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The developing countries are faced with a situation where
there is a great disproportion between Exports and Imports. There—~

fore most of these countries are suffering deficits in their bala-

. ’
nces of current transactions. Egypt is an example of these countries.

An analysis of Egyptian balance of payments shows that the
general tendency of the trade balance during the years (1959/60-
1984/85) implies a noti;able deficit. The average deficit rose from
_ LE 126 millions in the 1960s to LE 197 millions during the period
1970e1973; The deficit doubled seven times between 1974 and 1980.
This deficit reached its maximum at the first half of the 1980s where
the average’deficit in the period (1981/82-1984/85) was LE.4163

millions yearly.

(*) This memo is based on a paper presented at the 13th Interna-
tional Summer Seminar, Institute for the Economy of Developing

Countries, Unversity of Economic Science, Berlin, GDR. March 1987.

(**) Expert, International Econ. Relations Centre. Institute of
National Planning. Cairo.



The average growth rate of the total volume of exports in the period

(1959/60-1984/85) was 11.1% annualy. Exports indicated a one-sided '

structures. The export of raw materials has been the mainstay of
Egyptian‘exports. Two products alon®, namely crude oil and un-

processed cotton accounted for more.than 75% of the total exports}

The average growth rate of Egyptian imports in the period (1959/60-
1984/85) was‘l4.8% per annum,-i.e., above the average growth rate of
G.D.P. and exports: A sfudy of the iméort sﬁructure shows the propor-
tion of productive goods (Capital goods and intermediate goods) was in
the rande of ?0%—75% of total imports.  This means that consumer goods

" made up 25%-30% of total imports.

Anvanalysis of the marginal propensity to import and export in the period

(1975-1984/85) using the method of least squares gave the following results:

a- The marginal proéensity to import investment goods with respect to

total investment was 0.35.

b~ A unit increase in GDP needed 0.095 units of imports of interxr-

mediate goods.

c- The marginal proponsity to import consumer goods was 0.108, in re-

lation to total consumption.



d- The marginal proponsity to export agricultural goods was

0,046, in'rélétion to agricultural production.

e- The propensity to export industrial and mining commodities

was Q.235. with respect to its domestic production.

f- Tha_fluctuations of exports or ‘imports are correlated Qith
the developmenf of'GD'P° The Egyptian economy ﬁas developed
a strong,dépandencé on the worlo market, Total exports did
" not cover tpta} imports during the period in question.

table (1) in the appendix summarizes the calculation

of export or import functions.

vIt can be statistically‘broved that the balance'of services in

the period 1958/60 to 1984/85 was in surplus (with the exception
‘of the”years”1987/68 to 1971/72 due to the closure of the Suez
.[Canal]. This surplus was used only in part to cover the deficit

in the balance of trade. The surplus in the balance of services
rose from LE 40 millions in the years 1959/860 tol.E 3197,5 m}lllons
in 1984/85. The structura of the balance of services: changed
"jradicqlly in tﬁis period. The following teble gives a compre<

. hensive view of this development.



1858/60 | 1969/70 1080 | 198471985
Reciepts (n %) . | 100.0-| 100,0 100.0 100,0
Suez Canal dues . . a7.8 -~ | 12,8 1.0
Interest and ﬁro-F:it transfers ) ‘ | .
(incl. remittances) =~ = © B4l 20,4 61.6 60,0
Tourism and other transfers | . 21|  31.8| 18.5 20.0
Other incdmé‘, . R 4,0 | 47.7| 7.1 -

. ' ' d . ’ ) ' o ‘ V
Payments (in %) » 1160,0 | 100.0{ 100.0 100,0
Interest and brﬁfiﬁltfansfars 45| 28.2] 2407 30,0
Tourism and other transfers | 17,8 | 77| 10.2 9.0

- Government expeﬁdifuf&s . ) 38,2 |~ 30.8] 7.4 9,0
other payments | 5| 2l s77| 4o

'S'ource. '.l‘able (2) in the appendlx
‘The part. of the deficit in the balance of trade whlch is not covered by the -
surplus :I.n ths services balance is covered through capital trans-Fars.
The relief -Fund of the Gulf States for Egypt covered the total -

deficits in the balance of current transactions :I.n 1988/89. 1869/70

and 1973. Between the years 1966/67 and_1971/72 this fund raachad

an average of LE 103 million per annum. A-Fter the October War of 1"?3 :
it was more than’ LE 400 million. In the year 1976 :lt dropped

to "I.E 278 .m:l.llion and continuec; to decreass so that 1984/85 it

reached LE 18,3 | miliion because of the Arab states bc_)ycott following the

‘signing of the Camp David agreement.



The daficit in the current transactions and transfers in-
creased from L.E., 23 million in 1858/60 to L.E.1305 million in
1984/85, The surplus of capital balance covered this deficit,
where cahital inflows include, proceeds of loans, suppliers

facilities and foraign deposits.

An analysis for . financiﬁg the deficit of current tra-
nsactions and transfers rsvealed an inéreasing dependsnce on
loans and a growing disproportion in capital inflows between
loans and banking facilities. Consequently, Egypt must use 20% t6

30% of its export proceeds for servicing its foreign debt.

Table (2) in the appendix gives a summary of the Egyptian

- balance. of payments.

- Egypt has, for years, beenAconfronted with & growing deficif in

its balance of current transactions. Various reasons for this

can be idantified, _One of the main factors is the deterioration

of the terms of trade. As a developing countryzEgypt is an

unequal partner in thé'system of the international division ofnlab-

our.The couhtry‘s'expoffs consist predominantly of raw materials whose prices
fluctuate‘ sharply on the world market, except for oil whose

price has been rising until the sarly 1980%s, On the other

hand, the price“index of Egyptian imports has been rising



faster than export prices. The deterioration in terms of trade -
in the years 1871 to 1975 was greater than the deficit of

the balance of current transactions at this period.

. The necessary import, of military goods .creates a burden on
the Egyptian bélance‘of current transactions. These imports
are needed for tﬁg defence of the sovereignty of the nation
but they reduce the chances of using the financial means

. . , . '
available for building up the edonohy. Imperialist aggre-
ssion has, in only four wars, cost the country more than

100,000 human lives and financial losses of more than LE

. 100 thousand million.

Agricultdral production was not able to cover the needs of
the papulation sincé the rate of growth of agripultural

' production rese et a slower raté than the growth raféé of
pdpulation..éonsumpfion. In 1974 the agricultural balance of
trade registered for the first time a sdeficit of LE‘$1.7
million, Over time an increasing tendency towarﬁs a‘largs_
deficit can be .cbserved. Different factors are responsible
for the‘sfagnation of agricultural production. They must be
overcome, primarily through appropriate investment, better
management and appropriate price policy. .For the development

of agriculture in Egypt, it is necessary to :



- change the crop structure,
- raise crop vyields,

- dincrease animal production

In this‘way Egyptian agriculture will be able to increase its .

', contributioh to financing the:ﬁational development programme,

Stegnation is evident in the cs.slopment of industry . too. Here
the problems to be solved are primarily the following:

- ;dlé capacity, '

- 1rregularitigs of power supply,

- prublemé in the building industryj;

- overburdening of the services sector,

- difficuities in carrying out plant replacemsnt and renovation

_projects,

=~ poor quality ofigoods produced{

' - difficulties in distribution,

- inadequacy; of qﬁalified labour supply.

These probiems inhibit the export of industrial products, Yet
foreign currency is needed for the import of half-finished goods,
machines equipment, and appliances as well as for raw material not

available in the country itself. The expenditure on imports for the



industrial sector surpassed the income from exports and tris

led to an increased burden on the balance of current transa-~
ctionso Therefore, measures must be introduced which greatly
encourage exports. Higher production is the ‘driving force
for increased-exports or reduced imports. In this way higher
agricultural and industrial production together with a structural
change within the Egyptian economy can lesad to the desired

results,

’

In addition, a more balanced growth of agriculture and industry
must be encouraged in order to ensure sustainable development
far the Egyptian economy despite limited natural resources,

of

payments imports P“ﬂ’“E“LS

exceeded the growth rates of exports proceeds in the period

As mentioned before the growth rates

,1959/60 - 1984/859

The Egyptian economy suffers'from several structural dispro=-
portionse For examples-
- growth rates of consumption exceed growth rates of production

which leeds to increased imports and reduce exports, possibilities.

- the dispropqrtinn betwean savings and invesfment. where -

domestic savings could not cover investment, This leads to



increased borrowing from abroad.

-  The structural disproportion of Egypt®s foreign debt, ice.

petween long-term and suppliers,facilities

- The cost of debt servicing rase sherply to 20-30% of export

earnings.

Thé regional distribution of Egypt®’s foreign trade ﬁas changed
radically in the last twe deﬁadas, following political changes.
In the period (1956-1877) most exports went to the Eastern block
uéing bilateral trade agreements, whereas imports from the
we#fern block were not reduced by the same proportion. This led

to dificulties in balancing Egypt’'s international transactions,

with regional deficit.and surpluses occuring at the same time.

Up fill now the Egyptian export.policy has been subordinate to
domesfic cons&mptiﬁn i,e. the tendency to export the residual of
production after meseting domestic demand. Egypt must, however,
':achieve a balance whereby, in the present stage of development,
- exports must be aﬁcorded increased.importance. Besides the
‘increase of traditional exports {e.g. cotton and o0il) exports of

'industrial and agricultural products should be encouraged.



- 10 -

The policy of import subsititution in the sixties led to a
substéntiai increase in the imports of intermediate commodi-
ties and raw mater;ais. This was followed by a policy of
Bxpﬁrt promotion without taking in consideraéion specializa-
tion. Comparative advantages, availability of réw materials
and qualified labéur. Exports did not increase in real terms
due to thellimitations on export possibilities. In fact both
the import éubstitution, and rexport promotion policies are
1ntegra1= The  9concm; must begin with import substitution
policy in the-commodities ﬁith a comparétive advantage.

This ﬁay ba.followed by a shift to export.promation on the
basis of better experiences-improved quality, reduced

T

costs, and other benefits of economics of scale.

' Desbite thé 1agi51afion of.1§74 and the introduction of

| measures fdﬁ'an'!open door®” policy, planned axport targgts
were not'aChiéVed; Available statistics show (see below) the
négetivevin?luence on the Egyptiaﬁ balance of current transa-

ctions of fhe operations bf "open door” projects:
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{in LE million)

1978 1979 1380/81

Exports 0.6 - 4,3 8.3

_Imports 183.7 808,9 315.3
‘Balance : ~183.1 -804 .6 ~306,0

Up to the middle, of 1981 the investments (foreign capital
and credits) oprrojects which has at that point gone into pro-
duction améuntéd to about IE 1.2 thousand million. These inve-
'stments were concentrated in the extractive industry.(e.g. o011},
the food industfy (e.g.sugéf], as well as the production of
_luxufy goods (e.g. television sets, furniture, cars, oo etc.]),
62,2% of foreign investment (excluding Arab investment) conce~
ntféted on ée}vices and only 37.8% on goods production. On the
otﬁer hand }2.2% of Arab-capital concentrated on services and
similarly only 2?.8% on goods production. The projects were
concentrated mainly in Cairo and Alexandria (63.2% of all

foreign investment]).

The exchange rate policy has had a negative effect on the
balance of current transactions in Egypt. The devaluation

policyAled to an increase in import prices, primarily food,

~ ..
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capital-goods and half-finishea goods, as well as to a decreasc
- 1n export revenue. This exchange rate policy led to a dete-v

riorétion in fhe balance of trade. This can be traced back to
the fgct that in Egypt the structure éf production and foreign

tradéﬁis inclastic.

Egyptian exports and impbrts are estimated according to a
- trend sceﬁario. This reflects the infeluence of pressnt trend
to economic and foreign trade policy on the Egyptian trade

balance. This will be teken as the pessimistic scenairo (T1)

Table (3) in the appendix gives a summary of the calculation
of export and 1mport‘ffend functions, estimates of exﬁorts
and impofts and estimates of the deficit in the trade balance
|up to 1891/1882. From the table it is apparent that there
will be a continued trada balance deficit upto 1891/1892,
Another scenario of Egypt's foreign trade 1s discussed.
This is based on the Egyptian five year plan 1987/1988 =
1991/1992., This will be regarded as the optimistic scenario
(TA). This plen aims to reduse the trade balance deficit and

to achieve balance on current transactions by 1991/1892.

Table (3) in the appendix summarizes the estimation of the
Egyptian current transactions balance in the five years plan

1987/88 - 1991/82.
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On the bgsis of the previous analyses of the development of the
Egyptian balance of payments suggestioﬁs will be develobed for
a suitable long term foreign trade strategy. These suggestions
aim at improveming the balance of current transactions as

well as dealing with the urgent socio-economic prablems.

in order to correct the structure of the Egyptian balance of

pa&ment it is needed to build up an internal production stru-

cture‘over a brodd base of sectors which are inter-connected

: vertipally and horizontallyo This structure is essential for

the réaiisation of the following aims:

- blanning of the re}ationships between the growth rates of
e#ports, imports and GDP, so that the growth rate of export should
excéed the growth ofVGDP, while keeping the latter higher

than the growth rate of imports,

—

- correction of the sconomic structure by the choice of the

‘right investment pattern,

- change in the commodity goods and regional structures of

foreign~tradé.'

The strategy suggested is not only intendsd for the planning

of fbreign trade relationships or the implementation of a single



- 14 -

¥0reign tradé policy and hard currency plan. This strategy is
én essenfial part of investment planning and changes in foreigﬁ
trade relationships. The reason is that tﬁe foreign tradg stru-
cture is the reflection of the internal production structure.

- This produ&tion structure is the result of a long term investment
pattern i.e. the correction of the structure of the Egyptian
balance of_péymént is infiuenced by long term investment planning.
This will be réf%ectaq in the long term in the commodity and
régional structures,' The success of this strategy’depends alsao
on permanent adaptation of the Egyptian economy to changing

world economic relations.

The 1ongiterm success of this strategy ﬁeeds a reactivation
of‘ Co-operétiﬁn with whole wor}d East and west,‘specially EEC, CMEA
: Arab._African;vcountries and the Third World.
(le' A cofréétion of the interrélationships between industry and agri-
culture is urgently needed.- This shoftage of capital could be
" reduced with the building of agro-industrial complexes for they
- need relatively fewer investments and can be benefit from the
existing infrastructurs. They are also in tha best position to
pfocass.fhe countais available raw materialse Agro=industrial

complexes facilitate the use of qualified labour and so offer
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the best conditions for an increase in production and thus for

. a change in the foreign trade and production structure. Agro-

ihdustrial'complexes can be integrated into the existing indu-
strial areas and they can promote the econocmic development of

the regions. They offer the most favourable opportunities for

'_ the establishment and maintenance of the inner proportions

(22)

between the economic sectors. Precise, realistic and long-term

hlanning'for the building of agro-industrial complexes contri-
butes to the‘impruvqment of regional distribution a;;“fhe use

of investment in Egypt. The agro-industrial complexes can lead
to é close inter-relationship within and between the economic
sectors as wall as to the necessary correction of the production

structure. They 1nevitabiy develop new production activities

which can meet the demands of domestic and foreign markets.

lThé suggestions for reducing the deficit in the balance of
current transéctions, and meeting the urgent soclo-economic

problems are the following:

1, Reactivation of tourism so as to increese its revenues.

2. .Developing and diversifying agricultural and industrial
exports,. and ovércoming the difficulties which constrain

exports, including the improvement of exports procedures.



,4.

5.

6.

7

B.

9,

substitution.

- 16 -

Encouraging oil production and exploration, and following

a suitable export policy.

Maximization of remittances from Egyptian working abroad
through suitable economic policy, particularly through a
suitable exchange rate, and encouraging their participation

in well=-prepared projects.

Increasing the revenues of Suez Canal, through improving
the fadilifies; deepening and widening the Canal, and the
use of Spicial Drawing Rights in assessing fars.
Staﬁlization of economic policies, spicialy foreign exchange

and tax policies.

Encouraging Arab and foreign investment, through measures

which guarantee economic stablity.

Rationalization of foreign credits, using credit for

brbjects which increase exports or create new productive

capacities.

lRationalization of imports, espicially transfers of-

foreigh business in Egypt, government expenditures, reduction

~of imports of luxury goods, and encouragameht of import

!
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Table (1): 1lmport & Export Functions of
Egyptian Foreign Tradc

. Regression Functions r. Test | F. Test Correlation
3 ) Coeffition
Function of Imports of Consumer goods:
Mc = 72.089 + 0.108 C 8.164 51.7 0.93
Function of Import.Of Investment goods:
MI = =115.12 + 0.349 I 11.801 298.7 0.96
" Function of Intermediate goods;
Md = 116.272 + 0.095 Y 11.441 98.6 0.96
Function of Agricultural exports:
E agr. = 172.14 + 0.046 xl 4.041 41 .127 0.90
Function of Industrial and Mining
exports: ‘ :
E ind. = -528.96 + 9.235'X2 12.517 .2061.1 0.97

source:  Calculated from the estimates of the balance of trade in

Egypt in L.E. million.
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Table (2) Balance of payments estimates L.E. millirn.
59/60 | 60/61 | 61/62 | 62/63 |63/64 | 64/65 | 65/66 | 6667 | 67/68 | 68/69 | 69/70 70/71
A. Current Transgsactions:

Reciepts: ,
Proceeds of exports 197.9 | 183.4 [ 155.4 | 199.7 243.1 244.8 | 251.0 | 263.9 | 253.4 | 307.3 | 348.0 ase.§
Insurance 0.5 0.5 0.7 0.8 1.5 0.4 0.2 0.3 0.5 0.3 0.4 0.3
Shipping 13.3 12.6 8.4 15.6 8.0 8.5 | 13.4 | 10.9 4.1 3.4 3.9 4.7
Suez Canal dues 47.0 50.7 51.7 69.8 74.1 82.7 90.6 95.2 - - - -
Interest dividends &
other revenues 6.0 5.4 $.7 6.1 7.7 . 8.0 11.1 8.7 10.6 12,3 15,1 12.7
Tourism 2.1 5.3 4.0 9.0 10.€ 11.3 20,6 | 26.0 | -15.6 21.6 23.6 28,0
Other reciepts. 29.5 23.9 23.9 29.4 a1.0 3.4 1 -23.5 33.8 27.7 | - 29.6 31.0 28.7

Total 296,3 | 280.8 | 249.8 330.4 386.3 399.1 | 410.4 | 438.8 | 311.9 | 374.5 | 422.0 | 432.4
Disbursements:
Payments for iamports 263.9 | 235.7 )} 265.9 367.0 | 429.3 294.0 | 423.2| <14.4 ] 389.8 ) 384.0 | 473.12 | s531.0
Films 0.2 - 0.6 0.2 1.1 0.5 0.6 0.3 0.3 0.4 0.2 0.6
Other Commercial Payments 3.1 3.3 5.3 7.6 4.4 4.9 5.9 5,2 7.0 8.6 11.3 11.3
Insurance 0.5 0.9 0.9 0.7 0.7 0.5 0.3 0.6 1.6 1.0 1.8 2.8
Shipping 12.5 11.9 7.5 10.6 9.5 8.8 1.0 11.9 5.8 4.3 7.4 8.7
Interest, dividends § other o ‘ R
other ravenues 2.6 3.6 6.2 11.7 14.1 14.7 15.9 19.0 16.4 26.2 28.6 1.1
Travel & caintenance 10.4 12.4 8.3 10.0 | .14.3 11.9 | 12,6 1.1 6.5 9.0 8.,4] 8.3
Governazent expenditures 22.9 35.1 21.1 26.4 34.9 35.3 38.8 35.7 25.5 .25.6 3.8 33.4
Other payments 5.2 9.1 10.4 11.4 18.6 15.5 | " 18.7 19.9 16.9 17.2 17.8| 17.6
Total 322.3 312.6 326.3 445.6 526.9 ¢86.1 | s27.0 518.1 466.8 | 476.9 582.4 | 644.8
B. Transfers: - - - - - - - 4 30.1 |+ 83.6|+125.2 | $+139.3 [+118.3
) ,Balarce of A & B 26.0 1- 31.8 |- 76.4 |=115.2 | -140.6 |- 87.0 |=116.6] « 49.2 |- 71.3 | + 22.8 | - 21.1 |- %¥.2

Source: Contral Bank of Egypt, Econcaic Raview,




71772 | 1973 [1974 1975 {1976 1977 1978 1979 | 8o/81 éx/éz 82/83| 8343 | 84/9S
A. Current Transactions:
Reclepts:
Froceeds of exports 364.7 | 396,3 {653.9 | 612.8]629.7 | 779.6( 776.2 ] 1758.4 [2779.0] 2765.1 |2682.9] 2859.8 | 283°.8
Insurance 0.2 0.3{ 0.2 0.4 0.1 0.2 1.5 3.6 7.1 3.1 11.8 48.2 3€.4
Shipping 6.1 5.7 7.9 22.6| 37.9 59.8| 48.5| 117.2 | 3s5.2] 401.2 | 451.7 427.8 461.7
Suez Canal dues - - - 32,21121.7 | 167.4] 201.01 412.1 546.3] €36.2 | 669.6] s81.8 62°.1
Interest dividends &
other revenues 13.0 | " 47.5]107.9 | 176.9| 323.4 | 394.9| 745.7/1763.4 | 2504.5] 2090.8 | 2998.2] 3692.6 | 3351.0
Toeurisa 32.2 61.81103.9 | 129.8]181.5 | 285.7| 284.9 553.7 |1036.2] 842.5)1078.4] 1022.7] 1123.4
Other reciepts 33.3.1 s1.1] s7.8 59.6} 108.8 90.5| 66.7] - - - - - -
Total 446.5 | 562.7| 931.5 | 1035.3}1403.1 |1778.1[2124.5|4€14.4 | 7228.3| 6739.9 | 7892.6| 8732.9| 8435.0
Pisbursements:
Payments for imports 555.9 | 622.3/1252.8 |1651.11646.2 [1766.0/2067.1]|4672.6 | 6678.8] 63569.0 | 6382.5] 7348.8] 749s.9
Films 0.6 0.2{ 0.1 0.9{ 0.2 0.3 0.6 c.9 0.6 1.4 1.8 3.2 1.6
. Other commercial payments 12.5] 19.8] 36.0 63.3] 45.2 42.4] 49.9} 76.6 117.6| 121.4 92.4 97.5| 10s.6
Insurance 2.7 / 1.5 3.5 5.3 3.5 1.7 3.7 5.0 6.6 11.1 13.5 30.8 40.6
Shipping 7.3 9.5 9.3 st.e| 31.1 30.0] 29.3] 59.2 125.4{ +118.9] 111.9] 143.9]| 131.5
Interest, dividends &
other revenues . 34.4 50.5] 61.1 74.5| 107.0 | 124.7] 192.2| 299.5 $32.8|. 659.2| 7e9.2] 839.9| 714.8
Traval & maintenance 9.2 24.0] 41.1 41.2) 48.3 67.2) 101.0] 173.2 199.1) 188.3| 248.4] 216.3| 209.5
Government expenditures 35.9 2.7 30.3 40.3]| 41.6 65.4] 62.0| 134.5 | 118,4] 190.5| 181.4] 195.3| 223.%
Other payments 16.5 38.5| 30.0 5§3.4| 73.0| 158.5( 146.8} 436.7 581.1] 736.8| 843.4] 973.3| 975.2
Total 678.0 | 706.0]1464.2 | 2003.9/1996.1 | 2271.2}2622.9{5738.3 | 8360.4| B606.6 | 8664.5] 9849.0] -98¢- .6
8. Transfers: +122.3 | #253.7/4405.2 | +421.3(+278.1 | +174.2/4135.0] +62.1 | +44.3| 435.7| +17.9] +18.3] 4155.5
Balance of A & 3 ~106.2 | + 30.4}{-127.5 | ~547.3}/~314.9 |- 18.9|-363.4|-1061.8}-1087.8j-1831.0 | ~754.0|-1097.8 |-1305.1

Scurce: Cantral Bank of Egypt, Economic Review,

1
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Table (3): Export.andllmport Trends in Egypt in
Period 1975-1984/85

Correlation -

Trend Function’
Y=a +bt T. Test | F. Test | coeffition
Total Volume of imports:
¥, = -326.14 + 708.615 X; 8.254 | 164.2 0.93
Total Volume of Exports:
8.926 647.2

Yy = f4.785 + 235.277 X,

0.94

v Source: Calculated from Table (2)

The estimation of the trade balance in Egypt in million:

Total imports

Total exports

Trade balance

1991/92
12329
4229

~-8100

e~ —

On the basis of the five year plan 1987/88-1991/92:

Total imports

beai exports

Trade béléncei
A.Current transactions balance
B.Transfers

Balance of A & B

6400
3745

-2655

-1300
1300

1. With the help of general trend for the period 1975-1984/85:
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