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ABSTRACT ;

Protection of domestic industry by means of restricting imports
has been widely emnloved as a means of promoting industrialisation.
Experience among less develoved countries has shown that, while
this often produces & short 'exuberant"” vperiod of rapid industrial
growth, it is likely to lead eventually to chronic balance of payments
difficulties and other constraints on growth that inhibit sustained
progress in industrialisation. This is partlv hecause of the bhiases
in the system of protection that inevitably govern when it originates
as a response to a balance of navments problen. Even deliberately
planned protection for industrialisation, however, is likelv to fail
if it takes the form of import restriction. The traditional arguments
for such protection (infant industry, et. al.) have virtuallv no
economic merit ~ not that the market failures thev identify are not
real enough, but because the remedy is inanpropriate and costly.

A more rational protection svstem would avoid the biases of traditional
protection against exports, against backward linkage, against employment,
and against the processing of domestic raw products. At the same

time it would correct the market failures that inhibit successful
industrialisation in less developed countries. The most important

of these market failures stem from factor price disequilibrium,

infant industry cases, terms of trade effects and the interdependence

of investment decisions. Such a more rational syvstem could be based

on a combination of a uniform tariff, a domestic value added tax

system, and direct subsidies. Tt would be not only self-financing,

but also far easier to administer than anv existing set of industrilisation
policies.



THE ROLE OF PROTECTION IN INDUSTRIALISATION POLICY
WITH PARTICULAR REFERENCE TO KENYA®

JOHN H. POWER

INTRODUCTION

It is assumed without argument in what follows that industrialisation
(loosely defined) is an essential aspect of economic development for Kenya,
as well as for virtually all other less—developed countries. Perhsaps
all that is needed in this connection 1s a reminder that,so far as we
have evidence, it appears that everv case of successful economic development
has been characterised by a very substantial rise in the proportion of
output and employment attributed to non-agricultural activities; and that,
during a prolonged criticsl phase of this development, it has been manufactur-
ing and the construction, transport, trade and service activities related
to manulacturiue that have grown most rapidly. For the world as a whole
this direction of strucutral transformation is dictated by the changing
pattern of consumption iuat accompanies rising per capita income. For
any particular country, however, it is also the changing composition of
resource endowment that influences structure® change in this direction.

For Kenya, in particular, with its catastrophic rate of population growth
and the reasonable expectation that it will take many years to bring it
down to a viable level, it is critically important that the sectors where
. resources ]
the principal /complementary tc labour are most easily augmentable should
begin to absorb a rapidly rising proportion of the new entrants to the
labour force. This is not to deny that for many years the weight of
agriculture in an absolute sense will predcminate in respect to both
output and employment.

Because of the strong interdependence between industrial growth and

growth in other sectors, industrialiss*ion policy in the broadest sense

might be virtually indistinguishable from develcoment policy. Even in

* I am grateful for stimulating criticism and comment to Peter Hopcraft,
Stephen Lewis, Kurt Savosnick, Hans Singer, Michsel Stewart and
Bernard Wasow.
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a narrower sense,industrialisation policy would have to include policies
for developing and improving entrepreneurship, for educstion and training,
for the provision of essential services and infrastructure facilities,
etc., in addition to all of the taxes, subsidies, restrictions and
regulations that might come under the heading of "protection". So the
latter is only one of many aspects of industrialisation policy.
Nevertheless, its influence is pervasive because it affects the whole
economic environment within which the other policies operate - the whole
set of market price and profit incentives. For socialist, mixed,
and private enterprise economies alike, experience has taught that
efficient economic planning reguires a system of vrices that is not too
far out of line with values implicit in social priorities and resource
constraints.

The discussion of the role of protection in industrialisation policy,
which follows, is divided into three parts: first an assessment of the
role that protection has plaved in the recent experience of less—developed
countries; second, a critique of the traditional arguments for protection;
and, third, an outline of a rational protection system for industrial
growth that might better fit Kenya's development plans and aspirations
than the existing constellation of policies.

It might be useful, however, to introduce the discussion by tracing
very briefly the intellectual roots of the thinking that lies behind it -
what Hollis Ckenery has called the ''new orthedoxy” in trade and industrialisa-
tion policies for less—developed countries. The new orthodoxy can be
described briefly as outward-looking industrialisation. It contrasts
with ar 0ld orthodoxy which was inward-looking irdustrialisation, as
well as with an old-old orthodoxy which was outward-looking non-industrialisa-
tion.

The o0ld-old orthodoxy assumed a natural comparative advantage for

less—developed countries in primary production. Hence primary exports
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were considered to be the engine of growth. The old orthodoxy in contrast,
established a case for industrialisation on terms of trads and dvnamic
development criteria. But wher it came to rolicies, the emphasis was

on industrialisation for the home market onlv, halanced in relation to

home demand, with all of the limitations that implies. It was, in other
words, what we might call a "half-way"’ industrialisation strategy. It is
not just that the world merket for manufacturers was neglected. The

svstem of half-way protection actually venalised home "industries in the
world market by keeping the price of foreign- exchange below what it would
have teen in the absence of protection of the home market. Accordingly,
an industry that might have sold in either home or world markets found
that it was protected in the former tut penalised in the latter.  This was
the kind of "protection’ endorsed hv the 0ld orthodoxy.

Thet policies of this sort would result in stunted and frustrated
industrial growth might have been vpredicted by economists. My impression
is that by and large it was not. Instead, criticism of this inward-looking
industrialisation strategy apreared to come mainlv from the 0ld-old orthodoxv,
the stress teing on the harm to agriculture and other primaryv activities
from an undue emphasis on industriailisation per se, rather than on its
inadequacies for industrial growth. The new orthodoxyv did not develown,
it seems, until there had accumulated a great amount of evidence of
frustration and disappointment -with inward-looking industrialisation.

The sequence of events - again, an impressionistic view - appears to
have been something like the following. First there was a growing
recognition of the failures of the old orthodoxv. Three important
developments stemmed from that. There was the INCTAD approach of
trade preferences in the rich countries’ markets for exvorts of

. 1 c s
manufactures from the poor countries.” . In addition, there was renewed

1. Raul Prebisch, Towards a New Policv for Develonirg Countries.
(New York: United Nations, 106L).
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interest in preferential trading systems among less—developed countries.
Finally there was also renewed interest in the reform of trade and
protection policies within individual countries.

In the meantime there was a growing accumulation of emp. .cal studies
and analyses of the failures of inward-looking industrialisation, generally
on a country by country basis.2 With this came also a growing disenchantment
with the economic growth theory that was the hanamaiden of the protectionist
policies - the theory that creating artifical profits for the industrial
sector at the exvense of the rest of the economy would lead to a self-
sustaining saving and investment propelled growth. Saving was to be
forced by the terms of trade squeeze on unprotected sectors, while investment

were made to
incentives/depend on interdevendence through complementarities in
consumption - the'balanced growth™ doctrine. (I hasten to add that
Lewis, Nurkse, and others should not be blamed for the popular versions
of their theories that were only caricatures of the originals.)

New growth strategies emerged, based more on suvply linkages than
on demand linkages. Economies of scale and the interdependence of investment
decisions through input-output relations called for the concentration of
resources in selected industrial complexes, rather than their dispersion
across the whole front of finishing-stages consumption gcods production.

This was incompatible with old~fashioned protection, but highly congenial
to a new outward-looking view in which industrial exports were considered

important along with efficient import substitution.

2. See, for example, the comparative studv, Industry and Trade in Some
Developing Countries, co—authored by I. Little, T. Scitovsky, and
M. Scott; also the various separate country studies: Brazil, by
J. Bergsman, Mexico, by J. Bhagwati and P. Desai, pg

sten, »v S. Lewis,

Lt ’

i
Taiven and the Prilinvines, bv M. Hsins, J. Power, end
211 wublished by .Oxford Tniversity Pr-zs, 1970-71, for the Devslopment
Centre of the Organization for Economic cooneration and Develorment.
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