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TRADE, BATANCE OF PAYHENTS
RENUIREATNTS OF BAST AFRIC.A

s ocut 70 analyse some of the factors which
willi Cetermine ¢ 8izc oF the foreign a2id bill necess=sry to
achieve desirable rates of growth in Xast Africa during the
period 1965~-1970, The study was »nrevared bhefore the suthors
had access to details of the new Tanganyikz »nlan and, of course,
with no knowledge of the nature of the coming Kenya plan, How-
cver, in view of the method adop*cd, this shownld not detract
from the interest of the vaper and msy be partly an advantage,
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as 1t dosz provide an independent view of the marnitudées in-
volved,

2. The fundamental approach adopted is as follows, Aid =nd
nrivate capit=2]l movements are necessary beeause East Africa
wishes to purchase from the rest cf the world goods =nd ser-
vices in exXcess of those which covld be »aid for by East Afri-
can foreign exchange earnings, Arn attempt to estimate aid
needs must therefore involwe an ezercise in estimating this
gap., This exercise involves an analysis of the future influ-
ence, and the one most obviously involved in movements of

cal resources, is the balance of visible trade, Apart from
this, there are a diverse group of other influences vhich de-
mand consideration - trade in invisibles, foreign investment
incoms in Dasw ffrica, and shori-term capital roverents being

Ls)

the most ¢hviocus,

3
gate the relationships involved in guantitative terms, The
advantage oi this is that it lends an air of concretenesc =nd
reality to the discussion and builds a structure viiich mi.n:t be
useial to others in pursuing estimation for ournoses of vra-—
ctical nolicy, The disadvantage is that it lends 2n air of
spurious exectness to a speculative chain of reas-~ning., The
rezder is to be warned, therefore, that there is much jndge-
ment and speculation ir ‘*.e su™secuent fig-res: other economists
might vell make &i7#sring judgements, However, a detailed ac-
cou:t of the basis crn which the es*imates are made is offered,
50 that the reader can adjfust the result according to the degree
to which he finds »narticular elements unrealistic, Projection

In pursuing e arelysis, the method has been to investi-

* The authors would iike to thenk Prof. P, Clark for advice in
writing this paper, Of course, he is not reswonsible for any
of the remaining faults,
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and forecasting is not a very resmectable activity among acade-~
mics, varticularly where the data is as flimsy as in most under-
developned countries, VYet the policymakers cennot avoid this
ectivity, -often in the most detailed form: it therefore scems
churlish for the academic to defend his reoputation by avoiding
the risks involved,

4, East Africa currently possesses a monetary system which nre-
vents -the brake on development from annesring as a balance of
payments constraint: the limit on develonment will rather appear
as a domestic finance problem. Probably, for the neriod which is
being analysed here, there will be a fully onerating East Afri:a
Central Bank vhich will translate the nroblem more clearly into
terms of a foreign exchange limitation., That is the assumption
implicit in this analysis.

5. The analysis vnroceeds as follows:

I. Visible trade,

A, Export earnings.

B. Imports, capitel formation, and the rate of growth.
C. The balance of ‘r=ade,

ITI. The Balance of Paym- its.

ITI. Total aid and long-term private investment.

Visible trade,
A, Export earnings.

i) The importence of exnerts,

6. Exports are important both because they form such an important
part of the economic activity of East Africa and because they are
the main means of earning the command over foreign currency neces-
sary to finance the I:mort bill reguired for develonment. This

is a familiar story in many parts of the world; to cite a recent
F.A, 0, reportg:#

"The unfavourable outlook for cxnort earnings from
agricultural exports raises a major nrotlem regarding
the economic devcionment of non-industrielised count-
ries since agricultural commodities account for more
than 60%. of -their total exports towards the rest of the
world while about ") of their own imports from the in-~
dustrialised countries congist of manufactured goods,
including cepital equinment ...... since earnings from
agricultiiral ex»ncets are not exvected to rise sub-
stentially . it becomes important that other sources
of foreign exchange sho:ld increase more ravidly, es-
pecially if the higher rate of economic growth is to be
achieved .. ., the shortsge of foreign exchange will
remain a ma’or problem in the low-income countries ...
and the need for further exnansion of the net capital
inflow into these comtries, largely in the form of
economic =zid. shold be stressed, " =

* F,A,0, Commodity Review 1962, Special Suppnlement, E[CN°15/%5
CCP.62/5  Page
1-38,
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7 The crucial importance of domestic export earnings for East Africa
is shown in table I, in which exports are shown as a percentage of the
monetary gross domestic prcduct of each of the Fast African Countries
for the years 1954 to 1962, the years for which comparable estimates of
gross domestic product are available. It is probable that in the
earlier years the ratios were even higher. The ratio can be seen to be
particularly high for Uganda and Tanganyika. In Kenya this ratio has
been fluctuating around 20% during this period, in Uganda it has been

about 40, but falling while in Tanganyika it has been as high as 45%.

8. Although dependence on exports as such is not necessarily an evil,
much apprehension has been caused by the East African dependence on Jjust
a few primary products. Table 2 indicates that some twelve agricultural
exports contributed an average of 78.5%, 84.% and 74.0% of total
domestic exports of Kenya, Uganda and Tanganyika respectively in the
period 1960=-1962%

Taking the three most important agricultural exports of each
country we get the following picture of their weight in total exports

in the three years 1860-62:

o
Kenya: . Coffee 28.8 Tanganyika: Sisal 29.0
Tea 12.5 Cotton 14.9
Sisal 12.1 Coffee _12.3
55.4 56.2

Uganda Coffee 43.0
Cotton  33.7

Tea 4.2

80.9

Taking the most recent figures (1963) and again looking at the. three
most important agricultural commodities of each country, we see that
in Kenya, Uganda and Tanganyika these same commodities contributed
55.2, 84.6 and 63.3% of total domestic exports; or £24.2 mn,

£43.6 mn,. and £40.2 mn respectivelye.

9. Because of this conceuntration, the level of East African export
earnings is potentially highly unstable. The causes of fluctuations

are two fold: instability in (a) the output of the important commodities;
and (b) the prices at which these exports sell. In East Afriza the fall
in the level of export prices has been responsible for the poor perfor-
mance of exports in regent years. In Uganda in particular export
earnings have been falling from 1957 through 1262; and this decline
would have been more pronounced but for an increase in the quantity
exported. Looking at the three countries together, quantity exported
increased by 71% between 1954 and 1962, Thile the unit

*Y. Kyesimira, "The Apricvltursl Exports of East Africa." . EDRP 27, page 5.
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value declined by 24%. Thus the totzl value of East Africen
domestic exports would have becn £166,0 million in 1962 i ~he
vrices of 1954 had held, instead of the actual value of £126.8 mn,
recorded in that year,

10. In the period 1946 to 1952, domestic exnorts provided a

very vowerful expansionary force in Last Africa,™ primarily
because of the Korean War commodity boom, After that bcom, how-
ever, growth in Egst .*“»lca has been much slower cspecially in
Ugenda and Tanganyika, because of the drastic fall in the growth
of ex»port earnings. In fact much of the growth whieh was recorded
between the end of that boom and the end of the decade was due to
very rapid exnansion in the government ex»enditires. In part
this expenditure, esnecially in Xenys. was financed by forel
toans and grants, esnecially from Britain,

1

11, The expansionary effects of the Korean boom indicate the
tremendous possibilities resuvlting from successful export ex-
pansion:; the subsecguent difficulties faced by the East African
economies are a rood indication of the drngers of the dominant
nosition of this sector. The source of the difficulties of the
nost-Korean period is evident from the Table 3. ** Whereas ex-
port prices have been faliing steadily in the last eight years
(2nd have fellen by 244 since 1954), the import nrices have been,
up to 1960, higher than their Jevel in 1954 end only in the

last two years have they actuslly gone below the 1954 level,

The terms of .trade facing Fast Africa have been deteriorating up
to 1960 and only in the last two years have they shown a sign of
improving, although they are still 20 worse than in 1954,

(ii) Forecasting export earnings

12. For the purnuges of this vaver it is nccessary to meke fore-
casts of East African exnmort earnings. In any such forecasts
there are a number of grave difficulties. Ideally there are

three elements which should be considered: exwmort v»rices, . exnort
quanntities; end export commicdity composition. For agricultural
cznorts each country's total exnorts and indices of quantity and
price are shown in Table 2. For totel East African exports, price
indices and terms of trade are shown in Table 3. Examination of
these figures would indicate that =2s far =2s =mrices are concerned

Between 1946 and 1952 Uganda snd Taengenyike increased their
export earnings by more than five times.

The import mrice index is much less reliable then the ex-
port »rice index a2nd ‘should be viewed with some suspicion.
Nevertheless, the picture which emerges of a very strong
negetive swing in the terms of trade throughout the

1950 s is utndoubtedly correct. L e



past performance offers little comfort: for since the Korean
War commodity boom the »pricc: of major agricultural 2x»ortis
have been generally declining, the vrice index having fallen
by twenty-four noints hetween 1954 and 1962, It is wnossible
that this trend will zontinue in the next decade, if only
because world supply is likely to continue to be chronically
above world demand for major East African crons, as the FAQ
commnodity nrojections for the next decade indicate.,*

13, Proverly any attempt at forecasting exports should in-
volve =z detailed analysis of both prod.ction end marketing
possibilities, crom by crop. Such a detailed, disagzgregated
sccount would be out of »nlace in this »naver., Rat-er, aggre-
gate nrojections are made to ivllustrate how the export per-
formance must be fit into the broader victure. It is important
to realize that in this sector =ny estimates, however careful,
are very lisble to be guite far from the mark, »nerticrlarly

as regards werformence in any particular year, It is certainly
not within the ability of even' the best economic nlanner to
forecast the vagaries of the East African climate (and it should
be realized that year to year nrice movements may devend on

tiie climatic vagaries of some other parts of the world in the
case of particular crops). Because of the inherent instability
of this sector it is iwrortent to realize that an aid programme
must do two things: it must be based on the best possible
forecast of likely trends in this sector, but it must also con-
tein an eleasent of flexibility to allow for gevs between fore-
cast and performance., Particularly in the ebsence of any
world-wide effective programmes of income stabilization for
primary exports, aid nrogrammes will need a stabilizing as well
as a growth element,

14, For the purposes of this study, therefore, forecasts have
been based on »nrojections of nast rates of growth of exvort
earnings, Such »projections involve implicit assumptions

about price, quentity and compwosition effects, without going
into explicit consideration of the »nroblems involved, Even in
such "n ivc™  Dprojection of past trends there are two obvious
problems: (a) the choice of base year will have tremenous ef-
fect on the size of the nrojected series, and (b) the past
yeaers used to establish a projected growth rate will greatly
affect the result,

15, The imporitaznce of the choice ¢ base year is easy to il-
lustrate, Taking chanzes in quantity, »rice and commodity
composition of East African ernorts, the rate of growth of
East Africa's exnort earnings between 1954 and 1962 was 3,37
per year, At this rate these exnort earnings would be

~FAO, Commodity Review 1862, Special Sunplement, E&/CN.13/45
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&176 million in 1972, or 39, greater than 1962 level, How-
ever, in 1963 there wss a dramatic increase in these exnort
earnings . ~- from £126,8 mn in 1962 to £158.9 mn in 1963, or
an increase qQf £32.1 mn, = Recalculating the rate of growth
from 1954 to 1963 we get an annual rate of 5,6%: and at this
rate exnort earnings would be £275 mn in 1973, %

.

For the purpose of this paper projection have been made
in the following way: instead of using the year 1963 as the
base year for the purpose of projection, we have worked out
an average figure of the value of East Africrn domestic ex—-
ports for the years 1961 to 1963 -- and this we found to be
£136,3 million., This takes into account the bad years 1961 and
1962, and the good year of 1963; and this is the kind of pattern
that we can expect for East African exnorts in the next decade,
We have then used this base to project the value of exports
using a growth rate of 3,3% (the one achieved between 1954 and
1962); a growth rate of 5,6% (the one achieved between 1954 and
1965); and a rate of 4.5% which was achieved between 1953/55
and 1961/63., The results were £176 million, £2i1 million, and
£194 million resnec*ively by the year 1970, (See Table 4),

16. With very favourble nrice effects (for example, if there
were no future declines in prices), all of the projections
covld be on the vpessimistic side, However, at the moment it
would seem tha* the only likelihood of a floor at the present
level on East African exwmort prices would come as a result of
commodity agreements for each of .the major exnort crovs, which
would probably result in the anpication of cuotas on the
quantity of output, In such a-case, agriculturasl expansi i
would have to concen.rate on expansion of crops which East
Africa does not produce in large cvantities at the moment and
which are not subject to world-wide over-su»nply. The introduc-
tion of new crons wold very likely invo've losses in the rate
of increase of the quantity of nroduction. The most ontimis-
tic projections made here should be achievable if price -declines
could be held in the region of 1% wper annum without further ex-
tensions of already existing restrictions on output expansion.

¥ Of this increase in exnort earnings in 1963, £27.3 mn was
due to inereases in the earnings of sisal (10.2mn), cotton
(9.4 mn) znd coffee (7.7 mn). Thus thHis increase was very
concentrated, representing as increase in diversification and
leaving the economy as vulnerable as over to ‘the behaviour
of these three commodity markets,

Steady output growth of the order of 7% per. annum has been
achieved in the past, but this has included substantial
production exmansion in coffee, a crop for which East
African sales are now subject to cuota -in the major -
markets, - . - Ce e PR Ce



B. IMPORTS, CAPITAL FORATION AND THE RATE OF GROWTH.

1. The foreign exchange requirements for LKast African economic
development depend both on the size of the development effort and
the composition of the plan. The composition of an investment plan
w-il have a considerable influence on its impact on the import bill.
Detailed estimates .:> foreign exchange requirements should be produced
by the planning authorities who possess both the detailed knowledge of
the planning strategy and ready access to data necessary for such an
asessment. However, from existing knowledge of the structure of the
East African economy and understanding of the development process the
outeide observer can offer an outline of the relationships and orders
of magnitude involved. In an economy as subject to economic, social
and political change as that of East Africa the use of historical data
for the purposes of forecast is hazardous and this should be kept in nmind
while reading. the following pages. Nevertheless, a beginning rust be
&2de somewhere with the hope that time and experience will reduce the
speculative component and increase the hard content of +iis sort of
analysis.
2. This section is organized into two parts:

a) an examination of the total capital ..cquircments of

development in the coring decade;
b) a discussion of the effect of the capital spending

programnme on the import bill.

a) Capital formation and East African development.

3.~ Al economists would agreec that capital formation is an extremely
important part of the development process. There is now a much wider
recognition that there may be many other things which are equally
important, but this does not negate the truth that economic growth
without a steadily increasing cepital stock is highly unlikely.
However, it is much casier to accept this truism than it is to specify
how much capital formation is necessary to achieve differen® desired
rates of growth, partly because the productivity of capital depends

so much on other aspects of public policy. The sirplest way of
handling this problem is to assume that Llicre is some fairly fixed
amount of capital necessary to produce z given increase in production

and to estimate this relationship (the capital-output ratio) from

empirical data drawn from the recent experience of the countries under
study. For detailed planning purpos-s this procedure is cdubious, as
one.of. the prime objectives of policy may well be to change this ratio
so that it becomes & variablc subject to policy rather than a constant,
part of the data of policy making. Moreover, there is only small
Justification for the belief that the relationship will prove constant
over. time. Yet it is widely used, because it is struightforward and
does provide a crude insight into the Xtkely orders of magnitude which

rney be experienced in the future. It is in such a spirit that the
concept is used here.



4, - -Because of the crucial nature of the result for the rest of the
discussion and because of the large clement of personal judgement

- involved, - the process of cstimation of a probable capital-output ratio
-is set - out in some detall. - Capital formatioh and gross domestic
product figures are set out in table 5. = This table indicates, rather
startingly, that capital foruation has declined from a peak in 1955
.aoth in relative and absolute terms. - loreover, in the years 1961 and
1962 the low levels of capital formation were associated with virtual
.stagnation in gross domestic product.: Becausc of the deprcssed state

.of the esconomy during the finnl two years in the table it is best to

- consider the period 1954-1960.  What wns the copital-cutput ratio for
that period?

S. If it is assumed that investment undertaken one year will not
result in increcsed productive capacity until the follwing year, then
vhe difference between the capital stock in 1980 and 1954 consists of
the investment during the period 1954-1959. There are two difficulties
involved in using the data in table 5 for the purpose of computing the
change in capital and the increase in output between 1954-1960: (1)
during those years prices changed, and (ii) recorded investment was in
#ross terms, soume part of which went to replace worn-ocut equipment.

In order to arrive at o net capital/output ratio it is necessary to

allow for both of thesc effects.

6. There is a lack of corprehensive and reliable data on-price: changes
in East Africa. There has been only one published atterpt at providing

" estimates of domestic product at censtant prices  an cffort which

inspired so rmoh adverse criticism as to

suggest that the results are w no sreat
reliability. Surveying the various evidence offercd by Hzddon-Cave
und the various indices available the following assurptions are.made
here: " (i) export prices fell by the amount shown in table 3
(ii) the price of non-cxport domestic production rose
by 1z per cent per yeor.
(iii) Investment gcods prices rose by 1z per cent per
year. (The dubious nature of the import price
-~ index’afd ‘the lack of other data make this.figure

a tenuous gucss.)

% .
Net only in thc sense that the capital stock calculations are

2djusted for replacement,

# C,P, Haddon-lave "Real Growth of the East /fricen
Territories 1954-1960" East Afrigen Eccnomles ReVIEW,"
Vol.8,No.1, June 1961, .




7, On thc question of replacement there is ceven less evidence to drow
on. A recent Kenya government putlication * suggests that in 1962
replaccment spending was at about one tenth of monetary gross domestic
product. Although it may well be truc that certain items included
in the capital stock estimates of East Africc. have a high rate of
deterioration (espccially automotive equipment), this estimate seems
to be extraordinarily high. luch of the current capital stock
consists of buildings and othcr congstruiction items. For Hast
Africa as a whole, building constructa n and works formed 56 per cent
of <ross capital accumulation duri... *..: 1954=59 period for cxarple.
One would assumc that thiz elceneont in the capital otk would
rcquire a very low rate of roplaccment. Zven allowing for the
decline in the rate of growth of the cconomy, it scems unlikcly that
the rate of replacement could be as high as suggested by 1980, in
this analysis the assumption will be made that during thc 1¢50's the
rate of replacement was 5 per cent of mon: tary gross domestic product,

that by 1962 it had risen to 7 per cont. ¥¥

The Growth of the Economy, 1534-1062. sconomics and Statistics Division
M¥inistry of Finance and Economic Plannins~, Government of Kenya, Dec, 1963.

* A rate of replacenent of 7% of prross monetary product in 1962
implies replacement of £29 millicn (1962 prices). During the poricd
1954-1959 transport equipment speuding averaged £16 million a yuar
(including railway and air cquipment as well as cars and lorries),
while other machinery and cquipr.ent averaged £20 million. Assuming
replacenent of transport equipment wes equal tu the annual spending
of that period and that of otk » zachinery and equipment was at ons
half that level (both liber:l assumptionsg rcplacement (with no
allowance for price changes) would be at £26 million. = Note however
that if the economy were working at full steam in 1962 gross donestic
product would have been higher. The replacément level of the cnrlier
period is assumed to be lower because of the very high rates of zrowth
experienced during the early 1950's, thc cxtremely high rates of capital
accurulation resulting in a very low sv.orcge age for the ecapital stock.
Of course, it should be realizcd that Zcpreciation will acerue at ruch
higher rates than replacement.

- Res?oration of higher rates of growth for a period will reduce.
this retiremert rate, reducing the capital formration rates necessary
for given levels of growti accordingly.
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8. The appiication of these asswyptions to the data set out i tallc

5 leads to results. in 1954 prices as follows:

Growth in monetary gross domestic product
(1954 prices) 1954-1960 = £131. million
Growth in capital stock (1954 prices)
1954 - 1960 = £394.0 million
3,00

Capital/output ratio

If the rete of replacement during this period werc as high as 7.0%
of gross domestic product, then the capital/output ratio during

this period was only 2,69.

9. In The Growth of the Economy, 1954-1960 it is suggested that the

Kenyan capital/output ratio lies ir thc region 2.5 to 3,0; the ratio

chosen in thet paper for projcction purris:s is 2.8 ¥ This analysis,
using data on an East African wide basis, supports that estimats. In
future it may be possible to stimmlate the adoption of more labour
‘intensive methods, both in order to reduce the capital requirement and
to expand employment opportunities at a faster rate than the reoont
dismal experience. However, until there is zcncrete. cvidence of the
- possibility and viability of -nch efforts, it is vrobzbly wiscr to
operatc ou the fairly pessiiistic assumption t™t future development
will require es considerable an effort in capitui formation as the
expansion of 1954-1960.
10, Having estimated a capital/output ratio, albeit through a long
or2in of approximation, certain other information is necessary before’
irils can be translated into a picture of capital rmquirements for
developrent. One thing which distinguishes the low income countries
of the modern world from the more prosperous (and from those countries
during their industrial revolutions) is the extremely high rates of
population growth. = If the population is growing some of the growsth
in real output rmst go to maintaining the additional people - real
output must grow faster than the growth in population for there to be

any increase in :atput per head.

11, The most recent and authoritative estimates of Hast African
population zrowth suggest that Kenyan population is growing at 3,0% per
year, while Ugsuda and Tanganyika are experiencing somewhat lower rates
of prowth,From this source it would seem rcasonable to assume that
the curi.nt rate of population growth for East Africa as a whole is

of the order 23-23. per year. For this analysis the higher estimate
is chosen, as the immediate prospect is that the growth rates of Uganda

and Tanganyika will rise to that of Kenya, rather than vice verse.

¥

op._cit. pages 8-9

"* J.G.C. Blacker "Population Growth in Last Africa", East african
Economic and Statistical Ruview, no.8., September 1963.
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12. The secon . complicat-on that arises is that some of the rcal growth
achieved may be lost %hr-nash declines in the price at which fagt African
countries can sell tr.ir . .odiu. 53 on the world markets.  With so many
primary producers engaging in maj.r programmes of agricuitural expansion
there is-no reason to be optimistic on this score. Between 1954 and
1962 export prices fell at an averzse rate of 3.4 per year; fronm 1956
to 1962 at tire somewhat lower of 2.8x.per yoi.r. For this analysis the
Lussible effects of pric. decline cannot be ignored; it is therefore
assumed that cxport prices <decline at a rate of 3,00 during the coming
few years. Excorts accounted for 31 to 344 of gross monetary domestic
product during t&. .eriod 1954 - 1961 (sce table 1). Thus it is
possible that as iuch as 1.0% :f gross domcstic product per ycar will

g0 merely tu offset .the ‘dccline in export prices.

15, Thereforc i-.. couclusion is r.ucacd that for purposes of realistically
conzervative projection, as much as oz growth rust be achieved each year
before any growth in real output per head is recorded. If this conclusion
is added to the .cstimates of the capital output ratio the results in

table 6 are cobtained. The table indicates the rate -of capital accumulation
nécessary if it is assumed that rmplacement equals 7% of gross domestic
product, if it is as low as 5,0 thicn the necessary rates of capital. formation
would all be 2% points lower. If high rates of growth are sustained

over considecrable periods then it is likely that the o» rerlaccment rate
will apply. A range .r capital/output ratios are indicated both because

of the speenlative nature of the estimates and to provide some indication

of the gairs “n be achieve: from reducing the capital/ocutput ratio.

14, TVhat are reasonatlec goals for East African growth? Ultimately this
must be partly a political deccision,rinvelvizg a cheice about $he amount:
of c¢ffort and secrifice with the society is willing to make. A growth
rate of 2% per capita per ycar would double per capita output in 35 years,
% in 24 years and 4% ‘in 18 years. No d.ubt even a 4% rate, which would
by - means rake East Africa wecalthy in two or threc generations, sounds
discnuragingly slow. However, forrasons suggested above, during the
coming few ycars a growth rate of 4% per capita may rcquire a growth
in total output of ~s much as 7%, although less pessimistic assumptions
about population growth and export prices would make the  task appear .that

mich less arduous. =%

* The problem is, of course, rmch more complex than is suggested because of

the possibility taat adjustments in the capital out-put ratio might have some
effect on the future rate of saving attainable (e.g. increases in labour intensity
night increasc the wage share in national income and lower the rate of saving.

% In considering growth rates, it should be rememboered that they represent
averages. For a given growth rate to be realized, for rany years rates much
higher than the goal rmst be achived because, for one reason or another, it must
be expected that there will be some unfortunate years which will bring stagnaticn
and maybe actuxl decline. Also an aggregate growth is an average of the perform-
ance of many sectors of th- ©:conomy, some of which will inevitebly stagnate or

a_ i t 2t oth _ scetors will have to achicve growth faster than the goal
for the economy as a wholec.
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15, As this paper is being prepared Tanganyika is in the process of
unfolding the first comprehensive plan that has been atterpted for any
East African country; this paper has been written without detailed
knowledge of that plan and without a clear picture of the effort that
the other twe East African countries arc likely to be willing to put
into develepment and.the goals they cxpeet to achicve during the coming
period. Although therc will be wide differcnce of opinion on this
question, this paper procecds on the basis that the minirum growth nece-
ssary in East Africa is in the regian . of 2-3% per capita and. that the
goals of the govermments may be a good deal higher. Therefore an
analysis is made of the implications of a development goal of

(the minimurm goal) and of a 3%% (which is more likely to be ncar the
the official objectives.). These two goals weculd imply a rs.e of

growth of total product of 63% and 7:%5 respectively, ¥

16. In addition to thc desire for increase wealth as such, tue need
to expand cmployment oprortunities faster than population growth
suggests that growth r.tes of 2¢ - 3 per capita are a bare minimum.
Recent employment experience suggests that the growth in employment
is likely to be well below the growti:i in output. The reasons for
this are by no ucans clear, but the experience seems persistent and
is typical of a large nwiber of developing cconomies., It is quite
likely that in Fast ifrica an increase in total output of as rwuch as
655 per year will be necessary to expand erployment at fast enough
rate to maintain the working force at the same small proportion of

the total population which it represents a2t present.

liore optimistic asswmpcivbns regarding export price and about
population growth would translate such rates of growth in total
output into Ligher rates of growth of per capita output than are
recorded here. Of course, thc longer the period of projsction
- the more the creation of forecasts based on recent experience
becomes a process of simple guesswork. As the assuriptions made
here are, on the whole, on the pes=imistic side it is open to plan-
nirng authorities to be a little more hopeful and to conclude that
the overall growth rates suggested wall in fact double output in
shorter periods than those suggested here.

This is a preliminary judgement based on the recent performance
of the East African economy and information frem a number of similar
economies.,
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gzoal will require a rate of gr .:3 capital accumulation in tae
rei;ion of 24% of gross domestic product, while the likely

objective will require a rate_ as high as 27%.

Examination of table 5 suggests that the goalz 12t out
er2 within the bounds of possibility but are by nc nmcvans a
simple task, The years 1954 - 1958 produced a performance
éf the same.order to magnitude as that suggested. However,
the. picture— is disturbing in that the best performances are
2ll in the early years, the trend of capital formatiocn itz beon
cdownward beth in absolute and relative terms, and th= worformance
Trom 105% onwards, if continued, would not result in .ae desired
_rowth rates., 1In fact, comparison of tables 5 & 6 sug;cst that
capital formation during the years 1961 and 1962 wasz hardly
izh enough to maintain real output per head., Noreover the
performance cof those years is particularly depressing, for a
very low proporticn of output was devoted to cepital formation
during years when the level of output was itself deprescsed.
“apital formation, if represented as a proportion of thc potentizal
full capzcity output of those years would have appwared cven

lower,

12. It must therefore be concluded that capital accumulaticn
must e raised above the levels achieved during the 1959-19€2
and, indeed, the attempt must be made to regain the boom levels
> the mid-1950's. That boom resulted from a confluence of
differing favourable effects - the high export prices of the
previous years, the inflow of capital and the high levels of
~overnment spending. The fortuitous reproduction of thoze

conditions is unlikely.

20. At 1962 output levels, the minimum goal of 24% gross:
cavital formation would have required a zross investment of
£98 million (compared to the £75,6 actually achieved). .ilowever,
in a situation with less than full capaeity utilization the
achievement of higher levels of investment is likely: to result
in increases in real output. Realistically, therefore it would
seem that the achievement of the desired goal woula hav: bheen
associated with grosss capital formation of £105-110 miliion
from & domestic product of £440-455 millicen, ' In obther words,
therc was a short-fall of capital formatioan in 1962 of the order
of £30-35 million. This is not as depressing from the long term

point of view as it might secm at first sight. 1961 and 1962

€]

re depressed years partly because of negative climatic con-

ditions, which it must be hoped will not be a regular feature.
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Also during recent years the energies of Bast Africa have been
concentrated on political and social change, with high turnover
of persormel and much of the orgabization talent in the society
beinz devoted to tasks of political and social reconstruction,
iuecnh of this effort is of a once and for all nature, and with

its completion there will be a redirection of tie energies of the

soclety into tasks more directly concernred with economic expansion,

21. The data at hand only carries the story as far as 1962,
There secems to be a good likelihood that the years 1983 and 1964
will prove to be much morec successful for all ihe East African
economies, largely because of the successful export record of
1963. The task shead for East Africa is to build on this
restoration of fortunes, attempting to achieve the desired rate
of capital formation in 1965 and expanding along the desired
srtowth path from that point. The goal suggestsd is fairly
limited and the implications of failure potentially explosive
enov_h to suggest that the following estimates ere of & npinintum

Nnature.,

Assuming that:
(i) there is a hizher rate of growth during
the 1963-1965 period than during 1950-62,

(ii) 23-3%4 per capita real growih is achieved
by 1965 (with similar population and
export price level assumptions as made in
the previous analysis) ‘then the gross
capital formation requirements for 1965 -

1970 are shown in table 7.

b) Capital formation and the import bill,

1. The foreign aid needs resulting from a given development
proszramme cannot be deduced throu_h some simple formula., There

are many minor considerations, but the crucial variables are two:
the de_,ree to which capitai accumulation can be matched by dcmestic
saving, and the degree to which domestic saving can generate the
forei_n exchange requirements of the plan, Neither of these

veriebles is susceptible to simple manipulation.

2. If domestic savings are less than the planned level of capital
accumulation then the gap must be made up through a net transfer

of fo:=ign resources or the result will be inflation rather than
rcal expsnsion., However,even if domestic savings release resources
equivalent to the value of the planned investment bill thesze

resources might not be the right kind for the purvose at hand,
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Additionally, the attempt may be made to bias th. investment
proLiramme towards those types of projects which are less
expeansive in terms of foreign exchange. This is surely
one sensible criterion for influencing the balance of an
investment programme, but it may well conflict with others,
so that trere will be limits to the degree to which the import

content of investment goods can be reduced.

5. By the end of the decade, the expansion of domestic
manufacturing activity should provide for the domestic pro=-
duction of many goods now imported. However, this will not
necessarily lead to as great a reduction in the proportion

of imports to domestic economic activity as might at first

be hoped. The net import substitution will be much less than
the gross output of the new industries because of the continuing
necdssity to import many of the inputs for the new industries.
‘lso, many of the consumer goods currently imported are of
such a character that it may be expected that demand for them
will rise faster than the rise in incomes, thus partly off-

setting the effect of import substitution.

6. Table 8 & 5 suggest the possibility of a strong relation-
ship between capital formation and the import bill., Except
for 1961 and 1962 this table shows more stable relationship
between capital formation and imports than between either

of these and gross domestic product. The relationship is
unlikely to be simple if only because the composition of invest-
ment can have an important effect on the import bill, in
particular, because of the structure of the East Africean
economies projects involving building and constructicn
probably give rise to smaller quantities of imports for a
siven initial expenditure than projects involving machinery

~nd eguipment purchase.*

7. Analysing the import bill for recent years, it seems that
the import content of investment spending during the 1958-1962
period was in the 44-51% range., The evidence for this is set
out in tzble 9. The import content of non-investment spend-
ing is much more difficult to analyse, because of the lack

of independent estimates of consumption. However, as a crude
indicator table 9 also showsimports (other than those used in
investment activity) as a percentage of gross domestic product
net of capital formation; this proportion moved over a very

narrow range (29-3C%) during the 1958-1962 period.

#* See bBrien Van Arkadie, "The Structure of the Kenya Economy",
E.A.I.S.R. Conference, December 1963 for some evidence on
this point.
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Ir dus cours.. one of the effects of an investment programme
will be to.change the import content of domestic spending.
The basic strotegy of any programme of industrial developmin®

is likely to be one of import substitution which will have

it: .mpact in particul«r on the import contcnt of non-invest-
ment zoods.*¥ . In projecting future imports needs some atiempt
must be made to allow for this effect. The assumption made

here is %that. there will be a prccess of import substitution.
which by the end of the period (1970) will have resulted in

a ncect reduction in import dependence which sen—s feasible from
a direct evaluati .r of the current import bill and the exist-
ing irliustrial structure,®*® The possibility of great reductions
i: import content tarough a swift transformetion in domestic
spending patterns is, like tl.e possibility of raising savin_.s
partly a political questiorn, denending on the willingness of
the community to accept discouwforts and r-strictions in coan-
sumers' range of choice in purchasing. (Bef. -z it is assumed
thet substantial changes in these relationanips c:1: be mode
very swiftly it should be realised that at current (1962)
level,: of spending a £3 million reductior. in imports would be
nccessary to reduce the import content “af non-investment spend-
ing by 1%, and that as income grows that figure will itself

STOW. )

9. 1hre secc: 1 complicatio:. which must be faced is that the
dezree of import dependence is partly a function of the level:

of the investment ef. ort, As the investment effort is increas-
ed and pressure iz put on the limits of demestic productive
capacity (either in one sector of overeal® bucause of difficulties
in raising the savings rate), the imy-rt content of domestic
spending will zi:., At the extreme, when domestic capacity is.
fully extenied, an additional domestic expenditure could give

r.<e to an equal expansion in imports.

“ See Brian Van Ar’ -~die, "Import Subsititution and Export
Promotion as Aide to Industrialization in East Africa',
E.D.F.P. 24, E,A.I.S.R., 6th March, 1964.

% Scc Briaw Van Arkadie, op., cit. The net reduction is £25
mi.ion by 1970, gziven the higher rate of growth; for the
lower rate. the net reduction is only £9 million.
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For the »urpose at hand the assumption is . made that if the
minimum investment level suggested above is achieved then

the import content of investment spending will be at the lower
end of the range of recent experience (45%). If the "likely
goal" is achieved, then this must apply a considerable pressure
on resovrge and therefore it is assumed that import content

will Dbe dt the upper end of the range for recent experience
(507%)

10, Using these various simplifications, the import bill may

be estimated by applying the following-relationship for each

year:
IMPORTS = (M + ﬂiﬁ;é—;h) GnOSS CARPITAL FORMATION
where M = import -~ontsnt of inavcestmeat

N = 1import content of non-investment gross

gross domestic product,

S = gross capital formation as a proportion. of

This relationship is applied to the projected capital formation

shown in table 7 to derive the results shown in table 10.

C. The Balance of Trade.

I, The estimates of export earnings can now be combined with
the estimates of import requirements to provide an estimate of
the balance of visible trade which will have to be financed
during the period being considereds - This is 'done in table 11,
where four estimates are offered, based on two alternative
growth objectives and two alternative projections of export

earnings.

2. The results shown in table 11 may seem surprising.  If the
"highly optimistic" export results are achieved, these estimates
suggest thet the minimum growth goals could be achieved with an
excess of exports over imports{ The export price projections .
which would be implicit- in such an achievement are by no means
utopian and could be achieved if the decline in prices was
moderated rather than reversed, Moreover;, if such a moderation

in price declines were achieved, then the minimum growth object-
ive would result in higher per capita growth rates than suggested
above, b.ccuse of the unduly pressimistic export price assumptions

adopted for those estimates,
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. The Balance of Payments.

-

1. The exercise which has been undertaken so far in this
paper has attempted to estimate the visible trede gap which
will have to be financed during the coming neriod of East
Africen develconment, To transfer these estimates into
foreizn aid and cavital flow needs anotier snd even nore
sveculative exeraelse is necessary. The foreign exchange
needs of a country depend not onl¥ on its trade flows but

also on capital movements, income Tlows =snd invisible trade,
Private individuvals or companies m.y wish to shift financial
assets either into or out of East Africa. Services may be
ourchased or sold which do not anpear in the trade accounts
(e.g. insurance, tourism). Some assets in FEast Africa are
owned by resicents abroad, so that nart of the domestic

income accrues to them and is Hotentially transfereble abroad.
Also, many of the residents of East Africa are of expnatriate
origin with intention of evential retrn snd may be interested
in transferring wart of their current incomes either in ex-

pect-tion or on the occasion of their departure,

2. No one would deny that such movements in and ~ut of East
Africa have been 'arze in the nast dzcade. It is much less
possible to be certain about the size snd nature of such
movements., The basic data aveileble consists of the official
Fast African Balance of Psyments estimates availeble for the
vears since 1956 (unfortunetely at the time of writing only
cvailable until 1961). The size of the "errors and omissions
iten in 1960 and 1961 was much larger than the items under

any of the major sub-headingzs of the accounts, indicating

the difficulticecs the official statisticians face in trecing

down the exact origin of nany of the flows,

3. This lack of detailed linowledge renders forecast much

more sneculative even than the tasks already undertaken, “Tith-
out knowledge of the orizin of the net effects which can be
identified it is dirficult to make even a rough Jjudgement of
the degree to which the flows which have been exnerienced in
recent ysars can be checked through such stens as exchange
control end tax inducements, or how far they have heen once-
for-all movements of accumvlated liguid assets rather then

transfers of current income receints.

4, Table 12 summarizes the informetion which is available on
the East African.Balance of Payments., Although based on the
official balance of payments tables, adjustments have been
maede *o render the balance of trade item as close as mossibie
as that which c~n be derived directly from the Annual Trade

The final item, derived s a residusl, consists
of recorded short-term capital movements, net nrivate donstions
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d errors =2nd omissions., The error: sna oxnlssions item may

3

te assumed to zesult in the main fromn unrecorded short-term
capital movements -rd the transfer of curcent incomes in ad-

dition to that amount already recorded as fcreign investment

incone, #
“"For a descrintion and discussion of the official
estimates sece A,G,T, Carter, "The Balance of Pay-
ments of East Africa 1956-1961", The EFast African
Economics Review, Vol,10, no.2, December 1963
sages 75-87, See also The Balance of Peyments of
East Africa 1959, 1960 and 1961, East African
Statistical Denartment.

5. PFor the purvnose of estimating a’d, a forecaest of the seva-
rate items in these accomnts wou. . be necessary, This naper
goues as ar ag =nalysing the facinrs which will influence the
amount of aid »plus long-term »rivate investrent which will be
necessary, leaving largely unanswered the cuestion of the degree
to which this gap will he closed by aid and the degree to which
it will e met by private flows,

6.  The remair..ang task, then, is to analyse the »nossible in-
flu.nce of the other items affecting the balance of payments.
These may be grovoed under three headings:
(a) invisibles
(b) foreign investment income
(c) short-tern canital movements, private
donations and errors and omissions,

(d) miscellaneouvs government outflows.

/

(a) Invisibles.

(7) Data on invisibles, consisting of = series of net items,
the result of balarcing invisible immorts and invisible exvnorts
in each account shown in table 13, Under each of these he~dings
it seems clear that the Tinvisible imnorts! side of the accounts
will be strongly relaeted to the size and svending nower of the
2xpatriate community. W®oreign travel, foreign education and

insurance were certainly strongly sunnorted by the exnatriate

community. Ins~far as Africans are now receiving overseas training

Insurance of iamoris is no* included 'mnder this item, while
trans»ort costs of imworts are not included under the
transport heading.

thi~ will +o some extent affect the balance of nayments, but to a
considerable extent wil® Dbe through the zgency of scholarshin
schemes which are likely to affect neither side of the accounts,

M though . “her: - e a comnlete accounting system, such
scholarshine woull. nppear as ald end such s»ending as an in-
isible imocrt,



- 22 -
As 1t seems likely that the role of the expabriate com-
muinity will decline, particularly in the civil service,
so that eny increase in ver canita income for expatriates
is likely to be offset by declines in number, it seems
likely that these items will not ex»and asg fast as they
have in wmast years.

8., Tke "invisible exnorts’ side of the acconts consists
mainly of tourist expenditures in Bast Africa and of the
sale of transport services (particularly the Bast ifricen
ﬁfrways). The number of tourists to Eest Africa has shown
a steady upward trend over the vears., The judgement must
be that in the future the exnort side of the invisible
account should grow faster than the imrort side =nd that
the net effect should provide for somevhat smaller outflow
than in the »ast,

9. The crude assumtions made are based on a slight modifi-
cation of Carter's judgement, ¥ assuming a2 slight decline in
the debit items by 1965, with a subsequent iurther decline,

“op.eit, page 84, 7

and a steady rise in tourist income, These assumntions are

applied in taeble 14 to provide an estimate of the future net
influence of invisibles. Under the assunytions made the sug-
gestions is that by 1967 invisibles, as defined for the

ast African accounts, conld become 2 source of net foreign

exchange earnings,

If the insurance and traens-ort on immorts were accounted
for as an invisible immort then this item would remain

a large debit, while the balance of visible trade would
anpear that much more favoursble,

(b) TForeign investment income.¥

10, In the long-run this itzm will be mainly influenced by
the amount of new foreign investment which tekes nlace. In
the short-run it must denend mainly on the success of the
existing foreign holdings within the Iast African ecom.omy.
The trend of the official estimates for the years available
is upwards, at a faster rate of growth than the growth in

the economy as a whole, However, it is also true that this

itenm is strongly suhiect to cyclical effects.

I

* Foreign investment income in the East African Balance of
Payments Accomnts iccludes iterest wayuents on national
debt to non-reszicdents,
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11. It should be ~ecornised, in evelueting this item, that
to the extent that tliis income resresents undistributed »nro-
fits it is matched by & balancing item on the other side of
the accounts, Even in this case the asccruel of such incomes
raises the wotentiality of transfer, if future dividend
policy is changed, or if a foreign investor sttempts to rea-
lize the value of »nast accruals through sale of stock or as-
sets on the local market and subseci.nt trensTer of funds

overseas,

12, Simple extranolati-.n of past rates of gro*th wceuld nro-
vide a very high figure for foreign investuent income during
the latter half of the decade., For examnle, nroiecting the
rate of growth from 1956 to 1959-1961 (taking thie average of
the last three years), from a 1960 base. would mrovide for an
income of £21 mi’lion in 1965 and £43 nmil'ion by 1970, Al-
though there is no reason why such -~ mrojection should he
adopted, 1t does suggest the wotci: .ality that this heading
could become onec of the most immortant elements in determining

the balance of payments nr~zds of the country,

13, The method of forci:.si of foreign investment income wes
as follows, The rate 0i srowth of foreign investment income
may be looked unon as denending on “he rate of growth of pro-
fits and changes in the pronortion of foreign owned profits to
the total. Ignoring cyc”ical effects, the rate of growth of
profits is likely to bhe muc’: the same as the rate of growth
of total output (that is, - sme stability of the nrofit share
in total inccme is assumed), What will deternine the »ronor-
tion of foreign »rofits in total profits? In the absence of
other evidence there is ittle alternative but to assume that
the relative »rofit perrormance of foreign owned and domesti-
cally owned assets is constant, This le2ves the comparotive
rate of growth of foreign owned znd locelly owned assets as

the major determinant of foreign earnings.

14, PForeign owned assets will be growing faster then locally
cwned assets if the nronortion of the foreign contribution to
Lross. capital formation is greater than the sversge ownershin
can be estimated then the relative rates of growth cen be
related quite straightforwardly to the cu-rent foreign con-
tribution to canitz.i for-~tion,

5. During the 1956-1961 period, for which data is available,
e net long-*erm canitel inflow into FEast ‘frica was 2150
ailiion daris ¢ oa period —t:n gross capital formation wrs esti-
meted at £500 million, Iv is quite nossible that some part
of’ the flow recorded as a canital movement went to Ffinance
ectivities which 8o not £r11 within the definition of eapital

# Instading governeimt long-term borrowing from sbroad.
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formation used in compiling the official estimates of gross’
domestic capital formation. Nevertheless, this nroportion
(307%) must be taken as the first estimate of the pro=oi-tion
of foreign ownership of new capital assets during this
period. During the neriod 1956 - 1960 « net increase in
long-term ceasital held in Feast Africa of £92 million (1956--
1959) resulted in an increase in net foreign investment in-
comes of £6.5 million (1956-1960), immlving a rate of return
on net additional foreign investment of 7.0%. These net
figures allow for chanzes in Fast Afric:n owned foreign
asse®s and.earnings therefrom, The raste of return indicated
might seem lower than would have been expected, but it should
be remembered that during the »neriod uvnder review eguity in-
vestments formed between only one third snd one half of the
total, #%* The return on fixed interest investments was pre-
sumebly somewhat below 7,0%, leaving room for equity invest-

ments to bear a somewha¢ higher rate.

Estimate of the Belance of Payments of Tast Afriesa,
1959, 1960 and 1961,

16. Applying the 7% rate of return to the net foreign earn-—
ings in 1956 would suggest a net foreign ownership of East
African assets, as defined for these nurnoses, of £82 million.
This would suggest, therefore, that net foreign holdings of
East Africen assets by the end of 1961 would, as an upper limit
estimate, be of the order of £230 million. (It should be re-
membered that this is ownership of cornorate assets and govern-
ment long-term obligations)., This suggests net foreign owner-
ship of the capital stock, in the sense sed here, was more
than 207% by 1961 and almost certainly less than 25%, This
would also sugzest that the nrovortion of foreign ownershin had
been rising during the veriod in cuestion. (i.e. the marginal

contribution of foreign ownership was above the sverage, )

17, Concluding this line of reasoning, the likelihood would
seemw that as long as foreign finencing, through equity or

fixed interest loan exvansion, remains at less than 25% of " tctal
gross canital formation, then the met drain on the balance of
nayments from investment income flows will not grow faster than
the growth in overall incomes. (Similarly, as long as foreign
interests finance a fixed proportion of gross investment the
rate of growth of foreign investment income will eventually ap-
proach the overall rate of growth, )

18, It has &% ceady been nointed out that the gquestion of the re-
lative role of aid es commared to investment is not to be ana-
lysed in this vpaner,- For the nHurnozes of this projection, how-
ever, there is an inter-denendence, which properly should be sub-
ject to simultaneous solution, For thig part of the analysis 1t
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will be assumed that the contribition of- foreign, non-aid.

finance  will be somewhat less than 25% of total gross capital

formation, Therefore it will be  assumed thet in. the future

the growth of . the debit side of the internstional investment

income account will be at the same rate as the growth in in-

come ag a whole, and, the credit side will be fairly eonstent.,*

1960 is. used as & base year and. the results are shown in

table 14, It should-be recognised that if & more ambitious role

is snvisaged for such finance then, for the future, foreign ex-

change needs would have to be adiusted accordingly.

c) Short-term canital movements, donations and errors and omis-
sions,

19, . As the of*7icial balance: of payments estimates only:cover

corporate capital and investment income movements in the »rivate

sector, there is.a large volume of flows which only get recorded

in-the estimates as a residual. This is likely to be particularly

V]

unfortunate for an econnmy such as the East African, where ther
is a large amount of economic activ! ty in the hands of unincorno-
rated enterprises, medium-sized fapr. s and the professicri:i
neonle, As members of this community are likely to be nove
sensitive to their future prliiticel and social status in the
society than the larc- ~ompan:zs covered by the statistics, their
canital and investment income movenents are not cnly of general
economic - importence,but have alsc been a highly volatile element
in payments flows,

20, - Although the details of the orisins and directions of flows
under this heading are not recordea. the foct that they became
very large in 1960, with a major flight of funds, and that this
flight r.s continued to some extent, subsecuently at a much abated
level, is gquite clear from the data which is available. Pre-
sumably some part of this flight hes resulted in a decumuiation of
liquid reserves and therefore cannot be continued,  Also, con-
sidering the long neriod, the phenomenon of net emigration from
East Africa wil: eventually exhaust itself, 2~lso, it would be
strange for groups of neople to stay for very long neriods during
which they indulge in continuous transfer of funds because of their
continued lack of confidence in the future! ~%¥ On the other hand
it would be wishful thinking to suppose that there will be . com-—

plete disansnearence of this mhienomenon,

mm—

The amount of non-aid foreign investnent this.would imnly
can be es.imated from teble 7, Although these levels may
seen large it should be realized that it will include

- public borrowing and undistributed profits of Lforeign owned
companies in East Africa,.

“#= Although this vhenomenon is not unknown, among the wealthier
elenents of some Latin Americen societies, for exsmie,..




21.. Eventually it seems likelry ko =ome form of foreign ex-
change control will be introduced i3 thess flows continue

at the level recently exverienced. No Tast African govern-
ment will be able to accept a continaous strain on the

balance of psyments deriving from transfers by Bast African
residents, Therefore, after the initicl period of emigra-
tion and adjustment there will be & limit to the outflow of
private funds either through a voluntary adjustment or through
actual restrictions.

22, Such restriction, however, is not likely to be complete
both because of difficulties of enforcement and because
willingness to allow transfer of funds may be necesscry to
retain the services of some part of the exnatriate coumunity
needed during that period., To complete the account in Table
14, we have simnly entered an arbitrary value of £15 million
per year, which is less than in 1960 2nd 1961, but mors than
in earlier years, If, for one reason or another, thc Cis-
Dlacement of expatriate commw ities takes on' an increasing
pace it is likely that the strain on the balance of navments
will be much more serious; if, on the other hand, the  nrocess
of displacement ends towcirds the beginning of the - ¢riod, then
the balance of payments effect right be much less, 2Any fore-
casting which does not allow for this item snd does not leave
flexibility to adjust to its high degree of volatility is
certain to be inadequate, The value chosen, therefore, merely
provides for the renresentetion of this source of outflow,

a) Miscellaneous government outflows,

23, The debit side of this item in the balance of payments
accounts has, in the past, consisted of »nensions, leave nay-
ments, passages etec, paid to non-residents working for the
East African governments, In future it may be expected that
the maintenance of consular scervices will also become an im-
portant debit item on this account, but will be matched by a
comparable credit item with the exnension of foreign consular

services within East Africa,.

24, For the purpsses of forecast it is assumed that -the accele-
ration in pension naymnent obligations, resulting from the dis-
nlacement of the old colonial civil servants, will bz largely
covered by British payments, which shouwld not be procerly
viewed as aid or long-term capital movements, However, it

must be assumed theat overseas nersonnel will continue to be
employed, #11 of whom will not be covered by the special.ar-
ranzenents entered into with the British government. In

. the emnloyment of - technical ~ere0¥REe]l On govern-

paridenlar,
+i1) involve payments outflows which, although

ment orogramies



- o7 o
they may be net by payments direcily from some foreign
source, must be viewed as part of the bill which aid or
capital moveients must cover, How far this should enter
into this calculation -zmends on the accoiting methods of
the donor agencies, The assumption made here is that
some rise in.this debit account is possible, The figure
offered here, £+ million, could be adjusted in the light
of greater knowledge of the size and accounting methods of
technical aid orogrammes, The.sum chosen is one third
higher than the 1960 value under that heading in the balance

of mayments accounts,
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I7I. Total Aid and Long-term Capital Movements.

1. Teble 15 summarises the results of sections I and IT,
offering four estimates of the aid and capital movements
needuvd, based on the estimates of payments flows and the

four estimates of the visible trade accountse.

2. These figures cover a fairly wide range., Columns (i)
and (iv) must be judged the most likely alternatives, in

4

PR
Laic. v

the achievement of the high growth goal is much more
likely if high earnings are realized and, similarly, moderate
expert earnings are more likely to result in the necessity

to accept the minimum growth goal, These two columns are
fairly close together and must be taken as the final judge-
ment, with all the provisos made along the way, of the

liely capital movements and aid nececssary.

3¢ The sum is large, in that it comes to one-tenth of the
sross domestic product in the initial years. However, it
seems that in the mid-1950's the inflow of long-term capital
must have reached similar proportions in ccmparison to the
gross domestic product, In 1961 the total of long-term
capital movements and grants was also at that level; however,
this included large grants from the British government for
the compensation of retiring civil servants, which have

been specifically excluded from both sides of this calcula-

tion,

4, The actual aid bill will depend on the degree to which
the capital inflows are suppl-zitl from private sources.

Unesco has defined economic aid as outright grants plus

net long~term lending, for non-military purposes, by govern=
nents and international organizaticn.* Yhe estimated aid
1ill will therefore consist of the total in table 15, less
any private long-term capital transactions., This latter

item cannot be realistically predicted at the.s time. The
official estimates show this to have been a. highly
unstable figure in the past. TIf private capital movements
are assumed to roughly corres :>nd with the capital trans-
actions of the private sector (i.e. that private foreign
ownership of zovernment debt has been fairly unimportant),
then they have been as high as more than 20% of =tross capital
formation and as low as less than 10% during the¢ 1956-1961
period, In table 16, aid needs are shown under the assumptions
t2et the figures in either cols. (ii) or (iv) of table 15
apply (kigh growth and high or medium exports) and that the

private foreign contribution to capital formation is 15%.,

% U.¥. Economic and Social Council, International Economic
Assistance to the underfeveloped countrics in 1956/57, report
to the Secretary General, Notes that in this paper grants made
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tnote cont' i)

~or civil ser+v-nts comu. ;. “ion and pension, mentioned
in the privi-us paragrph,,have been excluded.

O« ¢ -lumn A is ti ml timum estimate for i, given a
srowiio cbjective of 75% per year. For a number of reasons
recaders may feel that thkis is over-optimistic - in part-

icular, because cof export price expectations, and of the

assumption regardin;y the degree to which such a growth
effort can be undertzken without raising the import content

9}

f domzstic spending. The figures, as they stand, ignore
cyclical effects. The balance of payments in any ziven year
will be influenced by short-term fluctuations in & large
number of unstable items. Perhaps at best, aid arrangements
would be planned ovir a fairly long period with disbursements
or.anized to counter-act *the Aestablizing effects of other
payrents flows., In this way, aid would be vudgettesd for

the whole planning period and, in the years in which growth in
exports exceeded the estimated trend, disbursen.cuts would be
rcivced, and whon there was a short-fall disbursements would

be increased,

6, Implicit in the approach throughout this paver is =a
very definite view of the function and appropriate xs-z

a

hanism
for handling the aid problem., 4id should be planned in
framework of aggregative programming for development and
shotld be organised to match the aggregate needs, The aid
nced is related to the total growth progrzmme, not Jjust ©
particular projects. Thus a project which does not obvicusly
use fcocreign resource may result in an increase in import
levels, in the manner suggested in th. discussion, The
tying ol aid to particular projects and expenditure on
particular imports might, in the end, have a sigpilar
effect, but it reduces the planning process to producing
a shopwing list of projects designed to catch the eye of
the donor. Ultimately, if aid is to b2 a continuiung
important influence, some method of co-ordination and plan-
ning must be devised by which the combined aid effort is
desisned comprehensively to meet the needs of the developing
country, rather than aiming at an amount thrcu.h a haphazard

sc” cf bilaterel negotiations.





















TABLE 6

ESTIMATED CaPirfAL REQUIREMENTS FOR EAST ~FRICAN DEVELC.:

SNT,

Capital-output ratio

Growth rate
(% per cap.)

2.6

Proportion of G.D.P.

16,75
19,35
21,95
24,55
27.15

29.65

2.8

3.0

to be devoted to

Capital formation,

17.50
20,30
23,10
25,90
28,70

31,50

18,25
21,25
24,25
27.25
30.25

33425

This table is compiled under the assumptions that:

(i) replacement fcrms 7% of G.D.P.;

(ii) populaticn grows at the rate of 2%% per annum.

(iii) there is an annual decline in the real value of

GeD.P. of 1% resulting from a saving in the

terms of trade.









TABLE 10,

PROJECTED IMPORT BILL: 1965 =» 1970

Minimum needs. Likely xoal,

£ million

161 i70
167 179
174 188
180 104
186 207
194 217
Assumptions:
Minimum needs: Capital formation (derived fr.

table ¥) is 24% of G.D.P.; the import content of
capital oods is +5%; the import content of non-
investment gross domestic product is 30% in 1965 and

declines 1% annually,

Likely goal: Ce_ital formation (derived from
table 7) .is 27% of G.D.P.; the import content of
capital goods is 50%. the import content of non-
investment gross domestic product is 30% in 1965 and

declines 1% annually.

The decline in import content of necn-investment

domestic product represents a process of import sub-
stitution which, by 1970, reduces imports by £25

million from the total which would have been experienced

with 2 constant import content,















FOREIGN AID RILL,

A, B.
Ycar High Growth, High Growtih
High Exports Medium Expo
£ Million
1965 32 37
- 96C 32 38
1967 30 39
1988 27 39
1969 25 40
1970 23 40

"A" Based on Column (iv) Table 15

‘"B" Based on Column (ii)} Table 15,

These fizures calculatci on the assumption that prive

long-term investment is 15% of Capital Formation,



