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A. B. Baryarnhea.

FACTORS AFFRECTING INDUSTRIAL IEMPLOYMENT

INTRODUCTION

Voge Enployment in East Africz hes been disappointly
low in recent yeers. In 211 three countries, employment
increascd in carly fifties but then levelled off in late
fifties. In the early 1960s, gainfully employcd labour
hes actuslly declined and it is not clear whether this
trend has reached a halt,

WAGE-EARNERS A4S % OF TQTAL POPULATION (AFRICAN).

1952 | 1956 i 1957 | 1960 ; 1962

= |

Kenya 7.6 T.7 7.1 6.3

|

4‘.6 4‘-5 4-6 4'03

' Uganda 4.0 i 3.8 |3.7 3.5 E 3.1

Scurcet Economic and Statistical Reviews
Statistical Abstracts.

This paper will be restricted to Uganda., It purporls

to discuss the employment problem on the followineg lines:
(1) An snalysis of general economic trends.

(2) Excerpts from individuel case studies of five of the
major firms in Uganda. The study has mainly been
concerned with such variables as size and composition
of werk force in reletion to trends in labour
productivity, training schemes, chensges in Canital
equipment and wage increeses. The study was
prompted by the feilure of Industrial Eﬁployment to
increasec,
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B, 1. GENFFAL EUONOMIC TRENDS
AGGRBEGATE VIRILDLES 10A0-64,
i \
o pl Y i T - hnr.ae ' .
Year; G.D.P. | Chenge G.D.P. | Employment lEmSlo&iint {Earnlngs'
. | !
| &m. ) (&m. ) numbers I numbers (£nm. )
1960 152.1 + 3.0 244,500 - +5000 27.0
|
| (+2%)
|
1861 | 156.4 + 4.3 23€,100 -8400 29.5
(2. 7%) (=3.6%)
1962 | 156.7 + . 230, 800 -5300 30.7
1963 175.8 +19,1 221,700 —9100 31.5
(11%) (—4.1%)
1 1964 1 202.0 +27.2 227,000 +5300 35.1
(13%) (2. 3%)
Scurce: Background to ‘the Budget.

The following picture emerges from major variables
shown in the table aboves

(1)

(i1)

(iii)

The srowth of CG.N.P, having sliackened in 1.960-A2

aid improve in 1652 and 1964. This wes moinly
due to incr ir reicme of Coffee and Cotton

Betreen 1960 and
annunlly, 1t

ond
1664 G.D.P, ifncrosgat T
srew at a rave ol T.ui.

Enployment declined each year from 1961 to 1963
and although 1964 had 5300 people more in
enployment then 1963, this was-less by 17500
than in 1960. Over the period, employment
declined at an annual rate of

Incomes of the wage-earning cless on the other
hand have bcen going up. Over the period,
wases heve gone up by about 30% and heve
inorecased st an annual rete of 6.7%

The obvicus income disparity in favour of the
urban wage—cerner and against his rural counter-
hert together with good social amenities in town
cen be tokon a2s a major factor thet is attractin
meny job—seekers into town.
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Trends in G.D.P., Employment, Averzsge Productivity =nd
Wazes 1960 = 1564

Growth in G.D.P. 7.5% p.a.
-2% p.a.
9. 5% poao

€.7% p.a.

Growth in Employment
Grewth in Average Productivity

Growth ir Earnings

TRENDS IN PRODUCTIVIVY BY SECTORS 1960-64.

Annual Rate of Increase

at currcont Corporate and
Sector prices at 1960 prices ggﬁ;ﬁg;;ggg (at
1960 prices)
Agriculture 7. 4% 3. 7% 11.2%
ACotton, Coffee and
Sugar DProcessing 6.9% 11, 6% | 11, 6%
i
Forestry, Fishing i
!
and Hunting 5. 8% 1.8% 5, 9%
| Mining and Quarrying 30% 16.7% 16%
| Manufucturing of
food products 2. 7% -1.8% -2.1%
Miscellaneous
Menufacturing 6. 2% -0.9% ~1.2%
Electricity 9. 9%
Construction 2.1% -2.6% 0%
Commerce 16.2% 12. 3% 14.2%
Transport and
Communication 5. 4% 5. 6% 9.2%
Central Government 8.7% 1.0%
i Local Government 10.1% 1.2%
i Miscellaneous 5. 3% -0.6%
Source: ZEconomic Development Research Project No. 76.
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High inereases in productivity by sectors shown above can be
expleined on two groundss

(i)  Generally, therc have hcen measurable increases in
cutput over the period.

(i1} On the other hand, employment in many sectors, has
declined, Recently, the decrea se have been rether
p“onoun ed in Construction, Cottcn ginning and
Local Govorament. In those scctors where emnloyment
n28 not declined, output hes been growing about

4 times faster than employment.

Employment Preblom in Uzanda-Highlishts

Wage-Earncrs as 2 % of “totel populatiom {African).

9/8llv52 1954;1 55 1956|1957 1958 1959 1960 106111962 11963

|
i 2.9

| 3.2 140 42@4.0 3.8

i

{ l
3.7%3.6' 3.5 3.5 .3{3,1,
| |

Sources Statvistical Abstracts.

h$11cﬁn Employment hos not been able to reach its 1954
level (es % of population). Those Elployc s who hevc lost
their Jhbu or who have feiled tc got jobs are mainly those
without ekills. The ceconomy massures by empleycrs to usc
lews labour are concenitrated in the unskillad group of
workexrs.

There arc no reliable figures on the unenmploycd in
Uganda Lbut the guencs one witnesses at factory gates ench
e ﬂlnDlRT ot thb month in Kampla 2and Jinja would put the
fizure 2rcund 15000 (abeut 6.6% of those “who were em nployed
in 1964) in major towns

An exercise in tribvel breakdown of employees snows that
in receont yeaors, 27% of all African workers in Uganda have
come from neighbouring chates., This 27% has been remorkably
steble, In Industry, there is a feeling among employcrs
thet somez of nowu-Ugundan Africans are more willing and more
suitable to industrial work than many Usandan Africans.

This altitude probabvly explains why the deeline in

employment among Africans has becen concentrated amorng Ugnndnnn

and less ameng nen-Ugandans. This comtention by emnlnyor“

may he well-foundced since there could have been many other
ash alternatives avaeilable to Ugunidnns. However, with the

DbOple cntering the lzbour force now, one expects a chon“c

of attitude because few are likely to have land they ca

cell theirs in e decade or so,.

In cddition to the 27 menticned ghove, there are about
200,000 ron-Ugandan Africans in the country. About 100,000
are in cmployment in rural arcas, Thcy lergely come from
Rwanda and Burtn?i. The rost (about 100,000) . are refugees -
from Rwsnda, Burundi, the Sudan and the Congo.
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2., Case Studies.

The interest in this part of the paper 1
to what extent the case studies completed so

(a) Conform to the pattern depicted above.
(b) Answer or throw more light on the prcblem raised cbove.

to find out
rs

i~h @

As indicated the °tauv wes intended to find cut what
employers heve hoen doing to uho'r lebour. Initially, we
shall examine cmployment policies of the firms aond then will
go on to look at umploymanu in relation tc Outrut ete.

The firms which heve been studied cre:—

(1) Nyanza Textiles Indusirics Itd. (MYTIL) - Jinjs

(2) Ugenda Breweries Limited - Port Bell

(3) B.A.T. Ugonds ginja

(4) Kilembe Ilines Limited Kilambe

(5) Sikh Saw Mills Jinja.
Emr-loyment Pcolicies
Recruitnent.

With few exceptions, smployees in the unskilled category
arc picked from f“C*O?y gates., The numbher of those job-

cekers at gates reach high peaks at the bezimming of ooch

month. TﬂlS was true of the factories I visited in Kampnls
and Jinjp° it was true of Kilembe $co. Lahcur cxchangcs have
been given as another source but it ies doubtful whether tlhicsc

are used very uften.

Vaoant posts in semi-skilled and skilled categorics
are, 2¢ a neral prectice, fiiled by agp01rt1ﬂ. from the
ranks, Wh en therce is no suiteble candidete within the reonks,
then the. firm advertizes in papers or econsults the Labour
C .

Exchanze., In certain cascs, techrical Institutes (e.g.

Kyambogo) are approached

The rocruitment mctheds are desizned to sclect employees
with great potential. Somo of the compories hsve Selection
Boards which screen workers hefors they sre taken ong others
have eptitude testing units ond in one firm, applicants
are put on a prectical test The ¢ aticnery pericd ranges

o 3

S 3

U L ; c r
from cne to three months, gnd in this psriod, umsultatle
employees are discontinued.

Lergth of Service and Turnove:

There 1s quite @& noticeable s 4 on emong many

1 n
enployees. Apart From.Kllem%e wher sneth of cervice
fisures cculd not be made eveilable, ot cther firms, fizures
show that generally 2/3 of thair amployees hzve been with
them over iwwoe years., 4t B..4.T. Uzende for cxomple, over
th at lens

Uaoen
90% of the cmployees have becn with
five yeare. Thes averege yeer for i
years.

firm for =a
actory is ako

@
]

c
H
N o

2 ¢ "shopping ar:
with., The hobit stil
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(ii) school leavers
The leaving rate is high i"companlos where conditions or
places of work are not good, whars work ie marnusl apd vhere
wages are low,

_One.magpr reason which scems to lkzen empleoyaes from
1e§V}ng is the JlffLSQlty invelved in getting an wnskillad
Jod in Kampa%a end Jinja., S~ peonle spend 4 to 8 morths
lcoking for jobs.

The Elken thesis* that the Dagenda hed
turnover in the ear 1v period ¢f scrvice iz,
extent, ¢till true u+ it is highly doubtful
immizrant tribes are "perfectly" target worker
contendad.,

Education
i % of Total 1
Firm
Illetercie P17 _ ¢ Sge. 1 « over
1
IWTIL 15 53 Ra
B, 4. T, 35 8 17
; |
SIKH SAW MILLS 29 49 = 22 |
Sources Economic Development Hescarch Troject o, 63,
75 cnﬂd 89.

Generally, sbout 75% of cmnloyces et goch foetory
have hed either @ Primery Educesion (P1 — 6) cr no educution
2t 2ll., This shows thc D“CﬂOﬁlLCﬂ“C ¢f lock of skill when
most employces are recruited., Tor urskiilced jobeg, at
least, recruiting officers dc not tekse cducaticnal
atieainment into account, In f“ct~r10 whare antitude tests
~re gilven, educaticnal 41ﬂ11Flcatﬂun iz not supposed to
be an eid. ;t the moment, formcl education dogs noct sien
tc affecet performaence standords of these firns,

Traininsg

There are three mojor forms of ftreining ccmmon with
these firms:—

(1) "On the job" training

(2) Avprenticeship

(3) Treining within Industry.

* ¥,E. Elkan, An Africon Lobour Force. East ifricen Studics
No. 7, E.4.I.S.H, Kempelec, 1955, 2.7
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In all five firms, con the Job treining is 2 part and

parcel of their hiring practices. In some firms e.Zg.
Nytil, B.A.T. 2nd Kilembe, it is highly formalized in
the sense that

(2) most operatives have to undergo some form of
training or other.

(b) there are traininz Schools.

This training is regarded as necessary among these

firms because the nature of the job require some higher
skills and greater dexterity, e.g. spinning. In cther
cases where work is larzely mannusl, lesrning is through
experience and length of scrvice.

The training programmes provide operatives with a
first hand knowledge of particuler machines, e.g. looms
and is rerely intended for general understanding cf
Industrial process.

Apprenticeship schemes 2re also carried out by most
firms. The participants are workers aspiring for
gkilled jobs, e.g. plumbers, electricians, etec.
Training of this neture usually has the gecodwill of
the Labour Department which in scme cases seis tests
at the end of the period.

Training Within Industry. The ccurse is intended to
equip supervisors and middle level management with a
knowledge on such.subjects as job safety, job instruction
and job relations. It is sponsorcd by the Labour
Department end Ugande Fcderation of Employers.

Trends in Output, Emplovment and Average Productivity

for 5 firms 1960-64,

Growthr 1n

Growth in i Growth in iverage
; Output p.a. % Employmenti Productivity
| s
Firm "'Using , Using % s
Physical : Monctery ; ! Physical Honstary
Measures Mezsures :
| T T
| Nytil 26.5 25.1 | 12.7 12,2 11.1
Uganda |
Breweries 4.8 10.2 -1.7 6.6 12.2
B. ; TA} #
Uganda -2.9 , -6.2 3.4
Kilembe . ! .
Mines 5.5 16.5 5.1 4 11.0
Sikh Saw !
Mills

6.2 .  -5.8 15.9

i

Source: Economic Development Research Project Nos. 69, 73
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With the excention of Ny+11 ond
productivity at the other threc firms
2 higher rate annu2lly then 1+ncr out
1?‘moif.oyfn nt for the three firms has in
declining.

The analysis gives the follewing

is incre
emnloymen

(a) a rlrm Who ¢ outy
or 25% p.a.) and

S

(12 7% n.a. ).

two firms whe osé output is
(anrda Breweries 4. 8% p.a. 3
6 2/“ pv :.w) and
cr rapidly (Uﬁ nda Brewsrics
Saw Mlllq 15,
hand falls.

(¢) two firms:

(1)

One whose OQut-ut

almost same
Qutput; 5. 1ﬁ S. 2. Emplog
in proﬂac+1v1tv is ther
{ A% v

\O‘r% E:)'G" ]

(ii) And enother Ffirm wh 152
(Bo Jj“io To Ui«:l’lCLc "‘2 .19/‘0 .po
rises slowly (3.4% »n.a.

. ~c
declincs (6.2% p.a.

inecrce

and Emnlcyment rise

Baryaruha
frsniiitiait 1 Sheih e veie il

Kilewmbe WMines,

hzg been ilncressing
put or valovmcnt.
actual fact been

L.- r...-t'tC"’" '
esing rapidly (Kytil
T tecc increases

ging modacrasely
Sikh Sow Mille

‘roaucUlvﬂtJ rises noderately

- LS
6.6% r.a.3 Sikh

3
3% p.a.) Employment on the cther

aky

= = .
nace (Kilembe Hines, 5.5% p. 7,

yment ), Increace
efore neorly

Cutnput is falling

2. ) productivity
) ond Employment

Trends in Fixed Asgets, Woge Bill end Averoge Vose
in 5 firms 1960-64
. GRQVTHI IN-
| Firm -
| Fixed Assets Wege Bill LYETOEe wage

Nytil 14.5% p.a. | 29.5% p.a.
Ugenda Brewcries 1.9% " |  7.0% "
B.A.T. Ugenda 3.3%
Sikh Saw Mills 3.5 " | T7.6% v.a.
| | (1959-63)

‘
; Kilembe Mines
|

140 TP p. .
i
| 8.7%
10.2% P.o.
8.3% 7p.c.,
(1955-€3)
L 1.8% p.

Economic Development Research
Tos end 89‘

Source s

Project Nos. €9, 73,
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Nytil's fixed assets hove bheen increasing et an acrmual
rate of 14.5% for 1960-64, Ugandae Brbwerlbs ot 1.9%; Sikh
Saw Mills t 3.5% and R173mﬂe Mines at 3.6%. Wltq the
exception of Kilembe, the annual growth rates in Capital
are ﬁreat r than annuﬁl increases in Employment. hy;i
had an increase of 72% in fixed sssets over the pcrlvu,
(compared to 48% 1n employment )s for Uganda Breweries,
the increase was 8% (comfﬂrud £0 a 6@011ne in employment);
Sikh Saw Mills had an increase cof 14% (compercd to a decline
in employment) and only K17cmoﬂ had an increass of 15%

(compared to an increase of 22% in Employment ).

With the excepticn of Sikh Saw Mills, increases in
wages over +the period have heen greater than outpnut,

employment and productivity.,

Summary and Conclusions

Our analysis of trcnds in the cconomy and the Case
Studies show that:

(1) The ecconomy achieved high employment levels in 1350s
but failed to hold to its own and in 1960s,; employment
has actually decreased. In those firms where employment
has not declined, the growth rates in 1960s are lower
then those achieved in 1950s.

(2) Generally, Outpus has continued to increase,

(3) Average productivity continues 4o grow at a faster
rate than output or employment

(4) Wages-also have continued to incrcase. On aggreg
levcl carnings increased by about 30% between 19
and. 1964 (comgqrbd to an annual growth rate of =e
7%). In the firms studied, Wages generally have Db
increasing at a faster rate then output, employmcn
and productivity. Thus disregarding JlfoDI“n effects,
it can be said that the few who have remeined, in wage-—

employment have obtoined larger income shares.

—
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Ia}
)
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The results from the case study shew that oellbc_ute
measures have beecn initiated by empnloyers to ecomonis
the use of labour. These includes—

(a) better orgenisation of work force =and carcful
selection methods.

(b) improved supervisory stendards. This hes heen
achieved through. training of suncrvisors end middle
level mancgement.

(¢) Traning labourers and operatives.

(d) More use of Copital-intensive techniques ana improved
layout of mgpchinery.

In addition, labour has become relatively stable,

In the field of employmcnt crezticn, the present plans
leave much to be dssired. The approach seem to be thot of
"underteke development Iirst end solve unemployment sc .cond" -
an approach that could bread insurmounteble social, nct to
mention political problems. If in the next d“volopment plan
an all out-effort is nct made to halt the declining trend in
employment, urban unemployment could easily become a scerious
problem in the future.
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WELFARE AND THE EAST AFDICPJ COIMiOL MARKET*¢
SOME ORSERVATIONS

%:z nd.
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This paper** iz egsentially zoout the production-effect and

its FTundamental importance in assessing the gains and lossss in-
curr=d by members of a customs union. There ars two basic
ingredients in any assessment of the implications that a customs
uniocn has for welfare and these are the pre- znd pest—unmion
patterns of production and tariffs. A customs union imvolves the
extensicn of the respective members' pre-union geographi
discriminatory tariffs so as tov cover the union arsa. In

course of its operation new tariff barricsrs will be erected and

some of the existing ones drovred and th ®e tari

}_I
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te both & cause and a coussiuence of changes in the gatterns of

}

proauction of the respective members. How are we then to asscss

(6]
|

tlie continuing gains and 1o

n

ges deriving from & customs uniont

Almost 2ll of traditional customs union theory e been
concerned with the comparison of ypre- and post-union situati
and with the problem of assessing the gains and losses Shat
csmerge imnediatelyy, following union. In attemptln, to assees u

ol

customs union's continuing yazins «nd losses we must nscsssarily

3

adopt a standard which would involve a compzrison betwesen what
is actually the case for tlhe menmbers, and wioat wouid have tson

the cases had the customs unicn not been formed. The necessity

S

]

and uvltimate desirability for this sort of comparisen cennct

evaded. In practice, however, it iz sxtremely difficudt 1if no

impossible to carry out,

The analysis and obkmervations presented in the paper can
h
be regarded as primarily Vinerian. In en sgarly work 1)y he

distinguished betwsen the trade-creating and trade-dilverting
forces of customs unions. The former eifect involves bthe ewtry
of a commodity invo inter-country trade because iusfrficient
domsatic production is displacsd by more eificisat production
of the commodity by anctiher member of the union. Tise latter

oo

effect ig present whern the customs union tariff

'~1‘
@
o
sl
} .l
8]
]
ny
n
o

member o displace the imports or another member from ¢

=
)

a
sutside sources. Trade—creation and trade-diversicn are thus

concerned with inter-country comiodity substitution - the

¥t Common market! and Tcustoms unions' ars used as S RONFLOUS
throughcut the paper.

*¥*I am indebted to Mr. C.R. Patel of the Cenitral Flanning Bursau
Tor his extremely helpiuvl comments and suggzestions during the
course of writing this paper. 4s the author is a Civil Servant
he would liiie To state that the views z¥rrsssed heroin are his
own personel views and are not necessarily those of ths Central
Planning Buresu oxr the Uganda Government.



production effect. The wrssenc: and strensth of thess forces are
arfected by the pre— and post-union patterns of tariffs; production,
and trade ancd the sipplifying essumptions made in the course ¢f the
analysis. Thsse forces are alsc to be iuflusnced by ths scope of
the analysis — whether static, shoert-run or long-run. In the
static frams the wvroduction—effecis are regarded as affecting the
opooriunity costs of the goods that zre ultimately consumed; in
the short-run the same effect 1s taken as influsncing levels of
income whersas in the long-run (assumine inter-wember mobility of
fzctors) this effect iz regarded as detsrrining ths location and
future rewards of the productive Tactors themselves and the
realization of scale gains.

We are thus concerned not only with zctusl shifts in pro-
duction between members brouzht about by the customs wuion but
alego with the iniluence exercised over future patterns of pro-
duction and ultimately tis location oF the productive Iaciors.

Befours we can zsneralize the prcducticn-eficct in this manner

we must taxe into account the sc-callsd consumption-eifect woich
concerns the welfare implications of inter-commodity substitutien.

It is, however, argued in Fart I that ths cousumption-sifect,
apart from bsing empirically negligible, is irrelevanid,; at any
rate for the static model;, and that thiszs would =zficet the general
proposgitions that have Tesn put forward in that coantext.

The paper ccrncludes ¢u a negative mots with 1ittle =aid
about the distribution ¢f the cceriinuing geins and lossss arising
from the Fast 4frican Coummon Marist instituticn. Un the basis cr
the observations put Torwerd, ths welfare asscssments recently
provided Ty others in this context zre criticiscd; the gencral
coutention being that since customs umicn theory concerns a
nultiplicity of cases and Lelonzs to the reslm of the 'seccond-
best' there can be no unacbiguous welfare conclusions without

-

an extremsly detailed empirical examin

TLli.

f)

Finally a £ewW words zbout welferw. Despitc 1ts title,

clfare! which is a highly complex orne; an increase in
wslfare is assumed to take placey when the geins ocutwelgh the

losses, whatsver may Luve happened to the income distribution.



Part I

Do customs unions always lead to an increase in welfare?
There i1s no a priori answer to this question and any general
presumptions we may care tc have about customs unions leading to
an increase in welfare would depend on the assumptions we have
made. In the context of Viner's model the following assumptions
are mades two commodities, constant rates of transformation,
perfect competition in all markets,; & constant marginal rate of
substitution, an income-distribution which is regarded as idcal
and which remains constant, no external economies or diseconomies,
and so on. Since there are only two commodities, any welfare
conclusions we arrive at must be unambiguous. Bither there 1s
an increase in welfare or a reduction. With the other assumptions
if we further assume that there is an overlap in the production
patterns of the prospective union members then we have both a
necessary and sufficient condition for there to be an increase
in welfare,

The removal of only two assumptions — that regarding the
two commodities so that we now have more, and that regarding
constant costs so that we no longer reguire prohibitive tariffs
1f we are higher cost countries — would necessitate a modifica-—
tion of these conclusions. Welfare can either increase or
decrease unambiguously and whether or not welfare does in fact
increase would depend on the given empirical situation.
Relazation of the other sssumption would mean that the overlap
in production patterns would “e a necessary but not a sufficient
condition for welfare increasss since there is now the possibility
for trade—-diversion*.

The theory of customs union is really an exercise in the
theory of the sccond--best. This can be shown even under the
highly restrictive assumptions of the thres—commodity three-—

country model and a fortiori when these assumptions are relaxed.

*0One major difficulty to be contenied with in formulating the
welfare—creating conditions for a customs union is the very
large number of lozically possible cases that have to be con-
sidered. In the thres—couniry two—commodity model there are
27 logically possible cases when only the variations of
commodities as exports =and imports with respect to each country
prior to union are considered, though these reduce ultimately
to five cases which ars econouically significant. In the
three—country three—comnodity model should the classification
adopted be extended so that we arc interested as to whether the
commodities enter as imports or exports or are not produced,
whether or not ccmplemszatary, whether there are tariffs or
not and-wliether these are prohibitiv: or not, thers would be f
found 2' or 128 possibl: casss thouga not all of these are
econorically meaningful,
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Thus assume a three-country model containing three countries,
Ay B and C with at least three types of commodities: domestic
commodities (4), imports from the union partner (B) and imports
from the outside world (C).

Abstracting away frcem transport and other related costs
the actual situation from the viewpoint of country A's welfare
as to the optimum conditions which Lave to be fulfilled for her
to maximize her welfare (making assumptions some of which are
specified below) could be characterized bys

PAd = PAiy; Pad = PALi and PB4 = PBi (1)
PBd. PRi  ECJ PCi PCd PCi /

where the subscripts 4; B and C refer to countries of origin, d
to prices in A's domestic mearket, and i to prices in the inter-—
national market.

These three conditrons in effect state the familiar require—
ment that domestic rates of transformation should equal foreign
rates of transformation for trade tc be.maximized (which would
only take place under free trade), and also imply (given
certain assumptions) that domestic rates of substitution are
equal to domestic rates oTf transformation and therefore to
foreign rates of transformation, so that consumers are in
equilibrium on their highest indifference curve at which point
their welfare would be maximized.

Should now a uniform ad valorem tariff be imposed by A on
imports from both B and C; the following situation would prevails

PAA # Phiy PAd # Pa1 but PBd = -~ - (2)
PBd PBi  PCd PCi PCd PCi

Abolishment of the tariff with B would then lead to the

following:
PAd = Pai but Pad £ Pii and PB4 # PBi - (3)
PBd PBi PCd PCi PCa PCi

A in having moved from the second to the third situation would
have moved from one sub—optimal position to another and no
unique a priori ranking would be possible.

With regard to the production-effect, both the trade-
creating and trade-diverting forces would be involved and with

regard to the consumption-effect both welfare-adding and welfare—

reducing eclements would be present. Only a detailed empirical
examination of a given empirical situation would enable us to
establish whether or not there has been a gain from A's view-—
point.

Lipsey2 in his interpretation of these optimum conditions
seems to be entirely concerned with the so-called consumption-—
effect. At any rate the general presumptions he puts forward

are wholly based on the existence of this particular effect.
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Thus ks states ".... that a customs union is mors likely to rzise
welfare the lower is the total volume of foreign tradey, for the
lower is foreign trade; the lower must be purchasss from the cut-
side world relative to purcheses of domestic commodiiies" and

furtker "... that, given a country's volume of international

trade (his italics) a customs union is more likely to raise
welfare the higher is the proportion of trade with the country's
union .partner and the lower the proportion with the outside world.Y
From these two. propositions he concludes "... that the sort of
countries who ought to form customs unions are those doing a

high proportion of their foreign trade with their union partuer,
end making a high proportion of their total expenditure on
aonestic- trade'". There is, however, little basis for either the
genersal conclusion or the propositions that gave rise to it.

Censider a simple example he uses to illustrate these pro-
pcaitionse Country A, in the pre—union stzte witk an ad valorenm
tariff on all her importsy, whatever their source, purchases only
eggs from B and only. shces from C; producing and consuming =11
otber commodities at bhome. A now forms a customs union with B
and her imports.of sggs would now ve brcugint intc the 'correct'
(i..e~ ons .which conforms with the real rate of transformaticn)
price relationship with A's commoditics. This by itself tends
to jncrease-welfare. On the other Land the -correct price ratio
botweon eggs and ghoes would be disturbed (i's pre~union ad
valorem tariff has no effect on the price ratio) and this would
tend by itself to.reduce welfars. The bringing of eggs intc a
sorxrect..price relationship with 21l the other commodities, e.&.
bacon, buttery ctheese, meat, stc. would lead to a higher gain
relarive do the loss surfered in distorting the cerrect price
rztio between eggs and shoes (since the price relationship of
choes with-gll other commodities, e.g&. socks, clethss, etc.
could not be affected by the umior with B). Thus the first
nroposition. Should the position now be reversed with A& pro-
ducing only .shoes, and still importing only eggs from B but
everything else frwm C; the post-union gains derived from
establishing the correct. price ratio betwsen shoes and eggs
would .be negligible compared to the losses suffered from dis-
“orting the_ccrrect price relationsnip betueen eges and all tae
other commodities.. Thus the secand proposition.

The fact that the producticn effect has been ignared
makes noncensoe -of these propositions. Suppese that B while
exparting only eggs to A wes also producing shoes but less
efficiently than C. On forming a custaus upion with 4, B would

now be. able to expcrt shoes to 4 and displace A's imperts of
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shoes from C. A's welfare would suffer a decling, at least to
the extent of the tariff revenues she has lost as a consequsnce
of importing from B. The overall result for A's welfare would
be difficult to discern and unlsss we were to make certain
extreme assumptions regarding the relative strengths of the
production and the consumption effects we would be forced to
reject the two propositions, or at any rate modify them so that
the production-effect is also taken intc account.

It can, however, be argusd that in the context of the
model assumed so far the consumption effect is irrelevant.

In crder to show this we are interested ir the following
assucrptions that are mades

(1) No country can influence the prices of ths goods in
which it trades (assuuption of perfect competition
in the trade markets).

(2) 411 individuals have identical and unchanging in-
difference maps with the pattern of income distributicn
assumed constent (essentizl if we are to maks use of
community indiffersence curves both in the pre—- and
post-union situations).

(3) Production possibility curves are characterized by
constant transformation rates {a result of assumiug
linear production functions and the assumption that
country A i1s specializing completely in the production
of 4).

(4) Trade is balanced (since we are only intsrested in
static equilibrium positions).

(5) Consumers adjust their purchasce to the relative
prices ruling in the domsstic markets (with consumers
always in equilibrium,with domestic rates of sub- .
stitution = domestic rates of transformation)

and most important of all

(6) ", .. the tariff revenue collectsd by the Tovermment
is either returnsd to individuals by wmems of luup
sum subsidies or spent by the Goverrment on the
sams bundle of goods tlat consumers would have
purchased”2> (ny scoring).

These assumptions faken together render it zbsurd in the
first place for Govermaent to levy any tariff duty3) at =11,
Neither is the duty being levied to improve the country's
terms of trade (precluded by assumption 1), nor for changing
the pattern of income distribution (assumption 2), nor to
protect any domestic industry (assumption 3), nor to reduce

an overall import surplus (assunption 4), nor to finance any
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real operation (assumption 6). Lssumption 6 has an added iuplica-
tion which depends on how the quotation provided is interpreted.
There are two possibilities to be considered, both of which involve
the extrsme assumption that Coverrment's spending behaviour is
identical with that of other consumers. Hither Government spends
as consumers would have spent before the introduction of a tariff
or as they would have spent after its introduction. The former

is the position taken by Viner who assumed fixed proportionzlity
in the consumption of commodities, irrespective of the changes

in the structure of rclative prices following the introduction

of tariffs, wherecas the latter is the position tasken by Lipsey
and others who assumed (5). If the tariff revenue collected by
Government is returned to individuals by means of lump—sum
subsidies then assumption (5) would cease to be opsrative since
there would be a tendency on the part of consumers to regard

the change in relative prices as entirely spurious. They would
then remain at their pre—turiff eqguilibrium point on their given
consumption possibility curve and there would be no coansumption
effect. The case where CGovernmsnt spends according to consuners!
post—tariff valuations secems more plausible but 1s sgein similarly
artificizl since it would be the lump-sum subsidy case in raverse.

We may conclude that Viner's assumption of fized proportionality
in the consumption of comdditiss is not after =11 as special
as 1s commonly made out. The consumption-¢ffect would on
theoretical grounds be irrelevant at least in the context of
the model assumed. Tkis would not, however, invelve complete
acceptance of Viner's assurnption since in meking it he zlso
assumed that income changes would cxercise no influsnce on ths
relative proportions in which commcditiess were consumed. Butb
this latter assumption is nct reguired since customs urion
theory as so far considersd, is concerncd mainly with the price
implications of discriminatory tariff policies. Since empirical
consumpiion studies have also shown that changes in relative
prices exercise little influence on consumsr spending habits
we may safely disregard the consumption effect.

What sort of generalization can we now usefully meke? If
given that the previous arguments are correct, the gensraliza—
tions would concern the production-effccts of customs unions
and would ke of the following type — "ths customs union is
more likely to bring gain, the sreater is the degres of over—
lapping betweecn ths class of commodities produced under teriff
protection in the two countries and that this gain is likely
to be larger the more dissimiler were the cost ratios in the

two countries." This gives rise to the gencral conclusion
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taat a2 country sbould-only form a customs union with those
Ccountries whose patterns of production overlap her own but
whose cost ratios are dissimilar. The static world, Lhowever,
is a world of instantaneous adjustments. The formation of a
customs union may in real life lead to a substantial proportion
of the total production of the country being transferred to the
other member and as a consequence cause severe dislocations in
the form of factor uncmployment, balance of payments difficulties
and so on. This, though, is the penalty to pay for chkoosing to
speclalize in that pattern of production for whick the country
1s relatively poorly endowed. Abandomment of that inefficient
pattern of production would through the relcass of badly
utiliged rescurces provide at least the potential wherewithal
for more profitable patterns of production and resource-—
utilization.

Certain elements implicit in the above propogition would
apply to the case of under-decveloped countries wishing tc form
customs unions amongst themselves or with more developed countries
and this would concern the future location of producticn. Ths
proposition may be regarded as stating a necessary cendition for
gains to take place without being sufficient since the sufficiency
conditions would depend on the implications borne by the assump-
tions implicit in the propesition. The necessary condition could
be regarded as holding zt all points of time and tiaat con-
sequently not only would a customs union be likely to bring
gain the greater is the actu=l degree of overlap, ctc., but
zlso whers the potential degree of overlap is greater. The
customs union would mnot only shift the ezisting sources of
production but would also determine the location of future
sources of production as to the country in which it 1s more
efficiently produced. In economies of the Hast African type
where stages of development are broadly similar, where markots
are extremely small there is a limited range of manufactured
commodities that can be produced. If in the absence of a
customs union there is a strong presumption that unnecessary
and inefficient duplication would Lave taiken place and if the
historial operation of the customs union hes averted this
then gains would have been obtzined. Since there would also
be some trade—diversion taking place any overall conclusion
as to welfare would require a balencing out of thess two
rorces.

\
The sort of procedure adopted by Ghai4) in his sssess-

ment of the distribution of the East African Common Mariet

fo}

gains and losses would therefore be inadequate. To assess
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each member's welfare by comparing the ‘members' within union
exports and imports and the respective degrees of protection
afforded them,; on the assumption that these exzports involve
trade—creation but these impor+ts, trade-diversion, is
attractive 1n its simplicity. Suppose, however, that the

two prospective members of the union started off in a position
of balanced trade with each other. If we have net trade-
crecation then the trade-balance of the members would cease 1o
be in equilibrium since one member would be importing from

the other what it formerly produced inefficiently at home.

In this case the use of Ghal's criterion would have shown a
loss for the member whereas in fact there has been a gain.

We cannot assume that imports under a customs union tariff is
necessarily trade-diverting, especially amongst under—developed
countries where 1t is not the case that existing, inefficient
production is being knocked off, but the case that new patterns
of production and their location are being influenced by the
customs union (in what one hopes is a more efficient direction
than would have been the case had there not been a customs

union).

Part II

The proposition developed in the previous section now
requires to be considered in the comparative static framework
where short-run income effects would prevail. We shall now
argue in favour of the following proposition:

"Granted that the process of development requires increased
industrialization on the part of the under-developed economies
and that this process would be essentially competitive with the
production of the advanced countries themselves, the operation
of the production-effect of customs unions would make for
easier development (under certain assumptions)."

If we accept that industrial development proceeds largely

5)

through import substitution then we must accept that econocmies
at an early stage of development with very small markets can
substitute effectively (i.e. without protective tariffs) only

a very limited range of manufactures. The size of the marxet

is one of the most crucial constraints on industrial develop-—
ment, since scale gains are generally precluded by very small
markets, with the consequence that where domestic production

is competing with imports high levels of protective tariffs

are required with a social cost at least equivalent to the

tariff revenues lost. The more efficient location of
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industries in a customs unien and the larger markets involved
would prima facie increase the conpetitiveness of domestic
production vis-a-visimports with the consequence that relatively
lower tariff levels would be required, with a reduction in
social costo

We shall consider these arguments in the context of

Professor Brown‘s))

model and compare the short-run income-—
effects of possible, initial, pre— and post-union positions
where the essential differences are as to location and tariff
levels. But first a few clarificatory remarks. Since we are
interested in the short-run we are abstracting from shifts in
factors of production as between the union members. Both in
the initial and final positions to be compared the stock of
productive factors is retained at the initial level. What is
of interest is the use made of under or non-utilized productive
factors. We shall consider three situations:

(a) Where under-utilized resources could be used
entirely in the production of those commodities
which compete effectively with imports or for
which there are no imports.

(t) Where the alternatives in (a) are totally absent
with only import-competing commodities capable
of being produced.

(c) Where a pattern of production involving both (a)
and (b) is present.

The member countries could be differontly situated with
respect to (a), (b) and (c) in the customs union and thus
subject to differing short-run effects. Given the degree
of under-utilization of resources where a member is placed
as to (a), (b) or (c) would define the gains to be derived
from increased production. Given the similarity in import
patterns the customs union would be most important for a
member in (b), least important for any member in (a), and
of varying importance for members in (c). In practice members
would find themselves in (c) with a bias either towards (a)
or (b).

Suppose that in country A there is an increase in pro-
duction (P) which displaces manufactured imports which are
subject to an ad valorem union tariff, (tc). The Tax free
value of the imports displaced will be P(1 - tc) assuming
that the price of the goods domestically produced equals
the import price plus customs duty. Income would be increased
in A via the multiplier subject 4o the marginal propensities

to save and import. A's overall marginal propensity to
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import is made up of a marginal propensity to import from
foreign countries and her marginal propensity to import from
the rest of the customs union. The increase in A's imports
from the other members will, tarough an increase in member
countries' incomes; increase further imports from 4 so thore
would be an added increase in A's income. On the other hand
the extra production (P) involves the union in a loss in
tariff revenue (Ptc). If we assume that of P, a proportion (x)
is retained for domestic consumption in 4 and (1-x) is exported
to the rest of the union the increase in A's income, subject to
all these influences, could be written as:

Y = o’ + P(1-xto)
a(1-td) + ma

wheres
Ya = change in A's income at factor cost.

The expression (mbryb) refers to that proportion of the
increase in the rest of the unions income arising from the
production of (P) in 4 which is spent on additional imports
from A.

The expression S(1-td) refers to A's marginal propensity
to save less the proportion of the increased savings (td) that
are taxed; and assumed spent only on consumption, by i's
Government.

ind finally (ma) refers to A's overall marginal pro-
pensity to import.

Now assume the following values for the parameters in the
above equation(taken from Brown in his discussion of the East
African case) with (a) referring to Kenya and (b) to the rest:
t, = 0.13 tc = 0.2

0}
|

= 0.15; x = 0.75

a 0030 IIl.U = 0035

m

We can ignore (mbr Y. ) since the influence it exercises
is marginal and since we are interested in isolating the
influence (tc) or the ad valorem rate of customs duty on the
imports for which P is a substitute,; exerts on the creation
of income in A. If we now insert these parametric values in
the above aguations

Y = 0.85P = 1.95F
0.435

Thus the higher the tariff rate required to produce the import
subsitute P and the lower the proportion of P exported to the
other members of the union the smaller will be A's income
increase. To take an example, suppose A in the absence of a

customs union produced 0.75 P which was all consumed at home
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but required a tariff rate twice as high as she would have in
the union (tc = 0.4) when producing P. Thens

Y = 0.45P = 1.03P
0.435

which would be equivalent to 1.37 P had she produced the whole
P under the same conditions. Clearly there would have been a
drastic reduction in the increase in a's income following her
decision to produce P outside a customs union. Suppose now
that no protective tariffs are required to produce Py, then
the increase in A's income,assuming all the other parametric

values, would be:

Ya = P = 2.3P
0.435

(Note that A's income would have increased slightly more than
the amounts shown to the extent that the induced increases in
incomes of the other members (the spread-effect) would have
called for more exports from A, i.e. the mbrYb bit.

Now consider in the same way country B who instead of
importing 0.25P from A decided to produce it at home (assuming
that it was a feasible level of production). Suppose that
this would have required a higher level of tariff protection

(tc = 0,8). Then, assuming the other parametric values remain

the same there would be an increase in B's income ofs

Yb = 0.05P = 0.1P
0.485

which would have been equivalent to 0.4P had she produced P
under the same conditions. Suppose that B is a higher cost
source of supply than 4 and that B is producing the whole P
but would require a higher tariff level (tc = 0.3). Then the
income increase enjoyed by the members would have been less
than if the production of P had been located in A.

These examples give us some idea of the magnitudes
involved in moving from certain pre-union to post-—union
positions. We can now consider the problem of whether or not
we can satisfactorily answer any guestion such as 'who has
gained or lost the most from the historical working of the
customs union'? Ideally the question could be answered if
we can compare how the economies would have performed in the
absence of a customs union with their actual performances in
a customs union. But this is essentially = matter of identify-
ing the forces that emerge as. a consequence of customs union
and estimating their quantitative importance. In any case
all we are entitled to do if we accept the reasoning in the
paper is to compare the effects of a differing pattern of

production a customs union gives rise to,” both initially and
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over—time, from the pre-—union pattsrn or that pattcrn which
would have preveiled had the customs union not existed. 4i
distinctiocn has to be druwn between changes in the pattern of
production as a result of reallocating a given volume of
investment to take advantage of the larger protected markets
with no shifts in physical resources taking place (the ghort-
run czse) and changes in production where there have been
shifts in physical resources (the long—run case). Both thusc
aspegcts are important in giving rise to the so-called
"polarization" or "buck-wash" phenomena where members of the
union; initially more favourably placed in the production of
those manufactures requiring protective teriff barriers, take
advantage of this in a customs union, and because of more

rapid growsh attract productive factors from the other members

whose rates of growth may thereby be retardesd. In atterpting
to assess the gains and losscsg that have arisen from the

presence of the latter aspect, some way of calculating ths

¢conomlc position in the absence of these shifts in procuctive
factors would be required.

It would be an illegitimate exercise to estimais these
gains and losses by meking use of a concept of 'shiftable
industry! (and not only for the reasons put forwerd by
Professor Newlyn6 ) and making the assessments on the besis
of the consegusnces that would have followed had thess
industries been located with the other members and not con-—
centrated in any one member. Only if we were to make the
extreme assumption that these industrics wsre established
through a shift in capitel and other factors with a
deprivaticn for these members of their use would the pro-—
cedure be a legitimate ons.

There doss not seem to be any presucption, as Profcssor
Brown maintains, that given a marginazl propensity to impert
from the other members higher then a certzin critical lcvel
and conseguently a positive and significant spread-sfiect,
the other members would havs gained. while kis procedurs is
perfectly legitimate when used for assessing the 'spread-
effects' it has to be used with great csere in asscssing
customs unions gaing and losses in the short run. Thsre
are two elements involved here and given the level of
investment these are related to the naturs of the investment
possibilities present and the strategy of development pursued.
If the given investment data reguires higher taeriff barriers
in the pre-union situation, the lowering of tariff barriers

post-union (because of the scale gains to be realised) would
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%o that extent involve an increase in incomes which increase
constitutes a gain for tke country in question. The spread-
effect would have been present both in the pro- and post—union
situations but the gain for the other members would consistin
the increase in the spread-effect. In so far as the customs
union induced the setting up of those industries which would
not have been established otherwise, the appropriate procedure
would zgain be to compare the respective increases in income
and the respective spread-effects associatzd with the tw
differing patterns of investment, even if thc pre-union pattern
does not require any protective tariffs. Similar considerations
would also apply to those members where customs union base
production does not take plzce or only to a limited extent
because of lesser efficiencier, at any rate in those lines of
production. If in the absence of a union these members would
have produced these goods but under higher tariff barriers,
then the shift in location which tskss place following union
would be resgarded as having conferred a gein on these membsers
if ths cheapening of the goods now imported outwsighs the
income losses sustained in having to invest in othser and luss
profitable directions. This would e even more the cass if the
increase in incomes arising from customs union based develop-
ment in the other member, over its pre—union possibilitics, was
to increase the spread—effect. Only in the extreme case where
a member has no use for protective tarififs in production would
she suffer an unambiguous loss if she wers to import sub-
stantially from her customs union partner, though this would be
reduced to the extent of ths increassd spread-effects. Losscs
would also be incurred if the alternative investment
tossibilitics involved much smaller increases in incomes than
the original investment possibilities which are now assumed
to have been taken over by tho other membesr. The latter case,
however, would help to spued up factor movemsnts towzrds the
more rapidly developing member with ambiguous consequences for
the other member.

We have rejected the gensral presumption of geins for
the other members arising through the operation of tue spread—
effect released by beightened customs union based development
in one member., This is so because we have to compare the post-—
union incrcase in the gross—spread c¢ffect with the tariff
revenus losses that would now be suffercd as a consegucncs
of having to import from that membsr. This would affect the
general presumption for gains in the long-run, in so far =2s it

depends on higher imvestments brought about by the higher
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incomes that-the spread-effect is supposed to give rise to. 4
general presumption for gains in the long-run would require that
those conditions; some of which were spccified in the preceding
paragraph; and which relate to the favourable operation of the
production effect, be fulfilled. This general presumption
would be strengthened by whatever scale gains are realized in
the course of the customs union's operation.

The production-effect may in the long-run involve shifts
in the productive factors to locations where they would receive
the highest rewards in the customs union. This does not
necessarily imply a rcvduction in welfare for those countries
from which the shift has tzken place. Income remittances and
other transfers may even compensate for any losses sustained

through the departure of some productive factors.

Concluding Remarks

The bearing to be had on the gencral problem of welfare
and the Bast African Common Market by the preceding arguments
is an essentially negative one in the sense that we are unlikely
to arrive at any conclusive assessments regarding the distribution
of gains and losses amongst the three member countries. Although
it is true that Kenya makes more use of the common market only a
detailed examination of what other paths of development were open
t0 her historically could lead to the unambiguous conclusion that
she hae gained the most. And unless it can be shown that Kenyan
predominance in the common market precluded profitable investment
opportunities in the other two members; there is little presump-
tion for a loss on the part of the others. And if Kenyan
predominance had prevented unnecessary and inefficient duplication
then there is a fortiori a presumption for gains on their part.

4)

The use of some such procedures as Meades where the volume

of common market exports and imports of any one member and the
degree of protection afforded them are taken as a measuring
rod of the gains and losses derived from the common market is

a very simple but fallacious procedure in view of the multipli-
city of possible situations that may have prevailed which would
have led to different assessments. Some of these have been
touched upon in the course of the paper.

There is a general presumption for gains to be derived
from customs unions which is especially applicable to under-
developed countries vho are in that stage of development
where further industrialization requires increasing import-
substitutions; and where there are sufficient investment
possibilities so that the location of industries in a direction

of compargtive advantage is possible. It would seem to be the
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case that (even if the Hmzst African sconomiss Gid not meet ls
above rsguirements in the past) the Bast Africen sconomiss do
meet the requirements now.

Since we are currently placced in & context where planred
development is in the forefront the more pressing and important
problem would be that of determining ths zllocation of invest-
ment to common market based production taking into account their
optimal locations, and scale gazins to be derived and their
spread—- and income-~effects. A czlculus would bs requirsd for
taking into account alternative invsstment possibilitics (even
if some of them are not common-market based) which tekes into
account the tariff levels reguired, poinis of location and the
various other variables which affect the cholice of investment
projects. OCnly if a situation arises where there would be mors
growth gersrated by & common-market bascd industiry, than any
other altcrnatives for that member, and a loss is involved for
the other members as compared to what their position would havs
been had the other zlternatives been chosen would there bs a

requirement for compensating these other members.

Sheetal Chand
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ECONOMIC UNION IN EAST AFRICA: Principles, Prices, and Procceds.

Reginald Herbold Green, EDRP. EAISR*

Economic Union in East Africa has the advantages and
disadvantages of being an exceedingly topical as well as an
important analytical subject. 4t least since 1961 it has hecome
increasingly apparant that maintenance of economic union by
independent East African states would require basic alterations
in aims, institutions, operations, and division of gains. The
1964 Kampala and 1965 Mombasa Conferences and the 1564-1965
increase in quota restrictions plus the decision to replacc the
Currency Board with scparate Central Banks and currencies
underline the failure to achieve these alterations to date.

The present East African Commission in evidence of the continued
will - of all three states = to continue the search.

One of the apparant failings cf previous attempts to deal
with the problems of economic union in East Africa nas been their
ad hce and piecemeal naturce. Both the Raisman "distributable pool"
formula and the Kampala Agreement firm relocation of production,
quota, and allocation short list provisions share this weakness.

& firmer base for evaluation would appear to lie in an analysis

of thke principles which have underlain eccnomic union in the past
and those which should guide it in the future, of the historic

and of the acceptable future costs of econcnic integration, and of
the past, present and acceptable future proceeds of integration.
The following sections of this paper attempt a first approximation
to such a base.*x

¥ This is the third in a series of papers analyzing principles,
problems, and potentials of economic union. The Ifirst two:
"Economic Integration and Economic Development: Toward
a Generaligzation of Common Market Lnalysis" and "Customs Union
Theory, Political Eccnomy and Tiers Monde Reality: a Critigue
Toward a Revision of Econcmic Integration Analysis" have
appeared as EDRP Paper No.8l, Part I and Fort II. The
author wiches to express thanks to the participants in the
University College Nairobi - Confercnce of Cultural
Freedom International Seminar on Econcmic Coordination
in Africa (December 14-17, 1965) and especially to Author
Hazlewocod, J.H. Mensah, and Miguel Wionczek for their
valuable criticisms, comments, and sugzestions on earlier
formulations offerred in discussion at the Seminar. They
are not, of course, responsible for remaining errors and
misconceptions.

*¥¥ Four recent analytical studies make important contributicns
to this effort: A. Hozlewood "Economic integration in East
Africa" (Nairobi Seminar, to appear in Studies in .frican
Intesration, RILA, edited by the author;W.Tl. Newlyn, Gains
and Losses In The Bast African Common Market" (EDRP Paper
79, 1965); J.S. Nye "East African Economic Integraticn',
(Journal cf Modern African Studies Volume 1l, No.4, Deccmber
1963); and 5.F. Massell Bast African Economic Union: an
Evaluation and some Implications for 2olicy, (uemorandum
RH-3500-RC) California, Rand, Santa nonica, December 1963,
Each has a narrcwer focus than the present paper and treats
the topics with which it deals in nore detail $han is
possible in it.
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The guestion of principles needs to be approached both
historically - the bases for East African economic cocperation--
union have shifted over time even before independence — and
topically in terms of why, what, where, how, where, and when.
Why union? What economic sectors unified? How has union
Manctioned institutionally and through market forces? Where
nve the gains gone? When have there been signifigant changes?

The case for economic union was originally part of the Kenya -
settler — Kenya government drive for a "White Dominion" in East
Africa. Even following the failure of that attempt, the zroups
which had sought it remained the most influential in shaping
East African policy with definite results both objectively on
pre-1961 economic union policy and economic structure and
subjectively on attitudes toward economic union in all three
territories.*

Until 1956 the general line of argument was that Kenyan
agriculture needed wider markets and Kenyan industry necded
bolstering e.g by the partly politicalv motiveted 1956 moving
of half EFast African cigarette production from Kampala to Neirobi
and by bulk sale of Owen Falls Power to Kenya at rates well Lelow
those charged to Ugandan industries.** The case weas,in fact, by
no neans self-evidently weak at this time. Pre-war interterri-
torial trade never signifigantly exceeded £1 millicn with
a rather small net trade balance to Kenya. Post-war trade until
1556 saw Ugonda fairly regularly the leading interterritorial
exporterand in surplus with Kenya on the basis of cigarctte,
sugar, and — in some years — maize exports. Tanganyika was
consistently in the postion of being far more a market thqp
a source of supply to Kenya and Uganda but after 1950 her imports
from Uganda rose to exceed those from Kenya untill the 1956 '
cigarette factory transfer.*** While Kenyan industry did benefit
by the 1924 Union Teriff *¥*¥ and in manufacturing outside
agricultural processing Nairobi early established an dominant
position, it was processed agricultural products which then
dominated Bast African trade in manufactures and Ugan@an )
cigarettes and sugar came to outweigh Kenyan meat, dairy rroducts
and beer.

* Neither the policies nor a fortiori the structures and
attitudes changed automatically with independence.
A definite proprietary and status (or perhaps mere
accurately movendus) quo view has tended to rezain in
Nairobi, a well derfined suspicion in Da c¢s Salcaom, with
rather mixed attitudes in Keampala. Neither historically
nor structurally are these views unreasonable, they
represent a fairly acute — if not very precise -
evaluation of what Bast African economic union has
meant and of the short run effects of its present
form cn national economic interests.

*% The rates were fixed by negotiation but the UEB faileu
to secure prices approximating either its average cost
of generation or the opportunity cost of substitute
power to Kenya.

*%¥ See Annual Trade Reports, Kenya, Uganda, Tanganyika.

*¥%*% Cf T.A. Kennedy "The East African Customs Union:
features of its history and operation", lMakerere
Journal Wo. 3 (1959).
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Agricultural ohjectives of Tast-African economic union have
always been limited or vague. —Both the desire to protect Kenyan
agriculture e.g. in maize and (now) in sugar and the colonial
administration penchant for a variety of controls on production,
pricing, and distribution have consistently prevented the common
market from functioning fully in agriculture even in principle and
and have even futher limited it in practice.*

Joint planning of poteatial interterritorial and international
export agriculture to create an optimal production, transport, and
use pattern has been suggested in the case of sugar but has met
a very nixed reaction effectively blocking Jjoint development and
raising the question of de facts protected higher cost production
in one territory displacing the established (and probably lower
cost) inter-territorial exports of another.**

Coordinated policy in regard to foreign market agricultural
exports has operated in at least one case - coffee under the old
1961-1962 East African gquota. In fact, by pooling national quotas
gains can be made — and were in 1962 - through ensuring that the
highest price grades are sold first and only lower price coffee
left to the residual "free market." This potential use of East
African economic union was ended - or at any rate interrupted -
with the separate national quotas of 1963.%%*

* Would be exporters have contributed to this result as well -
e.g. Uganda's 1962 export ban an maize which led to a break-
down in the 1955-1961 pattern of free and growing Uganda -
Tanganyika trade in agricultural commodities. "It is of
course not the controls, e.g. Marketing Boards, in themselves,
which prevent a common market in agriculture any more than
it is planning per se which threatens the common market as
a whole. The problem has been the divergence in institutions
and policies, e.g. of prices in the different territories,
the failure even to attempt to arrive at agreed quantities
and prices to be traded in certain key commodities, e.g.
maize, and the tendency to autarchic attitudes in the agri-
cultural policies of all three territories.

** Cf: C.R. Frank "The Production and Distribution of Sugar in
East Africa". East African Economies Review, No.2, 1963 and
The Sugar Industry ln East Africa, BALSE East African Study,
East African Publishing House, Nailrobil, 1966; D.G.R.Belshaw
"Agricultural Production and Trade in the East African
Common Market" in Leys and Robson (E’itors) Federation in
East Africa, Oxford University Press, Nairobi, 1964, pp. .. -Q7-
P. Newmah, "The Economics of Integration in East Africa” in
ibid, pp. 67-68. Frank's production cost data have been
challenged but, even assuming Kenya costs to be as low as
Ugandan (a point not all Kenyan investigetors would support),
a case for joint planning to minimize transport costs and
maximize sugar agreement gquotas and export revenues exists.
Certainly inducing Ugandan growers to develop new capacity
in Kenya rather than Uganda is neither an inherently optimal
planning device from the East African point of view (much
less the Ugandan) nor a step well designed to solidify
economic union, threatening as it does.one of Uganda's
major inter-territorial exports.

Mf . Belehaw, op cit, pp. 96-99.
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Promoting the establishment of industry was always a pocl
of East African economic union policy but btecame more prominent
after World War II.* The cases presented have becn a) the Bast
African market is large cnough to attract industries which no
one territorial market would interest and b) within the three
territories advantages of location exist making for a more
efficient pattern of industical location than would be possible
an autarchic basis.

The 1945 proposals interpreted the second argument to call
for an overall industrial licensing and location policy in the
context of a joint industrial development plen. In fact,
industrial licensing as introduced in 1948 was not only limited
in coverage but also permissive rather than inducive and no
attempt at overall industical location or industicsl development
planning was again made until the 1964-5 Kampala - Mbale
Lgreements.** However, in general concern has centered on the
inducement effect of the larger market with a laissez faire
location policy favoured by Kenya, a direct state participation
approach followed by Uganda through the Uganda Development
Corperation, and a specific inducement cum subsequent exclusive
scheduling procedure advocated by Tanzania. More active develon—
ment planning has increased state involvement all round, tut Kenya
still supports a more competitive (or entrepreneurial free choice)
approach to industry siting and Uganda as well as Tanzania a more
pre-planned approach of allocatinz specific East African
industries to each state to promote. These approsches probably
do correspond to territorial interests. DBeccause Kenya is located
between the other two markets (in terms of transport links)
and has the largest single market, purely marketing and imperfect
competition consideraticns will tend to result in concentration
of production there unless Uganda or Tanzania producticn cost
advantages or the importance of transpcrt costs is large. UDC has
been the most effective of East African promotional bodies;
Tonzania's main successes in securing regional market directed
firms have come under the allocation section of the Kampala-Mbale
Agreement.

Inducement of additional forcign investment as a goal tends
to turn on the same concerns as industrial growth promotion.
Other secters are either not particularly dependent on East
African ecconomic union, e¢.g. export agriculture, cor arc likely
to be made more attractive by economic union throusgh its promotion
of industrial production e.g. commcrce, finance, road traasport.
This casc is therefore not an additional why to promotion of
production but a hecessary conditicn for such added producticn
and a probable result of the additional opportunities for
profitable output opened by economic Union.

* See Inter—-Territorial Orzanisation in Fast Lifrica,
Colonial 191, London 1945 hevised Proposals, Colo-
nial 210, 1947; HMSO; East Africa lioval
Commission 1953-5: Report, Cond. 9475, HIMSO,

1955. BEast Africa, Rcport of the Economic and
Fiscal Commigsion, Cond. 1279, HMSO, 1961.

*%¥  Hyen then the list of allocated industries was
short, the long term industical study commission
was not appointed, and serious problems have
arisen in regard to national acceptancc of the
allocation provisions.
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The argument for Ecst. Africen—economic integration based
on savinhgs derived from more effecient operation of a wide
range of services on a joint basis is’ primarily of post-World
War II vintage. The 1945 Proposals put forth this case most
strongly and led not simply to the High Commission institutional
structure of 1948 but also to the actual consolidation of the
services both self contained and EACSO.* Since 1945, this has
been the one area in which there has been relatively little
overall nationaldivergence on the reality of East African and
national gains althouszh a serics of overall and particular
disagreements on the reality of national gains from joint
operations (including tourist promotion) and the weakening of
at least two more (including the University of East Africa).**

If the above examination of historic and present "whys"
appears somewhat fragmentary, imprecise, and loosely organized
this is preciscly the impression left by official reports, the
CLA debates, the public discussion as cotvered in the press, and -
indeed - some of the academic analyses. A more unified set of
goals to be sought from union is needed not simply for intelle-
ctual neatness but to provide a more satisfactory operational
framework for policy and institutional formulation. The post
1862 focusing on the attainment of hisgher rates of development
as the primary raison d'etre of economic union is a step in this
direction althouzh there has been a related tendercy to center
on the industrial scctor to the exclusion, e.g. of agricultural
ran products and processed goods and of tourism and a quite
misplaced emphasis on bilatcral trade balancing as a goal.

The attainment of thc socio - economic goals set by all
three East African sovernments requires both rapid growth in
national output and the development of new structures of
production and employment.*xx

* Some consolidation between Kenya and Uganda e.g. the
Mombasa -~ Nairobi - Kampala Railroad did exist but the
post 1948 scope of joint activity was very much broader
both geographically and functionally.

** Arguments have indeed arisen over whether railroad route
and rate policies have favoured one state at the expense
of another. These controversies were perhaps sharpest
in the 1920-1939 period when Uganda challenged the
roundabout route of the Kampala extension and the low
rates for Kenya settler products — particularly maize —
as injurious to her interests. Tanzanian voices have, in
recent yecars, sometimes queried the routing of some
Meshi-Arusha area exports and most imports via Maombasa
instead of Kenyva. Controversy over the tariff structure
is endemic but stems as much from a lack of data on what
costs (and therefore subsidies and taxes to particular
goods) arc,as on territorial incquitiecs. Nonetheless,
the balancc of opinion in each state since 1948 has been
that it benefitted from railway unification.

If A. Heazlewood, "The Co-ordination of Transport Policy",
in Lcys and Rebson (Editors), Federation In Eost Africa,
Oxford University Press, Nzirobi, 1965, and Road and Rail
in East Africa. Rlack well, Oxford, 1964 and M.F. Hill
Permanant Waoy.

- %%% See EDRP No.8l, Part I for a more-detailed development of
this point.



-6 - Green.
Tl:le most relevant "why" for cconomic union in Bast Africa today
lies in the contribution it can make to increasing these rates

of growth and development in the future for East Africa as whole
and for cach territory individually.

The potential growth rate gains - like the sectoral eains
usually considered in static terms - flow from the increased
economic size'of East Africa as gposed to any one territory.
These are not, however, the static comparative efficiency -
econony of scale rclocation gains central to most customs union
discussion. ZEight contributions - five primarily linked to
creating opportunities for higher growth and development rates
and three primarily to financing them - can be distinguished:

1. Certain lines of production which would not bLe
economically feasible on a territorial basis become
possible (demand passes minimum cconomic threshold)
regionallys*

2. Advantages of location in the industry and azriculture
(natural e.g. raw materials or created e.g. infrastru-
cture, market,transport) will be greater within the
union especially as some markets in ecach territory are
logically served from another and certain inputs for
processing and manufacture could likewise be traded
advantageously;

3. Specialization - in particular industries or complexes
of related industries and raw material producing units
on the one hand and in particular sub-lines within
broadly defined products on the other - is possible to
a greater degree in the roushly tripled market. The
cross trade in both textiles and shoes almost certainly
flows from efficiencies of specialization Within
product lines, gains which for industry (and possibly
certain types of agriculture) are more important than
the broader static comparative advantage specialization
gains. These created advantages of scale and of
concentration of effort tend to become increasingly
significant as industrialisation progressess*¥*

4, Increased efficiency in terms of speedily
adopting new techniques - as well as incorporating
efficient ones at the time of plant construction -
becomes possible with larger absolute increases in
annual demand for particular products whether from
a larger basc market or a higher growth rate;

5. The new product lincs made possiblc under the first
category and the types of change within product lincs
made possible by the second throuzh fourth will result
in a make up of domestic market production with a higher
than previous average incomc elasticity of demand and,
by and large, a lower import component. On the one hand,
this means that for any rate of growth of national
product (including exports) there will be an increased
rate of growth of demand for domestic market output and,
on the other, that for any level of import capacity
a higher level of national product is compatible with
international balance.

* On the threshold concept in re protection Cf H. Myint
"Infant Industry Arguments For Assistance-Industries
In The Setting of Dynamic Trade Theory" in Horrod and
Hague (Editors) Internstional Trade Theory In a
Developins World, Macmillars, London, 1963.

*% Of. B. Balassa "Trade Liberalization and 'Revealed'
Comparative Advantage" Manchester School, May 1965.
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0. Greater efficiency in the provision of services
can provide a flow of investible surplus (public
via surpluses on services and greater auto-
financing by them or private via lower charges)
which would otherwise be required for public
recurrent and privatc intermediate expenditures;

T. Changes in efficicency levels will affect, not only
recurrent costs per uanit of output but also canital
costs per unit of capacity so that the new pattern
of production possibilities will, in general, be
characterized by lower capital-output ratios and
thus a higher growth rate for any given level cf
investment;

8. Additions to economically viable lines of activity
and increased efficiency in others should, bty and
large, attract certain types of foreign private
capital and of project viability oriented public
loans or grants on a larger scale.

The possibility creating and financing sa2ins are not
exclusive. Once lines of production benefit by gains two
through four, their lower costs (presumably resulting in higher

profits as well as - or more than - lower prices) result in
additions to the flow of investible surplus for financing growth.

The question of what sectors to view ag part of the East
African union econcmy has flowed and presumebly will continue
to flow from the "why" case advanced.

Rail and air transport, the bulk of tax collection, and
a number of research - administrative - economic - social
services have been operated jointly since 1948 under Hizgh
Commission and Common Services (broadly defined to inclufe
the self-contained services directly responsible to ministerial
committees and the CLA) auspices. Clearly the recascon has been
the capture of expected gains in efficiency (scale, overhead
spreading, seasonal scheduling, etc.) from East African as
opposed to territorial operation. A~Almost equally clearly — albkeit
exact data have never been compiled - those gains have Lecn of
some signfigance.¥

¥ What estimates there are of grins on joint services tend
to be either purelyapproximations to crcss-subsidization
of particular territorial losses by the joint services
(which clearly net to nil for East Africa) or mixe
guesses as to subsidies and trus officiency geins.
This unfortunatc emphasis on redistributive effects
netting to zero e¢.g. in trade balance and income zffect
of industrial location calculations, rather then the
net gains to East Africa from greater cfficiency or
additional productive activity made possible, pervades
the entire post - Reisman discussicn with fairly obvious
negative results in attitude conditicaing.
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Eiscal policy has been - increasingly from the 1917
creation of the Kenya - Uganda free trade area — coordinated
becagse of its relevance to effective common market operation.
4 united - or at least a united minimum * — external tariff is
hecessary for protection ** and common (or at least approxima-
tely common) excise rates are needed to allow free interterri-
torial goods flows without tax evasion. The common company tax
has been viewed as a necessary base for free location in accord
with (laissez faire) econonmic principles within the common
market and the common income tax as a parallel base for allowin:
market forces free play in attracting(basically expatriate)
skilled and professional manpower.**%

_ Common currency and — with the 1955 and subsequent broade-
ning of currency Board Powers - closely coordinated thouszh not
identical monetary policy (the uneven use of fiduciary issue
rights has already introduced some difference) have been
operated to facilitate common market transactions and to
preclude trade and payments disruptions caused by differing
rates of cost and price changes.

Trade in industrical products and in several interterri-
torial agricultural exports of the Kunyan settler sector %%
has consistently been free. Other agricultural trade - for
reasons noted earlier - has been less uniformly treated with
varying restrictions especially on the part of Kenya.

Modifications of industrial free trade have taken the form
of location scheduling (both permissive as under the licensing
system and active as under the Kampala Agrecment), of more or
less forced reclocation of production by political suasicn
(as with cigarettes in 1956 and with cement, beer, shoes,
cigarettes in 1964), and of guota restrictions (Kampala
Lgmeement). The first, of course, alters the halance of trade
but not necessarily the level (given a constant velume of
production) while the latter two necessarily decrease intercr—
territorial trade at a given level of output.

* At times duty surcharges - largely by Kcnya for
territorial market protection - have been allowed.
These, in effect, represented a special Kenyan but not
East African protected market and were thus frasmentary
in impact. Revenue surcharges, however, would be
possible without any market fragmentation especially on
goods not produced in East Africa.

*¥ As the previous note suggests it is by no means evident
that a common external (revenue) tariff on products
wholly imported into a common market is a logical or
economic necessity. It is, of course, a requirement for
G A T T approvall

*¥% Under free market and free selection of location
conditions, the common rates fairly certainly have
tended to polarize activity. To decentralize production
and reduce the Nairobi - centric preferences of
expatriate personnel within a basically free market
mechanism lower company and income tax rates should
have applied in Uganda and - a fortiori - Tanganyika.

*¥%%¥ For a nore general view of the settler influence on
Kenyan economic policy of which economic union policy
forms a significant but secondary part see E. Brett
"Economic Policy in Kcnya Colony: a Study in the
Politics of Resource Allocation", ELISR, Confercnce
Papers, Kampala, 1965.
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Tourisn was partially a joint sector but the East African
Tcurist Travel hssociation was limited to joint external promo-
tion and did not undertake either coordination of territorial
facility development or the creation of inducements to visit
more than one territory. As a result, what unification existed
ended in 1963 with Usenda's withdrawl on the grounds that she
received 9-10% of the tourists but paid 25% of promotion costs.*
In practicey Eest African Airways has kept a minimal joint
tourist promotion service in being.

The future pattern of unified economic sectors will be
shaped both by the minimum degree of joint economic action
needed to achieve any of the gains cited earlier and by the
willingness of East African states to unify greater or lesser
portions of their economic severeigntly. The latter factor
depends not merely on the gains they expect to accrue from
such action but on the limits on desired eccnomic policies
they see as ensuing and on the overall climate of political
relationships in Eesst Africa.

Clearly if gains from new lines of productive activity
arec to be secured there nust be - at the least - a desianated
product common market *¥% for those products and their raw and
intermediate inputs. Further some degree of coordination
(though not joint operation) of transport and communication
is necessary to meke trade physically practicatle and
economically viable.*** Similarly, coordinated monetary,
fiscal, and exchange policies (but neither a common currency,

a common central bank, nor identical taxes) are needed to
meintain a common external protective tariff, to avoid monetary
and clearing hindrances to trade, to prevent radically different
overall price level movements, to limit factor and goods flows
based on tax avoidance incentives, and to prevent one country
serving as a channel for capital flight or other exchanse
control evasion by residcnts of another.

In the case of Ecst Africa, certain additional areas of
joint action are, if not necessary, highly desireable. Given
the net gains from the joint services most - if not all - should
ra2main in the unified portion of the East African economy.

There is a strong likelihood of unequal gains from large scale
industry. Further there are both locational and specializaticn
advantages for industries which could, in principle, operate on
a hational market basis which are likely to be even morc
unequally distributed territorially.

* As the tourist revenue in question was £80,000 and the
promotion contribution £6,000 while the minimum for
effective UK tourist advertising appears to be £20,000,
it is not clear the Urandan decision was sound.
Absolutely it may well have tecn a ccstlv error.

*¥%¥ The concept was originally advanced by Prebisch in
relation to Latin American Integration. It has becn
developed in East African context by J. Ilett in
"Designated Product Common Markets", East 4frican
Economics Review, December 1962.

*%% These economic union in' production and trade facilitating
roles do not, of course, constitute the bulk of EARRH
operations. EARRH is bascially an external export -
import trade facilitating service and, indeed, provides
distinctly patchy facilities for East African commerce,
especially between Uganda and Tanzania.
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. _In part these gains can be divided "more equitably" (on a
pollﬁlcally.more acceptable" basis?) by a joint location
plapnlng_pollcy. However, in addition, there is a case for
adding more sectors in which net gains to East Africa are
likely and in which substantial gains will be seen to accrue
to Tanzania and Uganda. Two examples are coordinated tourism
devglgpment = 1lncluding joint East African tour package and
fa0111ty planning - and selected agricultural specialization
(ﬂa designated product union azricultural sector). Two obvious
aavanﬁages of broadening union economic sectors in this way are
that it allows greater attention to economic efficiency in the
location of any particular productive unit and also the "evening"

of territorial gains by increasing the total rather than
redistributing it.*

It is not essential that each state gain on each individual
union economic activity, nor that interterritorial trade be
bilaterally balanced, nor that state overall gains be precisily
equal. It is essential that cach state gain significantly on
the sum of union economic activity, that the productive location
and structure imbalance of which trade imbalance is a sympton
be reduced, and that there be an agreed division of gains nuch
closer to equality than the present pattern.

_ The how of East African ceconomic union has becn larzely
laissez faire, albeit in the case of the services, public neo-
laissez faire. This particular structure has created two
problems: the visible and impressive EALCSO - Currency Board
mechanisms have created an illusory sense of ovecrall cecconomic
control while the laissez faire basis of the union has become
increasingly inconsistent with the growing comnmitment to planning
in each of the territories.*¥

The Common Market — prier to the Kampala Agreement — had no
institutional structure and still has no statute base (the drafs
treaties prepared following the Mbale continuation of the Hampala
talks have not been seriously considered to date). Admitedly tie
CIA can discuss the common market but it cannot legislate about
it and if the East African Luthority were to act on 1t they would
do so - as at Kampala and Mbale — as hcads of state not within
any ongoing institutional framework. .

* For a somewhat similar analysis of necessary and desireable
additional areas of union economic activity of Hazlewood
op cit.

*% The inconsistency is least in the case of Kenya for two
reasons. First Kenyan industrial development policy 1s
larszely an inducive one aimed at maximizing private action
and a laissez faire common market coupled to Naircobi's
historic (and pertly artificial) advantages is an induccnent
to Kenyan industrial devclopment. Second, planning on the
basis of Kenyan industrial leadership is possible within
a laissez fTaire union framework because thc centralizing
tendencies allow fairly accurate predictions of additicncl
demand for Kenyan manufactures resulting from Ugandan and
TPanzanian development so lons as these states do not hinder
the laissez faire dynamic equilibrium pattern (as'of course
Tanzania has by its quotas.and bans on Kenyan and,
peripherally, Uganda manufactures).
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At least in principle two exceptions exist — quotas and
industrial licensing. In practice the guota committee set up
to approve propsed restrictions allowed by the Kampala
Agreement has not been pariticularly functicnal. None of the
three sets of Tanzanis restrictions (nor for that matter the
very recent Uganda ones) actually wcnt through the agreed
process before imposition.¥ The industrial licensing - as
noted above — has been passive not active as originally proposed -
in 1945. As a result it has not signifigantly affected location.
Further, for over a decadc before 1964 no new industries were
schedeled because each proposed one was blocked by one of the
stgtes not having the initiel plant (ecach of the three states
appears to have vetoed one or more proposals). Recently the
licensing btoard has been somewhat mcre active and, at least in
textiles, may have approved - encouraged an additional. capacity
programme weighted toward Tanzanian and Ugandan industrial expa-
nsion.

One result of the laissez fairc naturc of the common market
has bteen that all "amendments" to date have bheen either passive,
e.g. licensing, or restriective. e.g, agricultural barriers,
cigarette plant move, Kampala quotus end production switching
with the single exception of the 1964-5 industry allocations.
Without a mechanism for operating a planncd common market, this
trend to death by attrition is almost inevitabtle as planning
becomes morc important and market force obstacles more apparant.

The late Currency Board was -- until 1955 - a pure laissez
fairec body. It functioned adequately given colonial economic
policy and British branch bvanlz willingness to finance expatriate
economic activity expansion. With the waning of at least the
first and the lessening relevance of thec second after the mid -
1850's, the Currency Board hegan to change toward a central bank
with fiduciary and bank rate powers.** The basic problems was
not that the Board could rnot he corveorted into a central bank,
but that the original linking of Central Bank and Political
Union created an atmospher=s in which subsequent disagreements
on degree of territorial vs central control over monetary policy,
size and definition of fiduciary issue, and exchange control
could not be resolved except by creating three separate banks.

* This is not %o judge whether the restrictions were as
envisaged in the Agreement or not. At least the bulk
of the Tanzanian ones appear to Lo appropriate in
principle but more sudden in incidence (and thus likely
to lead to non-East African imports until Tanzanian
capacity expands) than postulatzd. Purther after the
spring of 1965, the new Tanzania quotas have been
linked to Kenya's non-passage of legislation on the
scheduling of ‘thce Kampala - Mbale allocated industriess
at least the fall 1965 restrictions apparantly would have
been witheld had such legislation been passed. Discussion
of "responsibility" for the cumulating breakdown here is
pointless - neither state wished it but both acted and
reacted in ways contributing to it.

*¥ Cf. W. Newlyn and A. Rowan, Money and Banking in British
Colonial Africa Oxford. 1954; Mc. William; "Is There a case
for an East African Central Bank", EAER, January 1959:
Hazlewood, op cit;Section V.3 Newlyn, "The Significance
of Separate Monetary lystems In East Africa", this wvolune.

-l

**¥¥ (Cf. Currency Board Reports 1963, 1964, 1965; Paul Clark,

"The Role of an East African Cimtral Bank in Accelerating
Development", EDRP 46, .L564; R Blumenthal, The Present
Monetary System and its Future, Government Printer,
Dar—es~Salaam, 1963; W. Newlyn; "HMonetary Systems and
Integration", EAER, cure 196/3 Hagiewood. op cit, V and
VIII. ’ —_—
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No state wanted complete dlsintegration and each sousht to
avoid it, but each Lelieved its own positions on degree of
decentralisation. exchanse control, and fiduciary issue to
be incompatilble witih those of at least one other state.*

EACSO and the self -conbained services do, indeed, have
massive structures but almost wholly of administrative and
autonomous bSusiness enterprise management natures. For the
services this may well he appropriate and for EACSO's actual
operations it is not necsssarily inapprcepriste, ** but the
result is that an impression of uvnion economic organization’
results which does not corrcspond to reality.

EACSO has bhad an economic research and advisory unit for
little over five vears and even today it is far from adequate
for presenting a detailed analysis of union economic problems,
realities, prospeccts, and opportunities. Indeed. it is not
really secen in that licht but as a special study service body
to the inter-territorial ministerial committees somewhat
vaguely and. peripherally linked to EACSO. The EACSO statistical
department is less hompered by lack of staff bLut has no powers
to secure adeguate data - even from the sclicontained services -
to provide a base for economic analysis of union, let alone the
authority to seek to develop a definitive balance sheet of East
African and territorial gains and losses from union economic
activity as a whcle,

The CLA - despite its apparant powers - was created almost
solely as a device fov wvoiding the difficulties inherent in
enacting identiq. . 1legiclation in three parliaments,*¥*

It was and is intended to formalize agreed inter—state decisions
not to initiate nor substartially to revise legislation. While

it has served a certain role as a "talk chop" for East African
economic union Zts nel legislative contribution is at best low and
concentrated in the Field of tax legislation marginal modifica-
tions ®** The facade of dcbete hides the absence of constructive
substance and the tecanical posscessicn of legislative authority
the absence of any real terwitorial delegation of power to their
CLA members.

* This judgement is based partly on press and Currency Board
Report statements of position and partly on 1964 and 1965
interviews. It is not clear that the disagreements were
as basic av suppeseds; the uctual Tanzania Central Bank
foreign reserve requiremernts and fiduciary issue limitations,
for example, show how far from the truth it is to view
Tanzania as a proponert of "development by printing press.”
What was (and is) basic was the belief that basic
divergences existed and that in a unified Central Bank
one could not alwayrs protect ones own national interests.

**% In fact rather too much authority has been delegated to
apoliticel administrators with very vague "politico-
economice goal frameworks., Cf. Hazlewood, cp_cit, and
"The Coordination of Transport Policy" in Leys and
Robson, cp cit. This is; of course, gquite in keeping wiﬁh
the overall laissez faire pattern of East African economic
union.

**¥% (Of, Hazlewood -~p cits also discussion with one of legal
experts involved in 1961 creation of EACSO and associated
CLA revimsions.

*¥¥%%  (Conceivably it is negative, vide the recent amendments to
the proposed 1665 Income Taz Bill passed over unanlmous
ministerial opvoeition, which wiil weaken the act so far
as addition=1l funl roising is coacerned.
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Real agreement making power lies in the inter—territoria
ministerial committees and the EA Authority. Composed of busy
men, meeting rarely and briefly, and with inadequate East African
advisory staffs, these do not constitute an East African Forum
or even a channel for developing agreed union policies hut only
for at best compromising pre-formed nation positions or - at
worst - sharp clashes preventing agrecement.

To liken the EACSO_CLA Ministerial Committee to EEC's
Authority - Assembly - Delezates Council is dangerously
nisleading. The Europiean Authority has the . very real power o
nske proposals based on compuhity joint interests and
- equally critical - the technical and economic starf to
formulate them convincingly and operationsllys The notional
delegations have nct simply pre-set pesitions but real leeway to
negotiate and to reach decisions which - except in very unusual
circumstances — will be ratified by their governments. Further
the entire frame of operation is basically and increasingly tha
of a semi-planned, not a laissez fairc, economic union.*

If East African eeonomic Union is to be maintained - let
alone expanded - a ncw outlook and an appropriate institutional
structure will be needed. The outlook hinges in the acceptance
of a simple, but apperantly stiXl imperfectly perceivcd,**
premises Any economic union must be based on an economic
rhilosophy - policy structure consonant with that of its member
states, LA laissez faire customs unicn is appropriate only if
the member states pursue (allow?) leissez faire internal
policies.

The economic union appropriate to national economic planning
focused on development is a planned economic union (including
planned general levels and makeup of trade and of location for
union market production) centered on union economic devalopmert
and its equitable (acceptable) distribution.

An institutional pattern appropriate to this outlook could
includes

1) Coordination of national East African policy in cach

sbhate under e Minister for East African Affairs with
a staff to supsrcede the partial, uncoordinated
(nationally), and part-time scattering of such
affairs. Related to this could be an Assistant
Secretary for East African issues in each relevant
ministrys

2.) Revision of the Central Lesislative issembly to
make it a genuine forum for decision making.
National delegations - headed by the East African
Affairs Ministers and composced cf persons whose
primary responsibilities were for East African
(and presumably, at present, East African economic)
affairs should be informed in detail on naticnal
soals and positions and given significant lecway
to bargain and to reach agreed decisions without
referral of all substantive issues back to their
capitals.

¥ Cf. e.g. U. Kitzinger "Regional And Functional

Integration", International Seminar of Economic

Co—~Overation In Africa, Nairobi, December 1965.
*¥ Cf. e.g. the discussion of planning as a disintegrative
force in A. Mazrui, "Political Commitment and Economic
Integration", Nairobi Seminar. The logic of the
position is sound only if the Union is laissez fairec.
Admitedly plan coordination is harder — by its nature —
than laissez faire coordination btut it is also potentia
lly more rewarding.
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A strengthened East African research and advisory
staff could both service the CLA and submit studies
directly to the governments via the Ministers of
State, The revised CL4 would substitute a mcre
spceialized, informed, and union oriented body for
the prcsent ministerial committeess

3.) Planning and policy coordination committces, a union
markct production location body, and all joint
services would be responsible to the CLA. DBasic
frameworks for their decisions - especially an
production location*- would be set by the CLA and
their specific decisions reviewed and anproved
(or amended) by it

4.) The East African research and advisory staff %o
service the CLA and the committees would be
responsible for analysis and proposals conccraing
the union economy and its policics with particuler
reference to accelerating development. It woull have
the authority (and rescurces) to undertake on ongoing
overall programme and to initiate specific studies
as well as to carry out specific CLA or committce
requests.

The where of East African economic unicn sains has protably
changed over time. On the whole it is hard to locate any
substantial gains either net or redistributive in the pre-icrld
War II period. Common market trade flows were low. Xenya had
a steady surplus and industrial leadership but at this stage
the smallness of the market and the concentration of purchasinn
power in the Nairobi - Highlands area would probably have
prevented national protective policies in Ugonda or Tanganyiko
from working. Kenya then probably had a modest net gain in
irdustrial output and resultant multiplier effects and Usends -
Tanganyika little or no net loss on this account. However,
Uganda and Tanzania can hardly have gained substantially froem
added exports to Kenya and lost some tariff revenue throush
substitution of Kenya goods. Uganda and Kenya both gained by
the joint operation of their railrcad systewm.

From 1945 through 1955 Uganda improved her position and
probably became the key gainer. Here sugar and cigarette
exports were critical. Kenya continued to gain from her
industrial sector's serving East African markets but at least
vis a vis Uganda there was a balanced (cr Uganda biased)
division of union market operations. A4ll three states
benefitted from the joint services — at least cn direct coffecctsy
The Kenyan concentration of expenditure and related lncome
effects may have concelled most of the gain for Uganda but not
for Tanzania which received de facto transfers covering deficits
in rail, post and telegraph, and - later -air services.

Whether a Tenzanian industical protection policy could
successfully have been instituted at this stage is doubtful.

Net gains to East Africa were — for the first time - sicnificant
but probably below 1% of combined territorial products.

¥ See the final section below for elatoraticn
of this point.
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After 1955 the size of Kenya's share in net gains rose
steadily at least until mid - 1965. Direct service coverage
de r0cto territorial deficits benefitted Tanzania (and

peripherably Uganda) but the expenditure concentration and
income effects from the services redistributed income to Kenya.

Net gains on joint as opposed to national service operations
(ELJS0 and self-contained) were probably substantial and,

of course, were net for East Africa unlike the deficit and
redistributive income effects.

Since 1955 the Common market has been of significant value
to Kenya and to Uganda. After 1960 it came to be of some
signifigance for Tanzania. The basic question is how much
of the Kenyan based East African industry could have been
relocated in Uganda or Tanganyika under national protective
policies and at what cost. As Professor Newlyn has pointed
out,* industrial census data show very few industries dependent
on regional markets. Typically the average plant sige is
below the consumption of any cne East African State. Thus in
the cases in which interterritorial exports are significant
it would appear feasible to have located one or more plants
in the importing territories without any significant lcss of
scale economies. Given the multiplier effect of the incomes
generated in the industrial sector and the low Kenyan merginal
propensity to import from Uganda and Tanganyika, a cagse exists
for believing Kenya made quite significant, Uganda real but
small, and Tanganyika negative gains from the Common Market.**

Overall, East Africa benefitted to some extent from
economics of location and of scale in production. However,
even in 1964 tentative calculations suggest only a l.4%0 net
addition to East African regional real product. This level
raises the issue - considered in the concluding section - of
whether the potential net proceeds of econcmic union are large
enough to justify major effort to maintain it.

* See W. Newlyn "Gains and Losses" cp cit.

*% This argument is based on the assumption that
protected national production — not substitution of
extra regional import sources — was the alternative
to the East African Common Market, In this case,
value added and multiplier effects of "shiftable"
trade measure transferred gains and losses between
states while scale and location efficiency savings
result in net regional gains.

If one assumes - as Tanganyika and Uganda did, at
least in part, prior to 1961 ~ that extra regional
import sources would be substituted rather than
territorial protection, the importing state's transfer
loss approximates the external duty which would have
been collected if regional imports had come from
abroad. The "transfer" gain calculation remains the
same but may now be greater or less than the transfer
loss. The conclusion of clear net Kenyan and East
African gains, marginal Ugandan gains and clear
Tanzanian losses remain true under this alternative
assunption.
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Kenya appears to have gained perhaps 3-4% of GIP by the
overal} effects of economic union and Uganda about 1% while
Tanzania may have lost 1% *. However, taXin~ solely public
revenue and expenditure gains all three states bencfitted.
The Kenyan dominance was in private production and income
effects not cost savings or tax revenues.

?he provious analysis indicates the answer to the last
quest;on: when? East African Economic Union history and effects
fall into four major periods: 1917-1939; 1948-1055; 1955-1961;
1962—65. The first period was one in which the economic effects
were_dlstlnctly limited. 1948 marks the beginnine c¢f joint
services (followinz the 1945 proposals):; 1955 marks the shift
from qundan - Kenyan balance (or Ugandan leadership) in
pro@uctlon for East African united markets to growing Kenyan
dominance. ) '

1961 is not significant for the creation of EACSO - which
was a technical and derivative change - nor the Raisman Report
which notably failed to lead to a reversal of the growing i
imbalance in division of gains. It did mark the advent of
East African national states with active, territcrially oriented
deyelopment policies inevitably inherently in cconflict with the
lglssez_faire basis  of existing East African Union. The pattern
of growing tensions, recurrent attempts to rcach soluticns, and
narrowing of union by erosion (e.g. tourism), major subtracticn
(e.g. currency), and growing attrition (e.s. cuovas) has
continued to date.

ITT

The price of econcmic union is partly eccncmic and partly
political. In both cases, the less is partly in terms of
iimitations on freedom of choice and partly in specific
transfers of economic benefits or power. Few of these are
precisely calculable and none can even be approximated
usefully without some idea of the alternatives to eccnomic
union posited and the range of sericusly considered policy
choices for closed by economic union.

* The gains are discussed in more detail in the
concluding section. While the calculations are
rough the overall orders of magnitude sugaested
are of intercest as only very different assumpticns
about either economics of scale, degrce of industry
shiftability, or multiplier effects cculd alter
them radically. The detailed sectoral calculations
and the assumptions underlying them are presented
in Appendix 3B.

Tanzania's loss appears fairly certain on a static
basis. Given the very low spill over effcct of

Kenyan demand to Tanzsnia, the dynamic effect of
earlier East African (Kenyan) industrial

establishment can hardly have offset this.

However the extent of the lcss may be overestimated if
one believes industrial census categories result in
overstating the number of shiftable industries.
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For purposes of this assesment it will be assumed:

1.) that the alternative to East African imports of
"shiftable"#* industry products is protected nationa
productions

that each state prowoses to persue semi-comprehensive
development planning with a substantial public and a
substantial private sector role;

3.) that no state intends to pursue "development by inflation"
as a - goal and that all regard relatively stable or, at
most, slowly rising, price levels as a significant goal.

At least six areas need some attention: political
sovereignty, economic severeignty, econonic coordinatiocn,
economic disclosure, current national product maximization,
growth of national product meximization. In each case the
attempt should be to compare results with East African economic
union to those plausibly attainable without it, recogniszing the
limitations of East ifrican national action quite apart from
(and very much more important than) eccnomic union.

Political soverignty in the abstract sensc of nationhood
is not substantially cffectcd by economic union. In the sense
that” economic means vital to socio - political ends are limitel
by union, this issue becomes one of eccnomic scversignty.

On the other hand, certain real political limitations
(costs) do exist. Radically divergnt socio - political systems
e.g. neo-laissez faire capitalism znd even fairly revisionist
Marxian socialism are probably inccmpatible with effective
economic union on any broad frent. However, the divergence of
East African political systems does not appear to Te of this
order of magnitude nor likely tc become so in the near future.

Internally, real problems may arise in explaining
(justifying) decisicns agrced to in 2 joint body when the
individual decision does not benefit the country in question.
The temptation is to shift criticism by blaming ones partners
or economic union per se. Should this line of justification
be ‘taken, vide the Uganda government's reaction tc 1962 tariff
and excise decisions,*¥ the entire union structure tends to be
endangered. As a result certain limits on the handling of
critisism directed to joint decisions are imposed and these may
have fairly high short term political ccsts.***

* A "shiftable"™ industry is dcfined as one:
a) in which typical Bast African plant size is bclow
national demand; and
b) for which production is physically feasible 2nd cconomi-
cally vieble given a protective tariff not more than
25%, or the present East African duty plus 10: ad valorum
whichever is hizher.

The latter point is hirhly arbitrary but some assumption

on protection levels is vital to define shiftsbility

and the ones made would still be relatively low vis

a vis typical protective duty level in South Asia,

Latin America, or West Africa taken as a neasurc of

additional cost acceptable to secure naticnal production.
**¥ Cf. J. Nye, "Extent and Viability of East Lifrican

Co-operation, cp cit, pp. 53-54.

*¥¥% This is particularly critical tcday in Uganda with
a multi-party system and substantial disagrecments
within the govermment party. Defending an unpopular
East Lfrican economic agreement could conceivably
cost an election either in the country cr within the party
and most certainly could result in the "responsible"
minister being jettisoned. Fcr any individual minister
a parallel risk pertains in Kenya and possibly Tanzania.
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More bgsic challenges to union stem from the belief that
economic union is inseparable from full surrender of political
sozerelgpnty, e.g8. in re overall foreign policy militgry and
defense issues,* party systems, election patterns, press and
1nformgt10n control (or its absence). This — as EEC demonst-
rate§ is not necessarily true at least in the short and medium
run. ¥ W@at is necessary - and can be confused with volitical
union — is the necessity for a2 joint economic decision making

machinery whose actions will hs imi it]
! 1 y ave real,but limited oli ‘
implicationg,*%* ’ e P veal

East Aﬁrican economic soverignty is limited jointly and
even more limited nationally. It is not at all implausible
to argue that - defined as effective control over the nature
and.pace of economic decisions affecting their economies —
natlongl econcmic sovereignty can be effectively greater within
economic union. However, at present, the costs are more in
evidence or at least more immediately perceived by East 4frican
governments, particularly that of Tanzania with its less
developed economy, more ambiticns and state centred development
plan, and unsatisfactory postion vis a visa econcmic union geins.

Economic union imposes limitations on:

1.) Overall economic strategy in re¢ programmes of
industrial and agricultural development, public -
private sector relaticnships and roles, redist-
rivutive effects of fiscal policy, and — probably -
overall growth rate targets;

2.) Fiscal and monetary policy both as it affects
specific commodity prices and overall rates of
price changeg****

% Indeed one common market (Central America) continued
to function more or less normally throuzihout a pericd
of de facto war between two of its members, admitelly
a rather extreme case. In East Africa, Kenyan and
Tanzahian relations with Somalia are distinctly
different without apparant strains on economic unicn
resulting.

*% The present EEC protlems do arise from a conflict of
French nationalism with supranational cecccnomic
proposal making (the European Commission) and
decision adopticn (the gualificd removal of national
veto power). However, the conflict is on the economic,
more than the general political sovereighnty issue
and — vide the presidential electicn campaign and
results — is hot a hecessity based on French pubtlic
opinion but a largely personal choice by President
de Gzulle which, on balance, reduces his intcrnal
political strenath.

*%% Some of the East African discussion on Federation
and on economic union suzgest such a confusicn.
however, for the separaticn to be valid one must
assume that distributive centrols to sccure apprecia-
ble (politically acteptable) benefits to all partici-
pants are possible within the limited framework cf
economic — without political — union. At present, all
three East African governments accept this assumption
at least as an initial starting point although serilous
doubts as to its validity exist in Tanzania and
possibly in Uganda.

*%%% The specifically cconcmic union limit can casily be
overstated. Given the porous frontiers, radically
different tax and price policies would cause serlous
illicit trade problecms under any circumstances — as
the{ already do for agricultural commodltics
excluded from the Common Market e.g, maize.
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3.) International economic policy especially in re
bilateral agreements and counterpart aid based on
the sale of granted or loan commodities and
financing of public programmes with the proceeds.*

These limitations are real but how signifigant they are in
East Africa today may be questioned for two reasons. First the
cost imposed by Union is rarely identity of policy but only
parallelism and avoidance of major discrepancies. This can
allow condiderable leeway on such issues as statc role in
industry, trade agreement usc, nature of taxation and specific
tax levels, cverall growth rate goals, and income distribtution
objectives. Second East African economic policy choices — partly
because of external constraints - are not radically divergent
and arc least similar precisely in the areas cited in which fairly
consideratle divergences can be compatikle with planncd econcmic
union.

On the plus (proceceds or necative ccsts) side, to the extent
that economic union augments the rangce of viable productive
possibilities and/or external bergaining power avzilable 10
East Africa, each state's effective cconomic sovercignty is
increased. Two recent ECA reports ** suggest that very substa-
ntial gains may be found alcng the first course while a proposal
by Dudley Seers appears relevant in regard to one porticn of the
second, ¥**

Economic coordination and disclesure costs arc real but
more matters of personnel and time and of specific vproccdural
changes than of overall conflicts of intercst. Personncl and
time are, in fact, one of the constraints on how broadly based
ah economic union in Bast Africa can be in the ncar futurc.
The formulation of consistent, detailed naticnal plans is still
barely within national capacitics; their total reaional coordine-—
tion remains beyond them. However only certain key cconomic
decisions nced to bHe cocrdinated i.e. large scale incdusty, majcr
agricultural programmes, trunk eommunicaticns, broad monetary and
fiscal policy. Given the will, the manpower for such sction
either exists or could be recruited by the states for a central
union research — advisory body while the time loss in cocrdinaticn
need not be excessive givcn the detailed discussions ne
internally in any event.

Coordination - by its nature - limits certain decisions.
However, to the extent these concern producticn for the union
market, ending the union would narrow not widen the choiccs
available. E.g. if the East African eccnomic unicn can swypport
one cffecient nitrogenocus fertilizer factory, cne intesratcd
iron and steel industry, and one agricultural machincry plant,
union plan coordination will probably mean that each state can
develop only one.

¥ Again the limits are often ovcerstressed. So long as the
common external tariff is applied and commercial nrices
set (which most trade agreements including those of
socialist states do) protection is not per se weakencd.
A problem does arise if credit tcerms are such as to couse
substitution of such imports for comiion market prcducticn
e.g. PL 4380 grain in Kenya for Ugandan or Tanzanian.

*¥ Report of the East and Central African Industrial
Coordination Mission, B/CN.14/247, 16533 Industrisl
Coordinaticn In East Africas A Quantitativce Apnroach
To First approximations,BE/CN. L4/1NE/102, 1S<5.

*¥¥ "Big Companies and Small Countrics
s A Practical Proposal" Kykleos, No.4. 1963,
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However, if union dissolves each state can chcose ncne not three
because of their non-viability on a national market besis.

To the extent "shiftable" productive units are conceérned, an
equitable distribution of gains should imply that choices of
domestic production foreclosed, e.g. of Kenyan sugar, by
coordination are balanced by choices of union exports, e.g.

of Kenyan clothing and tinned foods, opened by parallcl
limitations of choice on other parties.*

Income level and growth maximization costs can te treated
a) in the absence of and b) with effective mechanisas for
allocating producticn to allow equitable distribution of overall
net union gains. At present, the first situation pertainsg
attempts e.g. Raisman, Kampala, to rectify imbalances are
marginal or attritionary, not effectively redistributive.

To the extent that economic union relocates production
in a way resulting in the total direct output and income
effects (including additional demand generated by the gaining
state's higher income) in one state being nesative that state
looses by economic union. To the extent that the real ccsts of
causing "shiftable" production tc retura to the loser state are
less than its present loss, the state will make a short run zain
by leaving the economic unicn and following tariff - tax policy
(or a state investment - import quota policy) resulting in the
shift. Tanzania believes herself to be in this position, a2lmost
certainly correctly.

These losses are not readily cvaluateble from overall trade
returns. In the first place, additionel raw material output
demand plus industrial value added represent the initial gain
to the exporter not gross export proceeds. Second multiplier

ffects (probably about 2 for industry and agriculture and

1.5 — 2 for services) increase the initial adjusted value
added gains through demand generated for other products of the
producing territory. Third these gains/losses will be partially
offset/a portion of the resultant national product is spent on
products of the territory away from which union has initially
shifted certain productive units.

On a dynamic basis the territories away from which the most
rgpidly growing sectors of production have becn shifted by union
will find that with a given effort their naticnal product will
grow less rapidly than that of the territory gaining from the
shift. As a result initial divergences will tcnd to become
cumulative and apparant static geins may mask real dynomic
losses through low growth rates.

Taking the present East African structures of preduction,
positing a 6.5% overall growth rate for resional output, and
applying plansible rates of growth in demand sector by sector
suzgests the growth rate cost of laissez faire economic union
in Bast Lfrica may have become ocnsiderable for both Tenzania
and Uganda. The territorial results consistent with Kenyan
maintenance of its prescnt share of East african industrial
production and equal development effort by each state arc Kenya
6.9%, Bast Africa 6.5%, Tanzania 6.35%, Ugenda 6.1l%.**% A4s
industry became a larger share of total output in the region,
the divergence would increase. This effect is unlikely to have
been significant before 1960 becausc of the low share of
non-processing manufacturing in any East Afrisan statc.

¥ In this case Kenya's limit is Uganda's new
opportunity and vica versa.

** See Appendix B - Section V for a more detailed
presentation.
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With a production location mechanism designed to
prevent radically unequal distribution of gains these ccsts
are avoided.* "Losses" on imports are balanced by "zeins" on
exports (or on other sectors e.g. services, tourism) and the
net advantages of additional viable production, scale, and
locaticn remain to accrue in some roughly agreed proportion
to all participants. It should be emphasized that unless such
net advantages are substantial no form of common market can be
of significant velue to one member except at the expense of the
others.

In tiais case, the true costs of union in rcgard to income
levels and growth collapse back to those of coordination. .
Certain particular opportunities are forgone, but are halanced
by others gained. To attempt to "secure" the forgone
oppcrtunities will destroy the balance in gains distribution
and, in the end, break up the economic union.**

IV

The most appealing aspect of any policy, programme, Or
institution is that of its proceeds. Discussion of gains
from Fast African cconomic union has followed two conflicting
— but equally analytically unsatisfatory - paths. On the cne
hand there has been a tendency to disicuss overall gains in
glowing terms leading to the impression they are rather larger
than calculations suggest to be the case. On the other detailed
discussions — partly because these have tended to be within the
context of debate on equity of shares and partly bzcausc not
cificiency, scale, location gains are difficult to quantity
even approximately — have concentrated on transfer gains and
lesses (e.g. subsidies to Tanganian services), producticn and
trade effects of "shiftable" industry locaticn, which nct 1o
zero for East Africa as a whole. Further the discussicn both
tends to avoid serious examination of production locatich and
pattern influences on territorial growth rates.

* In the long run this is true even for the "geining"
state ec.g. Kenya. Heavily unegual distributicn of
gains will ceventually (if not much sooner) lcad o
breakup. At this point the "gainer's" regional
markct oriented industrial capacity will face =a
crisis. Cetain Kenyan firms appear tc have been
confronted with precisely this situation as a recsult
cf Tanzanian guotas anu some cenkrupties and falls
in profits have been direcctly atitributed to loss of
free access to regional markets.

*% This is the danger inherent in such actions as
Kenya's apparant signing of an agreement to build
an Bast African market nitrozencus fertilizer plant
when the industry was allocated to Uganda at Kampala
(and is apparantly in the new Uganda Plan) and to import
substitute for Uganda sugsr. Unless specific new
opportunities are provided for Uganda, her gains fronm
the Common Market - expected re fertilizer, actual re
sugar — will be substantially reducecd and her national
interest in remeining in it weakened. Further, the
unilateral nature of the Kenyan dccisions (as with the
Tanzanian quotas) raises doubts — whether justificd
or not — as to her willingness to weisght joint interest
seriously cnough to make continucd econcmic union
viable.
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A definitive balance sheet cennct be drawn up on the basis
of presently available (at least publicly available) aata
either for East Africa as a whole or for the individual
territories. Drawing up such an accounting should be given
Migh priority by the present East Lfrican Commission because
without it rational discussion of how gains are divided — or
even of what their tctal is — much less of how they misht be
more equitably distributed are extremely imprecise and subject
to honest national differences of opinion which tend to deterio-
rate into veiled distrust or even cpen recriminaticns.

Existing net gains from the economic union appear to be on
the order of £10.4 million a year, i.e. 1.4% of East 4frican
product. Somewhat over half of this can be attributed to lower
costs of joint services and the inccme — profit effects of the
airline (which could not exist as three separate bedies).
Another third derives from the common market in industrial
goods and an eighth from that in semi-prccessed and prcocessed
agricultural commodities. Both in industry and prccessed
agriculture the scale effect appears much less critical than
than the location effect. The only national industries clearly
dependent on East African markets for their viability (as oppsed
to specific plents in multiplant industries with inter—territo-—
rial trade larger than any one plant's output) are blankets,
aluminium products, and plastic shoes in Tanzania.

In all other national industries the typicel plant size
is below the consumption of each territorial market so that
net gains - if any - result from internal and extcrnal
economies of location. These industries are "shiftable,
possibly — if the advantages of Nairobi are either overcstimated
cr man made and resulting from industrial concentration itself -
at relatively low costs. "Shiftability" means that thc value
added and domestic raw material content in imports of such goods
plus the income effect associated with their production is
a loss to the importing territcry, and a gain to the exporting
as opposed to a situation of territorial protecticn. In the
latter case, however, bcth would lose the net gains from locaticn
and/or scale.

This analysis shows that "trade balancing" has a certain
relevance: if trade is approximately equal "shiftable" gains
and losses may more or lesse concel out for each territcry and
net gains remain. However, it also shows that for there to te
net gains one must seek trade balance bty raising exports from
deficit territories not by lowering those of surplus ones which
tends to erode net gains to the vanishing pointe.

The "shiftability" of Kenya's industry and cf Uganda's
processed agricultural production (with rather different
domestic base or brice gain components) provides a basis
for the conclusion that Uganda as well as Kenya draws a
net gain from the Common Market but that Tanzanisa has a
very large loss on the industrial side and a cancelling of
gains and losses on the agricultural.*

The actual figuree computed dc not appear of the
same imprtance as the sign and direction, thus
their relegation to Lppendix B. D.G.R. Belshaw,
"Agricultural Production and Trade" op cit,
calculates the agricultural sector gains as
rather more favourable to Kenya and less so to
Uganda than does the auther. The overall
"palance" would however noct be changed, Ugania
would remain a net sainer on preocessed agricultural
trade and from East African EZconomic Union as

a whole.
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The services account shows—substantial net zains, somewhat®
lesser "transfers" to meet what otherwise would bte territorial
losses, and income effect "transfers" resulting from controli-
zation of expenditure intermediste in value. All three states
gain on the first head, Tanzania on the second (at the expense
of Kenya and Uganda), and Kenya on the third (at the expense of
Tanzania and Uganda). Kenya therefore — perhaps suprisingly -
gains most by the joint services (self contained and EACSO)
Tanzania gains apprecially (but probably less than a third
as much), and Uganda mocre or less breaks even.

Raisman formula direct transfers * benefit Uganda by
about £.3 million and Tanzania by about £.5 million. Counting
related income effects the total Raisman gains to Uganda are
£.5 million and to Tanzania £.9 million. These are transfer
gains at the expense of Kenya.

Total Kenyan Fast African economic union gains approximate
£10.0 million (97% of the Regional net total), Uganda gains £2.6
million (25%), and Tanzanian losses £2.3 million ,-22%)

However, because almost all of thc net gains on services

(£5.8 million) as well as the direct Raisman formula transfers
(£.8 million) are on government account either as cost
reductions or revenue increases, each state gains approximately
£2.1 million on government account.** The dominant role of
income effects (only 20% of which can e assumed to end as
public revenue) via centralization of service expenditure and
"shiftahle" industry location results in an &£7.9 million Kenyan
gain, a £.4 million gain for Uganda, and a £4.4 million loss
for Tanzania in the private sector. Overall net government
public sector gains are prohatly ahout £6.4 million and private
£4.0, depending on assumed multiplier and marginal tax incidence
assumptions.

The status quo is not viahle for three reasons:

a) The distribution of net gains is not politically
acceptable;

) The growth rate effect outlined in the previous
section makes the static imbalance even less acceptablej***

o

c) The net gain is not large enough to justify the amount
of political and civil service time, energy, policy, and
focus placed on it. No redistribution of present gains
could meet criteria a and b and yield any state enough
to be an economic gain of first priority - two large
textile mills or one oil refinery could add almost as much
to annual product.

* See Appendix B - III for details of calculation.
EACSO costs now met from the distrivutable pool are
assumed to btenefit the three states in the same ratio
as total EACSO expenditures: 45% Kenya, 29% Tanzania
26% Uganda. Cf. A. Hazlewood, "Economic Integration

.." op cit, section IV for a more detailed diseussion

of the Raisman formula and benefit calculations on
alternative assumptions.

** e.g. Uganda gains on the static balance. If, however,
the dynamic loss is even half the .4% (vs EA "average")
a ycar the data suggest the static gain is only equal

to six years dynamic loss from lower growth rates.

**% See Appendix B for a more detailed presentation.
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_ Should  ocne then conclude that East African Economic Union
is, aﬁ best, of secondary concern and that the major effort neeed
to maintain or expand it could better be spent elsewhere?

Probabtly not. The history of economic coordination in East
Africa does suggest a steady rise in net gains and, indeed, that
if the approximation of gains had been made in 1954 not 1964 the
total would have been on the order of half the size. This record
at least renders the hypothesis that net gains will rise (or more

to the point in a planned union, can be raised) in the future,
tenable.

It net gains are to be maximized and distributed on a
politically acceptable basis, production, trade, and aid are
the key areas for coordinated or union planning, and additions to
current output and growth of output (nationally and regionally)
the critical indices of success or failure.

1.large scale industrial opportunities open to East Africa
but not to one state appear likely to be significant in the
future even if they are not so in the present industrial pattern.
Economies of scale and location in agricultural production,
processing, and external marketing are far from fully utilized.
Joint tourism promotion and development could guite well yield
net gains of £2,000,000 or more each year even if it resulted in
only a 15% net addition to tourism.

Taking the value added and income effects of even a
relatively modest large scale industrial sector (especially if
financed largely by new capital not otherwise attainable)y the
gains from improved efficiency in agriculture - processing -
marketing, and the net addition to tourism a 1971 net addition
to Economic Union gains of £23 millior * seems well within reach
from these areas alone. This rate of increse would step up the
Regional growth rate by .6% a year and, assuming the success of
the joint industrial sector, lay the bhase for even more substa-
ntial gains thereafter (only 20% of the 1965-1971 investment in
industry has been assumed to bte in the Jjoint or union market
sector, a share which would tend to grow toward at least 40%
judging by the ECA studies).

2. Trade and distribution of gains are integrally linked.
Unless union market production location is so distributed as to
result in substantial income gains to Tanzania and Uganda as well
as to Kenya the potential regiona gains is unrealigzable because
irrelevant to the economic national interest of two states.

(As seen in the earlier evaluation,heither secrvices gains nor
the Raisman formula could Ge expected to provide adequate compe-
nsatory effects.)

* Industry a 16,000,000
Agriculture b : 4,500,000
Tourism c 2,500,000

23,000,000

a. Capital invlved —-say- £25,000,000.  Output:
£20,000,000. Value added (40%5; £8,000,000.
Multiplier: 2(8,000,000) = £16,000,000.

Y. New markets from industry (10%) £1,250,000. Overseas
marketing gains: £500,000. Multiplier 2(1,750,000).
Cost reductions in location and scale: £1,000,000) i.e.

20% on £5,000,000 cf additional interterritorial
trade in this sector:

c. Net gain to tourist revenue from joint promotion
(£2,000,000) less 40% import content (£800700@) +times
multiplier (2) plus additional East African airways
profit (£100,000).
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Clearly it is not vital that cach state gein substantially on
services, on munufacturing, on agriculture, and oa tourism
taken separately - the total net territorial gains arc the
critical element.* However, the structure of production
built up must be such as to inerecase each territory's growth
rate which implies division of high growth sectors (i.e. large
gcale industry, tourism) and avoiding having any onc state
(c.ez. Uganda) depend solely on agricultural production gains
unless a fairly comprehensive joint food and raw material
policy to ensure rapid growth in her territorial exzports of
these goods is possible (a doubtful assumption given the need
to improve rural production per capita possibilities ccnfranting
cach state - an absolute need Loth on political and social as
well as mass market creation and employment grourds) .

Trade flows then hecome a matter of facilitating the
realization of agreed gains and the question of cxact balance
drops out - after all the net gain on a pound of one export
can be very different from that on another so that balanced
trade would e far from ensuring bhalanced gains.** Similarly
monetary and clearing policy becomes e matter of ensuring
that neither widely devergent national vprice movements nor
the technical process of converting different currcncics
hampers the trade needed to ensure rcalization of Jjoint
proceeds from economic union. In practice, given the growlng
importance of the planned joint scctor and its need of market
data, annual inter—territorial trade quantities and values by
principal commodity could usefully be estimated for each coming
yecar and on three to five year perspective. Thie would bLoth
provide an early warning allowing steps to avoid any danger of
steadily growing imbalance and, more directly, a guide to the
clearing levels to be anticipated by each state in rlanning
overall external and interterritorial foreign and regional
exchange budgets.*¥*

3. Foreign aid can be made an instrument of cemcnting
regional economic union if long run net zains are likely to te
substantial and if aid sources are interested in increcsing
economic development in East Africa at the lowest long run cost
to themselves,**¥* The first condition appears to be met, atout
the second there may be differences of opinion and cf the
policy of wvarious aid sources.

* The gains on public account must bLe positive in each
case too but this is a lesser problem as that criterion
is met today.

*% B,g. the value added in petroleum refining is rather
low and in sugar growing and processing near 100%.
If, then,Kenyan petroleum exports to Uganda balanced
reverse sugar exports, Uganda would gain substantially
more in both income and foreign exchange position
than Kenya.

*¥¥% Imports from within the region save direct forcign
exchange but - by clearing surplus geduction or deficit
increase ~ reduce the foreign exchange availakle for
extra-regional imports. i.e. if Tanzania purcheases
£1,000,000 of steel from Uganda nct Germany her foreizn
exchange requirements are recduced by £1.000,000 (more
or less depending on comparative prices) but so is the
available supply of exchange for foreign purchascs as
her clearing balance with U~anda is worsened Lty the same
£1,000,000.

*¥¥%¥¥% This line of argument was stimulated by William Clark's

presentation at the Nairobi secminar and has henefitted
by Auther Hazlewood's comments.



‘ The immediate problem confronting East African Economic
Union is that Tanzania nmust receive larger (i.e. positive) gains
on a static basis and Uganda and Tanzaniaz on a dynemic to make
its continuance viable. Further, thc three national zrowth rates
- at equal levels of national effort — should either THe equal
or inversely related to DDP/Capiﬁa i.e.. Tanzania, Uganda Kenya
in descending order of growth rates e.g. 7.0, 6.5, 6.0.

However, this cannot be achieved through larger fiscal
transfers from Kenya nor sherp reduction of the Kenvan growth
rate which Kenya can ill afford economically and its government
not at all politically.*

. While expansion with agreed location can bring all round
gains it-may not be able to do so fast enough to save the union
~ states,or more precisely their governments, necessarily have
fairly hish time discounts, because of the pressure for rapid
development of services and income levels reoguiring =z parsllel
rapid growth in production.

J
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However, a joint foreign 2id policy toward

st rica -
based on Jjecint East African advances — might finance e

pil
g he short
run gap before overall gains and their allocation hLecame
acceptable. Additional funds could Le sought to finance
projects directly linked with union cconomic sectors and
priority given to Tanzania and Uganda in the allocatiocn of
?2ese additional resources to specific projects. This dcvice,

1T successful, would provide additional short run siatic and
growth gains to Tanzania and Uganda at no net costv to Kenya.

The mechanism of alloceticn presents prcblems Lecause two
criteria need to be fulfilled jointly:

a) the location policy should result in acceptable gains
(and ergo added productive capacity) for cach state;

%) so far as possible lowest cost (in medium or lcns run
after purely historic or transistional ccst disadvantages
are overcome) considerations should guide location,**

To be effective, the allocating hody whould have the
power to make decisions — based on detailed technico-economic
studies ~ on specific location issues, subject to reversal
by the proposed recvised CLA., To be given such power for
specific cases, the allocation commission must be given an
overall framework with which the sum of individual decisions
must be compatible.

¥ This is particularly true in that the averaze African
cash income in Kenya is distinctly lower theam that in
Uganda and somewhat below that in Tanzania. Further,
it has the most pressing urban unemployment problem.

*% This may lead to a problem on location of allocsaved
industries within states. TFor union market rurpcses,
Tanga, Arushe, lMcoshi, and - with transport improveme
Mwanza are hetter sites for many industries than
Dar—es~-Salaam or a fortiori any cetral or scuthern
interior town. In practice the balance of Tanzanian
industry is already shifting toward a larger shere in
thesc areas and a lesscer in Dar.
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This might be a fairly simple formula stipulating e.g. that

over each three year Perjod the .estimated value added of

(or the investment in) mmion cconomic sector projects allocated

to each state must represeat a share of total allocations within
the rangc + 2% of its population share * or a more complex '
weighted formula.

Ideally the commission would deal with all union market
production facilities - including joint agricultura programmes
and tourist development — but large scale industrial project
identification, feasibility testing, location evaluation, and
external finance promotion represent the essential core.

The most serious chalenge to joint allocation — which is
in principle accepted by all three East African governments -
raised to date is that so long as substantial outside capital
and manhagement is required location must be left up to
individual firms.¥¥* Two obvious historic - if partial -
refutations of this thesis exist. Uganda - via the Uganda
Development Corporation industrial cum large scale agricultural
eum financial empire — has fairly clearly augmented the total
industrial activity and foreign industrial capital in Uganda
(not necessarily at Kenya's expense but probably partially so
in textiles and cement for hoth of which the Kenyan market is
larger than the Ugandan).*** Tangzania has secured all three
of its Kampala - Mbale allocated industries with full or
substantial private sector participation including new investment
from dbroad e.g. by FPhillips in radio assembly.

In principle, the argument is not particularly sound on
several counts. If the whole East African market is attractive
and the choice is a site in a particular state or the loss of
the market (quite possibly to a major competitor) it will require
very uheconomic site selection to cause a rejection.

* Since Tanzania and Uganda have smaller BDP/Capita levcls
than Kenya this would give hoth - especially Tanzania -
a relatively greater gain vis a vis GDP. Similarly,
since Kenya 1is the largest single industrial market, it
would tend to improve Uganda and Tanzania trade balances
with Kenya. The latter point on joint allocation has
also been made Ly Dr. Jelic of EACSO.

** Unfortunately this argument is heard most frequently in
Nairobi voiced in terms of no private firms being willing
to locate in Tanzania which - especially in the context
of 28 substantial private or joint venture Tanzania
under construction — results in suspicions as to the
meaninafulness of the acceptlance of joint allecation 1n
principle by Kenya. This is not tc imply that the
author cendorses thesc doubts; simply that they oexist
and represent a real threat to economic union.

*¥* The securing of Nyanza Textiles for Jinja - and
quite possibly for East Africa was, in particular,
a personal triumph of Governor Sir John Hall,
architect of the Owen Falls Dam — UDC bascd
Uganda ingustrialization policy.
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Given technical competence on the allocation commission's part,
this position would imply that there are no substantial body of
large scale industries for which Dar-Arush a-Moshi-Tanga or
Kampala - Jinja-Tororo costs are within 10% of Nairohi-Mombasa,
a highly unlikely proposition.*

Private investment policies - particularly guarantees
against the risk of nationalization sans compensation — are
not radically different in the three states. The share of
proposed state investment in industry does differ with Tanzania
and Uganda significantly more active in state and joint venture
participation than Kenya. Combined, these two policy trends
should both ensure that some private capital and expertise will
find Tanzania and Uganda allocated projects attractive and that
a relatively higher share of public capital will be made
available to complement them.

The structural reforms proposed may appear drastic. They
are, in fact, the minimum likely to be adequate on the
assumptions: &) in the medium run East 4frican economic union
can be of significant value to all participating states;

b) to ensure this not only must distibution be improved but
total East African gains to distribute must be raised rapidlys
c) in the context of national development planning only &
planned economic union can be a net aid rather than a hindrance
to national economic policy; d) the critical issue, both of
planning for growth and of distribution of static gains, is
agreed allocation of major productive units selling on the

Bast African market level. The projected gains by 1970 (as well
as the 1954-1964 total gains trend) would appear to bear out

a. The past 1961 history and the approximations of present
Fast African and state gains support b and c and at least imply
d in that only the possession of an acceptable share of union
oriented productive activity can giarantee securing a parallel
share in direct and multiplier income effect proceeds.

APPENDIX A: Fast and/or Eastern African; Alternatives or
Complement.

In considering the future of East African economic union,
the question of geographic expansion has become increasingly
importent. Rather vaguely it can be traced to certain of the
Pan African Freedom Movement for East and Central African
(PAFTMECA later PAFMECSA) discussions and perhaps more critically
to the habit of common viewing of issues built up by some of its
participants. Similarly from at least 1962 on, the idea of
economic cooperaticn between Zambia and Tanzania (within or as
a substitute for East African economic union) has attracted
recurrent and — especially with the Tanzania rail proposals -
increasingly precise interest. In 1963 UNECA floated a rather
more definite set of proposals for East and Central African
industrial coordination.**

* Of. E/Cn.14/INR/102 and E/CN.14/247 in re this point.
They, in fact, find more large scale industries with
cost advantages in Tanzania and Uganda than in Kenya -
also perhaps a rather extreme position.

*% E/CN.14/247, op cit.
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However, the Greater East Afriean Fconomic Union idesn
remained a concept rather than a real alternative until the
October 1965, Lusaka Conference based on a much more Jdetailed
set of ECA proposals concerning industry *, transport and
ccmmunications, and frade. The Lusaka Conference resulted in
a regoiution ealling for an Economic Community of Fastorn
Africe with moderately specific proposals for a treaty and
instituticnal structure and rather sweeping but vague dcscrip
ﬁions of the economic areas to be coordinated or unificd.**
However, a series of resolutions *** on specific areas of joint
aetion in industry, agrieulturs, transport (ineluding airline
amzlgamation), tourism, and trade went some way both toward
spelling out in what fields the Interim Council of mihutersand
Interim Lecnamic Council are to formulate practieal proposals
and to giving an indication of seriousness of purpose at least
on the part of the states represented by senior ministers, *¥¥#*
Four questions arise:

a) Is there a serious commitment to Eastern Lfricen action
and 1f so by what date?

b) Would a broadened setting easc tensions among the
. Bast- Afrisan states?

¢) Are there significant gains in an Eastern as cpposed to
East African frame of joint action?

d) Are Bast and Bastern Africap economic unions alternstive
ahoices or potventially meldable approaches?

The first question cannot te answered until there is more
-discussion of the joint industrial development nlan. I the
alloeation proposed-- or some modified version of it - can be
approved then there is every reason to expect the EAEC to
become.a. reality. However, this cannoct be much before 1970.

_¥hile 2 gualified yes can be given to the second guestion,
it is perhaps not so hopeful a point as atleast one East African
state believes it to e, Specifie historie factors and
rersonal misunderstandings would loom less large but present
disagrecments con productive unit allocotion stem primarily from
netional economic interest not personal pique.

% B/CN.14/TNR/102, op cit.

MThe EBeonomie Copmunity of Bastern Africa’,
E/CN.14/LU/BCCP/Res. 1, November 1965, It is
perhaps signifieant that the Keayan delsgation
were -strong prcponents of 2 treaty ratker than
an agreement form for the community snd of
olear retification methods and implementation
responsibilities.

*#% T/CN.14/I0/ECOE/Res. 525,

*¥%% Apparently Kenya-. Tangania, Uganda, Zambia,
Malawi, and probably Burundi and Ethiopia.
-Bwanda, Somali, Mauritius, and the lalagasy
Republie were - at least in principle -
represented but appurently were less enthusiastic
eccording to some repcris.
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With nore countries it is true that such confliects between
any pair of statcs would be less numerous (and joint interests
possibly more numerous) but in total more, not less, positive
balances of gains over losses would have to be achieved to
satisfy each participant (any state not so satisfied would
either not become, or soon cease to be, a participant).

There are, judging by the bzckground papers and resolutions,
guite real gains attainable in the Eastern but not the East
African frame. Certain industries would recuire the lorger
market for efficient operation, some services gain by the
greater scale. 'While very substential transpprt develcrment
expenditures would be entailed, in part this represents a re-
focusing of national transport development plans to serve
regional goals as well rather than a net addition to transrort
capital costs.

However, there are also a number of fields in which East
frican cocperation is not competitive with Eastern Africean.
For some productive units the larger market is nov needed, in
the case of other areas immediate East African links (e.s. in
tourism, transport, power) could readily be broadened cnce

EAEC became a going concern.

The logical approach would appear to be active promotion
of firmer and broader East African Econonmic Union within a
medium term perspective of broadening participaticn in an
Tastern african production unit location and transport link
plan if adopted (including of course specific major industries
and routes not simply principles for selection). There is no
inherent conflict. By its pature, the EAEC will for a number
of years be a de facto or de jure "designated product" (not
necessarily solely in manufactures) common market and its
joint planning extremely selective.

S0 long as the brecad paths of both EAEU and EAEC policy
can be projected for ten to twenty years, there is no inherent
reason the East African sftates cannot continue mcre extensive
cconomic union among themselves gradually merging intc the
wider Eastern Africen Economic Community as its dessigneted
areas of activity become more inclusive. Certainly an ZaEC
as functionally comprehensive as East Africa's present econonzic
intcgration can hardly be achieved before 1575-80 and nothing
would be gained by marking time, on Uganda - Kenya — Tanzania
economic integration until that time, cven were the status quo
viable and stable.



EAST AFRICAN ECONOMIC UNION - AN APPROXTIATE BALANCE SHEET

The following estimates of regional, territorial, and sectoral

gains and losses resulting from East African economlc union are presented
as approximations indicating orders of magniture not precise calculations.
The assumptions used in nbtaining estimates are indicated in the notes

to individual tables. These estimates seek to consolidate the various
partial calculations of gains and losses which have been attempted ¥

and to escape from the balance of interterritorial trade based apprerach
which almost inevitably results in estimating only transfer gains and
losses between territories, without taking account of the net gains

to East Africa as a region which are the Jjustification for econnmic
union They are intended to serve five purposes:

1. To provide a picture nf total regional gains and their source;

2. To provide a parallel picture of the territorial divisions of
aains (losses) both overall and divided between public and
private sectors;

3. To supply a quantitative basis for evaluating contenticns about
the results nf the economic union and their relative
importance;

4, To illustrate the impact cf different structures «f production
- at least partly the result of economic union - ~n
territorial growth rates;

5. To demostrate the possibility and hopefully the value ~f more
detailed calculations by an impartial, - official bedy with
fuller access to statistical data and greater resources.

With the excepticn cf the table illustrating the differential
effects of production structure on growth rates, all of the calculations
concern static gains and losses. They are based an the following
assumptions.

1. That the alternative tc economic union in the common market field
would be three prcotected national markets not extra-ragimnal
importation nf present interterritorial imports. This assumption
means that "tariff revenue loss" calculations are irrelevant;

2. That in the service field the same levels of scervices would be
provided on a national basis with the exception of the international
operations of East African Airways which would be utterly
unviable as three corpeting national units.

The conclusion that present breckup of economic union would lead
to immediate territorial gains and losses as indicated is not valid.
Substantial time and capital would be required to relercate pr~duction
and service facilities. In the short run the regional and territorial
costs of breakup would be substantially larger than present .net
regional gains.

#  Among the more interesting of these are - W. Newlyn, "Gains and
Losses in the East African Common Market", op. cit; A. Hazlewocd,
"Economic Integration in East Africa", International Seminar on
Economic Co-operation in Africa, Nairobi, December 1965 and "The
Territorial Incidence of the East African Common Services" in Oxford
University Institute of Statistics Bulletin August, 1265; D.G.R. Belshaw,
"Agricultural Production and Trade in the East African Common Market",
op. cit; and D. Ghai "Territorial Distribution of Benefits and Costs
in the East African Common Market", ocp. cit. Prefessor Newlyn's paper
directly stimulated the present attempt to achieve at least appreximate
quantitative data on the overall level and distribution of gains from
East African cconamie union.



Several important conclusions do emerge from the datae:

1. The overall East African static gain, while not negligible, is
only 1.7% of regional product. The basic reason for this is
the limited number of industries which are regional market
dependent as opposed to shiftable.

2. Substantial large scale industrial development in East Africa
would radically increase the net regional gain and could - if
appropriately distributed - reduce the inequality in territorial
distribution., On the other hand if the present industrial
location pattern were to continue, the inequality of distribution
would increase absolutely and probably relatively.

3. All three states are substantial gainers on government sector
account when cost savings and tax receipts are taken together.

Only Kenya is a substantial gainer on private sector account, while
Tanzania is a substantial loser.

5. Overall Kenya has a substantial (3-4% of GDP) net gain, Uganda a
marginal (1.3% of GDP)net gain, and Tanzania a marginal (some-
what under 1% of GDP) net loss.

6. The services sector fails to redress common market gains in-
equalities, because transfer effects resulting from location of
facilities make Kenyaz the largest net gainer. Tanzania is a
net gainer on services, Uganda breaks even.

7 The Raisman transfer effect - while by no means insignificant -
is not adeguate to provide net gains to all three territories,
much less an approximately equal division of net regional
benefits.

Ugonda's net gain is dependent on the sale of textiles, sugar,
tobacco, cotton-seed, o0il, and electric power to Kenya. Kenyan
self sufficiency in sugar, textiles and power would convert the
gain to & loss of at least equal magnitude.

9. Tenzania has achieved a significant stake in regional market
dependent industry, although not one large enough to offset
losses on shiftable industry income effects. This stake will
increase when the tyre and tube and radio assembly plants
scheduled under the Kampala/Mbals Agreements come into production.’

All calculations have been made from national or EACSO published
statistics when available and from unofficial estimates in other
cases unless specifically noted to the contrary. 1964 has been used
as a base year with minor adjustments in cases for which 1964 trade
patterns were markedly typical.

The net gains from the industrial common market are probably
underestimated. Existing industrial statistics have very broad
classifications which may result in some plants dependent on regional
markets appearing to be part of multi-plant shiftable industries.
Corrections for this factor would appear most unlikely to alter the
overall regional or territorial gains (losses) from the industrial
common market by more than 10-15%.



SERVICES (2)

Railroad and Harbour

Main Line Losses

Diversion of Traffic
from [Moshi-Arusha to
Monmbasa and from
Tanga

Operating Expense
Savings (10%)

Workshop Expense
Savings (1G%)

Income Effect of Central-
ization: Headquarters
(3) Workshop

3-

(A1l figures in £000)

TOTAL RAIL AND HARBOUR

Airline

Territorial/Interritorial
(4#) Losses
Profits

Net Effect Consolidation

Overseas Operations
(5) Profit
Income Effect

Internal Operation
(6) Expense 3avings 15%

TOTAL AIRLINE

Posts and Telegraph

Territorizl Losses
Current Cost Savings (7)
(10%

TOTAL POST AND TELEGRAPH

EACSO

Services Cost Savings (8)
Income Effect of Central-
ization of Operations (9)

TOTAL EACSO

Hydroelectric Power

Income Effect (10)
Cost Savings (11)

TOTAL POWER

SERVICES GAINS & LOSSES
(11)

SPILLOVER EFFECT (13)

TANZANIA(1) | KENYA * UGANDA } EAST AFRICA
i
+1000 -500 i -500
i
-5C0 +250 +250
600 600 | 600 1800
100 1CO ¢ 100 300
!
)
A0 +350 | = 80 -
+12GC | -840
+475 +1900 | -275 +2100
1
1
325 - 125
125 275 50 _
+200 -275
200 200 200 600
100 200 100 Loo
240 210 | 150 6CO
i
+740 +335 +525 +16C0
250 -200 | -50
280 220 200 800
+530 +120 +150 +800
350 350 350 1050
-1000 +2200 | -1200
-650 +2550 -850 +1050
- -40oo +400
250 250
-150 +400 +250
+1095 +4755 -50 +58C0
115 =345 190 -40
4410 140 5760

TOTAL SERVICE SECTOR GAINS 1210




TANZATTA KENYA  UGANDA | EAST AFRICA
GOVERNMENT COST/REVENUE EFFECTS
(14)
Cost Savings 2520 855 ] 1175 L4550
Airline Profits 20C 200 200 600
Power Sales - -150 4oo 250

Effect on Tax Revenues
of Income Transfers

(20%) (15)

and MNMet Additicns -305 700 ~325 70
GOVERNMENT GAINS 2L15 ! 1605 1450 5470
i e
PRIVATE SECTOR GAINS/LOSSES ‘ ;
(16) -1205 2805 | -1310 290
NOTES
1. Tanzania with the excertion of certain EACSO zervices, refers to
Tanganyike only. Zanzibar is not a member of the Common Market

nor dces it participate in the self-contained services.,

2e Railway and Harbour, airline and post snd telegraph data represent
"Educated guesses'' based on regionezl data and unofficial statements
on territorial b“reakdowns. No official territorial cost and
revenue data are available. CF somewhat different ‘"educated

guesses' by A. Hazlewood, op cit, p. 24,

3. Additional incomes generated arc estimazted at Lo times
Headguarters Expenses (perhaps £120,000) plus Workshcp Value
Addec (3 of op, 900.GU0ETOSS output). The transier is com-

puted as the difierence between a 3>5-33-3% division and the

present 0-100-0 distribution. The ”omcshop Value Added Figure 1is
probably estinated too conservatively. 1961 Net output was £960,000.

L. Losses are sustained on intraterritorial flights in Tanzania and
Uganda and on the Entebbe-Dar service. Precfits are earned on

"the Nairobi-Mombasa, Nalrobi-Dar and Naircbi--Entebbe runs.

The 1964 EAA report suggests that these profits and losses
approximately net out znd thatthe overall net profit of £600,000
is totally derived from international flights.

5. The slternative to one internatiorzl airline is assumed to be none.
The gain from joint operation is, therefore, the net profit plus
the income generated by regional component of expenditure on
behalf of international services. Tnis is very roughly set at
£200,000 divided 25-50-25 witn an inceome multiplier of 2.

6. It is assumed that roughly .5 of total costs are incurred for
intra and inter territorial services three tex rltorlal airlines
would continue to operate. The savings rate of 15% is divided
35% (T), 40% (K), 25% (U) on estimate of share in these flights.

7. Savings divided 5% (T), 40% (K), 25% (U) on estimate of
expenditure pattern.

8. Estimated at 10% on Social and. Ancillary Bervices, 20% on
Administration, 25% on Economic Services. The cost contribution
transfer effscts of Union are considered in analuvsis.ef. Ralisman
formula effects.

5/«



10.

11.

12,

13.

14,

15.

16.

5n

The income effect is estimated as 2 times the difference betwzen
local expenditure incurred on »chalf of a state and expenditure
in that state-. The difference is computed from the data in
KT_Hazlewood, op cit, P. 22 with adjustments for expenditures
outside East Africa on behalf of each state, i.e. £500,000 of
services to Tanzania and £600,000 of services to Uganda are
carried on in Kenya and have their income effects there.

The income effect is treated as equal to net sales. This
assumes Uganda has insignificant additional current expenditures
from generating the power and uses the revenue to meet external
obligations of the UEB.

The UEB charges Kenya approximately 6C% (per unit) of its average
internal rate for power. Kenyan generation costs would appear
for substitute power to be at least equal to the Ugandan internal
tariffs.

Cost reductions are treated as additions to real domestic
product throughout.

Spillover effect results from the propensity to spend additions
to domestic income on products of the other territories. It is
here computed on transfer and net income effects only, not on
cost savings, airline profits, or power sales. The sstimated
spillover gains are:

Tanzania 3% of additions to Kenyan income Negligible re
Uganda

Kenya 10% of additions to Tanzanian income 10% of additions
to Ugandan income.

Uganda 5% of additions to Kenyan income Negligible re
Tanzania.

Airline profits (but not income effects) and UEB power sales are
here included in the Government Sector.

Average territorial tax revenue slightly exceeds 20% of Gross
Monetary Product. Marginal tax revenue from additional Gross
Monetary Product tends to be below the average rate. However,
the Union economic sectors appear to bear a somewhat above
typical tax incidence. A 20% marginal rate is, therefore, used.
This rate is applied to net and transfer income effects but not
to cost savings, airline profits, or UEB sales.

Strictly speaking this sector is Private plus Autonomous Public
Corporations not specifically included in the Government Sector.
For purposes of the present analysis this lumping has no serious
detrimental effects and the isolation of the impact of Union on

individual autonomous corporation profits would be virtually
impossible.

6/.



II. COMMON MARKET (£000)

TANZANIA KENYA | UGANDA ; EAST AFRICA

Industrial |

A, Inter-territorial Trade in "3hiftable" (National Market) Industries

Income Effect (1)

Tanzania Exports 1000 -700 =300 -
Kenya Exports -6500 13500 -7000
Uganda Exports -12C0 ! ~2900 4100
!
Cost Savings of Present 1 i
Location (2) 770 | 360 . 730 1850
TOTAL A -5930 10260 ' -2470 1860

B. Regional Market Industries Not Viable on National Basis

Tanzania (3) 1200 | : 1200
TOTAL- A AND B -4730 | 10250 | -2470 3060
C. Spillover Effects (4) 310 ’ =720 515 105
TOTAL INDUSTRIAL -4420 + G540 -1955 3165

Selected Foods, Agricultural Raw Materials (5)

Inter-territorial Trade in Shiftable Production

]

Income Effect (6) g

Tanzania Exports 1605 -1140 -470

Kenya Exports -1300 2290 -995

Uganda Exports -430 -4570 5005
Cost Savings of Present

Location (7) 190 160 990
TOTAL A 70 -2785 | 3705 990

B. Non-Shiftable Component of Interterritorial Trade

Income Effect (8)

Tanzania Exports 160 -85 -35 Lo
Kenya Exports -95 230 -75 60
Uganda Exports -20 =340 500 125
TOTAL B 30 -195 390 225
[
TQTAL A AND B 100 -2980 | Logs 1215
C. Spillover Effect (9) -90 420 -150 180
TOTAL FOODS, AGRICULTURAL RAW

MATERIALS 10 -2560 1395
TOTAL COMMON MARKET GAINS/LO3SES-4410 6980 1990 4560
GOVERNMENT SECTOR ‘ 10

Tax Revenue 20% (10) -380 | 13901 k0O 9

-]

PRIVATE SECTOR (11) -3530 . 5590 1590 3650




NOTES

1. Shiftable industries are those in which viable plant size (typical
East African plant) is below national market demand. The inccne
effect from exports is calculated at 2 times industrial value
added plus raw material production (e.g. for dairying, flour
milling) dependent on industry; dairy and meat products are
included in the industrial sector in th:.se estimations. The
‘capital employed in founding these indus ries is assumed to
have been foreign o  -regionally mobile - East African in origin

while expansic.. .. pbelieved to hawe_come hasically from re-
profitse.
2. Cost savings from present - as opposed to three separate terri-

torial market location patterns are estimated at 20% of the
adjusted value added of shiftable industry imports. This is,

if there were three separate markets with tzriff barriers against
cach other, selling prices of manufactured goods now imported
from other territories would be higher because of higher cos:i

3. Bata Shoe (plastic shoes), blanket factory, aluminium product
plant. Income effect 2 times total wvalue added.

See I - Note 13. Computed-on A plus B.

Se Sugar, tobacco (unmanufactured), Maize and Millet, Wheat, Vege
Oils, Animal Foodstuffs.

6. 80% of interritorial trade is taken as shiftable production.
value added ratio is taken as 90%. A multiplier of 2 is used.
7. Cost savings from present location pattern are estimatec at 20%

of shiftable imports.

8. The non-shiftable component of 2C% is taken to be the share of
products physically nct produceable in the importing territory
(e.g. lack of land, unsuitable climate) or produceable only at
50% or more additional cost. The .same 90% value added ratio
and multiplier of 2 are used.

The base gain to the exporting state is, however, assumed to be
the difference between territorial proceeds and world market
proceeds (less transport costs) estimated at 40% of non-
shiftable exports. The base cdst to the importing state is
taken to be the difference betwecen the East African cost and

the world cost (including additional transport) taken at 30%
of non-shiftable imports.

In this case the alternative to production for the Regional
market is production for the world market and the alternative
to Regional imports, world market imports.

9. See I - Note 13. Computed on-A plus B.

10. See I - Note 15.

11. See I - Note 16.

Rounding

In Industrial A and B income effects have—been rounded to the
nearest 100 because of the-exlreme difficuliy in making precise
estimates of adjusted-walne added. Cost savings have been rounded

8/..
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V. IMPACT OF DIFFERENTIAL INITIAL STRUCTURES OF PRODUCTION ON
TERRITORIAL GROWTH RATES

A. Initial (1964) Structures of Production (%)

TANZANTIA KENYA UGANDA FAST AFRICA
Primary and Mining (1) 61.2 Lo,2 67.3 55.9
Manufacturing (2) 2.4 9.6 3.9 5.7
Construction 3.1 1.6 1.8 2.0
Trade-Transport-Power 16.4 23.2 13.6 18.2
Services 3.5 8.1 . 6.9 6.2
Rents 2.1 2.4 2.0 2.6
General Government 11.3 11.8 L,5 9.6

Sectoral Growth Rates Consistent with 6.5% Annwl Growth of East
Lfrican Output.

Primary and Mining 5%

Fanufacturing 12%

Construction 15%
Trade-Transport-Power 8%

Services 5% '
Rents 8%

General Government 8%

TCTAL GDP 6.5%

Growth

c. Resultant National FRates if Sectoral Imbalances within Region
Persist on present lines and each State sustains an equal level
of Effort toward growth.

Tanzania (3) - ' 6.49%
Kenya 6.9%
Uganda 6.1%
East Africa 6.5%
D. innual Galn or Loss from differential growth effects of structure

of Production (4)

Tenzania Loss & 360,000
Kenya Gain £1,110,000
Uganda : Loss £ 810,000

Cver time the divergencies in growth rates and structural dynamic gains
cr losses of product. would tend to increase with the increasing relative
weight of manufacturing. (5)

NOTES

L Includes coffee curing, cotton ginning, sisal decorticating, and
(except for Kenya) sugar manufacture.

2. Excludes primary processing listed in Note 1.
3. This rate rather overstates the relative Tanzanian position.
The pickup in construction in Tanzania was more advanced for

1964 than in the other two territories where it remained at
seni-depressed levels.

11/.0.



The difference between total gains and losses results from
rounding in calculation of A and B.

It is not contended that this growth pattern is probable.
Present plans call for distinctly unequal levels of effort
and for structural changes. The attempt is to give a rough
order of magnitude tc the dynamic gains and losses resulting
from the present structure of production and therefore to a
substantial extent from economic union.,
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The Economical Use of Scarce Higher Level Manpower
in Zambia, 1964~1966

by
ATASTATR HERON
INTRODUCTION

During the year preceding the achievement of indevendence by Zambia
(formerly Northern Rhodesia), considersble attcntion was focussed on its
resources of educated and trained manpower, rclative to its size, wealth and
potential for rapid development., lLater in 1963, a UiESCO team surveyed the
educational scene vwhile preparing a report on education planning, and found
it rather gloomy. Barly in 1964, a more exhaustive and penetrating amnalysis
was carried out by Jolly (in Seers, 1964) and for the first time it became
fully epparent with what scant resources indepcndence would be faced. In
highly summarized form, the picture was as follows: in round figures, the
new nation had about 100 African citizens with university degrees, about
1,500 who had completed a fully secondary education, and a further 6,000 with
only two years of secondary schooling., Agsuming that about 1,500 would be
contimiing in some form of full-time education or training as increased
opportunities became available at home or overscas, this left about 6,000 at
Form II and above to meet the needs of early Africanisation and of rapid
expansion in the Civil Service and elsewhere, At the next level, there were
an estimated 36,000 with a completed primary education. (Heron 1964)

EDUCATION

On the education front, the first problem to bec faced was that of using
to the best advantage the extra Form I places in the secondary schools in
January 1965, resulting from integration of the formerly separate Federal
(European) and territorial (African) systems and from some additional classes.
This resulted in about 5,000 places being available to roughly 12,000 primary
leavers of all ethnic groups. The problem was to produce an examination
which could be seen by the public as an honest attempt to give equality of
opportunity to all candidates, whether African or otherwise, It could not
be more than an attempt, since culturally and linguistically if not also
educationally, the child whose first language in home and school was inglish
was bound to have some advantage over an African child of equal ability.

All one could do was to minimize it.

This examination consisted of objectively-mciled mapers in Inglish and
arithmetic achievement, a non-verbal reasoning test of the matrices type,
and a verbal reasoning test. All cendidates took a practice examination
one week before the real one, to familiarize them with the new type of paper
and method of recording answers. The raw marks were converted by computer
to standard scores with a fixed mean of 100 and standard deviation of 15
points, thus permitting legitimate adding of the four marks to form a total.
The totals were printed by the computer in rank order from highest to lowest
within each secondary school of first choice, This grcatly facilitated the
allocation of places, leaving provincial meetings of headmasters only to
discuss acceptance of cases not accepted in thc school of first choice,

Considerable satisfaction was expressed with this cxamination, and a
similar one was constructed for the 1966 secondary school selection procedure,
which was carried out in September 1965, On this occasion, 34,000 primary
leavers were competing for about 8,000 secondary places; the large entry
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was occasicned by the shortening at one stroke of the primery system from
eight years to seven. To achieve this, the two top classes both tock the
same examination, but raw marks were standardized within each group so that
the two groups did not compete with each other, A proporticnate quota of
secondary places was allocated to each group.

Research on the 1964 exsnmination results has been procecding during
1965 and some preliminary observations can be made here, (3ec A@pcndix).
A 100 per cent follow-up is plamned at Form II level at the end of 196€, and
at the end of secondary education in 1969. Without such carcfully-designed
follow-up evaluations, it is of course impossible to eficct improvements in
selection procedures.

THE PUBLIC SERVICE

It will readily be apprcciated that no young country can feel itself to
be independent until its Civil £ ~vice is mermed by its ovm nationals.
Prior to independence in Zambisa, very slow progress was made in the preparation
of African civil servants for rapid promotion, though a Staff Training College
was in operation by esrly 1964. By the begimming of 1965, it was becoming
clear that candidates for training courses for promotion tc the administrative
and executive grades were no longer coming forward. With Cabinet approval,
the chairman of the Public Service Commission set up a Civil Scrvice Exomi-
nations Board, with the author as chairman and Mr. Colin Lancaster of the
Staff Training College as sceretary.

It was agreed to set a promotion examinction for which all Zambian members
of the Civil Service below executive grade would be eligible, provided they
met one of three combinations of education and scrvice, viz., Form IV and 2
years service; Form IT and 4 years; post-primary and 6 years. This
produced 2,184 candidates; the task was to identify 30 pecople for admission
tc administrative grade training and 90 for executive grade training., One
may wonder whether so massive an .xercise was necessary to produce so small
a return: but the circumstances fully Jjustified thu effort, since once
successfully carried out, there coculd be no reasonable doubt in the mind of
anyone that all the available talent had been located and brought forward.

This examination was carried out on the same day at 41 centres through-
out the country, teams of invigilators having been previously briefed at
provincial headquarters by the author and Mr. Lancaster, when they delivered
the examination papers with the aid of the Government communications flight.
There were four papers. One involved writing a letter to onc's Permanent
Secretary putting forward a case, based on the brief provided; one was an
objectively-marked test of English comprehension; and the tio other papers
were Zambian versions of objective rea soning tests used by the Civil
Service Commission in the United Kingdom.

The raw marks were processed by computer in the samc way as for the
secondary school examination, but only the best 240 results werc printed,
in rank order. A second stage selection procedurec was then mounted in
respect of the best 60 candidates. This consisted of leaderless=-group
discussions of selected civil service topics and current issucs; each
group contained six candidates, each of whom had been given the topic to
consider privately for 15 minutes before coming into the discussion room.
The three examiners were senior African civil servants: the anthor acted
only as a convener. The third criterion for selection vas length of
service since date of first appointment.

The ranks (out of 60)obtained by each candidate on the written exemi-
nation, the leaderless group discussion, and length of scrvice, were added
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and the tectal ranks re-ranked 1 to 60 to give a fintd positicn. Assign-
nent tc administrative gradc courses at the Staff Training College was then
made by the Public Service Commission in consultotion with the Chict
Establishment Officer. Those candidates not assizned and not olvoedy of
executive grade, then went to the top of the list for cxecutlve training.

A second similar examination was later corried out, invelving 1,640
candidates for the Civil Service from the teaclhing scrvice: +this iz also
intended to produce a further 30 administrative anld 30 cxecuiive grade
trainees, Assuming that onc-half the totsl of 6V adminisirative grade
trainees pass, that the other half drop back to exccutive level, and that
two-thirds of the executive trainees pass, the nct gain to the higher levels
of the Civil Service from the two exercises would be 30 new uzduinistrative
officers and 150 new cxecutive officers, This would avergge 2 aad 10
respectively per iiinistry. As in the case of the sccondary school exemi-
nations, the trasinees coe being followed-up to the end of their iraining
course, and therecafi. .n service. Methods of asncessment of training and
in-service performan:c have becn developed end arc belng improved following
earlier experience,

A UNIFIED PROVISIOL

Wie have considered thc large-scale cxerciscs: there hove been many
vues, but it would be tedious to describe them in detail, Suffice

to say that asmictanno hos boewn rumlered in the sclection for training of
arny end Air-Force officer cadets; mwses; punch-operators;
meteorological assistants, etec.,; for further ecducation in evening classes,
teacher training etc.; and for promotion in the troandeasting system and in
local government. Recently a quasi-goverrmental Bducational and
Occupational Assessment Scrvice has been started, with full Cobinet backing,
This is a tri-partite undertaking: the seniocr staff (cf three psychologists)
has been secconded from the U.X. under the technical assiztance programue,
the Zambion Government has provided a local budget to cover junior staff,
vehicles etc., and the University serves as a physical basc for the Service
(at the Institute for Social Kesearch). The Scrvice is administered by o
Working Party responsible to the Office of the FProesident.

This assessment Scrvice is available to all branches cf the public service
and to the private sector. By special srrangemcnt, the mindng industry is
contributing to the staffing and operations of thc asscssment Scrvice in such
a way as to cnsble it to meet that industry's speeial @ud considerable neceds,
without weakening the general provision.

MANPOYER UTILIZATION

During 1965, efforts have been made by the Ministry of lNational
Development and Planning (which incorporatcs the Dircctorate of Manpower) to
ensure as for as possible that all Zambian greduatcs and sccondory schocl
leavers are employed, continue education or stoart training, in such woys as
will best serve the needs of thc country, To tudls end, & spcelally-
prepared "czreers" booklet was put in the hends of cvery secondary school
lezver during his last term, together with a "careers prefcrence schedule”,
The latter contained a second part which asked head-tc--~mers to indicate
their estimatc of the probable success of the school-luior in each of the
0)ievel or A-lcvel subjects for which he had becn cntered as a condidate in
the 1965 examinations. This estimate was simply '+' (probable), e
(doubtful) and '-' (improbaoble).
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Since secondary schools close in early December and exeainatic
results do not become aveilable until mid-February, "dircction" by the
Menpower Committee must at present be based on an attempt to metch nationsd
need on the one hand to a combination of expressed prefercnces and the hcead-
teachers' predictions on the other; that is, so long as it is regarded as
essential that leavers are "brought inte the fold" immediately the session
ends. This was recognized s unsatisfactory, and the author wes asked to
devise a set of objectively-marked papers which might - if successful - be
sufficiently good predictors of O-level success to improve on head-tcocher
predictions or at least to enhance their value. If an experiment tids yeor
was sufficiently successful, a similar specially-preparcd czemination could
be token in 1966 by all O-level school leavers in the middle tcrm of their
final year, results would then be available for use concur.eantly with the
carcer preference returns and the head-teachers' predictions,

o i3

The experimental examination was taken by 700 Zambian sccondary-school
leavers in early November 19¢5. and results will shortly be avoilable, The
papers used were as follows: Use of Bnglish; +two reasoning tests (one
verbal, one non-verbal); mathematics (two parts, one purely muicrical);

a mecnanical reasoning test: and a two-dimensional shape visualization test.
All these papers, like those used in secondary selection and in the Civil
Service, havc been specilally adapted or preparcd for use in Zombia,

Mention has been made of the Carecer Preference schedulc, issued by the
liinistry of National Nevelopment and FPlanningi it has already been apprccianted
that there is much worl. to be done in improving the ccentent and format of this.
Such work falls with'n ths terms of reference of the Educationel ani
Occupational Assessment Service, ocnd is already under woy.

CONCLUSION

As things stend at present. this paper is of necessity more a progress
report than a researca coorm:zrt.  The research these empirical studles have
generated is already in o 2. Lut for results we nust allow time to pass
until evaluation is possib:., Mearwhile, the process has commenced of
ensuring that evaluation will ve possible: this means the Gevising cf
suitable criteria of performance ~ in sccondary schools, in the Civil Scrvice,
in training institutions, in commerce and industry - by which to judge the

procedures here described. If experience elsewhere is anythi: : to go by,
. ) ) . . . S e - )

this exercise will itself contribute substauticlly to the cconci.icol use of

Zambia's higher-level menpower, The present paper is oifcrcd in response

4o the interest shown in East Africa in what Zambia has boca doing during the
past two years: we in Zombia look forward to learning cof rocent develop-
ments along similar lines in East Africa, following on the Hioneer work of
Silvey (19683) during his association with the East african Institute of Social
Research, Our own progress owes much to the work in our cum Institute of
Irvine (Mzcerthur, Irvine and Brimble, 1964).



Appendix

Preliminary fAnalysis of 1964 Secondoxy School
Selection rxaninstion Data

Evidence on level and spread of difficulty

PO:;;&G ilcan S.D.
Erglish 60 58,02 9,99
Arithmetic 30 12,58 5.06
Non-Verbal Reasoning 35 12.00 7,50
Verbal Reasoning 25 11.91 5.0
(Form Perception 10 17.78 8.94)

II Inter-correlations between papers: on individuals (1 in 20 sample )

above the diagonal, on schools below the diogeonal

English  Arith, Non-v,Rcas., Vorb.heas, Form Perc.

English - 48 48 27 D4
Lrithmetic 52 - 51 &7 30
Non-v. Lcas, 45 48 - &5 &7
Verbal Reas. 43 86 60 - 22
Form Perc, 29 27 4% 45

First centroid: Individuals - Non-verbal recsoning, srithma

< lools Verbal reasoning, non-verb, 1

| e {

Hynothesis: Individuals - some form of 'g
Schools - "sophistication"

IIT Provinciel differences in school performnnce on test of Ing

Best 27 . Midéle  Yarst 27., Total
Total Schools 71 1192 70 260
RBe st____¥orst
Prov, 1 10 18 9 3B
4 17 12 0 29
5 12 15 4 35
7 15 24 5 42
Total 52 71 13 141
Worst Best
Prov, 2 5 10 9 24
3 9 27 15 51
6 1 6 8 15
8 3 5 z1l 29
Total 18 &5 53 119

- - . . - l\
Misclassification: (18 + 18) _ 100 = 15,
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PRELIMINARY RESULTS OF A LINEAR PROGRAMMING ANALYZIS
OF PEASANT FARMS IN MACHAKOS DISTRICT, KENYA.

Judith Heyer

(Institute for Development Studies, University
College, Nairobi)

Introduction

The model used in this study weas discussed at length at
the last EAISR Conference in December 1964 =, Similer models
have been used in West africa by A. McFarguhar anc A. Evans 2,
in Kenya by E. S. Clayton 3, and in Rhodesia by R.+#.M. Johnson
My greatest debt, however, is to J. L. Joy who has developed
the model for peasant agriculture in unpublished reports and
papers, and at post-graduate seminar groups which I attended
at the London School of Economics in 1963 - 4. The more
general versions of the linear programming techmnigue, wicth
apolications in many other fields, both in economics and
elsewhere, are treated extensively in the literaturce. In
addition to numerous articles and papers, standard texts are
growing in number. This study draws most heavily on E. O.
Heady and W. Candler "Linear Programming Methods", which has
specific agricultural apyolications from the United States.
But I have also drawn ideas from many other sources in the
body of literature avallable.

The linear programuing model used here maximises Tarm
production from a given set of alternative production
possibilities (activities), subject to labour and land
resource constraints on the farwer, and in some varistions
subsistence and drought insurance constrzints as well. Thus
the model chooses the best combination of activities to
maximise production on the farm. The alternative activities
open to the farmer include both crop and ilivesiock activities,
farm and non-farm activities, which compete for the limited
labour and land available to the farm.

l. J. Heyer: A Linear Programming lModel for Peasant
Agriculture, EAISR Conference Parer, December 1964.

2. A. lMcFarquhar & A. Evans: Linear Programming and the
Combination of Enterprises in Tropical Agriculture, Journal
of Agricultural Economics, Dec. 1957.

3. E. S. Clayton: Economic Planning in Peasant Agriculture,
Wye College, University of London, 1963.

4. R. W. M. Johnson: The Labour Zconomy of the Reserves,
Dept. of IEconomics, Occasional Paper No. 4, Saiisbury, 1964



Computations involved in finding the optimal solutions
were carried out on the ICT 1500 computer in Nairobi.Z A
standard linear programming routine was used. Much of the
interest of the model lies in the changes that *ake plsce in
the optimal solutions as one or more resource levels are varied
Unfortunately it was not possible to make the relatively
winor adjustments that the linear programming routine reguired
for continuous paramentric variations in resource levels and
other variables. A more lengthy process of varying resource
levels at discrete intervals, and running series of programnes,
has been used instead. This means thatv the exact points at
which changes take place are not identificd, but close approx-
imations are chtained instead.

Typical v. Individual Farms.

There has been some discussion in the literature about
programming typical or average farms °. In this study, pro-
grammes that are in some sense typical of the grou, of Farmers
studied. programmes based on modal input-outyut cozfficients,
have bteen taken first, but programumes baged cn indivicual case-
study farms are being run as well. This paper discusses
resvlts that are based on typical activity vectors(with = wide
range of resource cowmbinations), but o more detaileu investizas-
ion of individual case-study farms will fellow. There are
objections to the use of vhese wmodal figures, particulariy in
the present study in which the sample is not randow, bus rather
a series of case-studies that were clicsen to get a wide range
of the different farm .situations in the area. Some unusual
farms were chosen deliberately and have a disproportionzte in-
fluence on the sampie; those that are more representztive of
the majority of farms in the area are less heavily weignted in
the sample. Nevertheless, the group may behave much o8 a
random sample as far as Tthe input-output cocefficients are
concerned. With the present statistical knowledge of peasant
tfaruing areas in Kenya, a well-stratified somple is unlikely
to give much improvement here. To get homecgeneous sirata &as
far as activity coefficients are concerned, it 1s neccseary
to stratify by resource combinations, including soils, Lopo-
graphy, capital, etc. as well as lani and laovour, nd G
efficiency of resource use, perticularly labour. Taklng
averages without rogard to these factors may rcesult 3
that ignore many of the important differences that get
lost in the process of averaging. Sinmpson, in the article

C

I would like to acknowledge the gencerous assistoncs of 10T
in providing free computer time for this study. I would also
like to acknowledge the invaluable assistancc given by krs.
3. Levine, Institute for Development Studes, who channelled
much of the information to and from the ccrmputer and sorited
out many of the computational problems that arozc.

6. I. E. Simgson: Parw Economizt 1960: A. McFarguhar: Farn
Economist 1961.



referred to above, argues that there is a case for using
average Input-output figures because anyone below average
efficiency ought first to improve to the average level. He
does not deal with the above-average farmers, though tThe
advice offered as a result of typlcal farm prograuming may
be far from optimal for them.

This study is continuing with a seriecs of case-study
programmes which recognise differences in labour erfficilency,
capital endowment, soils, topography, etc. reficcted in the
different input-output coefficients. The case-study prosranlies
will also recognise the particular resources available to0
individual farms, different consumption reguirements depending
on the size of the family, and different non-farm pessibilities
such as woodwork, petty trade, and beer brewing not all of
which are open to everyone. The results should differ fron
the average case, and it will be interesting to seec how
important the difference is. This will be some sort of test
of the value of the average programmes given the datz used
here, and may help to dLClQ Whpther tyrilcel farn progZranues
might have their place after all.

Annnald Crop Activities

preiiminary

The results presented here are still of
i wnich ccmpete

nature and concentrate on annual crop activ 3

for a limited amount of lavour and land. Taking the major
rains alone, the limiting factors are land, labour for }lnntinh
(2 donstralnts), labour for weeding (2 oonbtralltS', znd labour
for harvesting at different times k3 constraints). Crop
activities are defined acccrding to the crop mixture planted,
the time at which it is planted, and the time and quuncltd of
weeding it receives. These four factors are considered 1O
determine output, and variations in these form the basis of
the many different activities that face the Farmer, repressni—
ing the decisions he has to make. The farmer chooses ooth
between different crop mixtures and between different intensities
of operation for each.

.
o

4 .

ol
1

The crop mixtures considered are maize/be ans, maize/veas,
maize/beans/peas, maize alone, beans uzlone, peas/millet,
peas/sorghum, and peas/wimbi. 411 of these are planted in
the major rains; the beans snd the millet are harvested
before the second rains; the maize just before and during
the second rains; and sorghum, wimbi wnd peas continue Through
both rains to be harvested lutb in the year. Ior each crop
mixture there is a choice between planting early, medium,
or late; between weeding early, medium, or late; and between
weeding a little, a mediwm amount or a lot. The fTotal number
of possgible combinations is thus 243, SO theoretically she
farmer can choose between 243 possibilities in the major
rains. In practice, of course, the oh01ce is much narrower.
Many of the theoretical possibilities can be rejscted at once
as wnattractive under any resource conditvions. Tns pro'ess
of rejection, however, is not as easy as 1t mey flrst appear.
Some activities can be rejected outright, bescause they use
all scarce resources less efficiently than other activities.



But there 1s still too.lurge a nu ber of.poosible activitices

(S
that remain. The present practices of formers Soxztiucr with
technical knowledge of the area were used as guides in the
rejection of activities. Thus it is known that millet suffers
less from being plonted late than does maize, so more late
planted millet checices were included than maize. But with
the narrowing down of over 200 possibilities to between 35
and 50, (more would be unreasonsble since the maximum number
that can appear in the optiwmal solution with 8 constraints
is 8), it was sometimes found vhat important choices had
been left out. TFor example, the optimal solution might
include a maize/beans mixture that was poorly weeded because
weeding labour is scarce, and i1t wight want that mixture
early planted. The narrowesd range of choices nmight only
include a poorly weeded maize/beans mixture that was planted
ate, so the optimal solution would include this instead of
an early planted one which would increase the value of the
optimal solution found.

Much the most difficult data in activities 1s the P
yield or output data. It was suggested at a recent conference’
that as long asc one had good input data one should be content
with rough estimetes cf the yiselds that go with i1t, because
of the difficulties of gctting the kind of yield data one
wants. The diificulties come with the necd to associate
particular yields with particular inputs, as well as the need
to know how yields behave over the years. It might be
possible with a large enough sample to get statistically
significant relationships between yields and inputs, but
that does not solve the problem of the variwutions rrom ye
to year. In this study 1962 - 3 yields were coilected an
provided interesting information on the range of yields
obtained by different farmers under similer climatic conditions.
But the data was insufficient to get meaningfuvl: stutistical
relationships between these yields and inputs. The 1962 - 3
yields, together with the technical agricultural knowledge
in the area, provided the basis for estimating the output
coefficients. The only factors tuken to affect ylelds wers
the crop mixture, time of planting, snd time and quantity of
weeding, as mentioned above. Factors such as soils, topography,
plant populations, manure and fertilisers could noy oe
included frow the data in the field study. Manure is used
on a very small scale, and fertilisers are not used at all,

80 any investigation of the effects of shese would have tO
rely on data taken from outside the area studied. This may
be explored in this study at a later date.

ar
a

Most of the programmes that have been run have been
based on 1962-3 yields, but modifications are being tried to
get closer to tre long-run average yields. These are discussesd
below in the section on the objective function.

There was & problemw with the estimave of the effects
of mived cropping compared with pure stand Experimental
work in dry ereas of Tanzania, slmilar are 0 the one

7. Fast African Agricultural Econocmicse Conference, Nazirobi,
January 1965.



studied here, suggests that mixed crops give better yilelds
per acre than crops planted in pure stands. 8 4n acre of
mixed groundnuts and maize, for example gave a higher yileld
per acre than half an acre of each crop planted separately,
and the difference was greater the poorer the soils and the
rains. There appeared To be complementarity between the tTwo
crops in the use of water and so0il nutrients at different
times and different roct depths. In Kenya, the assumption

has been that pure stands always give higher yields. Prograimes
were run using both assumptions for comparison, and even with
the Kenya assumption of higher yields the pure stands 4did not
appear very much in the optimal solutions. It seems that
even 1f pure stands give higher yields per acre, thsy are not
chosen because they do not spread the labour peaxzs. With
acres of land and % man of labour, under the Kenye assumptian
that pure stands give higher yields, only % acre of maize in
pure stand replaced some of the maize/beans/peas mixture in
the optimal solution. With more labour, 1% men, when the
necessity to spread labour peaks was less, 2 acre of naize
replaced £ acre maize/beans/peas in the cptimal soluticn of
the Tanzania assumption. When there is scmc doubt about
assumptions, or coefficients, 1t 1s always possitic TO compare
two series of programmes like this.

[
HY)

Major Rains Programnmes

Programmes including crops planted in the mzjor rains
alone, and not including cotton which is becoming a major
crop in the area, were run, varying land ond labour available
to the typical farm. The results are illustratsd 1n she
diagrams.

Diagram 1 shows how the liniting consiraints change
with different land/labour ratios. More labour constraints
become operative as lshcursets scarce and vice versa. In the
first segment, (1), labour is not scarce at all and its margi-
nal product is zero; in the last segwment, (8), land has a
marginal product of zero. Most of the cese-study observations
lie in the middle regions, segments (2) tc (5). DNone lie in
the segments (6), (7) and (8) where land gets plentiful. The
few that lie in and near to (1) where the marginal product
to labcur (given the possible enterprises considered in the
programnes) is zero, all have substantial outside occupations
which have not so far been included =z options in the
programmes. The labour they devote to farming is much less
than the labour they have available, and if their feraing
labour alone were considered they would lie in cne of the
niddle segments instead. Sinilarly, the two case-studies
at the other extreme, in segment (5) are rather special cases,
both being rich widows with plenty of land.

Diagram II shows how the crop mixtures in the ontimal
solutions change with the changing constreints. In the first
three seguents maize/beans/peas mixtures asre grown at differsnt
intensities of operation; in (4) some maize/peas is added as

8. EVANS: Experiments with Intercropping in Tanzania, Fast
African Agricultural and Forestry Journal, July 1560 and
July 1962,



weeding labour becomes scarce, (because beans require more
weeding than peas); in (5) naiz e/bpanq nixtures are sdded

as peas harvesting labour limits; and (6) and (7) bring in
sorghum as the beans harvest linits as well. Pinally (b)
dlscaras naize/beans/yeas oirtures altogether and bflngs in
some maize alone. As long as land is scarce relative to labour
maize/beans/peas mixtures are 1Aportan+ as labour gets wore
and more scarce maize/beans and maize /Tcwu nixbtures come in,
and eventually, beyond the range of observations studied,
sorghum is included as well., When 1962-3 yislds are used as
the basis for output coefficients, wmillets and sorghums are
not attractive because 1962-3 was & year of exceptionally
good rain. When long-run subsistence considerations are
introduced millets and sorghuns will take their vroper place.

Diagram III shows the values of ¢
different combinations of labour and 1
prices form the bagis of these values

ne optima1~solutions at
and. 1962--3 yields and

This model is still rather far from reaiily with only
one rains, no coston, and 1962-3 objective functinn. Iore
realistic models will be considered in the ssctions that
folliow.

C)

Tre Addition of linor Rainsg Crons and Cotton

o

The major rains model was extended to include the minor
rains crops and cotton, whose labour reguirements confliict
with those of the uwinor rains crops. The extended model was
first explored with the addition of ninor rains crops alone,
and later with cotton as well. Whon minor rains cwoPs were
added to the major rains crops, the ciaange in beth the opvtinal
production Dattyrns and the velue of the optimal sclutions
was relatively small. This is shown in Diagram IV which
compares the two total product curves as land is Va“lpu, and
Diagrains VI and VII which compare the changing producilon
patterns for the major rains crops in thc tfo basps. Thie
increase in the size of the matrix, to include the sscond
rains crops, is howecver, large. The nuwber of constreints
ig increased from 8 to 17: +twe additional labour constraints
for minor rains pianting, which conflicts with the mojor rains
maize harvest; onec additicnal labour constraint for minor
reins weeding, which conflicts with maize and wimbi harvests;
and two additional labour constraints for cotton harvesting
which is included later. It is also neccssary to add 4 new
land constraints to desl with the sequence of major and ninor
rains crops. ILand is available for second rains crops carly
or late, and clear, or with peas, among which new crops arc
interplanted. The major rains crops, togcther with the
timing of the maize harvest detcrmine the evailebility of
minor rains land., The major rains activities arc rultiplied,

th varying assumptions about the timing of the uaize
harvest, and new activities are added for the winor rains.
The total possible nuuber is increased from 243 te about 700,
The total selected for +the matrix is increased to about 150.
The addition of one nore variable in the activitics, in this
case the choice of when to harvest maize, cnormously incrcases
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the size of the matrix, as docs The addition of = few ore
constraints to dcal with the minor ralns crops.

There is an interesting problen that arises Wlth the
consideration of minor rains crops. Labour that 1s not
limiting has been treated in the model as free.l Tng ?anr
rains crops have very low yields, but &s 1o0st of theh_?bour
they use 1s otherwise idlie, many sgcond rains cropg'a?c e
brought in, which only marginally increase the val%u uf— tv
optimal solution. For this reason it might be'neCcsggryt 0
put a price on labour, below which pgople do not think :L1
worth while to work. Then second ralns Crops Wlllﬂonly be
included if they give a high enough return to Gpg Labpur
used. If this is done, second rains crops should provably

be vglued differently as well. One of the wain reasons for

planting crops in the minor rains is for fresh secd for the
major rains again. If this is so, a certain amount of thec
minor rains crops might be valued at 2 high price for seed
purposes, leaving any surplus over this to bg valued as
before.

In the same way, it would be possible to rewmove the
fixed limits on labour available to the fari, and allow for
the possibility of hiring labour if necessary. In this case
a price equal to the local wage would be given to labour, and
unlimited gquantities would be used provided labour productivity
exceeded the wage. Unfértunately this is not a realistic
proposition for farners in lowland Machekos, because cosh is
seldom available at the right time. In some o tho case-
studies, where cash is often available as workin:z capital,
the possibility of hiring labour will be explored. But fur
the typical case 1t is more rcalistic to exclude it, cxcept
perhaps for harvesting cotton which is discussed below.
Credit is not available in this area as working capital for
annual crops, because the risk of crop failure is too high.

The addition of cotton changes the situation consider-
ably. Diagrem V shows the shift in the total product curve,
as land is varied, when coitton agtivitics are introduced.
Cotton raises the total product curve, as one would expect,
opening up new levels of income for the farners concerncd.
The advantages of cotton are less as labour becomes scarce in
relation to land, but even then they are quite significant.
Diagram VIII shows the change in wajor rains optimal product-
ion patterns, with the introduction of cotton. Production
patiterns change wuch as one would expect, with a shift from
peas into beans because of the conflict between the peas and
cotvon harvests and the competition for labour at that time.
In the wminor rains, following the shift in the major rains
which leaves less peas to be interplanted, there is a
similaur shift from crops interplanted with pesus to crops
planted on cleared land, with sowme peas mixtures coning in as
labour gets scarce in relation tc¢ lsnd. The minor rains
changes are dictated by the changes in the major rains.

The gquantity of cotton grown is detcrmined mainly by
the availability of harvesting labour in these programucs.
As land varies, the acreage planted to cotton remains at a
nearly constant level for this reason. The shadow price of
harvesting labour is s 7-8/- until land reaches 5 acres,



and beyond 3t 1t declines to sh6, 5 and 4/- as the yield
per acre becomes less luportant and the yicld per men more
crucial, on the farm as a whole. It wight be gossible to
consider-the hire of cotton harvesting labour, aos some crops
have already been harvested by the ¢nd of liay when the cotton
harvest begins, and cesh is more likely to b2 available to
pay the wage. Once the first cotton sales have taken place,
there should certainly be enough ooney to pay hired labour,
provided it is worth its price. Labour is wost liciting in
Augugt and Septewber, when the peas harvest also takes place,
and this is after the l1st cotton sales. The local wage 1is
between 1 and 4/- and is certinly well below the shadow price.
Some prograxmes will be run to explore she possibilities of
increasing the acreage of cotton and hiring labour o help.
But as cotton acreage is increased, labour nay not be =0
readily available for this work. Perhaps a sufficiently high
wage could be paid to attract the unemployed of Nairobi +to
pick cotton in this season. The distance involved ies sual
and this might be a real possibility. The problem is that
cotton picking is only & seasonal forn of employment.

1

Changes in the Objective Function

first programmes, discussed above, have simply taken the 1962-3
yields and prices cnd weximised cash returns on the bas.s of
these. This can be seen as a case-study of the year 196z-3,
and the solutions are optimal if zll years are like 1962-3,

or even if 1962-3 represented an average over the years.

1962-3 was taken because the data had been collected for That
year, but it was a year with unusually good rains, in which
the crops were well above average, so 1t is misleading as a
basis for farmers' dccisions. Years such as 1502-3 occur
perhaps two or three times in ten ycars. Prograwies are
being modified both to teke accocunt of vhe longer-run pOS1TLON,
and to treat subsistence reguircuents separately frow cash
returns, of course.

Alternative objective functions are being maxiamised. The
[a

Subsistence requircuwents arc added to resource ccnstraints
as further liuitations on the system. The production of
subsistence crops then has to be 2t leazst enough to satisiy
the subsistence requirements stipulated. The programme chcooses
how to satisfy the raguirements, ond then maximises casi
returns above this. Two exbtra activities are also added To
allow for the wide differential between the buying and selling
price of waize in Kenya. Subsistence maize requiremcnts are
satisfied either by producing or by buying maize at the high
price of #.50/-. Any surplus meize is sold at the p?oducer
price of #520/-+« The subsistence requirements stlpulated per
adult. - equivclaent to be fed wepe: 1.66 bngs of L;Lze,ho.&C bag
of pulscs (beans or peas), 0.07 bags of wimbi, ond O?OY b=gs
of sorghum. In addition, one drought insurance rcouireument
was included: 0.12 bags of millet per adult equivalent hed
to be produced as a frmine reserve. Many farmers in lowland
Mzchakos produce millet for this.
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Prograumes have been run with subsistence rnd millet
requirenents, and 1962-3 yields,with 4% and 2% acres of land,
varying labour between s and 3 men, =2nd adult-equivadlents to
feed between 1 and 5. .More progremuwes will be run to get the
complete pattern, and the solutions-so far obtained are insuffi.
cient to give more thun a brief suumary. In ell cases tried
with 4% acres, families were cble vo feed themselves without
buying maize, and produced a surplus of maize znd pulses
averaging about half the total value of production on the
farm. Sorghum, wimbi and nrillet reguirements were always
met, but a sacrifice in production was involved here, as they
would not otherwise hive gppeared in the optimel solutions.
The sncrifice involved per adult-eguivelent was normelly
about st.1ll/- for millet, with occasional values of 7/- and
one or two very high. For sorghum the szacrifice wzs ususlly
about #s5/- and for wimbi sbout $.8/-. The sacrifice involved
in inteoducing subsistence requirements was surprisingly
small in o total of between s 400/-and $. 700,/-. The surpluses
of maize and pulses produced varied between 1% and 10 bogs of
maize and 4z and 10 bags cf pulses.

When acreage was only 23, the surplus averazged only
gbout ¥ of total production, with 19862-3 yields, wnd there
were one or two cases where malize was bought ot the high
price of $s.50/- although a smell surplus of pulses could
probably hove been replaced by home-grown maize. It was
more profitable to buy waize and produce the pulses for sale.
This occurred only in & few exceptional cases. In most cases
there was a surplus of both maize, (varying irvom - 1.8 fo 4.5
bags this time), and pulses, (varying from 1.5 to 5.25 bags).
The sacrifice involved in satisfying the subsistence reguire-
ments of wimbi was between s 4/- =nd swl3/- per adult-equivalen
sorghum between sh.4/- =2nd s$.17/-, and millet insurance s 4/-
to s.13/-. Again this is not very large.

These subsistence prograares will be developed fursher,
more with estimated long-run averags yilelds than with <he
exceptionally good yields of 1962-3.

t a cl
rumines formers'
of long-run
t of the
;  and second,
figures, a wcighted

(¢}

Two approaches are being tried, to ge
mation to the long-run position which dete
decisioans in practice. First, rough estiuntes
average ylelds, increasing the relutive positi
drought resistant crops coupared with 1962
a combination of "good year" and "bad yeor
average reflecting the incidence of each.

A nrogramme based on the long-run aversge estlmates has
been run. With 5 acres of land, and 2.5 men, 3 acres of
maize/peas mixtures replsace noize/beans/peas when average
yields are used, because in the long-run peas are wmore favour-—
able than beans. But still no droughit-resistent millets or
sorghuns appear, probably because tTheir yizslds and prices are
so low, That it would need very drasticually changed assumptions
to make them worth growing. An explanation is etill reguired,
however, to show why these crops are grown 30 much at present.



Livestock, Sisal and Non-Farm Activities

Annual crop activities are not the only alternatives
open to farmers and the labour and lanu resources of a Ffarm
are not confined to these. The two mcst important competitors
on the farm are sisal and livestock. Off the farm there are
numerous possible activities such as beer brewing and casual
labour for the women, petty trading for the women or the men, &
woodwork, ox-carting, brick maeking, building, etc. for the
men. The discussion of optimal labour use is incomplete
without the inclusion of possibilities such as these,; which
offer very real alternative uses for labour. But alternssives
such as permanent businesses and shops, and permancent employ-
ment are not included here, as they involve a supgtantiial long-
term commitment that cannot ve marginally adjusted if iT is
more or less profitable than activities on the farm &t any
time. If farmers are involved in long-term entervrises such
as These, labour aval” ble to the farm is correspoudingly
reduced to allow for this. Butbt when the farm posision is
analysed, the profitability of farming =nd engaging in short-
term peripheral activities is compared with the profitavility
of the long-term business or employment concerned, tO see
whether the farmer should stay in business, or cocme pack o
full time occupation on the faru.

The criterion for including alternative possibilities
in the programme, is whether they compete with the annual
crops for scarce resources or not. Sisal is grown everywhere
as a hedgerow, Lo mark boundaries and give some (rather
ineffective) protection against livestock. It does not do
away with the need to herd cattle. Because 1t is Ttiasre,
people exploit it, cutting it bacik and decorvicating it by
hand, using very primitive methods, pulling each leaf through
a narrow gap between two pangas stuck in an old sree staup
near the house. Decortication is a very time-consuming
process, and very hard on the hands, and it only brings in
a meagre return to the labour involved. It is an occupation
for labour that is otherwise idle, undertaken only by women
and children, at times when there are no other urgent jobs
on the fzrm. No one has hedgerow sisal sufficlent to occupy
his family for more than a small part of the year, and 1t 1s
alwost certainly uneconomic, given the ghortage of land, 30
plant sisal anywhere else. Some families do not use thelr
sisal leaves, and in these cases close relatives are usually
allowed to use them instead. Where there are people interegted
in decorticating sisal, which is true of the majority of
families, hedgerows are planted to the fill, but where taere
is no interest there is often room for a litvtle more. Occasion-
ally yoor families that are fully occupied sell sisal lcaves,
but there is not much of a market for these.

Sigal decortication fluctuates considerably with the price,
the *sime of che year, and the food position, as che Machakos
Sisal Scheme of the 1950s found to its cost. ‘When food is
short sisal provides some cash with which to obtain food.
Otherwise, it is a useful supplement at times of the year
when labour is idle, and it provides substantial amounts of
cash for children for buying clothes, chickens, or even sheep
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and goats, and for women who have few outside occupations apart
from the farm. The opportunity cost of labour, and +the price
below which people are not vrepared to work, might usefully

be measured in terms of sisal returns. But sisal can hardly

te considered for inclusion in the linear programme because 1t
does not compete for resources that are scarce.

Livestock activities raise some different issues. The
main 1limit on livestogk activities is undoubtedly cash. Live-
stock are treated as/savings bank, bought when there is
surplus cash from a good harvest or a profitable business trans-
action, and sold when there is a pressing need for cash such
as for school fees, sickness, or food. If there is no room
on the farm, they can be lent to friends; if theres is grazing
to spare they can be borrowed. Livestock ownership depends on
the availability of cash, but livestock services depend more
on the availability of grazing land.

It is useful to make a distimnccsion between returns to
capital and returns to grazing land, here. With cows it is
easy to separate the two: calves are regsrded as the return
to capital, and belong to the owner when they are born; the
services of milk and manure are regarded as returns Lo grazing
and belong to whoever is kKeeving the cows. With onxen the
distinction is not so clear. Oxen depreciszte with age, and
the cnly returns they give are in the form of ploughing and
sometimes carting services and manure. RBoth the returns to
capital and the returns to grazing land come mainly from theilr
ploughing use. Thus oxen are nearly always kept by their owners,
while cows are often lent. Where oxen are grazed by friends
from time to time, there is usually some arrangement for
sharing their services for plioughing.

Sheep and goats are itreated in a similar way, but where
they are lent out, some payment is given for grazing in the
form of mest when they are killed, or offspring, since the
services they render to the person grazing them are negligible.

Livestock activities thus enter the programme ag competitors
for limited land. They use land that is unfit for cropring up
to & point, but beyond that they compete for arable land. They
also compete for labour, but much of the labour involved in
herding Them does not depend on the number of cattle that are
kept. Spraying labour varies with the nuwber of cattle, but
if cattle are to be kept at all a fixed amount of labour 1is
withdrawn from the fazrm for herding regardless of the number
of cattle kept.

Non-farm activities that are considered are: casual labour
at weeding time for women; beer brewing for women; ypetty trade
for men or women; woodwork, ox-carting where oxen and a cart
are available, and brick-meking for men; and special activities
where there is a skilled person in the family to whom special
possibilities are open, such as on one farm where there 1s a
semi-skilled builder who earns substantial sums by building
houses and schools whenever there is work. These all appear as
extra activities, with given claims on labour, some of them
sporadic, whenever labour is more profitably used on them than
on the farm, at different times of the year, others more consivant
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bgcause they cannot be operated discontinuously without the
risk of loosing the business altogether, or under-utilising
the capital involved. Casual labour, and petty trading can

be operated sporadically at will; ox-carting and beer brewing
need to be. operated more continuously if at all.

Other Limiting Resources

The major resources investigated throughout are labour
and land, because these are considered to be by far the most
lmportant in the lowland Machakos situation. However, other
resources such as fixed capital and menagerial ability axrc
not entirely neglected here. Fixed productive capital
consists of oxen, ploughs, ox-carts, sisal fencing, land
inprovements and other smaller implcments that arc not
generally in limited supply. Improvements to land are
difficult to quantify and no attempt was made G0 weasure them
in the field. They simply appesr as descriptive background
to case-study results. They consgist primarily of soil
congervation works which were carried out in the 19408 and
1950s under strons Governmens pressure, and which vary
enormously in guantity and quality, and also in the extent
to which they are maintained now that Government presgsure has
been reduced. Improvements in the form of manure and good
crop rotations are also part of what makes for efficiency
differences in the case-study results.

The most important capital differences are in oxen and
ploughs, and while these are not treated as resources in the
programmes, the results of sharing or not having them willi be
investigated instead. People without oxen and ploughs elther
have to hire them, or wait until very late in the season ©o
do their ploughing and planting work. People who share oxen
and ploughs often find their planting gets delayed.

Manegerial ability similarly enters in the discussion of
individual case-study farms. Some farmers are considerad T0
be able to deal with more complex farm plans, and more complex
innovationg than others.

Conclusions

The results presented here are still fairly far-removed
from reality, and the programmes remwein to be modified guilte
substantially to represent & good approximation to the true
position. However, it is hoped that the results shown so far
have indicated the possibilities of the technique, and the
degree of realism that can be obtsined in using the linear
programming model to analyse peasant farm situations. Oace
the data have been collected und processed into a suitable
form for analysis, the programming formulation is probably
superior to any other possible method of treatment. Budgeting
uses the same information to give far fewer results, and any
purely descriptive analysis can hardly get to the root of the
problem at all. Once the linear programme has been set up,
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it can be used to identify important relationships and previde
much normative information that can be useful in the planning
process.

The main interest of the programme solutions lies in the
series of results that show the changing patterns, rather than
in any one result alone. One result, giving an optimal farm
plan to be accepted or rejected for one type of peasant farm,
is neither reliable enough nor of sufficient interest to be
worth all the work that is involved in getting the result.
But the comparisons and relationships brought out by running
series of programmes are what increase our understanding of
the farm situations, and what give us the basis for the
planning of development that we need. Relationships some of
which have been demonstrated in this paper, between land,
labour and production; the relative scarcity of labour and
land; ‘the implications of greater pressure on the land for
the production pattern; the sacrifices involved in producing
one's own subsistence food needs; the position of farm as
opposed to non-farm occupations; etc., etc. all throw new
light on farm production in the area under study, which can
be of value to planners, giving real guides for future
development policy. This paper has not followed the analysis
far enough to demonstrate all of these factors, and it may
be argued that the possibilities considered should be extended
further to include more radical change, but it is hoped that
the paper has shown enough through the preliminary results
to indicate the immense possibilities of the method that has
been used.

Judith Heyer
Dec. 1965.
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THE C/ASE FOR CNOPERATIVE INiN ASSOCIATINNS IIT KENMYAL

N, 0. Jorgensen

For the sake of these genuinely interested the main

points of the paper, which are listed below, should

serve as a guide. For those only remotely concerned,

the

same polnts tegether with "conclusions" on the last

rage might serve as an outline oI the topic.

Introduction:

(a) Fert of a study on financing of small scale enterprise

(b) Limitations of the subject as treated here.

A, The need for credit:

(a) Is there a need, - and if so, how is it determined?

(b) Existing credit institutions and their scope for expan

B. Cooperative financing in Principle:

(a2) Criteria for membership and the creation of credit,

(9) The principle of collective collateral.

(c) Maturity terms and ways of repayment.

(d) Conversion and renewal.

¢, Cooperative Ffinancing adapted to local conditionss

(a) Where applicable: Industry, Commerce, igriculrure and
Housing.

(b) Administration and cost.

(¢) Its part in development.

(d) Legislation and money market effects,

D. Conclusions: (points for discussion)




Introduction:

It is very likely that this discussion paper is
premature from more than one point of view. First of all,
the study on which it is to be based is only three months
old and actually much too young to give birth to & new
offspring of such complex nature. Secondly the local
environment into which this concert of cooperative financing
is to be delivered might not be at all ready to receive it.

~-This is what I don't know, and that is why this is a
discussion paper in the true sense of the word. The fact
that I have worked with cooperative financing before is
mentioned only to serve as an explanation for conceiving
the idea and does not in any way preclude a critical
treatment of the subject here, because not only was it
operating in a much more sophisticated economy, it was also
quite evident to some of us that the system could be improved.

As far as 1 know cooperative loan associations, such
as I am going to outline in this paper, have not been
attempted in any other country which might reasonably well
be compared with Kenya. I am therefore limited by net
being able to refer to past experience in developing the syste
Whether or not the implementation of such financing will, in
fact, be one of the recommendations flowing from my study
of "Financing of small scale Enterprises" can only be
determined by the research itself and after a critical
analysis of the implications. But, as in any research,
you need to have your theses viewed from all angles and
&t the earliest possible stage. I am therefore vitally
interested in having this idea subjected to discussilon
among those who have a much longer and more practical
experience with conditions here.
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The extent of this paper does not allow a listing
of all the details in the practicael implementation of
a cooperative of this sort. Likewise there are monetary
policy aspects of this, which are only touched upon
lightly and. admittedly, out of proportion to their signi-

ficance in the long run from a macro-ecconomic point of view,

A, The need for credit

"A shortazge of capital is usually considered one
of thie most immediate and pressing as well as one of the
most fundamental obstacles to domestic and private investment
nd thus ©to economic growth in the less developed countries.”

1)

mey not oe as undisputed as it seams., In the saxne study

Thiig guotation from Sayre Schatz expresges something which
he himself points to what is now known as the Capital
Shortzge Illusion by suggesting that in the case of Nigeria
the situation (13556-62) was such that "rather than a large
number of viable projects vainly seeking capital, .- capital
has been vainly seeking viable private projects". ' He found
that even aiter a liberal appraisal of loan applications to
the Federal Loan RBoard of Nigeria only 18% were recommended
for loans, and out of these only about hali of the enterprises
were successful,

Other similar studies seem to indicate that the
percentage of viable and successiul projects is higher in

ner develoring countries . It soon becomes obvious

The Capital Sheortage Illusion: Government lending in

?\Nigeria. Oxford Economic Tapers Vol. 17 No.2 July, 1965.
N¥athaniel ingle: Incdustrial Development Banking in Action
pub, in Pakistan Industrial Credit Corporation 1962,
Shirley Boskey: Problems and Fractises of Development
Banks. publ, for IBRD by Johns Hopkins Press 1959.



that in order to compare, it is essential to know
what type and size of projects apply for loans and to
ask what the criteria for viability is. Schatz uses the
term very broadly saying that "if for any reason a project
is considered unlikely to be commerciallysuccessful, is
badly concsived or the applicant has insufficient entrepre-
neuvrial ablliity or because conditions external to the
enterprise are unfavourabls, such a2g the whole economic
exvironment then the project is not viable."

This definition clearly has meny implications, -
and the more it tries tc gualify the reasons for potential
commercial failure the more implications arise, To arrive
at the right enswer it is important to know whether, for
instance; the reason for rejection of an applicetion is
ue to "economic environment" or to being a "badly conceived

ject", Just to mention two of the very general terms,

wnich in themselves wmight proffer an egually useless answer,
namely in the first cases a shortage of capital, and in the
other: a shortage of viable projects.

Before embarking on an analysis of presznt conditions
in Kenya we need to have a clearer frame of reference. The
simple criteria of cormercial success would have to be
supplemented with the availability of coliateral from the
commercial barker's point of view, whereas government
agencies, on the other hand. may disregard collateral and
maks their Tinancing of enterprises a matter of poiicy.
In fact, thz concept of commercial success may be entirely
lecst, as in the case of farm subsidising (settlement schemes)

housing and social welfare prograrmes,



How carr the effective ne fOI‘ credlt if o any, The neasur
regard to magnitude?”’ Rather t?an go into an acsdlemic
discussion here of the criteria for wviability, let us turn
to the local capital market and simply ask how the situa
looks as viewed by igion-makers of various [financial
institutions. My research has not yet progressed far enoug!
for me to give/conclusive presentaticn, but it has soon
tecome obvious from interviews that answers are consistent
enough to justify scme generalisations. which in turn will
be suprorted by some relevant figures from available

staticstics,

2

In spite of the fact that devosits in commercial
barke had been moving thus
1959 186C 1961 1962 1963 1464 Hav-Jurs-iuly-=55
‘Mill.£ 56,9 50,2 52,4 59,2 62,5 65,0 5
the most important concern was lack of domestic savings,
because total loans had gone up 9% Troxn 1963 to 64
c

compared to 4% rise in deposits). The three major

ommeral s

banks indicated that they kave to Turn dcwn otherwise

profitable and creditworthy projecte.

33To be surse. there will alweys be 2 gneed for credit, whethe
imagined or real. The effcctive need would thexn Lz thooce
projects rejected for the reason of lack of capital by the
existing outlets, given that all projects were awsrs of
these outlets and tneLr conditions and hAQ rade applicubiu
Another way of trying bto determine the effective necd for
credit would be to make =2 survey of borrowers, These
would necessarily include prcﬂent as well as po ntila
seekers of credit, wiidch in theory would be clos e t

numbers of households. In order to determine what wa
effective neegd one would have to epply to these answer
a test of viability.



In the case of building societies, only one is at the
moment making loans. The others are functioning mexrely as
savings banks, because of the cirises of 1960-61 with a
large outflow of capital, which forced them stop their financ-
ing of mortgages. Here again deposits have been increasing
at an even faster rate since 1963, apparently because the
public - especially Africans - are now saving more than
before and are becoming "interest-conscious". This is es-
pecially true of the East African Building Society, which
has decidedly catered for Africans and has seen a 3 rise
in deposits and investment shares from 63-64. Still the
nunmber of applications for loans "wait-listed" is growing.

The Stock brokers have experienced an increasing
amount of funds flowing through their business to invest
in local shares. They ascribe this fact to the effects of
the exchange control and therefore it is perhaps temporary,
but the rise in stock prices, which this has brought about,
may attract other funds not formerly interested in this
type of investment.

The wholly owned government agencies such as I.C=D.C.4)
and D.F.C.K.5)are largely based on capital from abroad.
The same is true of A.F.C.6> and the new housing development
corporation. In contrast to the commercial banks they engage
in longer term loans for investment and development purposes.
Their criteria for viability are different from other
agencies and they do not have to rely on local savings.

4)Industrial and Commercial Development Corporation
Revolving fund of £50,000, - Total assets £2 Mill.in shares
£3 Mill. in loans.

5)Dew.relopmen’t: Finance Comp. of Kenya. Authorised capital £2 Mill
Total assets £4 Mill. in shares £5 Mill. in loans.

E)Agricultural Finance Corporation.



It is aifficult-to get statistics for the rate of defaults
they encounter bobut it is quite clear that tkhe smaller-the:
venture the higrner the risk. In the case of I.C.D.C. th
function of the agency is not only to finance small scale
indigenous enterprises but to suggest such projects and

to asgsist them once they are established. Unlike the
D.F.C.K., which invests on a more strictly commercial
basis the former finds itself with a much higher rate of
default. Lxperience from Uganda seemSto indicate a shift
from pure development aims to more commercially sound
projects in the field of industry and commerce,

The survey of financial institutions has not yet
produced a concrete figure for the present need for credit,
but its stand was clear. Another way of approaching an exc
expression though perhaps not as reaslistic because of
uncertainties, is to look at the proposals set forth in
the Kenya Development Plan 1964 -~ 1970, where 2 growth
rate of 6% vper year is established as a desired minimnm.
The gquestion is then: How much investment is needed to
altain this gousl =2nd how much is geoing Lo ha available?

Without going irnto a critical analynis here of the

figures in the plan, suffice it to state the TOTTvWihnna)
Tnvestment for. the € year pevriod Lolal £330 Mill
Government will plan to invest £80,6
Publie nou-guvernment bodies ,6 13°,2 Mill

£51
Balance = investment of private sector £197,8 Mill.

-7\ . . .
I/ The Uganda Creait-and Savings Bank has turned into a
fully ¥ edged commevcial bank,

Venyva Developwent Plan page 38 and 123, (It was recontiy
announced that a reviued pian will he publiched at the e
of this year.)
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We shall only .concern ours@lves with the private
sector,--thus £197,8 Mill. over gix ycars eauals £33 Mill,
per year. Looking back through the period of 1954-62
private capital formation has amounted to 628% of the total,
which corresponds to 16,5% of GDPR. garried over from
nominal figures for 1962 this would mean a private capital
formation of £20,7 Mill. Let us assume that the recent
rise in domestic savings will facilitate an extra 4 to 5
Mill. in loans, - still 8 to 9 Mill. are needed.

This figure of about £0 Mill, has been verified
by the plarners and we will take it to mean a challenge %o
the local money market to expand.

Is there sufficient and immediate scope for expansion
in the existing institutions? The subject needs further
study, but it seems apparent that in the case of commercial
banks their physical facilities for attracting savings are
limited by a less attractive interest rats. In addition
commercial banks are by tradition confined to the short
term loan market with emphasis on collateral, and thisis
not where the immediate demand is most urgent.

The Savings and Loan Associlation along with the other
Building Societies - save one - are still greatly handicapped
by having to channel their deposits to the bodies which
assisted them with funds during the crises. True, some of
these bodies make local investments, but that i1s not
most efficient way of utilising these savings.

The government-owned agencies could of course try to
get more capital from abroad or from local government issues
but this becomes a matter of policy rather than;economic
efficiency.



It " just .may be that the capital market hes reached
a point where there is a call for new ways of finencing,
Indeed the coming establishment of & central bank is an
indication of this, Legislation enabling Trust PFuads to
come into being - and this is on the way, is another
indication of a maturing marxet. From an investors point
of view, a regular supply of securities is as important
as acceptable terms and interest rates. It is therefore
important to cater for the supply side as well,

B, Cooperative financing in principle:

As the name suggests the principle of cooperative
financing is one of forming a group of pzsople, who have at
least one thing in common, that of sccking credit. Whether
the object for financing should be decisive as to their
memoershiiyz of vThe group will be teken up later, as will
the size of the group and other prerequisites for membership.

The main ideeg behind this particular form of cooperative
is the way in which financing is provided. Unlike many other
cooperatives. which will provide short term credit to their
members out of their reserves obtained from their primary
function as a marketing coop. or the like, this one does not
need these rescrves, because its way of creating credit is
by issuing bonds to be sold on the open market by the members
themselves, at whatever price they can get. Since bonds
are issued at nominal values and with a nominal rate of
interest, the price at which they can be sold determines
the real rate of intercst for both seller and buyer. This
is trivial. What is much more vital are the determinants
of the price., Clearly enough the price will adjust to the
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pattern of interest rates as prevailing at any given

time. The crucial matter, however, is how much confidence
the buyers will place in the form of security or asset,
which the bonds represent to them, compcting with all
other forms of available assets.

This is where the collectivenass of cooperatives is
important, because it serves as security or backing for the
bonds issued. In short. the members are responsible one
for 211 and a2ll for one. This might be a drawback from
the members point of view if the group is too small or
too "one-sided" in its composition of members. The coopera-
tive finance institution should therefore be thought of in
terms of large heterogeneous groups Jjoined together
administratively in one cooperative.

The extent to which defaults and settlements of

tad debts are encountered is, of course highly dependent

on the way in which applications for loans are scrutinzed,
The rate of collateral required and the diversification of
the groups will influence the extent to which the associaticn
is affected.

It wmay be argued that if a cooperative of this kind
is going to succeed, especially when starting off in an
envirenment unaguainted with this form of finaneing, it will
have to be so careful in admitting applicants to the society
(= granting loans) thet these individusls might as well
obtain the same amount of credit in the existing institutions,
and without having to share in a collective risk. This
may be true, though it often is not. But the toint is
this: Assuming there will always be credit available
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to people who are prepared to pay the price asked”’

our” problem is not just to make credit available bu

cf

to do it on reasonabls terms. When the differential in
interest rates on the local market is aroud 4% ard
8% maximum there is a case for getting demand and supply
of credit in "closer touch", This is the funciion of the
cooperative loan association.

Another couple of points need to be touched on.
One of them is the guestion of the time limi
and hence the maturity cf the bonds of the cooperative., It
is evident that this will influence the rrice
type of credit. The nature of the cooperative would Te
to provide long term loans of larger sizes, because not
only are they cheaper to administer, but fTheir rurpose is
to serve the function of creating investment capital, which
in turn solves the problem of collateral in that the ob]
for financing itself serves as collateral. The maturity
terms should then be closely related to Lthe economic life
of the object being financed, - more than that would hamper
the collateral, and less would not bz in the interest of

\

b~4

the borrower. It is only rceasonable therefore that Tt
assoclation vicwing the irndividual loan application should
have the right to offer alternative loan proposals To the

potential member in regard to maturity as well as nominal

rate of interest.

S)

svidence from the field of egriculture suzgests that as
high as 180% is being charged by the loc 51 financisr.

A more typicael rate in the Nalrobl area is within the
range of 24% cn hire-purchase loans, Oer lOVUn Lousing,
S% on short term bank .loans down to 3% on ccrtain
government sponsored loanz. Savings rates on the other
hand reach 61% withd4% being normal.
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Another point is that of repayments. The association
determines the sequences of repayments, whether annualily,
monthly, etc. and whether in annuity form degressive or
progressive form. The important thing being that it is
uniform. The borrower should naturally be permitted %o

1=

make payments in the shape of bonds from his own group
(bought in the market) or to repay the balance in full
at any time.lo)

In addition to the actual downpayment and the
interest it is necessary to charge a fec .on the order of
1% to be divided between the cost of administration and a
reserve fund of a limited size for sacn group to meet the
individual defaults. which will invariably occur.

The gquestion of repayments can also be considercd
from the lenders point of view. He would naturally expect
to get the full nominal value of his bonds at the time
of expiration, but it is also conceivable that he might
get it btefore, namely by way of a "lottery". This is not
vurely to attract attention to the scheme by catering
to the need for gambling, but as repayments are coming
in from members at an increasing rate from the time the
first loan is granted and since they can only be used to
repay the actual lendersll) (i.e. buying back their bonds)
then there are good reasons for buying them back at thc
same rate loans are repaid. This caen be dcone in two ways,
either by buying them back in the open market as long as

12) or by buying back at par the aumber

the price is below par

lO)A one month notice might be appropriate.

ll)It is not the purpose of the associaticn to engage in any
other form of busincss or to take on investments othar than
stated.

If above par it would be difficult to "make ends meet',

2)
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of bonds, which the association is in a position to

purchase at any given time. The individual bonds to be bought
are determined by way of a strict random selection from

each of the groups of ronds and corresvonding to the repayments
from that particular group of members. Of the two ways the
letter seems to be preferable, since it tends to keep prices

at par and is ncutral to buyers as well as sellers, it

is easy to fit into a budget and it provides for a faster

flow of funds.

Cne last aspect of the rrinciple on which this cooperative
works should be menticned here. This strictly concerns the
member himself in the position of having cbtained a loan from
the agsociation at a high nominal interest, which he of course
would be compelled to pay for the duretion of the loan. If
the gencral level of interest had moved downwards, it would
affect him advercely and he may want to ray back the loan and
try to obtain another. Since prices oxn bonds have goneup
he would not choose to buy bonds in thoe market for repayment
and if/ had originally sold under par he would also lose by
paying back in cash. In such cases the member should be allowed
to convert his original loan into another with a lower nominal
interest. The price mechanism of bonds of this kind works
in the following mamnner: When the interest level is declining
prices will move up and bonds with a high nominal intercst
will first move above par, thereby changing tha advantage of
being redeemcd by chance to a disadvuntage, which is mounting
&s the declining level of interest encourages a larger number
of conversions., Demand (lenders) will consequently seek the
lower nominal interest bonds levelling out the price difference
between high and low interest bonds. This, in turn, makes it



14

advantageous for suppliers (borrowars) to repay thei
nigh interest loans with bonds which they purchase in the
market by simultaneously selling l-w-int=rest bonds from a
new loan. thereby facilitating the conwvsrsion and

the ill effect tc the borrower, without hurting the lender.
In line with conversion is the repncwal of loans. This

-

simply means that a member, who has already repaid a major
part of his loan should be free to obtain additional loans
(or nmew higher one) provided the collateral justifies suck
a renewall3 .

Finally, ther: is nothing to prevent a member of one
association from becoming a member of other groups in the
same assocliation and likewise several associations could be
formed giving preference to certain categories of loans #such
as land purchase,; building construction,land improvementy,
breeding stock, production facilities. In the case of hiusing,
there might be asscciations taking only lst mortages and -
others taking 2nd., the latter requiring a higher rate of
collateral™™’/,

C. Cooperative financing adapted tn local conditions:

The main argument against thi- conczpt of cooperative
financing and its implementation locally will, no doubt, be
its sophistication. But werking under the fair assumptions
that credit is needed, that local funds exist walvting to be
exploited and that new institutions in the money market are
urgent in order to facilitate a further creation of local

credit for the purpose of development, - then it appears

)In the case of real estate in an urban area this is often
the case,

14)A rate of 200 to 250 per cent is the order on which
collateral should be prcsent,



worth while trying to modify the above cconcept to fit into
our present setiting.

There are always good reasons for building on-existing
institutions rather than establishing new ones, although at
a later point it might be advisable to separate functions,
such as has been the case witli commercial banks and finance
companies (owned by the banks). In this case we shall move
through the sectors of industry and commerce, agriculture,
and housing and see where and how this type of credit creation
can be adapted.

In the field of indussry and commerce it is especially
the lccally based smailer scale enterprises, which are in
need of capital. The banks are in the picture, dbut as stated

efore, mostly with short term working capital and high
collateral., The other institution tending to development
in this field is the I.C.D.C.

Space does not allow a closer evaliuation of its
functions other than what has alrcady been said, but it
is guite apiarent that it is suffering from lack of funds,
partly bocause foreign sources are reluctant to tie up
larger amount. in something which is not very profitable;g
nor is it a strickly educational matter, which could altract
such funds.

The idea of raising money in the local market is not
at all alien to this Institution., In fact tentative plans
for a bond issue are on the way. The idea is to turn the
issue - if approved by the government - over to local banks
and let them serve as a unit trust handling the collection
of payments and interest, taking subscriptions and redeeming
coupons as well as bonds at maturity.



The guestion is whether ccoperative financing will
fit into the existing framework or whether there is a case
for a separate body. The immediate reaction would be to
turn to the building societies, but the nature of their
business is more like the American Loan and Savings Association,
or, naturally, like buildinz societies in Britain., They
might not be interested in setting up a scheme,, which in effect
will be competing with their present tusiness.

For the sake of competition and to give the new type
of financing a secure backing the proper agent would be
the new Housing Development Corporation, which can count
on government support. It is essential however that here
again strict economic efficiency in granting loans to members
be kept in mind, - and separate from any other development
schemes this organisation may undertake.

The advantage of having existing institutions taking
on this new financing medium is not only their familiarity
with the market and vice verssz, it is also a matter of
keeping down administrative cost, because, as is especislly
true in financing, econcmies of scale are very important.
Certainly, if existing agencies each took on a third of the
estimated issue of approximately £10 ¥Mill. it would be

rossible for tr to handle it within the suggested cost. of
15.000/- ( i% iereas this would be impossible for a
separate. inst: on.

It is tar Jor granted that the administrative body

as well as the .embers make full use of The commercial banks,
stock brokers and others who are there to ‘ransact such
business., It may ever be that the banks would want to engage
in advertising to this effect, since they have the needed

capacity and are widely spread.



ion grows and new issues from one

agency reach around £10 Mill, $thsre is o)

formation of;separate body. It wiil +then hare reached
1

a yearly revenue of

There is werhars an argument for fvllowing the example
AT 4 6 < J.‘)

of the past (and for that matter of other developins countried)
of leaving the creation of such finance to the government,

thereby securing automatically the guaranty and legszcy of

the whole matter and not worrying about cost. This

a political issue:s but I would venture to say t

not to be the poliegy of the prasent Kenya Government.l
This leads us to another rpoint regerding government's

involvement in the bond issues of other agenciesz., Az Ne

points outl7 it is in the governments interest to support

(:

such new developments in the finance sector, because they
are instrumental in developing other sectors of the economy.
It should therefore serve as guarantor for such bondés in the
beginning and until the issuing agenciles become sufficiently
well established.not te n

Further it is to be expected that the governmeni-owned

ced such supiort.

central bank will be encouraged to ‘take up sucn issues alonyg
with other "gilt edged" and that the establishment of a
national provident fund , which is c¢n the way. will also serve
as an investor in these assets.

As has besen s2id about the development of industry,

government should also »rovide in this field new avenuves of

The present market situation could ti
more expliolted because there 1s, in
for"gilt edged".

en have been nuch
act, a surplus demand

-~
I
£

17) Raward Nevin: Central Funds in unierdeveloned countries
leliillan ~nd Co. Lon~on 1981.



educating people to tiink in terms of modern technigues and
there is no more affective education than that of being exposed
to these techniques., One of the ways this can be done is by
supporting new private developments, and in this case, the
very effort of advertising and popularizing would =lse serve
the purpose of attracting the funds now being hoarded or not
saved at all,

T

iy
¢

e question of new legislation for cooperative loan
assoclations %o function is beyoeond the scope of this paper,
but it is essential that such faces as collatersl rates and
reserve funds be stated. The rights of members as well as
bondowners must be established, likewise the rights and
responsibilities of the governing body.

The limitations on the amount one or more of these
cooperatives can float may be considered since, in abnormal
situations, their capacity to create credit per se is unlimited,
and thoy might very well have to be under the sane kind of re~mnla-
tion by the central bank as isg customary for the commercial
banks, This danger is not an immediate one, because the
amount of bonds floated will not reach such levels for some
time, - and even at that point, properly regulated. the
cooperative loan associations through their bonds become a

very direct mediuvm for a country's nmonetary policy.
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Conclusions (points for discussion)

The need for credit in Kenys seems real and not
temporary. It is ed gt a magnitude of about
£ 10 Mill. which is expected To come from the
private sector.

The existing financial institutions are handicapped

by their tra ditional pattern of opsration and the lack
of iocal seavings in meeting this demand., Though

deposits have gone up and have become more interest
concious therc is still a span of sbout 4 - 5%
between deposits and loan rates.

A cooperative loan assccilation weculd serve the purpose

of gevting supply and demand for credit closer together
and would not have to have funds of its own. This is
ccomplished by forming groups of "loaners" who pool

heir collateral and receive bonds issued by the

S

btain liguidity the members have to sell these

o O
o

nds in the open market through the normal channels,
A "lottery" system of redemption will tend to keep
prices stable and maeke it attractive to investors as
long term paper as the bonds are of longer maturity,
roughly speaking equal to the economic life of the
coilateral envolwved.

The cooperative loan association would be applicable

in the fields of Industry and Commerce, Agriculture and

2

S
Housing as the basis for long term investiuant borrowing



One existing body has already thought long these lines,
but there are other agencies in these fields who could
serve as the administrative body to this form of
financing. This 1s especially important to stert with
as the cost of administration would be high per unit
of loan granted, also they have the experience and
apparatus to scrutinize applications for loans.
Government should guarantee these bonds to start with
and should encourage tha central bank, the provident
fund and the like to invest in these bonds, thereby
giving them "prestige" and making them attractive to
the general public. insurance companies and commercial
banks.,

N. 0., J



PRICING AND MARKETING OF MAIZE IN KENYA.

Maize poses a unigue problem in Kenya, a problenm that has
been. the subject of severzl commissions of inguiry during the
past few years; their experience has shown that is 1s difficult
to devise a simple solution to the complex issues posed by
this problem. In this paper I intend to look broadly at the
structure of maize production and marketin. in Kenya and see
what aspects of it, if any, need modification.

I.Production Strategy.

From the domestic view point, maize is the most importent:
crop grown in Kenya for it is the stapls food of the African
population. Because of its important role in the Kenyan diet,
other available foodstuffs do nct seem to be attraccive
substitutes for it as far as the African consumsr i3 concerned,
and it is mainly for this reason tThat the Kenya Government has
tended to attach much weight to the way it 1s grown in th-
country.

The main characteristics of maize produciion in Kenya
ring primerily from the strategy of seli-sufficiency which
the Kcnya Government has adovved. This volicy has been reite-
rated in the most recent official statement as follcws: '"Haize
is the staple food in Kenye and it is important that the wholg
of the country's regquirements should be pro dacbd internalily'. 2

The amount of maize nceded for Kenya's internsl consumpt-—

ion is currently estims ed 1c between 15 and 16 millicn bags;
of this amount, about 40 to $5 percent is produced on small
farms in the African areas, while the rewaining 5% is produced
commercilally by large farmers. The bulk of the malze crop
growrn on small farns is usei for family subsistence, and only
a smkall amount of it, zbout 9 ig offered for cash to the
Maize Marketing Board. ‘The larger amount of meize produced on
the large faﬂmo is for commercial purroses, and about 90% of

it 1is m;rketed through the Board; the remaining is uscd for
feeding livestock and labour on vhe farms. The amount of maize
burylus offered +to the Board, at present estiwmated to be about
1.5 nillion bags has, curiously enough, largely determined the
mode of maize production in Kenya for 5uvurngcn+ wolicy has
tended to encourage maize production on large farms on the
assumption that they offer most of their crop to the market.
Loans have been given to large farmers to grow maize but not

to smell farmers whose contribution to the market has been
reckored to be small and liable to wide fluctions from seascn
to season according to weather conditions. This vicw was clearly
stated in the Food Shortage Commission Report as follows:

"Since the Colony cannot safely depend on native grown
mzize to satisfy its internal rc%“1¢bﬂunuo, 1t nust

look to the Eur0pe¢n farmer to produce & certain amount
of maize. The Burcpean farmer cwnnot afford to produce

Iv is with pleasure that I sratefully ;cknowleigﬁ the help of
my colleagues at the Institute, Dr. B.F. Massell and ¥rs.
Judith Heyer, whose criticisms have done much 50 renove some
/ of the shortcomings of this paper.
2 Kenya Geovermment: Development Plan 1654-70; Government Printer,
Hairobi, 1964, Pgge 54,
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maize for sale unless he ovtains & return at lezst

equal to that obtainable from other farming activities".

This policy 1is corntained in 'The Increase of Crops
Ordinance' of 1942 (which applied to non-Africansg only), =znd

its main features were revcated in the 1955 Agriculius
Ordinsnce. According %50 this Urdinance, the following assistanc
was given to the farmer to grow maize (and any other crops that
were considered to be 'essential' like wheat, oats, bvarley and
sunflower, etc,.):

(1) A plant order was issued by the Board of Agriculture
which entitled the farmer to0 a guarantecd fizxed
price by the goverament for hic crop delivered to
his nezrest station;

(11) he was guaranteed a minimum return sufficicnt to
cover actual expenses 1n case <¢f croy failure due
to factors beyond his control, and this entitied him
to short-term finence <o cover expenses of planting,
cultivetion snd harvest.

Government policy has, thus, been geared to encouraging
the =zxpansiocon of a highly subsidized maize industry ca the
largs farms, but available evidence given in Table I indicates
that these farms do not always seem to have contributed most
to the market as has been allege

Table 1. Maize Produce offered 4o Market: 1860 - 1964.{('000 b

1955/60 1960/61 1961/52  166¢/63 1963/64
Large farms 822 &80 850 1117 582
Small farms 788 706 763 1206 502

(Source: Annual Report of the Maize lMarie
and Statistical Abstract

There appears to be little difference between the large
and the small farming groups in year-to-yezar variation in
deliveries. With the departurs of miny large farmers it is

the swmall farmers who are going vo upnolid the future of the
maize industry in Kenya. Government seems to have realised this
fact for it is encouraging maize producticn in the small farn
arcas by promizing to give a guaraniteed minimum return cf £6

an acre to maize growers who organise themselves into farming
groups and cultivate wmore than 10 acres to cover the cost of
hybrid-seed and fertilizer. In fact, if production on small
farms could be stepped up by about 15 - 20%, it could replace
all the mailze producsed on the large farus.

H o

h

2 Food Shortage Commission of Inguiry Report, 1943, page 46,

% Fast Africa Staniard, May 3, 1965.
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The gradual introduction of hybrid seed 13 ““ely_to
have & profound effect on the meize picture in Lbnxw. Iz
government continues to encourag: the use of the seed the

effect may be to reduce the cost of producing maize over tine
as a large number of farmers intensify its use and tuous

obtain substantlallJ greater yields per acre. If this happens,
there is every possibiliity that Kenya might have encugh malze
to feed her population which is reckoned 0 be dlncreasing at
the alarming rate of 3% per annum. The use of the hybrid

seed has alrcady produced impressive results - ranging from

20 to 35 bags per acre, a~ compared to the performance of the
ordinary seed which gives between 4 to 8 bags per acre on
smell farms. It is be+1eved that the intrinsic potentizl :of
the seed has contributed between 30 - 50% to the increase, and
the rest is due to improved husbandry. The use of the sgecd
seems to be gaining popularity guite fast; for sxawnple, rough
estimates show that in 1964 about 30,000 acres were planted
with hybrid varieties, and in 1965 acreags increased to sbout
70,0005 future acreage expectdtions are rackoned to exceed
this figure. It is, therefore, possible thet Kenya coull
substantially increase production with a much smaller acreage
than in the past and may, in fact, have a sizeable malze
surplus in the near future.

If this happens, Kenya can respond to the change In
technology in a nuxber of ways: cut back acrzage; 1ncrease
cutput and plan to enter ebport narkets; and explcere possible
avenues of utilizing & maize surplus internally.

~

(1) Perhaps it may pay to cut back acreage under maize
in some marginal gress in order to leave proauction to
be done 1in relatlvely gconomic regions. But I would
not press this point very far because suach & golicy
presupposes that there are suiteble altcécrnative cr'ovs
which can be grown mcre economically in such marginel
areas than maize, or the’t there are alternative forgo
of employment for people 1n Those aress. It makes little
sense 1to advocate for rcductlou of maize production in
any area 1f the only albternaitive is widespread unemplioy-—
nent.

(1ii) Output may s%till expand gquite considerably even
with a reduction of output in marginal areas as a
larger number of acres is planted To hybrid. If meize
thus grown can be eccnomically exported, taen Xenya should
take steps that encourage production for export. It is
not easy to predict at present whether this is likely

to be the case. Muck will have to depend not only on
what happens to do*estlc meilze costs of production, but
also on the trend of world market prices, If a number
of maize producing ounurles throughout the world begin
to use hybrid secd, as seems likely to be the case, then
maize prices may fezll to the point where it is uneconocmic
to produce for ecxport, even with su DSUJHtlalju higher
yields than are obtained today, as the Matthews Report
has shown.

Report on the Kenyza Maize Industry, by G. V. Matthews.
S
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(iii) It may be possible to use surplus maize dome
in a nuwber of ways. First, as indicated above,

domestic demand for maize as =z foodstuff can be e:
to continue to increase ror some time. Second, i
nay be opportunities for industrial processing zas
price falls. Kenya might explore the cconomics of

producing such goods &s starcii, treakfazt cereals, malze
germ end alcohol. A third possibility 1s to expand the
use of maize as an animal feed as its price faolls.

Closely related to the basic strategy of waize proaucti
in Kenya 1s the question of establishing a suitable price pol
that will ensure continued production cof maize at a szatisfact
level from year to year. Price policy has been determined
entirely by past trends of conditions prevailing on large farms
because of tThe rather untenable belief that it is thzse fa
which contribute most to the market; the ease with which
information concerning production costs cen ove obtained from
such farms as compared to szall farms has aelso been another
factor in favour of large farms. About 88% of the total costs
of producing maize on one acre by large farmer represens fixed

sts as compared the costs ¢f the small farmer which are
almost Lntlfbly the labour costs of himself and his family
alone. There is need, therefore, for future price policy to
be related to conditions prevailing not only on large but als
on small farms in order to ensure a2 rcaoonab¢e price to tiwe
smell farmer.

2
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Another question that is closely related to the policy
of self-sufficiency as far as production strategy is concernzd
is that of the issues concerning storage, exports and imports.
It is 2ll very well to strive to relate supply to derand as
closely as possible, but this way be difficult to acnieve at
times in practlce due to unpredictable weather conditions.
Shortfalls in bad years snd excesscs in gmocod years wiil be
inevitable.

Surpluses in good years have teen guitbte common, and
have, at times had to be exported a2t a neavy loss to the
producers. For example, the export cess for the 1953 crop
was . 10/- per bdg for large farmers and :.8/- for small
farmers out of a guaranteed orice of “u41/40 per bag. Such
exXport losses occur meinly because the internal guarantesd
price to the producer in Kenyz is higher than ex (port erice
parity on the world market, and Table II below shows that
the magnitude of such losses can be guite substantial at times.

Table II. Export losses for the years 1952 - 57
' Maize exported . Total Deficit on Locsl :
' (bags of 200 1b.) , Guaranteed Price .
1 ' £ '
1952 crop | 253,673 ' 35,421 '
1953 crop ! - : :
1954 crop . 1,101,802 ' 527,341 '
1955 crop ' 140,168 : 106,045 :
1956 crop : 297,160 ' 236,497 '
1957 crop | 868,000 : 1,065,000 :
(Source: Sessional Paper No. 6 of 1957/58; P. 7).
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It is in order toc avoid such heavy losscs being incurred
.on . exports whenever surpluses occur thebt government molicy
has been not to encoura ge the vroduction of mailze for export,

O

c’

Imports just like exporits, involve heavy losses snd it
has been government policy not wo rsdy on them. Agouhwﬂ
reason for this policy is that imported maize would cost
much as domestic maize at current subsidized prices. This
view appears to be correct as far as maize frow overseas 1is
concerned; for example the price of the current U.3.4. yellow
maize f.o.r. Mombasa costs about du 4/70 per bag at MO'baSa,
compared to w.47.10 per vag of maize of localliy grown malze,
or to $650.75 per bag of local posho at Mombasa. The same
cannot be said of maize imports from Uganda anda Tenzaniaj
the main reason given for not relying on them is tuat supply
there is variable. This has been a subject of controversy’
and people like M.P. Miracle have suggested that luports Irom
these countries could be cheaper than internal maize in Kenya,
and he has alleged that "Only & protectlionist policy by The
Kenya Government stands in the way of imports from Ugandes at
a lower than currently prevailing Maize control fixed prices
when domestic supplies are inadeguate"? I am not in & position
to justify the wvalidity of this Staterent becsuse I have nod
had time fto look at the maize guestion in the E. African
context.

Q3
W
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Maize shortages have been guite common in Kenya and the
situation has, thus, necessitated lAPOrtb at a greav ¢
For example, the current maeize crisis in Kenya has ne
ated the importation of yelilow maize from U.l.a. of the order
of 1z million bags to be delivercd between Auvgust, 150 |
early 1966 at the cost of £4% million to the government
when either malze surpluses Oor shortages occur in Kenye
is an expensive affair.

(O]
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An zlvernative to the above zrran
principle, a storage policy can be zdo £
complete S@lf—uuf11c1ency for Kenya in n
store all surplus above domestic demand in good yes
draw from these stocks in bad yesrs, and so cut
dependence on the world market. Such o policy
necessitate the maintenance of an uneconomicslly
capacity; & moreeconocmic approach would be Lo =

a capacility that would aid in smocthing out fluctuat
supply to some extent, but rely on IO“ngn trade fr
time. The storage capacity of the Maize Marketiang Roard was
about 1.66 million bags, in 1960, and whether this capacity
is sufficient for storing Kenya's crop is not ezsy to tell

1t 1s not even clear to what extent the e;lbulnf capacliy 1s
being used effectively. TFor example, it is surprising %o
look back to Kenys's exports of maize to J¢p an 0f £3,0C0 tons
in 1964, and then to think that the same produce had to be
imported later from the U.S.4. If these exports were due to
the lack of adequate storage capacity at home, then it is
imperative that a bigger storage capacity be provided.

o
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An Fconomic Appraisal of Xenya's Maize Control, by M.F.
Miracle, B.A.E.2., 1959, Vol. 6, page 19.
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Table IITI: Consumer Price Stracture in Nairobi, 1Y65.

shss per 200 lb. bag.

Producer price, 200 1lb. net Grade II
maize, without bag, f.o.r. growers'
nearest railway station or delivered to

railhead STO0res ...cceecoocsoocncoccosas 32.50
Cost of bag (new) 2.65
Maize Marketing Board handling costs.... 4.00

Railage, producer areas to Nairobi, fixed by

Maize Board's transport pool regulztions 3.45
Subtotal: price to millers, f.o.r. sender's

station carriage paid .......... 42.60
Milling a2llOWaNnCe. s ooooooccooecasooncssssass 3.50

Subtotal: price to traders of 200 1lb. bag,
ex-xill in JO-ton lots, including cost of bvag 46.30

Retall treders' margin allowance, on
200 1b. bag s0ld WhOle€ ecoeovosss <o30

(Subtotal: retail price of 200 ib. bag) 48.40

On amount of 1 - 199 1lb., weighed out and
packed by trader..c..cieiicccese.s 3,90

Total: retail price of posho ....... 50.00

I11TI. Some Effects of Maize Control on the Economy.

The full impact of the effects of the llaize Control
system on the economy cannot be assessed with certainty until
details of the eccnomics of its verious aspects are clearly
known. Neverthless, some inefficiencics, tending to raise
costs of the Control to the producer and consumer, szeil to be
connected with ite operations, and on account of tThis sone
effects of the control on the wholc economy can be observed.

(1) Economists like Miracle (in his srticle referred to
above) and Y. Kyesimirag who have had e close look at the
operations of maize controli in Kenya ray ve right 1in
suggesting that it has led to inefficiency in resource
allocation, and even misallocation, espccially as far as
scarce resources such as capital and menpower arc concerned.
Subsidies given to lerge formers mey have had vhe effect
of encouraging the sub-economic production of maize DY
this group. This suggestion is supported by the fact
that even large plantation owners have been tempbted t0O
grow meize in areas where malze production would normelly
be uneconomic, in order to feced thelr labourers.

E The Production and lMarketing of lMaize in Kenya, E.D.R.P.,
65; Jan. 1965.
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In the African areas, the opposite cffect is likely
to have cccurred; county council cesses which have been
deducted from each bag of naize delivered to She lai
Board stores up to meximum of s 3/- may have had the
effect of waoking maize production look relatively
uneconoriic coupared to the other crops on which cesse
are not levied. Cess imposition might even heve had the
effect of increasing black uarketing in maize in order
to avoid its payment. It is true that malze control 1is
not responsible for cess imposition, but it :2akcs 1ts
collection easy. It is encouraging to nove that cesSs
rates ars now levicd at shl/- throughout the country,
and one hopes that they will be abolished altogether
in the future.

(ii) The operation of maize control has had the effect
of raising consumer prices guite substantizlly. lisize
is the staple fcood of the African population in Kenyas
it is also the basic ration for labour, and at tlies,

a portion of wages. The consuumer price of ralze Los,
therefore, o marked efrfcct on the cost of lebour in all
sections of the economy. The high comsuwsr prics in
Xenya has, probably, increased wagcs and so cIfected
labour costs adversecly. This is o trend which should
be avoided because rising labour costs noy tend o
retard the rate of economic developuent and al1so create
a serious unemploymeant provienm.

(iii) Maize control has begen responsible for the
differential between producer and consuner prices znd
its effect on the incomses of a large section of thc
Kenya cormmunity must be coasiderable. Hizh coansunar
prices of masize tend to lower the incomes o peopis who
have to buy maize bothk in towns and non-melze proaucing
areas of the country. Sach a tendency Loy even b
aggravated by the recent 5 cents lncrease 1n the con-

o
suuer price of posho, which has had the cffect of increas-
ing the cost of living index+C by Z polints from 101 to
103. Low prices, on the othcrs nand may ¥tand to lower
incones in rural areas where naize is produced and soid.
To what extent this ney be e teandency in Kenya i3 nct

9]
clear because the gradual use of the hybrid seed will
increase efficiency =zlmost sufficientiy. to ov.rcome the
disadvantages of low prices. Furshermore, the cffcect
of the recen®tly ennounced increase of $.4/50 in the
producer price per bag of wmaize ag frowm eorly this year
may be to increase incomes in rursl aress in the long ruxn.

(iv) Maize Control operations wey also be huving a zarked
influence on the population balance between urban znd
rural areas. This is because low incomcg in rural areas
which result from low producer yrices, have o btendency
to encourage drift of people frouw these arcas To the
towns, just a&s high consuwner uvrices, by inflating the
urban cost of living, tead to discoursge the drift of
pveople from maize producing areas to the towns but net
from non-maize producing srces where sn increase in the

Wage Earners Index of Consuzcr Prices in Nairobi, larch
19005 E.4. Stats. Dept.
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cogt of living hits them just as ruch as peorzlie in towns

The effect of maize controi on the econony ig very far-
reachig indeed. Miracle points out in the article referred
to above: "In short, it would be difficult to devise & more
costly price policy; or one more unfavourable to econowic
developnent". The alternative policy which he and Kyesinira
advocate, is that of =z free market where no control operates.
I personally think this view is rather extreize for iv scems
to put & lot of feith in the virtues of a frse market. The
issue, as it appecars to me, has various aspects ToO 1% wnich
need to be carcfully separated in order to view the co;plexl by
of the maize problem in its proper rerspective in the Henya
setting.

This is the maize problem in Kenya:

(1) The domestic demand for meize in Kenya is highly in-
elastic and changes in the local sapyly result in little
adjustment on the part of comsumers. If the situation
were left to the free uwarket, lccal prices would fluct-
uate sharply.

(2) Meize is a staple food which forms & large part of the
total budget of most Kenya Africans. Changesg in the
price of maize thus result in cowparable cu;nges in
real wages and way further have a marked effect oa The
population balance between urban and rural sreas.

(3) Meize yiclds per acre are subject to wide annual
fluctuations due to unprudlctablg wenther conditions:
this means that outrut varﬂes frow year to year. Thus,
if the country strives for self- Sbfflclen"v with o high
probability, it may find its eli with surpluses 1in some
vears. On the othsr hand, if it strives w0 avoid
surpluses 1t will have sh01 age in soume yealr

(4) Maize is a bulky crop with a high weight-ratic to value,
and this raises its transport costs guite sharply. Thus
there is a large spread between the world market buying
and selling prices. It is, therefore, posgible for a
country to find local productiozm cheaper GLMA lmports
but too expensive to export competitivedly.

(5) There are likely to be high storage costs, =
uneconomic to aim 2t holding large survluses Irom yesa
to year.

These separate issues, when tsken together, pose a
unique problem. For example, because of the hi OHLV inelastic
domestic demand for maize and the very important rcle 1t plays
both in the diet and incomes of the majority of th African
population in KXenya, the governmbnt naturally feels inclined
to provide some pirice stability for maize. And because of
high storage costs, a buffer stock pol cy may not accompliish
this satisfactorily. PFurthermore, because of veriapvility of
malze supply due to unpredictable weather f’oncil‘clom.7 endg also
bzcause of the high transport costs involved with ~aize ship-
mer.ts, the free market may not work very well. The problen



- 11 - Kerani

is conplicated even further by the fact that there are large
fluctuations in the world market price for maize; hence, any
attemnpt at setting a local price will mean that over time, the
lacal price may be far above or below the world price.

IV. Governnent Control.

It is quite clear to me that the problzsm pre
above call for some form of control over the vario C
of the meize industry. The form of control this s e
seens to lie sonmewhere between the extrenely strict contro
policy as applied by the Kenya governuent at presgent,and t
free market approach as advocated by the opponents cf the
control policy. The propossls for this other approach are
outlined below.

(1) It is guite possible to retain the degree of control
that is needed without regulating =1l stages of narket-
ing as at present. The proper role of the Governientd
should be that of exercising a stabilizing influecnce on
the marketing of maize, but not that of woncyoly buyer
and seller. This can be achieved by allowinzg a frese
internal market for maize, in which therce is a floor
price for the producer and a celling price for the
consumer, maintained by the Government (probably through
the Maize Marketing Board). Price fluctuations would
be allowed between thesc liumits, and commercial trans-—
actions would bzke place without going through thic Board
When the producer price falls too low, the Government
should be prepared to buy to meintain She producer price
and when the consumer price rises tooc high, the Govern-
ment should provide naize for sale to maintaln the

consunmer ceiling price.

(11i) The Government would thus be keeping the producer price
above the export level, and thc consuner price below
the import level, thus insulating the local narket from
world conditions. The supported producer price, fixed
by the Government, would in effect determine The zmount
of maize which should be prcduced lccalily snd hencs
the degree of dependence orn exvorts and ilmports. The
Government would have considerable rocm for manoeuvre
in fixing the support price at the level they wanted.
In years of surplus produciion, the Government would
then buy meize to mointain the price, wnd either store
or export this maize. Export would inevitably ianvolve
some losses; storage might or might not involve a loss.
In years of shortage, the Governuent would import maize
or release stored malize to keep the consumer price down.
Inporting would involve losses; releasing stores might
not.

(iii) The Government shculd have anple storage capscelidty 1o
store surpluses against seascnal variastions, end sone
capacity %o store from year to year. Government would
alnost certainly not £ind i+t economic %o cover «ll
surpluses and deficits with storage capacity, and would
have to bear import and cxport losses from time to time.
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Funds could be found for this by tazing the pcople who
gein from the new scheme. The scheme should result in
a lower price Lo the consumer, cnd hence & gzin iun real
incomes, part of which could be taxed to help uay for
the scheme., Any loss in local council revenue, through
less complete collection of the market cess, could if
necessary be compensated as well,

The 'scheme could go a. long way towards rooving e
rresent incentive for black wmarket operations which

talke place.in Kenya because of the heavy controls. It
would also do much to reduce the costs of distribuiting
maize,. and hence the spread between consuwer and procucer
prices. It should resgulit in a reasoncble price to the

producer and a lower price tc the consuser for neither
would have to pay for the large znd expensive marseting

organisations in existence at present, and bosh weuld
hope to benefit from increases in efficiency in the
marketing gysten resulting from the schenes
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SOME ASPECTS OF CHANGES IN KENYA'S IMPORT
STRUCTURE

By

P. MAITRA

Changes in the structure of imports in a developing
country are closely associated with the level and progress
of industrialisation. Industrialisation in these economies
at the initial stage tends to be restricted by the available
level of skill and organisational ability, to the simpler
processes which are typical of non-durable consumer goods.
At this stage obviously imports of intermediate and capital
goods increase, but it is also evident from the empirical
studies that the imports of consumer goods increase, even
those which are now manufactured domestically, but to the
expansion of the size of the market, Income elasticities
of demand for consumer goods at the initial stage of indus-
trialisation appear to be high in these economiesl/. With
the progress of industrialisation new skills and organisa-
tional abilities emerge, while the expanding markets zllow
new industries - in course of time intermediate and capital
goods producing industries. These would naturally lead to
changes in the composition of imports.

It is also to be noted that with the progress of
industrialisation the import content of total supplies
(ises M + Dp, would go on declining, particularly of consumer
goods, Growth of industries,; or in other words import -
substitution, in these economies is expected to result in
the declining share of imports of total supplies, particulerly
of consumer goods, and may cause at the same time a rapid
increase in imports of these goods at the initial stage
because of the high income elasticity of demand for consumer
goods, Domestic industrialisation, or import substituion,
is also expected to result at the beginning in the increasing
share of imports of producer orientated products (i.e.
intermediate and capital goods) of their total supplies,
for obvious reasons.,

Kenya has started industrialisation, which is
expected to have effects on the composition of her imports
of manufactures. An attempt has been made in this paper to
examine the changes in the composition of XKenya's imports,

The study covers the period from 1954 to 1963,
During this period, it appears that manufacturing produc-
tion (excluding mining and construction) has increased by
T2.4%, while total gross domestic product has increased by

1/ A. Maizels observes on the basis of estimates of
apparent consumption of manufactures per head in a wide
variety of countries, for selected years back to 1899,
that regression analysis shows that in most countries
consunption of manufactures rises at an appreciably
faster rate than real income., A, Maizels: Industrial
Growth and World Trade. ch. 6,
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64.5%. The share of the manufacturing sector in total G.D.P.
has also increased from 23%.3% in 1957 to 28.7% in 1963 (based
on gross manufacturing production data given in the Censuses
of Manufactures, 1957 and 1963)., This expansion of the
secondary sector has been mainly concentrated in the final
stage manufacturing and processing of consumer goods,.

The manufacturing industry in Kenya enjoyed cn increas-
ing but small share of total capital formation in the form
of machinery and transport ecquipment duriang this period
(eege 17.3% in 1954 and 25,8% in 1963).

It is to be noted, however, that there has been a
decline of £6.3 million in the growth of capital formation
from 1954 to 1963, and that the exteat of the decline appears
to be much greater when compared with 1957 (e.g. o decline
of £16,6 million)2/. There has been an absolute decline in
capital formation in the form of machinery and transport
equipment to the value of £1.7 million and £0.6 million res-
pectively over the period. The decline has been most
remarkable in the case of building and construction which
amounts to £14 million from 1957 to 1963 (i.e. a decline of
more than 111%). This decline appears to be due to the. .
1958 slump in export prices and political developments.—

During the period 1957-63, the total supply (i.e.
import + domestic production) of manufactured consumer
goods (e.g. processed food, clothing, footwear,‘etc.)
increased by 52.3%, and per capita supply of these products
from £5.1 to £6.5 i.e. by 27%. Kenya's domestic production
of consumer goods enjoys a major share of the total supplies
(Tables 2a and 2b).

The total supply of capital and intermediate products
(i.e. import + domestic production) has shown an increase
of 15.7% and this small increase is due to the fall in
capital formation, The supply of intermediate good (e.ge
textile materials, metal products, glass, paper, rubber
etc.) shows o much higher rate of increase. (Table 2a.).

With these facts of Kenya's progress in industrilisation
in mind, we would exanine the changes in the composition of
imports of menufactures in relation to the growth of industries,
or in other words, import substitution that has taken place
in Xenya during this period,

2/ Statistical Abstract, 1964,

3/ I.B.R.D Report on Kenya, p. 15.
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Inport substitution can be considered either as an
absolute magnitude meaning entire increase in home output
of manufactures and substituting for importsﬁ/ or as a
relative concept. According to the relative concept, only
agreater proportionate increase in home output tharn in
home consumption of manufactures would qualify as import
substitution",i e have used both these concepts separately.
We have used the first one to assess the progress of import
substitution in different sectors and the second concept
to measure the effects of import substitution on imports
and of expansion in demand on imporis.

We shall concentrate our study in the following
aspects:

{a) changes in the composition of imports of manufac-
tures (Tables 1l, 2a, 2b).

(b) changes in the domestic industrial production or,
in other words, the import substitution that heas
taken place in different sectors of industrial
production, (We have considered import substitu~-
tion in the absolute sense in this context).
Mabdles 2a, 3).

(c) Effects of import substitution on imporits and
demand expansion on imports (Table 4)

(d) An attenpt to forecast the composition of imports
for 1970 on the basis of trends observed during
the period from 1957 to 1963 (Table 5).

II

I o

(a) Changes in the Composition of Imports of Manufactures.

In the present section an attempt has been made to
examine the chanzes in the share of imports of manufactures
distrivbuted by end use. In an industrialising eccnony
it ie normeally expected that changes in the import
gstructure will be revealed not only in the greater share,
but also in the increasing share of imports of producer
oriented products (i.e. intermediate and capital goods).

Table I shows the cnanging share of imports of
manufactures in Kenya. It is evident from the table that
no pattern of structural change in imports during the

4/ I am indebted to Professor W. Newlyn for valuable
suggestions. I am, however, responsible for any error
in the paper.

5/ Maizels: Industrial Growth and World Trade, p. 150
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period 1954 to 1963 is discernible, The share of imports
of consumer orientated products has in fact increased from
14.6% in 1957 to 18.4% in 1963 (while compared with 1954

it appeared to have remained constant), whereas that of
producer orientated vroducts has decdined from 60,45 in
1954, and 59.0% in 1957 to 58.0% in 1963, It is to be
noted, however, that the increasing share of imporits of
manufactured consumer goods has been mainly due to an
increase in the import of processed food, while ths fall

in the share of imports of producer orientated products

has been csused by the fall in imports of metal products,
machinery and transport eguipment., Imports of these iteuws
are a function of the rate of gross capital formation which
has declined during this period as stated earlier. It is
to be noted in this connection that shares of most of the
items of intermediate products included in the producer
orientated goods, appear to have increased. That no change
has taken place in the sitructural pattera of imports,
relevant and normal for an industrislising econcmy, wmay he
explained as having becn due to abrnormsl conditions in
gross capital formation associated withh the end period

i.e. 1963, Due to depressicn in capital formation (in
terms of imports in these economies) the share cof consumer
goods impcrts of total imports may be said to have gzoune uUp.
Under these circumstances increasing shares of imports of
most of the items of intermediate products may be cousidered
as a feature to indicate some structural change in the
composition of imports. This may bhe supported, although
indirectly, by the fact of the changing share of imports

of manufactures by end use of total supplies (M + Dp).

Changes in *he total supplies (i.s. import + domestie
production) show (Table 2a) an increase of 52.3% in the
case of consumer goods and 15.8% in producer orientated
prceducts., The small increass in *the case of the latter
may be explained by the fact thaet total supplies of cement
have declined due to a Tall in capitzl fcrmation in
building and construction, a fall in imports of private
motor vehicles and in capital formation in transport
equipment. Domestic production in these two sectors also
shows decline by 17.1% in cement and 5.2% in tronsport
equipmentdt, Total supplies of intermedizte products show
a considerable increase during this period.

But when the shares of immorts in total supplies
are taken into account, it is found that there hzsz been =z
decline in the case of consumer goods and an increase in

the case of producer orientated products (Table 2h).
Among the productis included in the group cousumer Zoods,
only the share c¢f imports of procesged food of total
supplies shows a rise, by 4% over 1957 .

6/ We have confined our analysis of total supplies in the
period from 1957-63 because of the availability of sy.tematic
domestic production data from 1957 through the Ceansuses of
Manufactures,
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Thus although the share of imports of consumer goods
in total imports appears to have increased and that of
producer goods declined, the share of consumer goods imports
in total supply has declined and that of the producer goods
imports has increased. This may be regarded as a significant
feature of changes in the composition of imports emerging
out of the progress of industrialisation. Empirical
evidence of other underdeveloped countries at this stage
shows that imports of manufactured consumer goods, even of
goods identical with those now made at home, may well
increase even above the predevelopment level due %o the
enlargement of the size of the market caused by industrial
expansion and agricultural improvement.l

(b) Changes in Domestic Industrial Production

An aznalysis of changes in the import structure must
be accompanied by a brief review of the changes in the
structure of domestic production.

In this section an attempt has been made to assess
the changes in the composition of domestic industrial
production (Tables 3 2a) in Kenya. Import substitution
is considered here in the absolute sense i.e. the entire
increase in home output of manufactures by end use that
has taken place in Kenya during this period.

Experience of other developing countries show that
the initial stage of industrialisation takes the form of
growth of traditional industries like food, beverages and
tobacco, clothing, footwear and similar consumer goods.
This is true also of Kenya.

There has taken place an increase (Table 2a) of about
584 in home output of manufactures of consumer goods which
may be considered as substituting for imports. In this
group of products of traditional industries, it is found
that clothing and other "made-up" textiles show an increase
of 200%, footwear and other consumer goods by about 82%
and processed food by 47%. In other words, Kenya appears
to have progressed to a "normal" extent in the traditional
industries of food, clothing etc., but not in the production
of beverages and tobacco. It is to be noted that total
demand for tobacco has not shown a significant rise during
this period, in contrast to the other three products where
increases in total demand vary from 40% to 50%. The
share of domestic production in total supply shows con-
siderable increase in the case of footwear and other
consumer goodsg,clothing, beverages and tobacco, but not
in processed food, In 1963 the share of domestic production
in total demand stood around 80% to 85% in all consumption

7/ R, Nurkse: Patterns of Trade and Development, p. 46
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goods except cluinhing (iae. 3056%), despite the fact that
domestic production of clothing etc. has increased by 200%
during this period. This indicates the sharp rise in demand
due to the incresse in consumer spending power during this
period,

Despite the rise in output of 58%, the share of consumer
goods production in total domestic manufacturing production
has increased by oxaly 1% during the period 1957 to 1963
(ioe. from_60,3% to 61.4%)., But it appears to have declined
by about 3% when compared with 1961. This fall is mainly
due to the decline of the production of beverages and
tobacco. The share of products of producer orientated
industries in the total domestic production has declined by
2.4% from 1957 %o 1963; but when compared with 1961 the
decline in the shar. zozzaz *tc be ye* smaller. This decline
may be explained by the fall in capital formation during
this period, as rentiionsd above,

Thus the share irn total domestic production of consumer
goods has increased in the case of footwear and other
consumer goods, and clovhing, but has declined in processed
food and beverages, despite the fact “hat the total demand
has increased,

In conclusion it is observed that import substitution
in Kenya is at its “nitial stage which is mainly concentrated
in the traditional processing and non-durable consumer
goods producing industries. This is alsc supported by the
changes in the composition of imports with producer orientate
products enjoying the greater share and the intermediate
products an increasing one.

(c) Effects of Tnnort Substitution on Imports and of
Expansion in Demand oxn Imports.

In the previsus secticn we have studied the growth of
import substituti-n in Kenya as an absolute magnitude. In
this section we make an attempt to measure the effectg of
import substituticn ard of the expunsion in demand on imports
It would be of inizrest to assess the relative effects of
those two influence2s orn the structure of imports.

Maizels! app-oach has been followed in measuring these
cffects, Accordi.:; t2 Mu.zols the effects of import sub-
stitution may be nszasured "as the difference between zactual
imports at the en: of “She period (i,e.tl or 1963% in the
present study) and wha® they would have been had they formed
the same preoporticn of total consumption as at the beginning
of the period" (i.e.ty or 1957 in the present study).
Following Maizels we may put it as follows: sq (ml - mo).

The demand e (sansio: effect on imports may according
to Maizels be mea iirec as the difference between imports of
manufactures at tli: begiining of the period and what they
would have been a- the e¢r d (i.ua 196% in the present study)
had they chanced "1 tke .ame proportion as total consumption
of manufactures. Maizel s puts it as follows: mg (sl - so).
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In both these cases "s" represents total supplies
(ieee ¥ + dp) and "m" represents imports. The subscripts
o and 1 refer to the base ana current periocds.

8/

m J— -— h —
Thus dm = s (ml mo) +om (sl o

Industrialisation in these economies is essentially
import substitution and naturally import substitution that
has taken place in Kenya as well as the changes in demand
during this period must have its effects on importse.
Measurement of these effects would give us an idea as to
the changes in the composition of imports in relation to
industrialisation.

Table 4 shows that the import substitution effect is
relatively small in relastion to the growth of demand in the
case of the consumer goods and producer goods industries,
though there has been a large absolute increase particularly
in the production of manufactured consumer goods, classified
as import substitution in the previous section. This seens
to have had little effect in replacing imports. Comparing
1963 with 1557 import substitution appears to be 16,6% of
the import in 1957 in the case of consumer goods producing
industries and 12.6% in producer orientated industry; while
expansion of demand has occurred by 52.0% and 28.3% res-—
pectively during this period. The proportion of imports
of total consumption in the case of processed food and
chemicals was higher in 1963 than it was in 1957 signifying
that import substitution is lagging far behind the expansion
in demand for these products.

The effects of import substitution in the consumer
goods may be said to have resulited in the expansion of
demand for intcrmediate goods.

In the case of footwear and other consumer goods,
import substitution has been substantial (i.e; more than
the imports in 1957); but because of the expansion in
demand for these products imports in 1963 were greater
than in 1957. But in the case of other products in this
group, import substitution has been small in relation to
the growth in dewand, indicating the necessity of further
expansion of production in these industries.

Among producer orientated goods, import substitution
has made modest progress in the case of intermediate goods,
although the demaund for these products has expanded causing
further increase in their import. Eut in the case of capital
goods production, import substitution appears to have made
negligible progress, and the demand for these products seems
to be in one case stagnent and in the other negative,

8/ HMaizels: Industrial Crowth and World Trade, p. 151-152.
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On the basis of the trends observed in the composition
of dimports from 1954 +to 19633/3 an attempt has beern made to
forecast the future composition of imports of manufactures
(by end use). Table 5 shows the estimated pattern of siruc-
tural change in imports by 1970. When compared with 1953,
the share of imports of manufactured consumer goods shows a
decline and that of producer orientated goods a rise. The
estimated decline of the former is only 1%, whereas the
increase of the latter is considerable (i.e. by ll%).

These figures are an estimates of conditions at the end
of the First FPive Year Plan, assuming present trends to
continue.

But it must be pointed out that the sitructural change
in imports may be much more distinctive, with greater
decline in the share of consgsumer goods imports and large
increase in imports of producer orientated products because
of the emphasis given to capital formation and industrialisa-
tion in the Plan.

Conclusion

Or. the basis of the above discussion, the following
significant features of the ghenging composition of imporis
in Xenya way be said to have come out.

(a) The increased share of manufactured consumer goods
in total imports, indicating a deviation from the normal
pattern of structural change in imports in an industrialisiag
economy, may be explained as a result of fall in capital
formation during the pesriod. Capital goods imports enjoy
the major share of total imports. The share of intermediate
goods imports (i.e. 32.6% in 1957 ana 24.6% in 1963) has
increased, indicatinz & similarity with the normul pattern
of structural change in imports.

There has been also an absolute increase in import of
consumer goods which may be regarded as a consequence of
increased industrialisation generating increased demand, but
with a rapid increase in total supplies, imports of consumer
goods are a declining proportion of total suppliese.

(b) A declining share of imports of consumer goods and
a rising one of imports of produccr orientated goods in
total supply indicate, although indircctly, a changing
feature of composition of imports normal for an industria-
lising econony. This may be regarded as a basis for predicting
a siructural change in imports in favour of producer
orientated goods in the near future.

Q/ With the help of the least square regression egusation, we
have found out the +trends,
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(c) Progress in domestic production of manufactured
consumer goods and also of producer orientated goods through
import substitution appears to have taken place, which as
a result, had 1ed to the increased consumer demand. A part
of this is being supplied by imports, demonstirating the need
for further import substitution.

(d) The import substitution effects on imports appear
to be small in the case of both consumer goods and producer
orientated goods in relation to the growth of demand for
these products,

(e) The comnposition of domestic manufactured production
shows that economies like that of Kenya lay greater stress
cn. import substitution of less expensive but essential
consumer goods (the production of which reguires simple
technology) at the initial stage of industrialisation,.

(f) The forecast of the composition of imports for
1970 shows that a pattern of structural change, although a
mild one, in imports normal for an industrialising economy
is emerging at the end of the FPirst Pive Year Plan of Kenya.,

This is likely to be much more distinct because of
emphasis laid on the industrialisation programme - i.e.
the Plan,
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TABIE -~ I

Share or Imports of Manufactures (distributed bv end usql
of A1l Tmnorts and also of A11 Llanufactured Imports

Froducts Share. of all Imports Share of all Imported

(Manufactures

1954 1957 1563

l. Procegsed TFood: 8,0 5.1 Go.l 9.6 6406 11,0
2. Beverages and Tobacco: 540 2.2 1.8 7.2 3.8 2.2

3e Clothings & Hadeup

Textiles: 36l 3e3 3.5 3¢ 4,2 442
4, Fecotwear and other

consumer go0ds: 2,0 4,0 4.0 ! 2.3 5.1 449

Consumption Goods

(manufactured): 18.1 14.6 18,4 22,9  19.7 22,3
5. Rubber & Rubber

Products: 1.9 1.7 1.6 2.3 2.2 2.0
6. Paper and Paper

Products: 2,0 2.8 3.8 2.4 5.6 4.6
7. Glass & Glass Pro.: .2 o5 e 3 o3 o7 o4
8. Textile laterials Pro.: 10.6 7.8 9.3 12.9 10,1 11.2
9, Chemicalg, 3,0 4.3 565 %o T 546 6e4
.O. Building liaterials of

Cement: .1 ) o2 ol 5 3
l, Iron & Steecl & lat, Fro.: 15.8 15.1 133 19,1 i9.4 16.1
2. Machinery: 1C.5 14,3 13,0 12,7 18.4 1547
3. Transport Equipment: 16.3 12,0 10.5 19.7 15.5 12.8

Producer Build. Product: 60e4  59.0 58.0 7346 7640 6945

Miscellaneous Manufaclures: 3,0 3ol 5.8 304 5.0 Te2

Crude Materials, Mineral

Fruits, Jute and

Products: 12,3 12.5

Others; 5.5 5.4

i
100,0 100,0 100,0 {100,0 100,0 100,0
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TABLE -~ Ia
Percent Changes in Imports, 1954 - 1963

Manufactured Products 1954 1957
1963 1963
1. Procegsed ®oro0d: 34,7 92.6
2. Beverages & Tobaccos ~62,9 -10.9
3. Clothing & Madeup Textiles: 29,4 9,9

4, Foot Wear & 9Other Consumer
Goods: 10.5
Consumer Goods: 13.7 3568
5. Rubber & Rubber Products: - o3 4.8
6., Paper and Paper " 122,5 4546
7. Glass and Glass " 62.4 25.9
8. Textile Materials: .9 27.1
9. Chemicals: 109.9 11.4
10. Cement: 93.0 -27.9
11. Metal Products: -2.5 5.2
12, Machinery: 41,9 -2.4
13, Transport Equipment: -24,9 -5.°
Producer Orientated Products: ~21.6 15.7
411 Manufactures: 15.7 22,1
All Imports: 16,0 Te3
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in Total Import + Domestic Froduction

(i.e. Total Supplies)}

Changes in Deomestic
| Production & Import

Substitutions (in the
absolute sence).in %
1957 1963 1957 1957
1963 1963
1. Processed Food: 20,705 31, 976 54.1/% 4742
. Beverages and 8,922 9,325 4 ,5% 443
Tobacco:
3+ Clothings & Other 2,510 3,546  41.2% 200,2
ladeup Textiles:
4, Toot Wear and Other 5,876 13,120 55.2% 8l.7
Consumer goods;
A1l Consumer Oriented 38,013 57,907 52.3% 577
Products:
5. Textile Materials: 5,282 7,882  49.2% 8742
6. Pulp, Paper, etc.: 2,452 4,218  T2.0% 15345
7. Rubber: 1,474 1,729  17.356 57.8
8. Pasic Chemicals: 5,335 7,018  31,5% 2547
9. Cement etc.: 3,057 2,505 =17.7% ~17.1
10. letal Products: 12,229 14,651 19.8% 125.1
11. Mechinery: 10,053 10,043 3148
12. Transport Equipment: 12,215 11,521 -5.7% 5.2
13. Gless and Glass: 379 143 .96% 22,0
£11 Producer Oriented 52,476 60,710 15.8% 555
Products:

L/ By Total Supplies we include here Import + Production (locally Total

Sales should have been included),
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TABLE - 2b

Import as % of Total Imvort + Output i.e. Changes in the Imp. Context

1957 ~ 1963
1957 1961 1963
l. Processed Food: 1663 18,7 20,0
2+ Beverages + Tobacco: 16.4 14,6 14,0
3. Clothings & Other 8546 T6 44 6944
Wiadeup Textiles:
4, F.ot Wear & Other 41,3 2043 20,2
Consumer Goods:
Consuner Oriented Goods: 2543 21,7 2245
5¢ Textlle lMaterials 9763 90,2 82,9
Glass & Glass Products:
6. Pulp, Paper & Paper " 7545 674 6349
7. Rubber & Rubber Products: T6e6 6843 6865
8. Basic Chemicals: 5547 60.4 5547
9. Cement: 843 4.3 TeT
10, Metal Products: 88.8 66.8 63+4
11, Mechinery: 93,2 87 5 9l.1
12, Transport Equipment: 6448 7365 64,6
411 Producer Oriented 73al 69.5 T4e5
Products:
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TABLE - 3

Gross Production of Manufactures 1957 to 1963

Sectoral Distributions, 1957, 1961 & 1963

Change in the
Domestic Production
1957
1957 | 1961 1963 1963
Processed Food: 35.9 35,6 34,1 4742
2. Beverages + obacco: 15.4 11.8 10,7 4.3
3., Clothings & Othex
. Madeup Textiles: o7 .9 1e4 20,2
44 Foot Wear & Cther
Consumer Goods: 15.7 15.2 8l.7
6003 64‘.0 610"’]‘ 57.7
5. Glass & Glass Prod,: o7 .6 o6 22,0
6. Textiles laterials: o2 1.1 1.7 87.2
7. Paper & Paper FProd.: 1.1 1.9 2,3 153.5
8. Rubber & Rubber " o7 .6 o7 57.8
9. Basic Chemicals: Sel 3.7 4,1 2567
10, Cement: 57 5.1 3.0 -17.1
11, Hetal Products: 4,8 5eb 70 125,1
12, Hachinery 1.2 3.8 1.2 51.8
13, Transport Bquipment: 5.3 5e4 5.2
28.4 277 26,0 5545
14, lMiscellaneous
Products: 11,3 93.7 12,6

If we exclude the share of Cement + Transport Equipment, we find thaw the
share of producer oriented products has increased from 13.8 to 17.6 of
total domestic production.



- 15

TABID

-4

Effects of Import Substitutions and of

Maitra.

Expansion in Demand

On Imports. (in £,000)

Effect of EIEffect of Total M
1257 l.s. Expansicn ( ) 1963
in @&emand 243
(1) (2) (%) (4) (5)
1. Frocessed Food: 343 1.2 + 1.9 3.l 64
. Beverages &
Tobacco: 1.4 =0,2 + 0.1 -1 1.3
3, Clothings & Other
Madeup Textiles: 2,1 =0.5 + 0.8 +430 2.4
4., Foot Wear & Cther
Consumer Goods: 2.6 -2,9 + 342 +43 2.9
9.4 -2.4 + 6,0 +3.6 13.0
5« Rubber: 1.1 0.2 + 0.2 .0 l.1
» Paper: 1.8 -0.4 + 1.3 +0.9 2.7
Te Glasss 0.3 =044 + 043 -1 0.2
8., Textiles: 5,1  -1.1 + 2.5 +1.4 6.5
9, Cement: 0.2 -0.,6 + 0.5 -0.1 ol.
10, Chemicals: 2.8  +0.2 + 0.9 +1.1 369
11, Metal: 9.8 =2.4 + 1.9 -5 9.3
12, Machinery: 9.3 =0.2 + 0 -2 9.1
13' T:r“‘a‘n'spor-b 7-9 —O.l + 04‘ —05 704
Equipments
3808 —409 + 1100 +601 44‘09
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Composition of Imports of Manufactures in Kenya

(A forecast for 1970)

Manufacturing
Products

Share of Total Imports
in 1970 (in Percentage)

l. Processed Food: 7e9
2. Beverages and Tobacco: -1.0
3. Clothings and Madeup Textiles: 5.5
4, Foot Vear and Other Consumer Goods: 6.1
A1l Consumer Goods: 17.4

5. Rubber and Rubber Products: 1.2
6. Paper and Paper Products: 2.8
Te Textile Materials: 8.8
8. Glass and Glass Froducts: 1.5
9. Chenmicals: Tel
10, Cement: ol
11. Metal Products: 9.5
12, Machinerys: i2,.,1
13, Transport Equipment: 9.3
Producer Oriented Products: 52.7

The remaining is dissributed among miscellaneous manufactures and

other imports.
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TABLE - 6

Per Capita Supplies of Manufactures ( Y end use)

from 1957 to 1963

1957 1963
l. Processed Food: 247 347
2. Beverages & Tobaccos 1e2 1.0
Ze Clothings & Other Madeup Textiles: 3 oA
4, oot Wear & Other Consumer Goods: o7 l.4
A1l Consumer Goods: Hel 6e5
5. Rubber and Rubber Products: 2 o2
6. Paper and Paper Products: o3 o4
Te Glasz and Glass Products:
8, Textile Materials: o7 5
9. Chemicals: o7 8
10, Cements o dk o2
11, Ietal Products: 1.6 1.6
12, Machinery: 1e3 1.1
13. Transport Lguipment: 1.6 1.3
£11 Producer Criesnted Products: e 6.3

All Manufactures:

Source of all Tables: (a) Statigtical Abstract, 1964, Govt of Kenya.

(b) Census of Manufactures, Kenya, 1957, (1961)
and 1963,
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BACKGROUND OF THE SURVEY

Develorment economists and planners are in theoretical agreement
that very little development can take place in the rural sector of any
nation's economy so long as the majority of its agricultural production is
based on traditicnal patterns of subsistence farming. In predominantly
agragrian countries, a surplus of farm products above those needed to feed
the farmer and his family must be supplied to the market if a higher standard
of living for rural families, the wellbeing of urban centers, and export
earnings for the national economy are to be achieved. Yet, it is estimated
that 70 percent of the farmers in developing countries are still producing
at a subsistence level despite effsrts of their governments to introduce new
technologies and farming practices.

An undersbanding of the socio-econemic facteors operating in the
transition from subsistence to commercial farming in develeping countries 1is
ore of the most intriguing areas cf inquiry in the world today and an imperative

rerequisite in rural development planning. But not all governments have
come to grips with the need for scientific research in the process of analys-~
ing and assessing factors of agricultural develorment in connection with
national development plans.

The Goverrment of fenya, however, is not only making a major effort
tc assist its sub-commercial farmers to modernize their production methods
and to provide a climate for rural development in the larger sense of the
term, but is subsidizing rural research to better understand the dynamics of
rural development and the interplay of the factors in the process.

Urged technical change by trained extension agents from all the
rural service ministries - educators, agriculturalists, animal husbandrymen,
1and bamre specialists, cooporative organizers, preventative and curative
medicine practitloners, public werks engineers, compunity development workers,
and administrabers in the rursl milieu - aleng with concomitant facilities
as part of the fix Year Dgvelopment Plan, provides a socio-cconomic matrix
for the study of change and development, the results of which will be of
value to the administrators of the Plan, sovernment economists charged with
the responsibility for the allocsztion cof scarce development resources, and
the rural service ministries.

The impetus for the present research project to study the factors
of rural development in three rurasl areas of Renya came from the Ministry of
Labour and Social Services with the Minister!s desire scientifically to study
and to evaluate the effeetiveness en a pilot basis of the Ministry's
community develotment prugrait. Since community development, however, is
only sne variable along with a host of other variables in rural development,
the decision was made to establish a baseline of rural living with as many
parameters as possible, covering physical, econocmic, organizational socio-
psycho, and knowledge factors of rural life, =nd to make a subsequent
measurement from this baseline in an attempt to pinpoint not only the role
of community development in rural devclopment, but to assess the role of
other factors bearing cn rural development as well, in order to evaluate
scientifically total rural development change in these areas over a time
period.

To this end, othier rural service ministries were invited to
participate in formrlzting the questiomnaire for the survey. The Ministry of
dgriculture and Animal Husbandry submitted the basic questions which made up
the body of the economic section ¢f the quesiionnaire - those concerning
cash and food crops, crepping methsds, irrigation, soil productivity, animal
husbandry, farm tcols, and credit services; the Ministry of Lands and
Settlement submitted those questions relating to land tenure; ccnferences
were held with officials frem the Ministries of Education and Health and
Housing on gquestions concerning education and literacy, health and sickness,
and environmental sznitation.

/244,
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Cther categrries of questions such as the penstration and
effeddiveness of government services, wealth and investment, channels of
-commanication, labour mability, achievement motivation, security orientation,
and’ attitudes toward traditionsl customs were designed ts achieve a definition
of the sacio-cultural~psychclogical systems currently in operatiocn.

The basic assumptions to be tested in the inquiry are derived from
2 grawing body ~r comparative empirical data held in common by international
students af development:

Historical Assumption

That the traditional agricultural village (or ceammunity farming
unit) which has served as 2 relatively self-contained socio-economic unit for
human surwvival from prehistoric times to the present time in non-industrial
socletiss is rapidly losing utility as a functioning mocdel ts meet the rising
needs and expectations of rural people in those newly-develeping nations
striving to achieve incrsased living standards.

Economic Assumption

That traditional farming methods with low agricultural production,
heretofore adequate for human survivzl, cannot support the demands placed
upon the rural secter cf the economy by the national establishment if natienal
dovelopment is to take place,

Progrescion Assumption

That most rural economies in the newly-develoning countries are in
various stages of transition from a subsistence type of agricultural
production t» a cash farming type of agricultural production.

Socizl Assumptions

That this transition from subsistence farming to cash farming has
profound effects on traditional social structures, teliefs, aspirations and
attitudes (since many traditional values and attitudes were derived from and
are tightly tied to subsistence farming).

That in this socio-economic transition two opposing forces are
apparent :-

(2) An effort to preserve traditional sociazl and econemic
customs and patterns..

(b) An effort te modify traditionzal patterns to meet new
competitive life forces.

Rate of Change Assumpticn

That the rate of change within rural societies is highly sensitive
to political, educational, ecological, religious, historical and
communication factsrs.

Psychological Assumption

That asny significant change in the life-ways of a person tends to
introduce same degree of instability or disharmony in the way his beliefs and
attitudes are organised: +tensions mount when old behaviour is found to be
inadequate or when new behaviour must be acquired., Reactian te tensicn
causes stresses within a society which may lead to a more rapid assimilatim
of change cr which may lead to non-keneficial social behaviour such as
aggression cr psychological withdrawal.
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The three areas selected for the initial baseline survey were
chosen purposefully on the basis of their potential fir agricultural
development and for the comparative value of studying three distinet tribs:
groups in the process of transition and change.

Among other limitations of the study are:the size of the sample
as compared with the total African ferming population of “enya, and the lack
of depth inherent in the survey research method as compared with that of

individual tribal ethnographic research. With regard to th- first limit-
ation, it is hoped that the sample will bz extended to cover other areas of
petential agricultural desvelopment in Kenya. Concerninz the second, while

ethnographic research has historically strcssed differsnces between cultures
and sub-cultures, in nation building perhaps similarities of subgroups ncw

eed to be delineated and encourazement given *o the develspment of naticnal
consciousness on the basis of commen interests,

Only the gross statistical analysis of thc study were oresented
in the initial report - percentages, some measures of CGﬂuFaL tendency, and
major cross correlations. One of the technical directors =f the survey,
however, is now on an assistantship in the Deparunont cf Cerxminications,
Michigan State University, U.S.A., refining ths dete and performing the
necessary advanced statistical analysis. ™"hen the resurvey is made, after
perhaps three or more yesars, vhe full complement of analyzed da ta from tha
baseline will be available. While the baseline report itself w111 bc
diagnostic for development planning in the areas surveyed, the
not achieve the status “f a scientific fermulatian until The r;survey i; maca,
The measurement from the baseline will provide definitive dinsisht into
process of socio-ecenomic chenge over time in this wne part of the world
The finishcd product will be depeosited with the Intemationszl ua+a Lank
where it will be availleble to the interustional academic comunity,

-+,

,c'i
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TECHNICAL NCTES

The findings of the report were basad on a personcl intsrview
survey conducted among a2 representative cross-section of 42L Lfrican he:
of-household having effective control over famiiy land holdings in the
aresns, Samia Location in Busia County, Kalondo Location in Soutn Nyanza
County and Location 7, Bomet in Kipsigis County. All interviews wers con-
ducted within the dates 7th June, 1965, and 17th August, 1965. The
following is an explanation of the technical cnnalﬂ’raulcns involved in the
execution ~f the survey.

2
Ve
G o

UNIVZRSE OF STUDY

Budgetary considerations precluded a coincidental gecgraphic
coveraze of Kenya. Thus the study was restricted to the thrse sreas
mentioned above, these having been selected by the Ministry or Lsbour and
Social Services in consultation with its technical adviser. The surveys
in each of the areas were conducted simultansousliy. Thedr results in the
report were shown independently of each othser

For the purpose of the survey the universe of study was defined
as feollows:-
Samiz Location to include all heads-cf-houschold living and farming
within the cartographic boundaries cf Samia Location as per map series
SK11(Y731), sheet 101/1, edition 3-SK, published by the Survecy of Senya.

Kabondc Location to include all heads-of-household living and

/b,
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faming-withn the cartographic boundaries of Location 7, as pir map scrics
SK11, sheet 131/iv, edition 3 published by the Survey of Zenya.

The maps used were based on aerial photographic surveys of the
selected areas and were correct as of 1958, 1961 and 1962 respsctively,
these being the years in which the latest photographing took place.

SAMPLE SIZE

The -sample size was based on 2 10% random sample of the
‘cariwgraphic area population of each location as estimated by taking a 1CE
erunt of all the homssteads discernible through agrial photography on the

“maps, the number nf interviews assigned tn each arza being in proportien to
its homestead population. In 2ll, 607 interviews were assigned with an
additionsl L3 interviews being a gnﬂd to account for normal sampling av-
trition.

SAMPLING TECHNIQUES

Area sampling technigues, based on probability systems of sample
selecticon and conducted in stagoes, were employed with slight modifications
suitable to their application in Kenya. Final respondents were selected
ir. stages, each of which is sxplained below.

Location. The locations to be studicd were not rancomly sclected,
these having been purposely chosen as initial arees of investigation by the
Ministry. Tne limits of each area were defined as the carto-raphic
boundaries surrounding them. Interviews were assigned to wa.h lecation
preportionately, a careful count of all the homesteads appearing on the maps
having first been completed. Thus, Samia was Mﬁlocuurh 171 interviews,
Katondo 223 and Lucation 7 Bemet 24% interviews.

Sammle Points. Using l'SC 000 scale maps, grid squares were
constructed on the maps approximately (Y871 intervals. The grid aquares
were gach nuab:rid consecutively in “chbnt*nL fashion, whereupon every nth
sonare was selzvicd as a sampllng point, the fixed skipring interval
betusen selecisd zrid squares being broken cnly when two grid sguares
haposned tn fall side by side, In such cases, the square was moved ons
sparre either to the left or to the right without, however, distwrbing the
overall skipping cadence.

,ﬁ-\l—-

The numbsr of homegteads falling within each of thec scelected grid
squeres were then carefully counted and clusters of intervicws assigned
tn -ach grid square ~n a probablllty—pruportlunauu—uo—popul ation size basis
withln each zrid square. In the actual field situstion ficld sapervisosxs
made minor revisims to the cluster sizes upon completi.n <f an on-the-spot
check necessitated by the fact that the maps wsre somewhat out of date.
In most cases, however, na changes were necessarye.

Respondents. Hemes to be interviewed within each sclected grid
square were selected on the basis of skipping every other homestead, i.e.
no inverviews were conducted in homesteads which were contigurus with one
ano'hir.. (It must be borne in mind that there are fow dluCurn_Ol@ roads,
let & one any orderly pattern «f homestead arrangcments to be found in the
Ken rai rural scsne). The homes to he interviewed having been thus locatud,
the scliscii 2 was then adninistered te the putative head-~f-household (or
the pursou in mest effective control in the abscnce of tine head) of the
extenicd family, In the mejority of cases, the actual extended family head
was luterviowed,

Contrcl Areas, Inasmuch as this survey was basically a baseline
survey (albeit. designed to yield informstion of immediate veluz) and since,
within the areas surveyed, a certain amount of external intensive cffort
will be provided Wy Government and other devc.npmenb aid agencies, 1t was
necessary to make provision for esntrol greoups for each area. Thirty

/ e
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interviews were assigned to each area as controls. The sampling point was~ -
gkain the grid square but here the directors departed from strict random
systems by purposively selecting the grid squares for the controls in such

a way as tn cause the location to be surveyed to become encircled, as far

as was practicable, by control grid squares. (Complete encirclement was

not possible in Samia as this location shared a common border with Uganda and
also in Location 7, Romet, which adjoined a farm settlement scheme ).
Furthermore, each control grid squsre had to be sufficiently distant from the
study area to minimize the possibility c¢f emulation of development mecasures
being undertaken in the study areas. A second departure from random sempling
involved the selection ¢f only two respondents per grid square, however
populous cne selected grid square was than the other.

Sampling Attrition. To account for mormal sampling lesses due to
"riot-at-homes", "refused in answer!, rejscted schedules, etc., a high enough
sampling rate was taken to obtain approximately the desired number of inter-
views after allowine for these losses. Thus, the universe was oversampled
by L3 intervicws proportionately distributed among the three areas and, in
actual fact, 24 interviews more than the contracted number wers achieved.
The sample performance 1s as follows:-

Samia Kabonde Locstion 7

Number originzlly scheduled . 171 223 2L9
Humber succeesfully comploted v 165 216 2k3
Number rejected — unsatisfzctory vea - L 1
Nurmber of refuszls vee 6 2 -
Nomber ocverflow from over-allocated

grid squares cee - 1 5

The Questionnaire. The schedule which ssrved as the principal
instroment of data collecticn for this stady, is am original gquestionnaire
structured snd designed by the two project directors. A working rationale
was initially prepared (see Background teo the Study).  Governmental
Ministries with interest in gathering material en specific problems were then
invited to submit questions for possible inclusien in theschedule. Several
Ministries responded. In additiun,the project directors gathered whatever
pertinent materi=l was available from external sourcss, drawing principally
on such sources a2s similar surveys conducted in other parts of the world
such s the Phillipines and Pakistan. A wealth of ideas was collecfed in
this manner, all of which had te be examined and classified in terms of the
rationale. At this stage, the project directors engaged in lengthy
conferences with those members of the enumeration staff of Marco Surveys,
Ltd., who were indigenous to the Districts within which were located the
study arcas. By this means, the directors were able to equip thamselves
with some needed insights into the customs and habits of the peoples of
the study areas. Discussions with the Marco enumeration team (all Lfricans)
were maintained throughout the questicnnaire~structuring phase when, in
consultation with thanm, each questicn was carefully evaluated for meaning-
fulness and facility of application befere its inclusion in the schedule.

A provisional questionnaire was drawn up which was given a validation
pretest near, but not in each of the three arcas by the actual enumerators
who were to participate in the survey. Modifications sugegested by this
bretest were incorporated into the schedule to produce the final field-
worthy instrument.

Trsining kiumerators. The members of the a ctual enumeration teams
were mainly County Ceuncil Community Development Assistants. For the purpose
of training them to ecllect the data called for in the schedulcs in )
accordance with prescribed systems of scientific social research, they were
gathered together for four days at the Cusii County Adult Training Centre in
Kisii, Xenya. The role-playing methad of instruction was employed wherein
one Cormunity Development Assistent enactzd the role of the enumerator and
the other the roles of the informant. Instruections wore conducted by the two
preject directors_aided-by trained field supervisors provided by Marco
Surveys, Ltd, - During this-training Pperied.-careful. attention was given




The younger—Pamily hezds had more houwsehold goods-tham the older

amily heads; more tebles, lamps, cu_x-ry, wrist watches, and radios.
Young farmers took morec intersst in SL+;—nch groups, 2ad felt

self-help group rmeetings were of greater value, than did the clder farmere,

More young fermers said they would advise a younsz men to enter
farming as a profes sion thsn did c¢ld r farmuwrs. thore youniser men felt thab
farming can be a lucrative business with built-in security safu- zuards than
did the older group of farmers.

SD

Young men in the sanple were mors imbued with the idea that the
more schooling a person has the better off he will be then were the older mr
in the sample.

A higher percentage of younz men felt optimistic 2*ou* overcoming
all ohstacles through one's own efforts thenthe percontogs of zlder men who
felt this way. But more younug farmers filt a lowly person ﬂugi:d help fro
high places, if his dreams were to come brie, thm did claor farmers.

More young farmers thsn old farmers statad theilr nopus for the
futurs were to own more land and cattle, to have shops or dux.s, and to hav
avtancbileos,

=

More wyoung men said that thzy feared poverdy end decth than did ol
older men in the sample.

More oldcr Tarmers than young farmwrs cwned mere uncensolidated
pieces of land; wanted te let thelr pleces remuin divideds discussed at
greater length the pros and cons of 1and censolidation: cwned jors pieeccs o

o
land over 25 acr:s in size; sold food erops cammercizlly: belicved the 1o
of weeding was the cause of daclining crop producticn, belivad they could
berrow farm production funds from Deportment o Arricultvral ~nts;  had
a concept of wealth which included status (hizh pasition in the locatica);
and felt that the rural coeperatives were the mest helpful of all govermmuen
assistance activities,

Educational Differcnces

The respenscs of farmers who had some formal o stim and thosse
whe had none at all in the totsl sanple wers crose-tabulated in some
questionnaire eantent areas in an attempt to find w~ut if acation has 2
bearing on rural development in the areassurveyed., Thrs:s items to be
reviewed here are those with signirficant astatistienl Aifferrnces betwewn th
resvonses of those with some formal education and those whe had neo fsrmal
scheoling,

Thoss farmers with some schosling have becw mere invelved in “he
discussions af thc ramifications of lard consolidation +i tro s2 who have
ne schooling; they felt a greater need for irrigation and h2d more plans
to improve thelr water supplies; they knsw more a2boul soil erosion as a
seurce of soil destruction than did thsse farmers wiih ne formzl educaticn.

Schooled Jfarmers in the sample had more plans to iucrease thedr
cultivated acreages in the cuning year; had mOrY farm tools (sparss, shov
fork jembes, and wheelbarrowo): hired mor land

¢ paid labour; fonced more
had more houschold and perssnal equiprent (tables, chairs, curboards,
wristwatches, bicyeles, clocks and radics); and had mors money ix banks
ard post office savings accounts then the unschocled farmers interviewed,

In terms of attitudes, mcere farmsrs in the sa.nle with some
education kelieved a7 acre of land previocasly produvaecd Less than now-a-days
weuld apply to the ngrjnvltural Loz Beard for form develeoprcnt loans; equ
believed that working capital, cash crops, farm machinery, and graded catt.
are increments of “dral waalth, than did those farmers with ns formal
educatir,.
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Those family heads with more education were more visited
by the community development assistant; went more often tc see
the agricultural officer; said more often he was their greatest
help, than did the less educated farmers interviewed.

The farmers who had some schooling were greater in their
praise for cooperatives, farmers! itraining courses, and farmers'
field day as.being helpful to them, than were those farmers with
no educstion,

Participation cooperetive meetings, sgricultural
demonstrations, farmers! trazining courses, farmers field days and
animal hushandry demonstrations was. greater for those with some
education, than for those with none. lore of the children of the
educated had been born in meternity homes than those of the
uneducated.

The farmers who had some education believed more strongly
that their Jdaughters should go to college; that a person must make
his own way and cannot depend upon others; and that there is no
room for tribal customs in a modernizing society, than did those
farmers with no educations,

With respect to what they honed for in the future, more-
educated respondents said they wented to be good (modern) farmers,
than did the respondents with no education.

More farmer-respondents in the survey with nc education
mentioned the lack of rainfall 2s 2 cause of land deterioration;
hed not heard of artificisl inseminetion, thought thet they could
borrow small amounts of money from friends and relatives; would buy
more local cattle if they had the capitals thought the veterinary
officer had been c¢f greater use to them, and feared a future war,
than did those respondents with some cducation.

The more educated farmers sold more of their food crops
in the market than did the less educated farmers.

lore of the educated men interviewed preferred monogam,
over polygemy than did those with no education.

Income Comparisicns

The ownership petterns, farm practices, relationship tc
goverament extension services, values, and attitudes of all
household heads in the sample who were maeking $.200 annual cash
income and less, were compared with thcese of houschold heads making
S5, LOCL and over, annual cash income.

Those fermers in the higher income bracket owned more
land, ahd more land under cultivation, had more farm equipment,
and had more items of persornal and household equipment, than those
in the lower income opracket. Scme had z2lso hired tractors for
farm operation last yeer, while ncne of the lower income fermers
could afford to do so.

The better off fermers rotated their crops more often,
used more farmyard manvre as fertilizers, planted their crops
in rows morz often, and spld more crops commercially, than did
the less well off farmers. They olso hired more labour and used
self-hclp group lakour more extensively, than d4id +the lower income
farmers.

The higher income farmers felt a greater neced for
irrigation than did the lower income farmers, and had more plans
for building and imnroving water storage dams than had the latter.

Concerning soil technology, more better off farmers
ascribed to the
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theory that an acre of land formerly prodiced less, than did the poorer farmers;
and more of the higher income farmers averred that land becomes pcor by not
sllowing it to lie fallow; by failure to rotate crcps; and by failure t»
ericlose lands and control grazing, tham did those with less eash incomes, The
higher income farmers wers more vrone to beclieve that their land could produce
more thar it had last year, and thsy indicated that they had more plans to
increase their acreage than did the lower income farmmers.

More family ne2ds with large cash incomes were more firm in their
betief that they could borrow money frem their county coumcils, than were
Family hcads with less cash income. Those with higher cash incomss tendsd
mere toward buying graded cattle and improved seed varieties, increasing their
cultivated acreage and improving their water supplies {in the event they could
zet devaLspment”loans), than did those with lower cash incomes. More higher
income farmers suggested that the goverament should hacten land registratic
possible way of developing.a credit system, thay did lower incoms

i oy~

Wealth, said more high inceme fammers than low inceome fammers,
consisted of much land, many cattle, werking capital, 2 business concern,
farm machinery, and a high position in the location. As is to be expected,
fzrmers in the higher cash income bracket had more bank accounts ard post
cffice eavings sccounts than did theirlower cash income neighbours,

Mere agricultural officers, chiefs and sub-chiefs, veterinary
officers, and community development sssistants visited the farmstcads of the
more affluent fermers, then they did the farmsteads of the less affluent .
farmers. The hizher income farmers, in tarn, made meare visits “o the lecal
sffices of the 2gricultural officer, the veterinary officer, and the
community development assistant, than did the lowcr income farmers.

f the severnment extension sfficers, the hicher income farmere, -
mere often than the lower income farmers, listed the agricultural and

. A 3 S

veterinary officcrs as being the mest. hslpful.

More higher cash income farmers than lower cash incems farmers had
attended agricultural demonstrations, cooperative meetings, farmers' training
courses, farmers field days, and animal husbandry demonstirations.

More high ipceme farmers thar the less well-off Farmers in the
sample said they would advise a younz mam to go into farming; would send
their sons to college; could afford to send their sons to college; could
afford to send their daughters ts cnrllege; and taught their echildren that

2

difficulties can bc overcome thrsugh hard work,

More prosperous farmers, also, were somewhat mere comservative
than the less progjerous farmers ip one respect; more of them would retair
traditional customs than trelatter .

Concerning their hopss for the future, more alffluent Parmers,
than the less affluent, hoped for permanent houses, more land, water supplies,
farm machinery, shops and dukas, and automobiles.

The farmsrs in the higher income brackets were mors ecrcerned
in their fears for tue future that they would beceme poor, than the farmers
who 2ré 0t now enjeyirg a higher cash income,

In Surmmary

All socio~cconomic imdicators pointed to the eonclusieon that the
Lenyap rural people studied in Samia Lacation, Locatien 7, Bomet, and
Kabonde Locationm were well 2long in the development transition from a
subsistence agriculturzl based ecomomy te at least a partial cash marxet
EConomy .

/llo
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The climate of opinion fer land consolidation and land
registretion in the lecaticns studied was favoursble., The land cwwers:
gaw in this government program security of ownership, the elimination of
lend disputes, and the possibility of using land ownership titles as
cellateral for develorment loans.

The farmers were generally satisfied with the marketing sopmggement
provided by the ¢OVC“nment throush cooperatives for the sale of sucn»g%%“
creps as cotton znd coffee. They acpeared to have no objcctions to fo.jewing
the suggested agricultural practices for the production of these crepsa

It iz worth noting that a small, but substantisl amount of fmod
crops were being marketed by the majority of farm familics. Evidence from the
survey suostantizting the fact that the majority of the farmers were
conversant with the basic elements of soil and plant technology in the
production of focd erops,was even more noteworthy.

There would se:m to be grest possibilities in the ficld of apimal
nusbandry for gonetic dmprovement «f livestock through artificial
insemination in 2 ll the locations surveyed hased upon the expressed degire
of the farmers and stockmen for an intensificaticon eof this program.

A priet nced expressed by the farmers in all locaticons waa that
for the improvement of water socurces and irvrig

. baﬁlﬁn .

e sioption and use of modern farm tools and equipment has jet
kept pace with other factors of agricultural production in these areas.

It iz often szid by develspment practitioners that the most
important single facter for rapid rural prosress is a well-planned and
supervised credit systen. It would seem appropriate that thought e given
oy the government authoritics to an extension of credit facilities iz the
roral arcas siudied - perhavs along lines suzaestod by the rural people
thamselves.,

reliminary crogs-tabulation of guesilonnalre responses
3 iswers of those with some formal ¢ducation with those whe

> no formal oduction, furnlshed guite conelusive evidence that education,
le edaucation, is 2 primary factor in rural devclepment.

The preliminary cross-tabulstion, which compared the highest
income farmers with the lowcst income farmers in the sample, indicated that
even the first steps boward commecrcial crop marketing brings with it 2
whole series of improvema:ts in all azpests of ruvral 11v¢nb.

The relirinary eross-tabulation comparing the younygest farmers
with the oldest farmers sho 119 reinforce the natiomts faith in the enthusiasm,
optimism, and desire for achievement felt by its young farmers,

The government can well be satisfied with the progress being made
by its rural extension services im the locations studied: its agriculture
and veterinary eofficcre, schocl teachers, medical perscnnel, its
administrators, chiefs; sub-chiefs, and its conmunitv development Workerse«
It is the rursl people whe spoke in the survey and it is they who
voluntsrily documented the excellence of the govermment's efforts in their
behalf,

raditimn of self-helr and community cevelopment runs deep
v« It should te of interest to development planners that
systems of labour exchange are being channelled, in part,
setivibies of bencfit te the communitics in the form of
communi t cads and bridges, cchocls, dispensaries, dams, community farm
plots, nursrrg centres, recreation halls, and savings societies.

/12.
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In Kenya, traditional ways of thinking, actimg, and behaving,
as ascribed toc by its various tribal groups, form the cultural matrix
iy the rural design for living. Many of the customs and valucs &re
functicwal and have utility, even in the face of rapid modernizaticn,
to provide ceontinuity and meaning to rural-life., The rural meople
questicmed in the survey indicated those custcms and traditions they
wish to retain and those which they felt cculd be modified in their
development plans. Rarking highest for retentions were customs and
rites consgerning puberty and marriage.
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THE SIGNIFICANCE OF SEP+RATE MONETARY

SYSTEMS IN EAST AFRICA

My mein aim in this peper is to examine the implicationus
of the fact that within six months the common monetary system
of Bast Africa will have bpecome three separate national
monetary systems, each with its own central Bank. Although
the emphasis is on the geparation it is necessary first to
leave aside this element in.order to clarify the nature of the
transition from Currency Board to Central Bank. Moreover,
at the risk of teaium, I want to start by considering certain
major characteristics of the present system.

Section Ones The Existinz System

‘We all know that East Lfrica, almost unique in the
world, operates a monetary system which wes general through-
out the British colonial territories, by which the monetary
authority is restricted to the issue of domestic currency
against Sterling and committed to its redemption in Sterling.
In other words an extreme form of Sterling exchange standard
system by which the external value of the domestic currency
is rigidly fixed to that of Sterling (for better or for worse)
and the monetary authority has no opportunity for independent
monetary policy. Many of us know that East Africa is also
unique in having modifizsd its Currency Board's competence to an
oxtenl whlch. ia surprisingg in view of its basic institutional
rigidity.

The constrainte imposed upon monetary policy by this
system have received a great deal of attention over last
ten years, and in particular stress has been put upon the
inability to indulge in a continuous process of credit
creaticn such as might be undertaken in an independent
monetary system having a Central Bank. Concentration on the
passivity of the Currerncy Board, enlivened by successive
bites at the Bozrd's funds by means of increases in the
Fiduciary issue, have rether obscured the picture of the
operation of the monetary system ss a whole, Whereas the
Currency Board still has 82% of circulating currency backed
by Sterling reserves, the Bast African commercial banks
have the distinction of hteing the only banks in the world
with an advancee ratio i1l the private sector of 100 per cent
of deposits and negative reserves, In 1950 bank advances
in East Africa were only £19 millions; now they are well
over £100 millions.

This huge bark credit expansion which parallels that
of Britain in the nineteenth century, can be regarded as
resulting from an increasing opportunity to employ banking
funds locally, which has shown itself in a fall in the
reserve To deposits retio from 50 per cent to zero and a
fall in recerves of £32 million. The point I want to make
here iz *thet This process = the rising co—-efficient of
expansion hetween Jdevoeits and reserves reached its limit
(indeed ovor—shoet it) some years agos gince then the banks
have teen fully loanszd ugp.



This has significance for the elasticity of the money supply and
for the utilization of savings in the future, l v OSERRLY

In the first place the future expansion of the money
Supply cen no longer be achieved by drawing upon benking funds
in London as domestic demand expands and in the absence of a
Central Bank the money supply would be limited in its growth
by_thg external balance of payments., In the second place (and
this is not understood by many monetary economists) once banks
become fully loaned up they become incapable of *transmitting
current savings into real investment. Bank deposits, having
become 2 means of payment, savings in the form of bank
deposits constitute hoarding - just the same as if the saver
had buried unspent currency. Just as we need a C=ntral Bank
to make it possible to effect a controlled expansion of the
bankers!' ability to expand their lending, so we need »ew and
attpactive'financial assets to attract idle bhank balances into
active use, and to prevent them being invested externally.

A further fegture of the monetary system which has
received little attention ie the way in which the Currency
Board obligation to redeem East African Currency in sterling
compels the banks to meet their East African deposit liabilities
in Sterling at the option of the depositor. This is because if
they refused to do so, or quoted a rate differing from per by
more than the ususl charges, the depositors would demand cash
and get their Sterling from the Currency Board. This in iteself
would not worry the banks if they were short of Sterling but
it is not the end of the story. The banks would have to
replace the cash withdrawn and they could only do this by
tendering Sterling to the Currency Board. It is for this
reason that we can describe the commercial banks as being
responsible for finding the foreign exchange to finance a
deficit in the external bhalence and it is the commercial banks,
not the monetary authorities,who have to worry about the foreign
exchange position and its effects on reserves, The monetary
authority's responsibility is limited to currency redemption
and during the last two decades the Currency Board has always
held Sterling far in excess of any conceivable demands for
conversion,

The features of the present monetary and banking system
of East Africa that I want to stress are firstly this "loaned
up" condition of the commercial banks and secondly the dual
responsibility of the Currency Board and the commercial banks
for the external reserve of the system. Given the traditional
role of the Currency Board and taking account of the responses
of a fully losned up banking system, the determination of the
money suppy depends upon the balance of payments and the
propensity of the public to hold currency because it is this
propensity which determines the share of the Currency Board in
a given volume of reserves,

I do not suggest that the banking system will remain
permanently indebted to external head offices. Some of this
indebtedness is attributable to the newer and smaller banks
for whom such overdrafts represent a local share of the capital
of the bank. Because these banks are (with one exception) not
incorporated in East Afriga, Capital does not get recorded
as such in the statistics, For the lerge British banks evidence
given to the Radcliffe Committee suggests that they will not
remain for long in debt to their Head Offices and we would
therefore expect that if the existing system were to continue
they would eventually settle down to maintaning a more or less
stable relationship between deposit liasbilities and very small
sterling reserves so long as there is adequate opportunity for
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local lending. We shall consider later how $als conclugion
might be affected by the institution of central bankirng.

To conclude this section on the significant features of
the present system mention must be made of the Currency Board's
depsrtures from the traditional role. A4 Fiduciary issue which
is permitted by law and implemented once cnd for =211 as &
source of finance for government has no effect on the Currency
Boards! operations: at the mergin it still operates es
a vassive money changer. That Fiduciary issues have bezsn
introduced 1is not tlerc ore & iﬁnificant alteration to the
system. The fact that the legal Fiducilary entitlement at
present stands at £45 milllon, only £19 m11110ns of which hsas
been implemented, is significant to the exfent that the timing
of implementation can be decided as a metter of mcnetary
policy rather than fiscel policy. It may he however thet the
the under-utilisaticn to the extent of £15 millions of the
permanent Fiducidry element is explained by the highly
commerdable desire of the Currency Board tﬁ hznd over = strong
rosition tco the new Central Banks.,

Much more significant then the fldunlary potential,
however, is the fact that the Board a% been, for the last four
years, lending to the commercisl banks, Although the scuale
of oDergtlons is not large (£3.2 mll ione in December 1961 heing
the peak) the 1end1ng hes varied from month to memtih according
to the tightness of money in East Africa. The periormance of
this function of lender of lzst resort con ke rcgerded as
ecteblishing the Board as a guasi Central Benk.

Its other distinction is thet its cperations in the
Treasury Bill "merket" actually succeeled in imsulasins the
East African discount rete from the London rete when the Bank
of England raised Bank rate to 7 per cent in Decenber 1964;
the average tender rate con TanganJlka Treasury Bills renzinin
at just over 4 per caent until London's rate was raduced 1in
June 1965, This is a feat of which the established Central
Banks of Rhodesia, Ghana and Nigeria would have been
proud some years after starting operations., The fact that the
commercial banks all now keep balances with the Currency
Boerd is a useful development but is not o significant factor
in monetary control uvnless these can be influencesd by oven
market operations or some legal reguirement ag to their level
is imposed.

D

Section Two. The Introduction of Cerntrel DBanking

Before going into the compliczticns of sepszrate monet
systems let us clarify the ngnl{lcth ohenges viaich will b
intrcduced into the system by the introduction of full
Central Banking. .I leave agide here the very imvortant service
functions of a Central Bank and concontrate orn the effect of

its operations on the monetery situstion.

ary
e

Undoubtedly the msjor change will be that *here will be
a mounetary a uthority witih technical powers of unlimited credit
creation and with wide legal powers over the comrercial banis.
These powers, as in any country, can only opsrate within the
limite of the economic structure cn the one hand znd the
financial structure on the other. Ths highly "open" ecocnomic
structure of the East .fricsn economiss suggests thet the scope
for credit creation will be severely limited by the balsnce of
payments constraint; and the rudimentzry finasncial structure
together with considerable btanking heterogeneity, suggest that
the traditicnal banking controls will ke largely ineppropriate.
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Any Central Bank in Ezct Africa would be well advised tc zeek
the maximum cooperation of the commercial benks rather then scek
to create for the purpose of indirect control the comnlex
inter-relationships which are tyvical of more sophisticated
financial structures.

No doubt the Certral Banks will need
traditional vowers (ther cre u seful in the it is
difficult to see thet, to boegin with, they-v . - do
anything much more tnap tbe Currency Bozrd (qUavl—ucTTr 1 Bank)

has been doing. The crucial question to my mind is how the
Central Banks will deal with the London connrecbtion.

The other 4Lfrican Centrsl Danks which hsve
from the Colonial Currency Ioard situstion (Ghana, £¢
the Federation of Rhodesia and Nyasaland) nave &ll dons £
a time when the commercizl banks have had subgtantisl sterling
balances end the correction of +this gtate of affesirs hes becn
one of the main objectives of menetary volicy. Fegt hfrica is
in a very different situaticn in that the position hez ot to
be corrected in the other dirsction. On the othsr hand shere is
an important element irn the zitustion which is essentlelly
gimiler., A Ce2ntral Bonk has szg cone of its most imnoxrvant
roles that of zcting zs the “1«nder of last resort™ to the
Tinancial system; 1t is eble te do this because, in thocry,
1t has unlinited power tc create domestic money., The guestion
of inducing the banks tc hold all their resourczs locelly
(which could in fact he enforced at sresent under the Lxchange
Control h@tulotlons) does not srise; what does arise, however,
is the fact thet even when fully loaned-up the banlks have
substantizsl short term overdraft fzocilities which give then
considerable indewendence of the Central Banlt, From the

control point of view this ie e nuisance but from the point

of view of cushioning the effects of external imbelance it is
invaluable, If this is spprcciated then it is uniikely that +the
change over will be accompanied by any "tousgh" legisletion
requiring the commercial hasnks o meintain sn _“uﬁfolj closaed
position. It is likely thercfore that the Ezgt African
monetary systems will conbtinue in the same relaticnship with
London though there will be nc formal oxchange rate link
between the Bast african curren01eﬂ and Stc rjljh - the zzchenge
rate being expressed in terms of the par value agreed with

the Internstional Fund.

Even the ubiguitous cueoring gambit of Central Lenks
whereby they require the commercial banks to deposit soma
minimum sum generally a prescribed prevortion of their
depcsit ll“bllltlQ& will be less of en inovaticn because they

already keep deposits (for convenicnce) with the Curraency
Board. Moreover the maznitude of ths devosits reguired in
the first instanoe iz 1likely %o be very 1little hlﬂncr than
those alresdy held with the Cbrrency Boerd because any large
imposition would almost certa 1n;y heve a deflationary effect
on bank lending given the banks! overdrawn position.

-V
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Nevertheless - if there is to be a movement away from
financial dependence and the maxinum vprudent usc of credit
creation, the Central Bank will soon acguire sgignificant
liabilities to the co"mer0111 banks and tn° time will sco
come vwhen the latter look to the Central Bank for foreign
exchanse rather than Llelr head offices A situation will

then pave besn established which is sig plflcantly different

from thet which Obtglﬂu a gresenu The nature of the cheange
will consist in the fact that the Centrzl gcnk will heve

become the uvlitimete source of cecradit and therszby, within

limits, its controller, Its liabilities will no longer be
restricted to currency btut will extend to liabilities to the
banks and the total of these will constitute the domestic credit
base of the system, which will need to be related in sone way



- 5 -

?iduci Ty
zinc of the
Dt In their

quly, the
1° foreign

to the Central Banks!' foreign exchange reserve
issues of currency and the foreign exchenge
currency Wwill cease ¢ be the approprizte c
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The general conclusion is that the immediate impact cf
central banylng will be virtually wnncticed, end tais is as
it should be. The sxplosive mixture however is the petventisl
for monetary expansion and what Paul Clark has distianguished
as the most immediate constraint on the rate of growth of the

East African cconomies - the limpitations on the <xpansion

of funds for public expendituvre. Governments will rightly
wish to use their new monetary 1nd@pvad'nco To remove thisz
constraint end the major &QCQtIOP which is zbout to be thrashe
out in this connection is the lezal limitstiorns which should

be placed on the capacity of the Central Benk to lend f¢ tne
Government and the rcal facttorsdetzrmining the extent to which
monetary expansion will induce real growth con the cne nsnd

and the extent to which it will 3roduco inflaticn and external
deficits on the other.

There is no calculation wiich ig eccnclusive here — it

cepends euyentlully on the domestic suwply el=sticitizes znd on

the propensity to import. The latter is cznable ol boeing
modified to sone bxtent hy government messurcs end therc 1is
evidence that the former (espacially fer locally produced
foodstuffs) gives reszsonshle scope for real 5rowtu In spite
of annual injectiong of several millione as & resuld
0oF government deficites financed by ;or'ign “w”“oW1ng or
drawing down reserves, the nrice of basic foodz hes remained
remarkably stable over the lest decade. I have ncy ..ch
doubt therefore that the next most immediate congtraint is
c01ng to be foreign exchense rother than infletion. For this
eason the crucial monetary variable in the new crs ig going
to be the central reserves in each country.

5
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Section Three. Separation

I turn now to the special ¢ 1nn1F1nﬂnﬂ“ of the fact that
there will not bz one Central Bank but tihres, and that the
naxt time we come to one of these cunf@rrnc=° the visivore
will have to obtain "foreign exchzange" to do so. This
will clearly be the first znd mcat cbvicus result of the
split—-up of the common monetery are How will the chanﬁ@
cver be effected? It will he effact
way as a replacement cf notes &
in 1964/65 when the Lake Vichor
for the Queens Head design. Th
the newly cstavlished Central Banks
their own notes in exchange for 2
present in circulation.

taet *“lcn occurrﬁd

es were substituted
difference will te that
n eacn country will issue
agt African notes at

5 (SRR Gy

There has bheen a gecod deal of discussion =8 to “hc her
the residuel assets of the Currzncy Bosrd choulid bLe

out on the bhasis of the actual rbdﬁmutlons or wiiethe eomb
formules should be agrced uvon. The iztter Quﬂﬂc.cion stems
from two things. In the first place, it ha been the practice
©t0 allocate thb profits and the fiducisry Onﬁltl ement amcng
the participating govermments on the basis of a formula at one
time including trade, inccme and population fizures, but more
recently on the bkasis of equal shares between the three

Bast iAfrican meinlend governments. In the second place it was
feared in some guartere that the place of TPJGMUtlﬁn might be
influenced by timing or by reletive confidence in the new
currencies,

v

d
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I can see no subkstance izn 2ithsr of these &
The distribution formula used up to now has Leen
micux in the ehsence of informetion as to the oct
0T currency between the participating countries,
distribution of currency heer kinown then it weuld
hsve been used =2s the basis for the shesre out. I
entirely unreasonable therefore to use a mekeshift T
instead of allowing the achue circulation of currency
determine the initial distributicn of assets in the
as it will. continue to determine tA“ir distribution 6
conversion, Were tq‘ formulz to differ drﬂ?tTy from th
distribution it is clesr that there would b2 & digprepo
allocation of exterral recserves reletive to the actual
taken on,which would te nizhly inequitable.
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With regard to the timing of the convar:
answer 1s that this is entirely irrelcevant pro
unrestricted exchange 0f currencies cont:nuee
a time, after the conversiony and the thres gover

of e
1A

least for
ments hs

committed themselves to meintairing frsedon
new regime. A word of clearification is purh

bccause the rgumont about timing is hiﬁh 1y p hsre
are two cases in which the behaviour of the currcncy appesars

to give rise to gain cr loss sccording to the time at i.ch
conversion is implcmeqteu, There is the case in which season-
al iricreasc in the currency in cne of Hhe participating counity—
ies is followed by a reflux; and there ig the coge in icn
there is = ﬁegsoudl outflow from cnc country to anothe
Uganda offers an example of .2 combination <¢f these two cases
whbn the veak currency circuleting in carlg January is

educed subsegupntly b¢ rodemnction, and by outflow to Kenya
and Tanzania.
e now-want'to convare the effect of convergion in

January with, say, conversion in April. As regards the

outflow to Kcnya/fanuanla the distribution of gseets 1n, say,
June will be exactly the seme whether the convorsion is done

in January or April, True the initial distribution to Uganda

would be larger if tho conversicn were imvnlemented in January
than it would if it were implzmentod in Anrll, but subzsousent
$0 the conversion the normal seascnal uu flow would tsks
place by 2 transfar of new Naticnal notes giving rise to s
claim by Kenya/Tenzania on Usanda's T“S‘r0u~° The gane

argument applies to the possible effect of 2n outflow rclated
%o confidence., The timing of the cconversion will malie no
Aifference to the final effect of sucih 2n cutflow but will
sinply determine whether i1t is reflected in tThe initisl
dissribution of assets or =ubeeguently. nly if the conversion
were accompanied by resiricvicns on trensfer would ths ftiming
be egignificant but in thrt case the expectation of such =zcvion
by any one or the countries would slmost OC:ﬁalle induce an
outflow prior to the conversion. Iach couniry, in its own
irterests, should tharefore meke clear thot it doce not "intend
reotr10t10n° on inter-tast Africcn tremnsiers.

The timing of conversion in relatiorn to a reflux cof
currency from circulztion ie similar in its effcets., Although
Ugeanda would get = larger iritial share of the r;sid”al

Ty rather

assets of the Board if conversion took vlace in Januery
than fLpril, the normel seaschnzl reflux woulld follow and thc
banks (in an over—drawn position) would “ransfer thc surplus
cash to London via the new Centrel 2ank, thus reducing the
latter's sterling reserve to the Ffigure “which would he
applied had the conversion boen 1mylbﬂanted in A»nril,

For simplicity thes :rﬁumvntu ure beesn siven =a
if the total conversicn ot,rf tion cculd be completed within
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a very short period of time. This is not so,.although it is
surprising how quickly unsophisticated economies in which
comnunications are deficient and there is said to be a great
deal of currency hoarding, can respond to a currency conversion.
In the conversion following the break up of the Federation

of Rhodesia and Nyasaland 94% of the total currency in
circulation was withdrawn within eight morths. In the 1964/65
withdrawal of the "Queens Head" issue in East Africa about

80 of the currency.in circulation was withdrawn within the
same length of time. Where the conversion is a substitution

of national currencies the speed of conversion might be expectel
to be somewhat higher than with a change of design so that we
may be fairly confident that very little East African currency
will remain in circulation @ year after the date at which the
conversion starts. It would clearly be rational and less
complicated if this date could be the same in each country

but it appears from the 1965 Currency Board Report that there
is at present no agreement thet this shell be so., Different
starting detes, by reeson of similar arguments to those already
given on timing, can not affect the final outcome but might
introduce.an irrational distortion if there is any "jockeying for
position".

For reason of equity the old currency is likely to remain
legal tender for a longer period than a yeer and this fact will
do much to establish confidence in the exchangability of the
new national notes since, for some time (longer than a year,)
these will be circulated alongside East African notes.

For them to be interchengable at Ear will require another
condition = that the external exchange control of all three
countries is 1dentical. in its operation. If this can be
achieved (and the need for it will be further stressed later
in the paper) the transitional period will considerably ecase
the impact of separete,nonetary systems so fer as cash
payments are concerned,

Turning now to the prospective out-turn of the conversion,
I have been saved from being wildly ocut by the timely receipt
of an advance copy of the 1965 Currency Board Report. I had
worked out the likely distribution of Sterling reserves on the
basis of my own calculetion of the distribution of currenc
(which ig not far off that estimated in the Board's Reportg
but I combined this with calculations based on the local
securities position shown in the 1964 Board Report and the
estimrates of Aden currency as shown in the most recent
figures given in the Iconomic and Statistical Review. The
position as shown in the figures now available is wvery
different in both respects.

Whereas the latest published figure for circulstion
in Aden (in June 1963) was &£3.6 millions, the actual out-tur=n
of the conversion of Aden's currency is now expected to amo ot
to £16 millions! It is very difficult to explain this but it
means ten millions less Sterling for the East African countries!
Furthericore there has been 2 substantial increase in the take
up of fiducilary issue during the year; Uganda with £9.4
million outstanding has nearly exhausted its allotment, and its
own securities will, of course, be a first charge on the
distribution of assets of the Board.

The estimeted distritution of currency derived by the
Board by making certain adjustments to the oubtcome of recent
note conversicn to thce Laeke Victoria design is: Kenya £20
milliors, Ugands J18.8 millions (lower than I thought) and
Tanzaria £21,2 r.illions, Assuming that the residual assets
will approximatrly squal the currency liability and taking into
account that ez .. country will have to take its own securities
as part =f its we get Sterling reserves for the four
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countries as follows: Kenya £16.6; Tanzania £15.1;

Uganda £9.4. Recelling that these reserves have to be
thought of in reletion to the balance of payments position
they might better be assessed in relation to imports rather
than currency or money supply. The figures as percentages
of total net imports are respectively:

Kenya .19%
Tanzania 25%
Ugzanda 20%

I now turn to consider the specific effects of
separation.

Section Three. Senaration

For this purpose I shall make three assumptions:

1. No exchange restrictions within East Africa:

2. Current Convertibility of the three currencies
at I.M.F, parity.

3., Par clearance c¢f notes within Bast Africa.

The first of these has been stated as the firm
intention of the three Governmentsj the second in an
obligation to the International Monetary Fund of which all
three countries are members; +the third depends partly on
the good sense of the commercial banks and partly on the efforts
of the new Central Benks to lower the unnecessary cost of
moving currency as an offset to the extra costs in which the
benks will be involved in returning the notes of other Bast
African countries to their own Central Banks,

The volume of inter-country cash payments is relatively
small and there are many instances in Africa where separate
currencies mingle at the mergins and form a catisfactory
medium of exchange for localised border trade. For the
tourist there already exists an instrument which will reduce
the inconvenience to a minimum - the traveller's chegue.

In Central America a special instrument is in use - the Central-
American Cheque - which serves, not only as a travellers cheque,
but can also be obtained by persons who are not customers of
banks or conversant with banking procedures to make payments by
post. It is to be hoped that the three National Post Office
Savings Banks will continue to provide transfer facilities
without any alteration to the present procedure as far as

the customer is concerned.

As far as individuals and firms who use banks are
concerned there will be very little difference because East
Africa has never enjoyed the luxury of a country-wide par
cheque clearance system - let alone par clearance on an
East African basis. Bank charges on clearing cheques within
East Africa still (unfortunately) range between 1/16 and 3/16
according to distance from a Currency Centre, and the figure
at the top of the range applies to a particular transfer
within Uganda. The pattern of charges may alter to reflect
greater cost involved in clearing but there should, once again,
be very little difference as far as general public is concerned
in the operation of transfers by cheque within ZEsst Africa.

There is however an exchange risk introduced. To the
extent that there are differences in the degree of confidence
attached by the public to the three currencies there will tend



to be speculative movemants of idle btalances away from the
weak country to the strong country with the hope of profit.
In Ezst ifrica the scope for such movements 1s much more
limited than in a highly develcped country witn a large

mess of financial assets having a high degree of liguidity.
The effect of the separation is 11’ely to take the form of a
minimization of risk by a concentration of balances in the
strong country ty flrms and. 1nu1V1duals who normally conerste
on an East African besis. Thnere will elso almost certainly
be some tendency for a shift 1nto gterling to the extent
thaet exchange control can be avoided,

Probably more important then any generel ass rif
the "strenagth" or "weskness" of a currency is the guestion of
whether it is "soft" or "herd" es regards the implementation
of exchange control. It is clear that differences in the
e/change control rezulations cPQ/OT administration could
give rise to foreign payments being mede by one East African
country via another Eest African couﬂtry, thie inflating the
apnarent flow of capital from one to the cther., It might seen
at first sight that such movements would shift the loss of
foreign reserve from the paying country to a third party;
reason tells us that this can not be the case: =zny novenent
of funds from one East African country to arother rmiast give
rise to a claim, or extinguish cnej; thus the paying country
indirectly looses foreign reserves as it transfers funds to
its neighbour. Neverthelesss the present pcliticzal attitude
to bilateral payments is such that such flows are to be zvoided
if at all possible. In any csse uniformity ie highly desirable
from the point of view of effectiveness since the ovarsall
effectiveness will necessarily be equal to that of the least
effective perticipant in any area within which paymente are
free.

2
S ®
S G

We turn now to a consideration of the effscts of
separate currencies on the benks. We have already seen that,
far from conforming to the colcnisl cariceture cf banks sucking
out money from exp101ted @nderﬂbVOloped countriece they ore
over committed. It is 1ikely therefore that the ondon link
will be preserved for the time b01ng. The questi then is
to what extent the banks will elter their bOhuxlsur ag a result
of East Africa CCaSin to be a »lpalb nonetary erea. In order
to answer this it is necessery to know something about the
way in which the banks have conducted their Eagt African
business under the vresent system.

First of 2l1ll - to what extent has there bzen a tvendency
for the banks to apply tc East Africa as a whole 2 policy
designed to correct a position in one of thz ccuntries of
East Africa? It is difficult to be conclusive without & ruch
more detailed analysis of the statistics than I heve yet made
but as a provisional conclusion I would say that there isz
evidence of some tendency to look tc London - even when ovsr-—
drawn - rather than transmit a "squeeze" to the culprit's
neighbours. This would be consistent with the high liquiad ity
and large resources of thece banks overall, aad also with The
well known preference c¢f at lesast two East nfﬂlcan Governments.

Let us take, for example, the 1960 capital outflow,

Theugh not confined-to Kenya it was meinly located therss; we
find thet Kenya's deposits fell by £5.6. millions during 1560
in spite of an increase in bank lending (Whlch wvould raise
deposits) of £4.5 millions. These figures would indicate a:
outflow of £11.1 millions, but Kenya's bank reserves fell by
£15 millions; the difference boing mzinly due to increased
claims on banuo in Uganda snd Tanganyika. The ipter-Afriban
indebtedness thus increased the drain on Kenya's banking funds,
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This is probably due to a time lag to scme extent and is not
significant by itself, but the behaviour of Advances is nrcre
conclusive. Bank Advances in Kenya, clearly subject (as in
other countries) to a2 *time lag, rose to a pesk in September,
1960 when they reached £44 millions; by Merch 19€1 they had
been cut to £38 millions - reduction f lﬂ% In Tanzanyiks
Advances rose during thz seme period by w1 2 millions and
Advances in Uganda rose by &2 millions This strongly suggests
that policy reactions run direct to Tca&on °ﬁu are seporate
rather than consolidated via Nairobil.

In spite of the more detailcd break-down of inter-East
African indebtedness which first became availalle in the
June 1965 issue of the Economic and Statistical Rewview
the figures are difficult to ﬁnterprot and I susgect contain
a large amount of meaningless double counting. Takin: them
at their _ACD value they present s picture of Kenya beingz the
net lender, sspecially seasonally. But whether this is
internal bank lending or the result of cleering balancsas
reflecting customers' transactiocns is not clea Certziniy
the size of these items gg revezled in ths neW grcss f lgures
invites some investigation - £62 nmillions recorded as "due by
hanks in East Africa" at the end of February 1565; ha
is inter-country.

!

In view of these very large sums which are involved in
the present methods of clesring, the emergence of an exchange
risk will induce the bkanks tc clear Zast h?rlcan inter-country
obligations through their respective Central Benks, They will
also probably he more reluctunt to lend inter-couniry in
East Africa and there will be a tendency for riore use of London
for short term employment of funde unless each country can
develop a suiteble supply of short term securities which the
Central Bank could discount to allow for peak requirements,

The Currency Board has tried to do thie to somc extent con an
Bast African basis but has felt the lack of an Best Africon
Bill as distinct from nestional Treasury Bills. In the changed
situation the national mreaeurv Bill should come 1nto ites own
but the trouble is that ths chence of working up any kind of
money market in which to obtain some degrec of leuldltj and SO
spread Bill holding outsidz the bcnnlng systen hgs been greatly
reduced by the necessity to do it on 2an individual country
basis instead of an East Africen basis. Spzzking of anasurj
Bill directs attention to znother magnitude revealed by the
baenking statistics which deserves scme consideration.
Government deposits in Easgst Africa in June 1965 czceeded £50
millionss an increase of six-fold over the last five yoears!

3;1

It seems to me then that the banks are likely toc elter
their behaviour only in the sense that "pocling"™ on an East
African besis will be diminished and thet there may be an
increase in the volume of shuttle money moving bhetween Fast
LfTrica and London &t & gilven relaticn between tra anen—vHJ rge

n

and relative interest rates., This, es with most of the changes
will involve =ome cost.

Finally we have to consider the position of the Central
Banks in relation to one another esnd the sivnificsance of the
separation for the bilateral payments vosition between Hast
African countries., I believe that 2 greater volume of slearing
will go on through the Central Barks thazn went on throa;b the
CbrTeDCJ Board, but it will of course ke different in cheracter
Any arrangement that ie made in this connection will he in the

nature of an internationelclearing and peyments azrcenent.

f ¢f which

4



Appendix

‘ Newlyn.
The 4den Currency lMystery

The fact that it is expected that some £16 millions of
East African Currency will be redeemed in Aden whereas the
latest published figure for circulation in Aden was given
in the Economic and Statistical review as £3.6 millions on
30th June, 1963, sugzgests that this might have something
to do with avocidance of exchange contrcl in East Africa.
Especially &s a wvery high proportion of large notes is
involved. The facts follow:

On 1st April the issue of the Aden Dinar started in
exchange for East &frican Currency in Aden. Redemption
then proceeded as follows:

From 1st April

to end of £m Monthly £m
April 5.6 April 5.6
May 2.1 May 35
June 1l.4 June 2 =
July Mot aveailable July ) 2.8
tugust 14.2 August) *

These were the latest figures at the time the Board Report
went to press and at that time the Board cestimated that the
total redemption would amount to £16 millions.

Exchanze Control vis a vis the rest of the Sterling
Area wag only introduced in Bast Africa on 11th June 1965,

¥

Had there been & significant outflow wvie Aden this would

have shcwn itself in the June and July figures, but the
distribution of redemptions through time conforms closely

tc the ncrmel patrtern; 1indeed some £10 millions of East
African currency must have been presented for redemption

in Aden before East African exchange contrcl was introduced
vis & vis the R.S.L. countries. This accounts for 63% cof the
total and the tailing off of the rate cf redcecmption of the
remainder doc¢s not support any significant boost from
exchange centrol cvasion.

¢ must concludc therefore that the series of statistics
showing the distribution of East African currency between
the BEast Africen countries (Kenya, Tanzania and Uganda) and Aden,
heve contained a cumulating error amounting over a period
of twelve ycars (iden has been included since 1951) to
£12.4 millions. It would seem that the only explanation
is that there has been a physiceal movement of East African
currency to Lden at an average rate of £1 million a year.
Presumably the East African Statisticsl Department heas
calculated the currency ocutstanding on the basis of Issues
and Redempticns, making no allowance for actual currency
movement,

In support of this precsumption (confirmation is being
sougzht), it is note-worthy that the Currency Board has never
published any statistics showlng the inter-territorial
distribution of its currency and that the Statistical
Department chanzed its presentaticn three times in 1963
and has since given only the figure for the total currency,



D
irrespective of location., The changes were as follows

Currency circulation as at 30th June 1963

E.A, Territories Other Territories Total

Review No, 10 63,3 3,6 66,9
No.1l1 63,3 Not given Not given

No,1%2 Not given Not given 66.9

Assuming that the above internretation of the 3tatistical
Department's figures is correct there is no mystery about the cause
of the discrepancy in the data but the mystery of the large physical
movement of currency to Aden (85% in 100/- notes) remains,

W, T, Newlyn

“Aden cnly in 1963,

Addendum

(1) Since this paper was duplicated the Statistical Depart-—
ment has stated that the figures have been supplied by the Currency
Board and calculated as presumed above,

(ii) The percentages of reserves to imnorts ziven on page 8
relate only resgervcs takem over from the Currency Board and do not
include any other "free' bhalances which may be taken over from
Government,

w, T, Newlyn
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NQRMAL PATTERNS OF INDUSTRIALISATION IN
EAST AFRICA

oy

Ardy Stoutjesdijk

Introduction.

The empirically observed increasing share of industrial
output in increasing national income has been the object of a
great many studies, whether on a nationel or an international
basis. For a statistical investigation on a natioral basis time-
series analysis will be required, which implies the availability
of comparable time-series for a fairly long period. apart {rom
the fact that in developing countries such data are often nct
available, the very nature of these econcmies precludes the
possibility of examining the changing economic structure on the
basis of their cwn development. Therefore an interesting
exercise is to analyse the development on a cross-country basis,
including in the statistical universe as many countries in
different stages of development as pocssible. The resulte of such
an exercise cculd indicate an average observed relationship
between rise in income and rise in industrial output. When data
permit, this analysis could be disaggregated to the level of
sectors.

It should be pointed out from the start that such an
average pattern of industrialisation does obviously nct have any
normative value., It is the average observed nattern, in the
countries included in the sample, where the validity for each of
the countries individually depends on the goodness of fit of the
standard relaticns derived.

Two outstanding situdies have been carried out along these
lines. The Tirst is prof. Chenery's "Patterns of Industrial Growth
(1), the second is a joint study of the United Nations Centre for
Industrial Development and the Resesrch Centre in Economic Growth
of Stenford University (2). These studies make an attempt to
derive a standard relationship beiween industrial output and a
number cf explanatcry verisblesz, in order to arrive at a result
that could be used Tor comnarative and nrojection purposes, not
only in countrics included in the sample, but also for ccuntries
outside it. EZspecially the U.N. study aims at this target.

The general outline of this paper is the following. First
the method used in the two studies referred to above "will be
briefly described. Then the applicability to the East African
econcmies will be discussed. Finally the methed will be applied
to East Africa, under a number of restrictive conditions. In the
first place, the cbserved level of industrial output in 1963 will
be compared to what might be expected on the basis of the standard
equations. In the second place a nrojection of industrial output
in 1970 will be made.

As will be seen, the major difficulty arising in these
calculations is the conversion of the different values into 1953
prices, in which the standard equations are given. No satisfactory

(1) American Economic Review, September, 1960, Vol.II, No.l,
PP. 624-655.
(2) A Study of Industrial Growth, New York, 1963.
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solution has been found for this difficulty; hence the results
in this paper should be regarded as tentative, and mainly meant
as an illustration of what could be reached were data available
in the correct form. Bven if deflation (or inflation) factors
for total manufacturing output and for each of the sectors were
available, the high degree of azgregation does not allow for
detailed industry progections without further study. At the
maximum, therefore, it can be claimed that a general framewvork
for projection of industrial output is provided in these studies,
but due to lack of sufficiently detailed statistical infcrmation
they can not replace country - and industry studies.

The method.

The method of analysis in the two studies referred to
above, is essentially the same. Since the U.N. study is more
elaborated and uses more recent data, we will confine ourselves
here to a description of the method and results of this study.

The working hypothesis is that the development cf a given
country conforms to some pattern determined by the quantified
relationship between the level and changes of manufacturing
output on the one hand, and some general economic characteristics
of this country on the other hand. If the hypothesis would prove
to be valid then this relationship would provide a highly useful
tool in the evaluation of a country's industrial development and
its projection. If the actual production falls short of what
might be expected on the basis of the relation detsrmined, it
would give some indication of possible development of the relevant
sectors.

In the study under review, manufacturing industry is taken
te include all transforming industries and to exclude mining and
power generation, Total manufacturing industry is subdivided in
thirteen industrial sectors, based on the ISIC - 2 digit
classification. The quentitative relations referred to above are
expressed in the form of a set of equations in which the levels
of total manufacturing ocutput and of outputs in each of the
thirteen sectors are 'explained' in +terms of a few selectcd macro-
economic variables. Though both time-series analysis and cross-
country analysis have been carricd cut, the latter is the more
relevant for our purpose, becauses the sample of countrics that
could be studied under this he ading is much larger and thec results
appeared to be superior tc those of the time-series analysis. The
rrincipal purpose of the time-series analysis was, as is stated
in the report, to check the usefulness of the cross-section
analysis for projections.

The final analysis is based on the 1953 data for 53

countries plus the 1558 data for L2 countries. (3) The variable

to be explained is industrial output, measured by value added.

The explanatory variables, selected on the basis c¢f preliminary
tests, are per capita income (y) and population (P). These proved
tce form the best combination - in the sense of the minimum number
necessary for an adequate explanation of the dependent varisble -
from ameng eight candidate variables. (4) For the stetistical test

(3) The basic data are taken from sncther U.N. publiceation,
Patterns of Industrial Growth 1938 - 1958, New York, 1961.

(4) The eight candidate variables are: (i) per capita income, (ii)
population, {(iii) rate of ecconomic development, (iv) govern-
ment policy, (v) natural resources, (vi) trading position,
(vii) technologzical factors, (viii) other factors, such as
the avallebility of enterpreneurial skills.




and the considerations lcading to the final choice we may
refer to the original dccument (5).

L statistical test on the basis cf the funection:

Vo= £ (v, P)
where Vg is value added, aid not prove to be sufficiently
satisfactory for prqctic@l use. A cleoser examinaticn of the
residuals of the equaticns for each sector showed that a
further improvement was possitles There appearcd to be a
noticeable degree of correlation amcongz the different sectors
within each country, in cther words a dsviation of obssrved
and 'normal' manufacturing output on the basis of the
preliminary equations was reflected in the cutput levels

of the sectors, shoving residuals of the same sizn.For this
reason an additional var: :ble was intrcduced, ths relative
degrse of industrielisati-n, D, The wvalue of D was obtained
as the residuzal of the regression equation for totel
manufacturing output. It avpears cbhviously *1y in the sectoe
equations, as it is derived from the values for tctzl output

The final regression equations are as Tollcws'®

for total marnufacturing outvut?

leg VO = a5+ bo log v 4 cj log ®
and for the individual sectors:
log Vi = 2y 4 bi log vy w—c¢. log F «+
whe re:
V is value added, in millicns of 1953 US dollars

is per capita income, in 1953 US dcliars

is the size of populaticn, in millions

iz the ratio between the observed value addecd (VO> and
the calculated value added (VO), in cther words:

(Wl v A

log D = log V., - log V!
S 70 0

ls a constant

s, ¢ and d are the partial elasticity crefficients cn the
respective explanatory varilables.

o' W

Tke results.

The results of the crcss-secticn anszai]
summarized in Table I. As can be scen, ner caxp
in e

s tite income
appears to be the most important factcr in explaining the
variation of per capita industrial output between countries
(6}. The income elasticity cf output cf total menufacturing

(bO/ appears to be about 1.37, which mcans that, ceteris
raribus, an increase in per capita income of cne percent 1is
accompanied by an increase in the value added of total indus
of 1.37 percent. Value added in total indusiry is thereforc
growing more than proporticnately with per capita income,
population taken 1o be constant. This mcrec than prop r*lOﬂft
growth in velue added applics also to mest cf the se Cto
though not for 'leather products' and fer 'foced, beveraces a
tobacco The latter is growing cpproxim:iely wmrerortionally
with per capita income.

op.cit. ppr. 36-38
) This statement can be reversed, of course, but this is n
the point here.

(623N

(
(
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Another interesting conclusion that can be drawn
from Table I is the changing composition over time of total
industrial output. For instance, although 'textiles' is
growing more than proportionately with income vexr cepilta,
it is growing slower tharn total manufecturing output, which
me ans that its share in this total is decliming. Cn the othevw
hand, 'peper and paper products' is not only growing fastor
than prcportional with per capita inceme, it iz =2lsc growing
relatively faster than tctal manufacturing oukryut, in other
words its share in total menufecturing rises
The population elasticity of totel ! is
1.12, which means that given a certain per cepita income level.

total manufacturing value added varies onec-ecight more than 1in

proportion to the size of population. The chest elagticities
are found in 'chemicals' (4.39) and 'basic metals' (1005),
which is not surprising since econoiies of scalc are well-known

characteristics cf these industries.

The elasticity cf output with respcct to the relative
degree of industrialisation indicates whethcr a given deviation
from the 'normal’' level of total rianufacturing ) has more
or less than proportiounal effect on the level of cui;ut in the
different sectors. So 'basic metals tends tc rezpond more than
propertionally, 'rubber products' less than nrcport.cnally.

For the sake of completeness, some of the statisticnl properiics

of the standard equations have to be menticned. We will confins
curselves, however, to some very general cbservatiors, and

o O . . - .

refer to the original document for a detalled treat.ucnt.

=

The variables in the final standerd cquations have
been selected in variocus steps. First multi-lincar regressicns
in 9 variables have been carried out, =znd the ¥ '
appearing statistically significant have kcen s
After a test for intercorrelation, regressicn e
have been determined for the respective secters with
best selected variables. The correlation cocfficients

£ o) .
]

1
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=
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appeared tc e high, but 2 further test shcwed that a set

of only two explanatory variables, y and F, yields almcst

as good a result as larger sets of variaobles. As discussed
earlier, these trial-and-error tests of wvarious candidate
variables did not give a resuit that was uscful fcr gprojection
purposes and a new variable, D, was intrciveced. Thcengh D is
not quite specifiable in econcmic terms, it hes “ocen regarded
as measuring the relative degree of induztrialisation.

E
The final set of standard equations

5, inclusive of ¥,
had correlation cocfficients as high as .955% for 'totel
menufacturing' and varying from . 7497 (for ‘basic metals',
in all sets of equations the worst 'explained’ seccter) to

.9680 (for 'metal products' ).

In table II the correlaticn ccefficients for the
different secctors and the standard errors of thc regression
coefficients are given.

m
4.

he applicability of the results to Tast Lfrica.

To what extent arc the results of the methed descril
above applicable to Bast Africe? In other werds, how represcnt-
ative is the sample on which the standard cquoticns are bos

& closer look at the list of ceunirics included in the
U.N. sample seems to indicate that the very pcor countries,
among which Kenya, Tanzania and Ugands should be reckoned,
form a minority in the sample. The Europeon and Latin Americon
countries dominate clearly and, therefore, the sample 1s more
representative for couniries with a per capita income higher
than about 5 200, At very low levels of income the standard
equations are even rnot applicable at all. When- income per carita
would be less than A 4O and the population less then 1 million,
the equations would give a higher value addcd for 'food,

i
~
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Vo rcruges aud Lobacco' than for 'total manufacturing' (7).
This seems, consequently, to indicate the declining

rplicability of the standard equations at lower levels
of income 2and populatior,

As will be seen in the next section, where the
standard equations are appliecd to East Africa, and the
deviaticns of normel and actual level of industrial output
are compared with those for. other countries, the results are
not too bad., Only in the case of Tanzania the residuals are
extremely large, which is undouttedly due to the mono-crov
type structure of manufacturing industry, the processing "of
sisal pleying an extremely immnortant role there. Teaking into
acccunt that also in Kenya and Ugenda the processing of
agricultural products contributes substantially tc the total
value added of manufeccturing industry, 1t is surprising how
the results improve, in texms of residuals, when the sectors
'food, beverages and tobacco' and textiles' are combined,
especially in the case of Tanzania and Uganda.,

It has been said before that the aﬁcrage pattern cf
growth in indusztrial output, that has been described in the
previous sections, deoes not have a normative value, Neither
is it necessarily identical with the optimal pattern of
develepment, If one can assume, however, that in most cases
the actual develorment will be closer to this average,
'normal', pattern than to the optimal patterrn, a2 number of
interesting applications arise.

and 'normal' level could be made, given per carvita Jueccme

end population. Deviations from 'mormal', which wonld indicale
a relative over- cor underindustrialisation would call for a
detailed study of the factors which have contributed +to this
deviation. In other words, no value julgement fclilows from

= zecctors

A comparison of present levels of indunsleial cutput

the compmarison but the emphasis is put on thcs

which render the country's develepment peculiar, coempared to
what is observed in the average, Keeping these initial
deviations in mind, a rrojection along normal patterns

could be made under alternative assumrptions with respect
to growth in per capite income, population, and policies
to influence the relative degree of industrislisation.

A comparison of projection along 'normal' lines and =2
plan-projection could throw some light on the direction
in which the economy is developinsz.

Present actual versus present 'normall

The initial, and prcebably most iapertant unscived
difficulty is related to the fact that the standard equations
are given in US dollars of 1953, and consequently yield
results in those terms. Apart from the problem of converting
the East &frican currency into dollars, which has been done
cn the basis of 280 US cents per pound sterling, the value
added in manufacturing hald to be expressed in 1953 prices.
This appeared to be impossible tecause cf lack of data.
Although scme price indices are available, their partial
character did not Jjustify their application; morecover, a
unique deflator/(or inflatcr) is about as bad as none at all,
because prices have presumably meoved in different directions
for different sectors. The drastic, hut unsatisfactcry
solution that has been chosen is no deflztor at all, in other
words, relative prices in manufacturing have been assumed: to
be unchanged from 1953 to 19€3. How far this affects the
¥esults significantly is difficult to assess, but it must
we aken them to some extent. Further investigations will have
o show to what extent the findings have to be modified.

(7) opecite, p.12
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f
. In tables III to VII the present levels of value acsed
in 'total manufacturing' and in the different sectors have#®
been compared with the 'mormal' levels, for Kenya, Tangany¥ka,
Uganda and East &frica as a whole. The data for value adde® in
1963 have been taken from the Industrial Census of the coustry
concerned. In the case of Tanzania the value added was givén for
1961; the figures for 1963 have been estimated by taking the
growth rate in manufacturing industry as & whole (6.2%) as
representative for all sectors.

-6 -

In Kenya income per capita in 1963 was estimated at US g 88.3,
population at 8,847 thousand. Total value added in manufacwuring
industry was US $ 80,0 million., The 'normal' value added, #iven
the general data, was found to be US & 112,0 million, and t¢he
value of D therefoic appeared to be O.7145, which indicatea a
certain degree of underindustrialisation. (Table III).

In Tanganyiksa per capita income was US B 66.1 in 1963, withk

a population of 9,797 thousand. The observed value added 1o
1963 was approximately US 2 52,0 million. The 'normal' value
added appeared to be US g 93,0 million, consequently the value
of D was 0.5585. (Table IV).

In Uganda per capita income in 1963 was estiumated at US ﬁ £8.6,
and population at 7,190 million. Value addecd in manufacturing
industry was according to the industrial census US £ 45,7 millic:
The 'normal' value added would be US £ 69,2 million, which
results in a value of D of 0.6605, In scme cases it was now
possible to follow the classification of the standard egquazrions,
because the Census did not give sufficient data. Therefore

sectors 2 and 3, and sectors 11 and 12 had to be combined.
(Table V).

In the next two tables the three countries have been combined

in two ways. In table VI they have been regarded as three
separate countries. The figures given are the arithmetical szum
of the figures given in teables III to V for actual and 'normal'
value added. In ta2ble VII the three countries have been regarded
as forming ocne country, with a population of 25,834 thousawn. and
a per capita income of US & 72.2. In both cases actual value
added is US 8 177.7. Normal value added in the case of three
separate countries is US % 27L4.2 million (D is 0.6480) and in
the case of one single country US & 305.2 million (D is 0.5822).
We will come back to this later.

The most marked figures in the tables are those for
'food etec' and 'textiles', Especially in the case of Tanganyika
the deviations between 'observed' and 'mormal' are substantial.
Apart from the restrictions, menticned earlier, under which the
figures are given, some possible sources of discrepancy might
be indicated. The results for the sector 'food' are probably
to a large extent due tco the importance of the subsistence
sector in the three countries, and its absence in most of the
countries included in the sample, It is very well possible that
the 'normal' level of production in this sector in East Africa
is well below the 'normal' level given, say 20 - 30%. That the
deviations for Uganda and Kenya are relatively small is probably
due to the fact that the agricultural products processed in
these countries - and consequently included in manufacturing
industry - belong mainly to this category. This would give at
the same time &2 possible explanation for the huge positive
difference in Tangenyika in the sector 'textiles', where the
processing of sisal is included. (8)

(8). This is in accordance with the Industrial Census of Tangany
of 1961, but nct with the Development Plan 1964 — 1969, where si
is included in crop husbandry and is not mentioned under
processing industries.



& compariscn of tables v+ ond VII mekes clear that
the industrial development of East Africa as a region conforms
more closely to the 'normal' pattern than it doecs for the three
countries individually, The sum of the deviations (in absolute
terms, i.e. regardless of sign) is extremely small and even the
discrepancies in the first two sectors arc olmost negligible
now. 4 seccond interesting conclusion is that the 'normal’ level
of value added of 'totzl manufacturing' in the casec of one region
is considerably higher (11 %) than in the case of three separcte
countries. It can be seen that this particularly originates
from the capital-intensive sectors, (‘chemicals', 'metal products’,
'pasic metals' and'printing and publishing'). As will he seen
later, when we meke some projections along these lines, the
discrepancy tends to increase. The ‘external econcmies' of the
larger market in 1970 appeared to be 14 % of value a?ded in
manufacturing industry in East Africa.

To give finally some meaning to the magnitude cf the
deviations found for East Africa we will give some figures
found for other regions. They are taken from the U.X. study

and give the weighted sum of the deviaticns from ‘ncrmal'.
&

Countries with under US & 450 per

capita Income ....iieieciicnasons 37«7
s A Y 31. 9
Latin America seecesveconcaaoons 16,0
BUYOPC e ieeeerecnesconnsasanans 32,9
Africa t.ieieieectcccasnccssoacnse 25,0

East Africa (region) sereceassone 31.2



Prcjection of 'normal' industrial cutvput in 1

Given an indenendent estimate of the explanatory
variables in the standard equations, a 'normal' levecl of
manufacturing output can be computed., Cr, to chernge the
emphasis a bit, given a target level of per capita incone,
and a population forecast, the 'mormal' level of manafacituring
output can be computed. When also a target level cf value added
in manufacturing industry is given, the future relative degree
of industrialisation can be estimated, or, given a target fer
the reclative degree of industrialisation the implicit lewvel
of value added in manufacturing industry can be estimated,

The preojections we intend to make here will me o mixture
of these alternatives. For Kenya (9) and Tanganyika t
|

required target figures could be taken from the development
plans, which cover the period until 1970. For Uganda, however;
no figures for the next plan-pericd are availab ceypt

3
a population forecast, Certain assumptions had t
thercfore; it is assumed that Uganda will at lea:
attain the same level of per capits income as Tanganyika in 1977,
and will alsoc try to reach the same relative level of
industrialisation., The general data on which the vrcjecctions
have Dbcen based are:

)

G

"

a. Por Kenya: per capita income in 1970 US Z 9
10.8 million and value addcd in manu i
US A 114.9 million.

th

b. For Tanganyika: per capita income US g 82.90, wmopulation
1.3 million, and value added in manufeacturing industry

U3 3 103,6 million.
ce For Upganda: per capita income U3 g 82,0, popalsotion
8.5 nmillion.

'Wormal' value added in 'total manufactur
resulting degree eof industrialisation are given =0V &
table. It should be noted that, in the abscnce of an independent
estimate of value added in Ugsnda in 1970, the argument had %o
be reversed there. It has been assumed that Uganda will aim at
the same level of industrialisation as Kenya and Tanjanyika, ant

-

given this, the target value added could be cstimatci.

TABLE VIIT

Industrial cutnut in 1970

TS A million

Country Target value '‘Wormal'value Degp
added in added in 1970 industrizlisaticen
1970
Kenya 11409 1643 0.6993
Tangonyika 103.6 146.9 0.70350
Ugsnda 75.82 107. 4 0,7000
BE.hs - sun 293.7 4L18.6 0.7016
E.A. - region 293.7 L77.7 0.6714E

(9) Reference is made to the originel development plan, the revised
version not yet being available at the time this paper was
written.
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In Kenya the relative degree of industrialisation in
1970 will be lower than in 1963, when D was 0.7145. This is
consistent with the plan figures, the target rate of growth
of manufacturing indusiry being lower than the cverazall rate
of growth of the monetary sector (5.3% vs. 5.74). 1t is very
well possible, however,that these growth rates have been alter
ed in the revised versicn of the plan,

The target Tanganyika has set itself is tremendous and
it is very well illustrated by the target value of D in 1970,
0.7050, compared tc a value of only 0.5585 in 1963. If
Tanganyika could attain this rate of growth in manufacturing,
it will have reached a higher level of industrialisztion in
1970 than Kenya.

It is assumed that Uganda will not fall behind
Tanganyika in this period and aim at a targeH
ambitious, i.e. a value of D cf about 70%, T i
growth rate of manufacturing industry in Uganda of 7., 4% per
annuil,.

The discrepancy between the 'normanl' velus odled i
manufacturing industry in East Africe ¢35 o resicn and Fast
Africa as three separate countries in 1¢70
ly US 8 60 million, cr “145. As has been
growing advantage of the rcgicn over t
is mainly attributable to the diffecrences
capltal-intensive sectcrs.

&n interesting exercise would be to wmroject future
sectcral outputs according to the 'normal' nattern nd te
compare the results to plan figures for the ssctors.
Unfertunately cnly for Tanganyika such figurecs are availebie,
in an aggregated form. In teble XI the comparison fer this
country has been made. Feor Kenya and Uganda the 'normal' outpu
have nevertheless bsen computed and they have been compadred to
the observed levels in 1263, Implicit sectoral growth rates
have been computed. To be able to do this alsc for Tiast Africs
as a whole the same exercise has been done for Tenganyvika. In
tebles IX, X, XII, XIITI and XIV the resulits have heen summariz
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1953 -58 CCLBINED CRCS3I-3ECTION RIEGREISICNS

. . a.lard ecrror
Sector Number of Standard errors of
observations [ c. di I
0 95 OL20 L0303 - L0659
1 9"— 00[;.'“'9 003}_1.8 .1(_2.;.0 09:’:‘50
2 95 .0722 « 0517 L1952 . 9091

[0) U o N
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o
O
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o
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o
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(€Y
00}
L]
—
[4x
[oX
Q
L]
\O
N
\]
no

85 LG9 « 0696 L2482 89 2

87 e i3 L0327 L1167 . 5671

7 o1 L0700 . 0426 L2234 . 7900

8 85 o Jiob . 0566 . 2017 « 8074

9 95 .0£09 L0162 L1685 . GLED
10 95 . 0358 L0424 L1812 . 5275
11 76 . 1720 L1303 4648 o« 7457
12 91 .0518 .0%92 .1399 « 9580
13 81 . 0850 O LY . 2295 « 9122

From: United Nations, & -~ r v Industrisl Greowth, n. 45

=2 .
N.B.: E is the coefficient of determination.



TAETE III

&}
o
O
é

KENY A
i ! !
SECTOR , VALUE ADDED COMPCSITION ; Deviaticn
in 1963 - '000 & , in ! Trom
observed | 'normal! i cbserved {’normal’; 'normal
] ; i
| : | |
l.Fcod, Beverages = . | I }
and tobacco i 29.775 40.506 1 37.3 ; 5045 - 13.=
, | I :
2. Textiles | 3.130 9,032 1 2.9 i t1.3 i - Tk
! : |
3.Clothing and | 5 | ) L .
Footwear i 3.139 l 5.756 ! 59 7e2 1 i D
: ' X |
L.Wood prcducts | 4.155 3.562 Se2 i keS| 0.7
| ! ‘
5.Paper and paper | . ) . A
products 1.78° - 242 - 2
|
6.Printing and ‘ | . -
Publishing | 6.230 | 2,004 | 7.6 2.2 5.3
) |
| LK \ 0.7 1 - 0.7
7.Leather products 580 1.813 | o ! 0.
. 1 )
8.Rubber prcducts _ 529 5 - | 0.7 ! C.7
’ l
9.Chemicals and i l _ [ i } ..
Petroleum Coal | 11.152,i 6,070 13.9 5 7.6 e
products % | i
| ‘ {
10.Non metallic s a _—
mineral products 5.275 | 6.828 6.6 8.5 - 1.9
| ‘ i
11.Basic metals i | - !
I ‘ o .
12.ietal products | 13.398 15T 5.7 5.6 1.
| I
13,0ther manufactur- { 876 - ! 1.1 - (I
| 1ing | | ;
‘ | .
| | | | '
TOTAL, menufacturing | 80.028 ] 80.028 g 100.0 100.0 | 5. 6]
; ) b
Vo = US & 112,000
D = 0.7145



TABLE IV
TANGANYIK A
i
S ECTOR VALUE ADDED COMFQOIT TICY Deviatzcn
in 1963 - '000 A in from
observed% '"normal’ cbserved %'normal' | "normal
| w |
| |
1.Food, Beverages
and Tobacco 11.36867 128,500 21.¢ . 5L4.0 -32. 9
|
2.Textiles 32,473 | 6.218 62.5 A 50, 4
3.,Clothing and 1
Footwe ar L0 | 3,766 D. A | 7.8 - 6.k
[ [
L.Wecod products 2.188 1 2.191 L2 L2 - |
5.Paper and peaper - - - - % - |
products ;
L Teandon 42 i
6., Printing end i ~
Publishing 95 L 123 1.8 .2 1.6
7.Leather products - - - - ~
3.Rubber products 102 - .2 - a,
¢.Chemicals &and
Petroleum Coal 414 be 52 0.8 g.0 - 7.2
products |
10.Non metallic i R
minzral products 170 LelL33 0.3 : E.5 - &,z
b
11.Basic metals - - | -
12.1etal products 1956 2.609 1.0 5.0 | - 4.0
13.Cther manufactur- |
ing I 34407 6.5 | 6.5
| , i - ~ i ,
TOTAL, manufacturing% 51,992 i 51.2¢92 100.0 \ 100.0 117 4
| |
Vo= TS A 93.090
D = 0.5585
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'MBLE V
UGAND A
I
SECTCR VALUE ADDED COLIFQITITION Deviation
in 1963 - '000 % in 3 from
observed 'mormal' observed }‘normal' 'normal’
!
I
1.Food, Beverages | .
and tobacco 224 451 25.777 LS. 5644 - 7.3
2.Textiles L.972 10.2 i -
11.807 L o
3.Clothing and ) (
Footwe ar 34345 ) -
Lolood products 1.609 1.959 %.5 b3 - ¢
5«Faper and paper
products - -
6.Printing and )
Publishing 989 - | 2.2 . 2
7.leather preducts - - E - -
8.Rubber products 596 } - 1.3 - s 3
9.Chemicals and , )
Petroleum Coal 1.319 3.159 2.9 €. © - L.
products
10.Non metallic 2.13%3 Lo 001 Le 7 &. 8 - et
mineral products ?
11.Basic metals )
L, 780 } 104 & 8 5.9
12.4etal products 2. 461 5,
13,0ther manufactur- - ; -
ing i
| | ; |
TOTAL, menufacturing 45.674 15,670 | 100.0 ! 100.0 552.14
! ; ! )
Ty = US 62,100




E VI

TABLE

EAST APRICL (as arithmetical sum of

three separate countries,

Zanzibar)

excluding

coutd

SECTOR i VALUE

1

ADDED CCHPCSITICH 'Deviaticn
in 1963 - 'coo # ' in % from
observed ! 'normal'’ observedi'normal’ 'normal'
i
1.Food, Beverages :
- 3 o 7 £
and Tobacco 63,603 9. 7E3 3.8 e b - 17.5
2. Textiles 20.222 3 T, 1
[ 50.953 > 28.7 \ 1041
3.Clothing and ) 12,867 | 7.2 | |
Footwe ar *
4LeWood products 7.952 7.712 e 5 Le o 0.2
5.Paper and paper
products .789 - 1.0 1.0
6.Printing and
publishing 8.173 2.127 Lo 6 Te 2 Z.h
7.Leather products 580 1.813 0.3 1.0 - D.7 |
i H
8.Rubber nroducts 1.227 - ! 0.7 - 0.7
9.Chemicgls and
Petroleum Coal 12,882 13%.381 7.2 - - 0.5%
products ;
10.Non metallic
mineral products 7.578 15,262 Le3 8.6 - L3
11.Basic metals N }
T 18674 Y1045 Lo 5.
12, Metal nroducts % %.527 [} Se b }
13.0ther manufacturing L.28% ; 2.0 2.4 i
| i | |
| ; |
. . ~ Al
TOTAL, MANUT iCTURING | 177.654  177.694 | 100.0 [ 152,00 145, 8| i
i L |
U3 8 27.4.200
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TABLE VII

&
P
0
3
5
<

ICA AS A RILGION,

EICIUDING ZAVZIDAR

S ®BECTOR VLIUE ADDED COMPOSI?ICN Deviaticn
in 1963 - '00C A in % from
observed i’normal’ observed | 'mormal'’ ‘normal!
' |
‘i 1
1.Focd, Beverages % . I
and Tobacco 63,603 | The3ll 35.8 11.8 &.
. N 5. 42) 1 | l i la 7/ K
2.Textiles 26,124 ] ia \
§ 50. 955 . 28’07 B . 'r ll' i
3.Clothing and 11.192 6.3
Footwear
LeWood products 7.952 7.100 o5 e O 0.5
5.Paper and paper ‘
products 1.78¢% - 1.0 ‘ - 1a 0
6.Printing and | ) | ) o
publishing 8.173 ke 055 | be B 2.3 27
7.Leather procducts 580 Z.577 0.3 200 bo 7
- - i
8.Rubber products 1.227 2.952 | 0.7 1e 7 I e |
9.Chemicals and . o
petroleum coal 12,8682 18.972 7.2 S 3¢l i
products i
10.Non metallic _
mineral products 7.578 13¢ 741 L3 77 A
I
11.Basic metals | 1.932 | 1o , o
118.67# !} 10.5 ! r 2o f
12.Metal products y 11.836 | { 6.7 | -
|
13.0ther manufactur- % ‘
ing 4,283 1.869 2.4 i 1.0 1.4 |
‘ | i |
! l
TOTAL, manufactur- ! ‘l
ing i177.694 177654 102.90 100.0 % 531.2,l
, 1
| | | |
Vy= US 8 305,200
D = 0.5822



Stoutjesdigk

NORMAL' VALUE ADDED IN 4970: KENYA

UsS & '000
SECTCOCR VALUE ADDED VALUR ADDED Implicit growth
'NORMAL' OBSERVED rate 1963 -'70
IN 1970 IN 1963 (compound)
1.Food etec. 53,019 29.775 8.6
2.Textiles 13,296 3.130 22.9
3.Clothing 8.027 3.139 14 b
L.Wood 5.126 L.155 3.0
5.Paper - 1.789 ( - )
6.Printing 2. 964 6.230 (-11.2)
7.Leather 2.339 580 22,0
8.Rubbe r 1,667 529 17.9
9.Chemicals 9. 468 11.152 (-2.3)
10. N, me tomin. prod. 9.360 5.275 8.6
11.Basic metals 1.355 - ( -)
12.Metal products 8.278 13.398 (-7.1)
13.0ther - 876 -
TOTAL, MANUF ACTURING 11 L4s 900 80,028 5.3

Note to table IX.

The growth rates given indicate the sectoral rates of growth
required to attain the 'nmormal' composition of manufacturing output,

given the level of industrialisation. This is the reason why the
resulting overall rate of growth of manufacturing is the same as the one

given in the development plan.
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TABLE X

'NORMAL' VALUE ADDED IN 1970: UGANDA

Us 3'0900
SECTOR VALUE ADDED VATUE ADDED Implicit growth
'NORMAL' CBSERVED rate 1963-'70
IN 1970 IN 1963 (compound)
1. Food etc. 38,008 224 411 7.8
2. Textiles 8.300
11. 807
3. Clothing 5.370
L., Wood 3.305 1.609 10. 9
5. Paper - - -
6. Printing 1,865 989 9.5
7. Leather 1.690 - C -
8. Rubber - 596 ¢ -)
9. Chemicals 5.58%4 1.319 22.8
10. N.met.min.prod. 6.326 2.133 16.8
11. Basic metals
12, Metal products Le732
13. Other - - -
TOTAL, manufacturing 75.674 L5.67L 7ol

See note to table IX
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TABLE XI
COMPARISON OF 'NQRIZAL' AND 'PLAN' IF 497C: TAGAYILA
A
SECTOR 'TNORIMAL! '"FPLAT!
VALUZ ADDED VALUE ADDED

1. Food etc L9. 388 £7.8 39.706 z8.2
2. Textiles, clothing

le ather 21.736 21.0 ZL onRk
3¢ Wood and paper 6.9L9 6.7 5,660

Chemicals and rubber 9. 862 2.5 6.076 5.9
5. Non-me t. min. prod. 8,609 8. 2,696 2.6
&. letals ~ 022 5.7 12,216 12,8

e e e e e e P o M e e W e % me (me W M S e S e e

different cl

assificeat

L
2tion, sce

7.

nare
1:‘_606

TOTAL, manufacturing 103.566 100, 0 103,566 100.0
ABIE &IX
'WORMAL' VALUEZ /DDID TN 1¢70: TANCAITYIKA
us £ 909
ECTOR VALUE ADDED VLAIUE ADDED Tmplicit grovwith
'MQRITALY (E3LRVED rate 1953 =17
in 1970 in 1C€3 (compound
1. Food etc. 4G. 388 110587
2, Textiles 12.32) 32,473 (-15.1
5. Clothing 7.178 LOL 50.9
L. Wood L.509 2.188 12,2
5. Paper
6. Printing 24840 o5l The b
7. Leather 2,231 (
8. Rubber 1.L426 102 L5.7
9. Chemicals 8.L436 41 19.0
0., N.met.min.prod. 8.£09 170 75.2
Basic metals
12, lMetal products 7.022 L96 L6.0
13. Qther 3. 407
TOTAL, HANUF AC TURINC 103,366 51.6¢2 10. 4
Notes to table XIT: 1. Sec note to table I,
2. The overall rate of rrcwih of menuafacturing difvo:
from the plar-rate of rroth (14.8) because of o
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TABLE XTTT

'NORMAL' VALUE ADDED IN 1970:EAST AFRICA, Arithm.sum

UsS A '000
SECTOR VALUE ADDED VALUE ADDED Implicit growth
'TNORM AL OBSTRVED rate 1963-'70
IN 1970 IN 1963 ( compound )
l. Food etc. 140,415 6£3.603 11.9
2. Textiles 33,920 1
50.953 j 0.1
3. Clothing 20. 575
4e Wood 12.940 7.952 7.2
5. Paper - 1.789 ¢ -
6. Printing 7.269 8.173 (-1.7)
7. Leather 6.263 580 4L0.5
8. Rubber 3.093 1.227 141
9, Chemicals 23, 4,88 12,882 9.0
10. N,me t.min.prod. 244 295 7.578 18.1
11, Basic me tals 1.355 ]
18.674L 2.0
12. Metal products 20,032
Other - L. 283 ¢ -
TOTAL, MANUF ACTURING 293,645 177.€69L 7.5

Seg note to table IX
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TBIE XIV

'NORMAL' VALUE ADDED IN 1970: EAST AFRICA AS 4 REGICH

Us g '0392
SECTOR VALUZ ADDED VALUZ ALOLD Imrlicit growih
'NORMAL' CRSITVED rate 1963='70
in 1970 in 1963 { compound )
1. Pood etec. 111%.560 63.603 8.3
2, Textiles W, 276 )
'K 50,953 (3.0
3. Clothing 18.23%0 ;
L. Wood 12.127 7.552 €.2
5. Paper 2.088 1.78¢ 2.2
6. Printing 7.113 3.173 (-2.0)
7. Leather L6679 580 4.8
8. Rubber 5.035 1.227 19.6
9. Chemicals 33,997 12,8862 14.9
10. N.met.nmin.yprod. 22,088 7.578 16.5
11, Basic metals 5¢ 246 ) i
18,674 [ ok
? iletal products 23.6L4
13, Other 3.559 ko 283 {-2.7)
TOTAL, MANUF ACTURING 293,645 177554 75

See note teo table IX.
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