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effectively, and "making do" with availeble manpower

in carrying through development projects, which ouzht

to be soluble along with marked expansion of develowvment
budcets,

This leaves two of the four possible congtraints =—-
forelgn exchange and government finance -- as the mein
candidates for the role of the operative barrier to
expanding development budgets in East Africa today,.

The evidence about the foreign exchange constraint

is somewhat ambiguous, If it were the most critical
barrier today. we would expect to observe several related
symptoms: (a) imports rising substantially faster

than export earnings, (b) pressure on domestic-production
capacity end prices, (c) declining foreign exchange
reserves, (d) capital flight due to fear of inflation

and devaluation, and (e) deliberate government cutbacks
in development expenditures as part of a campaign to
protect foreign exchenge reserves., 4HAs summarized in
Table 3 and the previous discussion, symptoms (a), (b),
and (e) have not been a festure of the recent past.
Foreign trade balences znd balances on current acccunt
heve tended to improve or remain stable, there has

been slack in the eccnomies, and governments have

been trying to speed up their development expenditures,
On the other hand, symptoms (c) and (d) have been in
cvidence, However, it is generally recognised that

the motivation for recent capital flight has not becn
fear of inflation and devaluation, but concern =zbout

the political situsztion., In turn this capital flizght

has been the entire cause of the declining foreign
exochange reserves, the loss being borne largely by

the commercial banks., If this unusual capital flight
were reduced either by the pull of more rapidly grow-

ing GDP or by exchange controls, East Africa's foreign
exchange situation would be quite healthy. Indeed,

the export boom in 1983 must have raised foreign cxchonge
rescerves substantially,

The evidence about government finance seems dis~-
tinectly clearer. If it were the most critical barrier
today, we would expect to observe a different pattern
of symptoms: (a) shortfalls in development expenditures
relative to the plan, (b) declining surpluscs of tax
revenues over current expenditures, (¢) general slack
in the economy and ease in the current acccunt of the
belance of payments, and (d) postponement of dev lopment
projects because of delays in arranging finance, bsg
summarised in Tatle 2 and Table 1, all of these
symptoms have in fact been apparent in the recent post.
In 1963 the abrupt increase in export tax revenues hcs
reversed the decline in current budzet surpluses, but
in the face of rising demends for current expenditures
it gseems inevitable that the relief will be only
temporary.

My conclusion that government finance 1s today
the critical constraint on develovment efforts in Lcst
Lfrica is not usual in economists'! discussicns. Our
tradition is to stress "real" factors, such as the
availability of generalised saving, and largely to
take it for granted that "purely financial" factors
can be adjusited if there is will and understanding.












mainly on a program basis, this really means that it
would be desirable for other eid-giving countries and
international agencies to join with the U.K. in an eid
consortium like those for India ond Nigeria., Presumzably
2id would be planned for &ll three East African countries
&s a groupe If my conclusion that the critical constraint
is gzovernment finance is sound, then the tctal aid

ocusht to be agreed on the basis of overall dcvelopment
budirets, after a2llowing for the monetary creation which

¢ yrowing economy can absorb and for practicable increaseg
in tax contributions tc development budgets. HModerate
accumulation or running down of foreign exchange reserves
in the course of the plan should not be a ceuse for
concern that too much or too little 2aid has been provided,

Scme project aid is likely to continue, howcver,
cither as an allocation of agreed total aid or because
ome ald-giving countries continue to operate bpilaterally,
It should be recognised that project 2id does meet a
need of aid-giving countries to be able to identify
concrete results and to check on effective use of aid
contributions., & second implication of my analysis is
that project 2id to the East African countries ought
to be.calculated on the basis of full costs, including
domestic costs, except possibly for a token percentage
centribution f rom the receiving government., This would
imply substantially more aid for a given project than
direct-import content, but in East African comditions
cnly moderately more aid than a2 complete assessment of
direct and indirect import reguirments generated by
most projects. On the hasis of a detailed statisticzl
projection model fitted t6 Uganda data, and allowing.

o

for both irnduced ccnsumption demands and increased invest-
ment requirement it appeacs that direct and indirect
import requiremets,for cxpansion cof various fjinal

demands range between 54, cnd 85/% for Uganda,

Third, there is the practice of tied aid, that is,

either transferring specific goods and services as
2id cr requiring thet financial transfers be spent on
2urchases from the aid-ziving country. From the develop-
nent standpoint of course if would be preferable if all
2id were provided in convertible currencies usable
cnywhere, but balence of payments and internal political
support problems of aid-giving countries unfortuneately

e 1t likely thet the practice will conftinue in some
form. The problem is not cnly that this ftends to raise

he cost of goods received, but that in conjunctiocn
with the practice of project aid it imposes eanother
cwkward hurdle in the way of agreecment to support a
parficuler project by a particular aid-giving ccuntry.
If foreign aid is to be keyed more closely to the pro-
blem of findinz government finance -- or even if fuller
recopnition is to be given tc large indirect import
reguirements of aid projects -- something should he
(rnc to ease the restrictive effects of tied aid. A
vromising possibility secems to be greater use of garmarked
aid accounts, which cculd be drawn on for increased
imparts of anv kind from the aid-giving country.

&, See¢ P, Clark, "Thec Ratiocnale and Use of a Progecticn
¥odel for Ugenda", E,i, Inst.of Social Research,
10.7.64,












Indicators of Eccnomic Trends in Fast Africa

(£ million, unless otherwise indicated)

Rate of Rate of

1954 |1958 1962 | 19653 sif§¥f2> 5gfgg?%)
r=ondéa,
GDP, monetary 93.0 | 106.3(106,4 | 128.7] +3.4 +0,0
GDP volume?® 79414 95,11105.6 | 125.7] +4.7 +2.6
Anriculture product 56.6 57.2| 50.7 €5.5] +0,0 -2,7
scn-agric.preduct 36.% 42,11 56.5 €3.2] +7.8 +0.6
Gross investment 18.5 12.6) 16.5 19.4f +1.4 -5.0
Investment/GDP volume! 23%°| 16% 15% 15%
Non-agric.employment(tt 176.7 171.4 159.9 m -1.0 -1.6
Exports, foreign 40.6!1 45.4 37.6| 31.5 +2.8 =% 0
Impecrts, foreign 25.2| 27,0 26,2 30.9 +1.7 -0.7
Trcde balance d 15.8| 19.4 14,5 23.6 B
Govi.current expend.”| 13.3| 19.1 22.0 +9.9 +3.6
Tzx revenueP 19.8| 21 8 21.8 +2.4 +0.0
Curr.budget surplusb 6.5 2.7 - P
Import prices(index) [100 97 96 -0.7 -0.2
Reteil prices(index) (12009 | o8 85 87 -1.5 -2.8
Cest of living(index) |100 115 125 130 +3.6 +2.1
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