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PRETACE

The present study is a result of monumental collabora-

T

:tive aefforts of a large number of 1nd1v1duals and agencies. it

'-started in January 1977 at the request of the: Mlnlstry of Forelgn

'Affairs.- The Instltute of National Planning undertook the overall
responsibility for the study which’ almed at prov1d1ng a sc1ent1f1c
and methodologlcally viable estimate of the. adverse ecpnomie

effects of the 1967 TIsraeli aggression and continued occupatlon o1
_Egyptlan terrltorles. I would like to acknowledge the active per'
cipation in the study by the Ministries of Foreign Affairs, Plann.
.and Finance:as well as amultitude of Agencies and Departments whi
have shown a sense of dedication and urgency in accomplishing;thi

important mnatlonal task,

A preliminary report on the.stedy was prepafed in August,
1877, and submitted ‘as an oFficial document to the United Nations
It was the basis for the sectlon on Egypt in the Secretary Geners
' report entitled "Permanent sovereignty over natlonal resources 1ir
the eccupied Arab territories” and presented to the thirty - secc
se351on of the General Assemblj in October.1977. The General
' Assembly dellberatlone resulted in a resolutlon (a/cC. 2/32/L.59)
acknowledging in principle the right of the Apab countries-to col
tione for the adversée economic effects they‘suffered as a result

the Israeli aggreseion and occupation.



The presént veport is only a partial evaluation of the .
losses involved. It is subject to limitations of omittance and
underestimation which are explained in the Introduction. It

involved a compléte revision and updating of +the August 1977

preliminaby report.

It is with great pleasure that I acknowledge the dedicate
efforte of all the individuals - too.numerous to list here-withov
whose dlligence and dedication, this work could not have been

accomplished in such a relatively short time.

Last but'not least, the greater part of the present ente
prise was performed under the able 501ent1f1c supervision of Dr.

Ismail-S8abri Abdalla, the former Director of INP.

April 1978 _ Dr. Kamal El-Ganzoury

Director. INP.



INTRODUCTION



I Terms of Reference

This sfudy was cafried out at.the Institute of Na=
.'tional Piahning in collaboration'with the Ministry of Foreign
Affairs, the Mlnlstry of Plannlng,the Mlnlstry of Flnance, and
the Ministry of Economy and EconOmlc'coopepatlon. The objectl
was-to provide.aescieﬁtific and methodologically viable estima
' of the adverse economic effects.of'the 1967 Israeli aggreesion
and contlnued occupatlon of Egyptian terrltory.r The study too
'almost a year to complete, and requlred the cooperatlon of hun
dreds o; individuals from various sectors of the economy 1n.ev
luatlng war losses according to a predetermlned uniform metho-
dology. A prellmlnary draft of the study was, avallable in Aug
1977.- The present final report—whilesubject to the same limit
tlons in coverage as the prellmlnary report -makes use of more
recent data whlch was made avallable since the completlon of ¢
prelimlnary report. In short; This report is stlll only a par
estlmate of the war losses, whlch needs to be supplemented wit
data on the losses resulting from Israell aggpe581ons before 1

and other losses not accounted for in this.report,'as explain

in the next secticn.



II. Methodology and Limitations

To provide accurate estimates of economic losses
cresultlng from Israel's aggre531ons and occupatlon, two approa-
ches'were followed: a sector- by-sector approach and e macro- eco-
.nomlc approach. The two approaches complement and check on each
other since the sectcral approach can not adequately measure in-
direct and longer-term losses, while the macro appreach may under-
lestimate direct capital losses..AThe detailed explanation of the
methodology and estimates for the two approaches Will be incluced

in the following chapters.

Before moving on to present the estimates of ‘economic loss
we would like to point out the following remarks and_limitations:
(a) " Special attention was given to ensure that double-counting

was strictly eliminated, and transfers were wholly excluded

'.Cb)' Coverage of economic losses is 1ncomplete. Some items-be-
cause ofnon-avallablllty-of reliable data-were not included
namely

- losses vresulting from aggreSSLQns before 1967-

- military losses, human and phy31cal.

-  human civilian losses-

- lossee in the still occupied territories=«

- finaneial rights: domestic & foreign.



- Damage to items of national, religious and
ulturaluhefitage,éuch ags ancient mosques,

churches and monuments.

Other items - due to tlme llmltatlon and difficulty of
calculatioﬁs e:were obviously and substantially underestlmated.
nameljr

| - ﬁost opportunltles
- Losses of. certain segments in the prlvate sectof,
particulary-those of retail trade, erafts and
dther agricul%ural and industrial activities in -

i

the traditional sector.,

(p) ,Capitai losses are underestlmated in both sectorai and

macré_estimates, “This is due to the fact that these estl-
.mateé reflect unrealized incomes that would have been gene-
“pated by the destroyed as#fis over their life time, and
definitely the life tlme of some of these assets would have
extended beyond. 1983, the last year in our calculatlons.

-_We‘chose to adopt a conservatlve assumptlon that the war
‘and Océupation effects will-disapear in 1983 ‘even though it

can be reasonably argued that they extend beyond that date.



Naturally; Egypt reaffirms and reserves its right for full
compensatlon of those losses that were excluded or underestlmated,

whenever correction for these defects can be made, and also.of

L4
LN

fhe'losses resultiﬁg from previous aggressions prior to 1¢67.

It also reserves its right to.readjust the amount.of compensation,
“to take into account the increase in prices between 1977 (in

which prices the present estimates have been calculated) and the

time when its claims will be finally satisfied.

III. Summary eof the Findings

Accordlng to the sectoral approach our evaluation of
the economlc 1osses caused by Israell repeated aggressions and
COntinued occupation of Egyptian terrltorles since June 1967.~ sub-
.3ect to the reservatlons of omittance and underestlmatlon explalned
in the prev1ous sector - is L.E. 21.581 bllllons at 1977 prices,

assuming that the adverse economic-effects.of the war and occupa-

tion disappear at the end of 1983.

The macro-economic modeling apprbach‘géve threeralternative
.festimatés based on three different models.. The estimates ranged
from L.E. 59,424 to 30.428 billions. Ve believe that the macro
body

estimates-while still conservative for reasons discussed in the

of the report-provide a more comprehensive view of the war losses.



In conclusion, the war lésses may be no less than L.E. 29.5
billions and méy indeed well exceed L;E. 30 billionmns in 1977 .
pfices. Both sectoral and macro estimétes assume that the
economic effects of the war and occupation end at the year 1983.
The choice of this jeaf - while :somewhat arbitrafy - results

in conservative eStimates‘of war losses. The.results of the
damage to the productive capacity of the economy causéd_by the
1967 aggression, continued accupation, and war -~ like conditions

are expected to continue well beyond 1983.

i



1. LEGAL TERMS OF REFERENCE



1,

Legal BaSis for'Reparationﬁ

A state, as an lnternatlonal person, bears the respon-

sibility ensumng from the v1olation of its obllgatlons.

-The-breach of'an'internatlonal obllgatlon constltutes

+

an 1nternatlonal dellnquency, and the injured state

 pecomes legally entltled to demand compllancé with inter-

natlonal obligations.

An internatlonal delinquency is any 1n3uﬁy to another'

' istate,.in viplation of an 1nternat10nal legal oﬁligation.

4,

B,

It ranges from ordinary breaches of treaty obllgatlons

“to violations of international law, amountlng to a cri-.
' miﬂal'act.'

~The principal legal consequences of an 1nternétional”

dglinquency is reparatlon of the moral and materlal wron
done. T+ is a principle of 1nternatlonal law that the

breach of an international duty;‘lnvolves an obllgatlon

-'to make reparation, in an adequate form.,
It is relevant to indicate that the concept of repara-

_tion in 1nternal and intérnationalrlaw are not the same.

In - internal law, reparatlon is due when there is a breac

' of an existing legal rule ora contractual legitimate

obligation; here (Fault) is "ipso facto" presumed while

in case of torts (Fault) must be accompanled by negliger

‘o prcviae'legal basis for reparatidn.



In International Law, it is usually difficult to prové
either'negligende or the absence of dUé diligence vis-a-vis

the state. Therefore, it is gufficlent to considef that fault
exists when an international obligati;n, be it customary or
contractual, is violated, provided that éausality had to be
provéd. | |
International torts may'be divided into two categories, moral
and material. The former are those which affect the dignity of
the state and t£ereby impair the harmony of internétional reia—

tions. The latter are those which occasion loss .0of public and

private property, or suffering and inconvenience to individuals

The moral international torts provide for apology to the

injured state, while material international wrongs are COMPEense

ed for in the following forms :

(a) Restitution:
The Pefﬁénent Court of Internationai Justice laid down in
‘+he Chorzow factory case (1927) the rule that a wrong to
an alien property holder should be remedied by & ﬁfestitﬁ
in kind".

(v) Repafation:

When restitutien is not possible, the guantum of damages
must be calculated so as to put the claimant in an iden-

tical financial position.

The essential principle contained in the actual notion
of an illegal act is that reparation must, as far as



II.

(8)

possible; wipe out all the-conéequenCeSfof the
illegal act, and reestablish the 81tuat10n whlch_'
would, in all probablllty,have ex1sted 1f that

act had not been committed.

‘The jurisprudence of the international courts rests

on the principle that where the_state'has”perforﬁed
a wrongful action, it must directly remedy it, and

incurs respon51b111ty for failure to do so..

ThlS respon81b111ty is met by repalrlng the damage by

The

way of reparatlon.

Legal Basis of Egypt's Claims:

Israel Commltted a set of wrongful actions, in violatiom

of 1nternat10nal obllgatlons, cau51ng moral as well as

severe material damages to Egypt.

ThuS-Israel's Respohsibility for those wrongfﬁl actions

emanates from the breach of 1nternatlonal obllgatlons,*

which are contained 1n various 1nternat10na1 treatlesp

Those 1nternatmonal obllgatlons could be categorlsed,

accordlng to the type of rules of 1nternatlonal law

whlch have been violated, in the follow1ng categorles}.

{a) Rules concernlng the non-use of force agalmst the

territorial 1ntegr1ty or political lndependence,ﬁ

of any state. These rules are essentially:'



(b) "

[N
S

.
‘e
Sames”

iv)

The U;N. Charter.

The U.N. General AoSembly declaration qn the
principles of internationai law concerning the
fpiendly relations and cooperation among statec
according to the U.N. Charter (1970). |

The U.N. General Assembly Resolution No. 331d

"on Definition of Aggression, "Aggression gives

rise to international responsibility"
The U.N. General Assembly Rezolution No. 3281
(XXIX) of 12 December 1974, containing the char&ér_

of Economic nghts and Duties of States.

~The UN resolutions on "Permanent soverelgnty over

national resources in the occupied Arab torrities"
including:General Assembly resolutions 3336(XXIX)
and 32/161.

The U.N. resolutions omn the Arab-Ispaeli'conflict;-
particularly Security Council Resolction No. 242

of 1967,

4

Rules of Tnternational law constituting the law of war,

whic

h are embodied in the Hague conventions of 1899 and

1907 and in the 4th Geneva Convention on the Protection

of C1v111ans at the time of war.

i)

In +his connection it mlght be worthwhlle c1t1ng

the famous 7judgement which the Nuremburnglllfarj'



e

e

Tribunal-fendered in 1946,:ahd which considered
thé fules'chtéinea ih_the Hagﬂe C0nvéntions, as
"Deciératory” to exiting-in%ernational.customary
fules, and not establishing new'ruieé that cbul@

be contested on the basis of non-adherence to those

"conventions.

-Israél is therefore bound by these rules, bhoth

- during military operations, and during its occupa-

:_tion_of the Arab territories.

The moSt'important stipulation in this connection

is contained in art. 3 of the Hague convention -(IV)

_pn”Respecting The Laws and Customs of war on Land,

A belligerent party which violates tﬁe provisions

of the said regulations shall, if the cases demands,

be liable to pay compensatibn. It'shail.be respon-
sible for all acts committed by persons ffoming part
of its arﬁed forces". | |

Israel is party to the 4th Geneva Convention concer-
ning the p£otection-0f civilians at&timé of wér;
and'theref&re bound by its rﬁles. The rules con-
téiﬁed in this convention indicate that certain

international obligations have been violated, when

Israel, not only failed to provide for pfotection

against coercive actiomns but also committed wrongful



(TN
e
=

actions constituting grave violatibns againsf the

civilians in the occupied Afab territories.

As for the legal basis for the responsibility of

Isvrael for damages vesulting frpm.miiitary opera-

tions excuted.in the dépth.of the Egyptian territory;

it is relevant to recall that this principle'is

universally recognized and am@ly.éfresséd in several

pﬁonduncements by the intefnational community such .as:

-  The League of Nations Resolution 6f the Srd of
Sgpteﬁber 1938 concérning the protection of ciyilians
against shelling in time of war.

" - The Resolution addpted by the 28th International

Conference of the Red Cross in71965 relating to

the protection against the riské of war.

- Resolution no. 23 of the International Conference

- on Human Rights'héld in Tehran, on 12 May 1958,
- concerning humén rights during armed conflict.

- U.N. General Assembly resolution no,_2244'(xxi11)
of 19 Dec. lQBB,_concerniﬁg the respect of human
Irights during armed conflict.

- U.N. General Assembly Resolution no. 2675 (XXV)
of 9.Dec. 1970 concerning the basic pfinciples

of the protection of civilian inhabitants during

armed confliet.



c).'

It is"impbrtant'to reiterate in this éoﬁnexion that.

..all these resolutlons are of a declaratory character.

Theg dld‘t create new 1nternat10nal rules, they only
declare their existence and acceptance by the 1nternationa1; 

‘community.

Rules of intermational law constituting the law of military

occupation, which regulates property rights in the dcéupiéd

~ territories.

'The sources of this law are diverse, but the Hdgue"qonventions

of 1899 and 1907, as well as the 4th Géneva Convention,
are the main sources. In essence, the iaw_pf military
occupatdon has allowed limited activities to the occupy-

ing power concerning the administration of public and

.prlvate property, in such a manner that iSrnecessary7for
' mllltary needs, and without prejudlce to the rights of the
- occupied state or its citizens.

- Israel has completely disregarded its obligations under

che léw of war. Suffice it to refer to its expioitatibn
of the mineralfresources.of the Sinai and the Gulf of
Suez..

This.exploifatidn was systematically carried out, to
meet Israel's home civil economic needs in the present

as well as for the future, and not only for reasons iisr-



perféining to the exigencies of .war as ppovideddfpr
in the relevant vrules.

Similar action by Nazi gérmaﬁy ﬁas cdndemned'by the
tr%bunal of Nuromburg in 1946 for having exploiﬁed
the resources of the Eufopean_territories in‘a.mépnef
which exhausted these resources and in a quantity |

exceeding the effective military'nEeds of the occupy-

" ing power.

Thus;;this wrongful action which was committed in
violation of international law and which caused material

damages to Egypt, necessitates reparation.



II GENERAL OVERVIEW OF THE ..
ECONOMY BEFORE AND AFTER THE

1967 AGGRESSION



This report aims at evaloating in a quantitative formm
the/losses suffereo- by the Egyptian eoconomy ae a result of
Israeli repeated aggreseions and continued occupatioﬁ of parts
of its territor& sinoe 1967. .The main findings are. included in

Chapters IITI and IvV.

This chapter is intended to place‘those-findings-
which"are forcibly partial - in_the broader framework of the
overall performance of the Egyptian economy.before and after 1967,
This global assessment would show better how the Israell aggres-
sions seriously disrupted an ongeing succeseful social and eco-

aomic development effort.

Sectlon I shows how since the 1952 pevolution multiple
efforts and various institutional measures were undertaken in or-
der to pvevitalize the Egyptian economy and putT it on the track of

overdll systematic development.

Section II shows how the above efforts and 1nst1tut10ral
measures, in addition to new ones, enabled the country 1n the si>
ties to implement a comprehensive planned development program wid

remarkable achievements.



.Section-III demonstrates'how this ascending deve10n;f
'_mentfcurve has been brutally bent down as a consequence of_dd

Israeli repeated aggre8810ns and contlnued occupatlon of Egypu'

tlan territories,

I. Development Becomes A Top Natienal'Pniority}

: ‘Setting The Stage (1952-1959).

The new revolutienery government that Eame:into pewer

L in 1952 committed 1tself from the very beglnnlng to econonlc de-
-velopment and raising the standard of llVlng.' It was. faced w1thl
Ta stagnant economy. Bent Hansen calculated the annual rate of
growth of the Egyptlan econony for the perlod 1913 55 at l 7
‘fThls low rate of growth coupled with a rlslng blrth rete and a
fdecllnlng death rate resultéd in the deterloratlon in the standar

of 11v1ng and the accompanylng phenomena of poverty, dlsease and-

rllllteracy

wThe~economy was predominantly agricultural, with negligib.
"'mlneral and oil: resourees, and a weak'industrial-sectob concentra-
-ed mainlw in textiles. One of the consequences of this situation

' hwas_the(domlnanee_of Egyptian exports by onegproduet, nanelylraw

fhébtton {85% of total ekpéfts in_1950)-



'Uniike its ?redecessors, the new government insisted
upon waging é frontal attack on this state of underdevelbpmeht.
The develepment effqrt was aimed at incneasing output, diversify-
ing the economy through industrialization, and tackling the mostT
urgent social problems sucﬁ as educatibn, healfh, cleéﬁ.wéter

supply...etc.

.TQ achieve the above objectives, it was ciear to the new

governmeht that some measures of structural én& institutiohai

. peforms were necessary requisites for veleasing national resources
and éndeavours in the direction of social'ané economic develop-
ment. These reforms designed to set the stage for systematic
develofment may be summarized in three categqries discussed re-
spectively below; larnd reform, investment promotién, and institu-
tional transformations aimed at enabling the government to play ar

effecti@e pole in the development effort.

1- Land Reform

The extremely lopsided character of land distributioﬁ and
its assoéiated socio-politiCal set—up’in the countrysidé was
both inhibiting development and frustrating peasants. Lafge
-absenteé landlofds appropriated a iarge part of the echoﬁig éur-

plus and directed most of it toeonspicuouscoﬂsumption,_land



'?speculatlon and other non- productlve act1v1t1es. -ConSequéntiy,_

" the’ prlmary alm of the 1and Reform Law, prOmulgated in 1952 few

.”weeks ‘after the revolutlon, was to direct the 1nvestment of the

gurplus g%perated in agrlculture towards more productlve act1v1—
._tiés; especially industry. A second purpose. of the new law was t
‘ get pid of the socio- polltlcal relatlonshlps assoc1ated:w1th the

'semlfeudal system prevalllng at that time.

The ﬁew law set max1mum.llm1ts for land ownership-and
'gaccrued pents. The expropriated land was distributed to landles‘

. .peasants in small plots. A full—scale-cooperative system'was'es-

tabllshed to ensure regular supply of inputs;utechﬁical, and-marl

. ting assistance to the new owners.

Do Investment Promotion

In 1953, the Permanent Council for the Development'of Na
:fional Production together with its twin Council for the'ﬁefelop
ment of Services were established signifying-the early'commitmen
”of the gqvernment to a concept of total development which includ

both economic and social ‘aspects.

The first Council operated largely on a project- by- proJe
" basis. Its major tasks were project 1dent1f1catlon, feasibility

studies, gecuring necessary finance, and project 1mplementation.



As the council progressed in its activities, it became apparent -

that the project approadh was not adequate. Comnsequently, it

started to draw some sectoral development prcgrams.

In addition to its diréct involvement in project
identification and implementation, the government endeavoured to
promote both local, and foreign private investment. It initiated
legislation directed at removing obstacles and providing ipceﬁtive
té private investment. This legislation covered taxes, customs |
duties, foreigﬁ investment promotion, minimum profit guaranteeé,

modernizing the company law, and labor laws.

However, in gpite of all these measures qf enccouragement,
response from both local and foreign private capital proved to be
poor. Furthermore, available foreign aid waé veﬁy limited.
Consequently, Egypt had to reiy on its own resources to finance de
velopment._ The government had to step in to accumulate and mobil:
the necessafy financial resources that were not fortheoming from
private sources. This has resulted in several méasupes which

transformed the economy's institutional structure. These measures

are discussed next.

3- The Transformation of the Economie Institutional Structure

As a direct response to the western powers' withdrawal of



':.forelgn Suez Canal Company 'in 1956.

‘”xthelr offer to flnance the most vital developnent“projeet,at' SR
uthe time, - namely the ngh Dam, the government natlonallzed the

The Canal revenue proved

to be a valuable source for flnanc1ng development. The Brltlsh,

W

French, and Israell aggre331on that followed pushed the Egyptlan
' government to natlonallze French’ and Brltlsh companles whlch
'controlled such strateglc sectors as banking, insurance,.and forei

trade. These companies_were the fqundlng stones for the emerging

- public sector.

The 1nst1tutlonal manifestation of the government commitr
:ment to industrialization was the establlshment of the Mlnlstry o
Indyustry in 1956. It was charged with the task of drawing the
‘flrst flve year 1ndustr1allzatlon program, in addition to supervit
ing several industrial support functions such as vocational train:

-ing,'standardization, and engineering services..

"Another innovation 1nst1tuted in that perlod (1957) was
the establlshment of the Economiec Development Organlzatlon which
'acted as a holding company superVLSlng the government investments

in various economic activities. The organlzatlon was de31gned to

e perform two functions;

- the promotion and 1mplementatlon of major progects

which were mnot appealing to private capital because of



,thelr low returns, or lOng gestation periods
- 'Prov1d1ng the government with an instrument of economic

.intervention_to correct any development imbalances:

:At about.thegsnme time, the Nationél‘?;anning CommiSQion,.-i
which peplocod the Conncil-for the Development of National pro-
duction came to existence signifying a shift fnom the pfojec{ or
-program afproach towards comprehensive economlc and soclal plann?
ing; In the meantlme the agreement to bulld the High Dam was
oonclnded. ThlS prOJect was to be the pivot for all agrlculturol

development, 1n-add1tlon.to its use as almajor.SOumce of.enerng

On the whole, the.annual rate of growth in the perlod
under study in thlS sectaon'(1952 £EG) was about 4% Although thlS‘
. rate was substantlally ‘higher than the rates of- prev1ous perlods,
:the government's de51re to achleve stlll hlgher rates_resulted in
the 1ntroduot10n of a system of plannlng for. eoonomlc and- 3001al
.:o_development. The performance of the Egyptlan economy in the plann-
ing era (1959/60 1966/67) - prior to the 19867 aggression is re- |

Cyviewed in the next sectlon.



II. Economic Performance in theﬂff,

‘Planning Era Prior to the 1967

Aggreesion (1959/60-1966[67)'

5

:&In July 1959, the flrst five year plan (1959/60 1964/%5):
‘was launched. The main natlonal goal was to double natlonal incon
'in‘fen years. To this end, the flrst flve ‘year plan Was almed at. |
aenieving 4%0% increase in natlonal income (an annual rate of growttl
of 7%). While keeping in mind this fundamental objectlve, the

'follow1ng pn1nc1ples gulded the planning body in drawing up the

'plan:—

1- To max1mlae the use of potentlalltles in both vertlcal
~and horizontal expansion in agrlculture.. |
2- To create a eolid'industrial base capable:pﬁ-consolldatj
'.and facilitating the process'of.fnture eeenonic'develop;
ment in the country. | N
'35 To expand Jjob opportunities in order to .absorb the 1n-‘
crease in manpower resulting fromapppulatlon growth durl
”1ng the plan period. | | |
4- To widen the scope of acf1v1t1es of the publlc sector.
: 51l To complete the implementation of projects already |
started, and alsc to exploit 1dle productlve capaeltles
.§- 'To_raise the'per capita level of eonsumption'wlthln

regsonable limits and thus allowing for an inerease.in



‘séving rates.

7- The usé of all available sources of foreign finance
while taking into account the resulting increase in-
foréign debt servicing burdens. |

8- To expand.ﬁithin reasonable limits, the essential social
_services which are offered free of charge-or at nominal
cost, | | |

9- To redistribute the national income in favor of low-income

groups.

The implementation of the plan was faced with various
difficulties of a natural, and economic.character. The greatest
natufal difficulty was the shafp decline -in the main export ﬁfoduct
namely cotton, in 1961. On the economic sidé, tﬁé ﬁlan was faced
with a serious shortage of_financg. When the plan was drawn, it
was envisaged that private capital would finance.uo% of the requir-
ed investment. Due to institutional factors related to the attitud
.of locél capital, and other external factors related to the attitud
of foreigﬁ private capital, it became clear starting.from the first
‘year of the plan that the required private capital was not forth-
coming. As a result, the government took exténsive.nationalizatior
measures in the period 1961-64% which enabled it fo raise fhe level

of total investment from L.E. 225.6 millions in 1960/61 to L.E.

372.4 millions in 1963/6H4.



Im splte of the natural and economze dlfflcultles
'putlimed above, the performance of the Egyptlan Economy durlng |
the.pemiod under study (1959/60 - 1966/67) was-qulte remarkable
by Thind World standards. To rev1ew this performance, we discuss
;flrst the volume and structure of lnvestment- second we dlscuss.the
:.feSulting chamge in the volume and structupe.of GDP; finally, we. :

deal with the balance of trade situation.

I- Investment

A remarkable effort had been made in therfleld of invest-
ment.‘ Total reallzed investment during the perlod (1959/60 -
1966/67).reached approximately L.E. 2,263.5_m11110n averaging 17%
'of GDP; percenfaée'neVer attained before. 'A'great part of this
1nvestment was directed to large proyects which - by theim very
'.nature - do not give lmmedlate returns. Typlcal examples of these
-.pPOJGCtS are the ngh pam, Land reclamatlon, electrification pro-

jects, and the Iron and Steel Complex. .,

Furthermore, the emphasis in investment alilocation was
placed upon the primary and secondary rather than the tertlary
sectors. 38% of total 1nvestments went into industry and electri-

city. If we include the High Dam, agriculture obtained 22.9% of

investments.



2- Gross Domestie Product

GDP increased at an annual rate of 5.9% in real terﬁs in-
dicating relatively efflclent planning and economlc management. More
,&mportaﬁflj, the structure of GDP has changed reflectlng an in-
crease in the relative'importaﬁce of industry at the expense of
agricultural and tertiary sectors. The share of.industry in GDP

increased from 24.4% in 1959/60 to 28.2% in 1966/67.

3- The Balance of Trade Defiait

This, deficit was due to.the failure_of the exports to grow
fast enough to compensate for the accelerating lncrease in imports.
To start W1th, it should be recognized that the balance of trade
_deficlt is a structural problem of most developing countries -as a
conaequencé of the developmeht effort itself. Typiaally, the incre

in imports durlng the period was due to the expansion in capital ar
intermediate goods imports, in addltlon to the increase in the fooc
stuffs imports to meet the needs of a rapldly increasing populatlol

part of which was previously living below bare subsistence levels.

Oon export side, it was encouraging t+hat the relative impor
rance of industrial exports increased at the expense of agricultur
exports. HoweveT, like mostT developing countries; Bgypt faced di-

fficulties in_opening'and expanding industrial export markets.

Fortunately, the negative effects of the balance of trade

deficit on the balance of payments wWas ameliorated by the surplus
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+he invisible current component of the latter balance (mainly due

to receipts from the Suez Canal, and tourism).

review of economic performance in the fifst five-year plan
led the aoverpmentdecision-mékers_and planners_to-qopclude that the
attalnment of a higher rate of growth requlred a movement ip two
directions which were included in the sevenr year plan prepaned at

the end of 1965. The two directions were;

First: ,Acceleration of growth in the agrlcultural sector- Sucﬁ
acceleration was all the more feaslble at that time due to
completion of the flrst phase of the ngh Dam, and the avail

bility of land already reclalmed and other land under'fe—‘

clamation.

Segond: The development of capital and intermédiaté goodé industr;e
with a view towards strengthenlng the ;nter Lndusfry fela-
+ionships. AmoOng the factors Wthh made this ohjectlve |
feasible were the discovery of non- -negligible 01l resources
the expected completion of the ngh Dam ele¢tr1f1cat10n '
projects during the following few years, the avallablllty
of trained manpower rhanks to the expanslon in education
and vocational tpaining in the pervious perlod, and the_sux

cess in adjusting the rate of increase in f;nal consumptlo



in conclusion, the seven yéars preﬁedihg.the 19867 aggfes-
sion exhibited a high degree of economic performance which was
oriented towards establishing solid economic basis in the primary
and secondary sectors for further ecomomic developmenp. Further4
more, the government Wwas closelj following uﬁ'this per-formance,
identifying major problems.and‘imbalances, and taking correctlve
measures in order'to achieve a higheﬁ sustained rate of growth.
The 1967 aggre551on dealt a serious blow to the cbuntry‘s ecqnémic
prospects and subjected its economy to varlous qlstortlons and |

imbalances, which will be the subject of the next secgtion.

17I. Impact of"Aggression-on the Perfprmaﬂce

of the Egyptian Egconomy

on June 5, 1967, the Tspaeli aggression under cdn$idéra-
took place. The economy, was completely transfonmed into a war
economy. The bulk of economic'resourées were allocatad to sati-
sfy defence requirements. Tndividual copsumptipn was limited
+a& the basic necessities. construction for civilian purposes
was brought to a mear- -complete halt, exports drepped and the rate

of capital formatiom was reduced.

This situation, whlch was 2 direct result of the Tsraeli.

aggression and which lead to a very slow rate of growth of GDP



continued for two years. In fact, this rate becomes evel
_negatlve in 1967/68 if GDP is computed at constant prices-f
‘However, since 1868/65 the rate of growth of GDP started to
'. ri§e again. A number of factors accounted for thls more
'appareng than real high rate of growth:

1. Due to favourable weather conditions, agriculture
régisteréd near-record erops forlthree coﬁseéutive

- years: |

2. A neﬁ oil fiela dlscovered in the Gulf of Suez -
nearly édmpensated for the drop in production caused
by the loss of oil.fielas in Sinai.

‘3. A number of projects, the construction of which had
started before the Israell aggression, wefé completed
and started production. Some of these weré very impoy
tant projects such as the High Dam, the earlier phage:

of the Iron and steel complex, etc.

A deeper lpok, that goes beyond this rate of growth,
reveals that it conceals numerous problems that resulted from I
aggressions, contlnulng occupation of Egyptian sell,and the resu

war-like conditions. Toremost among those problems are the foll

% See table I in Chapter IV P. 71. .



1- Increasing foreign indebtedness

Theapparently:high rates of growth of GbP in the late .
sixties and in the seventies, aéide from their being mostly
monetary rather than real, have been realized at the high
cost of a staggering increase in Egypt's-exteﬁnal iﬁdebte-
dness. The following table.éhows the accelerating defieit

in Egypt's current transactions with the outside world since
the 1967 aggression and the pefcenf it constituted of Egypt's

total investment.

Year 1966/7 1967/8 1973 1974 1975 76 77

Deficit in

Current transac~ 57 120 223 533 969 593 490
tions(LE miliion) i :

% of Total Invest-

ment 14.8 35.1 Ly, b 73.0 73.0 42.2 28.6

As previously pointed out, Jjust before the Israeli
aggression, Egypt was practically reaching its "take-off"
phase of development and getting ready to go into the '"self-
sustained growth" phase. Had the aggression not hindere& Egypt

march along the path of development, Egypt could have easily

* trentative.



aftained the actually realized rates of gfowth of GDP
using its own doméstic resourées with no need for sﬁch
éreat-dependence upon foreign'financing,_as may be evidgnc—
ed by the high and rising rates of investmentﬁactually
reached in the early Si#ities (13% of.GDP iﬁ 1961 rising tc

18% in 1966)- What makes it worse, is that all this expan-

" sion in indebtedness took place at a time when internationa

financial liquidity was suffering one of its worst crises,

and the cost of international lending was skyrocketing.n

Deterioration of Capital Assets

Two dramatic consequences followed from thg diversion of a

greater portion of the counfry's resources to defence:

a) Replacement of assets was considerably disregarded. The
resulting deterioration of puﬁlic utiiities and all othe
forms of infréstructure is a well-known fact. [Its ne-
gative effect upoh economic activities and all aspects o
life is being felt by al;. Unfortunately; the negativé
effect of that deterioration will undeniably continue to
exisf for some time. Negligence of replacement'was also
imposed upon industry and other prodﬁctive sectors. The
spectacular example here was the textile industry, the

largest and most important industry in Egypt. Plans for



b)

‘postponements

the compiete rehabilitation.of textile factories are now
being undertaken in cooperation with IBRD at tfemendous
costéhﬁ Lack of maintenance and replacement in the case of
the Kima factory, the biggest plant for the manufactﬁré of
feptilizers in Egypt, led to its temporary stoppage fér coﬁw
plete overhauling, and thus_adversely affeetgd the‘availa-

bility of fertilizers locally.

The implementatioﬁ of many planned projects was either post-
poned or stretched in time. Examples of these are SO DuUmerous
that mentioming a few will suffice to demonstrate the case;
Plans‘for land reclamation and cultivation were both delayed
and extended over longef periods. Most of the coﬁplementary
projects related to the High Dam were postponed. Special
mention_should be made of the_drainage scheme ,a nedeséary
corollary to expanded regular.irrigation,which suffered imporw
tant delays resulting in a decline of land productiv@ty_and |

increase of salinity. Another example is. the non-implemehtion

"of electrochemical plants producing inter-alia more fertilizers

Egypt, acecording to pre—aggression plans, was to become a net
exporter of fertilizers in the early seventies . Due to

and delays in the establishment of the new

fertilizers plants, in addition to the temporary stoppage of



Kima, to which reference has already been made, Egypt is still

a net importer of feptilizers, and. w1ll contlnue to be, at least

till the end. of the seventies.

Postponement of the-implementation of the abo#e—ﬁentioned
projeots“had deflnltely contrlbuted to the acuteness of the food
shortage Egypt had been sufferlng lately. The ‘decline in the rate
of growth of agricultural- productlon, coupled with the increase in
lconsumption, reduced agricUltural as well as.agro~industrial produe
avallable Ffor exportation, while raising the quantity and value of
| imported foodstuffs. The effect upon Egypt's balance of payments h
.been drastic and the deficit in its current transactions with the

outside world kept rapidly mounting, as was pointed out before.

Postponements of projects in other fields,'such as the pro-
duction of building materials, transportation, communication, etc.,
naturally had their effects in the creation and augmentation of

shortages in various sectors.

3. Inflationary Pressures

Because of the continuation of "peither war nor peace! conditic

for so long, the Egyptian economy had to combine both war-econ



and growth-economy features simultaneously. Thus, while
increasing defence and military expenditures substantially,

Egypt had to continue its developmental efforts, maintain

~and inecrease the rates of its investment and consumption.

This expansion in expenditures placed heavy inflationary

pressures ©n the economy.

Increased immigration -

The low rate of growth of thé economy right affer the Israell
aggression and the near-complete halt of civilian constructio:
till almost the beginning of 1974, together with the rapid. de-
velopment of the neighboring countries, lead to an extremely
high rate of tempeorary or permanent immigr;tion from Egypt,
compared with pre-aggression rates. The disproportionately
high”répresentation of qualified personnel and skilled workere
among the migrants resulted in serious shortages in some types
of skilled labor and consequently increased project costs sha-
rplyjsespecially the construétiqn component:. Thus, the recent
immigration treﬁds since 1967 created seriocus development

bottlenecks and contributed to inflation.

Other Socio-Economic disruptions

The‘repeated Isreeli aggressions, continued occupation of land

and prolonged war-like conditions have also caused a number of



"economlc, social and polltlcal problems, thelcosts of.whichil

may be hard or even 1mposs1ble to measure or. estlmate. En-

“1isted university graduates kept in the - armed forces for 30' jfLiﬁ

long,'in many CaseS”found it dlfflcult to malntaln their tra—ff

ining- and educatlonal levels. Agrlcultural workers lost thelr

desire to return to farming and looked forward to urban mlgra—éiTﬂ

tion, thus confronting Egypt, for the first tlme in 1ts hls—jV‘

with the pOSSlblllty of facing agrlcultural labor shortagej*

. tory,

in the near future. ~Temporary disruptions im soclal relatmonsjﬁf

and deviations in conduct, t+hat seem to be "normal" and to—ffﬁ A
lerable in short times of war; become extremely destructlve and f

completely intolerable when they ex1st for long perlods of tlme,.

as they did during the prolonged war- like condltlons that follow—

ed the Israeli aggre551on in 1967. Thelr negatlve effect upon

the individual and his walues 1is 1mmeasurable. Thls problem of
.5001al destablllzatlon and 1ts serlous effects has been partl—‘ff

cularly acute in the case of the populatlon of the Suez Canal

area wheo had to- be evacuated from the area and relocated 1n

other parts of the country. This population amounted at the tlmc

of evacuatlnn to about 1.1 million persons.

The rehabllltatlon of the Egyptian economy, freelng 1t from

the obstacles caused by the Isrvraell aggression and the pe- establlsh—

ment of its potentlalltles will not be an easy ]ob on the contrary

it will be difficult, tiresome and very costly. The cost of re_uplﬂ



construction of war devastated canal zone only is staggering.

Restoration and modernizatlon of the 1nfrastructure have
been reoognized to be so vital that close to 406 of total 1nvest—

ment in natlonal plans in recent years has been_alloted totthem._

0il flelds in Sinal will have to be restored to‘"normal"
production, and all destructive operatlons,_lncluding over produc—
tion have to be eliminated. In fact, for security reasonseand.toﬁ
avoid other Israeli aggressions similar‘to~those.thathtook plaoe in
the past, Sinai will have.to be developed and.inhabitedh‘begafe_
dless of the high costs this may 1mpose upon the Egyptian economy
at the present time, and regardless of what 1t may do to prev1ously
set developmental priorities. Repayment of military debts will

also lay heavy burdens upon the Egyptian ecohomy.

Finally, mention has te be made of human losses. These_
could never be measured in monetary terms, and no attempt at suoh
‘measurement is made in this report. Howevef, a very minimal aphro-
ximation of the impact of these losses on the_national.economy'coul
be made by calculating the "replacement costs' for those lQSt inf
dividuals, i.e. the cost involved in rearing, educating, and train-

ing the same number of individuals, with similar qualifications and

skills.



III. SECTORAL EVALUATION

'OF WAR LOSSES..



I. Concepts and Principles Underlying the

Evaluation of the Economlc.Losses Caused by Israel‘

Aggression and Continued Qocupation

“ A survey was conducted in most sectors of the economy

in order toO evaluate 'the war losses. A standard set of defini-

tions and 1nstruct10ns was perpared according to which data was

. collected. For reasons of simplicity and data comparablllty, all
agencies contacted wepe asked tO evaluate the losses since June 1
and until December, 31, 1975, mostly in 1975 prices.. In our ana-

lysis and conclusions, Wwe traced the effects of the war and occup

tion until the year 1983, 1 1977 priees.' Data was collected on

+three major types of losses:

First . Capital Losses
gecond -~ @ Losses in Income

Third

A

Lost Opportunities

Following. are the concepts and principles underlying the
evaluations caprried out in the above mentioned argas.

First - Capltal Losses

Capital losses are divided into direct and indirect loss

"A. Direct capital Losses

These are divided further into losses in fixed assets al



. losses'in_stocks; Both types are explained respectively
" below.
1- Losgses in leEd assets:

These are . the total or partlal losses in the real value

- of fixed assets as a result of destructlon, damage, non use, lack

of maintenance,: and/or economlc and technlcal overload;ng due to

aggression.

These losses may be gauged dependlng nn the circumstances

in one of the follow1ng manners, :

- Wlth regard to the assets whlch have been totally

destroyed, lost orp damaged ~The. replacement value in

the actual prlces of replacement, or accordlng to the
1975 prices in case replacement has so far not been

affected.

- Wlth regard to. the assets whlch have been partly de—

stroyed or damaged and whlch have been repalred or_ are

reparable: The cost of capital repair (major.pver~
hauling) required by the renovation of assets to restc
theilr efficiency, valued at actual prices or the price

of 1975



The loss of fixed assets is recorded in terms of the
following items while abiding by fhe.concepts of the standardis-

ed accounting system:

-  hand (ag@brding to fhe exteﬁt of.detériorétiqﬁ, and
the:destruction of*emﬁodied'reséufdés %uch as trees..

- Buildings, utilities and roadéi(includingVipétallatic
used in‘oilfields, waterways, aifports etc...)

-._Machings'and equipmént,

- Means of transpoftation;

- 'Toois'andlinétruments.

- Purnituré; office.equiﬁmenfé and-Stationery,

- Livestdck and Fiéh; B

- Intangible assets.

-  Other fixad assets (Whidhfbasicélly inglude assets
the market value of which is mugh ﬁigher_than:their o
bepause pf their aréhaed;ogical‘pr_artiétic importanc
'such as.hisf§fical manuscripts, piecés of antiquities

works of art etCyens)

2- Losses in Stocks i

These constitute the loss or damage in stocks valued at
prevailing international priées at the time of loss and;whiph in

clude:



Intermedlate gcods, Subh'as raw matefials,'fuel,_spéfe'

: parts, equlpment, packaging materlals etc.

Unfinished products and ‘works in process (whlch in. a.gr:.-'j"=

» culture includes unharvested crops).

Finished products.

Indirect Capital'Losses:

.1!\

These are the capital costs resultlng from:

The transfer of productlon units and serv1ces from'théffl
areas subject to aggression and!their'resettlemEnf.fju .
elsewhere. N H. |

The evacuation of citizens from. the areas of aggresslon{

Ccivil defense and insuring safety of 1nstallat10ns.

These are calculated on the basis of real costs (1nclud—
ing an estimation of self-aid efforts) at the prices

prevailling at the time of expendlture.

Delays in fhe execution of investment pfojects béCéﬁsé.b

aggression. These are deflned as the. dlfference between

'the calculated costs of the project accordlng to’ the

prices of the planned year of executlon on the one hand

and the actual cost of executlon or the calculated cost
based on 1975 prices, if execution_has not been'affected

yet, on the other hand.



Second - Income Losses

The losses in income during the years of aggression

include the following:-

A- Unrealized incomes.
B~ Burdens resulting form increased cost.
A- Unrealized Incomes:

These constitute the drop in income {gross;product
or valie added at factor cost) as a vresult of the stoppage

of activity, loss or idleness of productive capacities;_
The method of evaluating lost inoome_(uhdér'this
concept) differs according to the 1osing_uhits‘andiis done

in the following manner:-

1- In Production Units:

These are organized business units owned by
public, private, or cooperative sectors., In these unid

lost incomes were evaluated in the.fo;lOWing mapher:

- Tstimation of the production which would have been
vealized during the years of aggression, on the bast

of the average value of gross production at market



In

prices during a period of three years prior to
aggression pultiplied by the normal rate of growth
(without the execution of any new ihvestment projects)

which was expected during the period of aggression.

Wie deduct from the above value of potentlal productlon '
‘the value of intermediate consumption, lndlrect taxes an
duties,lesfimated_on the basis of the average actual '
expenditufe during the period of.three.yeafs-prlorite
aggression whi;e taking into consideration the‘effeet_of

production growth on them.

the State Administrative Units:

In

Such lncome losses are estlmated by:
Total salarles of employees laid off by unlts the activi-
Fles of which have been affected by aggre531on and which
would have been pald to them had they been kept on durln

the period of its perpetuation.

or by the drop in service fees, where such fees were

eharged.

the unorganized private sector:

&

This sector includes professionals, craftsmen, merc



and small workshops and the llke. Thelr unreallzed 1ncome _

is estlmated w1th the assistance of the data avallable 1n the

Mlnlstry of Socmal Affairs. Chambers of Commerce, Mlnlqtry

of Industry and other sources.

Burdens Resultlng From Increased Cost:

Increaﬁﬁs.ln the cost of production'as a,result’of-im?

jgance on substltute local or 1mported requlre

Increases 1n frelght, 1nsurance and transport costs, par-h

tlcularly those resulting from dev1atlons in marltime, alr

Increases .in burdens of finance.

B.
These‘include
1.
posed
'ments at hlgher costs.
2.
or | land routes._
3.
Third, LoSffOpportunities
Thede include the following:
l.

Unréalizéd'income resultlng from the stoppage or delay 1n'
the acnpietibn of investment projects in the flelds of B

commodity and service productlon.




' 2., - Unrealized 1ncome due to unreallzed investment.bf
pdtential Savings (self—f1nanc1ng) Wthh would have been

genefated in production units.

These incomes are estlmated accordlng to the concept of
_the gross value added at factor cost, by estlmatlng the productlon
: unreallzed durlng the years of aggressxon mlnus the value of com-

modlty and serv1ces inputs accordlng to the prevalllng rates, all

-at_current prices.

The follow1ng tables indicate the evéluaflons based on
thé above concepts and principles. For some sectors, namely:
Pétroleum, Construction, Suez Canal, Agrlculture and Irrlgatlon,
-éﬁd_fourism, there were some unlque problems of measurement. The

ﬁeféiled methods used in these cectors are included in appendlx

%



II1. Aggregate Sectoral Tables

Tabie I gives a summary of the total war losses until
_thé end of 1975, calculatéd_according to the sector-by-se;tor
method'éutiined in the previous séction. The,figures in this
table are 51mple aggregates of sectoral losses at different

prices. Tables 2 through 10 prov1de loss figures for each of th

foliowing sectors_respec{ively:

1) Agficulture, irrigation, and drainage,

2) Mining and quarrying, |

3) Manufacturing,

L) Electricity, gés, wafér, and sanitary,

5) Comnstruction,

B) _Commerce;

7) Transport, storage and communications,

8) Financial instifutions and business services, and

g9) Services.

Table 11 and 12 give the loss evaluation for the Suez Ca
Authority and the Petroleum sector respectively. Although the 1
in the two latter sectors were included in the relevant sectoral

tables (2-10) according to the type of economic activity involve



seperate accounts ©of each sector are included in tables 1} and

£ their spedial.signifigance.

12 because o}

A further breakdowh of'the.sectoral tables‘included'in
+this section is giveﬂ iﬁ a@péndix‘S,Zg
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ITT. Evaluation of the Total War losses

The application of the concepts and priciples explained in the

section of this chapter led to the following values for the four

of iossés ¢overed-by the sectoral approach:

Income Losses : -  L.E. 2,732 million

Non-income losses

Dirgct capital losses L.E. 2,280 oo
" Tndivect capital losses ' L.E. 2,185 "
Lost opportunities . L.E. 597 "

To reach a single total estimate'bf the war losses by adding the

figures would be misleading for the following reasons:

Tt ié believed that the income losses are grossly underestimated
by the séctors since they.take 1o accﬁunf of intersectoral réla—
tionships and are based on a very short time.hofiZOn. Most pfobably,
the calculation of income losseé'by.the sectors cénéerned ignores the.
impact of the bottlenecks ériSing fram the capital losses

andfthé"resulting decline in‘producfivity.

'Most'importantly, the four loss items given above are of inherently

' different natures. For example the main impact of the ohe time des-

" truction of capital assets is not expressed by the value of the



assets,.but ﬁy the expected iﬁcdme flows which would have been
generated by these assets. Thus, in the folldwinglsection we
attempt to translate the non-income elements of the sectoral losse
iﬁto income losses, taking into account the impéct of the decline
in capital accumulation-and the resulting bottlenecks in the
stpucture of the eocnomy, but not the impact of tﬁe resulting de-
cline in productivity, as this is difficult to estimate. The
income losses as reported by the sectors were ignored in order to
avoid any double - ﬁounting. Thus our estimate of the total war
losses is based on converting the following three typeS'of non-in-

come losses into income losses:

a) Direct capiltal losses,
b) Indirect capital losses,

¢} Lost opportunities. The results are shown in table

13.

The direct capital losses have ied to reduced p:oductive
capacilty and hence a decline in the value added generated in the‘”
different sectors. Assuming that the income -. effects of thi;
type of capital losses extend until the year 1983, and using simpl
.sedtoral produétion functions of the Harrod - Domar type, together
with appropriate ( indeed generous ) rates of capital

. depreciation by sector, it was pessible to calculate. the



résultiné income losses UP to the fear 1983# In féct; the
calcuiations_for ﬁhiqh results are giveh in table(la) have
shown that it would ﬁot.have been unreasonable to assume
that t%e effects of capital losSes on income extend till
the yéar 1983. In that year the depreciated éépital iosées
do not'vanish completely, but they do.reacﬁ a magnitude

" that c¢an be safely ingnored.

 As régards the other two elements of non-income losQ
-sés(indiredt capital losses and lost opportunities), these
were regarded as funds which wguld héve ﬁeen directed to the
finanﬁing of investment activitiesxif“thé'lQBV war did'not
break out. This assﬁmption is based on_the_féct tﬁat'the
”burden of fhe war was largely bofn.by inyeétment vather than

consumption. Those two loss elements were.converted inte

The incremental capital output ratios used were taken from
Ministry of planning. Memo 28/1976,_Table'5/14. They are:
Agviculture 3.6, industry .1 electricity 4.5, construction
8.8 trade 0.4, tpansportation and communications 8,1, ser-
vices and finance 0.6, The depreciation rates used are:
agriculture 3% industyy and mining 5%, electricity 10%, con- .
stpriction 15%, trade 2%, tpansportation and communications
12%, services‘and finance 3%, These pates are too high com-
pared with the figuvres usead in recent work by the Ministry
of planning. Compares; Essam Montasser, "Egypt's Long-term
Growth:-1976—2000". Joint symposium on long-range planning
‘and regional integration with special reference to the Arab
Region INP, Cairo, Jan. 1976, The rates used there are
agriculture 1 - 1.5%, industry and mining 2 - 4,5%, elec-
 tpicity 3 - 3.8%, construction H.5 - 6.5%, trade 1 - 1.5%
- ¢pansport and communications 3- 4%, services 2%. L

Lo



inecome iosses wsing a growth expenditure equation* whére GDP
is treated as dependent on Cumulative_growth expenditure. Tt
was further assumed that nad those funds been used to finance
investment projects_they would have generated income as ffom
the year 1973. In other words, a‘gestafion period of 5 years
is assumed. A fairly high depreciation réte(B%) was aiso used

in this calculation.

‘g0 far, the incéﬁe losses éalculatéd fprom the séctoral
loss elements may'be'regarded as fifst—order income effects.
Further effecté on income should also be taken intq account,
since the forgone income had resulted in reduced sa?ing and
investmeﬁt capacity and hence in peduced incomes. A saving
equation calculated from pre-1967 War data.was used to calcu-
late;fhe annual reduction in sgving up to the year 1985$*.The

forgone savings were then used to calculate the forgone incomes

GDP=71404.377 + 0.333 CI .

Where CI pepresents cumulated growth expenditure(gross
domestic investment plus public expenditure on education
and health). The equatioﬁ was obtained Dby ordinary least
squares based on data for the period 1960-74. :

%% The savings function veo~d was savings = 29,4 + 0,146
Income, estimated from 1952-1967 data by g.A. Sakr in
ngaving and Development Strategy in cgypt", Paper pre-

sented to the an Conference.of Egyptian Economists,
cairo, March 1977. .



uging the growth expenditure equatiqn_reféréd to earlier.

These were regarded as second-order income effects.

The sum of the flrst ana second order 1ncome effect -
'givss an estlmate of the total economlc lssses ;scurred by
Egypt:since the 19867 aggre551on.. These: turned out to be: L.E -
21. SBi billion (1977 prices)* sssuming that the war effects
.vanlsh by the year 1983. he flgure rises. to L.E. 26.857~

bllllon lf it is assumed that the adverse effects of the warp

._exfend up to'1988.

' Our calculatlons in table 13 were made in 1975 prlces.
The estlmate was converted into 1977 prices using a rate
“of price: inflation of 25.5% based on World Bank data.
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Iv. MACRO-ECONOWIC ESTIMATES
OF

WAR LOSSES



'V_Introduction

In adopting a macro economlc approach to the esfima—
'ifion'of the war losses we -assume that the ultlmate effect of
rhose lossesils a 1cwering of the economy 's capacity to grow
relatlve to the growth capac1ty the economy would have posses- S
'_sed had the war- occupation conditions not taken place. :This
.suggests that the total war losses may be measured in terms of
.the sum of the dlfferences between the 1ncomes whlch could have
l”been obtained under ”normal" conditions,and the 1nccmes which
b.were actually realized- under war conditions. In order to operate
'.nith this concept, three 1mportant problems must be tackled
- vhat is the rate of growth that may be regarded as
“attalnable under non-war cOnditions °_
'i: Over what period cam one legltlmately cnmulate;fhe income:
differences ? |
o= To what extent can one say fhar the peth-of the economy
_1n the war period reflects mainly the war effects to the

'exclusiOn of any other nonhwar effects 7

'These problems are discussed respectively below.
a) Th01ce of growth rates: With-regardﬂ{o-the choice of a growt
rate (or growth conditions) Wthh may be considered "normal”

in;the sense of being representatlve of non-war conditions,



there appears to be no firm basis for a definitive ansﬁer;
Instead, we shall experiment with a number of alternatives

which do Lot seem unreasonable on prior grounds. They are:

i). assuming that had the 1967 war not faken_place, the economy
would have followed a path of . growth similar td.thét |
observed . during Egypt's first five- year plan (1960/61~
1964/65). This historical trend may need, however, to be
adjuéted upwards in view df the receﬁt.discoverie$‘of oil

finds and mineral deposits.

ii) Generating the normal rate of growth, or a rate of growth
differential from models of varying degrees of complexity

{or simplicity), as will be explained later.

b- Length of period over which losses ére cumulated:.“As reganrt
the questlon of the length of period over whlch one may legitima:
tely add up the GDP dlfferences, it is believed that the adverse
effects on the economy s capacity to grow are not confind to the
period between the out-break of hostilities and the flnal settle
ment of the dispute (by the same logic, they cannot be conflned

" to the perlod 1967-1975). Indeed, the effects extend to a perio

guch longer than that for the following two reasons:



.'fFlrst,‘the iosses.arlslng from the oartlal or comnlete dés-
.truotlon of the.country s.materlal and human resources cannot
'dbe'concelved of as.a once~and for- alltjpe of adverse effects
'The agsets lost would have generated income for as long as
“they. remalned usable, i.e. for a perlod equal to thelr produc—
_tion life.» To take inte qccount only their potentlal contr1~fe
- butionhton output durlng a'perlod shorter than that lmplles
| undereestination of thelr produotlve llfe or thelr capltal

value.

sécbﬁdly; the income forgone for one reason or another;’in a
glven year would have resulted in 1noreased oonsumptlon'and
lnvestment and hence an enlarged growth capac1ty in the following
-years elther through the effect on product1v1ty or through the
:effect on the stock of productlve capital and. lnfrastructure. In
'other Words, there are . multlpller and accelerator effects Whlch
{ought”to:be'ancladed in the calculatlon of the war losses.'
'Theoretlcally, these effects may extend over a very long perlod_
h_In practlce the lack of suff1c1ent flexlblllty in the produet1ve
';system ‘may. termlnate such effects rather rapldly _ leen those‘
'tconslderatlons, it is felt that a- perlod of 5 te 10 years beyond

f1975 ought to be taken into aocount when calculatlng the war

‘losses. .



Te) Problem of isolating the effects of war: . It is quitﬁ_:
possible that the aqtual path of.the economy and its develop-
ment in the war period are affected by a variety of factors,
not all;bf_which can be ascribed to the war conditions, - How-
ever, it is no edsy tésk to attempt to‘separate the‘efféct of
war-relatéd'factors from other factﬁrs pﬁ the_growth of GﬁP.
Such an attémpt may indeed'léad "rapialy into a world ﬁf.total
speculation and fantasy", as the UN Seéretary Géneral Report®
on this matter had noted. The best one may do in this case is
simply to guard against possibilities of undefestimating'

ngatual” income and hemnce overestimating the war losses.

In this conpection, Ft is believed that there were no maﬁor
" non-war related developments which may have taken place and
.depreésed GDP growth since-1967. Any minor non-war relafed_
effects may be more than balanced by the possible undefesti-
mation of the ﬁar losses inherent in almost all the approa-

ches used in this study to calculate‘those losses.

Report of the Feconomic and Social Council, Permanent
Soverelgnty over national resources in the occupied Arab
territories, Report of the secretary Gerieral (A/32/204,
11 October 1977). ' ‘



-Alternatlve Estlmates of the War LoSses

We
effects pf
the extent

well as in

tors are co

present below three estimates of the adverse economlc
1967 war based on three approaches whlch dlffer in

of coverage of whatever is meant by the war losses, ag

the extent to whlch a certaln factor or grbup of fac-

n51dered to be the prlnc1pal oontrlbutor to the war o

~losses. ¥o s;ngle approach was.chosen a’ prlorl as the correct

apprOach to measuring_the"war-loSSes, on the grounds that it is

dlfflcult to envisage a unique path whlchrthe economy would ‘have

folléwed had the war conditions not ex1sted1

" Whatever the approach;adopted, the following'assumptions.

 were made;

‘a)

)

It is assumed that the adverse effectsrof théjvar will

'contlnue untll the year 1983

Since no "actual" series ex1sted for GDP between 1978
and 1983, it was necessary to estlmate GDP or 1ts rate
of:annual growth during-that perlod. This was “done b
ncorrecting” the target rates of growth of thesnew £i

'year plan 1978- 1982, uelng what may be called the ex-

'_ pected rates of plan 1mplementatlon. In no case how-

ever were we willing to aocept rates ‘of growth above



c)

L #

.Sinﬁe'higher rates would be pather hard-tijgstify.;

"It is assumed that the maximum rate of growth undetr the mno-

- wariconditions is 9%. " This is indeed a conservative estimate,

d)

since it is equal to the assumed maximum rate of growth under

X

war conditions for those years.

All calculations were made.iﬁ terms of.1970 prices and then
convefted'to 1977 prices; using the officiai estimates of price

increases during that period provided by the Ministry of Plann-

King.

X3

The correction factor used was 90% for the growth rate of the
fiprst year of the plan and 70% of the remaining years. The pla:
ned and corrected rates of growth are given below :

Year 1978 1979 1980 1981 - 1982

Planned 9.4% 12.3% 12.4% 12.5% 12.6%

Corrected = 8.46% 8.61% 8.68% 8.7%% ~ 8.82%

Note that in the preliminary report we assumed, due to

lack of data at that time, that the rate of growth of G.D.P. fo

1976 and 1977 is 5.5% which was the average of the ratés realiz
in 1970-1975. In present calculatiors the actual rates which bec
available were used (7.3% for 1976 and 8.3% for 1977). Previous
the maximum rate of gprowth assumed was . 8% which is now replaced
by 9% in view of the performance of GDP in 1978 and 1977 and th
plan targets which are affected by the recovery of some oil fie

" in Sinai, improvements under way of the Suez Canal and the new

ek

finds of-oil'and minerals.

‘The maximum rate of growth used in the preliminary report was o

. 8%. ‘The higher rate now used (9%) was chosen in order to take

account of the improvements of the Suez Canal now under way and
the discovery of new oil fields and mineral deposits. .



et us NOW descfibe the dlfferent approaches used in

the est imation of thewwaﬁ losses and present the alternatlve‘

estimates derived from tw The serles of "actual' and project-

ed GDP in war and non- war condltlons 1n terms of 1975 prlces,'to—

gether with the estlmateaf fﬁwar losses in terms of 1977 prlces

are given in Table (l).-H

’Alternative I:

It is assumad-ﬁa f7the average rate of growth achlev-.

ed . during Egypt's firsif }{(6 7%) would have contlnued

unchanged during thefpério‘w l 1974 Though this rate_ls,a

somewhat high Whenjudgad :gypt s past growth record,‘it

does not seem unreallstld =;“-t‘could be argued that this rat

may be taken as a lower athéf'than upper, 1imit for Egypt's

b

growth capabllltles. ‘:@his i3'50 because this rate was’achieved”

under no partlcularly favourable condltlons.‘ Indeed the Years of

' ked w1th major structural changes

the first five-year pla

(nationalization, land'r, rin: ;nltlatlon of centrallzed plannlng

mechanisms, etc.) whiah while.contrlbuted gignificantly to economl

he "highest average growth rate ag- "’
tually sustained for &1 1onged perlod may be taken as a lower
limit to phy51cal growt p0351b111t1es nless partlcularly

favourable condltlonS"hat no lohger ex1st prevalled T1f speci
obstacles in the past- can be removed'the actual limit for grow1
would be correspondlngly higher" © gee: Bent Hansel, Economic

Development in Egypt, e Rand Corporatlon, October 1969,p. 15,

# Bent Hansen suggests}




growth in some respects; may have had scome destabilizing effects

on the course of the economy. Moreover the second half of that
period witnesséd_the Yemen war which imposed several'stréins éﬁd
pressures on the economy. .Given time, the new system would have
been stabilized, some of the hinderances removed, and fhé e§§ﬁohy's

growth capacity enlarged.

As for the year;.:1975‘- 1983, the 6.7% rate of grﬁﬁth 
was considered t&ollowrin view of the actual performance of GDP
under the continuing war conditions and the expected rise‘in’itsf
rate of growth following‘the new oil and mineral discoveries”and
. the improvements of the Suez Canait A rafe of 9%, whiéh dbes hdf
appear too high in comparison with the rates actually gghiéyed'ip,

recent years, was therefore used for the period 1974 - 1988.

According to this approach, the war losses are estimated at

LE 29.424 billion im 1977 prices.

Alternative 2: (This is the model used in the main body of the

preliminary Report). Instead of assuming a rate of grbwth_in'non—'
war conditions; we made an attempt here to calculate the expected
rates of growth from a GDP growth equation, initially estimated as

part of a h-equation model whose object was to investigate the -
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~Table (1)
Alternative Estlmates of G.D.P. in Non-War Conditions
and the Correspondlng Estimates of the War Losses

1975 prices

Actual and Estimates of Projected GDP in non-war
‘prOJected ‘ - '
Year GDP under war . Conditions LE miiliomn!
' condltlons o
L.E. Mllllon._.Altefnative . Alternative  Alternati
- S 1 2 : 3
1966/67 . 3895.2 ' 3373.9 3285.7
1967/68 . 3622.7 3586.4 3277.2
1968/69 3865.3 3822.0 3564.6
1969/70 Blou. 4 4083.5 : 3916.5
. 1970/71 4400.7 B374.2 : 4212.6
1971/72 . w695.5 4697.9 - n550.8
1872/73 ...5010,1 5059.2 4L892.6
1974 - .53465.8 5462.9 5184.2
1975 13 E 5826.9 5914.7 _ 5838.9
1976 $935.8 635L.4 Bu21.6 6U28.7
1977 53449 6923.0 6991.8 7142.3
1978 g797,0 -  7546.% 7621.1 7785.1
1979 . 8296, s.h 8225.2 8306.9 BuB5.7
_igso pBU2.T. ' 8965.5 9054.56 : g2498.5
1981 oTuhl. 5‘1 1 6772.3 9869.5 10081.9
1982 ' -~ 8097.8 : 10651.8 10757.7 ' 10989.3
1983 . 8826.6 . 7 11610.5 11725.9 11976.3
War losses {1975 prices)
LE billion ' : 23,249 24,041 : 23.77

War losses (1977 priéeS)'

LE billion: - oo 29. 424 30,426 ©30.0¢




interactionS‘between populatlon growth and economic development¥
In this equation the rate of growth of GDP in year t (AY/Y) was
supposed to. be dependent on the rate of growth of demand for la-
ber (A.L[L)t; ‘the rate of growth of investment (A I/I) the level
of per capifa'consumption lagged 8 years (C/P) é and a dummy
variable D which takes the value 1 for the war years and 0 for
other years. The model in questlon was estlmated by 2-stage 1ea<
squares uSiﬁg'defe-for the period 1952—1971. The estimated

G.D.P. growfh:equation Was:

(BYy - 0.13034 + 0.02820 (& Ly + o.18739 (& L) +
v It — It

‘0.00355 (L) - 0.01265 D
> t-8 b

This equatlon was used to forecast the expected rates of

growth on the assumptlon of non-war conditions (D = 0), using va

lues of theiekﬁlanatory vapiables based largely on the developms

% See, I.El-Issawy, "Exploring the interactions between populat
growth and economlc development by means of a simulataneous e
tions model"™, IIth conference of statistics, Institute of Sta
tical Studaes and Research Cairo University, April 1975, Cair

The model war initially designed for an I.N.P. /FAQ. Joint re
search Pnejectf "pPopulation, Emplgoyment and Productivity in E
tian Agriea;ture"' IKP., Cairo, Dec. 197k (unpublished report




~ of those variables in the period 1960 - 66. The.expecied rates

'df‘growth rose'from around 8% in 1966767 to 9.2% in 1978 and
10.8% in 1983. The 9% ceiling was applied to the expected rate
: * .

“of.gpowth”from.1978 onwards.

This”method-gave an estimate of +the war losses of L.E.

30,426 billion in 1977 prices.

Alternative 3:

This_altefhative is based on a'calculafion of the rate of
gpP growth differential as between peace and war conditions from

a macro-economic multisectoral model, originally used for explorin

% The rates of growth previously calculated from this eguation
' in the preliminary'report tended to increase very rapidly to
the extent that a rate of 1h4% was obtained for 1983. Reexamina
tion of the pesults has shown that such behaviour of the rate
of growth was merely due to & misinterpretation of the factor
(A L]I) as the rate of investment_(I/GDP) rather thanh the rate
of increase of investment as is the case in the present calcul
tion. (AI/I) was reduced from +he incorrect 12% to! 7%, .
(A L/L) was marginally peduced from n.5% so did the rate of ir

cpease of (¢/P) from 2% to 1.5%.



.
w

the developﬁent alternatives of the Egyptian ecomncmy. The idea
is to attempt to reflect at least part of the war losses by
generating two ppojections of GDP, one on the assumption of a war
economyrand the other on the éssumption_of a4 non-war economy. The
structure postulated for the economy is Similar to theﬁone 6bserv—
ed after 1967‘in the first case and to that observed in the firét
half of the sixties in the second case. Comparison of GDP growth
in the two simulated economies will thus reveal at least part of

the impact of the war on:uthe Egyptian economy.

Among the factors taken into cr;sideration in this ex-
ercise, we may note the following: the rise in_governmeﬁf expendi-
ture as per cent of GDP from 16.8 in 1960 to 22.5% in 1967 and
5g.2 in 1974; the shift in the structure of production and invest=-
ment, with the share of industry in GDP falling from 27.1% in
1965/66 to 26.2% in 1874, that of agriculture rising from 28.4% to
33.6% and that of the services sector falling from 43.1%lto 40% be
tween those two years. Further, and of particular significande

there is the slowdown of the pace of the industrialization move-

% See: Sakr A. Sakr, Development Altermatives in Egypt in 1874/
INP memo 998 (External), INP, cairo, 1971. The model is des-
cribed more fully in appendix 4.1. :



ment initiated in the"é% which had serious effects

v.1860's

on the growth of 1ncome &g émplpyment. Moreover, account was

taken of the mountlng f g @ébi, the decline in the export

capabilities and the‘shl ‘?ig_the import bill. Clearly,
‘this leaves out the eff déclining effeciency of capital

and reduced productivi 'ir;and the serious drop in the

rate of savings.

The ﬁrojection -fbm'the model iﬁdicate'that

GDP grew at the rate o nthe simulated war economy and

7.6% in the simulatedf egﬁnomy. This suggests a ‘drop in

the rate of GDP growth _#¢éhtage points as a result of 19¢

ﬁﬁfh”differential, +he war ‘losses ar

war. On the basis of.

estimated at LE 30.0&3 “in 1977 prices.

estlmate and the one given in the
y.due to the updatlng of the hypoth
967 and 1977 and raising the maximu
,od 1978 - 1983 from 8% to 9%, and
on of the series of projected GDP, u
fferential as in the earlier

"% The difference betw
preliminary report’
tical rates of grow
rate of growth for i
the corresponding ¢o
ing the same rate of g owth dl
report. .



Summary and Conclusions

The findings of the previous sections may be summarized

as follows:

Estimates of the War Losses L.E. billion, 1977_pric¢s
Alternative 1 ' 29.424  ‘
Alternative 2 . 36.426.
Alternative 3 | | 30.093

AlLl alternatives take no account of fhe adverse.effects
of the decline in capital in the form of étructﬁral bottlenecks
and detevioration in the efficlency of capital utilization and
the productivity of labor. The three estimates turn out to bé very
close to one anotheér. But, of course, none of these estimates can
be said to veflect in a precise manner the effect to such factors
as the decline in capital efficiency and labour product1v1ty, the.
burden of the massive increase in.foreign 1ndebtendness, the dis-
tortions arising from the mounting inflation and the all too obv-

ious deterioration in public utilities.

On the basis of the foregoing discussion, we believe that
even the highest of the estimates obtained may be conservative

estimate.



V.

CONCLUDING

REMARKS
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Having presented the sectoral énd macro;economic es~-
timates of the war losses, We may TNow attempt to m"galect" an
egtimate which may be considered reésonable, and realistic.
Howeve;, it should be emphasized.that the verb "select"*ﬁay not
be entirely aﬁprbpriate in the context'of'confrcnfing thé sect§r
estimate with thecmacro estimate. This is sd.beﬁause these two
estimates are not perfect substitutes. Nor are they éomparable.
Each estimate is based on a different concept of war losses
and is arrived at on the basis of different assumptions_and‘me-
thods of computation. The sectoral estimate is bésed on a
partial conception of the war losses., With each séctor'focussir
on the losses from its own point of view, it is almost.certaiﬁ
that some losSS elementsrwill be missed out and that the impact
the losses in one sector on the performance-of‘the other sector
will not be fully taken into account. Hence, the sum of the se
toral losses is bound to fall short of the real lbsses incufred
by the economy. iIn contrast, the macro-estimate is based on &
comprehensive Giew of the national economf which recognizes the

‘linkages and interrelations among the different sectors.

Given these considerations, it was our policy right fre
the beginning to regard the sectoral estimates as mere indicat:

of order of magnitude, and possibly to use +them as a check on



macro estlmate in the llmlted sense that the sectoral estimate

sets a floor te the nacro estimates.
Therefere, we consider the macro-estimates of the_war
losses (around L.E. 30 billion) to be the more complete"“ones.

As noted previdusly,.we consider theée to be : rather conserva-
tive estimates, since the methods used in their calculatlon did
‘not take all loss- -generating elements into account either because
of data llmltatlons, or because of the mult1pllc1ty of letted
factors, each of Wthh is too small but all together they may add
up to something 51gn1f1Cdnt, or because of difficulties of gquanti-
fication. TFor ihstance, such factors as the rapid increase in for-
eign indebfedness, broblems of liquidity anﬁ inflation, the deterio
tion in the.quality of public services, etc, are not properly con -
sidered. Another important factor is the impact of the war on the
system of planning ang management of the economy. Comprehensive
‘long and medium term national planhing'was abandoned, and replaced
by partial, annual plans in view of the uncertainties whlch the

war 51tuatlon created and the supremacy of natlonal securlty in de-

'c1d1ng expenditure and investment priofities The detrlmental

effects of this factor on efficiency are self- evident,.



Our macro estimates may also be regarded as underp-
estimates for another reason. In calculating the 1osses;
We expressed everything in terms of 1977 prices, using
official price indices. Such procedure is bound to cause
underestimation for two reasons. On the one hand, official
price indices are_well.known to underestimate the rate of
price increase becaﬁse some goods and services are heavily
subsidized whereas others arve subject to official pricing,
Thus, using official price indices does not reveal the real
cost or vélue of the goods and services concerned. On fhe other
hand, losses which are expected to materialigze after 1977
dre also expressed in terms of the 197f.price level, and hence

their real magnitude is uhdervalued.



