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The Formulation of a Gross Financial Stocks
Interrelation Metrix of Egyptx

Introduction:

In any economy, one may diffgrentiaterbetween real
and finanqial flows.J‘The_fqrmgr_:epresent the produc-
tion of goods and_services whereas the latter represent
changes in the finangial assets existent in the economy,
In a monetized economy the two types.of_flows_are 80037 -
terre}ated that one.mayléesgribe them as two faces of the
same coin. lIn Egypt, a}thpugh the literature describing
the real flows ip the economy is_relatiyely extensive,

significant aspects of the financial flows have been left

unexplored. The existing literature on the subject co- 4

vers the assets and‘flpws_of_the_financigl sector, espe-
cially the banking system; but none of it, as far as we
know, has dealt with the financial assets‘apd_flowsjof
the real sectors. This mighﬁ_havg_been‘jastified in the
past on the basis that an important segment. of the eco-

nomy, the agriculture sector, was largely based on barter

This paper isypart of thé Ph.D. Thesis of the auther:
Karima A.M. Kerayem,+-Sectoral Financial Structure ignd ..
Finan¢ial Pladining in Bgypt,.Ph. D. Thesis, McMaster
Univ: gsoHapilton(Ontario)binnding: 1974,
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transactions. But this justification is no longer
applicable since most of the economy, including the

i

agricultural sector, is monéii&&;fﬁs:

The current lack of syﬁtema@ic knowledge about
the sectoral and aggregate finangial flows in the
Egyptian economy discourages the Qndertaking of some
important points of research. For example, it is
clear that there is imbalance between the financial
and the real flows in Egypt which results in the rise
in prices}. Any study analysing th:_'Lsx imbalénce" apdf
or suggesting ways to restore financial stabilityz to
‘the Egyptian economy :eéaires a set of dqta showing
the volume end the direction of the intersectoral fin-
ancial flows in the economy. The same kind of data
are reéuired if one wants to build an econometric model
which cquld be used as an aid to financial planning.
The current lack of data and systematic knowledge about
thé'aggregate financial assets and flows in Egypt forms

a gap in the pertinent literature in the country. The

1 See the cost of living index in Table 7 in the Appendix.

aBy financial stability is meant the equality between the
financial flows and the real flows in the economy at desir-—
ed prices, '
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first step to be taken to bridge this gap is to¢ o=
ganize the financial data of Egypt in one of %he

financial accounts! form.

One_may digtinguish two well knpwn forms of fina-
ncial accounts, the financial flow of funds matrixt
and the_lending/borrowing matrix. The financial flow
352 funds matrlx 1n01udes 1nformat10n about gross do-
mestic H&VLH”S non-financial capital acquisition awd
net 1end§ng or borrowing of the different sectors.
Each vertical_golqmn_in the matrix represents 3 Seg=-
tor and each ow represents an economic aCﬁiVibyEF
This presentatipn gives the Users an opportunity to
examine the total of any one transaction type as well
as its allocation to the varioua'aectorp. The lendu
ing/bgrrowing matrix is a less comprehepsive form of
financial account, It is a. framework for outlining
an economy's lending and borrow1ng structure, A sim-

plﬂ 1end1ng/borrow1ng matrlx 1s one whose rowc repre-

sent lending by financial institutions through finan-

—

The financial flow of funds matrix is called, also, the
financial flow of funds table,

15

2 See the financial flows matrix formulated for Cananda in
Financial Flow Accounts(any year), Dominion Bureau of
Canada Statistics.:




cial markets and whose columg represent the secto »s
Summing horizontally gives tﬁfﬁl lending of each fina-
hcial‘institution; summing veftically gives total
borrowing by each sector. One disadvantage of the sim-
ple lending/borrowing matrix is that it provides inip r-
mation on only one side of the balance sheet of each
group: the 1iability sidé.fo: the sectors, the asset
side for the financial institutions, This limitation
can be overcome by the extension of the matrix so that
all seéto:s, financial and real,_gppear once as a len-
der and once as a borrowér. Thus, the asset and the
liébiiity sides of the balgnge_shggts of the economic
units can be observed. However, one disadvantage of

both ﬁhe simple and the extended versions of the lend-

ing/borrowing mgtrix is that no breakdown into types of

financial claim@dis give For such information flow

of funds or secipral balgﬂce sheets are necessary.

Tn thls study, we shall try to formulate the equ -
valent of the extended version of the 1end1ng/borrow1ng
matrlx in,terms of stocks. The matrix will be called
the Gross Flnan01al Stocks Interrelatlon Matrix. It

should be mentioned that financial flow of funds: tables



have been formu'ied gfor Egypt for the years 1957,
1958, and 1959.# :n _Lhese tables, however, most of the
entiries: that represent financisl flows taking place
between nonfinancial ecenomic urits were empty}, This
Was due te the abs*nce ef the balanpe sheets for the
household and the yrlvatﬂ bu51n¢ S seﬂtorsa. Unfor-
Ttunately, we have not been able tp_qbtalp any of these
tables to find eut hew they were formulated. They
would have bggg useful as a benchmark for the data used
here, The Gross Financial Stocks Interrelation Hatrix
will be ﬁormulated for Egypt'gt several points of time
between 1952 and 1970, Ope cannet claim, however, that
all the components of the Matrix can be estimated corc—
ectly without the missing balance sheets of the house—
holds and the pfivate‘buﬁiasss sector, Heweyegt“wg
face two alternatives, either te build an imperfect
Financial Stocks Ipte;relgﬁionrlaﬁrix‘or tqrgEV¢ up ths
whole idea apd leave the arsa nf‘the_aggrggate sectoral
financial flow urnexplored. We have chosen the former
alternativs,

g B Azlz. The Prgh ~ms of Formuléting the Finsncial Flow

of Funds" Téﬁfzri?iif&u in arabic), Institute of National
Planning, memo. ne. 237, 1972, P. 8.

2 Thide P. 5e
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The study will be orgasnized as follows; introduction
will form the first part of the paper. The second part
will consist of an over—all view on the components of the
matrix The assets and liabilities of the financial sec-
tor and the financial assets and liabilitié‘g of the real
seciors will be discussed in the third and fourth parts

of the paper respectively. The Conclusion will form,

then, part five in the study.

An Overall View on the Components of the Matriv.

The gross Financial Stocks Interrelation Matrix
consists of the consolidated financial assets ‘and lia-
bilities of the financial and real sectors in the economy.
It 1s a sectoral classification of the sources and uses
of funds. These matrices have been constructed for Egypt
for the years 1952, o6, 60, 62, 64, 66, 68, and 70.
Duringuthjs Period, 1952-70, the economic, system in
Egypt has undergone considerable structural changes,
which have been considered in the assumptions underlyin_
the formulation of the Matrices before 1961 and comp-
aring them with the mabtrices formulated after 1961, one
can perhais discover the pattern changes in the financial

flows over ths period between 1552 and 1970,
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The Groés Financial Stocks Interrelation Matrig
of Egypt has been éonstructed ag a 7 by 7 matrix, ex;
cept in 1952(5 by 5 matrix) and in 1956(6 by 6 matrik)
because of the lagkﬂof data fer some institutinns,

Its cqlqmﬁsranq rgws_represenp-ﬁhevfinancial and the
realVsectops'gsngoq?ges_apd vegers of funds, respec=
tively. Ir other words, the columns of the matnrix
shew the assets of the different sectors whgrggsvﬁha ;
cows pepresent the Liabilities of the seme 8e0tors,
These sectors, comprise the followings the fimancihl
sector, divided into the cegtra} bank,lﬁhg_commepciél
bgnks,-the_spaciaiized_banksl and the nqn—bank525 the
private %eﬁto;?;'thg government‘segtor”gnd_the foreign
sectors T@‘fprmulaterthe Matrix, we estimated the
assetis and liabilities disﬁribgted within the finan-
cial sector, the assets and liabilities distributed be-
_ tween therfipancial'sectpr'and the real se¢tops(§he

b '

government, the. private and the foreign.secyors), and

-
.

s =

lThe'agricultural bank, .the industrial bank,:and the real
estafe bank, e = :

zThe'Pablic‘Social'Insurance Fund, tﬁe'Pum_ic Insurance and
Pension Fund, the Egyptian General Insurance Organization
and the Post Office fund.

5The private sector includes government enterprises.’
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the assets and liabilities distributed among the real
sectors themselves. The first two classes of finan-
cial stocks are derived from the balanceAsheets of the
financial institutions. The latter class, the finan-
cial stocks owned and used by the real sectors, shoqld
be depived from the balance shee®s of the government,
the priVate and the foreign sectors. We shall discuss
the constructlon of the Matrix in two'steps. First,
the estlmatlon of the assets and 11ab111tles distribu=-
ted Wlthln the flnanclal sector and between the finan-
cial sector and the real sectors- and second the esti—-
mation of the assats and 11ab111t1es dlstrlbuted among

the real sectors themselvess.

The Agsets_and Tisbilities of the Financial Sector

The first stgp_inrestimatigg the‘grossrfinancial

; stocks'of_the fipanqial seqtcp.in BEgypt is to formulate

the balance sheets of the central bank, the comlercial
banks, the specialized banks, and the‘nonmbanks on a
comparable basis. Five sources of data were used to ‘
prepare the balance sheets of ‘the financ;allinstitu—
tlons over the perlod 1952—1970. Minimal use was made

of the International Financial Statlstlcs(IFS) as our
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main source because its data are not detailed encug:

to carry out the analysis in the thesis. Furihermore,
the data fur flnan\lal 1nst1butlonﬁ other than baanks

are not 1nqlud¢d in IFS data. However, we have depend -
ed completelyrqg_the IFS in deriving‘the time series N
data for ths_ceptrg; bank_of‘Egypt(Table H in the Appenf
ddz), The commercial banks' series(iable Ll in the Appen-
dix) and most of the'series of thé specilalized banks
(Table 2 in the Appendix) were deriyed from some issues
publishgd by thg central banklpf Egypt. The rest of the
series of the specialized banks(Table_e'_in_therAppendix)
were derived from_the IFS. _Ssveral problems have emerg-
ed‘with respect to differepces in the classification of
items of the Ssame financial institgtion over differgnt
periods, as 1s clear from the notes and the "Notes of Re-
conciliationg" attached.to the abpve mentioned Tables.
The cpllection and the classification of the raw data for
the'nﬂnubanks has not heen an easy task. There are four
nonwbank institutions_in Egypt, Their data are available

in three dlfferent qnurbeS° bhe anniial Yearbook of the

.__,..—~—.. -

bookrof the Publlc_Soc;al Insqrapce Fund; and the annual

-Learbook of the Public Insurance and Pension Fund. The
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components of the balance sheets of these instituticns
are not gompgyablef__ﬁp_gffort was made to put these
balance sheets in compatible fgymﬁwith”tpe_balancei
“eheets of the banks. These data are presented in Tabls
5 in the Appendix, Tables 1-4, then, include the data,
in g completiely compatiible form and in as much detail
as possible, of all the financial institutions in Egypt.
The n?xt_sﬁep.is_tq_cqaﬁo%iéateuthe_balance BEESEH
- of the financial institutions into one pgppig. léeyeral
CrobtBs sloge o U e D EE gy orczan s shesRd ann
SHEREC el ot o s et e I T L S
appesr«on thehagpeta toaldepofftlier centinal banke s balenge
sheet‘are not pecessgrilyeéual_tplthg‘corpgsppnding_ ;
svenen Suties Ml iiitie S e ol R opiocci L ankes
balance sheet since both balance sheets are derived from
different sources, Another problem is the treatment of
etz whielpdenot ol YR Lo iR VDS e L nRUED Spniene
op: tlle goVernment pecviole s Tios ol NBInaANCEapDEoagnes.
wene coenelderedvopaclvesuki pEproblens  The LIt oD
RRachiids, to "ebpLyS Sorles SRiEaNcuo e sllipol ones nender. ..
to include the unclassified items and statistical errors

due to inconsistencies in the different balance sheets

e g e



in either financial or resal sectorsl. The seoond oip-

roach 1s to incorporate unclassified items and the

statlstlcal errors in a seperate item, which we will

s!'s  The sscond approach was chosen for
two reagons. First, it avoids any confusion which muy

be caused by mixing up the unspecified items and the

1]

statlsti

}._l
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¥

al errors with the well defined items of the

o

different sectors, Second; it corresponds to the tra-

=

]
dition in flow of funds tabulationﬁ93,

To.=2s8timate the consolidated asselis and liabili-
ties of the financial sector,-the following assump=—

tloms and definitions were mades

2
-

i )

-
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“Fur example, whenever specialized banks' "borrowing(credit)

from; the centiral bank" in Table 2 or 2! differs from central
's "oclaims on ‘specialized.banks" in Table: 4, we might

5t

+ A1
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A

=
ingt. th

12 central bank's claims to the specialized banks'
el

o
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The sources of adjustment would be central bank's

ims op private sector" . and central bank?s "claims on

roment™ before and "after 1961 respectively, since the cen-
barnk was privately owned before 1961,

OWings .
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ce S.B, Packer,; "Flow of Funds-Ahslysis~-Its Uses snd Iimi-
tation™y C.Fo.A, Reading in Financisl Anslysis the Institute
¢f Chantered Financiil Anslysis(Homewood, ILiinoiss Richard
D, Irwin Inc., 1966), PP, 152-163,
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L0 compare the effect of the approaches on our course of
study, the Gross Financial Stocks Interrelation Matrix has
been formulated using the first approach as well.: It has
heen found that the difference is’ in the amounts of the
sectoral financial flows, actual and forecasted, and not
in-the trends of thsse flows,
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— General Assumptions:

‘A_l. In all the pages(except one) whenever iten A",
fqr”example,_hgs two_different values in two different
bqlapge sheets, the largest value of A is_the one which
?ppgars_in‘the formg}aped maﬁpix and the_necessary ad -
justment_is made from the_ugclassified items in_thgt
balgnce shegt with t@e_lowe:_value_of Af_ This ad just--
mept procedurgl was qhosen‘qp the assumption that ;he
source with the highegt.figure is the one which records
all the relevent items that arise. Thus, the highest
figure is_assumed to bg the accupate one. It is also
chosen because it isiprefprablerto decrease the value of
‘the residaal rathar_than to'ipg:ease it.‘ The single ex—
ception to this treapment is currency kept inside the

2

banking system<. Currency kept inside the banks is al-

Ways based on the central bank's balance sheet whether

iF

2

An alternative adjustment is to use the lower value of "A"
in the matrix and adjust the higher value by adding the
difference of the two values to the residual item in the
relevant balance sheet.,

The currency kept inside banks  is the difference between
the items "reserve money" and "carrency outside banks"
which appear in the central bank's balance sheet (Table &4
in the Appendix).

v
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or net it 1s greater than the summetion of the items
"cash" and "balgnce_withrch.E," as they appear in the
Setotelbanks i balenGe idliseh, As & vemult of this
Grestment, ourrency issued by the central bank, which

is an important determinent of the money supply in the
PROSTHy fen be derived directly by summing the central
bankfs_}iabilities to_the private sector and to the
bagks‘ag they appear in the Gross Financial Stocks In—
terrelation Matrix,

2. After the neggssary”adjgstmgntlis mgde_from the un-
c;assiiied items!_the remainder is attributed to the
"residuals" sector,

>t The "residuals" sector contains balancing items bet—
Wgeprthe_sources and_uses'pf_fqus;, It consists of two
cpmpqngn?szrﬁhe itgms_whighmqqu;d nqt bg_al;ocated to
othe:_segﬁpr, €e8.y ﬁgthg: asseps"apqr”other 1iabiliti eg"

and -the -statistical errors-due-to . data inconsistencies in

l"Historically,”the Sources and ‘uses of funds are necessarily
equal ....The residual item, however'labelled;'is for past
years the balancing item—all the sources of funds in the
market which could not be Sspecifically identified but must

_______



