capital
formationg i,e. how savings are channelled to finance fixed

capital formation.

For this purpose, the national financial accounts are the

appropriate technique.
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Part 1,

The Sources of Finance

caee

The first issue which requires investigation is: What are the

sources of financing fixed capital formation in U, A. Ry ?

The answer is well known, Cépital is financed from two sources:

domestic savings and foreign lending.

The identity of savings and investments is inquestionable, But
there are two questions which have certain significance, from the point

of view of economic development @

l., What is the relative importance of domestic savings as a
source of finance?

2, What is the relative importance of institutional savings,

as compared with household savings?

The answer to these two questionsy is provided by the saving -
investment account. The system of national accounts used in U, A, R.
does not show this account explicitly, but records the savings and

investment of the defferent sectors in the capital accounts.

Table (1) gives a saving - investment account for 19584 which
is privately compiled, using revised estimates of savings and

investments,
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The Account shows that total investments in 1958 amountied to

LeBe 1355 millions; out of which £.E. 133.5 millions for fixed
capital formation and £.E. 2.0 millions for the increase in stocks,

These investments were financed as follows:

Domestic Savings £.,By 115.4 ms.

Foreign Lending L.E. 20,1 ms

These figures indicate that the U. A. R. economy depends mainly
on domestic savings for financing capital formation, About % 85 of
total investments‘are financed from tﬂis source, The saving - investment
ratio was about % 11, which was a reasonable one, if compared with

saving - income ratios of other developing countries.

The investigation of the composition of domestic savings reveals
are of the important characteristics of the saving pattern of the economy.
Household savings amounted to £.EBs 12,5 millions, and institutional
savings (including the Budget surplus) amounted to £.E. 102,9 millions.
That is to say, household savings amounted to about % 10.8 of total

domestic saving.

The same pattern is exhibited by saving - investment account in
1959/60, the basic year for the Five-years Development plan, This
Account is given in table (2), Total investments amounted to
to £,E, 203.9 millions out of which £.E, 11,1 millions for the increase
in inventories, and £.E, 192.8 millions for fixed capital formation.

These investments were financed as follows:



Domestic Savings L £.B. 181.0 . ms,

Foreign Loans - R : £.E8, 22.9 ms,

This pattern supports the proposition made above about the relative
importance of domestic savings'as a source of finance, The saving =

income ratios in 1959/60 Suggests that:

The rate of savings.was relatively high as compared with the rates

of other déveibping'countries; National income amounted to ‘about.€.E.
1378 millions, out of which £.,E, 181 millions was saved. -- Thusy the

rate of savings was aboub % 13,

This high rate of domestic savings was nét due fo fhe behaviour
of the household sector, Private disposable income. amounted to about
£.E, 1014 millions, out of which'&.E, 22.7 millions was saved,

This means that the propensity of the household sector to save ‘was

extremely low,'iThe saving-income ratio for this sector was about %2.2,

The relatively high rate of savings for the economy as a whole
was due to the behaviour of Business and Public Administration.
Total institutional savings realized in these two sectors amounted to

about £.E, 158 millions, i.e, about % 87 of total domestic savings.

The major part of these institutional savings was generated in the

business sector as follows:



Corporate savings £.Be 71 ms
Non-corporate business savings = £.E, 25  ms.
Pensions & insurance reserves £.E, 16 ms.
Total . ) o o £OE‘ 112  ms.

-

Corporate business has been able to reallse that amount of sav1ngs
by virtue of the 1ow goverm.ng the dlstrlbutlon of proflts a'b that
<12 It requlred the prlvate enterprlses establlshen before
‘1958 to dlstrlbute proflts at a maximum of % 120 of the proflts distrib-
uted in 1958, Those enterprises establlshed after 1958 were allowed to

distribute profits with a maximum of % 10 of paid up capital, The law
did not apply to Public enterprisésg whose profits were distributed to

public Administration by administration regulation.

Total corporate profits, amounting to about £.E, 148 millions,

was. appropriated as follows, (£.E. millions)

Distributed profits - 32
Hoﬁsehold | 7
Businegs- 11
Public Administration 34
Undistributed profits L . .96

Net corporate profits

|2

(1) The law was suspended in 1961,



This pattern of profit appropriatidn'sﬁggests that more than 745

of net profits was retained,

The behaviour of tﬁe non-corporate enterprises was somewhat
diffirent Net non—corporate proflts amounted to about £.E. 475 ms.,
out of Whlch £.E, 450 millions were transfered to the household sectorB
and the rest, amounting to about £.E. 25 mllllons wis used for self—
finaﬁéiry investments in the business sector; That is to say, only

5% of non—corporate business proflts wvas retained,

The reason between the behaviour of the corporate and non-corporate
enterprises is that the firs? is governed by certain regulations while
the other isrnet. Msreoner, Smsllvfarms'reprssent,a big part of non~-
corporate enterprises, and for these uﬁits9 little investments are
required, since the major'part of fixed capital formation is undertaken

by the government.

Saving by the Public Adminstration is net subjeét to any regulation

or a Systemmatic behaviour, It depends on the policy 6f the Government

concering,public renevue and public expenditions.

These findihgs lead to certain propositions about financiry capital
formation ih developing countries., It is usually proposed that the
defiancy of‘capital in these countries is one of the beottlenecks which
, impede accelerated growth. The alleged low rates of savings is the

Justification for claiming for aid-from highly developed countriesg
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The example of the U, A, R. suggests fhéii

to through foreign capital is needed, but its importance is exagroratec.

Moreover, it suggests that the proposifion of low rates ;f‘éaving'
in the developing countries refers to rates of savings bj the house-
hold sector business. It.does not apply to.corporaté séfings,
Household savings were only % 12 of total doméstic éa%ings. It is

possible'for the developing countries to raise its ability to save,

not only by faisiﬁg per éﬁpita income, but Also’by:introducing
institutional reforms‘in the business sector to transform non-corporate
business. This'reform shifts thé‘power of taking decisions concerning
savings from individuals to institutions, The reform may . not be
possible in many cases, where agricultﬁre is‘deminafry, since corporat-

ions are an unusual type of organisation in this sector.

In industry énd trade; it may'be possible»to replace corporations

for non=corporate enterprises.
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Financing the Nat10na1 Plan

The objective of the Natiomal Development Plan is to double
national income in ten years. This means that the planned rate of
gouvt is % 7.2 per annun. Therferget'of the.FirstAFince' Teurs Plan
1959/60 - 1964/65 is to revise incomeAby % 40 from'a level

of £.B, 1378 millions in 1959/60 to £.E. 1913 ‘millions in 1964/65.

Total investments required to.achieve this target to.aboutvﬁgEg
1697 millions, Thirds of these investments have to be financed from
domestio savings.- This means that the maximum amount of Iorelgn loans
iz about one—thlrd of total 1nvestments. It is also planned that by
the 1962/65, the economy starts to repay the forelgn debts obtalned to

finance the flrst Five~Years. rlan,
To attain these targets, the rate of savings has to rise to
% 20 per annum, to raise total savings from £,E. 203.9 millions in

1959/60 to £,E. 391.5 millions in 1964/65 .which will be used as follows:

‘Financiry capital formation LoBo 351.2 ms.

Repayment of foreign debts £.E, 40,4 ms.

The question which arises is: How savings are planned to reach

that level?

The answer to this question is provided by the national budget.
It shows that total savings available for financiry capital formation

are planned to be generated as follows:



Corporate savings 193.9

Pensions & Insurance Reserves 30.8

Budge® surplus 90.1

Household savings 76.8

Total savings ' 391,6
minus

Repayment of foreign loans 404 -

Net savings available

for financiry investments 351,2

Institutional savings are planned savings determined by the
decisions which are expected to be taken by the concerned institutions,

whether in the business sector, or the Public Administration. .

The estimate of household savings has a different nature. IT
is not an estimate of the savings planned by the household sector, It

is rather an estimate of the tar et which has to be attained by the
honsehold sector -~  maintain economic stability. Personal disposable
income is planned to be &.E, 1331.3 millions, Resoﬁrces available for
private consumptions, -valued at 1959/60 prices, is planned to be £.E.
1254,3 willions, Hence the household has to save £,Ee 77,0 millions

in order to mzintain price stability. This means that the household
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sector has to raise its $aving-income rgtio from % 2.£n 19$§/66> to
about % 6 in 1964/65¢'-Bﬁt thére is norguarantee that the household
sector will>be have in this way, since no -measures are taken to control
consumption:expénditufge Changes in the behaviour of the household is
very slow and gradﬁai; ‘fo be more realistic, one has to assumé'£hat the
household will m#intain‘the pattefn-of.the base year. If it does ébg'
household savings shouid-be estimated af'avlefel.of £0Eo‘2607 millions,
This,ﬁean§ that therevwiil an excess demand for-?onéuﬁptioﬁ éodds about
£.E, 50 millions._ In other words, the balance-of thé national budget

contains an.. inflationary gap of £.E. .50 millions,

Thoughkthe gap is a narrov one, the maintainance of stability
requires that it should be eliminated, Given the production and investment

targets of the Plan, one, or a.combination of the following measures can

be taken:
1, To increase imports, or reduce experts, of consumption gards by
£,E,.50 millions,  This produces a deficit in the balance of

payment amounting to £.E. 10 millions, instead of the planned .

surplus amounty to £,E, 40 millions,

2, -To‘reduceAprivate‘dispbsable-income by £.E. 60 millions to increase
the budget surplus or corporate savings or Pensions & Insurance

reserves,
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The second prdcedure'is the our preferred by the Authorities .
One of the objectives of the Socialisation Acts of July 1961 is tc

- shift the distributed profits of the nationalizedtenterprises from
‘the household sector when they are partly saved, to the Public sector
where they are completely saved. The rise of tax rates announced in

1962 is another measure to wind up the gap,

The experience of the first two years of implemtation 1960/61,
and 1961 - 62 gives confidence that the economy is able to develop at

the planned rate‘of %7 without creating inflatianary pressures.
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Part 11,

The Mechanism of Finance

The second issue which requires investigation is hcw available

financial resources are mobilised and channelled to finance fixed

capital formation,

The Financial Accounts
The appropriate techniques for this study is national rinancial

accounts, The experience of constructing Financial Accounts in U.A.R.
in a new our. An experimental account has been constructed for 1957,

but a more elaborate account has been constructed for 1958, For later

”
years, the accounts have not been constructed yet (1

~

sectors, v

to the borrowing

To fill this gap, Financial Accounts are constructed. The system
of the accounts is designed to emphasize the role of financial
institutions as intermediaries between lending and borrowing sectors.
For this purpose, the financial institutions are segregated from the
business o The financial sector is further divided into sub-sectors,

to allow for the financial operations of different financial
' 14

institutions to appear in the Account.

(1) Those accounts will be constructed as a part of a research on
"Credit Budgeting" undertaken at the Institute of National
Planning.



