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THE EGYPTIAN ECONOMY AND THE PUOR IN THE EIGHTIES

(MAIN FEATURES, AND THE IDENTIFICATION OF THE POOR)*

by Karima Koravem =

l-introduction

Tha present economic structure in the eighties, which we
shall focus upon in our description, is not the outcome of one
form of economic structure that developed over the vyears, with
its wups and downs. But it is the offspring of different
structural transformationé that moved the economy from one
extreme in the fif{ties —-private sector’'s domination- to another
extreme in the sixties —-public sector's domination~ then trying
to move it again to somewhere in between these two extremes,
where the public and private . sectors may share the economic

activities more or less equally. Thus, the first question that we

-

shall address in this study 1s: what are the main features o

this economy in the eighties?

*This paper is part of the study: Adjustment and Eguitable
Growth; the Case of Eqypt, .sponsored by the Organization Afor
Economic Cooperation and Development (DECD).

“"Professor of Economics, Facul ty of Commerce, El-fAzhar
University, Caira.
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The Egyptian éconamy has been undergoing several structural
changes since the revolution of 19532, which Dvérthrew the king.
It was a campletely market oriented economy, whereé government
role was just the traditional one of defence, security keeping,
etc. The - nationalization of the Suez Canal Company in 1956 was
the beginning of a new different period for Egypt, not only
politically, but economically as well. The Suez Canal
nationalization has been followed by the Egyptianization of banks
and some businesses that were owned by foreigners. This 1s how
the government role in the econbmic activity started in Egypt.
However, the major structural change in- the direction Df more
government participation in the economic life, took place after
tihe Nationalization Acts in 1961. Acgcording to those Acts, a
large public sector has bheen created where the government took
control of a large part of the economic activities in the
country, with the exception of agriculture where the private
sector continued to play the main role. Rent controls have been
imposed, pr;ce contrals and minimum wages introduced, a second
agricul tural laﬁd reform applied, tax system changed raising tax
rates on higher ;ncome levels to reach 904 on  the annual income

of LE 10,000 and more. In short, laws and regulations have been

introduced to transform the <society to socialism, according to

offical anncuncements:, where the govermnment has the uppger hard

2gume sorcial scientists disagrez with that on the basis that
thhe Egypitian economy has heen transformed to a ‘state’ economy
z2nd not to a "socialist’ one.



S
offical announcements®, where the gaovernment has the upper hand
in the economic activities in general, with the responsibility
"of providing more equal opportunities and less economic and
social ine&u;lities among the individuals. This structure of the
economy, which is characterized. mainly by the relatively large

role of the government vis-a-vis the private sector in the non-

agricul tural activities, continued until the mid seventies.

After the (QOctober War in 19273, changes started to occur, by
introducing the open door policy in the mid seventies. The main
crux of this poaicy may be pointed dut as encouraging the private
sector to play a larger role in the economic activities and open
the door widely faor the emigration of the Egyptian labour to work
abroad, mainly in the Arab Gulf countries. This policy is still
prevailing, with the consequence of having a kind of mixed
economic structure, with the public sector still dominating the
non—agricul tural activities, in terms of investment and output,
but with a growing role for the private sector encouraged by the
government. The present government policy encourages the private
sector by all possible means —-e.g-., by tax exemptions, tariff
reductions, etc.- to increase its relative share in the economic

activity.

Some social scientists disagree with that on the basis that
the Egyptian economy bas been transformed to a ‘state’ economy
and not to a "socialist” one.



This Qguick pace of economic transformations, all within a
period of less than fourty years, makes any adjustment process
not an easy task to do. This is because the present structure has
its social and economic inheritance from the different
transformation phases, which any policy package should consider;
and this implicates thg adjustment process because of the
caomplexity of the system il has to deal with. For example, the
praductivity in the public enterprises should be raised, but
without laying off the excess labour in those enterprises, since
strict labour legiélatiun that favour the employees, and almost
prohibits firing -except in "some limited cases— is one of the
economic inheritances from the socialist phase. Another example
is the general downward look, socially, an the manual wark, which
is one social inheritanmnce from the fifties —i.e2. in the market
oriented and c¢lass structure phaze- and which has not changed
during the socialist phase iIn the gsixties, inspite of 1ts
contradiction with it. ﬁcconéinqu, any.education policy directed
towards decreasing the number of univeérsity graduates, wﬁo are in
excess supply, and increasing the number of skilled workers, who
are in excess demand, will be opposed inspite of the seriou

progduccion and uwnemployment praoblems the Egvyptlian econoiny 15

facing

Poverty is one of the important features of the Egyptian
!

economy , which has serious implications, not only economically

=]

i

ana

many of the other features have, but also socially
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politically. But, inspite of the widespread of poverty in the
society, as will! be shown below, no serious attempt has been made
to identify who are the poor in Egypt. Thus, identifying the poor
in Egypt is the second guestion which we shall attempt to answer
in this study.

Accordingly, this study will consist of three parts. The
first part is the introduction. The second part discusses the
main features of the Egyptian economy in the eighties; and the

third part includes the identification of the poor.

2-Main Features of the Economy in the Eighties:

Looking at the present structure of the Egyptian economy,
one finds that agriculture plays a leading, though declining,
role in production and employment. As it is shown in Table 1,
from which alllthe indicators in this section will be taken
unless otherwise stated, in 1986/B7, agriculture produced 1&6.7%
of GDP and had 36;32 of the labour employed, as compared to a
relative share in GDP of 18.5% and in employment of I2.95% in
1981/B2. The second most important commodity sector in terms of

both production and employment is industry. It produced 14.8% of
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GDP and has 14.4% of employment®, Petroleum is another important
commodity sector for the Egyptian economy, especially as foreign
exchange earner. Its relative share in GDP is almost the same as
manufacturing, and exceeding it slightly in some years. However,
the sector’'s employment capacity is very small as compared
to manufacturing because of the nature of its production which
needs highly capital intensive techniques”. Thus, these commodity
sectors produte together 446.37% aof the Gross Domestic Product and
émplcy 20.74 of _the labour. On the other hand, the services
sectors —-transportation and communication, trade and fimance, and
services— produce together 47.07%Z of the GDP and have 43.5% of
emplayment in 1984/87. 1t thas been the trend in the Egyptian
economy for sometime that the relative share of the services
sectors 1in GDP is increasing. while the relative share of the
commadity sectors {excluding petraoleum) is decreasing. This=s is
particularly truse femr the twa mast  impartant commodity sectors,
agriculture and manufacture.
A emEorEant Sfeature ot
distribution of employment beitween public and private  s=clidss.,
public sector employed about one third of the labour in Egvypt. For

exanple, in 1982/83 and 1986787, 32.2% and 34.4% of the employed

bty
T

“In Table 1 B mining and petroleum are aggregeted with
industrvy regarding employment data, while wmining 1is combined
with indusiry in the data on production. However, the mining and
petroleum shares in employment are relatively very smsll; and in
production; the mining share +dis trifie.

"For example, in 15B3/84 the petroleum sector saplioyad 77,56
thousand workers as compared to 1417.6 thpousand worbers erplos,sd
in manufacturing; see Yorsyem ( 19%0, Table C-12Z2 in Appsndix C).



labour was in the public sector. This shows a significant rise in
public sector’'s employment as compared to ten years ago. In 1976, the
public sector’'s employment was 26 .97 of total employment
(CAPMAS,1976:Table 16,169-173). This increase in public sector’'s
employment cannot be taken as an indicator of a proportionate
increase in_ the production share of the public sectsor in GDP,
because of the very loose relation between production and employment
in the public sector. There has been a lot of discussion in recent
years about the low productivity of labour in this sector, and how
can it be improved. This large increase 1n the public sector’'s
employment is attributed mainly to the prevailing laws and
regulations that make the government responsible for providing a Jjob
to the graduates of the intermediate and university levels of
education . Whenever the economic conditions deteriorate and the
employment opportunities in the formal pr{véte sector, which pavs
generally higher wages, get tighter, the public sector becomes the
main supplier of jobs to the new comers in the labour market.

The largest share of the public sector’'s employment work in the
government vis—a-vis the public enterprises . The freedom given to
the public enterprises managers recently,helped in curbing the growth
in employment in those enterprises. About two thirds of the
employment in Eby;t are in the private sector. As can be seen from

Table 1, 65.6% of total employment in 1986/87 are working in the

“This process of guaranteeing a iocb ta the graduates has
been slowed down, though, in recent years by lengthening the job
waiting period of the graduates to four years and more.

“In 19B6/87, for example, 72% of the public sector's
emplovees worked in government virsus Z8%4L in public enterprises
{calculated trom Table B-2 in Appendix B).
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private sector, with more than half of them working in agricul ture.

The public sector’s investﬁent is about two thirds and. more of
total investment an the nmational level; it represents 66.%9% of
national investment in 1984/87 as campared to 33.1%4 for the private
sector. The fact that the public sector has one third of total
employment as caompared to two thirds in the private sector, while
having two thirds of national investment as compared to one third in
the private sector, is attributed to the nature of the economic
activitieg, ﬂhgt the public sector is engaged in, which requires
msinly capital-intensive technigues; e.g. petroluem, public

utilities, manufacture, etc.

The GUF growth rate has slowed down during the eighties,
reflecting the economic c¢risis Eqgypt is facing. The annual real
growth rate fell from 9.9% in 1982/8B3 to 4.2% in 19867875 1.e. it
fell to more than'half its level over a four year period. The imcome
paer capita has increased from LE 5353.0 in 1982/83 to LE 8351.4 in
1986/87. However, ifrwe take inflation into consideration, one finds
that the income per capita in real terms remains almost at the same
level in 1986/87 as it was in 1982/83. The income per capita in
constant 1%81/B2 prices is LE 518.2 in 1984/87 as compared to LE
S911.6 in 198Z/83.

Prices of many goods and services in Egypt are subject to price
contrals, and some of them are heavily subsidized. However, this

system 15 changing gradually in  response to the IME policy
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recommendations and according to the austerity program applied by the
Egyptian government along the IMF line. An example of the subsidized
commodities and services are the basic food commodities and
education; the latter is provided freé of charge. In spite of the
price controls, the consumer price index rose by 2574 1in 1984&/87,
according to the official data. The official consumer price—index
data underestimate the actual rate of inflation prewvailing in Egypt,
because it is based on an outdated basket of commodities —-taken from
the Households Budget Survey of 1964/65- which is also heavily

welighted in favour of commodities with controlled prices.

Looking at the balance of payments, one finds that the commodity
balance of trade has been suffering from a chronic deficit during the
last twenty vears, with the exception of 1949 and 1273, and with a
large jump in this deficit starting 1972 (Korayem, 1990: Table C-17
in Appendic C). However, until mid-seventies, the trade deficilt has
been compensated for by sufficient amounts of positive net factor
services income, leading to a surplus in the current account balance
in all the years, except in 1966 and 1947 This trend has been
reversed starting mid-seventies, tuwrning the surplus in  the current
account balance into a deficit in all the vears, except in 1279 and
1980, inspite of the workers’ FemLétanceE from abroad that started to
fiow into the country at about the mid--seventies (Korayem; 1990:
Table C-17 in Appendix C). The deficit in the current account reached
UsS % two billions in 1985/87 {see Table 1). This significant
deterioretion in the current account balance from the mid-seventies

arid until now 1is attributed to Ehre=s main factors: the jump in world
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prices, the lax of the Egvyptian government to control and manage the
foreign exchange earnings of the country, and the official
devaluation of the Egyptian pound. The last two factors seem to be
part of the open-door Dolicy_as conceived and applied by the Egyptian

government.

tooking at the gxports and imports structure, it is found that
Egypt's exports consist mainly of primary commodities, petrolsum and
agricul tural commodities (mainly cotton lint). These primary
commodities represented B7% and B3.4% of total export in 19BZ2/83 and
1985/86 respectively, and then fell sharp}yllo 67% of total edport in
198&6/87, because of the sharp decrease in petroleum prices on the
world market and the consequent restrigtion in i1ts production.
Regarding the structure of Egyptian imports, about one fourth of the

total are imported consumer goods, mainly food products.

Until March 1987, the foreign exchange transactions in Egypt were
divided into {hkee pools: the Central Bank pool, the commercial
banks’ pool and the free-market, which is also referred ro as the
black market; the first two pools are the aofficial exchange rate
markets. The Central Bank pool handles the export revenues of
petroleum, cotton, rice, and Suez Canal dues, and the import payments
of five essential foodstuffs (wheat, wheat flour, edible o0il, tea and
sugar), insecticides and fertilizers and most public sector capital
transactions. Up ko May 1987, the commercial banks pool recelved

revnues of workers remittances, tourisin, and exports not goinng

througb the Central Bank pool, and provided foresign exchange for



