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CURRENCY EQUIVALENTS

Official Rate

1 Egyptian Pound (LE) US$2.56 or SDR 2.118

1 US Dollar LE Q.391

Parallel Market Rate

From December 1, 1976:

1 Egyptian Pound (LE) = US$1.43

1 US Dollar LE 0.70

From May 21, 1976:

1 Egyptian Pound (LE) US$1.47

1 US Dollar LE 0.68

From February to May 1976:

_ Egyptian Pound (LE) US$1.56

I US Dollar LE 0.64

Until February 1976:

1 Egyptian Pound (LE) US$1.70

1 US Dollar LE 0.59

Fiscal Year

January 1 - December 31

WEIGHTS AND MEASURES

1 hectare n 2.379 feddans
1 feddan - 1.038 acres
1 acre - 0.963 feddans
1 sq. kilometer = 238 feddans
1 ardeb (metric) - 198 liters

160 kilograms (kg) of lentils
-a . 157 kg of clover
7 - 155 kg of beans, chick peas, lupine, fenugreek

140 kg of maize, millet
- 120 kg of cottonseed, barley, sesame
- 60 kg of groundnuts

1 quinter - 157.5 kg of seed cotton
- 50 kg oi cotton lint

45 kg of onions, sugarcane
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CHAPTER 9

AGRICULTURE: STRUCTURE AND PERFORMANCE

A. An Overview of Egyptian Agriculture

9.01 Despite a 25-year development strategy heavily favoring industry,
agriculture remains the largest sector in the Egyptian economy. It employs
44 percent of the work force, provides 29 percent of GDP, and nearly 51 per-
cent of exports. In addition, the vital textile industry as well as most
of the service sector--transport, commerce, finance, government--are directly
connected to agriculture. Because of the close linkages between farm and
nonfarm sectors, changes in aggregate agricultural output or its composition
are generally reflected quickly throughout the entire economy. In 1952 follow-
ing the revolution of that year, farming contributed around 28 percent of the
GDP. In 1975 the figure was still of the same magnitude at 30 percent. The
major structural change was the increase in the share of GDP by the nonfarm
commodity sectors at the expense of distribution and services.

9.02 Egypt has a total surface area of 238 million feddans. 1/ Farming
is limited to about 6.5 million feddans along the Nile River and its Delta;
the other 232 million feddans are mostly unproductive desert. Almost all
the cropland is irrigated because the country is virtually rainless. Soils
close to the river and delta are silt clay mixtures of excellent quality,
blending into inferior types of loams and sands on the desert fringes. The
major crops are cotton, rice, and maize in the summer, and berseem (Egyptian
clover), wheat, and beans in the winter. Vegetables are becoming of increas-
ing importance with three crop seasons a year.

9.03 It is not surprising that Egypt is still so dependent on the farm
sector. The soils are mostly riparian silts and clays of great depth, fertil-
ity, and uniformity. The topography is such that erosion is not a problem and
land is well-suited to irrigation. Abundant water of good quality flows down
the Nile and is distributed to farms through a well-developed storage and dis-
tribution system. Because Egypt is spared the vagaries of rainfall variation,
it enjoys maximum sunlight incidence and growth rates. The warm subtropical
temperatures permit year-round plant growth. Such a mixture allows cropping
intensities of 190 percent, with high yields relative to many other countries,
in a complex rotation of crops developed over many generations. Its resources
(soil, water and climate) and system of dual-purpose cropping are ideally
suited to interproduct substitution, and policymakers have found it difficult
to fix a cropping pattern at desired levels and extract the desired surplus.

9.04 Within the agricultural sector, production is characterized by
technological dualism. About 85 percent of farmers, using bullock and human
labor, work their three feddans or less for both the market and their own
consumption. The other 15 percent use varying amounts of machine technology

1/ 1 feddan equals 1.038 acres or .42 hectares.
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and produce single-purpose crops specifically for off-farm sale. Except for
some scattered Bedouin sheep flocks, there is no rangeland grazing, and animal
production is part of a complex multipurpose farm system. Although the gross
value of animal production is only one-third that of crop production, most
farm operations depend on animal draft power. Farmland must therefore be
allocated to both fodder and food crops, and the choice among crops is influ-
enced by whether they permit the joint production of byproducts suitable for
animal feed, such as straw. The allocation process is further complicated by
the traditional two- or three-year rotational cycle and the crop quota imposi-
tions of the Government. Use of purchased inputs such as inorganic fertilizer,
certified seed, improved varieties--especially for cotton--and pesticides is
quite high, but machinery is usually limited to community-operated threshers,
sprayers, and some plowing services.

9.05 Over 90 percent of land titles are for lots of less than 5 feddans.
Leasing is common on about 40 percent of farms so that the average farmed unit
is 3.5 feddans. A skewed ownership distribution still persists. Since 1952
the Government has tried to overcome the problems of smallness and poverty by
a series of land reforms, cooperative management of pooled farms, public
sector investment, and a program to maintain farmers' incomes through price
intervention.

9.06 Direct Government intervention began with land reform after the
revolution in 1952. At that time 4,000 landlords owned the same amount
of land as 2,640,000 peasants, while another 1,200,000 laborers were landless.
A series of reforms eventually limited ownership to 50 feddans a person and
land was distributed to those owning little or none. Land rents, tenancy
conditions, and farm wages were changed, affecting a great number of people.
Although the average holding rose from 0.8 feddans to 1.2 feddans after
the reform, the combination of a fixed land area and a rising population,
inheritance laws, and lack of opportunities elsewhere began to reintensify
the problems of smallness, fragmentation, and rural poverty.

9.07 Compulsory cooperative membership was introduced so that land could
be farmed in collective blocks of large contiguous areas, with machinery and
extension services offered to groups of farmers. Cooperatives and the asso-
ciated credit banks displaced the private entrepreneur in supplying inputs and
credit and became the major marketing channel for the most important crops.
The intent was to direct the decisions of the many small independent farmers
by allocating production quotas that were tied to the supply of inputs. The
resulting pattern of agriculture was to be consistent with the Government' s
production targets for food and exports without reference to prices.

9.08 Public sector investment in the sector has been considerable, with
such notable projects as the Aswan High Dam and the partial reclamation of
almost 1 million feddans of fringe land for irrigation development. Con-
struction of the High Dam, together with completion of a system of dams and
barrages along the Nile, allowed perennial irrigation through a vast network
of canals and considerably intensified farming in the old lands. Unfortunately,
the plentiful supply of water and the fact that there was no user charge led
farmers to overirrigate. A serious drainage problem arose, manifested in



unusually high water tables and salt damage. Corrective measures are proceed-
ing but they are hampered by lack of budgetary allocations.

9.09 Investment in extending irrigation and service infrastructure into
marginal soils on the desert fringes had by mid-1976 added 0.9 million feddans
of "new land" to the existing 5.6 million feddans of "old land." The new lands
should make a positive contribution to sectoral development after technical and
economic problems have been solved. So far, however, the program has done
little to solve the problems of the small farmer or to add to food production
and foreign exchange earnings. Huge cost overruns, long gestation periods,
poor physical performance, and management problems have made the program a
burden to the sector and added to the difficulty of maintaining productivity
in the Delta and the Nile Valley.

9.10 In the mid-1950s agriculture's share of the total investment budget
was 9 percent. This rose to over 25 percent by the mid-1960s during construc-
tion of the High Dam but then dropped to 7 percent by 1975. Concomittant with
the rise in public investment, the private sector's share of gross fixed in-
vestment in agriculture fell to 4 percent. 1/ Large investments in capital-
intensive industry over the last two decades generated only 20 percent of the
total increase in employment, so that most of the increase in the work force
went into agriculture and the bureaucracy.

9.11 The pattern of employment generation has changed little, and the
economy still depends on farm work to support about 50 percent of the popula-
tion as owners, tenants, and laborers. With the labor force in agriculture
growing faster than output, labor productivity fell. Wages in agriculture
remained at around one-third of the average of wages in all sectors, with
growth of 5 percent a year in money terms, lagging behind the 8 percent a year
average growth for all sectors. Since 1972 real wages in agriculture have
fallen, as has the overall average; this has increased the importance of the
cost-of-living subsidies in maintaining the standard of living.

9.12 The net budgetary burden of this consumer subsidy program rose from
LEII million in 1972 to LE491 million in 1975 under the pressure of two major
forces. On one side, population grew faster than production, and consumption
patterns (largely because of increasing urbanization) shifted toward the sub-
sidized items. On the other side, the structure of farm production moved in a
different direction from changes in consumption patterns, necessitating large
increases in food imports at a time when international prices were at record
high levels. Egypt's capacity to pay for these imports declined as farmers
planted record low levels of cotton, the economy's major export earner.
Although the initial aims of the system of production quotas and price con-
trols in agriculture were to equalize farm incomes and provide basic food at

1/ It is not clear what items are included in private investment, partic-
ularly whether on-farm investment by smallholders in plant and animals
is considered, and what allowances are made for depreciation of capital
stock. Subsequent sections contain more detailed analysis.



- 4 -

low, stable prices, the existence of parallel markets began to pull resources
away from regulated crops as their relative profitability fell.

9.13 Since the 1952 revolution the population has almost doubled. In
spite of increases in irrigated land area, improved cropping intensity, and
gains from research, the pressure of population on a relatively fixed area of
land that was already intensively farmed has resulted in declining per capita
performance. Total sectoral production has increased at less than 2 percent
a year compared with a population growth rate of 2.3 percent a year. Egypt no
longer exports wheat but instead imports twice as much as is produced domes-
tically; the quantities of cotton and rice available for export have declined.
The contribution of agriculture to the general growth of the economy has
varied, but it has generally been below the average growth rate for the
economy as a whole, exerting a strong downward pressure.

B. Growth 1/

9.14 Aggregate sectoral output in real terms has risen slowly and un-
evenly since the 1950s. The estimates in El Tobgy's excellent study of
Egyptian agriculture (see Table 9.1) are based on Ministry of Agriculture
data for growth measured in terms of value added at constant prices. 2/
From 1952 to 1971 the overall growth rate was 2.2 percent a year; from 1971
to 1974, estimates of total production by both the U.S. Department of Agricul-
ture and the Food and Agriculture Organization, using Ministry of Agriculture
data, show an annual growth rate of 1.7 percent, and a negligible increase or
a decline in per capita food production, because increases in productivity and
area lagged behind population increases. The National Bank of Egypt also
calculated 1.7 percent as the average annual growth rate of value added in the
sector for the second half of the 1960s. 3/ Hansen and ]Marzouk give a growth
rate of 1.5 percent for the sector for the first three years of the 1960-65
Plan. 4/ The Ministry of Planning in its Follow-Up Regort estimates a real
rate of growth in 1975 over 1974 of about 1.7 percent (instead of the planned

1/ All growth rates in this chapter are computed by computing the first
three values in a series and averaging them. This figure is V . The
average of the last three values is V . These are substituted°in the

compound growth rate formula, i=(V./V )n -1, where n = number of

years - 2).

2/ H.A. El-Tobgy, Contemporary Egyptian Agriculture (Beirut: Ford
Foundation, 1974), p. 210.

3/ National Bank of Egypt, Economic Bulletin, 1972, No. 1, p. 57.

4/ Hansen and Marzouk, p. 296.
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Table 9.1: VALUE ADDED IN AGRICULTURAL PRODUCTION,
AT CURRENT AND CONSTANT (1952) PRICES

Value added (Million LE) Index
Current Constant (Constant

Period prices prices prices)

1952 252 252 100
1952-54 279 254 101
1955-59 364 275 109
1960-64 459 311 123
1965-69 675 349 138
1970-72 839 393 156

Growth Rate
(percent) 6.1 2.2 2.2

Source: Ministry of Agriculture.

3.5 percent). 1/ Because of the importance of agriculture, the average com-
modity growth rate for the whole economy in that year was dragged down to 8.1
percent instead of the planned 12.8 percent. Despite the difficulties of
precise estimation, this general picture of a slow growth of production rela-
tive to the needs of a rapidly increasing population is verified by escalating
food imports and declining exports.

9.15 Disaggregation of the data shows interesting differences in the
behavior of individual crops. Although the aggregate value at constant 1950
prices of wheat, maize, rice, and cotton grew at around 1.2 percent a year
for the 25 years between 1950 and 1975, this was biased downward because of
the heavy weighting of cotton and the absence of values for berseem (Egyptian
clover). Wheat grew at 2.3 percent a year, maize 2.6 percent, rice 4.5 per-
cent, and cotton fell 0.1 percent. Because cotton values accounted for
between 20 and 25 percent of the value of field crop production, the overall
average fell. The addition of long-season berseem values to the series would
push the average up again at least to around 2.5 percent, because it is now
about as important as cotton. The foodgrains as a group grew at 2.9 percent,
long-season berseem at 2-3 percent, and vegetables at 3.3 percent a year.
Because of the absence of detailed production data for berseem, a reasonable
guess would put the average rate of growth at about 2.5-2.7 percent a year.

1/ Arab Republic of Egypt, Ministry of Planning, Follow-Up Report for the
1975 Plan (Cairo: 1976).
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9.16 Disaggregation of the time series points to some other interesting
conclusions. Table 9.2 indicates changes in growth rates; by crops in produc-
tion, area, and yields. Wheat output from 1965-75 has shown strong growth
at 3.4 percent a year since the poor performance of the mid-1960s, despite
decreases in areas planted. Maize was not subject to a sitrong growth trend
but was affected most by the one-shot change in growing season made possible
by the new dam, which increased yields considerably. Rice benefited more from
an increase in area planted than from yield increases, whLich were not sus-
tained after the 3.6 percent of the 1950s. Cotton output has been affected
most by the decline in area under cultivation and the yield improvements of
the early 1960s have not been maintained.

Table 9.2: ANNUAL GROWTH IN PRODUCTION OF SELECTED CROPS,
1950-75
(Percent)

Crop 1950-60 1960-70 1965-75 1950-75

Wheat Production 2.7 0.3 3.4 2.3
Yield 2.7 1.3 3.6 2.6
Area 0.1 -1.0 0.8 -0.2

Maize Production 1.2 3.9 2.3 2.6
Yield 0.3 5.5 1.0 2.3
Area 0.9 -1.6 1.2 0.3

Rice Production 5.7 6.3 2.6 4.5
Yield 3.6 0.5 0.8 1.7
Area 2.3 5.8 1.7 2.9

Cotton Production 0.4 0.8 -1.6 -0.13
Yield 0.4 3.1 0.4 1.09
Area -0.5 -1.6 -2.2 -1.2

Source: Computed from Ministry of Agriculture data.

C. Structural Change

9.17 Despite Government-imposed limitations, the structure of output con-
tinued to change from 1952-77, moving away from cotton and cereals toward meat,
fruit, and vegetables. Substitution of products with a high income-elasticity
of demand for those with a low income-elasticity of demand is normally a sign
of economic development, but when this shift occurs without a significant
change in aggregate production, it indicates a shift in effective demand
through a change in income distribution. In Egypt's case, resources are being
bid away from items of high mass consumption, with the Government filling the
gap through its import-subsidy program of foodgrains. The changes in relative
plantings are shown in Table 9.3 below and illustrated in Figure 1.
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Table 9.3: CROP AREA INDEX, MAJOR CROPS, 1950-76

Short- Long-
Vege- Season Season

Period Cotton Maize Rice Wheat Fruit tables Clover Clover

1950-54 100 100 100 100 100 100 100 100
1955-59 101 105 126 95 121 152 105 110
1960-64 99 98 154 88 156 211 107 118
1965-69 96 86 199 80 221 258 102 143
1970-72 88 87 220 83 264 280 102 143
1973-75 83 100 199 85 289 316 98 169
1976 73 100 212 88

Source: Ministry of Agriculture.

Area under cultivation is chosen as the numeraire because sowings rather than
yield better reflect production decisions of farmers. The cotton area index
has declined and production has fallen to the level of the 1950s, despite
increases in farm-gate prices. The maize area index has returned to its
former level with yields and production increasing slowly. Rice plantings and
production have peaked, being limited by water distribution capacity. Recent
producer price rises have begun to increase wheat supplies. The production of
fruit, vegetables, and clover has continued to dominate the growth in output.
A closer look at cotton indicates that the decline is not a cyclical downswing,
but a change in the long-run trend, particularly over the last 10 years. As
cotton has become less profitable for farmers, they have increased plantings
of other more profitable crops, particularly those not subject to marketing
controls. 1/

D. Structure of Production, Cropping Pattern, and Rotations

9.18 In 1974 field crops accounted for 56 percent of the value of agricul-
tural output, vegetables, 14 percent, fruits, 5 percent, meat, 11 percent,
dairy products, 8 percent, poultry, meat and eggs, 4 percent, and wool and
honey, less than 1 percent. Among field crops, berseem is the most important
in area and value. A part of the berseem crop is complementary to cotton,
while a part--the so-called "long-season" berseem--directly competes with it.
While the long-season variety accounted for less than half the area planted in
cotton before the revolution, it now exceeds the cotton area by about 300,000
feddans. (In 1975 cotton was planted in 1,346 million feddans, long-season
berseem in 1,688 million feddans, with total berseem plantings of around 2.8
million feddans.) Table 7.1 of the Statistical Appendix shows the distribution
of crops by season for the period 1950-75. Wheat and berseem, which provide

1/ An analysis of farmers' response to relative profitabilities is summarized
in Annex 3.2 to this volume.



food for the farmer and his animal, are the leading winter crops. In the
summer, cotton and rice are the most important cash crops, and maize and
sorghum are the major subsistence crops. Although summer crops are more
important, such crops as berseem and wheat overlap seasons. During the past
two decades there has been a shift toward horticulture away from field crops
and a relative decline in the production of plants compared with animals.
There has also been a shift toward the production of higher value items, as
determined by relative prices.

9.19 Egypt's cropping pattern is determined more by what the farmer needs,
his degree of commercialization, and Government quota requirements than by the
limitations of soil or climate. Cotton became a key crop in the system when
the maintenance of fertility through purchased inputs was not generally prac-
ticed. Because of cotton's heavy demands on the soil, monoculture was inap-
propriate and a rotation of two or three years' duration, with a mixture of
multipurpose crops in between, became the widely accepted practice. In a
basic three-year system cotton is balanced by a legume (generally berseem,
clover and beans) in the first year; berseem in winter followed by maize or
rice in summer in the second; with wheat followed by maize or rice the most
common choice for the third year. In the hotter areas sorghum or millet may
be substituted for maize, and barley has proved more successful than wheat
when grown under the scanty rainfall of the Mediterranean coast or the poor
soils beyond the reach of the irrigation network. Where the network supplies
sufficient water, rice displaces maize owing to its higher profitability.
Vegetables usually fill small patches between crops but are rapidly becoming
main crops where there is access to a market.

9.20 Crops grown in the same season compete for space and while some of
those grown in different seasons may complement one another, others may
overlap in time and become competitive. It is usual to divide a farm into as
many portions as there are crops in sequence. The cropping calendar shows the
major interactions--winter wheat (7 months) cannot be grown in sequence with
summer cotton (7 months). Only shorter-season summer crops, such as rice and
vegetables, fit the rotation. Areas planted in cotton fell to 24 percent of
all summer plantings, maize remained unaffected at 41 percent, rice rose to
19 percent from 13 percent and vegetables rose to 16 percent. As would be
expected from such relative shifts, exports of cotton decreased, consumption
and exports of rice and vegetables increased, imports of wheat increased, and
production and consumption of meat increased. Water rotation distributes
irrigation through the delivery systems to farms and both influences, and is
influenced by, cropping patterns. Canals are left dry during January for
clearing by farmers. During the rest of the year water is provided on a
7-days-on and 7-days-off basis. In rice areas a 4-day cycle is followed. No
water is officially allowed for berseem after May. This is to break the life
cycle of cotton pests that live in berseem during the winter.

(1) Crops

(a) Coarse Grains: Maize, Sorghum, Millet

9.21 Staple food grains of the farm family receive priority over all
other cereals in area and production. Three-quarters of the annual production
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of 2.5 million tons of maize is grown in the Delta; production tapers off
toward the south and becomes negligible near Aswan, where it is replaced by
more heat-tolerant sorghums and millets. About 0.8 million tons of sorghum/
millet (mostly sorghum) are grown annually, equal to about one-third of maize
production. In the northern part of the Delta where the soil is heavier and
less well drained, maize is replaced by rice. Sorghum and maize are competi-
tive crops in the transitional zone in the south as are rice and maize in the
north. Figure 2 based on the data in Table 9.4, shows the important indexes
for maize since 1950.

Table 9.4: MAIZE: AREA, PRODUCTION, YIELDS

Production Yield
Year Production Index Area Index Yield Index

(averages) (million (million (of area) (tons/feddans)
tons) feddans)

1950-54 1.568 100 1.746 100 0.897 100
1955-59 1.624 103 1.84 105 0.877 97
1960-64 1.823 116 1.727 98 1.055 117
1965-69 2.269 145 1.510 86 1.502 167
1970-72 2.384 152 1.519 87 1.569 174
1973-75 2.550 162 1.746 100 1.460 163

Source: Ministry of Agriculture.

9.22 As shown in Figure 2, increased yields of maize areas rather than
increased size of these areas have been responsible for the higher production
levels. The lower curves in the Figure show the percentage of the maize area
grown in the traditional flood season (Nili) and the percentage grown in the
simmer. Yields in the summer season are about 70 percent higher than in the
Nili season but water availability has limited summer plantings to less than 5
percent of the total maize area. The figure shows the dramatic technological
change that took place in the 1964-65 season when enough water bacame available
from the Aswan High Dam became available. Water became freely available in
the summer from that time and summer plantings quickly rose on average from 16
to 72 percent of total acreage, with a consequent decline in the Nili season
crop. Average yields are very good at this time but some evidence strongly
suggest that the factors of production used in growing maize are producing
below capacity and that the domestic foodgrain gap can be met without either
imports or increased plantings at the expense of other crops. First, the Ford
Foundation reports that although high-yielding maize hybrid seed is available
to farmers, less than one-third of the maize area is planted with it. The
prevailing farm system requires a dual purpose, lower-yielding type to provide
foodgrain for on-farm breadmaking and simmer fodder for the farmer's animals.
Furthermore, hybrid maize seems to be more susceptible to certain diseases
than local varieties. For the small farmer operating close to the margin,
with perhaps some bad experience with the Government-controlled marketing
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system and only intermittently exposed to a weak extension service, the
primary concern is with survival and self-sufficiency in the traditional
manner.

9.23 The second major restriction on maize yields is drainage (see Table
9.5). The yields are the three-year average before installation of tile drain-
age and the three-year average after installation. For the El Minya and Beni
Suef Governorates the weighted average increase is 31 percent, which agrees
with the El Fayoum figures. Even with the drainage installed, the yields are
generally below the average for the country. On the available evidence with
wide margins for estimate errors, it seems clear that Egypt could produce
enough maize without increasing the use of scarce land. It is just as clear
that no simple solution, such as improved varieties alone, will be sufficient
without an associated change in the farm system and market conditions.

Table 9.5: EFFECT OF DRAINAGE ON MAIZE YIELDS

Locality Area Before After Increase
(feddans) - (tons/feddan)-- (percent)

El Minya Governorate
Maghagha 700 1.40 1.54 10
Mayana El-Wakf 2,005 0.98 1.12 14
Malatin 2,300 0.56 1.12 100

Beni Suef Governorate
El-Wasta 13,000 0.890 1.12 26
Nasir 19,500 1.000 1.33 33
Ehnasia 14,500 0.812 1.02 26

El Fayoum Governorate
Toutoon 1.07 :L.53 43
Kasr El Basel 0.99 1.19 20
El-Ramidia 0.99 1.28 30

Weighted Average Yield 0.90 1.18 n.a.
National Average Yield n.a 1.50 n.a.

Source: Arab Republic of Egypt, Ministry of Irrigation, Upper Egypt Drainage
Project, General Report, Cairo, 1971.

(b) Rice

9.24 Rice is an extremely valuable crop to Egypt, both as a foodgrain for
the people and as an export earner. Among primary products rice is second only
to cotton in export earnings, but these usually amount to only 12 percent of
cotton export income; in 1975, rice exports were LE24 million compared with
cotton exports of LE201 million. Because of heavy water requirements, about
96 percent of rice production is restricted to the northern part of the Delta
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where an irrigation rotation in the canals of 4-days-wet to 4-days-dry is
guaranteed.

9.25 During the period 1950-75 the area planted in rice doubled, yields
rose by almost one-half, and production almost tripled (see Table 9.6 and
Figure 3). The three major factors influencing production were: (i) the
provision of water from the Aswan High Dam, (ii) Government intervention
through area requirements, and (iii) the introduction and acceptance of a new
high-yielding variety of rice. Before water became available from the High
Dam, the rice area was contingent upon the Nile flow during summer and so it
generally fluctuated below 700,000 feddans. After 1965 the area expanded to
over a million feddans and stayed at that level. Government quota policy at
this time required a substitution of rice for maize in the northern Delta
because the soil was better suited for rice where drainage was impaired.
Furthermore, the production of rice for export had different fiscal implica-
tions from the production of maize for domestic consumption. The third major
influence on production was the development of the Nahda variety of rice.
During the 5 years from 1955-59 when its use spread to 85 percent of plant-
ings, rice yields rose 33 percent.

Table 9.6: RICE (PADDY): AVERAGE AREA, PRODUCTION, AND YIELD

Area Yield Production
Million Tons/ Million

Period feddans Index feddans Index tons Index

1950-54 0.519 100 1.59 100 0.834 100
1955-59 0.654 126 2.12 133 1.385 167
1960-64 0.799 154 2.23 140 1.785 215
1965-69 1.033 199 2.10 132 2.177 262
1970-72 1.142 220 2.23 140 2.549 307
1973-75 1.034 199 2.24 141 2.313 279

Source: Ministry of Agriculture.

9.26 Besides its importance as a domestic foodgrain and as an export
earner, rice is also valuable as a reclamation crop in the new lands during
the salt-leaching phase of development. The overall average yield of 2.3 tons
per feddan is quite high considering the salinity of some areas. Future
increases in output should come from a decline in salinity in the land, the
development of salt-tolerant varieties of rice and varieties resistant to
blast disease and skin borers as well as from an increase in planted areas.

9.27 In the long run rice production can be increased substantially by:
(i) double cropping, and (ii) extending areas under cultivation into Upper
Egypt. Double cropping would be a major departure from traditional rotation
practices and would require considerable research into suitable varieties.
In the northern Delta where there is a high water table, technical factors
favor rice over other grains and cotton. Cool season varieties of rice exist



Figure 3
(Para 9.25)

INDICES OF RICE (PADDY) AVERAGE AREA, YIELD, AND PRODUCTION, 1950-1976

300 1 -T -1 ' I T I I

2q1 __..__ PRDCION_

240

24 t - __ _ _ __ __ _ __X __; _ ___

*z 200

0

3X 160

0

1950 '6_U___6_6 'B 6 6 6 7 '2'41

-4--
1950 '62 '84 '68 '6 '80 *62 84O8 to8 '20 '72 '74 976

CROP YEAR (AVERAGESI

Woadd Bank-1665S



- 15 -

for double cropping, notably in Japan, and could be adapted for Egypt. In
other parts of the world, rice is continually double cropped without delete-
rious effects, although it does put greater strain on technical services.
Expanding the production of rice would curtail production of other crops and
it would be necessary to improve the canal networks. Substitution of winter
rice for some winter wheat would lead to a net increase in foodgrain without a
loss of cotton production.

(c) Cotton

9.28 Egypt is a minor cotton producer, growing only about 4 percent of
world production, but it is a major cotton exporter, second only to the United
States. Production is concentrated in the long-staple varieties. Egypt's
share of world trade of long-staple cotton is around 40 percent and its share
of extra-long-staple is about 60 percent. Its influence in the long-staple
market is extended as the other major producer, Sudan, follows Egypt's lead.
For the country as a whole cotton has been the nexus around which economic
activity revolved for over 100 years. Gross national product, economic devel-
opment, consumption, foreign relations, and village-level activity have been,
and still are, reflections of the cotton harvest. For the farmer cotton has
been the major source of cash. The basic rotation and allocation of farm
inputs always began with the cotton production decision. In recent years,
however, this influence has been weakening steadily. From a high of nearly 2
million feddans in cotton during the late 1950s to mid-1960s, planting dropped
to an estimated 1.24 million feddans in 1976, the lowest since World War II
disrupted international cotton trading 30 years ago. Production fell from 1.5
million tons of seed cotton in 1965 to 1.06 million tons in 1975. Farmers are
wary of Government controls and declining profitability and are turning to
more rewarding crops within the limitations of the compulsory delivery system.
Cotton producers receive less than 60 percent of the value of their crop
(adjusted for transport and processing). Yet even in 1975 cotton and cotton
products still accounted for about 53 percent of total commodity exports.

9.29 Trends in cotton planting from 1910-75 are shown in Figure 4. Four
general observations can be made:

(i) the secular trend of around 1.7 million feddans;

(ii) the major departure from the trend in World War II;

(iii) the cyclical nature of plantings;

(iv) the change in direction of the trend since the national-
ization of the textile industry in 1961.

Over the entire period there has been a secular trend of around 1.7 million
feddans of cotton area, with 82 percent of the observations lying within the
range 1.5-1.9. With the obvious effects of World War II removed, 95 percent
of the observations lie within this range. This is to be expected since in
a three-year rotation cotton appears once in six seasons, and 1.7 million
feddans is approximately one-sixth (16 percent) of the total cropped area.
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Until the nationalization of the textile industry in 1961, the only signif-
icant departures from the trend of plantings were downward, with the last 10
years indicating a new long-term direction rather than a cyclical or shock
movement. This is attributed to decline in relative profitability of cotton
at the farm level. The short-term cyclical fluctuations around the trend line
probably represent a lagged response to previous prices and stocks with some
seasonal effect.

9.30 The indicators for area, yield, and production of cotton for 1950-76
are shown in Figure 5. During this period the gross cropped area expanded
through changes in intensity of land use and extension of farmed areas, result-
in an even more serious decline in cotton plantings as a proportion of the
total than shown by the simple time series. Although Government control over
land allocations was expanded considerably, the response of farmers to declin-
ing profitability was so immediate that the Government's quota decisions
amounted to little more than ex post recognition of what farmers had already
done. Counteracting the decline in area planted was a strong increase in
yield owing to an excellent breeding program. As with other crops, cotton
land is producing below capacity. With installation of drainage, production
was increased as much as 100 percent in some areas (see Table 9.8). The
weighted average yield was increased 40 percent when comparing 3-year average
yields before and after drainage installation.
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Table 9.7: COTTON: AVERAGE AREA, PRODUCTION, AND YIELD
1950-76

Year Area Seed Cotton Lint Seed Yield
(million feddans) …(million tons)T (tonsjfeddan)

1950-54 1.765 1.073 .371 .702 .608
1955-59 1.791 1.146 .393 .753 .641
1960-64 1.751 1.278 .443 .835 .729
1965-69 1.694 1.322 .478 .844 .784
1970-72 1.568 1.414 .511 .904 .901
1973-75 1.466 1.211 .437 .761 .823
1975 /a 1.346 1.061 .382 .668 .788
1976 _b 1.300 1.126 .403 .780 .866

Major Indices

Year Area Production Yield

1950-54 100 100 100
1955-59 101 107 105
1960-64 99 119 119
1965-69 96 123 128
1970-72 88 131 148
1973-75 83 112 135
1975 /a 76 98 129
1976 /b 73 105- 142

/a Single year figures for comparison.
/b Estimate only.

Source: Computed from Ministry of Agriculture data.
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Table 9.8: EFFECT OF DRAINAGE ON COTTON YIELDS, 1970

Locality Area Before After Percent
(feddans) (kantars /feddans) Increase

El Minya Governorate
Machagha 700 5.0 6.5 30
Mayana El-Wakf 2,005 5.0 6.0 20
Malatin 2,300 2.0 4.0 100

Beni Suef Governorate
El-Wasta 13,000 3.33 5.0 50
Nasir 19,000 4.15 5.8 40
Ehnasia 14,500 4.8 6.3 31

El Fayoum Governorate
Toutoon 3.36 4.57 36
Kasr El Basel 3.3 3.75 13
El-Hamidia 3.0 3.47 15

Weighted Average Yield 4.07 5.67 39
National Average Yield (1970-72) 6.51

Source: General Report, Upper Egypt Drainage Project, Ministry of Irrigation,
Arab Republic of Egypt, August 1971.

(2) Winter Crops.

(a) Wheat

9.31 Wheat is the major food crop, with per capita consumption of about
145 kilograms a year for urban dwellers and 88 kilograms for those in rural
areas. Because of the increase in the population and m:igration from rural to
urban areas where real income is higher, effective demand for wheat has been
pushed up strongly at a time when wheat acreages have generally been falling.
As shown in Table 9.9, the average area of wheat was 1.571 million feddans in
the early 1950s and had slipped to 1.297 million feddans in the early 1970s.
Trends for the 20-year period are illustrated in Figure 6. The area planted
in wheat has risen again to about 1.3 million feddans, concurrent with in-
creases in farm-gate prices, but because of the increasie in the total crop
area, its relative decline has been greater than these raw figures show.
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Table 9.9: WHEAT: AVERAGE AREA, PRODUCTION YIELD,
AND PROPORTION OF TOTAL PLANTINGS

Gross
cropped

Area Production Yield area Percent
(million (million (tons/ (million of total

Period feddans) tons) feddan) feddans) Plantings

1950-51 1.571 1.318 0.84 9.5 16.5
1955-59 1.501 1.464 0.98 10.0 15.0
1960-64 1.387 1.504 1.08 10.1 13.0
1965-69 1.268 1.362 1.07 10.3 12.0
1970-72 1.297 1.620 1.25 10.5 12.0
1973-75 1.337 1.918 1.43 10.8 12.0

Source: Ministry of Agriculture.

9.32 As a proportion of the total cropped area, wheat fell from 16 to 12
percent from 1950-75, about the same as for cotton. Production continued
to rise, however, because the effect of yield outweighed that of area planted.
By 1975 production was at a record level of more than 2 million tons, mainly
as a result of better varieties and input usage. During this period popula-
tion rose 90 percent (from 20 million to 38 million) while wheat production
increased only 45 percent. Changes in consumption patterns have worsened the
situation, and the import bill for wheat is a major hard currency burden on
the balance of payments. Egypt now imports around 60 percent of its wheat (3
million tons), and this makes it vulnerable to price fluctuations on the inter-
national grain marketX For instance: in 1972 the average import price was
LE30/ton cif; by 1973 it was LE73/ton, rising to LE100/ton in 1974; in 1976 it
had fallen back to less than LE70/ton. Wheat import statistics for 1974 and
1975 are shown in Table 9.10. In 1974 wheat imports accounted for 68 percent
of consumer commodity imports and 28 percent of total imports. The comparable
figures in 1975 were 52 percent and 20 percent.
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Table 9.10: IMPORTS OF WHEAT BY VOLUME, VALUE, AND PRICE, 1974-75

1974 1975
Item Quantity Value Price Quantity Value Price

(million (LE (LE/ (million (LE (LE/
tons) million) tons) tons) million) tons)

Wheat (grain) 3.206 301.6 94.1 2.939 252.2 85.8
Wheat, flour .418 41.5 99.2 .705 58.3 97.3

Total grain equivalent 3.760 343.0 - 3.870 320.0 -
Total consumer com-
modities imported - 500.0 - - 612.5 -

Total commodity imports - 1,247.0 - - 1,610.0 -

Source: Ministry of Planning, 1976.

9.33 This is a serious situation only if those resources diverted to
other products are earning less in terms of convertible foreign exchange.
This would appear to be so as relative world price movements have been in
favor of wheat in the short run. A number of studies have examined the
question of whether Egypt should produce high-value crops in which it may have
a comparative advantage (for example, long-staple cotton) and import some
foodgrains, or whether it should diversify and be reasonably self-sufficient.
There is no simple answer to this question. Much depends on the mean and
variance of supplies, domestic and foreign, and the related mean and variance
of relative prices, as well as the different distributional consequences of
domestic production versus imports. Policy goals need to be specified and a
methodology adopted to measure the trade-offs in terms of objectives over the
planning period. Recent wheat imports may be viewed in the long run as a
temporary shock not requiring resource adjustment. If this degree of variance
is unacceptable, however, resource reallocation may be desirable. Questions
of equity should also be considered since cotton production puts foreign
exchange into the hands of the Government, berseem production puts meat on the
table of those who can afford it, and grain production reaches the masses.

9.34 Apart from the area allocation problem, wheat output may be increased
by improving land factor productivity. To cite again the upper Egypt drainage
project, wheat yields were increased by 20 to 100 percent for 3 years with
drainage compared with 3 years without drainage. Obviously, these effects
arose for other reasons as well, such as the increased attention that went
into the project. A great deal can be achieved with changes in technology,
such as correct fertilizer use, credit, and so forth. The experience with one
of these varieties, Mexican high-yielding wheat, is shown in Table 9.11.
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Table 9.11: WHEAT: AREA AND YIELD OF DIFFERENT VARIETIES

Area
(Thousand feddans) Yields, (Ardebs/feddan)

All /a All /a Other
Year Varieties HYV Percent Varieties HYV Varieties

1972 1,239 4 0.3 8.69 11.45 8.68
1973 1,248 67 5.4 9.82 13.68 9.60
1974 1,369 507 37.0 9.17 10.26 8.52
1975 1,394 187 13.4 9.72 11.34 9.47
1976 1,387 180 12.9 - -

/a High-yielding varieties of wheat of the Mexican short-straw group.

Source: Ministry of Agriculture.

The spectacular rate of acceptance of the HYVs, from 0.3 percent of total area
planted in 1972 to 37 percent in 1974, is almost matched by their rate of
rejection; the drop was from 37 percent in 1974 to 12.9 percent in 1976. The
immediate cause of the drop in 1974 was the high temperature in the milky
dough stage. The effect was a decrease in yield, which, while still above
that for other varieties, was insufficient return to the extra factors in-
volved. For the HYVs gross returns are higher, but net returns are less.

9.35 In general, the complaints about the HYVs are that they required
higher labor inputs and cash, that the value of straw was less and the darker
wheat was less acceptable, flour extraction rate was less, and lower water
absorption led to problems in baking. Of particular importance is the combina-
tion of staggered ripening of the multiple tillers and grain shedding. The
harvest time is more critical with greater relative losses. Furthermore, the
harvest coincides with corn cultivation, whereas other wheat varieties can
wait. Perhaps the most serious drawback of the HYVs in terms of food supply
is their lack of resistance to rust under local conditions. In 1977 a Gov-
ernment campaign led to another expansion of these wheats with similarly
unfortunate results as in 1974. Once more there is an urgent need for an
intensification of applied research and extension services coupled with
complementary pricing and investment policies. Demand for wheat will rise
faster than the projected population increase of 2.3 percent a year as incomes
rise and more of the population moves to urban centers. The derived demand
for convertible foreign exchange for wheat imports will go up accordingly,
fluctuating with world grain supply. Egypt has to make two decisions here:
(i) how much wheat to produce and how much to import through production and
exports of other crops, and (ii) what manipulations in sectoral conditions are
required to realize the quantities desired. This entails detailed economic
and financial consideration of public and private profitability, measured in
terms that include the average and the likely variance of the outcome.
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(b) Berseem (Egyptian Clover)

9.36 Berseem covers 26 percent of all of Egypt's cropped areas, a total
of 2.8 million feddans. This is more than the combined area of its two major
competitors, cotton and wheat, which is 2.6 million feddans. Berseem is an
intermediate product, grown for either winter fodder or as a soil conditioner
before and after cotton (or rice and maize in rotation), and is planted from
mid-September to November. It is cut and fed to stock as green feed from
December to May. If one or two cuts are taken, the residue is turned in
and the land prepared for spring planting of cotton. If more cuts are taken,
as is becoming common, cotton planting is delayed, reducing its yield. If the
clover is kept for four cuts, no cotton crop follows. This type is called
full-season clover; clover plowed after one or two cuts is called short-
season clover. About 10 to 15 percent of full-season clover is left after the
third cutting for seed setting, and this is usually harvested in June.

9.37 Berseem yields are high; the first cutting is taken about 50 to 75
days after planting, the second after 50 more days and the others after 30 to
40 days. Four cuttings are usually taken from the full-season clover at about
4 to 6 tons per feddan per cut. Silage and hay are not commonly made.
Table 9.12 below shows total clover production for 1972.

Table 9.12: CLOVER PRODUCTION

Production
Cuttings Area Green Fodder

Type No. Weight (tons) (Million feddans) (Million tons)

Short-season 1 6.5 .848 5.512
Short-season 2 13.0 .385 5.005
Full-season 3 19.5 .188 /a 3.666
Full-season 4 26.0 1.398 36.348

Total 2.819 50.000

/a Area of seed production.

Source: H.A. El-Tobgy, Contemporary Egyptian Agriculture.

Although these yields are high, it should be possible to get more fodder
with less land because little breeding work has been done and, as elsewhere,
drainage is limiting yields. In some areas, increases in yields of up
to 97 percent have been gained after installation of drainage systems. 1/

1/ H.K. Bakhati, A.I. E-Shabassy, and others, Evaluation of Tile Drainage at
Mehallet Mousa (Cairo: Ministry of Agriculture, 1974).



- 26 -

By substituting improved factor productivity for area expansion, more animal
fodder can be grown without losing foreign exchange earnings from cotton or
foreign exchange savings from foodgrain production.

(c) Perennials

9.38 Sugarcane is a major industrial crop and the main field crop of
southern Egypt. Domestic supply has been unable to keep up with the demands
of a rapidly growing population for an item with a high income elasticity of
demand. Consumption of sugar is around 20 kilograms/head a year, and imports
of refined sugar are currently about 100,000 tons a year. The sugarcane area
has expanded rapidly from 96,000 feddans during the early 1950s to 220,000
feddans in 1975. It is generally grown for three annual harvests and is thus
outside the usual rotation. Most of the cane is grown under contract to sugar
mills and production is limited to milling capacity (see Table 9.13).

Table 9.13: SUGARCANE: AVERAGE AREA, PRODUCTION AND YIELD, 1950-75

Area Production Yield Index
Period (Thousand feddans) (thousand tons) tons/feddans of Yield

1950-54 96 3,306 34.5 100
1955-59 111 4,186 37.7 109
1960-64 122 4,726 38.7 112
1965-69 145 5,635 38.9 113
1970-72 194 7,475 38.6 112
1973 198 7,349 37.1 107
1974 208 7,018 33.7 97

Source: Ministry of Agriculture.

9.39 The recent decline in yields to the levels of che 1950s is the result
of poor drainage. Because it is in the ground for three years. there is a
long period for the buildup of pests and diseases, such ias ratoon-stunting.
The joint effort by the farmer and the mill requires a high level of technical
efficiency and supporting services since sugar production depends not only on
the tons of cane produced but also on the content of sugar in the cane. The
Egyptian sugar industry can increase output by restoring soil fertility and
reorganizing the interaction of miller and grower.

(3) Horticulture

(a) Vegetables

9.40 Vegetable plantings have expanded from about 259,000 feddans in
the early 1950s to 900,000 feddans in 1976. The major species are tomatoes,
potatoes, and melons, accounting for about two-thirds of both the total
planting and value of vegetables. Crops are grown during all three seasons
with summ!er vegetables predominating. Most of the vegetables are grown for
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urban consumption but an increasing amount is exported. Tomatoes dominate
in terms of area planted and cash value while potatoes are the leading export

vegetable.

9.41 Vegetable crops are advantageous to the producer because:

(i) they are labor-intensive--tomatoes require 192 man-days a year
compared with 99 for cotton and short berseem, and 65 for wheat
and maize;

(ii) they can be grown at various times of the year and thus
plantings can be adjusted to periods when labor is available.

(iii) their returns to labor are high;

(iv) they are not subject to farm-gate price controls and payments
go directly to the grower without passing through the coopera-
tive. (Controls do not exist on retail margins.)

9.42 From the standpoint of production, vegetables seem to make economic
sense but marketing of the crop is hampered on both the domestic and export
side. Export outlets are good in the short run but because other North African
producers are also expanding output, vigorous efforts in quality control and
cost efficiency are needed. Vegetable prices fluctuate widely and high wast-
age of the crop occurs in times of surplus. Domestic sales are mainly in the
urban areas and production has been limited to the capacity of the storage
and transport systems to deliver an acceptable product. In rural areas vege-
tables are not traditionally consumed in large amounts. This situation is
gradually changing, however, and the best long-run prospects seem to be in the
domestic market if accompanied by investment in marketing infrastructure and
in processing seasonal surplus. The most promising external markets are in
Saudi Arabi and the-Gulf States where market prices for good quality items are
high.

(b) Fruits

9.43 In recent years the area planted with fruit has greatly expanded.
Freedom of prices and marketing has served as an inducement to the farmer as
has the opportunity to intercrop during the gestation period. Once a field is
registered as an orchard, all acreage crop requirements are removed. Fruit
and vegetables are commonly grown (together) around cities. The most impor-
tant fruits are citrus, dates, mangoes, grapes, and bananas, representing
about 85 percent of the total value of production. Citrus fruits, mainly
oranges, predominate and orange exports are now third in importance of agri-
cultural exports, after cotton and rice. Almost all dates are locally con-
sumed, while some special varieties of mango are exported. The total area
planted with fruit crops expanded from 94,000 feddans in 1950-54 to about
285,000 feddans in 1975.
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(4) Animal Production

(a) Cattle

9.44 In the Egyptian system, animals compete with man as well as comple-
ment him in the production and consumption of scarce food supplies. Virtually
no rangeland is available for livestock and all fodder must come from arable
land; this leads to the fundamental problem of how to allocate a limited area
between food for animals and man. The spectacular long-run increase in the
berseem area and decrease in wheat and cotton areas are responses to relative
price signals. Meat prices are not controlled and production is heavily sub-
sidized. (Prices of imported beef c.i.f. are of the order of 50 piastres a
kilogram whereas the actual domestic selling price is about 160 piastres a
kilogram for somewhat the same grades.) Because of an unevenly applied price
policy that favors berseem and meat production and lowers the profitability
of traditional crops, cattle holding is often the only investment outlet for
the small farmer. For the fellahin the animal is not only a direct source of
food (meat, milk) and an indirect source as draft power for foodcrops; it is
also a status symbol, a store of wealth and insurance. A simple technical or
economic analysis may partly explain Egypt's livetock industry but leaves much
of the complex interrelationships untouched. Traditionally, the livestock
industry has not been independent from crop production but plays an inter-
mediate role with crops as the final output and meat and milk as residuals.
As population builds up, so does demand for food and hence demand for animal
draft power and meat.

9.45 Animal feed is in chronic short supply, especially in the summer.
Winter feed is mainly berseem and summer feed is straw and concentrates, such
as cereal grains and cottonseed cake. The substitution of berseem production
for wheat and cotton aggravates the simmer feed shortage and has necessitated
feed imports. An excellent feed balance study by the Ministry of Agriculture,
which is discussed by El-Tobgy, shows that animals merely survive on a hunger
ration during summer and autumn, whereas the surplus winter protein is a
wasteful and expensive source of energy. 1/

9.46 Although meat production rose from 238,000 tons in 1960 to 302,000
tons in 1974 and imports increased to 21,000 tons, animal per capita consump-
tion of beef and poultry fell from 12.2 kilograms a head a year to 11.6 kilo-
grams a head. Since animal products have a high income-elasticity of demand,
this indicates either an overall slight decline in per capita real income or a
redistribution of income favoring a smaller group over a larger one. It seems
likely that it has been the latter because meat consumption has shifted to
urban areas where there is more purchasing power. With prices of meat uncon-
trolled, and its production enjoying considerable protection, the price of the
limited supply has been pulled upwards at a faster rate than the overall price
rise.

1/ Kotb and Others, Nutritional Status of Livestock in Egypt, Ministry of
Agriculture, 1973.
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(b) Poultry

9.47 Poultry production makes eminent economic sense under Egyptian con-
ditions. The principal reasons are: (i) conversion ratios of up to 3:1 of
grain per kilogram of poultry versus the 10:1 ratio for beef; (ii) commercial
poultry production is capital-intensive whereas beef is more land-intensive
because of its feed requirements; (iii) poultry production can be organized in
a specialized manner with relatively few highly skilled operators, whereas
beef is produced by many small farmers who have multiple objectives, many
of which are other than economic; and, (iv) the short breeding cycle of
poultry makes it amenable to rapid improvement in breeding for specific
traits.

9.48 Egypt has begun to invest heavily in this activity. From previously
negligible levels, public sector investment in poultry in 1972 rose to LE6
million out of a total Ministry of Agriculture investment budget of LE9.8
million. This sort of investment is economic only if the net social benefits
are greater than the costs -- that is, the investment must be productive, and
the scarce funds must find their best use in this subsector. Concerning
the first point, a joint study by the Ministry of Agriculture and the United
States Department of Agriculture and USAID concludes that many public sector
broiler houses are either overdesigned, operating under capacity, or needlessly
delayed in completion. 1/ The public sector units, the cooperative units, .and
specialized private sector producers are all hampered by shortages of feed and
birds. Foreign exchange allocation for feed, antibiotics, and materials are
restrictive. Despite the heavy direct investment, about 90 percent of the
chickens and eggs are still produced on traditional small farms. The report
recommends that the present units be completed and that the operation and
expansion of intensive broiler production be tailored to the availability of
foreign exchange and management capacity. With regard to the second point,
it must be acknowledged that public funds for investment in agriculture are
extremely limited. This being so, there is a strong case for encouraging
production by small farmers. The case is strengthened on grounds of equity.

1/ U.S. Department of Agriculture, Egypt: Major Constraints to Increasing
Agricultural Productivity, Foreign Agricultural Economic Report No. 120
(Washington, D.C. 1976), pp. 133-137.
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CHAPTER 10

AGRICULTURE: POLICIES, ISSUES, AND RECOMMENDATIONS

A. Introduction

10.01 The Government's basic strategy and policy objectives for the
agricultural sector can be traced back to the 1952 revolution, which had
as one of its major goals the alleviation of rural poverty. The first moves
were asset and income transfers within the sector and the legal position of
tenant farmers. Transfers of assets were effected by the land reforms of
September 1952, income transfers by fixing taxes and rents, and legislation
was passed against tenant displacement. It was clear that redistributive
measures alone would be insufficient, however, and .that an increase in the
productive base would be necessary. With only 3 percent of the land area
under cultivation and much of the Nile's waters unused, the obvious solution
was to enlarge the resource base by increasing irrigation supplies and ex-
tending the farmed area. This led to the decision to build the Aswan High
Dam and to institute the New Lands reclamation program.

10.02 This program placed a heavy burden on the public finances at a time
when the largest economic sector and thus the most significant source of
funds was agriculture itself. The effort to extract the required resources
from the agricultural sector led the Government to intervene directly on an
increasingly wider scale--from the nationalization of the cotton trade in 1961,
to a system of Government monopolies, exchange controls, price differentials,
and compulsory delivery quotas on the export crops in order to maintain sup-
plies. A second land reform was introduced in 1961. Beginning in 1963 the
Government also reorganized the cooperative system with two objectives:
first, to promote efficiency through land consolidation, pest control, and
modernization while retaining private ownership of small farms; second, to
make the cooperative a Government agency for collection and distribution.
This market intervention was designed to maintain rural incomes by guaranteed
minimum prices and at the same time to extract a surplus to pay for a consumer
subsidy program to maintain urban incomes. The intervention further provided
investment funds for nationalized industry as well as captive markets for its
output at protected prices. The domestic fertilizer indiustry, for example,
was protected through the establishment of the Fertilizer Fund and distribu-
tion of fertilizers through the cooperatives. The Govern-ment's subsidy
program for urban consumers mainly affected wheat and cotton, leading to
compulsory wheat deliveries and the purchase of cotton at prices below those
in the free market.

10.03 This system of government controls represented a formalization
and intensification of activities that had loosely existed long before the
revolution. Public investment in irrigation infrastructure was an ancient
tradition, cooperatives had existed for some 50 years as had production
controls to manage supplies. Price interventions through export taxes were
introduced in 1948; stock interventions to protect domestic income from
foreign shocks dated back to the second World War when international trade
was disrupted; and subsidies have been in force, either directly or through
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foreign exchange premiums, at least since 1952. 1/ The policy package intro-
duced in the 1960 was basically unaltered, with marginal changes resulting
from introduction of the "open door" policy in 1973. What was new were the
land reforms and the pervasive circumscription of the private sector. Govern-
ment interventions have become so widespread that they have led one observer
to comment "while .... statistically, the agricultural world is included
within the private sector, the regulatory powers of the government are so
intensive as to deprive the categorization of much meaning".2/

B. Policy Performance

10.04 Initially the system promised the achievement of sectoral, indus-
trial, and consumer ends in a reasonable time. Shortfalls in growth soon
manifested themselves, however. Although the first Five-Year Plan achieved a
35 percent rise in GDP, which was close to the 40 percent target, agriculture's
growth rate was only about 1.5 percent a year as against the planned 5 percent
a year. Sector targets were "obviously out of touch with realities."3/ Con-
tinuing poor performance after 20 years of systematic planning points to the
need for serious reconsideration. It is not easy to evaluate the performance
of individual instruments given the problems of the data base, the multiplicity
of instruments, and the complexity of Egyptian farming. Vital information on
employment, land tenure, and physical input-output relationships, is either
too old or unreliable. Many instruments, such as exchange rate manipulations,
are implicit in their effect and are difficult to trace. Targets are not
separated from goals and are often not tied to particular instruments. Over-
all, however, evidence suggests that agricultural growth rates are low, real
incomes per capita in agriculture are static or falling, and the small
farmers often manage to circumvent the system. Furthermore, the Ministry
of Agriculture's submissions of September 1976 for the draft Five-Year Plan
point to a serious problem of management. This document states, "Agricultural
production is primarily a private venture, being carried out by some 2.6 mil-
lion smallholders, with a wide variety of capacities, activities, and irriga-
tion and drainage techniques, but where all are characterized by dispersal and
small size. Under these circumstances, it becomes impossible to carry out
centralized directives enunciated by the Plan."

10.05 The major problems of Egyptian agriculture stem from (1) a system
of inflexible, conflicting price controls that neither allocated resources
nor adequately supported the profitability of enterprises; (ii) heavy implicit
taxation of agriculture, which depressed rural incomes and led to levels of
about half those in the urban sector; (iii) the inability of heavy public

1/ Hansen, B. and G. Marzouk, Development and Economic Policy in the UAR,
1965, p. 242.

2/ John Waterbury, Public versus Private in the Egyptian Economy, Hanover,
N.H.: American University Field Staff Reports, XXI, 5, 1976, p. 5.

3/ Hansen and Marzouk, D. 296.
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investment in the new lands to add substantially to output; (iv) acceleration
of drainage problems; (v) rapid urbanization and population growth, which
increased consumer demands for resources and decreased the exportable surplus;
(vi) overestimation of the surplus available from the agricultural sector;
and (vii) uneven extraction incidence among different activities in the
sector. The following sections describe in more detail the policy instruments
and raise the main issues to be dealt with at the presentt time.

C. Prices and Markets

10.06 Prices of inputs and outputs are set in two parallel markets.
These are the free village market, subject to demand ancd supply considerations,
and the cooperative marketing system through which the state bank purchases
crops on behalf of the Government. Each market is distinct in price and
other characteristics, but some cross-influence occurs. Cotton and a percent-
age of major export or import-substitution crops are sold only through the
cooperative systems; while amounts that are over the quota and other crops may
be sold in either market. To illustrate the system, Table 10.1 gives quota
requirements during the 1965-70 period.

Table 10.1. MINIMUM COMPULSORY DELIVERIES FOR REQUISITION
CROPS, 1965-70

Compulsory
Minimum compul- Average yield deliveries as Free
sory deliveries per feddan percentage of retention
per feddan (in (for the period average yields ratio

Crop absolute numbers) 1965-70) per feddan (percent)

Cotton - - 100.0 0.0
Wheat (in ardeb) 2 7.25 27.6 72.4
Rice (in daribas) 1.5 2.25 66 33.0
Onions (in tons) 4 7 57 43.0

Source: Abdel-Fadil, op. cit., p. 89.

All the cotton, 27 percent of the wheat, 66 percent of the rice, and 57
percent of the onion crop on average were requisitioned at prices determined
by the state agency as the monopoly buyer. Since then the list has grown
to include other crops such as sesame, groundnuts, broadbeans, and lentils.
In 1977 wheat quotas were dropped as farmers increased acreages in response to
price rises. Comparisons of prices in the two parallel markets during the
1965-70 period are given in Table 10.2.
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Table 10.2. AVERAGE GOVERNMENT PROCUREMENT PRICES AND AVERAGE
FREE-MARKET PRICES, 1967-68

Average prices for Average price for Price
compulsory purchases free retentions differential

Crop (LE) (LE) (percent)

Wheat (per ardeb) 4 5.1 27.5
Rice (per dariba) 20 40.0 100.0
Onions (per ton) 11 16.5 50.0

Source: Abdel-Fadil op. cit., p. 89

Compulsory prices in the cooperative system were well below the average of
those on the free market, ranging from 50 percent to 20 percent lower.
Furthermore, free-market prices have risen much faster over time. Producer
prices for cotton, for example, have risen at an average of only 1.7 percent
a year since 1950. During the past 10 years the rise has accelerated to 3.7
percent a year, but as the prices of purchased inputs have risen 5.8 percent
a year, a 2.1 percent net shortfall has resulted, even with subsidies. This
contrasts with long-season berseem, cotton's main competitor, which had an
estimated increase of output prices of 11 percent a year and an increase
in input prices of 5 percent, leaving a net increase in return of 6 percent.
Like cotton, rice and maize have had increases in prices for their output
that have been less than the increases in the prices of their inputs (see
Table 10.3).

Table 10.3. ANNUAL PERCENTAGE CHANGES IN OUTPUT AND INPUT PRICES,
1965-75

Commodity Output Input Difference

Berseem /a 11.0 5 /b 6 /b
Rice 5.4 7.1 -1.7
Wheat 6.8 5.2 1.6
Maize 6.0 6.3 -0.3
Cotton 3.7 5.8 -2.1

/a Actual prices are available on a per cut per feddan basis for some
years only. Missing data approximated by using meat price indices.

/b Estimated.

Source: Computed from Ministry of Agriculture data.
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(1) Taxes and Subsidies on Input Prices 1/

10.07 Direct subsidies are now paid by the authorities on (i) pest control;
(ii) fertilizers; (iii) gypsum; (iv) improved seeds; (v) pest control, in
general; (vi) fodders; (vii) fuel oil and diesel, and marLy minor items. In
1972 and 1976 incentive payments were made to expand cotton plantings, and in
1973 such payments were made for early cotton plantings. As shown in the
summary table, most of the payments have gone to pest control on cotton, while
fertilizer subsidies have become important only since 1975 (Table 10.4).

Table 10.4. DIRECT SUBSIDY PAYMENTS
(percentages of total)

1972 1973 1974 19751 1976 1977-

Pest Control on Cotton as
percent of total 84.7 79.5 90.5 27.2 35.2 58.3

Imported Fertilizer as
percent of total neg. neg. 2.4 68.7 52.7 14.0

/a Allocated.

Source: General Authority for Agricultural Crops Stabilization Fund.

Domestic prices have remained relatively fixed since 1960. During the period
1960-73 imported fertilizers were taxed in order to protect local production.
Since 1974 when world prices began to rise sharply, all fertilizer prodution
has been heavily subsidized. Domestic production now accounts for 40 percent
of fertilizer requirements.

10.08 Indirect subsidies are far more important and are composed mainly
of the unrecovered portion of public sector costs, including investment in
agriculture and irrigation infrastructure, operation of the irrigation
system, and provision of agricultural services. The total cost of these
indirect subsidies has averaged about LE75 million a year (after deduction
of LE15 million/year in land taxes) compared with about LE12 million a
year for direct subsidies. The subsidies are made through (i) nonrevision of
land tax schedules; (ii) exemptions from payments of land and income taxes;
(iii) absence of water prices; and (iv) direct public sector investments.
Wages are supported through consumer subsidies and taxed through lower pro-
ducer prices.

1/ For detailed treatment of pricing, see World Bank Staff Paper, "Egypt-
Agricultural Prices, Taxes and Subsidies," (Washington, D.C.: World
Bank, 1978).
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(2) Taxes and Subsidies on Output Prices

10.09 Two major types of implicit taxes predominate. One is an export
tax of 40 to 50 percent, which is derived from the higher-valued exchange rate
for agricultural transactions. The second is a differential in terms of local
currency between the fixed buying price of the Government agency and its
selling price.l/ For rice the price differential has resulted on average in
a 25 percent tax using the nominal rate of protection. The net effect of
input subsidies, output price differentials, and the exchange rate tax was a
net tax rate on value added of about 30 percent on average, but rose to 87
percent in 1974. For cotton, the net tax rate has been around 55 percent,
rising to 79 percent in 1974. For wheat and maize, the import substituting
crops, taxes through price differentials have generally been near zero, with
a small degree of taxation in some years and subsidization in others. Using
the adjusted world price equivalent as the numeraire, however, it is clear that
the usual outcome is net taxation on value added, which has risen recently to
50 percent in both the export-earning and import-substituting groups. Meat
production has been heavily protected through exchange controls and the
effective subsidy rate is currently over 100 percent. Berseem production
derives some protection as a meat input but its price is also influenced
through derived demand for draft animal power in crops that are taxed.

(3) Effects of Price and Market Policies

10.10 Under these policies, prices lost much of their function in resource
allocation and farmers became isolated from domestic and international
market forces. But the complex system of direct controls in lieu of prices
proved too slow for changing circumstances. Conflicting signals were sent to
producers and it became impossible to predict what the net effect would be.
Cotton policy is a clear example of massive policy confusion. The simultaneous
use of many policy instruments does not necessarily imply confusion but a net
effect directly opposite to stated aims certainly does. The farmer might be
subject to such diverse government measures as a heavy export tax and domestic
tax on output prices, a price support, a subsidy on pest control, either a tax
or subsidy on fertilizer, a subsidy on water supplies, a seed subsidy, physical
controls over input use and minimum area planted, and incentive payments to
expand his planted area and to plant the crop earlier. Although the number
of instruments may well equal the number of targets, it seems clear that the
measures are not operating independently. If nonprice variables are to sub-
stitute for prices and incomes, serious difficulties in estimation and imple-
mentation arise that are not being dealt with satisfactorily. The net effect
has been that cotton plantings have fallen to record lows, quota evasion is
widespread, efficiency is suffering, and relation between planners and farmers
have deteriorated. A similar situation prevails with other crops. Basically
the causes are (i) farms are non-specialized and can produce a wide combination

1/ All prices in these analyses are adjusted for equivalence of grade,
location, stage of processing, marketing costs, etc.



-36-

of competing crops at various input levels; (ii) the tax incidence affects
profitability of different crops unevenly; (iii) the output tax swamps the
input subsidies; and (iv) the ability and willingness of the Government to
police regulations has been deficient.

10.11 The changes in sown areas shown in Table 10.5 clearly indicate an
expansion of more profitable crops at the expense of less profitable ones.

Table 10.5. GROSS CHANGES IN SOWN CROP AREAS BETWEEN HID-1950s AND 1970s
(Millions of feddans)

Land Availability Increased Plantings

Wheat area reduction 0.234 Full season clover 0.700
Cotton area reduction 0.463 Vegetables 0.350
Cropped-extension area 0.700 Rice 0.300
Other crop adjustments 0.100 Fruit 0.140

Total 1.497 1.490

Source: Calculated from Ministry of Agriculture data.

During the period of controls, the total cotton and wheat area declined in
absolute terms by 0.697 million feddans. In relative terms the decline was
even greater as extra land became available. Clover, fruit, rice and vege-
tables expanded to take up the difference. A reasonable explanation is that
farmers, like everyone else, invest in the expectation that the crops they
grow will yield maximum profit.

D. Levels, Distribution, and Transfers of Income, and Employment

10.12 The two components of agricultural income are wages and profits
and for the past 10 years these have risen at about the same rate (when
rents are included in profits) for most controlled crops. A farmer's net
income depends to a great extent on his ability to minimize his plantings
of price-controlled crops. Vegetable growers with access to urban markets
have had larger increases in incomes than cotton growers, whose real incomes
seem to have fallen. This profit is capitalized into rents, so that cotton
land rent per year is currently about LE20 - LE30 per feddan compared to
LE120 per feddan for vegetable land, whose only difference is the quota allo-
cation. Wage earners in agriculture have suffered an income erosion as popu-
lation growth nominally employed in the sector shared a more slowly growing
income. In real terms, agricultural sector wages have declined faster than
the overall decline in real wages and are now about one-third of the average
real wage for all sectors. This is shown in Table 10.6. Real wages in the
whole economy peaked in 1974 and began to decline thereafter. The trend has
not changed substantially since then. Actual wage rates in agriculture in
1974-75 varied from 30-70 piastres per man-day, depending on region and
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season. At a weighted average of 50 piastres per day, the annual wage in
agriculture for 1974 shown in Table 10.6 represents 130 days worked per year
per worker. This suggests the possibility of serious underemployment in the
agricultural sector. In 1977 adult wage rates for unskilled farm labor ranged
from 40 piastres per man-day up to 120 piastres per man-day. The higher wages
are earned during the wheat harvesting season in May/June with higher rates
near cities. Unemployment peaks in January/ February during the winter crop
season. There are also regional differences in income distribution, depending
on the degree of industrialization and type of crop grown. The Institute of
National Planning estimated that by 1970 the weighted average per capita
income for the border areas was less than one-third that for urban areas; it
concluded that regional incomes are a function of the distance from these
urban areas.

Table 10.6: AVERAGE ANNUAL WAGES AND SALARIES BY ECONOMIC SECTOR
(LE at current prices)

1969/70 1970/71 1972 1973 1974 1975-

Agriculture 53.0 55.6 57.3 60.5 65.1 87.0
Industry & Mining 191.8 248.2 257.1 287.1 297.0 311.0
Construction 184.6 190.5 198.6 222.6 233.2 340.0
Transport & Communications 245.6 260.3 266.7 279.7 291.4 315.0
Trade & Finance 158.0 162.7 182.0 190.1 195.5 219.7
Other 283.1 299.4 305.9 320.0 366.9 (-)
Overall Average 142.6 157.3 167.5 179.7 195.2 244.0

Real Wages /b 142.6 153.6 158.5 156.5 153.9 (-)

Annual Change (Percent) +7.7 +3.2 -1.3 -1.6 (-)

/a Provisional.

/b Deflated by Consumer Price Index, 1969/70 = 100.

Source: Ministry of Planning.

10.13 Intersectoral transfers of income have been considerable, especially
the transfers out of the agricultural sector. The average subsidy rate on
full costs of agricultural production has been about 18 percent, whereas the
average tax rate on output of major crops has been about 30-40 percent.
Because of the greater weighting of the value of outputs, the net resource
transfer out of agriculture has been large. In 1975 if cotton growers had
received no subsidy on fertilizers and pest control and if no taxes were
levied on output, their cost of production per feddan would have risen by LE15
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whereas their income per feddan would have risen by LE175. The transfers to
the Treasury from the cotton crop alone more than cover the full cost of all
subsidies, direct and indirect, as shown in Table 10.7. To the net outflow
from cotton crops shown in Table 10.7 should be added the considerable con-
tribution of rice and other crops because the "total transfers in" recorded
in the table includes all crops; cotton is the only one dealt with in the
national accounts in terms of explicit Treasury transfers. Furthermore, it
seems valid to consider much of the current expenditure budget of the Minis-
tries of Agriculture and Irrigation as an income transfer to surplus employees
hired under the full employment program for graduates. Some of the public
sector investment may well be excluded from the list of "transfers in" because
much of the expense on new land is nonproductive. Various analyses of inter-
sectoral resource flows point to different conclusions depending on the
exchange rates applied and what items are considered as inflows. Within the
sector, the burden of the transfers out has fallen heaviest on those producing
the traditional crops. Those using more purchased inputs usually gain the
most from subsidies.

Table 10.7. NET EFFECT OF PRICE TRANSFERS
(LE million)

1973 1974 1975 1976

Transfers to Treasury of Cotton
Organization 64.8 136.8 54.0 92.4

Exchange rate gains 114.0 177.0 129.0 (100)

Total transfers out 178.8 313.8 183.0 192.4

Direct Subsidies 15.8 12.7 101.5 56.8
All Public Sector Investments in

Agriculture 51.0 54.0 84.0 49.0
Current Expenditure of Ministry of

Agriculture 16.4 19.8 21.3 26.0
Current Expenditure of Ministry of

Irrigation 18.4 19.9 26.0 28.8

Total transfers in 101.6 106.4 232.8 160.6

Net flow -77.2 -207.4 +49.8 -31.8

Source: Calculated from official data. Details are set out in World Bank
Staff paper, "Egypt - Agricultural Prices, Taxes and Subsidies"
(Washington, D.C.: World Bank, 1978).
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10.14 The most important asset transfers occurred as part of the land
reforms of 1952 when landholdings in excess of 200 feddans were requisitioned
by the Government for distribution to tenants in plots of at least two, and
not more than five, feddans per family. 1/ Excess holdings could also be sold
at fixed prices before the requisition. In 1961 the upper limit was reduced
to 100 feddans per person, and it was again reduced to 50 feddans per person
or 100 feddans per family unit by a reform law in 1969. By 1970 about 940,000
feddans had been distributed to more than 362,000 tenants and small farmers.
In addition, the Government laid down strict rent and tenure conditions for
leasing and initiated the multipurpose cooperative system, which enabled the
pooled working of fragmented parcels and provided a reliable credit channel
from the credit banks to the large numbers of small farmers.

10.15 But the greatest effect of the land reform has been in improving
conditions of tenant farming rather than in redistributing the land. After
all 362,000 farmers receiving land titles is not a large number compared
to more than 1 million tenant farmers benefiting from tenure reform. Even
after the reforms, about 40 percent of the total area continues to be rented.
Before the revolution, sharecroppers paid exorbitant rents for the use of land
with no certainty of continued use. Tenants paid rent to intermediate agents
who passed on a share to absentee landowners or to other intermediaries, with
each agent receiving a commission. Little credit was available. Under the
new laws, (i) land can be directly leased only to tenants who farm the land
themselves; (ii) the rent may not exceed seven times the basic land tax (this
condition often seems to be evaded in practice, however); (iii) sharecropping
rents must not exceed one-half the crop after expenses are deducted; and (iv)
leases must be in writing for at least 3 years.

10.16 Although land reform was an undoubted success in breaking the
political power of the large landowners and in improving conditions for small
farmers and tenants, it has fallen short of some of its major objectives.
With respect to small-scale farmers--by far the largest group--the reform
has been disappointing in that it provided only a temporary slowdown in the
long-run process of increasing smallness and poverty of farms. This was
inevitable, given a farm population that was growing faster than the farmed
area along with the existing inheritance practice. At the turn of the century
the average small farm plot was 1.5 feddans, while by pre-revolutionary 1952
it was 1.2 feddans per farmer for the same 95 percent of families. After this
it began to fall again, presumably because the size of the allocated plots had
been calculated to be just sufficient for the subsistence needs of one family.
Surprisingly, the effect of the reform on the skewed distribution has not been
great. Before the reforms 6 percent of owners held 65 percent of the land
whereas after the reform this same 6 percent held 43 percent of the land but

1/ On the land reforms, see Gabriel Saab, The Egyptian Agrarian Reform,
1952-1962 (London: Oxford University Press, 1967); and Saad M. Gadalla,
Land Reform in Relation to Social Development, Egypt (Columbia: Uni-
versity of Missouri Press, 1962). On land ownership, see G. Baer, A
History of Landownership in Modern Egypt, 1800-1950 (London: Oxford
University Press, 1962).
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in smaller average-size holdings. The other 94 percent gained only an extra
22 percent of the land; moreover, the absolute number of farmers in each group
rose rapidly. The net effect of the reform was that although it altered the
absolute number of feddans owned by the "large farm" class, there was not much
of a change in the skew of the distribution.

10.17 A further limitation of the reform is that it did little to resolve
the problem of landless laborers. 1/ Although the absolute number of these
laborers declined after the reforms, it is now greater than before the revo-
lution. Farmers are now almost exclusively smallholders but not as small as
the pattern of legal ownership indicates because many registered owners work
off the land, leasing their plots to other small ownets. The difference
between the farmed units and registered farm titles 2/ is illustrated in Table
10.8, I and II, which shows that while 94.5 percent of the registered titles
were less than 5 feddans in size, only 83.4 percent of farmed units were below
this size.

Table 10.8. I. DISTRIBUTION OF FARMED HOLDINGS
(1961 CENSUS)

Number of Total Average hold-
farmers in Percent area in Percent ing size
('000) ('000 fed) (feddans)

Less than 5 feddans 1411.5 83.4 2429.2 40.6 1.72
5.1-10 175.6 10.4 1088.1 18.2 6.2
10.1-20 57.8 3.5 720.1 12.0 12.5
20.1-50 35.9 2.1 673.3 11.3 18.8 /a
50.1-100 7.5 0.4 319.7 5.3 42.6

100 3.8 0.2 751.8 12.8 198

Total 1692.1 100 5982.2 100 3.54

/a An average size of 18.8 in the 20-30 group is obviously wrong and may
be due to translation error.

Source: Central Agency for Mobilization and Statistics.

1/ Landless laborers are here defined as those farming either no land at
all or small plots from which only a minor fraction of their incomes is
derived.

2/ A farm title is a legal document of ownership. A farm unit or holding
is the decisionmaking entity regardless of type of ownership.
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Table 10.8. II. DISTRIBUTION OF REGISTERED FARM TITLES
(1965)

Number of Total Average hold-
owners in Percent area in Percent ing size
('000) ('000 fed) (feddans)

Less than 5 3,033 94.5 3,693 57.1 1.22
5-10 78 2.4 614 9.5 7.87
10.1-20 61 /a 1.9 527 8.2 8.64 /a
20.1-50 29 0.9 815 12.6 28.1
50-100 6 0.2 392 6.1 65.3
100 + 4 0.1 421 6.5 105.3

Total 3,211 100 6,462 100 2.01

/a Mabro, R., considers that the number of owners in this class should be
about 42,000 and the average size of holding should be about 12.55
feddans.

Source: Central Agency for Mobilization and Statistics.

These figures are now somewhat dated but are reliable enough to give a rea-
sonable picture. For all practical purposes the overwhelming proportion of
the 2 million Egyptian farmers work units of less than 3 feddans. This pattern
of ownership is fairly constant throughout the country with no great regional
differences.

10.18 It is difficult to estimate total employment in the sector as well
as the utilization rate. Controversies abound with analyses based on obsolete
and statistically inadequate data. It is starkly clear, however that there
is, in the aggregate, a surplus of labor available in the sector. Even if all
of Egypt's 6 million feddans of farmland at full cropping intensity were put
under three vegetables crops a year--the most labor-intensive of all crops--
excess manpower would still exist. For with 4 million farmers and laborers,
each able to give 300 man-days per year, a total of 1,200 million man-days
would be available. With 6 million feddans, all under labor-intensive vegeta-
ble production requiring 60 man-days per feddan for each of three crops a
year, no more than 1,080 million man-days would be required. This does not
include women and children, and most of the crops actually planted require
considerably fewer man-days per feddan. 1/ Admittedly, much of this surplus
labor is engaged in public sector works, and many registered landowners lease

1/ Some labor would be required to look after livestock and the like,
however. This would be more than covered by labor from women and
children.
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out their land and do not work in the sector. In addition, the labor require-
ments at peak periods may be up to six times greater than they are at slacker
periods in the crop cycle. The limited evidence suggests a pattern of tempo-
rary labor shortages in some regions rather than an overall labor shortage
throughout the year. Farm budgets support this view.

10.19 The Ministry of Planning's data also support the view that the
reported labor shortage in agriculture may be a function of its real wage
rather than the number technically available. As shown below, the percentage
of the work force in agriculture fell during the 1968-76 period while the
absolute numbers rose.

1968 1969 1970 1971 1972 1973 1974 1975 1976

Percentage of Total
Work Force in
Agriculture 50 49 48 46 46 46 45 44 43

Number of Adult
Workers (thou-
sands) 3,867 3,964 4,048 4,056 4,094 4,163 4,153 4,217 4,223

Within the limitations of these data, it seems that there has not been a mass
exodus of workers from the sector as a whole. Those leavring the countryside
for industry, education, military service, and work in other lands seem to
have done little more than ease the pressure on farm jobs aggravated by natural
increases in rural populations. Changes in cropping intensity and land area
have also been of marginal help. Pockets of labor shortage are to be expected,
however, with wages in the sector being, on average, one-third those in other
sectors. These shortages would be in areas closest to alternative job oppor-
tunities or to income transfer sources. These areas are cities or the poorest
farm districts, and this is observable. Furthermore, the shortage is worst
among young men who have better job opportunities. The Ministry of Planning's
estimate for the average annual wage in 1976 for the farm sector is LE107. At
LEO.5 per man-day, this represents 214 days worked per year, or alternatively
it could represent 107 days per year at LE1 per day plus off-farm income.
This suggests that while there may be a labor tightness in particular areas,
there is not a serious shortage in agriculture or in the economy as a whole.
Thus other sectors might provide labor to agriculture if conditions were
different.

10.20 Two approaches are possible. One is to adjust wages to encourage
labor mobility among regions and sectors in accordance with its marginal
productivity. This would need to be done in the context of output price
adjustments. The other is simply to use labor-substituting inputs in dis-
tricts of labor shortages. Such mechanization is occurring rapidly. With
serious distortions in the relative price-ratios of labor and capital, however,
a policy of rapid mechanization could lead to an economically and socially



-43-

undesirable mix of labor and capital. Pressure for rapid mechanization in
what is essentially a labor surplus economy is now apparent. But the labor
surplus is not readily observable because the policy of guaranteed jobs and
consumption subsidies decreases the incentive to work at low-paid, low-status
farm work. In either case, the wage bears no relationship to the social
value of the marginal product.

10.21 These considerations are far from simple academic exercises.
A conventional approach to the goal of reasonably full employment throughout
the year--with surplus labor rapidly moving out of agriculture resulting in
a labor constraint during harvest time--would argue for rapid mechanization.
If, on the other hand, considerable structural unemployment exists, indis-
criminate mechanization would have serious consequences, and alternative
ways of spreading the peak period for labor or improving supply mobility are
needed. The employment situation, with its seasonal patterns, needs to be
studied carefully in order to develop an appropriate mechanization policy.

10.22 A study of wage data for cotton in 1975, by governorate, indicates
that the closer the region is to Cairo the higher the wages. It is reasonable
to expect a temporary labor shortage during the peak harvest period when
the farm is close to a city in which highly subsidized urban wage rates and
relatively effective income transfer mechanisms exist. In such cases the wage
rate may well reflect the marginal product of labor; in other areas the wage
rate might be higher than the marginal product as a result of institutional
forces or minimum wage laws.

10.23 As should be clear from this discussion, outcomes from Government
income policies have not been consistent and are after conflicting. The heavy
implicit net rate of taxation on agricultural incomes has contributed markedly
to keeping these substantially below the levels of urban incomes. The burden
of resource transfers out of agriculture has fallen heaviest on farmers
growing traditional crops, such as cotton. Imbalances in incomes have also
occurred regionally within the rural sector, as a result of the different
impact of controlled area allocations on cropping patterns. Real wage rates
in agriculture have fallen faster than average real wage rates; in 1974 they
were about one-third of the overall rates. The size of larger farms was
reduced by the land reform and conditions of tenancy were improved, but the
average size of all farms also became smaller owing to population growth,
and the skew in the distribution remained. All of this points to the need
for a carefully developed and coherent mechanization policy that takes into
account employment considerations.

E. Investment

10.24 Investment policy and its repercussions can be traced back to the
late 1950s and early 1960s when two major decisions were made: (i) that
development strategy would be based on public investment, which would be
largely directed toward industry, particularly heavy industry; and (ii) that
massive investment would be undertaken in the Aswan High Dam.
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10.25 Largely as a consequence of the greater stress on the industrial
sector, investment in agriculture has declined as a proportion of total
investment--the share of agriculture, irrigation, and drainage in total public
sector investment fell from about 25 percent in the mid--1960s to an estimated
7 percent in 1975. 1/ After adjusting for inflation, it is evident that there
has also been a substantial drop in real terms. Of the amounts invested in
agriculture, the share of the private sector was small--some estimates place
it at only LE2-LE3 million in the mid-1970s, or about 4 percent of gross fixed
investment (Table 10.9). If this estimate is even remotely correct, it has
very disturbing implications because an investment of that size would hardly
be sufficient to maintain the private capital stock, and most of it would have
to come from the larger farmers who were expanding the production with higher
ability of crop combinations. 2/

Table 10.9. GROSS FIXED INVESTMENT IMPLEMENTED, 1973/74
(millions of LE)

General Agriculture Irrigation and Drainage
Public Private Public Private

1973 34 (96) 1.5 (4) 22 (97) 0.6 (3)
1974 31 (94) 2.0 (6) 21 (98) 0.4 (2)

Note: The figures in parenthesis are percentage shares.

Source: National Bank of Egypt; "Economic Bulletin," various issues.

Table 10.10. GROSS DOMESTIC INCOME AT CURRENT FACTOR COSTS
(millions of LE)

Public Sector Private Sector

1973 22.3 (3) 1,040 (97)
1974 28.0 (3) 1,196 (97)

Note: The figures in parentheses are percentage shares.

Source: National Bank of Egypt, "Economic Bulletin."

1/ Ministry of Planning, "Follow-up Report for 1975."

2/ No estimate is available of on-farm investment by the small farmer, which
in the case of buffalo and cattle could be considerable. Studies else-
where on voluntary savings by small farmers show that their savings rate
can be considerable. Ong, Adams, and Singh calculate an "average propensity
to save" of 0.12-0.28 and a "marginal propensity to save" of 0.35-0.69
for Taiwan between 1960-70. "American Journal of Agricultural Economics,"
August 1976.
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10.26 There appear to be strong reasons for the unwillingness of the
private sector to invest heavily in general agriculture. The private sector
currently produces about 97 percent of gross agricultural income, which is
the same share as in 1973 and 1974 (Table 10.10). Most of the private
sector investment is going into fruit, vegetable, and animal production
where the returns are higher. Yet most of the value of production is in field
crops. It is upon the field crops that the tax incidence is highest. Thus
another unfortunate result of the price policy appears to have been a weakening
of private incentive to invest in agriculture.

10.27 The decline in private investment has not been made up by public
sector investment. Moreover, public investment has been largely directed
toward land reclamation, irrigation, and drainage projects, leaving little for
general agriculture (Table 10.11).

Table 10.11. PERCENTAGE OF TOTAL AGRICULTURE SECTOR INVESTMENTS
BY MAJOR CATEGORIES - 1968-75

(percent)

Category 1968 1969 1971 1972 1975

Agricultural Services 5.8 8.0 11.7 3.2 2.7
Land Reclamation and

Associated Activities 72.0 69.7 61.1 46.0 36.6
Drainage 8.8 9.0 11.3 23.9 29.2
Public Sector Poultry 0.7 0.8 5.0 11.3 21.2

Source: Ministry of Planning Data.

10.28 The new lands have been receiving the largest, if decreasing,
share of the funds--averaging about 40-60 percent of the total until 1972--
although they contribute only about 2 percent of production. Investment
in drainage has become necessary to restore and maintain productive capacity
in the old lands, about 70 percent of which has been adversely affected by
the waterlogging and salinity that was aggravated by the changeover from basin
to perennial irrigation. 1/ These are restoration and deferred maintenance
works, designed to prevent further production declines and to restore capacity
to previous levels rather than to provide net increments to productive capacity.
Despite the assistance provided by the World Bank through its four ongoing
drainage projects (Nile Delta Drainage I and II of 1970 and 1977, Upper Egypt
I and II of 1973 and 1976), USAID, and other donors, and the stated high
priority assigned by the Government to the drainage program, investment has
been inadequate to meet urgent needs. Drainage projects have been seriously

1/ United Nations, Perspective Report on Egyptian Agriculture (Rome: Food
and Agricultural Organization, 1973).
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delayed by administrative constraints (especially a shortage of engineering
staff), the capability of the local civil works-contracting industry, and by
lack of local funds although such funds were still made available for projects
in the new lands.

10.29 An important share of agricultural investment was directed toward
the Aswan High Dam. The High Dam increased the availability and regularity of
the water supply and was responsible for a net increase in perennial irrigation
in the old lands of 0.7 million feddans (4.8 million feddans of 5.5 million
feddans were already under perennial irrigation before construction). The
planners estimated that the Dam could bring another 1.2 million feddans
under cultivation, and by 1970 about 805,000 feddans of new lands (desert,
swamps, and saline soils) had been treated. Production effects were to
include shifts from flood-season maize to higher yielding summer maize, from
cotton to higher value sugarcane in Upper Egypt, and from wheat to rice in
the Delta area (see Table 10.12). Crop and property damage from floods was
eliminated. Two other important consequences arose: (i) with the quantum
increase in the capacity of the irrigaition system and with no means to control
usage, the outmoded drainage system was unable to cope with the amount of
water farmers put in their land. About 70 percent of the cultivated area in
Egypt is affected by drainage problems and (ii) the high cost of the High Dam
fixed the pattern of public investment and closed major development options.
Choices of strategy were, and to a considerable extent still are, limited by
the need to reap the full benefits of the original investment in the High Dam
and to invest heavily in drainage works. This explains much of the pattern
of public investment in the sector and the shortage of funds for other agri-
cultural purposes.

Table 10.12. CROPPING CHANGES RESULTING FROM THE ASWAN HIGH DAM
(thousands of feddans)

Crop 1952 1971

Summer Maize 27 1,171
Nili Maize 1,677 351
Sugarcane 92 193
Rice 545 1,140

Source: Ministry of Agriculture.

10.30 One of the major justifications for this loss of alternative develop-
ment opportunities was the Dam's ability to bring extra land into production.
Currently about 900,000 feddans of extra land are in the process of recla-
mation. Of this 700,000 feddans are allocated for cultivation; they produce
2 to 3 percent of total agricultural output and are expected to produce 5 per-
cent by 1980. The costs have turned out to be higher, the potential lower,
and gestation periods longer than expected. In 1960 the full cost of bringing
land into production was estimated at LE190 per feddan; it is now around LE600
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to LE1,000 per feddan. Moreover, much of the reclaimed land is of poor
quality. One report describes 76 percent of the new land "as ... shallow to
rock; others covered with windblown sand having a high water table in an
unirrigated state; some are coarse textured, gravelly and loamy sands that
will not use irrigation water efficiently. These soils are not good and
cannot be expected to give returns on inputs comparable to those from old
lands".l/ Instead of the 3 to 5 years initially planned, the reclamation
authorities have experienced a period of about 15 years of capital absorption
before earning enough even to cover operating expenses.

10.31 Egypt's current agricultural strategy seems in need of serious
modification, especially in its emphasis (and investment) on new lands. The
new lands can make a contribution once the needs of the old lands are ade-
quately met. Otherwise the rate of increase in total production will drop
as the smaller net increments from the new lands displace the actual and
potentially larger ones from the old ones. Many of the problems with the new
lands have arisen because there has been no well structured basic agronomic
research program. This would have allowed experiments with pilot farms and
provided the basis for proper technical, economic, and financial analyses
leading to potentially viable operations. So even with heavy government
investment, resources have not permitted full implementation of the projects
that were started. In retrospect, it is easy to understand the dilemma of
the Egyptian planners, faced with the urgent problem of land shortages. They
chose the high-risk high-payoff option of trying to develop 900,000 feddans
in a short period rather than the time-consuming, safer strategy of gradual
expansion. The 1978-82 Five-Year Plan states that large-scale expansion will
continue despite this experience.

F. Food Production and Consumption

10.32 Egypt is a net importer of wheat, flour, cooking oil, sugar, frozen
beef, and mutton. With a population growth rate of up to 2.5 percent a year
during the last decade, changing patterns of consumption, and a lagging growth
rate of food production, food supplies have deteriorated. Since the early
1950s, wheat production has grown at 2.3 percent a year, maize at 2.6 percent,
and rice at 4.5 percent. Over the last decade fruit, vegetable, and meat
production has risen rapidly, generally going to the urban areas where
effective demand is stronger. The Government's revenues from implicit taxes
on agriculture and export duties were used partly to raise standards of living
through food subsidies, and these have affected consumption patterns. The
gap between food demand and supply began to widen, particularly for those
items with a high income-elasticity of demand--for example, fruit, vegetables,

* and meat--and since price and production policies discouraged field crops,
supplies of high income-elastic crops expanded at the expense of others.

1/ Food and Agriculture Organization of the United Nations, "Perspective
Report, Land and Water Development and Use" (Rome: FAO, 1973), p. 6.
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10.33 Corn, wheat, barley, rice, sorghum, and millet are the principal
cereals grown.l/ Corn, as the staple food of the "fellahin," is the most
important. Domestic wheat supplies only slightly more than half of local
demand. Rice is particularly popular in urban areas but mainly a profitable
export item. Sorghum and millet subsitute for corn in Upper Egypt rural
diets while barley often substitutes for wheat. Grain legumes are second in
importance to cereals, and broadbeans, lentils, chickpeas, lima beans, haricot,
and cowpeas are the most common. Fenugreek is used in baking corn bread, the
main component of the rural diet, and peanuts and sesame are used for cooking
oil'. Vegetables are txaditionally a small item of consumption in rural areas
while poultry, meat, and eggs serve mainly as cash products to meet debt
payments and operating expenses of farmers. Butter and cheese are the dairy
products consumed locally. The tenant farmer often uses his wheat crop in
payment of rent and then grows maize for his family needs and berseem for his
animals, buying back enough wheat for special feast days. Data from the
Ministry of Agriculture shows that the national per capita supply of calories
has declined from 2,701 a day in 1965-66 to 2,552 a day in 1972-73.

10.34 The major determinants of consumer demand are: (i) increased popu-
lation; (ii) changes in consumption patterns; and (iii) income changes.
Egypt's population is expected to grow, at least in the short run, at not
less than 2 to 3 percent a year, with urban areas experiencing a 3 to 4
percent average annual increase, leaving a net increase in rural population
of at least 1 percent a year. The United Nations Food and Agriculture
Organization calculates that the calorie supply for urban areas of Egypt met
98 percent of requirements in 1970, while the figure for rural areas was 90
percent. 2/ This reflects food shortages, especially among the poor, and
at least for the rural areas, these shortages become more acute at various
seasons of the year. Similarly, the low income levels, the skewed income
distribution, and the high cost of plant and animal protein, prevent adequate
protein supplies from reaching the majority of people. The FAO report esti-
mates, however, that dietary deficiencies in calories are more serious than
those in proteins. This underlines the need for a policy that stimulates
grain production even if this were at the expense of berseem/meat.

10.35 It is difficult to project food demands with any real accuracy
but certain magnitudes and directions can be gauged. At the projected growth
rate the population would reach 47 million in 10 years. About 26 million of
this is likely to be in urban areas and the balance in the rural areas. This
will result in increased demand for all food, especially wheat and meat, as
the population becomes more urbanized. With a relatively fixed area of arable
land and structural problems limiting technological progress, the bulk of the
deficit will have to be met by imports. The International Food Policy Research

1/ For details see Chapter 9.

2/ Food and Agriculture Organization of the United Nations, "Perspective
Report on Food Supplies and Nutrition" (Rome: FAO, 1973).
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Institute derives a 2.4 percent projected food crop production growth rate for
the long run based on past performance.l/ It estimates that a 5 percent
growth rate in production will be needed to satisfy demand.

10.36 The Ministry of Planning's estimates of consumption of staple foods
in 1976 and its forecast are shown in Table 10.13.

Table 10.13. CONSUMPTION OF STAPLE FOODS
(thousands of tons)

Actual Forecast Absolute
Item 1976 1980 Increase

Wheat 4,808 5,843 1,035
Flour 738 897 159
Maize 3,996 4,438 442
Rice 1,404 1,643 239
Meat and chicken 520 628 108

Source: Ministry of Planning.

10.37 More than 1 million extra tons of wheat and over half a million
extra tons of rice and maize will be needed as well as another 108,000 tons
of meat. This will not only increase demand for imported food but also
imported inputs, and this will tax Egypt's productive resources to the full.

Table 10.14. EGYPT, FOODGRAIN DEFICIT
(kilograms)

1969/ 1970/ 1971/ 1972/ 1973/ 1974/ 1975/ 1976/Ia
1972- 1971 1972 1973 1974 1975 1976 1977

Grain production/
per capita 194.7 196.2 196.8 188.0 190.1 187.3 184.0 188.0

Grain consumption/
capita 253.6 258.1 262.2 269.2 285.7 286.4 281.2 n.a.

Food grain deficit/
capita 58.9 61.9 69.4 81.2 95.6 99.1 97.2 n.a.

/a Figures are a two year average.

Source: International Food Policy Research Institute, "Recent and Prospective
Development in Food Consumption: Some Policy Issues," July 1977; data
compiled from tables 2 and 4.

l/ International Food Policy Research Institute, "Food and Investment
Requirements of Food Deficit Developing Countries, A Progress Report"
(FPI/77/1-8 July 1977), p. 8.
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During the 1970s per capita grain production has fallen about 4 percent
while per capita consumption as a whole has risen by almost 9 percent. This
has resulted in a widening foodgrain gap from 61.9 kilograms per capita in
1970/71 to 97.2 kilograms per capita by 1975/76. Unless this trend can be
contained, this too will increase pressure on the balance of payments.

G. Balance of Agricultural Trade: Imports and Exports

10.38 The early post-revolutionary industrialization drive, and the
accompanying program of import-substitution were attempts to minimize the
domestic effects of external factors over which Egypt had little control,
particularly foreign exchange flows of trade balances and capital movements.
Economic policy for agricuture has also been directed towards these foreign
exchange objectives. The quantity and value of agricultural exports are shown
in Table 7.28 of Statistical Appendix. In 1965 and 1970 agriculture accounted
for about 87 percent of the value of total commodity exports, but a decline
began in 1972 and the share slipped to 75 percent by 1975. In terms of
current prices, the value of agricultural exports rose 105 percent during
these ten years whereas the value of other exports rose 270 percent.

10.39 Of greater interest are the price and quantity effects for the
dominant agricultural exports, seed cotton, rice, and cotton yarn (Table
7.29 of Statistical Appendix). All of these showed strong growth in current
prices. In constant prices, the value of cotton exports declined 12 per-
cent by 1970, then a further 19.5 percent by 1974. The difference in
export quantity was due to declining production, rising domestic consumption,
and increasing processing before exporting. The value of rice exports in
constant prices rose 97.6 percent by 1970, then declined 79 percent by 1974 as
domestic consumption rose. Similarly, for cotton yarn exports, the value in
constant prices declined between 1970 and 1974 even though it rose during the
1965-70 period. The important point is that over the 10-year period the
price of these exports rose significantly, but Egypt was unable to take
advantage of it as the growth in domestic consumption outpaced that in pro-
duction and reduced the exportable surplus.

(1) Imports

10.40 Increases in the quantity and value of agricultural imports far
outstripped the increases in quality and value of exports (Statistical Appendix
Table 7.31). Imports were mainly basic foodstuffs, which supplemented domestic
shortfalls in production, especially of wheat and flour. Imports of wheat grain-
equivalent (imported as wheat and flour) rose from about 1.977 million tons in
1964/1965 to 3.306 million tons in 1974/75, and to an expected 3.99 million
tons in 1976/1977. Table 7.31 of Statistical Appendix lists consumer com-
modity imports by item for 1974 and 1975. Wheat import quantities and values
differ among sources of data primarily because under "temnporary admissions"
procedures customs data seriously underrecords imports.
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Table 10.15. WHEAT IMPORTS, 1973-76

la
1973 1974 1975 1976

Wheat (million tons) 2.23 2.63 2.81 2.90
Flour (million tons) 0.431 0.277 0.620 0.620
Grain-equivalent /b (million tons) 2.80 2.93 3.63 3.72
Value (LE million c.i.f.) 220.00 330.00 320.00 256.10
Total value all imports 658.00 1364.00 1761.00 1646.00
(LE million)

Percent wheat imports 33.00 24.10 18.10 15.51
Average price/ton (LE) 78.60 112.00 88.00 69.00
Domestic production 1.83 1.88 2.03 1.96
(million tons)

Total consumption 4.64 4.81 5.66 5.68
(million tons)

/a Budgeted quotas.

/b The conversion factor for wheat grain to flour is 75 percent. Grain-
equivalent is the sum of grain imported as grain plus the amount of grain
from which the flour imported was obtained.

Source: Ministry of Supply.

10.41 It appears that between 1973 and 1974 imports of wheat on a grain
basis rose 4.6 percent and a further 24 percent between 1974 and 1975. Because
of a fall in the average price from LE 112/ton in 1974 to LE 88/ton in 1975,
however, the value of grain-equivalent imports was reduced from the high of
LE330 million in 1974 to LE320 million in 1975 (Table 10.15). Both the value
of wheat imports and that of all food imports as a percentage of total imports
fell over the period. Table 10.16 shows that between 1973 and 1974 about 4.5
percent of the 50 percent increase in value of wheat imports was owing to
changes in quantity and the other 45.5 percent to price change. Between 1974
and 1975 the 3 percent decline in the total value of wheat imports reflected
a 24 percent increase in the quantity.

Table 10.16: PRICE AND QUANTITY EFFECT ON IMPORT VALUE OF WHEAT

Value in Total Value Quantity Price
Current Differ- 1973 Differ- Differ-

Year Prices ence Percent Prices ence Percent ence Percent

1973 220 0 5 220 0 0 0 0
1974 330 +110 +50 230 +10 +4.5 +100 45.5
1975 320 -10 -3 285 +55 +24.0 -65 -27.0
1976 256 -64 -20 272 +7 +2.4 -71 -22.0

Source: Computed from above.
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(2) Exports

10.42 At the same time, Egypt's ability to use its own exports to finance
wheat imports was being eroded because the rise in the price of its main
export, raw cotton, was not keeping pace with the increase in wheat prices.
Table 10.17 shows the change in terms of trade between cotton and wheat.

Table 10.17. TERMS OF TRADE - COTTON AND WHEAT
(LE)

1960/70 1973/74 1974/75 1975/76

Wheat price
c.i.f./ton 25 78.6 112 88

Cotton price
fob/ton

Extra Long
Menoufi 530 1,200 1,068 829

Long
Giza 67 410 1,100 844 677

Menoufi Cotton/Wheat 21 15 9.5 9.4
Giza 67/Wheat 16.4 14 7.5 7.7

Source: Ministry of Supply and Technical Secretariat for Cotton Sector.

10.43 The capability of cotton exports to finance wheat imports has fallen
dramatically--from 21 tons of wheat per ton of Menoufi extra-long staple
cotton in 1969 to 9.4 tons wheat in 1975, and from 16.4 tons of wheat per ton
of Giza 67 long staple cotton in 1969 to 7.7 tons of wheat in 1975.

10.44 In summary, although agricultural production (primarily cotton) has
provided Egypt with most of its foreign exchange in the past, the lagging
growth of the sector has resulted in an increasing burden of foodgrain
imports. This has occurred at a time when the terms-of-trade of cotton
exports to wheat imports has been deteriorating, with the production of
both cotton and wheat steadily falling.

H. Technological Change

10.45 Major changes in technique involving the use of more inputs to gain
additional output without changes in input/output relation have been: (i) in-
creased cropping intensity, as a result of improved water availability and the
shift from basin to perennial irrigation; (ii) the switch from Nili-season
maize to summer season, with 50 percent yield increases as water became
available from the (as yet uncompleted) Aswan High Dam in 1964-65; (iii) the
rapid expansion in use of inorganic fertilizers; and (ivl the extension of
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the irrigation network into the marginal soils of the new lands. On the
other hand, major changes in technology, involving shifts of the production
function to get more output from the same factor combination, have been:
(i) the development and adoption of the Nadha rice variety, with a 33 percent
yield increase; (ii) the release of new cotton varieties in the early 1960s;
(iii) the rapid acceptance and rejection of HYV wheat, which resulted in areas
planted in HYVs rising from 4,000 feddans in 1972 to 507,000 feddans in 1974,
and then falling to 180,000 in 1976; 1/ and (iv) the pooling of fragmented
holdings within the cooperative system, while maintaining individual small-
holder ownership.

10.46 The gains have been impressive but many of the present problems in
agriculture are manifested in the rate of technological change. The Ministry
of Agriculture's submission for the proposed "Five-Year Plan 1976-1980,"
identifies this lag as a major impediment to national development. Because
technology changes will only be adopted where the profit inducement is strong
and the sociological environment is suitable, a failure to change may mean
that farmers do not know about the possibilities of change; that profit
expectations may not be worth the investment effort; that incomes are so low
there is no surplus left for investment; that extra-sectoral constraints--such
as the ability to absorb displaced farm labor--may make the social consequences
of change unacceptable, or that suitable technologies are not being developed.
However appealing, forcing a technological change into a system where such
changes are not evolving does not seem to have been successful.

10.47 Some recent examples of an unprepared introduction of new technology
and a consequent technological confrontation are:

(i) the failure of family settlements in the new lands because the
technology developed has not been suitable for small farmers;

(ii) the distribution of high-yielding wheat varieties, without
first developing their ability to resist rust or grain
shredding;

(iii) failure of hybrid maize varieties to yield their potential
because farmers continued stripping leaves from the growing
plant to feed livestock. This is coupled to the whole
mechanization issue.

10.48 The basic problem is one of increasing the absorptive capacity and
willingness of the farmer to adapt to change. The profit opportunities
must be strong enough and the farmer must have some investable savings or
credit. Equally important is the necessity of finding and adapting an appro-
priate technology through applied research, with an extension system capable
of delivering the message coherently. This will require a major strengthen-
ing of the research side as well as substantial improvements in the extension
services.

1/ HYV wheat is a high-yielding variety of Mexican Short Straw (see Chapter 9).
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I. Prospects for Agriculture

(1) Growth

10.49 Egypt needs an annual growth rate in total agricultural production
of around 4 percent for at least ten years to feed a population growing at 2.3
percent, to close the food supply deficit, and to contribute resources for
the development of other sectors. After this initial period, a growth rate
of 2 percent a year on the expanded base would be sufficient to feed the
population if the population were growing at less than 2 percent per annum,
leaving a surplus to provide funds for other sectors.

10.50 Because of the shortage of arable land, most of the production
growth would have to come from yield increases (output per hectare). In a
cross-counry analysis of economic growth in agriculture, Ruttan found that
since the 1940s about 2 percent per year per hectare has been the maximum
growth sustained by the developing countries as well as the developed coun-
tries. The critical difference has been output per worker, with developing
countries achieving 1.5 percent per year and the developed countries 4.5
percent per year.l/ Thus a yield increase of about 2 percent a year seems the
maximum that can be expected for long-run sustained growth. Whether it can
be maintained and what its effect will be will depend on the productivity of
the worker and the disposal of the increased product--that is, whether it is
consumed or invested..

10.51 The inescapable conclusion is that steady technological advances
are necessary but that they are not sufficient in themselves to permit the
planned rate of growth. Major institutional and policy changes are also
needed for this purpose (see paragraphs 10.58 to 10.61). Unfortunately, the
1978-82 Five Year Plan proposes no more than marginal adjustment of the
present system and continues to force partial technological changes. Whether
the Plan targets will actually be achieved will depend on basic policy changes
and developments outside the sector that have not been adequately treated in
the Plan. It is interesting to note, however, that most of the sector's
current problems are almost identical to those discussed in the official
Year Books in 1959 and 1960 for Egypt, and the solutions currently proposed
in the Plan are also almost the same.2/

(2) International Specialization - Comparative Advantage and
Agricultural Protection

10.52 Egypt has had a long history of international specialization and
still accounts for 60 percent of world trade in extra-long staple cotton and
40 percent of trade in long-staple cotton. The quantity available for export
is declining, however, as producers do not see sufficient private profit in

1/ Ruttan, V.W., "The Future of Agriculture," 15th International Conference
of Agriculture Economists, I.A.E.A., University of Oxford, 1973.

2/ U.A.R. Year Books, 1959, 1960. Information Department, Cairo.
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the farm-gate prices. In the past, policy has tended to widen the divergence
between social and private profit. Whether marginal changes in production
should be directed toward import-substitution or increased exports, and how
to give farmers the incentive to follow the policy, are difficult matters to
settle, particularly when faced with the recent volatile behavior of world
markets and the need to satisfy multiple objectives other than maximizing
economic growth. The broader question is whether to pursue economic develop-
ment through agriculture or industry. One way to approach the problem is to
calculate the economic cost of producing goods that compete for resources
both within and between sectors. Those sectors or subsectors with the lowest
economic cost per unit of revenue should be encouraged by means of the pro-
ducer price, taxation, and exchange rate system. It must be stressed that
such analyses of comparative advantage give only partial guidance with
respect to resource allocation, however.

10.53 Egypt has a clear comparative advantage in the production of cotton
and rice, its major export crops. Their value added at world prices is about
twice their domestic resource cost, measured in opportunity cost terms. For
both wheat and maize, the domestic resource cost is slightly higher than their
value-added. The domestic resource cost per value-added is even higher for
meat production using prime crop land. These findings are in agreement with
those of other analysts. Nashashibi has calculated the economic cost of
agricultural production and finds it generally competitive. For cotton pro-
duction it took 29 piastres worth of resources valued at international prices
in 1964 to earn 39.1 piastres (US$1.00) worth of output valued at these prices.
By 1975 the cost had risen to 36 piastres at this exchange rate. The official
exchange rate discriminates against cotton as the parallel market rate would
earn 70 piastres at a cost of 43 piastres. In 1964 wheat cost more than it
earned, and this is still the case at the higher exchange rate; at the lower
exchange rate, while less competitive than cotton, wheat is still economically
worthwhile. Such an approach is partial and static, however, and is suitable
as a first approximation only. Clearly, the inelastic demand for long-staple
cotton affects the price and hence the domestic resource cost at every level
of production.

10.54 The next question is whether the pricing and taxation system has
encouraged production of those crops with the most potential for contributing
to overall growth. Long-run protection has discriminated against agriculture
in general and the most competitive crops in particular. Cotton and rice
have been taxed at a 40 percent rate whereas noncompetitive meat has been
protected at 50 to 100 percent. Wheat and maize fall midway between these
groups. Fruits and vegetables are untaxed. As could be expected, resources
are going into meat, berseem, and horticulture and out of cotton and rice.
Although it seems that the optimum tax rate has been passed, there is an
urgent need for a complete reorganization of the farm tax structure. Many

1/ Nashashibi, K., International Monetary Fund, 1976, "Egypt-Competitiveness
of Major Agricultural Crops."
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of the current fiscal arrangements were made under quite different circum-
stances from now. This is not to deny the Government's obligation to raise
taxes in the sector but rather to reinforce the Ministry of Agriculture's
position that tax reform is overdue.

10.55 A change in the structure of protection as well as the unification
of exchange rates to favor those crops (and sectors) with a comparative
advantage would induce farmers to select a cropping pattern that maximized
both social and private profitability. 1/ Calculating the effects on Govern-
ment revenues is a complex matter but on balance these should increase. For
instance, a decrease in taxation revenue per unit of cotton should be less
than the increase in revenue from greater production induced by higher farm-
gate prices. There is sufficient evidence of significant supply response to
relative price changes, made obvious by the decline in cotton acreage.
Fixed costs in agriculture should be taxed so as not to affect allocation of
inputs and outputs. One example would be the land taxes, which no longer
reflect current market rents. Clearly, a case exists for taxing some inputs
for efficiency purposes--such as water to reduce usage in the presence of
considerable drainage problems. Under the present structure of protection
farmers are heavily subsidizing both Government and consumers because they
are receiving less than the economic value of their factors of production,
which is mostly labor. The penalties have been highest: in the export crops--
cotton, rice, and onions--because they are easier to control.

(3) Regional Specialization

10.56 Egypt's system of rotation is based on cotton, which maintains soil
conditions under a regime of limited development. As such it is effective.
It provides human and animal food as well as cash to each individual producer,
no matter how small. While farmers are able to operate quite independently
and do not have to rely on agricultural support services, such as marketing,
extension, and purchased inputs, their level of production remains far below
optimum. As agricultural systems develop, there is usually a move to regional
specialization with a view to developing international trade. This leads to
some dependence but the gains from specialization increase profitability,
provided more sophisticated support services are available.

10.57 Technically, there seems no reason why Egypt cannot begin to move
from a fairly general system of rotation to a supervised system of regional
monoculture, at least to the extent its technical services can support it.
Rice is double-cropped continuously in other countries without adverse

1/ This topic is discussed in further detail by K. Hindy, in his "Short Note
on Agricultural Prices and Subsidies in the Arab Republic of Egypt,"
Ministry of Agriculture, Cairo, 1976. It is again stressed that compara-
tive advantage should not be the only criterion for resource allocation,
only that it is a major consideration that should be identified explicitly.
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effects, and cotton is grown every year without deterioration of soil struc-
ture or fertility. Egypt's bottlenecks are institutional. The greatest
potential for increased production lies in regional specialization, provided
the price system is responsive and a modified monoculture can be successfully
supported. Before this happens subsistence production must diminish, and
this may increase the pressure for land consolidation and mechanization,
thus aggravating the problem of rural unemployment. Ultimately, industry's
inability to absorb labor from agriculture is a major constraint on agricul-
tural production. For the time being, it seems advisable to introduce
regional specialization gradually, with continous monitoring of soil condi-
tions and plant growth as well as the effects on the welfare of the people.
Already regional specialization exists to some extent but only insofar as one
crop follows another in the rotation--for instance, sorghum, maize, and rice
as one moves from south to north. The question comes d-own to the relative
gains from rotation in modern agriculture, both from a technical and social
standpoint. In the short run, there is much to gain by having each farm grow
one crop only in a given year of the rotation rather than the present system
of growing some of everything each year.

J. Priorities for the Government

10.58 To reduce the crippling burden of high food imports, a growth rate
considerably above the current level of 1.6 percent a year is required if the
situation is not to deteriorate further. Even more is needed if agriculture
is to contribute capital transfers to other sectors. At the minimum, a growth
rate in the order of 4 percent per annum, at constant composition and prices,
will need to be sustained over the next decade, with the overall index of
production increasing 50 percent during this period and per capita consumption
held at constant levels.

10.59 To attain these growth rates, the sector will need major changes in
technology, institutions, and policies, accompanied by complementary changes
in other related sectors. Not all of these changes are likely in the near
future, and there will be a lag between implementation and effect. It is
possible, though, to group the problems according to their anticipated solu-
tions--those with probable short- or medium-term solutions and those requiring
a longer time or heavily constrained by the performance of the rest of the
economy. Priorities, courses, and timetables can be set accordingly. The
major but by no means exhaustive groups of problems and recommendations are:
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Problem Areas

Short-term Long-term

Technical Drainage and irrigation Feed gap
Rotations Disease control
Regional specialization PoSt-harvest losses
Inputs
Land-use planning

Institutional Farm management services Farm size
Extension services Farm fragmentation
Cooperatives Land tenure
Decentralization Research

Technology changes

Economic Pricing, equity and efficiency Comparative advantage
Investment and international
Production specialization
Marketing

Intersectoral Subsidies and Consumption Labor productivity
Taxation Linkage
Statistical measurement

Recommendations

(1) Technical--Short-term:

(i) Accelerate drainage, soil, and water managemeni: programs.

(ii) On a trial basis introduce regional specialization, closely
monitored, in a single-crop system (for example, rice followed
by rice rather than multicrop rotations and muLtipurpose
crops).

(iii) Implement land-use planning to prevent urban encroachment.

Longer-term recommendations include seeking ways to prov:Lde more animal feed
in the summer, improvement of disease control, and reduct:ion of post-harvest
losses.

(2) Institutional-Short-term:

(i) Establish a field-oriented farm-management and economic
service bureau within the Ministry of Agriculture to
provide an unambiguous and relevant data base for plan-
ning at both the farm and sectoral levels.

(ii) Upgrade, decentralize, and equip the technical extension
services.
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(iii) Reestablish the cooperative network as a genuine self-
help system sensitive to farmers' needs as well as
national priorities.

Solutions for most of the longer term problems (the complex of farm size,
fragmentation of holdings, land tenure and absentee ownership, and so forth)
depend on factors outside the sector. All that can be recommended at
this stage is that these be realistically incorporated as constraints
in planning.

(3) Economic

A complete review is needed to attain an internally consistent set of measures
directed towards a mutually compatible set of objectives. This will require
planners to specify policy goals in detail, resolve policy conflicts, identify
policy tradeoffs, and examine alternative policy instruments to see which
achieve most in relation to cost. Some recommendations follow:

(i) Establish a consistent and explicit methodology to measure
what pattern of agriculture is worthwhile from the social
stand point and to adjust private profit incentives
accordingly. Studies by the Department of Agricultural
Economics of the Ministry of Agriculture show that at
current prices social and private profit are widely
divergent. The methodology suggested for policy planning,
programs, and projects is to estimate the social marginal
value of inputs and outputs (which generally means starting
with international prices and making adjustments for policy
purposes); to calculate the domestic resource costs of
producing each crop and compare these costs with the world
price, in order to indicate the direction of comparative
advantage; and to change effective rates of protection so
that they pull resources in that direction. Economic
development can then proceed as rapidly as possible by
consistently choosing policies and projects that contribute
most to growth, stability, and equity at the least social
cost.

(ii) Make the decision whether the system of regulated pr-ices for
agricultural output should continue. Past price administra-
tion has achieved some first-round equity effects but at the
cost of serious resource misallocation. If major changes in
price regulation are considered, special attention should be
given to transitional problems.

(iii) If administered prices are to continue, even in the short-term,
a major improvement should be made in the information base on
which prices are set. What is specifically required is a set
of disaggregated, farm level input/output data for all crops
in all areas under various rotational schemes.
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(iv) Any regulation of output prices should deal with sets of
prices rather than with single prices in isolation because
for a farmer the output price is not as important as the
profitability of a crop (or combination of crops) relative
to that of other crops (or combinations) that could be
grown. This would be subject to first meeting the con-
sumption needs of the farm family and livestock. If price
adjustments are envisaged, usually more than one price will
need to be adjusted.

(v) Cost-plus pricing should not be adopted for small farmers
because it can be an extremely arbitrary process with wide
margins for unmeasurable errors. These arise from problems
of imputing cash costs to uncosted factors (particularly
the difficulty of placing a cash value on family labor),
and of realistically weighing cash inputs, which may vary
greatly from farm to farm.

(vi) Except in special cases, input subsidies in the form of low
land taxes, low interest rates, free water, and the like,
should be abolished, and output prices should be set at
levels and in ratios with one another that have some connec-
tion with the long-run moviing average of world prices.

(vii) If the sector is capable of generating a surplus for taxation,
alternative means of appropriating this surplus (instead of
price manipulation) should be examined. One method would be
through fixed levies, which do not distort production in the
way that unbalanced price manipulation does. The land
tax might be increased and output prices allowed to rise.

(viii) Investment policies should be reexamined, particularly with
respect to the relative shares of public and private invest-
ment, which are at least partly determined by the effects of
price policies on rural incomes and savings. Past and
proposed new land investments and their potential should be
closely studied. Most of the flexibility of sectoral
development strategy is lost because of the continuance of
ongoing projects with very long gestation periods. In some
cases, it may be better simply to drop an uncompleted
project if further expenditures cannot reasonably be
expected to be recovered.

(ix) Production policy needs to consider three major questions:
(a) whether complex rotations need to be maintained country-
wide if regional crop specialization can be supported by
technical and economic services; (b) whether quota alloca-
tions through the cooperative run counter to price policy;
and (c) whether current price controls over food crops, but
not over meat and berseem, are in conflict with the aims of
production policy because they encourage berseem and meat at
the expense of food crops.
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(x) With respect to marketing of inputs and outputs at the
farm level, consideration should be given to an alternative
system to the cooperative monopoly (for example, supervised
private traders) to induce some competition.

(4) Intersectoral:

(i) Reexamine the package of consumer subsidies. Although
these are currently financed in part by low producer prices,
the two need not be connected in this manner.

(ii) Seek effective ways of stimulating other sectors to absorb
labor from agriculture in order to raise productivity levels
within the sector.

(iii) Direct industrial development so that it has strong back-
ward and forward linkages with agriculture. This requires
raising of farm incomes to increase purchasing power.

10.60 In summary, it seems clear that simplistic suggestions on what to
produce at what prices are inappropriate. The overriding need is to develop
an effective three-way communication between the farmer, technical/economic
analysts, and national decisionmakers in order to make reliable judgments
about what is happening and why, and what to do about it in terms of explicit
social needs. Since past controls have not prevented farmers from responding
to price signals, it would seem that prices still have an integral role in a
long-term development program in agriculture.

10.61 Because Egyptian agriculture is already highly developed, it seems
unlikely a development strategy per se will overcome problems that are basically
those of sector management and macroeconomic policy. For instance, a project
to reequip the extension service will have limited success if the service is
to continue as a repository of surplus graduates who are guaranteed jobs under
the full employment policy. Further, as long as so many controls continue,
agriculture will continue to be unattractive to investors. The foundation of
Egypt's economy is the soil of the "old lands." If ways were found to make
the best use of this basic resource, all else could follow. Almost 20 years
ago at the start of the industrialization drive, the Government stated that it
had "refuted the myth that ours is essentially an agricultural country." 1/
It is difficult to agree with that judgment even today.

1/ Saud Ofra, Director General, Information Department, "Economic Policy,"
UAR Yearbook, 1969, p. 84.
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CHAPTER 11

INDUSTRIAL DEVELOPMENT

A. Introduction

11.01 Industry has become a large and significant sector of the Egyptian
economy. The share in GDP of manufacturing and mining has increased from
an estimated 9 percent in 1946 to about 24 percent in 1976. Industry cur-
rently employs more than 1 million persons, that is some 13 percent of the
civilian labor force. The share of industry in total exports has also
rapidly increased from 6 to 8 percent in 1952-54 to 48 percent in 1975.
Because of its weight in the economic structure, the contribution of indus-
try to GDP growth has become substantial. In the past decade, industry may
have contributed more than 25 percent of the increment in real GDP. Because
of Egypt's population density and limits on agricultural growth, industrial
growth is and must be a priority goal of national development policy.

11.02 So far, Egyptian industry has not been the leading sector of the
country's economic development. To be sure, industry has been growing in
the past 3 or 4 years, and up- and down-turns in the movements of industrial
output have tended to correspond to similar, though less sharp, fluctuations
in GDP. But these features do not constitute the complete characterization
of a leading sector. Linkage between Egyptian industry and other sectors of
the economy are not particularly strong yet. Industry btuys from agriculture
cotton and food products but does not seem to induce much growth through
demands for increased supplies, qualitative improvements and product diversi-
fication. But there is little evidence of a contribution to agricultural
growth on the part of domestic industry though supplies of new inputs are
adapted to Egyptian conditions. To qualify for the characterization of a
"leading sector," industry must induce or transmit growth elsewhere in the
economy, develop new and strong backward and forward linkages, generate
technical progress and thus benefit sectors that purchase the manufactured
inputs. There has been some transmission of growth to mining and certain
services and some trade creation with these sectors but not very much.

11.03 Egyptian industrialization has tended to be inward-looking. Since
1930 the dominant feature of industrialization has been import-substitution,
a characteristic which Egypt shared with most developing countries. Typical
import-substitution patterns have prevailed in Egypt under a variety of
economic systems: under free private enterprise between 1930 and the early
1950s, under the mixed system of the 1950s, and under the planned socialist
economy of the 1960s and early 1970s. It is too soon to judge whether the
liberalization measures of 1973 and the opening-up of the economy to foreign
investors will succeed in changing the industrial pattern, from import-
substitution to export-orientation because the transition between these
patterns is likely to take some years.
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11.04 Egypt's industrial structure is dominated by the production of
basic consumer goods (textiles, shoes, food, beverages, and cigarettes) and
essential intermediates (building materials, fertilizers, chemicals, paper,
petroleum products, and some metals) for the domestic market. Import-
substitution is generally characterized by the rapid emergence of a "consumer
durables" sector. In Egypt the production of consumer durables was intro-
duced in the late 1950s and though growing, has not yet become very signifi-
cant. The capital goods industry -- machinery, tools, implements, etc. --
is small. The middle stage of an import-substitution process is usually
characterized by a declining but still dominant share of consumer goods, an
expanding share of intermediates and a very small share of capital goods.

11.05 An appraisal of industrialization in Egypt must consider that
industry, despite its long but interrupted history, is still young. It must
allow for the external circumstances -- the defense burden, for example --
which have been responsible for the deterioration of performance. A balanced
appraisal must also involve aspects of performance other than allocative
efficiency. Output and productivity growth, externalities in the form of
skill-formation, development of new institutions, contributions to employment,
are among other important aspects of performance. Egyptian industrialization
may have been inefficient, but there were periods of significant productivity
growth. Not surprisingly, these periods were free from the interference of
wars or of too heavy a military burden. Industrialization in Egypt as else-
where has yielded external benefits, contributing to incomes, jobs, and skills.

B. Historical Background

11.06 Egyptian industrialization has a long but interrupted history,
starting with the famous Muhammad Ali episode (1820-1840). Several lessons
relevant to present issues of industrialization may be drawn from this
distant but important episode.

11.07 The first lesson is that industrialization presupposes a certain
degree of prior development: some skills and resources must be available
and something of institutional, administrative, and transport infrastructure
must be present. It is possible to argue that some of the projects imple-
mented in the past 20 years, e.g., Iron and Steel, the military aircraft
factory, the car assembly lines, were also undertaken prematurely. The dif-
ference is that in the earlier era, failure led to closure. In modern times,
failure is less conspicuous but more costly, because governments are reluctant
to close down factories, which carry on producing at high costs and with
severe underutilization of capacity.

11.08 The second lesson is that the ability to close the domestic market
to competing imports, through tariffs, despite well-known costs and the
theoretical superiority of subsidies remains a most powerful instrument for
implanting infant industry. The third lesson relates to regularities in the
emergence of industrialization pattern. Textile mills dominated the manufac-
turing sector under Muhammad Ali as they dominate it today. Food processing
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was important. Great attention was also given to foundries, wood and metal
workshops and arsenals -- the equivalent of the intermediate goods sector in
modern industrialization.

11.09 Attempts were indeed made in the late 1890s and early 1900s to
set up a modern textile industry but by and large they failed. The British
imposed an 8 percent duty on domestic textiles to countervail the 8 percent
uniform ad valorem tariff. Such a policy, designated to defend the export
market for British textiles against potential Egyptian competition, wholly
ignored the case for moderate protection to infant industries. In practice,
it meant that the textile industry was being subjected to negative effective
protection because some of its inputs were necessarily iimported (or were
domestic tradables) and hence affected directly or indirectly by the 8 percent
tariff.

11.10 The implications of all this for recent industrialization are
interesting. First, it would seem that Egypt had no immediate comparative
advantages in industries other than building materials, beverages, tobacco,
a few food products, soap, two or three chemical products and perhaps petroleum
refining. I/ The question is: have things changed that: much in sixty or
seventy years, and if so, in which direction? Second, it would seem that
Egypt did not have a clear advantage in textiles, which became the dominant
industry in the manufacturing structure only when afforded protection. The
moot questions are whether the textile industry was merely in need of
temporary protection during a relatively short stage of infancy. Or whether
it is an industry which in Egypt suffers from a fundamental lack of comparative
advantages? The answer to the second question may be affirmative because
Egyptian cotton is of high quality and hence an expensive input for the
production of cheap and low-grade products such as coarse yarn and grey or
thick fabrics.

11.11 Egypt would seem to have a comparative advantage in textiles owing
to low labor cost, the availability of medium- and long-staple cotton as well
as by the established textile industry. Because of the deterioration in the
physical facilities since nationaliza tion, however, the overemployment in the
textile mills and, more importantly, the neglect in developing an efficient
management and skilled labor supply, Egypt may have jeopardized this compara-
tive advantage. At any rate, high quality production of textiles from high
quality cotton was not generally achieved. Underspinning of the long-staple
cotton, while prevalent before 1970, was probably not as uneconomical as often
alleged because of the high international price elasticity for long-staple
cotton. At present, when exports may be constrained by increased local
demand, underspinning may be a problem, however. This would. be minimized by
the introduction of capacity for cotton/polyester blend in new projects and
the importation of short-staple cotton.

1/ In the early days of the petroleum industry, the balance of economic
advantages was in favor of refining in situ.
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11.12 It is difficult to estimate quantitatively industrial growth in
the 1930s, and the judgment that development was rapid is based on indirect
evidence. Import-substituting industrialization had barely proceeded for 10
years when the Second World War broke out. The disruption of foreign trade
closed domestic markets to Egyptian industry but it also prevented signi-
ficant importation of equipment and spare parts necessary for new investment
and for the replacement of worn out machinery. Thus the development of
industry during the War was uneven: some sectors benefiting others being
retarded, and yet others struggling with varying degrees of success in order
to meet new demands with little means.

11.13 But the war created conditions for the resumption of industrial-
ization in 1945. Many firms had made significant profits during the war
and had retained large liquid balances, which they were able to use later
for financing new investments. The Allied armies employed and trained a
work force of 100,000 to 200,000 men in various plants and workshops. Thus,
a large pool of skilled workers and foremen became available to industry
after the war. Entrepreneurial talent also emerged in a situation created
by import shortages. The war witnessed significant capital accumulation in
man and the building-up of financial resources, but the physical stocks of
machinery and goods were run down. The experience of the war, following so
closely the Great Depression, reinforced the case for import-substituting
industrialization. During the war entrepreneurs and capitalists acquired
a better knowledge about the demands of the market; they learned from direct
experience that certain goods could be produced by domestic industry; they
discovered which domestic goods, in which quantity and quality, could be
absorbed by a market closed to imports. For all intents and purposes, it
can be said that modern industrialization in Egypt had a new and significant
beginning soon after the end of the Second World War.

C. The Growth of Industrial Output

11.14 Much industrialization has taken place in Egypt since 1945, though
at an uneven pace. This is observable in changes in the structure of GDP,
which involved an increase in the share of industry at the expense of that
of agriculture (Table 11.1). It is interesting that these structural changes
took place during the entire period 1945-75, despite differences in the
economic systems which divide this period into two distinct phases.

11.15 Movements in industrial output from 1945-75 may be assessed from
different sets of data. First, there are various national income estimates
at constant prices, which may be used to suggest the magnitude of rates of
growth of industry's contribution to real GDP. The problems with national
income estimates for developing countries are familiar: the data on which
they are based suffer from weaknesses; comparisons over a long period of years
are made difficult by lack of consistency in the procedures used to arrive at
the estimates, changes of concepts and definition, unexplained revisions of
older estimates, and the like. Second, there are a number of industrial
production indices. Most official indices cover a short period of the past
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three decades. There is a UN index, which suffers from certain inconsisten-
cies, and an index constructed by Mabro and Radwan, which covers a long period
starting in 1939 but which, unfortunately, does not go beyond 1969/70. Esti-
mates of movements in the volume of industrial production for the years 1973,
1974, and 1975 have been made for this report.

11.16 Some broad movements in the volume of industrial production for
the period 1945-75 may be depicted with a fair amount of confidence if all
these various elements of information are pieced together. The national
accounts data presented in Table 11.1 reveal the following. There was a
short but sharp boom in industrial production soon after the Second World
War, that is, between 1947 and 1950, and a period of sustained growth at a
fairly high rate stretching between 1954 and 1964. The data further reveal
a downturn in performance after 1964 which is evidenced in several sources.
The rates of growth of industrial output then begin to decline, reaching
negative values in 1967/8. There was a short recovery between 1968/9 and
1970/1, followed again by stagnation until 1974. The national accounts
suggest a high rate of increase in industrial output in 1975.

11.17 The Mabro-Radwan index of physical production reveals the same
broad features, although the rates of increase for individual years and
average rates for sub-periods are obviously different from the figures
obtained from the constant price estimates of national accounts. The Mabro-
Radwan index is reproduced in Table 11.2. The postwar boom of 1947-50 and
the period of high growth between 1954/55 and 1964/66 are picked up by this
index. The downturn after 1963/64 is as visible here, although the methods
of estimation are entirely different. Mabro-Radwan have much lower rates of
growth of industrial.output in 1968/69 and 1969/70 than the national accounts.
If their estimates for those years were to be treated as the more reliable,
the characterization for 1968/69 to 1974 becomes one of relative stagnation
with fairly low rates of growth.
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Table 11.1: CONTRIBUTION OF INDUSTRY TO GDP AT CONSTANT PRICES
(LE millions)

(at constant 1954 prices)
Year Industry in GDP Index Annual Rate of Increase

1945 91 100.0 -
1946 92 101.1 1.1%
1947 101 111.0 9.8
1948 113 124.2 11.9
1949 126 138.5 11.5
1950 133 146.1 5.6
1951 132 145.0 -0.8
1952 132 145.0 0
1953 134 147.2 1.5
1954 146 160.4 8.9

1952/3 140 100.0 -
1953/4 143 102.1 2.1%
1954/5 152 108.6 6.3
1955/6 163 116.4 7.2
1956/7 174 124.3 6.7
1957/8 190 135.7 9.2
1958/9 202 144.3 6.3
1959/60 213 152.1 5.4

(at constant 1959/60 factor costs)
1959/60 256.3 100.0 -
1960/1 285.6 111.4 11.4
1961/2 309.9 120.9 8.5
1962/3 329.2 128.4 6.2
1963/4 369.6 144.2 12.3
1964/5 385.0 150.2 4.1
1965/6 394.3 153.8 2.4
1966/7 397.1 154.9 0.7
1967/8 378.4 147.6 -4.8
1968/9 415.6 162.1 9.8
1969/70 442.4 172.6 6.4

(at constant 1969/70 factor costs)
1969/70 542.0 100.0 -
1970/1 600.2 110.7 10.7
1971/2 615.9 113.6 2.6
1972 615.4 113.5 -

(at constant 1972 factor costs)
1972 589.3 100.0 -
1973 602.6 102.2 2.2
1974 638.3 108.3 5.9
1975 773.6 121.2 (11.9)

Notes: 1945-54: industry includes manufacturing, mining and electricity.
In the other series, electricity is excluded. The data for 1975 at
constant 1972 factor costs are not available. A rate of increase for
the year is shown from other sources.

Sources: 1945-54 and 1952/3-1959/60 from B. Hansen and D. Mead, op.cit.
1959/60-1975 Ministry of Planning.
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Table 11.2: INDICES OF INDUSTRIAL PRODUCTION
1945 - 1954 - and 1952/53 - 1969/70

Year Index Annual Increase Year Index Annual Increase
(percent) (percent)

1945 100.0 - 1952/3 100.0 -
1946 103.5 3.5 1953/4 108.2 8.2
1947 110.6 6.8 1954/5 120.7 11.5
1948 130.7 18.1 1955/6 129.6 7.4
1949 148.5 12.1 1956/7 140.2 8.1
1950 153.9 3.6 1957/8 152.9 9.0
1951 168.6 9.5 1958/9 162.5 6.3
1952 173.0 2.5 1959/60 175.9 8.2
1953 176.5 2.0 1960/1 203.2 15.5
1954 195.3 10.5 1961/2 224.7 10.6

1962/3 250.5 11.5
1963/4 280.2 11.8
1964/5 292.8 4.5
1965/6 299.3 2.2
1966/7 297.2 -0.7
1967/8 291.0 -2.1
1968/9 301.2 3.5
1969/70 315.4 4.7

Notes: The 1945-54 index is constructed using a small number of com-
modities. The 1952/53-1969/70 index involved 159 commodities.

Source: R. Mabro and S. Radwan op cit, Tables 5.2 and 5.3.

11.18 If the various constant-price estimates in Table 11.1 are spliced
together - a rather crude procedure because of changes in definition, cover-
age, base for the constant price estimate and so on -- the index of production
would stand at 527.4 in 1975 (1945=100). This implies an average compound
rate of growth of 5.69 percent per annum. The average compound rate for 1945
to 1969/70 is 5.64 percent per annum, while the Mabro-Radwan index, again
spliced together, suggests a higher rate of 7.2 percent for the same period.
The discrepancy is largely due to two reasons. The first relates to the
nature of the indices, the former index being of the Paasche type and the
second of the Laspeyres type. The second reason is more important. The
national accounts reflect in principle output movements in the whole of the
industrial sector, that is a combination of the slow-growing small manufac-
turing sector and of the fast growing modern, large-scale industry; Mabro-
Radwan's mainly reflect the growth of output in the sector comprised of
establishments in which at least ten persons are engaged.

11.19 The important conclusions for the period 1945/70 are that: (i) the
average rate of manufacturing growth in the past three decades was substantial,
though not extremely high; (ii) output performance was urneven and much of the
growth achieved after World War II is attributable to the short post-war boom
and to high rates sustained between 1954 and 1964; (iii) output performance
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was unsatisfactory after 1964 not only because of the sharp dip from high
rates of growth to negative values in 1967/8 but also because the subsequent
recovery was short and followed by three or four years of stagnation.

11.20 Between 1969/70 and 1975, the value-added (at constant 1970 prices)
in the industrial sector increased at an annual rate of 5.5 percent. This
has to be interpreted with some caution however. The growth between 1969/70
and 1973 was very small -- less than one percent annually -- while in the
1973/76 period it rose to 11.6 percent a year. The post-1973 figures reflect
the rapid increase in the utilization of installed capacity made possible
by the higher levels of external assistance that became available in this
period, but the figures also are inflated by the inclusion of crude petroleum
production, which became especially important in the most recent years.
Consistent data are not available to separate the share of petroleum from
that of manufacturing over the entire period, but a rough estimate suggests
that perhaps 4 percentage points of the post-1973 growth of the composite
"manufacturing, mining and petroleum" sector could be attributed to the
petroleum subsector.

D. The Industrial Structure

11.21 There are a variety of aspects to be considered in the industrial
structure, notably the industrial composition of output, its division between
domestic absorption and exports, the distribution of employment and of the
capital stock by branch of activity, the composition of establishments by size
and the location of plants and firms. Another aspect relates to linkages
between various sectors and involves input-output tables. The latter would
reveal, among other things, the cost structure of every industry, and the
degree of dependence on inputs of a given origin (particularly the degree of
import dependence of various industries). Import-substitution strategies
also result in typical patterns of structural changes. The moot question is
whether the pattern of industrialization associated with import-substitution
involves structural weaknesses, which, in the end, defeat the purposes of the
development strategy. The issues of interest that arise in this context are:
how much structural change has taken place? What is the stage of industriali-
zation attained? Has a point been reached at which further possibilities of
significant import-substitution are exhausted? Is the industrial structure
sufficiently flexible to accommodate a change of strategy, say, from import-
substitution to export promotion?

(1) Composition of Output

11.22 The industrial structure of Egypt may be depicted with the aid of dif-
ferent sets of data. It may be useful to glance, first, at data on the physical
output of main commodites but value-added data provide a more meaningful
description of the industrial structure. They also enable a better assessment
of structural changes over time. Unfortunately, no single source covers the
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period considered in this study. National accounts data for industry dis-
aggregated by branch of activity are only available for 1969/70 and 1975;
census of industrial production data are available on a fairly comparable
basis for 1947 and 1966/7 (for all manufacturing establishments) but not
beyond. These data on value-added are presented in Table 11.3. The data seem
fairly comparable for most industries, except food and textiles. There are
reasons to believe that the structure derived from the census of production
for 1966/7 is closer to the real situation in the late 1960s than the structure
implied by the 1969/70 national accounts. The latter seem to overstate sig-
nificantly the value-added in food industries, because they apply a very high
mark-up on data for large establishments. This is done to adjust for the
large number of small establishments in this sector that: do not contribute
much to value-added (their share of gross value of production may be large
but in food industries, such as milling, value-added is a small proportion of
output). It has also been suggested that the national accounts understate
gross value-added in textiles, but the evidence for that: judgment is not as
strong as that for the judgment on the share of food. Similar comments also
apply to the 1975 national accounts data for the two subsectors.

(2) Industrial Subsectors

11.23 In Table 11.4, the industries are grouped in three categories.
Category A includes Food, Beverages, 'robacco, Textiles and Wearing Apparel and
may be taken to represent basic consumer goods industries. Category B includes
Wood, Paper, Printing, Leather, Rubber, Chemicals, Coal, Petroleum Products,
Non-Metallic, Basic Metals, Metallic Products and Miscellaneous. Though some
of these industries produce consumer goods, their output includes important
intermediates used by industry and other sectors such as agriculture (fertili-
zers), construction (building materials), etc. It is convenient to refer to
Category B as 'intermediate' industries. Category C includes Non-electric
machinery, Electric machinery and Transport equipment. This sector relates
mainly to capital equipment and consumer durables and, of course, transport
vehicles. At present there is little production of machinery in Egypt.
Consumer durables and machinery repair dominate this category.
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Table 11.3: GROSS VALUED-ADDED IN MANUFACTURING INDUSTRY
SELECTED YEARS, CURRENT PRICES

1947 1966/67 1969/70 1975
Industry LE LE LE LE

mil- mil- mil- mil-
lion percent lion percent lion percent lion percent

Food 10.5 20.7 44.0 12.1 104.5 20.4 140.0 17.5
Beverages 1.7 3.4 3.9 1.1 4.9 0.9 12.0 1.5
Tobacco 5.4 10.6 13.8 3.8 14.2 2.7 27.6 3.4
Textiles 21.8 43.0 120.6 33.2 120.9 23.6 168.0 21.0
Wearing Apparel 1.1 2.1 17.4 4.8 22.9 4.4 50.7 6.3
Wood 0.1 0.2 3.8 1.1 15.8 3.0 18.7
Furniture 0.8 1.8 9.2 2.5
Paper 0.5 0.9 9.1 2.5 9.8 1.9 22.0 2.0
Printing 1.1 2.2 7.1 2.0 14.5 2.8 18.5 2.0
Leather 0.5 1.0 2.5 0.7 4.9 0.9 9.8 1.0
Rubber 0.2 0.4 3.0 0.8 5.4 1.0 9.2 1.0
Chemicals 2.1 4.2 39.4 10.8 54.9 10.6 96.3 12.0
Petroleum 1.0 2.0 16.0 4.4 11.2 2.2 -23.9 -3.0
Non-metallic 1.4 2.8 15.6 4.3 23.5 4.5 40.1 5.0
Basic Metals 0.2 0.3 12.4 3.4 23.9 4.6 52.2 6.9
Metallic Products 1.7 3.4 15.5 4.3 16.6 3.2 28.0 3.0
Non-electric machinery - 0.0 3.9 1.1 6.4 1.2 10.0 1.0
Electric machinery - - 10.8 3.0 16.9 3.3 33.2 4.0
Transport equipment 0.3 0.3 9.8 2.7 14.9 2.9 32.3 4.0
Miscellaneous 0.3 0.5 5.1 1.4 30.4 5.9 56.0 7.0

50.7 100.0 362.9 100.0 516.5 100.0 800.7 100.0

Source: 1947 and 1966/7, R. Mabro and S. Radwan, op cit Table 6.6 with
reference back to the original censuses of industrial production;
1969/70 and 1975, Ministry of Planning.

Table 11.4: COMPOSITION OF GROSS VALUE-ADDED IN PERCENTAGES BY
CATEGORIES OF INDUSTRIES, 1947, 1966/7, 1969/70, AND 1975

Category 1947 1966/7 1969/70 1975

Category A (Basic Consumer Goods) 79.8 55.0 51.6 49.7
Category B (Intermediate Industries) 19.7 38.2 40.6 40.6
Category C (Consumer Durables/Equipment) 0.5 6.8 7.4 9.3

Source: See Table 11.3.
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(a) Category A - Basic Consumer Goods Industries

11.24 Table 11.3 reveals the dominant place of textiles at the beginning
of the period considered. Although the share of textiles declines over
time, this industry retains its first place in the ranking of gross value-
added by branch of activity. In fact, if the remarks made earlier about
the overstatement of the contribution of food industries (and the understate-
ment of textiles) by the national accounts were correct, the share of textiles
in manufacturing gross value-added would be much higher than shown in 1969/70
and 1975. An adjusted estimate put the share of textiles at 25.4 percent in
1975 (rather than 21.0 percent shown in Table 11.3) and at 28.5 percent in
1969/70. The importance of textiles in Egyptian industry is confirmed by
other indicators such as employment and exports. Thus, in 1966/7, textiles
employed 246,500 persons in establishments that engaged ten or more workers
(conventionally defined as modern or large-scale industry in contradistinc-
tion to the very small establishments employing less than ten workers). This
figure represented some 43 percent of the manufacturing labor force in these
'large' establishments. The employment share of textiles in all manufacturing
establishments in 1966/7 was 32.3 percent. The place of textiles in Egypt's
manufacturing exports, and the growing importance of textiles can be gauged
from Table 11.5. Yarn and fabrics account at present for some 20 percent of
all merchandise export earnings and for two-thirds of manufactured exports.
The pattern of structural changes in Egyptian industry since World War II
involves a decline in the share of textiles in manufacturing value-added, a
smaller decline in the employment share, and a considerable increase in the
shares of textiles, both in total and in manufacturing esxports. But on all
scores, textiles still appear to be Egypt's most important industry in the
mid-1970s. In that sense little has changed in the past 30 years.

Table 11.5: SHARE OF YARN AND FABRICS IN EXPORT EARNINGS
SELECTED YEARS, 1946-75

(percent)

Export Export
Year Share of Textiles Year Share of Textiles

1946 0.3 1966/7 19.2
1952/3 3.3 1969/70 16.7
1956/7 8.3 1973 17.1
1959/60 9.7 1974 18.4
1964/5 14.0 1975 20.7

Source: Central Agency for Public Mobilization and Statistics
and Ministry of Planning.

11.25 It is interesting to note that planners in the late 1950s and
thereafter devoted a large proportion of industrial investment to textiles,
thus helping this industry to maintain, and even enhance, its dominant place
in the industrial structure. Planners need not be influenced by tariffs in
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the same way as the private sector. For private investors tariffs can make
all the difference between profits and losses. In a centrally planned economy
where foreign trade is controlled by the Government, quantitative restrictions
on imports will be operated by the Foreign Trade Organization to protect
domestic production; the tariff will be superseded by the imposition of quotas
or in the extreme case by the virtual prohibition of competing imports. The
planner is thus in a position to ignore tariffs, to decide on the economic
merits of an investment project in textiles from the standpoint of society
as a whole, to compare these with the advantages and costs of other projects,
and to decide accordingly.

11.26 The interesting question is whether planners found textiles to
be profitable for the economy in terms of social opportunity costs and bene-
fits, or whether they merely followed precedent and decided that the country
ought to accord priority to the industrial processing of its local raw
materials. There is evidence now that the textile industry in Egypt does not
yield an economic return (measured in terms of the social opportunity costs of
resources used). Hansen and Nashashibi 1/ estimated that the rates of return
at international prices for yarn were 0.9 percent in 1960 and -10.2 percent in
1969/70; for cotton fabrics, the figure is -15 percent in 1965/6. The main
input into the textile industry, long-staple cotton, is of very high quality
(and hence high opportunity cost). Unless this raw material is used to pro-
duce a high quality output (which commands a high international price), the
activity will show negative value-added at international prices, i.e. it
indicates an absence of comparative advantage. The fact that the private
sector failed to set up a modern textile industry at the beginning of the
century because of the lack of tariff protection, and more significantly,
that it failed to invest in textiles between 1910 and 1930 when a uniform 8
percent ad valorem duty was in effect, points to an inherent difficulty.

11.27 The consensus among students of the Egyptian economy has long been
that the economics of the textile industry (as set up in Egypt) are inherently
wrong because a high quality input is used for the manufacturing of a coarse
product. From this it is frequently argued that Egypt ought to import short-
staple cotton for domestic processing. Given the f.o.b. price differentials
between short-and long-staple cotton, the economics of doing so will depend
(i) on the transport costs, which determine the c.i.f. price of imported
short-staple cotton; (ii) on the elasticity of world demand for Egyptian
long-staple cotton; and (iii) on external diseconomies that may arise from
the importation of cotton in the country (contamination of Egyptian cotton,
etc.). A second option might be to reduce the land allocated to extra long-
staple cotton in favor of food or medium-staple cotton products. The correct
policy recommendation would also include an improvement of the quality of
manufactured cotton products--raising the average count of yarn and switching
towards the production of high quality fabrics. Such a policy would be part
of an export promotion strategy, and may call for a radical change in the
ideas about industrialization that have prevailed in Egypt since 1930. To put
the point differently, a variety of options need to be examined and ranked in

I/ B. Hansen and K. Nashashibi op cit., Table 8.4.
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relation to each other: one is to import short-staple cotton for the local
manufacturing of fairly coarse yarn and fabrics and to export most of the long
staple crop in its raw form, another is to manufacture hi;gh quality cotton
goods for export and to import the cheap fabrics for domestic consumption.
Between these extremes much room exists for a combination of two strategies.

11.28 It seems clear that the dominant place of textiles in the industrial
structure is the consequence of import-substituting policies rather than the
manifestation of a natural advantage. The private sector responded to the
inducement of tariffs from 1930 to the late 1950s. Planners continued to
favor textiles in their investment allocation because of their strong incli-
nation toward import-substitution, especially for basic consumer goods; they
may also have been attracted by the view that textiles is also an export-
substitution industry. A country specializing in the export of a raw material
may be tempted to become an exporter of this material in a manufactured
form.

11.29 Turning now to the other major industries: The value-added data
for 1975 in Table 11.3 (where an ISIC two-digit breakdown is applied) rank
food, chemicals and basic metals in decreasing order after textiles. The
value-added share of food has been declining throughout the period 1947-
1975. As noted above, the 'true' share of food in 1969/71) and 1975 may
be much lower than shown in Table 11.3, probably around 12 percent of total
manufacturing value-added in 1969/70 and 10 percent in 1975. It may well
be that on the ISIC two-digit classification 1/ chemicals was in 1975 Egypt's
second most important industry in terms of net output. Another set of data
reveals the importance of chemicals in Egyptian industry: gross value-added
in establishments employing 10 persons or more. This subsector of manufac-
turing is conventionally taken to represent 'modern' industry. In that
sub-sector, the value-added share of food declined sharply between 1952
and 1966/7 from 18.2 to 10.7 percent while chemicals increased its share
from 10.8 to 12.7 percent. It seems, therefore, that the relative decline
of the food industries has been greater in modern industry than in the whole
manufacturing sector. Chemicals is essentially a modern industry and has
acquired over time a much larger share in the subsector comprised of estab-
lishments with ten or more workers than in the whole of the manufacturing
sector. Further, the relative decline of the share of textiles in manufac-
turing value-added was mainly due--at least between 1952 and 1966/7-- to
a displacement away from the small sector. The share of textiles in modern
manufacturing remained fairly constant in the 1950s and probably increased
in the 1960s.

11.30 The relative decline of the food industry requires a word of expla-
nation. It is clear that a large component of the food industry is made up
of small establishments: canneries, grain mills, dairies and the like. That

1/ As applied in Egyptian statistics.
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sector may have been growing at the rate of food consumption in the country or
thereabout and will probably continue on the same trend. Whether these small
establishments which are engaged as much in retail trade and the provision of
services as in food processing, should be included in manufacturing is a
matter of arbitrary definition. The important point is that the composition
by type of establishment is very different for the various industries, and
that food in that respect is different from, say, textiles. The modern food
industry in Egypt has suffered from chronic problems and difficulties from
the start. The history of the sugar industry, which goes back to the 1860s,
provides ample illustrations. The history has been punctuated with bankrupt-
cies, reorganization, subsidies and exceptional tariff support from the days
of Khedive Ismail until the Second World War. Apart from sugar, the main
components of the modern food industry are canning and dairy products. Both
suffer from inadequate inputs: the production of fruit, vegetables, and milk,
though growing, does not provide much opportunity for a rapid expansion in the
canning and dairy industries, an expansion that an export-oriented strategy
may want to encourage. A food industry (canning and dairy products, for
example) that would have to rely on imported food inputs for rapid expansion
may not, because of transport and storage costs, turn out to be very compe-
titive. The main conclusion of our analysis of textiles is that an agrarian
economy, such as Egypt's, does not always have obvious advantages in industries
that rely heavily on agricultural inputs. The difficulties relate to the
quality of the input for textiles and to quantitative growth in the case of
food.

(b) Category B - Intermediate Industries

11.31 The emergence of chemicals as the second branch of modern manu-
facturing fits with well-evidenced regulations in patterns of behavior in
developing countries. The output of chemicals consists of: (a) important
intermediates, such as fertilizers, alcohol, detergents, paints, caustic soda,
acids, which are essential inputs for both agricultural and industrial produc-
tion, and (b) some consumer goods, such as soap, cosmetics, and pharmaceuticals
which enjoy high income-elasticities of demand. Chemicals benefited from the
import-substitution strategy because of the existence of a fairly large and
expanding market. Egyptian agriculture, for example, is a large consumer of
artificial fertilizers. Consumption increased at a fast rate after World War
II, and the demand for fertilizers will need to expand much further if growth
in agricultural yields is to be sustained. Egypt is not yet self-sufficient
in fertilizers. Table 11.6 shows the growth in both total supply and imports
between 1962 and 1972.

Table 11.6: SUPPLY OF NITROGEN FERTILIZERS
(in 1000 tons of N)

1962 1965 1968 1970 1971 1972

Production 107 159 140 119 109 103
Imports 56 116 147 203 174 285

163 27_5 2~8_7 _~ 322 283 388

Source: Food and Agricultural Organization of the United Nations.
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Projects near completion or under implementation will increase domestic output
in the coming years beyond the point of self-sufficiency, thus creating an
export potential.

11.32 Industrial chemicals benefited from the seconidary effects of the
import-substitution strategy. As domestic production of consumer goods dis-
places imports, an internal market for the industrial inputs required for
such production begins to expand and opens up further opportunities for
import-substitution. This explains the emergence of chemicals and also
metals as leading industries in the second stage of industrialization.
Finally, as income grows, the composition of consumer demand tends to shift
toward certain manufactured goods with high elasticities. Though consumer
durables is one of the main industries that tends to expand under these
conditons, some of the chemical industries--pharmaceuticals, cosmetics,
paints, etc.--may also benefit from a demand pull. All this seems to have
occurred in Egypt over the long period and explains a typical pattern of
structural changes.

11.33 It may thus be concluded that changes in the gross value-added shares
of industries between 1945 and 1975 occurred according to well-defined patterns.
Table 11.4 shows that the share of basic consumer goods industries (Category A)
fell from close to 80 percent in 1947 to 55 percent in 1966/7 and that the
declining trend continued to 1975. At the early stage of industrialization,
as in Egypt in 1947, manufacturing is almost entirely confined to food, bever-
ages, cigarettes, wearing apparel and textiles; there was hardly any production
of consumer durables, machinery or transport equipment in 1947. The inter-
mediate manufacturing sector (Category B in Table 11.4), which accounted for
some 20 percent of value-added in 1947, consisted essentially of a few fac-
tories and small workshops in building materials, some chemicals and a narrow
range of metallic products. Egypt at that time had one paper mill, one
petroleum refinery, and one modern glass factory. Immediately after the war,
however, private entrepreneurs began to show some interest in these and other
intermediate industries such as plastics, nitrogenous fertilizers, rubber, and
metals. Their investment decisions induced a process of structural transforma-
tion, which continued in later years when the Government planners took over.
The structural transformation was not initiated by planners, but they imparted
a strong momentum to changes that had begun before their era. The effects of
their actions are apparent in Table 11.4. The gross value-added share of
intermediate industries increased from 19.7 percent in 1947 to 38.2 percent in
1966/67. The national accounts put this share at around 40 percent in 1969/70
and 1975. It seems that the increase in the share of intermediate industries
was not continuous throughout the period but moved in discrete leaps. There
were rapid increases until 1960 after which the gross value-added share
remained constant at about 38 percent until 1966/67. The share rose again to
around 40 percent in 1970 and remained fairly constant until 1975. Further
rises can be expected in the second half of the 1970s.
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(c) Category C - Capital Equipment and Consumer Durables

11.34 There was hardly any capital equipment/consumer durables industry
in Egypt in 1947 and the present share of these industries though increasingly,
is below 10 percent. It is misleading to treat Category C as representing the
capital goods sector as most of the output is transport equipment, car repairs
and consumer durables. In richer developing countries, such as Iran or
Brazil, Category C commands a much higher share of value-added. But it is
typical of most import-substituting patterns that capital goods are discrimin-
ated against. One reason for this is the cascading structure of tariff
protection, which implies negative effective rates for the capital goods
sector.

(3) Small Scale Industry

11.35 For the purposes of this report, establishments employing 1-9 workers
will be referred to as the artisanal sector and those employing 10-50 workers
as small-scale industry. Different boundaries, e.g. a 10-100 employment
bracket for small scale industry, could probably be equally defensible on
grounds of low capital/labor ratios. Information on private sector industry,
particularly on the small scale industry segment, is distressingly fragmentary
and unreliable. Thus tracing and assessing developments in the sector becomes
extremely difficult. Conclusions arrived at should therefore be treated with
caution.

11.36 In the wake of the nationalizations and punitive sequestrations in
the early 1960s, only relatively small manufacturing establishments, mostly
employing less than 50 workers, remained under private ownership. The private
sector has virtually been excluded from the intermediate and capital goods
industries and its share tends to be larger in consumer goods and generally
in industries where scale economies are not very important. Despite the
uninviting climate, small-scale industries have managed to hold their own and
even grow, accounting for about one-third of total value-added generated in
industry and 54 percent of total industrial employment. The sectoral distri-
bution of private ownership, given the narrow confines of private initiative
until the recent change in Government attitude, has not changed perceptibly
during the past decade or so. Leather, woodworking and furniture, wearing
apparel and engineering (including metallic products) remain the dominant
industries of private activity and, by extension, of small-scale manufac-
turing. There are some 4,000 establishments employing 10 or more workers.
Establishments employing 10-50 workers account for 90 percent of the total
number, and 57 percent of total employment (some 122,000), of establishments
employing 10 or more workers in the private sector. There have been no
discernible changes in the size structure of enterprises. Greater Cairo
presents the major concentration of private manufacturing industries,
accounting for 57 percent of the total number, 64 percent of employment
and 67 percent of the value-added generated by the establishments employing
10 or more in the private sector, a trend that remains virtually unchecked.
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11.37 The artisanal sector is heavily oriented toward the production of
a wide range of household goods for local markets. Based on sketchy infor-
mation, it appears that the ranking of artisanal activities in terms of
employment and number of establishments has not changed significantly in
the past decade, suggesting continuation of past trends. The order has been
roughly as follows: ready-made garments, woodworking and furniture, food
processing, engineering/metallurgy, textiles, shoes and leather products,
repairs. About three-quarters of the artisanal establislhments have fixed
assets valued (in 1974) at less than LE 100 and 97 percent at less than LE
1,000. This underscores the very low capital intensity of the small artisanal
workshop. Over 72 percent of the establishments employ only one worker, while
98 percent employ five workers or less. The average per establishment has
been two workers during the last decade, indicating no structural changes.
Employment in the artisanal segment probably amounts to about 330,000. As a
result of the inhospitable climate, the artisanal sector does not appear to
have grown significantly during the last decade. About 50 percent of the
artisanal undertakings are members of cooperative societies. The cooperative
system provides virtually no credit facilities to its members; nor does it
make it any easier for them to obtain credit from institutional sources. Some
assistance to members is provided through bulk purchases of materials and
through the granting of approval of foreign exchange requirements for imports.
A number of cooperatives in the ready-made garments, shoemaking and furniture-
making trades purchase and market all or part of the output of their members.
The quality of technical assistance currently provided to the artisanal
sectoral leaves much to be desired, however.

11.38 The performance of the private manufacturing sector (which can be
viewed practically as coextensive with small-scale industry) in the most
recent years has been impressive. Output, which stagnated during 1972-74,
increased by a remarkable annual average of 15 percent in real terms between
1974 and 1976, reflecting the vitality and favorable response of the sector
to the Government's encouragement of private initiative. Leather, building
materials, chemicals, woodworking and furniture, and engineering industries
were the fastest growing. The portion of total private manufacturing output
which is exported remains very small: 6 percent in 1976. On this low basis,
private sector exports almost doubled between 1973 and 1975, the leading
industries being chemicals, leather, garments and furniture. Eastern European
countries, particularly the Soviet Union, account for 94 percent of total
private exports. Such heavy reliance renders exports highly vulnerable to
political developments and strongly suggests the need for redirection of
trade. Employment in the private sector grew at an impressive annual rate of
6.7% during 1966-74, compared with 2.4 percent in the public sector, raising
its share in total industrial employment from 47-54 percent. The record of
the private sector is even more impressive if account is taken of the over-
staffing of public enterprises. Private sector employmenit reached an esti-
mated 623,000 in 1974, of which about 70,000 are employed in establishments of
10-50 workers and possibly about 330,000 in the artisanal. sector. The share
of the private sector in total industrial investment was exceedingly small
during 1970-74, averaging about 4 percent per annum in current prices. In
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1975 private investment increased by sevenfold to LE 108 million and accounted
for 10% of total; the percentage was slightly higher in 1976. On the basis of
approvals by the Government Organization for Industry, engineering, textiles,
chemicals, and food processing projects account for 90% of total planned
investment in 1974-76. Average planned investment per project for all indus-
tries in the private sector taken together has been rising since 1970, but
more dramatically in 1975 and 1976, reflecting a tendency toward larger-size
projects and increased capital intensity. Nevertheless, capital/labor ratios
(based on planned investment) in the order of LE 2,600 (US$4,000) should still
be viewed as relatively low.

E. Industrial Financing

(1) Financial Institutions 1/

11.39 Institutional financing for industry has been provided in the past
almost entirely by the banking sector. Of the non-banking institutions, only
insurance companies have recently shown some interest in providing long-term
financing to a few large industrial projects. The two stock exchanges in
Egypt, in Cairo and Alexandria, have not been contributing to the mobilization
of industrial finance. No new securities have been issued for the last 20
years. The exchanges have about 43 listed securities with a total market
value of about LE 160 million of which bonds represent 60 percent (mainly four
Government issues) and stocks 40 percent (mainly issues of "mixed" public/
private sector companies). The annual turnover volume is about LE 10 million
in Cairo and LE 3-4 million in Alexandria.

11.40 The banking sector continues to be dominated by the four public
sector commercial banks--Misr Bank, Banque du Caire, National Bank and Bank
of Alexandria (BOA)--all fully owned by the Central Bank of Egypt. The sector
specialization of each of these banks was removed in 1975 with the promulga-
tion of the new banking law (Law 120). Other than some short-term financing,
however, BOA continued for a while to be almost the sole source of insti-
tutional finance for industry.

11.41 The Government's "open door" policy in recent years has led to the
establishment of a large number of new financial institutions (joint venture
banks, foreign bank branches, offshore institutions), most of which are only
gradually initiating operations. 2/ Significant interest in development
banking has also been shown by some of these joint venture banks.

1/ The details are in the World Bank's Appraisal Reports on the first
and second IDA credits for BOA; Report Numbers 148a-EGT and 797-EGT.

2/ At the last count 69 banks had operations in Cairo--33 local and joint-
venture banks, 25 representative offices, and 11 finance and investment
houses.
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(2) Financing of Public and Private Sector Investment

(a) Major Industrial Sectors

11.42 Public sector industrial investments continued to be financed pri-
marily from the Treasury and from internally generated funds. The commercial
banks generally provide only working capital financing, although some invest-
ments in fixed assets are also financed with short-term loans that are rolled
over. The Development Tndustrial Bank (DIB), and previously BOA, provides
long-term financing for public sector projects but this is small in comparison
to total investments and is generally for small reconstruction and expansion
projects. When DIB does finance larger projects, it constitutes only a small
portion of the total financing, supplementing insufficient budgetary alloca-
tions and internally generated funds.

11.43 For private sector investments, the main source of external long-
term investment funds is DIB (and previously BOA), for both local currency
and foreign exchange. Limited term lending for investment projects has also
been undertaken by Chase National and Cairo Barclays. Among the local com-
mercial banks only Bank Misr plans to finance a few large industrial invest-
ments (particularly in textiles), which it is promoting in an effort to regain
a semblance of its pre-nationalization status as an important industrial
financier and holding company. It also finances agro-industrial projects and
is a recipient of an IDA credit (1276-EGT) for this and other purposes. Other
financial institutions have shown somie interest in consortium financing (with
DIB or other institutions) of large industrial and tourism projects; these
institutions include insurance companies and the local joint venture and
off-shore banks. Aggregate data quantifying the sources of industrial invest-
ment financing (self-financing and external financing) are not compiled in
Egypt.

11.44 All the commercial banks provide short-term financing for working
capital and for investment purposes. Short-term loans are sometimes rolled
over, making them disguised term loans. Many private sector businessmen use
the local resources so obtained for purchasing foreign exchange in the
"parallel market" or the "own exchange" market to import capital or consumer
goods.

(b) Small-Scale Industry

11.45 A "small loans scheme" to cater to the needs of the artisans was
instituted by the commercial banks in 1975 whereby loans up to LE2,000 (includ-
ing working capital) and up to 3 years maturity were to be offered to small
enterprises at the normal costs applicable to other loans. No special incen-
tive was offered to the banks for such lending and the scheme was a failure
because bank branch managers perceived that such loans had low profitability
and high risk. Only the National Bank has retained interest in small-scale
industrial lending and it provides mainly short-term and occasional medium-
term local currency loans at the standard interest rates. At the end of 1975,



the National Bank's outstanding loans to small-scale industry amounted to
around LEO.5 million (compared with a total portfolio of LE1.4 billion)
involving some 3,500 clients. 1/

11.46 The main financier of small-scale industry, as of private investment
in general, is DIB. In the first six months of 1977, its medium- and long-
term loans (approved) to small-scale industry 1/ amounted to LE3 million
for about 240 projects, mostly in the Cairo and Alexandria areas where a large
majority of Egyptian small-scale industry is centered.

11.47 The third institution catering to small-scale industry is the Nasser
Social Fund, which is a public sector organization administering various social
funds and programs. Only a small portion of its financing is for productive
purposes. Its financing of small-scale industry has been limited to bulk pur-
chasing from abroad and resale on an installment basis of machinery and equip-
ment (confined so far to one operation involving lathes), taxis and tourist
buses. A small profit margin is added to resale price. It also finances raw
material requirements of small-scale industry through the cooperative organi-
zations. The amount of financing by the Fund is reported to be small in
comparison to that of the to DIB.

1/ These are small loans but it could not be confirmed that the clients
are all small enterpises; some medium size enterprises may well be
included.
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CHAPTER 12

MAJOR ISSUES AND POLICIES FOR EGYPTIAN INIDUSTRY

A. Major Industrial Issues from 1945 to the Present

(1) Productivity

12.01 The significance of industrialization for economic development
is partly related to the higher productivity found in manufacturing compared
with other major economic sectors and partly to the role of total factor
productivity in growth. Measurements of productivity growth in developing
countries are particularly difficult because of data problems. Some indi-
cators on productivity growth in Egyptian industry exist, however. They
suffer from the usual statistical and conceptual defects that characterize
such measures but may provide some useful information. Mabro and Radwan 1/
suggest that average rates of total factor productivity growth in Egyptian
industry were not negligible between 1945 and 1962. The average rates were
slightly higher than 3 percent per annum between 1945 and 1954 and of the
order of 2.7-2.9 percent between 1954 and 1962. The rates of productivity
growth seem to have been higher under free private enterprise enterprise than
under the mixed economy of the 1950s. The difference is slight, however, and
it would be unwise to draw strong conclusions from it.

12.02 The period after 1962 is not comparable with earlier years in studies
of productivity growth in Egyptian industry. In 1962 the Government engaged
in an employment drive, forcing on the public sector large numbers of redun-
dant workers and employees. In such a situation there is no meaningful way
of measuring the true contribution to growth of labor inputs and hence the
contribution of other sources of output growth. All measures of growth in
average output per man, or man-hour employed, and all measures of total factor
productivity growth after 1962, show negative rates. this does not necessarily
mean that technical progress, innovations or organizational and management
improvement suddenly ceased to take place, nor does it mean that labor ceased
to acquire new skills and experience. It simply means that the exogenous
growth of employment is necessarily associated for obvious statistical reasons
with a fall in output per man and that this exogenous growth of employment
exaggerates the contribution of output increases to output growth.

12.03 Movements in the rates of productivity growth confirm the results
suggested by an analysis of other indicators such as output growth and invest-
ment. Performance in Egyptian industry began to deteriorate very seriously
around 1962-64. The main, but not sole, culprit as far as productivity is
concerned was the employment policy. It is likely that the mismanagement
of foreign exchange budgets and import procedures, and to some extent malad-
ministration by the growing bureaucracy in the public sector, also had adverse
effects on productivity. The need to improve productivity remains a key issue
for any viable strategy of industrialization.

1/ Mabro and Radwan, op. cit., p. 185-186.
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(2) X-Efficiency

12.04 Very little can be said about improvements or deterioration in
managerial and technological efficiency, sometimes called X-efficiency, in
the period up to 1975. There are data on capacity utilization for a number of
odd years but these data, gathered by different agencies and researchers under
a wide variety of circumstances and for different purposes, are not readily
comparable. What is certain is that capacity underutilization has been a
chronic ailment of Egyptian industry, irrespective of changes in the economic
system. Different branches of manufacturing industry have been affected by
underutilization of capacity at different times. The food industry seems to
have suffered from serious problems in this respect, and excess capacity in
plant and equipment has been regularly noted by successive observers for three
decades. The seasonality of agriculture, which provides the main inputs, may
be partly responsible for the phenomenon. Several food industries -- canning,
dairy products, and perhaps sugar -- suffer from permanent as opposed to
seasonal underutilization of capacity. Other sectors where X-efficiency
leaves much to be desired are iron and steel, car assembly, and electrical
equipment.

12.05 Although excess capacity has characterized industrial performance
in Egypt for a long time, it seems that the problems have become more acute
in the second half of the 1960s and in the early 1970s. The Government has
tended to blame the foreign-exchange constraint, but this is only partially
true. Public sector firms, which depended on Government allocation of
imported raw materials, tended to order larger quantities than required
of certain raw materials and intermediate goods, sometimes piling up stocks
of some items while running short of others. An examination of data on
aggregate imports of intermediates suggests that the quantities made avail-
able were reasonably large in relation to total consumption of inputs, yet
bottlenecks continually appeared leading to underutilization of plants.
One cannot but conclude that the composition of both stocks and imports
tended to be unbalanced, and that better management of inventories could
have helped to prevent a number of bottlenecks from coming into existence.
This does not mean that the foreign exchange constraint was not binding;
rather it was made much tighter through defective management.

12.06 Data on stocks of inputs, inputs purchased, and inputs used up in
production by Ministry of Industry public enterprises in 1973 and 1974 are
presented in Table 12.1. They illustrate the point about high level of stocks
of inputs. At the end of 1974 stocks were equivalent to 63 percent of the
annual purchases of material inputs and 73 percent of the value of material
inputs used up during the year. In 1973 the ratio of stocks of inputs to
inputs purchased was 59 percent. On the face of it, these ratios do not
suggest low levels of aggregate stocks. Yet underutilization of capacity was
considerable in these years. The indications point to poor management of
stocks and imports.
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Table 12.1: VALUE OF MATERIAL INPUTS PURCHASED AND
VALUE OF STOCKS OF MATERIAL INPUTS, 1973 AND 1974

1973 1974
Stocks as Stocks as Stocks as
percent percent percent

Sector of purchases of purchases of uses

Spinning and Weaving 32.5 59.2 65.8
Wood 39.9 45.5 51.3
Chemicals 68.0 63.0 73.4
Engineering 99.6 100.6 120.2
Metals 66.0 65.0 79.9
Building Materials 83.1 88.8 110.2

AVERAGE 59.1 63.4- 73.3

Note: These data cover Ministry of Industry enterprises only.

Source: Ministry of Industry.

12.07 There is considerable evidence of input and raw material wastage
in Egyptian industries. In the cotton textile industry, for example, where
the normal waste rate is between 10-20 percent (depending on the mix of
carded and combed yarn), the additional wastage is of the order of 8 percent
of consumption (4 percent owing to straight wastage and another 4 percent
owing to the use of more combed yarn than necessary). The state of the equip-
ment, which in many cases is old and worn-out, suffering from lack of main-
tenance and delayed maintenance, contributes to wastage. Also, inadequate
supervision, lack of incentives, inef.fective management and negligence on
the part of labor have also been cited as leading to waste.

12.08 A further problem of technological efficiency relates to the mal-
utilization of a high quality input, namely long-staple cotton, in the tex-
tile industry. The failure to take f-ull advantage of the qualitative
potential of an input may be treated as a problem of X-efficiency. Histo-
rically, the modern textile industry did not emerge in Egypt until tariffs
were imposed. Textiles expanded very rapidly, thanks to protection, and
acquired a dominant share of manufacturing employment and output. The
local availability of a major input for a basic consumer good industry
seems to have, initially at least, helped rapid industrialization. Yet the
local availability of a raw material does not necessarily imply comparative
advantages in the manufacturing of derived products. Egypt's cotton is too
expensive an input for economical use in the production of coarse yarn and
grey fabrics. To turn the apparent advantage into a real economic advantage,
investments in the production of fine fabrics and innovative uses of cotton in
Egyptian manufacturing may be required.
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(3) Competitiveness

12.09 Considerable work has been done on the international competitiveness
of Egyptian industries by Hansen and Nashashibi 1/. Other evidence on this
subject is also available in Mabro and Radwan 2/. The former authors show
that, on the basis of an evaluation of domestic resource costs, sugar, cement
and superphosphates were competitive by the end of the 1950s. Mabro and
Radwan, using a slightly different method, found that cement was definitely
competitive, and sugar and alcohol fairly so, in 1960. Both sets of authors
agree that phosphates remained very competitive in 1964/5 and that coarse
yarn was not, largely because of the use of high-value Egyptian cotton as
an input. Mabro and Radwan feel that the production of fine yarn should
have been encouraged because Egypt seems to be competitive in the production
of that commodity.

12.10 Not surprisingly, Hansen and Nashashibi show that iron and steel,
car assembly, and perhaps paper, are unsuccessful industries with domestic
resource costs sometimes as high as ten times the official dollar rate in
Egyptian pounds. There is some disagreement on nitrate fertilizers, which
fared less well in calculations made for 1964/5 by Hansen-Nashashibi than
in the Mabro-Radwan evaluations. The interesting findings, however, are that
cement and phosphates continued to do well in the 1960s, under the public
sector economy, and that there was no change in the relative competitiveness
of nitrate fertilizers and rubber tires between the 1950s and 1960s despite
changes in the economic system. There is, however, marked deterioration in
the efficiency of textiles, measured by a substantial increase in the domestic
resource costs per dollar earned.

12.11 Clearly, Egyptian industrialization in the past has involved good
and bad projects, and this is now reflected by the varying degrees of compe-
titiveness of different industries. Industry rankings by one measure of
competitiveness, effective protection, are discussed in Annex 3.5. Invest-
ment planning is responsible for costly errors, devoting scarce resources
to projects that were either ill-conceived (wrong scale, wrong technology,
faulty linkages) or that belonged to industries ill-suited to the economic
condition of the country.

(4) Export Performance

12.12 Egyptian industrialization has not been export-oriented; import
substitution has been its dominant characteristic since 1930. These state-
ments do not imply, however, that exports of manufactured goods remained
stagnant, nor that the initial concentration of the export basket was not
progressively reduced. The share of manufactured goods in total exports
has indeed increased from some 7-9 percent in the late 1940s to 48 percent

1/ op. cit, see especially pp. 309-316.

2/ op. cit, pp. 191-236.
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by 1975. Two-thirds of the value of manufactured exports are accounted for by
cotton yarn and textiles. It has been said that industrialization in Egypt
has resulted in export-substitution transforming the economy from an exporter
of raw cotton to a secondary producer, which is increasingly exporting processed
cotton in the form of yarn and textiles. The significant point is that cotton
continues to dominate the scene, either directly or indirectly, in spite of
diversification.

12.13 Diversification in the commodity composition of Egypt's export
basket over the period 1952-75 may be decomposed into three elements. The
first, mentioned earlier, is a switch from raw cotton to textile products.
In 1952/3, raw cotton accounted for about 83 percent of the total value of
merchandise exports, textiles a mere 3.3 percent. In 1975 these proportions
were 37 and 20 percent respectively. The second aspect of diversification
is a shift away from cotton in favor of other agricultural products such
as rice, fruit, and vegetables. The share of this category in 1952/3 was
8 percent but it increased in 1975 to about 13 percent. The third shift was
away from cotton toward manufactured goods, other than textiles. Their
share increased from 2.5 percent to some 20 percent in the two end years
considered. The average compound rate of growth of the value of manufactured
exports was about 13.3 percent per year between 1952/3 and 1969/70, compared
with an average rate of growth of 3 percent of total exports.

Table 12.2: SHARE OF MANUFACTURED GOODS IN TOTIL EXPORTS
1952/53-1975
(Percentage)

Share of Industry in Share of Industry in
Years Total Exports Years Total Exports

1952/3 6.0 1964/5 24.5
1953/4 8.0 1965/6 26.5
1954/5 11.5 1966/7 30.0
1955/6 9.0 1967/8 31.0
1956/7 12.0 1968/9 34.0
1957/8 12.5 1969/70 29.5
1958/9 11.5 1971 34.0
1959/60 18.0 1972 36.5
1960/1 19.5 1973 32.0
1961/2 25.5 1974 35.5
1962/3 21.5 1975 48.0
1963/4 24.5

Notes: Manufactured goods include petroleum products.

Source: Statistical Appendix, Table 8.13.

12.14 Since the mid-1950s Egyptian trade has been heavily directed
towards the Eastern bloc. Egypt may have derived some advantages from that
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pattern of trade in terms of market security, stability and higher prices, 1/
but bilateral trade and concentration in the geographical pattern also involves
costs. Egypt missed the advantages of exposure to the demanding requirements
for quality and standardization of products in Western markets. Such an expo-
sure may have acted as a spur for improvements in methods of production and
for greater efficiency. The period of bilateral trade coincided historically
with considerable expansion in the industrialized world. Egypt therefore
gained security of market and stability in exports at a time when world
economic expansion offered considerable opportunities for growth and dynamic
performance.

B. Economic Policies for Industrialization

12.15 As mentioned\ earlier, significant industrialization in modern Egypt
began with the introduction of tariff protection in 1930. Since that date
industrialization has followed a typical import-substituting pattern, and
radical changes in the nature of Egypt's economic systems, once towards plan-
ning and once again towards liberalization, have not deflected industrializa-
tion from that course. The set of policies that seems most relevant to an
understanding and an appraisal of Egyptian industrialization thus relate to
the foreign trade regime. It is appropriate to begin with trade policies --
especially import and foreign-exchange policies -- leaving the study of other
measures to subsequent sections of this chapter.

(1) Foreign Trade Regimes

12.16 Between 1930 and 1950 the major encourgement provided by the Govern-
ment to industry was in the form of import tariffs. After the Korean boom,
industry received further encouragement in the form of increased tariff pro-
tection, import licensing, and the imposition of other taxes and duties on
imports (such as the "statistical" tax and the "quay" duty).

12.17 In 1953 the Government introduced a comprehensive import entitle-
ment scheme. The entitlements were transferable and commanded a premium,
which in the 1950s ranged between 5 and 15 percent depending on the currency

1/ For example, average prices for exported textiles in 1975; as provided
in the Sectoral Survey of the Egyptian Textile Industry, Volume II,
were as follows:

Product All Markets Hard Currency Areas
-------------(LE per Kg)…-------------

Yarn 1.91 0.95
Fabric 1.66 1.09
Garments 6.44 3.00
Towels 2.50 2.00
Other Items 2.36 1.67
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and the time. The effects of the scheme were those of a partial -- and judging
from the premium, small -- depreciation of the currency. In September 1955,
however, the entitlement scheme was dropped (as part of an agreement with the
United Kingdom). Egypt returned to a uniform exchange rate at the official
parity. Instead of devaluing the currency, an import tax of 7 percent was
introduced. Import controls were further tightened; the trend that had begun
after the Korean Boom continued to assert itself until the 1970s.

12.18 The period between 1957 and 1962, the year during which the Govern-
ment finally resorted to a devaluation of the Egyptian pound, witnessed a
continual interference with the exchange rate through indirect means and
frequent changes of mind on the part of the authorities. Export premiums were
introduced but their level and commodity coverage frequently varied; import
surcharges were also used. At the end of 1961 the complex system of differ-
entiated premium and surcharges was replaced by two rates, one involving a
10 percent depreciation of the official rate and applied to imports of raw
materials, foodstuffs and capital equipment, and a second rate involving a 20
percent depreciation that was applied to almost all other imports and exports.
This unification of implicit exchange rates prepared the way for the small
devaluation of May 1962, which raised the value of a US dollar from 35.2 to
43.5 piastres for all transactions except Suez Canal tolls and students'
scholarships abroad.

12.19 In 1961 the Government nationalized virtually all export-import
enterprises and turned foreign trade into a public sector, administratively
controlled activity. In a system where both industry and foreign trade are
nationalized and where investment decisions are centrally planned, import
tariffs lose their significance as instruments for protection. Planners
make the investment decisions, and the Government then protects the indus-
tries it owns by quantitative restrictions on imports. In short, in such
a situation tariffs affect price and cost structures but not investment
decisions.

12.20 The performance of industry since the nationalization of foreign
trade has been extremely sensitive to the administration of the foreign
exchange budget, and hence import quotas and controls. Between 1961 and 1973
the foreign trade regime was most illiberal and extensively centralized. In
1963 the right of private industrial firms to import directly was abolished.
In 1964 import licensing was abolished because it had become superfluous with
the abolition of private rights to import. The import administration system
in operation since 1964 can be described as follows. The foreign-exchange
allocations to various sectors (administratively defined and numbering 46)
were made by a central body, but the detailed allocation within each sector
was left to individual ministries. The peculiarity of the allocation system,
according to Hansen and Nashashibi, is that (at least at the beginning) the
foreign exchange devoted each week to imports was linked to actual export
earnings and payment obligations of the preceeding and following weeks. 1/
This rigid arithmetic link between weekly budgets and weekly receipts seems

1/ o. cit, p. 123.
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to have been relaxed in 1965. It is doubtful that it was ever implemented
with strict rigour. Yet the system, as devised, imposed unnecessarily
restrictive constraints on allocation decisions. The important point, how-
ever, is that centralization, lack of flexibility and the absence of a
convincing procedure for appraising the relative needs of various sectors
and individual enterprises led to considerable misallocations of foreign
exchange to imports. The pattern of imbalances in the composition of import
orders has already been described. Over time, many imported commodities
appear to have displayed repeated cycles of surplus holdings and shortages.
The important implication is that industry in the 1960s suffered perhaps
more from the maladministration of imports than from the binding limitations
of total foreign exchange availabilities.

12.21 Liberalization in the early 1970s did not abolish the system of
foreign exchange budgeting and import administration. It involved the crea-
tion of a parallel foreign exchange market and the introduction of an "own
exchange" import scheme. The significance of a parallel foreign exchange
market to industry is that of any multiple exchange rate system. By offering
a more attractive rate than the official rate for certain transactions, the
parallel market encourages remittances from Egyptians residing abroad, trans-
fers by citizens of such countries, tourism, and exports of nontraditional
items. These new foreign-exchange resources are then made available to
the private sector for imports of industrial imports, tourism-related goods,
and for certain payments. The parallel market thus made foreign exchange
available to economic agents who previously were denied access to it, but
at a higher price than the official rate. The import procedures applied in
this context to the private sector have been changed more than once since
1973. Though cumbersome, they are not unduly restrictive.

(2) Export Policies

12.22 The policy measures implemented under different economic systems
in favor of industrial exports were not very effective. The reasons are two-
fold. First, Egyptian policymakers have been traditionally concerned with
cotton exports and the maximization of foreign exchange earnings from that
particular trade. Second, the industrialization strategy pursued, which
relied heavily on tariff protection and on planning for self-sufficiency,
discriminated against exports.

12.23 In Egypt the Government often had recourse to measures that may
be construed as partial or indirect devaluation -- for example, schemes such
as Export Accounts, Import Entitlement, and multiple-exchange rate systems,
which were widely used in the late 1940s and in the 1950s. Egypt devalued
only in 1962, but the relevance of such measures at a time when a large pro-
portion of the country's export was absorbed by the Eastern Bloc and some
developing countries under bilateral trade agreements is very difficult to
assess.

12.24 Export subsidies, combined with tariffs, are akin to a devaluation.
Egypt has often used subsidies to promote exports of selected manufactured
goods such as textiles. In the 1950s and 1960s a number of institutions
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operating as equalization funds were established; one of their functions
was to levy taxes on inputs of domestic output and to subsidize exports.
The earliest of such foundations was the Cotton Spinning and Weaving Fund,
established in 1953. Although other funds -- leather, tobacco, rayon, ferti-
lizers, etc. -- were created later, the range of manufactured goods granted
export subsidies has always been extremely limited; cotton yarn, fabric and
some food products virtually constitute the whole range. The subsidy given
to textiles varied considerably from year to year. In the early 1960s it was
as high as 30 percent of the unit value. In 1966/7 the subsidy was approxi-
mately 3-4 percent of the unit price. In the early 1970s; public sector tex-
tile firms received a 12 percent subsidy for exports to convertible currency
countries and 3 percent subsidy for exports to bilateral trade agreement
countries.

(3) Price Administration

12.25 Price administration, which in Egypt is both complex and extensive,
necessarily involves implicit taxes and subsidies, with varying effects on
exports. In some instances prices are manipulated in such a way as to pro-
duce the desired effects, for example,, when certain inputs to industry are
supplied by the Government at low, fixed prices in order to lower costs of
production for the benefit of both domestic consumers and competitiveness
in foreign markets. In many instances, the effect of administered prices
bears no relation to stated objectives, being the unpredicted outcome of
interactions between a given input-output structure and aLutonomous price-
fixation measures relating to a large number of commodities and services.
Cotton textiles furnish an example. Tn certain years, cotton was sold to
domestic spinners at prices higher than the export price. Such an implicit
tax on the input must be set against the explicit export subsidy in working
out the total net effect. In other years, however, the domestic price to
spinners was set at a lower price than the export price. The direct sub-
sidy was thus compounded by an indirect price differentia[l.

12.26 The Government is now encouraging manufactured exports (as all
other exports), especially private sector exports. The Foreign Investment
Law can be seen in this context as an export promotion measure. Foreign
investment in Free Trade Zones benefits from considerable incentives, the
idea being that all the output of these areas will be exported. The incentive
are: complete exemption from all taxes and tariff duties for an indefinite
period, no restrictions on repatriation of earnings and capital, and,
further, an implicit subsidy on the infrastructure provided to foreign
investors in the free zones because public utility services are at present
grossly underpriced. The private sector generally is encouraged to export
through a set of incentives, including the favorable parallel market rate
(applicable with limitations to certain goods only), the right to retain a
portion of their foreign exchange earnings for own-imports, and a rebate on
duties and certain taxes paid on inputs for the production of exported goods.
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(4) Cotton Policies

12.27 Textiles are a major branch of manufacturing in Egypt and cotton, a
main domestic industrial input. Policies relating to cotton are thus of major
significance to industrial development and performance. Two of these are of
particular interest. The first is the very old prohibition of raw cotton
imports in Egypt. The second is the more recent pricing policy that deter-
mines prices to domestic spinners in relation to export prices. It should
be added that before the nationalization of the cotton trade in 1962, all
measures such as export taxes, foreign exchange premiums, etc. that were
applied to cotton sales abroad had some effect on the domestic textile
industry.

12.28 The prohibition of cotton imports was not initially a protectionist
measure; it was introduced in 1916 at a time when Egypt had no modern textile
industry and when cotton producers were doing very well on foreign markets.
The motive for the prohibition was the preservation of plants from diseases
originating abroad. The prohibition of cotton imports meant that the Egyptian
textile industry had access only to long-staple cotton for producing yarn and
fabrics, most of which has always been of the coarse variety.

12.29 The price policy is mainly characterized by constant prices to
domestic spinners. The selling price to the textile industry was increased
only once in a stepwise fashion. In the early 1960s the export price was lower
than the domestic price and the textile industry was in a sense penalized.
The effect of such price differentials -- in fact a tax on inputs -- is to
reduce the degree of protection granted otherwise to the industry. But from
1965/6 onward the export price was consistently higher -- and in certain
years considerably so -- than the sale price to domestic spinners. The
rationale of the policy, of course, was to prevent a sharp rise in the cost
of living that would result from an increase in the price of textiles. The
burden is not borne in the main by the Government, but by farmers who receive
for their cotton much less than the export price. More precisely, the policy
has tended to stabilize both the selling price to spinners and the buying
prices from farmers, and to let the Government absorb fluctuations in export
prices. Yet some adjustments had to be made to both selling and buying prices.
In the early 1960s farmers received more than the export prices and less
than prices paid by domestic spinners. In the second half of the 1960s they
received less than the export price and almost as much as paid by the local
industry. From 1921/2 on, though buying prices were slightly raised, they
received much less than export prices and somewhat more than the domestic
selling price. Such a policy may be justified in terms of income stabiliza-
tion, but its allocative effects may involve serious distortions.
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Table 12.3: PRICES OF MEDIUM-STAPLE COTTON FOR DOMESTIC
SPINNERS AND EXPORTS (LE)

Year Price for Domestic Spinners Export Prices

1961/2 75.25 56.0
1962/3 75.50 63.5
1963/4 " " 69.25
1964/5 ' 76.50
1965/6 " " 101.00
1966/7 o " 94.00
1967/8 " " 96.00
1968/9 " " 96.00
1969/70 if 94.00
1970/1 80.50 91.00
1971/2 I t 105.00
1972/3 " " 171.00
1973/4 " " 280.00
1974/5 " " 205.00
1975/6 " " n.a.

Source: Egyptian Cotton General Organization

Note: The export price is the price ruling at the end of
the marketing year. The medium-staple cotton con-
sidered are Ashmouui and Gizabb.

(5) Policies for Industrial Goods

12.30 Price controls were introduced in Egypt at the beginning of the
Second World War when the economic system was very liberal and almost
completely dominated by private enterprise. A severe inflation resulted
from the disruption of trade and the expansion in domestic demand fuelled
by the expenditure of the military est,lishment. The price controls affected
small range of commodities -- bread, sugar, cooking oil, kerosene, certain
textiles for mass consumption, etc. Rents of dwellings were also subjected
to controls. The balance between supply and demand of the controlled prices
was basically achieved by quantitative rationing and subsidies. The black
market, as usual in such circumstances, produced the final adjustments. The
policy was justifiable during the war as a temporary corrective to a struc-
tural inbalance.

12.31 Since the emergence of a public sector in industry, prices of manu-
factured goods have been administered by the authorities. In principle, the
rule is a cost-plus pricing. Costs are defined in the accounting sense of
actual outlays, not in the economic sense of the best marginal opportunity.
The margin above costs is supposed to give a fair accounting profit to the
public enterprise of the order of 10-15 percent. Such a principle is far
from satisfactory: the cost-plus price may not correspond to optimum output;
the function of profits as an indicator of efficiency is vitiated; the firm
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is under less pressure to seek cost-reducing improvements in its methods of
organization and operation. Moreover, administered prices do not clear markets,
while the unexpected building up of unwanted stocks or the regular emergence
of shortages are common occurences under such a price system.

12.32 The institutional aspects of price administration in Egyptian indus-
try may be described as follows: The formal responsibility for prices lies
with the Ministry of Industry and within it with the Industrial Control Board.
In practice several official agencies, commissions and boards have responsibil-
ities for determining prices, and though their powers are supposed to operate
at different levels -- national/regional, ex-factory/wholesale/retail -- or are
specific to different sets of products and commodities, conflicts often arise.
The general cost-plus principle is not adhered to. Certain products are
considered as "essential" and their prices rigidly maintained at some low,
unprofitable level. Subsidies, either directly linked to the product and its
main inputs, or indirect compensation -- such as a higher price allowed on
a joint-product of the firm -- are usually involved. Thus in textiles, the
heavy cotton fabrics are apparently subsidized while the finest varieties
are subject to heavy indirect taxation. Other commodities, considered as
luxuries, may have their prices administratively determined but the mark-up
is usually more generous. These commodities will tend to attract, more
readily than others, indirect taxes sometimes referred to in Egypt as "price
differences". If costs happen to rise, they will generally be passed on to
prices of "luxuries," but not necessarily to those for necessities.

12.33 Price determination by official agencies in Egypt suffers from
administrative defects. Frequent complaints relate to the absence of suf-
ficient administrative resources, such as personnel, information, ability
to monitor and verify, in the agencies responsible for prices. Moreover,
it seems that the list of products subject to price controls suffers from
imperfect specification, that the price review mechanism responds more readily
to pressures to raise prices then to the need to lower them when certain costs
are falling, and that the objectives of price administration, which are now
numerous -- chiefly income distribution but also demand management, raising
fiscal revenues, allocating of foreign-exchange and other resources -- conflict
in a chaotic manner.

12.34 The industrial price policy is in urgent need of a complete over-
haul. It could be dangerous and self-defeating to dismantle the administered
price system overnight. It is essential, however, to plan a transition over
the medium-term to a situation in which policy interferences with the market
mechanism are restricted to a few measures and controls aimed at certain
distributional objectives. The reform could begin with the removal of certain
anomalies, say, the coexistence of an implicit tax on cotton sold to domestic
spinners and a subsidy on a yarn or fabrics. Another common anomaly is the
imposition of tariffs on certain imported inputs used for the production of a
heavily protected good. It would be preferable to abolish the tariff on the
input and to lower the protection given to the final good. Eventually indus-
trial firms must be exposed to markets -- first the domestic and later the
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world market. But this may not be possible unless the problems of technolo-
gical efficiency are tackled in conjunction with the problems of poor adminis-
tration. Price reforms should be part of an interdependent package including
specific non-price measures. Some industries need investment for the moderni-
zation of their plants; others, technical assistance on the shop floor or in
the offices, or for quality control; still others need access to credit or to
certain material or human inputs. To remove price distortions without sup-
plying the "missing factor" may turn out to be ineffective.

(6) The Employment Policy

12.35 The efficiency of Egyptian industry may have been seriously impaired
by an employment policy pursued since 1962 which has resulted in large-scale
overmanning of public sector enterprises. The justification for such a
policy is social welfare, but a welfare policy that forces firms to absorb
workers in excess of their production requirements is costly. Moreover, the
surplus labor in offices and on the shop floor has to be occupied in some way;
this can lead to an increase in red tape, an excessive subdivision of labor
and the introduction of redundant steps and movements in all processes.

12.36 The social welfare policy went beyond simple employment; it meant
that security of tenure for workers and employees was legally guaranteed.
It is virtually impossible to dismiss a worker in a public enterprise and
extremely difficult to do so in the private sector. The need to protect
employees against unfair dismissal is well understood. Yet, security of
tenure is not conducive to industrial efficiency, especially in a system where
monetary incentives for improved performance are not widely used. A reform of
the labor law seems essential. The right to dismiss should be introduced with
some important safeguards, and consideration might be given to a scheme for
unemployment benefits. If this is not possible, public enterprises must be
allowed to provide performance-related rewards to individual workers and
employees. In any case, public enterprise should be allowed to adjust over
time the size of their labor force to their requirements: overmanning can
be cured through simple attrition.

(7) Small-Scale Industries

12.37 Major problems adversely affecting productivity, quality of output
or services, and, by extension, constraining the growth of small scale indus-
tries include 1/: out-of-date machinery; deficient production and management
(product design and development, production planning and work methods, material
selection, quality control, preventive maintenance, etc.); poor working condi-
tions and housekeeping, and marketing problems. Their reLative importance
varies with the particular industrial activity and the size of the establish-
ment. To correct the situation, extensive technical assistance is necessary.
The introduction of more sophisticated techniques and specialized machines

1/ The same range of problems mutatis mutandis afflict t:he artisanal sector.
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creates a need for skill upgrading, while increasing shortages of skills
(mainly due to emigration to oil-rich Arab countries) suggest the need for
accelerated training. Shortage of space is a vexing problem and calls for
devising appropriate schemes to accommodate small scale industry - industrial
complexes (flatted factories) or industrial estates - a task fraught with
difficulties. The delapidated infrastructure, particularly in telecommunica-
tions and transport, adds to existing difficulties. Timely procurement of
raw and intermediate materials, despite recent improvements, still poses
problems. Finally, lack of access to institutional finance, particularly
for small-scale industries occupying the lower end of the size range, as well
as the presence of certain institutional restraints compound the situation.

12.38 Administrative responsibility over small scale industry is divided
among half a dozen Ministries. Dispersed responsibility hampers the develop-
ment of consistent regulations and their uniform implementation, defies the
focusing on common problems, and stultifies the initiation of proper action
and coordination of effort. It would be highly desirable to assign respon-
sibility for all activities in the sector, probably excluding the handicraft
segment, to the existing Small Industries Department in the Ministry of
Industry, once it is properly reorganized and revitalized. Administrative
procedures per se do not seem to be particularly cumbersome. Rather it is
the processing phase and manner of conduct that create inconvenience and
delays, and efforts to improve efficiency in these areas should be beneficial.
So far the Government's measures aim primarily at easing various bureaucratic
bottlenecks, particularly in the issue of licenses and foreign exchange
restraints for the importation of raw materials and equipment, a policy that
is already yielding tangible results. There are still certain areas where the
sector appears to be discriminated against (taxation and duties on imports of
capital goods, the 10 percent price margin in favor of the public sector in
purchases of Government stores, etc.) and remedial action is called for to
place them on an equal footing with the public sector. Because of the massive
problems of verification and policing, price controls cannot be monitored
judiciously. In addition, though affecting a rather limited range of small-
scale industry products, price controls tend to thwart the promotion of new
projects or the modernization and expansion efforts in the industries affected
(shoemaking, textiles, food processing). Steps ought to be taken to let
prices attain levels reflecting true opportunity costs.

12.39 Industries that appear most promising in terms of potential growth
include engineering (including transport equipment), food processing, ready-
made garments, footwear and leather products, woodworking and furniture,
printing and chemicals. Aside from growing demand and export potential,
factors reinforcing the potential growth and viability of these industries
include relatively insignificant scale economies; complementarity with larger
industry -- involving manufacturing operations in which the processes are
readily separable (e.g. the production of specialized machine products,
components and tools), craft or precision handwork, simple operations of
assembly, mixing, or finishing, provision of services and repairs to other
industries; and production of differentiated products for specialized markets.
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These industries belong to the so-called modern small scale industry sector
but have a relatively low capital intensity, and their expansion should inter
alia enlarge employment for the urban poor. It can be expected that about
50 percent of the investment outlay in the next several years would be for
replacement of old equipment with zero employment effect; 1/ some 45 percent
for expansion projects and 5 percent the result of new entry, both with a
positive employment effect. The investment per job created for expansion
projects would vary among subsectors, but is likely to hover around LE 2-4
thousand). Within these subsectors, the target group should primarily be
enterprises with sizes ranging from 10-50 workers, preferably among those
with some degree of specialization in the management function, a feature
which is likely to enhance their potential for continued viability and self-
sustained growth. Support need not necessarily be confined to these sub-
sectors or enterprise sizes. Larger enterprises (e.g. those employing 50-
100 workers) may well have a low capital/labor ratio and thus a substantial
employment effect (e.g. ready-made garments). Modern establishments employ-
ing 9 or less workers should be catered to for similar reasons. Technical
assistance should also be extended to all interested enterprises employing
100 workers or less. An attempt to extend the scope of technical assistance to
encompass a large number of subsectors, though desirable, would be impractical
at this initial stage however. In terms of priority, availability of tech-
nical assistance, though not unimportant, is not crucial in the case of ready-
made garmets, food processing or printing. The remaining industries could
greatly benefit from a well-conceived and well-designed technical assistance
scheme, and the Bank's early involvement can have considerable impact on the
development of the small-scale industry sector in these activities.

C. Possible Further Actions

12.40 While progress has been made in the creation of an environment to
encourage expansion and growth of the industrial sector, much remains to be
done. Broad objectives have been set in the Five-Year Plan and appropriate
legislative actions have been taken. Foreign industrial investments remain
below expectations, however, and Egypt's capacity for absorbing substantial
additional industrial investment remains relatively limited.

12.41 Based on the foregoing list of issues, actions in the following
areas are recommended:

(i) Price control needs to be reduced further to allow incentives
for increased efficiency.

(ii) Management of public sector companies must be given more
responsibility over marketing decisions, and greater freedom
over pricing decisions. Management should alsci be allowed to
raise wages of some employees beyond the limits now imposed.
Responsibilities for investment need to be defined. Management

1/ It is noteworthy that replacement of obsolete equipment ensures preser-
vation of existing jobs, which ot:herwise might have been eliminated.
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must be given responsibility and incentives for proper main-
tenance procedures. Management must be allowed to take
actions to reduce the effects of excess staff.

(iii) A policy package needs to be developed to encourage a deepening
of the import substitution process as well as to provide incen-
tives for exports, particularly to convertible currency areas.

(iv) Egypt's construction industry need to be strengthened and
expanded through provision of incentives and encouragement of
joint ventures.

(v) The following steps might be taken with regard to small-scale
industries:

(a) develop a workable and reliable flow of statistical
information system on small-scale industry and the
private sector more generally;

(b) undertake a census (or sample survey) of private
manufacturing to establish the present status of the
sector;

(c) work out a system whereby the Ministry would monitor
the implementation of the investment projects it
approves;

(d) assign responsibility for all small-scale industry
activities, probably excluding the traditional handi-
craft segment, to the Ministry of Industry, ensuring
proper coordination with other ministries and agencies;

(e) eliminate existing biases against small-scale industry
with respect to incentives, procurement, taxation;

(f) review the existing incentives scheme to ascertain its
effectiveness to redirect exports;

(g) eliminate controls on prices and profit margins; and

(h) encourage subcontracting arrangements.
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CHAPTER 13

PETROLEUM AND NATURAL GAS 1/

A. Introduction and Background

13.01 The planning and development of the petroleum and natural gas sector
has been successful and has proceeded effectively despite changes in the
political setting and in the orientation of the surrounding economic system.
Throughout the past two and a half decades, the objective has been to exploit
the country's hydrocarbon resources at the maximum rate possible, and this
has been done in partnership with experienced western international oil com-
panies. Thus, in spite of the waxing and waning of Egypt's political relation-
ships with Western countries during this period, the domestic petroleum sector
maintained a continuous and fruitful relationship with Western oil companies.
By offering attractive terms for exploration and production agreements, Egypt
has had no difficulty finding experienced foreign partners. Because of the
capital and technological intensity of the sector, it has been possible to
develop the sector with a relatively small number of technically competent
nationals and foreigners unencumbered by the government bureaucracy. This
situation is similar to that of the Suez Canal Authority, which also has
features of an efficiently managed enclave.

13.02 This policy has paid dividencds both to Egypt and to the foreign
companies. As shown below, the growing closeness of this relationship,
from 1973 on led to substantial increases in the producticin of petroleum and
natural gas (Statistical Annex Table 8.33). Further increase in production
levels is anticipated and predicated onI high levels of investment, the bulk
coming from foreign partners (LE 2.63 billion out of a total of LE 3.41
billion during the Five-Year Plan 1978--82).

13.03 As early as Roman times, oil seepages were noted near the mouth
of the Gulf of Suez in a ridge that earned the name of Mons Petroleus, or
Jabal al-Zeit as it is known in Arabic today. However, the first significant
modern discoveries in Egypt were not made until 1909. In spite of early dis-
covery and commercial exploitationn in Gemza, 160 miles south of Suez, the
rate of subsequent discovery and development of Egyptian oil fields lagged
behind that in other Middle Eastern countries, making Egypt one of the rela-
tively smaller producers in the area today.

13.04 The Anglo-Egyptian Oilfields Company, mainly owned by Shell with
a minority holding by the Egyptian Government, was almost the only company
operating in Egypt until 1956. Although exploration efforts covered the
Western desert and the Fayum area, in addition to the Red Sea, the major dis-
coveries were concentrated in the Gulf of Suez. These discoveries led to
production rates that started at slightly more than half a million tons per

1/ The overall energy situation in Egypt is discussed in the power section
of the infrastructure chapter.
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year 1/ before World War II and increased to around two and a quarter million
tons by 1952.

13.05 In 1963 the Government intensified the search by signing explora-
tion and development agreements with several oil companies. A number of oil
fields were discovered around the Gulf of Suez, but some of those in Sinai
came under Israeli control following the 1967 war and were not returned to
Egypt until the end of 1975. The loss of the Sinai fields was counterbalanced
by the development of the relatively large El-Morgan field and by new dis-
coveries in the Gulf of Suez (July and Ramadan) and the Western Desert (Abu
Gharadeeq and Razak). Natural gas has also been recently discovered and
exploited near Alexandria and in the Western Desert.

13.06 The authorities hope that by 1980 further development of existing
fields will lead to an annual production rate of around 650 to 700 thousand
barrels per day of crude oil and 2.7 million tons 2/ of natural gas, with a
substantial part of crude directed to export markets. The expected production
of crude oil is below the Government's original target of around 1 million
barrels a day by 1980, which would have required two good discoveries (of the
order of 600 million barrels of reserves each) by late 1977 or early 1978.
The revised prediction is based on actual expenditure outlays on exploration
and on the rate of achievement of past exploration efforts.

B. Administrative and Institutional Arrangements

13.07 The Ministry of Petroleum was established in 1973 to oversee the
overall management of the sector. The Ministry serves as a link between the
Government and the Egyptian General Petroleum Corporation (EGPC) whose work
it supervises. The Corporation has primary responsibility for the technical
planning of sector activities. In particular, and among its main functions,
it is responsible for:

- drawing general policies governing the granting of concessions
and negotiating and preparing concession agreements for
approval by the Ministry;

- supervising the exploration and exploitation activities of
oil companies engaged in the search for, and production of,
crude oil and natural gas;

- coordinating the companies' activities in production, refining,
transportation and distribution;

- ensuring a balance between production and the country's require-
ments by exporting surpluses or importing to meet shortfalls;

1/ 1 million barrels per day of crude oil is equivalent to 49.8 million
tons per year.

2/ Crude oil equivalent.
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- determining, in conjunction with other authorities, the
pricing of petroleum products;

- checking the accounts of petroleum companies and purchasing,
amalgamating, and annexing public and private companies engaged
in parallel activities;

- conducting studies and research on matters related to petroleum.

Major decisions by the Corporation must be approved by thle Ministry. The
Corporation is governed by a Board colasisting of a Chainran, a General
Manager, Chairmen of the individual public companies and joint operating
companies, and two representatives from the Ministry of Petroleum.

13.08 Organizationally, the Generial Manager oversees the work of six
functional divisions, two administrative divisions, and two administrative
departments. Of the six functional divisions, the Commercial Division and
the Refining and Manufacturing Division share the responsibility for sup-
plying the country's requirements of crude oil and refined products from
local sources and from abroad.

13.09 Exploration and production activities are carried on by the fully
Egyptian-owned General Petroleum Company and three nonprofit operating compa-
nies; GUPCO, WEPCO and DELEPCO, in adclition to COPE which is equally owned by
EGPC and IEOC. The largest foreign paertner in Egypt is Amoco-Egypt Company,
a subsidiary of American Oil Company. Refining, transport of products by
pipeline, and their local distribution is done by EGPC-owned companies: three
for refining, two for distribution and one pipeline transport company. In
addition to the above companies, the Suez-Mediterranean Pipeline Company
(SUMED), which transports crude from the Gulf of Suez to the Mediterranean
refineries, is owned by EGPC (50 percent) and Saudi Arabia, Kuwait, the
United Arab Emirates, and Qatar (the other 50 percent).

C. Exploration, Reserves, and Production

13.10 The potential size of the petroleum sector 1/ is ultimately deter-
mined by the volume of reserves which, in turn, depends on a number of fac-
tors, including geological features and exploration and dievelopment efforts.
These efforts have been conducted with varying degrees of intensity since the
early part of this century and led initially to the discovery of a number of
small fields (Statistical Appendix Table 8.33). it was not until the mid-1960s
and the early 1970s that the relatively larger fields in the Gulf of Suez were
discovered. 2/

1/ Throughout this chapter, the "petroleum sector" encompasses crude
petroleum, natural gas, and petroleum products.

2/ The largest, El-Morgan, was discovered in 1965.
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13.11 Exploration activities were intensified after the establishment of
the Ministry of Petroleum in 1973. Forty-seven exploration and production
agreements covering an area of around 619,500 square kilometers have been
signed since then.

13.12 These agreements were almost exclusively of the production-sharing
type whereby the oil companies were made responsible for all prospecting
and once oil was found, a part of production was earmarked for cost recovery.
The agreements ranged from 2 to 12 years' duration and guaranteed expenditures
by oil companies ranging between US$2 million and US$50 million. In addition,
they provided the country with a revenue of around US$92 million from signature
bonuses.

13.13 The terms of the contracts vary among companies and regions. In
general, an oil company is given the right to search for oil in a given area
for a certain number of years during which it commits itself to a minimum
level of expenditures. If a commercial discovery is made, production is
undertaken jointly with the government, and exploration, development, and
operation expenditures are recovered from the proceeds of 20-40 percent of
oil production or actual cost. If actual expenditures exceed this limit,
the balance is transferred to subsequent periods. If they fall short, the
residual is either shared between EGPC and the foreign partners or fully paid
to EGPC. The remaining profit-oil is shared between the government and the
company on an agreed upon basis, usually 75-87 percent:25-13 percent in favor
of the government.

13.14 The Egyptian share (334 million tons) of the world's known petroleum
reserves (around 90 billion tons) is extremely small (0.4 percent). 1/ Because
more than half the world's known reserves are located in the Middle East
(around 54 billion tons) 1/, Egypt's share is also very small in comparison
to its neighbors in the region. In 1975, for example, its share was approxi-
mately two-thirds that of countries with "small reserves" like Qatar or Oman;
one-eighth that of Iraq or the United Arab Emirates; one-twentieth of Kuwait's;
and 2.5 percent that of Saudi Arabia.

1/ As of January 1976.
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Table 13.1: PETROLEUM AND NATURAL GAS RESERVES (1976-82)
(Millioll Tons)

1976 1977 1978 1979 1980 1981 1982

Petroleum
Production 16.7 20.9 25.8 31.8 36.4 41.9 46.8
Reserves End of Year /a 317.3 3:38.0 339.0 356.2 367.8 373.9 368.1

Natural Gas
Production 0.1 0.4 0.8 2.0 2.7 2.7 2.7
Reserves End of Year /a 74.6 *74.2 73.4 71.4 68.7 66.0 63.3

/a The figures include additions- to reserves owing to the development of
existing fields or recently discovered ones.

Source: Egyptian General Petroleum Corp.

13.15 The Ministry of Petroleum hacl hoped that during the 1976-80 period,
further exploration in an area of 95,000 km2 offshore and 116,800 square
kilometers inland would have led to discoveries allowing for a production rate
around one million barrels per day by 1980. As stated earlier, however, it is
extremely doubtful that these expectations will materialize.

13.16 The most likely prospects for discovery are in the Gulf of Suez.
Deep sea exploration in the Red Sea and off the Alexandria shore is extensive,
but it is also lengthy and costly. The Western Desert has not proved produc-
tive so far despite large exploration expenditures. Large areas are currently
being surveyed aerially and geologically, but it is unlikely that they will
yield any oil before 1980.

13.17 Exploration agreements also cover natural gas, whose exploitation
dates back only to 1975. Known reserves have been estimated at 74.6 million
tons as of the end of 1976. No new findings are expected during the 1976-82
period. Reserves by the end of 1982 wciuld be around 63 million tons, being
reduced by the expected cumulative production of about 11.6 million tons
during that period (Table 13.1).

(1) Crude Petroleum

13.18 Although the first producing well in Egypt dated back to the early
part of this century, production levels remained relatively low because the
fields discovered were small 1/. By 19'50, production had only reached around
2 million tons per year but it stabilized at an annual rate of approximately 6
million tons in the early to mid-1960s following the discovery of the Oriental
Petroleum Company's (COPE) Belavim fields (offshore and inland) in Sinai. The

1/ See Appendix Table 8.33.
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seizure of the Sinai fields in 1967 would have led to a significant drop in
total production had it not been for the intensified development of a recently
discovered field (El-Morgan) in the Gulf of Suez. As it turned out, the drop
in production of the aging fields of the General Petroleum Company and the
seizure of the Sinai fields were almost compensated for by a ten-fold increase
in production at El-Morgan. (The Sinai fields had been producing around 4
million tons annually and production at El-Morgan increased from half a mil-
lion tons in 1966/67 to around 5 million tons the following year). The output
of El-Morgan almost tripled between 1967/68 and 1970/71 and accounted for the
bulk of the production in the country. (Its share of total production averaged
82 percent during this four-year period.) A loss of pressure at El-Morgan
in the following years led to a drop in total production from the 16.3 million
tons peak of 1970/71 to a low of 7.6 million tons in 1974 despite the develop-
ment of new fields (July in the Gulf of Suez and Abu Gharadeeq and Razak in
the Western Desert). The year 1975 witnessed the partial restoration of
production at El-Morgan, the further development of July, and the beginning
of production at Ramadan. As a result, production increased to around 11.5
million tons for that year. The return of the Sinai oil fields in late 1975
restored total production in 1976 to a level slightly above the peak of
1970/71. Estimates for 1977 assume an essentially stable level of production
at all fields except for the larger ones in the Gulf of Suez. Production at
El-Morgan and July is expected to increase slightly, and at Ramadan it is
expected to almost triple over its 1976 level. As a result, total production
is expected to be around 20 million tons in 1977, increasing to around 26 mil-
lion tons in 1978.

13.19 Average production through 1982 is expected to stabilize at around
1 million tons from GPC fields, 4 million tons from the Sinai fields, 25 mil-
lion tons from the Gulf of Suez fields and another half a million tons from
the fields of the Western Desert. In addition, development of recently
discovered fields in Suez are likely to add another 8 million tons in 1981,
increasing to around 17 million tons in 1982. That is, by 1982 total produc-
tion should be just short of 1 million barrels per day if expected disco-
veries materialize. For that to take place, two to three sizable discoveries
(100,000 barrels per day) should take place by 1980, an optimistic though not
completely unrealistic prospect.

(2) Natural Gas

13.20 The production of natural gas started in 1975 at the Abu Madhi
field in the Delta at an extremely modest rate of 40 thousand tons per annum.
Production increased to over 100 thousand tons in 1976 with Abu Madhi contri-
buting the major share (Table 13.2). The development of the Abu Gharadeeq
and Abu Kir fields in the Western Desert is expected to lead to a much larger
expansion in the next 5 years bringing total production to around 2.7 million
tons in 1982. Of this amount about 30 percent would come from Abu Gharadeeq,
around 33 percent from Abu Madhi, and the remaining 67 percent from Abu
Kir.
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Table 13.2: NATURAL GAS PRODUCTION, 197'i-82
(Thousand Tons)

Actual Estimated Projected
Field 1975 1976 1977 1978 1979 1980 1981 1982

Abu Madhi 40 85 13;2 168 50C0 900 900 900
Abu Gharadeeq - - 264 515 70C0 800 800 800

Abu Kir - 19 - 85 800 1,000 1,000 1,000

Total 40 104 396 768 2,000 2,700 2,700 2,700

Source: Egyptian General Petroleum Corp.

13.21 Associated gas from the Gulf of Suez is currently flared. The
authorities are now studying two alternate proposals for its utilization.
The first would have it liquified and the second would pipe it to Suez to be
used as a fuel for a power station and a cement factory there.

(3) Petroleum Products

13.22 The production of petroleum products has steadily increased since
the beginning of this decade (Appendix Table 8.34). Egypt's present refining
capacity is about 16.5 million tons per year, of which only 64 percent was
used in 1977. The Ministry of Petroleum plans to make full use of the present
capacity during 1978-82 and to expand it in order to process an additional 5.4
million tons. The resulting total capacity is expected to make the country
self-sufficient in most petroleum products and to permit the generation of a
surplus for export.

13.23 Domestically produced crude has normally accounted for the bulk 1/
of all crude used in local refining, although it has been necessary to import
the balance in lighter crudes. This need will be eliminated by 1979, however,
when locally produced crude suitable for domestic refining will become avail-
able in sufficient quantities.

D. Production Sharing, Prices, and Cost of Crude Petroleum

13.24 Once oil is discovered in commercial quantities, further development
and production are conducted by a nonprofit operating company jointly owned
by EGPC and a foreign partner.

1/ Appendix Table 8.35.
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(1) Production Sharing 1/

13.25 The produced oil is divided into "cost-oil" ranging between 20 to
40 percent of production and "profit-oil" making up the remainder. Revenue
from the cost-oil is intended to cover the costs of exploration, development
and operation. Exploration and development costs are amortized over 5 years
and 10 years respectively, while operating costs are covered in the same year
they are incurred. The 40 percent upper limit defines the maximum that can
be transferred to the operating company in a particular year to cover its
expenses. Should actual costs exceed this limit, the balance is rolled-over
to subsequent years. In most cases, actual costs fall short of this limit and
the residual is repaid to EGPC either in cash or in oil. The best available
price on the open market is used in determining the value of the cost-oil. The
profit-oil, which ranges between 60 and 80 percent of total production, is split
between EGPC (75-87 percent) and the foreign partner (25-13 percent).

(2) Prices

13.26 The export price of Egyptian crude is determined by the open market
where it is sold. The average market price of the bulk of production from the
Gulf of Suez (330 API Morgan) is around US50 i below the posted price of the
"market crude" (Arabian light 340 API, Ras Tanuma). Thus, it averaged
around US$12.50 per barrel in 1977.

13.27 Because the production-sharing agreements in Egypt are of the
joint-venture type, there is no need to post a price as a reference for taxes
and royalties as is the case in the Gulf. Even there as the governments
move toward total equity ownership of the oil, posted prices will become
superfluous.

(3) Cost

13.28 The average cost of production (including exploration, development
and operating) varies slightly among the various companies except for the
Western Desert Petroleum Company where it is substantially higher (see Table
13.3). However, since production in the Western Desert has so far been
relatively insignificant the overall average cost of production for Egyptian
crude is around US$1.44 per barrel 2/. This cost is relatively high in
relation to production cost in the Gulf area and Libya but is comparable to
that in Venezuela and much below that in the North Sea or even the United
States.

1/ This section applies to the joint companies. The Egyptian General
Petroleum Company, being completely Egyptian, produces and markets its
own oil.

2/ 1 barrel = 0.159 m3.
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Table 13.3: AVERAGE COST OF PRODUCTION OF CRUDE PETROLEUM, 1976 /a

LE/m3 US$/Barrel

EGPC 3.9 1.55
COPE 3.7 1.48
GUPCO 3.4 1.36
WEPCO 4.6 1.84

Note: Includes costs of exploration, development and operation.

/a Using the official exchange rate of LEI = US$2.56.

Source: Egyptian General Petroleum Corp.

E. Sector Trade and Resource Balance

(1) Volume of Trade

13.29 Egypt has been both an exporter and an importer of crude petroleum
and petroleum products but only an importer of natural gas (Statistical
Appendix, Table 8.36).

(a) Crude Petroleum

13.30 The volume of exports is directly related to the rate of production.
Thus, exports from the Egyptian share of production were around 8 million tons
in 1970 when production was close to its peak. khen production at El-Morgan
subsequently dropped, exports decreased to a low of 1.3 million tons in 1974.
With the reversal in production in 1975, exports picked up to a level of 4.5
million tons in 1976 and an estimated 5.1 million tons in 1977. They are
expected to reach 7.4 million tons in 1978 and as much as 16.4 million tons in
1982 (Statistical Appendix Table 8.36).

13.31 The geographical distribution of Egyptian crude petroleum exports
is fairly diversified (Appendix Table 8.37) although their total level repre-
sents a negligible share of total world exports. Prior to 1973 the largest
share was directed to the Soviet Union. Since then, however, that share has
all but disappeared and has been spread out among old and new trading partners,
primarily in Western Europe.

13.32 While exports of crude are directly related to production levels,
imports are inversely related, peaking when production is at a minimum and
conversely. Imports (including purchases from partners) peaked in 1974
at a level of around 4 million tons and have subsequently dropped to an esti-
mated level of around 0.5 million ton in 1977. The Ministry of Petroleum
hopes that imports of foreign crude will be discontinued in 1981. As a
result of the increase in production, net exports of crude I/ regained

1/ Exports from Egyptian share less imports from abroad and purchases
- from partner companies.
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their positive balance in 1976 and are expected to reach 6.4 million tons in
1978.

13.33 As stated earlier, Egypt imports lighter crudes for refining.
These have had their origin almost entirely in the Middle East and North
Africa (Table 13.4) with relative shares from the various sources showing a
rather erratic pattern over the past 5 years. Purchases from partners
exceeded imports from foreign sources prior to 1974 but have since taken
a secondary position.

(b) Natural Gas

13.34 The requirements for domestic consumption of natural gas exceeds
the Egyptian share of production. As a result, the country does not export
gas and fills the gap between its share of output and local requirements by
purchases from foreign partners. Imports from abroad ceased in 1977.

(c) Petroleum Products

13.35 As of 1972 Egypt became a net exporter of petroleum products. With
the present output mix, the country produces exportable surpluses of naphtha,
gas oil, fuel oil, and diesel fuel but remains deficient in butane, propane
gas, and in lube fuels (Appendix Table 8.34 and Table 13.5). Egypt's refining
policy aims at achieving self-sufficiency in most products and generating a
net exportable surplus in some of them. Net exports were in the neighborhood
of 1.6 million tons between 1975-77 and are expected to exceed 2 million tons
in 1978. They may reach close to 3.5 million tons in 1982.

(2) Resource Balance

13.36 Statistical Appendix Table 8.38 presents a summary of the resource
balance (by volume) within the sector. For crude petroleum, natural gas, or
petroleum products, the amount available to the domestic economy is made up
of the Government's share of production, purchases from partners, and imports
from outside the country. These resources are used for local consumption (or
feedstock for refining in the case of crude) or export. Apparent changes in
stocks are treated as a residual.

(a) Crude Petroleum

13.37 The bulk of available crude petroleum comes from the Egyptian share
of local production. During the period of declining production (1972-74),
purchases from partners and imports kept the amount of available crude at a
stable level of slightly below 10 million tons per year. When production
picked up in 1975, imports and purchases from partners dropped, and they are
expected to be discontinued completely in 1981 when the government's share
should be sufficient to meet local requirements and generate an exportable
surplus.
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Table 13.4: CRUDE PETROLEUM IMPORTS, BY SOURCE, 1971-76
(Million Tons)

Country 1971 1972 1973 1974 1975 1976

Algeria 0.1 - 0.3 1.7 - -
Libya - - 0.6 0.2 - -
Iraq 0.2 0.3 0.3 - 0.1 0.9
Syria .. 0.1 0.1 .. - -
Saudi Arabia - - 0.2 0.5 1.6 0.6
Iran - - - - 0.6 -
Soviet Bloc 0.8 1.0 - - - _

Total Imports 1.1 1.4 1.5 2.4 2.3 1.5

Purchases from Partners 1.2 1.4 2.2 1.4 1.2 0.3

Total 2.3 2.8 3.7 :3.8 3.5 1.8

Negligible.

Source: Egyptian General Petroleum Corp.

13.38 Most of the available crude has been used for domestic refining
although the exported share has been gradually rising in the past 2 years.
Crude exports are expected to be around 7.5 million tons in 1978 and could
be double this amount by 1982.

Table 13.5: LOCAL CONSUMPTION OF PETROLEUM PRODUCTS,L- 1974-77
(Thousand Tons)

Product 1974 1975 1976 1977

Butane and Propane 159 179 211 247
Gasoline 556 656 736 833
Naphtha 24 16 10 18
Keros ine 1,109 1,1.89 1,255 1,363
Turbine Fuel 119 98 99 101
Gas Oil 1,055 1,179 1,328 1,507
Diesel Fuel 168 156 151 150
Fuel Oil 3,320 3,639 4,012 4,207
Asphalt 64 117 124 142
Lube Oils 93 114 125 129

Total 6,667 7,343 8,051 8,697

/a Including Egyptian Bunker.

Source: Egyptian General Petroleum Corp.
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(b) Natural Gas

13.39 Since the beginning of natural gas production in 1975, the Govern-
ment has purchased all of its partners' shares and it plans to continue to do
so for the foreseeable future. In addition, it found it necessary in 1975 and
1976 to import a modest amount (less than 100 thousand tons per annum) to
supplement domestic production in meeting local consumption requirements. No
natural gas has been exported so far and none is planned for export during
the period 1977-82.

(c) Petroleum Products

13.40 Local production of refined products accounts for the bulk of what
is available. Imports in 1972 were below 1 million tons per annum and from
1972 to 1974, they were less than 10 percent of the average amount produced
locally. As of 1975, the share of imports in total available petroleum has
been even more insignificant. Imports of butane and propane will have to be
continued through 1982.

13.41 Exports of refined products were at a very modest level (below
1 million tons per year) through 1974. Again with the increase in crude
production and the subsequent increase in the production of refined products,
the share of exports in total consumption has expanded from 11 percent in
1974 to 18 percent in 1977. Thus the increase in refining has been able to
sustain a larger volume of products consumed locally as well as a larger
volume of exports, with the latter proportionately larger since 1975. Exports
are expected to reach around 24 percent in 1982.

13.42 It was not until 1976 that Egypt's petroleum sector became an effec-
tive net revenue earner, registering a surplus of around US$380 million 1/.
Before that the sector's foreign bills exceeded its receipts, and it repre-
sented a net drain on the country's foreign exchange. The Ministry of Petro-
leum estimates that the continued revival of production led to a surplus
of around US$520 million in 1977. If production and export expectations
materialize, the sector could run a trade surplus close to US$1.5 billion in
1982.

F. Projection for 1980

13.43 It will be recalled from Statistical Appendix Table 8.33 that pro-
duction of crude oil in 1980 is er-pected to reach around 35 million tons
(equivalent to around 700 thousanl barrels a day). The government's share
of this production is assumed to be about 25 million tons (slightly over

1/ The small surplus registered in 1974 is disguised by a large oil grant
in that year. In fact, even the 1976 surplus would have been less if
the oil grant for that year is subtracted.
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70 percent) 1/, or approximately 500 thousand barrels per day. Of that a
portion will be required for domestic refining. Assuming that the expected
increases in refining capacity take place and that the expanded capacity is
utilized, then by 1980 an estimated 13 million tons (approximately 240,000
barrels per day) of the government's share of crude oil Droduction will be
diverted to refining. Assume further that whatever is available for export
will be exported, with a net return to the Government of about US$13.0 per
barrel (constant 1977 prices) 2/ for each barrel of exported crude, export
revenues in 1980 would be approximately US$1.14 billion. This may in fact
slightly overstate expected revenues because the price or the lighter El-Morgan
crude was employed, but the estimate is still useful as an upper limit.
(Compare these figures with government: projections in Statistical Appendix
Tables 8.38 and 8.39.)

13.44 As for refined products, government projections place their export
revenue by 1980 in the neighborhood of $275 million. That is, total export
revenues of crude and refined products in 1980 is likely to be between US$1.25
billion and US$1.50 billion (constant 1977 dollars).

13.45 The value of imports, on the other hand, should be relatively small,
US$200 thousand (constant 1977 dollars) at most. This means that the sector
should run a balance of payments surplus between US$1-1.25 billion (1977
prices) by 1980. 3/

1/ Based on the relationship between total production and the government's
share in previous years. This portion is consistent with the figure
that is obtained by calculating the government's share on the basis of
production-sharing agreements. The average production cost of US$1.40/
barrel means that of every barrel produced, 10.4 percent would pay for
its cost of production (using a sales price of US$13., 12/barrel as of July
1977). Thus, out of the 40 percent cost-oil, around 10.5 percent would
pay for actual cost and the remaining 29.5 percent (of total production)
effectively belong to the Government. In addition, we assume that the
Government gets 75 percent of the profit-oil, which renresents 60 percent
of total production, i.e. the government gets another 45 percent (60
percent x 75 percent) of total production. Thus, the government's total
share would be around 74.5 percent (29.5 + 45) which is only 2.5 percentage
points above the figure we employed as the Government's share of produc-
tion based on historical data.

2/ Assuming a 5 percent increase over the US$12.50/barrel price following
the OPEC price reunification in July 1977.

3/ Recall that the price assumption is on the higher side, so that the
lower estimate of the surplus is more likely to be achieved.
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G. Investment and Employment

13.46 Egypt has been successful in attracting foreign investment in oil
exploration. The production-sharing formula applied ensures the commitment
of a minimum amount of the country's resources for investment in the sector.
Foreign partners initially bear the whole cost of prospecting over an agreed-
upon period (from 7 to 12 years), during which they commit themselves to a
minimum level of expenditures. Foreign companies recover exploration and
other costs only if oil is found in commercial quantities. Under this system,
public investment in the petroleum sector varied from a low of LE26.8 million
in 1973 to a high of LE51.2 million in 1975 (in current prices). The sector
absorbed, on the average, 10 percent of public investments during the period
1970-75, more than half of which was financed by local public sources and the
remainder by foreign sources (Table 13.6). 1/

13.47 The Five-Year Plan (1978-82) calls for public investments 2/ of the
order of LE 784 million with a local component of nearly LE 340 million (43
percent). Of these planned allocations, 32.3 percent is expected to finance
investments in exploration and production, 39.8 percent in refining, and 27.9
percent in transport and distribution (Appendix Table 8.40). These figures
include foreign partners' participation within the joint companies. In
addition, the Plan foresees separate investment expenditures by foreign
companies, primarily in exploration activities, to amount to around LE2.63
billion during the plan period, for a total investment of around LE3.41
billion.

1/ This does not include investments made separately by foreign oil compa-
nies. These amounted to LE195 million (US$495 million) in 1976 and
probably exceeded LE100 million annually during the 1970-75 period.
As has been already pointed out, the substantial participation of these
foreign companies in investment and in the transfer of their technical
know-how has been instrumental in the successful development of this
sector.

2/ The domestic participation in the petroleum sector is completely
dominated by the public sector (EGPC).
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Table 13.6: PUBLIC INVESTHENTS IN THE PETROLE.UM SECTOR
(LE million)

Total Foreign Local

1970/71 39.7 12.7 27.0

1972 30.3 10.6 19.7
1973 26.8 11.2 15.6
1974 /a 32.3 13.9 18.4
1975 T7 51.2 24.2 27.0
1976 52.4 23.3 29.1
1977 102.4 69.9 32.5

1978-82 (planned) /b 784.3 /b 445.8 /b 338.5

/a Excluding LE26.8 and LE77.9 million in 1974 and 1975 respec-
tively for the SUMED pipeline.

lb Includes LE 156 million as the investment share of foreign
partners, but does not include LE2.62 billion expected to be
spent separately by the foreign oil companies, primarily on
exploration.

Source: Egyptian General Petroleum Corp.

13.48 The petroleum sector presently provides about 35,000 jobs, 45 per-
cent of which are in the distribution subsector, 33 percent in the refining
subsector, 19 percent in the extraction subsector and the remaining 4 per-
cent employed by the Ministry of Petroleum and EGPC. The sector is expected
to provide around 63,000 jobs in 1982. The subsector distribution of the
new jobs is expected to follow the present pattern.
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CHAPTER 14

TOURISM

A. Tourism Assets

14.01 Endowed with spectacular attractions, Egypt has one of the longest
tourism traditions in the world. Besides its archeological sites from the
27th century B.C. to the Christian era, it has many natural assets - the Nile,
the desert, and the beaches along the Mediterranean coast. Egypt has long
been the most important cultural, religious, and political center of the Arab
world, and this has given it a cosmopolitan character, appealing to casual
visitors as well as to those steeped in its history and culture.

(1) Historical and Cultural Attractions

14.02 The oldest and most important historical attractions are the temples
and tombs of the Pharoa dynasties, which are scattered along the length of the
Nile Valley. In fact, the whole Nile Valley constitutes a vast museum where
further archaeological work expands the knowledge of man's past. Fascination
with Egypt's antiquities continues unabated as demonstrated by the success of
pharaonic museum exhibitions in several countries and by the popular support
given to UNESCO in the Abu Simbel and Philae reconstruction projects.
The dynastic temples and tombs of greatest interest to tourists are:

(a) in Lower Egypt and the Cairo region (legacy of the Old
Kingdom; 27th to 22nd century B.C.), the Giza pyramids of
Cheops, Chefren, and Micerinos, and the Sphynx; and the
Sakkara (ancient Memphis) step pyramid and temples, all
located near Cairo.

(b) in Middle Egypt (legacy of the Middle Kingdom; 21st to
18th century B.C.), the Minia temples, the Beni Hassan
tombs (including those of Pharoa Ikhnaton and Queen
Nefertiti), and the Tel El Amarna temples, all located
about 250-300 km south of Cairo.

(c) in Upper Egypt (legacy of the New Kingdom, 16th to 11th
century B.C., and of the Ptolomies, 3rd century B.C.),
the Luxor (ancient Thebes) temple, the Karnak temple,
and the Necropolis in the Valley of the Kings and the
Valley of the Queens, all located about 670 km south of
Cairo; the temple of Edfu, located about 750 km south
of Cairo; the temples of Aswan and Philae, located about
850 km south of Cairo; and the temple of Abu Simbel,
located about 1,030 km south of Cairo.

14.03 Several important historical sites exist from later periods.
They include buildings and artifacts from the Roman and early Christian
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periods, the most important of which are located in Alexandria. Since many
other Mediterranean countries have preserved the remains from these periods,
these sites have not attracted the attention from tourists they rightly
deserve.

14.04 Other attractions for the tourist are the numerous mosques and
churches, the most interesting of which are located in Cairo. Besides these
historical sites, there are several excellent museums in Cairo, offering the
treasures of the Pharaonic, Christian and Islamic periods. The most important
of these are: the Egyptian Museum,l/ the richest museum of antiquities in the
world covering a period of 5,000 years; the Coptic Museum, which has a rare
collection of objects dating back to the Christian era; and the Islamic Art
Museum.

(2) Natural Assets

14.05 Egypt's greatest natural assets for tourism are its good climate,
its beautiful beaches, the Nile, and the deserts.

14.06 In most of Egypt the climate is conducive to year-round tourism
(see Appendix-Table 8.16). The climate in the greater part of the Nile Valley
and along the cost is mild; it rarely rains there and overcast weather is
uncomon. In the summer temperature is rather high, but humidity is low,
making temperatures of 400C or more bearable. The climate of the Mediter-
ranean coast is less favorable for tourism but is capable of sustaining a
six-month-long tourist season. Its average temperature compares favorably
with that of the beach resorts of most other countries on the Mediterranean
(see Table 2). Winds along the Mediterranean in the winter, and Red Sea
coasts in the summer, can be strong, causing sand-storms. Because of high
temperature and wind conditions, the tourist season in the Red Sea does not
include summer but it can probably extend as long as nine months.

(3) Beaches

14.07 Beach-oriented tourism, representing the bulk of the world's tourism
market, has also developed in Egypt, although it has reached major proportion
only in Alexandria on the Mediterranean coast. 2/ This has long been the
most important tourist destination after Cairo, and it is where almost 20
percent of Egypt's accommodation capacity is concentrated. The beaches east
of Alexandria are generally unattractive owing to dark, silted sand and
unclear water. On the 560 kilometer-long coastline west of Alexandria, on

11 Unfortunately, its maintenance does not do justice to its riches.

2/ There are also hotels in Sidi Abd El Rahman and Marsa Matruh, besides
several other limited developments along the western Mediterranean cost.
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the other hand, the beaches are generally endowed with fine white sand and
clear blue-green water (see Statistical Appendix Table 8.18). The best of
these areas lie between El Alamein (about 100 km of Alexandria) and Aquiba
(about 300 km west of Alexandria). Unfortunately, most of the beaches near
Alexandria are polluted with oil, debris, and seaweed. In addition, the new
terminal of the Suez-Mediterranean oil pipeline and the planned industrial
development at Sidi Krei will probably make the first 100 km west of Alexandria
unsuitable for international tourism. Domestic tourists should continue to be
attracted, however, especially for day visits, owing to the proximity to
Alexandria, where the beaches are overcrowded in summer.

14.08 A paved highway and a railroad run along the coast from Alexandria
to the Libyan border. Besides Alexandria, the only area accessible by air is
Marsa Matruh where there is an aerodrome. The coast region west of Alexandria
is sparsely populated (an estimated 100,000 Bedouin nomads constitute the bulk
of the population) and undeveloped. Sidi Abd El Raman and Marsa Matruh are
the only beaches where any significant development has taken place.

14.09 The Red Sea coastline extends for hundreds of kilometers from
Suez to the Sudanese border. The seashore is characterized by small sandy
beaches, rugged mountains, views of the desert, and a great wealth of coral
reefs and fish. The two main beaches--and practically the only developed
ones--on the Red Sea coast are Ein Sukha, 55 kilometers south of Suez, and
Hurgada, 385 kilometers south of Suez.l/ Access to the northern sections is
gained through a road running along the coast from Suez to Ein Sukha. Hurgada
can be reached by road from Luxor and also has an airport. This coastline has
been closed to tourism since the 1967 war but it is expected to be opened
soon. Like the northwest Mediterranean coast, the Red Sea coast is sparsely
populated and underdeveloped for it is surrounded by vast deserts and the sea.

(3) The Nile and the Desert

14.10 The Nile is still one of Egypt's main tourist attractions. Not only
does it greatly enhance the cities bordering it but in recent years week-long
cruises along the Upper Nile have become a favorite of foreign tourists.
Prospects for several other cruises, including some on the Lower and Middle
Nile, look promising, and the cruiser fleet is being substantially expanded.

14.11 The desert, which is very close to the Nile and Egypt's main cities,
is also a significant, if still unexploited, natural tourist asset. Short
tours on camel rides and tent accommodations could become popular among
Western tourists, as the success of limited experience indicates.

(4) Contemporary Assets

14.12 Until 1952 Egypt was the most important banking and financial
center in the Arab world as well as its main political, cultural, and religious

1/ There are small hotels in Hurgada and Ein Sukhna but after years of
military use, they would have to be renovated for tourism.
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center. As such, it had a strong attraction for Arab and Western tourists.
The decline of Egypt's banking and financial status in the 1950s and 1960s (it
never lost its political, cultural, and religious status) was accompanied by
a decline in its attraction for tourists and by a rise in that of Lebanon's.
Recent events have reversed that process, however, and Egypt has practically
recovered its original status as the most cosmopolitan cotntry of the Arab
world.

14.13 Furthermore, Egypt's main cities--Cairo and Alexandria--hold many
attractions for tourists, with their active nightlife, rich folklore, and
modern and handicraft markets as well as their history ancd antiquities. Arab
visitors prefer these big cities to other places and they spend an estimated
95 percent or more of their time in them.

B. Comparative Advantages and Limitat-ions

14.14 Egypt is located where two major tourist areas overlap: one, the
Mediterranean Basin--the most importani: tourist destination in the world (al-
most 60&million visitors a year), and hleavily beach-oriented; the other, the
Middle East--much smaller (a few million visitors a year) and more oriented to
religion and culture. Egypt's Mediterranean area is fairly far from the main
generating countries (Central and Northern Europe);l/ but of the Middle
Eastern countries, it is one of the closest to them. Thisi fact has had, and
will continue to have some bearing on the type of tourists Egypt has been
receiving and the particular assets that it has decided to develop.

(1) Accessibility

14.15 Compared with many other tourist destinations, Egypt is quite
favorably located to Europe as it is situated at the crossroads of most plane
and ship routes in the area. Cairo's airport has recently been expanded and
it is serviced by almost 40 commercial airlines from all continents, including
most of the major. international carriers, which operate about 250 incoming and
outgoing flights a week. Because several airports have been closed or have had
restricted access since the 1967 war, the only other commercially operational
airports are in Luxor (now of international status) and Aswan. With the
development of the Suez Canal, sea traffic has become very heavy. Access by
road, on the other hand, is practically limited to Libyan tourists in view of
the great distances involved.

1/ This disadvantage was reinforced after the big increase in air fares
following the 1973 energy crisis. On a back-to-back charter operation
from, say, Paris or London, a typical tour to Egypt's Mediterranean
Coast would cost about US$40-US$80 more than to Tunisia or Morocco.
(On scheduled flights the difference is, of course, much higher.)
This figure is not insignificant compared with a one-week total package
cost, including air transportatiort, accommodation, food, and ground
transportation, of the order of US$250 to Spain, US$320 to Tunisia, and
US$380 to Egypt. Comparisons are difficult to make owing to difference
in hotel categories, quality of food and services, but they indicate the
relative importance of the distances and air fares.
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(2) Prices

14.16 Prices of goods and services purchased by foreign visitors in Egypt
are generally very low. The exception are hotel rates, which are higher than
those of most of the other Mediterranean destinations though quite competitive
with those of the whole Middle East. The rates of apartments and villas, the
favorite type of accommodation of Arab tourists, are also high.l/ The price
level of all other items, such as food, entertainment, taxis,2/ handicrafts,
entrance fees to museums, historical sites, and sound and light performances,
is very low. This is a consequence of price controls and preferential exchange
rates for tourists. Since prices of items forming part of the consumption
basket of Egyptians are also the items most purchased by foreign visitors,
the pricing policy applicable to tourism has remained inseparable from macro-
economic price policies. It should be possible to remove a number of these
items from price control without any inflationary effect on the general price
level.

(3) Costs

14.17 Hotel construction costs were rather high by international standards
up to 1972, but after the introduction of the parallel market rate they were
reduced by about one-third in dollar terms. In the last few years, there
has been a steep increase in costs (estimated by MISR Grand Hotel Co., the
Government agency supervising the construction of hotel projects in Egypt, at
20 percent, 25 percent, and 35 percent, in 1974, 1975, and 1976, respectively).
Construction costs in Cairo, without land, were estimated in early 1976 prices
at LE25,000 (or some US$38,750 at the parallel market rate of LE0.645 in May
1976) per room for a 5-star hotel, LE17,000 (or US$26,350) per room for a
3-star hotel, and LE10,000 (or US$15,500) per room for a 1-star hotel.3/ Al-
though these costs are not too high compared with other Middle Eastern coun-
tries (about US$40,000 per room for a 5-star hotel in Jordan, for example),
they are not in line with most other Mediterranean areas (for example, roughly
US$20,000 per room for a 4-star hotel in Tunisia and Morocco). Moreover,
costs are significantly higher outside Cairo, estimated to be as much as 40
percent higher in Upper Egypt, and up to 60 percent higher in the western part
of the Mediterranean coast (for example, Marsa Matruh). The main factors in
the cost increases in recent years are the overload of Egyptian constructing
companies and the lack of skilled labor, caused by the Suez Canal area recon-
struction effort and the emigration of trained manpower.

1/ Rents of US$1,500-US$2,000 a month for a furnished 3-bedroom apartment
were not rare in the summer of 1977.

2/ A one-hour ride from downtown Cairo to the airport costs US$1.50.

3/ Hotel standards in Egypt are somewhat lower than those corresponding
to the same category elsewhere.
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14.18 Infrastructure development costs for the Nile Valley seem to be low
by international standards because Egy'pt's main transport, power, and tele
communication lines run south from Aswan along the Nile and soil conditions,
water supply, and sewerage do not pose major problems. Infrastructure costs
for mass tourism development along the Northwest and Red Sea coasts are
significantly higher than along the Nile and most of the competing destina-
tions in the Mediterranean. The main problem in these coastal areas is the
scarcity of water and the fact that there are no international airports.

C. The Tourism Market

14.19 Early in the twentieth century, Egypt became a popular winter
resort for rich Europeans as well as an obligatory destination for many
archaeologists and scholars who were fascinated by its pharoanic treasures.
Later as Egypt established itself as a cultural, political, and financial
center of the Arab world, many Arab visitors began to arrive. They have con-
tinued to come in increasing numbers over the past twenty years; the record
of western tourists, though also upward, has been somewhat different and
far more irregular.

(1) Tourist Arrivals

14.20 In the mid-1950s about 150,000 foreign tourists arrived each year
(representing a share of about one percent of the Mediterranean market),
with Europeans and Americans representing 60 percent and Arabs, 33 percent
(Statistical Appendix Table 8.20). In 1976 the number had increased to
about 985,000 foreign tourists (39 percent European and American and 55
percent Arab). While the number of Arab tourists has increased with little
interruption and at an average rate of 12 percent a year since the mid-
1950s, the growth in tourism of Europeans and Americans has been irregular
and much slower (5.5 percent a year on the average). This was the result of
significant reductions in the aftermath of the 1956 nationialization of the
Suez Canal, the 1967 war, and, to a lesser extent, the 1973 war, which left
Egypt with a share of about 0.5 percent of Mediterranean tourist arrivals from
Europe and America.

14.21 The total number of foreign tourist arrivals grew from 76,000
in 1952 to 793,000 in 1975, a rate of 10.7 percent a year (Table 14.2).
Two periods, separated by the 1967 war, are worth distinguishing during this
time. From 1952 through 1966 the growth was steady and at: 15.6 percent a year
on the average. With the 1967 war, about 40 percent of the market was lost.
The period from 1968 to 1975 was characterized by a process of fast recupera-
tion (at a 13.9 percent average yearly rate) from the very, low rate of arrivals
in 1967 and 1968. Table 14.1 shows the main features of travel flows into
Egypt.
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Table 14.1: EGYPT'S SHARE OF MEDITERRANEAN TOURIST
ARRIVALS FROM EUROPE AND NORTH AMERICA

Total Egyptian Total Mediterranean Egypt's Share
Year Arrivals from Europe Arrivals from Europe as Percent of

and North America and North America Total
(thousands) (thousands)

1965 196 26,521 0.7
1966 213 30.828 0.7
1967 112 31,247 0.4
1968 74 31,039 0.2
1969 86 35,525 0.2
1970 66 38,653 0.2
1971 90 42,913 0.2
1972 134 47,198 0.3
1973 128 50,367 0.3
1974 172 44,900 0.4
1975 242 47,789 0.5

Source: Calculated from the Batelle Report, 1977.

Table 14.2: TOURIST ARRIVALS AND LENGTH OF STAYS IN EGYPT, 1952-75

1952 1966 1968 1972 1973 1974 1975

Foreign tourist arrivals
(thousands) 76 579 319 541 535 668 793

Nights spent (thousands) n.a. 9.793 4,376 6,614 6,394 6,505 5,854

Average length of stay
(days) n.a. 16.9 13.4 12.2 12.0 9.8 7.4

n.a.: Not available.

Source: Ministry of Tourism.

(2) Length of Stay and Nights Spent in Egypt

14.22 Although the number of tourist arrivals has recovered and even sur-
passed the level before the 1967 war, the number of nights spent in Egypt by
foreign tourists in 1975 was still 40 percent below that of 1966, owing to a
cut of more than 50 percent in their average length of stay (see Table 14.2).
This was particularly serious in the case of the Arab tourist, whose length of
stay declined markedly. The reduction in the average length of stay of
American and European tourists was less marked, from about ten to seven days
(see Statistical Appendix, Table 8.22).
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14.23 Twenty years ago, Arab tourists used to stay on an average of
more than a month in Egypt. They would typically rent a furnished apartment
or villa for the entire summer. By the mid-1960s, the average length of
stay had gone down slightly, to three to four weeks, indicating no substantial
change in visitor pattern. This began to change after the 1967 war. First,
there was a steep increase in visits fromi border country tourists, especially
those from Libya, who stayed shorter periods on the average. Second, stays by
all Arab tourists continued to decline, perhaps because of the high rents
charged for apartments and villas in the last few years. For some Arab
tourists it was cheaper to spend part of the summer vacation in Europe than
in Egypt. As a consequence, the average length of stay of Arab tourists
declined from two to three weeks in 1968-69 to only nine days in 1973-75.

14.24 In the mid-1950s European tourists would stay more than a month
on the average in Egypt. It was common for them to take a room in a hotel
in Upper Egypt for long periods in winter. For them Egypt was predominantly
a winter resort, although some would also stay for long periods in Alexandria
during the summer. The decline in their length of stay to roughly one week
in the tast few years was largely owing to the change in type of visitor
to the country -- from rich, long-staying and resort-oriented tourists to
middle class businessmen and culture-oriented tourists, whose stays were much
shorter.l/ For American tourists the reduction in the length of stay has been
slight, Secause no significant change in visitor pattern has occurred (they
were always predominantly businessmen and culture-oriented tourists). While
the reasons affecting the reduction in the length of stay of Arab tourists may
be transitory (their length of stay will probably increase as the supply of
furnished apartments expands and their price declines), those affecting
European visitors seem to be more permanent.

(3) Tourist Nationalities

14.25 Libyans are the most numerous single nationality of foreign
tourist visiting Egypt. Their visits grewf at a rate of 15.4 percent a year
on the average between 1968 to 1975 (and at 24.9 percent up to 1974). In
spite of the political problems affecting Egyptian-Libyan relations, Libyan
tourists are still visiting Egypt in large numbers (Table 14.3).

1I/ The reduction in the length of stay has been quite typical worldwide
with the introduction of cheaper airfares and mass tourism.
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Table 14.3: VISITOR ARRIVALS BY SELECTED NATIONALITIES, 1968-75
(Thousands)

Average Growth
Rate 1968-1975

Nationality 1968 1971 1973 1975 (Percent)

Libyan 37.4 77.9 125.1 101.8 15.4
Sudan 21.3 33.2 32.9 61.4 16.3
Saudi Arabian 7.1 19.6 34.6 60.1 35.7
United States 18.3 23.6 33.7 58.8 18.1
French 10.8 17.4 23.3 43.5 22.0
German (Federal Republic) 12.9 12.7 13.9 37.2 16.3
Syrian 16.8 24.3 23.6 33.0 10.1
Jordan 29.5 17.9 25.0 32.3 1.3
Total 317.6 428.1 534.8 793.1 14.0

Source: Ministry of Tourism.

14.26 The most spectacular growth has been in Saudi Arabian tourist
arrivals (35.7 percent a year on the average between 1968 and 1975) and that
of visitors from other smaller Persian Gulf States. As in the case of Libyans,
this is attributable mainly to their unprecedented increase in income. The
ebb and flow of tourists from Socialist countries can be attributed more
directly to political factors.l/ Tourist arrivals from the United States and
the main Western European countries have increased quite rapidly since 1967,
but it was only in 1975 that they surpassed the 1966 figures (see Statistical
Appendix Tables 8.20 and 8.21).

(4) Mode of Travel

14.27 Roughly 70-80 percent of foreign tourists come by air (see Statis-
tical Appendix Table 8.23). Arrivals by sea climbed back in 1974 and 1975 to
over 10 percent of the total. Arrivals by road, which were linked to fluctua-
tions in Libyan tourism, represented around 20 percent of total arrivals in
the early 1970s but fell to around 10 percent in 1975. The resumption of
traffic in the Suez Canal will probably increase the share of sea traffic
slightly, and the normalization of relations with Libya could increase the
road traffic, but air traffic is expected to be clearly predominant, espe-
cially if charter flights become more widely used. (Charter flights represent
only about 10 percent of visitor arrivals now.) Since these flights reduce
the total cost of travel to Egypt from, say, the United Kingdom or West
Germany, by as much as 50 percent (based on a one-week tour of Egypt), both
the tourist's demand for Egypt, and the proportionate share of air travel in
the flows, would tend to increase if charter flights become more readily
available and hotel capacity expands.

1/ During the last few years, only about 30,000-35,000 socialist tourists a
year have visited Egypt.
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(5) Seasonality

14.28 The seasonality of tourism in Egypt is actually one of the lowest
in the Mediterranean because of the relatively low proportion of beach-oriented
tourists, especially among the Westerners, and shortage of accommodations.
While half of the Arabs arrive in the summer (June-Septemiber), only one-third
of the Europeans and 41 percent of the Americans do so. Tourists from the
Socialist countries come mostly during the off-season (only 31 percent visit
during June-September). Up to 20 years ago, tourism in Egypt was clearly a
winter activ,ity, catering to rich European visitors travelling abroad to
escape the winter. Later when the share of Arab visitors in total arrivals
began to increase, the pattern of seasonality changed in favor of the summer
months. But even with European visitors, there was a reduction in the number
of arrivals in winter months. This was the result of a process of "massifica-
tion" of tourism that has taken place in Europe during the last two decades,
when many blue-collar workers began to travel abroad during their vacations,
usually in summer. By the late 1960s and early 1970s, as much as 44 percent
of the total yearly arrivals was concentrated in the June-September period.
In 1974 and. 1975 because of the lack of accommodations, arrivals during
the four-month summer peak period dropped significantly, as a proportion of
the annual total, to only 41 and 38 percent, respectively. Arrivals in
January and February are now the lowest for the year (see Statistical Appendix
Table 8.25).

(6) Motivation of Travel

14.29 While most Arabs visit Egypt on a single-destination trip, European
and American tourists usually make their visits as part of a multiple-stop
package tour. This would normally involve other countries in the Middle East,
(such as Jordan, Israel or Syria), Northern Africa (such as Tunisia), or
other countries in Eastern Africa (such as Kenya). Among Americans, tours
to Western Europe and Greece along with Egypt are also popular. Such tours
normally include three to four days in Egypt and, almost without exception,
cover the pharaonic attractions of Upper Egypt. An estimated 70 percent of
Western visitors to Egypt are part of organized tours.

14.30 No statistics are available on tourist motivation to visit Egypt,
but interviews with travel agents and hoteliers provide some rough estimates--
visitors engaged in business represent about 15 percent of those from the
West and about 5 percent of those from Arab countries. Most of the rest are
in Egypt on vacation.

D. Supply of Tourism Facilities

(1) Accommodation Capacity

14.31 In late 1975 there were about 9,000 rooms in hotels suitable for
foreign visitors in Egypt. These are classified as deluxe (5-star), first-
class (3- to 4-star) and second class (2- to 3-star) (see Appendix Table
8.26). In addition, there were over 2,000 hotel rooms classified as third
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class and tourist class and about 10,000 rooms in boarding houses (popular
class). International-class hotels cater mostly to foreigners (77 percent of
total lodgers) while those in the lower categories cater mostly to Egyptians
(95 percent). Foreigners staying in these low-category hotels are mostly
Sudanese.

14.32 The availability of international-class hotel rooms was reduced by
the 1967 war, from 7,500 rooms in 1965 to 6,200 in 1970, and most of the
affected hotels were located in the Suez Canal area and on the Red Sea coast.
Hotel capacity did not begin to expand again until after 1970, but the total
increase between 1965 and 1975 was only 20 percent, or at an average rate of
only 1.9 percent a year. This has resulted in an acute shortage of accom-
modations.

14.33 Over half of the international-class hotels are located in Cairo,
roughly 20 percent in Alexandria, and 10 percent each in Luxor and Aswan; the
rest are scattered throughout Egypt. Most of the hotel expansion during the
1965-1975 period took place in Alexandria, and in the deluxe category.

14.34 The availability of furnished apartments and villas for foreign
tourists in Egypt is as important as that of hotels because these are where
most Arab visitors stay. Unfortunately, there is no information relating
to the number of such accommodations available nor the changes that have
occurred over time. Most of these apartments or villas are generally used
as dwellings by Egyptians but rented to foreigners or local tourists for short
periods of time. According to very tentative estimates, as many as 30,000
apartments located in Cairo and Alexandria are rented to Arab visitors during
the high season. The number of apartments available for rent seems to have
declined in the last 10 years owing to Egypt's population growth and, in
particular, the rapid growth in demand for middle class housing. This short-
age has resulted in high rents and in a decline in the numbers of nights
spent in Egypt by Arab tourists from 6.4 million in 1966 to 3.6 million in
1975.

(2) Ownership Pattern

14.35 As a consequence of the economic policies of the Egyptian Govern-
ment from the late 1950s to 1973, most of the international-class hotels are

t owned by the Government, through the Egyptian General Organization of Tourism
and Hotels (EGOTH). Many of these are operated by private hotel companies
under long-term management contracts. In particular, the larger and better
hotels are all Government-owned but managed by foreign companies, such as
Hilton, Sheraton, and Meridien. The new economic policies of 1973 opened the
door to private sector investment in tourism. Although there are a few purely
private hotel projects now being implemented, the typical ownership pattern
for new hotel projects is mixed private and public sector, with EGOTH in
partnership with foreign investors. Hotel investments by the Government were
stepped up sharply after the 1973 war, when tourist nights of Westerners began
to increase rapidly. The budget for this type of expenditure increased from a
little over LE1 million a year between 1968 and 1972 to about LE13 million in
1975.
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(3) Investment Climate

14.36 Because of the predominance of the public sector in hotel develop-
ment, the financial arrangements for hotel construction in the past were
purely a budgetary exercise. The new private or semi-private hotel projects,
however, are beginning to rely on private sector equity capital and on the
international capital market. Private banks, the most active of which have
been the Arab African Bank, Arab International Bank, and Misr Iran Development
Bank, usually participate with loan capital on a syndicated basis and some-
times provide equity capital as well. Most private investors are Arabs, but
there are a few active European- and Asian-based hotel developers.l/ Loans
finance roughly 60 percent of total capital cost at the going Eurodollar
market rate (LIBOR plus some 2 to 2.5 percent), with repayment periods of uD
to ten years, including a two-year grace period. Over USS100 million has
already been committed by the private sector to several hotel projects to
be implemented during the next few years. The guarantees and incentives
provided by the Government (para. 14.58) serve as a strong encouragement to
investment, but above all what attracts investors are the high rates of
occupancy and profitability of hotels at this time.

(4) Utilization of Tourist Facilities

14.37 Hotels in Egypt have had extremely high occupancy rates since 1974.
Occupancy rates in 1976 are estimated to be more than 90 percent in Cairo, 70
percent in Upper Egypt, and 65 percent in Alexandria. Hot:els in Cairo are
fully occupied almost year-round,2/ and so are hotels in Upper Egypt during
the winter and in Alexandria. during the summer. The seasonality of rates pf
hotel occupancy is much less pronounced than that of visitor arrivals since
Western tourists, who are more evenly distributed during the year than are
the Arabs, constitute the bulk of hotel lodgers. This is also a reflection
of the lack of accommodation. Hotel occupancy in Upper Egypt has been tradi-
tionally a highly seasonal matter, and many hotels used to close during the
summer. With the construction of modern air-conditioned hotels, however, it
has been demonstrated that tourists arie interested in visiting this part of
Egypt any time that adequate hotel accommodation is available, and average
room occupancy rates during summer have been increasing with the provision of
better accommodations.

(5) Hotel Profitability

14.38 The profitability of hotgls in Egypt is difficult to document and
comparisons are hard to draw because financial results are not recorded on

I/ The participation of American companies in these ventures is practicallv
reduced to a hotel management role; as such they take part in most of
the larger hotel projects.

2/ Normally, a hotel with 90 percent occupancy is full from an operational
standpoint.
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a uniform basis. Nevertheless, they are readily available for the larger
hotels. According to Pannell, Kerr, and Forster (PKF), who compile statistics
of hotel operations all over the world, Egypt's hotels were among the most
profitable in 1974, a situation that appears to have remained unchanged
in 1975 and 1976 (Table 14.4).

Table 14.4: OPERATIONS OF MIDDLE EASTERN HOTELS: SUMMARY STATISTICS

Overall
Item Egypt Iran Israel Kuwait Lebanon Average

Room occupancy rate (percent) 92.3 91.2 64.5 83.4 78.5 81.1

Average daily room rate
(in US$) 22.5 28.4 26.6 30.8 25.2 26.3

Cost of Goods Sold and
Departmental Wages and
Expenses (as percent of

sales) 38.6 40.1 46.7 37.6 38.8 39.5
Payroll and Related Costs
(as percent of sales) 13.9 18.1 32.5 18.7 18.4 18.9

General Expenses (as percent
of sales) 20.8 21.0 21.2 20.2 20.5 21.2

House Profit (as percent
of sales) 40.6 38.9 32.1 42.2 40.7 39.3

Other Income (as percent
of sales) 5.2 0.6 0.2 1.7 0.9 0.8

Gross Operating Profit
(as percent of sales) 45.8 39.5 32.3 43.9 41.6 40.5

Source: Hotel Statistics, Pannell, Kerr, and Forster, 1974.

14.39 Not only is the 45 percent ratio of gross operating profit to
sales outstanding, but because hotels in general have low debts, net profits
are even more exceptional. Although smaller hotels were somewhat less
profitable than shown here, they still enjoyed good financial results.
(It is estimated that the breakeven point in annual room occupancy in 1976 was
around 40 percent for small hotels and around 35 percent for the larger ones.)
The main difference between large and small hotels of similar categories is
that payroll costs as a percentage of sales, although still quite low by inter-
national standards, are somewhat higher for the smaller ones. While average
wages and the number of employees per room are similar in both types of hotels
(the number of employees per room in Egypt depends basically on the hotel
category, less so on hotel size), sales per room are lower for the smaller
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ones. Deluxe hotels have on the average 1.5 employees per room, first-class
hotels 1.3, and second-class hotels 0.6.1/ By mid-1976, wages in hotels in
Cairo amounted to about LE25 per month for unskilled workers, LE50 for semi-
skilled, and LE100 for skilled.2/ Wages for the skilled and semiskilled
are about 20 percent higher outside Cairo, and all these wage levels are on
the high side compared with other sectors within Egypt. The financial returns
of travel agencies, tour operators, transport companies, restaurants, and
other enterprises operating in tourism also appear to be quite good.

14.40 The'cost component of goods sold in Egyptian hotels compares well
with international standards, in spite of the fact that the prices of food and
beverages in hotels are lower than in other tourist areas. This is so because
the price level of many goods procured by hotels, particularly foodstuffs, is
controlled by the Government and kept low through subsidi.zation. Should the
subsidies be discontinued, it is estimated that hotels would not have much
difficulty in raising the price of goods sold,3/ but even if that were not
possible, hotels would still remain quite profitable.

14.41 One of the major problems facing hotels is in the field of recruit-
ment of experienced personnel. The inadequacy of hotel staff, which is common
even in the best hotels in Egypt, frequently results in poor service. When
hotel activities declined after the 1967 war, many experienced middle- and
high-level hotel employees emigrated to other Arab countries (mostly to
Saudi Arabia and Persian Gulf States) or to Europe, so that the relative
abundance of qualified manpower that traditionally existed in Egypt disap-
peared. Efforts are being made in the training field but the task is diffi-
cult because high-paying jobs abroad continue to attract experienced hotel
employees. Moreover, the many hotels expected in operation soon will probably
aggravate the situation further unless salaries of these employees are raised
substantially. There are some signs that the government is considering
changes affecting wages, training facilities, and the like, which would
ameliorate the situation.

(6) Transport Facilities

14.42 There is a great shortage of- taxis (at least at the very low prices
charged now) and public buses in traffic-congested Cairo. Misr Travel, the
Government-owned travel agent, operates 150 tourist buses, 50 of which are
fully air-conditioned, and it has 50 mini-buses on order. Buses are increasingly

1/ Hotels managed by the private sector have, in general, lower employees
per room ratios.

2/ In addition, many workers earn tips amounting up to 50 percent of
wages.

3/ The question arises as to whether hotels should not be allowed to raise
such prices anyway if Egypt is tc, reap more fully the benefits of tourism.
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used by tourists to visit Middle and Upper Egypt, and their use could be
further expanded because practically all the country's tourist attractions are
connected by reasonably well-paved roads. A shortage of cars on the railroad
operating between Cairo and Alexandria and between Cairo and Aswan also
exists. Train service is used for part or all of the journey to Upper Egypt
by many tourists, including those on the cheaper package tours. The closing
of some domestic airports to civil traffic and shortage of aircraft in
domestic service continue to be a problem, but this service is in the process
of being improved with the addition of seven Boeing 737 aircraft to Egypt
Air's fleet.

(7) Travel Services

14.43 In addition to Misr Travel, several private travel agencies now work
in Egypt, including trans-nationals like American Express, Thomas Cook, and
Wagon Lits. Misr Travel is by far the most important, with offices spread all
over Egypt. It has more than 1,000 employees and handles about 100,000
tourists a year (or 50-60 percent of the all-inclusive tour passengers in
Egypt).

E. Organization and Policies

14.44 The increasing priority given to tourism on the part of the government
is reflected in the number of different governmental agencies now actively
engaged in the sector.

(1) Government Institutions

14.45 Responsibility for day-to-day operations lies with the Ministry of
Tourism, whose main tasks include: (a) planning of tourism activities; (b)
promotion of tourism in Egypt and abroad; and (c) control of activities of
principal tourism facilities and services, such as hotels, restaurants,
guides, and travel agencies.

14.46 The Ministry of Tourism organization chart is shown below. By
mid-1976 it had 850 employees.
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Minister of Tourism

First Undersecretary of State

Undersecretary Undersecretary Undersecretary Undersecretary
Planning Promotion Control Economics, Finance

and Administration

Director Director General Director General Director General

- Research and - Foreign Bureaus - Travel Agencies - Personnel
Statistics

- Planning - Promotion - Guides - Finance and
Economics

- Follow-up - Public Relations - Hotels
- Training and

- Projects - interior Tourism - Restaurants Organization

14.47 Four Government agencies under the umbrella of the Ministry of
Tourism also play a major role in the tourism sector: EGOTH, Misr Travel, the
Egyptian Company for Hotels, and the Misr Grand Hotel Company. Although the
smallest in terms of employment (it has fewer than 100 employees), EGOTH is
the most important of these agencies. It was created in 1962, and up to 1976
it was the holding company of the three other agencies. Its capital surpasses
the US$100 million mark. When it was first organized, EGOTH was entrusted
with two main tasks: (a) the execution of major hotel projects the private
sector would resist, either because of their magnitude or location; and (b)
the creation of new tourist areas and touristic patterns, such as opening the
coasts of the Red Sea and northwestern Mediterranean, or introducing bungalow-
hotels and Nile steamers. EGOTH's role has. changed since 1973, and it is now
centered on attracting foreign investcors to tourism projects through the
establishment of joint ventures so as to expand the country's accommodation
capacity.

14.48 In addition, the Government created in 1975 the Higher Council for
Tourism, chaired by the Premier, and comprising all Ministers whose roles have
something to do with tourism. These are the Ministers of Tourism, Interior,
Maritime Transport, Economy, Housing and Reconstruction, Finance, War, and
Civil Aviation; the Chairmen of Egypt Air, the Antiquities Department, the
Union of Tourism Chamber, the Arab Union for Tourism; and the regional
Secretary of the International Tourism Association. The responsibilities of
the Higher Council for Tourism are to define major policy lines and propose
legislation for the development of the sector and to coordinate the tourism-
related activities of all its members. Because of the multiple respon-
sibilities of its members, the Council has been relativelv inactive but a
new, more active body was created in early 1976, the High Council of Tourism
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and Civil Aviation, chaired by the Minister of Tourism (who became the titular
Minister of Civil Aviation), and including the Chairmen of Egypt Air, EGOTH,
Misr Travel, Misr Grand Hotel Company, Egyptian Company for Hotels, General
Organization for Civil Aviation, Cairo Airport, and the Institute for Training
of Civil Aviation. Its role is similar to that of the Higher Council for
Tourism, but it is not as broad in its approach.

14.49 Of the other government agencies, Misr Travel is a travel agency and
tour operator created in 1934 by Misr Bank; the Egyptian Company for Hotels,
created in late 1975, 1/ manages 21 of EGOTH's 29 hotels; and the Misr Grand
Hotel Co. is in charge of the execution and control of the construction of
EGOTH's new hotels. Following the 1975 reorganization of the public sector,
these three agencies as well as EGOTH have been operating in a relatively
decentralized manner.

14.50 The Tourist Police, under the Ministry of the Interior, also plays a
significant role in the tourism field. This force receives special training
to assist visitors during their visits to the principal tourist sites as well
as on their arrival and departure at entry points. Tourist policemen speak
more than one foreign language.

(2) Training

14.51 Both the Ministry of Education and the Ministry of Tourism are
entrusted with the responsibilty of training personnel for tourism. While the
Ministry of Education concentrates on medium- to upper-level training at the
University of Helwan, the Ministry of Tourism concentrates on vocational
training in two hotel schools to which practice hotels are attached. The
Faculty of Tourism and Hotel Management of the University of Helwan offers two
courses: one, a four-year course leading to a Higher Certificate level (BSc
equivalent) on Tourism, Hotel Management and Guidance, with a total of 350
students and 60 graduates a year; the other, a two-year course leading to
Diploma level on Kitchen, Housekeeping, and Services, with 120 students and
60 graduates a year. These courses are too theoretical in general and suffer
from not having a practice hotel, although students are required to practice
for two months in established hotels before graduating. The structure of the
Faculty's 20-room practice hotel has remained idle for several years because
of lack of funds to the complete the building.

14.52 The training efforts of the Ministry of Tourism fall under the
direct responsibility of EGOTH, which operates two hotel schools to which
practice hotels are attached. One operating in Cairo at the Continental Hotel
offers 3-month vocational courses for 100 students at a time. This school
receives aid from the Federal Republic of Germany and the ILO. The second
hotel school will operate in the remodeled Hotel Mediterranee in Alexandria.

1/ This was an amalgamation of four EGOTH hotel management companies:
Shepheard Hotel Co., The Upper Egypt Hotels Co., the Egyptian Hotels
and Tourism Co., and Misr Hotels Co.
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It will offer vocational and middle-level courses to 300 students a year, with
assistance from the French Government. In addition to these efforts in the
training field, hotel management companies have their own on-the-job training
programs.

(3) Promotion

14.53 The main responsibility for tourism promotion rests with the Min-
istry of Tourism. Its promotion budget is now around LEO.5 million, but the
target for promotion expenditure is one percent of the foreign exchange revenue
from tourism, or roughly twice the level of present expenditure. The Ministry
has tourist b.ureaus in the main tourist-generating capitals of the world and
operates various tourist information centers throughout Egypt. The Government
agencies in the tourism sector also unidertake promotion alctivities and so do
hoteliers, particularly foreign hotel management companies. Investment
promotion in the tourism sector is maiinly undertaken by EGOTH.

(4) Legislation

14.54 Three important laws governing tourism development have been passed
in the last few years. The first, Law number 1 of 1973, entrusts the Ministry
of Tourism with the regulation of hotels and tourist establishments, including
fixing the prices of their services and establishing their qualification for
incentives. The incentives consist of a five-year income tax exemption (the
income tax rate is around 40 percent) and complete exemption of custom duties
on the imported component of construction or renovation of such establishments.
The second, Law number 2 of 1973, allows the Ministry of Tourism to reserve
areas for tourism development and entrusts it with the supervision and exploi-
tation of such areas. Besides having to prepare general plans for the devel-
opment of these tourism areas, the MirListry of Tourism, coordinating with
other Goverrment agencies, has to provide infrastructure for them. Since no
person or corporate body may exploit any tourist area without an authorization
by the Ministry of Tourism, this law is a powerful tool to make private
developers comply with the Ministry's regulations and building codes and to
check land speculation associated with! tourism development.l/ The third,
Law number 43 of 1974 on foreign investment and free zones, provides similar
tax exemptions to Law number 1 of 1973, and also grants foreign investors
guarantees of property rights and of repatriation of profits and capital.

(5) Air Access Policy

14.55 Because of severe government restrictions on charter flights, only
8 percent of air passengers arrive by this form of transportation. With the

1/ This tool has been effectively used only since 1975, and land speculation,
which reached high levels in 1974 and 1975, has been somewhat curtailed.
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limited accommodations available today, the policy has a certain rationality,
but it will probably have to be revised in the future.l/ The Government seems
to be fully aware of the conflicting interests of the national airline, which
wants to restrict air access to Egypt in order to get a guaranteed share
of the market, and those of the tourism sector in general, whose growth is
directly linked to accessibility. Fortunately, the recently established
High Council of Tourism and Civil Aviation is in an ideal position to draw a
sensible balance between these interests.

F. Economic and Social Returns

14.56 An examination of tourism activities in recent years shows high fi-
nancial and economic profitability. Certain weaknesses are evident, however,
as well as areas whose potential has not begun to be realized.

(1) Revenues

14.57 As related to overall balance of payment figures, tourism revenues
in foreign exchange are quite significant as shown in the following figures: 2/

1966 1969 1970 1971 1972 1973 1974 1975 1976

275.7 141.2 157.1 191.4 244.0 210.2 229.1 278.0 365.6

They represented around 10 percent of total export of goods and services
during the past decade and constitute the third most important item in the
Exports account, just below cotton and workers' remittances from abroad (see
Statistical Appendix Table 8.29).

14.58 Foreign exchange revenues from tourism have fluctuated widely since
1966 when measured in constant 1975 dollar terms.3/ A steep decline followed
the 1967 war, and the recuperation that began in T970 was halted by the 1973
war, but it has made a strong comeback since then. By 1975 the pre-1967
record had been matched, and by 1976 it was far exceeded. This has been
primarily the result of the much increased average daily expenditure of the
tourist owing to the sharp rise in prices in real terms recently, and also the
fact that the typical visitor (particularly the Arab visitor) now has a much
larger capacity to spend.

1/ With insufficient accommodation capacity, chartered flights would
substitute for scheduled flights instead of generating more traffic,
and this would result in lower revenues for the airlines, including
Egypt Air. On the other hand, this policy was not justified when hotel
occupancy was at a low level in the late 1960s and early 1970s.

2/ The figures are in millions of U.S. dollars in 1975 constant prices.

3/ As discussed later statistical series dealing with foreign exchange
revenues from tourism lack consistency, and special caution should be
exercised in drawing conclusions from time series analysis.
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14.59 Average daily expenditures per visitor in 1975 were about US$47.5.
No estimate of daily expenditures by nationality of visitor is available but
the Ministry of Tourism estimates that: these are higher for Westerners, partic-
ularly Americans, than they are for Arab tourists. In 19573 and 1974 the
average expenditure by all tourists in current prices was US$24 and US$32,
respectively. The sharp increases in daily expenditures in 1975 reflects a
trebling of rental charges of apartments, which began in 1973, and a 30-40
percent increase in hotel rates. In addition, it is likely that shorter
lengths of stay have contributed to hi,gher daily expenditures, since tourist
expenditures for shopping, local transportation, and the like, do not rise
proportionally with length of stay. No data on type of tourist expenditures
are available. Based on interviews with hoteliers and travel agents, it is
estimated that accommodations represent almost 50 percent of total expendi-
tures, and that when meals in hotels are added, expenditures in hotels reach
more than two-thirds of the total in the case of Western tourists.

(2) Costs and Returns

14.60 Because of problems of quantification only a sketchy analysis of
the economics of tourism can be made. As with most developing countries,
domestic prices of goods and services are quite different from international
prices. This is a consequence of price controls, subsidies: import duties,
and multiple exchange rates, among other factors.l/ When analyzing the
economic returns of tourism activities, it is therefore necessary to make
some changes in the financial accounts of those operating in tourism in order
to eliminate the main price distortions affecting their economic profitability.
Unfortunately, few studies have been undertaken in Egypt to make these elements
readily quantifiable.

14.61 Nevertheless, it can be tentatively concluded that in the case of
hotels, for example, their financial profitability is somewhat overstated.
The effect of subsidies and price controls on supplies and utilities seems to
be more important than that of shadow-pricing labor and of indirect taxes --
principally because of low taxes on rooms and the incentives granting exemp-
tions on custom duties for the construction and equipment of hotels. Operating
costs in terms of efficiency are higher, therefore, than in purely financial
terms. The benefits to the economy generated by hotels (gross operating
profits with distortions netted out) would represent an estimated 40 percent
of gross revenues or sales. This ratio is still high and would lead to high
economic rates of return on tourism investments.2/ (In most countries,

1/ While the parallel market rate is used for all foreign exchange transac-
tions of tourists, the official rate applies to many imported goods
that form part of the "tourist basket."

2/ Based on typical projects in the Nile Valley where infrastructure require-
ments are modest. Although the investment in infrastructure for tourism
development in the northwest coast would be much higher, a recently pre-
pared regional development plan (ILACO consultants) determined that tourism
projects would still generate satisfactory economic returns in that area.
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a ratio of around 30 percent for hotels is satisfactory.) Shopping, entertain-
ment, tours, and transportation activities are also estimated to yield high
economic returns as well as to be financially profitable.

14.62 The economic policies followed by the Government should lead
to a gradual elimination of these distortions, especially the ones arising
from the use of a multiple exchange rate, and consequently the financial
profitability of tourism activities may decline. On the other hand, the
economic profitability of these activities (calculated at efficiency prices)
would not be affected much. It should be borne in mind, however, that the
high economic (and financial) profitability tourism now enjoys is the result
of extremely high occupancy rates of installed capacity, which are not
likely to last over the long run.1/

(3) Foreign Exchange Costs

14.63 The direct and indirect foreign exchange component of tourism
investment costs is estimated to be about 40 to 45 percent of total investment
costs, and about 20 to 25 percent of operating costs, including remittances
abroad for management fees and commissions. The net foreign exchange revenue
from tourism in a year of normal development is around 70 percent of gross
foreign exchange revenue. If the investment cost component is excluded, net
foreign exchange earning would represent almost 80 percent of gross foreign
exchange earning.

(4) Employment

14.64 Besides generating substantial foreign exchange revenue and income,
tourism generated direct employment (that is, employment in activities that
sell goods and services directly to tourists, such as hotels, restaurants,
night clubs, tourist shops, airlines, local transport companies, and guides)
for about 27,000 people in 1976, at a level of remuneration substantially
higher than the national average. Although direct employment in tourism is
quite small compared with total employment of about 9 million persons, Egyptian
tourism has strong linkages with other labor-intensive sectors like agriculture
and handicrafts. Indirect employment in tourism probably represents 20,000-
30,000 additional jobs. At least 50 percent of workers engaged in tourism
activities are estimated to be unskilled and most of the others, semiskilled.
In contrast to most other countries, employment for women is practically
limited to the highest-class hotels, and they are estimated to make up
less than 20 percent of the total tourism work force.

1/ When assessing the economic returns of accommodation expansion, room
occupancy rates for hotels have been projected at a more normal 75-80
percent instead of the present 85-90 percent. Egypt should be able
to sustain higher rates than other areas because it has less seasonality
of tourism, especially of Western tourism.
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14.65 With its heavy concentration in Cairo and along the Nile, tourism
has not yet played a significant role in backward areas. Should tourism grow
in the Mediterranean and Red Sea coasts, however, it could make a major con-
tribution to the development of these areas.

14.66 Because of the generous income tax and custom duty exemptions granted
to tourism activities in Egypt, the Government does not collect substantial
revenues from tourism taxes. Sales taxes in hotels are only two percent on
the total bill plus a local Government tax of five piasters per day per per-
son, while other tourism activities go almost untaxed. Government profits
substantially, however, from the operation of its own tourist facilities,
like hotels, casinos, and a travel agency. Besides the Government, the net
economic benefits generated in tourism accrue mostly to the owners of private
hotels, apartments, villas and tourist shops, and to unskilled and semiskilled
workers who earn higher wages in tourism than they could expect to earn else-
where. The very high rates charged tourists for apartments and villas has
resulted in a disproportionate share of benefits accruing to their owners.
Foreign hotel management companies have also earned high fees (slightly over
20 percent of gross operating profits of hotels). On balance, tourism is
probably not contributing much toward the improvement of income distribution
at present.

G. Prospects

14.67 To establish the growth potential of Egypt's tourist sector, it is
necessary to project the likely overall increase in size of the generating
markets and then estimate what share Egypt is likely to capture. This double
task is particularly difficult in the absence of specific market studies and
the following projections should be looked upon as only a rough indication of
the traffic and the likely expansion of accommodations that will take place in
Egypt during the next 5 years.

14.68 The more important generators of tourists for Egypt are the Arab
countries and those of Western Europe and North America. Arab tourism
is expected to continue its fast growtlh in the near future (over 15 percent
per year) owing to a rapid increase in the proportion of people able to
afford vacations abroad in oil-rich countries like Saudi Arabia, Libya,
Iraq, Kuwait, and Abu Dhabi. (The number of visitors from Saudi Arabia, for
example, increased at an average rate of 35.7 percent a year from 1968 to
1975.) Egypt should continue to be one of the preferred destinations among
Arab tourists as long as the number of furnished apartments expands, and
therefore growth rates of Arab tourism of 15 percent a year during the next
5 years seem to be a reasonable expectation.

14.69 Air departures abroad by U.S., citizens grew at a rate of 8.6 percent
a year during the 1967-1975 period, reaching 7.4 million. Although this
growth was abruptly interrupted in 1974 and 1975 owing to recessions and the
energy crisis, the rate of growth rate between 1967 and 1973 was 13 percent a
year on the average. According to a study on the prospects of tourism in
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the Mediterranean basin prepared in 1975 by Battelle, the number of trips
abroad by Americans may reach 12 million in 1980 (an implied growth rate of 10
percent a year from 1975 to 1980 or 6 percent from 1973 to 1980). Departures
abroad from Western Europe grew at a rate of 7.6 percent a year during the
1964-73 period, to reach a total of about 45 million. The same study projects
the number of departures will reach about 70 million by 1980 (a growth of 7
percent a year on average from 1973-80). At present, Egypt's share of the
Western tourist market is only 0.5 percent, but it could easily be increased
during the next five years if accommodation facilities expand because there
appears to be a substantial unsatisfied demand. A growth rate of 12 percent
a year on the average for the 1975-80 period appears to be reasonable.

14.70 From the demand side, overall yearly rates of growth of 12-15
percent in the number of foreign visitor arrivals seem possible during the
next 5 years, although they would probably fall after 1980.1/ An updating
of the Battelle Study in late 1976 projects a growth rate of about 15 per-
cent during the period 1975-80. The average length of stay of tourists
would probably remain around seven days. Although some Arab visitors have
a tendency to extend their stay in Egypt, a greater proportion of busi-
nessmen among them and a higher demand for apartment rentals, will probably
prevent a return to the average lengths of stay of the 1950s and 1960s
(Statistical Appendix Table 8.22).

H. Major Constraints

14.71 Although richly endowed with tourist attractions, Egypt has been
restricted in the growth of its tourism sector because of insufficient accommo-
dations. A joint effort by the Government and the private sector is expected
to overcome this limitation to a great extent in the near future. Other
constraints relate to the coordination of various ministries and institutions
within the sector and to the requirements for trained personnel.

(1) Construction Costs

14.72 If construction costs of infrastructure and accommodations continue
to be as high as they have in last few years, Egypt may lose the competitive
advantage it now enjoys in hotels and other facilities, and this may scare
foreign investors away (See para 14.17). These cost increases depend to a
large extent on local inflation and the overall demand for construction by
developers in the long run. Construction costs will probably continue to
increase more than inflation in general because of the part construction
programs play in the 1976-80 Plan. Every effort should be made to minimize
future cost increases that would endanger Egypt's competitive advantages. At

1/ The Battelle study projects a slower growth in the number of Western
visitor arrivals in the Mediterranean Basin after 1980. The Arab
tourist market would also show signs of saturation because of the small
population base it is drawn from.
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the tourism sector level, the Ministry of Tourism and related agencies should
avoid overambitious projects in nonestablished areas that: require high infra-
structure investment.1/ The present infrastructure along the Nile is generally
adequate for tourism development (except for a rather poor telecommunications
network), and investment requirements for infrastructure here seem modest.2/
In contrast, such requirements for tourism development along the Northwest
coast are quite high.

(2) Institutional Setup

14.73 The principal weakness of the Government structure in the tourism
sector is the lack of proper coordination between the unit in charge of the
design and implementation of infrastructure (the Ministry of Housing and
Reconstruction) and units in charge of superstructure (the Ministry of Tourism
and related specialized agencies). Even if the Higher Council of Tourism were
functioning normally, adequate coordination could not be achieved without
continuous rapport at the working level, and this is not easy to secure for
two different ministries. As long as most tourism projects consist of city
hotels, this shortcoming may not be too serious, but if new tourism resorts
are opened in the future and the basic infrastructure components of the
projects become correspondingly important, it will probably prove to be a
grave limitation to efficient use of resources. A possible solution -- and
one that has been rather successful in other countries -- is the creation of
a Tourism Development Corporation, possibly amalgamating the expertise of
EGOTH, the Misr Grand Hotel Company, and the Planning and Follow-up Department
of the Ministry of Tourism. Such a body should be vested with power either
to undertake infrastructure and superstructure works itself, or to entrust
this to other Government agencies, while maintaining the coordinating and
supervisory role for all tourism projects.

1/ At the macroeconomic level, it is the role of the Ministry of Planning
to seek the best use of the limited resources.

2/ Unfortunately, rapid urbanization has already exhausted Cairo's utility
system, and a new (and expensive) system has been judged to be the only
comprehensive solution.

Even in Cairo, new hotels receive good services at the expense of the
quality of services offered others. In order to avoid repetition of this
experience, the Ministry of Tourism is undertaking studies to prepare new
town plans for Luxor and Aswan -- two cities where tourism activities
predominate -- so that the use of land, and the infrastructure to be laid
down, can serve both the requirements of tourism and those of the local
population. (This is a field in which the Bank's experience would be of
help). The same approach should be used in the opening up of new resort
towns and in the development of existing towns for tcurism.
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(3) Manpower

14.74 The Government's increased efforts in the training field have
apparently not satisfied the manpower needs of the tourism sector, partic-
ularly in hotels, because as many as 50 percent of the graduates with this
training now emigrate. Although the Government does not try to dissuade
emigrants because they usually remit substantial foreign exchange to Egypt, a
deterioration of hotel service can result. A redoubled effort on formal and
on-the-job training is called for. In the case of the former, increased
resources for the Faculty of Tourism and Hotel Management 1/ and improved
coordination of the institutions involved, should be given priority.2/ With
respect to on-the-job training, reliance should be placed on hotel management
companies with good training capabilities, and technical assistance should be
provided for strengthening the Egyptian Company of Hotels.

(4) Quality of Statistics

14.75 A comprehensive assessment of the economic and social returns of
tourism in Egypt is limited by the lack of statistics. The biggest problem
lies in the lack of expenditure surveys, and this has resulted in a serious
unreliabiity of the estimates of gross revenues generated by foreign tourism,
that is, the expenditures of foreign visitors in Egypt. In fact, up to 1972
the Ministry of Tourism estimates of foreign exchange revenues from tourism
were based on the opinion of some "tourism specialists," and the results of
statistically unrepresentative observations of per capita expenditures of some
particular tourist groups. Independently, the Central Bank makes revenue
estimates that are based on actual foreign exchange transactions in the
banking system, a widely used but still unsatisfactory way of measuring
tourist expenditures.3/ In spite of this, the Ministry of Tourism adopted
the Central Bank figures in 1973 after the introduction of the parallel market
foreign exchange rate, and this substantially reduced the share of black market
transactions. Poor information about operation of hotels and other tourist

1/ The completion of this training hotel should be given top priority
because it would increase the carrying capacity of the Faculty by almost
100 percent and would also improve its standards of training.

2/ The lack of proper coordination between the two institutions entrusted
with training -- the Ministry of Education and the Ministry of Tourism --
results in a waste of teaching resources and inadequate curricula.

3/ Not all visitors' foreign exchange transactions take place in the banking
system, especially when there is a black market of foreign exchange as
in the case of Egypt. In addition, some foreign exchange transactions
attributed to tourism are undistinguishable from those related to workerst
remittances from abroad and other transactions. Workers' remittances
were the smaller factor before 1975, but the contrary seems to have been
true in 1976. Thus the 1976 figures seem to be overestimates.
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facilities also inhibits proper sector planning and project selection. The
Government is conscious of these limitations and the Central Agency for Public
Mobilization and Statistics, together with the Ministry of Tourism, are
preparing a tourist expenditure survey program to start in 1977 if budgetary
funds are provided. Because the tourism sector is expected to grow fast and
claim substantial resources, the preparation of these statistics should be
given priority.

I. Issues Relating to Future Tourism Development

14.76 Because investments in tourism are capable of yielding high economic
returns and pcovide substantial foreign exchange and well-paid employment,
the Government's policy of assigning priority to tourism development is not
open to question. Tourism is viewed as one of the key sectors capable of
providing badly needed foreign exchange. The Government owns most of the
international-class accommodation capacity in Egypt and is planning continued
investments to expand this capacity. The relevant question is whether these
investments are necessary or whether the private sector can be counted on to
undertake the effort.

(I) Reliance on the private sector alone for investments in
tourism superstructure versu;s continued government participation

14.77 Although the private sector has shown interest in investment in
tourism superstructure, the Government has been wise to participate in such
investments because of the evident rellctance of the sector to proceed alone.l/
In the case of several hotel projects, a minority participation of the Govern-
ment has been a prerequisite for the private sector to commit its own funds.
Furthermore, the Government can expect to earn good financial returns on such
investments. A gradual improvement of the investment climate will probably
allow the Government to reduce substantially its investments in hotels and
other tourist facilities by the end of this decade -- especially in those
projects fully funded by the Government: -- and to concentrate its efforts on
the infrastructure that will be needed for sustained and balanced growth.

(2) Expansion and concentration of development efforts in
established areas versus opening of beach resorts

14.78 The Government plan for tourism calls for an increased diversifica-
tion of tourism areas in the country through the opening of beach resorts,
mainly along the Northwest Coast. The Tourism Development Plan proposes that
more than 20 percent of all superstructure, and more than 60 percent of all
infrastructure investments, be localized in that area (around LE70 million and
LE90 million, respectively). In opening the Northwest coast Egypt would enter

1/ After all, the door for foreign investment has just been opened, and it
is only recently that the Government's share in total investments in
suoerstructure began to decline.
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the highly competitive beach-oriented Mediterranean tourism market. Although
there is certainly scope for the development of tourism there, the issue is
whether it is opportune for Egypt to enter this market at this time or whether
it should concentrate its efforts on the development of established Nile
Valley tourist areas (Cairo, Luxor, Aswan), which have unsatisfied demand and
growth potential.

14.79 As stated before, high infrastructure investment is required for
the massive tourism development of the Northwest coast. In addition, the
Northwest coast is sparsely populated and has a poor resource base. The
100,000 or so nomad Bedouins living in that area could benefit indirectly from
tourism development, but could hardly be expected to provide it with manpower.
The cost of mobilizing people to staff the resorts, and the cost of supplying
accommodation and other facilities for tourists and the service population,
would be much higher than the average in Egypt.

14.80 Egypt's archaeological sites are, of course, the principal tourist
attractions of the country. Package tours, which combine visits to these
areas and beaches, might entice European tourists to come to Egypt instead of
more nearby Mediterranean destinations. Nevertheless, it is estimated that
few beach-oriented tourists (on a typical 4 to 14-day stay) are interested in
antiquities at all, and that those who are might find it possible to visit
Egypt's archaeological sites and the beaches of Tunisia, Greece or Turkey as
well, without adding significantly to the cost of an all-Egyptian package.
But this would still leave open the question of whether Egypt, because of its
antiquities, could gain a substantial share of the massive Mediterranean beach-
oriented tourism market. Egypt would thus be advised to proceed cautiously
and on a modest scale with the development of the Northwest coast. The case
of the Red Sea coast is similar, except that it is closer to Central Europe
than most other good winter beaches, and could therefore be expected to enjoy
a higher year-round occupancy rate. (It would, however, appeal to a smaller,
although higher-expenditure, segment of the market.) In the meantime, Egypt's
established tourist areas along the Nile face substantial unsatisfied demand.
To handle this demand would probably require more resources than are available
for all tourism investment in the next planning period. Concentrating efforts
here where the opportunities are immediately accessible seems mostly likely
to generate higher economic benefits and foreign exchange earnings.

(3) Scattered versus concentrated development of the Northwest
and Red Sea coast

14.81 The Northwest and the Red Sea coasts have many good beaches scat-
tered hundreds of miles along the seashore. The private sector will probably
be interested in developing several of these beaches and will most likely
press the Government to provide sizable infrastructure works. If the Gov-
ernment decides to develop these coastal areas, it should channel private
interests to one or two resorts only, in order to capitalize on economies-of
scale.
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(4) Medium- to high-class versus low-class accommodations

14.82 At the beginning of this century, Egypt's tourism sector was charac-
terized by high-class accommodations catering to rich European tourists who
stayed for long periods in the country (usually in winter). Today hotels of
adequate quality for Western tourists represent less than 40 percent of the
total accommodation capacity. Because the demand of Western tourists exceeds
the existing accommodation capacity, there seems to be a good case for promoting
the international-class rather than the lower-class hotels; the latter will
probably develop as small family businesses catering mostly to Egyptians and
poorer Arab visitors, like the Sudanese. The Government plan calls for con-
centrating investment efforts in international-class hotels that will help
reestablish Egypt as an area for tourists whose expenditures are likely to be
rather high. Egypt's unique attractions lend soundness to this strategy from
a market, financial, and economic standpoint. Quite sensibly, government
investment plans to build accommodation capacity, with participation from the
private sector, give priority to deluxe hotel projects.l/

14.83 * There also seem to be good prospects for massive development
of apartotels (or condotels),2/ which might induce important transfers of
foreign capital into Egypt by:Arab repeat visitors.3/ These schemes could
also help relieve pressure on the housing market.

(5) Contracting of foreign hotel management companies
versus the strengthening of Egyptian know-how

14.84 Most of the new hotel projects have contracted foreign hotel manage-
ment companies. Although there is usually a strong case for bringing foreign
hotel management companies into nonestaiblished areas (the argument being that
besides management expertise, they have comprehensive marketing services and
sometimes a captive segment of the market), it is doubtful that this marketing
strength has much value in Egypt becaus,e several other such companies are
already in operation there. Regarding the advantages of foreign management

1/ While there is a tendency to build more deluxe than medium-class hotels,
the latter seem to be more in demand.

2/ These apartments are centrally managed and can be rented out when not
used by the owners, a concept that has proved to be highly successful in
various other countries.

3/ The Egyptian Tourism Development Corporation (EGOTH, 40 percent; Southern
Pacific Properties, 60 percent) has a 10,000 bed apartment, villas, and
hotel complex planned in Pyramid City in the outskirts of Cairo (4,000
beds are expected to be ready by 1980). Arab tourists are the prime
market target of the scheme.
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expertise, it should be remembered that such companies normally require
investors to build hotels on deluxe standards, and this might not be in
Egypt's interest. Another disadvantage is that these companies capture almost
one-quarter of the gross operating profits of hotels and seldom contribute to
their capital at all. On the other hand, the Government's Egyptian Company
for Hotels, which is now managing 21 EGOTH hotels, is not to be assigned the
management of any of the new ones. Although this is understandable because
this company has just been created and is in the process of settling down,
high priority should be given to strengthening it. Some foreign experts might
be hired, and the salaries of key personnel raised, to divert attention from
emigration or work in foreign-managed hotels in Egypt. As soon as it is
fully consolidated and its management capacity upgraded, the Government could
assign it new hotels for management.l/

(6) High versus low tourist prices

14.85 Prices of goods and services consumed by tourists in Egypt, with
the exception of hotel rates and rental charges for apartments and villas,
are low. This is attributable to the low level of internal prices relative
to international prices. There is, however, scope for increasing several
typical "tourist prices" (airport limousine service, entrance fees to sound
and light performances, and so forth) without greatly affecting local price
levels and the Government's price policies. The issue is whether tourist
prices should be kept low in order to attract more tourists once accommodation
capacity expands significantly in the late 1970s. There seems to be a good
case for increasing these prices since this would probably not have much
effect on occupancy rates of hotel rooms for quite some time, and it would
help Egypt reap the benefits of international tourism more fully. In fact,
accommodation capacity is not likely to be sufficient for all tourists
who wish to visit Egypt for several years. When the time comes to face
difficulties in filling hotel rooms, prices can be left to fall.

1/ This will probably only be possible in the case of EGOTH-dominated hotel
projects because foreign investors tend to rely on foreign management.
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ANNEX 3.1

ORGANIZATION OF THE AGRICULTURE SECTOR

1. Central Government - The administration of the sector is the respon-
sibility of the Ministry of Agriculture, with close connections on the input
side with the Ministry of Irrigation. Other ministries are involved in the
supply and disposal of inputs and outputs, policy, and planning. For instance,
the Ministry of Trade and Supply is responsible for the trade of sectoral
inputs and outputs as well as the subsidy program for basic foods. The Minis-
try of Industry is involved in setting the procurement price for domestically
processed products and the Ministry of Planning is concerned with sectoral
investment plans and economy-wide priorities. The High Committee of Planning,
which is composed of ministers from the departments concerned, is responsible
for initiation of policy changes as well as coordinating the views of the
various Ministries and allocating inputs and targets for output. The High
Committee also coordinates the views of the various Ministries on the issues
presented by the Ministry of Agriculture. A combined position is then for-
warded to the Council of Ministers, which submits recommendations to the
Farmers' Committee and the People's Assembly for ratification. The draft
proposal is-then returned to the full Assembly and eventually becomes a
Presidential Decree. The line ministries implement these decisions through
their agencies. Among these are the Principal Bank for Development and
Agricultural Credit, an autonomous authority under the jurisdiction of the
Ministry of Agriculture, the General Organization for Cooperatives in the
Ministry of Agriculture (changed to the Department of Cooperatives in 1976),
and the General Organization for Cotton within the Ministry of Supply.

2. At the regional level there are 25 governorates, of which 17 are of
major agricultural significance (9 in Lower Egypt, 4 in middle Egypt and 4 in
Upper Egypt). In each governorate there is a village level organization. The
Agricultural Support Services and the Cooperative Network closely parallel
this pattern of general administra-
tion.

3. Agricultural research has a long tradition in Egypt, particularly in
cotton breeding. The quality of Egypt's cotton is a hallmaark of excellence
throughout the world and is the result of local breeding programs. Local
varieties of most of the other crops have been developed .or specific purposes.
Major efforts have gone into determining agronomic relationships, which have
become of urgent importance in the new lands. The fields of plant protection,
animals production, and agricultural economics are similarly covered. Besides
the Ministry of Agriculture, research is carried out by the Ministry of Irri-
gation, the National Research Center, and the universities. Certain weaknesses
have developed in the program, leading to rather uneven performance. On the
one hand, the development of the Nadha rice variety increased yields 33
percent and the new cotton varieties were major successes. On the other hand,
the failure to adapt HYV wheat varieties to local conditions led to their
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virtual rejection by farmers. Many of the problems of pricing and anticipated
farmer response may be traced back to a weak sectoral data base at the farm
level, with a consequent inability of economics research to forecast likely
responses. Although various international agencies are involved in major
research efforts, the fundamental problems remain unaddressed. These relate
to the basic concepts of a research system, what its form and function should
be, what its linkages to the farm and extension system should be, how to test
its performance against internat ional standards, how to equip the system
properly, and what is an appropriate level of staffing. For a long time, many
of the macroeconomic policy goals, such as the need to maintain full employ-
ment, have hampered the provision of acceptable research support to agricul-
ture. A detailed analysis by the United Nations Development Programme 1/
confirms the view that research is being limited by too many uncommitted staff
with inadequate equipment. Local research stations are restricted in ade-
quately addressing local problems owing to a highly centralized administra-
tion, which controls details of research programs and budgets. Because of
a lack of promotion opportunities in local institutions, the best workers
end up in Cairo, and this further dilutes local performance.

4. Agricultural Extension Services have been instrumental in the wide-
spread use of modern inputs, such as improved varieties and inorganic fertil-
izers, which resulted in significant yield increases in the 1960s. In recent
years, however, extension work seems to have declined in effectiveness, and
the required strengthening of the network has not received high priority.
Budgetary allocations for the work have decreased, while urban-based staff
have increased in numbers, resulting in weak farmer linkages. Extension is
organized through the Department of Agricultural Extension, and a High Advisory
Council, with participation by research institutes and agricultural univer-
sities. Regional representation is through the Governorate Director of Agri-
culture along with provincial supervisors and District Agents. Until recently
at the farm level the system has been inadequate, with a ratio of one agent
for about 1,500-2,000 farmers. This directly contrasts with the concentration
of extension agents in Cairo, most of whom are without field experience.
Inadequate practical training and lack of hardware for transport and communica-
tion seem to be the main problems. Demonstration plots on farms proved to be
very successful in the 1960s, but the program has been scaled down as a result
of budgetary shortages. Farm management service is weak, with the result that
farm level input/output data are rather superficial and profitability analyses
regarding proposed changes are often lacking. In a centrally planned economy
with administered prices, accurate up-to-date data are vital to success. Reor-
ganization of the extension service is under way but once again, as with the
research service, many of the basic issues have not been addressed. The
extension service is overstaffed and underequipped but a more serious problem
is the lack of staff motivation. Many of them do not have an agricultural
background and lack a real commitment to agriculture. The policies of full
employment and comprehensive education seem to have interferred with the

1/ United Nations Development Programme, "Egypt, Improvement of Field Crop
Productivity," UNDP/FAO REview Mission, 1976.
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functioning of the extension service. Agriculture enjoys a low status among
the professions and generally the poorer performers in the school examinations
are channelled into the field; again the poorer performers among these tend
to be channelled into the extension service.

5. The cooperative system in Egypt is parastatal and falls under the
jurisdiction of the Ministry of Agriculture. In 1976 the Department of Coop-
eratives, with an Under Secretary, wass formed to supersede the Egyptian General
Cooperative Organization. There are f-our national groupings of cooperative
societies: the General Society for Land Reclamation, the General Society for
Agrarian Reform, multipurpose societies within the General Agricultural Coop-
erative Society, and specialized societies within the Cooperative Societies
for Special Crops. Independent lines of command flow from the national
society level through governorate levetls to joint cooperatives at district
levels down to village cooperatives. As of November 1975 there wer 133 land
reclamation societies, 654 agrarian reform societies and 4,200 multipurpose
agricultural cooperatives at the village level. The complex structure gives
rise to overlapping functions, conflicting lines of authority, and duplica-
tion of staff. In 1976 the problems with the cooperatives had become so great
that the Egyptian General Cooperative Organization was dissolved, and many of
the functions previously organized through the cooperatives were transferred
to the Agricultural Credit System. Another draft cooperative bill to alter
the functional responsibilities of the cooperative societies and the credit
banks was proposed in 1977. In early 1978 the definition of the roles of
the two agencies had not yet been resolved. The enforced membership in
farm cooperatives has been a key tool of sectoral management in the post-
revolutionary era. Theoretically it provides a two-way delivery system of
goods and sevices as well as a communication network. Aggregate output plans
for the sector, together with the required inputs of fertilizer, seeds, and
credit, filter through the cooperative system to eventual farm level alloca-
tions. All the cotton and various parts of the other crops are requisitioned
by the cooperatives as the government agent. The cooperatives directly inter-
vene in the conditions of production through the pooling of fragmented hold-
ings and by performing various cultural tasks, such as plant protection for
cotton. Cooperatives often provide tractor services for draft power and
stationary threshers at harvest. Goods and services are entered against
the farmer's account and payment is deducted from the inplated value of the
requisitioned output. Through these means the cooperative affects produc-
tion, consumption, and investment. In general, the cooperatives have per-
formed important functions but they have grown to be somewhat unresponsive
to farmer perceptions, and their power has often been resented and evaded.

6. At the village level each cooperative is managed by an agricul-
tural graduate from the Ministry of Agriculture, assisted by an accountant
from the Agricultural Bank and sundry other employees. Complementing this
line of authority is an elected board, 80 percent of whose members must be
small farmers. Their contribution to effective decisionmaking is necessarily
weak because they have no say on policy matters or daily Tnanagement of the
society. The system has been affected by shortages, inefficiency, and loss
of faith on the part of the farmers. By 1973 about 65 percent of village
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societies were running at a loss as were 45 percent of reform societies. In
defence of the cooperat ive system, it may have been the only alternative to
collectivization in making producers' decisions coincide with those of the
control planners. Unfortunately, price signals often seem to work counter to
the direct commands. The Ministry of Agriculture is working with other groups
toward a restructuring of the system into something more appropriate to the
needs of the sector. It is still not clear what the role of the cooperatives
will be vis-a-vis other organizations, such as those within the credit system,
or how the cooperatives should affect the relationship between farmers and
the state.

7. Credit is exclusively the province of the government banks and agen-
cies. Following the enactment of the agrarian reform laws and the reorganiza-
tion of local administration, the Government reviewed the outmoded lines of
credit and established a new system. At the apex was a General Organization
of Agriculture and Cooperative Credit responsible to the Minister of Agricul-
ture, under which were 17 governorate-level agricultural credit and cooperative
banks. These banks continued to operate outside the jurisdiction of the bank-
ing laws and of the Central Bank. In 1976 the Egyptian General Organization
for Agricultural and Cooperative Credit was replaced by the Principal Bank for
Development and Agriculture Credit (PBOAC). Expanded functions, responsibil-
ities, and privileges were laid down in a new charter that became law in 1976.
Some small contribution to credit supplies is made by Egypt's four commercial
banks, which are also state-owned.

8. The major functions of the credit system are provision of short- and
medium-term loans to farmers and cooperatives, procurement and supply of agri-
cutlural inputs, and the marketing of crops. Non-credit activities are under-
taken on an agency basis. Previously all farm credit had to go through the
cooperatives. Now the credit banks can loan directly to farmers. The loans
are predominantly short-term, generally for crop production. The technical
staff of the Ministry of Agriculture anticipates production costs on an area
basis at the start of each agricultural year. Each farmer is entitled to
credit for the full crop production cost, according to a production plan
prepared by the village cooperative. All inputs are provided in kind and
cash loans are given only for machinery service charges and hired labor. No
tangible security is obtained but the farmers undertake to sell their output
through designated marketing agencies. Medium-term loans make up about 1
percent of the total and are used mostly for orchard establishment, purchase
of farm machinery, and cattle. The low level of use of this facility indicates
a low on-farm investment rate, and the restrictions on development are prob-
ably related both to low expectations of profit and effective credit ration-
ing. The interest rate to farmers in 1976 was 3 percent on short-term and
6 percent on long-term loans. In 1977 this was changed to 4 percent on
short-term and 9 percent on long-term loans. The on-lending rate is lower
than the average borrowing rate of the credit system by some 2 percent as
of December 31, 1975, 38 percent of the loan portfolio was overdue. The
actual amount of loans overdue was considerably higher because of repeated
rescheduling operations. Since then some improvements have been made in
debt collecting. The basic problem with the performance of the credit
system seems to be that it is used as an agency for policies other than
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provision of credit. From time to tirme the Government, t:hrough the Ministry
of Agriculture, interferes by writing--off debts for farms; of certain categories
and rescheduling debts of others. Refinancing of the credit system by the
Government does not automatically folLow. In general, the problem of the
credit system seems to be that it is not allowed to function along normal
commercial principles of banking. The government intends to continue to use
the agricultural banking system to achieve other policy cibjectives than simply
the allocation of capital. Income transfers by this mechanism have a negative
effect, however, inasmuch as those who use most capital are able to gain most
of the transfers. Another source of problems was the credit system's handling
of non-credit activities, such as the distribution of feed and pesticides upon
which the agencies have been making considerable losses. Recent large in-
creases in the commissions charged have now turned these activities into pro-
fitable operations but it is not clear why it has been decided that banks are
the appropriate institutions to sell fertilizer. An independent audit of the
PBDAC in 1977 carried out in connecticon with the World Bank's lending to the
sector concluded that the system is, in effect, bankrupt. Accumulated losses
totalled LE 60 million as of December 31, 1976, as against just over LE 2 mil-
lion in capital and reserves.

9. The marketing of farm products is one of the major spheres of in-
fluence of the government in the sector. Provision of inputs and credit is
tied to compulsory sales of output to the cooperatives. Both the quantities
and the procurement prices are set beforehand. The over-quota amounts are
freely sold at local market prices. Generally, the requisited commodities
are either urban foods, such as wheat, sesame, sugar, broadbeans, lentils and
rice or export crops, such as cotton, rice, onions and groundnuts. Most of
the compulsory minimum delivery quotas have been enforced throughout the
1960s and the early 1970s. Some changes were introduced in 1976 and 1977,
allowing more freedom for disposal of the crops by the farmers. There are
considerable price differences for the same commodity in different markets.
These have ranged from 27 percent higher for wheat to 100 percent higher
for rice in the free market over the cooperative price. The marketing and
pricing system is in effect a transfer mechanism to extract a certain surplus
from the sector. From the cooperatives the products pass to government pro-
cessing, exporting and retailing companies. The banks are the purchasing
agencies on behalf of the state and maintain storage on a regular basis.
Private processing organizations usually offer higher prices than public com-
panies although they are often penalized by various administrative controls.

10. Within the Ministry of Agriculture and Land Reclamation there are
many autonomous or semi-autonomous authorities, whose activities range from
overseeing cooperative activities to directly producing goods for consumption.
As public sector organizations, they compete directly with the Ministries
for funds and skilled manpower. As producers they compete directly with
the cooperatives and private individuals for sales without having to stand
the the test of profitability. The major enterprises affecting the sector
in this way are the General Organizations for Cotton, Land Reclamation,
Cooperatives, and Poultry Production. The Cotton Organization is the
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monopoly purchaser of the cotton crop and is responsible for policy administra-
tion affecting cotton. The Land Reclamation Organization implements that pro-
gram and retains control over reclaimed lands. The Cooperative Organization
administers (until recently) the cooperative's activities, and the Poultry
Organization constructs and operates large-scale capital-intensive broiler
production units. The general remarks concerning most of the other government
organizations and their efficiency is also particularly relevant to the state
enterprises.



-14s9-

ANNEX 3.2

ANALYSIS OF FARMER RESPONSE TO PRICE CHANGES

l. Because sectoral performance is the sum of each farmer's activity,
it is useful to gain an understanding of the factors influencing farmers'
decisions and their behavior. The table below gives the per feddan costs and

Table 3.2.l: CROP INCENTIVES PER FEDDAN
(In 1976 Prices)

Surplus Gross Free Re- Land Oc-
Cash Cash Cash per Margin tention cupancy Amount
Costs Return Surplus Man-day Value Ratio Period Markted

/a /b /c /d /e If gh
Crop LE- LE- LE- LE- LE- A - Months/ /h

Wheat 12 75 63 2.3 73 70 7 part
Rice 19 92 72 1.5 44 33 5 part
Clover,
Short 5 - - - 21 100 4 none

Clover,
Long 7 105 98 6.1 85 100 7 all
Cotton 27 146 119 1.2 66 - 8 all
Maize 12 82 70 5.0 47 100 5 part
Vegetable /i 48 240 192 2.9 159 100 4 all
Fruit .i 60 245 185 1.5 122 100 12 all

/a Off-farm payments, labor not costed.
Tb Gross value of primary and secondary product.
77 Column 2 minus Column 1.
7T Returns per man-day.
7e Gross value of output minus variable costs.
7f Amount available for free market sale.
T5 Time from planting until sale.
7W A commercial crop would be expected to be influenced more by cash

considerations.
/i Tomatoes.
7 Orange.

Source: Ministry of Agriculture data.

returns for the major crops. Various measures are used as indicators of the
strength of the crop incentive. Obviously, incentive is difficult to define
in a multipurpose cropping system but some feel for the relative attractiveness
of alternative may be gleaned. The incentives are of two types, cash and
non-cash. Cash objectives are to minimize cash costs, maximize cash returns,
and to maximize the difference between the two. The non-cash objectives are
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to maximize the total value of production,whether sold or not, to minimize the
time from planting to the sale of the crop, and to maximize the amount marketed
free of cooperative control, subject to provision of enough food and fodder
for on-farm consumption.

2. Column 5 shows the gross margin value for each crop, that is, the
total value of output less variable cost of production. In the short run,
at least, fixed costs have to be repaid regardless of how much of which crops
is planted, and they are not quite as important in the Egyptian small-farm
system, which is not highly capitalized, as in others that are.

3. The labor-intensive vegetables have the highest gross margins but
are limited by markets. Plantings are, however, expanding rapidly. Fruit
crops have a high gross margin but are restricted by the long period to reach
maturity and the small farmer's need for food grain and animal fodder. These
crops are very popular around cities and are often tied to land speculation
connected with capital gains. Of the field crops, long-season clover has
the highest margin, followed recently by wheat, which has displaced cotton.
Maize now has a higher margin than rice and short-season berseem, which is
difficult to value because much of its contribution is in the maintenance of
cotton yields. When the length of times for which each crop occupies the land
is considered, the order of gross margins stays essentially the same, except
for cotton, which then falls below rice to become the least attractive field
crop on the basis of gross margins per feddan per unit of time. On a rota-
tional basis for a fully commercial farm, the most profitable mix would be a
combination of those crops having the highest gross margins per feddan per
unit of time subject to technical constraints, such as the need to follow
cotton by clover. This would lead to expansion of areas of long-season
clover, wheat, and maize, and a contraction of areas under cotton, rice, and
short-season clover. This is what has been happening in the 1970s (Chapter 9,
Figure 1).

4. The typical Egyptian small farmer is only partly commercialized, and
his decision variables are not strictly those of the large farmers. The small
farmer first allocates land to his own food crops, maize, and some minor crops,
and then to his animal, berseem, and straw. He then has to satisfy to some
extent area and quota requirements before the cooperatives will supply the
desired inputs, mostly for cotton, wheat, and rice, and tries to minimize the
effect of these requirements. Any land left over can be freely allocated on a
profit maximization basis to long-season berseem, over-quota amounts of cotton,
wheat, rice, fruit, and vegetables where market opportunities exist. Planting
of long-season berseem or wheat during winter precludes a crop of cotton the
following summer because there is not enough time for a full-growing season
for both. This would favor a longer term expansion of shorter season summer
crops, such as rice and vegetables. The small farmer's attitude toward this
may lead him to choose minimum exposure to certain markets for inputs and
outputs. On the input side, cotton has by far the highest cash costs and is
entirely sold through the cooperative market system. It also has the longest
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period between selling and cash payments. Furthermore, there is some doubt
whether announced prices are the relevant ones because the cooperatives have
control over the disposal of surplus on each farmer's accouat and this often
reduces the effective price received. Finally, by dividing the operating
surplus by labor requirements, cotton returns the lowest profit per man-day
worked. It is not difficult to understand the changes in Egypt's cropping
pattern when these farm-level relationships are considered.

5. Studies of the effect of price changes on supp:Ly have been difficult
because of the complex relationships to be identified. Studies show clearly
that the farmer is neither unresponsive to price changes nor perverse in his
reaction. The major factors determining price response are: the high degree
of product substitution technically possible, attitude towards market exposure,
the compulsory delivery quotas and their enforceability, and the dual purpose
crops. On the other hand, the major factors limiting measurement of price
response and anticipation of projected ones are the large! number of competing
crops in a complex rotation and the multiple grades with price differentiation
within a crop, for example, cotton.
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ECONOMIC SYSTEMS AND INDUSTRIALIZATION

1. Industrialization proceeded in the period between 1945 and the
present day under different economic systems. Free private enterprise, which
had begun to flourish in Egypt in the 1890s, continued to dominate the economic
system well into the 1950s. But the period 1954-60 was one of transition.
It witnessed the development of State intervention in industry from a situa-
tion in which the Government virtually played no direct role to a situation in
which it became the main economic agent. The 1960s and early 1970s were the
years of planning, extensive control over modern, large-scale industry by the
public sector and wide ranging State interference in all sectors and most
activities of the economy. In 1973 a new era was inaugurated. The October
War marked the beginning of a second transition between a closed economy
dominated by a strong market and one with an export orientation as envisaged
by President Sadat.

2. Until the early 1950s the economic system is best characterized
as one without any direct Government intervention in industry whatsoever.
There was no public investment in manufacturing until 1954, no attempts at
comprehensive planning as in other third world countries until 1959/60, no
licensing procedures for private investment in industry (that is no adminis-
trative scrutiny of the economic worth or the social desirability of proj-
ects), and no regulations about industrial investment, other than the usual
company laws and some minimal stipulations on safety standards and public
health conditions in factories.

3. The Government's main support of industry between 1930 and 1954
was provided indirectly through tariffs. Tariff levels were revised on
several occasions after the introduction of the First Tariff Law in 1930,
partly in response to pressures from various lobbies and vested interests
such as the Bank Misr and the Federation of Egyptian Industries. But de-
spite successive rises, nominal rates remained fairly low until 1948. A
study of tariff laws suggests that the turning point between the era of mild
protection and that of high tariffs was in 1949-51, just before the Revolu-
tion. In 1949 specific duties on cotton, yarn and textiles were raised by
50 percent and in January 1952 (the Revolution took place the following July)
all specific duties were raised by a further 25 percent. In 1949 also, an
additional ad valorem tax of 10 to 20 percent was imposed on luxury items.
In 1950 and 1951 machinery and spare parts were exempted from customs duties.
It is clear that the Government by then had become strongly committed to
encouraging industrialization -- lowering, on the one hand, duties on the
price of imported machinery necessary for investment and raising, on the
other, the prices of imported consumer goods that competed with domestic
production. All that amounted to strong encouragement to industry but there
was still no direct intervention in the form of either State investment or
planning.

4. After the 1952 Revolution the system slowly began to change. The
transition from free private enterprise to planning and public ownership of
modern means of production was neither immediate nor abrupt. The transition,
in fact, took 6 or 7 years to complete. It is possible, judging from
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this historical precedent, that the second transition from a closed public
economy to the liberalized, open-door economy announced by President Sadat
in 1973, will take at least as many yetars to complete. The steps that
effected the transition of the 1950s are described in Chapter 4; hence a
short statement will suffice here. Scion after the Revolution, the Government
decided to intervene directly in the economy in order to foster long-term
development goals. A long tradition, which left industry to the exclusive
care of the private sector, was abandoned. In 1954, the Government began to
invest directly in industry. It also introduced partial planning with the
creation of the Permanent Council for the Development of National Production.
The Helwan Iron and Steel mill, a railway-wagon plant, power stations, and
petroleum refineries were among the first projects considered by the Permanent
Council and implemented either directly or in joint-ventures with the private
sector. Commercial policy -- tariffs and import controls -- was used to
encourage import-substitution with fewer scruples about problems of efficiency
and prices than in the past. The Industrial Bank was given access to Govern-
ment finance for increasing the amounts of credit available to potential
investors. New enterprises were given guarantees, either on profits or sales
through Government purchase contracts.

5. As early as in 1954, state direct investment led to the emergence
of a small public sector. The nationalization of the Suez Canal in 1956,
followed by the sequestration of British and French Banks, commercial firms,
and industrial enterprises suddenly enlarged the size of the public sector.
In 1957 the Economic Organism was created to administer State interests in
modern sector companies. From its inception, the Economic Organism manifested
expansionary tendencies and the size of the public sector, hitherto small,
began to grow rapidly. In 1957, the Government also explicitly committed
itself to comprehensive (instead of partial) planning. A National Planning
Committee was established and required to design a 10-year development plan
for the 1960s. In the interim (1957, 1960) two partial plans, one for agri-
culture and one for industry, were hastily designed by the relevant minis-
tries. The industrial plan included a long list of projects which the
Government hoped to execute with the cooperation of the private sector, but
in many instances, the State failed to elicit a substantial response and had
to undertake the investments with little or no private participation. These
investments added to the size of the nascent public sector. It is during
these periods that the Nasr companies began to be established by the Minis-
try of Industry. Yet the private sector continued to thrive, enjoying the
benefits of high tariff protection,-stringent import controls, and, in some
instances, of secure Government purchase contracts. The private sector
did not stop investing in the 1950s, but it may have invested less than
the Government was expecting it to do, and perhaps less than warranted by
the levels of current profits in industry. To sum up, Egypt had a truly
mixed economic system in these transitional years of the 1950s, but all the
forces then in operation were tipping the balance, slowly at first, and then
accelerating, in favor of the public sector.

6. The year 1960 marked a turning point with the launching of the first
Five-Year Plan. The planned, publicly owned economy was coming into full
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existence. The economic system of the 1960s involved comprehensive planning
and a huge, bureaucratic and cumbersome public sector. Yet comprehensive
planning, apart from the relatively short episode of the First Five Year
Plan (1960/1-1964/5), never amounted to more than annual investment budgets
for the Government and the public sector. The history of planning in Egypt
after 1965 is one of abortive attempts at drafting comprehensive economic
programs, of partial implementation of plans discarded long before the end of

their stated lifespan, of still-born and transitional plans. This was accom-
panied by the unsatisfactory state-of-project examination and evaluation that

was mentioned earlier.

7. The problems of the industrial public sector were partly related
to the excessive weight of the bureaucratic structure with which it was
burdened. Until 1975 public enterprises were managed by general organiza-
tions, which had a status akin to that of a holding company but which also
restricted to a considerable extent managerial freedom at firm and plant
level. Furthermore, General Organizations did not exercise final control
over the enterprises and did not make all the final decisions; for the most
important issues they were an intermediate link in the bureacratic chain of
command that ran from the firm to the relevant ministries. All this has
been criticized for its rigidity. But the efficiency of the public sector
in manufacturing was impaired by a broader set of factors than its own
administrative structure. Foreign trade after the nationalizations was also
in the public domain, and its administration involved clumsy procedures,
arbitrary rationing, bunching of import orders, and also lacked the entre-
preneurial talent necessary to promote nontraditional exports. As a result
operations of manufacturing firms in both the public and the private sector
were greatly impeded. The employment policy forced more workers and employees
on public enterprises than they would have recruited otherwise. The pricing
policies distorted market signals that may guide allocation decisions.
Planning errors and investment in uneconomic projects burdened the public
sector with plants that could have never been operated at a profit. The
nationalizations and sequestrations transferred to the public sector the
ownership of some enterprises that had lost experienced managers and per-
sonnel whose special knowledge and skills could not be immediately replaced.
Finally, in many cases, the Government is said to have appointed to key
positions in public firms and General Organizations persons without the
required experience or expertise. In short, the efficiency of the public
sector in industry may have suffered from the whole economic system of which
it was a part. The defects of the administrative structure were only one
cause of inefficiency among many others. The important implication of all
this is that a reform of the organization chart of the public sector -- the
abolition of General Organizations and reallocation of public enterprises to
various ministries -- will not be sufficient. Major policy reforms outside
the industrial sector will also be necessary.

8. The economic system was at its most liberal between 1961 and 1968.
After the Arab-Israeli war the need for some liberalization was felt, and
measures which provided the private sector with some room for expansion were
announced and implemented. The private sector was allowed to export some
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nontraditional goods. Public firms, especially in the industrial sector,
seem to have developed some subcontracting links with small private enter-
prises and repair workshops. The beginnings of liberalization were modest but
the signs announcing the new direction of changes were unnistakable. This
process was strengthened after the publication of the October Working Paper in
1974. I/

9. Movement toward the establishment of a mixed system began in
earnest immediately after the 1974 Working Paper but the task was complex.
It may therefore take much time to reach a stage where the private sector,
through domestic and foreign investment in industry, is at least as signficant
an economic agent as the public sector. It may take even longer to unshackle
the economy from multiple forms of Government interference. Measures taken so
far with a direct or indirect bearing on industry include the Foreign Invest-
ment Law; the estblishment and then widening of a parallel foreign exchange
market whose effects are tantamount to a partial devaluation of the external
value of the currency; the creation of an "own imports" scheme whereby Egyptians
holding foreign exchange abroad were permitted to use these funds to import
commodities from a special list. The pace of reform of the pricing system
suffered a setback after the January 1977 demonstrations, but the direction of
change remains well defined: lower Government subsidies except on essential
items, transfer of certain imports froa the official to the parallel exchange
rate list, greater freedom to public enterprises in deternining their own
prices and retaining their profits. There was also a reform of the banking
system allowing greater competition between various financial institutions,
the freedom to offer a complete range of services and to enter in joint ven-
tures with foreign banks. Finally, the General Organizations were abolished
and replaced by technical secretariats, which have a coordinating rather than
a managerial role. In practice they have not been able to develop their
coordinating function. Another organizational reform involved the dispersion
of ministerial control over manufacturing figures of the public sector to a
number of ministries other than that of industry. 2/ To sum up, since 1974,
and perhaps very modestly since 1968, the rigid and monolithic economic system
has been undergoing a process of change. The objectives and priorities are
clearly established, the legal framework exists, but the process of transition
is being hindered and delayed by the economic difficulties that Egypt is
facing both internally and in relation to the external balance.

1/ See Chapter 4.

2/ The logic of this reform and the benefits to be derived from it are not
clear.
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INDUSTRIAL INVESTMENT

1. The behavior of industrial investment is relevant to an appraisal
of output growth. In Egypt during the three decades considered in this study,
the share of industry in total investment has generally tended to exceed its
share of GDP. The share of industrial investment was noticeably large in
1945-52, a period that witnessed the short but very significant postwar boom
revealed by the output indices above. This share was estimated at some 25-30
percent of total investment (to be compared with a share of industry and
electricity of 10-15 percent of GDP in these years). It is interesting to
note that the private sector, the sole industrial investor at that time, did
not seem reluctant to invest in these years. It is impossible to say whether
it would have continued to invest with the same momentum had the private
economy retained its dominance after the Revolution; but it is important to
dispel the notion that little was happening on the industrial front in Egypt
before 1952. The share of industrial investment seems to have fluctuated in
the 24-27 percent range between 1952 and 1967 with perhaps a very slight
upward trend. It increased from 1967 until 1975 to levels close to 32-35
percent. But this phenomenon was partly a result of a sudden drop in the
shares of electricity and agriculture following the completion of the High
Dam, and the increased expenditures on petroleum exploration and development
(petroleum is included in the data under industry). The abrupt change in
the investment share of industry does not reflect a significant growth of
investment in manufacturing.

Table 3.4.1: INVESTMENT IN INDUSTRY (MANUFACTURING AND
MINING), 1946-76, AT CURRENT PRICES

(LE millions)

Year Investment Year Investment

1946/7 13.1 1961/2 50.3
1947/8 18.5 1962/3 80.5
1948/9 28.0 1963/4 105.4
1949/50 29.5 1964/5 99.9
1950/1 31.6 1965/6 100.6
1951/2 35.2 1966/7 98.4
1952/3 29.5 1967/8 80.8
1953/4 27.2 1968/9 101.1
1954/5 33.6 1969/70 123.1
1955/6 49.8 1970/1 125.7
1956/7 31.1 1971/2 140.0
1957/8 35.6 1972 119.7
1958/9 47.8 1973 154.3
1959/60 49.3 1974 234.0
1960/1 67.8 1975 394.1

1976 560.8

Source: Ministry of Mining.
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2. Estimates of investment in industry (mining and manufacturing)
at current prices for the period 1947-75 are presented in the Statistical
Appendix and in Table 3.4.1. They confirm the occurrence of an investment boom
after World War II, a decline in investment activity between 1952-54 followed
by a new expansionary phase, which reached its peak in 1963/4. Investment in
industry between 1964/65 and the end of the 1960s tended to remain fairly
constant at a slightly lower level than the peak (all at current prices),
which suggests a decline in the volume of investment year after year during
this period. Increases in the current: value of industriaLl investment in later
years may be largely due to expenditures on petroleum (and not to increases in
manufacturing investment) and to high rates of price inflation. It may be
tentatively inferred that real investment in manufacturing tended to fall
after 1964/5 until 1969/70.

3. Judging from these data and from Radwan's capital formation series,
it appears that the gross capital stock in industry grew at a fairly fast,
though declining, rate between 1945 and 1962 and thereafter at a much slower
rate. 1/ The rate of net capital formation in industry may well have been
negative at the end of the 1960s and perhaps in the early 1970s. Of course,
all these statements refer to aggregates. What seems to have happened
(broadly speaking since 1965 or at the latest 1967) is that industrial in-
vestment was mainly allocated to the erection of a few neiw plants 2/ while
replacement, maintenance, and modernization of existing equipment were
neglected. As significant additions to the capital stock had taken place
after World War II and throughout the 1950s, the need for replacement must
have been large by the end of the 1960s. Recent studies and inspection of
Egyptian industries at plant level strongly suggest that equipment and
machinery in several sectors, including textiles, are due for replacement
or overhaul.

4. There are no complete sets of data on the pattern of industrial
investment for the whole of 1945-76. Fragmentary evidence suggests that
most industrial investment between the end of World War II and 1954, that is
under free private enterprise, was concentrated in textiles, food, building
materials, some metallurgical, and some chemical industries. Yet a few new
products were introduced during this short period, notably calcium nitrate
fertilizers, plastics, and some consumer durables such as refrigerators and
metallic furniture. The most significant changes in the pattern of investment
took place between 1954 and the early 1960s. The investment structure became
more diversified as it involved paper, metals, chemicals, rubber tires, con-
sumer durables, and other nontraditional industries. The 1950s were a period
of transition in the economic system, and, as a direct consequence, a period of
profound changes in the structure oR the economy and of industry. The invest-
ment pattern of the late 1950s, which involved a larger share for intermediate-
goods industries than in earlier years, seems to have remained stable until

_/ According to Radwan, op cit, the average rate between 1946-1962 would
have been 5.5 percent and between 1962 and 1967, 1.6 percent.

2/ About 40 oercent of investment in manufacturing since 1968 has been
absorbed by a single venture, the '.elwan Steel Complex.
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1967. A new shift has taken place since 1967 with significant increases in
the investment shares of metals and chemicals. This shift, insofar as metals
are concerned, may well have been premature. Egypt, responding to the oppor-
tunities of Soviet aid, the only significant form of foreign assistance
available to the country between 1964 and 1972, seems to have adopted a
(possibly costly) strategy, which emphasizes the role of heavy industry
in economic development.

5. There seems to be a close relationship between movements of output
indices and that of the capital formation series. In both cases, it is
possible to discern phases of growth in the second half of the 1940s and
in 1954-64. The stagnation in 1952-53 affected both output and investment,
and the decline in performance between 1964 and early 1970s is manifested by
all these indicators. Several explanations may account for this close
relationship. There is, of course, a simple Keynesian explanation which
proceeds from autonomous changes in investment to induced changes in output.
If this explanation were retained, it would be interesting to note the very
short time lags in Egypt between changes in investment and the response of
industrial output. An alternative explanation stresses the significance
of imports in developing countries open to foreign trade. Industrial invest-
ment has a large import content in the form of raw material and semi-finished
inputs. In times of balance-of-payments difficulties, especially when the
Government has recourse to severe (and usually badly administered) quantita-
tive restrictions on imports, both industrial investment and industrial
output will necessarily suffer. Conversely, the rates of investment and
output growth will tend to be high, and even to rise, when finance for
imports happens to be available. The critical role of import capability in
industrial growth, especially in developing countries that follow an import-
substitution strategy, has long been recognized. The high performance of
1954-64 occurred in a period when the foreign exchange constraint was not
too important. Egypt had accumulated sterling balances during World War
II, which enabled her to finance with ease small balance-of-payments deficits
in the 1950s; it then had access to both U.S. and Soviet aid. It is perhaps
no accidental coincidence that the turning point in performance in 1964
happened just when the United States withdrew its aid; moreover, it was
withdrawn at a time when the import/export gap in Egypt was widening for
a variety of domestic and external reasons. The sensitivity of industrial
growth to imports was again manifested in 1975.

6. Finally, it is interesting to note that though output indices and
capital formation series seem to move together, the turning points do not
coincide with the dates that marked changes in the economic system. There
was both a boom and a downturn under free private enterprise between 1946
and 1954. There was a strong expansion under the mixed economic system of
1954-60 but also in the first 3 or 4 years of the Plan (1960/1-1964/5) just
after the nationalizations. And there was sluggish and unsatisfactory per-
formance after 1964 for a wide variety of causes, not all of them related to
the nature of the economic system.
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EFFECTIVE PROTECTION

1. The impact of tariffs, taxes, and import restrictions, allowing
for deviations in the value of the exchange rate on the production struc-
ture of industry, may be assessed using the concept of effective protection.
Effective protection is more relevant than nominal protection for an analysis
of the "production" effects of tariffs, because the former concept takes into
account changes in the prices of both inputs and outputs owing to policy
interferences with import trade. Effective protection is usually defined as 4

a measure of the percentage increase in value-added made possible by the
protective structure. In other words, effective protection measures the
excess of value-added at domestic prices over value-added at world prices
as a percentage of either. Effective protection is sometimes taken as a broad
indicator of efficiency. Industries that seem to enjoy high rates of effective
protection are thought to be inefficient, the assumption being that they would
not have survived without the help of a favorable tariff structure.

2. The concept of effective protection, however, should be applied
with caution. There are problems both of measurement and interpretation.
The assumption often made that tariffs raise the domestic price to the full
value of the border price plus impost is not necessarily correct. Further, it
is wrong to expect definite correlations between the pattern of protection and
the pattern of investment, because protection is but one of the factors which
influence the investment pattern. In Egypt, since the late 1950s, planning
decisions that were almost wholly independent of the tariff structure deter-
mined the allocation of investable resources.

3. The data provided here on effective protection in Egyptian indus-
try should be treated as broad indicatoDrs of the relative efficiency of dif-
ferent branches of manufacturing. The precise levels of protective rates do
not mean much; the ranking by industry is of greater interest. The data
shown in Annex Tables 3.5.1 and 3.5.2 are from Mabro-Radwan for the year
1959 and from Hansen-Nashashibi for various years between 1954 and 1970.

4. It is interesting to note that the data for 1959 suggest very
heavy protection for some basic consumer good industries, such as textiles,
leather, and wearing apparel. The high place of electrical machinery,
rubber, and transport equipment in the ranking is not surprising. It is
difficult to compare the two sets of datta as ane relates exclusively to
industry groupings, while the second mainly concerns itself with commodities.
The general impression derived about ranking is consistent, however. Thus
yarn, the major textile product, appears to have been more protected in
1959/60 than sugar, a main product of the food industry. Mabro and Radwan
also show that textiles enjoyed more protection than food, rubber (tires in
Hansen-Nashashibi), and chemicals (represented by fertilizers in Hansen-
Nashashibi) or nonmetallic products (cement). The considerable increase in
the ERP for cotton yarn in 1969/70 is worth noting as well as the high rates
for steel (1964/5). The high figures for rubber tires are a bit suspicious
and may not be representative of the industry in later years.
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Table 3.5.1: RATES OF EFFECTIVE PROTECTION FOR SELECTED INDUSTRIES; 1959

(Percent)

Industry ERP

Tobacco 100
Textiles 91.5

Leather & Products 80
Wearing apparel 66.5

Electrical machinery 62

Rubber 59

Transport equipment 47
Metallic products 43

Basic metals 41
Non-metallic products 34
Paper 33

Wood 32

Chemicals 32

Machinery (non-elastic) 23
Furniture 22
Food 21
Petroleum products 17

Beverages 210

Source: R. Mabro and S. Radwan, op. cit. p. 61.

Note: ERP here is the difference between value-added at domestic

and world prices as a percentage of value-added at domestic

prices. Non-traded inputs are treated as part of value-

added. An ERP of 100 percent-or-over means that value-

added at foreign prices is negative. When ERP is negative,

value-added at domestic prices is smaller than value-added
at foreign prices, which means that the tariff structure

discriminates against the industry.
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Table 3.5.2: RATES OF EFFECTIVE PROTECTION IN TEN
MANUFACTURING INDUSTRIES, SELECTED YEARS

(Percent)

1962-63 to 1964-65 to
Industry 1954 1957 1960 1963-64 1965-66 1969-70

Cement -31 -45 -35 - -28 -
Phosphates 15 34 - - 7 -

Nitrates 25 48 - - 12 - 4

Sugar - - -5 - - 14
Tires - - 240 262 - -
Cotton

Fabric - - - - 68 -
Yarn - 31 62 - - 213

Automobiles - - - 305 - -

Paper - - - 240 - -

Iron and steel - - - - 599 -

Source: Hansen and Nashashibi. op. cit. p. 310.


