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. Preface .
The present study was originally meant as an_introduction to a
i report on tourism and the roTe it can play in assisting to solve the
~foreign exchange prob]em. The idea was to establish the principle of

'f*considering a given policy recommendatfon within: a genera? outlook . for

) - the ‘economi¢ condition and the 1ntegrated set of policies., 1t became -

.:;}apparent that such 1ntroductory remarks - soon grew into an essay on polic»

cles’ re1ated to the planning of the foretgn sector. T have therefore -

;lj,decided to produce it ‘separately, without c1a1ning that it would turn 1nto
. athaaough study of a subject that recefved the attention of eronomists for

I‘h?a long time, and st111 1s. N

B Some of the 1deas 1ncorporated here had been treated at Tenqth 1n
”ﬂ”fprevious Memos. of . the LN.P. I have therefore closen to follow the same
“path, and I feel happy that the present Memo., 1s produced shortly after.my.

: 3’return to Join the Institute S staff. It may be c1a1med that little 1s being
'added but I do not think that it is not customary 1n economic Titerature that |
an adviser may find it necessary to stfck to his. previous set of ideas.

| Twenty years ago, Harrod 1n his “Policy against Inf1ation" (p. vii) quoted

; Keynes remarking I seem to see the elder parrots sitting round and saying

;_"You can. rely .on us; Every day for 30 years, regardless of the weather, we - |
;‘have said 'what a lovely morningi' But this is a ‘bad bird. He says one thing .V

e'one day. and something else the next"‘ It s not my intention to.ave1d the g

e

‘e,



_;cousation of being a bad bird by turning into a parrot. B uould'rether join
| ‘f‘i_j'Harrod (ibid.. P 125) in saying "I have inveighed meny times since 1949 against
" the devoluation of sterling n that year.- So much so. that I have been charged

But a proposition may be stale. yet 5
jtrue. For. whatever may be sﬁld'in defenoe of the devaiuation. it cannot be

jregarded as a polioy against infiation- rather it was an act of poiioy fbr infia-? s
-tion.“_7: | | | | .

'”fin reviemsuith having a bee‘in‘my‘bonne

It is a cemmon knowiedge from textbooks that while devaluation may work

in : state of depression (what we shail oali case. of defioient demend) it is e
rather ineffeotive in e state of infiation (exoessiVe demand).
reievant to tourism in eo iar as it was one of the
;;foreign exohange premium.
| parallei market" .

The point is b
maJor areas of starting the 1'”]
iater extended to an ever growing so-oa!led

On the other hand. a presumebiy foreign-exohange earning
| -’sector is to be Judged within the fremework of the foreign sector.‘ Bu
"iiﬁ{fleads to another fundamental issue.

namely the export-oriented -vs. the

,Port-fafh,v
"fa_substituting approaches. The Iatter is considered as

“import-saving s a cleim o
o :ifuhich we regard as a myth. hence the title of the essay. _1;...' -

Thus, the arguments have a bearing on current issues' but they are not'iridfﬁ
'ﬁﬂimeant to be a square treatment handling data and actua]ities,_ At the same"

'nt to elaborate*in'a iess formai manner some of those issues and relevant’
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E fpoiicies.\ Neediess to say, the ideas berein expressed are purely personai,
| f and do not refiect any officiai view. It is hoped that they wouid provoke

“fienough discussion to provide the decision-maker with sufficient insight in |

:'fff?the impiications of aiternative policies.
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N THE_IMPORT-SAVING MYTH
A STUDY IN ECONOMIC POLICY ' ..

WITH'SPECIAL REFERENFE 10 THE FXTERNAL SECTOR
- BY. L
. M. EL IMAM, Ph., D.

.

I. Jntroductlon

I~

Most developlng countrfes suffer from perslstent d!fficultles in the

balance of payments which hampar thelr efForts to reallze neasonahle

"f“ rates of growth. The prob?em has boan receﬁtlv accentuated as a
: ‘result of world staq-lnflat!on. and due to adverse chanqes in terms
‘i:tof trada. It has become one of the most fundamental lssuas of current

'f~*dlseusslons on the New World (Socio-) Economic Order."

4

‘This paper does not c!aim to add to _the studlee related to the latter

toplc Our objective is much more modest. We want to examine in

3,some detail the arguments made in connect!on with the plannlng of the
.external sector. Some economists call for promotlon of exportlng n-

3i”dustries._ Others call for an rmportwreving strategy._ WheneVen forelgn_

3 'capltal s lnvsted Forelgn investors -seem to prefer particlpatfon in

'={lmport“substitutinq acrlvft:es. This ts a ‘common Feature of the .

ma;ority of proposals made to Egypt Fo?lowing the launching of the openi

"#quor po]icy. S is umll knawn, Eayptian plans durfng the past two
‘ decades have clafmed to be Import*savlng. The outcome seems to be
‘exadtl§ the opposite; This ralses the questlon as to where the . error

“lies: ls it in the principle Ftaelf or- ln Its appllcation.



Qulto ofton. nd even ln tmt at present. nlleln on pmted-'

o _".'den are slmltmmlv lmrt-uvtng and omrt-orlonud. 'l’hls

;'.-f":;_:f.f:'mlleltiv essumos. leng Imr prlorltv (" lﬂv’ to ntlvlllu

outut. Tha erlm'lon ls not naw. slna lt im bun alnadv nud lw

" --:Q;.‘:}‘_;fuhlch are mlthor. " no. we shouu hettcr uan ot m outset by'i‘ -
‘clasllfvlag ecmlc aetlvlﬂol ln » nhamtln llst to danmlu -

~"(V-ﬁ-‘,_f_”ﬁ:~hat we uould be talkm abnut.- S

:lt ln clur shat m bule c!asws hava to ho d"hr onthml ll th

.‘ - J. ﬂnbomen in hls Smlslnput-Output mmuhl nmlv th !ndnbllltv
B f’_’-.., Nm-tndlbh ..gtou. whleh Ine!ude mmt lnfra-umetuul and ur-

_ vicas actlvltles. md soms cmdtty sectors of a prlnltlvc uum

~ ora puulv local quallty. Constructlon and domastle inmwt

fl" umlln tMs clus

| *b) Tradable seetors. whose products possess » neognlublc mld nvht. ‘

| ol' ean under eortlln eondltlons g cnter tha cmn - lm luﬁ

of tlm eounuv. | e

G in th" 'at!ef sroup four sub-categortes ¢an h dl"cmtuud: e
l) Products which are currentlv e:port-orlnud. : o :

ll) Produets uhlch. aeeordlng to present mdltlons, an lnt thmﬂ

lmortatlm. o



lll) Goods and servlces which are so far satlsfled by means of domestlc
productlon that could stlll be expanded lf demand were sufflclently ‘
'stlmuleted.:-“-'. | | | : .

-lu).Goods and servlces whlch do not recelve slgnlflcant demand at’ :

”l‘: present, but may be entered dellberately in the llst of demend;-;:h

d’(For example. by reduclng the relatlve price of bottled gas. '
.'merket for gas ovens was cfeated. thus justlfylng the!r phoductlon).
o 1t ls clear that these categorles are not sharply mutuelly -‘fji
.excluslve. However, dlfferent products may be classlfled under any .
i-one of them accordlnq to the relatlve importance of thelr maJor

'flows.

'}idThus!a'trade—orlented~strategy (lmport-savlng:and/or export-promotlnol;’f~t
'ls‘means puttlng emphasls on categorles (b- l) and/or (b-ll) -lt-oay.be‘lfjdh
”:_true that at tlmes of acute foreign exchange shortage, lt would be loq-ifi
't ical to subdue the other categorles (b-lll) and (b-lv) n some cases; N
__thoweVer, trade and price pollcles may help to move greater volumes of
f?goods into. them, calllng for lncreased lmports to the extent that they -
;bquickly move to category (b-ll) ' On the other hand- {f the pollcles
»adqpted do injustice to class (a), they may be eventually frustrated
ﬁdue to imbalances created through the bottlenecks lnterferlng wlth the :
ufworklng of Input-output relatlonshlps.‘ Thls may lead to the creatlon of
- a state of affairs where the slackenlng of . non-tradable sectors llmlts '

:the effectlveness of the tradable ones. - As this sfituation becomes more



'_;:e"ectln demand‘ "-'-'De\re Ioplng countrles.

characterlzed by Hmltcd urket and

allow .'_';,proem of b.lanead-,cmm. o
| 51?:7‘" " 0'“' t"ﬂ 0 Pl'ﬂpel' se'ectlﬂﬂ Of Nllcles requlres a crltlul asse

ji_fof sources of imlam.‘ we shall dlfferentlate betwm m.m

on ‘pre ent mdltions bf the Egyptlan eeonomy.



.. The Case of Deflcient Demand'=-

7. This case has recfeved much ettentlon since the Great Depresslen of

:nthe thlrtles.' it arlses as a result of . the drop in (1nduced) effect-

‘nlve demand below the Ievel necessarv to ensure full emp!oyment of alIT7

fdexlstlng product!on capac?tles. This. state Is Self-perpetuatlnq lf

".the prevaillng demand condltfons are projected in the future. slnce @;%i

{lt frustrates new inVestments.? This restrlcts present demand and

‘idlmlnlshes the rete nf growth oF !nceme hence future demand. .i@ndd“

: Splte of the exfsteqce of unutllized capacitles, a forelgn balance

Cdeflelt may coinclde. Thfs mey be due to a decllne In the demand for"_

_'dexports wh!ch dlrectly affects the balance.: But the differences bet-;

ween the structures of domestic demand (Iowwas it Is) and domestic B

{_productlon may lead to lncreased lmports while there exlst fdle cape?

:cities in production..

‘ Such a state of affa?rs may arise.as a resu!t of a varfety of reasons-'

a) A chanqe in conditions QOVernlng one or more of types of domestic

Ny demand especially in condations that are not directly affected by

the curnent level of income.

'h) A contractlon of forelgn demand on the: country's exports.

c) Changes‘in relative prices between domestic and fore!gn markets.

This may be due to a general fall in world prices, or to a r[se in

' N domestic costs hence prrces relatiVe to worid praces.



d) Past erroneous anestment decisions ieading to production capeclties”'H‘

in excess of what ls warrented by actuai determinants of demand at

' the prices reflecting the current cost structure..".

.1e) Fall in induced demand Following one of the previous causes due to

| _the muitipiier eFFect.. This appiies in particular to household -fi

"'; conSumption which is mainly determined by incomea‘

;The loqicai solutlon out of suah a: situatiOn is to deiiberately manipulate :

\‘_ demand. In fact most policy recommendationSemphasize demand adjustments fj:_

' up and down as the most powerful tool For achievinq desired changes in

the IeVel of economic activity.. Four conditions‘have‘toipe fulfilied inw;“

order to ensure_effectiveness:

R

: a) The inltiai impulse should be the least possible. This;assumes.choice_{fl

| of areas with maximum multlpiier effects.-

'b).lt has also to he Financed out of resources which are not cut out of

other uses, so as to avoid neutraiizing effects. This is usually con- : _.
" sidered as a justification for "deflcit financlnq" poiicies.'
c)JFurther it shou!d be directed - towards products which are capabie of .
being produced by means oF exlsting under-utlll7ed capacitles. 0ther~
wise it may lead to diversion of products from other utillzations,.
leading mainly to prlce increases for such products, and looslng most :f
of its stimulatlng effects, o |
d)'For the initial and derived-waves of demand, leakages shouid be the_'
“least, At the aggregate level this means watching for the Foreign

_frade multiplier components. However, a more detailed analysls should
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aa?rsad out to make epprnpruata chotlces aF the sequence of ﬁema“§ which

ﬁa?fﬂifﬁ tu;af =mporﬁ ieakaq@

Three types may be distingun%ﬁad*

the most obvious ?rn# of ac?ion fs. through pubifﬁ current expendi ture,

L

& . . : . - : .
a? Creation of a c?@S&d*cs?fu it ag ti‘a“y; ooy of & class of production

activities undertakan BY tha publie admiﬁfstrat§0ﬁ Lo satisfy needs sime
uitaneﬁus?y created hy'if D@Fﬂﬁhu eﬁpﬂnditures and some types of scif-

vitles reluted to pub#?c works beicnq to this qupp?ymdemaﬂd group. The

Tneomes thuys created, aﬁﬂ the ensuing demand for dcmest?r dnputs, hence

further §nsomps wou?d g?vm the necess ary impetus. The ge#ect?on has o
shserve the abavwmmﬂn%ianad cend?t#ons° ?npa%z shouiﬁ'com& mainly sut of
thase sectors which svffer From under“util?mation of capacities: new jn-
COMES shou!d go to recemiﬁnts who dsrect them te domaseie prwﬁucta_raiher
than to imporgs: w&gie finance of expewdntures should not divers rRSOUrces
from other types of expendi ture,

Frovision of certaln tyﬁes of services at nuﬁiﬁai‘cost of free. Consumers
wouid he Jefs wﬁfh-the-equfvaient Qf valuss of such sekvicag, hence

hecame able to Increase thelrp demand for other products,  The affected
fncome clgssas shpuid.passess a low propensity to consume impurtad goods , -
in.order to aveid Iéakéges,_ However, this method 1s less fﬁeﬁéwi@” slnee
cemand For such services les outside public admlnistration, and it wnu@d be
d?%??tutb to curtail such actfvfties whenaver caﬁditfons eall for that,

s

Origingily, the most fmportant types of such sarvices (e G, educat §0ﬁ and



healih) should be treated on the basis of fundamen t | soelal
at?mns?'rather than %emporafy ecoﬁnmiﬁ events,

ﬁd@pt?én 6f & vigofcus subsidization poﬁ?cyn: Subsidies may go to cone
sumers ef thep in the form of direct transfers, tax exempilions, or suh-
sidies to certaln consumers’ goods. This would help o add o disposable

IR . I .
iz of price subsidies,

Income dfrected For other types of goods. In ¢the co
dzmand for subsidized goocds is 1ishle to fncraase hv an amount determlned
by ﬁrice elasticity. As a corractive measure,'they shou ¢ §u&€ o inereas
sed demand on domestic goods whose present or expected kﬂﬂ*Uﬁpcfdc Eﬁ o me
inishsng. Enfreased fmports shoutd be avon&ed unfess strong socfal
considerations call for subsidizing them, Subsidiaes should them be deter-
mined so as to keep thelr relative prices at a level which doss pot lead
to unwarranted increases In their cnnéumpt?on, On the other hand 1§ suhe~
sidies are meant to readjust cost structures, thay may be directed to cer~
tain producers to stimulate falling demand on their products, makina them

~

availzble to other producers at reasonahle prices,
~ . :

As menffaned before, the cholce of the most appropriate pollicy or combinat-
fon of poliecies from the above list, should be caupled with an ssgessment
of three conditions '

Sasurfﬁé Bourcés of finance which do not Eead.to contiraction of other rypes
of expenditure, If deficit is Incurred, It is ﬁnderé&&nd that future ex-

pansion of economic activity would help to increase goverament revenues,

thus helping it to cover Its deficit,



