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iv. Tanganvyika: For Tanganyike, the Ec/m elasticity
co-efficient was thought to be abnormal, and the East
african figure was used instead.

High Monetary Growth.

10. As mentioned above, the high or attainable pattern of
monetary growth was calculated assuming higher elasticity
co-efficients., The calculeted elasticities used as the basis
for the higher growth projections are those of the entire
1946/62 period.' These 1946/62 elasticities have then been
adjusted to lower the elasticity of the index of debits to
current accouants, representing the rate of monetary turnover,
into the range 1.0-1.1, and to raise correspondingly the
elasticity of totel money supply. In the case of the
elasticity of savingzs deposits, the 1954/62 sub-period.co-
efficients were the basis of projections, raised by 10% to
represent continued spreading of the practice of saving in
this form. The detailed method used was the following:

i. Em/g and Ei/g co-efficients.

The idea of the adjustment here was to raise Em/g and
decrease Ei/g, so that:

Em/g x Bi/g = a2 constant

Thus in 1946/62 En/g for East africa was .55, while
Ei/g was 1.28.

.55 x 1.28 = ,7040

Now assuming that the future Ei/g could be reduced
by 15 per cent, we have:

Ei/g = .85 x 1.28 = 1.088 or 1.090 approx.
Hence:

Em/g x 1.09
Em/g,

The idea was to reduce the elasticity of the rate of
turnover to somewhere in the range 1.0-1.1.

Thus +the percentange by which Ei/g was reduced in a
particular territory depended on the calaculated
1946/62 magnitude of Ei/g. East 4frica and Kenya
Ei/g were each reduced by 15%, Ug,andz by 30%, and
Tanganyika by 20%.

. 7040

.85 approx.

ii. Ec/m co-efficient.

The East ifrica figure (1946/62) was adopted for all
the countries.

iii, Es/g Co-efficient,

The method used in estimating future Es/g co-efficients
was as follows:

For Tanganyika, the calculated Es/g value in the 1954/62
_sub-period was reised by 10%. For Kenya, "the Tanganyikan
vaelue of Es/g in the 1954/62 sub-period was adopted
without modificetion. The abnormality of Uganda Es/g
1954/62 value necessitated the adoption of the East
ifrican co-efficient for the same year, plus 10%.

The East African co-efficient was then obtained by
weighting the territorial co-effiicient by their respective
1963 GDP percentage, thus:
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E.hi. Es/g co-efficient =(1.09%.40)+(1.40x.27)+(1.20x.353) = 1.21.

11, Having done this arithmetical play, the co-efficients
used for the 1970 projections are tabulated as shown below:

Low Monetary Growth High or &4ttainable M,Growth,

Elasticity of money ralative to GDF (Em/g)

E. 4. EA b4-62; 1.27 Adjusted EA 46-62; .65
Kenya K 54-62; .12 Adjusted KX 46-62; .59
Uganda EA 54-62; .27 Adjusted U 46-62; .80
Tanganyika T b54-62; .68 £Ldjusted T 46-62; .78

Elasticity of index of debits to current accounts relative
to GDP (Ei/g).

E.A, EA 54-62; 1.84 Adjusted E4 46-62; 1.09
Kenya X 54-62; 1,36 Ldjusted K 46-62; 1.03
Uganda EL 54-62; 1.84 Adjusted U 46-62; 1,02
Tanganyik: T 54-62; 2.00 Adjusted T 46-62; 1,08

Elesticity of currency relative to total money(Ec/m)

E.A. EL 54-62; 1,92 B4 46-62; 1.00
Kenya EA  54-62; 1,92 EA 46-62; 1.00
Uganda EA 54-62; 1,92 EA 46-62; 1.00
Tanganyika EA 54-62; 1.92 EA 46-62; 1,00
Elasticity of time and savings deposits relative to
GDP(Es/g)
E. A, EA 54-62; 1.27 weighted aver,of X,U,T., 1.21
Kenya K 54-62; 0.60 T 54-62; 1,09
Uganda EL 54-62; 1.27 hLdjusted EA 54-62; . 1,40
Tanganyika T 54-62; 1.09 AdJjusted T 54-62; 1,20

The Projections.

12, Having thus decided on the co-efficients I then calculat-
ed the 1970 monetary values using the method exemplified in
table IX below, 1In projecting the 1970 GDP at the alternative
5% and 7% rates of growth, the 1963 GDP was used as the basis;
then I compared 1970 with the 1962 GDP figures to calculate
the avereage rate of increase over the entire eight-year period.
This roundabout method was necessitated by the fact that
between 1962 and 1963 GDP figures showed an increase of
approximately 20% on the average, The round-abcut method

thus included. the potential effects of the abrupt 1963 rise

on monetary needs.,

13. The results of the prcjections are shown on tables Xa
and Xb respectively. By deducting the 1962 figures from those
of 1970 increments of monetary values were obtained. These
are shown in table XI- . , under the rubrique of

"Gross Available Credit", in the sense that no provisions

for reserve requirements have been deducted,



IV,

Allowance for Reserve Reguirements.

A, Currency Board or Central Bank's Rcserves.

14, Given the fact that by June 30Cth, 1963, the sterling
backing of the.East African currency still stands at the high
level of 96.4 of the outstanding East African circulation,
it is reasonable that by 1970 no additional currency reserves
would be required, In fect, a reduction of the present
sterling currency reservec could be a significant resource for
development finance. Thus if no additional currency reserves

. would be required by 1970, then (using the projection for East

Africa as a whole) ths fiduciary issue could increase by £17-23
million with the Low Growth monetary pattern; and £23-31 million
with High Grewth, Such sums would raise the present fiduciary
issue by over 100%.

B. Commercial Banks' Reserve Requirement.

15. For speculative and particularly for simplicity reasons,

I have supposed that tne moaccary zuvhiovity -~ be it an enlarged
form of the present Board or a new central bank - would regquire
of commercial banks a reserve requirement of 10% for both demand
and savings deposits. This migh. indeed be an over-simplifica-
tion, because, the iAmerican differentiation between reserves
against demand and savings deposits has become widely practiced
in the newly independent states., However, admitting the 10%
reserve requirement for bcth d-mand and savings deposits, and
deducting that precentage from the "Gross wvailable Credit"
figures on table XI - . I obtained (for demand and
savings deposits) The "Net Available Credit" figures in table
XIT

16. The difference between net available credit in the form of
demand deposits under the Low Growth and High Growth monetary
patterns is very large. For Low Growth net available credit
would be about £5 million, whereas for High Growth it would be
£32 - 43 million (againwEing figures for East Lfrica,as a whole).
In either monetary pattern the net available credit in the form
of time and savings deposits would be larger, in the range of
£35-50 million,

Conclusion,

17. 45 a result of the projection, we have seen that the
currency issued in the form of finduciary allowance to the East
African government could double the present fiduciary issue.
Now, given the formular for sharing the fid:ciary issue’ amongst
member countries - formular announced in the Currency Board's
Report of 30th June, 1962 - each member country could receive

2 net addition of about £10 million. worth of credit. Such a
sum 1s indeed appreciable for development finance,

18, On the side of the commercial banks, there could be £40-55
million worth of credit with a Low "Growth monetary pattern,
nearly all of it associated with expanding time and savings
deposits., On the other hand, there could be £65-90 million
additional credit with a High Growth pattern, with only about
half in time and savings deposits., Scuh.indeed would be a big
boost of internal credit than has been in recent years. The
commercial banks would extend credit either to the governments
or to private individuals, and in so doing, they would play

an eéssential role in the economic development of East Africa,

_ I am greatly indebt:d to Prof. P.G. Clark for his untiring
as§1§tance in the preparation of this paper. However any error
arising in this- paper is of course, my own,

{8) G.M. Lomoro. WMethtolis of Monctar, Control in en EL Federation
EDRP.No. &0, 2.35,.8<4.
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TLBLE VI

Ratios of Chenge of Monetary Parameters.

I.

E.:A.ST .AFRI C.é‘-..

Mone tary GDP
Money suprly

Index of debits to
current accounts

Currency

Time and savings deposits

1946/54

3,61
2.31

4,22
2,14
2,09

IT. KENYA4A.

Monetary GDP
Money supply

Index of debits to
current accounts

Currency

Time and savings deposits

Monetary GDP
Money supply

Index of debits to
current accounts

Currency

Time and savings deposits

IV,

3.28
2.18

3.96
1.96
1.89

ITT UGLNDA,

4e34&
5.01

5.68
2.56
2.20

TANGANYTKA,

Monetary GDP
Money supply

Index of debits to
current accounts

Currency

Time and savings deposits

342
2,08

3496
2.03
2.76

1954/62

1.43
1.10

1.89
1.20
1.56

1.57
1.06

1.84
1.32
1.32

1.15
0.83

1.70
0.96
2,02

1.56
1.36

2.37
1.31
1.62

1946/62

5.17
2,54

7.98
2.57
3.27

S5¢17
2,31

7.26
2,58
2,49

4,97
2.50

9.67
2.46
4,46

O34
2.83

9.36
2.67
4,48






Em/g
Ei/g
Ec/m
Es/g

Em/g
Ei/g
Ec/m
Es/g

Em/g
Ei/g
Ec/m
Es/g

Em/g
Ei/g
Ec/m
Es/g

TABLE VIIT

Elasticity fo

-efficients,.

I. ELST AFRICL.

1946/54 1954/62
0.63 0.27
1.13 1.84
0.91 1.92
0.55 1.27

IT. KENYL,

0.64 0.12
1.18 1.36
0.86 5.00
0.52 0.60
ITT. TUGLNDA,

0,73 -1.44
1.20 4,00
0.84 0,22%
0.52 S5.41
IV TLNGALNYIKA,

0.58 0.68
1.13 2,00
0,96 0.87
0.81 1.09

a2 product of two negative figures

1946 /62

0.55
1.28
1.00
0.70

0.50
1.21
1.13
0.54

0,56
1.46
0.93
0,93

0,62
1.36
0,94
0.89
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TABLE I

GROSS AVATLABLE

CREDIT,

1970, 5% GDP GROWTII, LOW GROWTH MONET.LRY PATTERN,
£'million
Item KENYA UGANDA TANGANYTXKA EAST ALFRICA
Currency 2.4 4.9 19.7 17.1
Demand Deposits 1e¢5 - 0.5 145 563
Savings Deposits Be7 9.5 8.9 3943

1970, 7% GDP GROWTH, LOW GROWTH MONETARY PATTERN,
£' million.,
Currency 349 6.7 27.3 23,4
Demand Deposits 1.8 - 0.8 0.5 5,5
Savings Deposits 9.3 13.5 12.1 55.2
1970, 5% GDP GROWTH, HIGE GROWTH MONET~RY PATTERN.
£! million,
Currency 765 Be3 10.1 22,8
Demand Deposits 14,3 7.0 14.9 3544
Savings Deposits 13.4 10.9 10.2 37.0
1970, 7% GDP GROWTH, HIGH GROWTH MONETARY PATTERN.
£' million
Currency 10.5 11.3 13.4 30.8
Demand Deposits 20.0 9.6 20.0 47.8
Savings Deposts 19.4 15.4 13.9 31.8

N,B.
figures.,.

The territorisl data do not add up to the East Afrjcan



