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I. THE STRUCTURE OF THE ECONQWIES.

This is an introduction to an economic study of three ‘
East African countries, Xenya, Uganda, and Tanganyika. In
this study a macroeconomic approach is used, concentrating
on the relation between major sectors and the behaviour of
aggretate variables, Concern is largely with the period
.since 1945, although occasional sorties into historical
speculation are attempted,

Hacroeconomics involves simplification., Tt demands of -
the economist some knowledge (or, at least, opinion) of a
wide range of subjects. The total amount of previous

gconomic research has been smsll enough and the gaps in
available knowledge large enough to meke an attempt at a
systematic macroeconomic account seem foolhardy. Yet
even at this stage, it is necessary to provide a frame-
work for the more particular studies in the form of an
aggregative view of the operation of these economies,
even 1f the speculative element seems large.  This is
Justified not only for strictly academic purpdses bul,
perhaps even more, for the use of a generation of economic
policy-makers who are being asked to shoulder an ever-
increasing responsibility for the organized expansion of
these economies.,

The task is complicated. Many different elements must
be combined, Although there is unity in the underlying
themes, discussion ranges over a dispsrate collection of
topics, To understand how the pieces Tit together it is
best to start with a synopsis of the subsequent argument,
This is a little illogical, as in a sense 1t presents
conclusions before offering evidence, but it will clarify
the purpose of the detailed discussions which form the
body of the study. ‘

The East African economies, although poor and at an
-early stage of development, cannot be described by any
simple slogan. = A number of threads can be distinguished,
Models of developing economies are often construdted by
distinguishing major sectors, and in the analysis, concentrating - -
on the relationship between the seectors identified. This
is always a simplification, but is usually justified by the
sharp 1lnsights provided into crucial relationships. In
the East rican case four alternative lines of demarcation
suggest themselves., By considering them in turn, some
insight can be gained into the structure of these economies
and into the ambiguities involved in using sectoral
classifications, ‘

The first possible distinition is between agricultural
and non~agricultural activity. The Hast African economies
are predominantly agriculitura, in the sense that the vast
majority of the population lives in the countryside and
engages in one form of agriculture or another.
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Because the productivity of labour is higher in
non-agricultural activities, the extreme dependence on
'agr}culture is not so strikingly displayed in output
'gst}ma?es._ However;,; by any standards, manufecturing
“1s in its infancy, producing some consumption goods,

building materials, and servicing equipment.  Some
vart of manufacturing also consists of the processing
of agricultural outputs. This suggests a weakness of

this type of classification, Part of the manufacuturing
and a }arge part of the service activities in these
economies are intimately comnnected to agriculture. A

large part of the value of agricultural exporis at the
port.of exit originates in commerce, transport, and other
service facilities, The prosperity of these service
industries 1s directly dependent on agricultural verform-
ance, Agriculture, in turn, is far from being an
homogencous category. It hes a dual function. It
generates the export incomes necessary to finance imports
of manufactured goods, and it supplies the domestic food
suoply. Further, it does not, in the East African case,
embody a single technigue of production or method of
organization, There is a diversity of agricultural
technique, from situations where the anpropriate description
is "small-scale traditional' to those which are definitely
"large-scale capitalistic.

An elternative classification would be to.distinguish
between an export sector and a domestic sector. The East
African circumstance provides yet another example of an under-
developed economy susceptible to the vicissitudes of the world
commodity markets. Exports form a very high proportion of
gross domestic product and world commodity prices are the
most important external influence on economic activity. -

The variations in the fortunes of the threc countries in
recent yecars has been in part the result of differing
specialization in export crops,. Such o classification
would group agricultursl exports, other primery sxports,
and the dependent services and processing together, as
the set of industries through which crucial external
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influvences upon the economy are transmitted,

The scctor producing for domestic use combines that
part of agriculture supplying domestic food needs, much of
the manufacturing, and those services devoted to local
rather than export needs, The structure of this sector
will determine the relationship between domestic demand
and import needs. Becaouse only certoin types of goods
are produced domestically, the level of imports will be
influenced by the composition of domestic expenditures os
well as the level, For example, investment spending
certoiriy hes & much lower domestic content than consumption
spending. Little machinery is produced locally and invest-
ment spending has o low ervice sector industry content.
Therefore expansion of investment as a proportion of spending
shifts product away from domestic activity into the import
bill,

Prosperity in the export sector will provide markets
for the products of the domestic sector, by bcosting the
incomes of consumers in that sector, The potentiality
exists, however, thot the two sectors may compete for-
resources. Insofar as export agriculture is mechanized

2., Dudley Sears, "The Hechanism of an Open Petroieum
Economy, " ‘Social  and Fconomic Studies, March 1964,
This provides an interesting example of this type
of distinction as the classification is far more
straightforward in the case of a mining export
industry snd some of difficulties suggested here do
not arise, '
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it might well compete for canital, At some point, with
the development of non-agricultural employment leading to
the growth of domestic markets, food production as a
socurce of cash income might compete with export cash crops
in peasant production. Thus both on the demand side and
the supply side links between the two scctors may be
identified and investigated,

This second method of classification has four

virtucs, It provides a useful format for anslysing
“the most important influencec on short-run DtabllluJ by
concentrating on the role of cxports, For planning

purnoses separate identification of the export sector

is useful because of the likelihcod that, at some stage,
foreign cexchenge will become a crucial constraint on the
development progreamnme, Also the processes of structural
change mey be viewed in part in terms of the changing

roles of the export sector, imports, and domestic production.
Finally, in formulating ccononic pOllCV strategic choices
will have to be mnde between the expansion of exports and
the promotion of import substitution.

A third distinction, also with its adventages, is
between a traditional sector ond o modern sector. Here
the criteria for classification are the techniques and
organization of production. The traditional scctor is
small-scale, labour intensive, including a considerable
anount of non-cash nroduction for own use, The modern
sector, on the other hand, is capital intensive, with a
disciplined labour force, and technigues and organizational
forms transplanted from wealthier econonics, Thus the
traditional scctor in Bast Africa would include a large
part of agricultureput would have to excludc the very
con51derable fqrnlng activity in large scale commercial
operations, owned end managed by non-Africans, The cash
geonony has often penetrated further into the traditional -
sector than would be suggested by the official data, with
purely local exchanges of food ~nd labour services Ffor
cash, The traditional sector would be responsible for
some part of the domestic food sunply. Thus it would
overlap the agricultural and export cleossifications
suggested above but would he co~incident with neither.

The term troditional is used in this sort of discussion
to include peasant farming for cash inconmes, As alwoys,
distinctions crumble if the attempt is made to npply them
rigidly. Successful peasant frrmers in some nnrts of
Bugnnda, for example, operate on quite o lnrge scnle,
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3, Brian Von Arkadie, "Import Substitution nnd Export
Promotion n~s Alids to Industrianlization in Bast Africa,™
forthcoming in East African Hconomics Review, Jaonuary
1965.‘ _

. W,A, Lewis, The Theory of Economic Growth and "Econonic
Development with Unlimited Supplies of Labour," The .
Monchester School, vol. xxii, 1954, Lewis develops
o two sector model, using o capitalist sector and a
troditional sector. He defines these as a sector
which uses reproducible copital nnd o sector that does not.
W.,J. Barber, The Econony of British Central Africa,
Barber uses o tWwO scetor clessiticntion, extinguishing
between two "econonmies' = o noney economy and an
indigenocus cconony, By using the term Yeconomy"
rather than “scector" Barber emphesizes the extent to
which the indigcnous ecconomy is independent of %he
noney cconomjy
B. Van Arksdie, "Notes on a ¥Model of the Erst Africon
Beonomy, " Economic Develovpment Resenrch Project
Discussion Paper No, 26. In this paper I frentes the
traditionnl sector as co-incident with agriculturc,

1
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employing wage labour in substantial quantities.B In
econonics as subject to change cond development as those
of Eost Africa, there is no gbrupt boundnry -between the
traditionsl and the modern. '

Nevertheless, the categories still have their useful~-
ness, There are rural areas where concepts such as employ-
men@ and unemployment, so relevant in describing industrial
societies, break down. People work ns the needs of the local
agriculture demand but at times enjoy leisurc to o degree which
would suggest unemployment in the industrinsl society, As
educction and changing espirations influence the local
gocieties such leisure might become involuntary idleness, but
it is by no means clear that this is the generally correct
perception, Increased output is lorgely the result of
additional supplies of effort, bringing more land into
cultivation or cultivating existing land nore intensively.

The amount of labour employed in this sector is difficult

to identify. Lobour may move to the town without loss
of output ond may return without creating noticeable rural
unenployment, - Cultural determinants mny heve there

Influence on the degree to which this sector is a source
of "unlimited supnlies of labour.M

By comparison, the nodern sector tokes on the
characteristics much nore familiar to the cbserver from
the wealthier countries, The distinction between enploye
ment and unemployment is abrupt and even brutal, Enploy-
nent rather thon price is determined by demend. The
limits on the amount produced are determined more by the
capital stock than by the supnly of effort, However, the
individual can onernte in modern and traditionel sectors
simulteneously, retaining a stnke in the 1land, maybc even
continuing to live on the 1ond, while also t-king on the role
of full-time woge earner, Beecause the movement from peaossnt
to proletarion does not involve an abrupt and irrevocable
break, the modern sector is not, strictly speoking, an
econcnic island seperate from the traditional econony.

Such o sectoral classification is useful when the
character of the productive techniques is emphasized as
a key variable, It is important to note, however, that
the contrast between the traditicnal snd the modern not
only consists of the use of machinery, but also of the
character of employment practises, and, perhaps,
sensitivity to possibilities of innovation and implic—
ations of price fluctuntions,
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5. D.J, Parsons, Systems of Agriculture Practised in Ugandn,
No., 2 p. 11.

6., W,J, Barber, op,cit., p.48, Baorber argues thot this
is the case in Central Africa because there is some
division of labor in the indigenous econony between
nen ~nd wonen, The women do almost all the farming
ond the men do 1ittle more than clear new land and
keep "the procductive capital of the agricultural
econony intact.™ Therefore when men leave for the
city there is very little drop in outnut, This is
nlso true in nony parts of East Africo, with the
complication that although women do most of the
subsistence farming, the men are often responsible
for the farming of cash crops.

7. EBlkan, Migrants and Proletarions
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In the African circumstonce there is o fourth
possible classification - the distinction between Africon
and non-African. This distinction provides insights into
the differences between the threec cocuntrics snd provides g
relevant standpoint fron which to view past colonial policy.
The differing policies regarding aslienntion of lond and the
differing agricultursl policies in the light of the consequent
ownership patterns were crucial in influencing the charncter
of agricultural development.

: Further, it night be nossible to telk of an African
;sector, in which ownership and control remoin in Africaon
‘honds, The non-African sector, however, would be dependent
on African lebour and therefore would be a esource of African
incones, In the past the African - non-African distinction
has been similar to the traditional modern classification
suggested above,

It is interesting to nocte the differences between the
three countries which become evident from the applicotion of
these four methods of classification., In the case of Uganda,
the classifications export, agriculture, traditional, and
African most nearly coincide, fgriculture is dominated by
peasant production, with the two main export crops (coffee
and cotton) produced almost exclusively by peasants,

Fuarther, the export classificetion and the agricultural
classification are closely linked because the services and
processing ancillary to agricultural production are partly
rerformed in Kenya. Even in thilis case, there is no

absolute coincidence of the classifications. There is

some plantation agriculture (mainly sugar ond tea) controlled
by non-ffricans which nokes up part of Ugsnda's exports.
There is also a significant amount of non-ogricultural
exports, particularly cobnper. The nost important way in
which the categories do not overlap, however, is the fact
that the Africon, traditional, agricultural producer is
always a producer of food crops for subsistence consumption
in addition to his production of exrort crops. Thus, «
significant part of Africam traditionel agriculture coincides
with the domestic rother than the export classification,

By comparison, in Kenya the four nmethods of classific-~
ation provide very different results, In the colonial
reriod there was a high degree of correspondence between
the export, non-{ifrican, ond modern classificrtions. That
is, there was (and still is) an important group of expatriate
farmers who use modern technigues ond produce a large amount
of Kenya's exports. Developments beginning in the mid 1950's
and accelerating under the impact of independence are leading
to substantial changes in this structure with some of the non-
African farmers leaving and with the developument of nodern,
African forming of export cromns. - '

A complication in the cnalysis, which will be dealt
with at length later, crises from the role of Kenya as a
an exporter of manufactures, food and services to the other
Bast African countries. Part of the sales of Kenya
nanufacturing industry cre nade up by inter-territorial
exports, while a further pnrt nmight be considered as an
extension of the export activities of Uganda and, to a
much smalleér extont, Tanganyika, Therefore the structure of the
individual economies as apparent from the national data
will in part reflect the arbitrery influence of politiecal
boundaries. Further, Kenya offers a diverse range of
agricultural exports to the world nsrket, some of which
require a degree of processing outside the agricultural
sector to a auch greater degree than the najor crons of
the Uganda econony.
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Tanganyika hos o nore diversified agriculturcl
organization relying for export crons on plantation- |
cagriculture to a much greater degrec than Uganda but
:also, in the past, hoving a more considersble peasant
rcontribution than in the case of Kenys. Although
‘Tenganyike has been a large inporter from Kenya, it
has not been so dependent on Kenya for the provision
of services, largely as a result  of the differing
geograpiiieal situation. ‘

These distinctions will be cdeveloped in greater
detall in the subsequent discussion. For the purpose
of this intrcduction it will be useful to set out a
schematic design which encompasses the four possible
bases of sectoral demarcation. The combination of all
four criteria allows for the possibility of sixteen sub-
divisions. Scme of these logical sub-~divisions are
obviously empty boxes (for exemple, traditional non-
African activities), vhile some are only of nsglible
inportance, Eliminating and consolidating, the
categories -2t out in table 2 remain.

In this list of "sub-sectors' one classification
is reteined although it is currently of little importance.
This is modern African agriculture, As agriculture
‘develops the distinction between cash crops agriculture
with traditional methods and modern agriculwire becomes
. vague, The development of settlement schemes in Kenya, -
the transference of lerge scale forms intact to African
ownership in scome. coses, also in Kenya, the beginnings
nede with group farming in Uganda, these and other
- exXamples of isolated farmers adapting their technigues,
all suggest thnt this is likely to be an increasingly
inmportant element ond that between large scale commercial
farming and completely subsistence cultivation on the other,
a continuum existsy; development will increasingly populate
“the area nidway Dbetween the two extremes.

The difference beiween the three econonies derives

- from the differing relative importcnce of five crucial
sub-sectors: African traditional agriculture for export,
non-African agriculture both for export and.domestic use,
ond non-African non-agricultural activities, The Drocess .
of development might be vicwed os involving four kinds of
movenent - from agricultural to non~agricultural, fronm
export to domestic, from non-African to African and from
traditional to modern. The cross—currents involved in
this process nmay well reverse the flow in particular
~directions: thus the shift from non-Africen to African
agriculiturc in Xenya will involve scme movenment from
pmodern to traditional, Also, at differing stages of
developnment the direction of these movencnts may change.
For exanmplie ot the early stages a shift within the
traditional sector will occur with a growth in the
relative inmportance of exports. At a later stage with
growth in urban populations the balance may swing back
An favour of domestic food production, '

Finally, it should be noted that this set of
classifications, which moay well appear excessive,
neglects a further distinction which is often seen as .
important is anclysing development -~ that is the
distinction between government and private econonmic
activity. If government activity were to be allocated
within this framework, in the past 1t would most reasonably
foll under non-African activity; for the future, perhaps
it should ve included under nodern African 2oTivity.
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Table 2°

Anglytical framework--divisions into sub-sectors

Uganda - . EKenya Tanganyika
I.4frican
A.Tradi- The dominant source of food supply for most of the
ticnal African populetion throughout Xast Africa-largely
xiestic  subsistence, although local cash ssles not
ric. accurately recorded.
Jexport  Major source of Of minor impor- Important in
saric. exports, supply tance in the . some -crops, but
almost all cotton past. High not of the same
& coffee growth in recent relative importance
years. _ as ' in Uganda.
(c) Non~ Hut building, beer brewing and handicrafts-
cgric. en important source of locel consumption in

Bast Africa.

B.Modern In the pastof negligible importance, but with develop~
o) Azric. ment becomes more important and distinctions are blurred.
)

Fon- Small-scale trading, taxi-cabs, bars, teiloring and
agric. dress-making, minor mechanical repairs, etc. -nowhere
as importent as 1n West Africa. Important and
growing co-operative zctivities (mainly agricultural
marketing) could be included here.

ITI. Non-
African
domestic Negligible except Highly develop- Some development
agric. for sugar. ed mixed farming of minor impor-
: (deirying, wheat, tance.
neize, high qusl-
ity meat, fruit,
ete.
) Expori Sugar end tea are ~ Major source of Virtually all
agric. estate crops.Other most export sisel and tea-
' crops only of min- crops. slightly less
or impcriance than half export
crops.
) domestic Kenya has the most highly developed

non~ manufacturing and service sector partly on the
agric. - basis of inter~territorial trade. Uganda also
has small inter-territorial exports of manufactures.

et

Mining'(coﬁper) : Mining (mainly

. . . . i s
ic. _ service industries based on crop diamonds)

“exports in each country, but Kenys
provides Uganda and Tanganyika service
for scme of these. '

[



II. SHORT-RUN INCOME DETERMINATION,

The framework developed above can be used for
structurel analysis which is insightful, but which is
essentinlly static. It provides a synoptic view of the
division of product and enmployment between industries,
the patterns of ownership, the relationship with the
international cconomy and the distribution of incone,

It does not, by itself, account for the behaviour of the
economicas over time, Macroecononics is mainly concerncd
with growth and fluctuations in the econony.

For the study of such dynamic problems there is value
in the traditional distinction between the long-run aond
the short-run. Such a distinction is always an
appreximation, in part arbitrary. In this case, for
example, export earnings have been o crucial influence
on the short-run stobility of the economy snd have also
been strategic in creating structural chenge. This
exercise therefore distinguishes between the long-run
and the short-run aspects of the same phenomenon rather
than attempting to classify each variable into one or
other compartment.

Short-run annlysis does not investignte the proccss
of development, Rother, it is concerned with onalysing
a particular aspect of the condition of underdevelopment,
The object is to expose the determinants of econonic
activity Quring o period in which most of the conditions
of supply are given. For practical purposes, this means
investigating the factors influencing the size of domestic
product within the yeor, This must largely be an
aggregate demnnnd analysis.

The creation of 2 theory of short-run income
determination within an aggregnte demand fromework was
the major concern of the last generntion of economists
in the developned, capitalist world, This is therefore
o highly developed topic in modern economic theory. It
has been developed very much with a porticuler institutional
framework in mind, so that although the theory is extremely
useful to the economist denling with this aspect of ZEast
African econonics, it must be apnlied with some care to
the narticular local environment.

The first step in the discussion is to distinguish
between those vorichbles which nay be treated os autonomous
and those which are endogenous to the short-run model,

An eutonomous varisble hehaves independently, in some
substantial degree, to0 the other variables in the model.
The values of the - endogenous variables, on the other
hand, are determined sinpultaneously with the other
variaobhles in the nodel, Some variables may behave
independently of the current velue of the other variables,
but might be relanted to the value of variables in the
model from a previous time period, Turther, somne
variables will be pertially autonomous, but will also

be influenced by the current value of other variables,

There are Four bases Ffor autonomous behaviour in
the East Africon situction. The first, ond most
important, is the impnct of internntional influences
on Last Africn. The second is the influence of
private decisions which are taken with o time horizon
well beyond the current period. Leng-time expectations
will be partly influenced by current economic performance
but will also teke account of nuch other evidence.



fnother source of autonomous behaviour is the possibllity
thot some decisions nay define econonic behaviour within
set linits over o number of years. Finally, public

nolicy partly independently of current economic conditions.

sutononous influences on the level of econcnice
activity come to bear through three strategic variables -
export earnings, invesiment and government spending.
Export carnings are hy f-r the wmost importont sutoncmous
influence, because of size, wide ronge of varintion and
independence Trom the influence of doncstic variables.
By comparison, hoth investumcent -md governnent spending
cre neither so volatile nor so free of endogenous
influences,

The releotive inmportence of export earnings and theilr
considerable volotility are indicnted by table I, This
instability results from fluctuations beth in price and
outputs. The variable nature of prices results partly
fron the competitive nature of the morkets in which Eost
Africa has s0ld its products. With two exceptions (sisal
ond pyrethrum), in the obsence of internationsl agreements,
the East Africen countries would be price takers in
competitive morkets. Fluctuctions in East African output
will therefore not necessarily be combined with countervailing
price movenents, World output, on the other hand, will be
unstable in the short-run, have a low short-run elasticity
of supply with resnect to price, around on upward output
trend, Demnnd; on the other hand, will have a low short-
run and long-run price elosticity, although it may shift
shorply in response to chances in expectotions (e.g., the
Koeran “ar boom. ) The fluctuations resulting from these
foetors con only be smoothed to o limited degree by exist-
ing commodity agreenents, '

The supply of export crops in Bast Africa is, .in the
short-run little influcnced by price but is highly dependen
on clinatic vagnrics, Horeover, high dependence on a
narrow ronge of crons may mneke enrnings more unstable,
becouse with a wider range the possibility of countervail-
ing fluctuntions is possible. However, this factor should
not be exaggercted, as world commodity prices do tend to
move together and the introduction of crops with a more
unstable price performance thon the current average
verformance would therefore wossibly increase the
instability of avernge export prices, The general
proposition thot diversificrtion will increanse stability
depends on the independence of the fluctunltions of out-
put or price of thc various crops, or the expansion of
commodities with greater output or price stability than
the existing average, Greanter diversificntion could
possitly lead to greater instability for the particular
country,

In the longer-run, outputs will change with andjust-
ments in the supply of effort and agricultural innovation,
ifloreover the inpact of a pattern of price changes on the
level of export earnings will be dependent on the. lcocal
responsiveness to chrnnges in relntive prices, In the
very short-run of the given ycar or season,. the movement
of »rices around the long-run trend nnd the fortutirous
influence of the weather oare strong influernces on the
general level of prosperity. Over the decade, success
in expanding outruts, the trend in export prices, -nd the
adjustment in the composition of cutput in response to
relrntive nrice movenents are key influenccs in determin-
ing the rote of growth,
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There are three different channels through which
export earnings influence the level of economic activity.
These may be described as the income (or direct) effect,
and the fiscal and nonetary effects,

The direct impact of export earnings on the level
of domestic incomes derives from the sheer importance of
the export trade as a source of income. Not only the
incomes of formers but also those derived from the
service sector are directly related to the level of
export esarnings, The immediate impact will be increased
through an expenditure multiplier, as consumption is
adjusted to new income levels.

The fiscal effect results from the dependence of
certain government tax revenues on the level of export
earnings. This will e the case particulsrly where
export taxes form an important tax revenue source; this
is mainly importont in Uganda, In addition, the '
fluctuations will themselves change tax revenues. In~
sofar as governnent spending is linked to revenues, that
is insofar as the public authorities are attempting to
balance budgets or restrict the size of the deficit,
revenue fluctuations will be reflected, perhaps after
some lag, hy similar movenents in government spending.

Thus if the tax structure acts to stabilize private
incomes, sheltering them from the effects of fluctuations
in export revenues, it will correspondingly destabilize
government revenues. Both of these effects were limited
to the extent thnt there were stabilization reserves which
were not a direct source of public finance. Inn this case
part of the brunt of fluctuations in export earnings would
be borne by changes in the liquidity of the marketing boeords.

The monetary effect results from the sensitivity of
the domestic monetary system to internctional transfers of
funds. An export expansion is likely to be coubined with
a “"Pavourable" movement in the balence of trade - import
expansion lags the export hoom,. This will result in an
inflow of funds in the current account section of the
balance of payments which will, ceteris paribus, increase
the liguidity of the domestic banking system. This
creates the possibility of a more permissive banking
policy, With a decline in export earnings the same
effect works in reverse,

In the past, the most importont finaneing activity
of the local banking system has involved trade, rather
than industry, agriculture or government. Possibly
an important part of the more direct effects of credit
policy may therefore have been on inventory behaviour,
It is possible that the general credit situation has had
some effect on other spending decisions with a more
important domestic impact.

It should be noted, however, that the liquidity
of the banking system also depends on transfers other
that those generated by trade which, on some occasions,

o

8., M,D, MeWilliam, "Banking in Kenya 1950-1960", East
African FEconomics Review, June 1962, This article
contains a very intformetive discussion of the develop-
ment of commercial banking in BEast Africa in the
'Pifties,
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hove gquite dominated the financial situntion. HMoreover,
the effects of changing ligquidity on local credit policy
depends on the response of the banking system to such
financial movements. Over the period of the study the
Enst African commercial honks have been subject to wide
rluctuntions in their liguidity situa oiOﬁ) indicating
tb“u their credit polﬂcleq have Deen Tor from cutomatic
reflecticns of ‘internationsgl finencicl transfers,

The discussion of the effect of export earnings
indicates that Toth ‘nvestment and government spending
are not entirely autoncmous variables, in part because
of the possibility that they will both be indirectly
influenced by export perfornance. Roth of these ’
variables are potentially susceptibhle to enough autonomous
influences that it is worthwhile to investigote them as
independent short-run determinants of the level of econonic
activity.

L priori application of economic theory suggests
tmﬂt there are three main ways in which investment may
be influenced by other domestic economic variables,
Expectations of future demand conditions aore infliuenced
by recent exverience of demand expansion. The level of
current profits may influence investment both because they
are an indicator of future prospects and because they
provide an internal source of finance, The availability
of external funds may also he = constraint on the resliz-
ation of investment plans,

Pew commentators would suggest, however, that even
in a. model of a closed economy these influences are likely
to provide a sufficient explonation of the level of investment,
In Eaost Africa there cre guite specific reasons for supposing
that explanations of investment behaviour cannot be encompassed
within a tightly organized nodel, There are o nunber of
factors which can be identified, which are  surely important,
although they may not be measurable in practise.

Private capital formation as measured in the official
statistics, which ignore the highly important peasant
contribution, has largely been undertaken as the result
of decisions by non~Africans. The expectations of these
groups regarding their cconomic prospects have been
strongly influenced by their interpretation o7 the course
of political events. For exanple, this was an important

negative influence from 1960 cnwards. Reactions to the
prosrect of independence affected the willingness to re-
invest nrofits; declines in investment activity were
combined with an outflow of liguid assets, Mso, the
decline in expatriate residence and expectations regarding
future decline affected prospects for both residential
construction and the elaborete service facilities, the
expension of which had played an important partc in the
expansion of the 1950's, :

In addition, the dependence of investment decisions-
on non-Africans cweatcs the. possibility of some degree¢ of
independence from local liquidity constraints, Particularly
in the case of direct invesiment of overseas firms in FEast
Africa the invesiment decision may creqte an international
cash fiow for its own f:nance

Certain types of _nveStmbﬁ* are necessarily
substantially independent of current conditi ouu.bacause their
completion involves expenditures over a nunber of
years, This is ﬁaﬂ—‘cul rly true of public investment
in social overhead f 311?+1eh, Sociezl overhead prcjects



-~ 12 -

are also insensitive to immediate economic conditions
because the returns are not measured in terms of shori-
run commercial profits, The most considerable example
in recent years was the Owens Fplls hydro-electric
schene, Rallway expansion and road-bullding projects
will have similar characteristics,

Such schenes are often financed in part by special
international loans and they are therefore, to a degree,
independent of local liguidity constraints. However,
if considerable local funds become commltted to covering
the local costs of such projects their existance may reduce
public investment activities elsewhere, On the other hangd,
the initiation of such projects may promote a subsequent
strean of smaller ancillary expenditures.

4 further possible influence on invesitment i1s publiec
tax and tariff policy. Protection of domestic manufactures
and the duty free import of capital goods may raise the
level of investment,. It is possible that 1t merely causes
g re-direction into the protected industries of investment
which would have been undertaken anyway. Nevertheless the
potentielity exists that an import substitution policy, by
widening the range of investment opportunities, does
increase the total level of investment. This is probably
an important element in motivating the direct investment
by overseas firms, '

The impact of investment spending on the level of
domestic activity will be limited by the high import
content of investment spending. ~ Thus at the first round
of the multiplier process a considerable part of igvest—
ment spending flows directly into the import bill. . The
degree to which this is the case is partly a question of
the balance of investment spending bhetween machinery and
, equipment on the one hand and bulldings and construction
:on the other, liachinery and equipment expenditures have
‘a particularly high import content. As the two types of
investment good are in part joint inputs there are limits
to the degree that the balance can shift between the two,
The mest important source of fluctuations will be
residential construciion expendiltures,

Government spending is able %0 act as an autonomous
influence only insofar as there is a willingness to allow
expenditures to move independently of revenues. In the
past domestic borrcwing sources have been limited by the
small degree to which the Currency Board has engaged in
fiduciary issues and by the lack of large holdings of
East African government debt by the commercial banks,

There were two socurces of flexibility. Overseas
grants and loans have been, from time to time, an important
sources of public finsnce, Adlso, in the case of Uganda,
surpluses generated in the past have created the possibility
of current deficits. Overseas grants and loant have been
particularly important in the case of Kenya, especially in
financing the high level of governnent spending during the
energency. ‘

9, Paul @, Clark, "The Rationale and Use of & Projection
Model for Uganda," ZFconomic Development Research Project
Paper No,d9, p.1l-12,




Compared to investment, government current spending
has a low import content and; therefore, a correspondingly
sreater inpact on the level of domestic setiviity.

The impact of the exogenous variables on domestic
econonic activity cepends on the size of the induced
cxpenditure flows, fnalysis of the process can be
completed, in princinle, by consideration of Tour
different types of parameter. These are propensities
to import and to consume, tax ra%gs and parameters
determining income distribution. Although the Tformal
model is guite straightforward, the date required for
demonstrating the operation of the process is not so
readily aveilsble, Even in an avewedly macro-economic
study, none of these relaotionships shoull he considered
ot an economny~wide level of aggregation.

Ixpenditures on imports are an important leakage
in the circular flow of domestic incomes because of the
dependence of Fast Africa on imports as a source of
supply for a wide range of manufactures,

The aggregste propensity to import will vary with
the composition of demand because of the variation in the
import content of different expenditures., . In East iAfrica,
investment goods have s higher import content than
consumption goods which in turn have a higher import
content than government current spending and export
commodities. Even within these major commodity groups
there are significant differences in impcrt content,

Thus machinery and egaipment hess a higher import

content then buildings and construction, and durable
consumption spending has a higher import content than
non~durable spending. Also it may be that for some
commodity grouns the import content will vary according
to whether the consumnption expenditures originate from
the African or non-African populaticns -~ this is probably
true of food consumpition for axample,

In meny lines the elasticity of substitution between
domestic and imported products is necessarily low, because
of the absence of domestic capacity with the correct
technical characteristics, Where new plants are created
and excess domestic capacity exists, however, the ‘
possibility of substitution, even in the short-run, in
response to relative price chenges (e.g. from increased
tariff protection} must be considered a serious
possibility. In addition, some degree of substitution
may be possible in consumer budgets, even where domestic
and imported commodities dc not meet the same apparent
need, Despite these qualifications if a sufficient
disaggregation is attempted (e.g. slong the lines implied
in the previcus paragraph), then a permissible approxim-
ation would be to consider The propensities to import
linear and constant in the short-run, Using such a
crude assumption, rough but realistic estimates can
be made of the values of such parameters.

In considering consumption behaviour, dis-
aggregation to the point at which major income
receiving groups could be identified is, in principle,
desirable, In. practise, much can be suggested but
little measured., That the spending behaviour of
peasants, of urban workers, of expatriate emplovees and

RS .

10, Clark, op.c,t. ».32



of corporate profit earners surely differ will be denied
by few, It is even true that some hypotheses regarding
the direction of the differences can be assembled from
knowledge of the economic environment and social customs,
fragmentary data and a large contribution of a priori
reasoning.

The treatment of tax leakages is more straight-
forward because of its dependence on the structure of
tax rates,

With a given wage and selary structureg the
distribution of incomes by size and function will be
heavily dependent on the composition of final demand.
Agricultural exports, for example, will generete quite
different income patterns than government spending.

It should be noted, however, that the wage and salary
structure may 1tse1f change over guite short time- periods,
Although this subject is discussed below as a structural
change, it is a type of change which can have strong
inplications with a gquite short passage of time,

ITT. VTE.

-Consideration of the process of short-run income
determination must be speculative because of the immature
stock of statistical data; the analysis of growth and
development must he speculative for a more fundamental
reason, Develcopment may Pe studied empirically in an
ecoenomy which has developed, In a country which has yet
to develop the process of development must in part be
handled by treating the future as history.

In case studies of successful development students
may identify, in the particular case, a set of sufficient
conditions, the presence of which created development,

The diversity of development experience suggest that there
are numerocus alternative sets of sufficient conditions.

It is much more difficult to establish necesssry conditions,
In considering a country which is currently under-developed,
a dilemma therefore zarises., Human experience includes

cases of economic stagnation znd decline, Development

is not inevitable, that is why the study is worthwhile,

Yet, if the presence of development has been explained by

the existance of numerocus differing sets of sufficient
conditions, the absence of development may therefore he
explained by the lack of =z wide range of possible sets

of conditions, with the suggestion that the presence of

any one of these combinations would lead to development.
Therefore, although it is possible to describe the condition
of under-development, with evidence drawn from a contemporary
under-developed ¢conodomy, it is much more difficult to mar-
shall that evidence to examine the problem of development.

4

The alternative would he the acceptance of a theory
of development,This is, a thecry of development which is
not an exnlanation of a perticular experience of development
but the identification of a set of necessary conditions
generally applicable to the.range of development experience
However, whereas it is true thut9 in certain aspects, the
process of economic development in its later stages hes
many characteristics which suggest convergence, tne intial
conditions from which the process starts show & wide

11, Such has been ttempted b¥ W, W, Rostow, in va,’m
writings. The danﬁers implicit in any such attempt an
particular insdegliacies of Rost ow's theory arc eazvs

umber of popeérs in the Fconomics of Take=-off irhsc oy
Growth, edited by W, T, T ROSTOW.
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range of variation. Although there is, in some senses,
a common destinztion, the starting poin ts are so Gifferent
thet it seems unlikely that there is a single approprriate

route,

One solution would be to remove any teleological
implications from the discussion and to provide as for
as possible sn adequate description of the story to the
present, This would be the respectable course. Yet,
insofar as 2 legitimate concern of economists is public
policy, such a course.is not only inappropriate but is
also unlikely to be achieved, The pattern the sconomist
will impose on the available facts will be partly derived
from a view, even if implicity, of the place those facts
teke in a sequence extending into the future. This will
even be true of the most painstaking attempt at a purely
cmpirical account,

The method zdopted here is 1o attempt to present
views regarding future patterns, in order to enable the
reader to understand the frame of reference the writer
i1s using. However, in doing this, neither a theory
of development of the type suggested above, nor a precise
prediction of future course of events are offered. Rather
there is a speculation regarding the range of possibilities.
That 1s, there is an element which is neither a scientific
hypothesis, in the sense that it is a precise statement
Talsifiable by appeal to evidence, nor is it a dogma,
predicting a necessary future course of events, Rather,
it provides various ways of looking nt these ecconomies
which may prove useful, or not uqe;ul as a contribution
to future understqnalng of events as they happen. This
is a much vaguer conception of the task of an econonist
which mokes explicit and accepts certain ambiguities 1in
the methods w1aely used in the study of development, and

many other sconomic problems.

There are three different stages to which annlysis
of growth and development can be carried, Each is
appropricte to a particuler kind of question and each
involves a different kind of analysis. These nre:

(i) The process of growth tzking as comstent

RS

much of the baﬁagmgz‘uctarc of the economy.
Among the features sccepted as constants
would be the propensities to consume of
various income groups, propensities to
import from particular types of experditure,
gnd the relative size of masjor indusirial
groups, The purpose of this exercise is
to examine the mechanics of growth over
periods long enough for growth to occur
but still too short to be subject to major
structural chonge.

(i1) The process of siructural chsnge. Growth
will itself induce structural change.
Differences in the income~elasticity of
demand for various products, differences
in the rate of growth of domestic capacity
as between industries, changes in the

i character of the work force resulting from
a new industrial structure, these and
similar developments may Je seen as &« result
of growth. = In addition, however. there will
be organized changes in struecture resulting
frem political activity. Large and permanent
changes in world market prices might also
induce structursl change.




(iii The social determinants of develoniznt,
Using the first two styles of anzlysis
it is possible, for example, to discuss.
the effect of investment on growth, the
physical constrainst on the level of -
investment, and even induced changes in
the level of investment, But much of

, that discussion presupposes the existence

of certaln important socigl factors.
That is, there must be some elements in
the society creating new investment
opportunities, with & will to accumulate
and the means of realizing such ambitions.
In = more general sense, the origins of
what Jpan Robinson likes to call "the
animal spirits of capitalism" (or for that
matter "the animal spirits of socialism')
might be sought. It is also impcrtant
to examine the social situation as it
effects the labour force and peasant
farmer, and as it influences public policy.

2

(1) GROWTH WITHOUT STRUCTURAL CHANGE. ™

‘The first approach tskes as its starting point
short-run income determination process already described.
This analysis was subsitantially based, in a modified
Tfashion, on the Keynesian type of income analysis.
Applied to short-run problems, this type of theory takes
the conditions of suvply given and concentratss on the
determinants of aggregate demand, The past generation
of economists developed their theoretical discussion of
economic growth by adding a supply side to this model.

. The Harrod-Domar model, the foundation upon which much of
‘this literature was built, allowed for two alternative
‘constraints on supply -- the capital stock and the labour
force, This model, developed for the analysis of growth
under conditicons of advanced capitalism, has also been
used as the basis for simple planning models of wider
application, Such models cannot claim to provide a full
explanation of obhserved phenomena, but they do have
heaguristic value in exposing critical relationships.

They are based on the presumed stability of certain basic
parameters, such as a marginal propensity to consume and
the capital output ratic in the Harrod-Domar, or the
elasticities of an aggregate production function in the
Solo-Swan contribution.

A fundamental weakness in attempting to apply such
models to developing econcmies over long periods of time
is that forces of structural change make it likely that
elements which, in some rough way, can be taken as
parameters in a developed capitalist soclety, are subject

12, This section ss it stends is incomplete, in that it
does not expose the precise fashion in which the over-
all constraints are determined by a number of the
factors discussed. This exercise was partly under-
taken in my "Notes on a lipdel of the Rast African Econonmy, "
Economic Pevelopment Research Project Discussion
Paper No.<2b6, In that paper, however, the frame
of retrerence was essentially that of a planning
model rather than an explanatory model of past and
current performence,  For the purpcses of this
paper the detailed mechanics of such a model secemed
. less appropriate than the attempt to specify the
distinctions between the types of analysis as they
apply in the East African case.
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to changes which are integral to the process of development.
However, even or times periods in which such changes can
be neglected, or for situations in which growth is achieved
without structurcl change, such models still suffer scerious
insufficiency. The homogeneous character of the economy
and the absencs of international influencces usunlly basic
to such models render them quite inadeguate for even
limited applicaetions in the Fast African situation,

In recognition of this inadeguacy the attempt weas
made to develop sectoral classifications of the kind
discussed in the first section of this chapter. Through
these kind of distinctions, the heterogeneous nature of
such economiss is formally recognised and an attempt is
made to take cxplicit zcccunt of the conseguences, A -
though such attempnts often involve over-simplification of
reality, »nd therefore, if applied incautiously, could
mislead, they are distinct improvements on the models of
growth in developed cconomies. Keeping in mind the
qualifications already introduced at the outlset of this
chapter, o simple account con be attempted of the growth
process with a number of the basic structural paraneters
given (e.g. propensities to import snd to consume, )

Such a first spproximetion may be developed by
considering the fundamental limits on the growth on the

supply side, rom the discussion of short~run income
cetermination, it is cvident thaot two seperate constraints
must be consideved. Domestic production, ocutside of

peasant agriculture, will be limited by the size of the
capital stock and the available legbhour force in a similar
Tashion s that suggested Dby models of advanced capitalist
ceonomies, In addition, however, the satisfaction of
domestic requirements through imports must be considered.
The relative importance of imports suggests both that when
there 1is pressure on domestic capacity it will e quite
streightforward to substitute foreign zoods for domestic
output and, more important, there will he some needs which
must be satisfied by imports, limits on the expansion of
which are therefore defined by the ability to import.

Perhaps the simplest wsy to envisage the operation
of these basic constraints is in a planned economy in
which the money supply can be adjusted to sult the needs
of public policy. Then, if the planning avthority is
pursuing an expsnsionist policy, the feasible raote of
growth will be defined by the besic constraints. - However,
in an economy which was substantially unplanned, ond in
wnich effective demand was influenced by the factors out-
lined in the second section of this chapter, such a view
is insufficient,. It is necessary to expose sone :
mechanism which maintained a rate of growth of demand
which was consistent with the rrte of growth of supply,

For this purpose, two types of effects should be
distinguished, These are income effects and monetary -
cffects.

In a closed econcomy, 1f effective demand expands
Taster than supply, uvltinately maximum output levels will:
be achieved and increases in moneitary incomes will re-
present increases in the price level, rsther than
expansions in real output. In an economy with unrestricted
imports (i.e. except for the operation of tariff protection)
insufficiency of domestic capocity will engender increased
imports rather thon price rises, There will be some
degree of price rise, both because some needs are inherently
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not to be supplied by imports and also because the
domestic price of the new imports may well bhe marglnhlly
higher than the goods in existing use.

One result of such a shift to imports will be. to
increase the propensity to import out of given expenditures,
In practise, this will not happen abrvptly at some domestic
full-employment point, but will come gradually into
operation as domestic economic activity increases. As
a result of this, as the autonomous expenditure variables
expand, after a point there will be a tendency for the
multiplier effects to decline because of an increased
rate of "leakage' into the import bill, This effect on
the income mechanism will tend to dampen the expansion in
aggregate demand as domestic capacity is fully utilized.

It is interesting to note, however, that there will Dbe
counter-zcting forces, because the very pressure on
capacity will have a buoyant effect on domestic invest-
ment opportunities,

The monetary effect is more difficult to establish,
because the influence of the domestic monetary mechanism
is difficult to trace empirically and controversial in
principle, Nevertheless the following argument is
offered as correct in outline even if the strength of
the effects are in practise debatable,

In an economy in which the domestic money supply
is adjusted independently of foreign exchange rescerves,
the 2bility to import will be limited ultimately by the
supply of such reserves, A point will come at which it
is impossible to pay for additional imports, This
situation often arises in developing economies and leads
to the imposition of exchange control. The East African
experience, however, has been different from this.
Exchange control, insofar as it has operated, has heen
designed to control transfers out of the sterling area
and has not limited transfers to other sterling area
countries, On the other hand, the domestic money
supply has been linked to the size of foreign reserves,
The liguidity position of the commercial banking system
is intimately linked to the inflows and outflows of funds.

Now, as the major exogenous variables of the short-
run income model expand on the demend side they will to
some extént provide foreign exchange sources; this has
already been noted in the discussion of the short-run
income determination mechanismn, Exports generate

foreign exchange directly. Investment decisions are
sometimes associated with foreign transfers, when over-
seas investment is involved. Government deficit

spending has mainly been financed by overseas loans

and grants, again generating foreign exchange., - However,
this does not guarantec that the expenditure generated
will result in imports which are pr601sely in line with
these additions to reserves, If, in practise, the
domestic expenditure parameters are such as to cause, in
the particular 81tuat10n, an expansion of imports to the
degree that they are financed by a reduction in foreign
reserves, this would lead to a2 restriction in domestic
liguidity. While there is no well defined relationship
by which domestic 11qu1d1tJ can be shown to influence
domestic spending in the short-run, it seems urlwkely
that growth could be long maintained in the face of a
continuing deecline in llquldlty unless the banking
systen itself were willing to provide continuing finance
for expansion,
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To avoid confusion, this point recguires careful
formulation, It may be difficult to demonstrate that
in the short-run banking policies have any effect on
particular spending decisiocns. It has also been true
thot the banking system hes becn willing to cushion the
cconomy against short-run fluctuations in liquidity.
tioreover, even in the long-run there will be consider-
able adjustments in the domestic monetary system, with
the expansion of commercial banking, the appeerence of
other financial institutions and a growing elaborateness
of the credit structure,. Therefore there can be no
cxpectation of a stable veloecity even in the long-run.
Nevertheless continued economic expansion without a
corresponding oxpansmon in the money supply reguires
some combination of a falling vrice level and increas-
ing income velocity of circulation, The first
possibility is limited in an open economy with a fixed
exchange rate.

Economizing on liquidity involves costs, even if
there is induced institutional change. Thus there 1is
the possibility not only off the effects of high interest
retes, but also of a direct liquidity effect on the
willingness to invest and the banks willingness to lend,
Unless 1t is assumed that there is an infinitely elastic
velocity of circulation the domestic money supply must be
viewed as a potential constraint on expansion. Strength
is lent to the point by the size of imports relative to
total expenditures. If any significant part of the
import vill were financed by cash outflows the cumulative
effect would soon meke a considerable differcnce to the
domestic liquidity situation.

The picture which emerges can be stated in outline
form as follows, There are constraints on domestic
activity described by domestic capacity and the ability
tc import, If domestic capacity is fully utilizged,
then it would be possible to transfer the source of
supply to the import bill. This process is, 1in the
underdeveloped state, assymetrical, because of the lack
of domestic capacity in some lines of production.

The maximum achievable rate of growth will be
determined by the expansion of the constraints. TWO
strategic factors determining the expansion will be the
growth of export earnings (and foreign exchange transfer)
and the expansion in the domestic capital stock. The
productivity of the capital stock, however, will be
influenced by the availability of skilled manpower,

Limitation of the rate of growth of the domestic
capital stock will depend upon the saving propensities,
import propensities and the two basic constraints. AS
sone of the investment will generate part of its own
foreign exchange needs, one apparent 1imit on the
growth of cap1tal will adapt itself to some extent to
adjustments in investment spending, It is therefore
not possible to define a maximum rate of growth of the
capital stock, dependent on a simple combination of
pareneters, o la Harrod -Domar,

On the demand side of the model the argument is
quite dependent on the analysis offered in the discussion
off short-run income determination. From that discussion
it is clear that it would bhe unwise to attempt to
insorporwte a predominantly endogenous investment theory
even into this simple outline,
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Export earnings clearly play the key role both
because of the previously identified importance as a
straightforward demsnd factor and because of the
additional role taken on as = determinant of the
foreign exchange constraint, Export earnings are
dependent on agricultural outputs and prices. Price
trends are largely externally determined. For the
1grger scale commercial farming sctivity outputs are
likely to respond to price changes with lags depending
on the production process and to expand over time as &
result of investment decisions, expansion in manpower
and improvements in technigque not substantially
different in principal from non-agricultural output
changes,

The incorporstion of peasant farming into this
account presents some difficulties. Peasant
agriculture is important both as a prime source of
export earnings and s a source of domestic food supply.
For given externally determined price trends, the growth
in export crop production will determine the rate of
growth of export earnings. : Moreover, the potentiality Bl
exists that the supply of domestic foodstuffs can act
as a break at some stage, either in the sense that a
limit is placed on the degree to which labour can be
withdrawn from peasant agriculture, or by increasing
food import needs. In the period under consideration
the second of these two effects can he neglected as a
fundamental constraint, although short-run effects
derived from adverse climatic conditions have occurred.

Although peasant output is important, its determinants
are not easily treated with a standard economic approach,
It is not possible to relate limitations on output either
to an identifiable capital stock or to a definable aggregate
labour input. Peasant agriculture makes 1ittle direct use
of current output, as typically measured, for purposes of
capital accumulation. The method of organization makes
it difficult to identify the amount of labour employed.
lMoreover, sensitivity of this form of activity to price
changes has been a subject of considerable debate. For
any treatment of future policy some hesdway must be made
in analysing this type of activity despite these limitalions.

(ii) Growth with structural change.

Development brings with it not only a growth in out-
put but also changes in the composition of production and
expenditures, movements in the location and employment of
populations and shifts in the direction of trade. A
considerable part of contemporary economic policy in East
Africa is apparently, in the large, designed with a
particular view of the structural change which will be a
necessary feature of the next stege of development. Jpp—
Programmes of import substitution and industrial develop-—
ment, for example, are partly justified by the claims
of industrialization for a strategic role in creating
development, :

Analysis of structural change has been furthered
considerably by the international study of industrial
structure, such as that undertaken by Kuznets and by
Chenery. A word of caution is in order, however,
regarding the two ready derivation of analytical
conclusions from the empirical accounts. In any such
studies there is a crucial idenficiation problem, For
example, whereas there is an observed correlation between
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the level of development and the degree of industrisliz-
ation, the direction of the causal 1link is by no means
obviocus,

In the East African case, the period covered by
fairly conprehensive statistics (that is, since the
early 1850's) is not long enough to chbserve in detall
a process of structural change, for the evidence of the
data suggests that during this period therc was consider-
able stebility of structure. It is clearly the zmbition
cf the local economic planners that during a similar period
of time in the future there should be a transformation’ far
in excess of that achieved in the past, but the likelihood
of these goals being achieved is very much a speculative
matter, as has already been suggested.

The pattern of structural change during the period
priocr to the avaeilability of aggregate data can be
inferred in part from the fragmentary information which
does exist and partly from knowledge of the structure
during the period subjccted to more detailed study.
Hobilizing the available evidence, the following sketch
may be put together,

At the outset of the colonial period the area which
now forms the East African countries might be described
as a number of closed economies, with 1ittle economic
communicaticn between each other or with the outside world.
In the closed economy there is an identity between output
and the use of goods, Agriculture is, at this stage, the
predominant activity and is assocliated with low incomes as
both az couse and an effect - the area is poor because of
the limited development of things other than agriculture
(indicating low division of lsbour =nd limited technigue)
and, on the other hand, because 1t is poor a large
proportion of income is allocated to the consumption of
food.

In terms of the classification suggested in the first
section, the whole of economic activity is traditional
African, with the absence of cash crop production, Thet
was the situation =t the outset of the colonizl period.

The situatlion at the end of the colonisl period has been
roughly described in the earlier discussion of structure.
The past development of the East Africsn economies is,

fron one point of view, the story of the evolution from

the former of these situations to the latter.

The coionigl experience, from an economic point of
view, has a wide range of fascinating aspects, The task
here, however, is not to set out a framework for a
complete economic history, but rather to:throw light on
the origins of the current economic structure. Tor this
purvose, -a highly selective interest is appropriate.

This interest can be focussed under four sub-heads,
covering inter-relsted topics:

Sa) _ economic integration; :

bg changing conmposition of demand;
(c, changing composition of supply:
(a) employment,

(a) TFeonomic integration..

Beonomic integration in this case has two separate
aspects: the domestic and the international, At the out-
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set of the colonial period, Bast Africa had neither a
highly developed internntional nor intra-national trade.
Division of labour was 1little developed - not inter-
nationally, nor between the regions of East Africa, nor
even within the immediste locality.

From a political polint of view, there was
integration into threé states which, even if not as
complete emotionally as administratively, nevertheless
represented a transformation. This transformation had
its counterpart in a slowly developing domestic ecornomic
integration. However, the growth of =z domestic division
of labour, with azn. expanded intra-national trade (or trade
between the three countries), over much of the period was
2 less importent feature of econodmic transformation than
the participation in an international division of labour.
Indeed, at times it would seem that the area might be
viewed as a nunber of regions, isolated from each other
geconomically, but each in turn integrated into a world
market through the agency of internstional trade. The
growth of domestlc trade has followed the growth of '
international trade. There are numerous reasons for
this, some of then perhaps implicit in the oolonmal
relationship,

Quite apart from an analysis of the particulsr
circumstances, however, two general reasons help explain
this sequence of development, The comments above regzrd-
ing the nature of a closed, poor, economy indicate that
although within such an economy there is 1little division
of labour it is, taken as a whole, a highly specialized
gcononmy. It specializes in agriculture and poverty. . It
is because everyone is engaged in agriculture that there
is little basis for domestic trade. For the same reason,
however, there is a basis for international trade, provided
interest can be shifted to those pfops which can find an
export mquet

I, in additioas an expatriate community is created
through the attractions of a land alienation policy favour-
able to their interest, the basisfor agricultural specializ-—
ation is reinforced. . :

On the demand side the pattern of specialization
arises because the increase in wants, when it occurs,
is not for those commodities already locally produced,
which may still be met within the subsistence systemn,
but is rather for new commodities different in kind from
the range previously consumed, . These new commodities may
replace traditional commodities, but in some Iinstances
they may take tne form of the introduction of needs not
previously felt, The involuntary "consumption' of
government services, paid for through taxes, might be
viewed in this light . : '

Trade does not only teke place in commodities; at
the early stages, the growth of domestic inter-dependency
will be much more spparent in the growth of services,both
ancillary to the emergent state and integral to the
expanding international trade in commodities. The first
important increase in the internal division of labour,
therefore, does not take place through the manufacture of
commodities or through domestic agricultural exchanges,
but is rather concentrated in the development of commerce,
transport and governmental services as speclalized
activities.

This pattern is to be compared with the colonisal
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patterns in which the initial intrusion occurs into an
economy with an existing division of lebour estanlished
eround a domestic craft industry. Tn such a situation
the introducticn of internationsl trade may in some
directions reduce the range of domestic econonic
asetivities by damaging the local craft production through
the competition with manufactures (e.g. as was the case
to some extent in India). hereas in Bast Sfrice some
local crafts may have suffered from the introduction of
imported manufactures, these crafts do not seem to have
provided the basis of a substantial snd extended division
of labour in the pre-colonial period.

. Integration has other aspects. The degree to which
lsbour markets extended over wider geographlical areas 1is
an indicator of the success in extending the geographical
mokility of labour. £1so, there was a diffusion of
technigue, both iaternationally gnd within Fast Africs,
DgIblCUla“ly with regard to the Introduction of new crops.

As the levels of outpu* ircreﬁﬁé and the rsnge of
comniodities consumed domestically increases, the character of
the insermaiional division of l:ﬂbom to which East Africa was a
pariner becomes petentially a matiter of choice. It becomes
concelvable that a rmuch wider range of commodities could be
marnufactured domestically. thus increasing the range within which
Bast Africa gpecielizes. TVWhere its initial comparative adrankage
was exureme and uravoidable, now it appears dictated by che nabture
of exlsting trad c, susoep‘t 'b"le 'to cl'!ange if those patterns could be
albered by some considerable but feasible re--organ_::atlcn.:

One way of looking at the crucial imporitance of the growth
of inlernetional “rade is to note thai its appearance bresks the
1ink between whe compesition of domestic demand and sunoga In
the clcsed economy, a good could ot be supplied uniess the

technique and a sufficient merke’s were locally available. Also,
the structure of domestic supply was completely determined by tae
local demand. Intennaticnal trade Tresks that 1ink. Tis

returns from tids in the peasant economy are not so muach increased
productivaty from Sneoializa'iion’, for as has been seen the increase
in the Jocel divisicn of lebour is limited, bwut rather The ezipansion
in oudpus Of produets, the local supply of which proves elastic but
for which the local demand is quite limited. The goin may therefore
come :,hr-:-ugn an increased supply of effort rather than ~u exoansion
of productivity. Wiuth the growth of an expatriate agriculiural
enclave prodichivivy may have increased as & resulu of Admprovements
in technique bus the benefits of their development to the lccal
cammunily are problematical,

At o latter stage, she pobentiality for changing ‘the paftern
of internationsl specialization is realized, with the creation of the
domestic manuf autu'-"e of goods previcusly 11@01"066. This creates
a new type of activiity. Jnvolving a greater division of Zaboui,
capital. investment, end le**ﬂ" of technique than that availaple in the
traditional agricuiture. This involves an incressing degree of
domestic econcmic interdependency pari passu with a decline in the
degree in international economic integration. From this puinit the
explanation of the industrial structure becomes less and. less the
ine7itabic wesult of the initial starting-point, and more and more
the result of a series of p articular responses to the possibilities
provided by a 7eried local merket.

(b) The changing composition ¢f demand.

Ckanoe in "IL-V compesition of domestic demand resul*s foom
three infinences: increasing levels of income, the introduction of
new commoditics through the agency of international trade and Lrom
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the changing composition of the population,

At the earliest part of the colonial period the effects
must have been most startiing, with the creation of new types of
consumption and the intrusion of new commumities. Subsequently,
the existance of expatriate enclaves provided 2 market for services
and commodities of quite a different kind than that sustained by
the local population,

Because of the continuance of subsistence production as
the source of many of the basic necessities of life, a high
proportion of cash expenditures from African incomes must always
have gone to imported mamufactures, Because of the lack of data,
it is difficult to substantiate vhatl happened. Currently, cash
expenditures do occur for food items even in the rmural areas - such
items as tea, sugar and salt being quite evidently purchased.
Nevertheless, it remained *true by the end of the colonial period
that the bulk of the food needs of the rural population were being
met from subsistence production. Urbanizstion, however, creates
a merket for foodstuffs on a cash basis,

Here therc iz a considerable contrast Getween the three
countries, In particular, Uganda conirasts with Kenya, for in
the former, development took place much more through the agency
of expanding peasants productions whereas in Kenya the creation
of a lendless class of Africans, and the high proportion of cash
income commanded by nor-Africans created quite different patterns
of demand.

The introduction cf new commodities is a continuing process,
radic and even televisicns beccming a pobential part of the consumer
budget in the same fashicn as coasumer textiles did in a previous
period. Because of the high degree of self-sufficiency in producing
non-dureble necessities it seems that it is always possible for a
high proportion of even the low cash incomes of the small peasant
producer can be allocated to semiw-durable and durable consumption
goods, such as textiles,; corrugsated iron rooves etoc.

For the future, the displacement of the expatriate by a
new class of high income earning Africans; the growth of an urban
working class, differential income elasticities among existing rural
consumers and further introcduction of new commodities will all have
their effect. ' '

The role of export demand nsed not be dealt with:in detail
here. Its importance as a mejor exogenous influence at all stages
has 2lready been influenced. In this context; major and permanent
shifts in the relative price of exports could induce major
structural changes, by changing the composition of agricultural out-
put while the level of exports price will influence the balance
between export and domestic expansion in the development strategy,

Becsuse of the immature state of the industrial structure
the local market for intermediate goods grows only slowly with the
introduction of consumer goods industries., The small degree to
which agriculture utilizes manufactured imports limits the demand
far intermediate products from this direction.

The final element in the composition of demand takes the
form of investment goods. For much of the colonial period, major
investment is in social overhead and service industries ~ the
creation of commercial cemkres, the development of the transport
system. Machinery imported is larger transport equipment or
agricultural processing mechinery. At a later stage, however,
with the infant development of locel industry, there is a growing
import of menufacturing equipment.
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What is ths importance of the changing composition of demand?
By determining the size of Llocal merkets for particular products it
will determine both the changing pattern of import dependency and also
the evolving potentialities for the creatiorn of domestic industries.

(e) The changing composition of supply.

The composition of domestic supply can differ from the
domestic demand through the intervention of imports end exparts.
At the early stages of development there is a process afoot which
creates and increases the deviation between domestic supply and
demand., The process of industrialization and import substitution,
begun at the end of <the colonial period, and the major ambition of
policy in the immediate post-colonial era, reverses this trend,

Some of the patterns have already been outlined, At the oub~
set, onto existing production an export cash crop industry is grafted,
either in the form of peasant production or in an expatriate sector.

Perhezps the most dmporiant point of contrast throughout the
colonial period between the three countries was in their differing
patterns of agricultural development,  Although this can be explained
in part by the differcnce in climatic conditions creating differing
potentialities, the nost important cause of varietion wes the
differing roles played by the non-African and the concomitant
differences in agricultural policy, The differences in structure at
the end of the psriod have already been mentioned, but alongside these
there was throughout the historical development differing performances
and policies. As this variation in the crganization of agriculture
was mirrored by a difference in the demand for food products, the
contrasts in the pattern of production were re-inforced.  Ancillary
to the agricultural deveicpment there is a growth of transport and
commexcial services, vhich also meets domestic consumption needs
through service of the import trade. These services were provided
to disproportionate degree by the Kenya economy not only because of
the simple facts of geography but clso becavse of the concentration
of the expatriate community in thas countrwy, '

A widening range of consumpbtion neéds will include some items
inherently supplied locally, particulsriy in the form of services. '
Even here, howcver, drport content may be maximized, with the
expatriate commurity using overseas educational services and
financial institutions, Newvertheless, there will be an expanding
set of service industries, supplying local needs as well as
‘servicing international trade.

The growch of the production of cormodities to satisfy
1local markets may be seen as a result of two processes.  There
is a growth of manufacture of commodities satisfying needs
previously met from local production of a subsistence or craft
character. MManufacture is also undertaken of commodities
previously supplied by the import trade,

In the former cese 1t is, of course, quite d&ifficult to
identify the degree to which an expansion in recorded oubtput
represents a real growth in production and the degree to which it
merely represents the monetization cof subsistence production or the
displacement of unrecorded iocal cash transactions. An interesting

 example of this has been the notable expansion of the brewing
industry during recent years. 4 large part of the recorded increase
in output must be displacing the more traditional brew, produced on a
small scale and sold locally, the output of which has never been
recorded in any accurate fashion, Tikewise, the expanded domestic
sales of processed foodsiuffs (c.g. maize meal) must represcnt in
part a process of monetization,
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Even though the production of beer, the sale of cement for
housebuilding, the large—«scale processing of steple foodstuffs; and
S0 on, all to some degree exaggerate the growth in real output,
their expansion does register the considerable change in the
character of supply,

Insofar as such changes occur through the agency of the
growth of fairly large scale operations, they mey be obscrved and
recorded, What is much more difficult to record is the degree to
which there has been an increeasing division of labour on a small-
scale amd quite local basis. Thus to the traveller in Bast Africa
the sight of the tailor operating his sewing-machine is familiar even
in the remote village, There is no pretense that this kind of
activity is measured in the existing economic statistics, and there
is even less historical evidence regarding the growth of such
specialization. The step from subsistence activity to local cash
transactions, with the growth of minor repairs, specialized services,
local beer brewing, meize milling, jaggery production, the employment
of labour in hut-building, etc., is unrecorded. Even the current
boundaries between subsistence and cash activities is not carefully
identified, An important aspect of the process of economic
transformation therefore cannot be chronicled with any accuracy and
awaits the future attentions of some painstaking and ingenious
historian.,

The process of import substitution results from a confluence
of conditions, The market must have expanded sufficiently to
provide a market for anviable size of industry. An enbreprencurial
element must be present, although this could originate from the
public authorities. Also the local industry must either recsive
the natural protection provided by a high transport cost content
or the defense of a tarriff. The latter is so important for most
mass produced consumer goods that public policy is crucial element
in the equation., The existence of the influential expatriate .
commumty in Kenys both determined the location of the most mportan‘b
industrial development there and provided the political influence
necessary for the creaticn of protection., However, because of the
importance of the expatriate agricultural conmmi‘ty it may be supposed
that there were strict Limits to the degree to which industrial
protection could be mounted at the expense of agriculture.

The possibilities of import substitubion exist initially
in the consumption goods industries and in the production of
meterials for the construction industry. The immeture state of
the existing industrial structure limits the possibilities of
producing intermediate goods. The initial stages of evolution
of large scale industry therefore involve a very limited degree of
domestic inter-dependence, Tn some cases there may be a substantial
degree of integration within the new industry from a domestically
produced rew meterial to a final Eroduct. More typically,
intermediate imputs are imported.

A further possible avenue for structural change in the
processing of commodities arises in the export markets. Outside
of a limited range of food products, there is little evilence that
this has been an important element in the past, as the major part of
Bast African exports are still shipped in a very early s‘bage of
processing.

13, My paper for the E.A.I.S.R., Conference 1983-64 indicated the very
limited degree to which even in Kenya, with far the most
eleborate industrial structurc, there was yet much use of

. domestically produced intermediate goods. The major exception
is the case of building materials. See "The Structure of the
Kenya economy" B. Van Arkadi: E.A.I.S.R. Conference 19635-1964.
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The evolution of the gupply of services will be ;]_c:ccrely in
response to changing patterns of consumer demand and %o the
changing structure of international trade and mdustry. However,
even here & process of import substitution is possible.  The
provision of educational services previously sought ebroead, md
tbe creation of local finsncial institutions are exarples of‘

"invisible" import substitution,

Even without industrialization as such, the expeansion of
services resulting from rising incomes will decrease the role of
agriculture in ‘total product; the increasing sophistication of
agriculture technique and inerease of purchased inmputs into farm-
ing will have a similer ef'fect. Therefare, a decline in the
relative role of agriculture as a contributor to total value
added will be characteristic of ec¢onomic expansion even W:L‘thou'{:
the development of domestic mcustry as such

The degree to Wh:].ch a change in industrial structure changes
the character of international ‘brz—;de will depend partly on the
degree to which the changing markets size shifts the comparative
cost advantage towards local production rather than imporits, partly
on the extent that the spréad of technique and the development of a
local infra~structure reduces local costs and partly on the degree
to which tarriff protection is awarded (either as the result of the
choice of a development strategy or as a res;x:nse to local”
political pressures)

(@)  Employment,

The changing character of the labour force can be described
in terms of twoe features ~ the changing amount and duration of un~
skilled and sun:.-slulled emolo:,n:.cnt and the cnanging supply of
Pm.ghly trained mempower. The colomial regime mtroﬁuoec’i ‘both

age employment a.nd an expatr::_aue ma;@ower element.

In a crude sense, the colonial period might be divided into
two sub-periods. There was an extended period during vhich paid |
erployment was expanding, often with difficulty resulting from the
lack of enthusiasm of tne local people to chamge their viork patt terns
and thef&fore often as a result of official persuasion and dzrect:}.on.
Thg. development of er"ployment was combined with a cons:.derable
migratiocn of labour, pcrnaps one of the most important forms. of
econordc integration during +this: period, This increase in employ-
nent took the form both of the transiation of many peasants into the
role of agricultural labourer and a slow emergence of an urban
labour force, -

By the end of the coloniel period a substential transformation
took place, Far the period for which statistics are availeble,
expansion in employmen‘t has been sluggish or non-existént and the
supply Of jobs is less than the demand for employment, = The
fundamental change has resulted from a change in aspirations
on the-part. of the population, at the same time as an increase
in labour productivity among theé existing employed labour force,
Frployment, having risen to a quite ‘small proportion of the total
potential, stebilized and shows little sign of increasing.
Indeed in the immediately recent period that proport:_on shows
great ch.“flculty in holchng :.ts ‘o,

, Agaln, mch can be inferred, but less demons‘brated Over
the years, the commitment of the work-force to permanent employment
has increased, qverage experience lengthened and skills improved, .
Bvidence on the chardcters of these changeswill no doubt be provided -
as a result of the work of the 1;..1:":):4:(1 sociologist., It must be '
expccted that the nejor tovms of Bast Africa currently represent
different stages in this process, with Naircbi providing the most
Geveloped case of a m:‘banizea cormty, resulting not only from the
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neture of Neircbi as a city tut mare importantly from the rural
cwcmastances from vhich the townsmen have been recruited,

Until recently, the supply of highly'trained marpower _
has been drawn from the expatriate communities, This has had
three important results. '

The distribution of expatriste communities throughoub
East Africa, itself a result of the pattern of colonial
development, has been a crucial element in determining the
different econcmic structures. The importance of this point
has already been emphasized. The difference has had two sides,
The availebility of managerial skills, the settler domination
of policy, and the land alienation policies of the colonial
administration, a1l contributed to the special character of
Kenyan development,  Also, however, this has resulted in a
different pattern of services, with eleborate provision far the
needs of an expatriate minority of a kind quite different than
would be demended by the local population,

The .dependence of East Africe on expatriate sources for
skilled personnel has also been an important element in
determining the salary structure. The ranks filled by
Eurcpesns would require compensation comparable with scales
determined in a Furopean labour market., This salary structure
has been continued in the post-colonial period in a situation
in which the local personnel inheriting ’chese posts have:
alternative employment oppor‘blml'bles largely defined by the
local employment market.,

Further, there are a musber of other implications arising
from the displacement of the expatriate community in the post-
colonial period. The new African class of hlghly trained man—
power mey, fram some points of vicw, simply emulate their
Burcpean predescessors, However, in many significant
cheracteristics it may be speculu'ted that considerable changes.
will take place. Pattterans of consux@tlon will, in some
particulars, suvrely alter, Also, however, the relationship
between this new class and the rest of the population will be quite ,
different than that of the previocus alien minority, The demonstratiom
effect on the aspirations of the ranks just below, that expanding -
class of semi-gkilled, small 'bus:messmen clerical gr'ades and so
forth, may well be more considerzble ’chan that of the European,
prec:Lsely because access 1o thet style of living is no longer:
automatically barred on grounds of race.

- The shift is from a situation in which the supply of skills
was institutionally limited by the size of the expatriate cormmmity
and in which division of function was alrgely along racial lines,
to a situation in which there is potentislly much more job mobility
within the African population. The movement represents an increas-
ing possibility of satisfying the aspirations for economic advance-
ment of the local population et the same time as there is a vigorous
expansion in the extent of those a.splra‘tions.

From another point of view, horever, it also creates a .
situation where initielly a considerable part of the effort J.n:dz.aﬁ.’.ly
must be put into replacing exp(..trlﬁtes rather than creating ne'l:
additions to the stock of skilled manpower, ‘

The 'comb:‘.na'tion of these effec‘bs creates a changing balance
in the industrial structure, which can be described in terms of
changes in the relative importance of the sectors identified in the
first part of this paper. This change in structure will, in turnm,
effect the character of the. income determination mechamsm described
in the second section of the paper, For example, the relative
jmportance of the exogenous veriables will change as the role of
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foreign trade is modified. The degree of econamic inter-dependence
in the domestic economy will increase, as the industrial structure
becomes less agricultural.

In addition to the changes set out, specifically related to
the industrial and employment structure, there will be certain
institutional effects which may be i _mportan'b in changing the
behaviour of the economy but which cannot be subsumed under ‘l;hese
categories,

The most important will be change in the political framewark,
which will effect the behaviour of govermment spending, the tax
structure the public regulaticon of economic activity and the
character of the finencial institutiens., All these changes will
influence the behaviour of the economy, although in a direct sense
they involve no necessary change in the industrial structure,

. A further influence of potential importance is the change in
the ownership of assets. 1In a very direct sense this is associated
with change in orgeanization in agriculture, where land ownership is
such an important determinant of organizational forms., Outside
agriculture ownership can be important, particularly in determining
the susceptibility of financial and investment decisions to extermal
influences and the reactions of resident alien commmities,

(iii) The social determinants of development.

Even when flesh is added to the skeleton set out in the
preceding pages, there is still a sense in which such an account
will seem depressingly incomplete as an explanation, The
discussion is mechanical and descriptive - & response to exbtermal
stimulus is described rather than explained., There is a point at
which economic analysis seems to stop in treating the differences
in response to opportunities available in the various development
situations, which leaves.it, in the last analysis unable to explain
vhy in one s:.'bua‘b:.on an opportunity is seized whereas in another it
is neglected.

. Indeed, to those involved in other social studies, it may
well seem 'bhat the essence of economics 4s to avoid the profound
preblem by assump’blon, s0 as to apply hlgh—powered analysis to
trivia, To ask why one economy is likely to develop and another
not is to involve not only the methodological difficulties already
suggested, but will also lead to perdilous adventures beyond the
boundaries economists now choose to set for themselves, Such
adventures are within the tradition of Schumpeter, and even Adem
Smith, but are slightly suspect in contemporsry academic economics,

- The scepticism has a legitimate compcnent, The study of
whole social systems demends a breadth which few possess, the
absence of which leads the student into a naiveby about subjects
outside his purely professional competence. Moreover, in
practise the achievements of those economists who have made the
attempt have not been encouraging, This is the case with the
recent work of Everett Hagen, while the work of the Harvard
entreprencurial school of economic historiams is of interest,
it herdly achieved the ambitions goals its leaders had Iirmind,
The classic debate over the relationship between the potestant
ehtic and the rise of capitalism was mainly the concern of
historians, sociologists and theologians,

Nevertheless, even if the economist is probably ill-
qualified to undertake the major work in this field he must at
least attempt to take account of the judgements and understanding
of those better equiped. This will be much more necessery in some
areas than others., In the broad perspective being attempted in
this study interest is not so much on the diversity of behaviour
to be found within traditionzl African society, £> much of interest
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?o the anthropalogist, as in the factors of pervasive enough curreancy to’
influence the overall performance of the economy.

In Bast Africa, it is both true that there were differing
reactions to the possibilities of change, of introduction of new crops,and
adoption of new patterns of living beyond those which can be explained
by variations in the form of the external stimulus, DMore, some degree
of generalization may be possible, in = rough fashion, about the quality
9f the East African response as compared to that in other societies fac~
ing a similar colonial experisnce, Similerly, the role of alien cul~
tural wincrities, the impact of nationalism, the emergence of an urban
population and of local trained elites- all these factors have had, or
will have profound effects on the possibility and the pattern of deve- -
lopment. Even if the economist does not address himself to the study
of such questions per se , aspects of their influence intrude into his
basic detae, Imevitebly, however, this part of the study will be about
that which the economist feels least secure and most dissatisfied with
the results. : <‘

Insofar as the social and political factor is treated it is
most eppropriately introduced as the analysis proceeds. At each point, -
the social and political influences on economic behaviour can be suggest-
ed. However, particulerly in addressing an audience outside East Afri-
ca, unfamiliar with the basic facts of the local circumstance, it is
appropriate to provide an outline of some of the major characteristics
which are of underlying importance in summary form. What is the appro-
piate form of such a summery? An initial basis for distinetion is
pertly chronological. The tradiditional environment, the colonial
experience and the nationalist response could provide suitable head~
ings.

There is a temptation to treat the traditional environment as
a given, probably essentielly similer in operation as other traditional
societies and possibly to be subsumed under some quite straightforwerd
mode]l of economic behaviour. There are four reasons why such a course
should be avoided. ‘

There is interest, per se¢, in extending awereness of the diver-
se character of traditional forms of economic organizetion. Fossibly
the term "traditional"” itself is a misnomes, in that it suggests a
prejudgement of crucial cheracteristics.

In the East Africen economy therc is a considerable area, as
indiceted in the discussiocn of countemporary structure, in which the
traditionel continues into the present. '

The traditional forms will also have influence on the patiern
of modern development, The organization of agriculture, the labour
market, the degreée of economic and social mobility, the availsbility of
domestic savings and entrepreneurial telent - all of these may continue
to be influenced by the cheracter of the traditional society even though
it is in the process of transformation. New institutions created to
serve the needs of development may be (and indeed should be) influenced
by the exdisting institutions, :

Finélly, in a nationalist context, the traditional society,
or, more exactly, contemporary interpretations of its nature, may be of
ideological importance.

The diversity of tribal organization in pre-colonial East
Africa suggests that generzlirzations regarding the traditiomal society
are insppropiate. If the categories of the. anthropologist are relevant,
for example, then the tribes of East Africa would have to be divided
between a number of different major headings. 4 detailed appreciation
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of this diversity would be relevant for an analysis of different
regional patterns of development and is always useful as a guard
against simplified generalization, Yet the fcllowing quotation from
Ajidan Southall suggests that there is enough uniformity, particularly
in contrast to certain other traditional societies, for a characteriza-
tion of the traditional social system to be appropiate:

"Main characteristics of the snall society sre subsistence
econony, Simple technology, absence of written records and literature,
very slight occupational specialisation and correspondingly little social
stratification, hence high homogeneity and solidarity, Most African
peoples conformed to this model before the colonial era, though there
were significant borderline cases, .

"The ancient state had a literate elite, however small it
might be, highly specialised arts, crafts, political and ritual roles,
wide divergences of wealth and clearcut social stratification.,  The
ancient states of India, China, Egypt, Mexico, Peru and many others
were of this type. Although the situation appears to be changing
rapidly, this distinction is far from irrelevant to the present
because the two types of Society still offer significantly different
problems for economic development, if by this we mean sustained econo-
mic growth resulting from the efforts of the people." 14

What insight does this broad classification give into the
problems of economic growth? It is clear that there is no straightfor-
ward identification of each model either with a perticulsr pattern or
with ease or difficulty of achieving growth.

Thus the "ancient state™ might be 2ble to use its existing
urban development as the basis for the emergence of a modern economy and
find, within its clear-cut social stratification,the basis for an effec-
tive class organization of industrialization.

An entrepreneurial class might be recruited from one of the
traditional classes and the unequal division of income and wealth might
provide the means of capital accumulation. Possibly such a society
might more easily accept the wide class differences derived from the
functional specialization of an industrial society.

On the other hand, resistance to social mobility, concentra-
tion of economic power in the hands of groups who might be the opponents
rather than the harbingers of changc and a functional specialization
based on tradition rather than a technically determined division of
labour might also be characteristics of such societies.

By contrast, the model of the small soclety suggests a greater
5001a1 mobility and a graater openness to foreign influences. The
absence of existing national consciousness or of classes extending be-
yond the tribal boundary means that when, at a later stage, an orga-
nized effort for national economic development is made it cannot build
simply on traditional institutions and loyalties, although on the other
hand it is not faced with a2 nationally based opposition to chenge,

Because the "small society" is not coincident with the modern
state, it is difficult to mobilize particular information for the sub-
ject at hand. Arguing by analogy from the characteristics of the tradi-
tional societies to the beheviour in the modern state is not usually
successful. Although the character of the modern state when it emerges T
will be conditicned by the nature of the traditional s001et1es 1ncorpo- -
rated, it will not be some copy, writ large.

14, ATDAN SOUTHALL "How Economic Growth Begins" EAER June 1964, D.23.



o Tt s in consideration of patterns of agricultural development
that avareness of the character of the traditional society is most valu-
gble. %ere, in many parts of East Africa, chenge has occcurred by graft-
1.g new Torms on the traditional structure., While the new urban working
communities and the emerging elites will enherit something of the tradi-
tionel 19 they are essentially creating the new, operating in an environ-
ment with 1little in common with that of the traditional society. On the
other hand, change in the rural situation consists of modification, of
verying speed and pattern, in an enviromment which retains many of the
traditional characteristics. Here, the differing character of response
is strongly influenced by the traditional institutions. The diversity
persists, for the processes of transformation have only been at work for
but few generations; indeed in some areas, some might claim that they
have yet to be felt at all.

Because the development of an urben proletariate is still
underway, the urban labour force can be described in terms of a continum,
varying from the established towmsman, born to the city life, to the new
arrivel, still with his major stake, both emotionally and economically,
ia-sue reral society. Understanding of the behaviour of the labour force
in the cities, the availability of labour and the demand for jobs, and
the degree of commitment to permanent urban employment, depends there-
fore on zn appreciation of the rural environmment from which much of the
urban population has yet to make a conplete break.

Some suggestion of the relevance of the colonial period has
already been made. In the Bast African case there is an infteresting
cumeraiive element, already suggested at meny points, in which the
bounderies between the three East Africen countries assert themselves as
relevent dlvisions from the point of view of cconomic study. The three
countiries present unusually different stories of colonial administration,
for countries in such close proximity and with much in common in s0O meny
other ways.

Retrospectively, one of the most important gifts of the colo-
nialis%s was to create a national consciousness and a modernizing ambi-
ion in reaction to it.

In the Bast African experience, it might even be suggested that
the sitrength of the nationalist rection and the degree of national unity
is in proportion to the negative character of the colonial experience,

The period now arrived witnesses the impact of that nationalism
on econcmic policy. At the same time there is a slow emergence of national
classes and urban communities which will, in the long run, provide the more
solid realizetion of the national consciousness, which currently seems pre-
carious when in conflict with the prior loyalities to tribe. The pulls
and stesses on economic policy in these new states will be on the one hand
tribal and regional, representing the treditional loyalties, and on the
other, class oriented, representing the interests of new social groupings.

15, TFor exzmple it is often argued that the obligations to theextended
family of the new recruits to the elite will ameliorate the effects
of the inequalities of income resulting from the continueance of the
colonial salary structure. Although this mey be of considerable
syrLolic significance in bridging the gap, casual evidence suggests
“hat it is of only marginal quantitative significance.
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In this situation, the rise in influence of the new classes may well
precede the rise in their numerical importence, because of their stra-
tegic location in relation to the institutions of the state., Alongside
this growth of sectional interests, the emergence of national parties
might represent an independent and powerful influence particularly
because of the immeture nature of the development of nationwide classes,16

Because so much of the business organization has come in the
past from the alien communities, which can hadly be expected to play
the same role in the future, much of the success of the development
ambitions of the new governments will dépend on the emergence of an
alternative scurce for this ingredient. Experience elsewhere suggests
that this is more than a guestion of trained personnel, for it requires
an ambition for, and conception of new economic ventures vigorous enough
to maintain a momentum of imnmovetion and change in the society. There
is no necessity that this should come from a private source. Indeed,
the ideological commitment to a one-party state and some (admittedly
ambiguous) form of sccialism would suggest that the party and the state
could both make their contribution. But for the political mechanism
to play that role it must have the personnel, as much as the private
sector, While the fight for independence has created the parties,
the struggle does not seem to have been the kind to provide the commit-
ted cadres, disciplined and purposeful, which could use the party to
create an economic revolution, The ambition is there in the sense
that the vision of the new society is part of the public ideology but
it has yet to be demonstrated that there are, in practise the human
resources to translate the ambition inte practise, either in the
trained persomnel in the state, or in the cadres which emerge from the
operation of the parties.

Once ageain Bast Africa offers some interesting contrasts.
However, with the passage of time both the political and the economic
problems seex to become more similar, indicating = that  these’
countries share their futures even more than their pasts. The combi-
nation of the ambitious development progrzmme with the one party state
suggests a mutual justification- the one party state as necessary for
mobilization and the ambitious programmes resulting from the drive of
the party. Against this, it mizht be argued that the paucity of the
political cadres and the very limited structure of the state might
make such an evolution premature, with the risks thet the disadvanteges
of one-party government might be experienced with the reward of the
claimed mobilization efforts. In such a situation the political
institutions might become a barrier to development. Even the defendors
of one-party mobilization for development must admit the possibility of
the premature one-party state.

Whereas the economist must turn to the anthropologist and
sociologist for help in understanding the influence of the traditional
society, he must draw on the sugport of the student of polities to
aid his understanding of meny modern developments.

The previous points have suggested that a critical factor
in the future is likely to be the 2bility of the party to carry out
its objectives. The character of those objectives is also likely
tc be important, It has already been suggested that the parties
ruling these countries will be, in principle, strongly committed

16. Henry Bienenis currently working on the role of TANU in
Tanzanian development. It 1s to be hoped that as the politieal
situation develops in Kenya and Uganda similar studies will be
undertaken of those countrics,
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to development as an objective. Given that general commitment there is

a wide range of possible ideclogical variation. This is important to
recognise, for the commitment to develocment is still essentially one of
principle and has not yet, for example, been translated into major econo-
mic sacrifices in furtherance of the objective.

This is a point at which concern is very much with the future. In
Bast Africa, as much as any place, there is often a gap between the pub-
lic ideology and the real commitment to that ideology as exhibited by
practise. There are potentially three ways in which ideclogy may influen~
ce development in the coming period.

The degree of commitment to development and the disciplined apparatus
to translate that commitment into practise will determine the willingness
of the public authorities to sacrifice other, often more immediate, ¢bjec-
tives in the interest of development.’

Ideology may also influence the character of the development which
is being attempted; it may have o significant effect on the choice of
development strategy. The role of industrialization, for example, may be
strongly influenced by an ideological commitment which transcends the
simple weighing of costs and benefits. This will be particularly true of
the relative role assigned to public or private activity and to African or
non-African interests. ‘

Finally, given a strategy, the detailed means chosen to pursue that
strategy may be influenced by ideology. Direction of labour, freedom of
trade unions, willingness %o expropiate underutilized resources - at these
and similar points the policies available to the public authorities will
be defined partly by the ideological commitment of the govermment.

The role of politics can be so pervasive that it seems unlikely that
a satisfying explanation of structural change could be achieved without
allowing for that factor. The evidence that does exist of a wide range
within which Bast African economic judgements seem to be predominantly
pragmatic, may suggest that this is not yet a dominant influence in
changing the direction of development. For the future, it may be other-
wise.
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MONETARY G.D.P. AT PACTOR COST AND TOTAL DOMESTIC EXPORTS, 19564-62, in £'million.

KENYA.
Monetary G.D.P.(4)

Domestic Bxports (B)
B% of A

UGANDA.
Monetary G,D.P. (&)
Domestic Exports (B)
B% of A

TANGANYTKA,
Monetary GeD.P. (A)

Domestic Exports (B)
B% of A

EAST AFRICA.
Monetary G,D.P. (4)

Domestic Exports (B)
B% of A

1954

presutalita g

112.5
20.3
18.1

92.8
40,6
45,8

79.1
36.2
45,8

284, 4
97.1
34,1

Source:

1955 1956 1957 1958 1959
134.7 145,2 154.2 1565.5 181.8
25,7 29.,0 26,4 2943 3343
1041 20.0 1741 18,8 20,6
102,0 1o02.8 109.4 106.3 107.7
41 .9 404 45,9 45.4 42a.1
41.1 59,3 4240 42 &7 39.1
81.8 89.5 92,9 97.9 106,2
36,2 44,9 39.4 41.7 45,3
44,2 50.3 42,4 42,6 42,7
318,95 3578 356,95 350.,7 375.7
103.8 114,35 111,7 116.4 120,7
32,6 33,9 3L, 32.4 32.1

Statistical Abstracts of Kenya, Uganda and Tanganyika,

1960 1961 1962
17543 176.8 18040
3542 3543 37.9
2041 20,0 21,1
110,90 111.7 106,4
41.6 39,2 37.6
3746 35,1 35,3
114.4 113.5
4.9 48,6 51.2
48.0 42,8
400, 2 402,0
131,7 123,11
32.9 30.6

(1963)

43.8

51,5

63.6



