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Foreword
e esarquey .

This study was prepared in.response'to an invitation to the
first Conference of Egyptian Econoumists which took place on.March
25 11976, My choice of the subject was decided by two main consie
&erations, The first‘wﬁs m& previous research in long term develop=-
ment and ths contribution of foreign résources; especially fofeign
loans to the process of growth. The second was my feeling that the
role of foreign capital seemed to be axaggerated to the axtent that it
-may lead to relaxation of other conditions of growth, normally given
more weight when foreign rescurces do not seem forthcoming_in‘sizable

amounts,

When I undertook the study I did have some expectations that
£he outcome would not be quite roseg,' However, I did not expect it,
either, to_be that gloomy, The results were presentedlto the cone
férence in time in summary formf Owing to the nature of the study, I
have prefered te give fu11 details of the models used and the numerical
calculations for furiher refsrence. The summary.in Arabic is attached

to this Memo,

At the time this was prepared, L was in bthe service of the
United Nations as a feam Leader of a Project assisting the Council of
Arab Economic Unity. Needless to say that the opinions expressed here
‘afe strictly my own, and do not necegsarily reflect the views of
eitherrqrganizafion, Further they need not represent the views

of the Egyptian Government, whom 4 .came to serve at the
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_time th§ conferance was held, 'This sciéentific study is meant
as a contribution dealing with onelimportant aspect of foreign
.capitali and doés not claim to give'a comprehensive accounto. -

It is hoped that it will help in initiating further investigation

of the subject.

MeMeo ElwImam,PhaD;

March 19?6_



" Is THE _PROBLEM:

In a previous series of Memos.(.) I had indicated that foraign
loans need not be considered as a purely p051t1ve ¢lement in fulfille
..ing ﬁopés usually attached to' them as a stimulant to long-tera deﬁew
lopment. In fact it.was proved that according to conditions famjie
iiér to developing countries and normally prevailing in world capital
.'markets (which even became worse since then), the marginal short-term
benefits ‘of foreign loans, may turn into -absolute losses over the

ionger run.

There had heen a lot of dlscusslon lately as regards the role

of foreign capital in supplemeniing domestic resources for financing
substantial developmental efforts. It seems that a number of issues
‘are being confused togethér. The scarciﬁy of domestiif savings and of
foreign exchange is one knpwn argument. Another is the so=called |
transfer of technology, which is considered to be facilitated if
téchnology—baaring_papital-is imported. Together with the produgwion
techndlogy there is also improvement of management and productivity.

S$i11 a third argument is that of markei{ extension., It rests on the

(!) M M. Bl=Imam: Foreign Loans and Economlc Development; Memo. 779

‘ (‘Q‘ Partf.;) IaNo P-g 196?e See also M.Me El“Imﬂm Contribu=
tion of Foreign Loans to the Process of Long = Term Develop=
ment The Vienna Institute of Development, 1968: Confronta=
tion; The First Development Decade, a Preview, The Second
Development Decade, a Prev1ew.



aésumption that gregterkchances of iﬁvading new foreign markets may be
secured‘through foreign parbners whose exporting machinery and world -
reputation are'already established, If there is clear need to divérsify
markets and tp‘enter new exporting fields, this fﬁctor éhould receive

some attention.

- If the limited burden of debis (confined to interest charges) were
that unfavourable, we are justified in questianing the impact 6£ foreipgn
capital whigh‘expects profits over and above interest yields, On the
. obher hand, if we follow the IsBeR, De approach, we may congider a cycle
similar to the debt cycle, and invesﬁigate under which conditions it may
be expected to explodes In olher words, what are the boundaries of

reliance on foreign capital,

Brezil is often quoted as an example of a countrj which has given
foreign capital all temptations to assist in its dévelopment:- It has _
the advantage of being a large cauntry with abundant natural resourcesg
It Baé turned out that‘the flow of capital is under one billion dollars
per annum . Moreover, about half thai amount is merely plomghing back
of profits generated within.fhe country. This draws our attention to
the:effects of income accruing to foreign capi#alen domestic inéome

distribution and on the command on exﬁortable surplusés?



11; THE APEROACH%

‘A full treatment of the role of foreign'capital in economic devew
lopment deserves a more exhaﬁstive study thanlihat we claim to present
héro, Our approach is to develop‘a series of models which simulate

movements over time under alternative patterns of capital inflow.

The first model starts by giving the economic'accounts of a country
at a base years It is assumed that those accoﬁnts reflect as mnch as |
possible present structure of Egypt with one najor difference. This is
the assumption that'governﬁenﬁ cansumbtion is aqual to government current
'income less iﬁvestment_of the public administration sectage On the
other hand totél investment is put equal to savings so that imports could
be put equal to exporis. This involved a contraction of all macro varie

ablaes to ensure this hypothefical equilibrium,

Inla sécond round of the baéq year, allowance‘was made to additionai
economic activity to bring aboﬁt a desirable increage in the rate of
investmenﬁ, This helps to_esﬁimate the iniﬁial investment ﬁultipliers,
and the correspondipg foreign trade gap, which nay be taken as. an initial

inflow of foreign capital,

. With the help of a 9 = sectors input-oﬁtput table and sectoral growth

rotes, investment nesds and derived incomes and demand, Lhe movement
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ever time is estimated. So long as there is a foreign deficit, it is’
added té previous capital flow. Surpluses are assumed to represent

an antflow which pays out income due to foreigners and later an as

' repayment of outstanding capitale The year 25 was then used to esti=
mate the parameters of a macro model which represents average changes

‘ever time as calculated above,

This model was then used in a limited number of simulations to
indicate the outcome under certain alternative assumptions. Another
model was estimated under the assumption‘of'a zero foreign trade gap

sterting from the low base = year equilibrated values, Comparigon of

results hélps to throw same light on some -aspects of the problem

stanted above,

- IIls TOTAL EFFECTS OF INVESTMENI'3

1, Initial Interflow:

Let us as#ume_an'economy_plannéd to be in a staté of
balance at‘a low rate of investments Table. (1) represents the inw
terfloﬁ table of the ecbnomy in the bésa.yeér. with value adﬁed in
the business sector = &£ 1000 millions (at fadtor cost)s Nine pro=

duction sectors are distinguished:
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sector 1 Agriculture -
Sggto&'as Eitract;ve industries (iholﬁding'crﬁdeloil)?
Sector 5: Agricultural industiies; iﬁe., manufacturing industries
réiyiﬁg mainly on agricultural materials; inaluding fobd,
 _dr1nks; tébaeco, spining & weaiag, ciothes, fobtwear,
wood, papér and productse
Sector 43 Noﬁpﬂgricﬁi%ural industries; including other manufaciuring

industries; chémical,_ﬁineral,}metallic and engineering,

Sector 33 Ensrgy, including petroleum industries and electriéityé-

Sector 63 Construction,

‘Sector 7s Transportation, communicstions énd storage,

Sector 8: Trade and Finance.
Sectbr 9: Services, including.housing.and other services pf the

private sector,

Imports by origin and'dastihation are indiéated,: Incomes are disbrie
huﬁed among wage incomes;_private nohnwage and gublic'non-wégeg
Indirecﬁ taxes on Qfoduction are indicated, leading to éectoral value
added and production at markét price, Final demana‘is‘broken down by
type of demand and structure from domaétic and foreign sources,. Import
dhﬁies are given Separately. fo arrive at‘valuES'Qpiefp, after allowing

for trade marginse This helps to give the initial base year macro -

_variablese



| The initial 31tuation leaves sone unutllized capacitisg in the
'domestic economy. It is assumed that exports. only have reached

thelr full capacxt& utilization., Further 1nvestment and the re=
lated final demand (through multiplier effects) would laad to the

- expansion of domestlc production, as well as importsa Three adjust—
ments are required at this stage. The first is i¢ adaust the 1nvest-
1ment column itselfy At a low invastment rate and under limltatlons
on 1mportat10n, tha structure of investments dlffers from that re-
lated to a hxghar rate with a diffarent sectoral structure, 'To_ad-_.

just for thzs_elemant the following steps were taken:

le The technlcal matrlx was calculated from table (1)w and the
inversae obtalned.

2= Direct and inlrect effects of initial investment could thus
~ be estimated, and daducted from the initial interflow.

3=~ Sectoral cap;tal/output ratios were obtainad through anae
‘lysis of recent data and current plan estimates, These were
found to be

Agriculture 3.3 | Transportation 7.1
Eztractive. 3.6 Trade , R 0
Agro Industry 4,2 - Housing 16.8
Othef,Industry 4.6 - Prlvate Services 0.6
Energy - 52 . ' Public Adm;nlstration 0.7

Censtruction . 0.7 - Public Services 6.5
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4¥g The structures of investment in these_sectors wers obtained from

analysis of recent plans estimates,

‘5. Given sectoral growth rates, estimates of sectoral investments

~ were obtained through multiplication by the capital/output ratios,

- 6, Multiplying thesge investments into corresponding investment struce

: tures, we obtained overall investment structure,
7; _Uslng this adjusted structure the interflow matrix was reconstructn _
ed, assuning that ths inltial investment (1&8 8) follows the

 adjusted structure.

Appendix'(II) summarizes the main steps. Table (II,1) gives
direet and indirect effects of the original investment; whlle (II=2)
gzves the same under adjusted structure, with the total standardized to
100030: C&djusting it to ]28ﬁ8, we add the result and subtract the data
in Table (1I.1) to obtain the adjusted interflow table, and the corree

spondifng macro = variables,

.fhe secopd adjustment is o expand investment within the limits
parmitfed by unutilized capacities of éll domestic sectors. Let us
assume that an additional & 70,0 me can be thus added to original in=
veStﬁent. We can‘apply the original technical doefficients: hence the

original inverse giving:total direct and direct effects,

The third adjustment is to add another expansion of investment,

within limits of capacities of internal sectors, agsuming that commodity



sectors have reached their capacity limits. This is represented by
relying more on imports both for final and intermediate demands
ganerated by another £ 30‘,0 M. investmentss The effects of such

changes are shown in Table (IL.6),

‘-Besides‘the allowance for indirect effects, we have to take ace
count also of multiplier effectss As may be seen from Tablas of
Appendix (II), the total'(direct and indirect) effects can be analyzed
to give indirect taxes Ti and the raties by which the rasulting value- |
added are subdivided among the factor shares, Using equations (22) =
(27)_of the Model given in part(IV)lwe can obtain the breakdown of
disposabla innnmé. into G and H.'as.functions of the given I and the

unknown.J, Cg and Ch9 But public cuﬁsumption follows an equétion of

“the form (28)

Cg = 03943;, G

- and household consumptions

C, = 0,964 H + 15,344

‘Change in stocks is

With X #_O'and.M (imporis) caiculated_as functionsibf the demand varie

ables, we obtain Y, Hence we have a sufficient nﬁﬁber 6f equ&tions to

calculate derived final demand Cg, Ch and J corresponding to the given

‘I in each round.
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Table (2) given the solutiong for these values in the adgust-
ment and two round processes. ‘Table (3) gives the list of adjusted

base = yeaxr macro = varlables, Symbols are explained. in Annex I.

3« ZIhe Investment Multiplier

The data given in Table {2) enable us to estimate the in%éstment
nultiplier on the assumption of_awailability of certain unutilized
domestic capacities. Tﬁus, apart from induced increase in stocks,'no
dther induced investment is alibweda On the other hand, both household

and publlc consumption do 1ncrease, brlnginb & new set of equilibrum valuas

Autonamous Investment = 70,0
Increase in stocks = 2.4
Houéehold consumption =102.0
Public Consumption = &4,3
«» Total increase in Domestic Demand ='2]ﬁ§7

Thus the initial demand multiplier is _218,7 _ 3,12

Payrt of demand is met by imports = 49.3
While the rest is an increase in G¢D.P = 169.4

The import leakage reduces the value of the multiplier to.-
3%%4&-= 2942; which is the income multipliér, In the second round o£r ‘u-

investment the multiplier values are reduced as a result of the higher
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~ propensity to importﬁ' The increase in domestic demand is:

3040 + 0s5 + 1948 + Buk = 6347

w1th a demand invesiment multapller = 63,7 = 2,12,
30 S

The increase in GeDsPe gives an income investment multiplier of 376 = 1.22

30

. The impact on imports is evident, In the initial state, the import

(coiefs) component of investment was 31,3 = 0,243, This ratio was
T ’ . 128.8 B :

preserved in the first (70 m.) rounde

But the increased domestic production and demand have led %o extra

(flnal and 1ntermed1ate) imporis raising the ratio to 42 3 ..0.704; In

<the second round it was assumad that owing to llmltatlon on domestic.

capac;tles, more direct 1nvestment goods are 1mported 922 = 0,307,

Total 1mports are still higher: 26.1 = 04870,
.30

This means that? in spite of:expan51on of domestic outpuﬁ, sone 7534%'of
the incréase‘in investment ig eﬁentually to be met through importse This
fact though familiar to economlsts, is often neglected by techn1c1ans

who cannot see the process of trans;tlon from the micro o progect - level
to the macnna-natlonal level. At best they allow for imports of construce—
tion material§ in the direct effect stage, Both indirect and multipliér

effects are neglected,



To sum up, the additional investment has led to the following

needs for imporis:

Direct need of investment goods s 26.2%
Direct need of construction sector = 6+ 7%
Other indirect and multiplier needs - = 42,5%

Total import requirements = 75,49

Total imporfs are thus about three times as much as the origine
al dirett needs. Since exports were held constant, the increased
imports lead to an equivalent deficitf We assume that all deficit

is financed through accoﬁodation of foreign capital. In otier words,

an inflow of_ﬁ 80. 3m. in the shape of foreigm capital is invited to
finance a part of the 250.9 investménts._ Domestic savings have in-
éreaséd‘from 14840 to 170.6 to finance the rest, Since the initial
values did not ihvolve any preceding indebtedness, we can stari our .
calculations with the 80.3 as the initial capital inflow. Other im-
port needs are met by export proceads,
IV, THE MODEL:

1o The GeD.Ps

Grose domestic product at market prices and factor costs are
 given by :
Y=Yf+Ti (1)
Y.= U + ¥ (2)



' Wherez

. Yf. =1+ r) ¥, , - 3)
- 1 ‘
ottt % 1 | e
. =W G A .
~and Wg g o C4)

which gives imputs in public consumpiion as:
B - l-'.": c
g = (L=vg Cp (3)
Indirect taxes are the sun of taxes on domestic production and an

imporis:

Tiz‘l‘p-i-ffm o (&)

If we agsume given rates per secior, we may express
, 9 :
T = D, %, P
lP j=1 33

Thig has been adoptéd in the first version of computations. It could

be later approximated by

T =% U+ %
p = ¥ 0o | )

where t‘o is a factor, representing the change in output structure over

' timeo Import duties were initially obtained as rates per group of out-

put for each type of use:



Table (&) Import duties per type of use for output groups

Intérmediate Public Household :
' Investment

Imports of _ , _

. Consumption Consumption Consumption
Agricultural .0}6284 | | — 0e2778 | 0,2000
Extractive  0,1068 e — -
Agro = Indus, 0,2576 042632 02212 0+2500
Nom w pgro  0,1975 0,196k 02609 0.2182
Energy 03421 0359 094000 _ —

These rates are calculated from plan estimates ag raties to values at
market price. The high rate for intermediate agriculatural goods
reflects the duties on tobaccoe The results of first version comput ae

tions could then be approximated by

T,=t, 04+ tg cg i ' (8)

T,Eb, Cpe b (9)

Ty =t I AL ' (10)
giving 2 .

Tm = Tr + Tc + Tv ‘ | (11)

These 11 equations explain 1l out of the twelve varialbes involved

(for Cg s See equation 28),




2. Distribution of GeDeP.

-

Wage incomes are estimated from the output structure. Thus,

wages in the business sector ares
g

ﬁa‘ w, P,
wh T =l 4
This was later approximated by

Wb =¥, U+ L : (12)

Given wages in public consumption, the total wage ~ bill is:

- (
W wa wg | (13)

It follows that non ~ wage income in the business sector ist

V=_U Wb-(l wb)U W,

This is distﬁibuted, in each sector, among private, public and busie
‘ness (retained profits) sectdrsf If foreign = owned capital is Ke'
then we have also to account for its shares

3 af‘Ke_l D In thé ahsence of policy directives as regards the redigw-
‘tribution of econonic activity, we assumed that non = wage income is
first distributed among domestic sectors in the same proportions. Out
of each share, one £hird of income due to foreign c¢apital is then

- deducteds

Vg = vg U = a, Ke-l + vgo | : (15)
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Yp = Vp U =ae Koy + vy, (26)

b
p =V o V=V =38k (17)

v

.? Vb:Cluwb,wvgnvh>Uma. Keﬂ1+vb0

and v, = = o= (mb + Too vho)

Hence nonwage incones aceruing to nationals g foreigners ares

vn 2V = V, = Vg + vh + Vb (183

V@ = 33° Ke-l (193

This means that domestic distributed shares are allocated ameng ithe
government and household sectors as follews:

i
g
h

i

Ti + vg | (20}

Wy

i

n (21)

It is cleay that:
Yg o+ Yh + Vb + Vé = vg + Vh + Vb‘+ Ve + W+ Ti
=V + wb + Wg + Ti = U+ wg + Ti =Y

3« Redistribution of GeDoPs

As a result of fiscal policy (direct taxes, net) income is
redistributed among the given seciors. We assume thet Ve represenls
the share of the external sactor, net of t&ies. Therefore we account
for taxes thereomn within the corresponding income shares. Thus:

Th = th (Vh + ag Keml) | (2‘2)



Total direct taxes are:
a d)
Ty =T+ Ty (24%)
leading to governuent disposable income.
G = Yg + Td = Ti f Td,+ Vg _. (25)
" On the other hand, personal disposable income is
H=Y =10, | . - (26)
Undistributed income after tax, respresents business gross savings:
Sy =V =Ty : (27)

It is assumed thaet current transfers among nonsgovermment seciors

even out to sero., Thus:

"G+ H+ S f Ve = Yg + T. 4+ Y T .+ YV, w T

a* tn~ 'y +

b b

b
= ¥g+Yh+Vb+ve=Y

Thus, ﬁe have the redistribution of GoDoPe

4, Disposal of Incomes
It was mentioned before that public consumption could be
represented as a function of government disposable income?
C.o=¢ G+ ¢ : 28t
g g B8O ¢ )

" However, it would be assumed that Cg would grow at a rate g3

c o=+ e Coy | | (28)

-
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This rate is equal to 6% ﬁhenever r > 7%
and .06 r - for value§ of r < 7% This ensures that public
consu&SZion Wwill grow ats lower pate than GeDePo, with a ceiling
6%.00 the other hand, household consumption follows thevlinear COLtmw
sumption function |

k™ 'n o

Thus final consumption iss

Ch=CeHrec (29)

C=c o+cy o - (30)
We can then calculate savingss
E G 1
sg G cg (1)
5y, = H -.Ch = ( l-ch ) H - c, (32)

National savings apre: -
S, = 8y, #8545, | _ (33)
If we add to thege incomes_accruing to fdreign capital (considered

to be all of it saved) we obtain domestic savings,

Se = Ve : (34)
S=8 +5, (35)
Hence:
C+ 3 ; C =+ Ch + Sg + sh f Sb + Ve

g

=G+ H+ Sy + Ve = ¥
If we define G.N,P, as;

Yn =Y (36)

=V



L]
H]

yn-:_‘fri:sr-ve‘_ | (37)
¥m=C +Sn

Savings are used to finance invesiments. Change in stocks is deter=

mined as a yratioc of G,D9P?

J=3j.¥ | - (38)
Fized invesiment is determined in either of two ways: _

I= (e d) I - (39)
Alternafively:

I=5md (399)

Which assumes 2 zero savings = investment gap.

5. The Rest of the Worlds

During the first version of computations, the values of im=
ports (hence import duties) were colculated by means of technical and
demand coefficients related to sectors. The results were later approxi-

matedlby equations sinilar to (8) « (10):

M =zn U+

. mP mg Cg L _ (40)_
Mc =m Cp+m : , (41)
M o=m I+m (42)

Besides these commodity imports, there are imports of services, which

form a2 part of both consumptidn and production needs:
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| Ms =-msp U4 msg Cg + msc Gh,f mso . - _ , (43)”
Hence total imports ares _ '
oM o+ Hoa N M I C4ds)
U51ng demand equatlons and dd;usted technlcal coefficients given 1n'

Tables(S) and (6) exports could be obtained as residuals (exportable,l

surpluses). These can be grouped intos

L]
H

Exports of agricultural goods

bt
i

: Expdrts of industrial goods

b
]

- Exports of serviges.
adding up to

X:X +X +X

These relations 1nd1cated in the fipst version calculations that the o
‘agrlcultural sector will soon run into deficite This puts a limit to: J
the growth of agro = industries unless heavy imports are envisaged,
On the other hand, the sectoral -export surpluses help to determine
fﬁrther sectoral growth rates (especlally in servmoes). However, for
. our model, we need only total exports.  We flrst eguate the forelgn
trade gap to the savings - investment gaps

F=S--I-f-J - ' ‘ . (45‘).,

XM+ F | S ey
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If F = 0, ve obtain (36') and X = M,
The totél stock of foreign capital is given by

K, =K _;+V,~F | __ N G

1
Keo-= - Eo ‘ ' : ' (45)

'In other words, the base year stock is equal to that years flow as

éivenrby the correspopding dgficit. For any othar §ear; the‘last:yearsn

 s£dck is increaséd‘by the incame accruing'to it (ﬁe =3 a. Ke_l)rand‘;“r

by the current -deficit (or'reduéed by a surplﬁs), In other words |

the incone genarated is either repatriated and an equivalent amount

imported (no costs invelved) or it is reinvested totally,

6. Summarﬂ%
- The modelhjust decribed aims at simulating loﬁgrtefm-dévelopmeﬁﬁéf- - .

in the economy as & result of an attempt to invite foreign cépital to
assist in achieving national objectives. Four main aspects are consie ‘ £
dereds - | ,'  “f {" N

(a) Factor shares

R AT
{b). Income distribution

Y":Yh"'yg"_'_vb*ve
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and largar dependence on fareign capital, The need to |

invest and export more would, however, 1eave narrower .

j:margins for final consumption.

llur The impact may be milder if the capltal/output ratio

is smaller. But it is bacause of the need to go into.

 more capital intensive (technologically advanced)

12w

activzties that thera will ‘e more readiness to invite

foreign capital. The odds are that'the capltal/out put

' ratio would rise and the situation becomes less favou

rah’l@ ®

If the rate of return on forelgn capital drops substann

 '.tia11y, many of the above drawbacks ‘may become less:

.f‘pranouncedm This is in conformity w1th the findings of

iour previous study of foreign loans. But it is doubbte

'fui that what could ba cmidered admissible from the

. national point of viaw may attract foraign capital at

all.‘ If the argument 1s that this is the only way of

t'transfering t@chnology and having access to world
_"_marmsg ﬁhore anwum ho acarsful cost-benaﬁt analye

ﬁuis to justify going to such fhntastic limits of inn_

';dobtadness.'ff



 ;Un1ess conpotitiveness in world markets is ensurod, this
inay lead to either desertion of foreign capital and
ldraining of oxport earnings. or to quich ploughing |
K_back of !oroignars 1ncomos and a rapid command on

h::&@lastic incomeo R

_ §¢? ;The fato of 1nxestment becomes excessively high.in ‘
oy elation to national income, This is not due to the
'3contribution of foreign capital; it is in fact a

 resu1t of its existence and tha need to invest in “

'export'sectors in order 1o meel its committments N |

8—*‘ The high@r the 1ncome aceruing to fbreigners the
‘1 smaller is incoma going to nationals, Household

N consumption may_be adversely affecteds

:'9 However9 when comparlng tle hehaviour of the economy

;with and without foreign capital. it may be found
':}gthat the net gain, 1f any, is in the p0s51b111ty to ;._

attain higher levels of consunption in earlier per— H

7"1ods. Rowever, national income. and eventually con=,

,sumption could rise much faster in the self—relianco

"Gaﬂﬁs '

4

10w A.faster:target*rate‘ofrgrowth would lead to faster



"'. 5? "' .

'1¢oa1culations show that even at moderate rates of admin .

.‘ssion of foreign capital. this may not be. the case. S

The political as well as economic oonsequenoes would |

e;be quite serious.'r'

_ ﬁﬁx,The share of roreigners in nonwago incomas would gra—

'*-dually inoroase._ This would turn the bulk of the

:-Z”sooiety into wage-earners in the service of forelgn  .

oepitalq .

HaaIt was assumed that foreign investors will not add to

"othe problenﬂ of the rooeiplent economy by directing a

-‘psrt of their incomo to consumption within tho economy.
oIf this happens, and if thozr oonsumption,pattern.is S
dirsoted towards luxur:lons gpods,‘ this may have nega—

:tﬁwo effects on. ths balance of payments.thus reduoing

 the. ahility to pay then off.

In an economy with 1imited resource hase. the case forV?

| -"Efﬂwaign co.p:l.tal rests oh. the argumant 01‘_ co:nbinins 1*

' with the surplus (cheap) labour.' The proPensity to

1mpor¢ would be high, which forces exports up to pay

fow 1mports and for ths cumulated foreign investmsnts.
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.;_.-.1“ 50 long aa the rnto of return expected by foreigners--
exo@sﬁa tho national rato of discount thero will be

a m‘k outflow of capital measured at prosont values,

If tha maximum rato of surplus (F/Y) doos not exceed‘

::‘-itho shu'o of G.D.P. going to foreign capital. thoro

| _"-_'w:lll ho no way out ot 1ndabtedness. Thus .‘..:t that |

uximum :ls -

e X -

?-u"s L

_'and 11’ tha yiold on foraign capital is A, then.

:f"‘f'which mom:

._1/Y <; _Koa:ngf:

A ”a

’ ':whem X m x/h _ For valuos of x <x. th:l.s condition may

“be. rolaxed providod this does not violate the ultimato .;f

:”siauataana ;-n*"
Howsvor, it should be also observed that af. :l.ntermodiate
"'E"-poim‘&s. the ratio of foraign capital to domestic capital
shouzd roma:ln below 50% of thosa act:l.vities wh:l.ch attract_'-‘

fomign cap:l.tal (mainlyr modern :I.ndustrial sectors). Our '
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_offecte. and to indicete that even if such cepacities did
_fexiet. the bulk of additional investments had to be financed

fpfrom abroad. 5

The Model used assumed that national savings would rise'

dsubstantially, mainly as a result of increased government
:savings, and through neglecting the income distribution effect
liin favour of wage incomes against national nonwages. Further, :
;fit allowed the propensity to import 10 remain above unity.
”;While it may be argued that ‘this should be curbed through
_3import suhstitution policies. the detailed first verSion model,
:Sobserving the limits of growth of the majore sectors, has in—
‘ndicated that our estimates were in fact on the lower 51de.
hThis results from the limitations on the rate of growth of :-

“egricultural production, and the peucity of mineral resources._

in uny case, exports were estimated as exportable surpluses,

dnd any reduction in importation would have been reflected on
oxports to the same extent. Still the resulting exports could o
_’hene risen substantially, learing eventually a sizable Surplus,f

ﬁ,En any case the admission of high growth rates of exports is'“'

teken fcr granted as another element favourizing the invitation:

(14 foneign oapital.

'T:A:..nﬁumber_]of‘ mnngs’_‘m- worth consideration:



| The rlse in public consumptton leaves a smallar share for the
;mutpu& of the businoss sactor, since G.D.P. is the same in both
_,=-'<3ln_s_a_s,_. -_‘._‘;ﬁ.‘h.e main d.lfforencs lies in the fact _that kh‘ goes .on
Efiﬁcﬁ@asimgﬁp to yedr 30, 'instadd of vanlshiné as happenéd'ih
1f1 ds 3a Thls laads to tne perslstent rise in the shdre of. income
'waccruing to Eoralgpcapitalists. Again the share of national |
}Jnonwaga income continues to fall. Tha rapid rise in publlc'00n~.

.;sumption 1eads to a decl1ne in the ratio of household to total
;gconsnmption. Howevar, total consunption follows wore or less the
';¢same p@ttern when' cOmpared t0 GuDePo But it does not dr0p us B
ijmuch when related to G.N.P. Tha larger share of consumption -
t:laads to a slightly smaller propensity to 1mport. hence export

rat iﬁ -

"'7:;x11 g Y AND comcwsxons:

f Tha purpese of tha present ‘study was to investigate the
nzmuacﬁ ufﬁnreign capltdl on the dn#elOpment of an economy thh

:na initinl Aow capac;ty to grow. The deficit assumed to be :
chVerad by external resources enabled the fixed capital formation:
'to n@arly doubla in’ the base year.' Through assuming underutili— 5;l”

fgagign @P capacitios uo were abla to inwestigata the multiplier e
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| fiand nonwag@ 1neomo.‘ Novarthslss this. could be oniy achieved.
;_%hrough %axing th@ eapnhihﬂties of the economy. and observ- |
‘5iug ne Iimi@s to the admission of foraign capital. It such'
-.E.El:lmits wex»a observed, and the consumption. funotion nd;}usted o

ns nbova, the. contributimn would be much lass. and the growth 

_potentials moxe limiteda-

H g;x-m rmma vmnsmn monm. IITs

. &h@ eommon femture of the previous models is-the.high,
.pruyansity to saye (0039) of the gmvarnment sector._ This :
;;has baen. dua tﬁ the 1imit (6%) plt ta the growth public con—f
1lsumptien, whila the income of gavernment want up staadily. __”
:egpaeially 28 @ result of the groving rates of indirect taxes.}
.K% uﬁui& w@ ﬁwrs realistic to allow public expenditure to rise‘
Tﬁorﬁ rapiﬂiy thh publis ravanueol we introduca therefore a
'*consumption funotion for the government sector, in the form ofié
'aqmiu s (28 mh r.:g p 99?583. | ‘Ehiss still 1ea.ves 2 high pro-n

_penw&%g o smve,bnt 1% is much lower than what was assumed in f

_;preoedin? mw&alsa'” i

ﬁa@@i EII 18 similar to model I-j, except for this amend-
m@ﬁﬁg ?m@ r@aults are representad in Table (14) which can: be

ﬁmﬁaﬁ@& ﬁa@h Table (11).



TR ..__'l-‘lll::l,.e f(llf).lﬁj.g_ Results of Model II _'




'fsec@nd was to adjust ths constant terms of the equatlons 50
fas to 1ot th@m fit the low basa year. Model II is given 1nf 

'Annex V‘,i T~¥;iﬂﬁi

. :'T&ble (13) nhows that consumption fells steadily, as _i;u
}preportion of GsD.P. This is due to the steady rise in tb;;;_ 
frate of investmant from tha lon base year level of 9.5% to. 3;“
| level exceeding that required by the growth rate of Model;;
xwl. In Fact tha selatmve volume of investment more than

' f';doub;ws when compawed to Mo&el I-1. As a result, the. value
_addsd in businesa which regains its relative situatian whenffi

icampared at tha @umestic concept (8?.5%) stands h' her at e

To sum upg it”w oks'as 1f the main’ impact Of.forezgn cap; .if
Tumi 15 qb allaw xinal cansumption (especially thax of households)?w“

fﬁg gruw faaaﬁra This may be even strengthened if our consumption  M

_funmtian a&?@w&d far different propensities Withmfespect to wageif



af axtarnal halance. This laaves underutilizad capacities,;

'. _ r__the follo\dng

and they are to be gradually abserbed

fﬁ@hﬂiﬁiﬂﬂz '

‘and utilize the lnvestuent funct lon (3d) rather’than’ (39) + The



.?-70ne olear outcome is that K reaohes an absolute maximum in

‘_ pyoar 19 and Vanishes 10 years later, to leavo tho country

" with a net surplus in yoar 30. Imports are a little bit 7
,"higher as a result of the effects of the relat1ve1y higher '

Qipzhousehold consumption._ But exports riee at a slower rata ‘

) ?jloayins a larger deficit up to year 1 then a smaller o

: plus up to the ond of the porlod. The total deficit is 1292.5 ?fl
,f{and it is repaid by a total ‘surplus of 4959 7. about four timesﬁ.f

as much. But if we assume a rato of discount of ?.5%, we. flnd 72;

that both flows havo a present value of 886.5. which means that!fn:_

the natlonal aconomy is indifferent with respect t6 the overall.ftf

'not flow: It has to be shown that other aspects of the economy.f.

do give extra benefits to Justify getting 1nto debt . -

A HE 'I'HI-RD masion; 'nonet II

Suppose now that it was dBClded to let the . economy grow. '
'using its own means, F TP observing a zero foreign balance. |
 We hawo first to adjust the initial period accordingly, and at ff
tho semo uime. ousure utillzation of avallable productive capa-i
. citiesa We shall make the stringent assumptlon that the base |

‘-ﬂyear would remain at the 1ow level obtained before for the case7t
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'-‘.It may be obviaus that lince th. paﬁtsrn of invutmont md |
'the capital/output ra&io aro not arfectad, then tha othar
| basic aot af variahlou uould he thé same; Thc only variabla

:arfectod by such n change is K . Accordingly a11 othor vnrinnf

fatad for affecta}ofﬁinco-o distrihutinn an nntionnl sharest
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that the atio of V /U drops moro mildly and regains its .
imitial 1ove1 by the ond of the period. on the other hand .

the pres&ure to’ raise exports is much less, althoush inports

'would -ove &long the samo llnes as. in Model I-l._ However.r7

%otal consumptiOn, 1n spito of its maintaining a higher

share of G.D.P.. fhlls to similar proport;ons with respect ‘;‘
o G.N.P.. the . lattax approaching the former and oxceed;ng ‘
1t by the eqd of the period. The rate of investment is

nnturally lowor, owing to the smallex capltalloutpnt ratio.-

But if the 1nv1tation of foraibn capital is moti ated by the

desire to enter more technologioally advanced activztles, itl

is doubt ful that furthor improvemenhs could be- achieved through

| resorting to atructuros working at low capitalloutput ratlos.

I SE SECOD VERSION{ HODEL.‘_I—A';' ._

Another basic parameter in our Model is the rate of

return (Ba) on foreigh capital. It may be claimed that a 15%

rate is on t%@ higher side, and foreign capibal could be tempt- -

oc to erwer &b much lowér raxes. Let us for the sake .of orgument

:asﬁumﬁ that &% did acoept & rate as low as 7.5%. or half that

zssumod iﬁ pﬁ@wious oaloulations. This_leada to another set of




”. In. this. oaso. tho noodod inflow is only 731.4.- In year

U 10, a surplus could ho roalinod, and by year 29 a totnl 9150.2 '

}_'cou1a pay 1t back. or 12,5 tines the total daficit. By year N _ .
.3_ 9 the furoign ~owned capital exceeds double thc total deficit -
(amonnting to 1637.}) as a reault of plonghins back profits. :

“ :On the othor hand 1r we compare present values at btse year.

B _the iotal exported surplus. 2041.3 is three and half times the

.imported deficit, 580.2, 1: ‘both are discounted at 7%. .

In ysars 29 and 30, K becamas nagativo. This maans a

| cumulatinn of oapital by nationalq ebroad leading to 1ncome

':‘from abroad (V negative). In fact K and bance V are. net

 :"ff"cou1d be maincaimed at equally high lavels, the uifference )

f'flowsg in tha sense that at any point of time after year 20.

'1_ whan K raaches the maximum laval of 3329.0. fbreign capital

being mada good by nationals exporting " part of the surplus o

| i tna.ahaps of investments abroad, In- fact this could be -
&one at earlier years. but it would have 1mplied higher levels -
-ef fareign capital._ It 15 assumed. for the sake of simplicity,
'jth«t b@tn %ypes of invescments yield the same rate of reveune, -

- Hﬁmely zﬁ’,;ﬁj;[h;;; .

'fff@bmﬁﬁmiﬁé%phe f§§Q1té ﬁith¢th6sé‘bf;quelIi;i;_wé5ObSeiie.;-'
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| Table (11) Main Results of Model I3

 Basie. Vai-iabxeg | S e s e
. Yf 135309 179702 2515-8 -352903;:::_' 495009 _.1_1694504' 973707 o

o ,, 1144,3 1513.3- 213?.5"_"_"_.3022.3'__’. ._4*_-?71‘.'7;7.:5 '_5035.4;”"':'3521.3ff-'f'

R 'z"?é?ia? i
K 0.6 16373 2555133069
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Thn behaviour of foreign capitol tlou !bllowa the sane pattern,
'2ithongh in nore pronounoedterme.. Over the first 1# yoars a total
:tldeftcit ofﬁj&?@S has to bo imported; over the remaining 12 years a ?a
.total surplue of 21416.0 otill leavea a net 1ndebtedness of 21808.6
ﬁin years 30. As a result of the excesoive government sawings rate,-;
ethe ahova is done at a rather high cast. Consumption drops from .f
ﬁ89% to 90%, 1mplying a 50% savings rate which 13 untenable.: Even
iwhon related to G.N.P., the national eavinga rate has to grow as'nf"
high as 41%0 Thie occurs while the rapid rise of income oauses a
'equicker declinn in the share ‘of foreign capital's income.' On the
:'.'nhhor hand inVOBtment has to receive a h:l.gher share. than in pre-
fvious vereionem The same applies to exports. and to a less extent; 3'

jto imports., As a reeult of the restricted growth of public con- t -

;eunptiong the houeehold consumption gets a higher share 1n the :
irnpidiy f%lling total consumption. However 1t amounts to 40% only:f-” |

'of GaD.P. as compmred to 42.3% in Hodel I—l. in year 30. n=c fﬁa f: , e

'%Iii §§ E&ﬂﬁb g, HODEL ;:1:
| It mny be ergued that the previous awkwand results are
}ﬁn« to the mﬁgh oapital/output ratioo Let this ratio be 3.571.

j&np&ging an nutput/capital ratio of 0.28. The ultimato grouth ratelf;g
is tnmen 'Y in ﬁodel Inl, oqual to 7%¢ Starting with 2 rate of.
growtn ef imventnent 155, 1t could bo gradually decreased to reach 7%

;1n Yho 3ear 7¢ :
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- We atart again by lotting 1nrestment grow first at 20%

_up to yaar 4, than follow a decraasing trend *18. 17. 16. 15.

314, 12 mnd 10.85 to rest ax 10% togother with G.D.P. as from
'fyear 12., The capital output rati01ts kapt nt its lavel of o

”the preceding varsions. Eurther. wé have allowed public con—

fsumption to grow at n rate not excoeding 6% p.a. This allows
fthe governmant seétor to raise 1ts rate of savings much faster

| ithan-befbroa with the same set or parametors wo obtain tho f;;f.

.'Ihllowing results:
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'ualf“at such lavol the outstanding 1ndebtednoss 13 to be evor
"upaid back we hava to nake sure that imports would leave a f{.f

'(maximum) surplus of . o " |
ffwhich axceeds tho yield of outstanding foreign capital
;This means that e

K

- ‘._:—,: _ T . . :

(For x= 036 ', a=0,05 and b= 0.25

' 5 ;r=*,r a* :

et 1/! 4_--; .6

_uThis is clearly nuch louer than the ratios axhibitedby the model.? f
;uEven if we. allow oxports ratio to be as high as. 0.48, the upper 1‘

:Elimit would be 0.8. compared with 1447 1n year 30. ,;_ .-1'fﬁu"”"

e -w

f‘a[fiji In the previons case we. assumed that the target grouth‘
uruxa was ?%0‘ The question 13: how would this compara with a u*i
highur ruta or growth. 10% say.- would this add to the hnrden
uuing uo the 1ncraased 1n£10w during the (higher) deficit period:-_
.{or wumld ﬁhﬂ highor lévels of 1ncome help to pay back the out-_ |

;ﬂﬁ&ﬂﬁih& ﬁndebteﬂnoss?
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”&u-nnuuuau1numwuhnu.nunu¢nu(&.w
"'s:l.nco thé parameters of the model. so.t:l.sfy the two end points of
the flrat varsion. Tho dirteroncos are due to tho fhct that
' the ovorall linnar rolationships do not take full account of
uinor changes obtainod through the uorking of the adjustmentsi
ol soctoral grouth ratas and their 1mp11cations to the 1nput- ‘
“output relationships. The results are presanted for . the sake-‘
of. oomparison with those rosulting from ehanges in the valuesfi

‘or some pnrametara.  rﬁ  '_

| The doficit. which ends 1n year 11. totals 1145.9. Up to ’
 year 25 the surplus totals 5061.3 giving a net outflaw of 3915.4,'
;“with outstanding indebtodnass of 10828.4 1n year 25.- In the
::tbllowing rivo years. another outflow of 5657.4 nccurs; in the :”.
" meantime 1ndahtednpss incraases to L4359.0. -It 1s glgar thgt.so f
 r:<:'v:1'

, K uill ga un inareasing. Supposo thai the ratio of exports to
_.a.n.r. is assumad to rise stoadily to. a maxinum target of::“f’

; I iu. m ‘ (3-8. = 0036)
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o ,Tabxe-(9) ¢na1nfna§g1t§ of Model I-l,
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'”VjThese are in confornity with the first version, ; 

" ;éumnurizodJ1n Tabla (9)8

36 -

H"”113x, 12%. 10.5. % and 7.25% in year 1o. This brings i
':fboth grovth ratcs %o 7% as from yenr 11. |

\"

with thoso rates e could estimata tha series of

l;liinvestments over the poriod.. Using the capital/output _
.{;:ratio, wo could calculate also Yoo UP t° Jyear 10: th“ k
iﬁ;frat. or grouth of public consumption was taken a8 6/7
i of the rata of G.D.P. growth; aftar that 1t was put

'Qlﬁconstant at 6%, to allou business to grow much fuster.

.‘. "

Inowing Yf and c5 we could obtain U, substituttng

L“rin (E)o starting by (48) ve could also ohtain K 1] using
.j?tﬂ7)a» A11 other variahles can be oxprassod 1n terms of f

-'_ thi& hasic stt. as shown in Annex IV. Tho nagults are

. D
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{hﬁnd e assumed that foreigners save. tha‘gi

' ';If they star apending a parthof their income on domestic-




ed tn national rather than domestic output, there should
}bo (Y drop in the average propensity to consume. This |
ocannnt ho oonaidered a8 resulting from the lowor rate of
fgrowth of publio consumption assumed in our cclculations. -
~In. fﬁct. household consumption grows slower than total. :
_:honce public. consumption. This is due to the decreasing
f;share of households in disposable income. lIt is this drop
_‘thnt enchles sawinga to rise quite fast to aocount fbr the

rising share or both 1nvestment and exports._ The comple-.h

':;:mentary of c/Y 1s S/Y. which rises from 11% to over 3?%. '

_The above rﬁmarks indicote how stringent our assumptxons

_Tf,nrc. In spite of the transformation of the national economy

f;winto & wage-earners economyg and the dmindling <:f nonwwage g

:;-ineemas snaros. our consumption funotion allowed for an :

-nincreesing propenoity to oave._ Further, the pnblic sector

fbocomaa rnpidly a major saving sector. This is in contradic-..
‘tion to the actual ohservations which 1ndicate that ao nore :
‘itonmign rooouroes b000me avallable, gevernment usually relaxeolt

'itn obligation to adopt e more thrifty pattern. On tho other_f:
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net a symptom of the flowuof—oapital process, but 1t is:-
::“}due to the given features of the economy. under consiuiai
'*Ekﬁideretion. In faot this need to finance increasing
.ﬁ._imports may be one of the arguments used in favour of

: inviting foreign capital.

(55 If the process is’ to be feasible,'export surpluses should
. materialize. This means, that the rete of exports would fl’
‘more than double. .If-we allow 1mportg to increase by another
‘,8%. this would require exports to rise to as high as. 47% of G.D.P.
l"tIn spite of that the economy has to pay back more than 4 times ‘

if_tho inflow it needs and st111 owe another emount 10 times as muoh.-

d(G)?fThe inflow wes necessitated by the need to raise the rate of

.;'*itinwestment from 15% to 25% in order to reach a. rate of growth ofn;

.:'-?% In fact the initial rate of investment‘“as_Q.s% in the o

:'iftoriginal state of the base year. If inves ment'is related to i.J
ufG.RaP. it uould eventnally exceed 31%. This rate would be stili
;'higher when related to output at factor cost, giving an. output/ '

o capital ratio of abont 0.24.

{7 In egite of the substantial indebetedness, the rate of consump—

;tion should drop by ahont 20% over the period._ Even when relat-



(1)

{2)

(3>

“%)

The fatio of foreign to demestic new capital férmation mounté
up rapidly to exceed 50%. If_wé assume that foreigners
ghould not hold more than 50% of capital of those sectors to
which they are admitted (manily industry), it is clear that

this situation is in fact untenable,

Year after year, the share of foreigners in non-wage incomes
increases, approaching 50% . Bven when the participation in

new capital takes a downswing, that share goes on rising,.

While the share'of noanaga incomes in the value added in the
busingaﬁ sector remains practically stable, the national sh#re
geclines by one~quarter. The national non-=wages Vn deglines
frow 62% to 47% of the national value added in busginess

(Unz Ue= Ve)o

The assumption of fixed import coefficients, coupled with the

change in produciion structure leads to an increase in the

average propensity to import from 21% to 28%. However, if we
maintain rates of growth in industries based on agricultural
xﬁaterialsg higher than that (3%) assumed for agriculture,

imp&rts may rise still faster to be as high as 36%. This is



Anual data show that the deficit iﬁcreases gra&ually 1o reach
a'ﬁeak of 141,1 in year 6, and turns into an increasing surplus as
from year 13. The sum=total of deficits oier the first half of the
period is 1271.1, while thé sumAtétal of surpluses over the seéond
half is 52}5.5 This indicates a:net direct outflow of 3964 .4, Never
theless, the'invitatiqn of the 1271.1 to cover the total deficit, still
_ léaves an outstanding indebtedness of 12081.9 in year 25. Some other
interasting features may be observed:

Table (8) Income and Expenditure Ratios (%), Fipst Version

0" 5 10 15 20 25

K /K, 351  BAd 50,5 52,2 Sl 4B.
YN o 10,7 25.3 36.6  43.3  46.l
v /u 61,7  60.9 60,7 - 61.0  6l.6 - 62.3
V.U 6L 5Bz 53.6  49.8  47.6 472

X /Y | 15.7 17;1 2245 29.4 3.7 0 393
‘M /Y 20.8 23.5 254 26 .4 2743 28 .0
CA  89.0 82,9  T6.3 704 66,0 . 62.7
o S 89.6 7.0  85.9 84,2 82.0 79.2
I/ W 224 2542 25.2 25.2 b6
I )Ym 14.7 23,2 2843 30.0  31.3 31,1




. “Table (7)- Sumnary of the ‘Ei'r'sf Version, L
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'to earn an income (net of taxes) equal to 15% of its value.

This ratio is justified on the assumption that the investor
expects a gross income composed of some 7 to 8% interest and
a similar amount as a share in depreciation celculated on the

basis of 15~years life of capital. It.may be obseved thai if

this is taken %o represent the share of non-wage income, it

' may be estimated that value added is less than 25% of the

value of capital. This is de:.;ived from consideration of the
sectors to which foreign capital may be attracted. In sueh
sectors, noh-wage incomes are about two=thirds of vélue éddeae
This implieé-a capitalfoutput ratios of 431l or more.

If this income is repatriated, an equivalent sum is assumw
8d t¢ be imported (without any additi;nal cost)s To this we
add the deficit of the foreign balance or‘Subtract the surplus,
to obtain the net flow of capital. 4 positiﬁg balance means a
heﬁ-net flow to be.addsd t0 the previous_gumulatién. A nega;ive
balénce is an outflow ﬁo be subtracted. This follows the-defini;
tion of Ke with the coefficient = Q0.15., And the process is

carried up to year 25, as shown in {able (7)
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V ZIHE FIRST VERSION:

As mentioned before the first version starts by adjusting
the base yearlo to 0%as indicated in part IIL/2. This initiates
a foreign deficit of 80.3, considered as the initial capital in=
flpw. For‘aach subsequent year, we determine secﬁoral growth
rates, and estimate the investments needed using the sectoral
capital/output ratios, Until- a rate of growth of ?% (chesen as
target) is reached we keep c0nstruction growing at 15%. The
other sectors are then adjusted proportionately to equate the

needed investment to that realized in the praceding year,

Erom‘the‘adjusted base year, we have calculated a new set
*_of technical coefficients (Table 6), These caefficieﬁts were
 assumed to remain constant‘for the rest of the period. They are
assumed to représent the performance under full=capacity utillizam
tion, The derived incumes’and outputs determine the sectoral
final demand, thus 1eadiné to exportable surpluses., These were

used as a.guide for determining further sectoral growth rates,

The flow of capital follows the following pattern., Bach

year foreign éapital cumulated up to the preceding year is assumed
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(¢) Income redistribution'

.Y=GfH+Sb

',
~ (d) Expenditures
Y=C4% Sn + Se

'If E, represents domestic expendifure:

d

B, =C+Jd + I , (49)

d
"thens

Y:hd-l- F.

which is the familiar income = expenditure equations

Y =C+J+I+Xa=M

or, |
Y =5, -M

Where, , _
Et =C+J+1I+X ’ (50)

is total expenditure. These equations indicate the effects of incomes
“due to foreign capital on income distribution, redistribution and

national and domestic expenditures.
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Annex I

I

List of Varizbles .

| Equee‘
tion .,

Symr‘“
bod

: Varlable 1'¢“ﬁ~~V' | :§5 

"
29

30

K-
[~

¢
¢

a
¥

o

@
e

- -

,n“'

| wam—

.

-"Total expenditure (domestic plus axports) .?”°gf

o Government disposeble income

'JHonsehold consumpt Lon ; 

Balance of external operations (goods & services)

Inputs (goods & services) in public consumption 'Q;‘

Totel finel consumption

Public consumption )

.‘Expenditure on final domestic uses

iy
‘ 1.‘:!.
'\T

Honsehold disposeble-income g

- Fixed capitel formation (gross)

',i§Im90rts of 1n$ermediate goods

' oOutstanding foreign cepltal 'f ‘_f . -Zﬂ
';Initiel foreign capital inflow _:j‘u o

'i'Imports of goods and services »,:7 f . y

:Importe of eonsumers goods

P .

7'fTote1 domestio (groes) sevings

‘T;Change 1n Stocks

5

’ Cumnlet:lon oi‘ fixed cepital i;‘ormation

;”Imports of senvices ﬂT”: qﬁfff

; -Imports eﬁ investment goods |

Hd <.
AR 7

R IR
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Equam 'fSym-flt, __ : | f”;tJ' e ;zﬁlafv_“
tion . bol . .o N ..Var:_i.a‘ble‘.:

'27_ _ S; - Savings in the busihess sector
3‘34 .fse‘ ' Satt“gs of foreign - capital owners
31 t' :sé;: ‘Savings in the government sector |
32 S, 'Satings in the households-sector
33 o .Sn - ,SaviﬁsS'iﬁjtheinational sectors
23 Tbii :Direct Taxes on business (net) |
9 _ 1Te__ Import duties on imports of consumers goods
2% T a’-', . Total direct taxes _ '
22 Thlzh“_'Direct taxes.on individuals (net)"fﬁ
.6. t_'t§1tf - Total indirect taxes (net) =
n T ”HJ‘Total import duties |
“'.?__ '.;Tp }ftzaIndirect taxes on domestic production (net).
8 : L:Tr‘i ?‘Import duties on 1ntermediate goods S -
10 o Tii_ T .Import duties on investment goods "'. i |
t521f ‘ :-tl:Value added at factor cost in bustness sector:j

o
a7
 19.___
15
tis;t
:12"“

"f!j3Total nonuwage incomes. |
ﬁatained gross revenue, husinﬁss sector o _
J:i;?Gross (nohpwage) income to foreginers (net of tax)
il Bhare . of governmant in- public sector surpluS;f .
i”ﬁ;§Non-wage income distrxbuted to households t

{ni:Share of nationals in non—wage 1ncomes"

B A

”Total waga bill (before tax)

:Wages generated in the business sector

T




. Eque - Sym- R UL P A
~tiom. - . bol R ,-thiab;el;.

R W _Wagesﬂgenérateﬁ;ihﬁphhlic consumption

‘Gross domestic product at markot prices

‘ 3 - Y -..”:Grbss;démést;c-ﬁroéaét;at.faétbr:?°s£

;;éd | EY" .;;;G°V°£nment 1;§oﬁe;ffoﬁ-indirecxwtaxesLand}ggrﬁluées}
: 21 Y Gross :inc-onié;‘;distribufé-.a. i;o...i{o;;enms |

 i371 R ;-;Grbs;}ﬁﬁti§n51 pr§dggt.atmaﬁkét'pricéé

% ¥, Gross mationalproduct st factor cost.




e S Annex II

Wy v e e S i e e

Chnnges in Baae Year Values ‘

"~ “Table (Ii;i)fDiéééi”iha”iiéirééi'kffécﬁs of Original Investment

. "Compoﬂanta‘af-invesi-' j S :: H =  \ ,  3 1  ',-“" .43_‘-,.
Santor ment . ‘Total Effects .} Input Requirements . - Value'®
: s ' s e - AddEd
Total ImpOrts Domestic ,Inter- Produc= Domes- _ Imports ' FeCe '~
_ medigte - tion = ‘tie - goods services . s E

Agrioulture - Ol O o=l 29 . & 070 04 e Ly
Extractive S e e e 1B 18 02 0 =L
Agro-Industry  0s9 0.2 07 M7 5.4 35 07 = Lo
Hon-Agro. 516 30,7 209  2T.6 48:5 19.8 - 9.2 = o 19i0.
_ Energy e e a9 8,97 0.7 0.7 e R0
Construction 66,2 = 66,2 - Oub 66,6 29,8 61 . = 30,7
Transportation - S _Lhz A 3.2 3,2 - °.8f '2053 *l-jO;Z"foi 1. 9li:
Trade 10,0 = 10,0 . 8.9 183 21 005 202 ML
Services = o fé'ff_'ﬁ - _A 39 3. "'0;5 g 0;2: - ‘,Z'f“jaafﬁ ‘

Totsl  128.8 31.0 97.8 58:1 '.155.9”1 58.1 17,9 ‘2,¢5,Qg;7&.9f;f

fndifect Taxes “ R 7Y ; T - ' 2.6. SRR 2.3:fn'.

D1stribution of Value Added: -

w:3&45 v=1h33f5%=1%5i

Notes to Tables (II) -

I & 3 Direct demand is broken down tn fir
; (investment) = original value (128.8). In the other tables it ;s 1000 ‘a8 a ‘

~ standerd. o

{2) Total direct and indirect effacta are given in the following 2 columns.
Production = domestic compobnents + intermediste. demand;. for each sector.

(3) Total production ig broken down into inputs end value added st factor cost..
Ay difference in Line totals represents indirect taxes, whose sum is given
below the production columns, Import duties are calculaled per type of import;
totals given below respsctiva columns, Sum-total 1nputs_5um—Total intermediate
demand.

(4) Value added is broken down by type per sactor; totals are given at. bottom of table.
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Table ( II - 2 ) Dixeot and Indirect Effects of Adjusted Investmeni .

o 7 Components of . . Total
-~ Beotors 1 26 ESffscts - ts Aadi
R _ Total Imports Domestic Inter-  FProduge: ~— Dom= - . Inpoxts Added

mediate: tion . . estic "~ TGoods: BervISes Fila.

’;&gi'-';ulture' : 2440 840 16,00 . 25,8 41,87 10,7 15 - - 96

Extractive - - e 124 1244 1.6 047"
pgro-Industries 30,0 190 - 110 Bz 45e2 294 - 62
U Hopn~AgTo ‘ 331. qo 276 ?0 105 90 . 12 77.' 25? l? L 117!6 : “ 54.4 :

Bnergy - - - 31,0 31,0, . 7 dd3 L Beh ‘
Construction 46740 - 46740 2,7  469.7" ' '_a:_.d,o 45.2 o
Transports - - - 235 @35 . 549 é:;z .
Trade . 9840 -~ 98,00 © 6l . 1595 Came S
Services - - - mo a0 - 3 LS

 Total ab MuP.  1000,0 303.0 '@9740. 400,86 10978 40048 118:6

" Indirect Taxes 60,2 . B -

i

We 259015 V= 7665 o L TE s

. gable ¢ II =3 ) Divect end Indirect Effects: of Changes.in Stocks

) i Al '

D Components of ' ¢ Total .
Changes in Btocke: = Effects - .

Dome .. Taporks - - Added
Interw Produc— ' i . T T aGe

" Begtors - . .
Potal Iuports Domestic ‘ A R
U mediate Mo . Gosds | BerviceR

S

Agriculrra 50?0 _ o . 40.0 .‘ 30C 5’-!-6.2 : ‘l :
Bxtwootive a0 - 250 M6 s b 2d
Agro-Industries 5000 e 500,00 MRe2 252 '-'.4_;517-'.‘4 o 880 .
e ow e w00 o ssho a7 w0m2. S
Enexey 60 = 350 Csme o R 12,8 " 13
Gonstruekion - = = B - 46 Cadl 24l 0.4

Transports - S Tiane 2k L 8a a6
Trade - - - 82,3 C82,3 0 447 1.2
Seryices - - C - 19.0 19.0 2.6 1.0

~Hehai et B.P  1000,0  =. 00,0 777 1767:7 6747 22549

" Indirect Tazes _ - | T 59,3 - 559

e 232,13 . V= 93468 L V= 21,5
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.VTéble'_-( 'I:_t_#l-' ):‘D:l.x.-aq-l;.a.nd. Indirsss Bffects of Marginal 'ﬁoussboid Gzénsumption '
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mediate :
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1510

2,0

- 457,9
L7349
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- 304,5
543
128,22
6749
5100

549

26, 1.

'-32-?
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45595 .
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- 141,8
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Way7
11901
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1,0
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946
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. 1641
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3

646

I

3.8
13.4

3éa;é_j3
082
5505,
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_Apnex III

The Basic Model
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Annex V;;
Model . IIT -
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