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Abstract.

Neither traditional primary exports nor capital inflows from rich
countries will adequately meet the foreign exchange requirements for susta-
ined industrialization in countries such as Kenya., The constraints of the
local market, the elasticity of foreign markets, and the import requirements
for industrial growth make the expansion of manufactured exports imperative,
Inhibitions on this expansion are a serious aberration in industrialization
and development policy. The consequences of export suppression are curtailed
investment and growth, inefficient use of the country's resources, chronic
balance of payments problemsand, eventually, an unsuccessful industrializas
tion effort,

The necessarily increasing reliance on the country's own resources
to maintain a balance in external payments makes a serious re-examination
of export policies and problems very timely., "Escalating'" tariffs in some
of the countries to which we might export are often a problem and should
be the subject for intensive international negotiation. The most serious
inhibitions on the growth of non-traditional exports, nevertheless, are
coming not from overseas but from the exchange rate and fiscal implications
of the country's own import substitution policies. Protectionist policies,
whether they are motivated by balance of payments considerations or industrial
promotion, inevitably result in the anti-protection of non-protected induste
ries by unilaterally raising the prices of protected imports and depressing
the prices of all other tradeable goods. The result is the promotion and
subsidization of industries that look exclusively to the protected local
market, and the counter-promotion and taxation of non-protected industries
and, particularly, exports. The effect on foreign firmsis singularly
unfortunates; they are motivated to seek and repatriate the profits of
import substitution (despite the frequently artificial nature of those
profits) rather than use their international connections to expand exports.

There is a good deal of scope for industrial harmonization and
trade in the East African community and nearby countries but special
arrangements between countries cannot be relied upon to sell products that
are not competitive in terms of price and quality,

The country does have considerable capacity to expand exportrs, and
a number of industries, many of which have strong linkages into the
agricultural sector and very attractive employment implications, would
undoubtedly experience rapid export expansion in a non-distorted situation.
Nevertheless export promotion, without a thorough-going correction of the
distortions in the price and incentive system is an exercise in furilitye.
A complete review of trade, tariff and exchange rate policies is necessary
if exports are to play their appropriate role in the growth process and
if an outward-looking industrial sector is to develop.



Despite (and occasionally because of ) international agreements
designed to maintain the prices of traditional primary exports from countries
such as Kenya,1 the chance of earning the necessary foreign exchange from
these exports to meet the import requirements for rapid and sustained
industrial growth can be readily discounted. A fortiori, "development
assistance" and capital inflows from rich countries, while useful, are
increasingly recognized as unreliable and totally inadequate to fill the
foreign exchange gap that gpens up if acceptable growth and investment rates
are to be maintained, An inward looking industrialization strategy,2 oriented
largely toward the protected local market and away from exports will, therefore,
rapidly run the economy into growth constraints imposed by the requirement
that foreign payments be balanced, Inward looking industrialization is thus
constrained, not only by the limits of the local market, but by its increasing
reliance on the foreign exchange earning capacity of other sectors, partia
cularly the traditional exports sector. This increasing dependence is ironic
in view of the fact that stimulus for this kind of industrialization is
often precisely to diversify the economy away from reliance on traditional

primary exports,

Contrary to popular myth on the subject, there is now considerable
evidence from the 1960s that Less Developed Countries (LDCs) cannot be
assumed to have a continuing natural comparative advantage exclusively
in primary and agricultural products.3 Cohen and Sisler examine the im ports
of five industrialized areas (EEC., JAPAN, U.K., UeSe, & UsSeS.R.) in the
years 1959-60 and 1967-68, Over this period they find that the share of
primary and particularly agricultural imports to these countries that origia
nate in the LDCs declined sharply, while the share of these rich countriest

manufactured imports originating in the LDCs recorded a substantial rise,

Lo See D,M. Etherington, "An International Tea Trade Policy

from East Africa - An Exercise in Oligopolistic Reasoning's F.R.I. Studies
in Agriculture, Trade and Development (forthcoming) and G.D.Gwyer,

"East African and Three International Commodity Agreements: The Lessons

of Experience," 1IDS Discussion Paper No., 129, February 1972,

2, For an earlier sounding of the alarm on this topic, see my

Notes on the Industrial Development Aspects of the Plan" East Africa Journal
March 1970 pp.39-45. For a recent, somewhal Pymphleteering approach, wy
"Toward a Protectionist Economy? Some Reaction to the Import Bens ana
controls Recently Imposed by the Kenya Government," I.D.S. Working Paper

No. 29, March 1972 is our of print, but a few copies are available from
author,

3,. As Stephen Lewis has pointed out to me, historical data, when
price distortions in the LDCs have been as they have, are not an adequate
basis for assessing comparative advantage., Nevertheless, while there are
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The annual percentage change in these rich countries! (individual) agricula
tural imports over the period was 3,5; the annual growth of their agricultural
imports originating in LDCs was 1l.7%, Meanwhile, for a list of six manufactured
item categories (clothing, cotton fabrics, footwear, jute fabrics and jute,
pearls and precious stones, and veneer), the annual percentage increase of all
imports for the period was 12,0, while the increase in this manufacturing group
originating from LDCs was a remarkable 157 per year,4 Figures of this sort
clearly suggest that labour abundant countries such as Kenya do themselves a
considerable disservice to assume that manufacturing is not an area that offers
much potential for export, to confine themselves to inward looking industrialiw

zation, and to rely on traditional agricultural exports to earn foreign exchange.

The fact that an overwhelming percentage of the dramatically
increased LDC manufactured exports have come from a mere handful of LDCs
is illuminating, These few countries, unlike the wvast majority of LDCs,
have succeeded in removing or avoiding the biases against manufactured
exports within their own borders, and have thereby concentrated the
benefits of the rich country markets on themselves, The experience of
these aggressive exporting countries suggests that policies in this area
for any one country should not be treated as if they were policies for
the whole less developed world taken as one country, To fantasize the
existence of such a country is no more realistic than fantasizing the
existence of one single, unified, industrial country, instead of the
disparate and far flung industrial world that actually exists, Appropriate
advice to all less developed countries simultaneously would not be very
different, i.e, remove biases against exports, from appropriate advice to
any individual country (though if all countries acted on the advice
simultaneously the results would be somewhat different, presumably resulting
in more specialization and a more equitable distribution of the resultant
gains), The only difference in the nature of the appropriate advice might

be in circumstances where all LDCs were treated as one country, under these

3, cont./ a number of countries that have distorted prices against agricultural
exports they have generally distorted their prices against manufactured exporcs
to a similar degree, and when corrections are made, they generally (though
perhaps not always) made with respect to both manufacturing and agricultural
sectors, Given the fact, furthermore, that factor price distortions tend to
particularly penalize LDG industrial sectors (i.e., wages paid in the '"modern"
industrial sector to exceed by a substantial margin agricultural sector wage),
it may not be illicit to draw some comparative advantage inferences from what
follows,

4, Benjamin I, Cohen and Daniel G, Sisler, "Exports of the Developing
Countries in the 1960's '"Review of Economics and Statistics, vol LIII
No.4,Nove 1971.




circumstances "optimal tariff' arguments and policies designed to exploit
a monopoly position become relevant, (The basic difference is, of course
in the shape of the demand curve facing any individual country on the one
hand, and all countries on the other, By analogy with micro theory, however,
one does not advise a firm in an atomistic market structure to behave like a
monopolist merely because of the inelasticity of the demand curve facing the

entire industry,)

In the context of an increasing reliance of countries such as Kenya
on export markets, international trade liberalization efforts assume particular
importance., Escalating tariffs by stage of processing and the prospects of
"backlash' protectionism in the industrialized countries if LDC exports expand,

clearly deserves attention,

It is often precisely those industries in which comparative advantage
is shifting to the LDCs that are experiencing the worst adjustment problems
in the rich countries. The consequent pressure in those countries for
protection against imports from LDCs is hard to resist, despite the fact
that everyone, including the protecting country is made worse off., These
issues should be the subject of vigourous negotiatine efforts at multilateral

and bilateral formso5

While some rich countries will undoubtedly continue to use import
restrictions to stave off adjustments that should be made and to protect
inefficient employment at home, there will be some limit to the price they
are prepared to pay in this regard, Gunnar Floystad calculates that with
manufactured LDC exports representing only about 0,2% of the total volume
of manufactured goods produced in the industrialized countries, and with
an annual growth rate of 4,2% in these rich countries, imported manufactures
from LDCs to rich country markets would not have to increase to more than
about 1% over the next 20 years even if LDC manufactured exports increased

cumulatively by as much as 207 per annum,

For each individual commodity or project that looks at the export

market, existing or potential trade and commercial policies of consuming

S5e For a discussion of the issues and some of the recent historical
experience with the negotiations on these issues, see H,G, Johnson (editor),
Trade Strategy for Rich and Poor Countries George Allen and Unwin (1971),
especially parts I & II,

6, Flo'y stad, Gunnar, Foreign Trade, Aid and Economic Growth,
Universitersforlaget, 1968,
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country governments must obviously form a part of any market analysis,
Nevertheless, it would be a very serious mistake to think that the discrimia-
nation of certain other countries against some of Kenya's existing or
potential exports justifies compounding the problem by local policies that
discriminate even further against our own exports., Undue export pessimism has a
habit of resulting in a number of import substitution policies whose anti=
export biases make the initial pessimism self-fulfilling. Export markets,
especially for manufactured and semi-manufactured commodities, are often
fairly concentrated and highly competitive. Doubts about wether Kenya
should be exporting, inefficiency, excessive red tape and delay in getting a
particular project off the ground, or any one of a number of price discrimi=-
nations that reduce the competitiveness of the export, simply mean that the

market is supplied by someone else,

The cases of two excellent export lines that were forgone recently
might be illustrative. One was a large contract that was terminated for
price reasons., The exporter in this case was unable to get the export rebate
to which he was entitled on a reliable enough basis to incorporate it into
his price quotation, Furthermore the monopoly.creating transport licencing
system resulted in transport costs that were far in the excess of those that
would have been incurred if competitive transporters had been permitted,

In this case the market was lost to a New Zealand supplier.

The second case involved an agricultural production and processing
project designed to supply a large food processor in Europe, The capital,
know=how, etc. for the project was all there, and it offered good returns
all the way down the line. After more than a year of negotiating and efforts,
the agricultural part of project still could not be finalized, so the same
company moved to Greece, The production, processing and export is now

being done from there, and a major marketing outlet is now closed,

At the more aggregative level, the statistical association
between export'growth and the growth of investment is now familiaro
Fanny Ginor, for example, in a study of 55 countries over 18 years finds
the corelation coefficient between the two to be 0,636 and that the

. . 7
growth rate of exports '"explains' 40 percent of the growth rate of investment'’

7o Her regression equation is the following: GI = 0,504GX x 3,122
where GI and GX are the average annual growth rates of investment and
exports respectively, R4 = 0,404, F,., Ginor, "Exports and Economic Growth"
Israel Quarterly of Economics wvol,l no.l Winter 1971/72 pp.50=65







