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Allocation of Resources with Unlimited Supplies of Labour

"An application in the Case of Egypt!

Ihis paper is an attempt to examine critically theories of
development based on unlimiteu supplies of labhour. Yheories as those
providec by A.Levwis,R.Nurkse,Ranis & Fei,and others. These models of
growth can be examined on two levels:First,on the theoretical level,
and:secondly on the practical level. It is not our aim to examine the
logical consistency of these modelsysince on the abstract level,thess
models do not lack any consistency in their theoritical frame. It is
our aim rather to examine their practical applicability,particulary in

the context of the Egyptian economy.

Ihese models assume the existence of two sectors in the eco=
nouy oi Underdeveloped Countries. First,there is a large backward
agricultural sector where there is surplus labour. Second,a small non~
agricultural capitalist sector. This sector is faced with a perfectly
elastic supply of labour from the agricultural sector as a result of
the existence of surplus labour therein. The process oi economic deve-
lopment is seen as an expaunsion of the non-agricultural sector absorbing
the surplus labour from agriculture, The financing of this process of
development comes mainly fxrom the "saving potential" embodied in surplus
labour. As labour is transfered from agriculture to non-agricultural
activities,it is assumed that a certain amount of food will be released
from agriculture and made available to the non—agriculture sector. l'his
amount of food represent the previous consﬁmption of the transfered
labour on the farme As labour is transfered from agriculture,productivity

will increase in agriculture. This process will continue until surplus

1) See A.Lewis "Economic Development with Unlimited Supplies of” labour™
Reprinted in Agrawala and Singh,Economics of Underdevelopment ,Oxford
University Press,1958. R.Nurkse. "Problems of Capital Formation in
Underdevelopea Countries" Oxford,Basil Blackwell,1958. G.Ranis S.T.
Fei,"Development of the Lgbour Surplus Economies" Economic growth
centre,Yale University Press,1964,
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labour is depleted from agriculture. Thus it is the expansion of the non-
agricultural sector which is the dynamic element in the process. However,
it should be noted,that as the non-agricultural sector expands snotner
source of investment is created which is the revained profits of this sec-—

tor which speed its process of expansion.

'he criticism against these theories can be directed from different
points of view., Ihe idea of the existence of surplus labour can be chan-—
llenged,or one can direct his criticism against the possibility of the uti-
lization of surplus labour and the saving potential implied in it. Again
one can direct his criticism against the possibility of the non-agricultu-

ral sector to ahsorb the surplus labour,

Our criticism concerning the practical applicability of these models
will be focussed on two main points. First: the difficulties involved in
utilising the surplus labour through the means of the saving potential.
Secondly: it concerns the possibility of absorbing surplus labour outside
agriculture for some time to come, If surplus labour cannot be absorbed
outside agriculture for sometime to come then there must be a way of uti-
lising it., At the end of this paper ye provide an alternative method of

utilizing this surplus labour.

However, as far as surplus labour is concerned, we are not in a
great difference with the above theories concerning the existence of such
phenomenon in agriculture. Yet our study of this phenomenon in Egyptian
agriculturs showed certain results concerning surplus labour which needs

to be mentioned.in brief here.

I. Facts About Surplus Labour In Egyptian Agriculture:

An investigation has been carried out by the writer concerning the

1 P

nature and type of surplus labour in Egyptian agriculture. ) A detailed
account of our findings is impossible here,we shall only refer to it in

brief.

1) A. Hohie=ildin "Lgpicultbural Investment and Employment in Egypt since
1935" London 1Y%00. Hp. 55<129



The Egyptian agricultural sector is divided into two main subsec-
tors; the family farm sector, and the capitalist farm sector, i'he family
farm sector contains those farms which are below 5 feddans. They constitute
4% of the number of farms and 38% of the tarming area and contains wibthin
their confines 73% of the permanent agricultural labour rorcél? In this
sector there is considerable surplus labour or permanent under-employment,
while despite the existence of surplus labour in certain localities, only
seasonal under-employment among women and children prevails generally(?) it
this sector the labour members of the family are dominant, they represent
96% of the agricultural labour force in this sector, Surplus labour in this
sector is found to exist due to two main factors., Physical factors, which
are mainly, the absence of complementary resources and the existence of a
time lag between different farm operations which necessitates the existence
of a stand by labour force., Moreover, this sector constitute a multitude of
family farwms over which the labour force is ine@ually distributed, and which
work independently of each other i.e., they do not have a planned schedule
for work, The other factor is a social factor, that is the prevelance of the

family as the unit of production and consumption in agriculture.

As for the capitalist agricultural sector it can also be divided in
two main group of farms. Those farms between five and less than 20 feddans,
and farms above twenty feddan. In the first group there is considerable
seasonal under-employment among men while among women and children there is
both seasonal under-employment and an acute shortage of labour at the peak

(3)

season., On large farms, i.e, the second group, shortage among men is all

(4)

the year round but only during the peak season for women and children.

Ibid P. 80

Ibid P. 55

A. Mohie Eldin op cit P 98-99.

A. Mohie Eldin op cit P 101 - 102,
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Thus both considerable surplus, and acute shortage exist side by
side in Egyptian agriculture, However, there is no cross subsidisation
between the two sectors., That is to say that surplus labour in family
farms sector do not subsidize the shortage in the capitalist sector, This
is due to the immobility of labour to move from one farm to another whicn
is in turn due to physical as well as to social factors. Large capitalist
. farms usually depend to fill the gap on what is known as casual labour.
Let us now see the possibility of utilising surplus labour according to

the models refered to above.

I1 - The Utilization of Surplus Labour And The "Saving Potential"

According to the above models, the existence of this surplus labour
implies a 'Saving Potential' represented by the consumption of those member
of the family who are redundant. They propose to use this saving potential
finance the employment of surplus labour outside agriculture. Surplus la-
bour could be removed from its present occupations by minor organisational
changes without affecting the level of output. The removal of surplus la-
bour would be accompanied by an appropriate marketed surplus of food to be
made available in the new sectors of employment, provided the retained and
transferred labour maintains the same level of consumpt ions as before(l).
The rigidities that impede the flow of either labour or food are assigned

only a minor role in these models.

Actually, the mobilisation of surplus labour, contrary to the usual
presumption, involves at least two formidable problems., One, is the release
of sufplus labour, and the other is, its re-absorption outside the rural
sector, The firsthas to do with organisation of production, while the second

has to do with consumption.,

@& L) Nurkse op cit P 37 - 39,
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In actual fact both industrial income and investment lagged
behind their targets. Investment realized in industry represented 85 %
of the planned target, while the achieved increase in income represented
about 50% of the planned increasé.under the plan 1960—65.(1) The lage
of the rate of growth of industrial income behind the target is no doubt
partly due to its decline between 1963/64 and 1964/65. While the rate of
growth in the first four years of the plan amounted to 9.6% per annum, it
declined to 4.4% between the fourth and fifth.year of the plan, This
decline was due to the foreign exchange crisis in this period which re-

sulted in a shortage of raw materials and spare parts.

We extended the actual figures for industrial income at the end
of 1965 to the year 1980 undér alternative assumptions. The first assump-
tion was that the rate of growth betﬁeen.l965 and 1980 would be 6% the
second that the annual rate of growth of industrial income would be 8 %
between 1965 and 1980. IThis actually equals the rate of growth realized
between 1960 and 1965, and the rate of growth assumed by the plan for the
years from 1965 to 1970, This third aésumption is that the rate of growth
between 1965 and 1980 would reach 10% per annum, which is higher than the
rate actually achieved under the plan 1960-65, and higher than the planned
rate for 1965-1970. Whether an 8% or 10% rate of growth can be achieved
in the next decade and a hglf,dependé on many conditions., The projected

series of income are presented in Table 4.

(=l It should be noted here that there is a discrepancy between the
figures for planned investment, income, and employment in indus-
try as they are presented in the plan frame and the planned fi-
gures in "Statistical Indicators" General Agency for Mobilisa-
tion and Statistics, Cairo 1966, Thus while the planned income
investment, and employment figures in the plan were L.E.M. 2595,
L.E.M., and 213 (000) workers respectively the same figures in
the other sources were E.M. 260, L.E.M. 445, and 205 (000) work-
ers, This is due to the difference in base year figures 1959/60
in the two sources,.
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Table 3

Industrial Income, Investment, ang Employment Achieved Under
The Plan 1960-65

1959/60  1960/61. 1961)62 1962/63  1963/64  1964/65
Base year 1st year 2nd year 3rd year 4th year 5th year

Gross Domestic Product

From ,
Industry (Mille £) 256 285 310 329 370 385
Gross Investment 49 67 48 o7 98 90
(Mille &)
Employment in Industry 602 626 679 726 790 825
Source: Figures for gross domestic product in industry are at fixed 1959/60

prices. They were obtained from, General Agency for Mobilisation
and Statistics, "Statistical Indicators" Cairo July 1966 p. 41, Em-
ployment figures were obtained from the same source, p. 25. In-
vestment figures as presented in the above table are at fixed 1959/60
prices., However, the original figures were at current-prices and
were obtained fréom the above source, p. 37. The current investment
figures were deflated by our index which is a weighted index of both
the U.K. index of export prices of industrial machinery and transport
equipment, and the official Egyptian Index of wholesale prices of
building materials. The weights given to both indices are: 25% for
the building material index and 75% for the index of export prices
of machinery., The U.K. machinery and transport equipment index was
obtained from U.K. General Statistic Office "Monthly Digest of Sta-
tistics" No. 248, H.M.S.0. August 1966, p. 137, The wholesale price
index of building material was obtained from "National Bank of Egypt
Economic Bulletin" Vol.XVII No., 3, 1965, p. 330, and General Bank of
Egypt "Economic Bulletin Vol. V No. 3, 1965, p. 397. The deflator
was for the years 1960, 61, 62, 64 and 1965 as follows: 100, 101, 10O
105, 107, 1l1l1.
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In the nature of a forecast the five year plan 1960/65 made a pro-
Jection of the increase in employment for the period 1965-70, Employment
in industry is assumed to increase by 198 (000), which is equal to 10% of
the increase in employment while agriculture and services contribute to
34% and 52% of the increase in employment between 1965 and 1970. An attempt
will be made here to estimate the possibilities of future labour absorption
by the industrial sector. In order to arrive at such an estimate, industrial
income and the incremental capital-output and capital labour ratios likely

to prevail in the period in question were required,

The five year plan assumed that the annual rate of growth of indus-~
trial income would be 14.6% between 1960-65 and 8.3% between 1965 and 19?0(%)
However, the annual rate of growth realized between 1960 and 1965 was 8.4%

as shown in the table below.

(1) These rates were calculated from the "Framework of the Plan".
Ibid p. 14 & 53. Industry here excludes electricity since
separate figures were not given for electricity and industry
for 1970, it was assumed that the ratio-of electricity to in-
dustry will be the same in 1970 as 1965,



]

Between 1937 & 1947 capital intensity declined by 24% while output
increased by 54%(12 In the following period, 1947 to 1960, while industrial
output increased by 1181, and capital in industry increased by 1181, employ-
ment increased by only 271. Moreover, wages as a proportion of value added

declined by 20% between 1952 and 1960. Furthermore, all evidence points to

a tendency for the scale of production to increase.(z) The above indicates
that capitalists in their attempt to increase output employed capital rather
(3) '

than labour ™~ ;

The tendency to-use more capital instead of labour was by no means
modified when the first plan was formulated. As the plan sees it "modern
industries depend by their very nature more on capital equipment than on
human factors. This makes an expansion in employment due to large:scale

&)

industrialization relatively small." The planners did show a bias to-
wards more capital intensive techniques. However, it seems that the al-
ternatives available for choice were not numerous, since the industries
chosen were mostly, by their very nature, capital intensive industries.
Thus the increase in employment in industry of the period_1960—1965 pro-
jected by the plan was 213 (000) or less than 20% of the increase in em-
ployment between 1960-65 and 14% of the increase in the total labour force
in the above period. Consequently employment under the plan lagged con-

siderably behind the increase in the labour force.

(1) The decline in capital-intensity in 1947 compared to 1937 was pro-
bably due to the increased utilization of capacity and the establish-
ment of small-scale labour intensive shops supplying the allied forces
See Hansen & Marzouk, op. cit., p. 131l.

(2 ) P.K.0. 'Brien "Industrial Development and the Employment Problem in
Egypt", 1945-1965. Middle East Economic Papers, 1962, P. 100.

( 3 ) DNot only didenployment increase slowly compared to capital and output
but emplioyment in certain industries declined even absolutely. Thus
between 1950 and 1960 employment in industrial establishments emplying
10 workers and more in the pressing and ginning industry declined by
60%, employment in transport equipment industry by 33%, while employ-
ment in tobacco manufacturing and manufacturing of non-metallic minera
by 18% and 15% respectively. See "Hand Book of Statistic" Department
of Statistics, 1962, Cairo, 1963, pp. 90 - 9%,

(4 ) National Planning Commission "Framework of the Five Year Plan for
Social and Economic Development" Cairo, 1960, P. 13.
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1. Demand For Labour In Industry

The contribution of the industrial sector to employment has been
rather meagre in the past, and is likely to remain so in the foreseable
future., This is not due in.any way to the slow expansion of the industry,
as both output and capital showed an impressive increase between 1937 and
1960, but rahter to the nature of the technological choices made in Egyp-
tian industry, which have exhibited since early days and especially since
1947 a marked inclination towards more capital-intensive techniques. Em-
ployment in manufacturing increased by 59% between 1937 and 1947 against
an increase of 27% between 1947 and 1960. Only 25% of the increase in la-
bour force between 1947 and 1960 was able to find employment in manufac-

(1)

turing. The contrast between the increase of capital, output and em-

ployment during the two periods is striking.
Table 2

Production, Employment, and Capital in Manufacturing Industiry
in BEgypt 1937 - 1960

Index of Number. of persons employed capital (no. of HeR:)

Years Total Pro- \ _Installed
duction (000) index (000) Index
1937 100 353 ‘ 100 762 100
1947 154 561 159 799 105
1960 335 713 202 202 295

Source: Index of total production are from Hansen & Marzouk "Development
and Economic Policy in the U.A.R." p. 130. Figures for employ-
ment are from "Census of Population 1960" Vol. II general, tables,
Cairo, Government Press 1963. p. 33, the figures for 1937 and 1947
are not the original figures for those two years as indicated by
the Census of 1937 and 1947, but are adjusted figures to make
them comparable to the 1960 definition. Horsepower installed are
from Hansen & Marzouk above reference.

(CaLy The total labour force for 1937, 1947, and 1960 respectively were
5, 810, 6, 994, 7, 725 thousand, see Population Census 1960, Vol.II
pPe 333
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"Saving Potential” may be a symptom of the economies of scale in consump~
tion, The indivisibilities of consumption prevailing in such circumstances
relate not merely to rent, fuel, utensily and other durable goods, but also
to food., The proportion of expenditure which is relatively insensitive to
variation in the size of the family is even larger éf allowance is made for
goods and services such as cooking oil, condiments, and laundry charges, in
respect of which marginal changes in consumption within the household have
little effect on the total used. For example, with a frying pan of a given
size, the amount of o0il used in frying eggs varies only slightly with the

number of eggs being fried.

A locational shift, necessarily accompanied by these consumption
effects, will seriously limit the number that can be absorbed in productive
employment since, given the wage rate, the employable number depends on the

absolute size of the subsistence fund.

Having examined the pressures likely to be brought to bear on the
marketed surplus consequent upon the process of transfer, the atténtion
will now be focussed on the opportunities for the employment of labour
transferred from the family farm sector. We shall try to examine in the
Egyptian context, the number that it might be possible to transfer to other
employment in the future, The volume of this potential transfer will be
arrived at by assessing the future demand for labour outside the family farm

sector where surplus labour prevails.

IIT - Demand for Labour outside Tae Family Farm Sector

The sources of this demand are, the industrial sector, the service
sector and the capitalist sector in agriculture. Each of these sectors

will be examined separately.



For while they indicate the level of remuneration in the two acti-
vities they do not per so indicate food requirements in town versus village.
A change in the pattern of consumption might occur as people move away from
the village. However, what is certain is that food requiremeuvs are geesl: o

\
in continuous full time industrial jobsclﬁ

The third type of pressure is the cost of the locational shift,
This includes two kinds of costs; the cost of urbanisation, involved in any
shift of labour from village to town, which comprises the cost of housing,
urban amenities, and other social overhead facilities and inveolves the use
of resources that .could have been channelled in other directions to increase
production. Secondly, ‘here is an additional cost of the splitting up of
households, thus multiplying the spending units. The increased cost results
from the diseconomies due to the reduced size of the spending unitga) Where
the family is the unit of coansumption, the economies of living under the

(3)

same roof are .considerable. In fact, an important part of the apparent

(1) Koestner N, "Some Reflections on Professor Nurkes's Capital Accumula-
tion in Underdeveloped Countries" L'Egypte Contemporaine, XLIV, April
1953.

(2 ) At a given level of income per person, if there are economies of scale
in consumption of a particular commodity, larger households will tend
to have a smaller expenditure per person on that commod ity due to these
economies" See Paris S.J. & Haouthaker H.S. "Economies of Consumption"
The Analysis of Family Budgets, Cambridge University Press, Cambridge
1955, P, 150,

( 3 ) Economies of scale might arise in purchasing, storage and preparation
of food., There may be straight forward discounts for purchasing large
quantities or it may be that a commodity ig only sold in multiple of
a certain minimum quantities; such as a tin or a packet. Economies of
scale might arise because of more economical methods of cooking and
the utilization of portions of foodstuffs that otherwise would be dis-
carded, e.g. small quantities being wasted in sticking to the pan and
the like. In a family budget sample recently carried out in England,
it has been found for example, that at equal level of income per person
larger households spend approximately 19% less per person on farinacious
toods. See Prais op cit P. 151,



deprives him of his share of the family's income, but fails to offer him

a wage which exceeds that reserve price will not be acceptable to him,

The need for a committed and a stable labour force may also lead to higher
wages in towns, to prevent an increase in labour turnover. This is an im-
portant consideration, for the change in attitude to work resulting from a
stable labour force is an important factor in augmenting productivity in
the long run(12 Higher wages for town migrants might be due to the fact
that the earner-dependant ratio §s usually higher in towns, because women
who are part of the labour force in agriculture are in some countries

" (including Egypt).rarely émployed in. indusiry.

The difference between wages in agriculture and industry can be
seen in the Table below., Not only is the gap between them very wide, but
it seems to widen over time, However, one has to be very cautious in in-

terpreting such wage differentials.

Daily Money Wages in Agriculture & Industry

(P.T.)
Year Agricultural wage Industrial wage
1945 9.3 19.8
1950 941 28.3
1956 12.5 39.7
1960 L2eh 39.3

______ For agricultural wages see B, Hansen "Marginal Productivity
Wage Theory and Subsistence Wage Theory in Egyptian Agriculture™ U.A.R.
Institute of National Planning, Memo No. 547, March 1965. For In-
dustrial wages see B. Hansen & G. Marzouk "Development and Economic
Policy In The U.A.R." North Holland Publishing Company, Amesterdam,
1965, P, 19 The Wage rate in agriculture is the daily wage rate
for men only. In industry the original figures were weekly wages
and were divided by 6 to arrive at the daily wage.

@l D, Mazumdar: "Unemployment in Agriculture and the Industrial Wage
rate", Economica, Mar, 1959, p. 332.



presupposes, éﬁnce collectively a larger number of hours or days will now
be worked for the same real wages is by no means easy to attain. This re-
sult is a carralary of the definition of disguised unemployment of surplus
labour, since those who are left behind "would be able to produce the snme

1)

the same number of hours or days as before, their consumption is bound %o

output working larger and harder" Even if one assumes that they work
increase. This is due to the drastically low levels of income prevailing
and the high marginal propensity to consume. Moreover, it is also true
that where the income of the household is low, the output previously con-
sumed by the redundant members could be regarded as forced savings imposed
on these families by the codes and convention of the type of social orga-
nisation prevailing, rather thantngﬁ savings which would continue to be

(2)

available for the maintenance of the transfered labour '™

The second of these pressures is due to a rise in consumption by
the migrants, This is illustrated by the differential between urban and
rural wage rates, a differential which is higher than is usually assumed.
This may be due to the higher consumption requirements of full time workers,
%0 the higher standard of urban subsistence, or to the disinclination of
rural population to move %o urban areas. There is no incantive for the
worker to move unless there is a net gain to him and to the family as a
result of the movement. Far, where the family is the upit of production
and consumption, each member shares the family income irrespective of what
he contributes to output. This right of the unemployed man to share in
the family's income secures for him an incom? ;the value of which in effect
5

established a reserve price for his labour" Thus any employment which

(1) A.Ks Sen "The,chgice of techniques" Oxford Basil Blackwell, 1960,
P. 15; See also A. Lewis, op cit P, 402. :

(2 ) Raj. K.N. "Employment Aspects of Planning in Underdeveloped Coun-
tries", National Bank of Egypt, Cairo, 1957, P. 23.

W35 P,T., Bauer and B.S. Yamey: "The Economics of Underdeveloped Coun-
tries"™ The Cambridge Economic Handbook, Cambridge 1957, P. 87.
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The release of surplus labour presents certain difficulties. We
mentioned before that one of the reasons responsible for this phenomenon
is the existence of a multitude of family farms operating independently"
of each other. Moreover, while labour is available for extra-employment
on the farm it is not immediately available for extra employment outside
it. Thus the mere existence of the demand for labour outside the'family
farm sector is not a sufficient condition for the removal of surplus la-
bour, To remove surplus labour necessitates a change in the organisation
of production in a way that implies the abolition of the family as an -
operational unit. One way of achieving this is through technical organi-
sation of the farming system involves an enlargement of the managerial
unit in agriculture. Such reorganization is sometimes difficult to achieve
since it may tend to undermine the existing system of property relationship,

which is difficult without the use of a certain degree of compulsion.

Apart from the difficulty connected with the release of surplus
labour, further pressures are imposed on the subsistence fund or the saving
potential as a result of the process of transfer. Such pressures can occur
in three ways; first, an increase in consumption per head of those remain-
ing behind; second, &n increase in consumption per head by the migrants;
thirdly, an increase in consumption per head contingent on the splitting up
of households entailed by the locational shift of agricultufal labour., These
are specific to physical transfer. A fourth drag on the subsistence fund

is caused by the claims of those already in the industrial sector.

First, the condition for a release of savings from the.sector from
which the newly employed are recruited is that those who remain behind main-
tain their previous per head consumption; which however, is dictated by
their obligation to share earnings with the unproductive members of the

(1)

family » The cut in over-—all real wage rate which the above theory

(1) Nurkse, op cit P 38,
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seems to be supported by the way in which investment has been allocated
among different industries under the plan and the types of techniques
favoured. ''he inclination towards directing more and more investment
towards basic industries seems to be obvious also from the allocation
of investment projected for 1965-1970. However, the assumption of cons-
tant ratios seems to be the safest since it is difficult to determine

the rate at which such ratio will increase.

The results in Table (4) show that, in all three cases, the
industrial sector will not be able to absorb more than one third of the
increase in the labour force up to 1980. However, the only exeception
to this rule is the case when the rate of growih of industrial income is
assumed to be 10% per annum, and where we apply the L.E. 1704 capital
invested per person achieved in the plan. In this case, in the period
between 1975 and 1980, industrial employment will be able to achieve over
50% of the increase in the labour force, However, this case seems un-
likely, not because 10% is an unattainable rate of growth, but because
the attainment of such a rate with a capital-output ratio as high as 2.5
-which is the ratio actually realized under the plan-requires that in-
vestment in industry to represent around 40% of the industrial income,
which might not be easy to achieve,. This means that annual gross invest-
ment has to be more than doubled between 1970 and 1975, and nearly qua-
drupled in the period 1995 - 1960, Even if one assumes that such a rate
of growth and such a valume of investment are attainable, the achievement
of this volume of employment seems unlikely. This is because the capital
invested per employed person applied here i.e. the L.E. 1704 per employed

person, does not represent the true capital-labour ratio.
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Table (4)

Projected Increage in OQuitput, Investment and Employment of the

Industrial Sector Under Alternative Assumptions.

Case No. (1) 6% Rate of Growth of Industrial Output Between 1965 & 1980

Estimate No.l

mmdwsmdm.zoom

Estimate No.3

¥ Income Investment Employment: Investment Employment BEmployment Investment Employemnt
S (€. Mill) Required Expected Required Expected Expected Required Expected
1959/60 (£.M111) (000) £.M111 (337 (000) = i(2) (000) £.Mill (000)
prices _
1960 256 : i
1965 385 380 223 380 223 223 380 223
1970 515 221 107 325 91 1.5 299 106
1975 689 296 144 435 255 154 400 142
1980 922 396 192 583 342 206 536 191
Case No. (2) 8% Rate of Growth Between 1965 & 1980
1960 256
1965 385 380 223 380 223 223 380 223
1970 566 308 149 453 266 160 416 148
1975 832 452 219 665 390 235 612 218
1980 1222 663 322 975 572 34b 897 319
Case No. (3) 10% Rate of Growth Between 1965 and 1980
1960 256
1965 385 380 223 380 223 223 380 223
1970 620 400 194 588 345 208 541 196
1975 999 64l 212 948 556 335 872 310
1980 1609 1037 503 1525 895 535 1403 4oa
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Continued

The Male Labour force (000) Increase in the Male Labour force

1960
1965
1970
1975
1980

Every 5 years (000)
7197 4
869% 1497
9601 907
10682 1081
12194 1512

Notes:

(1)

(2)

(3)

All estimates of income, investment, and employment in the three
cases represent income, investment and employment actualy achievel
under the 5 year plan 1960/65. 7
Estimate No. (1) in each case represents the application of the
capital output and capital labour ratio as assumed by the first
five year plan. BEstimate No, (2) in each case represents the ap-
plication of the capital-output and capital-labour ratios as ac-
tually achieved under the plan period 1960-65. However, in es-
timating the employment expected in estimate (2), two estimates
were made, the first, by applyinglthe capital invested per person
(L.E. 1704) as achieved in the five years of the plan and No. (2)
is by applying the capital invested per person (L.E. 2833) as ach
ieved in the first year of the plan 1960-65. Estimate No. (3)

in each case represents the application of the capital output and
capital-labour ratios as estimated by the Ministry of Industry.
The projected supply of Male Labour is estimated by the Ministry
of Planning see Dr. M. Disouki "Estimate of the Labour Force In
the Future", Ministry of Planning, Population and Labour Force
Unit, Memo.. No., 673, July 1963 p. 11,
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(2) Demand for Labour in the Service Sector

The estimation of the fubure absorptive capacity of the service
sector involves certain difficulties. Between 1937 and 1947, employment
(1) increased by 53% and accounted for 54% of the
increase in employment in that period, and increased by 23% between 1947

and 1960 and accounted for 57% of the increase in employment in that per-

in the service sector

iod. However, one cannot be guided by such a performance in estimating
future employment possibilities in the field. For, due to the continuous
pressure of population on the land and a rising labour-land ratio in agri-
culture, coupled with a small industrial sector which even with substantial
expansion can provide only a small volume of employment, an ever growing
nunber I people were pushed to seek employment in the service sector. In

a country where alternative 0pportunities for employment are relatively
restricted, the service sector offers a wide scope for people to scrape a
living somehow. This is done either by starting a business on one's own
account employing tiny quantities of capital, which means becoming a petty
trader or a pedlar in an overcrowded market, or selling one's services
directly to the consumer as a domestic servant, porter, waiter, odd job

men etc., The possibility of making a living in this way disguises the
nature of employment in the service sector, and makes it difficult to de-
termine the extent to which the increase in employment in services re-
presents a real increase in productive employment, and not just a transfer
of under-employed people from one sector to another, The difficulty of detef—
mining the extent of under-employment in services is enhanced by the absence
of any estimation of output in such a sector which might enable one to deter-
mine whether or not the increase in employment. was necessary for output in-
crease. However, an examination of the structure of employment within the
service sector with its main divisions i.e. commerce, transport and communi-
cation, and services, might throw some light on the nature of employment in

the sector,

(1) Services include transport and communication, commerce, and services
(Personal & government),
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In commerce, wholsale trade represents 6% of total employment,
banking, financial institutions another 6% while retail trade comprises
88% of total employment.(l)

tail trade are in non-wage employment

Moreover around 80% of those employed in re-

(2)

tablishments. When one considers the occupational status of those aemplo-

or are employed in household es-

yed in the retail trade one finds that 57% are owners working in their
own establishments, 20% as sellers and sales assistanis in shops, while

33% are defined as pedlars (street vc—zndor's).(3>

The service division of the service sector which accounted for
70% of the increase in employment in the sector between 1947-1960 can be
subdivided into three sub-divisions; social services; government services,

4)

employed in social services, it is found that 12% are occupied in funeral

and personal services. In examining the occupational status of those
services, 10% as domestic servants, and 1l2% as porters and caretakers. In
personal services 26% are employed as domestic servants, 12% as waliers,
21% employed in tailoring, 6% as porters, 6% in laundry services, 6% in

(5)

centages do not necessarily indicate the sector is characterized by exees—

the recreation services and 11% as hairdressers. While the above per-
sive employment, the types of employment coupled with the fact thal this
sector was responsible for the largest part of the expansion of employment®
between 1937 and 1960 does suggest it.

—rrempes

(Ca)] Population Census of 1960 vol, 2, general tables. Government
Press, Cairo, 1963, Table 30 p. 127

@20 It includes those working for their own account, those working
for the family without wage, and working for others without wage.
See introduction to volume II of the Population Census 1960.

( 3 ) These are defines as pedlars, sellers in moving markets, and news-
paper sellers. See Population Census 1960, ibid, Table 39, p. 247

( 4 ) Government accounted for 34% of employment in 1960, social service:
for 21% and personal services for 45%. 1Ibid, p. 128.
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There are two ways of projecting the increase in employment in
the service sector, each of which has its own flaws. The first is to
examine the movements of employment in services in the growth of advanced
countries and assume a simiLaf pattern in the country in question; the
second is to use the method of-projecting employment in industry, the ap-
plication of the capital-output and capital-labour ratios believed to take

place in the future to a projected increase in income from services.

In applying the first method, one would try to establish the ratio
of employment in manufacturing to employment in services, and having seen
how it behaved over time, apply it to the developing country in question,
Such a ratio might also furnish a criterion for measuring under-employment
in services in developing countries, on the assumption that such a ratio
really represents the optimum relation between employment in manufacturing
and that of services, Howevér, this approach for projecting employment in
services is likely to be misleading. While it is true that the economic
growth of advanced counirries was accompanied by an increasing share of em~

(1)

this should not necessarily be the case with developing countries; l- ex-

ployment in manufacturing and services, there are several reasons why

pansion in employment in services in advanced countries was not uniform,

(2) Yet, one thing

but followed different patterns in different countries.
is certain expansion in employment in services followed or equalled expan-
sion in manufacturing., In developing countries on the other hand, employ-
ment in services seems to increase considerably while employﬁent in manu-
facturing is constant or increases very slowly. This suggests that the
expansion of employment in services in developing countries does not re-

present an expansion to complement the increase in employment manufacturing

(1) See kuznets S, "Six Lectures on Economic Growth", The Free Press of
Glencoe, New York, 1959, pp. 43-67., See also Colin Clark "The Condi-
tions of Economic Progress" London 1940 p. 182,

(2 ) According to the information compiled by Kuznets, employment in
services outstripped employment in manufacturing in certain coun-
tries while in others the increase was the same in both sectors,
still in others employment in services lagged behind that of industry.
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ay

of the arguments put forward for the increase in employment in services

but rather absorbs those who did not find employment elswhere. one
in advanced countries is the fact that, as per capita income increases,
demand tends to shift towards services., While this might be true, in cer-
tain developing countries a considerable expansion took place in employment
in services while per capita income was stagnant an even declining(Z) 3

the nature of employment in services is different in the two types of coun-
tries. It is dominated by such categories as domestic servants, peddlars
etc. in developing countries, while in advanced countries concentration is
towards more sophisticated types of services., #4- The increase of employ-
ment in the service sector in advanced countries might have been excessive,
in the sense that there is still under-employment in certain parts of the
service sector in these countries; 5- The services sector in under-develop-
ed countries comprises many varieties of miscellaneous activities. Because
of the heterogenity of this sector, it is difficult to predict how its share
of employment will behave as economic growth takes place, For, while em-
ployment in certdin services might increase, such as banking, Dipasin iy L ine
ncial institutions, professional services, in others like domestic servants
and other services, the performance of which might be taken over by members
of the household it will tend to decrease, Moreover, the behaviour of em-
ployment in sectors like retail trade depends on institutional arrangements.
Thus while employment in certain parts of the service sector might increase,
others represent a source of supply of labour if alternative productive em-

ployment becomes available.

(1) Kuznets, Iblid, ps 63,

( 2 ) In Egypt for example, between 1937 and 1945 real per capita income
declined while there was a considerable expansion in employment in
services.,

(3 ) For example in Egypt the nationalization of large wholesale firms
permits the government to control the supplies and prices of great
many retail shopes. Moreover, the establishment of what are now
known in Egypt as "Consumer Cooperatives", which are growing in
number, through which the governments sell price-controlled and
other commodities, might force some of the retailers out of busi-
ness through competition, and reduce the need for peddlars.

(3)
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Similar difficulties arise when trying to apply the same method

employed in projecting employment in manufacturing.

Traditional national income accouhﬂing evaluates oﬁtput in terms of
input, with real product assumed to change in proportion to employment
while labour productivity remains unchanged; This means that there are
no independent estimates of output and in view of the nature of the in-
creaserin employment in services, it is doubtful whether the increase in
income attributed to the service sector represents an increase in real

terms.,

Under the five year plan 1960-65, actual investment in services up
to the »nd of the fourth year of the plan represented 80% of the planned
target for the five years, while income from services achieved at the end
of the fourth year 1963/64 represented 106% of the planned target for the
whole period of the plan. In the'division of the service sector which in-
cludes government, social and personal.services, investment realized at
the end of the fourth year was 76% of the planned target while income ach-
1eved(r§presented 114% of the planned target for the whole’ perlod of the

124% of the target. Obviously, this increase in income is not real but

plan, However, by the end of the plan the income realized represented
illusory. It is a reflection of the excessive employment that is prevelant
in the service séctor. In the first year of the plan, fealized employment
in services was 106% of the target set for the first year. Moreover, after
1961, the government has issued a decree giving all university graduates the
right to be employed in government services if they wished to. The resort
to the service sector to solve the problem of employment raises doubts

about the value of income figures for this sector. In the second five year

(1) The income target far the service sector as a whole for the fifth
year was Mill L.E. 692, while income realized in the fourth year
was L.E. Mill 9733 (both at 1959/60 prlces) In the case of govern-
ment, social and personal services, the target for the fifth year
was L.E. 313, while in the fourth year the income realized was L.E.
M. 354. See General Agency for Mobilization and Statistics, "Sta=
tistical Indicators" Cairo, July 1966, p. 41l.



- 25 -

plan 1965/70, the service sector was looked at as a means of solving the
employment problem regardless of the nature and extent of employment al-
ready existent in it. Consequently the service sector would account for

50% of the increase in employment and far 48%(1) of the increase in income
in the second plan, which, in our view, is a costly way of solving the
employment problem, There is no doubt that the over-fulfilment of the in-
come and employment targets in the service sector accompanied by a lag of
the commodity sectors behind their investment and income targets, is no
doubt a factor responsible for the inflation of prices taking place in the
Egyptian economy., Due to such high correlation between the increased em-
ployment and in income in the service sector, and due to the nature of the
service sector as an absorber of excessive employment, the application of
capital-output and capital-labour ratios-calculated from the past behaviour
of that sector-to project potential employment possibilities, will be fraught
with many dangers, since the two ratios thus calculated, far from represent=
ing the real ‘employment capacity of this sector in absorbing labour, will

tend to inflate employment figures out of all proportion.

If the above two methods are to be avoided, one must consult the
figures indicating the pasf experience of employment in services to discover
whether a criterion can be established by the aid of which one can project
the potential productive employment. Between 1937 and 194?,7the ratio of
(2) to that of services was aporoxi-
mately 1:3 and 1:2, between 1947 and 1960 while it was 1:1 between 1960

and 1965(}). The attempt to establish a future ratio between the increase

the increase in employment in industry

(1) Frame of the Plan op, cit., pp. l4-16.

( 2 ) Industry here includes, manufacturing, electricity and construction,
However, if one excludes electricity and construction from industry
the ratio between the increase in employment in manufacturing and
the increase of employment in services was as follows: between 1937
and 1947 the ratio was 1:3, between 1947 and 1960 the ratio was 1:3.
See Population Census of 1960 op, cit,, p. 333. The ratio was 1:2
in the period 1960 to 1954. See "Statistical Indicators" op. cit.,
P 250

( 3 ) See next page 25.
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in employment in industry and the increase in employment in services is

found to be arbitrary for several reasons:

(1) While we beleive that there is excessive employment in the service
sector, no quantitative estiamte is available to prove such volume
of excessive employment which would enable one to establish the pro-
per ratio between employment in industry and productive employment
in services, 4

( 2.) The potential increase in employment in services depends to a great
extent on the future choice of techniques in the service sector, con-
cerning which'any assumption we make will be no more than a conjuc-
ture.

( 3 ) We have seen above that the service sector consists of various he-
terogenous sub-sectors, and that, during the process of development,
one expects employment to increase in some of these sub-sectors and
the decrease in others. The exact behaviour of employment in each

of these gub-sectors is difficult to establish quantitatively.

The above discussion shows that it is extremely difficult to esta-
blish how the ratio between employment in industry and that of services
should behave in the future, However, this should not prevent us from
making certain assumptions regarding the behaviour of this ratio., Thus
let us assume a future ratio of the increase in employment in industry to
that of services as l:2. While such an assumption might be considered ar-
bitrary, it is not divorced from reality, The ratio 1:2 between the increase
in employment in industry to that of servicesca) was the ratio actually
achieved under the plan 1960-65. Thus our assumption implies that the ratio

actually achieved under the plan will continue in the future. This means

(1) Note of page 24
The decline in the ratio to 1:1 during the period 1960-65 was (due
to the fact that while the plan assumed that between 1960 and 1965
employment in construction is going to decline, it more than doubled
this period., See "Statistical Indicators" op. cit. p. 25.

( 2 ) This ratio is between the increase inemployment in industry (exclu-
ding construction, and eleckricity) and the increase in employment
- in services during the plan period. See "Statistical Indicators"
General Agency For Mobilization and Statistics, Cairo, July, 1966,p.22
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that for every additional man to be.employed in industry, two will be.
employed in services.(l) The estimation of employment in services thus
obtained will be added to that of industry and the result will be com-

pared with the expected increase in the labour force (Table 5).

The results in Table (5) show that, up to the year 1980-with the
exception of one estimateca) - the increase in the labour force will be
sufficient to meet the demand for labour in industry and services. This
does not mean that there will be no transfer of labouf from agriculture,
only that the transfer of surplus labour from small farms will not be need-

ed since the increase in the labour force can satisfy the demand.

(3) Demand for Labour In Agriculture (Outside the family-farm sector)

In agriculture, the demand for labour outside the family-farm sec-
tor may increase as a result of the addition of new cultivated area. Thexe
is also the demand for labour from the organized sector in agriculture, i.e,

large and medium-size farms.

The addition to the cultivated area expected is 1 million feddan as
a result of the High Dam plus the 700 (000) feddan which are to be converted
from basin to perennial irrigation. The effect of the conversion into pefe~
nnial irrigation will be to increase the input of labour on this land and
hence to reduce the degree of under-employment of the labour force in the
areas., The greateést contribution to employment wiil come from the one mil-

lion feddan to be reclaimed,

( 1) The choice of the ratio of 1l:2 does not mean in any way that such
a ratio represents what the relation between employment in industry
and employment in service should be,

( 2 ) This is estimate (2) in case (3) where 10% rate of growth of indus-
trial income was assumed and L.E. 1704 capital invested per person
was applied,
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The area planned to be reclaimed under the five year plan 1960-65
is 305 (000) feddan while under the second plan 695 (000) is to be rec-
(1)

laimed., Assuming that this area is going to be reclaimed according to
schedule, the question that arises is to what extent will it absorb la-
bour? The contribution to employment will depend on whether the land will
be cultivated on a large scale and managed by large organizations, or al-
locatted to small labour-intensive farms., It is the latter alternative
which offers favourable conditions for the absorption of labour. It was
found that the density of labour per feddan which secures full employment
at the peak season, is the density of labour on farms the size of 4 to 5
feddan, namely 0.6 feddanse) In this case, the increase in employment
conseqﬁent'cn the reclamation would amount 417 (000) between 1965 and 1970,
However, such an increase in émployment igs conditional, first on the com-
pletion of the reclamation within the projected period, and secondly, on
the distribution of the reclaimed land in such a way as to secure the re-

quired density.

The demand for labour from large farms is only seasonal and connec-
ted with certain farm operations., To meet this demand there is no need for
a permanent shift of labour from small to large farms. A permanent shift
of labour from existing small to large farms would only be required if there
were a realocation of land and more small farms created. This process would
presuppose a change in the prevailing system of ownership, the admissibility
of which depend on circumstances the present study cannot even attempt to
‘contemplateo As for seasonal demand, it was shown above that, for several
reasons connected with the prevailing type of agricultural organization, the

seasonal shift of labour from small to large farms is difficult to realize.

(1) See U.A.R. Ministry of land Reform and Land Reclamation "Rrogramme
for the lorizontal expansion as a result of the High Dam water",.
Cairo, 1960, p. 13 However the 305 (000) feddan to be reclaimed under
the first plan is not the’only area planned to be reclaimed but only
the area to be rechaimed as a result of the High Dam water, in fact
under the first plan, around 800 (000) feddan was planned to be re-
claimed,

(2 ) See A, Mohie~Eldin op. cit., p. 92.



=i30 e

(4) Summery of Results:

Having examined the potential demand for labour in industry, ser-
vices, and agriculture, we now attempt to summarize our results. Informa-
tion concerning the first five year plan shows that the employment target
of the plan has been over-fulfilled, The planned increase in employment
was 1009 (000) while the actual increase during 1960-65 amounted to 1327
(OOO)(12 The male labour force between 1960 and 1965 was expected to in-
crease by 1497 (000) (Table 4), thus 170 (000) new additions to the labour
force were notiprovidéd for in this period. These have to be added to the
expected increase in the male labour force between 1965-70, estimated at
907 (000), which makes the supply of labour segking jobs in this period
1077 (000), If one adds the 417 (000) expected increase in gemployment in
agriculture as a result of land reclamation betweén 1965-70 to the estimate
of employment in industfy énd services between 1965-70, one finds that the
expected employmeht will fall short of the increase in the labour force.(a)
The éame is true for the period 1970-75 and 1975-80.

However the argument that the expectéd demand for labour outside
the family farm sector can be met without result to the surplus labour an
family farms, is'stwenpthenetl if one indades others sources of supply of
labour which we have so far neglected. These sources are: l- the increase
in the female members of the labour force as a resort of poPuIation in=-
crease, We have only estimated the increase in the male labour force.
2~ Those who are under-employed ih the service sector and can offer them-
selves as soon as employment opportunities become available. We have dis~
regarded in our estimate this source of supply. 3= Those who are in a
state of open unémployment, since it would be absurd to try to transfer

under-employed labour in agriculture while there is open unemployment.

(1 ) General Agency for Mobilisation and Statistics. "Statistical In-
dicators" Cairo, July 1966; p. 25.

( 2 ) Apart from the estimate (2) assumption No., (1) in the second and
third cases. See Table (4).
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Open unemployment was estimated in 1961 to be 3% in rural areas and 7% in
urban areas, while the rate of unemployment in the five major urban gover-—
norates amounted to 9.2%(12 4- The estimate of the future increase in
the labour force given above was based only on the expected increase in
““population and the future age/sex distribution., The increase in the sup-
ply of labour can take place for other reasons than an increase in popu-
lation, like the change in the attitude to work, As economic growth gothers
momentum, and more opportunities for employment are created, one would ex-
pect people outside the labour force to try to enter the labour market look-

ing for work and hence increase the supply of labour.

What the above evidence suggests is that for a certain time to come
the demand for labour outside the family-farm sector can rely solely on
the supply of labour resuiting from the increase in the size of the labour
force consequent on the natural increase in population. In such a situa-
tion it would be wasteful to attempt to transfer surplus 1abour‘ﬁfdmun Vioth
the family farm sector., For, apart from the costs incurred in the transfer
of men and food, the mere transfer of men will add to the pool of unemploy-
ment so long as the increase in employment falls short of the increase in
the labour force. To accept the fact that the transfer of surplus labour
should be delayed until such time as the increase in employment is able to
absorb more than the increase in the labour force is to pose another questic
For if the door is closed against the transfer of men, where is the solutior
" 40 the problem of surplus labour on family farms to be sought? Moreover,
there is still the need for the transfer of food to feed the growing labour
force in other sectors outside agriculture. The solution vaiously lies in
increasing both employment and productivity within the agricultural sector
itself.

(1) Central Statistical Organization: nSample Survey of Labour Force
and Level of wages by Governorates." April round 1961, Cairo
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IV A Proposed Programme:

Two important conclusions can be drawn from the discussion so far.
First the process of the transfer of surplus labour outside agriculture and
the use of the so-called "saving potential" to finance the employment of
surplus labour outside agriculute, is less easy than it appears., The process
of transfer leads to certain leakages which eat into-the saving potential and
hence limit the amount that could be used outside the farm sector. Secondly,
for a long time to come, the demand for labour outside the family-farm sector-
where surplus labour prevails-can be met from the supply of labour which re-
sult from the natural increase in population without transfer of surplus la-
bour to satisfy this demand. Now, if surplus labour, and hence the saving
potential embodied in it, is to continue within the family-farm sector, the.
question is, what is the best method of utilising surplus labour within that

sector?

In our discussion of the process of transfer of surplus labour, it
was found that the important determinant of the amount of labour that could
be gbsarbed - given the wage rate - is the absoluﬁe size of the saving poten-
tiai or the subsistence fund. There seams to us to be another.aspect of the
subsistence fund which is as importént as its size and that is,. its method
of utilization, The method of utilization can crﬁcially influence the em-

ployment generating capacity of a subsistence fund of a given absolute size,

The way in which the fund is used depends on: 1- the framework of
the social organization within which it is expended; and; 2- the extent to:
which industry is encouraged in rural areas i.e., the extent to which non-
agricultural employment exists in the agricultural areas and labour is not

therefore drawn away to towns. We shall examine each one of them.



A The organizational framework and the utilization of the saving potential:

Let us now consider the significance of the social framework within
which the "saving potential" is to be made use of, The extra GOnsumption
resources needed to provide extra employment, while being negligible in a
slave economy, or in a household economy, may be considerable in an indivi=-
dualistic economy if market imperfections result in a higher wage rate then
would obtain in a world of free competition and free mobility. As was poin-
ted out above, the existence of surplus labour is compatible with a high sup-
ply price of labour outside the family farm localities. '~ Moreover, the diver-
sion of labour from the household to wage employment requires, apart from a
higher wage rate to remunerate such labour, that a sufticient volume of wage
goods sould be made available to meet the consumption requirements of those
employed. Labour employed on a wage basis cannot wait to spend its wages till
the corresponding output is available. ''hus there is a danger of inflationary
pressvress unlesswage goods can be made available as soon as the labour is
employed. Whereas aimember of a household might plant potatoes or dig a garden
without special remuneration in the period before the potatoes can be harves-
ted, in addition Yo his ordinary share at the dinning table. The problem of
the need to have a flow of wage goods to meet the additional wage payments
resulting from the extra employment on the family farm, does not arise in a
household economy. In other words, "a household economy achieves a certain
saving of marginal working capital that is not possible for the wage based

nll)

economy » However, even in the case where extra employment within the

household needs extra consumption resources, they are bound to be sméller

than otherwise, due to the operation of the one roof economies in consumption,

(1) A.K. Sen: "Working capital in the Indian Economy: a conceptual
framework and some Estimate" in Pricing and Fiscal Policies, a
study in method, edited by R. Rodan; London 1964, p. 130.



Put simply, the problem of policy is one of choosing that type of
social framework which utilizes non-monetary incentives to employ the
maximum of unpaid surplus labour. This does not imply that, when thus
employed, labour consumes nothing; it merely means that it does not in-
crease consumption above the level to which it was accustomed. The best
scheme of this kind is the community type of organization (community de-
velopment programme) whose advantages are obvious. Because of the identity
and fusion of interest, communal ownership automatically guaranties to
every individual the recoverability of the proceeds of this efforis as soon
as the communal project matures. Thus peasants who devote their labour to
the construction of a dam, in effect pay themselves on its completion by
directly appropriating the resulting benefits to their fields, just as pro=
perty owners might bear the cost of the construction of a railway line,

and reap the profits from the appreciation of land values in their distfict.

While the maintenance of the household as the unit. of consumption
seems desirable for the above reasons, its predominance as the unit of
production has been shown to be a factor responsible for the existence
of surplus labour and its immobility. While the family continues as the
unit of production the surplus labour situation will remain, at best static.
The problem befqre us now is to find a type of organization which, while
keeping the family as the unit of consumption, reduces its predominance as
the unit of production and hence make possible the utilization of surplus

labour.

Let us examine what can be achieved within the Egyptain context.
Not only do family holdings constitute 84% of all holdings and 38% of the
‘cultivated area, but most of these holdings are fragmented into more than

one plot. The result of this fragmentation of holdings and the adoption
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of different crop rotations by different farmers, is the cult ivation of
different crops on tiny pieces of land which are adjacent %o each other,
The more existence of this state of affairs is known to be responsible

for a considerable loss of output.(l)Apart from the loss of output which
results from the existence of different crops on small pieces of land
adjacent to each other, is the prevention of the adoption of better methods
of cultivation, such as the use of certain types of technique, for example
in the application of insecticides and pesticides, which would lead to in-
creaéed output. It is also extremely difficult to construct necessary
capital improvement &nhemés* like drainage and irrigation canals, due %o

the fragmentation of agricultural holdings.

Let us assume the hypothetical situation of a village whose culti-
vated area is 1.200 feddan, all of which are in small holdings, say bet-
ween 1 to 3 feddan holdings. Let us further suppose that the farming
households working on these holdings decided to consolidate their scat-
tered pieces of land and pooled them under a unified management, applying
one crop rotation on their holdings, with the whole village land under
one crop ratation. Whether the new organization in which the land is
grouped Logether is cooperative or otherwise is not of vital importance
here. What is important is that the scattered and divided holdings of the

village are pooled, and both management(a) and crop rotation are unified.

(1) M.K. Hindy "organisation of Agricuitural Rotation and its effection
on Increasing output” In Agricultural Economy, Ministry of Agricul-
ture, vol X III No. 9. Sept. 1962 p. 2.

(2 ) It is important here to specify the functions of the unfied mana-
gement. It can have the function of determining the crop rotation
it can have the function of facilitating the purchase of its mem-
bers (household families) of cultivation requires such as ferti-
lizers, insceticides, seeds. It should be the link in transmitting
any new knowledge concerning farming techniques, It can facilitate
the selling of the crops of the members if they so desire. However
the functions of the management will be determined ultimately by
household families who decided topool their land.
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What takes place here is the enlargement of the scale of the unit,
This would by its very nature lead to an increase in output, as is al-

(1)

ready shown in areas where similar, schemes have been applied.
Let us carry our argument further. Suppose that peasant families
not only pool their land under unified management and unified land uti-
lization, but also pool their labour., Pooling labour resources can be
either of two kinds: l- for the purpose of certain farm operations es-
pecially those at the peak seasoh: 2- permenant, i,e, all the yéar round,
which would permit a more advanced division of labour. The pooling of
labour resources during the peak season in the form of mutual aid or ex-

change teams, is not unknown in Egyptian agriculture. It has been done

in the past(2)
(3)

and is still done in locatities which face peak labour
shortage. In the above scheme the mutual aid team would be an organized
farm of work and a coordinated schedule of work would be established., Thus
if two farmersg each have a feddah,_one cultivated with cotton and the other
with wheat, the first farmer has t6 cooperate with the second in cultivat-
ing a part of the second holding for the winter crop in return far the

second farmer cultivating an equal area of his land with cotton.‘

(1) Since 1962/1963, the government applied such a scheme on a wider
scale in the whole of the cultivated areas of two provinces in
Egypt, i.e. Kafer~Sheikh in Lower. Egypt and Beni Swef in Middle
Egypt. The result of the application of the scheme in the above
two provinces was the increase in the productivity of most crops
when compared with the productivity before this scheme applied.
See general Organization of Land Referm "Project for the Organi-
zation of Production I Kafer-El-Sheikh and Beni-Suef." Cairo 1965
p' 450 )

( 2 ) Cleland "Population Problem in Egypt". Lancaster, Pensybrania,
sclencepress. 1936 p, 195,

( 3 ) Gadalla S.A. "Land Reform In Relation to Social Development in
Egypt" University of Missouri Press, celumbia 1962; p. 79.
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The establishment of an organization in which land and labour
resources would be pooled might have impgrtant consequences for surplus
labour which is our main concern here. One of the important characteri-
stics of labour within the family farm is that it represents in a way an
individible factor, in the sense that, while it is available for extra
employment on the family farm, it is not immediately available, due to
social and institutional factors, to meet an outside demand. The pool-
ing of labour resources of different farms and the establishment of a
coordinate schedule of work could ease such a situation. Labour will be
mobile between farms and surplus labour which was latent will manifest
itself., Let us assume that surplus labour in the households who pooled
their land and labour fesources were directed to work on construction ac-
tivities, while other members of the family continued to work on the farm,
and continued to feed their surplﬁs members as before. Let us further
assume that productive employment on capital projects is available in the
same locality, so that workers continue to live with their families and
eat more or less the same amount untill their labour in capital construc-
tion bears fruit in the shape of increased productivity. This does not
imply the payment of additional wages; so that there will be no pressure
of demand in the interim, The additional wages would be paid as soon as
the investment activity come to fruition, say the following year or season
There are enormous fields for the employment of surplus labour e.g. oOn
irrigation schemes, canals, drainage, roads etc. which have the effect of
increasing productivity., It is a known fact that land in Egypt Lacks both
public and fieldlﬁrains, and that the construction of these, apart from
requiring enormngus labour, can greatly increase the productivity of the

(1)

Sail °

(1) National Planning Commission. Memo. No, 260 July 1959 p.3 and 5.
See also National Planning Commission Memo, No. 236 July 1959.
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The pooling of surplus labour resources, would enable the under-
taking of projects which the surplus labour of a single family or a small
number of families cannot undertake. For example, suppose that there is
an area of 5 feddan which needs reclamation, while the village needs also
a public drain, the first project requires 6 men working for a whole year,
while the second requires for its construction 30 men working for two
years. In such a case if on the average every farm household has one surplus
member, no single family or small group of families will attempt to employ
its surplus members on such projects, since the gestation period would be
too long for a single family to afford., But if in our hypothetical village
there were 60 families each having one surplus member, and if further these
surplus members were grouped together, the gestation period in the case of
reclamation would be reduced to one and half months and to one year in the
case of the public drain. Thus the project which could not have been at-
tempted before could now be carried out, Moreover, the shortening of the
gestation period and the quicker results would reduce the period during
which the farming families have to maintain their surplus members. Thus
it would be possible to increase'capitall employment and output at the same

time,

We have now examined the effect of the above organization or the
utilization of surplus labour., It is worthwhile to examine its effect on
the employment of those who remain on the land and on promoting investment
on the farm. Apart from the fact that, with the above organization, it
would now become possible to carry out certain capital investments such as
drainage, which were impossible to undertake on fragmented land, the con-
dolidation and the control of the crop rotation would also facilitate other
investment on the land. The best example is in the application of insec-
ticide and pesticides. By cultiviting crops on a large scale it woull
become possible to apply insecticides more efficiently, and to use certain
improved techniques of cultivation, e.g. better quality seeds., With larger
organization it would be possible to obtain more credit facilities to buy

fertilizers, and hence more fertilizers could be applied., Moreover, it is
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far easier and more effective to disseminate information on the right use of
better seeds, fertilizers and better methods of'cultivation e.g. intensive
weeding, planting in evenly spaced rows, to large scale organization than
to a multiple number of tiny individual small-holdings. All this, apart
from leading to an increase in output, requires a geater input of labour
and hence increase the employment of those who are left on the land. It

is also possible in a larger organization to aChieve“a more advanced divi-
sion of labour, Thus, while some will be concerned with farming operations,
others can work on activities such as livestock production, etc. As the
surplus labour of a single family cannot undertake the construction of a
capital project, also the financial resources of a single family will hot
be sufficlent to start a project of livestock production, while the resour-

ces of households taken together can,

Thus output could be increased not only as a result of the capital
projects constructed-on which surplus labour is utilized-but also through
the increased investmeni on the land that becomes possible under the new
organization. Increased output from the land means better remuneration for
those who work on it, and more food being made available for the growing
labour force in other sectors.” This process of emplo&ingllabour within the
farm family sector, should continue until such time when deménd for labour
out side such sector starts to outstrip the supply of labour made available

by the increase in the.labour force.

We now attempt to review the advantages'of the above scheme; l-
under such a scheme it would be possible to employ surplus labour withinm
the sector in which it originates and hence increase capital, employment,
and output. Moreover, by utilizing the advantages of the family based,
non-wage system, the extra employment of labour will become possible with-
out any additional wage payment till output is available; 2- the reorgani-

zation of the farming area would not only make possible the release of
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surplus labour, but would increase the surplus labour, but would increase
the surplus through the work of the mutual aid teams; 3- such a scheme can
represent a step towards more advanced division of labour. The shortage of
the labour of women and children at peak seasons is due-as was shown-to the
traditional division of labour according to sex, in which 6perations.per-
formed by one sex are shunned by the other. If men could be induced to
share in women's and children's work at peak periods it would certainly
reduce this shortage - and even create a surplus - especially as the ﬁeak
period of the demand for women and children coincides wifh a stack period

in the demand for men, While the removal of institutdonal barriers of this
kind might be a long term process, are-organization of labour and land dould
pave the way to the total abolition of the traditional barriers,(l) {4~ under
the new organization it would become possible to carry out iﬁvestment;in'
better methods of cultivation which were not possiblelundér the_systém of
multiple sgattered holdings. ; | |

There is one qualification which makes the above scheme difficult
to carry out from the practical point of view., It may be easy to indentify
the family farm sector from the employment point of view-as the sector ex-
cluding farms of less than 5 feddan and having surplus labour - it is dif-
ficult to idemti#fygeographically. The fafming area, far from consisting of
a numBer of smali family farms which it would be easy to consolidate, is
covered with units of varying sizes mixed together in a way that makes it
impossible to carry consolidation among small farms only:ﬁncluding medium
and large farms. Thus in our hypothebifcHlvillage, instead of the whole
land (l,200,feddan) consisting of small farms only, it will consist of farms

of varying sizes, e.g. 600 feddan of small farms, 200 feddan of medium farms,

( 1) Especially as one of the reasons for the shortage of women's
labour is due to the fact that women who take part in opera-
tion on family farms rarely offer their labour outside for so-
cial reasons. |
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and 400 feddan ofllarge farms - and the spatial distribution of the farms
being of the kind that it would be impossible to carry out the scheme un-
less the whole land were included. In this case the pooling of land would
have to cover the whole village, as would the control of the crop rotation.
The area under every crop has to be determined irrespective of whether such
area is under small, medium or large holdings. The same principles applied
when only small farms occupied the wholé land, would still be applicable,
but there would be a difference in the labour resource available. Instead
of only small farms with surplus, there ﬁould be differeht sized farms with
labour situations. Small farms have surplus labour, while large farms are
in short of labour. However, the pooling of the labour resources of farms
of varying sizes, and the formation of mutual aid teams could be possible.
The factors preventing the movement of labour from small to large farms

could be absent one a single organization embodying both exists.

The labour situation can’ be one of the following poésibilities;
1- after the pooling of labour resources, the-establishment of mutual aid
teams and the new organization of work, it may be found that the volume of
surplus labour is still there.. This means that with the new organization
of work, the labour on the large farms and the productive member on small
farms would be able to cope with the work required under the new organiza-
tion. In such a gituation, the still sufplus,labour could be directed to
work on capital-prqjects_but_the small farmers would then be bearing the
cost -of construction above while the projects would benefit all farms. In
this case large farmers would have-to carry part of the cost of construc-
tion of thése projects, i.e., provide part of the resources needed to employ
such labour; 2~ it may be the case that the shortage of labour on large
farms -was so acute, That even under the new organization the whole surplus
labour on small farms will now be needed for farm operation., In such a
case the casual labour previously-used'on large farms will now be without

employment. Such labour could be utilized @n capital projects that would



= Ao

nerease the productivity of the land. But the employment of this labour
'ill be on a wage basis which would give rise to an increase in consump-
ion demand in the interim, To avoid this, the cost of employing such
abour can be secured through the taxation of the farmers in the organiza-
ion, Taxing them would now be easier under the new organization, Since

.t would be poséible now to assess their output and revenue.

‘B) Establishing Industry within the Rural Areas:

The amount of employment created with a given surplus depends on
shether labour is transferred out of agriculture to industry, or alterna-
,ively industry is transferred to the rural sector where labour is avail-
:ble. It has been shown above that the consumption effects accompanying
‘he locational shift of labour will limit the amount of labour absorbed
in productive employment that can be "financed" by the saving. Per contra,
1 policy which seeks to minimize the physical transfer by bringing industry
;0 the rural sector will enable a given marketable surplus to absarb a lar-
ser volume of surplus labour. The economic implication of such a policy
nay be illustrated by the experience of Japan in the ninteenth century.
During what has been labled her:"labour intensive"(l) phase which lasted
until the turn of the century the mobilization of under-employed labour,
nostly within the confines of the rural economy it self, provided among
other things, a dynamic impulse for a substantial lowening of wage costs.
Manpower was recruited for industrial employment, through a symbioses of
industry with agriculute, ®) The peasant was attached to the soil and found
it easier to contribute a portion of his labour in relatively familiar sur-
oundings. This led to the location of many industries in rural areas.(j)
The labour force in these industries continued to live with their families
(since it was peasant daughters) and enjoy the '"one roof economies". This

led to a increase and diversification of the sources of income of these families.

(1) Ge.Ranis "Factor Proportions in Japanese Economic Development",
Amercian Economic Review, Col. XIVII. No. 5. Sept., 1957, pp.

594-595«

( 2 ) Lockwood W.W. "The Economic Development of Japan; Growth and Struc-
tural Change, 1868 - 1938" Princeton 1954. pp. 487 - 489.

( 3) G. Ranis, Ibids pe 59%.
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The integration of industry into the rural way of Hifé: delayed the
trend towards urbanisation and enabled the economy to "hold the line",
against mounting pressures of domestic demand. The dispersal of industrial
labour in small enterpriseés scattered all over the countryside, had a far
reaching influence on the labour market by reducing the overall differential
of rural and urban wage rates to a minimum, so that a large expansion of
employment become feasible at wage levels more or less tied to the existing

(1)

levels of remuneration on the land.

In Egypt, not only is industry tending towards more and more capital
intensive techniques as showﬁ before, but also most;of these industries
were located in large cities, Around 60% of all industrial establishment
and 53% of the labour force in these establishment are in Cairo and Alexa-
ndria the largest cities.(a) The trend towards urbanization is noticeable
in the last twgsdecades. Thus betwéen 1937-aﬁd 1947 urban population grow
by 44% against an 11% incféasé of the pural pbbuiation, and a 19% increase
in total population. The some trend is observable between 1947 and 19603
urban population increased by 55% while the increase of rural population
was 29% and that of total population was 36(3); The increase in the move-
ment of population from rural to urban areas, has lead to a problem of oper
unemployment, due to the inability of industry to absorb enough labour., Ir
1961 the rate of unemployment in the five major urban goﬁerﬁorates(4) was
9.4(5) of their labour force. Unfortunately, the establishment of rural '
industries as a_solutionrto employment problem has never attracted attentic

in Egypt. Under the five yéarplan 1960-65 investment in rural industries

( 1 ) G. Ra.nis, Opo Cit. p. 596"“5990

( 2 ) Department of Statistics and Census: Census of Industrial Productio:
1960, Cairo, 1962, p. 2

( 3 ) Census of Population 1960, op. Cit.,; pe 2.
These are Cairo, Alexandria, Port Said, Suez, and Ismalia,

( 5 ) Central Statistical Organization, “Employment and Level of Wages by
Governorate.," April, round 1961, Cairo 1962. p. 5.



as a solution to.employhent problem has never attracted attention in.Egypt.
Under the five yearplan 1960+65. investment. in riral industries represented
095%(l)dof.investmgnthin‘iﬁdustry.\ More attentionito the establishment of
rural .industries in rural areas :could.go a long way towards the solution of
the employment problem. The field for the establishment of such industries

are enormousg, especially in activities connected with agriculture.

Conclusion:

o Yo e iy v e i o S i
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The possiﬁiiities of transfer of surplus labour from its present
occupations and its absorption outside agriculture are limited. The argu-
ment put for the use of the marketed surplus represented by the consumption
of the surplus labour on the land to finance their employment outside agri-
culture is unworkable. The ﬁransfer of men and food from agriculture leads
to certain lookages which are influtionary in character, which eat into the
marketed surplus and hence limit the amount that could be absorbed outside
agriculture, Moreover, the examination of the demand for labour outside
the family-farm sector showed that such demand would fail to keep up with
the supply of labour arising;out of the increase in the labour force, for
some time to come., In the force of that it would be wasteful to attempt %o
transfer surplug labour untii the supply of labour outside the family farm
sector has been siphoned off, Until such time to come the solution of the
problem of under-employment has to be found within, the agricultural sector,
Hence, a reorganization of the farm area is necessary which would permit
the utilization of surplus lébour within that sector without incurring any
extra cost in terms of ponsuﬁption resources. This could be done by uti-

lizing, the advantages of thé household non-wage system of employment.

(1) Frame of the Plan, op, cit., p. 33.
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As for the incremental capital-income ratio and the incremental

(1)

gsources: 1)~ the estimate used by the tirst five-year plan 1960-65, i.e.

capital~labour ratio, there are different estimates from different

a l.7 incremental capital-income ratio and L.E. 2061 capital invested per
person.(z) 2)- The actual incremental capital-income ratio realized under
the first year plan which was found to be around 3, (Table 3). However,
this increase in the ratio as compared to the planned one is no doubt due
to the modest achievement in industrial income in 1964/65 which was due

to the excess capacity resulting from the shortage of raw materials and
spare parts which was due to the foreign exchange crisis in that year. The
inclusion of the year 1964/65 in the calculation of the incremental capital-
income ration will unduly inflate such ratios. Thus the incrementtal ca-
pital income ratio realized under the first four years of the plan will be

(3)

ratio, As for capital invested per person, the realized capital invested

used., This is equal to 2.5 which is still far higher than the planned
per person under the plan 1960-65 is L.E. 1074, which is lower than the
planned figure, The increase in employment under the plan, particularly
since 1961/62 is partly due to the reduction in working hours from 48 to 42
introduced since that year. Thus the increase in employment cannot be

(&)
plan before the introduction of this law, the capital invested per person

was L.E, 2833, 3)- The third estimate is that by the Ministry of Industry.

solely related to the investment undertaken. In the first year of the

It is based on a sample of industrial projects taken during the first in-
dustrial plan 1957-1960, and projects inaugurated in the first year of the
plan 1960-6l. The incremental capital income ratio is a weighted average
(

)
( 2 ) The projected investment under the plan is L.E. 439. M., while the
increase in income expected is equal to L.E. 255 M., (1959/60 prices).
Moreover employment to be generated in industry excluding electricity
is 213 (000) worxers. See Plan Frame op. cit. p. 33; 53, 141 and 194¢

3 ) Table 3

All the ratios presented and used here are gross ratios.

( 4. ) Part of the increase in employment after 1961 was also due to the
employment drive urged by the government after realizing the modest
employment target of the plan in relation to the increase in the
labour force., This probably resulted in unnecessary employment in
in industry which led to the decline in the above ratio.
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of the ratios of different industries, the weight being the percentage of

investment in every industry. The value of the ratio is found to be 2.3(%)
The capital invested‘per person is a weighted average of the ratios of dif-
ferent industries, the weights being the percentage of the labour force in

(2)

each industry. The capital invested per person was found to be L,E. 2812¢

There seems to be little difference between the realized capital
income ratio under the plan and the estimate by the Ministry of Industry.
The capital invested per person seems also to be the same in the Ministry

of Industry estimate and the one achieved in the first year of the plan.

Three estimates of investment required and employment to be gen- .
erated up to 1950 were made by applying the above three estimates of the
ratios to every series of industrial income projected (Table 2). The re-
sults of the industrial employment expected in each case were then contra-
sted with the expected increase in the labour force (males only) between
1960 and 1980 (Table 4). All estimates of investment required and of
employment to be generated were based on the assumption that both’capital—'
output and capital~labour ratios will remain constant. All evidence points

to the possibility that both rates would tend to increase. This conclusion

(1) The information concerning the ICOR was obtained by personal
contact with the Ministry of Industry. The ratios are: spin-
ning and weaving 1.3, engineering industries 2.1, food industries
2.4, and chemical industries 2.6, The weights given in calcula-
ting the average are, 15, 17, 9, 59, respectively. However, it
should be noted that according to the Ministry the above ratios
were calculated on the basis of full capacity output and not
actual output,

(2) The capital invested per person was as follows: spinning and
weaving L.E. 1189, food industries L.E. 2309, engineering in-
dustries L.E. 1885, and chemical industries L,E. 6520. The
weights applied in calculating the average are, 36, 12, 26, and
260 ;



