
Mr. Paul Coidan, Director 1 June 1970 
Division for~ Conference Affairs and ' 

S. Dell, Director 
New York Office of UNCTAD 

Working Parties and Study Groups 

I have no comment on your memorandum of 27 May. 
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21 April 1970 

Dear Mr. Demuth : 

Many thanks .for your letter of 15 April in reply to my 
letter to Fred Consolo of 8 April concerning the status of your 
investment insurance study. I am most grateful to you for your 
explanation of where the matter stands. 

I shall , of course, take your advice, and leave our paper 
as it stands. I might mention that my letter was prompted by a 
suggestion from the United States fission. I shall now inform 
them that on the basis of the information I have received from 
the World Bank , we have decided to maintain the present t~xt of 
our paper for the time being. 

Yours sincerely, 

S. Dell , Director 
New York Office of UNCTAD 

Mr. Richard H. Demuth, Director 
Development Services Department 
International Bank for Reconstruction 

and Development 
1818 H Street, N. W. 
Washington, D. C. 20433 



INTE RNATIONAL BAN K FOR RECONSTR UCTION AND DEVE LOPMENT 
Cable AdJre,. -INTBAFRAD 

INTE RNATIO NAL DEVELOPMEN T ASS OCIATION 
Cable Addrm-lNDEVAS 

1818 H Street,N.W., Washington, D. C. 20433, v, s.A.R£,CQRDS coNlROl 
A.xea Cock 202 • Telephone - EXecutive 3 ·6360 .• 

Mr. S. Dell 
Director 
New York Office of UNCTAD 
United Nations 
New York 
New York 10017 

Dear Mr. Dell: 

\ 16 JUN 1 :,0 
\ 
f 
~pril 15, 1970 
,,~ ... .-t· ...... ,t ,,,,.., .• ;_,,. -

In Fred Consolo's absence in Geneva, I am replying to 
your letter of April 8, concerning the status of our invest­
ment insurance study. 

Although you are correctly informed that we have taken 
up the matter again, I do not believe that we have yet pro­
gressed sufficiently far to warrant issuing an amended state­
ment to the Committee on Invisibles and Financing related to 
Trade. What has happened is that the Committee of the Whole 
of the Executive Directors recently met to try to decide 
whether there was sufficient support for the scheme in prin­
ciple to justify considering in detail the provisions of the 
draft of Articles of Agreement sent to governments in August 
1968. At that meeting, several Executive Directors represent­
ing developed countries said that their governments considered 
it important that the developing countries should help to meet 
the Agency's financial requirements arising from both admini­
strative expenses and payments to insured investors. Some 
Directors representing developing countries had on earlier 
occasions opposed such participation, in general terms. The 
Committee therefore decided that, before it turned to any 
Article-by-Article discussion, it should take up the basic 
issue posed by these two positions. At a meeting later this 
week, the Committee will fix a date, probably some months ahead , 
by which governments will be asked to express their views on 
the single question whether the scheme should make provision 
for developing country financial participation. If accommoda­
tion can be reached on this basic issue, some other basic issues 
can more readily be resolved; if it appears that there is no 
consensus on this issue, there would be little point in pro­
ceeding. 
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Mr. Dell - 2 - April 15, 1970 

For all practical purposes then, the position is still as 
reported in your paper on external development finance, and my 
own preference would be that you leave it at that for the time 
being. We shall, of course, inform you of the decision of the 
Committee when made, whether it is to take up the draft Articles 
in detail or to suspend the study indefinitely. 

v::sly your,s
1

1"t',~"""'-.:....,.,_ 

Richard H. Demuth 
Director 

Development Services Department 



Our reference: 
Your reference: 

UND . 206/264/01 

Mr S Dell 
Director 

MINISTRY OF OVERSEAS DEVELOPMENT 
Eland House, Stag Place, LONDON S.W.1 

Telegrams: Ministrant, London, Telex 
Telephone: VICtoria 2377, ext. 

27 April 1970 

New York Office of UNCTAD 
United Nations 
NEW YORK 

1 

Thank you very much indeed for your letter of 15 April which, 
al though it took so long t.Q> ... -gei3"·here ,(i t ·-arrived only this 
morning) is very welcome and most interesting . 

I will consult colleagues here in London and let you know if 
there are any useful comments we can offer at this stage . Owing 
to my impending absences from London, it may take a week or two 
before I am able to write to you again. If, however, at the 
July meeting of the CIFT we can have a serious discussion of all 
the topics mentioned in your letter,it should turn out to be a 
most interesting meeting. 

D Williams 
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UNITED STATES MISSION TO THE UNITED NATIONS 

799 UNITBD NATIONS PLAzA 
NEW YORK, N. Y. 10017 

YUkon 6-:U24 

Apri l 22, 1970 

cir! 
Ps ~(s(t) 

Mr. Sidney Dell, Director ._.., ... . ~ -, 
New York Office o - UNCTAD '" ~~ r 
United Nations 
New York, New York 

Dear Si dney: 

Thank you for your letter of April 21 embodying your 
conclusion that for the time being there are no develop­
ments within the International Bank on multilateral invest­
ment insurance which are worthy of report to the Committee 
on Invisibles and Financing Related to Trade. 

I am forwardi ng your vi ews to my colleagues in Washington. 

Sincerely yours, 

Clarence I. Blau 
Counsellor for Economic 
and Social Affairs 



Dear Jo: 

. 
J( 

I 20 ay 1970 

This i simply to confirm that our distribution people in 
Geneva will need 2270 copies ot the English text ot the paper 
on techniques of lending. As you can imagine, it i rather 
urgent to get the copies to them since otherwise it will be im­
possible to have any erious discussion at CIFl', the deallline tor 
meeting the six-week rule having already passed. 

Yours sincerely, 

S. Dell , Director 
lev York Office of UUCTAD 

Mr. Jo Saxe 
International Bank for Reconstruction 

and Development 
1818 H Street, • W. 
Washington , D. C. 20433 
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TD/B/C.3/79 and Add.l did not change since 

you last read them. 

. ,. 

In TD/B/C.3/79/Add.2 there are several changes; 

the most important ones are in paragraphs 3, 4 and 8. 

The attached copy is for your file. 

G.D. Arsenis. 

7 5 ) I 

1 



Mr. Dell 

The attached was cleared by P. Streeten. 
At D. Seer's suggestion, he wants to add a short 
sentence in para. 6 of TD/B/C.3/79 about consump­
tion patterns and "demonstration effect". 

This addition should reach us by Wednesday 
and I shall cable it to Mr . Chossudovsky for 
inclusion. 

I informed Mr. Lehman about this. 

May 4, 1970. 
G.D. Arsenis 

ro 
~ 
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UNITED NATIONS CONFERENCE ON TRADE AND DEVEroa~NT 

TRADE A!ID DEVEWRIBNT B::>ARD 
Committea on Invisibles and Financing 

Related to Trade 
Fourth session 
Genewa 0 20 July 1970 
Item 3 of the provis onal agenda 

THE FI.DIV OF FINANCIAL RESOURCES 

. . Distr,, 

. GENERAL 

TD/B/C.,3/79 
27 April 1970 

Original: ENGLISH 

--------.---­, -... ..,/ 
Ba.lance=of=:payments effects or private foreign 

investment 

Progress report prepared• by 

Paul Streeten 

(Queen Elizabeth House, University of Oxford) 

lo This is an interim report of a study on the balance=of=payments etfecta 

or private foreign inveotmant 'l'fhich was requested by the UNm'AD se«ll'etariato 

(_ 

It contains two paperso The first papar entitled "Some Aspecita 1or the10. j ..n-• , ) 
(~o QIC-31, 7 ,,v,c:,.I 

Balance=of=Payments Effects of Priwate Overseas Investment"i daals with somed \ 
cro1&/c.s/T9 JAd . z; 

broad questions of method and approach~ Tha second paperl relates to the 

results obtained in field 11ork in Jamaica and Kenyafl It was oarried out by 

a team under the direction of Dr. Lionel Needleman.. While a Steering 

Committe~was set up to give advice on this project, the team was given a £ree 

hand to develop their own ideas and methods and to apply them to these two 

The Committee consisted, apart from myself, of Lord &logh 9 Professor 
John Dunning, Mr. Michael Lipton 9 Dr. Lionel Needleman and Professor 
Dudley Seers. Dr. Yax Corden joined the Committee in April 1970., 

The study was prepar d at the request of the UNCTAD secretariat and 
is submitted to the Committee in pursuance of paragraph 3 of resolution 
33 II) of the Second Conferenceo The views expressed in the study do 
not nocesaa ly reflect those of the UNCTi\D secretariat., 

-­lwo -a.,, :Cnol,o 00~ 



countrieso The members of the team are e~onomista who are associated with the 

Institute or De·Felopmant Studies at the University ot Sussex or with the 

Queen Eliznbe th House 9 Oxford but it need hardly be said that these institutions 

must not be identified nth the methods employed or the conclusions re chedo 

Equally, the merit of the study should be credited entirely to Dro Needlemn 

and his team., The interim report, though confined to ho countries only 9 

provid~d useful experi nc in framing hypotheaea and collecting data~ which 

wi 1 prove valuable for future worko 

2o It might be useful to put the study vor:.r briefly into a more general 

context, in order to bring out explicitly its scope, its limitations and its 

lessonso 

3" Two sets of interrelated problems ariee in a study or this kind, and 

both are crucial 9 not nly to analyaie 9 but also to polioyo One set relates to 

the assumptions about the "alternative situation" (i.,e,, what the balance00of.-. 

payments would have been in the absence or the foreign firm); the other to 

government act ion with respect to aggregate deilM.Uld and the balance=ot=payments~ 

I shall attei:.•.rpt o 1under 1 e briefly what the report on Jamaica and Kenya 
(,o 1s 1c:;.3 ~ A-old. z , 

states k .,..agrap s . !3-.'~ .:(lr. ; wizo what difference to the conclusions 

would be de by different sets of asaumptionso It might well be 9 indeed it 

has o.lre dy emerged in the team9 a study of India~ that some aSBumptione about 

the altemative sit tion are re ietic for certain OOUliltriee and certain perioda 9 

and quite different ones for other countriea and other pariods 0 

4o The scope or the investigation is confined to an analysis of marginal 
changes~ so that only a particular 9 relatively small act or overseas investment 

is under consideration, not the policy towards overseas investment generally, 

or the policy towards lar8'3 changes in overseas investment. To a large extent, 

this limitation is dictated by manageability. A comparative study of large or 

of structural ohanges would require considerably more time and resources and 

would even then have to rely h avily on guesses. The limitation adopted 

precl es asking questions about the manner in which host country policies come 

under pressure from foreign investors" Presauras to put up or raise a 

protective tariff on a range o pro ucts or to allow into the country cheaply 



imports re ulred in their production 9 pressures for tax concessions, on 

exc ge rate lie and a ~hol e range or other policies could be considered 

more appropriately in the contex't of lar&'!, ch6Dges or overseas investment 9 since 

the differ&nc~ d by a singl e inve tmant is likely to be negligibleo It is 

co, only argued that these pressures stem from domestic 9 as well as from 

foreign producers ac~d should thereto not be attributed to overseas 
inv atmant aa sucho Dut t he relative bargaining st ngth and amount of 

information awailable to a government in relation to different business groups 

is bound t o be di ff113rent and it is an open question whether governments can 

rasist these pressures with equal atre!18't h 9 or yield to them nth equal 

abandon wher&\fer they may orlginateo 

50 The limitation of the analysis to marginal changes also rules out the 

lyaia or p<>liciea 9 advocated by eome 9 to the effect that private overseas 

inv~atment should double or trebl e o r the next ten years, or should largely 

zepl nce offi~i 1 aid 9 or shoul d be sewerely curtailed9 or should be combined 

wit h official aid in fairly rigid proportions o All these questions , important 

tho,ngn they a.Ng require different types or studies .. 

6 0 The nas\unption made in the s tudy t hat t he total value of domestic sales 

t:Jf th ,rod c prod tid by the foreign firm vould be too same in th8 absence of 
t .. t firm 9 the gap being completel y filled by i ndigenous produc rs or by 

~t4t,LL✓ . 
importen or by bot ~ will tend t o the reaults in favour of the foreign 

inve mento Domeet o production of the seme product or a naar substituto as 

an alternativa is n ,t perhaps very reali t ·1c asaumpt1ono "f'he hole r&tionale 

or dirst:t foriign i vestmeZl!t consists in some special advantage that the 
for, ign inveator pose saee over the indigenous firm, whether i t is s ize in the 

face of eoonc.mies of scale or goodwill attached to a brand and reinforced by 

advertising or managerial skills or special knov=hovo Without these advantages~ 

the i ndigenous firm with ita gr,eater local knowl edge, will be able to mobilize 

the required resources and to use t hem more errectively than the foreigner. 

In me r_espscts it "il'ould be simples1. to assume that the pattem of demand i s 

giv n and that the product would have been imported in the absence of private 

overoeae inveatment, Ir the product is sold a t i ts wor ld pric , privat 
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,over'::eaa in,rerrtn:rmtp on thio nsaumption, at cont ibute to foro gn exchange 

earn ngs or savingsq though this is no longer neceeeM'ily true under protec ion 9 

mien its s·le price xceeds it orld p ceo At the other ext~me, one might 

assume that. demand ::or the product io created by the foreign firm and that 

the produc-: ould not be bought at al1 9 or some much simpler substitute produc d 

1 cs.Uy ot\l b ught, i:r re it not for the private overseas i.nvestment. 

(Even wher, pri"ilate foreign investment "jumps the tariff" and replaces previous 

import I tle inten~ion of the taritf=impoaing government may have been to reduce 

con umption of the 1;>:r duct~ ot to encourage foreign investmento) But au.ch an 

assump•cion laads immediately to the question as to what the purchasing power 

woul~ have been use for had it not been spent on the product in question., I 

wou d be i legitimate to assume that the ole foreign exchange erpenditure ia 

eav d, compared with the case vhere it is nported, unless policy reduces 

a ~gate e nd by the a.mount ne~e· aary to bring this about~ Ir imports or 

the same total value are assumed to be the altemative 9 the·que tion arises 

whether these imports are wanted at allQ or or the same value·or of the eame 

ty produc din much the same ,ay. Where branded consumer goods are concerned, 

especia ly those catering for as 11 9 relatively high-income market 9 the 

producers ill tend to shape their market through dvertising and pressures or 
imitation. There ould be cases where exclusion or the product would reduce 

conswners 9 elfare by very little, partly be use th prohibition may be used 

as a means or income redistribution in the face or an imperfect tax system, 

partly beGause the desire to cons e so e bing because others consume it 

vanishes if no one can buy the product, and partly cause th product may have 
met "excess needs" .. The assumption o~ replace ent by imports therefore biases 
the r sults in favour of the inves nt, as the study points out (paragraph l~~t ). 

The study xpresses the expectation that this bias is negligible for Kenya and 

Jamaica. But it would be dangerous to generalize too readilyo And e en in the 

two countries it is possible to think ot examples where the eli?!lination or 

imported consum r good or its equival nt, produced do stically by private 

foreign investment, might make a contribution to the saving or foreign exchangeo 

7o The assumption that the indigeno producer would use the same teclmique 
1, Id ... ~ 

a the foreign firm also · · the result in favour ot the foreign inve tment. 
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Whatewer may be true or te~hnical substitution possibilities 0 it is clear that 
• the incentives to WJe imported equipnent, components and materials may be 

different in the tvo caseso The 1.nf'oJ.'mation on availabilities will be 

different, the temporal and the geographical horizons will be different, the 

economic incentives will be different and, what is often neglected 0 the 
sophistication and quality of the product itself will be different. Products 9 

as well as production procesees 9 can be excessively resource consuming and can 

be more adapted to·the multiple high=income demands of the rich than the needs 

of the poor., Moreover 9 responsiveness to political pressure to employ more 

domesti~ resources will also differo These differences are exceedingly difficult 

to quantify O The otudy discusses some or these issues in paragraphs J 1,t .-. ~? '!:­
for the ho countries investigated~ disclaims universal validity 9 and eDDlines 

the situation here the ratio of import coots to sales is one=third lower for 

domestic than for foreign fimso 

8., Turning now to the second set or assumptions with respect to government 

policy, we may a88ume either that aggregate demand is kept _constant by 

appropriate monetary and fiscal policies, or that the government is passive and 

permito additional demand to raise incomes and prices. For an analysis of 

balance=of=payments problems, it is, or course~ essential to assume the exchange 

rate fixed. Eu.t for a d eper analysis, this may not be justified. If the 

exchange rate ia overvalued, this makes it possible to im rt components and 

materials more cheaply. The private overseas investor (as well as the 

domestic investor, though with unequal strength) catering for the domestic 

market baa an interest in preserving this state 9 particularly if the investment 
is also prote~ted by & tariff agai~st low=cost foreign compet1tiono It is not 

necessary that these policies should be accepted as data in at, .ADalysis of private 

O'llferseae investment. They constitute, admittedly, the "rules of the game"o But 

these rules may themselves be influenced by the foreign investor. A wider 

investigation would have to embrace political and administrative changes which 

were beyond the tea's resources end chosen terms or reference. Assumptions 

relating to policies with respect to aggregate demand, government revenue and 

expenditure, repercussions on domestic investment and direct action on the 

balance=of=payments must be explicitly introduced. 



9o Assumptions about government stabilization policies resent a dilemmao 

On th one hand, even much more experienced gcrrernments with plentitu.l 

information have not always n successful in steering a course between 

inflation and excess unemploymento The relatively new administrative machinery 

1n many less developed countries cannot b assumed to be invariably successtu.l 

where so many older ones have failed. On the other hand, t ere are also 

serious obje tiona to K esian multiplier analysis in the or a pass ve 
government policy,, The argument against this assumption is that in economies 

with supply 1nelasticities 9 bottl necks 9 immobilities and lo responsiveness 

to incentivee 9 Ke111eaian multip ier analysis has little relevance 9 but an 
l:ysis combining real income,= employment., and price=changes and the 

responses to these be~omes too complicated to bandleo 

10
0 

The tudy attempts to steer a course between the unmanageab e and the 

unrealistic .. It claims re mode t and workmanlike., It points to the need 

for further studies. It is flexibility or ass ptions, based on particular 

c sea, hich 9 1n the end, lone can illuminate this difficult subject .. 

11
0 

In order to present an lternative set or assumptions the first paper 

explores at a more general level v rious lines of reasoning .. The lesson 
hich the po.psr points i that we have to proceed pragmatically9 judge each 

situation by the erl. ence sn co lect ore data and experienc. It may be 

that, lat r on, more general principles will I?:-erge from a sufficient y large 

number of case studieso 
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UNITED NATIONS CONFERENCE ON TRADE AtID DEVEWIYENT 

TRADE AND DEVEWFJimtff lDARD 
Committee on Invisibles and Financing 

Rel.Bted to Trad 
Fourth session 
Geneva 0 20 July 1970 
Item 3 of the pra•igi nal agend 

THE FI/J?l OF FDIAl CIAL RESOURCES 

Some aspects or the balance=of-payme ts 

,Private foreign investment 

Study• prepared by 

Paul Streeten 

lo The role or private foreign investment in the proc so of de el()pnent 

n eds re=thinking in the light or fundame,rtal changes in he w rld e~onomy o 

Muoh of our pre nt thinking d many of our institutions o.r. still dominated 

by the experience and the doctrines of th nineteenth century- 0 and re there= 

fore ill=adapted to the ltogether new ci-aumotancea and ne ds or tho second 

half of the twenti th centuryo 

2o There are a number of fe tures hi h distinguish mod rn priv ts foreign 

investment from hat in the la.at centul': ., First, whereas in the ni1.eteenth 

century th bulk of orld for ign in~estment took the form orb nd and only a 

omnll propoxtion that or equity, today- nd inveatm nt is a Gll ( lthough 

middle income countries like Israel, Me-ico and Argentina have fl 

bo d issues in c t y aro) d, di !'ding t d c dit 

in direct equity. Thi ug d th 

ted large 

jority i 

rvic 

Th• •tudy wa■ prepared at the reque■t of the UlfCTAD ■eoretari t an4 
ia ■ubllitte to the C itte in punuanoe or paragapi 3 or reaoluUon 
33(II) of the Seoond Conference. The new■ expre■• cl ill th• atudT 4o 
not neoes■arily reflect those or the UICTAD ■eoretariat • . 
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rendered have chang'ed. Second, equity investment in the nineteenth centuey" 

carried the risks of cyclical fluctuations. In bad years no dividends ould 

ba paid out. Such fluctuations are less important today 0 in spite of contin ed 

fluctuations in export earnings, and there is 11 therefore, loss justification 

tor a reward to this kind or risk bearing.. Third, in the nineteenth century 

the transfer or capital was accompanied by- the migration or skilled people, 

in whom aptitudea and attitudes geared to developnent were incorporatedo 

Today 0 traditional attitudes have to be transformed and skills have to be 

created. Fourth, as a result of the more rapid spread of knovledge 0 certain, 

although by no means all, types or technological knowledge are nowadays ore 

widespread and standardized than they were in the nineteenth century,. It is 

sometimes cheaper to hire foreign engineers and to borrow capital9 particularly 

if it is available on concessionary te:rms 9 than to invite direct equity 

inveatmento In thostt areas where hired skills plus borrowing can achieve the 

same results more cheaply than foreign equity inveatment9 the latter puts an 

excess burden on the host countryp There are other industries in which 

technical and managerial kno -how is not so readily available and where higher 

retums are justifiede The most difficult problem frequently is to identify 

profitable opportunities as well as to execute and run projects that have 

been eelectede The process or identification can be undertaken by foreign 

capital, which acquires in return the right to exploit the opportunities tullyo 

&t there are other arrangements which may serve the same purpooe 9 some or 
which may impose a smaller burden on the host country. It would for instance, 
be possible to offer a management contract to a foreign investor who may also 

be permitted to hold a substantial minority of shares. The f'oreign investor 

would construct and manage the plant and ould receive a management teeo 

This fee can take the form or a percentage both of profits and of foreign 

exchange savings realized. At the same time, the managing firm may be 

expected to offer credit at a fixed rate of interest to the loc 1 firm. This 

credit should cover either the foreign exchange costs or a certain proportion 

of the total investment costs of the project. The duration of the loan would 

be the sama as the duration of the managemsnt contract. 



-
:,. Foreign private enterprise baa an important part to play in assisting 

the progress or the dweloping countries. At the same t • a number of 

obstacles stand in the way or greater participation or foreign private 

investment in the development process, though ~ew thinking, new policies and new 

institutions can oontr:l.'bllte to overcoming these obataclea. 

4. The obstaolea are partly economic, arising the· difficulties ot 
operating in countries with small markets and shortages or skilled manpower, 

toreip exchange and basic ut1litiea 0 and partly political,, The latter inolude 

the aometlmea amb1Yalent attitudes ot the goYernmenta ot dneloping c~untriea 

an4 the reaultins political riaka taoecl by priYate onte~••• 

5.., A· question central to any anal.1ais or the . econ o effects of foreign 

pri":•~ inYeatme~, ia whether such investment can achieve a large and sustainecl 

transfer ot toreip exchange resources to ~•loping countries. If the rate ot 
growth ot foreign capital 9 reaul ting trom new capital intlow and rets:ined 

profits, ia higher than the rate ot return on ~ccumulated foreign capital. there 

will be a net addition to the foreign exchange resources av~_lable for 

developgent. On the other hand, foreign priYate investment would tend to 

diDlinia .. the level ot available foreign exchange resources it the outflow o~ 

profits and repatriation of capital exceeded new capital inf'low. 

6. It ie often arped, however, that it would be misleading to view the 

foreign exchange contribution ot foreign private investment by merely comparing 

new capital inflow and reinvested earninga with the profits earned on the 

acoumlatecl foreign investment. According to this view, such a simple 
co pariaon tails t~ _take into account the impact or roreign investment on 

export promotion and import-saving, the llaXimuta contribution or foreign private 

investment to the ba.lance-ot-paymants being given by all additional sales made 

possible by the investment projaot, minus the imported inputs into the project. 

However, this would be a true aaxiJDum only- if all resources employed in the 

project were previously un ployed, all sales were either export or import 

aubatitutea, and all additional income generated were saved or if the marginal 

propensity to import were zero or if fiscal policy kept consumption constant. 

0th nise 0 there will be some reduction in the maximum foreign exchange earnings 

and aavinga, depending on the amount or extra imports or reduced exports. 
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7. A 41fflculty arising in th approach ov:tlinod. in tb J)Nriou pampaJh 
la that 8UCh incH.reot etteota emerge hon mr, irmtataant, ant not MN}T fJNa 

toreip private imeatment. The oba1'acter1atic peouliar to the latter, 

4iatinot baa domeatio investment, 1• that priyateq one4 foreign exabaa&e 

f:lmt non 1n tor the coaatruotion or th• P'O.ieot and later tlOIIII back 111 
the f0n1 of 1'UitW protite. 

a. It a country wishes to build, say, a cement factory, it can eitha 

1nri te a foreign tira to clo 1 t, or 1 t oan bQlld it by •i:f.J:'J.Dc aperta al 

MMfJU"I, bu1ing macbinery and borrowing capltalo It &\Y be that tbl tonip 

ilmtator can erect and 1IUIDap a t ctor., mon efficiently or •• pJF than if 

it ha4 all been clone at hOIINt, or than U it had been clone b7 boftoow1ag oapltal 

and h1ring aldlla. _It mq, or course, be 1:bat other IIDJ.'9 effloi t and 1-

ooatl.7 altenatiY a present th elvu. It ia the clitfenn,, 111 coats ant 
retuma 'Mtween available alternaUft■ that should be Cl'8Cli~"'4 (or, 1n the 

oppoai te case, clebi ted) to priYate torelp mre 1aent. Hiato.:i~ • pr.late 

tm:eip inYestment D87 often have been the only wq ot ptttna the ilmta'talnt 
,mctertaken and it would then be correct to iclentlfy tbe total teota w1 th 1be 

clifterenti.al efteota. A tn,ioal case ia ilffeatment la oil. 011 ez,om ld&bt 
not haYe ocmarre4 had it aot been for the foreign ocap.m;,y'• ir!ffataent an4 

in that ffttllt oil nport earnillp houl.4 be oretUted. in their ontlftty to 

the balanae-ot-pqmenta contribution or the inveatment. 

9. Fraa the atandpoint ot pollc7, what mattera 1• not what hiatorica1q 

preoaded the toreip :tmrestaent, but what ibe next beat altematift w01ll4 baY• 

been. AnF operational aaaeHlilellt or the potential oontr.l.'w.tioa o~ tONip 

p:rlyate investment mwat atart troa an uamption about tbi alternatift. It a 

COUDVJ' wiahea to waluate the costs ancl benefi ta to be d811.Y84 t'1"0II setting 

up a plant. it lltlBt compare the plant to be eatabliahed witl. tbe t'ol101d.Dg 

potential alternatifta: 



(1) 

(it) 

.. 5 ,. 

ra1aing the ca~tal and otber reaoaroea c1 ■Ucally 

etting up an .uw~....u11m plant1 
ab,,oa 

ffOWUl8 wq aeeoea. hirlng engluen and aaague 

and buying the know-how tbmup a 11 1Dg unngeant1 

87 putial COllbillatiGII of (i) and (tt). isaolu41Dg 

Joint nntm.'91 with foreign ftma. wna.-.,,+- ooatzacta, 
etc.; 
1ap,rttng the finiahecl procl11ot4 

not oarry1ng out the irmtatant DOZ' ia,port1ng •• IIIClldUCI~. 

but doing wi thollt it tor tile U.. being. 

10 A olear tonmlaticm or the aliemati ia an eS1ten·tial ~lte 

to the proper appraiaal or the Yalu of foretp enterpr18e., The !aponant 

point for analy9l1 and pol107 la to f'1"ft oneaelt fraa 1 ologloal biaa aD4 

biatorloal pnceclent, and to exeroiae one•• 1118U.htional 1mapnat.1CJD 11J1GQ, tbe 

Yarioa al ternati-Yee aga1naf; whioh an;r oparational nt baa to be aa4e. 

llo Another 41fficult7 which arlaea 1n eaU.ting the total effeata of 

toretsn private investment on export pnaotian or 1apo.rl Ut'blg alatn to tbe 

illpliol t a881111Ption lla4e that the reaouroea eaplOJN in the pro~ wn 
pnTioualy eel, aa pointecl out abon 9 or bl • and alao ht 1:bq 

apre ent net addi tiona in that tbe7 do not replace naouroe■ ill other NOtan 

ot the eoonOJQ". Even where supply ia heely aYailable, deeand ~ be nob 

that preri.oualy employed reaouroea beOCll8 manployecl u a reaul t of torejp 

illVeatmant. 'Die new pt'Oduotion 11117 neither eam nor 8aYe foreip uobanp. 

but uy aillply diaplace other aouroea or aupply, whiab DOW beocaa U11911PlOJ84 

or under-eaployed. Rot only mwat then be no 111111 taticma ot apply: 

liaitatioaa 11Ut alao be abe nt)/ 

12. The above considerations su8'8'9at that the analyaia which rmaa in tana 
of capital :1ntlow (including retainecl profi ta) and JJl"C)fit outflow. OZ\14e .,,..... 

!/ There ie a turtber difficulty which nlatea to the aaauaption OGDOeft1D« 
,amaplOJ11811t. It any of the re ouroea eaployed 1n th pm"9ot an tabn 
•R1' troa activities which earn or Oft f'oreign ncbange 9 1· 1• te 
posaible that the foreign exohange oontrlbllttoa ay beOOM aeptln9 or 
at aq rate smaller. 

I 



it is, has stronger logical v lidity and operational use than the analysis 

based on "indirect" effects in cases where altarnative investment schemes are 

· availableo On the other hand. the ·analysis based on "indirect" erreots is 

more appropriate in cases where in the absence of foreign private fh'"mB, no 

investment for and production or a apecitic commodity would have taken placeo 

In the area of empirical studies on ·the effects of foreign private il:lvestment, 

it is essential to ;nake explicit asswnptions about the availabi ity of 

alternative schemas to foreign private investment, and the analysis may have 

to run in terms of a framework that lies somewhere in between the tvo extremes 

or the straisht capital flow analysis-and the approach that credits all 

indirect effects on exports and net imports to·roreign private investmento 

130 ·irrespective of the framework of analysis that is adopted 9 the 

contribution of foreign private investment.in relation to other alternatives 

tends to be reduced to the extent of any profit outfiows It is sometimes said 

that additional ne~ investment and the retention ot current profits in the host 

country can 'indefinitely offset or more than offset the return flow of profits 

and dividends on old capital and of capital repatriationo :But if the rate ot 
return on cumulative foreign capital (after local tax and depreciation have been 

deducted) exceeds the rate of growth of national income= a quite realistic 

assumption since the former is likely to be at least 10 per cent and the latter 

about 5 per cent= the rate of growth of foreign capital must be higher than 

that of national income. This implies\) assuming a constant ratio between 

capital and output for foreign and for domestic capital, that foreign capital 

ownership would grow at a faster rate than domestic capital and therefore an 

ever increasing proportion of the domestic capital stock would be o•ned by 

foreignerso This is particularly serious if, initially 9 little locally owned 

capital exists, as in many African countrieso Even if such alienation of the 

capital atook were politically acceptable (and it rarely is) 9 the process must 

come to an -end when nearly all capital is owned by foreigners. After that 9 

further postponement of repatriation and remittances will not be po&sible, 

unless the rats of return is brought into equality with the rate or growth of 

national incomeo 



14., Remittances abroad may also, sooner or later, grow taster than export 

earnings, since these are not likely to grow much raater than income o For a 

constant i~stment. base 11 remittances may be expected to be constant and 

therefore, with groving export eamings 11 may represent a shrinking proportion 

or such eamings. •t fixed-interest bearing capital mq be raised l call,­

and the growµig gearing ratio be reflected in a rieinJ proti t rate. In that 
case groring profits will be remitted on a constant inYestment stake., Growing 

remittances may also refieot growing investment in the past and may place a 

·growing tuture burden on the balance ... of-paymenta. 

15. For these reasons, priYate inYeatment may not llllke a sustained and 

subatantial ·net contribution to. the transfer ot toreign_exchange resources. 

To say this in no way implies that foreign inves1ment may not make a 

contribution to economic growth. 11umerous factors which accelerate growth lead 

to a deterioration of the .balance-of=peymcmtso It ia 0 tor example, quite 

possible that the worsened balance-of-payments position would occur at a higher 

level of foreign trade and real inCOlll9 than would have been attainable withoat 
the foreign _inYestment. 

16. · Bllt wen during the period mien a net . inflow of foreign ex9hange ia 

possible, because the rate of growth of foreign capital exceeda the rate of 

return on foreign capi al, less -developed countries are raced with a dil : 

either they permit or even encourage this growth or foreign capital, in which 

case they rill be faced with growing foreign ownership ot their capital stocko 

Or else they limit .this process of alienation, in which case a part or their 
export·earnings will be devoted to remitting profits and repatriating capital 0 

17 o There is a fear that the reaction or developing countries to this 

dilemma may be expropriation (vithout adequate co pensation) to prevent 

1-lienation 9 ·or restrictions on remittances abroad, to lighten the burden on 

the balancr.ot- paymenta. Any- such danger or expropriation or of restrictions 

on profit remittances adds to the political risks of foreign investment and 

raises the rate or retum. required by foreign companies as an inducement 

to invest. The fact that expropriations and interference with remittances 81"8 

in fact relativel y infrequent does not necessarily eliminate or reduce th 



subjectiTe fear 1n the mind■ ot .Aa&,,-tora. J3ut the blah ratea . ot profit 

requirecl sharpen the dile : alieutlOII ••ma balan ot-PQlllllta bellan .• 

The host gove...-Ul'-&&ta accuse the aompaalea or taking oat ot the tr,' aon . . 
than they pat in. Foreign enterprise accuaea the boat countries t creating 
poll tical risks that i ·e the Nquift4 ntea ot nturn. .'l'he b1gb pmft. ta, 

. . 
intended as an insurance againat nab. tend to bl'ln(r abaat ~ Yfff!¥ 

·consequences :that· the high profits seek to co pens&te tor. 'l'bia leads to d c1s 

tor even higher profits and the rio:lou spiral ia giftll another "'1.ato 

180 It 1a clear that ha1 pi.mi ooul4 be 4erlve4 tl'Cla •IIIIQfta tbat wa14 

reduce~~• ~•ka• lishten 'the baluce-ot-PQ1181lta ~• zecSVN the a 
profits l'equired 1,y· foreign ccapmie , anct clispel far and aupiof.on. Pdftte 
investment 1n uncertain condiUou t1 not a sero-aua . · and both inYeetor 
an4 host comtr., can gain troa ncb mtully agrae4 •aiaamament"0 

lfei tber the "crude" analpf.a, which nae 1n or·-.. innailllent 
. . 

versus protit outfiows 9 nor the "1n41reot" analyala, ab tab• into aC001111t 
. ' 

the effects on export earninga an4 illport aarinp, llab any allowance for the 

complex p0litioal efteota ot the J)ftllauea ·or toret,pa pr.f.vate ilmtatmeat upoa 
the economic policies conducted by- a host oountr.,. In a world 111 which it ia 

no longer the case, a it was 1n ill nineteenth oentm-,, that a hand.tul ot 
countries ccmfl'ont numerous buaillesa enterprises hilt where, illatea411 n rou 

countriet co~t a bandtul of oompan1 a, the n:peN11Saiorui ot tomign 

inveat.ment ~upon a host ?f poU.oiea puraue4 by the go-,8l'D:mant ot small 

countr., ~7 be considerably more important than the aboft anal.yaia, which 

assumes t~e•~ policies to be f'e ted,, would a~ t. The rann or noJ al 

that might b6 affected in this way iaoludea polieies vith nspeo't to taril'.ta, 
import 1 cenaing and other protective~•• exoll,mge tea, aonopoq 

legislation, tax policies and other matters. 

20. It baa been argued above that priyate foreign tnvea-~t cannot be 

expected to make a aubstantial oontr1but1on. over a eutained period or U... 
to filling the foreign exchange gap. ~t while the additions~ the Tol of 

total available foreign exchange uy ~ot be aubstantial, priYate investment 

provide capital in a pa.rticularJ.T produot1Te ton, ao that~• effioit11107 of the 
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INTRODUCrION D LU. FIND G.9 

The stud;y 
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the extent to hich the operations or these companies had encouraged t.lie 

growth or local ancillary 1nclUBtl'J", aa • 11 as number of other external 

effects ot f'oreign nterprise. Eltt conolud that these aspects or foreign 

investment re too lar: end co plex to be investi ted as part of a a dy 

predolli Uy oonce a th anoe of 'Da:1nue~ts err ta and that these issues 

voulcl have gone beyond the 0011.finea of th pn ent study. 

3o In iev of the complexity ot the proble:ua to be investigated, it was 

thought desirable for our initial tudies to deal with countries in trhioh we 

had tho best prospect ot the a ple 'testing of our odologr and procedures 

for collecting da.ta fr ti o J ca and Ke111& had th additional 

advantages ot having had a vide range of foreign manufacturing investment as 

T19ll as publishing good trade and national accounts statist~cs. 

Jamaica and K ot be taken typic of developing countries as 

a whole= no two countries could be ftl)Maentative of ao large and diverse a 

e • It is nee ear:, therefore to ..... J,.....,size that our findings 

for these two countries do not enable us to generalize with confidence as to 

the efteots ot foreign private inves nt in other cteyeloping countries. For 

that n ould require to study a substantial number of ditf' r0nt country 

experiencga and tovardo that end \10 have already begun to extend our atudi s 

and 81'8 currently examining the eituation in India and Iran. 

5.. In our resenroh s we havo been helped by many people and organizations? 

Our tlumlm are due to our in torviewere in the tima in our swnples, who 

patiently endured our qu tioning and frequently wnt to great lengths to 
provide ua with information that was not readily available. Our promise to 

thom that it would not ba possible to identity thee or their opsrating results 

in our report prevents wa from testifying to the gratitude we owe them b;y 

listing their nemeso 

6 0 We yare aoaiatad and advised by many government officials in Kenya and 

Jamaioo., Without their help we could never have obtained mu.ch of the data 

on which our atudiea .ere baaed.. The auatere conventions or their serrice 

once more prevent us fl'Olll naming th m individually. 



7. Finally, all the mambora of the teQJ'll are glad to be ablo to acknowledge 

the consumt encouragement and help or the Chairman or the Steering CO!l!!llittee 

of the project, Paul Straat9no 

General findinp 

80 In this study the o~ratione of twenv toreign=omied manufacturing time 

in Jruaaioo a,,,d nine 8ir1-f. l1r;:1:" fh"m.o i1-a Kenya 'f.lere 8Xo.c'"1mimld im. detail so ~a to 

trace the eff0cts of th&ir activities on the balance of payments and national 

income. In order to estimate the erreota or foroisn investment, it is neceaaary 

to compare what bas actue.lly happanad with what could be expected to happen if 

the foreign investment hs.d not taken placeo It lYa!l assu&ed that in the absence 

of the for0ign fim its domestic sales ffOUld be completely replaced by 

indigenous p~oducers or by imports of finished goods or by both@ The degree or 

local replacament assumad in the "most likely" alternative oituation varied 

for different fima~ th0 average parcentage roplacad locally being about 27 per 

cent of dogeatic ealos or 20 per cont of total sales in the case of the 

foreign~owad fims ia Jru;;aica and 24 ~r cant or domestic sales or 15 per cent 

of total sales for the foroi511 firms in Kenyeo The aGSW!l.ption of a low degree of 

loc&l replacement of the foreign firms~ domeatic sales reflects many factors, 

the mjox- one being th3 ne&x-eity of indigenow: entrepreneurs in these countries. 

In th casQ of exporto the aeoumed degree of local replacement wss substsntially 

lower for ~1e foreign firmaQ exports than for their domestic ealeso The 

explaMtion1:1 are that aiza of firm ia irilportant for successful exporting.._, 

and the local firm is 1:Ucely to ba smaller thau the toreig.n firm it parUy 

replaces= and also ru:J.Y local Nplacement firm would have to compete with the 

psrant foreign firm in third markiat!3o 

9o T"de second rn&jor 3esumption was that in moot inotanoes the indigenous 

firm would us~ much th~ same t~ci:miques of production and havo the aame ratio 

of' imported coats to aal~!l e.a th~ fo~iS!l firm it r.aplacedo We did explore 

tho scopa for usi~g diffoLaant te~hniqu0a ot production and rsplacing imported 

materials and componenh by locally produced onenv but in tha light of our 

investigations ve consid~Nd it :!l.'easonsble to aauume that in the induatrlea 



enmined in these two countries the iudigenous fi:rms vould operate in much 

ths asr,ao way as tha fim. they replacedo 

10" On theoe assum:lr.ions, ellloist all the fi1'm3 in our eaL1ples wre found 

to have su~~tial wid beneficial effects oa both the balance of payments 

wad the mationnl incoma of their host countriseg Thus, compa..T>Sd with wh&t 

'Ll c.onoid,,~ i to ibe 't: IJ;,ioat H1:tJy alt0:nt.at1~,s sitIDtiong tha J£:lWlican 

a~pl0 or l!'iz.oo oin n"t·@.~ag9 added Gach year tha equivalent or 13 per cent or 

th!l}ir saleJ-/ to t~s E>..nce of p&)'mGnts ud 50 per c~nt of their sales 

to the 001.W;,~-y"a incr()t:0 0 'l'fhile iu Kenya the correaponding figures ~ere 2 per 

~tini ancl 45 l)er cent 9 r..aapecrt:.h'elyo Ae we eN dealing with going coacems, 

~~ figw:-G3 i~lnted only to p.lll't of the lifo ap:m of the oompaniose Ov@~ the 

wh@le :u.vetll or the CjOfilprn1iea O tho git the average ef'fe~ts on llW.tio:nal inco:ae 

wou.ld raliID,m, about th:!il e:::.me, the ramual oont:dbution to the balance of 

~ant~ @ould oo axpa~ted on nvcrage to be oft e order of 10 per e;ent or 

ssJLes im. the ~t1e of tha J :aimm companiee ~ an.ta about 4 :psr cent of sales om 

ave~ for the ~ompnnies in Keeyae 

11. Theca ~m1l!.ta were baaed on .:!. numbsr of 12.as1.mptions as to what ffOUld 

havo }l-..opll@n d in tho abflanoo of the f'oroign fi about which there ~ be no 

Cl9li:'~inty., But j t appna,:,..:id that the average effoc::its or our sample of foreign 

r1mJ/ on the tJ,nla."'Aca of r~~ntra, thou(sh not on the nationnl il'lcOMa, or 

Keeya and Jamaica wr{! fairly insenaitiva to large 1:;hangias iin the aoau:med 

dag1~® of 119,cnl Ji'.',-1placi:;..ra1;. t. Th ore lii · re tw f or~~s at work pulling in 

oppoai t9 diriaot"' r,, 3 o 'l'ir. gr.i~ tar tho degree of poitential local replncsment 

J/ In p~i~~~plo~ au' i1 many ~t.er cotm.trieog other institutio~~l forma 
inclu.rUrr; joint ; tures 9 fo:r mtampl~ 9 ara reagonable alterru1..tiveor but 
:i.n Jrunai:ca and lfo ._ « an~...,-~Jili8'.i'l.te of t!'lis sori u..N veey r:arso For 
mrm'ld'actu._ting fil."IW ~g a ~hole in th United Kingdom, ohe ye~r 0s snle~ 
in GON or l~~~ equivalent to the v~lu0 of net soaets employ0d~ If ~is 
relatiG,u?hip holc1a 1 ugh1.y fc-x- Jtimai~.a and Kenys. 0 then all t..?te figure.J in 
the tG:itt o;:eprea!.i,;;.1. aa par.::•ui•t·•_g,~s of 0t,,,lee may be directly ,1 ~'tho\J8h very 
eppro:di"(ately~ tl"u.nalate<i into percant:agea of net assets. 

?l Though not the effects of indirtdual companies. 



th le e the tmpo t ccNing of the fo ign firm; but on the other hand 11 the 

-at~r the ot put of the loc 1 fim t e hi er ito imports of capiti.l 

equi .1en-'l- g other th.ingo being e ual" Ino!t'eaaim de @ o asSWi! d l(l)cal 

replac e11t do~a ~ ho'lls .sar, subst ially reduce tl effects o toreian 

inve went on the national income o:l the recip:flent c mitries, though the 

e a ts oti l :>.: ~in favour ble The 0~ l"E.{;8 ramu, on tha balance or 
payments ~- th -i,:; i,:1digenous firms had a __ ratio of i .. ried 

current <:oe s to aalae~ no aqool 'fl:o, but one=thi:!i.'d l~ er thlm the f'orei 

fims they rsp11:acsdg but the ovelL"&l ffe~ts rema. n favourable., 

12., Tho' the a-ve::t>age af'f c~ on n tional incoea ueN reduced tr✓ thsee 

c~s in aaaumptiona, th_ rru'lkimg of 1ndiv1.d 1 companio.a ".as litdQl altered .. 

The r12rudn.g of co~panio , b;y tl eix- etfe@to on th-, balance cf ~en te vas also 

fairly iuaen itiva to t:ie l.':bmlgca in a o, ptiong" Thi~• st2biH.ty of r.ankin 

makes the c ic~ of f oli:-'Si 1 com·"3nies by de'welopiirng co\liitriee easier 9 ab.ce 

a comp that ppear~ to hav rel&~iv ly favourable af e~ta on ~ne aet of 

as um:pUo sis al o lik ly to ec:orc wall on other plausible eta of assW!lptioneo 

13,, It f,e n""rally accepted that political and eoonomic atabilityg riei. 

incoms3 d ,u-pr.mding m-urkets arll nuce~sary- fo:rt' atir.aotill!g foreign iJ11vea13ento 

All t..'-le e Je1;udoo and Kenya h1.ave., Thay b ve oreoverg ai:dy well=dn~lo d 

f'in~cia" G~to~, good int-9r"'1al t~rwr;ort aid ··miooi:fone systems, 

attraci.;ive ,.,1~ i.t o .. ti ho ·p -,.ab:G g()'!J~n; .s-11ts~ hich _in Jranaica a ~ae oft'era 

tax holiday: o.: 10 t 1:; year.; 1!..J u~ll as v :dous ot 10r illi,centivoe. t th"ae 

are r cto:ra th·., _er..1\t !'o!'e:tgn inv a 0\nant r~thsr than draw ito E~olilo io th ory 
is till it'ai. e·· v..,gu, et '>~1t t:' at i 'luc-a firrns to gro.r, ci t.he'.11' lt5lca1ly- or 

intemationrally It is not cieek t .:- at e..-:tent :ll.t :to the prosp.3ot of higher 

rofi t• i il the . o ~ .i.:1W '>r r~ •th :ir tho dcmrumt motive ia fio protec·t erlet:l.lftg 

rofii;s from enoruachir..., c .. JDp"'titor- , Th9 :lrapresdon wia obtained fi~ our 

int iG s im. ';., ti1 J '"'o.ica an· K :.'l.,, , ,s ~ha~ the jor inccntivi for foreigx1 

fi a to n v st in t sc.. co· n .. ri,:;D aa ths tlu.•1i::at of exolmicn from the ket 

by J .,c ~ in pnrticulii,r,, has undarti'ken a1 p:ro~cl or 

industrl· li:r.sUon and 'i:o e.._courage ,ocs.1 msnufactureg offers proteot.ion 

~o pa i~~ i por ~g and in cae s wfi~~.oe o~e firm orm m0et th- entire lo l d rqnd 



I 

i'S 
eaured · 04 opolis · r: position i 1 the carke o Ev n h re a n ber of fims 

lie naed to tha a~ prcduot, on vhera imper"" are ru.log-ed 

rt r ing oLargod e p:..o 

broad io obvious' y c , a dis cl antagia h n ct.?Iipeti::,..g vi th lo lly oed firms.., 

This appli s par~~cuJ ~ly to nsumer and intel."llllad ate goods that are ralati 3 1 

easy to manuf: c:tt,uoo s •,i-;:1 as c ometica ~ ph:u-IDace tfoalo ~ cigaret'tLo r 

c ·,' ine o~ ,1 · cated ite~a , ,e hoi1wy ma · ery , d sop'r!etfo ,b d !>r 

electron'c equ...ip; nt c rly J umot bo made u.t tb.i, ctG&-e of Jemaica's 

d volopl\Cn:'.; and 11 · inue o be .; rte • 

. 4o In both K:Ount:d.es 9 for those goode vhioh C.C'lll t asibly b3 oon\\f'actured 

or aesembr_d d<Y tically th3X on firm 1'hich have aold to 

Jamaica or KenyH r om n~1I-oad t et up mnnuta.cturim.g .. ea ithin th e 

co· trl or fa· ths riek o losi tho In large part, 

the:r.· fo ~ the irwestm,..nts aro •defen!:liv O 11 ru.thoush uith th prospe · of 

captmd.""'lg the rk. t.,, of rival o rt rn t:ho ~d kopt a Q thoy could aleo be 

Tho (!}:dot nc of ~h Eaat Africa.a on 

i=..i, ..... .,.t and tl o pro 'f· ~ts for the Ca·•ib 9c,n 'l'Ta Ar ( Carif ) ha: e 

, nhan d th t":.ro tions o invo c~d Jan:sioo 9 i!(}ih 'by hre t~ning 

the " 

the 

of arge= ark 1. to th t o who ~o not mtt up planta ~ and~ through 

ae o i~s Kot~ :~mi , g au e o~omica1 scale or 
th • ar 'n fa·• ourad p-0a1. tiona rolativ o th 

the c untri in r n 1anbo .·ood :ius i.;; th cu.> Nlt?.t!.v ly 1,rge~ with 

good i · ro.s tur ~ a-tab a pol ·:J.ool ditit ;.a and a ro n ively ad~~anoed 

manufe. turi 

15. Our 

:ropor Y that 

oat m1tri 

th c fully sndors g tha viov ezprcseod in the Reddawny 

ni; a ~ d by U ~K. :r :t."118 l:'aa o d fend their poa tio in 

al'ld 11 t. . not i veatG s other nn~Brit~ah fim would 

o-t , E =--"""= ;;.;;..;;_,_,;;.:,;,.:..-_;,;=~~ ff-=-1!~ 
Rep ·:t: t~ 11 or 
o ioru:il r 2 a 15" 1967 and <)68. 
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goye1'1DD81l in d.enlophg oouatrlea to enroiae 4i cnalnaticm an4 reatraint 
ill attempting to at •nt. 

28. 

atteot the t eocm~ at o 
of. 4ffeloptng countriea to at 

tee to mlllltal OODbol 

18D luainn••• an ao acaplez 4 

t 1 t la polaU ... tor pnl'DIIIDta 

...,,_._ .. ..__1on ot all 1bt 

aot1v1 U a of the fOJ."eip t'h,a. It t gowrmt atte.pta to 4o ao, 

_ the main oonaequ-.c rill le to e foMip enterpd.N hall operating 

ettioiently ra r to i Un« ep!net · boat oountr;r•• 
in~ata. gov,~!Qllt• ob ti u.U.taotarilT obi--4 

07.oonoentrating.oantzol a n atra ar1,aa ~ tbe 

handling ot aore atnor att.en ao that th om be dealt 111'11 on a roaUne 

baaia. Different· c triea will hue 41ttereat new •• to ·llhlcb upecta of 

the aotivlUe of toreip.-a;,i11e4 ti1'118 are ot or etrat o iaportance, b\lt 

110at govermzenta of loping a tries WOl1ld pmbably wi b, aong cn.r 
mt ra., . to be conoem w1 th ( ) CC11118111.Y prices and t.be lnal ot JIL"Otfftion 

to enaure that pncu wl thin the boat ooan'b.7 an not 11Dl"eaaonabq higher Ulan 

world pr1 a; (b) •.1or decl■iona on npmaim, location an4 ohan&'ee in IOC)da . . . 
~• (o} 1n r·--oa~~ 'tli.maaotlona, ~d (4) th• extent ot looal 

borrowing, local aalea of uity a the repatriation of capital. 



CHAPTER II 

The RackBr ound to _Privat e Fopeign I nvestment i n J amaica 

I. Int~oduction -------

?.q Jamai ca ·is the larsest i sland in t he Commam,eal th Caribbean, comprising 

an ar ea of 4.4 t housand s quare miles and containing about 2 mil lion people . 

rt achieved. independence in A~gust 1962 and in 1963 l aunched a 'Five-Year 

I r;.a.epenc.e::1ce Ple.n ' as i ts fi r st step i n a long term development p:::-ogr ar.Ee . 

Thi s Y,a ::; mi ins tance of .in<;licative r ath er t han dir e ct planJ;.ir.g, the ma,jor 

of:Z' ort beins left to the pr ivate sect or •.. It more than achi eved its target ' 

of a 5% r eal gr owth per annum in GNP .and .t he indications at pre s ent suggest 

·c:1('i:~ -::;i-.e countr::l' s cre d.i t able economic pflrformance will be eontinued for 

s o~o years to come . 

SO ~- J amaica i s a pro sperous c ountry r elative to under developed cou.Y1tr ies 

in g~meral; i n 1968 its per .capita inco~~ of .£206 . (U.S. t, 4%-) was s omel.'1hp.t 

higher than t he a"{erage pel:' capita inco.me. for .,. Caribbean and Central America . . . . '.. .. . . ... . 

a.Ylc. considor ?,bly. hi9her than that for , the. upderdeve loped world as a · whole. 

Though . J au:ai_9a i s s mall an~, .~tke most other le$S de~EJlop~d countries , 

suffer s fro m an_ inequitable income distribut ion; a l agging .agrim1l,tural. 

sector, . a _high rate of popula,tion gro w.th ap.d consi 9-er abl~,,1JnO IIIJ;> loymen t ., i t 
. ,- ,. ' . . 

also'_-~njoy~ ~any adyantages ~51icl). ma~~ .its pr<:>~pects r ayheJ:'. .. _brighter than 
- . · . . · '- . _; . . . . . . . . . . . , . . . . . . ' ' . . 

t hose of most otµer poor and small countries. 
. . • . . • ' • I • ' ; . . - . •· .• • 

Thus, Jamaica pos sesses , 
. . . 

some of t he l a rgest bawd te deposits in the world; a highly succe ssf ul 

tourist . indust ry., proximity to very rich markets., a well-developed 
; .. ·- . . . 

e cuca~ional system, a compet~nt and stable gove~nmen t and an advanced 

institutional framework~ 

n I t is not within the scope of this study to discuos the economy of 

J amaica i n a."1y de tail. We have, however, thought it useful to give some 

i dea of its structure, the place of manufacturing within the eco~omy, t he 

importonco of f oreign investment, and the state of t he balance of' paymants . 

, 

'3,2 i-4.... The J amaican economy has traditionally been dominated by two agricultural 

product s, sugar and bananas. . Until some 15 years ae;o, agriculture provid0c°l 



~ ,~ 
II~2 -

bo-t.1 the largest sector.:tl contribution to GDP and the bulJc of the j_::;lo.nd.1 s 

With the growth of other s.~ctors, the share of agricul tu.re has 

dccli:1cd. stco.d.ily, o....'1d its contribution to GDP at facfor cost has fallen from 

3~~ in 195o·to 12;; in 1960 o.nd to 10/o in 1968 , while its shnre ··of export s 

In part this ha.s been c ooscd 

by the :3low ~nwrth of agricultural production itself and the peculiarities of 
_, 

t:1e_ suco.r m::.rket , but it also reflects the rapid growth of other sectors such 

a.:'. m.:..>1uf3.ctu:c-ing , mining, tourism and government se~viceso 

33 -~ }.'~ar..u:f'o.ct'.U'i..'1g is now the lorgost single sector i..Yl. terms. of its _ cor..tribution 

to GTI? It fo.nce 1963 , ho,:ever, it has barely· kept_ pace with the growth of , .. 
. ' .. ' _:.·. 

totcl proc3uct, ond f.Jr the past four years its share has been stcili1e at about 
. . . . .. •· 

1 _5,%. The next largo st sect~r, distribution, has steac1ily :':-eclined ~n its 

of a ten-year cycleo Table II.1 shows the distribution of G:i:P at factor cost . ~ . ' ~: 

I 

~- :i'II:i.ning and refining have increased. their share of GDP only sli&htly; 
, ' . ·.. . .. ,.... .... ... . ·: : : . :_: _, · .:: - ,. .. _; .:;,. ::~ ~ .• 

sucyrisin2;ly enough (or ,I-.~r~aps not so surprisingly) the only steady m1d 
. . . . . ·.:· '. '~ .. , ··., . ·. ..· i .: : ~ ·~· . . . . 

no·~icea½lc i ncrease hn.s been recorded by public administration. . .,. . . 
, j , , , ' • • I'. I ~' "\' ,. \ . •. ~ :.,, • , i, f 

GDP at current pricE:s has grown _b;y: 87.1,% fro_m 1 ~59 to 1968; f!l"O s_s national 
. . . , ... 

pro duct (@IP) .. at current prices" has gro~ by 88. 2% over · the same period. . .At. 
. . .. . : ( . ~ .. ; .. . . . . ' , 

co:,s";a.--it prices GNP ·has grown at a compound rat.~ of . 3. ::1(per annum over the .. 
• • • ' • .,_ :: • ::· . , • j ...... ;· >:: : . . . -· . . .. . - ' . . . ~. :_ . . ' '. .. .. .. .. ',_:· .. ·. t • ' •. --

past.~.;~ ye3rs , tbe increase per capita being .1 . 2}i l)er _annum dur_ing thi.s . 

period. The growth of the economy has not been steadr: the rate of increas~ 

was fastest in 1963-65, with a considerable slowin& up in 1965-96 . and a 
gra.duo.l. increase since. 

3(, ,i '.::ie co::1tribution of tho various sect~rs to capital fonnation follows a 

rc:tter different :pattern from their c~ntributions to GDP ( s_ee Tcblc II. 2) .n,nd 

it is o-:: interest to compnre their importance by this measure., 

3 f ~- ':':1e r.::o~t strikinG point about T:ablell:,2 is that it gives a verJ dii'ferent 
. . . , . 

picture of' tho mru-iufl'.ctur:i.ng ond mining sectors from TD.blcE,.1. Thus, the 
·•. . 

rr,,;lc/ci vc contribution of monu·facturing to cnpi tol fonao.ti·on hn.s declined from 
. . ... , . • .. 

1 cJ, in 1961 to 1 ~ in 1967, while that of mining h.::ts shot up in n. rather erratic 

fushion from 3% to 28% ove.;.· the same peri~a·. ·. · A¢c~lt~rc has f~len i~ ., 
. . •. . . . - ... . . .. ·,· ., .. .. ' . 

im.J;x,rt::J.ncc in both tobie•s/ while ' the · other ' ~ector·s show' slightly _divergent ,. 
··: . . .... ' . 
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TABLE II . 1 . 

J['J11cic8.~ Pcrcenta~c Distribution of GDP e.t Factor Cost 

.... .... 1959' :"·: 1961. 1963 .1965 1967 1968 . .... , 

,.., '1• ... .. , 

A,'.3ricul tur o·, J.'o r cstr<J, ; ' 
.. ........ 

13~4· F.i.::;1-ting .. _ . ' · 13 3 12.0· 11.6 11.4 10 o2 ,.,.,_ . .... , . . . . ... , _ , . ,. ~ .. ,. .... ,. ___ _._, ___ ,_ .. -
· liininG c..-11:l Refining 8. 2 9. 6 8.,9 9,.7 9.6 9.8 
. , . 
Lmii_,;_f. xtu2·ing 13 .8 14.2 

I 
15.·4 15.0 .. ·14,. 9 · 15 . 1 

i·, 

Construction. 12. 1 11.2 10.2 10. 7 10.8 12.4 

TJ.cctricity, Gas, \'later 1.0 1.2 . 1.2 1_, 4 1n4 1. 4 
1 

Tx•:1n S::?O rt o.:id 
Coi'"'-:-.u.'1.ic .::i.tion 7.7 8.0 7.4 7.4 7,,4 7,,4 

.. 
Di. stribt:.tion 17.7 16.5 · 15.0. 14.4 13o9 .13. 7 

Fin2.r.cial Institutions · .. 4.0 ,. , .. ·--- 4.4 ... ... 3. 7 4.4 4,6 4. 5 

Dwellings 3o 1 3.2 3.3_ 3.5 · 3o3 3.1 • 
. ' " I 

-Public .Administration 6.o ... 6,.5 _ ... . . 7.3 7. 5 .8.9 9.1 
··· "' ,, ·:. ... ·1.,,: 

}5.scelloncous·· · 13.1 13.2 14o2 14. 4 13.8 13.2 

'l'otD.l. · 100 · · 100 100 100 ·100 100 
. .._ "• l, 

T :;t Q.J. GDP in J.fm 
' .... 

(Curr ent Prices) 198.3 230.8 255.8 297.1 340.9 371.7 

S0~2-I~: National I ncome and Product (Preliminary Estimates, 1968), 

Department of Statistics, Govenunent of Ja.11aica. 
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T..''.BLE II. 2 
D 1~+;, 6u \-; Ow') · · 

Jc.mm.en: Percent .'.lge ~ibutj,.ea of ~e 
Fixed Caoit l'J_ Formntion b'::;j S'e.lec+e.d Seclo✓S 

, .......... . 

1v:c:.>1ufacturing 

E.ini.n0 81d Refining 

EJ..oct:::-ici ty_. Gas, Water 

T::·E'..YJ..sport and Cor:imunication 

Ccnstruction and: Irista.ll1tion 

Other 

Total . 

Totcl Fixed Ct:tpital Fonnntion 
(J£ militon ~~ ~urrent prices) 

. . ' 

1959 . 

17.0 

·12 2 • I; 

3.4 

· 3.9 

· 12.6 

·4.5 

46.4 .. ,· ... : ........ ..... 

100 

.. 
1'961 

18.3 

11 .• 3 . 
2.7 

4.6 
" 

.... 
12.0 ..... ·: 

4.5 

46.6 .. ... . .. . . 

1ctf .. ··-· 

19"63 .. . '•1'965 1966 1967 
( ef:t::_m::tt e) ____ , .. _ 

11.1 12.4 11.9 1'1 o9 

9.2 9o4 8.9 6.,3 

23.0 9.1 1~ .• 4 28.o 

1.8 1. 7 2.3 600 

11.0 13~6." ~- .1•1:~9 7.,6 
. . . . · . . . 

4.6 7o4 7.0 6.o 

. 39-3 46.4 ..... , . 43~·6·•-"" "" 34;2 · 

. ~. .. -· ...... . 
100 100 100 100 : 

62.1: • • • I 73. 0 

• y •• 

. I ' .... 

. ' 
Source: . National Income and Product . (PJ:;~liminary. ~sti.."llo.tes' 1968} 

•·· ~ .. ·~- . ' ' 

Department of. Statistics, Government of ·Je.maici • 
. . 

· • . ' )" -~. ; . ·-. _; .. , ·' .. .. ' .. ' .. ... ' 
.... . .. .... 

. ·... . .). .·. 
·•. \ . -~ 

:· : _I •• ;·, 
.• . ., 

,· 
r 



terms of the t.wo me,:~1urcs . 

:.;~ i::w.Jst:.:e:Yt in b ~xi te - alur::ina in 1963 and in 1966-67 result from the 

;:sc,.;tir . .; up at r 2..thor :lu;:;;py' facilitie.s for alumina refining; this 

· ~ 1,ve r.; i-.:'· -..)."_-;.; ·;: ;:,s, mostly financed by inflows from :-.. broad c.nc1 is responsible 

... c '.:.' ·c; ~,._.. e.ccoleraticn . in private ca.pi tal inflows during 1966.:..68 (see 

'r2.blG II .5). '!:ho indications at pr0sent are -that inflows by the bauxite 

co:-;,r:e~~es have b0on r:1aintuin0d in 1968 and 1969, though the results 

i:'l ter;2.s o: ... output. are not iminediat.oly apparent because or" the l engthy 

f8station pariod of t he investment. 

'.;_'he 0xtont o-: capital formation in tourism is not shown separately ir.·. 

fr. <-: b.bla on sectoral contributions. The following table (l'aole II.3) gives 

fj_g.__u·es for capital f~rmation by type of capital good, and shO'.'T S the 

12.n-od : .rsportanoo of construction and building, ....-hidh includes the bulk 

,y:~ t::n;.:cist investment, in the total. Investment in non-residential buildi:1g 

ir.. :_oal"ticular has grown by about 127/4 e:.uring 1963-67, and construction as 

a ·.-1hole he.s a ccounted for 65% of the increase in capital formaticn· in this 
I 

intoroat t 11 "' 0 that xp ndi t urc n in ustrfo.l rnachin "ry 

~,:-.d. 0qt.:.ip::-.c nt virtually stagnated during 1959-67,' its Gharc of total 

cr.pi·t-.:cl for:,·.::i.tion f c.lling from 18.1;)'; in 1959 to 12.2% in 1965, though 

rccovori::1G siightly to 12.8% in 1967. Purchases of 'other ' machinery and 

oquip:-n,mt, chiefly for the bmL-xi tc-alumina complex, have on the other 

hal1d. h1creased by about £10 million over the period, thou.sh their share 

of the total has only risen fror.i 21.8% to 22.8%. 

/.s mentioned f..i.bovo, the bulk: of tho investr.icnt in the bawci tc­

nlu::;1ir.l~ s ector hc.t s b oon financod by inflows from nbro ad ( mainly the U.S. 

Tl~o bauxi to compnnie:1 arc nll entirely 1'orcien owned, nnd · 

r o.i:Jo .'.llmost no capi tul in J'amn.ica.. A substantial portion of tho 

i~vcstr.1ont in tourism is also financod by inflows from abroad, ab.d·, t;hilo ... 

cx-:i.ct figures for ·fais aro not o.vailablo, a t o. rouch osti.m::i.to tho :f'oroien 

.stako in hotel ownership is betwoon 50 and 65% of tho total. 

capi t::i.l is also flowins into holiday housing, which has booomo oxtl'omoly 



TlJ3LE I I . 3 • 

.T .r: .. :..-i.c::.: ?ixc-'1 C[tpi t1-,l Po:rm;:,t;_on 12,v ~vne of Q.~itnl Good 

(in J£ million, current prices) 

1959 1961 1963 1965 1967 
{Erov} 

I L,'.<',d :Jev elOJ2!'1ent arid 
Build.ii, r,: s 22.9 23.9 20.7 30o5 46.6 

of ':rhich, Non-residential 
buildings 10.4 10.9 _9.!3 .1.s.J± 21 .1 

II tCa2 1E--nerv a.r,d Eoui]JT!lent 19.1 20.8 21.6 25 .. 5 33.5 
of wl:1ich, Industrial 8.2 · ~ §_~ /.3_€ jj~ 

~~ri nul tural 1.0 . 1. 0 _ _k.Q J..~~ 2n9 --·-
Other (largely 
alur...ina 1 refining) 9.9 12!.l .1b.2 -1.bJ 190...§. 

III Other 3.4 4.3 3.4 6.o 600 

TOT.KL 45.4 48.9 
.. 

45~8 6201 86.1 

Source: National Income and Product• (Preliminary estimates 1968), 

Department of ~tatistics, Government of Jamaica. 
'· .... , .. , . 

. . . : •, 



. . 

£(2.7: '.I'hc industry group which us ed to attract the largest · infows of 

10:::-2iu:. c.:.:.:-, .itul_, GUGD.r plnnto:cions o.ncl refineries, has ceased to draw 

s::..:;,ificc..,t :::.1:-:ou.nt s of money, ci thcr from Jamaica or from abroad~ With 

);', 

;' t _' 
' . 

Conse que.-.f 
bad wee.th.er, rising costs an growing uncompetitiveness 

r::: -- -- , de.r..J ,.,,e-s;. 

O<..<pied \Nlfl-.. I 
in world markets, pcu s Is: \-e-v--. t 

-L-;,J:::..T-~cn.'1 sugar producers h ave suffered l ,arge £-al.J;s in profits., with net 
bo.d weo.the✓.i 

inve i,tm1.0.d; in this sector being very low or negative in . recent y ears. 

'l'hers is a possibiU:cy)· however, that · iri the ·near· future the producers will 
, poss ',lole 

be cilo'!lcc. to mechanise production· more . . r 9p;i.~y thm,i. has been ~ in 

~l: ·.:: 1ns~; ·: jf so, fairly ln.rge inflows may take place to finance it .. 

l/-':3 ~ 'l'hcre has hse~1 a s teady if' not spectacular inflov1 of foreign investment · 

l.i.1to manufn.cturing in . the past decade. llS with tourism, no figures arc 

av::li.lable about the exact proportion of maxrufacturing industry ovmed or 

cont2·0li.ed by for E;!ign finns, and it is difficult even to hazard a guess 

for so di verse a: sector. ftost of the intennediate ~o~cls in~stries are 

forE;ign ovmed With the exception of c ement, and foreign i nvestment plays an 

inporta.'1t role in the newer consumer goods industries. .As is to ·be expected, 

most of the technologically advanced industries are wholly 0VJ11ed or controlled 

by foreign :firms., whil.e Jarnai.c~s predominate in .the smaller and more 

traditional industries. · · The manufacturing sector is discussed in ~eate.r 

detcil below. 

i..s a consequence of the massive inflows of capital into mining., tourism 

and manufc.cturing, J emro.co. has been able to sustain what is for an under-

"' 
developed country a remarkably high ratio of investment to national product 

( see Table II.4). 

>< 

The really large investments in relation to GNP took place in 1967-68., 

though high investment-income ratios were also recorded in some earlier yea:rs. 

The part played by private foreign investment is illustrated in Table II.5 

v.hlch shows that in 1967 over 4:fo of gross domestic investment was financed 

by identified private capital inflows. 

ll-fo ~ The percentage of identified. private inflows in totn.l. investment fell 

sharply in 1968., but this ma.,y ha\'.'e been due to the fact that unidentifioo. 

that yea:r were very large and with better identification most of 

thE::se flov,s may be c lassified as private capital inflows. If the entire 

. ... 
• • I 

I• 

' ' I 
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TJ.3LE ·11.4-

Jc.r:~::icc.: Gro'ss Domestic Invcstm~nt and Gross National 
Prodl:.ct ( C'..t current prices) 

~9GO 1961 1962 1963 1964 1965 1966 

C'--P (;..., " - .... _ ....... v,..J 

~;, l.; ) . . . 227 .3 · 24-2.·7 ,· ·. 253. 5 270.1 294.5 318.7 339.2 , .• _.J. _0:1 

GI (;,--, I:' 
_.__... ~-..J 

::--.illion) 51 .9 53.0 52.0 49.8 00.4 , 64.5 75.8 

GDI as% of 
G:\? . ·_· 23 22 21 19 21 20 22 

TiIBLE II.5 

Jamaic a : Identified Private Capital Inflows and Net 
Investment Income 1962-68 

Ia.ontif:i.ed Private 
C20i __ t~ __ (.:frn) 5. 7 9.5 

IPC as % of GNP 2.3 . 3,5 . . '. 
IPC as % of Gross 
Domes"c.ic Investment •"11.0 19.1 

Net Investment ·rilcot!le l . · 

(.£z)_paid_c?-bro_ad (:=1_) _,:-12.6 -.13.2 

1964 

1 .• 6 

, .. 0.5· 

2.6 

-14.3 

1965 1966. 1967 

•!, 5.1 23 •. 1 . 4001 -. 

.1.6 . --.. 6.8 ,. 11.t, · 

7.9 30.5 45.4-

-1_5.3 -1_6.8 ·. - ""."18o0 

1967 

362.4 

88,..3 

1968 

31.1 

.. 7.9 

26.9 

-19. 7 -

(a) Includes interest. on public debt, insurance company transfers, remitted 
pro.fit·s hnd·u.ndistribi.{ted profits o·f foreign companies. 

1968 

395.7 

11508 

29 

1967 and 1968. The Central Planning Unit, 

•' • .. · .,· ... 

. . . 'I-•• , . . . : ·. ~. , .. 
. .... , . ·, 

. . 

•, .. .. 
Government of Jemai.ca. 

r· 

\I 



, . . ,. 

t:._'1. c..-:i:d;ifi ed inflovr of £ 19.:.L~ mill ion were private cnpital, the totn.l for thn 

lc.t-i:;cr fo r ~ 968 would. b ecome £50. 5 rnillion, and it Vlould account for J+J.+.% of 

tot.:-.1 do:ncst ic i nv estr:icnt . 

L/-r A Finclly, a bri ef mention must be made of enployment. 

c·:-.3?loys t he lm-eest number of people af all the sectors · (ahout=-63::.±:na:usood :i,::rr 

~ J; W.'.lges ~ cl enrninGs are, w:i. th the exception of _full-tjme plantation 

v:orlcers , very rr.uch lower then in other sectors. Manufacturing come~ next 

vri th 43 Jcl-;.ousand, followed by about 15 thousand in tourism., The service 

i ndustri es. c.nd construction . are large empl?yers, but the bawd. te-alumina complex: 

off ers v ery little employment relative to its size and importanne (about 5 

thousc.no.). W2,ges and salaries for all grades of labour in this complex are 
. ' 

f~ higher thru1 in other sectors of the economy. Manufacturing wages are 

approx:i.r.lat ely e qual to t ,he · average for the economy, ·but within the manufacturing 
. . 

sector, industries such as beverages, petroleum and printing pay re2.atively. . 

high wages, while textiles, footwear and rubber products pay relatively low 

wages~ 

LJ-i '§-& J n..11aica faces a serious and growing unemploymen·t problem, part.icularly 

in urbM area.so .. 'ibout 15-25% of· the labour fore~ is unemployed., and vii.th · · 

a high : rate of population growth and restrictions ◊-~ emigration of. unskilled 

l .::i.bour the situation is getting steadily worseo ·coupled with th:i:s is a brain '. ;. -•· 

' '. . 

drain ·o:r,. propor_tions large enough . to cause ·serious shortages of skilled people; .·'. 

pcs:-t:i..cuJ.arly in manufo.cturing and the service industries. 

III. The }.fo.nufo.cturing Sector in Jmna:i.ca 
' . . . . . : e.r ro+: c..o, l( y 

The manufacturing s_ector has grown ~atliccl.1'.y over the past decade . at . . . .. . . . ~. 

the average rat e of 5.7/o per annum at constant prices. Its development has 

~ 

followed the stnndard pattern of a decline in .. the importance of food processing 

.o.nd the more traditional industries such as furniture and footweru:-, .occompanicd 

by a ' ri sc in the importance of. 'modern• industries. with complex ' technologies 

' 

lik e cher!icals, cenent Dnd rdetal .. products. Food products (:i..nclu~g.su gar., 

nrrn l:Yl.d othe r beverages) ure still very large, nnd account for about 40% of 

total manufacturing output; the 'modern• industries contribute less than 30ft 

( ::1ee Tible II. 6). 

S,O ~ Manufacturing has not yot reached an ad.vcmced stage in J e.maica, nnd is 

, .,; 
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T.iiSLE II. 6 .. ·•·, 

T.J) Structure of Ml:':rmf2..cturinr; Industry i n Jernmca 

( perc eri. to.ges) 

_J_9S9 1961 ·1963 1~65 1967 1~-~~ 

Fooc. ( exclud:ing sugnr) 23o2 ·· 20. 0 .. 19.9 21 . 2 21 .4 20 .. 1 

Sug~ c.r1d ru.rn 18.1 20.8 . l , 21 ·.3 . 14·. 6" 10., 7 10.7 

iUcoholic end other 
.• 

beverages 6~ 7 7.8 ., . 8.0 8.4 805. 882 , , 

To"b2..cco .'.)..11.G. products 3.7 4.0 _5.5 5.0 5.0 4.3 .· 
•. ; .. 

m , . ""' l.CX-C::..Les and products 604 6.5 ., . 7~2 7,.8, 7.1 6. 9 . 
-~- . , .. ~ ... ·, .. .. . •, . 

Footwear 2.0 1. 9 t.6 1.6 1.9 · 1.8 -: , . , .... . \ .. : ~ --~. . , . 

Wood 211d products 3. 0 2.7 2.4 .. .. 2.,5 !.2.5 . ~-5 .. ·, ·· - •·. ·. ~ .. j ·-; .' ' . ,:.. . _.;•• .. . .. 

}"\,.rni ture 5.0 4.8 4.2 4.1 4.0 4-.1 .. 
. ,·,· \ . - . ,• .. . 

P:-inting, publishing etc . 5.7 6.1 6. 1 6.6 
~ ,. :, :- . . :· 80-0 . ' 7 •. 7 .. .. ... > : :·r .. .' : ; ,:· _, .. ·• ·: · ' 

Lea:cner end produc ts o.6 0.!5_ . . 0.5 . . ~ Q_.5 . . 0.5 . 0.5 

Cher,1iccls 4.6 4. 6 4. 4 5. 1 6.4 6.8 

Ce:nent and cley 7.5 .7.0 6.2 . 7. 7 7.6. · 8.6 .. 
. • : • '",'. • 1 · · ) .. . 

lletal products .. , 
'• . .1.1~.3 11.3 

. . ;.-:;· 
10.5 12.6 13.8 . 13_.2 _. 

~ 

Misc ella..11.cous ' 2.3 2.0 2.2 2. 3 2.8 4. 7 . .. 

TO'r/L 100· 100 100 100 .. 100 106 : \ 

/ value. ~dded 
. 
IV') 

Tot~Monufacturing 
Output (£ million at · 

·:44.6 56·~2 current prices) 27.3 32.,7 '39.4· . . . 50.,8 

-~ . .. ,• 

.. . 
-.-. . 

~ 'i • .. . -, 

.. !". ,, 
. .... 

,. 

,, ·• 
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' ~ 2LJ-

- .;f-:r ., 1l· ·-

.=;::.v'.',i.n0 ::,y substituting domestic production for the simpler kinds of im::;?ortcd 

•'.;_:-..::.-,.:!.:.:.·~- --~~~ ... :u-~:--:""~~:;.:~j .. C'":!~ .. ~1~:;.:...v'-i)v':::i"C~~r'e. dTPl11e •• o.f~ sn11:~.w~~~t:et::..-c::; 
- .. 

l evel· of protection in J arod.ca i s low in comparison ,vith most d ev eloping countries, 
., .. 

c....-10. ,:ith the excepti on of the banned imports, a wide variety of ·consumer goods 

~J; freel y avml.::b l e i n the country. The government h~s ali.vay~ attempted to . 

r::cint cin m I open' economy, and, with a favourable overall balance of peyments 

posi t i on, he.s not found thi s too difficult ·to ·· achieve. 

C:/ ~ C ( ) ....,, ::> ~ T:ie fo nnation of t he aribbean Free Trade Area CJ:RIFT.A offers excellent 

prospects f o:::- J anD..ican manufacturing industry. Jamaica has the ln:r.gest 
and 

menufacturing s ector in the Area,/wi th a oommon tariff barrier against imports 

fror.i n on-C nribbean producers · it can be reasonably sure of capturing for itself 
I 

en ex:po.nding share of t h e market. Producers -of paints, phromaccutical3, 

petro l eum p r oducts, clothing and other goods have already establ"ished thems:elves 

.:.s irr:portant exporters to- other Caribbean ;islands (see 'section on bolance of ; 

poyr:-.e:::1.t:::. ·below). 

IVo J nc.ustri n.l Inc entive s· 

52 ~ .. ·~ dis-tinc t ive feature _of industrial po.licy ~ Jamaica ;i.s the . old.;...estz.blished 

and. comparatively liberal industrial incenti_ye legisl.ci;tion._ · · · There have bei;;;l ! 

three mai r1 l aws: The Pioneer Industry (Encouragement) _Law· ( 1949), now replaced 

by t he Industrial Incentives Law ( 1954); and the Export Indu&try Encouragement 

La:tr (1956).(1 ) 

53 ~ UndE-r t he Industrial Incentives Law, a company producing particular products 

i s perrnitted duty-free impo0 ._ of capital goods., ond _exemption from income tax 

on n 
fo r e:i thcr all income for ten years .from. start-up or partial exanption 

. . . . (2) 
Under 

~lidin3 3c o.le for six 
years cornmcncing,three -ye::rr:s after s to.rt-up. 

( i ) 

( 2) 

Simil cr provisions under scporate laws cover textiles nnd p etroleum' r efining. 

The exemption periodo have recently been extended., However, t h e p eriods 
0-1-otcd in the text were the operative ones for the years covered by our study. 



-~:-.c :S:c.:.)ort Ir.d.ustry Encourncemont Law, which requires :finns to export the whole 

o::' t:-:0i:::- output , ciimi lo.r income t o.x c onc es s ions· :tire granted,' but in addition, 

c.J.l il::portcd r:::..w( ·lT,D.~cri,cls us ed or consumed · in pro,duction arc excm:9t ed from duty. 
, 

5Lf-_""7= %::.--;;her cnc o:1.p:-0.ec~ent -t o i ndustry is provided thrbi.i.'gh t h e provision of 

;' :-.:-tory build:i.nR:-? and f acilitie s on the industr:i'al estat~'s of the J run a.5.c:m 

·~· . ;, 
I):"'.::h.:.st r icl Dcv el <5 pment Corporation, which is ulso . re~~nsi'ble for p:::-;mot:ing ne,7 

5'5' ~ These bsnefi t s <D:'e ;::.vcilab_le equally to local and forei 2:n-ow:-ied finns. 

Not 2:.11 :fi:::ms.,are r::::-ent ed these concessions: approved status depends on 

a~ss.:::E"mcnt by tho J.I.P.C. of the contribution of the ente:t7J'.'ise to employment, 

e:::por ts , r.:.~"1ufac"~u r e of n.ew procfucts and so ono Up to 1967 :i 181 finns had been 

gr 2.nted c;;.}?pr ov ed status: of these ·som·e 30 · were under the Export Law and the 

r c:::cinder were . under .either the Pioneer Industry (Encoliragement) Law or the 

I ndu strial I nc entives _Law. Of our final :sample . of ·· t,,v~nty 'finns, some seventean 

hc..d enj oy ed incentive status on at least some of their output for part of the 

b me , though e. m~71b er . of the older firms had run through their concec.sions by 

The .m~jor~ty of major new enterprises:have in fact been operating under 

o~e of those laws, and they thereby accqunt for a large share of output and 

C;'!:,p l oyment in the . manufacturing sector. In 1964./5, th~ · la-t'e~t. yea-c fo:-::- v:h5.ch 
, .. ·,, .. 

J.I. D.C. dat a" were avai1aqle, sales of incentive· companies v:8-:::-·e f.'{1 o6m; 

inve stment totalled ~10.0m, ,q11d employment was 8,229 'of wh:i.ch ~~me' ·, ~alf won in 

:2>'.}?or t 'Lavi companies. 

Tl-~e i.YJc cnti vc les:Lsla:tion has been criticised as over-generous and_ unnecessary 

t o 2.ttr 2.r.. t f :,_·e sh investment. We did not investigate this issue in detail, but 

vre ci d gnin t he general :i.mpress:..on that tax incentives had not been t:he clocid.i.ng 

facto r in investment 'decisions., . How·ever, they were clearly an important element · 

in t h e ._qreat :fon.·o·f :a ··gen'e:f:--ai'ly· fa~;ourabie in~estment climate. 

'1 ·:: ; . • 

v. Th8 Bal ance of P n:uments -•e- ----••----~• -

5+ ~ J x:m.ca. -is · h eavily · dependent on fa.reign trade: in the pc.st d ece.de e:>..'l)orts 

c.:n~l jmr;orts of goods . G.nd seivices· have avera~ed 4~ ond i.;.G% of GNP, respectively .. 

Vii th it s efforts n:t inc3.u:::ti:-j."a1:i}'.D.tio~, t.he e.xpa"'ls.ion of a!..umina ref:i .nj ng 

,, .f~cili1;:::0s· md 'the m-1~11~e!10!1ce ~-f ,·a .:1.:f;Qe! economy ·coupled·wJth a ·.:;;horto.ge in 
. ·. · , .... 
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tl:,.:; dc:-.1c::;-cic sc:pply of :foodstuffs., J om3.:icn !'las in the pa.st thr.ee yeD:r.s "uecomc 

i1:c::::..~oc..si:1r;l:,r :rcliDnt on imports, end, despi tc rising exports, has incun:-ed 

::.. ~-:.-=o cief'ie::. ts on the cur-cent account . ~able II .. 7 shows th0 statn of t ... "19 

Imports have bern larger thnn exports for 

-:;Vc_y sine;lc ye"-T ~ this period., with the gap grow:ing larger frnm 1963 onwards. 

In 1965 .• hm•;cver, the difference between exports and imports wr...s smalJ. enough 

t o be more thu.."1 compenso.ted for by net transfer payments, yielding the only 

curre::-i.t .::i.ccount rurplus in this series~ The grov6:ng deficits on current account 

hc.ve , nevertheless , often been more than matched by private cap~_+,al .. ixiflows, 

end. o? th.0 '°":i.g:r~ ycDxs 1961-68, five have seen an overall su...--pluG . :i...ri. the bnlru:..cc 

Official capital inflows have been . 8!noll,· eg,1ivaJ.cnt_, to about . 

0(1(\·• 0:i.xth 0f }ir:iV/'\tC c a:oitai inflows over the per5.od 1961-68 .. In 1968, however, 

c, ffj_;; ·:_ n.J. :;.r,flows rose sharply~ and, according to irrf'onnation fi'rai.la.ble on sid 

cc.:r.mi+,:rr.ents, v,ilJ. be ma:i.ntained at the new love1. F,yen so _, private inflows 

will c ontj_nu8 to be the largest item in the capital account for the foreseeable 

:f\..:.-cure,, 

Jc.:.1o.:i..c.':.. h.:lQ m.:rinto...i..ncd po.ri ty vri th the United King m in tho czj;nrnul vo.lue 

of it.s currency. In Nova:1bcr 1967 the Jamaican Pound. was tlevalnccl to exactly 

the sa.-nc e;xtcnt .as Sterling ,. :in" September 1 $69 the currepc? wo.s clyme;ed to a· 

decima.1 sy.st en .md the new unit of account became the J omaican Dollar:- worth 

10 [;hi llirp;:-, 11...,·-vlcr the previous sy.stcmo 

69 ~ Tn.blc II ,,0 b elow give.s figures for the main ·categories of exports from 

Bnuxitc and alumina o.re by far the lnrgost 8)..'J)orts 

of tho i cJ:::nrL occounting for nearly half the total value of mo:r:chandiso exports 

in recent yccrso .[,.rzriculturr-u. proo:t.icts r.ome next:- with manuf act.,u:·od _good::; fa.:-

1:-ch-i.nr2 ~ c0n+.r.i.birt:i.ne; nbou"'; ~ , of the t"atal in 196li.. en'3. 12/o in 1'.168. 

bo ~ Cf nnrmfactured exports 7Pa is accounted f.0:r: by the following products: 

clot:b.inc;; minerals, r"uels and lubricants; essential oils; toilet, :polishing 

r, .. r;d. clc r.t.l:.ing :orepc.rations. Total exports of manufactured goods [!.rew at •on 

avcr r:..r:,e :::-0:tc of 17 ~;:% per annum in this .pcriod5 with chemi.cnl elements and 

cc:cip01md3; phm:-rnacc-•utico.l~, .cc;mr.nt ;.md metal rna'1.ufactures -:,cine; tl"c fastest. 

e;-.co v.d..r~r,; it E-rn s ,, 

· b{ ~ To1xr.ian is the largP.st fore:ign excharige earner for ,Trunro.cn D..ftor bnu.tit0-

elumino., thou13h, being an 'invisible export', it is not included in the ci.bove 

/ 



Jamai ca : Balance of Pavments 

(in £ mil-lion a t current pri ces) 

1961 1962 1963 1964· 1965 1966 1967 1968 

:D:yorts of G-oods 98.6 101 .• 8 111.9 ll9;.5 129.1 138.2 l '-1-3.2 161.3 
a~d. Services 

I oports o: Goods 106.9 111.1 115.1 140.3 144- ~9 159.0 173.1: 208.3 
a::J. Services 

Net 'l':,:-~s:"'cr ·4:8 6.3 ·- 6.5 5.5 •··4.9 · 3~6 3.2 3.2 
l?a:n:i::"lts 

l'fot Current Ac count -3~4 -3.0 3~3 -15.3 -11.0 -17.2 -26.8 -43.9 

.. -~ I •• 't,, ••• 

Govornoe:1 t External .. .. -1.6 0.8 2.2 4.1 3.0 3.7 2.5 6.3 
Borrov:ing 

Identified Pri vc:.::e · -4a 5.7 9.5 L6 5~1 23.1 40.1 31.1 
Ca:!.)itn.l , .... 

Un:.6.cnt ified -4.1 2.0 -1.4 2~1 -1.5 -2.9 -8.9 19.4 
Flows 

Ovo:..~all Bal ance -5.1 5.5 13.6 -7-5 -4-3 7.2 6.9 12.9 

Sources : r;ational Income and Product and E~ic Survey, 

~fote : Minor discrepanci es are due · t o rounding of figures • 

• I 
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TP.BLE II .8 

J nr::aic<".. : ~!ierchan diso Exnorts 196lr68 (£ mi].lion, current price~ 

---
1964- 1965 1966 1967 . 1968 

' 

?.,z.:.~ i_;(-i to and Alw-nina. • .:;·• I 33.8 _ ' _,:35. 3 · .37-l , 39.9 l;J+.4-,, 

:)1;~..-:;·~ ...... ' P.u;;J · a."ld Molasses 21.8 17.7 18".6 J.7. 6 19. 2 

Dt.r:a...Y1as 6.o 6.1 6 .. 3 6 .. 6 7.0 

0-i;hcr f ood product s 
l 4-.8 5.1 5.3 4-,. 6 4. 9 

. .. ·.·:~. ··, •. r,1 

, . ... .. 

of which: 6.7 7.9 9.0 8.5 1008 ?,:.:::.r.ufactured goods, ,-_. .·,. . .:,J . :.t. ~!- . · .. • ,. 

Clothing , .. :2.5 2.:1.. .. ,. 2.5 3.9 . 3.4 .. - ,... ~ ~ , . ' -
Y.inerals, Fuo.ls, Lubricants 1.0 2.7 3.1 2.2 3., 0 

Others 3.2 · 3.1 3.4 3.4 4.4 

Other'product s 2.5 2.9 3.2 3.2 5.1 

Total 75.6 75.0 80.1 80.4 91.4 

1 . Includes citrus , cocoa, pimento, ginger and their products, but excludes 
c:ss::::ntial oils. 

_Soir'.~ ; Economic Survey. 



Tot::::"ists spent npproxi.mnt cly £14 million in 1960, £16 million in 19G~, 

The lc.rcest increases occurred. cl'ter 1965, when the 

sov2rr:;-,:cn-~ stn:rted to....1d.nG action to promote the industriJ a.bro ad and to increase 

c.r.c. b:provc uccommodation in the main tourist areas in Jrunaica. The 

cont::::-ibution of tourisr.1 to GNP rose from 5% in 1962 to over <Jfo in 1968, and the 

i:::crcD.se will al.mo st certainly be me:i.ntained ._into the early 19,0' s. 

, .. , . 
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C!i"!~P'.I.'BR III -·---..i~ .. ---

Tho D., r,1--,": l'.' OUnLl to Privc1.to Ov,; rsoas Investment in Kcm.YQ: 

Kenya, tl:o most industrially advanced of the throe nations 

of the Eo.st .fl_;rico.n Cormnuni ty, has a population of about 10.5 million. 

T~ o total lo.nd o.rca is 219.8 thousand square miles . The population is 

cost he~vily concentrated in Contral Province and Nairobi District (about 

350 to the square rnilo), and in i:Iyanza Province (about 300 to the square 

::,::.lo) , both aroc:.s of high rainfall. Vast trc.cts of land, especially in 

the northern r)art of the country, are thinly populated by nomadic warrior 

tribes. In addition to being the most industrially advanced country of 

the East African Comnunity, Kenya is also the vreaJ. thiest in per capita 

terms. i..11 1 968, inco"~e per head was £4.3. 7 compared with £24. 9 for 

Tanzania and £32.4 for Uganda. 

fo3 J.¥:? . 'fhe stru~ture of the economy is changing very slowly. Agri-

culture, including estimated productipn outside the monetary economy, 

accounts for about 40 per cent of Gross Domestic Product, and employs 
i .. . ,_, .,. 
alc.ost 60 por cent .of' the working labour force. The following table · 

sf'.1ows tl1.e contribution to G.D.P . by sector: 

Table III.1 

·Gross Domestic Product: I~~...Y.:a. 
percentaGes of total G.D.P. at factor ccst 1963-68 

I 

Agriculture (b) ' I 

K-i :ning and Quarrying 

lfo.nufacturing , Building, 
Construction 

Electricity and WG.ter 

Tr;mspcrt , Storage 
~r.d Communications 

I'rivatc Services • 

G-enero.l G-ovcrnmont 

Total 

1963 I 1964 

43.5 I 43.3 

0.5 O .4 

9.6 · 10.2 

3.6 3.5 

7.4 · 7. 7 

24.1 21.9 

11.6 13.0 

100.0 100.0 

I 1965 fl 1966 1967 

39.4 41.8 40.7 

0.4 0.4 0.5 

11.3 10.9 11.1 

3.6 3.8 4.6 

8.3 8.4 8.2 

23.2 22°.1 21.8 

13.2 12.6 13.1 

100.0 100.0 100.0 

1968 

39.6 

0.5 
i 

11 .4 

4-7 
•. . 

8.3 

21.5 

14.1 

100.0 

(a) 

I 
I 

£ million , current 
prices 

304.01-1- 331 .. 35 330.49 385.03 406.691 430. 73! 
.. i 

l • 

I. 



,.., 

( 2.) :!?rovi::; ior.nl 

(t) sector 

S01.1r'cc : Government c:. .... Kenya , Economic Survc_y. 1969. 

fot.J-.. -~ 'i'able III,1 indicates that there is no one sector whose 

she.re of G.D.? . ho.s notably ch::mged. There has been a relat ive1y high 

overnll _g:::-onth rate, but the sharA of ~ agriculture, in both ·the "tradi-

t ior.c.l" ,.:.."l c. "uocl crn" sectors hus been maintained. 

Ti1c rate of g· 0-';;th of G. D.P. which Kenya has achieved since 

independence in December, 1963 , has been substantial. This, together 

v,i:c:i. the Goverrn;i.ent ' s continued friendliness towards foreign investment, 

has prevo::1tcd any mc. jor flight of foreign capital from the country. 

Nevertheles s, in spite of recent rapid gro,1th and large inflows of · : , 

foreign resources, Kenya is still in the same predicament as most other 

poor cou.."ltrie s, ni th increasing po-pula t ion pressure on lo:od , high urban 

unemployn:en t and M inequitable distri'bution of income, in r espect of 

both r.:;.cc and- region-, both be:~wecm and within the rural and urba.."i sectors. 

A Development Plan · was · published in · 19611-, and a revised 

versi on, with raised targets, followed. after two years. The private 

sector is of considerable .importance •in the ec9nomy•, however, and this 

meo.ns that planning is of the indicative kind. A large part of the 

~nplementation Temains outside the Government's direct control . Never-

theless, the Government has taken some par~ in the stimulation and 
. . 

guidance of economic activity; though . this has been through more indirect 

cnannels, such as lice~sing and .parastatal organisations, than through 

v:holly state-owned enterprises. · 'In . terms of achievement of plan targets, \ 

the 1966-70 Development Plan has been successful . Over tho porio'd 19611-
,. . 

to 1968, the overall annual average rate of grm7th of G. D. P. was 6.8 per 

cent · at· current prices , and 6.-5· per cent at constant (1964) .prices. 

is the procise rate l)rojected· in the .Pl~n, though it would be unwise to 

rule out entirely the possibility of coincidence . The following table 

.. 
l . , . 

I 

,· I 
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I 

t; ivos cc scctor:il br cakdovm of the annual average rate of' growth in 

re.'.;.]. t orms since 1964. 

. T2.ble III. 2 

· :;·:'oss Domestic Product at 
19$!.,. prices, K£ ::iillion 

( . 1 g68. 1) pro111siona 

Ave.rage annual 
percentage rate 
of grov1th 

! 
i 
i 1 • Agric ul turG, incl udi:.1g 
i non- monetcs.~y se 0tor 
I 143.59 

33. 74- . 

170.68 

4-2.11 ! 

I 
I 

I 
I 
l 
i 

l 

2 . ~- a.viufacturing 

3. !,;ini.Ylg, Building and 
construct i on , Electricity 
end Water 13.15 17.39 7.21+ 

4. Transport, Storage and 
ComEmnica tions 25.14- 38.66 11.37 

5. Private Sector Services 72.76 93.75 6.54-

6. G-encral G-overnment · 4-3.00 59.48 8.45 

Tottl G-ross Dorr:cstic Product 331.35 4-22.07 6.24-

Source: 

1 4 ' ~ · • , . 

Based on Government of Kenya, Economic Survey, 1969, Table 1.1, 
pp . 4-5. 

Agriculture has growr:i ·at a slower rate than total G-.D.P.; 

manu:facturing, building and electricity together at a slightly higher 

rate; and services at a notably higher rate. 

• ! 

· Th0 catcgori'es in Table· III.2 conceal differences within 

ea.ch i11dustry group, and between each year . in the period. Agricultural 

production rose by about 20 per cent in 1965-66 alone, though estimates 

of procluction outside the monetary economy aro noccssnrily tcntfl,t~vo. In 

tho .same year there was a. sharp increase in buildinG activity: a symptom 

of r eturning confidence o.fter a. year of independence. The growth in 

' . 
government se~vicos of 8.45 per cent overall, represents tho attempt of a 

nevi stute to establish itself. The rate of growth in other soctors seems 

II, 

>I 

I 

/ 
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-;:;o l~.'.:.VG been ,i1or o stco..dy . Tho mo.nufacturing sector has grown at a fairly 

ever. :- o..to , t:1vt:gh there \'l.'.ls a drop in 1966-67. That year ulso sav1 a large 

i.:1cr-::2.se in capital fornation et.ncl. cap itcl inflov1S (see below) which were 

bc:;~nr.ing to beo.1· fruit in 1968. Gronth in the transport and cormnuni-

, I 
cc. tions sGc-tor 1-:as been impressive, n.nd there Has a sharp increase in 1967 

and 1968, t:io :i.~-~ ~:er ycc.:r seeing t h (• opening of the Kindaruma Drun on the 

Tur n ing to investment, ·it can be seen f:rora the following table 

th2.t the shares of the r.1ajor sectors in capital formation have undergone 

notn.o--le c' .c...'1ges since 1964·. 

III.3 . 

Ca~:h_t, nl _Formation in Kenya 
Eercentage distributi on by ~ect~1,264-1968 

1. Agricul tur.e (b) 

2. !r:,2.xmf::::.cturing 

.3 . J-'ii."ling , Building and Con-
Construction 1 .. ·!, .,. 

4- . Electricity n.rnl Wat er 

5. Tro..ncpcrt , Storage and 
Con".lunica tions 

6. General Government 

7. Other 

Total 

.f..X ~illion, current prices 

(a) Provisional 

l 1964 

29.5 

18.4 

3.0 

2.9 

24.0 

9.7 

15.5 

100.0 

45.14 

1965 1966 

29.0 27.7 

16.2 15.5 

4.5 2.7 

4.7 4.0 

17 .6 21.8 

15.1 14~5 

13.0 13.8 

I 100.0 100.0 

li-6.54 61.21 

I 

1967 1968 (a) 

21.5 22.2 

17.1 15.5 

5.0 5.3 
I 

7.1 I 3.7 

19.1 18.9 

l 
15. 7 17.3 

14.5 17 .1 
I 
I I 1 oo .o 100.0 

87.30 91.00 

(b) I~clud:in~ non monetary sector 
Based on7 ° 

Sou::c-cc :/Govorn~ cnt of Kenya , Economic Survey, 1962, Tcblo 1.10, p. 17. 

' Most striJcing is tho sharp decline i'n agricul turc' s share of 

to t ~l capital formation. That of the transport $CCtor also fell, though 

by a smaller a..11ount, but the share of all other sectors rose in comparison 

v,i th 1 964-. The sharp riso recorded for electricity in 1967 was duo to the 

. ' 

I 

.l 
I 

I 
I 
l 
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TCi.n~ Riva~ dovolopmcnt referred to above . Private capital formation has 

t;ro\':n r cl.pid.ly , but thnt o-f the public sector ha.s outstripped it. As a 

con0oquoncc Vlbilo private capital form:ition constitutod_75.4- per cent of 

tll fixed il1v8ct~ent i.~ 1964 , by 1968 the private share had fallen to 

62.6 per cont, 

Tho overall ratio of capi·~u formation to Gross Domestic 

Product hes gro,.-m in rec on t years to a very high level for an unde;rdovelopod 

co~~tT"J (soo Tabla III.4). 1fany advanced industrial countries spend less 

on invostnent tho.n tho 21.1 per cont of Gross Domestic Product spent by 

Tabla III.4-

Capital Forr:1ation as a Perc en t age of Output in 
certain sectors , 1964-1968 

1964 I 1965 1966 

Agriculture ( incl uding non-
monetary sector ) 9-4 I 10.4 . 10.6 

I 

1i'.am..:.£·ac tur ing 20.6 20.2 22.7 

Electricity and' Wat er , .. ·,., .. 27.3 43.1 46.1 

Transport, Storage Md 

I Cor.u;,Ul1.ications 43. 1 

I 
29.7 42 .0 

1.~:iole ·Economy 13.6 14. 1 15. 9 

1967 ( pi6~~s i~nal) 

11.3 11.8 

33.0 28.8 

97 .6 48.6 

49 .8 47-9 

21 . 5 21 . 1 

. ''(, 

B3.sed on/ i I l 

t2 

--

ft· 
Source:/ Government of Kenya , Economic Survey 2 1969 , Tables 1 . 1 (Pt:-b, 4-5) 
and 1.10, p. 17. 

In all sectors , other than agriculture , there has been a high 

and increasing ratio of capital expenditure to output . In raanuf ac turing, 

this trend seems likely to continue, despite the fact that excess capacity· 

exists in many industries with:Lvi tho manufacturing sector. ·The rea ;on 

f or this is that industries which are now to Kenya are constantly being 

crC;a.t cd . Recent cxwnples arc toothp~ste ' nnd electrical goods. 
. 

In a d.di-

tion many firm::; arc prepared to sot up subsidiaries to work, if need be, 

.:.t less t han. f .ull capacity, in ·order to protect thoµ- mai:kct 

<1lready i n production in Kenya, who may have_ the adv_antage of high ta.riff 

y;rotection . This is especially important where bra'1d nar.1os and advertisi.ne 

I 
, I 

- I '• 
, 



Tablo III.5 below g:i.vos some indication of' the structure and . 

roccn-c growth or ''rac.nui'c.cturing in Kenya. . 

Table III.5 

7:-:o f":!.'O'.':-t::. of' :.1~1mfc.cturinr· .;!,du"'tries in Kc_ny-D.. 1964-68 

Index of Production , 1 964- = 100 
1964- 'I 1965 1966 J 1967 c 166s i~nnr-

Proportion 
of gross 
prodU<;t)in 

· 1966 ,a 
1 -----'.----.------i;----',-------i,..------l 

1 . Food 

2. Bevera.;os and 
Tob2.cco 

3. Textiles 

100 99. 5 102.8 110.2 113.0 

100 , 97 .1 
I 

101.4 

13.0 

l' ! 
1 I,.. :Foot1:to2-r Q..YJ.d Clothing I 
I I 

1 oo · I 111 .1 

100 118.9 
I' 135.41 

132.6 

99.8 108. 7 

149.4 1 . 205.1 

125.2 146.5 

\ 5. Vfood , Paper a.11.d 1 
1 25 .6 

I 

140.6 

110 .0 

132.0 

112.4 

119.3 
112.2 

I Printing I 100 

100 I . 
149-4 
100.0 

134.0 

109.2 

128.5 

117. 7 

138.3 

116.7 ) 

172.0 ~ 
118.4 ) 

126.3 ) 

1,34.8 

111.8 

11.2 

, 0.8 6. Leo.ther 

7. Rubber 

I 8 . Cher.iicD.ls . :~~··· I I 

96 .7 

104-.0 

100 .6 

118.8 

10908 

101 .6 

14.8 

I 

I 
I 
I 

9. Patr oleum froducts 

10. Non meto.llic Mineral s 

11. }fotnl Products 

12. Non Electrical Machin­
ery 

100 

100 

100 94.6 

6.6 

98.6 s.2 I 

i 13. Electrical rf.a.ch:L'1ery 
i I 14. 'I'ransport Eq_uipment 

100 

100 

100 

100 

122.9 

103.7 

103.2 

108.9 

167.1 

107 .9 i 
108.5 

123.3 

180.0 

102.3 

119.8 

170.0 ) 

117.4 ~ i 
128.6 

86.7 I Other 

Total Mc.nuf'c.cturing 100 I 105.4 
I -

111.9 

82.2 2.1 

116.2 , 100.0 

(a) Gross Product= Value of sales plus resales plus chonge in stocks ~.inus 

industrial costs. 

Source : Govornt:ent of' Kenya, Ec6nor::ic Survey, 1969, Table 5.1. Pag~ 83. -
' ' 

,, 

Tho cnomical industry together with production of' petroleum products hus 

ettr~ctod substantial foreign investment during this last decade. Food, 

bcvoragos and tobacco continue to be of consido-rable ir.1portance and havo 

increased thoir output by about 10 pE:r cent ovor the f'i ve yt)ars. Tho 
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! 
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-o::: ouor·cio:, of tot.:J. output accounted for by these indus tri os is, however, 

s:1..orily fc..lli.rig .::i..rid that of che.r:iicals, i;1e tal products and· machinery incrcas-

1~~ - 1~is urocoss c.:i...ri be expected to continue. 

Ti10 scope for :i.1n1iort-substi tution is still great . A con-

sic:.orablo nw-.ibcr of .f oreign firms have set up subsidiaries in Kenya to 

p:::-od.uco 6 oods tho. t nor e formerly imported, particularly goods v1ith fairly 

low cc:.pi b l-output ratios, for cxampl~ printing, toothpaste , batteries,_ 
r' 

cigarettes , window frar.i.es and plastic and metal containers. But much of 

t:10 activity of these firms ar1d of manufacturing in genera l consists of 

t::.e processi.11g of' :;1ainly imported raw materials and interrnodio.te goods using 

alnost entirely imported machineI"J and equipment. On the basis of the 

r osul ts :for our sar:,ple of firms in manufacturing, the import content of 

nanu:facturing sales is of the order of. -~O per cent or so. Mos t manu-

f a cturod goods are produced mainly for iocal cvnsurn.ption, though there 

is c or .. sid.ora:bl trade with Tanzania and Ugnnda. 

the economy, part~cularly if size 

Table III.6, below). 

Table III.6 

sector in 8-til 
th:msands 

ail7965 I 1967 
1 • .Agriculture 213.4 196.3 

2. Mining and Quarrying 3.8 3.2 2.3 2.4 

3. Manufacturing 42.6 43.6 52. 7 57.5 

4 - Building, Construction 
Electricity and Wa r 11.6 11.3 25.2 

~-Private Services 100.6 109.6 1136 .1 l 137.9 i 
6. Public Sector 157.7 1ss.2 l 2os.6 

. • I . I 

I Total 593.2 627.9 

cove C::J'0 of 

siis:ical 

t here is a brenk in the sorios 

private industry and commerce. Source: 

Abstract, 1968, Table 18lr, p. 164. 

Kenya, 



h~·ny j_ric::-cc.sccl. during the last dooade- or 0 so and for some years ·n 

e~. •l y 1960s \73.S substantially lower than it had been in the 

Si:::.ce 2.bout 964-, hovrever, employment has be.sun to rise s The 

relc.tive sta6nat · n of ounufncturing employment is explained by 

the incr0a.sing firms with· manufacturing and the 

fact that such 

c~tput per man than do the 

eoploynent hz uced a drift of labour 

requireu.en~ ~ of manufacturing and sources have 

methods have a higher 

decline of agricultural. 

as labour 

o slowly serious 

~employment problems have resulted. 

at about 30 per cent of men available for 

In Nairobi, i s estimated 

3. Tbe Balance of Payments 

Kenya is heavily dependent on foreign trade. In 1967, 

imports of g0:i:Jds and . service's ''\;ere 37 .3 per cent of Gross National. 

Product, and exports 33.1 per cent. 



' " 

; 
I 
' I 
I 

! 
' I 

I 
I ,, 

'!. , •• ,. , 

£K. !Tli1lion 

- --------····-_-_-_-__ ~~~)_~------;~9-6_-3=~--l.-_ 1 _96_L_"' _GI 1 ~1:5.· ~ 19667 1967 

c~:::.·:..·0":-;-; !1.ccowit De'J.i.-;.0, i ·:25.4 ; 136.0 1li-1.9 1167.4 I_ 171.4 

l::': i_·, I . . '1 

!-:-1%8J 
. I 

180. 7 i, 

0::.' ·.-:;1::.c:::: . / ; ; " ! 

I. 87.J 97.JI- 113.5 1'116.5 Visible Ir:-,ports 

:::.."visible L:1por4.;s 

CCT'rcnt Account C:codits , 

of' v:}1ich : 

Current Account Bala.nee , · 

of whicl1 : 

Visible Balance 

Invisible Bala.ne e 

Long Teru Capital 

A: P:civate 

'. ~ 

(i) Li~Dili ti0s·· ( a ) 

(ii) Assets (b) 

?-iet Credit 

:S : Govarnmcnt 

(i) Li,'.),bil~ties 

(ii) Assets 

Net Credit 

Long Term Bal ance 
' f 

32.3 
( 
I 43 .1 

i i 124.3 

I · I 68 . 1 

I 55.6 
I 

' l _- .: •' 

- 1. 1 · 

14-.1 

9.4-

0 .6 

8.8 

77.9 

68.6 

,10.5 · 

- 9-4-

20.,5 

10.8 

I 
I 
l 

142.2 

78.0 

64.2 

.. 0. 3 

- 19.4 

19.7 

' . 

} ~-

8 .. 8 

7.3 

9.6 

,3.0 

121 .1 

53.9 59.6 

I 160;8 152.0 1165.6 

I 86.8 I 79.0 
1 

1 74.0_ I 
83.5 

j ,:. 73.0 
i 

82.1 
, 

. I -6 . 6 j - 19 .4- i - 15. 1 

11 . .!· i. I, 
· 1 . -~ 

1-:::: · -:::: I ~:::; I I. .. . , 

2.1 

I 
I 

1 .1 

I 
+1.1 

I . I 
I 

4-.1 

+4.s l 
i 
i . . i 

I 
8~7 

~8.5 . 

!, ' 

.": ··w·· ·: 

+1.5 

, 7~ 2 , 

72.2 

6.6 13.6 

I 
.. 17. 2 9.4- . .. 

.. 
., '8 .1 

(.'' -· • . i 

26.1 19.9 ~ 

Short Term Bo.lance .. '. · . · 2~ 3 2.6 _ -2.4 ·. -12.-5 :,. 1.0 - 9. '7. . 1i 
,!J l , ll~ 

Overall Balance 5.7 4.4 6.o -4-.5 "'7 7 • r· 
,." 

(a) · This is the net increas e in foreign ,long- term liaqili ties represented 
by equity capital. , loan and dobcntivG capitol, and, retained profits 
ai'tcr tax. 

I 
I 

(b) Tn~s is the ~ i.'t1crease in foreib'l'l long-t.QIT.1 assets hel by resident , 
rcpre:sontcd by f'ixod assets, securities, local equity ir.vestrri.ent in 
foroiv-.1. compo.nios, long-term loans by rosid.01;.ts to fore:i:,sn compa.Ylies, . 
cli;;ngG s in the · value of long-term assets held by res id.en t companies · 
( vrh cther fo~eitS'l'l or lo<?ally-ovme~), a.',:rroad; ~d divid~nds and intere!" ·. 
ct.uo by foreii,n . comprun.os to res:wonts bu-r; no~ yet paid. · · · 

. ' 
I 

,f 

r ., 

~~~: . . . 
~ ,u-,-,..-yie..--.t J l<.e.,., 4 o,; , Eep'~B:1~9--l ~~v~>- tqb:,, 19lt,~ 19{f] and Stat,st,cs /'16.sw~ 1 1C,k8 

. .-... ,..... ~ -·~- ~ -.,,,._ 



'.I':10 t::.· .::do :,:il.t:.ncc l,e.s bee~ in consistent , and rece:ltly 

'.1..1> .. i:; d,"fic:i.t has b een :fincnced by o. favourable 

i:!1visiclc b;::.l.:mco cc:r.u ·:v J. · .. ; ,:.:; --to::-r:: cc.pi tal inflons, both official and 

'.:::1c risinc; i ;;;:;:,-:,r·;_ b:U.l re:'le c ts t he continued dependence ·of 

-:;::..J c:co1,o:::y on :i'o::.~0j .J, 1.1 co:•.r-. ,.;:: .-:l' goods, re.VI !-:t2.t cri als and intcroediato 

G-:.'01/th ir. ;.1.::::.0f2..,·"~..:-.. ri."1g invest:nents tend to reduce dependence 

o:'1 i::no::.· ts o:.: co:1suoer good~, but not on raw r.w.terial s and many inter-

:-.odic..te soods . T'Dis is especially so as Kenya has been endowed with 

As far as exports are concerned, agriculture and tourism 

c:r..· e s-::; ill f 2.r ahead of r.1ar11:i'c:.:;turing as foreign exchange earners, though 

petroleum product s have beon t he t h ird raost ill.portant export · for t he 

past four years . Tne most i mportant manufactured export, other than 

petroleum products, i s c e:-aent. rn· 1968,, exports •of cement totalled · 

£K1 • 2 milli.on , Tanzania and Uganda. Of total e xports 

toe. ar.d coff'oc h1:..ve h3en th\ exc~angQ cnrn.or s . Both th ese products a.re 

.currently under in~-L.-i.1at:_o:.:::.d quota agreeoents, though the Tea Agreem-cmt ··- ~ 

is due t o oper ate for twelve months only. 

The position with regard to Kenya's trade with the other 

Ec:st . .I:..frican nations is :ra:her different . Here, Kenya is in balanc.J of 

t:::ac.e surplus, with _mD.mlf.:.'.C tured goods providing the bulk of th_e exports. 

Ttorc. is a strong preforo!,•, e among foreign manufacturers ·for locating 

their nain production c0i·1h·e in Kenya to servo the nhole East A:fric:1n 

There is evidence, however,' that the T.::i.nzn.nia mid Uganda 

< 

r..arkets are i mpo_rtant to many producers. Unles s firmer location criter ia 

for now industrial projects are - evolved by, the authorities of the· t hree 

. I 

countrie s,· there is a·dn.ngor of fragmentation, ·ana, therefore~" the los s 

of ~.any of the · .. Community 1 s. potentinl econ omic bcncfi ts . . . 
Amc:11~ I".:cmya I a· invisible earning s, tourism is of consider-

~! (' 

gbl o i m;:iortance, accounting for about 20 p er cent of invisible export s. 
·:,- . 

In ndrliti..on, Konyn mr·'nJ'·ip., 'Il"i,.._,;. ser••1· c"s tom,..., · du d ~ ~~-~.:-' ... "" ............ .....,,J,..'"_,,· ... ~-.... v .. v . u .... ~ .. 1 z::i.nia n.n gnn a. , whilo 

incot:10 fror..1 their 

-·--



=-:02:y:: :-.c,s ir. :cocc;,t yeo.rs m~ntc.inod ::.. high level of fore i gn exch.::i.nge 

In Dcco:nbcr , 1 967 t hGre were £K31 .6 mill ion ; :in 

:Sccc::bcr "1968 , £Zl;.3 . 2 r::ill ion ; · end. in iliarch 1969 .fX52.2 million . In 

1 S,68, ~·cscrvcs 1-op::..· csEmted about 24 per cent of visible end invi~ible 
; \ 

Suc .1. :l l evel or" r es er ves c.::i.n only be described as remarkable 

i'or c.~ i.z1derdeve l o:ped country. 



... 

-.: ., ':.1 ,r · Ex te nt n nd I:--J -::i ort,~ncc of Fore.ign Investment 
il:: ·-~'.~ :n)' rt 

FoY c i-gn inv cst:nent. has be en of considerabl e signific a nce 

- ~ f~na~cing dcvc!opcent in Kenya. Not only in manufacturing, · 

b~t i n the pricary and tertiary sectors also; 
. . . 

foreign 

entc~ p~!ses have led t h e expansion of the economy. In 

agriculture, □any plantations are partly foreign-owned, and 

~ co~sidcrab:c portion of the arable and pastoral farmin~ 

was carried on by European settlers. Since inde·penGe:ice, 

the Govern3ent has followed a pol{cy of transferring 
. . 

o~ne~ship of agricultural land previously held by Europeans 

to Africans, but foreign capital remain~ i~portant in the . ' 

pln~tation sector . In the services sector, many of the · 

large trading houses arc foreign owned, ~s are nll save 

one of the co;:1::iorcial banks. ,, The exception is the 

Governr.!e n t onr~cd National Dank .o·f Kenya Lt~. which v;as 
I ◄ • ~ f • ' ' 

cstabl i~hed in 1968 • . A large part o~· the activities of 

the transport and coc~unicutions sector is accounted for 

b'y.' the three Corporations answerable · ·to tho East African 

Cor:irJuni ty - Railways und Harbours, Airways and Posts and 

Tel cco~ounications. However, electricity and other 

trnnsport services both involve large·awounts of foreign 
.. 

capital , though there is a scheme for eventual local 

cv:nership of the E·ast · Afrfoa o-r:or and '1:; ' ghting Cur:i nny. 

81 ' In tcr□s of the balance of pny~ents also, it c~n be 

seen th3t long-ter□ foreign cepital, both privnte and 

official, hos been of i~portancc in helping tu finance the 

c~rrent cccount deficit. The item that we wish to 

r epresents the net in~roasc in foreign long-terc liabilities~ 



0 - - \._'"' 
.... ~ .. .L\.; net iaflow of fcreign long-ter::1 capi tel, in ench 

The decre2.se i"r1 nss ~ts held nbroad in recent years 

!as largely been due to the . re duction in assets held by 
t~\. 

:{cnya b[~scc coi::ipanies in Tanzania, fc;lluv.ring uponL.A.rusha 

Dec L1r tl ti c,n . 

<2 2.-bi;. In recent ye~ ·s, r:mch of the net inflow hns been 

eccountcd for by retained earnings by foreign companies. 

Ro:nvestod ea rn ings in 1966 were £K2.8 cillion, ~hilc 

t~e total net inflow for the year was only £K2.l ~illion. 

A[nin, in _967, retained earnings, at £X4.4 ~:illion, were 

greater than the total net inflow. Ho~rnvcr, provisional 

estimates for 1968 indicate th&t while retained earnings 

were about £K5 r:1illica, total net inflow wns £K9 i::iillion, 

so that now new ~cney is being injected into the econo~y 

over ~nd nbove that provided by retained profits. 

s>3 _l:t, Co~iparing; howe\,.-~·r, net inflow with invest :,;.1ent ir.1001:.c, 

over a nuuber of years, the result is unfav0urable to the 

b~lance of pay~ents. 
, . ~. This is so because retained earnings 

~ust also be entered as n debit on the invest□ent inco~e 

side. The f0llowing table shows the positi0n since 1957 



Tnbl c III. 8. 

~•tin le)\•,·~,· o f n,-T1· ,,,~tc 1011 n t or~ c ~pi' tn l ~\. - - • M ·, • • I u; < • 

ana ne t outfl o~ s of i nve s t~cnt i nco~e 1957-68 ,_, ' 
£ IC thousands 

!~et I nfl ow Net Out flc..w Total Net 

of 
. 1) 
capital 0f Inc 01:;e 2 ) I n f low 

l 057 1 , 119 5,360 -4,24 1 

1 958 650 5, 450 - 4 ,800 

:i.. 9 5 9 375 7,016 -6,64 1 

1960 5, 462 7, 283 -1,821 

196 .... -5,133 5,341 -10,474 

-'-963 -2,696 4,845 - 7,54 1 

1963 9,800 9,843 43 

196-1 10, 8 00 8,665 2,135 

1965 8,800 8,731 69 
, .. . ,, .. 

1966 2,100 8,750 -6,650 

196 7 4 ,100 · 9,170 -5,070 

1968(provisiona l) 9,OOC 9,590 590 

1) Ne t increase in long terra liabilities 

2 ) Ne t outflow of dividends, interest an d retained earning~ 
<after t ax. 

S0urc e : East African Co~munity Statistioal:Departnent and . 

Central Bank of Kenya. 

Tho fall in net liabilities in 1961 and 1962 reflects 

s cne u ncertainty in the imnediate pre-independence phase. 

In 196 2, new inf lows of equity capita l were ~nly £Kl 6 0,0CO, 

but rose in 19 ~3 to £ K2,158,COO. In 1963 and 1964, there 

,. 



\':ere scv8rc.l l::1rge i!1fl0\·:s in the electricity sector . 

· ':1:112 lc·Y.- :.figure fer· net in:flow in 1966 was pc:rtly cxplclined 
. S !~:l l .. :) 

by ~:11-::,t,hcr/Lup in equity i:nflc,ws (tc; £K77,0(~0) &nd partly 

~~e ~G heavy repay~cnts 0f lean and cqu· ty c op ital (nbout 

£X5 .3 □ " llicn). · Ho~ever , 1967 showed a - sharp inc~ease in 

0:- oss i1flo-v.-s f_o:-J £K7.4 r.:illiu1 in · l966 t0 £Kll.l million. 

tdpi·y~cnts blld iedcupti0ns wcri alsc substantially higher 

(abcut £K7 Jillian). In · 1968,.· the estioated gr<-ss inflcw 

~cse aga · 1 tc about £Kl3.9 ~illionr . . 
Or _.1--&-,"". · b~ v7. The i~portance of retained e~rning~ hns · elready been 

f ,, 

pcin ed out~ If retained earnings are elininntcd from · · 

both "sides cf the eccuunt", ·the pcsition is as follows: 

rr ~ b 1 c I I I. 9 • 

~et infl ows of pr ivate long tern capital 

and net cutflows o f invest~ent incoae 

1963 

1964 

1965 

1966 

1967 

less · retoincd C3Tnings, 

Net · Inflov;:s 

cf Cc',1"1i tgll )_ ·. 

6,286 

1963-68 
£K 

Net Outflow 
2) of Incooc . 

'6,329 

7,254 5,119 

. 5, 78i . . 

.:.100· ' 

-300 

1968 (p·rovisional) 

·'. 5-, '950 

4,770 

4;590 
c,, .;J . ... 1.) 

1) L J...s . ;,---
in Table III 8 less ret&i~e~ earnings 

) . ;l •, ., 

' ~ curce: Er:st African · Coci:1uni ty· 

Dcp:~rt::wnt 
I 
'' . 

thousands 
Total ·Net 

Inflow 

--13 

2,135 

..:.5, 070 



fh :=:..e--: :.ct.:.: ini' C cnrni :i[: s :i. !'"!c r c as ec1 their i::-:portnnc c in the 

o ~ : css r c~~ ine d &t t h e·s~Lc level until 1 96 7 ~hen t hu y 

Tl er e i s D. 

t cn ~cncy for csteb l ishcd foreig n _ en ter prise s to fina nc e 

0x p~ ~ s i c n fr 0~ retainea ear n i ng s sc ~c~i□c s supp l e ~ent ea 

~Y ~ l c~n, wh i le new inflows ot equity c ap~ tnl a n d a lar ge 

:_;rc ::_Jo r~i,,n of new loan c ap i t al is asscci ntec} v.i th th_e se tting 

u p 0 f n c~ enterpris es • . 

A--t • 
linfortun~:tely ur, to 11 a te os t i~c1tes d c _n e t exist for 

the sector~l bre~kd 0wn of foreign . private capital co~~it□ents. 

However , _b y exasining f i gures _f0r 1965 a n d taking into 

a ccount trend s in new invest□ent since.then, it see~s that 

ntcut •15 pe r c e nt o f total foreign long-ter□ liabilities 

are in snnufec t u r ing , ab0ut 25 per cent in trading and 

fin ~n c c , a nd a b out 12 per cent in ccnstruction and electricity. 

J ... ocut 5 0 pe r cent o f the total equity . invest□ent in Kenyan 

inri or p oratcd c ocpa nies, and a considerably higher percentage 

-of th e long~ter2 loan capital, is held by non-residents. 

Of~e n, however, the Jegree of fcreign influence is not 

ref l ected in breakdown of the equity holJing accord ing to 

re sident status. · In □any instances, the f0reign share­

ho l J e r is a cc~pany, while the local shareholding is by 

i n ::Uv iduals. 

<?g ~- F or 1966-1968, figures fer the gross inflow of foreign 

c ap i ta l ere avnilable, a nd soce indicati 0n of the si gnificance 

of t he foreign qapital infl0w can be obtained by co□paring 
I• 

it with Gther key variables in the economy. 



.. 

T;, lJ lc III. 1 0 

i.n ~·1·_,,t i. '-- 11 to ctl1<: r C'co1w ::i i c vnr i.iblcs 196G- 68 

Ls perc c n ~go of current 

2.CC C U . t ~c.1.i c i t 

.,.s pcY c o1 tag o uf current 

~ccount ~ef icit pl us gross 

payr.:cnt s 

b s ?Crc cntnge cf total 

cnpitnl fo r ~ation at 

current pric e s 

As p e r c enta g e c f pri~ate 

carita l f or~aticn at 

current pric e s 

~ s perc~ntag e of priv&te 

··· ·curront prices less· ~wellings 

e n d breeding st~ck 

1966 1967 

7.4 11.1 

18O.O 57.2 

79.6 42.O 

12.1 ' 12.7 

17.7 19.9 

22.0 23.5 

1968 
(provi sional) 

13.2 

87.4 

68.4 

23.2 

Sc.;urce s: Central Bank of Kenya; East African Cor.;l:!uni ty 

Statistical Departccnt; Govern□cnt uf Kenya, 

Sta ti st ical l~bstrnct 1968 and Ee on on.ic Survey, 1969 

~*· First, fr .:,□ the poirit of view of the balance of pnyr.icnts, 

i t ca n be seen that private long-term inflows have been 

hi ghly si gnificant in ~aintaining the overall balance in 

the f ace of current acccunt neficits. The percent~ge is 



s ".;ill · high even when truss r_cpnyr:wnts arc nd1.1 cG to t he current 

· c: cf i c:. • 'l1he rcrc en t c1,<;c s rcln tcd t0 capital f orr.:a t i on 

r::.. v e sc~c i11 .3i c c1 tic, n c•f th e ocntributiL n r.;a(1e b y private 

~nfio~s to finnncin g capital ex ren jiture. In ac2 i t ivn , 

it i s c sti~at e d that at leas t 45 per cent c f the ne w i nf lows 

2~c i n t tc ~nnufa c t uri n g sector. T&king 45 per cent a s 

the c:c·~unl perc entuge, t bc n t h e cuntributic..ns to cnpi t u l 

cx;.:c n·:. i ture in :n2nufc1ctur i ng by priv ute l cng-tcr□ i nfl cws 

~ere abc ut 35 ,er ce nt i n 1966, 33 per cen t in 1967 and 

~2 nor cent . in 1968. 

Cjo -~ - J.i.Ilothe r ,ray of i l lustrating the significance of 

fo :reign pr i v 2te· .c a pitnl is by cxat;i,ining the nu:::i'ber of f i ri.1s 

in each indus try group, and cocparing those which h ave some 

foreign ov:nersh i p , ano t h ose which are en tirely owned by 

resident s. It i s d if~ icult, fer this purpose, to nrrive 

et ~ satisfac tory definition of a foreign enterfrise. 
' 

In Table III 11. below,~ f0reign enterprise is defined 
, .. ·, , .. , 

as enc i n whi ch a n on-resident institution, usual l y a 

fo r eign ccDpa ny engaged in si□iler activity to the Kenya 

c'<.11:.1.pc:-.ny, owns a porti0n of the ,equity capital. Often 

thes e shareholding s are ecc0cpanie& hr technical and financial 

advice en~ s0uetimes by long-te~m loans. 


