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THE E.A. BALANCE OF PAYMENTS AND
FOREIGN EXCHANGE REQUIREMENT

1l. Introducticn

-

1. This pmper sets out to suggest evel of foreign
exchanse which would be nceded to mcot fut re Bast African
balance of paymonts reguirements. The point of departure
is based on the foet that the rcouircd lcvel of fore elgn
exchangec reserves is = function of the halonce of payments
position of any country or group of countrias
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2. The problem of forcign rescrves is of great con-
cern ir most Jf the devcloping netions. In varying de-
gree, these nations cuffer from foreisrn cxehinge shortagess
and to rcmedy this shortose, both cxchanss ccentrel and
import substitution policics are oftin cnforced. It is

no wonder thot the promotion of impeort substituting in-
dustries has become and oucsstanding pollcy in wost devo-
loping eccnonies. The sprc?d of import substituting in-
dustries is secen as o mcecons of relezsing forcion Lychzn*“
80 tadly nceded to import capital eg uﬂom~n+ and raw-
matcrials, The delemna cf the un‘gr¢bvb¢o::ﬁ noticns 1is
how to zchi=ve cconomic progress ¢nd ot the sme time to
avolid the paralysin: cffects of th: balancc of poyments
difficulties.
3. The foreign exchange situation 1n East Africa is
rather different. Unlike most develop ccenomics which
suffer foreign exchange shortages, Ea st AlTlCu has pleonty
of it. UnfortunatpLy however, the n-tur:z of the currency
boord system is such zs to restriet the utilisation of
these reserves for the impert of capital goods. In coun-
trics where the monetary system is based on a central
bank, the foreign exchange rescrves are keld officiclly
by the eentral bank nhlch is the authority responsivle
for their adeguacy tc offset any balance of peyments
deficits; thus averting any cxchange crisis, In Zost
Africa, the foreizn rescrves are ownced by o vari"tv of
bodies: viz., the Currency Bo rd, Jhe commcrcini banks'
the territorial ;ovcrnmupts voth central and local),
marketing bvosrds =2nd other tuclnvbs institutions.

4, We may now proce~éd to examine the East African
balance of payments of the past ycars with the chjective
of sugscsting a level of forcign exchanse heldings that
would be neceseary to offset futuwre advorse balance of
payments of the region. Three methods z2re used in esti-
mating the future Bast African foreign cxchange regquire-
ments: a) analysis of past ndverse ohC;gcc in tac basic
balance of poymeants; b) analysis of past adversc chances
in the trade balance 2nd lastly, an anclysic of changoes
in the lecvels of the Enst Africrn sterling rcscrves.

1ll. The Ez2st African Balconce of Payuants.

5. Prior to 1956, no official cstimetzs of the Fast
African balance of paymehnts bx_v . This is undcrstandable
in a currcncy board system, beeaise the task of finding

foreign exchangc reouircd for =n odverse b;lance of pay-
[ () - p y
ments of the region dees ne® 211 upon the monetary autho-
rity but rather on the commcrcizl lanks. For this rcason,



most likely, the public muthorlities were not interested in
recording the balance of payments figures,

6. In 1955, when the World Renk lent I24 million to the
E.A.R.&H. Administration, it stipulsted that a2 record of FRast
African residents tramsactions with the rest of the world be compiled
(1) East Africa, in this content, encompasses only the mninland:
nnd the residency is defined to include: the three governments, the
inter-territorial common services, companies, business trusts and
societies registered under the laws of ¥enya, Tlzanda ond Tsnganyika
Also included in the defenition are foreign incorporsted bodies

that operate in ®ast Africa on their own account not as agencies of
their head offices, ™ith the exception of diplédmatic personel, the
definition embr-ces individual forelzners who have resided or intend
to reside for at least 18 months in Fast Africs (2)

7. Earlv attemmts to compile Past African halancc of payments
ficures were made by two individuals., WMr, Peter Rrowning (3) recorded
what he ri~htly termed" skeleton balance of payments account" Thils
consisted of trnde balance, public canital transactions, zgrants and
changes in the Currency Roard's =~nd commercinl bonks assets for
the period 1946/53, He thus excluded the hrlance of services
interest ~nd private capital flows, ™is excinision was unfortun~te
because the figures of these two berlences =s shovn in the =»mmendix
Table 1, "re onite larze, on the other hond, Mr, Orda (4) simnly
improved Brownins's dnta by addins figures of investments by the
Colonial Development Borporation., Fundr-metally, therefrre, no great
modification of Mr, Rrowninr's fisures tohol ploce, Recruse of this
defect, I have contented nmyself with the availrble officinl estimates
as whowm in the apnendix tsble 1, I have however modified the official
arrangment in order to high-lisght attention on the Rasic Balance of
Payments.

111, ©East African Basic Balance of Payments,

8. The basic balence of payments as shown in appendix table 1, is the
sum total of the balance of current account, capital account and errors
and ommissions, The externnl reserves of the E,A, monetary system

are set senarately as these constitute the means »f payments, constitute
the means of payments, for any imbalance in the hasix balance of
payments, The changes in the external reserves of the East African
monetary system are tabulated below an—endix teble 1. (appendix tableld)

9. Looking at the basic halance of payments figures, anpendix taable
1, the fdllowing observations are evident. Using the entire period
1956/63~ the basic balnnce of payment indicate a cumulative deficit
of about £1,7, million, The bisgest deficit 1in this same basic
balance is that of the two consccutive,

(1) &(2) The ®.A, Statistical Department: The Ralnce oFf Payments
of East Africa 1958,1959 and 1960: Sevptember. 19692,

(3) P, Browning: A Note on the Balance of Payments of Fest *frica
1946-53 E,A, Economics Review, Vol, 8, July 1955,

(4) H,™, Ord, An Outline of Fnst Africn's Relonce of Payments.
1953-55: E,A, Economics Review, Vol, 3., July 1958,
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curr.ncices, ncgotialtle securities of which interest ~nd
principal are pay~ble in forecizn currency. Alse, certailn
kinds of sterling a2re tremted as 1f they were foreizgn
reserves; these inclr-dcs Bank of Englend's notes and British
coins hcld by foreigncrs (includinz forcign owned helances:
in the Lonl banks), sterling bills held by nen-residents,
sterling credits opcned in favour of non-residents and
sterling sccurities hold by non- British resicdents. Such
= definision is very comprehcnsive 2nd is of vital im-
portarce tc those charzced with the adminietration of Ev-
change contiol.

14. Az was said previously, the foreign rescrves of
East Africa are d by = nood number of bodies. In the
absence of & -:Zy lizing monetary authority, i.e. a cen-
h ituation is bound to occur. 4aAlthough
- content*on that EBast Af-ica has too much foreizn re-~
scoves remzins -alid, yet it is difficult statistically to
show the cexact volumn of these rescrves from the fact that
other than the Currency Board, the commercial banks the
Post Officc savings banks 2nd the three central governments,
sterling deta of Jother sodies connot be ensily obtainehle.
(Due to such secrccy,) I have contented myself with those

o

sterlin~ fizures as are published (available).

15. Appendix Takle V1. rccords the sterling assets of
the East Africar morctrry csystenm, i.e. sterling assets cof
the E.A. Currency Board crcdited to Kenyz, Uganda and Tan-
ganyika; net overseas bvalances of the East African com-
mercial bonks and P.0.S. banks. The nssete of the Currency
Board composc of securities at market, British treasury
bills oné cash balonces in the Lonlon banks. A1l the
fizures arc of 30th. Junec.

16. Appcndix Table V11i shows E.4A. rovernments' assets
2t 30th June of each yecar. These consist of investments,
i.c. 2cecurities quoted on the Lendon moncy mrrket, sterling
investment of the sinking funds and the Liquid balances;
comprising cash on deposit with tF Joint Consclidated
Fund and cash balanccs hcld with the Crown Ascnts and the
United Kingdom GSanks. The investment figures cre rather
constant, the minor causce of vorizability bveins morket
changes, i.e. apprec.ztion and depprociation. On the
averanse, coveranments' assets tetal £ 27 million per cnnum.
Finally, appcndix tablic 1X sheows the grond total of the
East African sterlins assets.

17. 4 third wz ., of estimstin. the past minimum reserves
can be cbtaincd from variatilities in the rescerve figures

of the East African sterling hollings. Although these
fizurese ard not exactly comparable to the basic balance,
being June firares, they can provide zood guidance. From
Junc 30th 1958 to Junc 30th 1950, the assets of the Currency
Board and commcreial honks Tel. by —-£ 20 million; whereas,
for ths sanc period, to 21 E.a. assets declineu by -£ 12
million, Aszin from June 30th 1954 to Junc 30th 1955, tle
reserves of the Lozrd ané commcercial banks fell by about

-£ 12 millior; while totel rescrves dropoed by —-£ 24 million.

18. To summarize our analysis, we hnve the following
indicavicnss 1) *the Zasic beolmnce of payments icdiczted a
maximum two-year (59-60) ¢ :Fficit of -£ 20.1 million; 2)

tae E.A. balance of trade showed —-£ 50 million which because
of abnormal circumstances we 2djusted to -£30; and 1-stly,
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changes in eterling rescrves inaicated a meximum Adeclinc
of £ 24 millicn. Fr o 2ll fthese, we can reasonably assume
that in the pas., up to £ 30 million worth of forcign
iregerves was the mninimum reguired to handle fluctuations
in the balance of payments. Froviding an zdditionnl
cushion for risk and psycholcogiczl effecis, & 50 willion
would have been a maximum nccessary icvel of foreign
reserves.

V1. Hinimum Prrdcent Eeservias ia the Future

19, If it wers assunmed that future 25t africon inter—
natinnal tra’e wour Y follow its past pottern, thsn we
could with egce sey thet the £ 50 million past level of
forcisn recserves would suffice te handle futurc neceds.

But as it is, the future is fraught with so mony unpre-—
dictable factors that our assumption would Tte purely
arbitrary. We aust thereforz indicate some ways by which
the sfvture trend mey likely éiffer from the prast. Such
indications w-1l help in making cdjustuacnts for future
requi: ements.

20. The present—-day rapic¢ development efforts will

mogt likely incrcasc presure on the blance cf payments:
derending however, on the rapidity «f export promotion,

the scope of imporv substitution and the volume of develop-
ment capital inflow. Although in the 1960-63 period

public capital inflow indicated an increasc, this was
nearly completely orfset by the outflow of privete capital
(see appendix table 1). Another important factor to con-
sidcr is the balancc of invisibles. As shown in appendix
table 1, East africa has always been in deficit because

of her hcavy dependence on the rest of the world for ship-—
ment, iasurancc né her ouvtside paymcenis of intcrest and
dividends. Her geins from the tourist ianlustry arc more
thar. offset by her poymcent to expatriate .crsonnel going

on leave. However, with tiic growing importance of the

Eest Africen Airways (cnd perhaps of the mercantile
flctilla), the rcduction of expatrictc personnel and the
expansion of the tourist inocustry, the balance of invisibles
will show an improvemcnt in the long—~run. Apparently,

only movements in the future capital sccount rameoin
uncertain, particularly the privete copitol account. With
the likely improvement in thc boalcncec of invisibles, I

am led to mezintain thst a meximum of & 50 million worth

of forcign rescrves vould be adegquate To handle fluctusztions
ia the E.A. balance of payments. Moreover, in the erent

of a sericus imbalance, the E.A. monectary authority could
easily draw on tneir quotas with the Internationzl Mconctary
Tund and the Africen Development Bank.

V1l. A Ncitc on Territorial Bazlance of Trade

21, East African cxports consist of: domcstic products,
reo-exports and aon-monetary zold (6). Teking ezch counbry
scparately. XKenya (Table 11) never had a surplus: Uganda
(Table 111) never had a deficit: and Tanzenyiks (Table iV)
hzd a2 deficit only in 1955, Teaking the rcgilon as a

wholc, therc where bad consceutive deficits from 1653-57,
Three factors were responsible for these deficits, viz.

the declinz in the world imrort demand of primcry pro-
ducts which resulted in the doeseriorastion of tnelr export

(6) scz dcfinitions in the foot-note onr appendix tables
11 - 1V.
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