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I. MRINTFEATURES'OELAEDEFEBDPEB=MDNEETEQRKET

1.1- DEFINITIOMAL;_

‘ : omic literature to conszider the cradit markst
ay composed of two parts: The first is associated with the use of funds for long
term purposes, especially those related to fixed capital formation. The second

1s predominantly a market for funds required t? ginance working capital, hence
ideally concerned with short-run transactions.{l) The former is salled the capital
market, while the second is refered to as the money market. However, there migh*

It is a common practice in econ

.arise certain cases where a separate discount market is ide?g%fieds although it 1=

usually considered as an integral part of the money mariet;

The distinction between the two main types of markets goes beyond the naturs
of uses of funds, to Gover specific rates of interest and sources of funds. Care-
ful examination of each of these three aspects raveals a certain degree of over-
lapping and a good deal of the literature is concerned with setting the rules by
which a more or less, clear subdivision can be established. Tt is not our intention
here to take part in this interesting discussion as & means of defining the border-
lines of our study. A broad and a rather pragmatic definition of the money market
and its =cope would enable us to switch over to ‘the main task of considerimg the
development of that market within the framework of the U.A.R., ecomomy. - -

There is no definite market for money in the sense of a place where purchases
and sales are concluded. The money market refers rather to a body of dealers in
short-term money, nam61y5,Eaﬁkérs;”billuhndwstomkjb@ékemaytdiséounteaﬂdwamceptan@ﬁ
houses, etc., who eithér have money to lemd or who seek to borrow money. This body
of money dealers is not clearly defined into two unequivocally distinctoslasses:
lenders and borrowers, in the mammer by which an ordinery market is divided intb
two classes, buyers and sellers. Further~; dealers in the money market ars not by
definition different from dealers inm the capital market. A distinct feature of
this market is that all dealers are ready to sell the use of funds at certain price

‘and to bpy the use of money at another price.

The main function of the money market isto svail to those who need funds

for a short period, the necessary amotunts which would exist at the disposal of oihers
who are ready to part with them for a period which might be as shortss one night
only. With development of the market it moves from the mere provision for the needs
of borrowers to a more direct consideration of the aAseds of lenders. The ereation
of the so-called "oall money™ opens a possibility for the latters to invest a part
of their funds in such a way that perfect Iiquidity is practically preserved. A
further stage of development would carry the activities of the market beyond domesiie

frontiers, and avail its services to foreign dealawrs, :

(1) Considering that the London money market is-a model market, it is guite in-
dicative to notice that the Radcliffe Committee was “impressad....by the fact
that the market for credit is a single market.....it does not scem that any
hard and fast lines aré drawn between the supply of short finance and ths
supply of long finance; and borrowérs seem to be ready to switch to soms,
extent from one to another.." Report of Committee om the working of the
Monetary System - p. 42 London, HMSO., 1959 ‘

(2)  See p. 3 below



1.2~ STRUCTURE:

A fact which hardly reguires me nt¢o“, is thet a money merket assumes the
existence of = developed money economy. The use of monsy should have for long
superseded the stage of barter; and the credit system should have attained the
stage of wids accepbsnce.  In particunler, the so-called banking habit sheould have .
avtained that lsvel which would put at ﬁhr disposition of the bamking system, not
only those funds which are considered by the populahxon as genuine savings, bub
also all those balances which they hold in meonetary form, for current and future
use, Such developments have as a necessary condition the issue of lews of money
reform which establish a widely accepted and respecied nalicnal uur“ervy, and which
assure & favourable aimosphere for credit creation.

Un&ﬂkﬁ many other markets, the money market needs an institugional. regujator
Thus in England, where uhe history of the London money market dates back to the
18th century, the Bamk of England has been described as the axle on which the
whole wheel of the mar“ﬂt‘g business torns. 3) In developing countries, it is most
likely that the monsgy markeis sre far from being parfects 1f they do ever exist.
Even if money is tuera, the market is withont a cemtral bapk, il.e., without axle.
‘There is no wmub& ﬂ regards. the importance of the ex::.s‘te&mce of an effective
money markeh as one of the necessary conditions for healthy economlc development.
It is guide ﬂanurai tnorﬂfovej that as soon as pollt*cal,lndep@ndence is established,
one of the Ffirsh sieps usually taken by those countries is the establishment of a
central - and by dafinition natlonal - bank, 4 : 8

The axle, howsver, is of a v very . llmited use without the constituent parts
walclr are represented by the uoi b-stock banks, the discount and acceptence houses,
“the bill and stock brokers, and the other financial institutions. The structure
of the congtituent parts differs from one country to the other. Thus it is cushomary
to distinguish the New York discount market from its money market, where operations
are based on securities rabther than on bills of exchange. On the other hand, the
famous Iondon money market depends in an integrel way on ite discount merket. In
facu, its main characteristic is the powerfulj intermediary of discount houses
between the Uentral Bank z3d 11\ banking instituiions. The role of thoge houses
in providing short-term acd call meney and in transmitting the policies of the Bank
of Bnglapd < LTy & qu;rk and effective mammer need not be emphasized.
"In the st  Brnglish e of the berm Ymonsy market®, the London di  scount houges
make up the London mone, weth P LY The action of the Daak of Engiand ag lender of
last resort bo discount houses rather tham to commercisl bemks cexn be considered as
the fourdation for the art of cenbral benking. The phenomenon has been long well '
estalblished by Walber Bageﬁou s 1872 clagsic "lombard Street™. In the United States,
borrowers from Federel Reserve Banks at the discount rate are commercial banks.
The redlscount mechenism iz replaced by an ilmporgant alternative, namely the, Federal-
Fands market, whicl bias the mamber banks to aﬂeomoiate each other in tﬁM1r cash
reserve obligations on & dey-to-day b&E”So '

(37 Spaiding, wiliiam: The London money market - 3rd ed., P. 5h Sir Issac Pitmen
& Son, Londen l)Zh, : '

(L) Aschheim, Joseph: Technigues of monetary cembrol - p. 8535 The Johms Hopkine
Press, Baliimore 1951. -



¥ - 3_

Apart from the Iondon and the New York meney markets, few other markets can
be classified as money markets in the full genge. of the word. Thus the Paris
market centered for a long time around the"Banques d'Affaires", or investment
banks, hence developing capital rather than money market operations. Its money

' market ddes not play as important & role as in the cage of the U.K. and the U,S.A.,

and it is strictly regulated by the Bank of France.(5) Even the rediscount houses
are affiliated to invéstment banks, and are thus classified under finanecial .ol S
institutions. Bank funds are placed in the money merket by the intermediary of
brokers. Bank's orders for securities are transmitted to the stock exchangé

dealers through commission men. A large share of money market funds belong to
savings banks, whose relationships with commercial banks are rather limited. Their

‘contribution to thé money market is affected through the "Caisse des Dépdts et

Consignetions" which used to hold the larger part of the reserves of ‘the savings
banks. The Caisse devotes a fraction of its resources to demend and short-term
loans, and holds a voluminous portfolioc of Treasury notes and of Crédil National
accéptances. It provides substantial facilities for meditm:term credit.

" Another sample of developed economies shows a still limited stabtus of the
money market. Thus the Canadian sysiem leans heavily on the Chartered -Banks snd
its numerous brancheoffices, strictly dealing in the provision of short-term funds
for working capital purposes. Apart from this regular banking activity.?ggre
exists only a rudimentary money market dealing in short-term securities. In
Australia there has been no great demandfr -short-term lnvestments at low rates
of interest nor did the very necessary middlemen emerge? There is no commercial
bill market owing to the limited amount of such pills; which has been even tending

. %o contract. Treasury bills aré teken up by the Commonwesalth Bank and sold %o

the commercial.banks.(7) "In sSpite of" the slow development of the capital market
in Western Cermeny since the war, the development of the money market has been
limited by the.fact that commercial banks as a whole did not posSsess excess re-.

‘serves. The most important lenders on the money market are the cembral giro
- institutions, large deposit banks, and certein public administrations which place ”
in the market part of their funds and of those of allied agencies. The activities

of the market do not cover granting short-term credits o, mon-bank cuStcmersg but

" they are largely confined to the purchase or sale of the so-called "money-markst

securities", viz., Treasury bills, medium-term treagury bonds, bankers" acceptances
and first-class commercial bills endorsed by banks. 8 S o :

1.3~ ACTIVITIES: | |
~ Although the operations of the money market are strictly related to the trading

of short-term funds for purely monetary purposes, they are made possible only through
ultimate uses for economic purposes. Let us therefore attempt a general claggification

‘T5) Beckhart, Benjamin Héggott, ed.: Banking System - 3rd p?intiﬁgg Columbia Univ.

Press, 1959,.pp. 242,
{6) Ibid., p. 125

(8) Tbid., p.363
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accordlng +o nhe ultimate uses of funds.

3o

. for : . R s . R
Workmng capital “equlrempnts materlal produatlan purposesg Thla is the
traditional field of operation: of commercial banks threugh *hel& shoztm - et
and medium-term loans and overdrafts to their business - customers, and thaj
do 'not create the so-called Umoney-market securities" in the proper sense.

‘.- Théir‘roleris labgely that of thé creatién of fuhds which provide the. s banks,

between ore operation and the other with amounts which can be put on the
merket for such short periods that are necessary in order to bridge the

-positive (or negative) time lag between any two consecutive operations.

It is clear that with the expansion.of industrial activily, the 1mportancn'ﬁ

- of this type of operations Iaz increased,: and; which is more important,

evenly distributed over time. Agricultoral economies are characterised.
by bulky operatiops which mature at specific dstes, practically: the same
for most borrowers. : - ' o L

Finance of trade and commerce. Probebly this is the most important use
which was responsible for the creation of a regular money market, through
the credation of "bills of exchange® or Ycommercial bills". - Dealers in the

- 61d Tondon ‘money market found it quite profiteble to seek funds in the

wealthy rural areas, and to avail thes to the gquite activé commerclal
centeérs. The practice of discounting and rediscounting such billls soon.
created the discount market, which helped $o chaznel . ‘1liguid money into

-commerceé and hence eventuslly into material production sectors. The: ,
- activity was soon extended to the sector of international trade to enabie

' . exporters and 1mporters to carvy -cut prospercus trade actlvibies.

ii3-

iv-

Finance of current govermment aotivities. Bagehot 8 1ngenious 1nvention, .

the Treasury bill proved to be the most lesting of &ll. Not only did it

help to bridge the time lag between receipis and payments, but it also . ..
provided the government with a source of finence which could eventually
subjugate the traditional techniques of meunetary policy to fiscal policy.
especially under the new systems of mapaged money replacing the gold
standard. The 1mport&nue of the technique was intensified by war opera- '
tions which justifiled such a tendency.  ZLetery the luncreasing role played
by the govermment in sconomie actiwiﬁy, and in pariicular reconstruetlon, -

anticyclical and development activities, provided the money market with a

widely accepted sscurity which played the role plsyed by gilt-edged securi-
ties in the caplial market. The hisbory of nodern money markets is largely_

the hlstory of treasury bills.

Finance of stock exchange operatﬂons. This 18 a domain where certaln
dangers of an expansion in the money market might eventuslly get intenp"
sified through a transmission to the 1ong-term capital market, which -

should be ideally finenced out of genuine savings rather than the creation
of credit. However, unless there existe a strict conirol on the activities
of the credit markeit, short-term funds can create unwarrantedly fawourable
conditions for capital expansion. A speculative mood ¢reated by the.

desire on the side of deslsrs in the money market to make profits on a -
rising stock exchange, might eventually encourage a series of new ismies, .

"It is this type of activity which mskes it dlfflcu;t to draw a sharp

dlstlnction betwesn the twe markets.
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IL = EARLY DEVELOPMENTS oF THE UAR MONEY

" Ilel = The Flrst Half of the Ich Gent 18

The early developments of Egypt's economic ccndliions provmde an in=

‘.tereStlng example of the close relationship between the level and nature of

economic activity and the development of monetary and finaneial institutions,
The turn of the century brought in the French occupation in place. of the
already lengthy Turkish one, This was soon terminated and an Albanian rule

ing family ruled the country on behalf of the Turkish emplre. Evantually '

the British took over until quite recently, o

During the Turklsh domlnatian the country's economy went on leszng its
previous prosperity’s’ The maritime route around the Cape deprived the country
from transit trade Wwhich has been for long an important source of economig.

' actmvzty. .The country settled down to a more or less subsistence agriculture

economy, with all its savings drained by the 1mperial power, The system of
communication was rather péor and the country was compéged of a number of
largely isolated:provinces, with 'a neot so dense populatloﬂP The egonony wag
more on the bariter rather on the money slde. : ' :

Motivated by expansionist desires, the new rulex of the ceuntry had to
seize all’ p0551ble vesources snd mobilize them teowards the geal of constructu

ing a strong army,

The new economic measures includeds
1, Phe establishment of. governmentg monopelies. This was done through the

- seizure of" agricultural land, %o be later distPibuted to members of the

ruling family and some eollaboraters Further, the government toock ower
the activity of canstrurtxng new 1ndustries necessmtated by the military

act1v1ties.

2e Expan51on of agrlcultural actlvity through the introduction- ef a new
system of irrigation, digging canals and construcition cf barrages

3.;Introductlon of long'staple sotbon to act as a eash erope

, The fact that .the bulk of investment activities was carried out by the
government left litile room for the egtablishment of finaneial institutions,.
The ultimate failure of the military policy led to-the elese down of many of
the  new industries, and eventually to the abolishment of government monop o=’
lles, The middle of the century witnessed a large scale curtailment of
economic activity, and the only lasting effects of the previous developments
were the effects of the new irrigation sysﬁem, and the in@reaSLng 1mportance -

of the new. cash CTropy cottan.
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II.& -~ The Secend Half of the 1 th Centur z

The 1850'5 proved to be fundamental for future developments since they
witnessed the construction of the railway system which connected the elonm
gated valley for the first time, and the start of the Suez Canal project. -
They algo marked the beginning of medern commercial banking which was invie
ted as a result of the increase of government activities and the monebtizate .
ion of its receiptsy In 1856 the Bank of Egypt was established by foveign
capital with its headquarters in Lendon, Durlng the '1860%s and 1870%: -
foreign banks started to establish branches in Egypt, but for purpcses which
differed from those of the main offices, Their major activity was Ho extend
loans and advances to the Egyptian government; The ruthless extravagénce

- of the alien rulers, accentuated by the persuasion of foreign lenders, led

to the increase of the floating debt which was eventually turned into longn s
term debt.at very high rates as high as 20%., Total indebtedness was = in=
ereased from L.E, 3,3 million in 1862 to L.E, 68,4 millien in 1873, Tha
management of the debt required also further banking services to enable the
transfer of interest charges, which amounied to about L.,B. 5 million annually,

The growing importance of cotton has led to the e¢reation of an’ crganized
cctton contract market, thus putting Egypt ameng the earlier countries inm this
field, However it prOV1ded another channel through which domestie proflts o
leaked instanfaheously into foreign handsly Foreign trade increased in it
rortance due to the increasing volume of cotton exports and the revival of
transit trade, The American civil war led to large inereaseés in earnings
from ectton, . thus reinforcing its position as the main crop.  Towards the

end of the century Egypt's foreign trade increased five=fold as compared

with 1836, The foreign bank branches got more involved in financing forelgn
trade transactions with thelr respective countries, :

The ndw irrigation system forthealled both herizontal and vertlcdl :
expansion in agricultural produstion, hence increase in the price of landy
Large invesiments were devoted to land reclamation and a land boom staxteﬂ

and went on for a considerable timds The new class of big land=—owners,
- together with wealthy merchants and the increased numbersof foreign immigrants

helped to form nmew urban centers, This called for foreign capital to be
invested in utilities required by these senters, French capital entered-
alsd to start business in industries based on cotton,-v1z,, glnnlng, press~
ingg uatton seed 011 and S0apa ' :

Forelgn bank branches helped the start of forelgn concess;ans, and. -

- provided foreign eompanies with all facilities they neededy On the other -

hand, a number of Europeans found it profitable to establish individual

'banking business and to provide loans at incredible rates to land=owners,
. Usurers found their opportunity inm the fact that small peasants were in

need of working capital for the relatively long period which is required .
for the maturity of the cash crop, cettony; This group was called the Neow
Monsters (lLes Néo Déverants)9 who systematically drained out all their
fabulous profits to their mother lands. - The outcome was lack of confidence
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on the part of individuwals in the new monetary institutions - apart from the
lack of means = and private deposits were quite fractional. In 1913 the most
important deposits were those of the Post Office, the Customs and the Debt
Fund.’ : . : ' e - : :

Thus most of the banking institutions were concentrated first in. Alexan~ .
dria, being the principal port, and later in Cairc, The first bank  that
ventured in the direction of having branches in the provizeces wzs bhe Casa 41 .
Sconto et di Résparmio which was the first bank to be registered as an Egypbian .
bank, in 1887, with headquariers in Alexandria. Since 1880 mortgage banks
started their activity which proved to be quite flourishing, and which fed
the spirit of land speculation. ' ' - o

In 1898 the National Bank of Egypt was established with foreign (largely
British) capital as a commercial ‘bank, and was given the concession of issue
ing the first banke-notes Egypt ever knewy, and to act as an ageny Tor. the .
government, At that time a lobt of foreign gold eurrencies were in circulat- _
ion including the Egyptian pound. The English sovereign was highly priced . ..
relative to its gold content, which made it dominate cireculation, being bad.
money, This together with the fact that most of the cotton exports wewe
directed towards Lancashire, led the banks get into the habit of importing .
some L.E,10 million each year to finance the cotton cropy then re-export
them when the season was over, The demand for the new bankenotes which were
convertible into gold remained limited, and the total issue &id not excaed
LfE. 3million in 1913, : e

II.3 = Thgﬁﬁterling%Zone Bras

- The fear thal the deteriorating world conditions in the summer of 1914
would raige difficulties in financing the fortheoming cotton crap, led to. . .
the issue of a law which was meant %o provide temporary precautionary measures,
but which eventually proved to have a fundamental lasting effecty This law .
suspended conversion into gold thus establishing the N.%,E..banknotes as legal
tender, In December 1914, the Minister of Finance permitted +he ¥sBaEo to . .
deposit its gold reserves (which were still required to bagk 50% at least
of the issue) in England. Thus the Egyptian pound begame converiible into
Sterling at the rate of 0s975,

In 1916 it prowved quite difficult %o obtain the necessary gold %o

issue all note required to finance the cotton crops The N.B,E. was therefore
exempted from the 50% gold reserve condition, and was allowed to use instead
British treasury billss' Apart from the automatic transfer of the Egyptian
currency %o the Sterling exchange standard, this had the impediate effect .
of exempting Britain from paying for its WwaP expenses in goldy The result
was that Egypt accunulated about £ 150 million Sterling reserves during :
the war years, The fall in the sterling's value with respect to¢ the dollar,
led to a similar 30% fall in the value of the Bgyptian poundd Topether with.
the difficulties of commodity imports, this led to a rapid inflationary s

wcess which brought the wholesale price index from 98 in June 1915 up to

+/ in February 1920 . ‘ S
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The reaturn of Britain to the gold standard in 1925 would have enabled
the country to terminate the above~mentioned temporary conditionsy For no
obvious reason, however, this was not done, and the currency was based en
the gold exchange standard, With Britein leaving the gold standard in 1931
the Egyptian pound was finally tied up %o the sterling. This enabied Brmtamn_‘
to. finance its Second World War-expenses by mere issue. But unlike the Te=
serves accumulated during the first world war, the £ 430 million reserves
“accumulated by 1945, were actually "blocked", Thus9 not only did the coune
try suffer unnecessarily during the war years, but alse it could not make
good its losses through use of its reserves for obtaining the necessary
1mports. Further, the losses incured in reselling the aucumulated Brltlsh
securities were estimated at about L.E 200 million,. :

It was therefore a must that Egypt should leave the Sterling zore ' ..
which took place in July 1947 and to extend the system of exchange control
started at the beginning of the war, to the sterling itselfy In 1948 a new

law allowed the N,B.E. to use Egyptian treasury bills in place of gold. wzthin o

the 50% limit, while the remaining 50% were to be composed of government
‘bonds or bills, or securities guaranteed by the govermment, Such develop-
ments were made possible by joining the I.MeF. In 1945, and the adoption
of the gold parlty standard, At that time the Efyptian pound was prised .
a$ 4,166 which was the equivalent of its contents of 3,67288 gms, of golde '

II,4 = Developments in the ngklng and Financial System?

When the wave of irrational government borrowing came to an end in
the late 1870's the individual bankers disappeared from the scenes The
acute 1907 economic crisis led to the failure of many other banking 1nst1t-
utions including the Bank of Egypt and the Casa di Sconto, In the interwar
period a few amalgamations took place among the surviving foreign banks,
new jointestock banks were established, and some foreign bank branches were.
transformed into Egyptian joint=stock banksa The outstanding event was the
construction in 1921 of the first purely Egyptian bank, Bank Misr, which
gained rapid success exhibited by the rapid increase in the number of
customers, the volume of deposits and the number of branches which now
exceed 90, : . '

The practice of banks changed with the caanﬁe in the monetary systems
The seasonal aspect of finance still prevaﬂlﬁd ut instead of importing:
gold, the branch banks obtained transfers from their headquarters. This
increased the N,B.E.'s sterling reserves thus enabling it to 1ssue a
corresponding amount in Egyptian pounds at a fixed exchange rate’y Bills .
drawn by cotton exporters on spinners and weavers in the 1mport1ng Counw
tries (largely England) were discounted in foreign money markets, especially
London and Pariss When the season is over; the brarich banks would buy back
sterling from the NeBsEe to pay back their head officess Whatever excess
deposits. they possess was usually invested in forelgn shortnterm securitles.
awaiting the new cotton season,
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_ “Thua,'neitheruduringfthe oettan;seasen,3n@r-after,gdid the domestic
system-develqp:any.transaetiens;shieh:coﬂld'help.tmﬂstart.ah’effeetive '
meney5marketﬁf;ﬁn‘thegﬁﬁhe#vman&,'th@:inuraasewaf.the number of commergial
banks frem 7 in ‘the end of:theIigﬁhgéentury*t¢125'in the 1950%s.led. to an

increasing :eompatitienyamgngithem;-_AtteﬂptsWto reduce this competition

“led to:the-establishmentAQfftwe:dlearing}heuses, one -in Caire-in'1928'aﬂﬁ

another in Alexandria in 1929, and -of a Bankers Union in 1936,

~ The twentieth-centuxy-brought'ingather money -institutions? Thus
thesPost.OffiCeiSaving.ﬁanksrstarted7in.19@1; - As mentioned before, the
growth‘ofuthefdepasits:af:those»hanks.led‘tQTSDme increase in the demand
for banking services, A similar growth ‘eccured in the aetivities of imw

'surance_campanie#%_aQn'thaﬂéther-haﬁd‘ﬁheﬂactivities of mertgage banks ‘were
curtailedy The first wnﬁlamwarhenaﬁleﬂiherrowerﬂvfrem those banks to

repay many of'théir=debﬁs,wand‘fhe-tatal*vqlame]mfjleans fell from L,E, 45
million in 1914 down taéhéﬂ;“BO“millionfinfl92#@: The‘greatidepressimng

which-hit,the country:gui

te"severélggput.berrawers in a tight'pasition,'

ther drop in mortgage banks loansly These banks were ‘forced to invest their

reseurces=inhéon§trucﬁion’financiig;-gavernment securities and J=years
'Ioans~to-cgmMercia1-bankéﬁ'-. T . -

ahgricultufél-#re&itqreseived:mcre,%ystematic attention;; In 1902 the

_firstfspeeialisedjinstitntignfwas'mraated by the collaboration of the -
‘government and. the N.B.E, ‘The Agricultural Bank of Bgypt, though making

a succeszui-start,“was.lamerﬁiaced:with diffieulties ewing to the failure
of ‘many peasants‘toarepay:theiradehts, ané,it'was‘liquidated.in 1?3@? i
Anather'important.institutian,'thefﬂreﬁit'ﬁgriaeie, Was sreated in 1931,

with $he government sharing ‘50% of its capital., This bank patronized the

-agriculiuralfca—eperativehmemement,qand eventually it changed its npame
to the Agricuitaral*andéco—cperativeﬁaredit.Bank:in‘19¢&. In gpite of

- ‘the faet-that it was suppesed'te?finance=small;peasants and. comoperative
socleties, ‘g good degl ofjitslcrediﬁ facdilities crept.iﬂt@_th@ hands of

’The:history5of'industrial;cﬁedit'is,mere:recant?-jIh*l?E&govethent

'confided‘toiBaik?Misraa'limitedaamount te finance small=seale industryhl
_Hawever,~theJBank-uoneentratedron”the creation of large-sesle establighe

ments out of its own ‘meansy' ‘To solve the prablem'@f.daarthfef'capital,
fthe-idea:ofkconstructing‘ahJIndustrial Credit Bank was contemplated im

1939, * The project was executed ‘after the war im 1949, with 51% of the

:capifal‘supplied-hy.theggmvernmentp The task of the bank is to provide

shortwas well -as longw term.-capital and facilitate the procurement of
‘materialséaﬂd:maehine:y,nfprhthe industrial establishments. '
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If.5 - The Treasugx Bills

As 1ndicated befere, the most impertant security in contemporany money“
markets is the treasury bill. This-security came: to be known in Egyptier 7
rather a different version of it more than one century agoy and it was =
associated with the beginning of Bgyptts 1ndebte&ness, The' rulers used Vo
issue a variety of them and to sell them at a discount rate as high as

30% in some cases, Later they were exchanged for 1ongrdmzwm4dehts at anather__'

"high discounty, and a new sei. of bills was issue@“ ‘This profitable:business
was an unmatched source of income for the foreign financlers whe found in -
them a good investment of capital imported from abroads In’other- wofd&,

instead of helping creating a healthy domestic money market,. thase bllls e
opened the doors qulte wide for the ruin of the countrﬁ* o HEEA

'This unfortunate condition was terminated hy the interventlﬁn @f
creditor eountries, the consolidation of -all debtsy-and the subjection of
the country to fereign financial control, Since 1880 the government- sﬁopped .
issuing them, and most farelgn prqflteers had to pack up and go back home..‘-'

- A new phase is asseclated with the First World War, The 1914 1aw of
negtes isgue: recognized Egyptlan treasiury bills as.a part of issue reserves,
However they did not survive the war, and the N, 2 ;'was satisfied with the
British treasury bills, The government followed a tlght finaneial poliey,
attempting to accumulate a reserve, and to finance any increase in its
expenditure out of that reserve’y The only debts inéured were two medium
term debts in conneciion with the intervention in 1933 between mortgage '
banks and their debtorsy Thus neither for financial purposes, nor. for-
monetary purpoeses (those of notes: issue) w&re bllls ever traded in the
inter-war perloda : 2 :

Difficulties in trading the 1941 cotten crop led to the intervent%on ;
of both the Egyptian and British govermments to buy it at a fixed price,.
The so-galled "Qotton Loan Bonds" were issued for a period of up to five
yearsy and the home market was capable of financing it, Three months - :
treasury bills were issued since December 1941. One=-year bills were issued
in March 1943 together with another cobdton leany The success of these
loans led the authorities to raise other loans with maturities ranging
between two and thlrty years, to pay back the national debt eutstanding
‘since 1880,

The 1948 law permitted the issue af treasury bills up to L.E. 50 _
mllllon for purposes of banknote issue, and fer the finance of the cotton -
crop; However, the aeillng was soon raised to 100 owing to the High :
prices of the cotton erop in: that- year, the expenses of the military ope= -
rations in Palestine and the Colers epidimic, Thus betweén 1943 and 1951
issue-reserves in Egyptian treasury bills and bonds increased from L E.11l-
million to L.E. 84,3 million, whereas British treasury bills and bonds
decreased from 12?&6 to 779 mllliohs‘
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III, REGENT _DEVELOPMENTS
C11I-(i), The 1950' o

III 1- Creatlon ef the Central Bank.

: By 1950 the money market in Egypt ‘was thus composed w1th the -
N.B.E as its leader.. This latter was then a commércial: bank competlng .
with other commercilal banks, though at the same time engoymng certain'
central banking features, such as being the bank of issue, the bank of -’ ,
the government, and the bank of banks. - This comblnatlon of the func~ ' o

e

,tlons of central banking and the- llbertles of, commerclal banklng was:
'amkward to the N.B.E. itself as well as to the ¢ompeting banks, - The ;

government also felt the urgent need to have-a full fledged ‘central-
bark, a need already emphasized a long time ago, esPeclally in the London

kInﬁernatlonal Monetary and Economic Conference: to which Egypt partlclpated

in June 1933, However, she was reluctant to confer this status legally -
t0 the N.B.Es+y due to the fact that this latter was mostly foreign ‘owned-
and managed.

‘ During the period 1946-1950 many alternative pchects wers
congidered, ranging between the creation of a new bank to act as Central,
and the transformation of N,B.E. inte a central bank after complete or
partial nationalization. What the law issued in 1951 did actually reallze,

- was the Egyptianization of the N.,B.E,'s management and its recognition .
- as the Central Bank, That law forced banks to keep with the N.B.E. a

specified ratio of their deposits, and to hold in cash -another ratio to

be determined by the Minister of Finance. Each commercial bank had %o
represent a monthly financial statement to the N.B.Es, thus making possible,
for the first time in the history of the country, the collection of informa-—
tion as regards the flnanclal position of each customer, and the publica~
tion of regular monetary statistics. These were minimum requirements for

~ the formulation of what might be considered as a “monetary policy", some-
thing that lacked until that date.

‘The minimum reserve rabie which was Tixed at 15% at the begln—”

nlhg was reéduced to 12,5% in 1954, . On the other hand, the 1951 laws kept

thé 1948 conditions of note-issue, and the N.B.E. was asked to reinforce
the gold reserves in order to "strengthen® the value of the pound., Gold -

- reserves were revalued at the new price determined by the IMF ($ 35 per

ounce), and more gold was purchased. However, the fact that commercial

bllls were still excluded from the reserves, meant that the note issue o
wak still separated in principle from the actual needs of the market,

Further it alsc meant that the possibility of creating an active redis- .

count market was still quite limited. The N.B,E. was asked to 51mp11fy

the procedures for rediscounting commercial hllls, and it:accepted to

redlscount bills of not more than six months.

‘III.2~ The Egyptmanlzatlon of Banks:

: The 1951 law did virtually increase the powers of the N.B.E.
very much beyond what was actually happening 51nce 1947. The major

1
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weapon in the hands: of the bank was the reserve ratio, rather than the
open market operations, It could also exercise certain powers over the
commercial banks through the threalt to deprive them of facilities of
finance on the basis of acceptable securities and on the security of
cotton on which advances were forwarded. . In any case the main factors
governing the new monetary policy. remained to be foreign exchange con=
siderations, and the finance of foreign trade, with cotton still domina=—
ting the: scene and producing heavy seasonal. fluctuations in money issue
and circulation, resembling- those previously financed through importa~
tion and - exportation of gold., With the New Regimé taking over in 1952,
and the immediate concern with the economic: and political development
of the country policies: for the stabilization of domestic production,.
prices -and incomes, and’ development progects financing gradually became
important concerns of the Bank. - : :

The whole system was put to a severe. hest durlng the- Suez Crisiss
Apart from Bank Misr and. the: N.B.B. itseli the-mostly foreign—owned
banks = took a negative: attitude towards the finance of domestic activie
ties and of the 1956 colton.crop, on the grounds that they have,to pre-
serve a high liquidity ratio to face any possible rush on the hanks.
This fact brought out. clearly ome of the: main defects of a system tied up
to economic. interests other than those: of the economy which it is supposed:
to- serve. Other defects. were already felt through difficuylties in obtaln-
ing the necessary finances for -nmational concerns on as easy terms as ale
ready offered to less economic but foreign establishments. It became
quite evident. that. if any serious economic development within a framework
of internal political. stability is ever io:be achieved, members of the
monetary. lnstitutlons have to céase receiving adverse orders from outside
the country. In. other words, banks operating in the U.A.R. had to be
Egyptianized, For thal purpose the Law Ho. 22 in January, 1957 required
all commerclal banks: operating. in U.A«R.- to take the shape of joint-stock.

- companies. wholly ‘owned: by Egyptlans. From there a new turnlng point took

place.

III.3--The 195? Law. of Banks and: Credlt:

With the, Egyptlanlzatlon of the banklng system the need became
urgent: to. introduce radical changes in i%s mechanism and structure, The

fundamental law nos 163 issued. in July 1 set the path for the proper
working of the ban 1ng3system and forytﬁzszrganlzatfgn af the mongy gar ket

Artlclelone in fthat law:recognized the N.B.E. as the- Qentral Bank which
should regulate the credit. and banking policies and supervise thelr lm-

.plementation according to.the economic plans of the count¥y, in such a

way as t0 ensure  the strengthenlng of the national. economy and the sta-
bilization of its currency, It has te adv1se the government before
ralslng any- public. debt.-

 The Bank was authorlzed to undertake open markeb operatlons in
securltles, whether governmental or guaranteed by the government, and in
commercial.bills, and to determine the rates of interest and discount in
such a way as to saféguard the country agalnst any {ipancial or economic
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disturbances, It has to supervise c¢redit institubions and to ensure
their sound working. ' It has also to manage the country's gold and fo-
reign exchange reserves. In the meantime it was allowed to undertake
only those big commercial bu51ness ‘that would not put 1t on a’ cOmpetlng ’
basis with ordinary commercial banks. :

. The control of the central bank acthlﬁles ‘over commer01al banks
included, besides reserve ratios, the issue of diregtives, limitation of-
channels of invesiment, putting a ceiling to ceritain types of investment
and the types of reserves to be held against certaln.rlsky assefgs Similar
controls were also exiended %o other fthan commercial banking institutions,
namely these engaged in realnastatg,agrlcultural and-industrial credit. -On
the other hand, the Minister of Natlenal Economy was glven more powers of

'supervmslng the bank’s ag¥ivities, = : S

CIrI-(ii). The 1960' -
'III¢ 4o The Naticnallzatlon Acts: e

During the years 1957-1960 B new phase of Government polmcy ,

materialized in 1ntroduc1ng Government ownershlp to the banklng sector. =
Several” hanks were bought or natlonallzed by'the Government, including the
NBE and Bank Misr which were nationalized im Februsry. -1960. Immediately f
after their nationalization the Government decided that the NBE 9/ should
be turned into a purely commercial bank, hile a new Central Bank of Egypt
was established and assumed the central banklng functlﬁns as, from January
1961. - =

This new phase of Government.policy was ¢ompléted-in July_1961-'
when sweeping nationalization laws were isgued affecting various economic
sectors and including the nationalization of all banks operatlng in. Egypt.

Further developmehts were :Lntroduced in 1963 when all existing
commercial banks were amalgamated in five banks 10/, In 1964 the banking -
transactions of the public sector, which comprises since the 1961 nation=
alizations most of the business seclorgy. .weredivided, among the five com-
mercial banks within a so-called "gpecialization by sector scheme', This
step was Introduced in order to help the plannzng and administrative
Government Agencies to improve thelr means of controlling the’ flnanclal
flows of the public sector. ' : : :

The merger of the Egyptlan ccmmerclal banks 1nto five big banks

represents an important step towards concentratlon. It should be noted, -
however, that geographical concentratlon in the Egyptlan banklng system

WE/At the time:of nationalization of thaﬁN,B»E.g its sharéﬁ were. he}d by 5
holders of .83 natlonalltles!. - o

30 The Natlonal Bank of Egypt,y Bank Misr. Bank of\Alaxandrla, Bank of Port -
' Sald, and Bank of Calro. , ‘
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has always prevalled. Actually most of the banks which existed before
- 1960 were one uynit banks operating in either Cairec or Alexandria, Some
C & had no:more than 2=3 branches, and only a few had branches in. the country
side. In fact the merger into five banks has been accompanied by a de-
51re to correct this geographical concentratlon, ag each of the big banks
s presently anxious to establish a complementary network of branches.
Pne Ffollowing table gives thegeographlcal dAstrlbutlon of all banks
branches 1n l958 and in’ 1966.'

t _ ~ Table I
o s Geo raphlcal Distribution of Bank Branches and.
a o ; _ . Representatlons

e 'December 1958 | June 1966

| cairo. - 53 4

| Alexandria | 29 .28

‘Lower Bgypt | 71 ! 127

Upper Egypt .69 . 109

| 222 338

It is apparent that most of the newly opened. branches are not
financially profitable per se, though they are contributing to the 1m—
n““‘PHEHu of each oank s net-work as a whole,

.This. conceatration in the structure of the Egyptian banking
sysbem is simply a. reflection of the historical concentration of the
'oanhtna business in Cairo and Alexandria, As shown in the following
table the la¢best part of ‘commercial banks credits 15 real;sed in Caire
and Alexandria

- . Iable II |
Geographical Distribubion of Agpregate Ubilized Credit Facilities
- ; | | cairo: | L AleXaﬁdria; * Other Areas | Total ;
~L.E.m, % . | L.EQMQ % . L.E'ma % . . L.E qmi . %
1950 . |123.2 |43.8. [ 103.8° | 36,9| 54.5 | 19.3] 281,5 | 100
A 1960 64,2 49,2 | 106.6 | 32,0| 62.8 | 18.81 333.6 | 100
B 1961 .. 196.0 [ 55.6 | 102.1 | 28,7] 56.2 | 15,7 356.3 | 100
. | 1962 1237.6 | 56.8 | 121.8 | 29.1{ 58,8 | 14,1} 418,2 | 100
- | 1933, 276.1|59.0 | 137,5 | 29,4 54.0 11;6‘1467,6 100 |

_Another 1nd1cat10n of" the hlgh degres. ‘of conoentratlon in the-
Dbanking systen. prior to. the merger is reflected in the distridution . of
depoalts and. credlt amnong: various commerclal banks.‘ The. following table
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deposlsts and credit among various commercial- banks.f The. followmng table

1llu5trates that "among the 25 banks which existed in 1959 four banks
-~ held .70%:of: aggregate depos¢ts and flve banks extended ?6% of all bank

credlto:- ‘
S Table III S
Dlstrlbutlon of Aggregate Dep051sts & Credlt
(In L.E.me. as the end Qﬁ.Feba 1959)
. Depos 1 t }_.,ns;;: - T R xr e d i, t
FN bher " FEE R Number Aggre te o
: BanKS'DGPOSltS K Banks Dep051st5
Less than €, 5me ] 16. | .23 | 9 |Less than®£ 1me { 7 | 2 1
From £, 5 =~ 1Om, 3 23 9 jfrom &£, 1= 5m. [ 11 . 25 14
From £, 10—~ 20m, 2 27 12 {From &, 5 -10Om, 2 1 14 I 9
From £, 20~ 50n. 2 55 22 [More than £, 10m§.- 5 i} 134 76
More than &. 50m, | : 120 48 e e - .
T o toal 25 250 100 . Total - = 25 175 100

— Sources Dr. Aly—Greﬁly, The Developmentk of the Banklng System 1n Egypt, Galrmg' E
1960 (in Arabic Language), - e

Phe association of Banks which was formed in 1936 HE dlscuss :
matters ‘of common interest such &s the determination -of unified banking ieesg
commissions and interests, was turned after the 1961 nationalization of all
banks into a Technical Committee for Banks, with its functions basically un-
caanged,  Besides the two clearing houses which existed in Cairo and Alexan
diria 51nce 19299 & third one was establlshed in Port—Sald 1n 1961¢ o

ILI 5~Lvolutlon of the Money Markets

Our survey of the developments of the monetary and banklng systemq
in the U.A.R. hag already shown that little room was left to the functioning
of a domestic money marke} during the gold standard .epoch, . In the period
1916-1947 of the Sterling exchange standard, the loca1 money market was stili
limited in' sizey ‘though somewkat better organized than before. The affilis-
tion of the system to foreign and well-crganized markets was due to the fo=
re#ign ownership and management of local banks, as well as to'the noverwhélm=
llg welght of forelgfmfrade op@ratlons9 esp@clally cotton exportso‘uu‘“”

- W1th the Ne B,E, assumlng in 1947 the respon31blllty of lender. of
llst resort in. the place of foreign head~offices of the local banks,. the
Er ptlan money market ceased to be a part of the international marketso The
l)cal banks continued, however, to focus their attention. on the financing
gypt's forelgn trade, i.e.; cotton exports, Even Bank Misr which parti-
o pated during the inter-~war period-in establishing and flnanclng a score of
nay lndustfles, ceased to enter any new ventures. :

. - It is. only after 195?, when the government launched an,lndustrlal
program that the banks began to play = more pronounced role in financing
economic development. This role was further enhanced since the begimning ..
= in 1960 - of the first five~year comprehenslve development plan. B

Apart from occasional foreign exchange shortagesy the Egyptlan
money market during the pericd 1947-1959, was smoothly functioning under
the Central Bank's traditional controls, As aforementionedg financing cot=
ton trade was the bank's main occupation and responsibility, This was
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siuply provided for By the Central Bank's decision to lower the Reserve
Ratio during the gpctive season from 15% 4o 2 %% or IO%? ‘He would also be
ready to lend the banks whatever funds they may need for this purpose.
No other major monetary policy was warranted, The rate of discount and
the 1iquidity ratio stayed at 3% and 30% respectively without any change,
During the idle season, the banks invested their funds in Treasury Bills
ans other gilt-edged securities, Naturally credit’ facilities were also
-extended for purposes other than financing' cotton ﬂrade,-but“daspite5tha_
rapld annual growth in such activities they still lagged in importance
far behind the cotton trade, : o R

“As from 1960 the iﬁplementation of the five~year”plgn changed

drastically the face of Egyptian money market, The Government's outlay

on current services and-deve10pment recorded a very rapid growth rate,
Hence the liquidity of the banking system increased, This development
Tendergd_the_pclicies previously used by the Central Bankless. effective,
The raise in the Reserve Ratiotb 17%% and in the discount rate to 5%:
which was stipulated in 1962 - under the stabilization scheme worked  owt -
with the I.M.F, = did not prove to be very effective, Hence, it Was ne-
‘cessary for the Central Bauk to go a step further and impose a maximim

- ceiling ‘for credit extsnded by each bank to each sector., Even s6y the

- Bgyptian experience discerns that in a planned economy the rolé of the
Gentng}wgaggmis;highly complicated, and the effechiveness of his policies
depends g?éaily*On“the development plan itself, : S T

The role of the commercial banks also becomes. more complicated,:
In-order to extend credit to a certain project, the commercial banks have
to consider now an extra element, namely the role assigned for this Pro=:
jeet in the plan, . Complex situations may crep if Hhe financing of the
project ‘was plan-wise approvable, bul ne¥% 50 cansidered according to trae
ditional financial soundness,- There is no simple solution, as yet, for
such problems, This situation suggests that in a planned economy the
planner should assume a great deal of the responsibilities of Central
. Bankers, o L ' : . o

I11,6~ The Size of the Markes: | UV SR
“ In the U.A;R;, as well as in most deﬁeloping_countries, tha
discount market is rather small in size, The accompanying Table IV
" indicates that the "Bills discounted® are decreasing in abselute figures

- as well ‘as in percentage to aggregatbe IOans & discounts,

_ The second important feature is that cotton loans régistered =
high and gteady rate of growth. in absolute figures, As a percentage of
aggregate loans & discounts the relative importance of cotton loans has
declined notably, o

The third and most striking features is the astronomical growth
in unsecured loans both in absolute and percentage figurés, From 10.1%
of aggregate loans & discounts in 19534 this ifem rose to 54.6% in 1965,
Most of the riseoccurred after 1960, and most of the unsecured loans -
were extended to the industrial firms which belong to the public sector,
This simply reflects the drastic change which took place, as aforemen~
tioned, in the wrole and scope of banking activity in Egypt since 1960?
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1964
1965

©39.9
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ho.2
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65.8
63.0
76,7
70,1
62,1
58.4
' 68.9
96.7

78.L -

200

5.1

.2
Lo

7.4
6.2
10.9
10.8
5.2
15.1

21.2

11.8

12.6

- 11.0

L.8.6

10,9

9.0

._11.h '

20.2

S 19.1

"2h,8

28.5
23.5

22,1

16.9

  1§,9

184

8.6
9.1

11.6
212
25.9° |
29.9
361
6.0
55.1
61.1
66.3
8l.5

L.

3.2
L36
42,0
3.5
‘h?ﬁz
58,1
50.0
52,
8.7
139
3.5
29.9

16.9

16.9

'23u 7

37.2

"9h.3

| 1748

' 270.2

13l
16,1

25.7 |
26,6

59.2 -

|.186.2

261.1
311.5
400.0

101.9
126,7
126.8
2.9
1574
220.h

218,10

23107

Chg1.0

| ié;g;
165
19
16.0

s |

17,8

: 20,6;5i

:13;65;
..15923'
f i3=8.'

80 8 h I:

l-.ha?f;

1239:0

25003 ’

@T:Q?éaﬁ

108.8

- 98,2

75,2
“20h.0 |

20.1 | 250.5

f}ifiieasg |
iﬂ'71h3;2.
e
©158.9

52503 |

x Includes 1oans_and'adfances againét gold, mortgages and other'securit185 -

[
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TABLE JNL classification of Loans and Discounts,
- 1953 - 1965
B— A percentages of Total
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&
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1083
195h
1955
1956,
-?1957'
51958=
'19S9:3
i1_960
‘71961f'
1962
11963f
'i9691'
2965

B
35;11: :

2.5
37.3
37.5
0.9
31.9
29.4
:2h‘9i;
21,2
“21.2 -
23.6
15.8

6.5

” 1.8
3.8
2,9
‘72-6

| b2

3.0
W
'haSSL.

2.1

55

2.9

‘ h.Q,S_.
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-1 8.5
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7.6

5-7 o4

6.5
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1)

6.8
a1

3.1
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82 |

- 18.8.
- 16.2

7.6
6.6 |

7.5
7.3
;12;1‘

12. h

|

29.8
} 26,h°

0.3
| 23.2

- 20.9

27.9
f26;oﬂ

) 2h42~ >
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18.0

féjlr'.

1001

9:d

11,5
10.6

79!2

11,6 -

107

o

2.9
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2.8 |
56

s
©88.5 f
867
89,9
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91.6
b
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0.8
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100
100
100
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100

1. 100
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16h4.9

157;9_
192.2
175.7

156.4
1h6.6

172.7
22,k

196,5

- 100

270,0
210.0
205.0-
- 370.0°
310.0
515.0
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260.0
- 755.0
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132.6 .

100

| 126.7 |

127.9

23k.9
222.1
288,14
331.4
273.3
257.0
196.5
179.1

- 200

1185
138.9
149.7

S 113.1
150.3
185§0
159.2
166.9

155.1 .

- 139.8
106.7

95,2

100
'lith
18,2
148.2
1.2
207,59
eegsgh.
233.3
326.3
1519.3
- 827.2
1533.3

"ZBQQ;E :

100

1213
1200
140.2
15L.5.

182.7

216.3
21&53;
227.4 |
256.2
305.7
39é.5j

100

l _155.77

-1183.0

1509/
167.9]

. 189.6

1943}

143.h
130.2

83.0

- 39.61

| counts’

100
21300

4. 155 0.7
181.3

o 245.6

363 o}-L

12731
1.2 ¢
C213.8]
222,54
o 289.2]

Wl

e
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‘The classification of commercial bank's aggregate investments
(Table V) discerns the increase in their holdings of Tréasury Bills and
other Government securities. . . -

 Table V- Classification of Investmentise

(L.E.m.)
“#nd of | 1., |Gov. Securities - | Other Securibies | Total
1952 | e |0 g | 88 18,6
065 | 4b9 | 187 e | e |

o - As. for the credit extended by the specialized banks the total

of new loans offered in 1964 by all of the.three mortgage banks :

 and.the Industrial Bank did not exceed half a million Bgyptian poundss .

. In contrast to this extremely limited activities the Agricultural Banks
increased their credits from L.E,9.5m. in 1952 %o L,E.16.0m, in 1960 and .

to L,E.80.5m, in 1964, T _ A ‘

- III,7~- Sumnary and Conclusionss:

- The Egyptian money market reflecis many ‘characteristics welle

lnown to developing countries. These are reflections of distortions

vhich usially exist ia the monetary and banking systems of those countries
and they can bé summarised as followss: I ' :

1. The linited prevelance of the ¥banking habitit, leading to the relatively
short supply of the means which provide the money market with its necessary
naterial, In the period 1952-1961, tofal means of payments averaged L.E,.
383 million, ‘out’ of which private demand deposits were 45% only, or L.Es

172 million, This is iIn contrast to a percentage ranging between 75% ahd
0% in more developed economies. During the years 1962-1965 the growth .in
means of payment to L.E, 500 was accompanied by a very small increage in
deposits, to L,E. 176 million, causing a fall of the pércentage to 35% only.
The. more relevant fact is that private deposits are generally of the nature
of savings rather than balances held for immediate use, Thus %he turnover
nf.the limited supply of deposits is rendered less efféective than in deves -
loped economiess o ‘ ‘ o

2. A related aspect is the concentrabion of the use of credid facilities in
main trade centers, with the country side obtaining a limited share, This
further linits the possibilities of mobilizing resources for short-and long~
term credit. o . ' /

3, The lack of the axle of the money market, viz.s the Central Banke This
was only made good quite recently.. e SRR

4, Bver in the existence of the Gentral Bank, it would be practically helpe
less if the national currency is tied to a foreign exchange basis, which
- facilitates sutomabic transfers beyond the conirol of the Bank, -
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5. The predomlnance of forelgn banklng 1nst1tut10ns deprives “the Central
Bank from the privilege of acting as lender of last resort, a role assumed
by the head~offices abroad. - In such circumstances the formulation of a
proper monetary policy which will be carried out through 1nf1uenc1ng the
money market is practically 1mp0551ble, L _ U .

6 The credit market is 1arge1y composed: of institutions which concentrate

on 'short-ferm credity with scanty houses undértaking “the fundamental role

© of providing the necessary long=ferm capital for developing the national -
8CONnomys ‘These latter were only started on the 1n1t1at1Ve of the government

and one single national bank, .

?u:The -large share of the agrlcultural sector in the —rather low— natlonal
income, with s concentration on one main cash crop, meant for exportaticn.
This factor has far reaching effects, since it provides money -dealers w1th X
a high source of income thusrelleV1ng them from looking to other channels
throughout the rest of the year. This means that there will be wide changes
in the level of credit over the year, and that the banks will. get info the
habit of holding a high liquidity ratio even during the season, as the price
speculation of the blg crop ilg quite enqmmeaﬁw S

8+ This further fits with the inclinations of the foreign 1nst1tut10ns, who
would see to it that the couniry's main crop goes to the’ 1mport1ng countries
at the terms which are’ considered favourable to them, The situsation’ becomes
quite grave at times of crises, when politics take the lead, This led to
the increase of the share of the government in-the gapital of many banks,
their T gypulanlsatlon and finally their complete natlonallsatlon.‘, : ‘

9« The narrowness of the money market itself deprives the Central. Bank.ltn '
self from its traditional tools of operationy namely the redlscount pollcys._
and the open market operationss This requires the 1ntroductlon of more
direct methods of control, and the partlclpatlon of ﬁheGentraI Bank.ln
certaln ‘direct act1v1t1es.

IV~ P0551b111tles of Future Developments

‘IV 1~ bactors governing the development of the monev market:

o . It 1s by now evident bhat the. develoPment of - a-money- market depenas
on a varlety of factors: o . .

l The economic development of the country itseélf, This would not’ only cover
~ the rate of development, ard =~ the growth of the volume of- business, bub
- also the pattern of development as exemplified by the economic struchural
- changes., In partlcular, it will be affected by the. dlverslflcatlon and .
volume of domestiec productlon, and of exPorbs.

2,.Thc laws governing the ownershlp and managemenﬁ of the various. economlc
units, This would cover s not only how rar ioreigners are:allowed: to-
- govern the domestic economic scene,y but also the organization of the proe-
ductive system. :Ltself9 '



]

‘53 ”ha 7w nﬁtary and banklng systems, 1ncludlng the. structure and practlces

'?ceﬂtral hank, the commer01al banks and other monetary 1nstitu—_

f 3and regulatlons governlng, bhe lssue and dlrculatlon of
Thls would 1n partlcular 1nclude the growth of

target of doubllng nahlonal income in 10 years. This meant
‘rate oL growth from slightly below 5% to more than 7% per annum,
_{ehyears over ged & raLu of appfOAlmaLEIY 6.5%. To restare the

;on-to'baslp 1ndustx10b 1a o;der to ensure a balanced and self—

srowbh of “the economy. On the other hand, the management of | _

L velopﬁent has led, at the early phasés: of-the planning period,

Sty ay ra 1d“growth in admlnzs%r tive ‘aetivities Furtner, it required allo~

. C it B8 ulcE-Tevaaadolch-nl far lnirauﬂrucbhrai‘QCEJVTLleS, especlally transport

and’ camuunlcatlona. More rcsoufcas were also allocated to the  basic services
‘“ni ealuh, and- omher ervmcee rcaunled tobuild_up a healtby S0-

of growth of. VariouS“sectors:impose a
bredju aarket.'~To~illustﬁéte ﬁhe

'l vels o productlon in the various ectovs.  _“ o

;;ﬁ_ﬁl *”fat price: LeEs. mlll1on) _ . -nu:T;_.v-
: ‘T_ Hﬂsgredlt Credlt Proauctlon Credit Credit ash |
Sector 1| Fac.. | fas %.of 63/6k Fac. - { of

F.{Septl59 produc. /9% Isept 63 “Production
Fosez 4 11| 677.0 . 251 | 3.6
7380 8 L 73 ] 1538,8. | 15001 | g‘ 948
1390 | 136 2063 40,0 | 19
1 6449 | 3943 218,9. 90.9{' 41.5
- 5 5 lj‘.l 209 l 17' .,5
47.02 (34.9)_ (ll? 1) 29} .',:.'Ca.5.4-) )
931 2 T o, T 3504 z2 | 388 3 ‘:5;11 I

1nqlqde

cotton, thCh 15 ralated to its
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We have chosen the level of c¢redit facilities in just oné {(and ths
same) month, preceding the cotton season by way of illustration. Comparing
this to the levels of production in the releveni plan years (Julyw June)
would reduce the effect of seasonal fluctuations.- However gumizke Jsure
that the cotton trade does not distort the’ resultsy-we havé.relaued lu to
its exports. Some facts are qulte apparent®i SRR

1. Total credlt facilities have increased faster than uhe ratgl of growkh .
of domestic produgtlon in current pricesg. 11/ “'The increase was: (practi-
cally double that of production, The increase took placg.dn the' ratio :
of credit to production in all =conomic secitors, though by Varying degreesmw

2. The increase in the relaitive weight of sectors. requiring larger credlt/

pfoductlon ratiosy vizes industry and commerce has Ted™§ -
ease in total facilities accorded. This tendency should be expected

to remain especially as the growth of 1nduSLrvs and the 1nepease in bha

scale of production are to increase, T RIS :

3+ Relatively large increases in the c;ed1+/0;ouvctﬂon ratlos are obs rved
in the sectors servicing the proce s of production and 1nvestment, 'ﬂ
transport and construction, Asricultural production has also’ exhibited’
a blg rise in its ratio as a result of the 1ncreased acthitles'of agr¢-
cultural productipn, institutions. It has to be remembered that the above
table covers only the commercial banks, thus. excludlng the speclailzed
institutions., DBetween 1959 and 1964 the A"r1cul*ural and uo—operatlve
Credit Public Organization (previously Bank) 1ncreased its loans ana,
advances from L.E. 16,0 million 4o dO 5 million, he lndustrlal Baun
increcsed its-loans from 6.3 to 8.6 only, :

Thus it can be safely concluded that the fubture develoPments of -
the economy would activate the money market by rates which exceed by far
those of domestic production. This tendency should be calculated ¢carefully
' if inflationary pressures are o be kept within predeternined levels. 4=
nentioned before (III.6)}, the process is not a stralghtforward one - QJQWd
the Central Bank has to play a nors 1mp0f ﬁnt ro;og Loee below IV)B R

IV,3~ The Socizalist Structure of the aoonoqxa

In section II1 we have already ¢1d1uaued the FTundanentigis chaﬂPGq,
which occured during the sikties, as a esuit of the' soc_ullsatlon achs.
These changes affected considerably the laws of ownershlp and the ‘riles
management 5 and the shape of ths money maraCu is orresp0uaently a*fecheq

f .

llrnod eudallst Sysbeme
class of big. land~owrers who, hrohgn thelc Douﬂvlul 1n¢Lue;
lized most of the credit faciliities which would have normallx gone: to ﬁﬁ&m]
peasants, (see IT.4 above). A second step was taken by a seilgs of Egyptim -
~anisation and nationalisation of key business 1nst1tutlons. Flnally yi¥alcs
flational Charter in 1962 set the rules for the public and private, ounefshln
of niedang of production in guch a way. ds to aboligh eﬁp101taulo'”
ﬂ/ it 18 esvimated vhat l.‘;l'Ci\l'uC"G iy Bid \..uu;:ucuiu \.1.)59/;.;0\ 3
by 29.2% during that period as compared meh 3? Se. I
and with 68.1% in czedlt faull‘ilesa e

A
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Table VIII=~. pyublic Debt (L.E. million)

. . ) : " ' . .
End..of }National &{,.. . .. Loans foy Natio- {Agra-
Fiscal Develop_g Ta easury Finaﬁ‘?i_nﬁ nalised §rian - Others L Toté.l
Year Loans ‘Bills | Bxternal| Instit, | Reform i '
' : Debts - Bondsz | Bonds
1930/31 87 o4 - - - ) - % = | 874
1940 /41 85.0 - - - -~ 1 = | 85.0
1950/51 108.0 | 67.0 - - - - | 175.0
1951/52 | 143.0| 60,0 - - - ~ | 20340
1952/53 123.0 | 135,0 ;- - - - 258 ,0-
- 1953/54 123,0 | 72,0 - - ] = ~ . 1195,0 |
1954 /55 148 .0 55.0 - - 1465 - 217.5
11955/56 - 158.0 97.0 |- - - 1643 0.6 ['271,9
1956/57 - 158,0] 135.0 | - - 176 363 | 3Lidey
1957/58 | * 158,0 | 150,0 - - | 21,0} 3.3 | 332.3
1958/59- 198,0 ] 165.0 - - 3245 3.3 | 398,8
1959/60 182.0( 164.0 45,0 | 20.3 32.5 | 3.3 | 447.1
1960/61 232,01 185.0 53.0 22,2 37.1 846 - 53749
1961/62 232.0| 200.0 65.0 22.2 42,1 60,9 | 622.2
1962/63 232.0| 235.0 100.0 | 296,5 1 42.5 |119.2 {1025.2
11963/64 | 232,0| 335,0 | 100.0 ‘| 33.4 | = 227.0 | 9274

(Source - Economic Bulletin of N.B.Ea 1965),

Some of the debis are incured by way of indemmity to exwpropriators of.’
means of production, These are not circulated, otherwise the increase
in liquidity which has been experienced recently would have exceeded all
limits. However, since 1959/60 there has been an increase by 27.5% in.
developmental loans. Bub the most . important -factor was the doubling of
treasury bills. Related to the expenditures of the ordinary and annexed
budgets (or what is now called the services budget), treasury bills stood
t 34.5% in 1950/51, at 38.5% in 1959/60, and a% 62,0% in 1963/64,

It is clear that the rate at which the public debt more than
doubled over the first four years of the plan is not progectable to the
future., The debts arising from nationalisation and agrarian reform have
already been fading away. Increases in the public expenditure itself are
not to take the same momentum gathered during the early years of the ma=
‘nagement of the economy, Further, the increasing feeling of the dangers
of an expansionary policy and the ensuring unwarranted liguidity makes
it quite clear that a retardation of increased issue of bills and of
other loans (mainly borrowing from the banking system) is highly desir—
able, However, even with such an expansion taking place, the role played
by the treasury bills in activating money market operations was quite limi= .
ted due to the other factors determining the markety and t0 the tight pollcy
which the Central Bank is adopting recenulyo ,
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LIV G The Monetary & Banking Sygtemss

The existence of the Central Bank has already become a fachy
and as indicated before it is assuming direct control on the banking
system. On the other handy the specific specialisation of the commer=
cial banks has led to some variance between the positions of the bank—

ing ‘institutions since i% exposes them to the economic changes in spe=

‘cific sectors, This limits their ability to maneouvre and increases

their reliance on the Central Bank, _The phenomenon has been intensified
by the rapid expansion of credit during the early 1960*s;-as~can'be;seen-

~ from the following table,

-+ Table/IX~ ‘Reserve Rabios.of Comiercial Banks

| | MECECI R CE
- August R B
Legal ‘ratio = 15,00 Cle.9 | 15
. effective ratio 39,6 - 1234 |-
= CaBe doans o T =0 p 05 |Gy
- net effective ratio| 39.6 - ‘f'?22i9171j*'3f'Ef
B Dacomber 1 ' : - B Bt e
Legal ratio = .| 15,0 | 1048
effective. ratio . 22.3 - 18,2
= C.Bs loans 5.5 7.2 - 135
- net effective ratio[.16.8 - 10 1 LA

— e i e

(Source: Dr. N, Mohareb: Monetary Policy inm the UsAoRam.
' ~ Institube of Banking Studies, 1966). - .

The two months chosen indicate the peak and trough of the seasons It ‘can

be seen that the attempt of the Ceniral Bank 40 raise the reégerve ratio -

has only been met by increased borrowing from the Cenfral Bank itself.

In spite of the fact that the discount rate has been raised from 3% to

5%, the lack of resources in the money market has led to the increased.

reliance on the Gentral Baik mbney.

IV.5~ Summary and Conclusiongs:

The preceding exposition shows that the recent structural
changes in the U,A.R. are not leading to the growth of the money market:
in its familiar form, The abolition of commercial credity speciaglisam.
tion of commercial bank and the increased role of the public sector -have
greatly diminished such possibilities., In the meantime, the fact thab
the country is doubling its efforts to foster economic development has
increased greatly the need for shortmas well as long~term credit fagie—
lities, 1If the market for short—term credit did exist one way or the
other, the market for long~term credit is found %6 be in a much poor
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staie.In particular the moblllzatlon of genulne savings and their channew

_'1ing towards. plaﬁﬁEd 1nVestments has become- qulte 1mportant espec1ally in.
the face of a hlgh pr0pen51ty to consume, | e

In- thls respect, and in view of the llmlted act1v1tles of bank

| ”branchég-ln the country side, the post-office savings banks are of pars=
- mount importance, Savings deposits with thé banks increased from L.E.

10.5 in 1952 %o L.E, 29,5 in 1961, while those with the post-office were
2745 and 43.4 respectively.. Further, ingtitutional savings are, .and will

‘reémain of paramount 1mportance,- One interesting feature of the recent
‘devdppments in the U.A«R., is the increased activity of the social ingue

rance and pension funds for workers and governmeht employees, With the _
increase in the share of wage=earners in the national income, these 1nst1w1n

”tutlons will play s s%ill more 1mportant role in the future.

. The plannlng system : requires more dlrect mesns of monet ary- cont—f.'
'rol rather than What - 15 provided by the free play of a money marketb

There is ‘an 1ncrea51ng feellng for the need for inproving techm';”.

' nlquer of budgeting and of integrating the credit plan with the overall .

economic plane. More powers are given to the banking system, and to the _
Central Bank' to ensure the implementation of the plan according to schew -
dule ." The abolition of commercial credit was but one of the steps baken.

~in that direction. In such circumstances the role of a money market has
to-diminigh, to give way for more direct controls, Betiter planning and

budgeting would, therefore, provide business with the necessary means

. of credit otherwise sought through money market supplies according to daym '

to=day changes. The system should be sophisticated enough in order to
avold hazards resultmng from unplanned changes. .

In such a milieu the 1ncreased lssue of treasury bllls requlred )
to finance expanding current government expenditures would simply provide
monetary institutions with a means of secured invegtment., The role: of

" Central Bank money became quite decisive, alrhough not necessarily snow1ng :
“a ‘higher degree of sengitivity to its own price., This calls for more

elaborate planning on behglf of the central plannlng authorltlesg the

‘ Central Bank 1ncludedu

.
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