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' Chayges in banking inétitutioﬂé,dﬂringcpﬁe-periodi-

© SURp1Y of Monev- and the allocation of credit in the :
ecoNomy . rThis:wﬂ§»accomplished“by;adquiring thé S

a0t jmprove the £it in Biypt's case. . -

2 hignher rate oy Erowth of reallincgme,f

ABSTRACT %

1A'This'&tﬂdy'has threé;ébjectives;, first, to

eXypine Lhe course of monetary policy in Egypt between’

1947 ang 1967 withip the context. of the increasing

'S0cialization of the Egyptian economy; second, to

EXgpine the yay in Which mQQetary policy may be ablé
Lo influence long run growth through the effect of 7 | s
Monetary variahleS on savingy third, t¢" use one < - ¢

Vergion of the andersen-Carlson monetarist model to

25855 the extent to.which menetary policy” during
the perjod permiﬁted‘%he'maximum,rate,of“gfowth;in '

-real‘épcpme, glvell Egypt's real'reSogfces.f; T

- The fingihgg caﬁ'béfbriefly-%ummariZGd;l '

' resulted,id the mOnetary: authority becoming able

O achigve a hign degree of control over both thg. ©.- - STy

POWer~to 56t inggresy rages and credit ceflings: ™ T
“The analysis of s2Vings in Eeypt shows ‘that,ihcome.

45 the primary geberminant of saving; prices and _
‘jinterest'rates wele not'inggeneral,statiStiCallyuvg,L:

si&qifieaﬁtl'TTE@‘PErmaneﬁt iricome hypotHéSiS.QOes; .

f'&” *,Thé:Aﬁdeféenqcaflfén,médelfﬁfdvéd”to'bega.

P At e . o < - R L
TB9°Q predicCtor of; fhungeg in-income’, real in¢ome, - RO

on4 tne prive level when tested-with 1956 to 1957
daty, Two dlterpaltive money supply .policies were -

© simyjated with th€ nodel, and [t was’ concluded that

2 More rapid rate Of increase in'the.money'supply,

- dWling the late pibeteen fifties would have led t@”'if: 

\ .
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INTRODUCTION

Until reoentWy, the 11terature on - development hgs tended to

~ ‘omit the study of monetary pollcy and of flnan01al 1nst1tutlons

generally in favour of flccal'gollcyand planning. However, durlng
the past ten years some excellent stwdies have been publlshed on the
monetary systems of several underdeveioped countries; A number of -
vdifferences have emerged between_tne monetary~institntiens‘of‘the
developing counfries and those of‘develbped countries which have
‘been medelled on British or American institupions. FIn particular,
tne,experience of most underdeveloped cenntries has indicatedﬂthe
need for addiﬁional instrumente ef monetary control to be available
to‘the central bank over and ebove'fhe traditional ones of Britisn
er American practicev These 1nstruments tend torempha51ze direct
control over tank. portfolros, lead to greater dependence on Lhe

Central Bank for bank liquidity, and to the neglect of the‘rate of
. » 4 o .

interest as an indicator. 1In consequence, more emphasis is placed

on the stock of money, bc.: us a policy variable, and as an indicator.

'The present study concentraﬁes upen an analyals ef Eﬁyptian.
monetc ¥ experience during the perlod 1952-1067, with partlcular
empha31s upon the 1nfluence of monetary varlables on the rate of -
saving and on income. - The basic premlse underlylng ths study is
that éi the modern quantity theory. The rate of growth of real

- income in the lnng run is seen as g functlon of real varlablee



i. e., ©f changes in fhe stock of capital, ‘thezsu. y “of labour,

technology, and entrepreneurlaz\rblllty.v ‘In-a country S%Q? as

<
Egypt, which is over—populated relative to its natural<resources

the major factor constralnlng the rate of 1ong run growth is the' J
rate of real capital: formatlon, in- turn dependent on the rate of

)
realmsavlng._ In the short run, changes in the stock of money are

.

viewed as exerting a strong influence on'the rate of growthAOf

rs

‘income, 1n1t1ally on real incomey f""g;as full capa01ty outp&t

is reached, on prices. in real ‘and- nomlnal ing¢ome’

are the major determinants of the rate of sav1ng, whlch in turn

governSgthe long run rate of grdwth?of real incomé. From the stand— ~

\

point"of monetary policy, the intention’of the monetary authority
. should be to so.adJust the money - shock as to max1mlze real income .

1n‘the short run, and hence maximize the rate of real saving'
v » .

After a brief descrlptlon in Chapter I of thc Egyptlan a

.

economy durlng'the period, Egyptlan flnanc1al 1nst1tut10ns are .‘ '"/xp
discussed 7. Chapter II with emphasis upon the changes made as the

period progressed. These changes were claimEdﬁby the government
to have improved the allocation of financial resources; an attempt

-

is made to evaluate this claim, although it is somewhat difficult
to reach firm conclus1ons due to the pauC1ty of data The monetaryL

Lpollcy followed by the Eé%ptlan government between 1952 and- 1967 is

dlscussed in Chapter ITI. Chapter Iv develops statlstlcs on sav1ngs

. -«

in® Egypt, .and tests several hypotheses concernlng the form of the

sav1ngs functlon. It is found that sav1ng is insensitive to changes

" .

"~ in the rate of 1nterest ‘and that the marglmsl propen51ty to-.save- oub

-

L ]
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v

of real 'income % relativelfﬂhigh ang exceeds the averaée propensity
‘ A : B = : .

-~ ‘ P , / o 3 -
to save ., gIn»Chapter V oa monetafy‘model is d?veloped and tested,

and an alterhgtivévmgﬁet?ry policy simulgtéd:i_It ié'fggnd tﬁgf_the
model is a good predictor of shoft and medium_term‘nominal and-rqgl:\
ineoﬁe. It is Copcluded that Egygtiag monetary'policy should aim

at maximizing real income.iﬁ thé short rﬁn, if nécessary %t the

éd@t of some upward;movementlin pgices. Bécause_of theyhigh
ﬁarginal‘sa;ings rété, such.;vﬁolicy éould workftoward the maxim-

ization of long run growth. Chapter VI consists of a brief summary

and conclusions.
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‘ capable of expansion eycept a§ vexy hlgh ﬁarglnal Hbst PrOduofivith

pdnd 1ts 1ndustr1a] aector in ordet to achleve threc obacctlveO' S

' to prov1de employment for 1ts grow1ng populatlon ‘to 1mpro¢e 1ts»

; “
4 ' 0" .
~ . :"A‘
’ h ‘?. v = -
. CHAPTER I » . Coe
. e - < o, t e
“THE ECYPTIAN ECONOMY, 1952-1967:

» lee many other umoeldeveloped countfie s Egjpt ’ifaced ﬁ’

” . N

Wlih pIoblemo of a largc nd rapldi//grom1ng populafeon pr@solng

- 57

agalngt an agchu]tural resource base wvhich s 11m1ted andoln— ey

per . unlt of land 1n the fortlle Nlle Delta is amongmuhe hlghOSu in -

the vorld, sc tnere is relatlvely 11ttle cope‘%er 1ncre&s1ng “-‘

4

o agrlcultural productlon by pursulng more capltal 1nten51Vc technmqucsl‘

"") BN Q
Addlng to arable dcr ace throg€$ 1rr1gatlon DrOJeCu) is 1mmensel§ -

!

: costly, albhouph auch 1ntegruied schemes as the Agwam Dam prov ?

!

ele\trlc power ds a by«proauct, which may Ju tlfv th)lr coei\ Lver

.-.
@

since the RevoluLLon therefore, Egypt has attemptcd rapldly to ex-

5 \

balance of. tra@g by developlng 1mport substltutes and 1nduutrlal

',exporté and to malntaln a p051t10n of mllltary afxength “{this en—'

' hanc1ng Aits, polltlcal p031L10n 1n the MlddLC East._ Numerous

L ' !

developlng countrles have seen in 1ndhstr1allzitlﬁn the maln 1mpeLuC‘

v‘v
I

to economlc development, partlcularly §1nce the 1heorv oi hP- :

e

' ’ 1
w'balancea growtn/became pooular in the mlddle nlneteen flfule”

= . . s

, ,Thertheory‘ T unbalanced growth due ovlglnally to ﬂlber
0. Hirschman, claims that development should proceed through a. serle
of dcllbcrately credted dlsequllerla VhJCh, in *he proccse of bcwn" ;*

o : . . ‘ N "\

L

P



The Lgyptlan programme of development is partlcuiarly interesting

w
for at leagt three reasons: - first, because it has d¥hieved a

“

' g 1
measure of success in realizing the first and third obJectlves

-

me{tloned above, second because of the degree of Structural

change that has been achieved within a relatively short period*of

- time; and third, because of the role of the Egyptian financial%

l sys/gm Tn malntalnlng a hlgh rate of growth w1uhoub an Lnordlnate

degree of inflation. ThlS chaptgr will consist of a brief dis-
cussion of the changing structyge of the Egyptian ecénomy since-

the Revolution in 1952,

Egypt's Eoonomy iu'1952
Egypt was typical of many underdeveloped countries midwuyA
through‘the twentieth century; ;over—pooulateduin relatiou uo ardble N
land, a low per capita income of aboutéEEYQ (see Table l), and a
highly unequal dlstrlbutlon of land ownership and income. ' Although

considerable progress had been made during the first half of the
A _ o .

gcorrected, lead to ofher disequilibria. Scarce entrepreneurial and
capital resources shoéuld be concentrated in certain’ strategic
industries, which: through the ' operation of forward and backward link-
ages 1nduce the ¢reation of other firms and industries. Advoca ates of
unbalanced . growth argue that investment should be concentrated in
industry rather than in agrsculture because of the weak linkages in-
herent .in the agricultural productién fuaction. See Albert 0. f

Qf leschman The Strategy of. Economic “eveTQPment (New Haven: Yale

Univer31ty Press, 1958}. The the s muct in common with the
Schumpeterian clustering of innov«i. .. and, ike the latter,
implies that periodg of inflaticon: = - ressures are characteristic

of development. Joseph A. “Scrumpeter, Theory of Feoncmic

~Development (New York OAfOId Universit, Press; 1961), pp. 65-68,

228-32.

This is not to deny that the rapld growth of the labour

" force remains e contlnulng proalem See . 22 Lt



.

: . ‘e . ~ ‘. - v .
century inh terms of literacy and other indices of social vellars,
there wis little advance in real per capita income. The averare
annual rate of growth of national income since 1900 has. bp'n abOuu

B - o
1% per Fent, not enough to keep real 1ncomp per 0ap1t1 censtant.
o U ‘ o
Moreover', with the exception of the period during the Korean Wor,

the movément in Egypé‘s terns of trade was ad&erse and c=q deprﬁ‘sed
’avérage real income belpﬁ‘average real product.

. In spite of an:ihcreasing iﬁférest in ééonomiﬁ'developmcnp
on thélﬁaft of thé_gévernment sinqe the end of the seéqnd World Viar,

government involvement .lended to be in the form of public works

<prpjeqts such as rouds, electric power staticns, “and thc llue. On

. -

the eve of the revolut;on, the private scctor dccounted for 8h

=

~ \ L
-
cent‘of GNP and employed Ge per eent @d/i abcur force.© Eg L

remained an ovorwholmwn’ly agrariar’ econom"' altkough cons ldfP“%W

progress.had been made in expanding the industrial_sector, it
still accounted for less than 1L per cent of Gross Domestic Plodaut

and even this figure is inf ated. by the high level of p”o LCt“Oﬂ'_
i .

" given industry. (See Table 2)._ Forelgn purtlgzndtJon in the

e

S . . : . "3
national economy Was high, partlcul&rly;ln such sectors as flnance.
In ~ _.v, '952, a group of arm) Of;lC ¥'S ‘undér Colonel Ahdel
. “‘) . B . .
1

Fc  brief discussions of tle«eff‘ecuu af the- +c“m> of trade
on Bgyptiszn national income, sechpPatrick @} ‘Brien, The Revolusion in
Lgypt's Economic System: From Private Engerprize id uOﬂJQJLJm;
1952-1965 (London' Oxford Uhiversity Press, 19€6), pp.- o= J,Aand
Doneald Head, Growth end Structural Change in bthe Eisyptian fconony
(ﬂomewood Illun01a: Richard D. lEWln Inc., 1567), pp. h( ha.-
0'Briern, The Revolution in Beypt's Beonomic Svstenm; p. 6

See Chepter 1T, op. 36-38. ) ‘ DRI



‘TABLE 1
NATIONAL AND PER CAPITA INCOME
CURRENT AND CONSTANT PRICES
1952-1953 TO 1966-1967.

NATIONAL INCOME -~ | - PER CAPITA INCOME -
GZE Millions) .‘(£E)

, . Current | 1952-1953 Current | . 1952-1953
Fiscal Year Prices | . Prices . . Prices . ~Prices =

]

806.0 .| 37,
- 871L.0 . 38.

e300\ | ho.
N 881?Z:$\\\» B
897.0- | b
959.0 . | 56.
985.0 ‘4// T{h6.
o 50.

| 11390 | s1.
1190.0 .| 52,
" 1324.0 L se.
Cameds | e
14800 |- 6.
15h5.0 | 9o,
1550.8 | . T

37.
39.
- ko,
st
37.
39.
L39.
, Lo,
o w3,
1.
8.
R R
oS0
5L
150.7

o).

L ose-s3 .806.
w0 1953-5h | BUT.
B 195k4-55 - 920.
1955-56 - 965.
1956-57 | 1067.
1957-58 | 1126.
'13?8439; - | 1T,
11959-60 ] 128s.
1960-61 | 1363.

_ l96lf6é'--_p._‘ Sahad.
- ,§t962—63-, 1. 1s62.
1963-6% . | 1739.
'1%6&—65'7"a | 297s.

o 1965-660 . -212h.
. 1966-67 . | .2103.

Oy W0 W ETov W W oo
S W oY END

M H O OV U N o O, 0 0O 0 0 O
|_J
O
\O
]
o

L SOhrcéﬁ_Cehtréi»Bankldf-Egypt,’EeohomicIReQiéw,"le. VIi;;i ‘,u'
« " Nos. 3 and L, 1968. ho ) L e
. IR
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Nasser S%Zzed pover 1in a coun d'etat, brought about in
the old regime.

part

the vorsening ecoromic vituztion and by the appgrent corm
economic ideology;

Tl

DT of
The group appeared to subscribe to no pa:
soon after taking

‘ uoar
in fact, public statements made by th
wight have been fel

€ %caaers
concerning their
and 1956, the government continued to
private” sector.

pover seemed calculdted to alLay any fears that
1
erni intentions.

Betveen 19)2
Although a four year

q
emphasize the role of the
plan calling for a much .
greater degree of publlcvlnvesfﬁenfiwas forruiatediin 19)3 .1t |
cons utcd nalnlj of social ovgrhead proJcct" ucua¢Ly left to thc . |
governmcnt in any case. Beginning in 1956, however, the dirccti
Qf Egypt's ; ; . ent moved sharply to the left both economicaiTy
and poiitihallv . Se.n gtiqn pf fore;gn ﬁrop@rtv,‘fol owed by
natlonallzatvon of fﬁﬂh of the pri#ate sector ana a mwch‘greatcr
empha51s on pla”nln. h:s culmﬁnated in Egypt'c bccorlng a:socialist
: V‘state. uch of 1ndustry, Lransport,'finahc; and foreign tradé is
) concen+raied in thé»haﬂds of tle goverqﬁent gnq the government . : ///
"budge1 ‘accoun ,for well oyer 60 per cent_of'CNP : hlgh’dircct >: o /’:
taxation, effective égrarién peform and;the fixing of mﬁximum |
salaries have brougAf a/mu;h gréater degree,bf income equality
Jlmyptvs ecomomic problems hoﬁéyer;.mtlll remain considerable,
l_ : '>!‘14 T = -
N e {
7 O‘Bfieﬁ booy'pvovAaea
of thn evoluticn of -the
.after 1952

an exce1leﬁu
.2 :

.
oF

able
O'Brlen, Tnp ?cvolutlon in Ezypi's Beononic System, » ,63

discussion end dopument tion
Lzypulau wovelnment'g economic phl]osouhy

this: changc in thlnklng. see Chgrleu Isaaw1,
An _Econgmic Ans]v51° (uondon,
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not’ the least of which is its precarioﬁs financial position re-
sulting fromithe very large foreign indébtednese it has incurred.
Apriculture
The proportion ofvnatiOnal income contributed by Lhe agri-
culturdl sector has fallen con51derably from ncarly 50 per cent

. in the eerly nlneteen thlrtnes However, 1n l96T agriculture still
; accounted Tor 28 per cent of gross domestlo proouct and for nearly
80lper cent of Egypt's forelgn exchange.earnlngs. Cotton is the
.lmost inportanr‘crop; broviding some ‘75 per eentdof exports;
_‘directly and :indir_ec‘tl'y‘.

There have been three strands’to governmeni pollcy since
;1952 Tne flr%t was the redis trlbutlon of dgrlcullural land under
the land-refornm programme. lThe second.wos the creation of goVern—b
ment supervised eo—operaoives. 'The third aimed at‘expanding
laériculfnralaproduetion'through measures. to increase both product-
._ivity end the‘quanrity‘of arablc land.

A maJor problem laced by the government was +he maldlstrr—
butlon of land ownershlp Except for the largeet land owners,
_holalngs were generolly too omall to permlt economlc farmlng

R ) - 4
»operatlons. Moreover the tenure system and the lack of proper
‘medinmvand”long term finonce falled togprovide.incentives for’ .
improvements SO that'savlngs_generated in agriculture rended to’be:{
used for conspleuous con umpulon raiher than 1nveotment _ Hence
' a progremme*of land relorm Wasvinstituted. It wasfhoped thaf the

/4

redlstrlbutlon of land. would prov1de incentives to those actually v

-
’worklng the lend and in addltzon break thc polltlcal power of the



!

y
land owning class.l- Under the regulations, max1mum land holdings
by any one 1nd1v1dual were flxed at 200 ;t‘eddans,2 “this was later
reduced to}lOO feddans.3 The excess was exproprlated by the goyern—
ment and redistributed among those actually tllllng the land. Until
196h, compensation was pald in the form-of government bonds, after
1964, no compensatlon was pald 4 The resultlng pattern of ownership
1s_shown in Table 3. | |

A relatlvely small percentage of the cultivable land was

lmmedlately affected by the land reform programme. More 1mportant
Yere the regulations passed at the same tlme regarding condltlons
of tenancy Security of ten%re vas non-existent prlor to 1952
. since tenure vas based only o; antoral agreement and rents were
controlled Under the 1952 law rents were fixed at seven:times
the 1949 1and tax (far below the levels rullng just prior to land

reforml and written leases wlth.securlty of . tenure for a mlnlmum

V;Of three years were made compulsory ‘The effect of this was to

1.
. M Rlad El Ghonemy, 'Investment Effects of the Land Reform .-
in Egypt," ;gynte Contemnoralre, No. 278 (October; 1954); O'Brien, -
‘The Revolution in Eeyvot's Economic System pp. T76-78, argues that
the real reasons were polltlcal and to give the government control
“of agrlculture ’ .

S . S o - o
. Law 178 1952 One feddan is equal to 1.038 acres. Land class-
‘ 1f1ed‘as desert land 1ntended for reclamatlon within 25 years was,exempted.

3Laws 127 and 132 1961

M Riad E1 Ghonemy,l Economlc and Instltutlonal Organlzatlon '
of Egyptiah agriculture since .1952," Egypt Since the Revolution; -ec.
P. J. Vatikiotis (London: George Allen and Unwin Limited, 1908)
p. 67 An excellent discussion of the Egyptlan Jand reform can be
Tound in D. Warriner, Land Reform in the Middle East (London: _ Q

Oxford - University Pless, 1962), and more briefly in E1 Ghonemy's
two works already c1ted : ' '




"896T ‘.

pus m‘nmoz “IIT *ToA TRSTASY DTEOUGOR ¢qdA37 go qum,ﬂmnwnmo UT B3BP WOXJ @mpmﬂaoamu. 190aM0g
0°00T 0°00T ~ TT2E | - 0°00T 0°00T  TOTE | "0°00T ©°'00T woom4,OWOOH '0°00T 1082 H@yoa
- - - - - - 6'¢ -T0 ‘ez |L6T TO - 2 002 hmﬂo
. . : 1l .
$'9. T'O o 2'g 2°0 S el T'0 € €L T°0 £ ooulooa
T'9 20 9 ] oL ero 9 | 2L 20 9 AP 2’0 9 00T-0
9'2T -&0 62 .| €T 80 92 9'€T  0°'T o€ 6°0T g0 ez 0s -0
28 6T .Awﬂm Lot TUe 59 - L'0oT - 9°T Ly | Lot LT Ly 0z »OH
66 me gL .98 9@ 0g '8 . 9'z. 6L ! 9°g gz 61 6T =
T°LS & :m ggog | H.mm,i_ﬂ.ﬁm. 6162 | 9'9n q'46  ThEE| °SE €46 en9e| ¢ weua sseT
BAJIY SJISUMQ . ISQUM ;_wm.dq m.HwFso .Hmpasz .mm...a.«. sIsung JIsqumy! ®BaIY SIauM) hmﬁadz_ streppag
Jo Jo jo ' Jo Jo . jo- Jo Jo. o ut
¥ % VAR I N P % S3UTPTOH
- 696T TO6T ‘LeT #®T 2833V | 266T ‘gLT 48T X993y !2G6T “gLT #el a103°d

THSHANMO QNVT 4O MMALIVA EHT NI STONVHD

— g,

€ J19VL



-
(€}

redistribute incomeltoward those‘who dctualiy ﬁérked ihe land and -

éway from the mainly absepﬁee l@ndlofds.‘ It was hpped that invest- o
»ment in égriculture'would increg%e'sincé the formér landvowne?é

were_not thought té havé a high,propgﬁsity to save.l Information

is %acking‘as to the'quahtitaiive éffects on.income fedistribution,
and‘autﬁorities differ. it‘sééms likelé; howevéf, thatfat least ©

in the,eérly stages thevfontal féstfictioﬁs proyed une#fqrdeable.

A provision of_thé.ignd reform pfogfamme'whigh was to. have
rather far reaﬁhing cohsequences was. the reqﬁirement thatllaha
recipients jdin a cofopegative. Théurationale underlying thiS’fe%

. ¢ : * :

guirement was that the non-owners were without real trepfeneurial

IR
P&,

the past to acquire knowledge about proper agficultural practice,"

.e%périencé; they had had neither inccnﬁivé’nor oppo tunitxw

énd would therefore need‘édvicg and assistance. iHence multi-

- purpose co«operative societies were set up in the iand fefcrm areas.
Theéebhavé severallfunctions; tqlgrént loans to .iembers for
agficultgra}/purposes;A to provide!seedg,.fertilizers,-livestock,
agriCultur;l ﬁacﬂinery, and other reqﬁiremenfs together wiﬁh sforagé

‘anésfransport for tbe Crop; to set policy.with-respect to»cropvu
rotatioh and meﬁho&s of_éeed selection, pest qontrol, and‘fhe
provisiéﬁ 6f canals and drainage; and to proﬁide for the marketing
of the crob.l The proceeds éf eacp farmér‘s'cfop are remitted to

' him,'less his shgfé of the'co—operative's costé,binstallmenfs on’his

land purchase debt, and pgyments on any loan outstanding. Each -

Central Bank of Egypt, Ecenomic Review, Vol. III, No. 2,
1963. . o S

v v
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member is obliged to subscribe fo the co-operative's capital in
the amount of one pouna per‘feddan of the land owﬁed. The co-
opefativeé are collectively placed under the éupervision of the
Supreme Committee on Agrarian Reform, and each co—operaﬁive is X
directed'by a government agronomiét wvho has the right of veto over

‘

policy.l p
As is evident, land refqrm éo—operatives in Egypt were not
co;operatives:in the'sense in which the word is usually uséd, but

invéive a tyie of contract farming.2 Neverthelessnth:y app-ar to .
ﬁave been successful,3_'and§beginning in 1957 the‘governmenLAbegan
to promote the establishment of'co—operatives througho&tlthe whole
' df the country. This was doné'by giving the @armers every incent-
ive t6 join: Betﬁeen i957 and 1961 a series of reggiétions vere

passed making agricﬁltural credit available to far@%rs only through

+

, . ‘ & .
the co-operatives, and government technical advi¢é was extended
e o ) ) . . RE

. . . ’ . - )
on a much wider scale. Moreover, seeds, fertfﬁizers and other

farm equipment have been sold at reduced Prigis through the co-

operaﬁives. The result was that

at least nominally a member of ascohdiiydbive. Co-operatives other

; 7
) 1 . ‘ .
See O'Brien, The Revolutiof

L . MEgypt's Economic System,
~ pp. 166-68, for a disdussion of thei’

%tent of government control.

Q"Contract'Farming," is the term given %o this.sort of
arrangment by farmers. in North America;- they view it as a threat t9
their independence. A discussion of this and.otheriﬁspeCts of agri-
cultural co-cperation can be found in James R. Savary, "Principles
of Producers Co-dperatives," unpublished M. A. thesis (University
" of Wew Brunswick, 1963). ‘ N :

3

Central Bank of Egypt, Economic Review, Vol. III, No. 2,-
1963. . ' ' ‘ ' o ’

1L



%han the °upcfvised land reform cc—opegatiﬁes vere originally
voluntary in the sense that no gc ernment cgntrol was eﬁercised
Over crop rotation, irrigation, etc.  Since 1965, however, govern-
ment policy has been steadil& to convert volun@h;y‘cé-operaﬁives
into supervised 6nes, the rationale.being that<£o inéfease yields
“in agficulture government control must be méde‘éffective. In this
',wa& the difeconomies of small scale holdings can be overcome.
Deépite»this policy, the majority of co-operatives were still
voluntary in gmid 19673. bzﬁ\. R

It is difficult to determine the extent to which agri-
~cultural productivity has increased as a result of the-cfeation-

and extension of government controlled co-operatives.  One of the

major intended benefits of such co-operatives, in addition to forcing

a gl
v

the farmer to use modern\ﬁechniques, was to oV;rcome the dis-
economies:of small—scale;production imp;i;d bj the distribution of

4 1an% in such small parcels. The land which had been'distributed
vas groufed;into ﬁiots of from fifty to_oﬁe’hundred feddans, each

| of which ﬁas placed under a single crop. Crops were then rotater
every three yea,.rs,.:L In this way 1argé scale techniques could be
uéed, while ﬁhe'farﬁér retaiﬁéd.title.to his land and to his
produce.. Thefe‘is'little'Qpestion that yields in land reform aQeés
are‘higher'ﬁhan yields outside these arédas, as El Chonemy shows.

However ) it is difficult to know whether' the priméry cause is the

organi’.z‘g;nal Tactor or the greater availability of high 'y'ielding_

1 : o o
. El Ghonemy, "Economic and Institutional Organization
of Egyptian Agriculture Since 1952," pp. 76-78. '

.

1y
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seeds, pesticides, etc..'El:Ghonemg argues that the control of

B g T o : v,
“agricultural credit and trade through co-operatives.is as important

Lo

.as land,reform itself:v If thisfis the oase it is difficult’to see
why the government con51dered it necesoary to extend the system
of superv1sed co- operatlves throuéhout the country, for, since l96l

it has efiectlvely controlled credlt and trdde through the voluntary

co_operatlvesfp Experlence in other countrles 1nd1cates that y1eld°

fail to rlse after land reform programmes in the absence of measurea

»

for Strlcter governmcnt control 1 :1‘ SO "! .f 1,”,.3 Ef‘

Tho thlrd aspect of Egyptlan agrlcultural pollcy has been

A

to- 1nc1ease nroductlon by 1ncre331ng the,amount of arable land and

BN

by 1ncrea 1ng product1v1ty per un1t of land. Untll 1956, uhe if

. ,m;government put nore emphaSlS on the former. Land reclamatlon pro— :

Jects the largest of whlch ras: the Aswan Dam development, reculted

N

: o _
1n the annual addltlon of hO OOO feddans of arable land . Since

T 1956 more empha51s has been put upon'measures to 1ncrease the'.ﬁﬁ

product1v1ty of the land , These-measures included better drainage ,gjrﬂ

‘ fac1llt1es to perm1t multlple cropplng (and also to 1ncrease the

productlon of rlco, rapldly becomlng an 1mportant crop) and,pro—

vision- of beuter seedu, fertlllzers and 1nsect3c1deo

o The anrease 1n productlon was satlsfactory unt}l€l960

i~

Doreen Warrlner, "Land Reform and Economlc Development it :_4.”

_ Agrlculture in: Feconomic Development, ed. by, Carl Eicher and

. !
> . : il N

Lawrence Witt (New York: McGraw—Hlll Book Company, 196h) : iﬂ?”?%

1

o

'teentraljBank of;Egypt,ﬂEconomic Reyiew,AVol‘ I, No.“;e§ l§6l;;‘

16
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bup:agricultufal»taréets could not be met durlng the 1960—1965
planniné period; This led to some/dlspute over vhat policies
Egypt should pursue in- deallng with its agrlcultural problem. E1
Ghonemyl and Hansen and V{arzouk2 arguod for higher 1nvestments in
vagrlculture with greater empha°1s‘on meesures to increase product;
1vlty - In their 1967 AnnuaJ Report the Board of" DTnectors of y
fgb - the Cent al Bank of Egyot a\aerted that the fuuure of Egyptian

aurlcul//;e depcnds ‘on 1ncrea81ng empha51s on land‘reclamation,'

s presumably because they felt that ylelds %mr feddan here%then‘at

-

the max1mum p0551ble and that it was’ necessary to provlde addlt*onal

employment in the agrlcultural oector Ygf/thb follow1ng vear -the

. m,
' /

oo Board of DlreCtors ctated that the greatest need was lor 1ncreaeed

product1v1ty ,Agaln no reason" vere glven but p0531bly they felt

v

.--that once Lhe ngh Dam and 1ts aux1llary vorks WPre completed there

would be llttle sc0pe for fur*her land reclamatlon except at very

8
4 ‘-

5

hlgh capltal cost Mead 3 an the other hand argued that beCause

<

7 returns to capltal were dVJgnlshlng rapldly in Egyptlan agrlculture:
S / .

the best pollcy vas to de~ emphaslze agrlculture and to devote
'scarce recources To other seéctors. Thls would exoand employment

B opportuhltlee)ovyslde‘the agrlcultural segtor and ultlmately

/’_ -

R —— L, : T

: Economlc and Instltu\;onai'Organiiation‘ofgf
frlcyl'ure Slnce 1052 " p. 8o. (\<, »':f S

) o !

Bent Hansen and Girgis A. Mar?ouk \Qevelopment and Economlc

» Pdlley in the UAR(Egipt) (Amsterd NorthrHolland Publlshlng
Company, 1965)>pp L6-L38. - e

3 “-'- ‘ - 4. . N St

2

¥ : a7 s

Mead,:Growth and Strdctural Change in the Egyptian Economy,

17
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genérate an export surplus sufficient to-finénce'needed food
imports. The effectiveness of such a policy would depend upon
the pro:pects for Egyptlan 1ndustry (Whlch will be dlscussed in

the next sectlon) However there seems to be room for re-—

i

Aallocatlon of agricultural resources to high yielding, exportable
products such as rice, fruit;'vegetables and flowers. It is
probable that the government's efforts to extend control. over

’ \ -

agrlculture by 1ncrea51ng the number of superv1sed co— operatlves

are being undertaken with this in mind.

o

. Indnétrx \\ . )'

“In 1952, the relatively small 1ndustrﬂel sector in Egypt

L
con51sted largely of establlshments proce531ng cotton and food—h

stuffs. Industrlal productlon had 1ncreased dﬁly sllghtly since -

v

the'end.of World War IT. | When the new government was formed 1n‘
‘11952, 1t 1nd1cated that cons1derable empha31s\would be placed on .
'1ndustr1al development in ordel olpr0v1de‘employment for the_
rapldly growing population.l ‘
. , ‘ : .
Between the years‘l952'andvl9605_government“pOlicyywas'to

'encourage private investment in industry Tariffs were raised

‘substantlally, untll by 1961 the average rate was over lOO per .

\ .
eent ad valorem. 2 Other measures 1ncluded‘sub51d1es, exemption -

from taxes on profits for five 'years, exchange rate manipulations,
: 0 o . . P .7

A

¥

Central Bank of Egypt Economlc Development Slnce the
.Revolutlon, p - 87. :

&

o ,’ . o r

[}

the UAR (Egypf) p. 162,

Hansen and Marzouk, Development and Economic Policy'inv :f

18



f" \ "4:{' ‘
" and the lowering or eliminating'bf-tariffs on eap;?ai\equipment"
and,on s,me 1ntermed1ate goods As a resnlt, induetrial pmoduction
' ‘increaeei subet;nt‘ ly between 1952 and 1960 the average annual,
,vrate of” growth.bekng Just over 9 per cent
e In addition to“encouraglng prdvate 1ndustry, tne gdvernmentv
dalaeubecame’dlreeply 1nvolved in’ industrial productlon, partlcuiarly
aftem.1956, Direct governmenp invespment was at flrst generally
'reutrlcted to heavy 1ndustry,‘eueh as the Helwan Iron and Steel

Works,,petroleum, and publlcvutllltles. After the 19)6 national- .

: N~

izations, goﬁernment particdpation’in industry 1ncreased steadily,
as did restrietienegon priVate‘enterprise after 1958. The Natlonal

iPlannLng Commmttee was‘created in January 1957, and it proceeded
~to draw up an lntemlm”fave-year 1nvestmenp programme pendlng pne

completienfofba.mofe’detailed fen—yeaf pianﬂv Some 60 perxxenti

of the hundr‘, and fifty progects lisfed were to be financed by -

the publlc sector Although.ihe remainder'were to %é financed‘”

’ ‘by the prlvate sector there was. apparentiy no real attempt to
seciire the support of private enterprise. Apparently the gqvemnf
ment expected that a- cgmblnatlon of tax 1ncent1ves Tent controls,
and appeals to patrlotlsm would brlng about the,de51red results.
To halt whau the authorltles felt vas a grow1ng tendency to s

.‘dlutrLbute too hlgh a proportlon of pfgflts An Lhe form of d1v1d—

ends, an attempt was_made to 11m12y;he amount distributed in any

one year to 10 per cent above that of the preVious’year}l Additionally,

——

1 .
: A Law 27, 1859. Later the government relaxed the regulaxlons
. to permit - a twventy per cent higher dlstrlbut1on



, | _ - gg
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firms. were "compelled to invest an amount . equal to 5 per cent’ of

distributed profits in government'bonds. Coupled w1th Law 21 of
. ¥

the preceding. year, which made the establishment, expnsion, and
'change of Durpose or location of any industrial plant subject to
llcence, these changes seemed to put the government in a p051t10n -

<

to secure compllance w1th thelr plans. In fact however, the»-

results were dJ%&ppOlntlng; although invesiment in” areaq dlS—

3

approved of by the government could be’ effectlvelv prevented

Ntotal investment suffered. Desplte the lack of deballed 1nformatlon,
"ﬁhere'is little doubt that the targets‘for privete_investment'were
underfilled. I B ”":Aé» R “:\3

B§\1960 the government apparently decided” that 1L wourd

.havc to control directly a large part of Lhe economy 1f uhe needed S

1

degree of economic progress was to be achieved. Already much of

‘the financial 1nfrastructure of the economy.was in govelnment
hands as an aftermath of the Suez War, and controls upon privazeff

enterprise were becoming stringent Seventy—flve per cent of
)

¥ S

gross domestic capital formation was carrled out by the government

\ 2

largely 1n heavy 1nduotry and through the‘Bank M{er whlch wae
nationalized‘in 1960. Thlb was followed in 1961 by a wholeoale
nation@lization of Egyptian {pdustry, so that by the end of l96h"

;"«‘.»' ¢

almost all rarge companies in every’'field of, act1v1ty were in

. the government s hands. In effect the government achleved v1rtually o

K
Sl

‘complete control of the 1nfrastructure, flnan01al 1nst1tutlons,:”
heavy . industry, external trade, and all lerge corrorate enterprises.

Land, housing, -motorized transport, internal ‘trade and most small

20



. blsome 20 per. oent below Lhat»estlnated Jn the plan : The raiher “‘_o :

' . ..
ot

scale_indpstrial an%gcommercial concerns remained privateiyaoﬁne&.

o The: °tart of the netﬁonalrzatlon programme in 1960 001n—;
'c1ded with Egypt's flrst comprehensive plan for economlc develonment
As outllqed By the Natlonal Planning Commlttee,‘the obJectlve was
to‘achleve'a‘doubling of nahional'income after ten years, with some’
Lo per cent of the 1ncreese to take nlace 1n the frrat frve yeere

“etalls were puleshed only for the first flve years. of- the Plan

lnve;tment wes to be Concentrated in 1ndustry, and ‘as a result the

share of ir- uutry in national 1ncome was expected to rlse from 21 3 \k
" per: cent .. .959-60 to 30 1 pcr cenu in 196h 65 Concomitantly; S

the share of agrlculture was- expected to fall from 31. 2 per cent

N

 to 26. 5 per cenb’over the same perlod When cons1dered togethev‘

Wlth the proaected rate of growth ofklnCOme, this implied an ”"J‘

iaverage annual rate*of growth for’ 1ndustr1a1 outyut of nearly EOA

“ *
o Y
nhjper cent “

The actual growth o the 1ndustr1al Qector between 1960

J——

and ]967 is set out in Table h, w1th annuah rates of changes in

fffTable 5. It Wlll be seen that although growth 1n 1ndustr1al'dut—.' T

~

o put was rapld durlng the early yearc of. the perlod, after 196h

3Q'the rate of growth,decllned 31gn1f1cantly Hence at the end of

. >

the flve year plann ng pcrlod lndustrlal output vas at a revel

3

’.5;dlsapp01nt1ng performance 51nce 196h ha° been varlously attrlbuted

1o e T T
ol , Central Bank of~Egypt,dEConomicyRev1ew;gVol,~153NO¢ 1,5 5
L1961, S - T T R |

co




~to eéceSs capacity,l‘thé;failufe to achie%é planned‘iﬁvestﬁéht
.:tar:gets2 and . latterly,‘ﬁhe'effecté of tﬁe June i967 w;f.3‘ Qne
o imporfént feéson séems'to be the steep rlse 1n'consumptlon 81née
’196¢, whlch shafplj llml*ed tbe amount of 1ﬁveétﬁent the gévernment
could undertake mlthout cauoing 1nflatlonary préssufes that m¢ght
_have been d]fflcult to control ‘ -

. Most observer% agree that product1v1Ly has ﬁot féllen as x
a regult‘of ﬁatloﬁallzatlon, at least after the 1n1t1al dlsruptlbn
_ef%ects Qere o&ercome.y The industfiali7ation programme’has>not,
 however beon as sucéessful in’ overcomlng Egypt E unempioymenb
‘dlfflcultles In splte of the rapld grovth of 1ndustr3al output
151nce korld Wér II less thdn 15 per cent of the 1ncrease in adult
- alos 1n Lgypt\betweoﬁ 19h7 and 1960 wac ab orbed in 1ndustry, the‘
?:qpercentage of the total labour force employed in 1ndustry only .

N ;

',rose from 9 8 per. cent to 10 8 per cent b Slnce 1960, employment

dn. 1ndu Lry has 1ncreased only 2 per ccnt 2 Recgnt leg;slatlonv

';4 has been almcd at lncrea 1ng.such employment, but mé& ﬁell have

. . [
RN -

-
s

v “Central Bank ‘of Egypt Annual Report of the Board of
3L.the Board of DlreCtOTS 1967 ' '

. 2 - : ., . ST . . e

B .. Bent Hanoen, Plaunlng and Economlc Crowth in the UAR (E;ypt)

'.Ungypt Since ‘tha’ RGVOlULlOH, ed. P. J Vatlkloth “(London : Gﬂorge
Allen apd Umm Ltd 1968), p 38 :

po  Mead,- Growth ‘and Structural Change in‘the Egyptian Economy,
‘5‘9;,127: S Vi_-:  T -:wg;:jl'”f: o Y

o : CentralwhanP of Egypt Economlc Rev1ew Vol VITI Nos 3
crend Lo 1908 A ) . o

SR S Central Bank of Egypt Economlo Revlem Vol.‘III; Nos.« 1 and
L2, 1968, . _ L R
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the effect of lowerlnrr oroduct1v1ty, since dismissing redundant - '

labour has now become very dlfflcult 1

Intcrnational Trade

Between 1952 and 1967 Egypt's balance of trade has been in
def1c1t although both exports and imports have shown con51derable
fluctuatlon-(sce Chart 1). ,Although the.adverse trade balance wasu
offset to some extent‘by a surplus on 1nv151bles (generated malnlf
Dy revenuec from- the Suez Canal and from tourlsm), the deficit
on currenu aCcounu vas Substantlal and groulng,'esoeciallv during
the latter y(ars of the perlod | The current account deflClt was
met at fler oy draw1ng down forelén asscts accumulated durlng
World War 1L, aftez 1958 forelnn a531stance vas - 1ncreaslngly re—'
IQuired.

‘A maJor obJectlve of the Nasser government waa/to 1mprovehd
Egypt‘ balance of. trade Thlo was to be accompllehed in two uaya
:yIn theuehort run; expOrts Jere tq be promoted and 1mports controlled
by a sfstem of sub51dwcs and taxes %4 In the long run the structure
] of both exports and 1mports were tolbe changed lndustrlallzatlon
‘.Was expected to lead to the exnort of 1ndustr1al nroducts and to‘

' a fall 1n;their,import.. In’agriculture emphasis.was_to*be given

«

- - Central Bank of Egypt, Economic Review, Vol. II, No. 2,
‘1967, - * : , t : ) ' :

7

2 - ’
For a brlef dlSCUb sion of these, see Han:en and Marzouk

Development. and’ ?conomjc Policy in the UAR (Egynt) pp. 196-98.
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to developing the preduction for export of

3

value crops. . - 2 - S FUCE

The effect oftthé subéidydanéﬂtax ?oliciééfﬁ “;"!‘
u*' L - a
the nlneteen Tifties was to creat@ a uysicm of multlplo exyk

" 9* .u‘l .

o

an agreement was reached'with‘the Internatioma1 Monetary Fund
; X o

under which the subsidies and taxes were dropped and the Bgyptian

pouhd Was devalued by 20 per cent. Otatistics presentéd By‘

.Hansen suggest that this was in fact, approximately the pefcentagev

that the pound had depreciated by the end of the nineteen fifties,

and hencé devaluation could not have been expected to ‘lead to a

narrowing of Egypt's import surplus.. In fact, as Chart 1 shows,

the 1mport surplus continued to grow every year afuer 1961 except -

1965. Thls can be attrlbuted to the heavy import demands of the’

five year plan, financed with International Monetary Funds credits

provided as part of the 1961 agreement.

The longer run policy of changing the mix of goods traded
has had some success. - The value of exports of finished and semi-

finished products_fose from 11.8'per'c¢nt of total exports in 1960

to 29.8 per cent in 1966, vhile the value of fa& materials ex—.

i

ported fell from 69.7 per cent of total exports.in=i960 to 6L1.7

il

SR

1

Mead, Growth and Structural Change in the Egyptian Economy,

Dp 173753 Hanuen and Marzcuk, Developmant and Econonic Policy in

e UAR (Egypt), pp. 195-98.

5 .
. .
7 N
o .
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per éent in 1966. Impgrts of consumer goods rell from 25.1 per
cent of 1mports in 1960 to 14.1 per cent in 1966 In general,
Egyptian 1ndustr1dl output is subsfltutlng for 1mport° in‘con-
sumptlon and - in some 1ntermed1ate productlon brocesses; the share

of 1mports consisting of intermediate goods fell sllghily over

‘the ‘period. ﬁﬂ .

v

In many Cases, hOWever, Egyptian industry requires the im-
port of raw materials 'Aithough a greater portlon of value
added ‘in the productlon of finished pr a cts” formerly 1mported is

now generated in Egypt, the need~to 1mport raw materials has made

the effect of 1ndustr1al developne rt on’ the balance of payments

\xless‘than that anticipated in the 1960~1965 development plan.

) kg;gj : o ““%QEV
These pcrcentdﬁus are calculated from StatlStICa appearlng

in the Central Bank of Egypt, Economic Review, varlous 7ssucs 1961

to 1968.

1




i CHAPTER II
EGYPTTAN FINANCTIAT, INSTITUTIONS

The Egyptian Tinsncial system comprises three categories of
institutions: the monetary authority, the commercial banks and the

specialized banks; tﬁﬁi

The Monetary Authority

Unlike in most underdeveloped countries; central banking
functions were peffor@ed in Egypt as far back as i898. At that
time, Lgyptian financiél affairs were‘administered'byzBritain on
.g;half of several BEurgpean creditors, although Egypt remained’a
nominally independeht-c%Pntry.l Tre lack of é baﬁk of issgc wal
felt by the British fo-be a constraint upon'finanéiél de?élbiment
o% the éountry. Hence a new bank, the National Bank of hnyp*
(henceforth the NBE), was founded to perform certain of the functions
usualiy performed by a céntral bank in addition fb undertaking
commercial bankiﬁg functions. Helf of its initial capital was

subscrited in London and half in Egypt. The head office of the
. . &

-
N

Bank was situated in Egypt. Three h;mbers of the Board of Governors

1 .
A good short discussion of the pexaod prior o 19L0 can
"be found in Charles Issavi, Egypt; An Economic and Social Analysis
(London;  Oxford University Drms 79h7). -Tor a fuller description
of the period before 1900, see D. Landes, Bankers and Poshas
(London: Oxford University Press, 1966). '
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(known_as the'LondonfCommittee)5were:resident in London;:thedr

T

.functlon was to .act as the Governor s agent 1n London and generally

v,

to adv1se hlm on pollcy matters. The government“s part1c1patlon was

oy
-~

at first restrlcted to the app01ntment of two commlsS1onerslto the

o~

' Board of Governors 1n Calro. These had no VOtlng power but camée 1,~fn

‘1'4" R :
to exerc1se con51derable moral sua51on L ;Z; {;Q

FE

Central banking functlons conferred upon the NBE were'::v;

(1) the monopoly of the note 1ssue, (11) flnan01a1 adv1ser to the ;f'”
/ T A . ’\!‘
. government , (111) the rlght to redlscount short term bllls payable _ ‘fﬁ;¥wﬁ

~

in Egypt. .The 1mportant povers of a central bank not exp11c1tly s R 'v,/
. granted to the NBE were " the rlght £6. undertake open market operat— ';;iixd ;T

ions and the rlght to force the commerc1al banks to\malntaln | d”’t

'_reserves agalnst dep031ts, the ratlo of reserves to dep051ts to be' "

5 L
determlned by the NBE. The K;rst would have been an empty pr1v1lege,d:;

’

because .of the lack of an organlzed money market.:; In any case,

‘ ' o C
dthe.Bank could use its redlscountlng.powersxtovsome-extentmto-ﬁ | R

influence the structure of interest rates.: The secoqd was ‘a more Can T

serious def1c1ency whlch, in conjunctlon w1th the Egyptlan currency ffﬂ ’

system made an .active monetary pollcy p0351b1e Only w1th1n rather'V«;;
Prior to 19l6 Egypt was on the gold standard 50 per cent

of the note issue was to be covered by gold and the remalnder by S

narrovw llmlts.'

L

‘ ' 1Natlonal Bank of Egypt The Natlonal Bank of Egypt 1898—:
19L8 | (Calro. 19&8) p- 18

. o S .‘ ) SR AR __‘":—‘“./“_‘ e

2Ib1d sy PP.. 17'-18 S . . N /,




.securities apbrovediby the Government in 1916, gold &as demonet‘ued
the gold portlon of the note 1sbue was replﬁcea by Bflt‘sh Treasury b
Bllls. Egypt was then on a V1rtua1 sterllng exchange—standard

- w1th scope for an 1ndepenaent monetary bollﬁv eytremeWy llmlted " ,ﬁf;.
) Funds moved‘back and forth between London and C '5 5 expandlng and*f,“
~".“l, RN ' P e e {',‘"‘ ) L e
- »-contractlng the ngyntlan money supply to meet the easonal needs

vl

- of‘*1nanc1ng the cotton\crOP 'An lncrease in the Stock of money '

reqpmred an increase in sterllng rosources, Whlch ould. be obtalned
trade balance or through\\“"‘-"""")"r

~ .

k ﬁnonly through,lncrea51ng the foze gn

'boerWlng:abroadp Wlth RO barrler to the transfer of funas and

3y

P WLth changes 1n the’money supply ‘a functlon OL channes in the \f‘
. , Ry a o

IQ balance of payments, eounter«ﬂvollcal E%netary pollcy, thougl not -

‘e

lmp0381b3e, could only be pursued throubh moral suasion, énd hence L

. . ‘o
ol - o

>
depended Very much on the reactvon OL theebanklnc svstem : Chan7esA

«
)

s B

. ﬁu -ln the red enount rategcould only be.of per;pheral 1n£luence

~,

51nce tH% anklng sy em’ dld not generally taﬂe advantage of the - i

".
N Tta A

NBE'S redlﬁ@ountlng fa0111t1es» Had the NBE been clven the rlght

TR 7
o~ tu Bequlre the melntenance o* cash re_erves " ahd the pOWer¢to

vary the requlred reserve rgtlo nerlodlc"Ly, the monetarv'crises

e.’

; ,of l9lh 1916 and l931—lj32 mlght have been.less 1n

€0 It -

remalne true however that as.. lonnnas<n0wbarr1er° eXlS ted to the.

Mo

.

T transfer of sterllng between London;dng,CaIno,hno’domeetic”control 3"§?

o : V.

of the money'supply was p0351b1e

\ oo . o T A
e . : o

P s ST id,,pp 30—38 See'tlsoilssawi,bggjptff,An‘Eeonomic and’
Soc1al Analysxb, pp§&123 2h o N A

v

S For a dlacu031on of vhese faee Natlonql Bank,of Voypt The's
Natlonal Bank of Ervpt- lg98 lQho, pp 36 L2 and Dp-. 54—)8 - I

.’T" ",’-\‘ . . .
s e .




Affgr the,withdrawai of Egypt from the sterling area'in E
l9h7, a greacer degree of domestlc monetary control did become
possible, and indeed necessary ‘ In 1951 the. NBE was glven full

T

legal staﬁus as the Central Baq\ under Law 57 of %that year.

.

Essentially, the Law provided for the.Egyptianizaiion'of the Board

of Difectors, and . the creation of a Supreme Monetary Commitiee to

determine monetary policy. The Committee was to be composed of
three representatives of the NBE and four of the Government ,- in-
o . - .
. - . G 1. .
cluding the Minister of Flnance as~$hairman. Commercial banks

L
wvere requlred to keep interest—free q'erves with the NEE, th

‘?
. . b
ratio of reserves to depos1ts to bc set from time to tlme by &"

NRE. The NBE was also made ljﬁﬁer of last resorb(

Once the link.with sterling wastrdken and ‘the status of - -

the NBE changed an actlve monetary pollcy became p0931ble Egypt

vent frem a sterllng exchange standard to an 1ncohvert1ble paper

\o}

aerd. The portlon of the note issue formerly b 8Ped by gold

or BritishaTreasury Bills was:tovbe backed by Egyptlan Treasury‘
Bills, and the remainder backed'by cther secuiities of.tﬁeAEgypt—
ian Government. :The‘establishmect of a ?equifed rese;ve:fatio;
ana provisions for %ts variation, allowed ﬁhe’ﬁBE‘tB counteract
unaesire&‘inflows of funds through the commgrcial béékSu "Although
nominall§ independent from'government, the po%icies‘of the'gifk

were set by the Supreme Monetary Committee.. Because of the

Committee's composition this meant that close co—operation between

O'Brieh, The Reyolution inﬁEgynt's Econbmic'SyStem; p. 93.



o

_the Bank and the Government was ircvitable. However, it was not

-

pntil after 1956 that active government poliéies to control the
economy were instituted. ‘_ o
Although the NBE had,beén given de jure the powers of 4

Central Bank which it had previously éxercised gé.gggﬁgg there

continued t§ be pressure for change. 1In spite of the provision fpr
Egyptianization, it was arpgued that the process Vas'slow and thagq
. in fact the ban@»cbntinued to act in the interest éf its share-
holéérs rather than in those bf the State.l Mof@oﬁer, the with-

drawval of Egypt from the sterlihg area in lQhT left in its wake
considerable bitlerness, and the NBE received.most of the blame.

Thus, despite the féct that monetary policy was determined by a
-comuittee compozed of four members represenﬁing the Government and

.'4’5 i \_,-/,

" three from the Rank, there was continued pressure for national-
ization. vA}ﬁhough outright nationalization did not take place

uﬁtil_l96o,iﬁhe Government held a majofity ownership after sequest-

‘erinf BritiShcowned shares in 1956 following bhe Suce War.
Tﬁere was little immedidte change in the organization of

the governing structure of the bank folilowing sequestration. The

A
-

‘management of the Bank was the responsiﬁiii@y of the Bank's Board

of Directors, which consisted of fifiecen members chosen by the
. : - TR :

, : . R Te) ‘ @
General Assembly for a term of fiv%fyears. The Board chose a Chair-
. , b & . » .

5 . v s :
man and a Deputy Chairman from among its members. In addition, S

L : |
there was a Governor and a Deput; Governcr of the Bank nominated

,/‘{:p_
] (o - :
. Hussein El Fahmyjj"%Zé)fechﬁiques.of Central Banking in -
Egypt," Middle East Econdmid/Pipors, 1 (195h), pp. 66-67.

FIvie
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by\the Government for a-term of five years.

\
vl

Mdnetary policy was at first’ determined by the Supreme -
Monefary Committegi This gave the. Government cffeétive.cdntrol‘
of monetﬁry pblicy, and thereby‘in iheory ehsured against coﬁfliéfé
of fisca} andlmdnetéry policyﬁ ﬁoﬁever, épparently he administ;
Iration of policy was unsatisfactory,undér this aréaﬁgémént, for,‘
under Law 163 of 1957, government con@rol over'th;TNBE was strength:

"ened‘aé ﬁas the latter's con£rol éver the co&meféial banks.  Ih’
effect,.the government deciaéd'that orthodox methods of monetary; 
policy were not sﬁffiéienfly efféctive in the Edyptian context.

The NBE, by Law 57 of 1951, had becn given tpe pover Lo flx
reserve a;d liquid asoet ratios and to vary thc bank xate ' Tﬂeseif
povers, together with a monopoly of thc note 1uuue, enmblcd the

NBE to control the quantity of money. . Y~t 11ttlc attempt was

made to pursue an active monetary pollca, probab]y due to the

' W . 2
interest inelasticity of inve stment and the lack of a moncy market. .

But by 1956; the desire for growth hLad bécdﬁe the major: focus of .

the government's policy, implying much greatgf emphaéis”on industr-

T
e

-

ial investment. - If this was to be acdomplished, mdre’direct“mgthods

~

lEl Fahmy argues that fiscal policy had not compllmentcd
monetary policy, and even after the government incrcased-its control’
over the NBE in 1957, monetary and fiscal policy often conflicted.
el Fahmy, "The Technlques of Central Banking in Egypt," p 70.

2 ' B

Investment, particularly real capital Jormdtnon, is gener-

ally considered to be interest inelastic in developing' countries
because of a high rate of time preference, Tactor meﬂblllty, ete.
This seems to have been the case in hbjpt, sce el Fahmys "The

" Techniques of Central Banking in Egypt D 6( £8.

4
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of channelling avallable credlt had to. be fouhd o

Thus , Law 163 of 1957 made the uupreme Monet ary Commlttee‘

.“2 . :
lresponelble for both tne formulatlon and the admlnlstratlon of

monetary pOlle Ban“a were requlred to regulate the avallaolllty

and cost of credlt in such.a nay that the real requrrement of
de_commerc1al 1ndustrrall and agrlcultural sector areimet "
/e T

fne NBI: was empowered to-flx'rntere t rates for all banks and to
1mpoee velectlve credlt controls, as well as to vary reeerve and

-~ - e

11qu1d1ty ratlos.i In thls way it was expected that investment

N o

could be channelled in-: the dlrectlon dcelred by gOVernment Both
by varylng 1nterest rates selectlvelv, ‘and by flat the NBE. hoped_
T to be able ‘to 1nfluence the flow of funds througnout the economy

™~

u1n a vay that would be commensurate w1th government targets

~

In 1960 the government dec1ded to create a central bank
xr'that vwould be separate flom the NBE .One reason for the de0151on
‘was the‘crltlcnsm that the NBE coula not properly carr& out its
"functlon as a‘central nank while at the same time functioning as -
o a. commerclal nank.—- thle‘desplte the fact that 1ts commerc1al
tuslneseﬁ~as seterely restrlcted under the Law 163 of 1957
_Therefore, under Law 250 of 1960 the Issue Department of the NBE
}beCame the Céntral Bank of Egypt (henceforth CBE). The‘CBE took
‘ over the asects ard llab111t1e°.of the note issue department, as
well as the liabilities'of the banking department connected with

~

government-assets and those of certain other public bodies. In

N o
Law 163, 1957.



édditioh;‘the éBE becaﬁé résppnéibi; for_ﬁotthhé accounts.of

: :inté£ﬁaﬁional moﬁétarj‘insﬁifutions and thé leéal‘reéérves of.the
'.>icommef¢igi’bénks. These liaﬁilitiéé ﬁere mét,by.asséts‘consisting_
of gold, foreign)éxchangé,iaﬁd'foréign sééuritie%.l The NBE then
"became solely a commercial 5ank andeas natlepallzed This en-

, abled 1ts larée nunber ofvrural branches to be used to greater
réffect~than when its commerc;al éctxv1ties had been limited.

- In,l961,‘t§e entire banking'systém was nationalized and 
.piaced undeptcohtrol.of the Ceneral¢0£ganization*fgr Bénking;
This divided,the responsibilit& for mﬁgagipg‘the banking system
between the CBE and ‘the General Organlzatlon In 196k, 'the

'Gene*al Organlzatlon for Banklng was abclished w1th its functions

”belnv Laken over by the CBE thus centrallzlng control over the

- 2
.entlre banklng sys stem in ‘the CBE

The«Commercial'Ban?

At the tlme of the Revolutlon of 1952 the Egyptlan

commerc1al banklnn system was almost enulrely forélgn owned., The
A

“only exception was the Bank"Misr,afounded in 1920 entirély with.

' EGthlan capltal in order to flnance local’ 1ndustry Forelgﬁ““’f\vj

domination of the banking system had.leduin previous years to two

mainfﬁifficultieé;v The firsﬁiconcerhs the ease with which each

N A ‘ .
Central BanP of Lgvpt Annua] Report of the Board of . .
Directors, 1961, p. 2k; Central Bank of Egypt, Crcalt and Banklng a
_Develqpment in 1960 P 3h ’

Presidential:Decree No,f1h66;:196h. Co .



bank . could obtain funds from abroad through its head office. Since
the NBE was obligated to convert sterling to Egyptian, pounds and

1
vice versa at a fixed rate, credit conditions abroad and the

4

balance of trade determined the size of the domestic note issue.

The seasonal natureiof exports, consisting mainly-of cotton, and
‘the fact that cheoueslwere not generally used as a means of pay—
ment outside the.CltleS meant that the note issue varied markedly
over the years. The high currency ragio% and low velocity of
circulation of debosits constituted a leakage whichllinited the
potentially iarge e;pansion and contraction of the money supply
consequent upon ‘the changes‘in the note issue. Nevertheless,
the system functioned ;o as to transfer to Egypt monetar& crises
originating abroad. The secondldifficulty with foreign oﬁner—
ship of the banking system was the preference of the banks for
short term'loans secured hy merchandise.v.E% Gritly,3 in parti-
culeri pleces'oonsiderable stress on the fact that thejprofit—
ability of finanCLng foreign trade; coupled with the bias of

British bankers against long term lending, caused the 1ndustr1al

sector to be starved for funds. This was not strictly a consequence

1

. Issaw1 argues that the NBE was under no de jure: obligation
to convert Egyptian pounds to sterling. (See Issaw1, Egzpt Since
the. Reyolution, p. 24). However, there would appear to be no in—.
stance of such conversion being refused :

5 ‘
Defining money to include currency plus demand dep051ts,
the currency ratio was slightly over 49 per cent in 1938 Just
prior to the outbreak of World War II.

L A. A. I. el Gritly, "The Structure of Modern Industry in
o Egypt " L'Egypte C Contemporaine, 38 (December, 1 9&7) pp. L426-29..

3T



N OTuforeign ovnership, since it could be counLored by appropriate'

gOVernment regulatlons corcernlng the composwtlon of the bank's

' local portfolios.

However, the imposition of such cont*ols over

the ban}lng qyotem vould have been difficult prlor to the end of

the

y.

Second ‘World Var because of the strength of the commercial

banklng gystem the influence of Br1t1sh.bank1ng tradltlons, and

the laCk of a strong central bank.

After 1951, the additional

powers given to the NBL sct the stane for the 1mpo ition of such

regu]atlons, a]though th@ only 1mmedlate effect was to force all

4

*commercial b&ukg to publlsh.monthly reports showlng thelr local

transactlono and Lo submit to annual audlt by the NBE.

, In spite of the extept to. which the barking system was

foreign

,controi

15 psr cent of total deposits, and lowe

cent,

owned, the government at first made no real attempt to

its operations.

The reserve ratio was, initially set at

al which level it remained until 1957.

Ty

red in 195k to 12.5 per

 Liﬁtle use was

made of the rediscount rate;"and the banks contiﬁuea to hold

substéntial excess reserves.

>

-~

~The reccqs1ty of" submlttlng to

‘annual audit may have made po 51ble some degree of moral suaSIOn

on the part of the NB“

Homv:.r

the government s generally

3

1alsseé~ld1rc stance in the five yea?s afte er- assumlnﬂ power maPes

it unllkely tha1 serious dttempts “wene made to change bank

lendlvg pollClOS

vhich Vas the counterpart of the PC

»

The year 1956 marked’ the economic revo]utlon in ngpt

olltlc 1 revolutlon of 1952

a\

Uslng the argument that forclgn controlled ;1vmb, partlcularly

b‘

e

v

T

-
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1

£hbse in the- financial sector, were attempting to applyfeconomic
pressure;io Egy@t, the govermment sequestered all British and
French ﬁroperty within the couni;ry.l .This gave them immeaiate
control of the two cpmmergial banks which héd the largest deposits,
‘Barclay's DCO and the Ottoman Bank. At the same time, Law\22 of
i§57 was passed, rquiring that all commercial banks be incorporated
in Egypt and be Egyptian managed, with all capital shares’to be
held by‘Egyptian subjects; The sequestered banks were taken over
immediately by the gévernment—owned Economic Development Organ-
ization and merged with existing Egyptian banks; the remaining
féreignvowned banks were given a pegiod of five ycars to meet the -
Egypt janization requireﬁeht .
Initially the goyepgmgptaintended to sell the»sequestéred
‘banks to the banks withAwhich they wére merged. -However, this
vas not done ané ownefship remained vested in the government. As
‘a result, the government controlled seven commerciél banks in-
;cluding two of tﬂé largest in terms of‘assets and number of
braﬁchés; the’oniy large ﬁhnk remaining outside gofernment control ‘ )
.was the Bank Misr. It appeared that this would be adequate to
enable the government to contfol the‘supply of cr:dit sufficiently
to permit a modicum of planning, especially since the NBE (then
“the Centrai Bank) fasfgiven additional powers to ?iygg&;@g;jﬁ;ﬁL

of bank credit. However, the failure of the private sector to

National Bank of Egypt, The Economy of the UAR During the
Nineteen Fifties (Cairo:; National Bank of Lgypt, 1963), p. 18.

B S AR RPN AT S v
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participate effectively in the first attempts at planning between

1958 and 1960 seemed ‘to convince the government that more changes

were required. Moreover, the NBE's control over the flow of

credit was by no’means'eomplete. "In particnlar, the Bank Misr

|
/

. . L k.
remained under private ownership, although the government hagd the

bower to veto appointments to its Board of Directors as a result

of the bank's reorganization in l9hl O'Brien states Tthat the

A government used this veto power after l956 to force the Bank -

Misr to expand its industrial investments in the direction'de—

sired by the government.l . Thus by 1959, ‘some 50 per cent of

planned 1nvestments in the private sector were by Mlsr companles

Conflicts vwhich hgd developed between the Bank Misr and ,

the government came to a head in 1960.2 Although the independence

of the Bank was rather severely circumscribed by the gover nment‘s

pover to control: app01ntments to the Board, nevertheless the
degree of autbnomy remaining must have seemed excessive to a

‘government in the process of shifting to comprehensive state

planning. Since Misr companles by 1960 controlled some 20 per

cent of 1nc1ustrlw productlon (50 per cent of teytlleS), the

’ bank's acqulsltlon by t%e povernment would enable the latter to

control the major part cf Egvpt's industry hltherto in private

‘hands. These considerations led to the nationalization of the

1

- " O'Brien, The Reyolution in Egypt's‘Economic S&stem,

r. 93.

Evidence is hard to find on thls pe{nt the statement is

based on 0O' Brien, The Revolution in Fvynt 5 Economie System,
which in turn is based Jn part.on press reports. '

PRy PV .

p. 125,

ko
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Bank Misr in February, 1960.1 The NBE was nationalized at the

same time.

In June of i96l, a further waﬁe.of'nationalization took
place,lduring which all commercial, indusfriai an@ morﬁgage-banks'
not yet government owned were taken over and placed under the
nevly formed Organization for ﬁanks.z All inéurahce comﬁanies
still in privgﬁe hands were also nationalized. ‘At the same timé,
under Article 7 of Lag 250 provision ﬁas made for ghe CEL to
carry'out'periodic inspections of the commercial banks to ensure
their compliance with the regulétions and directives lzid down
by thevbank., These regulations pfovidpd, 12393-2;15) fér regular

. . . r : '
reports on credit exten51on in excess ofafElOO thousand to any

e
i

one client, and were Subsequently tlghtened to requlre regular
1eports on the entire flnapc1al pQSltlon ofany borrower employlng

credlt Pac1l;;1cs greater Lhan{ £10 ?houoand 3 Thus durlng 1960

‘ and 1961 Lhe{governmcnt greatly increased its control of the

.I
i

couniry's financial 1nfrustructure as'a first step towards

complctely centralizing Tinan: ial dec151on—mak1ng in the economy

- Official state =nts uke 1t»clear thao the government's

. - E s ) . . H . . ")'.
actions were motivated by its disappointment with the results®

of the industrial plan of 1958-1960; and its resulting conviction

that economic growﬁh could be fostered only-under comprehensive

.l ) i )
Lav 39, 1960.

“Law 117, 1961.

2 : -
s CA . e - .
Central Bank ol Lgypt, Credit and Rankins Developments in

"‘1961 €2, p. 32 Ciriular 2k, (11-L-61 and 15-10-61). . _ :

i
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state plannihg._ The‘general ﬁncertainty as to the -future direction
of the economy during .he 1958-1960 planning period, together with
the short time preference and high risk aversibﬁ_typical of the
-Egyptian investor, make it probable that targets for Fhe private .

; 4 B ' l . ' . - ! B
-sector were badly under achieved. Although the monetary authority,”'

. - .‘ ‘A . ., . . . ‘ . i P .
could place ceilings on the amdunt:of the various kinds-of credit - o
tﬁat couldbhé extendéd,.it Wés,diffiéult to persuade investors to
transfer their interests to other fields when they were denied
_credit for théir'preferred'line'of endeavour. The elasticity of
substitution between types_ of investmerts is gencra%ly ccnsidered
to be much ioVef'in underdevelqped countfieé than is the_éase in

’ 2. e o
advanced‘countries,f,and Egypt seems to have been no exception in
spite of a generally sophisticated upper.andlmiddle class. Thus
'tpe nétionalization of the bankscwés,-to quote the CBE,

: ;f;intendedﬂtofsecurg a bahking.sysfém designed to serve
‘the proper interest of the national economy. Profits

will not be the main goal of theseinstitutions. It - N R
~should not be forgotten that in an :underdeveloped - _ B '
‘country which is striving‘for=rapid-ecgnomic progress,. .
profit is not always the rule. The scale of prioritie§i_.,

" in an' economy that plaps itshdev?lopment is very T3
different from what classic theory of choice pdstulatés. e

B B _ Lo -
. AMlthough direct-evidencs on this point is lacking, since , o
official figures were never putlished, data published in National :

Bank of Egypt, The Economy of the UAR Durins the Nineteen Fifties, Pf;"“w\~—-
_p2'99,findicates that nearly one-third of the projetts planned. - ° /;////

for the industrial sectqr were'not,completed‘during <hé plan period,

5 . . o v o
‘ - . This is due in-part to lack of knovledge concerning alter-

native investment cpportunities. See, for example, U Tun Wai SR

. "Interﬁst Rates in the Organized Money Markets of Undcrdevelopé@:'“' _
'Countries,"‘Infernational Monetary Fund, Staff Papers, 5_(August,“ A
1956) 5 Benjamin Higgins, Economic Develorment Principles,” =~ - . L
Problems and Policies, Revised Edition (New York: -W. W. Nortom,
Inc.,_1968),AChapterv23{ B o ‘ i S

'BCéntfal Bank of&Egypt, Credit and Banking Develonmentsﬂiﬁ. ”

- 1960, p. 36.°.
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?
' With respect to the nationalization of much of the industriel cector,

the Board of Directors of the CBE,remarked that the natioralizations

15

.endeavour to put am end to cahltdllsL monopoly, and
to expand control of the State over the various economi
sectors with a view to mOblllZth the resources and
dlrectlng procduction... tc secure the bealance of growbh
‘of the economy . 1
+
With most of the industrial sector under government Lontrol as

well as the entire financial sector,, the government feli itself
avle to plan w1th:some coafidence. o o | ’
There jis limited. eyldengﬁ that the banking systen dld
indeced fail to respcnd adequate¢y to the type™ ofAindicativ; plon- . -
‘.ning attempt G during the late nineteen fifties. | The pattérn'of'
bank lending uhowed little change, although holdxngt of govern-
ment long tern secu*ltlus did 1ncrease over the period. Long
term lending tobthe private sector fellveach year from 1956 %o
.19)9, only in 1960 dld the level of smgg lending cexceed thuL¢01
‘1)56 (See Table 6). After 1960 bank lend1n¢ 1ncrpaucd Jharp¢yl

' and the banks began borrow1nn heaV1lv from thc Central Bank in

order to prov1de the credit requlrcd under the Plan.

-

.

By 196h it ‘had oecome apparent thxt the banking system

was poorly structured 1or the task whlch the ﬂovernman deta¢ it

&o pglform. Thbre vere- too mduy banks and they wecre compdlnD

-

with each other tc¢ pfOVLde flnapcc to some secfors whlle o*hm

\

2 "\
aoctors were being starved for funds, Moreover, it was usefy

l . L . X BN ) 5 . e, o L
, s Cenural Bark of Eﬂypt Report of thr Board of Il*ectﬁws,' e
1961 £ ppc 9"10 - . E

2

;
’ ’ . .. 14
.- SR ‘ M - é
AR : ;

Central Bank of Egypt, hconomLc Review, Vol. IV, No. 2.
Pp. 169«63, and Central Bank of’ EgVDt, Report of bthe Bourd of -
DlTPCvOTS ,1963-196L ; pp. 3? 33. ' ‘ ’
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from tnevplanning point of view_to be‘dble to nonitor closely‘the
vresourees and uses of credit for eaeh branch of the public sector.
Therefofe, the commercial banks were consolidated inpo five isrge
bsnks the six smallest being combined with the five largest ¢
Each of the banks was then a551gned a specific group of public o
- S
companies in the financing of which it was to spe01alize, the
banks and their financing responsibilities are outlined in Table 7.
Tnevfin_\cing of agricultural marketing remained the responsibility
oi:the'enti:e banking_system, both because itsideménds were great

o . e . . ’
and because the rural branches of the entire system were necessary .

to deal with what was still bdsically a disaggregated sector of )

the economy. Even then, hovever, ‘competition could only be of

4

me;"a‘nonfprice nature;'the bénks were not permitted to Vary their

1n+erest charges, - nor tne conditions undex which advances could - |

: 1
be gramted
.w%§§ At the same time, the Organization for Banks was. abolished

-S’&* . . i
Uftaking over full respons1b111ty for the commercial banks.

; ok,

»_<? preVious overlap of auLhority ended the CBE was Lhen able

‘to supcrv1se closely the flow of financial resources to each secbor

%The effect of pnese changes has,been to greatly increase the degree
: ofvSnpervision5of*the ecoﬁomy. Each bank 1s in fact made respon51ble

'Tfor overseeing the 1on of the companies which Lhey finanee
“”fAs thc 1963«6h Renort of the CBE's Board of” Directors puts 1t

1

vfgnethey are’ ‘:;,.Lo follow up the actiVities of the PTOdthlve units

S R - ) . .
. SO Central Banh of Egypt Report of the Loard of Directors
. ‘21968s69 D 39 RS

. ¢

o
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FINANCIAL STECIALIZATION OF COMIERCTAL DARKS, 196k

-BANK

SECTOR FINANCED

!

Bank Misr

National  Bank of Egypt

Bank of Aiexandria

_7\ ) -
Bank of Cairo

I3
Bank of Port Said
1]

A1l compunies affiliated with
the General Organization of
Spinning and Weaving, Ministry
of Light Industry.

A1 companles affiliated with
the Ministeries of Acricul-
ture, Agrarian Reforn Land
Reclamation, Transport and
Communicalions, and War; Suev
Canal Authority, Railwvays -
Authority, Telccommunicotion
Authority, Military Factories

Organization. 5

All companies attached Lo
Ministry of Industry, and to
the Egypticn General Petrol-
eum Organizations.

All compznies attiached to the
General Trade Orzanization
and to the Ministries of
Housing and Public Utiléties
Information, ahd To%rﬂsm.

1 .
\d .

3

" A1) companies attached to

Ministries of Health,
Supply- and Internal Trade, and
the Generel Pharmaceuticsls
Organization,

Source: Central Du.... of Egypt, sorvort of the Board of Dircctors.,

e

1963-6h, . : .

o

@d’




in the public sector and to appraise the :fent of their contribut-

ions to the realization of the Development Plan Targéfs."l To this

end, during 1965 and 1966, &ccounts were opened for each establish-
ment to enable the bank responsible for its flnanc1ng to monltor
_company flows of funds ‘The elimination of the Organization for

Banké alcso tightened the control_of the CBE over the commercial

s

banks. All decisions by the -Directors of the Commercial Banks

vere subject to review by the CBE, and could be vetoed if, in the
opinion of the CBE, they were not in conformity with the require-,
ments of the monetary authority.2 4
The Specialiied Banks
) o

. Yarious attempts had been made to create specialized

0.
A

financial institutions for Egyptian agriculﬁufé and industry in
the early decades of the present century. There vere several

reasons why specilalized institutions were felt to be necessary.

.

In the casc of agricultufe, although thcre‘existed'éeveral
foreign controlled mortgage companies, these would lend a minimum

amount so larze as to be beyond ihe capacity of émall land-

ownkrs:to repagg Bince the commercial banks preferred to %end
D b . -

only on short term, small holders had virtually no access to

credit on medium or long term. Even their access to short term
"{)Z.'«"

f1nanc1nﬂ vas l1MLth the year to year vaa;ablllty of cotton

y2a

1
Cen.ral Bank of E"jpt Renort of the’ Bourd

irectorss

1063-6h

2 | | N
Central Bank of Eﬂynt Report of.: Lhe Roqrd of Dlvectorq
T 196465, p. bl

By



prices meant that loans Sécureq by cotton were risky unless the

. borrover was financially stable. Hence mest small holders hed
PR .
¥y -

7 4o resort to high interest loans from village money lenders.l In

the case of industry, much the seme sort of arguments were used
to justify special arrangements. The commercial banking system

emphasizéd short térm lending;‘hence long‘term funds for industrial,
\ : .
development were. dl flcult to obfain, rﬂlthoug’n short term acconmod-—

ation secured by inventory was available.
T -
" Agricultural Finance Tt C

»

Eariy attempts te create a bank for the finance of agricui-
ture failed due to the many defaults which occurred during periods-
: X c e 2 . .
of falling cotton prices. In 1931, however, the Credit Agricole

d'Egypte was created to make medium and long term loans over
- t

periods varying from five to twenty years in duration, and short

E. ) . ' 3 o . . .
term 1oags for up to fifteen months. Long term loans were
secured by land mortgages,ﬂand‘éhort'term by a Yien on the crop.

’ S | '

. Installuwents on loans were collected at the same time as taxes,

and the.Bank was expmpted;frém provisions of the Five Feddans Law.

,7

1

A good sumhuly of the finuncial dlfflcdltlec Ceeing
ngn#lan farmers -con- 'be found in E. Eshag and M. A. K nr , " A
Note on the Reform. of the Rural Credit System in Egypt, zulletin
of the Oxford. Unlvor°1ty Institute of Economics and Statistics, 28
(May, 1967), ‘,:m(; 95-107. ' :

ey ,;.' S

- The most successful early abttemptywas the Agr*culLural
Bank, oggan17:d in 1902. " It provided short and long term loans at
aymaximum interest rate of 8 per cent. The bank did well until
1913, but never recovered from the imposition of the Five Feddans
Law. See Issawi, Egypt: An Feconcnic and Soclal [nalyJ&s, p. 1263
and also Eshag @nd Kamal, op. ¢it, pp- 98—09

’\ °

I% awi, Epypf An Economic and Social fnalysis, pp. 127-28.




The latter;léw had prevented the fgreélésureiofﬁmortgages on land .

'of less than five feddans, and was,aﬁ;iﬁpgrfant factor in the

failure of earlier attempts at agriéuiﬁﬁral financing.
In order to control the usé to vhich borrowed'fundsAwero
‘pﬁt, and?fo expedite the work of the agricultural extension depart-—

- ments, the bank was émpowefed to make loans in kind as well as in

- v l

o

cash. qmall landowners and co—opcrat1Vfﬂ‘were favourcd as a matter

of policy; cash loans werec avallable only Lo gmall lanuowner and’ |

fto covoperatlves, and the Bank part1CLpdted in the flndncln” of
‘new co#operatlves as well as maklng'loans to ex1$t1ng Qnes, ,More‘~
'over, 1nterebt ratcs were. lover for co opcratlves being 5 per

-cent comparcd to T per Cent for 1nd¢v1dudls

In an attempt to'preVent a sharp incrcase in foreclosures

during the depression of the nineteen thirties, the Credit ﬁypothe—.

caire d'Egypte.was'created as a subsidiary of the Crédit Agricole

to take oyer existing mortgages; in 19L1 it was established as
a separate mortgage lender to small landovmers. It raised its
funds by the issue of  debenfures which carried a government
| - e 2
guarantee as to principal and interest.

Eshag_and Kamal have argued *hat the apparatus for
financing egficulture:favoured the large landowners-father than

- the small, contrary to the intént of thesevinstiﬁuﬁions‘when'

Eshag and Kamal ,."A Note on the Reform of the Rural Credit

_System in Egypt, 't p. 99.

2hqt10n“l Banx cf Fgypt, ! 180u-]9«8 D- 61—62 B 5

\n
o



first created.l Their evidence for this conclusion, in the absence
of any data respecting loans by r&cipient, is the incregse from
iﬁSOO tongSOO in the size of the maximum loan extended by the
Agficultural Bank, the higher sum being beydnd the financial cdp—
ability of small landowners. In ihe case of the Credit Agricole,
the fact that loans in cash were available to any landowner} large
or small, and that loans in cash werc available to»co—opeéatives,
the membership of which was not iimited to small landowners, does
support the presumpfion that much of the financial résources avail-
able-ma& haye gone to large landowners. Moreover, the defiﬁition
of a "swall" holding was continually revised upwards, from 30
Teddans in 1931 to 200 feddan; in 1937; thus 99.9 pef'cent of the
farmers; owning over 75 per cent of ihe land, were considered to

be small landovmers. Issawi also péints oﬁf that fhe précﬁice

"of collectiug loans through the taxation apparatus made small

landowriers hesitate to take advantage of what funds were available.2

3

¢ Suggestive as these arguments may be, they are by né means
conclusive. The decline of the Agriculturai Bank after thé passing
of the Five Feddens Law scems to_indicate that the bulk of dits
resourceslwere comﬁiﬁted to the small iandowners, and that it had
little appeal for those owning more than‘five fcddans.f The
argument is somewhét stroﬁger in the case of the Cred@t Agficole;

however, the fact that its total lending remained reldtively in-

1 ' i
Eshag and Kamal, "A Note on the Reform of the Rural Credit
System in Egypt," pp. 99-100. : o )

w

2Issawi, anﬁz?qun;Eéondmic and Social Analysis, p. 127

x
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significant prior to 1956 indicates that.iié éppeai to ﬁbth large
@hd ﬁ%ali/lahdowners was relatively ﬁéak. Smgll léndowners may
ha&gfﬁébnidiscéuraved by thcvbureaucratic procédurgs involved,
‘especialiy € kﬁ}nd1v1duals, ‘and the pressure pul on them to join
a co~operativé. Large landowniys'generally had access to éufflc1—
ent credit at‘reasorablg interest rates.from the banking system,
-ahd'it is possible that the Credit Agricole was viewed by them more
as a leader of last resort. ’

-In gny event, the operétibns of the Credit Agricole were on
a felativelxﬁ}imited-scale until 1956. From S E2 million in 1933,
loans Sutstdndingirose toL;ES million in 1935, and remained at thét
level until.19h7; Although there was a sharp increcase in its
lending between 1947 and 1952,'from 1§52 to 1956 the amount out-
stanaiﬁg‘varied betweenngl6 mwillion andﬁfElQ.S million (Table 8).
Advéncesvcévered less than 20 per cént of production'costs; a

b d

rather lgw level in the light of credit requirements in the agri-

culturé?ﬁﬁgctor. Advances by the commerciél banks during the*® -~
same perlod vere soric fouréﬁ);es as great

In 1955 it was decided to greatly increase xgriculturél
. crédit.by permitting the bank to issue 3 per cent bonds to the value
of;szq mﬁllion, this limit increased to . E30 million in 1062.
Most of these>issueé‘were pﬁrchascd by the NBE and, 1atér, by
'tﬁe Cenfral ﬁénk' This rcsulted in a falrly rapld 1ncrcaqc'1n

agrlcultu -al credit (Table 9) channelled through the banK The

trend accelerated sh rply in 1961, wvhen credit to co-operatives
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was made free.l In 196k, the Bank was converted into a public
v .

organization atuhched to the Ministry of‘Agr{culture under the.

. o AN
name "Egyptlan gene;al Or%gglzatlon for Aﬁ%%culture and Co-
3 S *

operatlve Credlt }
w,-ﬂf" "’D-

1nclude‘the prov151on of credlt aﬁd in additlogy became a certral

‘s

% . . .)l1

plannlng agentiof the gdvernment for agrlcuituréﬁ Al]l branches

of the Bank were converted into agrlcultural and co—operatlve
credit banks owned by the g%vgrnment By far the‘major portion of
its resources were drawn from the banking system, although it held
relatively small deposit accounts for a large number of co=
operatives. In 1967 the banking system was the source of some TO
per cent of its financial resources, only 12 per cent was made up
of dep081ts of the co«operatlve societies. Slnce 1961, when the
commerc1al banks were nationalized, the proportlon of its resources
obtained from the CBE has falleu,‘and that from the coumercial-

banking system has risen.

Industrial Finance
Uhtll the creatlon of the' 1ndustr1al %k in 1949, the small

Egyptian 1ndustr1al sector was largely self—flnanclng or was

flnanced through the Bank Misr. 3 The latter was formed.in 1920

the. flrst bank to be organized solely with Egyptian capltal Its

l A AN .
-Law 4, 1962. See also Eshag and Kamal, A Note on the
Reform of the’ Rural Credit System in Egypt," D. 101.

2

~

Central Bank of Egypt, Economic Review, Vol. 4, No. 2.

_ 3El Gritly, "The Structure of Modern Industry in Egypt,"
p. U3k, el Gritly provides an excellent discussion of Egyptian
industry and its financing up to the end of World War II.
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main objective was to fina:ce industry; it is also credited by

Issawi v1th having done much to spread . the banklng hablt in Egypt

4by openlng branches throushout the country and thcreby encouraging

dep031t§.l In addition to both short and long term lending to

industry, the bank.part501pated dlreCVly in ownershlp in a wvide

i

,é&ﬁriety of fields. The Misr group of companies.was dominant in

textiles and was of considerable importance in other Ffields
ranging from inéurance to fisheries. In addition fo its deposits,
its major source of funds was the NBE by way of the government;

and most of its lending was to firms in which it has some'direct

[

financial participat%on,
The Bénk Mig?)was entireiy committed to industrial fin—f
ance, and hence.did not have&é diversified aséet portfolio to
'hélp cushion thegeffect'of bé?faa{c ecoﬁomic shocks,’/ﬁgyera}
finaﬁcial crises involving the bank culminated in its reorganization
in 1941. The goverﬁment provided;fﬁQ million to meet the Banks
debts'and gﬁaranteed its deposits; ép return,'it assumed ﬂhe right
to appoint a government commissidnér £o the Board of Directors and
to vetos appointments fo the Board.
Aithoughthe reorganization of t%s Bapﬁ Misr placed it on
a sounderAfooting; ihere‘is some indicgtion thét the financing of
neW'com?anies suffefed. Th; Diréctor General of the Ministry of

Finance, writing in 1944, made it clear that the Eg ptian government

L 4

1 o : _
Issawi, Egypt at Mid-Century, p. 216.

2el~Gritly, "The Structure of Modern Industry in Egypt,"
L35 - , : .
. 435, -
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looked to rapid. ¢ndustrialization after the war as a key?td‘the”_

country's developﬁént.l This Qés followed in l9ﬁ9,by the creation
of an industrial bank alc .. he llneovof the Crédiﬁ*Anricole The -
governﬁ n; contrlbuted 51 per cent .of the 1n1£1al capltal stock/?f
JEl.S mllllon uhe major banks 30 rer cent, and the phbllc the re—.
mainder. In addition, it guaranteed prlﬁc1ple and 1n+erest on the
Bank's deb&ntures and a mln.mum dividend of 3.5 per cent on equity
capital, It also provlded up to:CI2 milldon in grants and loans
for working capifal.2 | |

The Bank, like the C;édit Agricole, became a specializea
Tinancial intermediary rather than a bank in the ordinary sense.
Itiéould obtain funds solely.tﬁrough'the issue of debenturgs. .It
.participate@»directly‘in industry; in addition it advanced short
term loans secured by in&éntory, nedium term loan§ of up to ten
Jears to nevly established firms for the purchase o% equipment.,
and long termfloans of up to twenty yearsvfor the é;oation of new
enterprises. Moreover, the Bank was able to éssist iﬁdividual
graduates of technical schools through‘makinn loans to them of up
» to five year" in ordcr Lo assist them in forming small bg;inesses.

Like the Credit Agricole, the Ihdustrial Bank did not have
much early success. Poor operating pr oceﬁures, inadequateiy trained
personnel and improperly prepared and éﬁnportea application méde a

S

proper allocation of its financial resources difficult. By 1558

1

- Mahmoyud S. el Falakl Po;t War—Pldnnlnw of the Currency
and the Money Market in ufjpt L' vante Cuntcr“cralre, 35 (Januq“v—
'Fnbruarf, 194L), p.oigh.

i@

2

Issawi, Eeypt at_lid-Century, p. 226.



loans outstanding had reached only the relatlvely low léféi of
E2 mllllon most of this went to large firms, in splte of the
lover rate of interest tHuh that charged by the gommercial ﬁanks.i
Bﬁreaucratic difficulties, rather strictdconditions for
borrower eligibility, and é conservafivé.outlook all acted té keéb
lending relafively1low. In 1954, after &he government increased
its puarantee for ioans made by the Industrial Bank,:tﬂg Baﬁk aid
begin to participate to a greater extent in the founding of new
firms. Eyen then, however, it often éimply guafanteed the loans

v

that the commercial banking system made to industry.‘ Since -these

3
were mostly. short term, this did not really meét thg needs of the-
indusfrial sector.

In 1956, the Induétrial Bank was. placed under the super-

:Vision of the neviy formed Econamic Development Organization
;which“was to oversee and co-ordinate governrient owned eétablish—‘
,.7hents iﬁ tﬁn economy. The following yearvﬁﬁe governments raised
vltS guarén{fgltoc ET million and agaln in 1900 to . ElO'mllllon ga

R Until 1954, most of the Bank's aCulvltleq had involved
w%he pr0V151on of medlum andtloﬁg term loans, as was intended
under the terms by‘dhlﬂh it ‘was organized. Scme .60 per cent of

its lendlng 1n 195& was for perwods of greater than one year. 2

Between l95hland L96¥, nost of the emphasis gradua’ly shifted to-

vards short term lending, largely because long term loans vere 4
.o . ' (
1

1 : b
Central Bank of Egypt, Econcmic Reyiew, Vol. I, No. 3.

2N5tional Banh of” Egypt, The Tconomv of the UAR Purlng
the Nineteen Fi tha, p. 91, _(




available from the government throdgh the commercial banklng system.
‘As Table 10 1llubtrates, the volume of lcndlng remained relatlvely
low through 1966, apparentlv because the Industrial Bank was re-—
dundant in the contefft of the Egyptian 1inancial system.

| _ After 1961, when most of the industrial sector and the
entire financial iqﬁrastructure came under government control,mthe
‘f%ow of finance through industry was centrelly dicected_through
the commefcial banks, Because each'bank vas made resfonsible for "

the entire financial programme of a specific sector, there was '

e

little need for a specialized institution for industfv Since

s

‘196h hovever, the Industrlal Bank has gradually been converted

.1nto an 1nst1tutlon quc1allzlng in flnan01nb small commerc1al

and‘lndustrlal establishments in the PTlVate °ector “This has
P ‘ 1’..‘,
resulted‘”r mthe government s 1ncree ed concern with that

sector and lLd to a sharp increase in the Industrial Bank lending

967

”:The Government and the Financial Svstem '

)

,TQHThe“EgyPtien Tinancial system is now closely integrated

e ’m‘

th the national econonty. Each of the Tive commercial banks is

e provider of flnencc, thc financial advicer, and the central

2
- o

accountlnb branch for Lhe companies to which it is affiliated.

At the same time, each bank acts as overseer on behalf of the

i

monetary authority to ehsure ti¥at their financial operations are

Central kank of L"yn , Report of ths Board of Diréctors,
1968 69, p. 39; see alsc’ the hcrozt of 1967-63, pp. 3 and 39.
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those that are permitteéﬁhithin the‘detailgd directive; lgid down
by the Central Bank of Egyrt, and, ind%rectly, thé pPlanning
authority. Banks no longer compgte vith each other, nor can they
on their own rcépénsibility deéide whethér or not to extend credit
or vary the.terms on.which'such crgdit'will be granted. Commercial
banks»acﬁ asAfinanéial.intermeﬁiaries in tﬁe.sense that they serve
to somé degree as mobilizéfs,of loanable funds; they do_not; how-
ever, govern the allocation of these fundé. Although they have
more disc;etion with,resﬁect to tﬁeir dperations in the private
sec%or, nénethglgﬁs’eyen here bénks are restricted. Ceilings are

placed on the extension of credit to the private sector, and

lending forucépitai“fqrmation cannot take place unless sanctioned
by the monefary authority.
‘A1l companies within the public sectdr arqj§ffiliaﬁed with
.one of thé general organizatiohs; there are some’thirt& of these.
‘Bach of‘the orgénizétions is placed‘ﬁnder the sﬁpefvision oflé LN
cabinet mipister;\each minister has }esponsibiiity for some five
to'éigﬁt organizations., All organizations are co-ordinated bx
the Supreme'Council forAPublic Organizations, chaired by the )
President of the UAR and com?éséd of the cabinet ministers, re~
S@énsiblé for the organizations attached to their departmenté. -
. The Supreme Council co-ordinates the operat?éns of the organizgtions,
lays down output.targets énd approves‘their budgets. Each ﬁiniéter
is expected to ensuré the implementatioﬁ by the organizations under

his chﬁrge of the plan targets épproved~by the Supreme Council.

There is some ovérlap in membership between. the Supreme Council for

Y
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Public Organizations and the Suprem~ Council ﬁcf‘ﬁlanning, yhich

'

was also created in 1961. The latter is

and is cowposed of some of the minisiers Z~¢jq@nn ot Lhe
: . - '1

-*;k .
ublic organizations. Its funclion is to arprove the tJer11l
) I p it

. .4

,

‘development plan, which istprc aved uier 1he direction of ﬁhéy

Vice President for Planning.l

’)

These organizations are not purt of the civil service, but
Ny

rather are hg}ding comp;qies Tor ﬁhc‘cpncorus attached t6 them.
Bach organization is managed ﬁy a bogri‘of direztors. The system
is sohewhat unvicldly, and in practice Lhcvchuirmen‘of the
organizations' board of direétéra and the ccm;unios'vmunagers have

a great deal of day-to-day indopendence.

The CLE, although a nowinally indopendent authOrityfawofks

closely with the Cupremc Council =nd with the Treasury. In 1965
I 3 5

the CBE intggru ed ddmlhlutr‘LLVLl“ Juch more closely than pre-

viously with the commercial’banking‘systcz By Law 17 of 1965,

the Board of Directors was,changod to consicst of the Governoy

(who pres 1deu over the Bo¢rd), the Deruty Cowarnor a repl’“cntutlve

of the Ninishiy,of the Treasury, two rc“1k°“nuu11ve from the
% T -

[

Ecoriony and Foreicn Trade. Lhe chairmen of the .
A o o 5

W .

- R

commercial and’épecigﬁizcd banke or lhcir delepa @s, and threc
! ,

YR

Ministry dl

=

2

distinguished persons conversant with mOHmL;J¥"Ud fJnanc1al aiidLrS

chosen by the President upori the recemmendation of‘the Minister of
B Co .
Econamy end Foreign Trade. In conbrust Lo usual central banking
. +

’

_—_

‘ 1

- Presidenticl Decree No. 1828 of 1061; Contral Bank of
Egypt, Ieonouwic Revicw, Vol. IL%, Io. Yy Laws G0 and 61, 1963.

"
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'to'compcl the bankingvsystem to follow its directives in place

undertaking. open market operatlons, Worying reserve and liquidity

ratios and the controi of the note issue, it has -the legal powers

of the informal moral suasion open to mést c¢ntral banks. The
result is that the Central Bank of Egypt is in a position to
formulate and adminiczter aAmonetary policy much more direct and
flexible than is‘fhc’case for the central banks cf most otheg :
countries. The monetar& policy actually followed by the CBEV j
since its inception will be analysed.and evaluated in the next

chepter.
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A

MONETARY POLICY, 1947 = 1967 Py

Until Egypt withdrew from the sterling area in 1947, an

active monetary policy in the usual sense of the term was virtu-

ally impossible. This does not imply that the NBE had no in-
fluence upon monetary conditions in Egyptzbefore World Var II.
In fact) the NBE onAmore than one OCqulOﬁ vas able to usc its

position as IlndﬁClal advlser Lo the governmrnt and as 1Gnder

~

of last resg ort to the commﬂrﬂ1¢l o%nks Lo ooft‘en the,advgrse
effects which had resulied irom pcrlods ot dep cd cotuon prlces.

However the Banh .could only huve a marglnal effcct as long as
y 3 2, .

i
o

Egypt wvas n a gold or sterllnv exahange standﬂrd

The: economic dlsorgunlzdtloﬁ of Brltaln i‘o]low1nb the end -
of World Uar Il and the consequeni olochlﬁg Cf Lhe sterllng acscts

of the sterllng area} 1ncludﬁnv Evybt led to oiicn emblttered

)

ncrotl tlons betvebn Egyptl 1 dnd Plltluh oF f1c1alg over arlange—

N ' -
: 3
S ¢

monts Lo secure § tlan lmpbrt needs, partlculuf13 those from

;vEnoﬁ—utGrllng couzt“;cg *iggAﬁp;Lét>of this walegyht' with—

drawal from the sterliné arédtin.19h7‘ SlHCC sterling was in-
converiible, the Dortloq of thc note COVL& made up of BT1L1°h

e -

Truasury Bills was repTaced by Egyptian Tr@aSury Billsi Thusg

1

See Hational Bank of b";ptx 1896-19L8, for a digcussion
of sone examples, :

6
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the Egyptian mohetary system was no longer based on a sterling ex-

~thange standard, but became @ managed currency.
i

Although controversy over the advantages and disadvantages

'accruing from the sterling exchange standarg‘had existed Tor sone
time prior to the decision to leave the sterling area, it seems
t
clear in retrospoct that the need for additional freecdom to manage
P :

the e inbny éﬁuld soon have mddc such a move mandatory even had

_‘\J

Egypt 36+ bLen Lorced off sierlinr by post war conditions. As

long as stezlanv could be converted at a fixed rate into Egyptian

pounds v:thout iimit, and vice versa, the NBE had no effective
'ﬁr
way of conuroilinb the quantitj of money. Thus any disequilibrium

could be résolyed only Ly throwing the entire burden of adjust-
» ‘ ‘ '
ment on the domcstic economy as indzed was the case under the

“golihstandard. Although tne NBE was able “be"vounteract cyelical

tendencies in the economv to some degree bv means of its own creédit
L T, I

policy and.morai uasion, these tools on the whole proved inadeduate

“%o.dampén.effg
Théfmgiﬁi@fguments in favour of remaiﬁing tied to sterling

were twofold. Tirst, a ‘high proyoilion of Egyptian trade was

with sterling ares counulie oir+iculazly Britain and Indla, and

thut trade would benefit from 5tability of the currency in terms ,

(-/’y

ol sterling.\ This argumgnt lest force after the var, vhen the
. 3 - : - v . . N .
sterling area's lack of capacity to fill Egyptian import needs was

a major Tactor causing Fgypt's departure from the sterling area.-

+

Second, in the words of Hallet, "British monetary policy has so

‘L_biyeiy the instedility typical of the vears 1900-1047.



R

monctary conditions.

65

far proved to be as good as, if not'better than any other.”
Unf01tunately, Hdlleu does not spell out what he means |

this statement, even though it would be easy to think of cases in

1

which the correct monetary policy for each of the two countrics

Py

NV
would be diametrically opposed. \k;%e %cparaulon of. the Egypltian

monetary system from that of Great Britain would e

Gble a monctary
»

policy to be formulated in terms of Tgyptian rafher than British

Tablo 11 presents data covering the money supply and the

factors af;eculng the money supply between 1947 and 1951, It can

be secen that the NBE folloved a generally éxpansionary.policy

during the 19h7~1951 period. NTﬁg\money supply both narrowly de-
fined and Broadiy défined2 increased in every vear CALCpu in 19kg
The, llght fall in 1949 vas:caused by a contragction in "bank claims
on the government of somej%20 million together with a féll of
nearly;EEG millioﬁ»ih foreipgn as%ets; against these, bank 1cnu1n{

to the privatebsector increased,byi? 25 mllllon The note issue

expanded steadily throughout the period at an annual rate of Just

lErnest Hallet, ' Currency and Credlt in Beypt," L'Erypte
Contemporaine, 27 (Tebru“rv ‘1936), p. 184, This also seems Lo
have been the vwcw of el Fdldkl, then Dircctor-Genersl of the
Ministry of Finance. See el I Falaki, " Post-War Pla anning of Currency.
and the Monetary Merket in Egypt," pp. 192-9k, _
, 0 ~ _ .

. TFollowing the Intornutlonal Monhtlry Fund, money narrovly
defined consists of cﬁrrcncy outside th¢ banks plus private demuand
deposits (povcrnnﬁnt—ovncm cntities are considered part of the-private
sector). FMorney brdadly defined consits of money narrovly defined
plus time and savings depo$its. Luasi-money consists of time and
savings deposits in the commercial banks plus,baVLnbo deposits dnm
the post office savings Lanlk, . : o

v,

o
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) l9h7 and 1951. Nominal incomne increased in cach of the four vears

Qapprbpriate;

under 10 per'cent, Lending to the private sector nnc creadily uniil

1951, and was the main factoer accounting for the inc. -« & irn the
money supply. Tne buoyant perfecrmance of the private sector was
caused by boom condit  ons resultipé irdm the Korean VWar. Coli n
prices were high d&ring most of the period, énd industrial develop-
. Y ' £ .

ment was being encouraged. The latter largely accounted for the
drawdown of foreign assets during the period ..:cause of +the high -
import content of capital investnent.,

Looking .only at mwoney supply. statistics, one might be

)

inclined to question the appropriateness of NBE policy betwecn

vwhereas real income increased in ecach of 1948, 1949, and 1950, ana

" Fell in 1951, (see Table 12N. The consumer price index incrcaced

at an average amnual rate of 3.3 per cent, mostly in the last two

“years. ‘Although the nmoney Supply_increased at the relatively low

average annual rate of h O per cent narrow13 defined and L.§ per
cent oroadlv deaned thf “apld rate of increase in prices
suggests u&at an evgn less expanulonary pollcy might have been

.«

However. 1t would huve been dlfllcult Tcr the HBE 4o have

nc“munpd uhC ecoromf to this extent The rather mild expensicnary

T'po_'LJhcv lOlLOVﬁd by uhc bank Lenc ated larger than anticipated in-

creases in nomlnal incone amﬁ prl es.malnly bOCdU e velobity rose

(o

1b01LJn ¢17y dur1n~ “the pérlod thile 1t is true that this might

i

“have been anv1c1p&b°a on tne grounds thdu pe nt_up demand during

ltho var wou;d ré wulb lr a much hlgher l"vel o‘ DXpC”d]utruq during

s

rthe;immédiata post.w; ,period; theiextent of *‘e ”lSL in velncity
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en @ifficult to predict very precisely in advance. More-

;ty.of many goods usually imported contributed to
‘ The HBE stated %hat sterling assets, vhich
amounted to 58@ :E3OO million in 1950, would have becen dravn down
much more rapiaIﬁ as an anti-inflationary measﬁre had notv some
g(E225 million been blocked.l Tt was not until a series of agrec-
ments goyerhing the release of Egypt's sterling assets were necgot-
iated durihg fhe next decade th@t-Egypt was able to make fullsuse
of thege. , : I | &
Trom 1952 to ;956, the NBE followed a soﬁcwhat restrictive
moﬂetary policy., As the Bank pul it; "The objective of this
_policy was to ;toﬁ the extravag?nces that had prevailed before
1952, ana to apply orthod@x financial measures to secure the stabil-
ity necessary for pl?nning the economic development of the country.”2
Thus  the money supplylnar?owly defined fell each year from 1952
through 1954 (see Table 13), and remained approximately constant in
1955, ‘During the samé period, the consumer. price index fell by an
average of 3.3 Per cent the first three years,-and rose by 2 per -
cent in 1956. At the same time, nominal and rea1>income fel} betveen
1952 angd 1953, hut increased at an-avcrage annual rate of 5.7 Per
cent and 6.3 per cent respectively over the next tkree years (Table

1%4). One rcason vhy the decrease in money suppiy did not have &

e ———

lﬂational Bank of Ezypt, The Eeonomy of the UAR Daring the N
Nineteen Fifties, P. 15. ’

-

2National Bank of Bzypt, The Tconcmy of the UAR During

Wineteen Fifties., p. O-

Tllé,v.‘-
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greater aégpening eerct on the rate of growth of income was the
marked rls; 1n‘vcloc1ty from 2. 673 in’ 1952 to 2. 982 in 1955. Mope—w
over, the rise in tlme and sav1ngs deposits offset to some exgent
tﬁe decline‘iQ:the narrow money stock;: money bfoadly defineu fell

only ‘in 1953, and ovér the-remainder of the period increased at

an average of 1.5 per cent compared to an average rate of decrease.

-
]

in narrow mdney of 2.1 per centt The reiatively low rate of in-
crease in the supply of money raises the question of whether adi
even more rapid rate of economic growth could have been achieved

had a somewhat moretdys

tonary monetary,policy been followed.

is study that ' in fact this would
During thé'flr;£ twé years aféer the-revolution, loans to
the publié.sectof“were reduced while those té the pri&ate secéor
, B I ’
wvere éxpanded as incen?ives vere given to private investment. In‘
1955 and 1956, 5owever,Jthe incréaée.in nef ggvernment: borrowing:
- wWas sulstantial a§ a reéult of the government inéreas?ﬁé‘its invest-

ment in infrastructure and, in the latter year, the Suez War. The

expansionary effects on the money supply wvere offset'aImOSt completely

by draving dovm forelén assets in 1955 although net’foréign ;ssets
decreésed even more in 1956 ché expansionary effect of an,;ESO.G
million incredse in net claims:on government was only partly off-
set by this and by increases in time deposits.. Hence the noney
supply increaséq~byrtﬁ57 million, some 16.7 pef cent over the 1955
;levei.. ) |  ;:{ ' 'f - ’ ' ;9

iFr 1957 +to 196C the moncy stock, \bctho“ narrgfly or

e R



broadly defincdsy increagesd only slizhitly. The reason for Lhe re-

- lative constaney of the money stock can be scon frem Table 13 to

v ) . .
be the contractipnary effcets of ihe steady downward trend in 4 (
. > . N > . .

. . : . -
forei N as sets.. Apgcinst this. net claims on government increased
8 M ’

e »

, . r ’
after’leS, rcaching in 1960 o level of o/ I273.2 million and be-

coming the larpest clementi in the banking‘s*stem’s‘portfolio.
-

.o
r " . LR

Lending. to the privale scetor also increased subs tu“1lujlj over

v . . o Y

" the perioé{ .o dhv oubs L“nder amOUﬂLPd to:f £255.8 millioh_im 1960 .

compared to, EB1060.2 n¢11Lon in 19J,, cquivalent to an average
- .
anmual growth rate of Q.M ver cent. 2
Between 1956 wid 1960 JO‘AH@l and real incoue grew at an

averag® annual rote of 6.2 and k.9 ver cent resnecti VOlj, whoreas o
‘_ u,,. ' V ’ ‘

pricces Aincreased at an dnnual rote of only l 1 per cunt The

fairly'Sati31acuory«gyowth’und“pricc performaﬁcé of the economy

ﬁl@i:yc couutancy in the moncy suyply may -

during this

“

.

“be atf}ibutedﬂto lecﬁ Tac tors. hc flr ; was the strong stimu—

lative effect of gizeable goxbranqL%anesLmean durlnﬁ the period.
-

The second was”’ihe Tuct thot forcign wuscets were used to meet thd

v

) d . KRR . : R | ) 2
“ihereascd d enands i'or producer and, 1o sowe cxteont . consumer geods.
X > - s g i S) %
; .
The third vas the = ®ady riae Ln vadloci t" Lhrouvhout the perioa
: <, ANV b
Lo - ‘ s o :
vhich mitigatéd what would dﬁhﬁrwise have beoen the adverse effects -
A > \ _ B o " N N
l ::9 ] A —A \ . \'; . . . P " :_ E
e - HMagdi M.orel Fammiosh » Fgenonic D chﬁmmcnu ﬁnq_flannLnﬁ in ~ w

-~ 8 - r ol o n . o TN N -
Beypt (Ulew -Yor't: Frodoviek R Procger, 1968), pp. 213%1hs Fead, *
b ~ . ) r

! ’ and Cihiagrice o 410 S IR C Yoy, D230 -
Growth and Choar A‘(. S Al fev s P eovony ®p- @30-31. ) ]

i & ~




T - . . ..

of the siow rate of growth or the money supply. 1t will be arpucd
. ~ ‘ t
in Chapter V that o more expunuionury monetary policy - during this
time would have led Lo 2 somewhat hicher rate of real econouilc
¢ g

A . ey A . . . )
grovwin, althourh possibly accompanied by a scmowhat nmore repld
. - . 1

rischin prices. : : .
The institutional changes of 1961 described abhove re-

sulted in a sipgnificont in

caié{{ﬁ\ﬁhg\gbiliéy-oﬁ\the‘monetary
./ E
authority to\in{}uence/not bnly total”cgﬂQiL in the economy but

N Beb .

/ O :
-its allocaticn. thn the issue department of the NEP became the

4

Central Bank of Brfyt on the first of Januor 1961 1t Was

ogf L ) b4 2
¢ 1

gilven increaced powsys over the commercial bonks. Since 1954,

the commercicl banks had been required to =ubmi nonthly data

to the WBE roncerning the composition of i}owr poru*oﬂlos

ond to undergo periodic inspection. The NBE Lad® 1n«r casingly .

o : N

/

relied on moral suasion, through the issue of banlk directivds, io

influence the alloecation of credit. Thesc directives took the
form of reguests, but wiih the ratjonslization of the banking

. \. : X \ S
system in 1961 the CBR diroctives assuwned the force of 1dw: Thesc

[y

bhanges were hroughﬁ about b> the need of thc government to controel
’ - . '] N

the u]lOCdth{ of LrCQLu as well ag its level ]N orubr to assure
: ‘ l . ‘ \

t%e.:gqu%sito finaﬁc for the 1900 G5 TlV“ !Lur D] ? ;

The 1960 tc 19ﬁ7 pcrjod'gad ch¢?act531”ed by 2 considerably o

. . N rx .

,.““ . ‘.;v Ce . .’ A 5 ; , X .
gredier degpee of fluctnation 1qmencfary\aggrcgates‘%%an ad been
: S - L .

Lypjcal orT sw'vJvu‘

e

pericds, ‘The'fjrst comprehensive vlanping
v - . . N - . ‘»
attempt coincided with the reduction ol ngt foreign sssets to a

level beyond wnich furthosr df@n¢d”3 were undesirable Jor Toreirn

cxchange reasons, - Hencc

v/
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be used as frecly to offset other expansionary poliicics.

In 1061 the moncy supply increased by wpproximately FL50

million (sece Table 1h), a 12 per cent increasc over the 1940 level.
The incrense was caused almost entirely by the expunsion of net

, ,
claims on govermment by 7 ES3 million. A Inrpe part of the increase

in the money supply occurred as an increase in the note issuc,
which rose 16.7 per cent over the previous year. Tho expunsionary

effcet of the increcuse wasg cushioned by - sharp drop in vclociyy,
keeping prices roughly constant. Nomi .ol income rose 6.6 por/
. . /

cent, and real incomwe 6.7 per cent.

Thc drop in obseryed velocity mey erpoar to Le somewhal
surprising.» The fzilyre of the cotton crop in 1561 greatly re-
ddced the Cuiacjt" of the ceoncny to import, and led to scarcitics

of importcd,consumex goods a5 forei

n"exchonge wes diveorted to

capital imports. Hence with a constant velocity , one would

~

expect prices to rise. The failure of prices to dorso sug

- N v

.

. . -~ RS NI . .
that price eontrplco “were rigidly enforced.. The Tell in observed
- . K3 .
. -~ g ™ . o v ’
velocity may then hzve been caused by shortzges of goods, vhich

v
’
-

may haye ceuged the community to lold a hicher wévc¢ of real
' » ¢ . ot ~ i
R L iy . , L - u? B a

tbalances then. they vould cihervise heve desired. ™

' : - - . ,‘ .1 - " i . - ¢ - »" .
. Scmoe support A8 given to this interpreiation by the vélicy
~ . N . . . s
PRI ST . o ’ e X N CLLin
of «the OBy during ile ;o?“r oE Vcar.« Following theYyodvice wt the
i
e ; L T " .

oﬁct 2V Tuna i CRT embqu)u on & stubilivation

[

Inﬁc?nQﬁicna
Iy > ‘; o .

progrovme,  Since 1957 the requirced reserve ratic hod Leor




{<

iz, per ceit, alihovph it wag varied Seasonally to facilitate the

Tinancing o7 tne coiton cEop.In both 1960 and 1901 +he reserve

ratio vas reduced to 7.5 per ocont Tor wisv Weeks in order to facili-

tation of rew coveenment iszues of longs term deseiop-

ment bords, \ In May of 1002, hbwover, three changes vere made.

Tae reserve ratic was raizsed to 17.5 per cent, the rediscount rate

ves raised from 2 »er cent to © per cent, =nd the commercial bunke

viere informucqd L“Wu ceilings vere to bLe ir

v

iposed and cnforced con -

2

credit to. the nua-goyerrment cector,

ult vas o drop it the stock of money ., narrowly defined
cuasi-nmoney incroghod b 7.3 per cent.larzely duc -
Tunds.  Fominai Incoms

w1l real incene by 8.5 per cent as

alte of pgrowth of in-
. W
““1Pu1tu"c Tollowing the

tron fallure of ihe erevious vear T e Co )

@A

N
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s
9.7 per cent over the two years, and because of the slight rise in

srices real income increased ab an averarse annial rate of 7.5 per
I S

irama

LR *.1"41‘
cent. ’ ¢
There is llt le doubt that the price data, and hence the
reported @ u:tes of %h ge in rcal income, must be treated with a

.

~good deo oF sceotié&sm. Between 1960 and 196h according to the
g 2 2 >

consumer price index, prices rose at an average ammual rate of

Just under 1 per cent, vhereas moncy broad]y defined rose an
. \ ’
ayerage annual rate of 10.7 per cent. Given the rate of economic

growth between 1956 and 1960, it secms. unlikely that Beypt had,

~sufficient excess capacity during thik tiné:>to permit Suchga&

|

ot

/

~apld increase in real income whi QL.LD“L&J.UIUL rclatively

N

constant prices., Hence real income is almost certainly overstated.
After 196k, p“lcek, although still controlled, were made more

fiexible.
& , ¥ ‘ : .

Government borrowing from the CBEE was the main factor undrr—
£

lying.the expansion of the money supply. Detween 1062 and 196k

net clzims On-the govermient rose by overs

. . . »
to an annuval rate of 1ncrease of over' 21 per cent. ’ !

)

For the rom 1nder of Lb“ DLvlod a much less expansionar
£ ‘ 41

¥ . oo I .

policy wis Tollewed, Toth nérrowly and broa y defined money in-

cre¢ucd*slowlytat’an avera c nlu-l 1 e of abcut h.h per eent.
. o A L e, ‘ E ' '

i —

T

v Although‘the ra Lc oi 1ﬂcrca ic of net clainms on.goveynment moderuted

N
3 ~

aOmCWh@u, these still grew at an wyerage rate of 12.2 per cont

Aannually. Thé.eipansionayy cirfeets of the increass in government

T additional foreign

o
0
o
o

borroving were partly offset by the

2186 million, equivalent .



compared” to an annual uverage,growth'rate;df nominal income @waount-—

more rapidly and the amplitude of fluctuations around the up-

credits, mainly from the Iny;lnablon 11 Monctory Fund.
L’

2] Looklng at the 19)?¥}QU( period as a whole, the monetary
authorities followed a ger ra]ly conscrvative policy from 1952 to
1900, except in 1956, the year of the Suez Wer. - The averare annual

~

rate of increasc in broadly defined money was only 2.5 per cent,
. . 3 . . »

ing wo nearly 6 per cent. Prior to the Duez Ver, net lending to

-
1

the private se clor grew moyeyrapidly Lhﬂn Gid net lcnding to the
~ ./ﬁ\‘

governme np, aftcr l))G the,

atL@f grew fqr,more rapidly thin did
“. . .'l .

the erm§§u The expansi

. »>
sels of these increases were
countered by using up fored®y assecis, thus Yiwiting the increase

N ' 4 . M . °
in the money supply. This policy permiticd a relatively satis-

Tactory rate of growth together wiith stable prices.

o After lQGQ,ﬁonctary argregates increuse&, ol average,

)

ward trend wag much greater.. The‘hiihér avérece growih rate of
’ & ’ £ . = 35

‘

4 ) .
.noney (nearly _ DLT ccnt broadly doulncd) is due .o lwg factors.

N

~The undertaking of a ;ong'term'devclopmcnbxplan undcer which natiaqn-
4 ’ : .

. . '.“ Lot ’ " . ) . I3
al ineone was to double ihﬁ$en years reqguired, it wos arpusd, a s
3 . . .
more expansionist monetary policy then wes the case during the
PRI s . *
previous: dcc'uu.-*S&cond;jthc neg ’h u°tlon QL roreign assele

S ey e P
-

meant thai the (kDaJleIQTy elitets of ropidly increasing bank

5

Jending could .not ‘be as casily off:cy.by voing up foreign resourges.

There woas cornsi d rablés Varluuwllty in the ‘policy actually followed

between 1960 ‘and 1907, and the CBR ot times evpenred uncertain as

ot —

to the proper course of action. Thowe is veme gvidence of conllict

1 - ' ~

4 N T

-
2N

€o



. ; _
between the bonk and the government as to the right direction for

policy{ and this may partly agcount'for the apparent uncertainty.
.In aﬁy cﬁsc,\a ﬁighly’éxpansionary policy was Tollowdd in.1961,
folloved by a very restrictive policy.thé next year. .Ixpansionary
policies were implemented during‘i963 and 196Gk, whcfeas from 196h

to 1967 a restrictive policy was‘followed. Oyerall, rcal income
. vy : : :
grew at an average annual rate of 4.8 per cent. Prices rosc Tairly

rapidly during the last three yecuars oft The pcribd, and this may
- account for the restrictive policy followed from 1965 to 1967.

Jowever, the risc in prices may represcent to sdme depree a lagged
. ) o ¢
. * ’
adjustment in controlled prices, althouzh there is no firm cvidence

of this. To the extent tht il does S0, however, the growth rate

of rcal incaome is understated,

N
o

The CBE appears to have sufficient insiruments at its dis~

posal to.carry out an’'active monciary policy, ulthou~H institutional
‘factors specific to Bgypt mean that Lhese instruments may be

-«

different from'those usual in olher countrieg. 1In general; the
interest rate is of Aittle influcnce on jnV@SLMGnt.tEkCH as, a

“hole, since the bull of investuen®t is performed.by. gevernment
or by nationalized agencies. - On the other hand, the Pank docs
control fairly precisely the quantity of money. Coumercia

> o

have -frequeni recourse Lo the CBE,

0

method by which thé CBE proVJd :g q»moul licuidfty to thc banking

- .

lSee Central Bdn} of r"vv*,

oT the Poard of Directors

for the years 19006L-65 and lo() . . ) : . 7

-

"‘  ' ' o | &



N

. systen. Ceiliﬂgs ufe‘plaécd on bank credit éxte@ded,to‘all'sectors

.of‘tho:ccpnomy-dn& this.pérmits the CBE‘to-aistribute‘thé flow

of. finuncial resources among the various sectSﬁs in accordance
“owith government policy. Since Both the level of credit and its

.allocgtiqn can be contrdlled by the monetary authority;'monetary

. ’

‘policy can be an jwportant factor in determining economic growth.

.The influence of monctary changes on income will be examined in

. " - .
Chapter V.

. t



o o . . CHAPTER IV
MONETARY POLICY AND SAVING

In general, if the rate of growth in most developlng

countrles is to be 1ncrea§?d either domestic sav1ng must increase
. XAJ\

iy

or addiflonal foreign aldimust be obtained. It is, of course,
N xx )

true that the increased sav;ng must be productlvely invested. This

is llkely to be less of a problem over_the medium term than is the

- generation of real saylngs, partlcularly 1n the case of countrles

in uhlch,a 1arge proportlon of new lnvemQVgnt is carried on by '

the govermment either directly or indire

3H?ﬁj,policy in such

(& ..

|
countries must be to increase the rate of real, sav1ng Monetary

: ' %

l'pollcy can do sa in essentlally three ways. First it can affect
'lnterestfraﬁes. To the extent that savings are a positive function

of 1nterest rates and a negatlve functlon of- wealth, a pOlle of

higher interest rates will lead to higher sav1ngs If, on the other

hand, SaVlng_lS % positive function of wealth, whéther wealth effects

‘ resultihg from higher interest rates will offset the positiv¢

-

suBstitutipn_effécts dg%sgﬁly be detelmlned emplrlcally Becond ,

o

'tolthe extent thzat money 1llu51on ex1stﬂ, the mOPetary authorlty

: may be able to increase real SaVng through pursuing an 1nflatlon~
ary~pollcy. Thﬁs dmounts to asqumlng that reul saving is a positive
function of nominal incone, end that the substitution enu wealth

effects of the lover interest rates which are implied ure re-

«

83 ,.wf
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latively wveuk. Third, if. real savine is assuned to be a function
v 3 e .

of real income, to the extent that monetary policy is succegs-—

ful in increasing real incoyégurc>l saving will 1ncrcaue

o\

.. ‘ . ¥
Several investigations intg.the nature of the savings
L ) E )

function in developing countries have becn nade durinn the last
1 “
decade. These h o7 included both CngS—oGCLIOﬂ studies of grouns
of countrics and tlmc serles studics of particular countrics. Hy-
| . . J ‘ P . .‘ . !
potheses tested range from relatively simpld Tunctions using either |
current or permanent income s the. independent variable to more
conmplex funciions allowing for 4if Tlhb income distributions, the
inflow of foreign resources, various, interdst rates, and the rate
‘ . 2 . . N
of change of prices. In general, cross-scetion studies indicate -
. R _
Lhdt changes in incomz explain most of the changes in saving.
Intercst rates turn out-to Leinsignificant, as do price changes. ,
These goneral conclusions do not hold for time sceries studies of

particular"countriés, however. Foxr example, using Indian data,

K. L. Gupta found bhqt the cocfficicnt of s: cving on the LnLﬂlesL

After this chapter was completed. an excellent brief re—
Pl b T

‘viev of these appeared in the Journal of Lconomic Literaturc. Sée
Reymond F. Mikesell and Jeames B.'Zin”cr,.”whq Hature of" the Saviies : e

Function in Developing Courteids: A Subvey of the Theoretical audﬁ” T

¥mpirical Literaturc ” Journal of “oonWLc Literature, 11 (March,
197w) PP 1-26. - L . -
2 - o

For examples see H.-O. Houd utllv) "Or Scme Determ
of Daving in Developsd and Dnderdeveloned C suntries " |

Eeconomic DQVlermeut ed, B. A, G. Robinson (ugw York; B
) = : . R
and Cowpany, 19 ; JTriend and . Tawiman, "The Aggroepatoe
- . i _s) - b
propensity to © e Concepls and Their Anpl 1LutJon te Intere—-
A

« national Datuw,
Dp- ] .ld"‘-._.:'} 5 I\
fmerico 1 Econcuic .
Gupta, ' Lc‘:on¢l
Beonowic Fecord,

of keoromics and Statistics, b8 (ay, 1066),
“UDepe ndency Rates =nd SEVlHSS Rztes,"”- '
7, 50 /Z)u"nhr 1800) s vo. 880-9G; K. L,

i - i labions:  Forbhor Ividence,"
3-49, K. L. Gupte, “on o -
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ELY

rate wac positive and significant in the cm,w of per capita saving.

This contrasts with J. G. Williamson's firnding that Lngfro 5t rates

had either a negative or insignificant impaect on saving in Korea,

: ' 2
Japan, Taiwan, Burpa, the Philippines and Indic. The substantial

. - L - . - 7 ' .
differences in the coefficients on the various 1ndependenm variables

which resﬁltjfrom time series studies of individual Lountrlec bring
into question the u;efuTne:u of using cross-section ﬁcthodo to
Study the savings function. A more'promising #pproaeh to studying
Lhé‘determinantﬁ of sd&igg‘is to use time sériés analysis of paft—

iculey ntries. Tt is possible that functions cmbodying re-—

latively fev variubles may Tit gpeeific countries rather well.

tioreover, from a policy vievpeint the govornment of a riven develop—

3
-

ing country necds Lo know the saving function aprropriate to that

>

country rather then a generalized internztional savines {function
[

ifT it is to atlicapl to increase the rate of economic growth through

increasii o the nate of saying.,

In. the present chapter, statistics on Eav1ngs in. Egjpt are
presented and discussed,'torether with an na]y sis of the effect

o povermsent policies on %uVlng WILb par 1LOU] r relerence to the

L role of Monetary Tolicy. Various savings -Tunclions will then be

S mbADotnvrjnanTP of Purel -end Urban Houvrh@@s‘b cving Behaviour,
Feonomic Do ord Le (Lecener, T)(O\, PPl STO- 83. . .
e K. L. Guw*t. "Personal Saving in DQVGJoping Countries:
Further Fyldence,” p. 248, ' -

L

. J.. G Williawson, "Personal Suying in Underdeveloned and
Developed Countrics;  An nterteaporal Creonz-Scetion from Asi a,
Beonowie Record, (- June, 1968) . pp. 19L-21C. .

3o
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fitted in an attempt to determine the cffects on savings of changes

"in income, interest rates, and prices.

Savings in Erypt 1045-1967

Statistics on savings.prior to 1945 are non-existent, and
best only the roughest kinds of inferences coild be made.r A more

comprehensive analysis can be made for the period after World War

{d particularly after 1952. Even here, howéVer, data problems

L .
occur’ largely because of frequent re-classifications of data
whichgrake it difficult to draw up a consistent Series of figures. &
7o ) : g
The definitive work on aggregate sevingg

in Egypt vwas done -

S

by Professor Bent Mansen for the of Mational
i
Planning, His results are rgn of Table 15, : \

and his methodologsy has been followed in re—-estimating his pro-

visional Tigurce [or fiscal 1963, and in deriving estimates Tor
7 o B 2.

fiscal years 196k through 1967. The estimates are derived from

egither of thé following sets of national accounting identitics:
(i) CKP - PHI = PDGI
(ii)  PDGI -~ PC = PGS
or \
(1i1) GI - IFB = DGS ]
(iv) DS -~ P8 = TGS

GNP is gross national T public culrent ncet in-—

prcductﬂ PRI is
come, PUGI is private disposable gross incoms, PO 4s private con-
> . 3 = & >

sumption, PG3 is vrivaete g ocs sovings gross investment, NIFDB

1
B, Hansom,
lQGQ-@?, Memorandun

-~ Qiuren, 1965).
~
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‘is net foreign borrcwing, DGS is,domestic gross savings, and PS is

public savings. DPrivate saving is thus estimated as‘a residual,

and to this

-

extent is subject- to error, since it will contain any

N

errors in all the other series from which it is derived. Moreover,

~

unrccorded stock changes prioruié 196k 2dd a further possibility.

of error; Hangen suggests that his figuresvmay te out by from 2 to

-3 per cent of GHF and thus claims that this Saviﬁg series can only

be used as a guide. . Data on stock adjustments have been published
since 196k, so the statistics are sémevhat more ré&lisble for the
last three years of the series. s

. , S _ o | .
Sayings in Table 16 are defined broadly; in part because of

statistical limitaticns. Publié\savings includes,'inpaddition to

~budgetary savings, the accumulation of‘ands in the public genéral

insurance and pension authority' and the general organization: Tor
social insurence, but does not inc¢lude profits of the publicly
owned enterprises attached to the various economic organizaticns.

.Séhéé @hgbsocial geeuriﬁy plans are'Qompul§ory,’and the fuhdé ére'
é?aiiéble ib’theﬁgovernmégf,.aicasé can Eé made for igciuding :
t uccumuiati;ﬁs as part of ﬁubiié.saving, alﬁhbugh théy'afé
- ,stjséme dégfee é,§ubsﬁitute fofnﬁfivgte saving;.the

“rrelation coefficient betvieen the annual percentage change in
. » . . N L/\ . y . N R . 3
private saving, and the annual percentaget change in social security.

3

funds is <. hl, Ou the other hand, since the publicly owned

companiés are under govermrent control, and becuwdse their accum~.

-

lated funds are also at the dicposal of the government (particularly

1 _' . L :
"Hansen, Savings in the UAR? D. T.



N ) s o . L . a0 ' .~ o "

. .

~'f,',_f,s.lnce 1906, e below) thcy snould also pcr1aps be con51der¢d as’

4

part of pubi?é Tahher Lhan prl»ate sav1ng They are nots cla051f1cd s,
in this way because there is stlll conulderdble autonomy on the ' -

part of Company managomcntkgend profit remains the main criterion

of success. Moreover, althouvh 1nveetment fo£ such companies is ‘ ?
'largely centrally pianned new regulatibns permittinn some’flek—

ibllity in the use of profits without reference to central authority

. haye recently been introduced. Thus there Icmalns a conceptual

prob. - as. to how Dubljclzcovned compariies should be treatcd

off101al UAR statistics submltted to the Internatlonal Monetary . ’_ ’

Fund contlnue to place rubllcly owned companjes in the- prlvatc

D

sector. Table 16 gives an estlmate of the’ proportlon of private
~

saving generated by publicly owned companles since 1962..

DOmeSuLC £ross sav1ngb as-a porcentage of éNP vas llttle '
ohanged in 1967 from that prevalllnﬁ in l9h5 (Table 15). The re—.
latlve constancy doeu, however , mask the 51gnificant variations
in the‘ratio~which occurred during the period. The 1945 flgure LS,»
ef course, high Bedau se of World War II and the low Tigures for
the next Lwo years can be largely attrlbuued to the CYplOSlOn of ;f o
' pent“up demand typical of most countries- aftcf hostllltles ceased.

.Between 1948 and 1952 the substantlal increase in real income led
©.to a m%rhea”;perease in the sev;ngs rate.' T%evmain reason for: the A
~increase in income was gge'impre§emeﬁt'in Egypt;s'teims’of tfade

resultlng fron the str ng demand for cotton durlng the Korean War »

’As was dL CUSSud in the previous cnapte?, a rclatlvely few land—~

owners he]d Lhe bulk of the land, It is possible, then, that the
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“dlctrlbu+1on of income bgcame more unequal between 1§P8 and 195¢,

o

with savigg in Lhe ag rlculbural 'sector beznr tha main component

N

1n‘{he hlgler rate of sav1n" for the econory as a whole. It is”

i . :
unfortunate uha% because of the agnregdte nubure of tne avallable
‘fstatistics 10 evidence on this .que 3tlon can be Dresented

-

s Fr m lQSQ(Qntll,lQGZ Lhe gross S&VJug rate fluctuatea

oA

'around ;2 per eent u;th Lhc excentlon of Lhc lov-rate in’ 1)52 53

l

.iconseauent upon Lhe dlbruptjons CauQCd by the RevolutLon.' Since»i

the beglnnlnb of the flr 5t fLVe—yedr plan and the subsequent

e serles-o{ FLtiOhdl“édthH“ dlSCUSSCQ in Ch@pter I the ratjo has

o - . ) . o

1ncreasea‘sowcwhaL, but rather less than one would have'expecte&

. ; .

”f,e. glven the plon target for'doubling natiéﬁgfﬁgncome in‘ten years‘

/‘ . - . . J_\

The plan'was bused on Lhe‘egyumnblon fhdt the qav1nn" rate could

-~ ~ e

»

, plan DCTlO// Ad was expected tQ.reach 20‘per? ent by 106;ﬁ Only

._»1n 196) and in 1961 vas the lh pug cent rdtc apprOQCh)d

Turnlnb now to a cons 1deratlon of the comnonent of gross

’domcutlc sav1ng, prlvute proos saVing 31nee World Uar II remalned

o reiatively stablpgat qqound 6 percept of grogs n Llondl pTOdL“

>

until i95h;‘wﬁth-the eyceDtlon of the: very 1ov‘lgvc1° Just afner‘

“ the: end of the war.i hﬂtweon 19)? and 1969 griVate saVingsfas a

. . s

percentage of DTJV&uG dlspoaaole income xencmd 1o flueiuute con-

.2

sideiably;;'ﬂqnsen atiribyutes thi largplv io tbe unrellabllluy

. P ';f g
be qulchl} rul <d to lh pcr CL&F dur! 1LAVhe flr t year of the '

: R an°nn and }a17ouL, Devclouﬁen+ and Eeonomic Policy im
the UAR (Tﬁynt‘, .. 309 LCMLP”7 Bany £ypty Hconomic Reviow

.
»
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of the‘esﬁimates5 and inﬁpartiCular'ﬁo unrccordedistock changes..

s

Surely thls can onlv be part of the eAplauatlop hoyever.f.For'

exampl , the harp increace 1n 19 h nay b@ due to Lhe land reform

.

programme which may well have 1ncrcased ¢nvcctment in agriculture.-

Even LhOUfh Lhe aCUual land redlstrlbutlon was small in tbcqe early

years, bhe effect may havL been pronounced ﬁurthermore, the o

announced 1ntcntlon of the oo»ernmcnt to pur ue a lalssez—falre'

3

pollcy generally and' to encourage botb 1nduetry and pr1thc aneSL— ,

ment mqy undcrlle the *claujvely hlgh ratc of clo e to ll per. cenu

Lhrougk 1956 57 v r"he ;aIl in- the perlod 19)8 Lhrough 1960 muy

£ ) .
¢ '0 o 0

be duc, as Hansen suzgcats to unrecorded stock 1nc1<cseo after e

V7

Lhe,uuez War and to a tcmporarj fall 1n prlvate sav1n“s f0L10W1ng

FYR
)

Lne 1ncre¢ fed aLc—ef//;yatlop as a, result of the War. But a
majbr reason would secenm to be uncerbalnty on ‘the part of the

) busines communlty as to the future course of thc eroﬁomy As

o 3 -

was p01ntcd out in Chcptcr I, the bu51nes community 1‘ailed\to

o - o v

respond to the’ govcrnnen$ s c\occtﬁtlonsg and the fallure of the

1957—19(0 1ndu°Lr1al¢écvelouwent plan was attrlbt a to & sgrious
) : s,

- short fall in bus1ness 1nve5umenL ThlS is- reflected in the

low rates ior ﬁTlVdLe %;ving in the late nlneteen IWftleS
Jf ) Tnls 1nteT§§éL&tlon is upported by comparing the priva@e

LUl

{lth thau of 1960 The wave of natioﬁel—

saving ratlo in. 1961

'ﬁllaaulons/én_mld /O -and in 19fl whvch was dlscu ssed in Chapter I,.
resulted lﬂ m ch of %he 1ndu)trial sector coning uhder'governmenf
Ll / N ) N . . v

I .1 - o L
' .- -Hanseén, Savings in the UAR, v 8.

i

|



.a., A(

1961 agd 1967 the prlvate savings ratio increased
AI/“’v‘ Y
S

Total sav1ng as a percentgge of GNP,

-

,
‘\.;»
= ;.‘,:

:?ﬂ ‘k, It 'ﬁld'be«useful 2 break dowm rlvate saving into its.
o , ‘ L» R :

o

N Vate corpopate, and - blic corporate.

J -~ 1._44
: 5; Uvar u’
N

: tétlstlcs for households and for private corp-

& ;éafe sg#ing narrow}y deflned has fluctuated between 5.1 and
Boe

6.3 per cent of GNP over the perlod; the jump‘ln 1967 is possibly
. | : ‘ . o

due ﬁg;iBJ“SG?pexfcegE\increase'in the comnulsory saving scheme

Imposedl in that year. On the other hand, public company profits
« ~-

as a per cent of GNP have shown @rsteady rise Table 16 prov1des
.31 \

. an estxég%e,of public corporate saving since 1963. T

T el

Turning now to:tne sources of public saving, Tabie 17 shows ‘\4\\\§¥
‘that pubiic sev}ng has increasingly depended on the éccumulation
of funds under the‘compulsofy‘SOcial insurence‘programme. Budgetarv
surpluses were earned untll 1961 but 51nce thén 1ncreas1ngly large
7 deflclts have been reallzed Since the 1ntroductlon of ‘the com-

pulsory soclal insurance programme, however premlums (ccntrlbuted



e

S C ... TABLE 17
. , | o , ]
J _ PUBLIC SAVING, 1952-1967
£ e ' '
s ?
N g Budgetary Burplus | ' € lel In<1r¢nCL
0 Year o« BN Def1c¢t ‘ Accumula-ion
’ N~
toe 1952 | _ 21.5 . 1 =
’ 1953 - o 18T L : o -
1955 o 271.6 —
s LT 1956 S R o=
#1957 0 & ot 17.6 8.5
S F. 70958 - ST _ 65.2 1h.5
T Jrosg - 6L. T 15.0
W, .. 1960 - ' S ST.5 20.1
AT 6L o 33,8 28.1
SRS -1cr- PR -30:0 39.9,
T, 1963 e ] -4o.0 . 48.5
196k 1. -21:3 59.5
. 1965 -39.8 ’ 93.2
1966 . =96 ‘ 109.2
1967 - S T A11.3. 131.9

Source Tor 1952 61, Nansen Savings in the UAR (E:ypt),
1038~J9 and -1gh5-L6"%6 1962-63 e“orardum No. 551, Institute
of National Plannln&,Callo, Tor 1962 67 > Budgetary data of the
UAR. Data are for fis cal years ending June 30.

. —~ ]

P
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a

by enployer and employee in botlr public and privatg‘companies)

have exceeded claims leading to’ "“nificant accumwlation.of

funds,~_These may permit public ¢ vii 3 to continuve to increase

-

. after the ebonfmy completes its re&d*uctrent te condltlons f0110w1ng

The Role of Finencial Institutions

the Junc 1967 hostllltlﬂs since politicelly t 1e*progrgmmp represcnts

a relatively painless uay of increasing taxes.

Throughout.the poéttwar preriod demestic investment in Egypt

exceeded domestic sayings by an amount’ which increased sharply dfter -

planning Bégaﬁ:in 1960 (see Table 15). The difference between

i
i

domestic saving and domestic invesiment was at first filled by draw-

%

ing down foreign reserves accumulated during the War. Thesé were

exhzusted by 1960 and tne subseouent gap hed to bc fll1 23 by forelgn

a

borrowing, However, the potent al for forelgu borrowing has been g

nearly exhausted in- recent years, so that Egypt_chés ‘balance of

-

payments problens and a DOSSlble cut—buch in its developvﬁnt plo—

grdmme unless domestlc saving can be sig nl;lcantly increased.

Government policy to promot saving since the na 2tional-

Fzation of 1961 has been to build retained profitsﬂwithin'the'pﬁblic

by compulsion, Table 18 sLows the developn cnt'of'saving through the
banking sysfém; Time\deposits'aré largely those of the.porporate

sector, This cétepory‘has increased significantly; espeéiaily‘since
196hf‘ Pupely pyivate saylngs, ﬁﬁich Qonsis%s éf sa&ings deposits-in

the compercial banks and tke Fost Office’ Saving Bank, have also in-

creased, but not as rapidly as might have been expected given the

o

i

Ne]

|
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s : . .= o 1 - :
relatively high private marginal provensity to ;;:g One rcason -
\

15 -that income may have been redletrlbutea tovard profits in. recent

"

years through falrly subgtdnflal increases in controlled prlces

_ during 1965 and 1966. ,The‘secend and pbeeblyﬂmore important
feason however, ie that e'ceiiing'was placed on sav1n"s ace\snts
. 1n1t1ally 1L was set at bwo thousand Egyptian . pounds a?d vasg later

.raised to five thousend Lgyptlan poundss A third rnac

‘be .a fear on ‘the pari of dePOaltors that large Qccountet;:
unwelcome: attention frow. tax authorities. 'Finally, it is{poseible 
.that the benking natiohali%ations and subsequent reorg;elzatlon

may have led to some lOu; of confrdence in the banklegesystem Whieh'

A

was. slow -in B@ing overcone. K -
In 1965, a compulsory savings seheme'wasvintroduced.e 'This
initially provided for peyroll dedﬁction of one-half day s wages

per month, later raloed to thwno“quarters of a day's wage. The

money'was placed in an accounl payinﬁ 5 per cent- 1nterest tax free,

whlch could not be drawm upon for five' yedrs except in very cxceptlon—,

al c1rcumatanfes In a further attempt to moblllze savings the = .

3fNat10nal Banh of Egypt was uthorlzed to issue long term sav1ngs

.certlflcates, whlch would be tax free but non_—-t-ransferable,3 These

4

sold relatiVe

< -

lotte

 Estifated iater in this chapter to be 222 over the 1953-67
period, Sec Table 90, jop JDB : . ' L
o - | o 1 K r
 Law No._h2, 1965, '
3 e ) ,4 b
Law %o, 8, 1965,
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"e encouraged.. On ﬁhe other, the éeilings on

’ o ' i00
A“V- K | - ) . / . _. PN , ;‘ \) .
| v -~ o A L
) Gove .ment. policy tovards private saving appears to be e
something of an anome: -. On the onéfﬁéﬁd, there is no doubt that '
~ ) o o 7 L *_)

private szvinhg is +o
. ,/\ ) . - . . .
bank accounts, Llic close government supervision of the banking
- o - ' Y
system, and the government's record of confiscation during the

early 1960's cannot bpt &ﬁ§éeragé private depositofstfém en—-
?rusting_tﬁéif funds tg-the barking éYstemf, Hoa;ding can o 6}
éourse, be matched fy an eqﬁgiiamount;of'credit creation without

inflation but the/fh;;at of digﬂoﬁrding is,alvays presént,- More-

P - - ' Lo . - R
over, the work of Raymond Goldsmith suggests that to at least

‘sgme’extent savings may be a function of the range of financial

institutions ayailable. Hence policies vhich lead to public dis-

-
- . .

trust ‘of the finéhcial»system may be cduntér—pfoductive with
- respect to increasing private saving.

Apparently dissatisfied both with@the extent and with the

allocation of savings made by puﬁ?ic owned companies, the govern-
‘ment introduced changes in 1966 requiging companies to deposit- un- L

ated ‘investment fund which would

distributed profits with e newly @
be part of t,he‘Tre'asury.;2 This funfl was-intended to reduce the

' w . - ' & : o
amount of government borrowing necgssary to finance planncd develop-

ment projects.

Dur¥ing the'&atter part of*the périod, interest rates rose

fairly ropidliy, accompanied by an increasing degree of inflation.

) T " w

l. ’ ’ o ' ; . ; . : K
. Raymond Goldsmith, Financial Structure and Develppment (New
Haven:.’Xale Uniyersity Press, 1969). : : -
) Certral Bank of Egypt, Economid Review, Vol, VI, l-s. 2

and 3.

2y - .
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depends’ on thg:nature of the savings function.  This will ﬁé the

K

A . v L v
subject of the next section. o c T
I . L T
T P
Y The Determinants of Saving in Baypt S g o
' , * R & ' e
. In this sectién savings functionsare itted to %he,data.bre—

= ) ‘ ﬁ

sented in the first oeCthH in order *o otudy several of the detOBS

determlnlng sav1n5 ln Egypt Three,questlons are gf concern from the

rd

o 2

© point of vieW’of monetary policy. Flrst, of prlmary 1mportance is .

\J

-

the. size of the marglnal propenslty to #ave. 1If the marglnal pro—z

' pensity exceeds the average, the proportion of 1ncome saved-may be
. ~ K

v expe@%ed to increase as income grows hence permlttlng proportlon—

ately more 1nvestment and a hlgher rate of growth. Evidence from
. -

\'other studies is mlxed. Chener and Eckste in a stud of
y éf Y

sav1ng in 51xteen Latln Américan countrles found that the marginal

propen51ty to save exceeded the average 1n only. three of the s1xteen

o~

Johnson and Chéué in thelr study of thlrty countrles found that in

dnly about half of.the‘countrles dl% the marginal propensity exceed
’
- the gverage, whether household or prlvate sav1ng was used-as the

3 : .
dependent variable. On the oﬁher hand Wllllamgon s study of six ¢,

Asian countries showed only éhree countries w1th an average propenslty

(.

7 -~ ' i
B . l
/™ * H. B. Chenery and Peter Eckstein, "Development Alf:rnatived

" for Latin America," Journal of Political Economy, 78 (Supplement,
\JulyvAugust 1970, pp. 966-1006, P '

27"

Dudley W. Johnson and John S. Y, Chiu, "The Savlng“Income
Relation in Underdeyeloped and DevelopedyCountrles," Economic_Journal,
78 (June 1968), pp. 321<33, - : -

f Wllllamson, "Personal Sav1r7 in Developlng‘NatlonS" An.
Intertéhporal Cross—Sectlon from Asia," pp. 197-201,

r o <

i/ v . .



greater than the marginsl, and in all three cases the coefficient

on‘the intercept was not EaulqtlcaLly significant. 1In his study
of Brazil, Leffl found igat the average propcn 1ty exceeded the

marglnal, vhereas Gupta2 found in Inala s case that the marglnal

 propens1ty exceeded the averawo whatever def1n1+1on of saving he

used as the dependent varlable. : ‘ . .

The second importént question is the exteht t ’whlch charnges

in the rate of interest influence saving, and the divecticn of this
influence. Aé@in, eyidence from other countries is mixed. William-
soh3 found tha tpg correiétion bétWQen saviqg.and real interest
rates‘gas negative for all six-of the Asian copntrifg of his study,
whereas'Guptahufound that in India the real rate was positively
related £o savingf Sincé interest rates-in Egyptvare closely con-
trolledvby the ﬁonetary:authority, if saving iéyulgnlflcantlv

lnf uenced by interest rates there de be some SLOPL fTor using

.changes in these rates as a device to increase saving.

b 05,

The xhixrd question to be investigated concerns the influencc
-of price changes. Even in thé absence of money iliusion, changes
in the price level will affect. aggregate real saving if, as seems

)

. Leff, har ginal Sav1ngs Rates 'in the Dewvelopme»' Process:
The Brazilian Experlence " p 615. '

) : S
Gupta "Personal Saving in Lreve¢op1no Natifno; I'urther
Evidence," p, ol

Cmn

~— . <«

M

Gupta Perso“al Saving in Developing Nations: Further
Evidence,’ D, Ph7—UB

3Williamsonh "Personal Saving in Developin. Lutions," pp. 20k-

o

ey

AN

.



likely, income distribution changes as a result and individual
’marginal propensities to save differ If money illusion exists,

. g
a rlslng price level may stlmulate aggrecate saving. Shoﬁld price

changes in Egypt prove to be positively related to real sav1ng,
'1t could be argued that a somewhat hlgher real rate of growth
could be generatcd by following a more inflationary pollcy

| In flttwng savings functlons to Egyptian data, several
statistical dlfflcultlcs are apparent first, the relatively‘low
number of ohservatlons, second the tentative nature of the data
ltself third, the fact that neither 1nterest rates nor prlce'
leyels are freely determined in the market. 1In orde;\to.use as
,much.of the data as possible it was necessary to adJusi for the
change in 1952 from calendar to fiscal year reporting. .This was
done by the slmple, if crude, procedure £ averaging the year—
end data to get an approxlmatlon of the annual flow of saV1ng and
lncome at the end of the flscal year. Tvo interest rates’ series
vere avallable the rate on long téﬁm government bonds back to

.
l9h5 and the yield on treasury lls_back to 1953. These are
given in Table 19, Regressior * vere run using each of these,
o A

on the assumption that the Yie.d on government hondggwould serve.

as a proxy for long term rates and the yield on treasury bills
' r

as a prCXy 1i§pshortfterm rates‘ ;Thenlatter assufiption’ is not
likely to hold in practice, Treasury bills arefsold %xclusively -
to the hanhing system, making up g large part of secondary reserves.
Thelr yleld could only~serye as a praxy for short term 1nterest
rates if “the market for loans functlons smoothly enough so that

S
changes in their ylelds are reflected in rate changes elsewhere.

103
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TABLE 19

PERCENTAGE YTELD OF GOVERWMEHT LONG TERM DOWDS, 1945-1967

~ . AND OF TREASURY BILLS, 1953-1967
Year o Treasury Bills ‘ " Long Term Bonds-
1945 W - 2.76
w6 - 2.7
10h7 . - 2.72
1948 - 2.80
1949 - 3.09
1950 - 3.10.-
1951 - 3.50
1952 s - 3.98,
1953 v 1T 3.h2
195k - _ ©3.11
- 1955 - N A Do a 3.03
1956 - ' 1.00 : : _3.38.
1957 1.01 3.81 W
1958 1.03 3.52 p
1959 ) 1.02 3.61
1960 ' - 1.05 3.39
1961 1.01 3.78
1962 ~1.00 415
1963 1.27 .89
1964 - 1.02 6.4k
1965 1.00 5.96
) 1966 1.00 5.94
. ( 1967 1.00 6.85

Source: Central Bank of Tgypt, Economic Review, various
issues; International lMonetary Fund, International TFinancial Statistics,
various issues. S ' : ‘

W7
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There is no evidence that such is the case, Although by no means
ideal, the long term government bond yileld scems to be more promising.
The bonds are marketed more broadly, rates fluctuate to a greuber

. ‘
extenty and there is participation in the market by non-bank insti-

tutions.n A prioril considerations would lead one to expect that
‘changes in this rate would have somelpositivc influcnce on saving,
at least thot,part wnich is generated/in the corporate sector.

The choice of what price index to use as the deflator and
as a measure of price changes wasgmade‘somewhat arbitrorily. Con-
sumer.prices ore closelyﬂcontrolled in Egypt, and'showed little
change until relatively late in the perlod Wholesale‘prices, 3
whilé not as tightly controlled tend also to be relatlvely stable
since much. of the wholesale trade is wholly or partially in govern— '

: g

ment hands. Functions were fitted using both price indices alter- R

natiVely'es deflators; little difference in the results occurred.
. ‘ : ~
Besults presented here use the consumer price index as the deflator..
There are two general forms of the’savings function w:}éh
theoretical conSiderations sugéest nay’be applicable. The fifst

is the Keynesian relatlonshlp in Whlch real saving depends upon

. real income. When estimated in linear form, the intercept co-

Although the government controls a large proportion of the :
corporate sector, corporate managers prior to 1966 had considerable
freedom to decide how to allocate retained earnings within:the broad
constraints of the develomment plan and under the general flnan01al
supervision of the. banking system (se¢ Chapter II, pp. 46-48, 61-62).
The implementation as far hack as 1957 of regulations’ perscrlblng

a minimum percentage of profits that must be used for the purchase

of' govermment bonds suggests that the go\ernment was dissatified

with the extent of corporate participation in the bond market. - o -
One may.conjecture that one reason for the low level of partici—
pation was the low yield on long term bonds prevalllng for most of

the period. : ‘
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effidieht is expecte@ to\be negative, énd'ﬁhe coefficient on inccmeb
bcsitive.‘ This‘implies a‘margihal ptoﬁensiﬁy tc save'greater than
‘the average propensity to sﬁve The second form of the functlon, o~
assoc1ated with the work.of Mllton Frledman and}hls ‘ollowers,
reletes real saving to permanent Qr expected 1ncome; empiri:ally,

t . i : .
.pefmanept'income:is annroximated.by.somef%ype_cf‘distributed lag.
When estimeted in RIS form the intercept cbefficienf.is ei—"
pected to approach.zero the coeff1c1ent on permenent 1ncome tc
be posltlve and less than one,’and the coeff1c1ent on tran51tory .
'1ncome to~be p051%1ve and close to unity.

When' 1nterestvrates are introduced intc the equation; the
sign of the coefficient bhecome muchAless_st;aightforward. An
increase in interest rates reduces current‘eeélth; Hence to 'the

i

extent that saving is a function of wealth, saving should fall and
the sign should be negative. However, the .substitution effect of-

a rise in interest rates is, of course,’positive-in the sense that -
an jincrease in yields lmplles a fall in the ‘price of bonds whlch

2 .
leads to a net increase in bond purchases As noted-earlier, the

eVidence in the literature is inconciusive, and it seems probable

that the effect of interest rates varies between!countries and

.ot | 1Mllton Frledman A Theo;y of the Consumption Function
(Prlnceton New Jerse?‘ National Bureau for Economic Research, 1957),

This assumes well-fMnctioning financial markets in the
sense that a higher bond rat. will ultimately lead to a higher
spectrum -of yields for all forms of assets, and so lead, at the
margin, to the substitution of saving.for consumption.  The
extent of the effect on saving will depend on the sensitiveness
of portfollo managers and savers to change in the rate of interest.
See M. L: Burstein, Money (Cambridge, Mass.: Schenkman Publishers
Company, 1963), pp- 216-25. ”



L possibly over tiﬁe.,

’

Real.long’term iJ&erest'rateF' RL, vere approx1mdted_by sub-

tractlng from the averdge annual ‘yield on lorig tcrﬁ“goVernmént bonds

the annual raLe of . change of fhe consumer pricg_index.‘-Thé series
épﬁérs th§ yéars-19h7 to 1967. Short“tenm‘ré21~}dtes, RS, %eré‘
approxi@aﬁed“by the anhual yield'onfthfgevmohth trea§ury biils’iess'
oneéfourth‘01 the annual rate o} chdn ze iﬁ Lhe coﬁ umer_pfice;index;

Lhe series runs: from 1953 to 1967.' Oth(r Varlablcs are defvxed as

oWJOV/ Ononev valuc are in mllllons of congtant 1963 Ebjntlan

pounds):
S = domestibjgross'saving
. Spr = pr1Vauc gross - 'S¢ ving
3 o ) . . . .
MU ¢ .= groas naLlondl Uroduct .
Y = 7 prlvatc prcss dloﬁooablc income
pr B L ' /\
., DR Ae annual rate of cnangn in the consumer'

L DrlCC 1ndey

5

o= population in nillions
; . S A

[y
»

permanent Vurl ibles are designated
.with an asterlok (#), transitory with t.:

s \ . ) v “

Table 20 presents the regression: results for the ba31c hev—

nesian savnngq functlon, estimated over +he twentv year perlod 1947~
1967 and also 1953-1967, which begine with the first"fu;l. year of
the Nasser government{l Whether total or'privéte concepts of saving

An obvious question whlcn arises in the empirical work is.
Jbeuhﬂr such events as the Sucz War and the. n nationalizations of 1960-
61 affected s: y*np LDummy variables were included in the various -
functions during the estimation process in ean attempt to investigate
that possibility. In no case were the cosffic cients on the dummy'
veriables 51gn1;1cant} . ’ ! -
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TABLE 20 o ' ' \_
-]
. REGRESSION RESULTS, APSOLUTE TNCOME FUNCTIONS :
 AGGREGATE: o o L e .. \
e | , | o o
1947 .~ 1967 S = - 56.56 + .161Y R = .929
- . (b.ho) (16.15) o - D.W. = 2.21 \
Ty . ) . : : !
| . , =
‘s = -113.2k 4 oaty . BT = 873
PE o (5091) (11.73)P 7 DL = 1.3 T
,.. " - ) . : . ) ' . —2 ’
1953 - 1967 S = - L41.82 + .151Y R = .862
. : (1.80) ( 9.41) D.W. = 2.h3
s = -119.89 + .222Y— ; RS = .T7h
= 1.39.

pr (3.28) -( 6.99)"" D.W.

PER CAPITA:

B ' : oo : | =2 | '
1947 - 1967 8/u - 3.99 % .iohy/m R .851 ' \\
. BRI ‘ (L.b1) 5(10.72) : " D.W. .00 ..

'8 /N = - '8.08 +  .302Y__ /N i ﬁe = .8ko
P (6.85)..(10.29)F7 D.W. = 1.48
AC.‘ . . s B oo _2
1953 - 1967 . S/N = - 2.39 +  .166Y/N .. . R = .700
. (1.55) (5.80) - . D.W.= 2.hk2
Spr/N = - T.72 + .29hypf/m B R = .671
- ‘__'(3.31) ( 5.#7) ' D.W. = 1.kt

" Note; t sfatistics are in parentheses.
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and income are used, theé Kex2§§ian Tunction provides quite a goodv
explana‘ién of ;aviﬁg 6ver the%periéds of estimation BOuh slopg 2
and 1ncercept coefflclents are 51gn1f1cént at the 95 per cent level |
_except for the aggrega;e and per capita tolal sqVin%s fupctiohs
eétimated_ove; the i953bto 1967‘period.‘_For thé latter, the slope
i %

Cbef;* 1ent remains highly 51gn1f1cant the 1nherccpts are signifi-
cant at the 90 Der cent but not at the 95 per cent level. The
estimated‘aggregate;marginal prdpensity to save over 1947 to 1967

is .161, slightly over the .13L4" average for Latin Americs reported
by Chenery and Ecksteln.l When private concepts of sav1ng and in-
coﬁe are used, tie marginal propen51ty to save is".?lT on an aggre-
gafe fasis and .302 bn a per cﬁpita basis“.‘The aggregate’measure is
slighﬁiy above the .203 for Asia feported by Williamson;2 and the
2153 for Indiez reported b.y‘Gupta.,é whereas the per capita marginél.
propensity is comewhat less than .3&9.for India reportedbbj Gupta.h
Botthilliamson‘énd Gupta used persondl rather than private concepts
of savlng and.lncome, so the- comparison can only be appro%nmate

An alternative form of Lhe .saving function is to uoé the

perméneﬁt income hypothesis of Friedman. The rééults of estimating
the fuﬁction in this form are giveh in Table 21. Pefmangnt‘income

was approximated by a weighted three year moving average of income;

1 : ‘ . : :
Chonery and Eckstein, ”Development Alternatives for Latin -
America D, 998, . 4

Williamsbn, "Personal Saying in Developing Nations,® p.. 200.

3,4 | f ‘ B : : , .

Gupta, ‘Per"onal Saving in Developing Nations: Further. -
Evidence," p. 2kk, ' ' T

‘f\
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AGGR™ "\TE:
1949- - 1967
1955 - 1967

=

T

PER CAPITA:

1949 - 1967

A §

-REGRESSION RESULTS, PERMANENT TNCOME

\}\ -5

7

1955 - 1967 -

TABLE 21

2.
N

.x. .
LT + .159Y «+
Lh2) (1k.11)
¥
spr = -111.09 + .217Yprf
(L.83) (10.3L)
S = -35.51 + .156Y* -
(1.66) (11.1k)
Spp = -150.9 + .25hY" -
- (3.72) (7.45)
S/ = - 3.63 + .181Y7N
(2.99) (7.94)
S../N= - 872 + .38V
(3.95) (5.98)
¥
S/N = -2.12 + .172Y/xn
(1.70)  (7.39)
s /u = -79.70 + .351Y/H.
pr '

(k.08) (6.31)"

Note: t statistics are in parentheses.

.

111Y°
(.5k9)

.099Yt ’
or -

(;295)

272v"
(1.27)

187v0
'(-hoh)\

_.16LY?N

(.767)

f.l6lY?N'
(.463)

~.309Y /W

(1.40)

-.332Y0y
(.748)

o

Inu

ou

i

911

.817

1T
2.0L

.732
1.92

.8;5

- 159
2.01L
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the weights were arbitrarily chosen to be ,60, .30, and .10, and

.

were applied to income in pericds t, t-1, and t-2. Regressions

were run with other weighting batterns, and the results did not
differ greatly. Other studies have used simple {ivo or three yecar

- moving averages; this is equivalent to assuming a weight»oﬁ unity

P
4

~, (
; | |

The permanent income hypothesis. deesg not. appear to con-

fof*eaeh.peribd}'

stitute an improVement‘syer the Keynesian gbsolute inéome‘hypo—
thesis‘as far>as'Egypt is concerned. Although'the coefficients

on trinsitory~income ere positive for aggrevate and per cap |
..total and private saVing and income for the 19L9 to 1907 riod,
’ \

the COLfflClentS are not significant at the 90 per cent level.

Moreover the LOfolClentS are smzller than,the‘coefficients on ”

permanent income, and the intercepts are Slgﬁlflgani 2t the 9) ?“
\Y\l

per cent level. Bpth the latter results are eon+rarv to the hypo- g@y

thesis, vhich,sugge8us that the 1ntercept should approech

~the coefficient on transitqry income approach unity. For
to\l967»period, the coefficient on transitory income-is

negative and not significant at the 95 per cent lev%

These results contrast with ﬂeitain of the resu]

by Willjamson and by Gupta.k Williamson found some degreé‘bf“support
Tor the peérmanent 1neome hypo+hes1 in his study of six Asian’

>

iy .1 . . o
countries. For four of the countries under investigation, the

marginal pronensity uo saye out of tra niitorv incone was pOSitive

1 . : :
Williamson, "Personal Taving in Develeping Nations,"
pp. 2010k, S



, j ‘ N
and grcmuc chian Lhu margingl propensity to save out of vermanent

~ o)

income; only in the cases of Taiwan and Indiaz was the coeifTicient

on trﬁiéégﬁry ingbme'negativb. However, his cross-section estimate
yieldud a.coefficicnt on tran;itory ipcome Lﬂat waé not significantl§
diffcfeni from iero.
In his studics of Tiidia, Gupta found; u;ing a two year
ving avcrgée Ofvactual inconz, tha&tﬂxﬁlgﬁrmunent andvtransitory

4

concepts of income were made cxplenetory vavisbles the fit of his °

; . . N ' s ’
sayvings Fuuctlon was somevhat dmproved. In a subsequent article,
\ i
he found that Lth sceparate savings funcblous, using permanent
and brau itory dg initiorns of income based on a ihree year mov..ag

A
\

average, were fitted Lo urban and rursl incons sc perately, the re-
1

o

nL O

sulté vere cqns;derably improved over those usiig: zctual incomc.
However,.in nonz of the cases that He inve ii:ate& did he find
that the margl nak propefisity té $ave out of transitory income
:JDpiO chcd unity as predicted by the hj obFGCL .

v

Gupta's finding that the savings functicns difTer signifi-
. \ ) .
contly when income and saving is divided intc rurasl and rhan com-
ronents 1s suggestive, and i% may well be that creater
the permanent income hypothesis as an expicnation of saving in
Egypt wlght be generated if a 51m11ar ploc*quve cou] e fdllowed
RaBTY

The inoccessibility of Frfnllav data relating to rural =nd urtan

income precluded such :7-ap%§?ach here.

. R .

’ . <
Gupta, "Personal Savines in Dovelo 11: Nations; . Further ) "
pLa, _ VAL E RNV .
Byldence," pp. 2Lh5:46,
Cupta, "On Some Determinants of Rural and Urban House- .

hold Saving Echaviour," pp. 560-81.
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REGRE%%IOW RES ULTS

TABLE 23°

N

AGGREGATE :

1950 - 1967

1955 — 1967

- 5k.8 + 161Y*' +
(3.01) (11. 65)

-111.78 +. 018y " +
PT O (4.66) (9.94)PF

)

m .
]

§ = - 38.90 +.160Y -

. (1.1b) (5.73)

S = - 43.43 4,164y -
(1.64) (8.21)

S = -161.6 +.266Y -

e (2.86) (5.02)

S5 = -16lh  +.268Y -
PT 0 (3.43) (6.32)

PER CAPITA:

© 1648 — 1967

1955 - 1967

Note:

]
1
w

S/N

— (2.91) (7.53)
. ¥

s /= -8.88 +.321y /i~
P (k.99) (7.57)

il
\S)

S(NV

¥

(1.18) (3. 90)
S/N = -2.72 +.186Y /i -

" (1.71)  (5.73)

s /N= ~9.77  +.353Y /N _
PE L (3.18) ~ (k.69)

. Ea
S r/-N= -10.07 -+, 3611/N -
P (3.71)  (5.56)

t statistics are in parénthe

'(4902) (. 352)

.75 +.l9OY§N-k

sk 41827 1 -

t ¥
.oshy” 4+ 6?2RL

-077Y - .26k
(.209) 180RL ‘

. 32hy® +'1.57RS
(.713) (.132)

k1YY o+ 1. SlR:
(r.1k) - (. 537)

.353y? + b, h9R
(.h69) (. 288) ,

637"+ 2.20m,
(.684) -  (.578)

*

.093f9N+-.083RL
(.287) (.975)
L30Y /N + .119R
(.788) (-2&3)'

.5L6Y Yy o+ L072RL
(1-26) {.6lh)

= *
354y N4 022R -

C(Lhok)y o (Lok2)®

t,. ¥oL
L1y /N + L OLBR;

(.750)  (.3u5)"

S5€8,

106YYN + L0 R ) -
(,k03) (.403 "

PERMANENT INCCME AND PERMANENT REAL INTEREST RATES ~

. ]

-2

R = .896
D.V. = 2.29

_2 .

R = .438
D{W. = 1.h46

-2

R = .901
D.W.>s 3.06

PN

R™ = ,fooh
D.V. ='°Voh

R2 =
D.W. = 186

A

R = .80h
D.W. = 1.96

-2

R = .762
D.W. = 2.10

R =
D.W. = 1.8L4

R o=
D.W. = 3.04
CRe = ol
D.W. = '3.01

._2 .

R = .732
D.W. = 2.03 -

)

R = .736
D.W. = 2.13

798

.753 -

796 _

.
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TISLE |2k
o
”,

4.

. : | ' . .
REGRESSION RESULTS, ABSOLUTE INCOME AI?D PRICE CHANGES

AGGREGATE;+

70T

.58k

1987 <2967 5 = - 54.93 + .159Y + .375DP R = oes
. (3.99) (1k.32) (.L08) D.W. = 2.19
. : ) '
S . = -112.51 + .216Y + .160DP R = .865
<P (5.48) (10.52)P" (.127) D.W. = 1.37
11953 - 1967: 8 =.-27 51+ [1kOY + 1.26DP. R = .862
(.o95) (1 6.93)  (.9k2) DW= 2053
S = -118.3 4+ 221y + .081DP , ﬁ? =, 756
P (2.68) (-5.51)P" _(.ok1) D.W. = 1.37
./ i ' L N . : ' ) o
PER CAPITA: : \ } , -
1947 - 1967 S/N = - 3.91 + .192Y + .009DP §2‘= .843
: 13.97)  (9.50) (.221) D.W. = 1.99
. . - ' - ) -2 .
S /N ='-8.06 + .301Y /N +.0015DP R = .831
pr (6.31)  (9.38)" (.o031) D.W. = 1.L8
T _ . . ' 2
1953 - 1967 S8/ = -1.25 + L1h3Y/N + . 060DP R = |
o ' . (.692) (h.12) (1.15) . D.W. = 2.54
S /N = £7.825 + .297Y /N +.017DP CR% =
PP (2:12)  (3.58)PY (L207) DIW. = 1.72
2 o . } ‘\r\,;.

Note: ¢ statistics are in parentheses.



TABE% 25

' . REGRESSION RESULTS, |
PERMANTET INCOME AND THE RATE OF CHANGE OF PERMANENT PRICES

~

AGGREGATE : v
. , % o * R = 896
I?h8 - 1967 8 = - 5h.A7T + .163Y  + .052Y° - .575pB =0
~ , (3.04) (10.08) ~ (.189) (.338) D.W. =" 2.29
’ g 3 "2&7
§ o= —111.1k + .218ytr +.100Y° & .ohpPT R = -837
P (b.65) (9.25)"" (.258)P" (.o17) DW= 1.Lh
- S
: B R % t ¥ =2
1955 - 1967 5 = - Lk3.08 + .168Y - .435Y° - 1.30DP R = .903
. ,  (1.56) (5.86)  (1.03) (\456)  D.W. = 3.05
S L= C16h.8 ?gg7y* - .u82Y" _ 2.060P R = 903
P (3.31) (b.95) = "(.650)  (.522)  D.W. = 2.hg .
PER CATITA:
. . % ¢ -2
1958 - 1967 S/N = - 3.78 + .193Y /y+ .107Y7y - 025D R = .762
(2.87) (6.75) (-394) (.361) . D.W. = 2.09
, K3 ' t % =2
S r/N = -8.95 + .329Y /N - .083Y /N - .085DL) R = .7h8 .
(L.86) (7.08)  (.2h2) (.791) D.W. = 1.79
N ' # ‘ t\ % -2
1955 -~ 1967 S/W = =) 2.97 + .198Y /i - .589Y /N - .0T2DP R = .803
: “ (1.57)  (h.08) (1.15) (.610) D.W. =" 3.0¥%
S\ C ™ . . * :
© S /N = -10M13 +.367Y?N - B8.uY7/m - -.037DP R® = .735
= 2.11

(3.45)  (h.57)  (.677)  (.281)  D.W.

R
\

Note: t statistics are iﬂ\parentheses.

-



price change is oviryvwh e negative, tul not sipnificant. Apzin

2
litile chenge in the explanatory pover of the cquation results.

Tncrﬂ appear to Lo three possible reasons for. Lhe ins ignifi~
cance of the cocefficiente on the real intoerest rate and on Lhe

ammual rete of chenge in the price level. Fir L, the meosure of

short and longs te: recl interest rates muy be ihoppropricte.
ildeally, onre would nref=r to 'k ¢ more direct messurcs of the roturn

on suylug, such as the aver: ividend rote on common stock or

o b

the intercest rate rvaid on Cevings deposits Ctullstics on

cnds. ure ayailiable only rom 195h o 105%, too chort o period to

te of any capiricel help. In any Xse, the dividend rote ig an.

’

unreliable wonsure of ihe roiurn Lo cavings since dividernds rooor
. N . .

quickly throuzhoul thé\ninetcen iities bocwuse of HuiioﬂalLé’ Jlon

y
fear . Bark deposit zoffics were Tived ot relatively low. levels
& Y\ MERaR)
) . )
througho 108t oi tl ricd, ana no series of such ruics
1

have been publishid,  The xc;uurO" used, besides being the ¢

oncg availabile, are in accord with .t

nerally used incstudics

of other

The second, and more importuut “reason, is thul interest

‘ . .
rates were so low throughout most of the rericd that rewod interest
raves often becwre negative, Interest rute movements were almost

&
g

alvays domins tgu Ly chinges in the price index. “Third, the vrice
index itselfl refle ted to an increasing degree the widening of
price controls during the laiter balf of fhe veriod,  Hence, the

price of goods.and seryices included in the index werc unlikely

to ' represent true scorcity prices, and sc oany @ asure of real

!
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interest rates and of price changes using these indices may be in-
appropfdate. Notwithstanding these argumente,thonever, the fact
that the findings reportedzhere are broddly consistent with those
repcrted for other developing countries suggests thét the measures
used here are no worse thenﬂthose used elsewhere.

Surmarizing the evidence, the pnlme determinant of saving
in Egypt appears to be the 1evel of real income. When pei%an
and transitory income are used as explanatory varlables, thc co-.
eff1c1ents on transmtory income are negatlve both in aggregate and
ver caplta forms for the 1955 to 1967 perlod and p051t1ve for the .
19h9 to 1967 period. The low absolute size of the coefficients

‘and their lack of significance may\be due to the relatively low
level of transitory incame per capita (in most years weli under
one pound); A prlorl, it seems possible that such a relatively’

" small leyel of’ tran31tory income is likely to be consumed, with
sayings rising only when such‘;ncreases are .expected to continue,
i. e., when permanent incone increases. Neither real interest

E rates nor, the rate of change in the price 1evel were 51gn1f1cant

fNevertheless, some tentative conclusions rcan be drawn The fact

" that the coeff;c;ent on expected ratesl is p051t1ye suggests that

1ncreases in real interest rates which are expected to contlnue

may lead to increases in saying. More specifically, thée changes

in real rates have mainly been caused by changes‘in the price

B

_ .lThe permanent re rate of interest 1s'hefeﬁconside%ed to
‘be_ a proxy for the expecte’ rate. ., o

e



\\\\\ . ~
leyel, Shoui&)inferest.rates be permjtted io rise to the poiﬁt
‘at which the nominal rate approximates the real opportunity'éost
‘of money, some stimulus to ;aving might followk In Egypt, rates
weréﬂkept‘ldw as a matter of policy until the ﬁid.nineteen sixties.x
'Uﬁ£¥h most.investmént now béing directly or indirectly carried oﬁt
by the state, little negative effect on investment would be likely
- to result from higher rates,

The rate of.change in.the price.level entered the
absolute income funcfi&ns positively and the permanent income
function negatively, although the coefficient; were not significant.
‘Neyerthe) .. , one might £ehtati§ely conjecture that unanticipated
price inc: _ases are not fully discounted, and- some positive effect
on éaving results. Once price increases are anticipated and ad-
Justed for, same slight negative effgcts on savings resuliif It

will be suggested in the next chapter that a somewhat higher rate

of econamic grouth;might bave been achieved during the late

nineteen fifties had a higher leyel of inflation been accepted. \\\»

In the short run, the higher rate of inflatioﬁ might have mildly
stimulaﬁed savings. BEven in thé longer run, with‘inflation fully
énticipated, the benefiéial effects of higher real iﬁcomes would
offset the negative effect of a higher rate of inflation. Had.

nominal interest rates been permitted to increase as well, an

T

ezghfﬁigher

“Tevel of real saving might have been attained over

[ TS

‘he period.

120



. o ' CHAPTER V

L]

A MONETA?I ST APPROACH TO THE EGYPTIAN ECONOMY

The purpose of the present chapter is to examine the = ' S

“

ki

influencé of the stock of money, and changes in the stock of money,
on ecoqomiciaet?vi%y“in—ﬂgyptv—~ﬂrﬁaﬂor»eeﬂﬁfoversy~inmmonetary>—————~——vﬁwg——~
theory during the past decade-has been over the qugstion of whether
B centrgf bank aetermined changgs in the éuantity of money- prdvide
a more r@%iﬁble‘policy’instrument‘for stabilizatién and groﬁth’
than do flSCdl instruments. The two basic points‘at'icsue are,
first, can the monetary autherty cont?bl the size of .the money - v ¢
2@%ck vith some degree of precision, ééd second, are ch@nges in
the stock of money foliowed quickly and predictably by-changes in.
’ he=saﬁe direction in total cutput? fiaéq\ﬁho answer these

questions affirmatively have been termed moneterists and those who

disagree neo-Keynesians,

L)

There are severa] excollent reviews of the monetarlst nec-
Keyne51an controversy. For -a monetarist view of the issue, see Karl
--~Brunner, "The Role of Money and Monctary Policy," Federal Reserve
Bank of St. Louis, Review, 50 (July, 1968), pp: 3-25; David T. Fand,
"Some Issues in Monctary Economics,” Banca Nazionale del Lavoro,
Review, 90 (September, 19697, pp. 215«h7 ' David I. Fand, " A Monet-
arist Model of the Monetary Process,' Journal, of Finance, 25 (May,
1970), PD. 275—89; For a neo<Keynesien view, sce Warren L. Smith,
"On Some Current Issues in Monetary Econcnics: . An Interpretation,”
Journal of Economic Litcrature, 8 (September, 1970), pp- 767~82‘
Richard L. Teigen, "A Critical Look at Monetarist Economils,”

Federal Resqrye Bank of St Louis, Review, 54 (Janusry, 1972), pn.
10-25; Yung Chul Park, "Songe Current Issues in the Trensmission
Process of ¥onctary Policy," International lonetary Fund, Staff
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Thé monetarist position may be briefly summarized as
follows: statistiéal investigations Qf the demand for money show
that veloéity 1is relatively stable iﬁ the short run,vénq in partijj%
cular more stable than the'Keynesigﬁ consumption function.l From
fhis it is argued that money is the primary determinant of changes
in toyal spending. This hypothesis has bégn tested iﬁ the form of

a single|equation regressing first differences in nominal income on
) 1 :

c.current, and lapgged first differences in the stock of money and

gover;ment expenditﬁres, using quar%erly-data for tﬁe United States.
Seve;al different definiticns of expenditures and of money were
,usedfv The résults of the tests support‘xhe hypothesié, yieldinng2
coeffiéients ranging from .53 to .73 depending bn,whfcﬁ definitions
were used. The coefficients on mone& vere positive éﬁa significéﬁt

«

- over four quarters. On the other hand, those on the fiscal variable.
vwercipositivq for the first two quarters and negative for the last
tvo,wand in all four quarters were significantly differeﬁt from

‘zero. This approach turned out to have somewhat greater success in

mredicting the growth path of nominal income throughout the late

Papers, 19 (March, 1972), pp. 1-L45. 1In addition, an excellent set of
“brief papers on various aspects of the issues may be found in Federal
Reserve Bank of Boston; Controlling Monetary Ancrecates, Proceedings
of the Monetary Conference held June 8-10, 1969. Particularly use-.
ful are the papers of Warren L.”Smith, A. H. HMeltzer.and James Tobin.

i... . . . . .9 s
Milton Friedman and David Meiselman, "The Relative Stability.
of Monetary Velocity amd the Investment Multiplier 1897-1958," Research
Study Two, Stobilizotion Policies, United States Commission on Money o

and . Credit, Prentice—iall, 1663, ] f

’ . : |
i
2Leonall C. Anderson and Jerry L. Jcrdan, "Monetary .and Fiscal
Actions: A Test of %heir Relative Importance in Economic Stabilizat- |
ion," Federal Heserve Bauk of St. Louis, Review, 50 (November, 1968)
pp. 11-2k, :

>

en



nineteen sixties than did the various econometric models which
: emphasize fiscal instruménts as the prime inéome determining variabies.
Later work by Kefan found that essentially the same conclﬁsions
applied when tested on data over a much longer time period.
The.monétarist'appgoéch has been criticized on at least three
grounds: methodological, theoretlnal "and emplrlcal Methodologi-
cally, monetaqutifare said to be 1mn11c1t1y acceptlng the methodol—
_ogy of positive economics propounded by Friedman when they judge the
usefulness of their approaéh solely Ey’its'wg curacy in predlctlon
Johnson claiﬁs that this apfroach isvnthséééntifically respectable’
\ﬁnfortunately hé adyances no reasons fo; his assertion.2 It appears

to rest, however; on the proposition that thcse who follow such a

- methodology atfempt to find empirical regularities which they -

either do not justify‘theorgtically or aﬁ best justify ex post by
vague and imprecise generalizations. A more scientificully accept-
able approach is to fifst develop an abstract, theoretlcal model

Wthh can then, perhaps, be emplrlcally tested by progresclvely

N

relax1ng certain of the assumptions.

These methodological dbjections vere well taken when applied

to earlier monetarist writings, and in receni years a fairly sub-

>

stantial proportion of the monetarist literature has been devoted

1 | -
Michael W. Keran, "Monetary and Fiscal Influence on Economic.

Activity - The Historical Evidence," Federal Reserve Bank of St.

Louis, Review, 51 (Hovember, 1969), ~ PP- 5-2L4,

: 2Harry . Johnson, ""The Keyncsian Revolution and the Monetarist
Counter-revolution," American Economic Review; 61 (M%y, 1971), pp.
12-13. ' ‘ ' : :

7
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to developing its theoretical basis.l Essehtiallygrﬁggetﬁrists

- ') ) e ;. ) ¥ )
look at the cconomy from & Walrasian point of view. ﬁn inCreage
. -e“‘ ’:‘"‘ N a "
in the nominal stock of mopey is assumed to cause an exc&ssksupply
v

e (

of real balancos, implying excess demand in one or- mo
~ markets fof goods and services. As the commuhity attenq“: ”};a
itself of its excess balances, prices in thebgoods and ;%rv1c§gkw
market adjust upward until equilibrium is restof%d. The hew equili-—
brium is ch ,acterized by highér‘nominai balances, a higher level
of pripe§ and the former level of real balances. i
This is essentially a quantity theory approach. The diff-
erenées beﬁween the classical quantity theory and the mocdern monect-—
arist version are found as much.in the assumptions concerning
thelstate of the ecqnémy as in the quantity theory.itsélf. Un-
employed resources in the ggénomy will cauée any increase in the
ﬁoney'supﬁly to have its initial impaét on‘outpuf and only second-
arily éﬁ prices. Thué;'itvis claimed, monetary policj becomes
a powérful stabilization tool. Second, velocity is not assumed to be
/conSLant, as vas generaliy the case with the classical quantity
theéry,'but instead it is assumed to Bé é7stable functioﬁ of a small

number df'variables. One of these may be the rate of interest,

: " - L U
ralthough in practice most monetarists expect the interest elasticity

~

See, for example, Milton Friedman, "A Theoretical Frame-
'work for Monetary Analysis," Journal of Political Economy, 78
(March/April, 1i970), pp. 193-238; lMilton Friedman, "A Monetary
Theory of Nominal Income,' Journal of Political Economy, 79
(March/A%ril 1971), pp. 323-27; David I. Fand, "A Monetarist
Model of the Monetary Process,' Journal of Finance, 25 (May, 1970),
Pp. 275 89 TR
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of the demand for moneytto be very low.

Enpirically, the.appropriateness of the reduced fonm equation
has Pgon'gE§§§§onod.; One of the conditiono that must hold if the
reduced form approach is to yleld useful results is that the exogen-
ous variables must be truly exogenous. In particular, it has been

_uuggested that the size of the ‘money stock is not exogenous, since

—

: Ei depends on the decisions of the publlc and of the banking system

' 2 :

as well(ﬁs on the central bank. Hence the high coefficients of
determination may be spurious. Moreover, the equations used in
the earlier work By Friedman and Meiselman turned out to be highly

P R - \ ] . g 3 < y .
sensitive to the.ueasureé) of autonomous expenditures;” no criteria
exist for unambiguously separating autonomous frombinduced expend-
iturés. Nevertheless, the advantages of reduced form equations are

ebnsiderable, Both the direct and indirect effects of a change in

P

lRlchard G. Davis, "The Role of the Money Supply in Business
Cycles," Federal Reserve Bank of New York, Monthly Review, (April,
1968), pp. 63-73; “James Tobin, "Money and Income: -Post Hoe Ergo
Propter Hoc?";the reply by M. Friedman, and Tobin's rejoinder, in
Quarterly Journal of Economics, 8L (May, 1970) pp. 301-29.

"

Frank de Leeuw and John Kalchrenner, " Monetary and Flscal
Actions: A Test of Théir Relative ImporLance in Economic Stabil-~
ization -~ Corment ," Federal Reserve Rank of St. Louis, Review, 51
(April, 1969), pp. 6-11. For a response see Leonall C. Anderson,
"Addltlonal Empirical Evidence on the Reverse Causation Argument,"

Federal Reserve Bank of St. LOUlS, Review, 51 (August, 1969), pp.
19-23. :

3 : .
Albert Ando and Franco hodlgllanl, "VelOﬂlty and the InQest—

ment Multiplier," and Michael DePrano and Thomas Mayer,, utonom—,
ous Eypendltures and Money," and the enaulng discussion i American
‘Economic Review, 55 (September 1965)Y pp. 693 -795. s

v




"~

S
NS

the exngenous variables are éaptured,.and, if judged by the pre-
dictive accﬁracy of shoft term forecasts, more effectively than in
the large£ econometric models.

Early mdnetarist work was cérried out using data from the
United States and other developed countries. In recent yeérs, how-
ever considerable work has»béen done on the demand for money in
developing éountriespz, The majority of theée studies h%gg‘concluded
. o : . Ll
that the interest rate does not significantly enter the demand for
rmoney function. For .example, Gujarti.fouhd tﬁat interest elasticit-
ies varied from -.102 to ;.285 when‘long term rates wére used, and

. .

from -.031 to +.046 when short term rates were used, depending on

the ‘form of the functien'estimated.3 In all caées, the coeflicients

w

A}

lKeran, "Monetary and Fiscal Influence on Economic Activity -
The Historical Evidence," p:. 8. )

2See for example, Hannan H. Ezeckiel ard Joseph O. Adekunle,
"The Secular Behaviour of Income Velocity: An International Cross-
Section Study," International Monetary Fund, Staff Papers, 16 (July,
1969), pp. 22h-39. K. L. Guota, "The Demand for lMoney in Indin:
Further Evidence," Journal of Development Studies, 6 (Jaruary,
1970), pp. 159-68; Yung Chul Park, "The Variability of Velocity:
An Thternational Comparison," International Monetary Fund, Staff
Papers, 17 (November, 1970), pp. 620-37. See also Teh-Wei Hei,
THyperintlation and the Dynamics of the Demand for Money in China
1945-1949," Journal of Political Economy, 79 (January/February, 1971)
pp. 186-95. S. Y. Lee, "Money, Quasi-Money and Income Velgeity of
Circulation in Malayz and Singapore 1947-1965," Eccnomic’ Develop—
ment and Cultural Change, 20 (January, 1971), .pp. 287-312. Paul
B. Trescott, '"Demand. for Money and Other Ligquid Assets in Thailand

" 1946-1967," Economic Develorment and Cultural Change, 21 (January,

1972), pp. 260-79.
3

.. “Damodsar Gujarti, "The Demand‘fdr Money in Indi=z," Jourral
of Development Studies, 5 (October, 1968), pp. 59-6hL. :

.
-
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were statistigally insignifrcgnt. Similar results were %btained by
Khetan and Waghmare in a more elaborate'studyl and by‘Trescott in. %
his study -of Tﬂailand.2 In a study of niﬁe Asian countries Fan and
Liu found that the‘coefficients on-interest rates %ere‘insignificant
throughout.3 Oﬁ the other'hand, Mammen found that the interest rate
was significant in determining tﬁevdemand for money in India when
the demand for‘currency, demand deposits, 'and time deposits were
estimated separately.  The elasticit&es? howvever, were'low, vﬁrying
between —.27 and -.7T.
“ 7 '

If, as is suggestéd by many qf these studies,-the'demand
for monex;;s primar%ly determined by iﬁcome, a monetarist model
may be applicable to many bf thé‘devcloﬁiﬁg ¢ountri¢s; pérticulafly
if it can“be assumgg that the size.of the mongf‘siock éan be ciosely
controlied by éhe monefary authority. Althoﬁgh the'appropriatenes§

: ' . S, .
of such an assumption is very much in dispute at present, it.1is a

reasonable one in the EgXptian‘conte?t. The usual grounds for in-
W . . 'S

stability advanced in tHe lyterd
commercial banking system may partielly fustrate'the intentions of
the monetary authority by failing to adjust portfolios in response

. -
to central bank open market operations. This argument has less

1

C. P. Khetan and R. R. Waghmare, "Monetary Adjustments in
India," Indian Economic Journai, 18 (April/June, 1971),.pp. L96+513.

s

2p. B. Trescott, "Demand for Money and Other Liquid Assets in 7

Thailand 194%7-1565," p. 278.

3 s : '
“Thampy Mammen, ""A Test of #riedman's Demand for Money with
Indian Data," Indian Econcmic Jowrnal, 17 ( April/June, 1970), ‘

PP' )49)4"99- ‘ . R ' 4 ’ s

| L | "
.hLiang—Shing Fan and Zeng ﬁﬁng Liu, "Demand for.Monecy in.

Asian Couhtries:: Empirical Evidence," Indian Fconomic Journal, 18

(April/June, 1971), pp. 47h-51.

ure involve the argument(i?at the e
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‘models are likeiy to be useful in. the context of developing countries.

* ‘three identities:

" Carlson, "A Monetarist Model for Economic S

128
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S

force in the case of Egypt, particularly4sincé the nationalization

and rationalf;ation of the banking system was completed in 1961.

- . . - ,Q

~Although the sybtem continues to be one based on-fractional reserVes,

the commercial banks have little discretionary power. They act as
. . s . . . ‘ . . A
intermediaries- between the monetary sector -and the various sectors

N\,
-y .

of the economy,?éﬁd sed6ndarily,'és,intérmediaries‘betWeen savers
and investors, BdhkﬂpofﬁfgliDS'are closely gpntrolled;'eéch of the //T/f

banks (with the ex¢eptionv6f~the NBE) 'is fésponsible for«fiﬁancing

. & specific sector of the economy, and all baﬁks are required to

hold a minimum proportion of their assets in government bond%.

N

7 » '
. The monetarist model developed by Leonall Andersen and
Keith Carlson at the Federal Reserve Bank of St. Louis has been
fairly successful in predicting shert run changes in American macro- |
. o v

1 v ' : ,
economic variables.: This mo&g@ has the advantage of simplicity -

‘&s well-as the ability to forecagt changes in both nominal gnd'
. . < o b

real GNP. It was therefore decidéd to apply the model to Egyptian -

‘data for the 1953 to 1967 period in order to test whether monétarist

.

A

N

As initially formulated, the model’conéisted of five equatiOns and -

)

(l) ) AY‘t = £y (AM 3o AM -’ ,AE‘t’ . ""?‘AE ) ®

t-n

& » (2) :épé/ﬁ: fZ(Dt,...,Dt_n,A3 ) S - :

: /jj/’ - .¥§<t‘ ,

1The model is described in Lednall g!.ndersen and Keith M.
abilization," Federal
Reserve Bank of St. Louis, Review, 52 (April, 1970), pp. 7-25. The
results from using the model for forecastiné are reported in Keith .
M. Carlson, " Projecting with the St. Louis IModel: A Progress . .-

.|“
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\ i
= Ay . f .
(3) Dy '~ = MY~ (X - X 1)
(%) AY E AP + AX )
St jﬁ
v ‘. M a)
(5) R, = f (aM, , AXt, 0% R APt
a — .
(6) APt’ = fh(A?tel"'f’APt—n) \
(7) Uy = f5(6,, 6 )
_ f Qv /
. ¢
e - .
The variables. are defined as follows:
’ iy : g s

8&Y = change in nominal GNP o /\¥ ‘

TAR = change in the money swpply .

AL = ’chanée'in high employment government expendlture . -

AP = .change 1n the price 1cvel, scaled in dollar units ’/ N
4p* 7’ antlc1pated change in thé price level '.\\V{
D demand’p:%h - \

Xf = potential output

AX change in real GNP

R. market interest rate o ‘

G = PNP gap ‘ ' B
u = unemployment as g oer cenﬁ‘of the‘labour force _ A

Changes over time ‘are in the form of Tirst dlfferences Equat=

e,

ions l and ? 1st approach

2 reoresent the esseﬁtlal &specus of the monetar
aEqu Llon l relates changes in- nominal GNP to changes in the money
supply and. changes in full employment government expendltures Although

Andersen Carlson .point out that sucn a formulatlon encompasses the

yrnlesian &s well as the mopetarlst hypothe51s

1

ABepé Federal Resarve Banh of S1. Louis
Pp. 20—27

their empirical findings

. Review, 5l (February,1972),



show that'thé fiscal varigble is not significant;' Equation 2 m@kgs
the change in the price component of~GNP a function'Of demand pressure
and £he cﬁaggelin price anticigationsf Equation 3 is an identity,
which providss ‘an estimage‘of excess demand in period t by subtract-
ing from that period's change in nominal GNP the differéhce between
: A _ P ‘

that period's full employmeﬁt output and the preceding pericd's real
output. The‘expression_in.bfgckets is a measure of the incfease in
real output which can occur without putting upward pressure on prices.
-SubtraCtiﬁé this from the changc‘in nominal GNP gives excess demand
in period t. Equation I ig an identity di;iding thé change in nom-
inalnGNP~beﬁwcén chgnges in real GNP ané‘changes ;h the price qom¥
ponent of-GNP. Equati@? 5 determines interest rates as a funcfiog

of thé money supply, ;;al output, the change in price level,-and'

the change in ﬁfice anticipations. Equation 6 speéifies that the
change in expeéted prices is a function‘of past price changes. Un—sl
- employment is detérmined in Equation T as a funétion of the GNP gap,
pbaefined in Equatibn 8 as a pfoportion of Tull émploymenf oﬁ*put

in time t. .
S

Andersen-Carlson present two alternative versions of . eqguation

4

2, the price equation, both versions avoid  the direct use;ﬁﬁugﬁtici—

pated price changes. ‘Equation 2a and 2b are as follOWS:;egiKi

P 5 f
(2a) APt“=’f(Dt.,...,Dé_n,(Ri'_l."Xt“l).Ol)
(2b) / bP, :fKDt, Dy _AM’t,...’,'AMt_l) ‘i
The rétional of‘both alternative cqu;tions lies in j?%;féct that - ’
‘expected price§ éfe unobsérvable»and thu§ cannqgjjég'%onqmetrically )

, . g B
estimated. Anticipated price changes are replagel In equation 2a

,f)—«-.
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~with thé long term interest rate and in eqﬁation 2b with past
changes in the money stéck. When either of thése equations 1is used,
equation 6 is eliminated. In their empirical WSLK, Andersen—barlson-
estimated all three versions, and found that the explanatory power
of ﬁhe throe‘equatiéﬂs was approximately equal.

In applying ‘he model to the Egyptian‘experience,'thé lacg
of»gny data on unemplcyment precluded any affeépt to use equations
7 and 8 to predict changes in émployment. A sccond difficﬁlty wés
the lack of any officiél measure of potential output such as that>
of the United States Council of.Edonomic Advisers Whicp was used
by Andersen—Carlson. The absence of any such series led to con-
siderable experimeﬁ£ation before selecting an autonomous measure.’
What wagéﬁnally done was to select the thyee year’peripd'l953 to :‘N
1955 as representing a ?eriod during which real Qutput apprqxiﬁqfed
the full employment level. Thesc three years wvere characterized Lf\J
by steady growth in the real GNP while prices remained nearly con-
stant. The averagé annual compound rate-of“growth was calcu}étea'
for these three years, and it was then used to génerate a series
through 1967 which would serve as a‘proxy for fﬁll empl.oyment reél '
output. . | | \\ft>

Quarterly data on the money supply is néw available for
Egypt back Lo 1953; ﬁnfortunatelj, only annual data on GNP‘exists.
The monéy supply series used was derived by averaging tﬁe quarteriy
data for each year to get a yearly figure for the average stock.gf
money; Following Anderseh—Carlagn fhe‘convéntional‘narro§ ﬁefinition

of money was used, i. e., money is defin=d to consist of'curréncy

-
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outside the banks:?lus demand deposits. The consumer price index
was used as the‘deflator and as a measure of the change in the price
level. All equations were estimated by regressing first differences
of the dependent variable against current and lagged values of the
independent variables. The'weights on the¢ lagged variables were
constrained %o fall aiong an n degree polynominal-according to
Almon's methods.li A difficulty with using Almon lags is the necessity
- of epecifing gz_ggge;the degree of the polynominal endnfhe number

of lags.‘ One procedure to follow is to choose the degree ef poly-
noﬁinal that minimizes the standard errer of the equation, subject

to the number of degrees of freedom available. In practice, a poly-
nominal of.écgree two proved most euitable. The lags were chosen

such that the number of periods lagged vas increased until Just
» before the coeff1c1ent on the lagged term became 1n51gn1flcdnt

at the 95 per cent level

Equation 1 was estimatediusing alternatively éoverﬁment -

-.expenditures and the budget surplus or deficit as the fiscal vari-
able. Neither was significant; the effect of including eitﬁey was

to reduce the chfficients on ﬁhe money suppij, lewer the ﬁg slightly,
and lower the Durbin—Watéon statisticAconsiderably. Expefiméntation

with dummy varigbles was carried out to try to improve the fit by

. lThe technique was developed by Shirley Almon, " The Dis-
‘tribuled Lag between Capital Appropriations and Expenditures,”
Econometrica, 33 (Jenuary, 1965),.pp. 178-96. TFor brief discussion
of this and other distributed lags, see Jan chnta, Elements of
Econometrics (New York: Collier-Macmillan, 1971), pp. 473-95.

| 2Kmenta, Elements of ‘Econometrics, pp. 402-93.



taking account of the effects of the Suez Var in 1956 and the

nationalizations of 1960 to 1961, but ﬁhe coefficie#ts ﬁbre not
significant. The fiscal variablé was phérefore droppod.  The ¢sti—A
mated equation tﬁeﬂ became:

AY = 36.88 + 1.5h AL+ 1.31AMH,

t-1 COnstfgint:" 2nd degreé

(1.94) (3.14) ° (2.87) o= 31

- (t statistics are in parentheses) S.E.E.

1f

ho. 49

. . | D.W, = 2.02 o
Equation 2 was estimated in all three versions suggested by

Andersen-Carlson. Only equation 2b produced satisfactory resglts.

When anticipaﬁgd prices;weré espimated by using as weights the co-
'efficienﬁs’ofiigterest rates régressed‘on changes in the price level
(in equation 5; this is tﬁg procedure ﬁéed ﬁy Andergen—Cersoh),wit
was found that thesé.coeffipients were‘low and_insiguifiéant. Apart
from the legitimacy of using aé weighés coefficients which.we - no%

significant, it seems ﬁnlikeiy that intereét £étés, Qﬁith.are

closely controlled, enter into expectations in the way suggested

4
(i

by the.equation. -y
b4
The pricé component equation‘as estiﬁated is:‘

AP = 27.89 +‘.u7hD'4.3h7D “ ;.266AM‘+-791AM:‘ +.866AM, -
©(.837) (2.98)%(1231)7H(.337) “(1.88) P7M(1.93). ¥ 2

‘ Cbnstrg%ﬁt: ond degree

R = 828
S.E.E. = 40.5
. D.W.'= 2.07

(t statistics are in parenthéses)

The results are interesting,,infﬁhat the cdefficient on mongy,isb
negative, althbugh not sigﬁificant;’in the current period, and that » ’f
the coefficient i.s largestyin “eriod t—2.; Extendipg‘theilég re- -

sulted in a pos. ' .ve but_nqt significant Cbefficieﬁt for period t—3;fw



©
The intercept is not significant; howvever, when using the model in

simulation it performed better when the 1ntercept was retained’ in
thls‘equatren The fact that the price coﬁponent reacts more
'qulckly to demind pregsure uhan to r*hemges dd the money supply may be
because the authorities adJust prlces prlmarll; when demand pressures

becone 51gn1f1cant rather than in response to monetary pressére. In

other words, in the Egyptian context changes‘in rhe money supply may

eot be a very good proxy for changeg in antieipatiohs, although the -
equation does appear to fit the‘defa well.

Equation 1 enabieS\Qge to predict the\phangevin‘nominal‘GNP

following changes in the stock of money, and equation 2 peormits the

¢

prediction of changes-in the price component of GHP. The change in real

GNP can then be found using equation L, since APt is"defined to be

r

) X and AX, as (Xt - X )P, .. The cross—product term

(P - L -1 1, t-1""t-1

t-1

CPt - Pt_l)(}(t - Xt—l) waS'treated‘by Andersen—Carlson asilf‘lt vere

Zero. AWhen,calculafed for Egypt over the estimation period, at no

N

time did the cross product term exceed two/tenths of one per cent

of thatvyear‘s GNP, and in most years it was considerebly lower.

Heﬁce, following Andersen-Carlson, the term is dropped for simpli- -
. city. |

rIn.orger to test the predic;ive capability of ﬁhe»model,
it was used to estimafe‘GNP, real.GNP, and prices from 1956 through

1957 both levels and annual percentage rates of change were cal-
"
culated. One methed of evaluating a model such as this is to ‘use
‘r
‘actual vaiues of exogenous variables and to replace the lagged

variables with their actual values in period t as each period
e .

N



t +1 isiéstimated,  BGTW¢ se (since errors are compounded) fore-
casts becéﬁe_increasingly un;éllable as the length of the forecast -
p;i§§a'is incréésed, evén ifAfhg model is structurally correct. This
may be Ph? best proccdure to follow if the purppse of the -model 1:
simply %anﬁéiict next period's ‘income. . Howevér, if it is desired
to use the model to simulateréhe effects of differenf'pélicies at
some time in the future,'if is obviously imposSiblc to update the
lagged variables. %ence it is impo;ﬁant‘to-know ﬁow well the

model tracks the economy. :

- The results of an éﬁ_gosg_dynamic simuldtibnl can be found

in Tables 26 and 27, and in Charts 2, 3 and k. Actual values for

the money supply were used, and solution values geherated in pericd t

became inputs to the model in period t + 1. ‘While tlhie criteria forv
Judging the adequacy of econometric moaels'are not we;; dei‘ined,2
the model appears to fit the daga reasonably well. _Lookiﬁg first -
at nominal GNf, when levélé are predicted,b§he mean érror is -32.07,

less than 2 per cent of average GNP’and'less than :01 per cent of

“its variance. When the predicted annual rate of change is considered,

the mean error is -.131. Reférring'%o Chart 2, the model over— .

estimates the Tall in the rate of growth in 1959 and predicts an in-

crease rather than a fall in 1961 and 1965. Bearing in mind that the

Landersen ana Carlson, J'A Monetarist Model for Economic Z:\u\

Stabilization," P- 16.

\~2An eycelleut review of eveluation methods for econometric
models may be found in Phoebus J. Drymes, et al, "Criteria for
Evaluation of Econometric Models," Annals of Fconomlc and Social
Measure, 1 (July, 1972), Pp. 291-32Y4.

g

135



136

00T=£96T nWm@nH 90T1d JISWMSUO) SYT,

spunog Qmﬂpwxmm €96T mo chHaaﬂE ut

sptinod uwetadA8E JC SUOTTTTW vl

q

1 S9104]

Joxag paaenbg mwwﬁ goom

5T 1 AL . 96° 9%

. 60°¢ L lo2Tge 1296 I0IIT 99NTOSHY: ues;
g€z~ \ : cl-g ; Lo ee- x0xIT Qmoa
$°9-  gtnet Lot 1| L'69 T'TS6T 7°T0QT I 0" #E~ O IA Lo.mmim | poaﬁ
T°9-  Leger g'62T | L'Te ' T9QT L'6€gT | 0 ng- 01405z 0°ggEe | 996T
€°6-  6°CTT. 26TT. | 9'qT G ESQT- 6 QEQT m 009" AR 0°26T2 | G96T
0 9°€0T 9°€0T 4§ T°6T- 1 66LT S'RT8T ' L'gT . £°699T 0°489T | * 7961
T'T T' 10T 0°00T . 0°Lg= 0°2T9T - - 0°6L9T : w-gn 19'0€9T 0°6L9T | €961 -
0 0766 066 ' grue- L*0E¢T $1G9ST i Tege- 6°9TST 07055T | 296T
g l- g6 0°20T | ®'8 69641 STGENT 1 Lelym . T €U6THT G LovT | T96T
L 9= €66 0°20T = H'T et 99T £°GHET v 069~ 0°C€0ET 0°'CLET | 096T
9° -  °00T- 0°T0T 9°0- 0" GeeT 9 €reT ¢ TTSI- g onat 0'962T | 655T
LT L*20T 0'T0T 8- ' QLTT 2 EQTT 4 96T 9°0TeT 0°G6TT |  8S6T
61 6 20T 0°T0T ¢ ¢ 1 6TTT 6 ETTL | %22 e LyTT 0°G2TT | . LG6T
' - 9°96 0°L6 81T 9°9TTT g noTT ¢ €l €:6L0T 0 NPWH | 9661

U.m®>®ﬂ _ /\ m
JTOXIL [TOAST 30Tag  99TAd | JOIIT  (dNO TBSW  dND-T®OE | JI0Ig edllD - g dND | @%eQ
PaYEWIIST  TEN3oy PoYBWTYST — TENIOY PajewTlSy Ten3oy

T

Pwmﬂ 0% mmmH

XIAONI HOIY¥d 4HHNSNOD HHI NV CAND TVAY “dND ISVOTHOL ANy TVOLOV

93 A4V



137

uotae3zussaxd xernqes sUl UL Fuipunox: Jo 9sMedIq V'R 30

U oI SSOUDISIITD SuL,

¥OpUT 20TId JI2UNSUO) UL

spunog usraGA9z CO6T JO SUOTTTTH an

— ) ' spunog uet3dA8g JO SUOTTTIW UL, $990N
. _ ,
62°€ L Yo'z . . JOXIY POITNOS Uedl 100¥
oo m 90" 2 MM 6L° T hOhhm 3IMTOSqy uwesi
sqRt - MW gees LTET” - 0XT UBIN
4 | _
P | o
62°0- of° 0" 69°0 i 9s°¢ 281 92'2 i gz'e. A Lée . LI6T
20~ €9°g 63'g ¢ B€°0 270 500 | ST'0 606 769 9967 .
Hit G- T6°6 S0'ST | 69°T T0°€ ety <CUUEs 22 €T ®E€°9T Go8T
1T L2 65°€ _ T € 29 1T T€°g | or2 QE T SFARAN 796T
L0°T Loz 00T  S6°T- 6E 6 ¢eL | gg0- 6L GASM £961
) AR T6°2-§ L5°9- ¢e e 28’8 | €T 8879 $9°6 25T
£G°0- 760~ 0070 § 09'¢ 266 26'9 | 00°¢C 26°'8 269 96T
g0 9- 0T 46— g6'0 I 67°¢ 99 0T Ltg | 2gey- T10°6 €2 6 0961
0c g~ og e~ 00°0 { 0£70- 081 0T'5 | 1I9°¢ 6572 016 6561
LAY AR co'0 j 960" 9z"6 229 ! oz2Llo- 06°6 2e 9 Q46T
96T 70°9 go'n | LSTO- A0 280§ LE'T T€°9 761 LG6T
650~ 69°T gore | TUT Loy 9¢*€ ¥ ELO 79 TL°6 56T
orrm?uﬁH | ' o v TEOY m Mmppm 419 dNo
zoxxy [9AST 20Tdd  2dTad 1~ J0IIL odlld Teed pmzo Hmor tgfe e w . a3ed
PO, T2 oeqeuTasi Tenady | Q DaYBUTISE TENCV w @mpoFﬂwwm, TEREVY .
nv _mmH 03 9561
XZANI FOTHd mq;:wpoo EHI NV D TYEY “dMD FoNvAD EOVILAZOUEd TVANNY CEIVIIIST @V TVALOV

L2 §1evl



;138

L90GT

T Rt el Bt A et E T LR TR D I D R R Rk ekt Atk o)

9951t

Ten3ome -

/[

S867

4hS6T

HVEX
€967 "T9E1T 13a7 0861

-

L96T ~ 9861 .- .
a9 TVNTXON NI FONVEO 40 ZIVY CELVAILST ANV, TVALOV
2 Jdavid ‘
FE .
& o ~

3

65671

8567

LSGT

L e N itk e

9567

|l||+|||l.||1l+|l||.Ir|n+lt|l.l||l+ll||.rl|)+ 0

i
|
i
+

[+24

0z



13

Wa
. - B A . N
L96Y 99673 $951 . %9673 €967 2967 1967 0967 6567 8561

Sl bbb AL EE T EEE T ........,...+||..|.||||+|...|...||||+|...|n.|||l+|l|:. R

N
N

~

\;\\ v ) ' .uu.:.‘onu 4
. v xt!.MlJ.lll\ / S
l.
\ L « e I
. \ i ]
N \ s !
7
; \ y; : ~—o__ 7 + 0%
Ny S~ |
Y |
. . . . |
. |
R , + ST
LS6T ~ §66T '
dNQ TVAY KI ZONVHD J0 JIvd QAIWIlS3 any TYALOY . -
N : A £ LuViD
’ bl .
) -
P

T
[V

30

KT
Q.



1ho

~

G

v

3]
o

. ) . i<
. . N Yo F
£

- YVaX's

oy

s

L96T 9967 S96T H967 €961 361 151X 08967 65671 85637 - LSBT

+|ll|.ll|'+cl||.|III+LV||LOIll+|l||_l|||+|v||.||||#||||.||nl+||ll

.

\\ ~

~

-
- -

pajeuy vnu.l. b

_ 196T = §46T-
XAANT JOIHd UTANSKOO THI NI 3oKVHO SO dIvy QMHSAHHWW, .e.& TVALOY

*ﬂ -H.md)nduu =

' P -
L

95L7F.

.|l|l+||||_||l|+||ll.||||+oful”||||+||l|.||||+

0t

o1

0z

LEONEG




model is estimating income over an eleven year period, the margin
of error scems reasonable.
In‘the case of the estimated series for real GHEP, if any- ¢
.thing the model tracks xhé economy somewhat more closély than it
does.in predicfing nominal GNP: Ali three érro} measurés are
lower than thgir couﬁterparts_for ncminal GN?, and the mean error
amounts to less than .LO per cent of»average real ihcomé and less
than .01 per cent of its varidnce. As Chéft 3 shows, the model
misses turning points oniy in'1962, wheﬂ”it falsely predicted a
shérp PallAin the rate of growfh whéﬁ ih'fact an increase occurred,
“end in 1963 when it predicted a rise when a fall‘actually occurred. . o
With the time path of both: nomlnal and real GNP trackcd
fairly closely, it is scmewhaﬁ:surprising that the rate cf ¢hange
' in‘prices is not mirrored quite as"closely. The model falsely prc-
dicts a fall in botr 3959 and 1960, and an .increase in 1962 when
in Iéct prL cas fell somewbat Both errors are due to tb; model
nespectively over and undere;timating the rate of cﬁange in. real
income in 1960 and 1962. 'Nevértheless, thevmean é}ror is rélatifely
lowf‘ Moreover, the closeness of the éstimate 1mproved (as 1t dld
‘for real GNP) after 1964 when prices were permitté&'to vary more
lfreely.
The model was naxt used to simulate the effécts of alter- -
na£ive mbnetary pclicies. With the eéfimated series on GNP, 1 al,

GNP - o .1 ‘ e
‘GNP, and prices serving as a '"contrel" solution,” two alternative

. i .
N For brief ilSCuSSlOnc of simulation methods in econometric
models, see L. R. Klein, "Econhometric Anaiysis of the Tax Cut of

11964," ana Gary Fromm, ”An Evaluation.of Monetary Policy Inutrumenis,

i



monetary policies were simulated. As wvas discuseed in Chapter 111,
Egypt followed a rather Vlght monetary pollcy during the nineteen
fifties. More spec1f10ally, the annual rate of increase in the
money supply Qas under 5 peor cent in every year ‘except 1956, under
2 peflceni for five of the years, and in fact weas negative

a

in 1953.

In order to determine whether this relatively low annual
increase in meney,constrained the growth of real national ipcoﬁe,
a steady 6 per cent annual rate,ofgrowth in money was simulated;
A steady 10 per cent annual rate of increase was al;e tried, in
an attempt to discover whether a more rapid rate of 1nflatlon might
-~ increase real economic growth by affecting real saving and invest-
ment. Theéresults are set out in Table 28. " The effects of the 6
per cent rate are generaliy favourabie. Nominal income isjhigher“
iﬁ cach year until 1965, wfter vhich it fails to rise as rapidly

as de actual income. Real GNP is higher in every year excepi

. 1961 and 196h The rate of price increase is very graqual after

1959. - Comparlng these results with those resultlng from a 10 per

cen. annual increase in money, the net.effect of the higher rate of

increase is a much more rapid rate of inflaﬁion and a lower level of

‘real GNP (except 1957 to‘l959):than was the case with a 6 per cent

in J. 5. Duesenberly, et al, ed. The Brookings Model: Some Further

Results (Chicage: Rand-McRally, . {May, 19¢9), pp-. §73-511.. A
simpler discussion may be Tound in F. de Leeuw and E. M. Gramllch
"The Channels of Monetary Policy," Federal Reserve Bulletin, 55
(June, 1969), and I: A. Stewart, " RDX2: Research Department's
‘kperm¢netal‘ Model, Veralon 2, " Bank of Canada, Review (Aprnl
1972), pp. 3-28. ‘

1khe
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annual rate of increase. Nevertheleus, Lhe results of the 10 per
cent annual rate were somewhat better than t.oce of the policy
actpa%%y’fol;owed;

: f Althqugh»éithcr of the simulated policies would appear to
be superior to the one actually.folléwéd, it is by no'means intended
ﬁo suggest that a steady expansion bf the money supply acéording
to some rule would be an optimal policy to follow;l .On the contrary;
to the extent fhat the model is capable of predicting the short and
ﬁedium term gfowth,path of income, the powef of discretionary monetéry
policy should be enhanced. Nevertheless,'the results of the simul-
ations Sngest thatjé less restriptive ménetary policy in the early
étages of the period together with a less expansionayy pol&cy-after
l§6h wéuld have léd to a higher level of real income with é.lower

S T .

level of inflation. This implies that a higher rate of growth would
not have been constrained py lack of capacity. 'If, as was--demon-

strated in Chapter IV, Saving is relatively in-~me elastic-.-in Egypt,

a higher rate of growfh*would seem to have ﬂeen possiﬁle during the

Cat

‘late nineteen fiftiés. This implicity assumes, hoﬁever, that the_
needed foreign exchange’éduld be made a&ailable Tor capital,%mports;
The transfofmation‘of a high rate of domestic savings into exports

in order'tczﬁarn the foreigh‘exchange necessary 2intain capital

imports at a high level is a major problem fc. .. country -hose

o

Milton Friedman 'is the best known economist arguin: fcr a
uteady inceome  in the money °ubply See, for example, his ' 7 _.e
Role of Monetary Policy," Ameridhn Lconomic Review, 58 (March, 1908)

pp. 1-17. . £y




export basket is as conceqtrated as is that Qf Egypt. Invesiment
policy during the late‘ninetéen fifties would have had to concentrate .
largely on the machine tools industry an@\on impo;t éubstitutionf
in the gonsﬁmer goods induétry. ‘Moreover, measures would have'héd‘
to be taken to réstricﬁ the éapital outflow tha£ Mead argues re-
stricted investment severely duripg'the period.l Indeed, coﬁpre;
“hensive planning would need to have been introduced as early as
1957, rather than in 1961 as actually occurred.
These comments highlight the fact that the advantafes of
highly simplified monetary modelé suﬁh as this are also their weak-
ness. Thé”reduced erm_modei captures the direct and indirect y
effects of chgnges in the supply of honey, but in aoing SO doeshﬁqt ol
specify th these effects are transmitted to Lhe economy. In eséehce
it is aésﬁmed that otherhfactors édjust, although possibly with a
lag. Thisémay be a particularly important problem in the ca;é of )
én underde%eloped country in which.thelgrowth of the -economy may
be constrained ﬁy the faiiure of the capacity to import to grow
commensuraﬁely. During most cf the pgriod for which_this model .
was estimaéed, the éapacity to in;gst~wés npt.serigusly constrained ‘
by fhe lacK1of forelgn resources. Aftér 1961, hoyever, EgyptAéogld

only maintéih its level of investment>by foreign borrowing. As

,. \ -~ - 2 . AR .
its indebtne%s increases, a larger part of its foreign exchange
’ i ) -

earnings will|be needed for debt servieing, making the maintenance
i

of a high level of capital formation difficult given the high

iamport content of the Egyptian investment programme.

L

12

lMe t, Growth and Structural Change in ﬁhe Tgyptian Economyg
pp.. 203-0: L ' :
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'f'ecé’a,:us‘,e (’;f“r,};ese considerations, yt“ s Ryte stISiblev that the
th 'vstyuﬁtu_ral equations und.er‘iying ;the.wa’\'el w{yd not hold for
soze 1gtfr period than that for which th‘c{ aré ﬁgecified. Thj;S is,
of couysf, true~for ,ai]y e'cono’metricvn_,locﬁu’/ b= iy 'pa'rticul&':r’?'ly im-.
portany Lor one in which predictya‘ﬂve' pbWe{ C&ép@ndx neavily on tvwo
equatipn®. A larger,v:f‘uﬂy spec1f1ed g/w\omatch planﬂlng model
of the EQ@t1&1 ecoﬁomy would be requirg! it £y exaxnpl‘,, one
,wished'tQ capture the gff‘e‘ct‘ of ghangés .l/‘, the Qﬁpacityl*gg i:_r_;por‘f'
and tha foect of 'thlelzse chahges .on the ]x./lbl o= Cwi’cal\ formétiofl

under‘m,yﬁvl vaerthelgss, the ‘evidence f‘Qseqﬁeq here doPs

sugge gl hat I‘e;atlvely ytralgbtfon ard PhQqu}” rﬂodels can be use-

ful byl toxr Torecasting the growth paty Pt n-/orﬂ*hgl ang rea.l‘ income, .

and for %vajuatl,ng different m,onetary p%j Refe w0
i~

3..
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. CHAPTER VI

- SUMMARY AND CONCLUSIQONS
This study has attempted flrst to trace the course of .
monetary pollcy in Egypt since the end of World. War IT w1th1n the
context of spreadlng governmental control of the economy and,

second, to analyze from a monetarist. point of v1ew the extent to -

‘\/
v

which monetary policy can‘affect eoonomie growth in,the?shoft and
-medium term. o | K |
The monetary pollcy followed durlng the first half of the
nineteen fifties was conservatlve and rather passive. fhe money
supply was increased only at a very.low annual rate? andeno effort
was made to direct the(flow of credit within.the eoonomy. After
the Suez. Var of 1956, the govefnment began’ektending its influence
throughout the economy and at the - same Eime took greaterjcontrol
,of the flnanc1al sector, beglnnlng with the sequestration and
later nationalization of the British and French'owned commereial

banks. Regulations were later passed,governing'the tomposition of

bank portfollos and applv1ng selective celllngs on borrow1ng and

o

lending rates. 1In 1961 the entire banklng system was natlonallzed

-~

and consolideted; in 1963, each bank was made respon ible for‘the
financing of a spe01f1c sector of the economy. The" Central Bank
of Egypt, created in 1961 from the issue department of the Naulonal

Bank of Egypt, was glven wide povers over the commerc1al banks By
- f

i
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vl967, the'éommercial banking system no longer acted to independently
'alidcate{éredit throughout the eccnomy, but served onl& as mobilizer
of*lgangble funds.

. In a developing country, it- is essential that all the tools
of government policy be brought to bear on the problems of economic
féfowth Monetary pollcy can influence growth in the short run by
eﬁsuring that the supply of finance is sufficient to enable the

economy to operate at full cepacity, and in the long run by acting

[
2

S0 és to maximize the rate of saving. Various sav1ngs Tfunctions

flUted to Egyptian data showed that savings in Egypt were 1nfluenced

1ma1n1y by the level of income; nelther 1nterest pates nor the rate
TG ,

.of‘change in the price level proved to be sigﬁificant. Hénce it

‘ was argued that the objective o ronetary policy shoﬁld be to ;

maximize income in the short run even at the cost of séme infiation.

In this way, real savings wopld bg'maximized, given the aggregﬁte )

ﬁroéensity to save.. Assuming that maximum Sayings can be produtt-

iVeiy invested, maximum long run growth should result.

. In Chapter V the Andersen-Carlson moﬁeﬁarist model was

tested andlfound to predict‘Eéyptian nominal aﬂd reél income over

~an eleven yéar pefiod wi'h a reasonably high degreé of accuracy.

- Two alternative moneéary policies vere simulated with the model ,

1
and- it was found that a less r/gtrlctlfe policy durlng the nlneteen

f1ftles wou]d have led to a hlgher le income.

emphasized t

In conalusion, it .should b the approach to

the analysis of saving is a narrol one, ailmed only at assessing - .
the effects, of monetary actions on gavirg. Although the functions

4

G
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fit the data reasonably”Vg}T;

B

countries indicates that such other factors as the inflow of foreign

growing evidence for other developing

frasy
. Cm ek A X . s
capital have a significant influence %4 saving. In addition,
‘ X

.

monetarist models are restricted in their scope in that while they

may be capable of explaining changes in macco-economic variables
. o ,

they provide no explanation of sectoral changes. It seems likely

ithat future resesrch will be devoted to integrating such models

" with more complex econometric work in order to capture some of

N

these sectoral effects.

1
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