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FOREWORD

Evaluation of the economic situation in Egypt (the United Arab
Republic) is based primarily on official Egyptian statistics, which
mainly are on a fiscal year basis (1 July to 30 June). Although these
data contain some distortions, it part the result of inadequate statis-
tical collection and compilation facilities, the statistics used herein
are adequate for the purposes of this report. :
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DEFICIT FINANCING
OF ECONOMIC PROGRESS IN EGYPT*

SUMMARY

Expansion of the economy of Egypt (officially known as the United
Arab Republic) since the 1952 revolution has been financed by de-
pleting foreign exchange reserves and by amassing large domestic
and foreign debts. Expenditures for institutional reforms and the
military forces have added to the pressure on financial resources
resulting from ambitious economic development programs. Barring.
the ‘discovery of oil in quantities far larger than currently known re-
serves, continued deficit financing will be necessary if both domestic
and foreign exchange costs of the present development plan are to
be met. With the level of both domestic and foreign debts already
high and further economic development a critical necessity, the free-

dom of action of the government will be limited for the foreseeable
future. - | ' .
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The past half decade, in particular, has been marked by substantial
economic progress. For the first time in the 20th century, economic
expansion outpaced population growth. During the five years end-
ing in June 1965, Egyptian gross domestic product (GDP) increased
at an average annual rate of almost 6 percent, whereas population
increased at a rate of 2.6 to 2.8 percent. Gains in agricultural output
kept abreast of population growth, while industrial production ex-
panded about 9 percent a year. Economic growth and welfare pro-
grams of the regime have combined to bring about a more equitable
distribution of income and social benefits than in prerevolutionary
times. Everything considered, the accomplishments of the Egyp-
tian economy compare favorably with those of most other less de-
veloped countries. .

Progress, nevertheless, has been expensive. Spending in excess of
current income has been a way of life for the regime, as mounting
internal and external debts testify. After 1952, domestic debt in-

. *This report was produced by the Ofiice of Research and Reports; ‘the estimates and con-
clusions represent the best judgment of the Directorate of Intelligence as of 1 May 1968.
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creased at an average annual rate of more than 17 percent, and for-
eign debt increased even more rapidly. Expansion of the money
supply resulting from the increase in domestic debt created strong
upward pressures on prices—pressures which became especially acute
in the last three years. The govemment’s domestic debt is cur-
rently more than $1.5 billion—a sum greater than its annual rev-
enue. The foreign debt is a closely guarded secret but probably
amounts to more than $2.5 billion—a sum equal to over half of the
annual aggregate value of goods and services produced. Moreover,
servicing commitments on the external debt, estimated to amount to
about $240 million in 1966, use up one-third of the foreign exchange
available each year.

Total expenditures for investment and consumption set forth in
the new development plan cannot be met with funds easily available
from domestic and foreign sources. Nevertheless, investment can-
not be stinted without seriously jeopardizing the momentum of eco-
nomic growth. Thus the regime is left with difficult but unavoidable
policy decisions—curbs on consumption to increase domestic funds
available for investment, changes in the subsidy program, tax revisions
to hold down another source of inflation and to reduce demand for
~ consumer imports, cutbacks in welfare programs, and serious attempts
to get optimum output with existing plant and investment. Popula-
tion has expanded much more than anticipated by Egyptian planners;
control programs now are beginning to be introduced on a wide scale,
but at least a decade will pass before any drop in the current annual
growth rate of almost 3 percent can be expected.

TIPS TR VI Tt Pt TR i
Sreazwa g e EINER ST g

Price increases and higher income tax rates announced during the
first week of December 1965 should help to ease some of Egypt's
financial difficulties. These moves, made by a cabinet which had been
~ in power for just over two months, suggest that the regime finally has
determined to recognize and tackle its serious domestic economic.
problems. Although the net effect of the new price and tax measures,
if they are enforced, will be beneficial, Egypt probably will continue
to face foreign obligations and internal financial requirements well in
excess of domestically available resources.

repiv v

On 1 May 1966, Nasser announced that the new plan period would
be extended from 5 to 7 years, somewhat easing the demands on
limited resources. He also stated that net foreign borrowing during ‘
the seven-year period would be held to the level of the preceding five- i
year period—that is, a 30-percent reduction in annual foreign bor-
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rowing. However, investment plans consequently, would demand an-
nual domestic savings 80 percent higher than the level attained in the
past five years. Foreign credit currently available for financing the
investment plan exceeds the announced borrowing goal, and substan-
Hal cuts in the level of annual drawings on foreign loans clearly can-
not occur if total investment goals are to be approached.

Thus Egypt will remain dependent on long-term assistance from
abroad. Through 1963, Cairo had received four times as much eco-
pomic assistance from the Free World as from the Communist coun-
tries. For both economic and political reasons, however, Western
countries and banks avoided new commitments during 1964 and 1965.
Early in 1968, the ratio of long-term assistance available was about
two to one in favor of the Communists. A number of new Western
obligations were under discussion, but adequate Western financing

undoubtedly will be forthcomirig “only if the Egyptians exercise suf-

ficient economic and political restraint.
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l. Background

In July 1952 a band of military revolutionaries seized control of
Egypt and expelled King Farouk; essentially the same group rules
ﬂ today, but the state that they control has been transformed in many
; ways. Sweeping political and social change was the initial focus -
of activity. Fundamental changes in the economic structure itself -
were introduced less quickly. Comprehensive efforts to raise the
rate of economic growth and change the relationship between in-
dustry and agriculture did not get under way until 1960..

At the time of the revolution, Egypt presented the familiar picture
of a dual economy—a small modemn sector within a listless, tradition-
bound society. A densely settled and rapidly expanding population -
was pressing hard on limited" agricultural resources. Outside of
agriculture, prospects were restricted by a lack of capital and train-
ing and by a scarcity of known mineral resources. The impover-
ished, the uneducated, and the diseased made up the vast majority
of the population. Great inequalities existed in the distribution of
income and wealth. More than one-half the rural population either
owned no land at all or had holdings of less than one-half acre.
The 12,000 largest proprietors owned more than 34 percent of the
agricultural land, whereas 2 million smallholders combined owned
only 13 percent. Control over organized industry and foreign trade
similarly was concentrated in a few hands. Rents, profits, and in-~ -
terest made up a major share of national income, and fiscal policy
did little to alter income distribution.

The new governmerit gave immediate attention to reducing heavy
concentrations of wealth, with initial emphasis on agricultural hold-
ings. Among the first reform measures was one imposing a ceiling
of 200 feddans* (later reduced to 100) on land ownership. Redis-
tribution of land was accompanied by rent controls, reduction in
land taxes, and an extensive program of assistance and guidance for
the small farmer. The reform movement then was extended to other

sectors of the economy, and the process of change gathered mo-
mentum.

Three circumstances—a development plan, a crop failure, and a
foreign exchange shortage—converged in the early 1960’s to alter

* One feddan is equal to 1.038 acres.
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sharply the status of the Egyptian economy. Nasser and his follow-
ers embarked on an ambitious economic development plan requiring
investment well in excess of previous levels. The program was barely
under way when a crop failure occurred in 1961, and the foreign
trade deficit more than doubled in 1962. The increased drain on
foreign exchange appeared just as large foreign exchange holdings
inherited from the days of Farouk were almost depleted—partly
because of payments to the Sudan and to former owners of the Suez
Canal and partly because of the cumulative effects of more than a
decade of trade deficits. As a consequence, the gross foreign cur-.
rency debt increased markedly (see Figure 1). |

This deficiency of foreign exchange continues and is the most im-
portant single factor affecting the economic outlook; in the past 13
years, Egypt has spent more than $3 billion in excess of earnings..
Available sources of hard currency have heen all but exhausted, and
creditors approach Cairo’s loan requests with extreme caution.

Egyptian economic policy reflects two continuing (and competing)
goals: construction of an industrial base for the future and provision
of an improved standard of living for the present generation. Eco-
nomic growth, as represented by industrialization, is important to
Nasser’s image at home and abroad. Domestic stability, which
depends on maintenance of the standard of living, is also important,
and financially desirable policies frequently have been abandoned
in the face of incipient discontent. The Nasser government’s am-
bitious and expensive international policies also compete with eco-
nomic goals for scarce resources.

Israel still is considered Egypt’s foremost international problem
despite Nasser’s recent admission that the Arabs presently are in no
position to fight. Nasser not only has spént large sums in efforts to
improve his military position vis-a-vis Israel but also has shown a
willingness to risk his relations with West Germany over the issue
of arms deliveries to Israel. - Diplomatic ties with Bonn, the source
of -$292 million in economic credits over the past seven years,** are.
in a state of suspension, although both parties have taken a rather
casual approach to the impasse.

Military preparedness and prestige have taken precedence over -
civiian requirements for many years. Nasser recently stated that

* For serially numbered source references, see Appendix B.
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military expenditures, including those for advanced weapons programs
and military factories, would exceed $500 million in the fiscal year
ending 30 June 1966.* The operating budget of the armed forces
for FY 1966 amounts to $327.5 million. Scarce resources are being
devoted to advanced weapons programs costing between $35 million
and $50 million a year with minimal results to date. Determined
to match Israel tank for tank and jet for jet, Nasser has purchased
-military hardware valued at $1.3 billion from Communist countries.
With attractive prices and liberal repayment terms, the bill totals
$610 million, about $195 million of which remains outstanding as of
1 January 1966.°

Egypt’s posture elsewhere on the world stage also has been sup-
ported at considerable expense. To remain a leader of the Middle
East, Africa, and the nonaligned world, Nasser has felt obliged to
engage in ventures which are costly in themselves and which threaten
relations with Western sources of urgently-needed assistance. The

financial costs of foreign involvements range from a $60 million annual
bill for the war in Yemen ® to modest replacement costs of small arms

donated to a smattering: of “national self-determination” movements.
Arms, teachers, technicians, scholarships, propaganda, subversion, and
industrial equipment are all factors in supporting his image and
prestige. These ventures—except for the war in Yemen—require
little direct outlay of money. Nevertheless, Egyptian participation
in the Congo squabble was partly responsible for suspension of - US
aid amounting to more than $200 million annually. Although food
shipments under an existing P.L. 480 agreement eventually were
resumed and a new short-term agreement subsequently was con-
cluded, the future of the US program in Egypt remains equivocal.

The dominant position of political objectives.in economic decision-
making appears to have weakened in the past year. In the fall of
1964 a serious foreign exchange crisis was averted only by selling gold
and by refunding obligations to creditors throughout the world.

Foreign exchange expenditures now are being allocated by a special

committee headed by Prime Minister Zakariya Muhyi al-Din, and

hard currency outlays of the armed forces are being routed through

the Treasury Department for the first time. Nasser has admitted
publicly that development goals for 1970 will not be met, and the
Second Plan has been stretched from five to seven years. The original
budget for FY 1966 appeared slightly more realistic than its prede-

* The Egyptian fiscal year (FY) runs from 1 July to 30 Juxe.
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cessors, and a number of tax and price revisions introduced in the

‘middle of the fiscal year were realistically designed to reduce both

the domestic deficit and the hard currency drain.
Budget debates in the National Assembly in the summer of 1965

'clea.rly indicated the subsequent shift in economic policy. The As-

sembly, in operation for a little more than a year, approved the FY
1965 budget with hardly a whisper of public comment. When
presented with the FY 1966 budget, however, the Budget Committee
freely criticized numerous deficiencies and pointed out a number
of ways in which existing government policies were at fault. The
extensive press coverage given their frank criticism was highly un-
usual. The committee report and the ensuing Assembly debate
generated a number of recommendations for improving the financial
situation, which government officials promised to study. Policy
changes introduced in December.-1965 included a number of meas-
ures first aired during the Assembly sessions. B

As long as Egypt remains dependent on its already intensively
developed agricultural system, rapid population growth on. limited

~ cultivable land will remain the major economic problem. The present
population of more than 30 million is crowded into the Nile Delta

and the narrow river valley; the remaining 97 percent of the country
is largely uninhabited wasteland. Despite recognition by the lead-
ership of the urgent need to introduce extensive population control
measures, effective action has been slow to appear. The govern-
ment has been reluctant to risk a confrontation between its power
and prestige and the many centuries of peasant belief in the economic,
social and moral value of large families. Recent actions on the
part of the new government of Prime Minister Muhyi al-Din indi-
cate that concerted action to decrease the population growth rate
will be introduced in the neat future. ‘
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Il. The Evolving Structure of the Economy

During the period of the First Plan* the Egyptian economy made
substantial progress. The average annual rate of growth of GDP**
appears to have been about 59 percent, and per capita output in-
creased about 2.9 percent per year. Aggregate GDP increased one-
third over the five-year period and reached £E 1.7 billion***— -
95 percent of the plan goal. Performance fell short of the targets
of annual growth of 7 percent and a per capita increase of 4.7 per-
cent, but Egyptian accomplishments compare favorably with prog-
ress achieved in most other less developed countries. On a current
price basis, per capita GDP in FY 1965 reached almost £E 70
(equivalent to about $160). The Suez Canal is running smoothly,
and its revenues are more than double those prior to nationalization.
Education and social welfare programs are being implemented, illit-
eracy is being reduced, and the Aswan High Dam is more than one- g
half completed. Since 1958, industrial output has expanded at the.
rate of about 9 percent per year. Agricultural yield per acre has

~ tumned upward after years of stagnation, and output has increased

~ by more than 50 percent since the revolution. The extreme income
discrepancies which characterized Egypt before the revolution have
been reduced somewhat, and agrarian reform has improved the lot
of the peasant smallholders and tenant farmers.

The institutional framework of the economy has undergone many
fundamental changes. Nationalization measures (particularly those
of July 1961) have placed all the~mgjor industrial and trading com-
panies, banks, and other financial institutions under direct govern-

* A 10-year development plan that originally pertained to the period FY 1961-70.
This was divided into two segments, designated as the First Plan (FY 1961-65) and the Second
Plan (FY 1966-70). The Second Plan has been reformulated to cover a seven-year period,
FY 1966-72. '

** Gross national product (GNP) less net factor income from abroad. Because foreign credits
account for most of the difference between GDP and GNP, GDP is a more significant indicator
of the self-generated growth of the Egyptian economy. Furthermore, GDP figures are pub- ]
lished in constant prices, whereas GNP estimates are made only in current prices, and no ]
suitable deflator is available.

*** The par value of the Egyptian pound (£E) is US $2.872 to £E 1. Since 7 May 1962,
however, there have been no transactions at the parity or official rate, and the current rate
for buying and selling has been maintained at approximately US $2.30 to £E 1. Pound figures
have been converted at the prevailing current rate throughout this report.
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mental control. Today, more than one-half the total national wage
bill is paid by the public sector.* Private investment, domestic and
foreign, has dwindled to a trickle, and for several years capital
formation has depended primarily on foreign aid and government
borrowing from the domestic banking system.

The Egyptian economy still is based largely on agriculture, but
B the relative importance of industry has increased markedly since
' the revolution. - Although the data are not comparable from year

to year, trends are discernible over a period of years and are pre-
sented in Table 1.

The economy itself has grown as its structure has changed (see
Figure 2, Table 2, and Table 14). Although the growth in GDP

Tablel . ",

Egypt: Distribution of National Income and Gross Domestic Product, by Sector of Origin *

Selected Years, 1951-65

‘Percent of Total
NATIONAL INCOME GROSS DOMESTIC PRODUCT
SecTOR . ' iscal 19
Calendar 1951 | Fiscal 1955 | Fiscal 1960 | Fiscal 1963 (i‘fwmo ffl)
Agriculture .. 37 33 . 31 28 28
Industry ... 9 17 20 22 ) 23
Electric power ' ©o® 1 1 1
Construction . 3 -3 : 4 5 4
Services 51 47 44 44 44

a G

* Probably included in the industry sector during these years.

Table 2
Egypt: Indexes of Gross Domestic Product and of }nduﬁtrial and Agricultural Production
: LY . .
1958-65*
1958=100
GROss DOMESTIC INDUSTRIAL AGRICULTURAL
Year propuct ® PRODUCTION PRODUCTION
Total |Per Capita| Total |Per Capita Total | Per Capita
1959 ....ooiiiiinnn.. 109 107 123 120 104 102
1960 ............ ... 119 113 144 137 107 102
1961 ...l 126 117 162 150 99 02
1962 ...l 130 119 190 172 114 104
1963 ............... 140 124 218 192 115 102
1964 ............... 150 129 239 204 120 103
1965 (Provisional) ... 158 132 250 212 126 104

* Calendar years unless otherwise indicated.
*Data are for fiscal years.
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-—m Figure 2
EGYPT
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apparently failed to keep pace with population increase during the
early 1950’s, it increased faster than population later in the decade.
Spurred by a high rate of investment under the First Plan, the
annual rate of internal economic expansion averaged about 5.9 per-
cent (after official figures were adjusted for internal discrepancies).

The general upward trend in GDP has been slowed twice in the
last decade. Nationalization of the Suez Canal Company in 1957
and the ensuing Anglo-French invasion resulted in a freezing of
Egyptian funds abroad, a temporary suspension of foreign aid, and
some deceleration in the rate of economic expansion. The subse-
quent release of sterling reserves and resumption of foreign assistance,
plus a high rate of domestic investment, provided the momentum
needed to get the First Plan off to an excellent start. In 1961, how-
ever, the country suffered a major crop failure which, because of the
lag effect, greatly depressed growth in'the following year.* The
decline in cotton export eamings came at a time when the cumula-
tive results of years of heavy spending from foreign exchange reserves
already were being felt. By early 1962, Egypt had less than $20
million in reserves left. The crop failure had an immediate and
depressing effect on economic growth. In the initial year of the
First Plan period, GDP grew by about 6 percent; in the second year
the increase was only 3 percent. Two good crop years followed,
and GDP grew about 8 percent in both the third and fourth years
of the plan period. Preliminary reports on results in 1965 indicate
an increase of 5. percent for the last year of the First Plan. The
foreign exchange shortage has persisted, however, and has been a
major factor in retarding investment and the growth of industrial
production. |

-

[ 8

1. INVESTMENT

~ The First Plan envisaged total investments, excluding inventory
changes, of £E 1,577 million in constant FY 1960 prices. Actual
investments amounted to £E 1,513 million in current prices (see
Table 3). If calculated in real terms, however, the total probably
would approximate £E 1.3 billion, about 85 percent of the planned

* Agricultural products are exported or are utilized as industrial inputs only after several
months have passed. Similarly, much of the requirement for additional food imports is felt
in the year following a poor crop rather than in the drought year itself. Such import
requirements divert funds from growth-inducing purposes. Furthermore, GDP figures are
for fiscal years, whereas agricultural indexes are based on-calendar years. A drought in
mid-1961, for example, damaged harvests both in the first half of calendar year 1961—that
is, in FY 1981—and in the latter half of calendar year 1961-—that is, in FY 1962.
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Table 3

“

Egypt: Total Gross Investment, Planned and Actual *
Fiscal Years 1961-65

PLANNED ActuarL . '
CaTEGORY Million | Percent| Million | Percent
SE® |of Total] £E* lof Total

Agriculture .........oiiiiiiiiiiiiiiiieiiaees 300 19 2358 17
Aswan High Dam .......ccovvieeenreeniranens .. 47 3 99 6
IndUSHY ..ovuvnninianeiaari et 445 28 404 27
Electric POWET ... vveeinerarnerivinntniiacnsn 144 9 113 T
Transportation, communications, storage, and Suez .

Canal ...t iiiie e s 279 18 204 19
HOUSIDG .+« vevvneenennannnennennnnenaneen e 199 13 162 11
Public utilities ........ccoeeeeeieeionnrnansens 50 3 50 3
Other Services ........cccveeesuocsrnernraeeonens 112 1 135 9

Total ......coveviriiiiiiiiaann weges Je.s. 1,877 100 1,513 100

**  Excluding inventory changes. Because of rounding, components may not add to
the totals shown. : »

*In FY 1960 prices.
*In current prices.

total” The pé.ttem of actual investments conformed generally with
the plan outline. With investment 15 percent short of the goal,
however, GDP fell short of its planned 1965 level by only 5 percent.

Investment shortfalls were responsible in large measure for Egypt’s
inability to reach the production goals set forth in the plan. The
greatest of these shortfalls occurred in the industry and electric
power categories. Agriculture and housing also received substan-
tially less than their programed shares. The reasons for the greatly
increased share of investment going to the Aswan High Dam are
twofold: implementation has been accelerated to insure that the
gains to the economy will accrue as quickly as possible, and domestic
currency costs have turned out to be somewhat more than anticipated.

Variations in investment account in part for differential rates of
growth in the several sectors of the economy (see Table 15).
Throughout the five years, output in construction and services ex-
ceeded planned levels, whereas agriculture, industry, and electric
power fell short of the goals. The lag in the industry and electric
power categories was attributable partly to a chronic shortage of
technical and middle-management personnel as well as to confusion
and uncertainty generated by progressive nationalizations. .Con-
struction, transportation, and other services had exceeded the five-
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year goals at the end of four years. Much of the growth shown by
the services sector, however, can be traced to two gbvernmental
programs: prevention of unemployment by maintaining large num-
bers of unneeded employees on the payrolls and initiation of welfare
schemes over and above those envisaged at the outset of the plan. 1

Estimates in terms of constant prices indicate that domestic savings
were below the FY 1960 share of GDP in three out of the five plan
years (see Figure 3). Slated to reach over 20 percent of GDP in
FY 1965, savings actually attained a level of only 14 percent. The
plan also projected a net capital inflow of £E 580 million during the ) |
first four years of the plan period and a net outflow of £E 40 million
in FY 1965. The actual experience, however, was a foreign capital
inflow of £E 342 million during FY 1961-64 and continued reliance
on foreign borrowing to the extent of £E 76 million in FY 1965 (see
Table 16). This inflow of capital from abroad amounted to about -

40 percent of gross investment in FY 1963 and in FY 1964. The de- - -8
cline to 22 percent in FY 1965 reflected a shortage of available foreign _ i1
- capital rather than a reduced need for such funds. : : b

As announced by Nasser on 1 May 1966, the Second Plan (FY 1966-
72) calls for total investment of about £E 450 million annually, com-
pared with an average of slightly over £E 300 million attained in
FY 1961-65.* Only about £E 60 million annually is slated to come

- from foreign borrowing, compared with over £E 80 million annually
during the previous plan. The required increase in domestic savings,
from £E 220 million to almost £E 400 million per year, obviously is
unrealistic. Despite the consumption control measures discussed be-
low, such an increase probably is unattainable, and foreign borrowing B |
will have to be maintained throughout the Second Plan period. ; }v

Total investment of £E 3.18 billion has been allocated according
" to the following approximate schedule:

e oce i WAY ¥, TS

I N S IR et LA TA R “;5

Million] Percent

sl ol Lingnavaran

v £E | of Total
Todustry ... e 1,100 35
Electric power .........ciiiiiiiiiiiiiiniaeiacasas 260 8 ,
Agriculture ... ... ... 600 . 19 :
Trauosportation, communications, storage, and Suez Canal . 560 18
" Housing, utilities, and other services ................. 640 20 H

. *The maximum attained during a single year in the First Plan was £E 372 million in
FY 1984; the FY 1967 budget calls for investments totaling about £E 360 million.
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| EGYPT - | .
f-_ | UTILIZATION OF RESOURCES
| " FISCAL YEARS 1960-65

(Percent of Gross Domestic Product in FY 1960 Prices)

% 6% 7% 8% 4%
wza 7 V774 // ////7] Foreign bgfrqwihg*

- Domestic savings

*

Defense*

Consumption

FY1963 FY1964

FY1960  FY1961

FY 1962

*Although net capital inflow is not a component of GDP, it is shown
because foreign borrowing plus domestic savings equals total investment.
**Etimated on the basis of budget allocations for various defense activities.

’
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In this formulation the investment cost of the Aswan High Dam has
been included in the electric power and agriculture sectors.® ‘

2. CONSUMPTION

The plan projected only slowly rising consumption coupled with
rapidly rising output in order to create a drop in the share of GDP
devoted to consumption (including defense) from 87 percent in FY
1960 to less than 80 percent in FY 1965. In practice the government
adopted a number of programs that stimulated consumption, and de-
fense expenditure also was increased. The two accounted for a peak
share of 89 percent of GDP in FY 1962 and FY 1963 and absorbed
86 percent of GDP in FY 1965.

A new awareness on the part of officials in Cairo, combined with
pressure from the International Monetary Fund (IMF) and other
Western lending sources, hasled to a program of indirect consumption -
restraints that are only beginning to take hold. In mid-1964, prices
of some consumer durables were raised, import levies were increased,
price subsidies were cut, and the government undertook to limit the
expansion of domestic credit. These measures accomplished the in-
termediate objective of curtailing the availability of certain consumer
goods in urban markets. Aggregate consumer demand, however,
apparently was little affected. City dwellers have come to loock upon
such goods as television sets, refrigerators, and sewing machines as a

! normal part of life. They also have become accustomed to a diet
made up in large measure of imported foodstuffs—especially wheat
and meat. While the influx of foreign goods was being curtailed in
the fall of 1964, the government continued subsidies on many items
of food and manufactured goods. Publicity given to new austerity
measures inspired hoarding on the part‘of merchants and encouraged
consumers to spend available funds in anticipation of future shortages.

- Within a few months, supplies of food, clothing, and consumer durables
available in city stores dwindled, and potential purchasers, unable
to buy goods from government cooperatives, turned to the black
market. Profiteering and consumer dissatisfaction grew hand in hand.

Fundamental problems of resource allocation posed by the rising
trend in aggregate consumption had received insufficient attention
until the new government of Prime Minister Muhyi al-Din abnounced
price and tax increases in December 1965. Growing output and
changing patterns of income distribution had left the average Egyp-
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tian with more money to spend. Wide-ranging welfare programs—
for example, old-age pensions, profit-sharing schemes that encom-
passed unprofitable industries, subsidized prices for basic necessities,
and donations of livestock and tools to recipients of newly distributed
land—had placed money in the hands of lower income groups. Dis-
posable income increased at Jeast as rapidly as total output, and per

capita consumption increased from £E 29 (about $85) in 1953 to
more than £E 59 (about $135) in 1965. The official thesis that

the present generation must not be penalized for the sake of future

generations was reflected in low taxes (only 15 percent of GDP)
and artificially maintained low prices. :

The measures adopted in 1964 have had less impact on consump-
tion than on investment. Consumption increased 3.2 percent in real
terms in the final year of the plan, compared with 5.5 percent in the
preceding year. And, although’ domestic savings increased, the- rate
of investment fell in the wake of the decline in foreign capital inflow.
Perhaps the most important single task confronting the government
is the solution of the consumption/investment problem.

The cabinet that was installed in September 1965 appears to be
taking Egypt’s economic difficulties seriously and to be adopting meas-
ures designed to relieve some of the current pressures. In December,
Prime Minister Muhyi al-Din announced that prices of consumer du-
rables would go up 20 to 25 percent overall and that individual in-
creases ranging from 5 percent to 40 percent would be applied to a
wide variety of other goods. Simultaneously it was announced that
income taxes would be increased drastically, particularly in the upper
ranges of the individual income scale, and that import duties on

luxury goods also would be raised. The combination will act to .

decrease aggregate demand for goods and cut the level of consumer
imports. Inasmuch as the price increases fall most heavily on the
consumer durables sector, purchases of refrigerators, washing machines,
and television sets will decline more rapidly than expenditures for
basic necessities. Reduced consumption will release funds for invest-
ment, and decreased output of consumer durables will curtail the
foreign exchange expenditure for imported components. If the price
changes also place some of the producing plants on a profitmaking
basis, a net increase in the investment funds available to the govern-
ment also could result. By removing some of the available income
from citizens” pockets through taxation before it can enter the spending
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stream, the government can retard the growth of consumption expendi-
ture and obtain some of the funds needed for investment and normal
operations. Increased import duties, which have the effect of raising

prices to end users, represent an indirect brake on foreign exchange
outflow. E

Although the regime has a history of backing away from unpleasant
decisions, it seems to be serious about the new price and tax policies.
In the last two years, several austerity measures have been introduced
but then quickly withdrawn when resistance mounted. Stringent im- -
port controls, meat rationing, and other measures adopted in the fall
of 1964, however, have been maintained. Nasser probably would
not have approved the more recent steps without examining and ac-
cepting the anticipated domestic political consequences. If the Egyp-
tian leadership really has recognized the seriousness of existing eco-
nomic dificulties and is determined to face them, the newly announced

~ measures can be an important step forward.

3. AGRICULTURE

Agriculture employs over half the working population and generates
better than one-fourth .of Egyptian GDP. Total agricultural output
presently is almost 20 percent above the 1959-60 level, but per capita.
output has increased little (see Table 4). In general, food production
has been maintained somewhat more successfully than aggregate out-
put. Some of the increased food output, however, is in crops raised
primarily or partly for export. :

Table 4
Egypt: Indexes of Agricultural and Food Production®
195865
- - 1957-59 Average=100 o l
AGRICULTURAL F
YEAR PRODUCTION ©OOD PRODUCTION
. ' | Total IPer Capita] Total l Per Capita -
127 PRI 99 99 o1 o7 : ;
1959 ettt 103 101 103 101
1960 .. e L. 108 101 105 100
1015 SRS 98 91 107 99
1962 .t 113 103 116 108
1983 .t 114 101 119 105
1964 ... ....... e 119 102 121 104
1965 (Preliminary) ............. 125 103 124 102
I..‘
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The cultivated land is highly productive but is limited to less than -

a quarter acre per capita—one-tenth as much as in the United States.
Population, expanding at roughly the same rate as agricultural pro-
duction, dominates Egyptian economic problems. By 1950, Egypt
already needed to import a million tons of wheat in a poor crop year.
Since 1951, population increased about 43 percent (an average of
9.6 percent annually), while wheat production increased 22 percent
and corn production expanded about 40 percent. Production of milled

rice increased more than 300 percent in the same period. Population -

growth and rising per capita consumption have combined to greatly

increase total grain requirements (see Table 17). Annual consump-

tion of wheat, for example, grew from 112 tons per thousand persons
in 1951 to 123 tons per thousand in 1964. By the mid-1960's, Egypt
had become one of the world’s largest buyers of wheat and wheat
flour, importing over 2 million tons in 1964. T

In the struggle to support the large population on the limited land
available, Egyptian agriculture has become highly organized, rela-
tively well administered, and, compared with almost any area of the

world, highly productive. Because of intensive farming and multiple

cropping, yields per acre are high for almost all crops- (see Table 5).-
Egypt accounted for approximately one-fourth of the total agricultural
output of northern Africa* in 1964, although it has little more than 5
percent of the region’s arable land. Each cultivated acre produces
an average of 1.7 crops per year, and farm land is irrigated and ferti-

* Algeria, Egypt, Ethiopia, Libya, Morocco, the Somali Republfc, Spanish Sahara, Sudan,
and Tunisia.

- 'ILaiﬁlg 5
Egypt: Co;nparaﬁve Agricult\nal Productivity *
1961
Metric Tons per Acre

‘WHEATI MILLET ‘Pmnymcs‘ Conn

World average ............. 0.47 0.28 .0.82 0.84
B § 7N - S 1.00 1.33* 2.04° 0.97
United States ............... 0.65 1.1 1.55 1.57
USSR ... eieens 043 0.30 0.97 0.75
Europe ........ieiiiiiinnn. 0.76 053 = 195 0.83
Asia ..ot 0.36 0.16 0.71 0.40
Africa .......coivviininnn. 0.26 NA 0.60 0.43

810,

* Highest in the world.
* Among world leaders.

—apETE : 1 2

'
COorY

LYNDON B. JOHNSOM LIBRARY]

i .

> o




——SBCREY

lized to an extent seldom seen elsewhere. More than 99.5 percent of
the area devoted to crops and orchards is under irrigation. Even the
principal livestock fodder—berseem clover—must be grown under
irrigation. Egypt uses more fertilizer than all other northern African
countries combined, and the rate of fertilizer application per acre is
much higher than that in either the United States or the United King-
dom. In the past decade, fertilizer use has more than doubled, and
great emphasis is being placed on domestic production.” Application
per acre will have to double again, however, before Egyptian rates
approach present practices in Japan.

Agriculture depends on-the flow of water from the Nile through
extensive irrigation works. - Until the era of the Aswan High Dam, .
Egypt had no defense against a year such as 1961, when the Nile
flood was low. High yields per acre were maintained, but the planted
area was reduced drastically to adjust to the.water supply.

A crop failure has multiple effects in a primarily agricultural econ-
omy featuring intensive farming, export orientation, and a welfare
philosophy. The consequences of the 1961 failure persisted for several
years. Export earnings fell from £E 200 million in calendar 1960
to £F 165 million in 1961 and to £E 145 million in 1962. Most of
the loss in export earnings was attributable to reduced cotton output.
Imports, which had declined slightly from £E 255 million in 1960
to £E 241 million in 1961, rose to £E 294 million in 1962, with much
of the increase going for food to make up for small domestic grain
crops. An emergency program to provide compensation to the af-
fected farmers was adopted, and expenditures on 2 number of other
welfare programs were increased.

Despite such setbacks, official statements indicate that agricultural
output has increased by better than 50 percent since 1952 and net
income from agriculture has risen even more.* Progress in the past

. five years, however, has fallen far short of plan goals (see Table 18).
The difficulty of attaining ambitious goals in agriculture has been
‘compounded by already high productivity as well as by the 1961
drought and the greater glamour which attaches to advances in indus-
try. The Second Plan calls for further dramatic gains in agriculture,
although the goals have been scaled down somewhat from those in-
cluded in the 1960 formulation of the two plan stages. Investment
allocations expected under the Second Plan, however, do not appear
adequate to attain even the modified targets.
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Agrarian reform was the first new economic program undertaken
by the revolutionary regime and undoubtedly has had an impact on
more Egyptians than any other single reform measure. Regulation
of the landlord-tenant relationship is the most important aspect of
the scheme—rental and credit laws have benefited about 4 million

tenants, while about 1.3 million persons (267,000 farmers and thexr
families) have received new land.

About 2.9 million acres—almost half the cultivated land—still is
leased under various tenancy or sharecropping agreements. The 1952

agrarian reform law fixed the maximum rent ceiling at seven times

the basic land tax paid by the landlord to the government. For share-

cropping rents, the law decreed that the landlord’s share could not

exceed half of the returns over and above total production costs.

Compensation payments for requisitioned land were fized at 10 times
the annual rental value of the land.”

The two-stage redistribution program, under which the maximum
individual holding was reduced to 200 feddans and later to 100 fed-
dans,* has increased the size of the average small farm (under 5
feddans) from 0.8 feddan to 1.1 feddans and has provided farm land

for many thousands of new smallholders. Before 1952, 94 percent

of all owners held title to only 35 percent of the cultivated land. As
of 1964, 94 percent of all owners held title to 55 percent of the culti-

vated land (see Table 6). Large numbers of the private farms, how-

* See Table 6, footnote "..

Table 6

Egypt: Distribution of Agricultural Land *
Before 1953 and in 1964

Berore THE REFORM
) Law or 1952 1964
S1ze oF FARM (FEDDANS ® '
: ( ) Thousand .f; ,}C::; Thousand ‘I”fe ';‘c:tzi
. Owners Farm Area Owners Farm Area
Lessthan 5 ..................... . 2,642 354 2,965 54.8
51099 .. ... e 79 8.8 78 100
10t0199 ..........oiii 47 10.7 61 8.6
2080499 ... 22 109 29 13.3-
500999 ...t 6 7.2 6 64
100 t0 200 ..........ovvernennn... 3 73 4 69°
Over 200 ...........cccviuunnnn. 2 197 0 0
. 4.

* One feddan is equal to 1.038 acres.
* 4,210 farms of 100 feddans each.
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ever, remain uneconomic in size: the Egyptian government has esti-

mated that 3 feddans are the minimum necessary to provide an average .

farm family with a modest, but sufficient, living. By the end of 1964,
944500 feddans had been taken over and 840,000 feddans had been
redistributed. A third redistribution stage, cutting maximum’ indi-
vidual ownership to 50 feddans, is under discussion; if such a ceiling
is adopted, some 300,000 feddans more would have to be reallocated.

Land reform has proceeded more smoothly in Egypt than in most
other countries where land seizure and redistribution have been tried.
Less than 5,000 persons have forfeited land under the program. A
substantial number who lost out in the first round were members of
the royal family and their hangers-on—persons in no position to argue.
Historically, Egypt has been an authoritarian land in which government
decrees .are rapidly disseminated and enforced.. The compact size

of the inhabited area makes noncompliance difficult to conceal.  The .-

new regime was able to make its will felt, and—owing none of its

power or prestige to the large landholding class—had no compunc- .

tions about upsetting the status quo. Furthermore, the government
was determined to make a success of its first major program and moved
quickly to provide the marketing cooperatives and the credit facilities
required to support the activities of new smallholders. Landowners
were permitted to designate the particular portions of their holdings
that they would retain. Quite naturally, they kept the best lands
and maintained (and in some cases actually raised) the productivity
of their acreage. Moreover, the government was able to combine
redistribution of the poorer lands with programs designed to raise
average yields on the land being parceled out to new owners.

Thus the agrarian reform program has been carried through without
serious disturbance, and other goverhment programs have succeeded
in raising productivity. Considerable emphasis has been placed on
increasing domestic output of fertilizexs and insecticides, which are
utilized in great quantity. Although expenditures for more intensive

cultivation (“vertical” expansion) have been much higher than in

the prerevolutionary period, such investment has been small relative
to spending for land reclamation (“horizontal” expansion). Authori-
ties cite seed improvement, plant breeding, improvement of extension

services, revision of harvesting and marketing systems, and even more

intensive use of fertilizers as areas where great improvement might
be made. With the existing food shortage and the high cost of land
reclamation, the relative share of investment allotted to raising agri-
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cultural productivity appears inadequate to close the gap between
food output and food consumption.

Estimates of potentially cultivable land run as high as 10 million
feddans, compared with 6 million presently cultivated, but reclama-
tion is a slow and expensive process. Authorities place the reasonable
limit on new areas that can be reclaimed at 2 million feddans over
the next 20 years—including increases made possible by the Aswan
High Dam—at an average cost of around £E 300 (almost $700) per
feddan® Assuming productivity on the new land similar to that on
present agricultural lands, increased output attributable to “horizontal”
expansion of agriculture would average only about 1% percent annu-
ally—about half the anticipated rate of population increase.

During the plan period just concluded the land reclamation program
was sadly neglected. By the end of FY 1964, only 140,000 feddans
had been brought under cultivation out of 368,000 feddans scheduled
for reclamation in the five-year span.’® Agricultural production from

new land contributed only £E 1.5 million to FY 1964 national income, -

compared with the £E 5 million called for by the plan. Of 163,000
feddans of barren land taken over by agrarian reform authorities during
the 5-year period, only 62,000 feddans actually had been reclaimed.
Unless programed investments in reclamation reach fruition, the antici-
pated benefits of the Aswan High Dam cannot be realized; yet the

FY 1965 budget allocation for reclamation was cut back from the -

FY 1964 level

4. INDUSTRY

Starting with a relatively ‘gdod base inherited from the Farouk
~ regime, the Nasser government has wrought many changes in the
size, composition, and organization of Egyptian industry. At the time

of the revolution in 1952, Egypt was more advanced economically
than any other country on the African continent except the Republic

of South Africa. By that time, there were more than 700 manufac-

turing and mining establishments having more than 50 employees
each. These establishments contributed about 10 percent of GDP and
employed about 4 percent of the working population. The principal
industries were cotton textiles, food processing, tobacco, petroleum,
and chemicals. The country had two oil refineries, three cement
factories, two fertilizer plants, a small paper industry, three small
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‘steel plants based on scrap, and a moderately diversified chemical
industry. \

Industrial production today is somewhat more than triple the 1952
level. Output grew at an average of about 10 percent annually be-
tween FY 1960 and FY 1964; in FY 1965 the rate was only 4.2 percent.
The slowdown appears to have resulted primarily from shortages of
imported raw materials, intermediate products, and spare parts that
sternmed from stringent import controls introduced in 1964 to combat
the foreign exchange drain. Recent government measures have em-
phasized the- increased availability of foreign currency for the pur-
chase of industrial inputs, and various programs are being considered
to insure that the future growth of industry will be along more effi- |
cient and rational lines. Both investment and operating funds are "
to be allocated to those industries offering rapid returns and export '
opportunities rather than to prestigious capital-intensive import-
supported industry. I

In some fields, notably petroleum and chemicals, growth has far
surpassed the average for industry as a whole. Electric power pro-
duction in 1963 was 350 percent above the 1952 level; when the Aswan
High Dam is completed, potential annual production will be more
than three times the 1963 level. Trends in' output of selected com-
modities are illustrated in Figure 4. :

Productivity in Egyptian industry is rising, but it still is very low
compared with advanced countries. Despite low wages, the vast
majority of industries are not competitive. The UAR has almost
completely neglected such matters as market research and quality
control. Industries using cheap domestic raw materials can hold their
own in local and occasionally in foreign markets, but many new indus-
trial establishments depend to a great extent on imported inputs.
Some industrial concerns—notably the Helwan iron and steel com-
plex—have consistently operated at a loss and will continue to do so

for years to come. The government absorbs such losses through its
production budget. '

Particular attention has been devoted to domestic production of
fertilizers, which are essential to the agricultural sector. ‘When Nasser
took over, less than 20 percent of consumption was manufactured
locally. In 1961, Egypt produced a little more than one-half of the
total amount utilized, and this proportion now has risen to about 60
percent. The Second Plan envisages both rapidly rising consumption
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and complete self-sufficiency in fertilizers by 1972, with a total output
of 4.2 million tons*; this compares with 217,000 tons in 1952 and
805,000 tons in 1963."° :

Another star performer has been the petroleum industry, which holds
promise as a source of substantial hard currency earnings. Petroleum
~ currently contributes about 10 percent of the gross value of industrial

production and 2.4 percent of value added by industry. Crude pro-

duction in 1965 totaled 45.6 million barrels—double the 1960 output.

The trade deficit in crude oil and petroleum products for civilian con-
sumption declined from $50.7 million in calendar year 1960 to about
$13.3 million in FY 1964 Other data suggest that $20.9 million
more was spent in FY 1964 on petroleum products imported for the
military establishment. The existing civil trade deficit, resulting almost
entirely from the need to exchange types of crude oil, probably will
be eliminated by 1970. Refining capacity, alréady exceeds domestic
consumption, and new units are to be added at all three refineries
within the next three or four years.

The first break in adamant governmental opposition to private for-
eign investment appeared in the petroleum field; prospective returns
offer the only foreseeable hope of substantial relief from present bal-
ance of payments difficulties. Under agreements negotiated in 1964,
three Western oil companies—Standard Oil of Indiana, Phillips Petro-
leum, and the Italian governmental monopoly (ENI)—are engaged
in exploration of the Gulf of Suez and the Western Desert. Because
of the heavy investment required for oil exploration and the ramifica-
tions of international marketing arrangements, their participation has
been welcomed by the Egyptian government. Concession agreements
provide for formation of joint companies to exploit commercial finds.

- Other Western companies are seeking concegsions in additional areas.
The USSR also is entering the field of oil exploration in Egypt. The
Soviets, however, will operate as contractors and will have no equity
in any new discoveries they may make in the area south of Cairo and
in the Eastern Desert.

The potential capacity of a field newly discovered in the Gulf of
Suez by the Standard Oil of Indiana subsidiary is currently estimated
at 55 million barrels per year; moreover, the full extent of the field
is not yet known. Industry sources are nearly unanimous in their
belief that by 1970 Egypt will be exporting oil on a significant scale.

* Tonnages are given in metric tons.
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No one can say, however, whether exports are likely to double in the
interim or whether the increase will be more dramatic. Doubling
the present export level would mean gross foreign sales of $100 million
annually and would convert Egypt from a small net importer of petro-
leum to a net exporter on the order. of $50 million a year—an amount
roughly equivalent to 15 percent of the present annual deficit in for-
eign trade. If, as anticipated, petroleum imports decline in the interim,
the net earnings will be correspondingly larger. On the basis of the
single new field, exports worth $100 million probably can be realized
by 1970. No deposits have been proved in other areas, but operations
in the Western Desert have only begun, and intensive investigation
of other areas has not yet been undertaken.

Domestic production of consumer durables—such as refrigerators,
radios, bicycles, air conditioners, -washing machines, and television
sets—indicates the progress of Egyptian industry and illustrates the
economic problems generated by domestic policies. None of these
items were manufactured or assembled in Egypt before 1952. They
now are turned out by the thousands, and sales account for much of
increased consumption expenditure in urban areas. Because many
component parts are imported, the manufacture of such durables adds
to the trade deficit, although not as much as if the finished products
themselves were imported. Conflict between the desire to provide the
present generation with a modicum of the material benefits of progress
and the countervailing need for restraining both domestic and foreign
expenditure is one of the thorniest problems facing Egyptian officials.
Until late in 1965 they inclined toward relatively liberal consumption
policies, covering imbalances by foreign and domestic credit expansion.
Outlines of more rigorous policies have begun to appear, and new
restrictive measures include higher prices on all cansumer durables.
Industrial facilities already exist, however, and drastically reducing
their output would add to already bothersome underemployment in

the cities. Consequently, an export promotion drive probably will
be undertaken

In seekmg industrialization, however, the Egyptians may have a
tendency to overlook or neglect opportunities in the agricultural field
in favor of marginal or even counterproductive industrial projects.
Industry has an aura of glamour and connotation of importance more
attractive to ambitious, competent personnel than traditional pursuits.
Similarly, industrial demands on available investment funds have a
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psychological advantage not always justified by the comparative eco-
nomic advantages of particular industrial projects. From a rational
economic viewpoint, the most attractive opportunities for Egypt will
be found in such agriculture-related industries as food processing and
packaging and fertilizer production rather than in capital goods and
steel. : :

As a result of nationalization measures, all the large industrial estab-
lishments now are controlled by the state, although private investors
retain a sizable share of the equity capital in many enterprises. The
private sector has been confined to light manufacturing, construction,
and repair businesses and to wholesale and retail trade. Many former
plant managers have been hired by the government, and some con-
tinue to run the same plants. Now, however, they must contend with

increasing government intervention in wages, prices, and profits. As.

the system has evolved, almost all incentives to the managerial class
have been eliminated. The regime has emphasized rewards to workers
without taking effective steps to develop a sense of employee respon-
sibility and purpose. The government’s management functions are
carried out by “organizations,” each of which controls one or more in-
dustries. In fact, however; the state has exercised little centralized di-
rection either in the form of coordinated planning or in the form of gen-
eral fiscal and financial control. Thus a state apparatus for central
direction has been established, but the regime has not yet achieved
effective operational control of the industrial establishment.

Top positions typically are occupied by former military officers.

Originally chosen for their Joyalty to Nasser, some have developed
into competent business executives, and they no longer are an integral
part of the military establishment. The most serious industrial per-
‘sonnel shortage is at the middle-management and advanced technical
levels. Although great emphasis already has been given to education
and technical training, many years will pass before industry has an
adequately trained supply of manpower at all levels. '

5. EMPLOYMENT

As agricultural dominance of the economy has lessened, the distri-
bution of employment also has changed. During FY 1961-64, employ-
ment in all sectors increased, with industry and electric power, and
housing and construction registering the greatest proportional gains
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Table 7 )

‘ Egypt: Employment, by Economic Sector®
Y ‘ Fiscal Years 1960 and 1964

- Percent
Fiscar YEAR
R = S Increase
., b3 ECTOR 1960 10864 | 1964

) " | over 1960
Agriculture .. ......o.ooniiniiearaenes 54 52 13
Industry and electric power ............... 10 - 1 31
Housing and construction ................. 3 5 K[
Transport and communications ............ 4 4 18
Other services ..........coveevncennnnnns 29 28 15
Allsectors .......covvvvivienneereniinens 100 - 100 18

s®  Excluding unpaid family workers, most of whom are in agriculture.
Coverage of self-employed workers in agriculture and other fields probably is
not complete. K

L. Y
PR R

(see Table 7). Nonagricultural jobs' now account for almost half of
total employment.

Employment goals of the First Plan have been overfulfilled despite
shortfalls in production. Between FY 1960 and FY 1965, total em-
ployment increased about 20 percent, while aggregate money wages
rose by about 50 percent (see “Table 8). With a 20-percent increase
in the cost of living, the real wage increase over the five-year period
was about 5 percent per worker. All the average gain probably oc-
curred in the first four years, however, and FY 1965 may even have
registered a net decrease compared with FY 1964, because of the
sharp increase in prices during the 12-month period. The government
deliberately has used nationalized industries and government programs .
in other fields to sop up excess labor, avoiding serious unemployment
but sacrificing worker productivity in the process. Wage increases
similarly have been effected in a conscious attempt to increase aggre-

Table 8

Egypt: Employmenf and Wages*
Selected Fiscal Years, 1952-72

F1sCAL YEAR

1052 | 1060 | 1985 | 1972

Plan
Employment (thousand persons) ............ 4,300 6,060 7,290 8,700
Wages (million current Egyptian pounds) ..... 350 550 833 1,190

an. Data are as of the end of each fscal year and exclude unpaid family workers,
most of whom are in agriculture. Coverage of self-employed workers in agriculture
and other fields probably is not complete.
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gate disposable income. According to announcements made in July

1965, industrial employment and welfare policies are being modified.
An unemployment compensation program has been introduced, and
wage increases henceforth are to be tied to advances in productivity.”
As announced in May 1966, the Second Plan calls for an increase
of 19 percent in the labor force and 43 percent in money wages during
the seven-year period ending in 1972, '

.
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Ill. Growing Domestic Expenditures and Debt

Deficit spending has characterized the Egyptian approach to eco-
nomic planning for many years, but the disparity between income and
expenditure became far more pronounced after 1960. The deficit has
been financed by domestic borrowing, which has led to increases in
the money supply and to growing inflationary pressures. Adjustments

to limit deficit inancing were made in the budget for FY 1966. Ex-

tensive revision of the tax structure, as well as sharply increased prices
on consumer goods, was announced in December 1965. These meas-
ures should enable the government to limit deficit financing even more
than the budget indicates, but they must be enforced and made perma-
nent if future growth of domestic expenditure is to be kept within
noninflationary bounds. Egyptian financial officials have predicted
that the new measures will result in an annual net improvement

(higher revenues, lower expenditures) of between £E 150 million
and £E 160 million. '

In the 1966 budget, total government expenditures were budgeted
at over five times the FY 1952 level, whereas ordinary revenues were
set at more than four times the FY 1952 level (see Table 19). Com-
parisons necessarily are approximate, because the budget system has
undergone several major revisions and the role of government has
changed radically during the period. On the basis of trends suggested
by the partial data available, the discrepancy between actual receipts

and actual expenditures probably is somewhat higher than indicited

by corresponding annual budget figures. Actual expenditures have
been held within the budget since FY 1957, Budgeted revenue figures,
however, have far exceeded actual receipts, and the gap between
receipts and expenditures has grown.

The original budget for FY 1966 demonstrated some apparent im-
provement over its predecessors. The increase in total expenditure
over FY 1965 was less than 2 percent, compared with annual increases
ranging from 10 percent to 37 percent since FY 1960. The FY 1966
budget reflected an effort to stem the recurrent annual increase in the
deficit. Ordinary revenues were slated to cover 76 percent of total
expenditures—up from 70 percent in FY 1965. Revenue estimates

for the administrative budget also indicated that taxes were expected
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to provide a larger share of total receipts than in the recent past (see
Table 20). The budget included increased receipts from taxes and
from such government services as transportation, communications,
health facilities, and food distribution. Higher government collections
were designed to drain off some of the consumer purchasing power
and thus ease the upward pressure on prices. ' :

Preliminary reports indicate that the FY 1967 budget calls for an
increase of £E 158 million in total revenue, including £E 86 million
from higher tax collections and increased charges for government
services. Total expenditures also are expected to rise, however, from
£E 1,205 million budgeted for FY 1966 to £E 1,296 million budgeted
for FY 1967. The overall deficit apparently is budgeted at about
£F 921 million—the lowest level since FY 1961. o

For the past decade, government borrowing from the domestic bank-
ing system has supplemented foreign credit as a means of financing
the deficit. The government’s domestic debt has more than doubled
since 1960 (see Table 21) and has been the major cause of a rapid
increase in the quantity of money. The total money supply rose 19
percent in 1963 alone. The trend continued in the first quarter of
1964 and was one of the major concerns of the IMF when a new sta-
bilization agreement was formulated. At that time, specific limits
were placed on permissible growth in credit extensions to both the
public and private sectors. The sectoral limitations have been hon-
ored, and the total increase in money during FY 1965 was substantially
below the FY 1964 increase. Data for the first five months of FY 1966
indicate further progress in controlling the expansion of domestic.
credit (see Table 22). Adherence to IMF recommendations probably
has restrained the increase somewhat. Data available for 1965 and

~ the tax and price reforms announced in December 1965 indicate that

the government’s commitment to reduce domestic borrowing is being
honored. The deficit in the FY 1966 administrative budget is to be
covered by compulsory savings on the part of government employees,
and no govemnment borrowing from the banks is programed.

Official price indicators were slow to reflect the impact of increases
in liquidity, partly because controlled prices are major components
of the indexes. Data presented to the National Assembly in June 1965,
however, reveal a noticeable price increase over the past year (see

Table 9).
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Table 9

Egypt: Oficial Price Indexes®

1963-65
: PERCENTAGE INCREASE
IvpEX 1963 1064 1965  [1964 over| 1985 over
1963 1964
Cost of living (1958=100) ..... 09 101 116 3 15
Retail prices (1939= 100) ...... 368 384 478 4 25

Wholesale prices (1938=100) .. 100 . 103 . 109 3 8

s A of February of each year.

Spending on education and welfare programs has increased several-
fold since 1952, and the cumulative results are beginning to appear,
but much more needs to be done before the results begin to approach
Western standards. The rising cost of social programs has contributed -
to the growth of domestic expenditure and domestic debt. General
expenditures on education have increased from £E 40 million in
FY 1952 to £E 100 million in the FY 1966 budget. During roughly
the same period the number of children admitted to primary schools
has risen from 46 percent to 76 percent of the total eligible age group.
The goal is 100 percent by 1970. Between the 1954 and 1965 academic
vears, enrollment in primary and secondary schools rose from slightly
Jess than 2 million to just over 4 million children, while enrollment in
technical and scientific institutes increased from 42,500 to 190,700.>
With an overall literacy rate of only 30 percent in 1960, the need for
an expanded school system was clear. The FY 1966 budget also
includes £E 76 million for public health, providing for rural health
units, hospitals, and other facilities. “During 1951-61 the infant mor-
tality rate was reduced from 13 to 11 percent and the ratio of popu-
lation to hospital beds was reduced from 900:1 to 700:1.%

A number of other benefit schemes also add to the domestic deficit.
Early in 1965 a profit-sharing distribution of £E 7 million was made
to workers in enterprises controlled by the Ministry of Industry. In
several cases, some of which were cited publicly, the enterprises in-
volved actually operated at a loss. In June 1964, over £E 5 million
in bonuses was distributed to all government workers and officials.
The budget of the Ministry of Social Affairs for FY 1966 includes
more than £E 4 million for pensions, old age benefits, and various
social service institutions. A newly adopted program calls for the
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elimination of beggary through establishment of rehabilitation camps
and homes for aged beggars. The government also announced that
it would begin collecting an unemployment tax on 1 October 1965.2
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IV. The Balance of Payments Problem: Foreign Debt and s
Implications for Foreign Trade

in Egypt, and the difference has been made up from foreign sources.*
The result is an external debt well in excess of Egypt’s current ability
to repay. Foreign money flowed into the country until after World
War II, and sterling reserves totaling $1.35 billion were amassed by
the end of 1948. The flow then reversed, and Farouk’s spending
combined with devaluation of the pound sterling left foreign exchange

“holdings at $783 million at the end of 1951, the year preceding the
revolution. After a sharp drop in 1952, a more gradual downward
trend began, continuing throughout-the 1950’s (see Table 23). After .
1952 the trade imbalance also grew, but this was offset somewhat
by nationalization of the Suez Canal and the subsequent addition of
earnings from canal operations to government revenue. Some capital
flowed into Egypt toward the end of the 1950°s as foreign assistance
became a significant factor. Thus, despite the upheavals of the
revolution, the flight of foreign capital, and the beginning of com-
pensation payments to the former owners of the Canal, the combined
external deficit in the current and capital accounts for 1953-60 aver-
aged only $57 million ( £E 20 million), about the same as for 1951.
As a result of this steady drain, however, foreign exchange holdings
had been reduced to only $117 million ( £E 41 million at the pre-
vailing exchange rate) at the end of 1960. Of that sum, only $62
million was in the form of free reserves—that is, not already committed
to pay some creditor.

g
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Spending well in excess of resources has continued for many years
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From 1961 to the present the p;oﬁlefn has been especially acute.
Greatly increased spending in the first year of the First Plan coincided
with the 1961 crop failure, and the current account deficit ballooned

- to £E 53 million in 1961, £E 118 million in 1962, and about £E 123
. million in 1963 and in 1964 (see Table 24). Growing receipts from
the Suez Canal and from tourists were inadequate to make up the

* It should be noted that persistent current account deficits are not necessarily poor policy.

R If a country’s ability to increase the output of export goods and/or import-competing
::‘ goods is sufficiently enhanced by imports of fixed capital, the ability to close the gap at some
future date is correspondingly improved. Capital goods for fixed investment accounted for
¥ only one-fourth of Egyptian imports during 1960-64. Although total imports increased about
one-half during this period, capital goods did not gain on a share basis. The current account

LYNDON B. JOHNSON ELIBR!

j : deficit was about $125 million larger than imports of total investment goods in 1983 and 1964.
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deficit on trade account. With foreign assets already exhausted, the
* deficit on current account could be covered only by borrowing abroad. ;
Loans under US P.L. 480 came to play an important part in financing .
food imports (see Figure 5). Loans of long and intermediate term
were secured from other sources, East and West, and Egypt resorted
to short-term borrowing from foreign commercial banks as well.

After calling on all these sources, Cairo still faced a deficit of con- o
siderable magnitude in its external accounts. The last remnants of o
foreign exchange were utilized—at one point late in 1963, free reserves :
were down to $11 million (£E 5 million). New loans from the IMF
were negotiated and drawn upon immediately. The debit.balance

~ on bilateral trading account was run up to $158 million (£E 68 mil-
lion) by the end of 1963. In 1964 the'situation became even more
stringent as the trade deficit reached a new record of $414 million -
( £E 180 million).* Additional drawings against the IMF loan were
made during the year, the deficit balance on bilateral accounts in-
creased to $229 million by year-end, and more than $30 million in
gold holdings were sold to meet overdue short-term obligations. By
the fall of 1964, short-term commercial credits probably exceeded
$250 million. Meanwhile, drawings against long-term loans continued,
and overall external debt mounted.

Accurate totals of Egyptian indebtedness are closely held, but the
sum probably amounts to more than $2.5 billion—an amount equiva-
lent to over half of annual GDP. Through 1958, Egypt was relatively
free of foreign debt, except for Suez compensation obligations. Since
then, drawings against official Western loans, grants, and government-
guaranteed credit facilities have totaled well over $1.7 billion, includ-
ing over $800 million for food under P.L. 480. About $450 million has
been drawn against economic credits extended by Communist coun-
tries.® The total bill for military equipment purchased from the USSR
and Czechoslovakia is estimated at about $610 million, excluding ma-
teriel still on order under a 1964 agreement. Short-term commercial
liabilities stand at about $200 million. Repayment obligations total
about $2.7 billion; the $229 million bilateral trade deficit (as of 30 De-
cember 1965) brings the gross amount to more than $3.0 billion. Re-
payments against this sum probably have not amounted to much over
$660 million. Over two-thirds of the $2.5 billion outstanding stems
from sources other than P.L. 480, and at least one-third must be repaid

- in hard currency (see Tables 25 and 26). T :
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Repayments on Egypt’s external debt currently absorb nearly one-
third of foreign revenues, and payments due will continue to mount
as Western loans mature and Soviet projects are completed. Foreign
debt service amounted to about $185 million in FY 19632 Balance
of payments data for FY 1964 reveal transfers abroad of $269 million
for principal and interest, with government debt payments probably
accounting for all but a small part of this total.*® The FY 1966 budget
allocates $93 million for interest on the public debt, of which at least
$60 million probably pertains to foreign debt. The FY 1966 budget
~ figure is $31 million above that for FY 1965. Compared with pay-
ments of $230 million to $255 million in calendar 1965, the foreign
debt obligation for 1966 probably totals between $230 million and
$240 million. The slight decrease in 1966 stems from apparent retire-

ment of short-term debt in 1965. Components are estimated to be .

roughly as follows: -

MuouonN current US $
1965 | 1988

Installments and interest on development loans and other

long-term economic obligations ...................... 130 14010150
Settlements on clearing accounts, short-term debts, compen- :
sation agreements, and the lxke (including interest) .... 75to 100 63
Installments on Soviet Bloc military credits (possibly in-
cluding some interest) ,.............cc0iiirniinnnn. 25 25
Total ............. e 23010255 23010240

The hard currency component of total obligations for 1966 probably
comes to between $130 million and $140 million—$90 million to $100
million on long-term debts to the West plus about two-thirds of the
total for clearing accounts and short-term debts. Annual obligations
to the USSR under economic credit agreements are expected to reach
about $57 million by 1970, compared with $26 million in 1966, and
most other components of the fotal probably will rise substantially.,

. The USSR recently has taken several steps to stretch out repay-
ments and thereby ease the immediate burden of debt service: appar-

ently it promised not to exercise its right to call for repayment of

excessive trade imbalances in hard currency and reduced the annual
installments due on military credits to $22 million from $43 million
- for 1965-67.* Available information indicates that past Egyptian
repayments to the USSR have been in goods rather than hard currency,
although terms of an unutilized 1963 credit of $44.4 million may call
for repayment in pounds sterling.®?

Arms payments are not the major element in current debt servicing,
but they account for $179 million out of the $212 million paid to
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- one- ‘the USSR during 1959-64. About $195 million also has been repaid
nount under terms of arms agreements with Czechoslovakia. The 1964
reign arms payment of about $22 million to the USSR represents less than
11.ar.10e 6 weeks' revenue from the Suez Canal; a similar amount spent for
aillion wheat would cover requirements for about 2 months. In 1965, eco-
’bsbh; nomic and military debt repayments to the USSR will be about equal.
:lleiit By 1970, repayments on economic loans will become the major compo-
sudget nent of the total, even if the annual arms obligation is restored to its
1-pay- 1964 level (see Table 27).
oreign Despite an actual decline in commodity exports during 1960-62,
n ‘ﬁnd - foreign earnings of the UAR have risen substantially, largely as a
rehrs- result of growing receipts from the Suez Canal and from tourist ex-
to be. penditures (see Table 10). Becatise of fluctuations in' international
cotton markets and in Egyptian crops, earnings from cotton exports
S§ have fluctuated widely. Steady growth in the value of non-cotton
8 exports reflects growing diversification of the Egyptian economy. De-.
150 ducting 1964 exports to the Communist countries of about $250 million
and estimating about two-thirds of tourist revenues to have been in
65 hard currency, identifiable hard currency earnings (including Suez
o3 Canal revenues) approximated $525 million for 1964, compared with
0240 $475 million estimated on the same basis for 1963.
robably Foreign debt servicing for 1965 amounted to about 40 percent of
fo fltgo total commodity exports, or over 25 percent of total earnings from
;(;tioni major sources. The hard cuwrrency component of the debt works
izg reach out to more than 25 percent of 1964 hard currency earnings. Unless
66, and export earnings increase at a much faster rate in the future than in
txa]ly. Table 10
t repay- Egypt: Major Sources of Foreign Exchange Eax;nings'
: appar- Selected Years, 1952-65
ment of Million Current US $
3 affnflal ] 1652 [ 1955 | 1958 | 1861 | 1963 | 1964 | 1963
imﬂh.on Total ... .. 549 575 635 692 748 804 897
sgyptian Suez Canal revenues ........ 8* g2 121 147 164 179 197
surrency, gcccipu from tourism ....... 43¢ 85 41 68 62 86 o5*
aw cotton exports ......... 362 307 312 297 278 268 340*
may call Other exports .............. 68 111 161 182 244 271  265°
.. * Estimated.
;emcmg, " Accruing to foreign shareholders.
; paid to . “Estimated on the basis of the comparative number of tourists. i
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the past, and more rapidly than import expenditures, the ratio of
scheduled debt repayment to income will continue to rise. The
possibility of substantial new petroleum discoveries provides the only
hope for stemming the rise. '

Export projections included in the First Plan have proved reasonably
realistic in local currency terms, but import projections have been wide
of the mark. The planners clearly had no prescience of those domestic
policies promulgated in later years which have permitted huge in-
creases in imports. Planned and actual levels cannot be compared
meaningfully, because prices have changed. An intervening devalua-
tion of the Egyptian pound (May 1962) further complicates compari-
son of trade trends in terms of hard currency equivalents. The gen-

~eral magnitude of the planned ahd actual trade gap is illustrated,
" however, in Table 11. The large discrepancy between the $41 million
trade surplus planned for FY 1965 and the realized deficit of $249
million illustrates Egypt’s financial distress. On the export side, both
rice and petroleum earnings exceeded expectations, while cotton sales
went about as planned. The unexpected increase in food consumption
led to outlays for imported cereals and flour at levels almost twice as
high as anticipated. Continued crude oil imports canceled out unex-
pected success in increasing petroleum exports, although a reversal
in this balance is likely before the end of the present decade. A
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Cotton no longer dominates Egyptian exports as completely as in

the past (see Table 12). Exports of raw cotton and cotton products

~ earned $329.9 million in 1964. Following cotton in importance were
rice, valued at $69.8 million (up from $45.0 million in 1963), and petro-
leum, valued at $47.5 million (up from $45.6 million in 1963). Refined
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Table 11 ,
Egypt: Foreign Trade, Planned and Actual *
Fiscal Year 1965 i
} N
3
MiLrioN £E MrLioN US § i
Planned ® l Actual® | Planned® l Actual * B
EXPOrtS ......oeonnn... 229 265 658 ° 610
Imports ............... 215 374 617 859
Balance ............. 14 —-108 41 —249

a%.  Because of rounding, the sum of the components may not agres
with the balance shown. »

*In constant FY 1960 prices.

¢ In current prices.
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Table 12

Egypt: Composition of Exports*
_ Selected Years, 1952-64

Percent of Total Value

Year CorToN AND O‘I’HER EXPORTS
COTTON PRODUCTS
1082 ..ottt e - 89 11
1+ 151 JA AP 76 24
1080 & oonernerenneaene e T 78 ’ 22
210B4 .. .. 6l 39
'y 9

products contributed $19.1 million to the petroleum export total in

1964, compared with $11.5 million in-1963.

Significant changes in the commodity composition of foreign trade
during the 1960’s have been limited to a few categories (see Table 28).
One of the most disturbing elements, however, is the growth of imports
in the consumer goods category; expenditures for such items increased
more than 60 percent, and consumer goods make up an increasing
part of rapidly rising purchases abroad. The category breakdown
used by Egypt may even understate the extent by which total con-
sumer imports have grown, because imported components for con-
sumer durables and other consumer items assembled in the country
are included in other categories. Investment goods continued to
account for only one-fourth of total imports. Exports of finished
and semifinished products are dominated by cotton yarns and textiles,
which increased in value from $45.4 {nillion in 1960 to $61.8 million in
1964; exports of other goods in the category remained almost un-
changed at about $29 million. Declining earnings from raw materials
are attributable both to lower raw cotton prices and decreased pro-
duction of non-fuel minerals. Concurrently, total export eamings

from foodstuffs increased more than 60 percent because of greater
rice sales. -

During the 1950’s the geographical distribution of Egyptian trade

“changed much more markedly than commodity composition (see Table

13). At the time of the revolution, trade with Communist countries
was not large, but by 1960 these countries were purchasing about half
of total exports and providing more than one-fourth of total imports.
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Table 13

I

Egypt: Geographical Distribution of Foreign Trade *
Selected Years, 1952-64

Percent of Total Export and In'lport Valua
| 1952]1956 [ 1960 [1961 1962 | 1963 | 1984

Exportsto .....c...oiiiiiiiiiiiiiiinnn o0 100 100 100 100 100 100
USSR and Eastern European Communist
countries ..........eeieiiiiacnannn 15 28 35 40 34 40 40
Communist China ................... 2 6 8 3 5 3 3
Yugoslavia ...........cieeiiinaen Negl. 1 7 1 3 3 4
Other .......ivcvviiniinenrrerninnnn 83 65 50 58 58 B4 §3
Imports from ..........ccooeiiiiiiil 100 100 100 100 100 100 100
USSR and Eastern European Communist :
countries .......... .. c0cevenaannes 10 12 22 21 20 15 18
Communist China ................... Negl. 2 3 3 3 2 2
Yugoslavia ...........cooviiiiii 1 Negl 3 3 3 3 2
Other ......oooiiiiiiiiiinienrannns .89 "8 T2 T4 75 8l 80

*%.  Because of rounding, coxr.lponents may not add to the totals shown.

The rise in the proportion of total cotton exports going to Communist
countries was halted during 1961-63. The Free World’s share of
Egyptian sales and markets expanded somewhat as the world cotton
market firmed and Western countries became relatively more impor-
tant to Egypt as sources of food and capital goods. Through the
middle of 1964, Western sales to Egypt continued to grow, but data
for the full year show a slight shift in favor of the Communist countries.

By the last quarter of 1964, the hard currency shortage had become

particularly acute. At about the same time the USSR promised to
forego hard currency settlements. Instructions to purchase essential
imports from Communist countries, even if such sources were not
competitive in terms of quality or price, were circulated throughout
government agencies.”” Trade data indicate that these instructions had
relatively little impact on trade shares in 1964—the Soviet and Eastern

European share of total imports increased slightly to 16 percent (see’

Figure 6). Partial data for 1965 show a further increase in the
trade share of the Communist countries. ‘

Two recent studies reportedly prepared by an Egyptian govern-
mental unit indicate that the Communist countries have been taking
advantage of Cairo’s new emphasis on purchases from countries with
which it has bilateral trade agreements. A survey prepared in early
June 1965 showed that prices of Communist goods rose steadily for
several years and averaged 32 percent above prices of similar Western
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EGYPT Figure 6
GEOGRAPHIC DISTRIBUTION
OF FOREIGN TRADE, 1964
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goods.® A second study, completed in July, indicated that Commu-
nist prices then averaged 45 percent higher than comparable Western
prices.®® Both studies purportedly were to be forwarded to Nasser
through the Ministry of Supply. Even if the information contained
in the reports is accurate, Egypt presently is in a poor position to
negotiate for more favorable prices, since the hard currency shortage
would lend a hollow ring to any threats to switch to Western suppliers.

Burgeoning repayment obligations to Communist countries may
force a further increase in Egyptian exports to such creditors. Al-

though no large-scale shift in this direction appears imminent, sales

to Communist countries during the 12 months ending 31 July 1965
accounted for 59 percent of total cotton exports, compared with 52
percent in the previous year.* At various times in the past, debt
repayments due have been debited dgainst trade accounts already
in deficit. Total Egyptian debt to Communist countries under such
arrangements stood at about $214 million at the end of 1964. A
Soviet official stated that Egypt owed the USSR the Egyptian pound
equivalent of $50 million as of January 1965 and that Moscow ex-
pected the trade debt to reach $187 million by 1970.** A highly
publicized consignment of Soviet wheat to the UAR by the USSR,
begun in June 1965, probably added $16 million to $17 million to
the above debt totals. Although the USSR has not demanded repay-
ment in hard currency so far, it also has not indicated that its present
.attitude will continue indefinitely. Egypt has been extremely anxious
to maximize hard currency earnings and has made a concerted effort
to expand its export markets in the Free World. To this end, Egypt
has attempted to limit Communist countries to about half of total
cotton exports for the past two years, although they take more when
Free World demand falls short. Egypt also continues to require
payment of Suez Canal tolls in hard currency regardless of the debt
situation vis-3-vis the country of registry.

Egypt will be able to continue these policies only as long as Com-
munist creditors—notably the USSR—acquiesce. Some difficulties
came to light in the early 1960’s, when Communist countries resold
Egyptian cotton in Western markets, but such transactions were
stopped at Egyptian insistence and apparently have not been resumed.
Recent reports, however, indicate that Communist countries have been
reexporting Egyptian textiles to the West.** Clearly, the USSR and,

to a lesser degree, other Communist countries enjoy a pivotal position

in Egypt’s foreign trade. The circumstances under which they might
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- % attempt to use this position to apply political pressure, however, are
n I “unpredictable.
35 f As of early 1966, Communist countries had promised about two-
o gL thirds of the credit currently available for future development. Little
o ag has been drawn against Communist credits extended in 1963-65
;_ (totaling $910 million), and about $275 million remains undrawn
i 8 from 1958-62 credits. The Egyptians therefore can count on more
ay 2 than $1.1 billion in equipment, materials, and services from Com-
l\el ; 5 munist countries for current and future projects.. In contrast, little
a3 g new credit has been committed by Free World countries, although
59 zi evidence of a renewed interest has appeared since the Muhyi al-Din
bt i  cabinet was installed. - France extended a $32 million credit late in
dy 1965, and Spain reportedly has agreed to provide $25 million. In -
1ch February 1966, Kuwait agreed to deposit $42 million more in Egyptian -
A - banks. About $30 million is available from Yugoslavia, and Japan
md 1 has agreed to provide $50 million in project assistance. In April
. ex- B |- 1966, Italy agreed to extend $45 million to $50 million in new credits.
thly fi: About $240 million remains available from credits previously extended
SR, i by Western countries—$150 million under contracts already signed
1 to K and a further $90 million not yet committed. More than half this
oay- 4’ sum, however, is from West Germany and probably will be slow to
sent i materialize while diplomatic relations remain suspended. Western
sious 3 oil company commitments probably will involve private foreign in-
fort i vestment of over $50 million in Egypt during 1966-70. In addition
gypt | to the $460 million in investment commitments listed above, the US
total has agreed to ship $55 million in P.L. 480 foodstuffs, and Egypt
when recently has collected at least $46 million in short-term commitments
quire from US banks. T
debt i Still other investment credits probably will be forthcoming from
i the Free World, but their size and origin will depend on both eco-
Com- nomic and political developments. Negotiations for additional draw-
ulties : ing rights from the IMF, which depend to a great extent on the
esold ; performance of the economy, have been undertaken. The Inter-
were national Bank for Reconstruction and Development (IBRD) also
uned. ! appears to be giving some consideration to new loans. If and
been when relations with West Germany are normalized, additional eco-
and, nomic assistance probably will be part of the package. At present,
sition however, the ratio of long-term assistance available is about two to
might

one in favor of the Communist countries. In contrast, through 1965,
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Egypt had received four times as much economic assistance from
the Free World as from the Communist countries, although the USSR
and Czechoslovakia had monopolized the military assistance field.

A priority system for allocation of foreign exchange was established
in the fall of 1964. Each month a special committee headed by the
Prime Minister allocates the previous month’s receipts according to

 the following order of priority:

(1) Debt service

( 2) Basic commodities (food and the Iﬂce) required by the Minis-
try of Supply

(3) Intermediate goods
(4) Capital goods

In practice, funds usua]ly are exhausted before the capital goods
category is reached. Two exceptions to the allocation schedule,
however, permit imports of certain equipment: replacement ma-
chinery for existing industry is treated as a high-priority item under
category 3, and goods obtainable under long-term credit are not
affected because they require no immediate hard currency outlay.
Using the above allocation priorities, debt service is being covered
and a schedule of retiring overdue short-term credit has been estab-
lished. Arrears are to be brought up to date by May 1966. The
schedule has been met in most cases, but payments were about six
weeks overdue in December 1965.. Results to date appear to be at

least partly responsible for recent expansion of commercial credit by
Western banks.

Preliminary foreign trade statistics covering calendar 1965 show

a deficit of $269 million.*® This compares with-$414 million for
~ calendar 1964. If later revisions do not change the picture substan-
tially, the new approach to foreign currency expenditures must be
considered a success, at least in the short run.
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than in 1952; whether it will continue to thrive or sink back into
stagnation depends on the present and future actions of the Nasser
regime and of various foreign governments. Private enterprise and
private foreign investment cannot be expected to play an important
role while the xenophobic aspects of “Arab Socialism” remain domi-
nant. - Furthermore, military expenditures probably will not be re-

duced substantially as long as the present Arab-Israeli outlook
continues. y - '

Full implementation of the Yemen éigghéégement decision could
be a major plus for the Egyptian economy. At least $60 million

annually has been spent to support Cairo’s war effort in Yemen*;

" if peace is realized, most of this sum could be used to spur economic

growth. The foreign exchange component (perhaps half) could be

‘used to finance a 25-percent increase in imports of investment goods

or to purchase raw materials and spare parts for industries presently
operating well below capacity because they are short of such inputs.
The domestic expenditure component also could be re-directed into
more productive channels. The regime could, of course, elect to
devote part or all of the total to other foreign adventures.

The emphasis placed on expansion of industrial production by
Egyptian officials appears inescapable in view of the relatively limited

opportunities for improvement of agriculture and the pressure of
population growth. Although only a handful of industries presently
can be considered competitive, both short-run and long-range con-
siderations encourage continued industrialization. In a country with

-abundant labor and widespread - underemployment, investment in

industry is justifed when the resulting value added exceeds the
prospective value added by equivalent effort in other sectors, - In a
country such as Egypt, where land is limited, labor is plentiful, agri-
culture already s intensive, transportation is not a serious bottleneck,
and the scope of activities bringing in foreign exchange cannot be
expanded greatly, industry could well meet such value-added criteria,
even if all inputs had to be imported. Longer run considerations,

* In addition to normal garrison costs in the UAR.
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such as prospective economies of scale stemming from market growth
and improvements in productivity that can be expected to follow
when a few years of experience have been registered, also point to
future benefits from industrialization, Industry provides the means
for establishing a sound economic basis for further urbanization.
Moreover, demographers have found that urbanization tends to be
associated with slower rates of population growth. The type of
industry, however, must be chosen with care, and Egypt will find
the most promising opportunities in agriculture-related fields. Pros-
pects for industrial growth have been enhanced by recent decisions
to eliminate prestigious but uneconomic projects from current con-
sideration. Industry may never again reach the 10-percent annual
growth rate of the early years of the First Plan, but something on the
order of 6 to 8 percent annually should be attainable over the long run.

Egypt’s population problem is widely recoghnized. However, de-
spite frequent reference to the subject in speeches and newspapers,
no effective measures were undertaken by Muhyi al-Din’s predeces-
sors. In the past several months, some action has been taken to
organize and operate an effective population-control program.
Special family planning councils have been established on both the
national and local levels. Despite strenuous cuts in the budget for
the current fiscal year, a special appropriation of £E 1 million for
population control has been announced, and expert foreign advice
is being sought. : -

Assuming energetic application of the most effective control meth-
ods now known, the rate of population increase might be stabilized
in seven or eight years and a small decrease might take place in
something over a decade. The First Plan projected the growth rate
at 2.3 percent; it may in fact have reached 3 percent in the final year
of the plan. If the rate at which population expands continues to
increase, however, raising per capita output will become increasingly
difficult. Conversely, even a small decrease in the rate of population
growth would lessen the increasing pressures on land, food supplies,
housing, and welfare facilities, . '

The price and tax measures adopted in December 1965 are expected
to increase the income of the government by about £E 110 million
annually. - At the same time, expenditure plans were revised and the
total was cut by about £E 40 million on an annual basis. In conse-
quence, the treasury expects additional funds and reduced obligations
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to aggregate £E 150 million annually. At least £E 50 million repre-
sents increased taxes and accelerated collections of other individual
obligations to the government— £ E 50 million that will be removed
from the pockets of individual consumers. This sum is equivalent
to almost 5 percent of total consumption expenditure. Government
operations (industry and the Ministry of Supply) are expected to
record an improvement of £E 55 million in their financial operations,
primarily in the form of increased profits stemming from higher prices.
Industrial profits alone are expected to rise by some £E 30 million
to £E 35 million—an amount equivalent to about 10 percent of
anticipated gross investment in the current year.

~ The domestic impact of the various price adjustments should be
severalfold. A smaller supply of physical goods will account for an

equivalent amount of consumer spending,” Government revenue will .

increase, and output of privately produced or cultivated products
“will rise. The temptation to engage in hoarding and black-marketing
will also be reduced. : '

The new program marks a major step in strengthening the economy
and, if implemented with determination, will have a significant impact
in restraining consumption, raising export potential, and facilitating
the maintenance and future growth of investment. ' A new upturn
in the rate of economic growth, however, probably will not appear
for a year or two. The economy has not yet fully recovered from
the unsettling effects of the 1964 austerity program, and the measures
enacted in late 1965 will require even more extensive and fundamental
adjustments. If current economic policies are pursued through the
adjustment period, however, the combined impact of increased
domestic availability of investment funds and growing earnings from
petroleum should provide a basis for accelerated growth.

At the same time, a new and more forthcoming attitude toward
foreign private investment appears to be emerging. US businessmen
. visiting Cairo are made to feel far more welcome than was the case
a few months earlier. Government pronouncements suddenly have
begun to include mention of the importance of the private sector and
of the opportunities for foreign capital. Whether this new attitude
will survive and bring concrete results in the form of private capital
inflow, however, remains to be seen.

Despite new measures and new approaches, the magnitude of
Egypt’s problems is such that serious diffculties probably will persist.
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For some time to come, Egypt will be unable to earn enough forelgn
exchange from its own output of goods and services to cover planned
investment and external debt service requirements. Until industry
becomes much more advanced and petroleum begins flowing from
new fields in far greater quantities, Cairo will have to rely on foreign -
sources for substantial foreign exchange credits. Egypt appears to
have gained some control of its foreign exchange problem, but this
control is exercised on a month-to-month basis. The exchange crisis
reached a peak in the fall of 1964, but a full solution is as elusive as
ever. Until December 1965 the upper echelons of the Egyptian
government gave no indication that they recognized either the full
extent or the probable duration of their difficulties. A chronic foreign
exchange shortage is to be expected over the next decade, yet economic
goals requiring massive foreign assistance remain essentially un-
changed. Communist countries already have prom1sed about $900
million for investment in the next seven years, and the possibility
that they will increase these commitments cannot be dismissed. The
attitude of Free World countries, however, will be instrumental in
determining whether or not Egypt can come close to realizing many
of its plan goals. ' '

If US-UAR relations should reach another impasse resulting in
cessation or further curtailment of wheat shipments, the consequences
would depend largely upon decisions made in Cairo regarding resource
allocation. Sufficient wheat to provide for bread consumption at
reduced but adequate levels probably would cost about $100 million
ayear. If the USSR is willing to spend $100 million in hard currency
annually to provide the necessary wheat, there would be no imme-
diate serious impact on the Egyptian economy. Egypt's total debt
to the USSR, however, would increase by a like sum. For the 12 -
months ending in June 1965, deliveries to Egypt under Soviet economic -
credits totaled about $65 million and involved little or no expenditure
of hard currency-on Moscow’s part. If wheat purchases are financed

- by a transfer of resources from the Yemen war and from such projects
as advanced weapons programs, the domestic economy would be
little affected. Diversion of land from cotton for increased produc-
tion of wheat for domestic consumption would impair export earnings
seriously and almost certainly would not be undertaken. Alterna-
tively, diversion of funds from investment would cut total investment
by 15 percent, but the immediate impact on economic growth would
depend on the particular projects canceled or delayed. Given the

‘already low level of consumer imports, their forfeiture in favor of

"‘H

52 L s
, - , : S €opy

e LYlDO‘l B. JOHNSON LIBRAR
'a > ""-‘4".)/




~ wheat would quite likely create unacceptable domestic political and
economic difficulties.

The combined aid programs of East and West are not likely to re-
lieve the balance of payments pressure as long as the Egyptian govern-.
ment continues simultaneously to spend heavily for development and
to sustain recent levels of consumption. For some time to come,
both the United States and the Communist countries will retain the
potential to upset the tenuous financial balance achieved by Cairo

and plunge Egypt into a far more serious foreign exchange crisis than
has yet been faced.
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APPENDIX A

STATISTICAL TABLES

Table 14 °

Egypt: Gross Domestic Product

Fiscal Years 1951-65

Gross Domestic | - Percentage
Fiscal Year Product » Change from
(Million £E) | Previous Year

195)................ 900
1952................ .. 983 0
1853................ 851 -13
1954................ 869 2
1955................ 882 1
1956..... et e e N.A. . N.A.
1957.............. .. N.A, N.A.
1958............... . 1,084 N.A.
1959................ 1,185 9
1960................ 1,285 8
1961................ 1,364 6
1962................ 1,408 3
1963................ 1,514 8
1964.............. .. 1,631 * 8
1965 (Provisional). . . . 1,709 5

*#- Data for 1951-60 are in current prices, and data

for 1960—65 are in FY 1960 prices.
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Table 15

Egypt: Gross Domestic Product, by Sector of Origin »
Fiscal Years 196065

. Percent.
Fiscal Year Data (Million £E in 1960 Prices) ege In-
: : crease
Sector Provi-
- 1965 sional
1960 1961 1962 1963 1964 - Provi- 1965 over
siomat | 127204 | 1960
Agriculture................ 405.0 402.7 373.0 426.4 452.9 477.0 512 17.8
Industry......covvveeeann. 256.3 285.6 309.9 320.2 369.6 385.0 516 50.2
- Electric power............. 9.8 12.2 . 16.3 18.4 18.6 22.4 24 128.6
Construction. .. ........... 47.1 44.2 65.4 68.8 . 16.6 71.8 51 52.4
Transportation, communica- : ST ‘ e
tions, storage, and Sues . )
Canal........oovvnvinnn. 92.9 102.2 116.9 127.1 144.0 154.6 117 - 66.4
Housing.....coenvrunacnn. 73.0 73.8 76.2 77.6 78.7 80.1 - - 84 9.7
Trade and finance.......... 129.2 145.1 151.6 154.0 148.3 151.9 162 17.6
Other services. ............ 271.9 297.9 297.1 312.9 342.2 366.5 329 34.8
Total. .......iccuocveunnn 1,285.2 1,888.7 1,408.4 1,614.4 1,630.9 1,709.8 1,796 33.0

» Official Egyptian figures adjusted to allow for the fact that recent figures for Construction and Other services have been
released only in current prices.

Table 16

Egypt: Utilization of Resources * ‘
Fiscal Years 196065

Million Egyptian Pounds in FY 1980 Prices

Fiscal Year
End Use ' : 1965
2 4
-1960 1961 1962 . 1!163 196 Provisional

Gross domestic product........ 1,86 1,884 1,408 1,514 1,631 1,709
Consumption.............. 1,048 1,086 1,153 1,224 1,201 1,332
Defense®. ................ 74 85 - 104 118° 138 140
Domestic savings.......... 163« 195 149 171 201 - 238
Gross tnvestment. ... ........ 158 211 . 235 276 337 3814
Domestic savings.......... 163 195 149 171 201 238
Foreign loans and grants 9. . -5 16 86 104 136 76

= ¢. Because of rounding, components may not add to the totals shown.

b Estimated on the basis of budget allocations for the Ministry of War, the Armed Forees,
armaments factories, and the United Arab Command. Available data are inadequate for
calculation of a “government’’ sector in the traditional manner.

« Including a net capital outfiow of £E 5 million.
4 Net cepital inflow, all of which is treated as investment.
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Table 18

Egypt: Agricultural Production and Income »
Selected Fiscal Years, 105265, and Second Plan

Fiscal Year - | Production® | Income*
. Million £E in FY 1960 Prices

1952, ..t eveeeneccirnaananans 444 "7 252

1060.....cccccccaecnaccacasnnas 574 405

1964. ... 00 rccrcnacanasanss 656 453

1065 Actual....coeieieecinnenen 671 477

Plan. .. ..cvcecanncnancnns 736 512
Second Plan goal . :

1960 formulation............. 010 627

1965 formulation 4............ 860 610

Percentage Increase

19650ver 1952, .. ..o ev bt e T ) | 89

1965 0ver 1960. .. ... .. cchuat e 17 18

1965 plan over 1960. . .......... 28 26

Second Plan goal over 1965 (1965
formulation 9). ... eanann 28 28

» 47,
b Gross value of output.
* Value added.

4 The Second Plan goals for 1972 as formulated in 1966 are
not available. . g
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Table 19

'Egypt: Public Finance *

Fiscal Years 1952-67

Million Current Egyptian Pounds

. Total Expenditure | Ordinary Revenueb

Fiscal Year Budget | Actual | Budget | Actual
1952............ 232 234 215 195
1953. ... cienn.. 207 210 206 199
1954............ 254 233 198 212
1955............ 294 270 222 232
1956............ 329 340 238 293
1957 . eeiienan. 342 358 280 276
1958. ... ... hnn 336 319 334 264
1959.....0.... . 430 413 403 292
1960............ 511 485 - 445 278
1961............ 700 cello T 540 304 :
1962............ 780  ...... 550 322
1963............ 970  ...... 728 346
1964. . .......... 1,079  ...... 775 453
1965............ 1,184  ...... 820  ......
1966............ 1,206  ...... 917  ......
1987 =........... 1,296  ...... 1,075  ......

a 48,

»For FY 1953-62, excluding revenue of the development
budget, which is composed mainly of foreign grants and loans
and internal borrowing; for FY 1963-65, a residual derived by
deducting domestic and foreign borrowing plus the deficit in the
services budget from the total expenditure.

¢ Based on unofficial newspaper reports.

Table 20

Egypt: Budgeted Sources of Revenue for Administrative Purposes »
Fiscal Years 196367 -

-

[ Y

M illion Current Egyplian Pounds

Fiscal Year

, 1963 | 1964 | 1965 | 1966 | 1967®
TaXes. ccoveeererneninnneennennnnn. 243 275 309 345 355
Income and property taxes.......... 59 70 74 98 108
Excise and customs duties. ......... 176 193 223 233 233
Stamptaxes.......,.c...cc..o. ... 8 12 13 15 14
Charges for government services....... 64 64 75 83 159
Other central government revenues. . . . 31 32 20 22 24
Local government revenues. . ......... 51 50 54 58 54
Receipts from industrial budget. .. .... 85 80 108 118 125
Total. .. ..ot iriieiiinininnnn. 476 601 666 626 717
Deficit.......oveiveiiiinnnnn.. 44 40 44 24 .......
BUrDIUS. Lttt e e i ciiieit it e eeeenas 11
» 6.  Because of rounding, components may not add to the totals shown.
* Based on unofficial newspaper reports.
. o ‘
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Table 21 "

Egypt: Government Debt to Domestic Banks »
1952-65

Million Current Egyplian Pounds

Year ® Cumulative Total | Amount of Change
from Previous Year
1952, ... ccveiiinna, 88
1953. . .. civiveienas 82 -6
1954....c0veinena.,. 66 —~16
D L1 T 107 +40
1956, ... ..0vnnnnn. 194 +-88
1967...ccvvinnnn.n 209 +14
1968.....cvvenne... 211 +2
1959.....vven..... 235 T +24
1960................ 301 66
1961................ 341 , +39
1962.....cuuennnnnn. 396 +55 .
1983................ ‘ 524 St 128
1964................ 611 -+ 87
1965................ 687 ) +76

» 8-  Data are rounded.
® As of the end of each year.

Table 22

Egypt: Factors Affecting Changeg'iﬁ Money Supply *
1964 and 1965

Million Current Egyptian Pounds

Change over Previous Period

Fiscal Year July-November

1964 | 1965 1964 | 1985
Money supply..........coovvuennn.... 94.4 60.5 82.3 59.7
Quasi-money b...............c0ua.... 18.5 18.2 15.6 26.4
Total increase...................... 110.9 78.7 * - 97.9 86.1

Factors
Foreign assets (net)s. ............... —30.1 —3.8¢ —26.34 —30.0
Total credit expansion............... 141.0 82.5 124.2 116.1
Claims on government (net)........ ©139.1 30.4 6.6 44.2
Claims on private sector........... 6.9 17.6 97.9 ¢ 81.5
Other factors (pet)e. .............. ~5.0 34.5» 19.7 —9.6

a 8.

b Time and savings deposits.
* A minus sign denotes a decrease in money supply.

4 Including changes in the net International Monetary Fund position and adjustment for
revaluation of gold holdings.

- * Including gold revaluation profits credited to the Egyptian Treasury account.
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Table 24
Egypt: Balance of Payments »
1961-64 :
. Million Current Egyplian Pounds
1964
1961 1962 1963 Provi-
) sional
Current transactions
Receipts
Proceeds of exports. . ............. 164.9 145.2 228.8 227.6
Insurance........coeveenenccaaces 0.8 0.5 1.4 0.7
Shipping............ Cerenecsnenes 8.2 12.3 9.8 8.8
Suez Canaldues............c00ene 51.2 53.7 71.1 78.4
Interest, dividends, and other reve-
DUES. . covovrsassoesononannesns 5.8 5.2 6.9 7.2
Travel and maintenance........... 3.3 6.1 9.3 51.0
Otherreceipts. . cocoveeecvncncanns 21.9 23.9 36.5
Tolal. . ..ocvieeniecncertonnanes £266.1 246.9 363.8 878.7
Disbursemenis Comame A .
Payments for imports. ............ 241.4 294.2 402.6 399.4
Films. .o cvvrnnccnronrsranansanns 0.1 0.6 0.7 0.8
Other commercial payments........ 4.5 5.6 5.8 5.2
IDSUrBNCEes . v oiv vevvcuannnanoassen 1.0 0.7 0.9 0.6
Shipping....ccovevereeriaiiienenns 7.8 8.5 9.6 8.9
Interest, dividends, and other reve-
nues....... e e . 4.5 7.4 11.7 15.0
Travel and maintenance........... 9.7 8.4 11.5 12.3
Government expenditure........... 30.9 28.4 28.3 36.8
Other disbursements. ........ S - 9.6 10.7 15.6 17.8
Total.....oooeerieeeniaenononas 809.4 864.5 486.7 -496.8
Balance of current transactions . —53.3  —117.6 —122.9 -—123.1 .
Capital transactions
Inflow
US counterpart funds and loans.. .. 27.7 59.6 57.5 69.1
Foreignloans.........coeveeaaeens 16.7 31.8 63.0 114.8
Credit facilities....... o eeaicnnans N.A. N.A. €6.1 N.A.
Other inflow. . ...coovvvenncnenees 0.8 0.7 0.5 4.3
Total. . .oooceceinnenaneanonoann 45.2 g2.1 187.1 188.2
Outflow - -
Repayment of credit facilities...... N.A N.A 39.0 N.A.
Repayment of other liabilities...... N.A. N.A. 35.0 50.9
Compensation payments........... 8.0 8.1 11.3 26.2
Otheroutflow.......oo0vveveavans 3.3 3.3 8.1
Tolal......ccovvveieennnn aees -11.8 11.4 93.4 77.1
Net capital transactions ........ +33.9 +80.7 +93.7 +111.1
~ 62 _=SPERET :
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Table 24 (Continued) 3
1964
1961 1962 1963 Provi- :
sional r .
Overall balance ’ -~
Current transactions. .........ccceen —53.3 —117.6 —~122.9 —123.1 4
" Capital transactions..........cooeeen +33.9 ‘4+-80.7 +493.7 +111.1 : '
Overall deficil. . .ounerenninreeennss —19.4 —86.9 —29.2 —12.0 2
. ‘ -
Balancing items i
Net foreign exchange holdings (de- . ‘ ~
CTEASE, —) . vnaveneonnnannocnnsnss —-23.4 —16.8 -1.9 -9.1 :
Nonresident bankers’ accounts (de- ‘
Crease, +)...oerevesrraareencones +0.9 -6.3 -2.0 +5.6
Other nonresident accounts and other . .
Jiabilities (increase, —)........-c.. -3.7 +42.2 —18.0 -~3.3
IMF position (increase, —).......... +0.9 -20.0 —6.4 - -1.9
Errors and omissions..........-. aee +5.9 +4.0 -0.9 -3.3
Total....oouevsoeoaacssososssoers —-19.4 —86.9 —29.2 —12.0 -
s 8.
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—=SECREE 63
. . . ) k]
_‘ .
: CoPY

_LYNDON B. JOMNSOM LIBRAM

-




T P e e

G L

RERRIN A rirrcsiins

64

Table 25
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Egypt: Long-Term Foreign Debt as of 31 Deceraber 1985

Million Current US 8

. Princi- Out-
g::?:: pal standing
Repaid | Debt
Fres World: Long-term loans and
supplier’s credits>......... 924 176 748
United States®.............. 124 34 90
Western Europe
Austria and Switzerland.... 6 5 1
Belgium and the Nether-
lands..........ccoc... . 2 1 1
France.......cooveivennn. 2 Negl. 2
Ttaly...oovvvviiiinnnnnnn, 134 36 _ 98 -
Scandinavia.............. 13 .10 " 3
United Kingdom. ......... 65 - 32 33
West Germany............ 120 25 95
Yugoslavia............... 12 7 5
Other
Kuwaite ... ............ 219 0 219
Japan...........oeiiaa. 45 13 32
Multilateral organizations
International Bank for Re-
construction and Devel-
opment................ s BT 13 44
International Monetary
Fund (net drawings)..... 125 0 125
Communist couniries. .......... 1,062 486 676
Economic credits............ 453 71 382
USSR....cvivvvenecinenns 355 29 326
Eastern Europe )
Czechoslovakia.......... 40 19 21
East Germany.......... 33 13 20
Hupgary............... 2} 10 11
Poland................. 4 Negl. 4
Communist China......... d R
Military credits. ............ 609 415 -~ 194
Total long-term foreign debt .... 1,986 662 1,324

* Five years or more. Data for countries other than the
United States are based primarily on information as of 30 Sep-

tember 1965.

® Dollar loans only (excluding P.L. 480 foodstuffs).

¢ Including about $116 million in long-term deposits in Egyp-

tian banks.

¢ Communist China provided a grant of $4.7 million in 1956.

t

CopPv
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Developmen
term econ:

Amount
Annual j

P.L. 480 loar
Tolal forei;
Amount|
Annual i

»~ Estimate
~® Annual o
@ Annual a

¢ In additi
by the Egypl
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Table 26

Egypt: Accumulation of Foreign Debt -
Selected Years, 1955~65

Million Current US $
[ 1955 | 1958 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965
Development credits and other long- .

term economic obligations (excluding el a2 .

, PL.A480).ccicviecannccennancenacns - 20 200 . 300 580 590 790 -1,000 1,130
Short-term bank eredit. .c..ocvencecee cave  ceeen 35 60 145 200 200 200 »
Bilatera) trade deficit. . .........c.aiee 30 146 142 "~ 155 164 158 179 229 »
Military credits. ... .....ocvnieciinie oo 214 - 149 189 186 196 183 194

Total foreign currency debl
AMount. .coveveeecceanocacasocss 50 560 626 984 1,085 1,344 1,562 1,753
Annualincrease.......cceeceaceses coen 170® 33 358 101 259 218 191
P.L.48010BNS. .. coiveeceroncnannnton cnne v "200 230 .380 510 700 750

Total foreign debt '
Amount ... eecacioranacnerosons 50 - 560 826 1,214 1,465 1,854 2,262 2,503 ¢
Annual inCrease. ... .ceccceeeeares oone 170® 133 « 388 251 389 408 241

» Estimated. '

b Annual average for the three years 1956-58.
« Annual average for the two years 1950-60. _

4 In addition, settlements and negotiations for compensation to foreign owners of property ‘nationalized or sequestered
by the Egyptian government entail obligations totaling about $155 million. ’ :
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Table 28

Egypt: Commodity Composition of Foreign Trade »
1960 end 1964

1960 1964 - °
Value Value
(Million Percent (Million Percent
Current of Total Current of Total
US $) . US $) :
o LT 568.1 100.0 539.1 100.0
* Foodstuffs........- reeerse s 65.8 11.6 106.7 19.8
Raw materials.......c.cconeeen yes.. 396.3 69.8 276.0 51.2
FUelS...ccovrrnreranannomnersoncecs 13.8 2.4 48.5 9.0
Finished and semifinished products.... 75.0 13.2 811~ 18.9
Other.....coocererocceasenessasees 17.2 3.0 16.8 3.1
IMPOTLS.covnavnemnacrarmeseenree 667.7 - 100.0 953.1 100.0
Consumer go0d8. ... .ccveeeanoneccaes 178.6 - 26.8 290.7 30.5
Intermediary goods. ....ccooeeaesoene 263.9 39.5  308.2 32.3
Investment goods....ccoocesccuerars 167.4 25.1 - 245.9 - 25.8
Other........coceeeas- ererecnesons 57.7 8.6 108.3 11.4

» 3. Because of rounding, components may not add to the totals shown.
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APPENDIX B

SOURCE REFERENCES

1. AID. CAP-UAR, FY 1966, 12 Aug 64. C.

2. State, Cairo. Airgram A-101, 31 Jul 65. OFF USE.
JPRS. 30,815, 28 Jun 65. U.

E0 12958.3.4(h)(1)>25Y

3. CIA. OCl, 3009/63, Costs of the Yemen War to Egypt, 8 Oct 63. S,
4. JPRS. 30,815, 28 Jun 65. U. R - T
5. Egypt, Dept of Public Mobilization and Statistics. Hendbook of Basic Statistics, Cairo,
Oct 63, p. 272. U. -
tn

E0 12958 3.4(h1)(1)>25Yrs

. State, Cairo. Airgram A-62, 17 Jul 65. OFF USE. _
Egypt, National Planning Committee. General Frome of the 5-Year Plan for Economic
and Social Development, Cairo, 1960. U.

8. FBIS. Daily Report (Middle East, Africa, and West Europe), no 84, 2 May 66. OFF

USE, : '
State, Cairo. T2815, 2 May 68. C. oo

9. Agriculture. Telephone conversation, 2 Mar 66. U.

10. UN, FAO. Production Yearbook, 1983, vol 17, Rome, 1984. U.

11. Agriculture, ERS-Foreign-128, Agriculture of Northern Africa, Jun 65. U.

12. Middls Ecst Observer, Cairo, 21 Jul 65, U.. ; R

13. Agriculture.  ERS, FAER no 21, The Agricultural "Economy of the United Arab Re-
public (Egypt), Nov 84. U. :

14. Egypt, Central Agency for Public Mobilization and Statistics. Statistical Handbook,
) 1952-1964, Cairo, Apr 65, p. 40, 43. U. '
E0 12958 3.4(h)(1)>25Y

16. State, Cairo, Airgram A-29, 10 Jul 65. OFF USE.
17. Ibid., A-943, 29 Jun 64. U, C
18. Agriculture, ERS-Foreign-128 (10, above). :
FBIS. Daily Report (Middle East, Africa, and West Europe), 15 Jul 65. OFF USE.
Middle East Observer, Cairo, 21 Jul 65. U. .
Interior, US.Bureau of Mines. Mineral Trade Notes, vol 60, no 6, Jun 65. U. .
19. State, Cairo. Airgram A-1005, 30 Jun 65. C.
Ibid., A-277, 2 Oct 65. U.
Egypt, Admin of Public Mobilization (5, above), p. 9. U.
Central Bank of Egypt. Economic Review, no 1, Cairo, 1962. U.
20. CIA. FDD Summary no 6184, 5 Jan 65. C.
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21. FBIS. Daily Report (Middle East, Africa, and West Europe), no 148, 3 Aug 65. OFF
USE. .
29, State, Cairo. Airgram A-769, 17 Apr 65. U.
Ibid., A-29, 10 Jul 65. OFF USE.
23. State, Cairo. Airgram A-29, 10 Jul 65. OFF USE.
IMF. International Financial Statistics, vol XVIIL, no 8, Aug 65. U.

24, State, Cairo. A-919, 4 Jun 685. U.

25. Egypt, Dept of Statistics and Census. Ten Years of Revolution (Statistical Atlay), Cairo,
Jul 62. U.

26, CIA. FDD Summary no 6172, 30 Dec 64. C.
1bid., no 5791, 15 Jul 64. C.
JPRS. 30,815, 28 Jun 65. U.
State, Cairo, Airgram A-769, 17 Apr 65. U.
27. State, Cairo. Airgram A-105, 7 Aug 65. U.
28. EIC. EIC R14-S20 (2, above).
29,
- 30. airo. Airgram A-137, 14 Aug '85. OFF USE.
3L Ibid A-458, 2 Jan 65. C.
FBIS. Daily Report (Middle East, Africa, and West Europe), 14 Dec 64. OFF USE.
CIA. CS, 18 Jan 65. 'S/NO FOREIGN DISSEM.
CIA. CS, 24 Feb 65. S/NO FOREIGN DISSEM.
32. CIA. Cs, 19 Jun 65. .S/NO FOREIGN DISSEM.
33. IMF. International Financial Statistics, vol XVIII, no 8, Aug 65. U.
. Ibid., supplement to 1964/85 issues, 1964. U.
National Bank of Egypt. Economic Bulletin, vol XVII, no 12, Cairo, 1984. U.
State, Cairo. Airgram A-787, 24 Apr 65. U.
34. Egypt, National Planning Committee. General Frame of the 5-Year Plan for Economic
and Social Development, Cairo, 1960. U. .
IMF. International Financial Statistics, vol XVIII, no 12, Dec 65. U.
35. Egypt, Dept of Public Mobilization and Statistics. Handbook of Basic Statistics, Caxro
Oct 63, p. 130. U.
State, Cairo. Airgram A-884, 23 Jun 65. U.
36. Commerce. DC59884, May 65. U.
Ibid., DD38568, Feb 65. U.
State, Cairo. Airgram A-107, 7 Aug 65. U.
Ibid., A-68, 31 Jul 63. U.
. State, Cairo. Airgram A-440, 28 Dec 64. OFF USE. . .
. CIA. Cs, 21 Jun 65. S/NO FOREIGN DISSEM. Yoo
CIA. CS, 12 Aug 65. S/NO FOREIGN DISSEM.
. State, Cairo. Airgram A-440, 30 Nov-65. C.
Agriculture; FAS, Cairo. Dsp 9, 20 Jul 65. U.
State, Cairo, Airgram A-868, {25] May 65. C.
. Ibid., A-574, 10 Feb 65. C.
. IMF. International Financial Statistics, vol XIX, no 4, Apr 68. U.
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46. Agriculture, FAS, Cairo. 3 Mar 65. U. '
Ibid., 12 May 65, U

~ o o, . ' ’ ‘: ’ ERES 3 e e ,...‘_,],

70 —SECREF— S f-‘m?o.\l B. JOHNSON L1BRARY




<EICREE—
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Ibid., 31,213, 22 Jul 65. U. .
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51. Ibid., SM/66/29 (5, above), p. 49. C. . '
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